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PART |
ITEM 1.
GENERAL

State Street Corporation, referred to as the Parent Company, is a
financial holding company organized in 1969 under the laws of the
Commonwealth of Massachusetts. Our executive offices are located at
One Lincoln Street, Boston, Massachusetts 02111 (telephone (617) 786-
3000). For purposes of this Form 10-K, unless the context requires
otherwise, references to “State Street,” “we,” “us,” “our” or similar terms
mean State Street Corporation and its subsidiaries on a consolidated
basis. The Parent Company is a source of financial and managerial
strength to our subsidiaries. Through our subsidiaries, including our
principal banking subsidiary, State Street Bank and Trust Company,
referred to as State Street Bank, we provide a broad range of financial
products and senices to institutional investors worldwide, with $33.12
trillion of AUCA and $2.78 trillion of AUM as of December 31, 2017.

As of December 31, 2017, we had consolidated total assets of
$238.43 billion, consolidated total deposits of $184.90 billion,
consolidated total shareholders' equity of $22.32 billion and 36,643
employees. We operate in more than 100 geographic markets worldwide,
including in the U.S., Canada, Europe, the Middle East and Asia.

On the “Investor Relations” section of our corporate website at
www. statestreet.com, we make available, free of charge, all reports we
electronically file with, or fumish to, the SEC including our Annual
Reports on Form 10K, Quarterly Reports on Form 10-Q and Current
Reports on Form 8K, as well as any amendments to those reports, as
soon as reasonably practicable after those documents have been filed
with, or fumished to, the SEC. These documents are also accessible on
the SEC's website at ww.sec.gov. We hawe included the website
addresses of State Street and the SEC in this report as inactive textual
references only. Information on those websites is not part of this Form
10-K.

We hawe Corporate Governance Guidelines, as well as written
charters for the Examining and Audit Committee, the Executive
Committee, the Executive Compensation Committee, the Nominating
and Corporate Governance Committee, the Risk Committee and the
Technology Committee of our Board of Directors, or Board, 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 the "Investor Relations™ section of our website under
"Corporate Govermance."

BUSINESS

We provide additional disclosures required by applicable bank
regulatory standards, including supplemental qualitative and quantitative
information with respect to regulatory capital (including market risk
associated with our trading activities) and the liquidity coverage ratio,
summary results of semi-annual State Street-run stress tests which we
conduct under the Dodd-Frank Act and resolution plan disclosures
required under the Dodd-Frank Act. These additional disclosures are
available on the “Investor Relations” section of our website under "Filings
and Reports."

We use acronyms and other defined terms for certain business
terms and abbreviations, as defined on the acronyms list and glossary
included under Item 8, Financial Statements and Supplementary Data, of
this Form 10-K.

BUSINESS DESCRIPTION
Overview

We conduct our business primarily through 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. State Street Bank operates as a specialized bank,
referred to as a trust or custody bank, that senices and manages assets
on behalf of its institutional clients.

Our clients include mutual funds, collective investment funds and
other investment pools, corporate and public retirement plans, insurance
companies, foundations, endowments and investment managers.

Additional Information

Additional information about our business activities is provided in
the sections that follow. For information about our management of credit
and counterparty risk; liquidity risk; operational risk; market risk
associated with our trading activities; market risk associated with our
non-trading, or asset-and-liability management, activities, primarily
composed of interest-rate risk; and capital, as well as other risks
inherent in our businesses, refer to "Risk Factors" included under ltem
1A, the “Financial Condition” section of ltem 7, Management's
Discussion and Analysis of Financial Condition and Results of
Operations, or Management's Discussion and Analysis, and our
consolidated financial statements and accompanying notes included
under ltem 8, Financial Statements and Supplementary Data, of this
Form 10-K.
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LINES OF BUSINESS

We hawe two lines of business: Investment Senicing and Investment
Management.

Investment Servicing

Our Investment Senvicing line of business performs core custody
and related value-added functions, such as providing institutional
investors with clearing, settlement and payment senices. Our financial
senices and products allow our large institutional investor clients to
execute financial transactions on a daily basis in markets across the
globe. As most institutional investors cannot economically or efficiently
build their own technology and operational processes necessary to
facilitate their global securities settlement needs, our role as a global
trust and custody bank is generally to aid our clients to efficiently
perform senices associated with the clearing, settlement and execution
of securities transactions and related payments.

Our investment senicing products and senices include: custody;
product and participant level accounting; daily pricing and administration;
master trust and master custody; depotbank senices (a fund owersight
role created by regulation); record-keeping; cash management; foreign
exchange, brokerage and other trading senices; securities finance; our
enhanced custody product, which integrates principal securities lending
and custody; deposit and short-term investment facilities; loans and
lease financing; investment manager and alterative investment manager
operations outsourcing; performance, risk and compliance analytics; and
financial data management to support institutional investors.

We provide some or all of these integrated products and senices to
clients in the U.S. and in many other markets, including, among others,
Australia, Cayman Islands, France, Germany, Ireland, Italy, Japan,
Luxembourg and the U.K. As of December 31, 2017, we seniced AUCA
of approximately $24.42 trillion in the Americas, approximately $7.03
trillion in Europe and the Middle East and approximately $1.67 trillion in
the Asia-Pacific region.

Investment Management

Our Investment Management line of business, through SSGA,
provides a broad array of investment management, investment research
and investment advisory senices to corporations, public funds and other
sophisticated investors. SSGA offers passive and active asset
management strategies across equity, fixed-income, altemative, multi-
asset solutions (including OCIO) and cash asset classes. Products are
distributed directly and through intermediaries using a variety of
investment vehicles, including ETFs, such as the SPDR® ETF brand. As
of December 31, 2017, SSGA had AUM of approximately $2.78 trillion.

Additional information about our lines of business is provided under
“Line of Business Information” included under ltem 7, Management's
Discussion and Analysis, and in Note 24 to the consolidated financial
statements included under ltem 8, Financial Statements and
Supplementary Data, of this Form 10-K. Additional information about our
non-U.S. activities is provided in Note 25 to the consolidated financial
statements included under ltem 8 of this Form 10-K.

COMPETITION

We operate in a highly competitive environment and face global
competition in all areas of our business. Our competitors include a broad
range of financial institutions and senicing companies, including other
custodial banks, deposit-taking institutions, investment management
firms, insurance companies, mutual funds, broker/dealers, investment
banks, benefits consultants, investment analytic businesses, business
senice and software companies and information senvices firms. As our
businesses grow and markets ewlve, we may encounter increasing and
new forms of competition around the world.

We believe that many key factors drive competition in the markets
for our business. For Investment Senicing, quality of senice,
technological expertise, economies of scale, quality and scope of
senices, sales and marketing, required levels of capital and price drive
competition, and are critical to our senicing business. For Investment
Management, key competitive factors include expertise, experience,
availability of related senice offerings, quality of senice and performance
and price.

Our competitive success may depend on our ability to develop and
market new and innovative senices, to adopt or develop new
technologies, to bring new senices to market in a timely fashion at
competitive prices, to continue to expand our relationships with existing
clients, and to attract new clients.

We are a systemically important financial institution and are subject
to extensive regulation and supenision with respect to our operations and
activities. Not all of our competitors have similarly been designated as
systemically important nor are all of them subject to the same degree of
regulation as a bank or financial holding company, and therefore some of
our competitors may not be subject to the same limitations,
requirements and standards with respect to their operations and
activities. See "Supenision and Regulation" in this Item for more
information.
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SUPERVISION AND REGULATION

State Street is registered with the Federal Resene as a bank
holding company pursuant to the Bank Holding Company Act of 1956.
The Bank Holding Company Act generally limits the activities in which
bank holding companies and their non-banking subsidiaries may engage
to managing or controlling banks and to a range of activities that are
considered to be closely related to banking. Bank holding companies
that have elected to be treated as financial holding companies, such as
the Parent Company, may engage in a broader range of activities
considered to be "financial in nature." These limits also apply to non-
banking entities that we are deemed to “control” for purposes of the Bank
Holding Company Act, which may include companies of which we own or
control more than 5% of a class of voting shares. The Federal Resene
may order a bank holding company to terminate any activity, or its
ownership or control of a non-banking subsidiary, if the Federal Resene
finds that the activity, ownership or control constitutes a serious risk to
the financial safety, soundness or stability of a banking subsidiary or is
inconsistent with sound banking principles or statutory purposes. The
Bank Holding Company Act also requires a bank holding company to
obtain prior approval of the Federal Resene before it acquires
substantially all the assets of any bank, or ownership or control of more
than 5% of the woting shares of any bank.

The Parent Company has elected to be treated as a financial
holding company and, as such, may engage in a broader range of non-
banking activities than pemmitted for bank holding companies and their
subsidiaries that have not elected to become financial holding
companies. Financial holding companies may engage directly or
indirectly in activities that are defined by the Federal Resene to be
financial in nature, either de novo or by acquisition, provided that the
financial holding company gives the Federal Resene 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; making
merchant banking investments, subject to significant limitations; and any
activities previously found by the Federal Resene to be closely related to
banking. In order to maintain our status as a financial holding company,
we and each of our U.S. depository institution subsidiaries must be well
capitalized and well managed, as defined in applicable regulations and
determined in part by the results of regulatory examinations, and must
comply with Community Reinvestment Act obligations. Failure to
maintain these standards may ultimately permit the Federal Resene to
take enforcement actions against us and restrict our ability to engage in
activities defined to be financial in nature. Currently,

under the Bank Holding Company Act, we may not be able to engage in
new activities or acquire shares or control of other businesses.

In response to the financial crisis, as well as other factors such as
technological and market changes, both the scope of the laws and
regulations and the intensity of the supenision to which our business is
subject hawe increased in recent years. Regulatory enforcement and
fines hawe also increased across the banking and financial senices
sector. Many of these changes have occurred as a result of the Dodd-
Frank Act and its implementing regulations, most of which are now in
place. The U.S. President has issued an executive order that sets forth
principles for the reform of the federal financial regulatory framework, and
the Republican majority in Congress has also suggested an agenda for
financial regulatory reform. The implementation of any such reforms, or if
implemented whether they would be beneficial to State Street, is
uncertain. Irrespective of any regulatory change, we expect that our
business will remain subject to extensive regulation and supenision.

In addition, increased regulatory requirements have been and are
being implemented intemnationally with respect to financial institutions,
including, but not limited to, the implementation of the Basel lll final rule
(refer to “Regulatory Capital Adequacy and Liquidity Standards” below in
this “Supenision and Regulation” section and under "Capital" in
“Financial Condition” included under ltem 7, Management's Discussion
and Analysis, of this Form 10K for a discussion of Basel lll), the
Altemnative Investment Fund Managers Directive (AIFMD), the Bank
Recowery and Resolution Directive (BRRD), the European Market
Infrastructure Regulation (EMIR), the Undertakings for Collective
Investment in Transferable Securities (UCITS) directives, the Markets in
Financial Instruments Directive Il (MiFID Il) and the Markets in Financial
Instruments Regulation (MiFIR) (the majority of the provisions of MiFID I
and MiFIR will apply from January 3, 2018) and the E.U. General Data
Protection Regulation (GDPR).

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. Some aspects of our public disclosure, corporate
governance principles and intemal control systems are subject to SOX
the Dodd-Frank Act and regulations and rules of the SEC and the NYSE.
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Regulatory Capital Adequacy and Liquidity Standards
Basel lll Final Rule

We are subject to the Basel lll framework in the U.S. Provisions of
the Basel lll final rule become effective under a transition timetable which
began in January 2014, with full implementation required beginning on
January 1, 2019. U.S. banking regulators have also jointly issued a final
market risk capital rule to implement the changes to the market risk
capital framework in the U.S. The final market risk capital rule became
effective and was applicable to State Street in January 2013, and
replaced the market risk capital framework associated with Basel | and
Basel Il.

The Basel lll final rule provides for two frameworks: the
“standardized” approach, intended to replace Basel |, and the “advanced”
approaches, applicable to advanced approaches banking organizations,
like State Street, as originally defined under Basel . The standardized
approach modifies the provisions of Basel | related to the calculation of
RWA and prescribes standardized risk weights for certain on- and off-
balance sheet exposures.

Among other things, the Basel lll final rule does the following:

* Adds requirements for a minimum common equity tier 1 risk-
based capital ratio of 4.5% and a minimum supplementary
leverage ratio of 3% for advanced approaches banking
organizations;

* Raises the minimum tier 1 risk-based capital ratio from 4%
under Basel | and Basel Il to 6%;

* Leawes the existing, minimum total capital ratio at 8%;

» Implements the capital consenation and countercyclical capital
buffers, referenced below, as well as a G-SIB surcharge included
under "Capital" in "Financial Condition" included under ltem 7,
Management's Discussion and Analysis, of this Form 10-K;

» Implements the previously described standardized approach to
replace the calculation of RWA under Basel |; and

* Implements the advanced approaches for the calculation of
RWA.

Additionally, beginning January 1, 2018, the SLR rule introduced a
higher minimum SLR requirement for the eight U.S. G-SIBs of at least
6% for the insured banking entity (State Street Bank) in order to be well
capitalized under the U.S. banking regulators’ PCA framework, as well
as a requirement of a minimum SLR of 5% for the holding company (the
Parent Company) in order to avoid any limitations on distributions and
discretionary bonus payments. In

addition to the SLR, State Street is subject to a minimum tier 1 leverage
ratio of 4%, which differs from the SLR primarily in that the denominator
of the tier 1 leverage ratio is a quarterly average of on-balance sheet
assets and does not include any off-balance sheet exposures. The
Parent Company is required to include SLR disclosures, calculated on a
transitional basis, with its other Basel disclosures.

Under the Basel lll final rule, a banking organization would be able
to make capital distributions (subject to other regulatory constraints,
such as regulator review of its capital plans) and discretionary bonus
payments without specified limitations, as long as it maintains the
required capital conservation buffer of 2.5% plus applicable G-SIB
surcharge over the minimum required common equity tier 1 risk-based
capital ratio and each of the minimum required tier 1 and total risk-based
capital ratios (plus any potentially applicable countercyclical capital
buffer). Banking regulators would establish the minimum countercyclical
capital buffer, which is initially set by banking regulators at zero, upto a
maximum of 2.5% of total risk-weighted assets under certain economic
conditions.

Under the Basel lll final rule, our total regulatory capital is divided
into three tiers, composed of common equity tier 1 capital, tier 1 capital
(which includes common equity tier 1 capital), and tier 2 capital. The
total of tier 1 and tier 2 capital, adjusted as applicable, is referred to as
total regulatory capital.

Common equity tier 1 capital is composed of core capital elements,
such as qualifying common shareholders' equity and related surplus;
retained eamings; the cumulative effect of foreign currency translation;
and net unrealized gains (losses) on debt and equity securities classified
as AFS; reduced by treasury stock. Subject to certain phase-in or
phase-out prowvisions, tier 1 capital is composed of common equity tier 1
capital plus additional tier 1 capital composed of qualifying perpetual
preferred stock and minority interests. Goodwill and other intangible
assets, net of related deferred tax liabilities, are deducted from common
equity tier 1 capital and tier 1 capital. Subject to certain phase-in or
phase-out provsions, tier 2 capital is composed primarily of qualifying
subordinated long-term debt.

Certain other items, if applicable, must be deducted from tier 1 and
tier 2 capital. These items primarily include deductible investments in
unconsolidated banking, financial and insurance entities where we hold
more than 50% of the entities' capital; and the amount of expected credit
losses that exceeds recorded allowances for loan and other credit
losses. Expected credit losses are calculated for wholesale credit
exposures by formula in conformity with the Basel Il final rule.
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As required by the Dodd-Frank Act, we and State Street Bank, as
advanced approaches banking organizations, are subject to a permanent
"capital floor," also referred to as the Collins Amendment, in the
assessment of our regulatory capital adequacy, including the capital
consenvation buffer and countercyclical capital buffer described abowe in
this "Supenision and Regulation" section). Since 2015, our risk-based
capital ratios for regulatory assessment purposes are the lower of each
ratio calculated under the standardized approach and the advanced
approaches.

Global Systemically Important Bank

In addition to the Basel lll final rule, we are subject to the Federal
Resene's final rule imposing a capital surcharge on U.S. G-SIBs. The
surcharge requirements within the final rule began to phase-in on January
2016 and will be fully effective on January 1, 2019. The eight U.S. banks
deemed to be G-SIBs, including State Street, are required to calculate
the G-SIB surcharge according to two methods, and be bound by the
higher of the two:

* Method 1: Assesses systemic importance based upon five
equally-weighted components: size, interconnectedness,
complexity, cross+urisdictional activity and substitutability;

» Method 2: Alters the calculation from Method 1 by factoring in a
wholesale funding score in place of substitutability and applying a
2x multiplier to the sum of the five components

Method 2 is identified as the binding methodology for State Street
and the applicable surcharge on January 1, 2017 was calculated to be
1.5%. Assuming completion of the phase-in period for the capital
consenation buffer, and a countercyclical buffer of 0%, the minimum
capital ratios as of January 1, 2019, including a capital conservation
buffer of 2.5% and G-SIB surcharge of 1.5% in 2019, would be 8.5% for
common equity tier 1 capital, 10.0% for tier 1 risk-based capital and
12.0% for total risk-based capital, in order for State Street to make
capital distributions and discretionary bonus payments without limitation.
Further, State Street, like all other U.S. G-SIBs, is also subject to a 2%
leverage buffer under the Basel lll final rule. If State Street fails to exceed
the 2% leverage buffer, it will be subject to increased restrictions
(depending upon the extent of the shortfall) regarding capital distributions
and discretionary executive bonus payments. Not all of our competitors
hawe similarly been designated as systemically important nor are all of
them subject to the same degree of regulation as a bank or financial
holding company, and therefore some of our competitors may not be
subject to the same additional capital requirements.

Total Loss-Absorbing Capacity (TLAC)

In December 2016, the Federal Resene released its final rule on
TLAC, LTD and clean holding company requirements for U.S. domiciled
G-SIBs, such as State Street, that are intended to improve the resiliency
and resolvability of certain U.S. banking organizations through enhanced
prudential standards. The TLAC final rule imposes: (1) TLAC
requirements (i.e., combined eligible tier 1 regulatory capital and eligible
LTD); (2) separate eligible LTD requirements; and (3) clean holding
company requirements designed to make short-term unsecured debt
(including deposits) and most other ineligible liabilities structurally senior
to eligible LTD.

Among other things, the TLAC final rule requires State Street to
comply with minimum requirements for external TLAC and extemal LTD,
plus an exteral TLAC buffer. Specifically, State Street must hold (1)
combined eligible tier 1 regulatory capital and eligible LTD in the amount
equal to at least 21.5% of total risk-weighted assets (using an estimated
G-SIB method 1 surcharge of 1%) and 9.5% of total leverage exposure,
as defined by the SLR final rule, and (2) qualifying extemal LTD equal to
the greater of 7.5% of risk-weighted assets (using an estimated G-SIB
method 2 surcharge of 1.5%) and 4.5% of total leverage exposure, as
defined by the SLR final rule.

Based upon current estimates, assumptions and guidance, we
project that compliance with TLAC and LTD will result in increasing our
outstanding LTD by approximately $1.5 billion at December 31, 2018
compared to debt outstanding at December 31, 2017. Our estimates
regarding TLAC and LTD are subject to additional regulatory guidance
and interpretation. State Street must comply with the TLAC final rule
starting on January 1, 2019.

Liquidity Coverage Ratio and Net Stable Funding Ratio

In addition to capital standards, the Basel lll final rule introduced
two quantitative liquidity standards: the LCR and the NSFR.

We are subject to the final rule issued by the U.S. banking
regulators implementing the BCBS' LCR in the U.S. The LCRis intended
to promote the short-term resilience of intemationally active banking
organizations, like State Street, to improve the banking industry's ability
to absorb shocks arising from market stress over a 30 calendar day
period and improve the measurement and management of liquidity risk.

The LCR measures an institution's HQLA against its net cash
outflows. We report LCR to the Federal Resene daily. As of December
31, 2017, our LCR was in excess of the requirement of 100%. In addition,
we publicly disclose certain qualitative and quantitative information about
our LCR consistent
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with the requirements of the Federal Resene's December 2016 final rule.

Compliance with the LCR has required that we maintain an
investment portfolio that contains an adequate amount of HQLA. In
general, HQLA investments generate a lower investment retum than other
types of investments, resulting in a negative impact on our NIl and our
NIM. In addition, the level of HQLA we are required to maintain under the
LCRis dependent upon our client relationships and the nature of senices
we provde, which may change ower time. Deposits resulting from certain
senices provided (“operational deposits”) are treated as more resilient
during periods of stress than other deposits. As a result, if balances of
operational deposits increased relative to our total client deposit base,
we would expect to require less HQLA in order to maintain our LCR.
Conwersely, if balances of operational deposits decreased relative to our
total client deposit base, we would expect to require more HQLA.

The BCBS has also issued final guidance with respect to the
NSFR. In the second quarter of 2016, the OCC, Federal Resene and
FDIC issued a proposal to implement the NSFR in the U.S. that is
largely consistent with the BCBS guidance. The proposal would require
banking organizations to maintain an amount of available stable funding,
which is calculated by applying standardized weightings to its equity and
liabilities based on their expected stability, that is no less than the
amount of its required stable funding, which is calculated by applying
standardized weightings to its assets, derivatives exposures, and certain
other off-balance sheet exposures based on their liquidity characteristics.

Failure to meet current and future regulatory capital requirements
could subject us to a variety of enforcement actions, including the
termination of State Street Bank's deposit insurance by the FDIC, and to
certain restrictions on our business, including those that are described
abowe in this “Supenision and Regulation” section.

For additional information about our regulatory capital position and
our regulatory capital adequacy, as well as current and future regulatory
capital requirements, refer to "Capital" in “Financial Condition" included
under ltem 7, Management's Discussion and Analysis, and Note 16 to
the consolidated financial statements included under ltem 8, Financial
Statements and Supplementary Data, of this Form 10-K.

Capital Planning, Stress Tests and Dividends

Pursuant to the Dodd-Frank Act, the Federal Resene has adopted

capital planning and stress test requirements for large bank holding

companies, including us, which form part of the Federal Resene’s annual
CCAR framework. CCAR is used by the

Federal Resene to evaluate our management of capital, the adequacy of
our regulatory capital and the potential requirement for us to maintain
capital lewels above regulatory minimums. Under the Federal Resene’s
capital plan final rule, we must conduct periodic stress testing of our
business operations and submit an annual capital plan to the Federal
Resene, taking into account the results of separate stress tests
designed by us and by the Federal Resene.

The capital plan must include a description of all of our planned
capital actions over a nine-quarter planning horizon, including any
issuance of debt or equity capital instruments, any capital distributions,
such as payments of dividends on, or purchases of, our stock, and any
similar action that the Federal Resene determines could affect our
consolidated capital. The capital plan must include a discussion of how
we will maintain capital above the minimum regulatory capital ratios,
including the minimum ratios under the Basel lll final rule that are phased
in over the planning horizon, and sene as a source of strength to our
U.S. depository institution subsidiaries under supenisory stress
scenarios. The capital plan requirements mandate that we receive no
objection to our plan from the Federal Resene before making a capital
distribution. These requirements could require us to revise our stress-
testing or capital management approaches, resubmit our capital plan or
postpone, cancel or alter our planned capital actions. In addition,
changes in our strategy, merger or acquisition activity or unanticipated
uses of capital could result in a change in our capital plan and its
associated capital actions, including capital raises or modifications to
planned capital actions, such as purchases of our stock, and may
require resubmission of the capital plan to the Federal Resene for its
non-objection if, among other reasons, we would not meet our regulatory
capital requirements after making the proposed capital distribution.

In addition to its capital planning requirements, the Federal Resene
has the authority to prohibit or to limit the payment of dividends by the
banking organizations it supenises, including the Parent Company and
State Street Bank, if, in the Federal Resene’s opinion, the payment of a
dividend would constitute an unsafe or unsound practice in light of the
financial condition of the banking organization. All of these policies and
other requirements could affect our ability to pay dividends and purchase
our stock, or require us to provide capital assistance to State Street
Bank and any other banking subsidiary.

In June 2017, we received the results of the Federal Resene’s
review of our 2017 capital plan in connection with its 2017 annual CCAR
process. The Federal Resene did not object to the capital actions we
proposed in our 2017 capital plan and, in June 2017, our Board approved
a new common stock
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purchase program authorizing the purchase of up to $1.4 billion of our
common stock from July 1, 2017 through June 30, 2018. As of
December 31, 2017, we purchased approximately 7.4 million shares of
our common stock at an average per-share cost of $94.54 and an
aggregate cost of approximately $700 million under this program. Our
2017 capital plan included an increase, subject to approval by our Board,
to our quarterly stock dividend to $0.42 per share from $0.38 per share,
beginning in the third quarter of 2017. Our common stock and other
stock dividends, including the declaration, timing and amount thereof,
remain subject to consideration and approval by our Board of Directors at
the relevant times.

The Federal Resene, under the Dodd-Frank Act, requires us to
conduct semi-annual State Street-run stress tests and to publicly
disclose the summary results of our State Street-run stress tests under
the sewerely adverse economic scenario. In October 2017, we provided
summary results of our 2017 mid-cycle State Street-run stress tests on
the “Investor Relations” section of our corporate website. We are also
required to undergo an annual supenisory stress test conducted by the
Federal Resene.

The Dodd-Frank Act also requires State Street Bank to conduct an
annual stress test. State Street Bank must submit its 2018 annual State
Street Bank-run stress test to the Federal Resene by April 5, 2018.

In January 2017, the Federal Resene adopted revisions to the
capital plan and stress test requirements that, among other things,
reduce the de minimis threshold for additional capital distributions that a
firm may make during a capital plan cycle without seeking the Federal
Resene’s prior approval. The final rule also establishes a one-quarter
“plackout period” while the Federal Resene is conducting CCAR during
which firms are not permitted to submit de minimis exception notices or
prior approval requests for additional capital distributions. The Federal
Resene is currently considering making further changes to CCAR
requirements, which may change our minimum capital requirements.

The Volcker Rule

We are subject to the Volcker rule and implementing regulations.
The Volcker rule prohibits banking entities, including us and our affiliates,
from engaging in certain prohibited proprietary trading activities, as
defined in the final Volcker rule regulations, subject to exemptions for
market-making related activities, risk-mitigating hedging, underwriting
and certain other activities. The Volcker rule also requires banking
entities to either restructure or divest certain ownership interests in, and
relationships with, covered funds (as such terms are defined in the final
Volcker rule regulations).

The final Volcker rule regulations require banking entities to
establish extensive programs designed to ensure compliance with the
restrictions of the Volcker rule. We hawe established a compliance
program which we believe complies with the final Volcker rule regulations
as cumrently in effect. Such compliance program restricts our ability in
the future to senice certain types of funds, in particular covered funds for
which SSGA acts as an advisor and certain types of trustee
relationships. Consequently, Volcker rule compliance entails both the
cost of a compliance program and loss of certain revenue and future
opportunities.

Enhanced Prudential Standards

As a SIFI, we are subject to heightened prudential standards,
including heightened capital, leverage, liquidity and risk management
requirements, single-counterparty credit limits and early remediation
requirements. Bank holding companies with $50 billion or more in
consolidated assets, which includes us, became automatically subject
to the systemic-risk regime in 2010.

The FSOC can recommend prudential standards, reporting and
disclosure requirements to the Federal Resene for SIFls, and must
approve any finding by the Federal Resene that a financial institution
poses a grawe threat to financial stability and must undertake mitigating
actions. The FSOC is also empowered to designate systemically
important payment, clearing and settlement activities of financial
institutions, subjecting them to prudential supenision and regulation,
and, assisted by the Office of Financial Research within the U.S.
Department of the Treasury can gather data and reports from financial
institutions, including us.

Under the Federal Resene's final rule implementing certain
enhanced prudential standards for large bank holding companies, we are
required to comply with various liquidity-related risk management
standards and maintain a liquidity buffer of unencumbered highly liquid
assets based on the results of intemal liquidity stress testing. This
liquidity buffer is in addition to other liquidity requirements, such as the
LCR and, when implemented, the NSFR. The final rule also establishes
requirements and responsibilities for our risk committee and mandates
risk management standards. We became subject to these standards in
January 2015.

In March 2016, the Federal Resenve re-proposed rules that would
establish single-counterparty credit limits for large banking organizations,
with more stringent limits for the largest banking organizations. U.S. G-
SIBs, including us, would be subject to a limit of 15% of tier 1 capital for
credit exposures to any “major counterparty” (defined as other U.S. G-
SIBs, foreign G-SIBs and non-bank SIFIs supenised by the
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Federal Resene) and to a limit of 25% of tier 1 capital for credit
exposures to any other unaffiliated counterparty.

In September 2017, the Federal Resene issued a final rule that
imposes contractual requirements on certain “qualified financial
contracts” to which U.S. G-SIBs, including us, and their subsidiaries are
parties. Under the final rule, certain qualified financial contracts generally
must expressly provide that transfer restrictions and default rights
against a U.S. G-SIB, or subsidiary of a U.S. G-SIB, are limited to the
same extent as they would be under the Federal Deposit Insurance Act
and Title Il of the Dodd-Frank Act and their implementing regulations. In
addition, certain qualified financial contracts may not, among other
things, pemit the exercise of any cross-default right against a U.S. G-
SIB or subsidiary of a U.S. G-SIB based on an affiliate’s entry into
insolvency, resolution or similar proceedings, subject to certain creditor
protections. There is a phased-in compliance schedule based on
counterparty type, with a first compliance date of January 1, 2019.

In addition, the final rules create an early-remediation regime to
address financial distress or material management weaknesses
determined with reference to four levels of early remediation, including
heightened supenisory review, initial remediation, recovery, and
resolution assessment, with specific limitations and requirements tied to
each lewel.

The systemic-risk regime also provides that, for institutions deemed
to pose a grawe threat to U.S. financial stability, the Federal Resene,
upon an FSOC wote, must limit that institution’s ability to merge, restrict
its ability to offer financial products, require it to terminate activities,
impose conditions on activities or, as a last resort, require it to dispose
of assets. Upon a grave-threat determination by the FSOC, the Federal
Resene must issue rules that require financial institutions subject to the
systemic-risk regime to maintain a debt-to-equity ratio of no more than
15 to 1 if the FSOC considers it necessary to mitigate the risk of the
grawe threat. The Federal Resene also has the ability to establish further
standards, including those regarding contingent capital, enhanced public
disclosures, and limits on short-term debt, including off-balance sheet
exposures.

Resolution Planning

State Street, like other bank holding companies with total
consolidated assets of $50 billion or more, periodically submits a plan for
rapid and orderly resolution in the event of material financial distress or
failure — commonly referred to as a resolution plan or a living will —to
the Federal Resene and the FDIC under Section 165(d) of the Dodd-
Frank Act. Through resolution planning, we seek, in the event of the
insolvency of State Street, to maintain State Street

Bank’s role as a key infrastructure provider within the financial system,
while minimizing risk to the financial system and maximizing value for
the benefit of our stakeholders. We have and will continue to focus
management attention and resources to meet regulatory expectations
with respect to resolution planning.

We submitted our 2017 resolution plan describing our preferred
resolution strategy to the Federal Resenve and FDIC on June 30, 2017.
On December 19, 2017, the Federal Reserve and FDIC announced that
they had completed their review and had not identified deficiencies or
specific shortcomings. Nonetheless, the agencies identified four common
areas in which more work may need to be done by all firms, including
State Street, to continue to improve resolvability: intra-group liquidity;
intemnal loss-absorbing capacity; derivatives; and payment, clearing and
settlement activities. State Street’s next resolution plan is due July 1,
2019.

In the event of material financial distress or failure, our preferred
resolution strategy is the SPOE Strategy. The SPOE Strategy provides
that prior to the bankruptcy of the Parent Company and pursuant to a
support agreement among the Parent Company, SSIF (a direct
subsidiary of the Parent Company), State Street’s Beneficiary Entities
(as defined below) and certain other State Street entities, SSIF is
obligated, up to its available resources, to recapitalize and/or provide
liquidity to State Street Bank and the other State Street entities
benefiting from such capital and/or liquidity support (collectively with
State Street Bank, “Beneficiary Entities”), in amounts designed to
prevent the Beneficiary Entities from themselves entering into resolution
proceedings. Following the recapitalization of, or provision of liquidity to
the Beneficiary Entities, the Parent Company would enter into a
bankruptcy proceeding under the U.S. Bankruptcy Code. The Beneficiary
Entities and other State Street subsidiaries would be transferred to a
newly organized holding company held by a reorganization trust for the
benefit of the Parent Company’s claimants.

Under the support agreement, the Parent Company has pre-funded
SSIF by contributing certain of its assets (primarily its liquid assets,
cash deposits, investments in intercompany debt, investments in
marketable securities and other cash and non-cash equivalent
investments) to SSIF contemporaneous with entering into the support
agreement and will continue to contribute such assets, to the extent
awvailable, on an on-going basis. In consideration for these contributions,
SSIF has agreed in the support agreement to provide capital and liquidity
support to the Parent Company and all of the Beneficiary Entities in
accordance with the Parent Company’s capital and liquidity policies.
Under the support agreement, the Parent Company is only permitted to
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retain cash needed to meet its upcoming obligations and to fund
expected expenses during a potential bankruptcy proceeding. SSIF has
provided the Parent Company with a committed credit line and issued
(and may issue) one or more promissory notes to the Parent Company
(the "Parent Company Funding Notes") that together are intended to
allow the Parent Company to continue to meet its obligations throughout
the period prior to the occurrence of a "Recapitalization Event" (as
defined below). The support agreement does not contemplate that SSIF
is obligated to maintain any specific level of resources and SSIF may not
have sufficient resources to implement the SPOE Strategy.

In the event a Recapitalization Event occurs, the obligations
outstanding under the Parent Company Funding Notes would
automatically convert into or be exchanged for capital contributed to
SSIF. The obligations of the Parent Company and SSIF under the
support agreement are secured through a security agreement that grants
a lien on the assets that the Parent Company and SSIF would use to
fulfill their obligations under the support agreement to the Beneficiary
Entities. SSIF is a distinct legal entity separate from the Parent
Company and the Parent Company’s other affiliates.

In accordance with its policies, State Street is required to monitor,
on an ongoing basis, the capital and liquidity needs of State Street Bank
and the other Beneficiary Entities. To support this process, State Street
has established a trigger framework that identifies key actions that would
need to be taken or decisions that would need to be made if certain
ewents tied to State Street’s financial condition occur. In the event that
State Street experiences material financial distress, the support
agreement requires State Street to model and calculate certain capital
and liquidity triggers on a regular basis to determine whether or not the
Parent Company should commence preparations for a bankruptcy filing
and whether or not a Recapitalization Event has occurred.

Upon the occurrence of a Recapitalization Event: (1) SSIF would not
be authorized to provide any further liquidity to the Parent Company; (2)
the Parent Company would be required to contribute to SSIF any
remaining assets it is required to contribute to SSIF under the support
agreement (which specifically exclude amounts designated to fund
expected expenses during a potential bankruptcy proceeding); (3) SSIF
would be required to provide capital and liquidity support to the
Beneficiary Entities to support such entities’ continued operation to the
extent of its available resources and consistent with the support
agreement; and (4) the Parent Company would be expected to
commence Chapter 11 proceedings under the U.S. Bankruptcy Code. No
person or entity, other than a party to the support agreement, should
rely, including in evaluating any

State Street entity from a creditor's perspective or determining whether to
enter into a contractual relationship with any State Street entity, on any
State Street affiliate being or remaining a Beneficiary Entity or receiving
capital or liquidity support pursuant to the support agreement.

A “Recapitalization Event” is defined under the support agreement
as the earlier occurrence of one or more capital and liquidity thresholds
being breached or the authorization by the Parent Company's Board of
Directors for the Parent Company to commence bankruptcy proceedings.
These thresholds are set at lewels intended to provide for the availability
of sufficient capital and liquidity to enable an orderly resolution without
extraordinary govemment support. The SPOE Strategy and the
obligations under the support agreement may result in the
recapitalization of State Street Bank and the commencement of
bankruptcy proceedings by the Parent Company at an earlier stage of
financial stress than might otherwise occur without such mechanisms in
place. An expected effect of the SPOE Strategy and applicable TLAC
regulatory requirements is that State Street’s losses will be imposed on
the Parent Company shareholders and the holders of long-term debt and
other forms of TLAC securities currently outstanding or issued in the
future by the Parent Company, as well as on any other Parent Company
creditors, before any of its losses are imposed on the holders of the debt
securities of the Parent Company's operating subsidiaries or any of their
depositors or creditors, or before U.S. taxpayers are put at risk.

There can be no assurance that credit rating agencies, in response
to our resolution plan or the support agreement, will not downgrade,
place on negative watch or change their outlook on our debt credit
ratings, generally or on specific debt securities. Any such downgrade,
placement on negative watch or change in outlook could adversely affect
our cost of borrowing, limit our access to the capital markets or result in
restrictive covenants in future debt agreements and could also adversely
impact the trading prices, or the liquidity, of our outstanding debt
securities.

State Street Bank is also required to submit periodically to the
FDIC a plan for resolution in the event of its failure, referred to as an IDI
plan. Under the IDI plan rule, submission of the IDI plan is scheduled for
July 1, 2018.

Orderly Liquidation Authority

Under the Dodd-Frank Act, certain financial companies, including
bank holding companies such as State Street, and certain covered
subsidiaries, can be subjected to the orderly liquidation authority. The
U.S. Treasury Secretary, in consultation with the U.S. President, must
first make certain extraordinary
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financial distress and systemic risk determinations, and action must be
recommended by two-thirds of the FDIC Board and two-thirds of the
Federal Resene Board. Absent such actions, we, as a bank holding
company, would remain subject to the U.S. Bankruptcy Code.

The orderly liquidation authority went into effect in 2010, and
rulemaking is proceeding in stages, with some regulations now finalized
and others planned but not yet proposed. If we were subject to the
orderly liquidation authority, the FDIC would be appointed as the receiver
of State Street Bank, which would give the FDIC considerable powers to
resolve us, including: (1) the power to remowe officers and directors
responsible for our failure and to appoint new directors and officers; (2)
the power to assign assets and liabilities to a third party or bridge
financial company without the need for creditor consent or prior court
review; (3) the ability to differentiate among creditors, including by
treating junior creditors better than senior creditors, subject to a
minimum recovery right to receive at least what they would have received
in bankruptcy liquidation; and (4) broad powers to administer the claims
process to determine distributions from the assets of the receivership to
creditors not transferred to a third party or bridge financial institution.

In 2013, the FDIC released its proposed single-point-of-entry
strategy for resolution of a SIFI under the orderly liquidation authority.
The FDIC's release outlines how it would use its powers under the
orderly liquidation authority to resolve a SIFI by placing its top-tier U.S.
holding company in receivership and keeping its operating subsidiaries
open and out of insolvency proceedings by transferring the operating
subsidiaries to a new bridge holding company, recapitalizing the
operating subsidiaries and imposing losses on the shareholders and
creditors of the holding company in receivership according to their
statutory order of priority.

Derivatives

Title VII of the Dodd-Frank Act imposed a comprehensive regulatory
structure on the OTC derivatives market, including requirements for

clearing, exchange trading, capital, margin, reporting and record-keeping.

Title VIl also requires certain persons to register as a major swap
participant, a swap dealer or a securities-based swap dealer. The CFTC,
the SEC, and other U.S. regulators hawe largely implemented key
provisions of Title VII, although certain final regulations have only been in
place a short period of time and others have not been finalized. Through
this rulemaking process, these regulators collectively have adopted or
proposed, among other things, regulations relating to reporting and
record-keeping obligations, margin and capital requirements, the scope
of registration and the

central clearing and exchange trading requirements for certain over-the-
counter derivatives. The CFTC has also issued rules to enhance the
owersight of clearing and trading entities. The CFTC, along with other
regulators, including the Federal Resene, have also issued final rules
with respect to margin requirements for uncleared derivatives
transactions.

State Street Bank has registered provisionally with the CFTC as a
swap dealer. As a provisionally registered swap dealer, State Street
Bank is subject to significant regulatory obligations regarding its swap
activity and the supenision, examination and enforcement powers of the
CFTC and other regulators. The CFTC has granted State Street Bank a
limited-purpose swap dealer designation. Under this limited-purpose
designation, interest-rate swap activity engaged in by State Street
Bank’s Global Treasury group is not subject to certain of the swap
regulatory requirements otherwise applicable to swaps entered into by a
registered swap dealer, subject to a number of conditions. For all other
swap transactions, our swap activities remain subject to all applicable
swap dealer regulations.

Money Market Funds

The SEC has adopted amendments to the regulations govering
money market funds to address potential systemic risks and improve
transparency for money market fund investors. Among other things, the
amendments require a floating net asset value for institutional prime
money market funds (i.e., money market funds that are either not
restricted to natural person investors or not restricted to investing
primarily in U.S. govemment securities) and permit (and in some cases
require) all money market funds to impose redemption fees and gates
under certain circumstances. As a result of these reforms, money
market funds may be required to take certain steps that will affect their
structure and/or operations, which could in tum affect the liquidity,
marketability and retum potential of such funds. Full conformance with
these amendments was required by October 14, 2016.

Money market reforms are also being introduced in Europe in 2018
and 2019. The SEC's amended regulations, and the potential reforms in
Europe, could alter the business models of money market fund sponsors
and asset managers, including many of our senicing clients and SSGA,
and may result in reduced lewels of investment in money market funds.
As a result, these requirements may have an adverse impact on our
business, our operations or our consolidated results of operations.

Subsidiaries

The Federal Resene is the primary federal banking agency
responsible for regulating us and our subsidiaries, including State Street
Bank, with respect to both our U.S. and non-U.S. operations.
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Our banking subsidiaries are subject to supenision and
examination by various regulatory authorities. State Street Bank is a
member of the Federal Resene System, its deposits are insured by the
FDIC and it is subject to applicable federal and state banking laws and to
supenision and examination by the Federal Resere, as well as by the
Massachusetts Commissioner of Banks, the FDIC, and the regulatory
authorities of those states and countries in which State Street Bank
operates a branch. Our other subsidiary trust companies are subject to
supenision and examination by the OCC, the Federal Resene or by the
appropriate state banking regulatory authorities of the states in which
they are organized and operate. Our non-U.S. banking subsidiaries are
subject to regulation by the regulatory authorities of the countries in
which they operate.

We and our subsidiaries that are not subsidiaries of State Street
Bank are affiliates of State Street Bank under federal banking laws,
which impose restrictions on various types of transactions, including
loans, extensions of credit, investments or asset purchases by or from
State Street Bank, on the one hand, to us and those of our subsidiaries,
on the other. Transactions of this kind between State Street Bank and its
affiliates are limited with respect to each affiliate to 10% of State Street
Bank’s capital and surplus, as defined by the aforementioned banking
laws, and to 20% in the aggregate for all affiliates, and in some cases
are also subject to strict collateral requirements. Derivatives, securities
borrowing and securities lending transactions between State Street Bank
and its affiliates became subject to these restrictions pursuant to the
Dodd-Frank Act. The Dodd-Frank Act also expanded the scope of
transactions required to be collateralized. In addition, the Volcker rule
generally prohibits similar transactions between the Parent Company or
any of its affiliates and cowvered funds for which we or any of our affiliates
sene as the investment manager, investment adviser, commodity trading
advisor or sponsor and other covered funds organized and offered
pursuant to specific exemptions in the final Volcker rule regulations.

Federal law also requires that certain transactions by a bank with
affiliates be on terms and under circumstances, including credit
standards, that are substantially the same, or at least as favorable to the
bank, as those prevailing at the time for comparable transactions
involving other non-affiliated companies. Altematively, in the absence of
comparable transactions, the transactions must be on terms and under
circumstances, including credit standards, that in good faith would be
offered to, or would apply to, non-affiliated companies.

State Street Bank is also prohibited from engaging in certain tie-in
arrangements in connection with any extension of credit or lease or sale
of property or furnishing of senices. 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 subsidiaries, SSGA FM and SSGA Ltd., act as investment
advisers to investment companies registered under the Investment
Company Act of 1940. SSGA FM, incorporated in Massachusetts in
2001 and headquartered in Boston, Massachusetts, is registered with
the SEC as an investment adviser under the Investment Advisers Act of
1940 and is registered with the CFTC as a commodity trading adviser
and pool operator. SSGA Ltd., incorporated in 1990 as a U.K. limited
company and domiciled in the U.K., is also registered with the SEC as
an investment adviser under the Investment Advisers Act of 1940. SSGA
Ltd. is also authorized and regulated by the FCA and is an investment
firm under the MiFID. Our subsidiary, State Street Global Advisors Asia
Limited (SSGA Asia), a Hong Kong incorporated company, is registered
as an investment adviser with the SEC and additionally is licensed by the
Securities and Futures Commission of Hong Kong to perform a variety of
activities, including asset management. SSGA Asia also holds permits
as a qualified foreign institutional Investor (QFIl) and a renminbi qualified
foreign institutional investor (RQFII), approved by the Securities
Regulatory Commission in the People’s Republic of China, and in Korea
is registered with the Financial Senices Commission as a cross-border
investment advisory company and a cross-border discretionary
investment management company. In addition, a major portion of our
investment management activities are conducted by State Street Global
Advisors Trust Company, which is a subsidiary of State Street Bank and
a Massachusetts chartered trust company subject to the supenision of
the Massachusetts Commissioner of Banks and the Federal Resene
with respect to these activities. Many aspects of our investment
management activities are subject to federal and state laws and
regulations primarily intended to benefit the investment holder, rather
than our shareholders.

These laws and regulations generally grant supenisory agencies
and bodies broad administrative powers, including the power to limit or
restrict us from conducting our investment management activities in the
event that we fail to comply with such laws and regulations, and
examination authority. Our business related 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.
DOL.
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State Street has two subsidiaries that operate as a U.S.
broker/dealer and are registered as such with the SEC, are subject to
regulation by the SEC (including the SEC's net capital rule) and are
members of the Financial Industry Regulatory Authority, a self-regulatory
organization. State Street Global Advisors Funds Distributors LLC,
(SSGAFD) operates as a limited purpose broker/dealer distributing and
related marketing activities for SSGA's U.S. mutual funds and ETFs.
SSGAFD also acts as a placement agent for certain private funds
advised by SSGA FM. Our other U.S. broker/dealer is State Street
Global Markets LLC (SSGM LLC) which provides agency execution
senices.

The U.K. broker/dealer business operates through our subsidiary,
State Street Global Markets Intemational Limited, which is registered in
the U.K. as a regulated securities broker, is authorized and regulated by
the FCA and is an investment firm under the MiFID, and is a member of
the London Stock Exchange. In accordance with the rules of the FCA,
the U.K. broker/dealer publishes information on its risk management
objectives and on policies associated with its regulatory capital
requirements and resources.

Our activities as a futures commission merchant are subject to
regulation by the CFTC in the U.S. and various regulatory authorities
intemationally, as well as the membership requirements of the applicable
clearinghouses. In addition, we have a subsidiary registered with the
CFTC as a swap execution facility.

Our businesses, including our investment management and
securities and futures businesses, are also regulated extensively by non-
U.S. govemments, securities exchanges, self-regulatory organizations,
central banks and regulatory bodies, especially in those jurisdictions in
which we maintain an office. For instance, among others, the FCA, the
U.K. PRA and the Bank of England regulate our activities in the U.K.; the
Central Bank of Ireland regulates our activities in Ireland; the German
Federal Financial Supenisory Authority regulates our activities in
Germany; the Commission de Suneillance du Secteur Financier
regulates our activities in Luxembourg; our German banking group is also
subject to direct supenision by the European Central Bank under the
ECB Single Supenisory Mechanism; the Securities and Futures
Commission regulates our asset management activities in Hong Kong;
the Australian Prudential Regulation Authority and the Australian
Securities and Investments Commission regulate our activities in
Australia; and the Financial Senices Agency and the Bank of Japan
regulate our activities in Japan. We hawe established policies,
procedures, and systems designed to comply with the requirements of
these organizations. Howeer, as a global financial senices institution,
we face complexity, costs and risks related to regulation.

The majority of our non-U.S. asset senicing operations are
conducted pursuant to the Federal Resene's Regulation K through State
Street Bank’s Edge Act subsidiary or through intemational 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 make investments in their Edge Act corporations (and
similar state law corporations) that exceed 20% of their capital and
surplus, as defined, and the investment of any amount in excess of 10%
of capital and surplus requires the prior approval of the Federal Resene.

In addition to our non-U.S. operations conducted pursuant to
Regulation K, we also make new investments abroad directly (through us
or through our non-banking subsidiaries) pursuant to the Federal
Resene's Regulation Y, or through intermational bank branch expansion,
neither of which is subject to the investment limitations applicable to
Edge Act subsidiaries.

Additionally, Massachusetts has its own bank holding company
statute, under which State Street, among other things, may be required
to obtain prior approval by the Massachusetts Board of Bank
Incorporation for an acquisition of more than 5% of any additional bank's
woting shares, or for other forms of bank acquisitions.

Anti-Money Laundering and Financial Transparency

We and certain of our subsidiaries are subject to the Bank Secrecy
Act of 1970, as amended by the USA PATRIOT Act of 2001, and related
regulations, which contain AML and financial transparency provisions and
which require implementation of an AML compliance program, including
processes for verifying client identification and monitoring client
transactions and detecting and reporting suspicious activities. AML laws
outside the U.S. contain similar requirements. We have implemented
policies, procedures and interal controls that are designed to promote
compliance with applicable AML laws and regulations. AML laws and
regulations applicable to our operations may be more stringent than
similar requirements applicable to our non-regulated competitors or
financial institutions principally operating in other jurisdictions.
Compliance with applicable AML and related requirements is a common
area of review for financial regulators, and any failure by us to comply
with these requirements could result in fines, penalties, lawsuits,
regulatory sanctions, difficulties in obtaining governmental approvals,
restrictions on our business activities or harm to our reputation.

On June 1, 2015, we entered into a written agreement with the
Federal Resene and the Massachusetts Division of Banks relating to
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deficiencies identified in our compliance programs with the requirements
of the Bank Secrecy Act, AML regulations and U.S. economic sanctions
regulations promulgated by OFAC. As part of this agreement, we have
been required to, among other things, implement improvements to our
compliance programs and retain an independent firm to conduct a review
of account and transaction activity to evaluate whether any suspicious
activity was not previously reported. If we fail to comply with the terms of
the written agreement, we may become subject to fines and other
regulatory sanctions, which may have a material adverse effect on us.

Deposit Insurance

FDIC-insured depository institutions are required to pay deposit
insurance assessments to the FDIC. The Dodd-Frank Act made
permanent the general $250,000 deposit insurance limit for insured
deposits.

The FDIC's DIF is funded by assessments on insured depository
institutions. The FDIC assesses DIF premiums based on an insured
depository institution's average consolidated total assets, less the
awerage tangible equity of the insured depository institution during the
assessment period. For larger institutions, such as State Street Bank,
assessments are determined based on regulatory ratings and forward-
looking financial measures to calculate the assessment rate, which is
subject to adjustments by the FDIC, and the assessment base.

The FDIC is required to determine whether and to what extent
adjustments to the assessment base are appropriate for “custody banks"
that satisfy specified institutional eligibility criteria. The FDIC has
concluded that certain liquid assets could be excluded from the deposit
insurance assessment base of custody banks. This has the effect of
reducing the amount of DIF insurance premiums due from custody
banks. State Street Bank is a custody bank for this purpose. The
custody bank assessment adjustment may not exceed total transaction
account deposits identified by the institution as being directly linked to a
fiduciary or custody and safekeeping asset.

In March 2016, the FDIC issued a final rule that imposes on IDIs
with at least $10 billion in assets, which includes State Street Bank, a
surcharge of 4.5 cents per $100 per annum of their assessment base for
deposit insurance, as defined by the FDIC, until the DIF reaches the
required ratio of 1.35, which the FDIC estimates will occur in 2018. The
surcharge took effect for the assessment period beginning July 2016.

Prompt Corrective Action

The FDIC Improvement Act of 1991 requires the appropriate federal
banking regulator to take “prompt corrective action” with respect to a

depository

institution if that institution does not meet certain capital adequacy
standards, including minimum capital ratios. While these regulations
apply only to banks, such as State Street Bank, the Federal Resene is
authorized to take appropriate action against a parent bank holding
company, such as our Parent Company, based on the under-capitalized
status of any banking subsidiary. In certain instances, we would be
required to guarantee the performance of a capital restoration plan if one
of our banking subsidiaries were undercapitalized.

Support of Subsidiary Banks

Under Federal Resene regulations, a bank holding company such
as our Parent Company is required to act as a source of financial and
managerial strength to its banking subsidiaries. This requirement was
added to the Federal Deposit Insurance Act by the Dodd-Frank Act. This
means that we hawe a statutory obligation to commit resources to State
Street Bank and any other banking subsidiary in circumstances in which
we otherwise might not do so absent such a requirement. In the event of
bankruptcy, any commitment by us to a federal bank regulatory agency
to maintain the capital of a banking subsidiary will be assumed by the
bankruptcy trustee and will be entitled to a priority payment.

Insolvency of an Insured U.S. Subsidiary Depository Institution

If the FDIC is appointed the consenator or receiver of an FDIC-
insured U.S. subsidiary depository institution, such as State Street
Bank, upon its insolvency or certain other events, the FDIC has the
ability to transfer any of the depository institution’s assets and liabilities
to a new obligor without the approval of the depository institution’s
creditors, enforce the terms of the depository institution’s contracts
pursuant to their terms or repudiate or disaffirm contracts or leases to
which the depository institution is a party. Additionally, the claims of
holders of deposit liabilities and certain claims for administrative
expenses against an insured depository institution would be afforded
priority over other general unsecured claims against such an institution,
including claims of debt holders of the institution and, under current
interpretation, depositors in non-U.S. branches and offices, in the
liquidation or other resolution of such an institution by any receiver. As a
result, such persons would be treated differently from and could receive,
if anything, substantially less than the depositors in U.S. offices of the
depository institution.

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 Resene
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directly affects the level of interest rates, which may affect overall credit
conditions of the economy. Monetary policy is applied by the Federal
Resene through open market operations in U.S. government securities,
changes in resene requirements for depository institutions, and changes
in the discount rate and availability of borrowing from the Federal
Resene. 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 and therefore may, in some
cases, be adwerse to the interests of those shareholders. We are
similarly affected by the economic policies of non-U.S. government
agencies, such as the ECB.

CYBER RISK MANAGEMENT

In October 2016, the Federal Resene, FDIC and OCC issued an
advance notice of proposed rulemaking regarding enhanced cyber risk
management standards, which would apply to a wide range of large
financial institutions and their third-party senice providers, including
State Street and its banking subsidiaries. The proposed standards would
expand existing cybersecurity regulations and guidance to focus on
cyber risk governance and management; management of intemal and
extemal dependencies; and incident response, cyber resilience and
situational awareness. In addition, the proposal contemplates more
stringent standards for institutions with systems that are critical to the
financial sector.

STATISTICAL DISCLOSURE BY BANK HOLDING COMPANIES

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

“Selected Financial Data” table (ltem 6) - presents retum 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
consolidated average balance sheet amounts, related fully taxable-
equivalent interest eamed and paid, related average yields and rates paid
and changes in fully taxable-equivalent interest income and interest
expense for each major category of interest-eaming assets and interest-
bearing liabilities.

“Investment Securities” section included in Management's
Discussion and Analysis (ltem 7) and Note 3, “Investment Securities,” to
the consolidated financial statements (ltem 8) - disclose information
regarding book values, market values, maturities and weighted-average
yields of securities (by category).

Note 4, “Loans and Leases,” to the consolidated financial
statements (Item 8) - discloses our policy for placing loans and leases
on non-accrual status.

“Loans and Leases” section included in Management’s Discussion
and Analysis (Item 7) and Note 4, “Loans and Leases,” to the
consolidated financial statements (ltem 8) - disclose distribution of loans,
loan maturities and sensitivities of loans to changes in interest rates.

“Loans and Leases” and “Cross-Border Outstandings” sections of
Management’s Discussion and Analysis (ltem 7) - disclose information
regarding cross-border outstandings and other loan concentrations of
State Street.

“Credit Risk Management” section included in Management’s
Discussion and Analysis (Item 7) and Note 4, “Loans and Leases,” to the
consolidated financial statements (ltem 8) - present the allocation of the
allowance for loan and lease losses, and a description of factors which
influenced management’s judgment in determining amounts of additions
or reductions to the allowance, if any, 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,” to the consolidated financial
statements (ltem 8) - discloses information regarding short-term
borrowings of State Street.
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ITEM 1A. RISK FACTORS
Forward-Looking Statements

This Form 10-K, as well as other reports and proxy materials
submitted by us under the Securities Exchange Act of 1934,
registration statements filed by us under the Securities Act of 1933, our
annual report to shareholders and other public statements we may
make, may contain statements (including statements in the
Management's Discussion and Analysis included in such reports, as
applicable) that are considered “forward-looking statements” within the
meaning of U.S. securities laws, including statements about our goals
and expectations regarding our business, financial and capital condition,
results of operations, strategies, cost savings and transformation
initiatives, investment portfolio performance, dividend and stock
purchase programs, outcomes of legal proceedings, market growth,
acquisitions, joint ventures and divestitures, client growth and new
technologies, senices and opportunities, as well as industry, regulatory,
economic and market trends, initiatives and developments, the business
envronment and other matters that do not relate strictly to historical
facts.

Terminology such as “plan,” “expect,” “intend,” “objective,”
“forecast,” “outlook,” “believe,” “priority,” “anticipate,” “estimate,” “seek,”
“may,” “will,” “trend,” “target,” “strategy” and “goal,” or similar statements
or variations of such terms, are intended to identify forward-looking
statements, although not all forward-looking statements contain such

terms.

Forward-looking statements are subject to various risks and
uncertainties, which change ower time, are based on management's
expectations and assumptions at the time the statements are made,
and are not guarantees of future results. Management's 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, regulatory envronment and
the equity, debt, currency and other financial markets, as well as factors
specific to State Street and its subsidiaries, including State Street
Bank. Factors that could cause changes in the expectations or
assumptions on which forward-ooking statements are based cannot be
foreseen with certainty and include, but are not limited to:

» the financial strength of the counterparties with which we or our
clients do business and to which we have investment, credit or
financial exposures that our clients have as a result of our acts as
their agent, including an asset manager;

» increases in the wolatility of, or declines in the level of, our NI,

changes in the composition or valuation of the assets recorded in
our consolidated statement of condition (and our

ability to measure the fair value of investment securities) and
changes in the manner in which we fund those assets;

the liquidity of the U.S. and interational securities markets,
particularly the markets for fixed-income securities and inter-bank
credits; the liquidity of the assets on our balance sheet and
changes or wolatility in the sources of such funding, particularly the
deposits of our clients; and demands upon our liquidity, including
the liquidity demands and requirements of our clients;

the lewvel and wolatility of interest rates, the valuation of the U.S.
dollar relative to other currencies in which we record revenue or
accrue expenses and the performance and wolatility of securities,
credit, currency and other markets in the U.S. and intemationally;
and the impact of monetary and fiscal policy in the U.S. and
intemationally on prevailing rates of interest and currency exchange
rates in the markets in which we provide sences to our clients;

the credit quality, credit-agency ratings and fair values 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 in our consolidated statement of income;

our ability to attract deposits and other low-cost, short-term funding,
our ability to manage the level and pricing of such deposits and the
relative portion of our deposits that are determined to be operational
under regulatory guidelines and our ability to deploy deposits in a
profitable manner consistent with our liquidity needs, regulatory
requirements and risk profile;

the manner and timing with which the Federal Resene and other
U.S. and foreign regulators implement or reevaluate the regulatory
framework applicable to our operations (as well as changes to that
framework), including implementation or modification of the Dodd-
Frank Act and related stress testing and resolution planning
requirements, implementation of intemational standards applicable
to financial institutions, such as those proposed by the Basel
Committee and European legislation (such as the AIFMD, UCITS,
the Money Market Funds Regulation and MiFID Il / MiFIR); among
other consequences, these regulatory changes impact the lewels of
regulatory capital and liquidity we must maintain, acceptable lewvels
of credit exposure to third parties, margin requirements applicable
to derivatives, restrictions on banking and financial activities and the
manner in which
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we structure and implement our global operations and senicing
relationships. In addition, our regulatory posture and related
expenses have been and will continue to be affected by changes in
regulatory expectations for global systemically important financial
institutions applicable to, among other things, risk management,
liquidity and capital planning, resolution planning, compliance
programs, and changes in govemmental enforcement approaches to
perceived failures to comply with regulatory or legal obligations;

adwerse changes in the regulatory ratios that we are, or will be,
required to meet, whether arising under the Dodd-Frank Act or
implementation of intemational standards applicable to financial
institutions, such as those proposed by the Basel Committee, or
due to changes in regulatory positions, practices or regulations in
jurisdictions in which we engage in banking activities, including
changes in intemal or exteral data, formulae, models, assumptions
or other advanced systems used in the calculation of our capital or
liquidity ratios that cause changes in those ratios as they are
measured from period to period;

requirements to obtain the prior approval or non-objection of the
Federal Resene or other U.S. and non-U.S. regulators for the use,
allocation or distribution of our capital or other specific capital
actions or corporate activities, including, without limitation,
acquisitions, investments in subsidiaries, dividends and stock
purchases, without which our growth plans, distributions to
shareholders, share repurchase programs or other capital or
corporate initiatives may be restricted;

changes in law or regulation, or the enforcement of law or
regulation, that may adwersely affect our business activities or those
of our clients or our counterparties, and the products or senices
that we sell, including additional or increased taxes or assessments
thereon, capital adequacy requirements, margin requirements and
changes that expose us to risks related to the adequacy of our
controls or compliance programs;

economic or financial market disruptions in the U.S. or
internationally, including those which may result from recessions or
political instability; for example, the U.K.'s decision to exit from the
European Union may continue to disrupt financial markets or
economic growth in Europe or potential changes in bi-lateral and
multi-lateral trade agreements proposed by the U.S.;

our ability to create cost efficiencies through changes in our
operational processes and to

further digitize our processes and interfaces with our clients, any
failure of which, in whole or in part, may among other things, reduce
our competitive position, diminish the cost-effectiveness of our
systems and processes or provde an insufficient retum on our
associated investment;

our ability to promote a strong culture of risk management,
operating controls, compliance owersight, ethical behavior and
govemance that meets our expectations and those of our clients
and our regulators, and the financial, regulatory, reputation and
other consequences of our failure to meet such expectations;

the impact on our compliance and controls enhancement programs
associated with the appointment of a monitor under the deferred
prosecution agreement with the DOJ and compliance consultant
appointed under a settlement with the SEC, including the potential
for such monitor and compliance consultant to require changes to
our programs or to identify other issues that require substantial
expenditures, changes in our operations, or payments to clients or
reporting to U.S. authorities;

the results of our review of our billing practices, including additional
findings or amounts we may be required to reimburse clients, as
well as potential consequences of such review, including damage to
our client relationships or our reputation and adverse actions by
governmental authorities;

the results of, and costs associated with, governmental or
regulatory inquiries and investigations, litigation and similar claims,
disputes, or civil or criminal proceedings;

changes or potential changes in the amount of compensation we
receive from clients for our senices, and the mix of senices
provided by us that clients choose;

the large institutional clients on which we focus are often able to
exert considerable market influence and have diverse investment
activities, and this, combined with strong competitive market forces,
subjects us to significant pressure to reduce the fees we charge, to
potentially significant changes in our AUCA or our AUM in the event
of the acquisition or loss of a client, in whole or in part, and to
potentially significant changes in our fee revenue in the event a
client re-balances or changes its investment approach or otherwise
re-directs assets to lower- or higher-fee asset classes;

the potential for losses arising from our investments in sponsored
investment funds;
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the possibility that our clients will incur substantial losses in
investment pools for which we act as agent, the possibility of
significant reductions in the liquidity or valuation of assets
underlying those pools and the potential that clients will seek to
hold us liable for such losses;

our ability to anticipate and manage the level and timing of
redemptions and withdrawals from our collateral pools and other
collective investment products;

the credit agency ratings of our debt and depositary obligations and
investor and client perceptions of our financial strength;

adwerse publicity, whether specific to State Street or regarding other
industry participants or industry-wide factors, or other reputational
hamm;

our ability to control operational risks, data security breach risks
and outsourcing risks, our ability to protect our intellectual property
rights, the possibility of errors in the quantitative models we use to
manage our business and the possibility that our controls will prove
insufficient, fail or be circumvented;

our ability to expand our use of technology to enhance the
efficiency, accuracy and reliability of our operations and our
dependencies on information technology and our ability to control
related risks, including cyber-crime and other threats to our
information technology infrastructure and systems (including those
of our third-party senice providers) and their effective operation both
independently and with extemal systems, and complexities and
costs of protecting the security of such systems and data;

changes or potential changes to the competitive environment,
including changes due to regulatory and technological changes, the
effects of industry consolidation and perceptions of State Street as
a suitable senice provider or counterparty;

our ability to complete acquisitions, joint ventures and divestitures,
including the ability to obtain regulatory approvals, the ability to
arrange financing as required and the ability to satisfy closing
conditions;

the risks that our acquired businesses and joint ventures will not
achiewe their anticipated financial, operational and product
innovation benefits or will not be integrated successfully, or that the
integration will take longer than anticipated, that expected synergies
will not be achieved or unexpected negative synergies or liabilities
will be experienced, that client and deposit retention goals will not
be met, that other regulatory or operational challenges will be

experienced, and that disruptions from the transaction will harm our
relationships with our clients, our employees or regulators;

+ our ability to recognize evolving needs of our clients and to dewelop
products that are responsive to such trends and profitable to us, the
performance of and demand for the products and senices we offer,
and the potential for new products and senvices to impose additional
costs on us and expose us to increased operational risk;

» our ability to grow revenue, manage expenses, attract and retain
highly skilled people and raise the capital necessary to achieve our
business goals and comply with regulatory requirements and
expectations;

» changes in accounting standards and practices; and

+ the impact of the U.S. tax legislation enacted in 2017, and changes
in tax legislation and in the interpretation of existing tax laws by
U.S. and non-U.S. tax authorities that affect the amount of taxes
due.

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 section and
elsewhere in this Form 10-K or disclosed in our other SEC filings.
Forward-ooking statements in this Form 10-K should not be relied on
as representing our expectations or beliefs as of any time subsequent
to the time this Form 10-K is filed with the SEC. We undertake no
obligation to revise our forward-looking statements after the time they
are made. The factors discussed herein are not intended to be a
complete statement of all risks and uncertainties that may affect our
businesses. We cannot anticipate all developments that may adversely
affect our business or operations or our consolidated results of
operations, financial condition or cash flows.

Forward-ooking statements should not be viewed as predictions,
and should not be the primary basis on which investors evaluate State
Street. Any investor in State Street should consider all risks and
uncertainties disclosed in our SEC filings, including our filings under the
Securities Exchange Act of 1934, in particular our annual reports on
Form 10-K, our quarterly reports on Form 10-Q, and our current reports
on Form 8K, or registration statements filed under the Securities Act of
1933, all of which are accessible on the SEC's website at www.sec.gov
or on the “Investor Relations” section of our corporate website at
www statestreet.com.
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Risk Factors

In the normal course of our business activities, we are exposed to a
variety of risks. The following is a discussion of various risk factors
applicable to State Street. Additional information about our risk
management framework is included under “Risk Management” in
Management’s Discussion and Analysis included under ltem 7 of this
Form 10-K. Additional risks beyond those described in Management's
Discussion and Analysis or in the following discussion may apply to our
activities or operations as currently conducted, or as we may conduct
them in the future, or in the markets in which we operate or may in the
future operate.

Credit and Counterparty, Liquidity and Market Risks

We assume significant credit risk to counterparties, many of which
are major financial institutions. These financial institutions and
other counterparties may also have substantial financial
dependencies with other financial institutions and sovereign
entities. This credit exposure and concentration could expose us
to financial loss.

The financial markets are characterized by extensive
interdependencies among numerous parties, including banks, central
banks, broker/dealers, insurance companies and other financial
institutions. These financial institutions also include collective investment
funds, such as mutual funds, UCITS and hedge funds that share these
interdependencies. Many financial institutions, including collective
investment funds, also hold, or are exposed to, loans, sovereign debt,
fixed-income securities, derivatives, counterparty and other forms of
credit risk in amounts that are material to their financial condition. As a
result of our own business practices and these interdependencies, we
and many of our clients have concentrated counterparty exposure to
other financial institutions and collective investment funds, particularly
large and complex institutions, sovereign issuers, mutual funds, UCITS
and hedge funds. Although we have procedures for monitoring both
individual and aggregate counterparty risk, significant individual and
aggregate counterparty exposure is inherent in our business, as our
focus is on senicing large institutional investors.

In the normal course of our business, we assume concentrated
credit risk at the individual obligor, counterparty or group lewel. Such
concentrations may be material and can often exceed 10% of our
consolidated total shareholders' equity. Our material counterparty
exposures change daily, and the counterparties or groups of related
counterparties to which our risk exposure exceeds 10% of our
consolidated total shareholders' equity are also variable during any
reported period; however,

our largest exposures tend to be to other financial institutions.

Concentration of counterparty exposure presents significant risks to
us and to our clients because the failure or perceived weakness of our
counterparties (or in some cases of our clients' counterparties) has the
potential to expose us to risk of financial loss. Changes in market
perception of the financial strength of particular financial institutions or
sowereign issuers can occur rapidly, are often based on a variety of
factors and are difficult to predict.

This was obsenved during the financial crisis, when economic,
market, political and other factors contributed to the perception of many
financial institutions and sowereign issuers as being less credit worthy.
This led to credit downgrades of numerous large U.S. and non-U.S.
financial institutions and several sowvereign issuers (which exposure
stressed the perceived creditworthiness of financial institutions, many of
which invest in, accept collateral in the form of, or value other
transactions based on the debt or other securities issued by sowereigns).
These or other factors could again contribute to similar consequences or
other market risks associated with reduced lewvels of liquidity. As a resullt,
we may be exposed to increased counterparty risks, either resulting from
our role as principal or because of commitments we make in our
capacity as agent for some of our clients.

Additional areas where we experience exposure to credit risk
include:

»  Short-term credit. The degree of client demand for short-term
credit tends to increase during periods of market turbulence,
which may expose us to further counterparty- related risks. For
example, investors in collective investment vehicles for which we
act as custodian may experience significant redemption activity
due to adverse market or economic news. Our relationship with
our clients and the nature of the settlement process for some
types of payments may result in the extension of short-term
credit in such circumstances. We also provide committed lines
of credit to support such activity. For some types of clients, we
provide credit to allow them to leverage their portfolios, which
may expose us to potential loss if the client experiences
investment losses or other credit difficulties.

* Industry and country risks. In addition to our exposure to
financial institutions, we are from time to time exposed to
concentrated credit risk at an industry or country level. This
concentration risk also applies to groups of unrelated
counterparties that may have similar investment strategies
involving one or more particular industries, regions, or other
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characteristics. These unrelated counterparties may
concurrently experience adverse effects to their performance,
liquidity or reputation due to events or other factors affecting
such investment strategies. Though potentially not material
individually (relative to any one such counterparty), our credit
exposures to such a group of counterparties could expose us to
a single market or political event or a correlated set of events
that, in the aggregate, could have a material adverse impact on
our business.

Subcustodian risks. Our use of unaffiliated subcustodians
exposes us to credit risk, in addition to other risks, such as
operational risk, dependencies on credit extensions and risks of
the legal systems of the jurisdictions in which the subcustodians
operate, each of which may be material. These risks are
amplified due to changing regulatory requirements with respect
to our financial exposures in the event those subcustodians are
unable to retum a client’s assets, including, in some regulatory
regimes, such as the E.U.'s UCITS and AIFM directives,
requirements that we be responsible for resulting losses suffered
by our clients.

Settlement risks. We are exposed to settlement risks,
particularly in our payments and foreign exchange activities.
Those activities may lead to extension of credit and consequent
losses in the event of a counterparty breach, failure to provide
credit extensions or an operational error. Due to our membership
in seweral industry clearing or settlement exchanges, we may be
required to guarantee obligations and liabilities, or provide
financial support, in the event that other members do not honor
their obligations or default. Moreover, not all of our counterparty
exposure is secured, and even when our exposure is secured,
the realizable value of the collateral may have declined by the
time we exercise our rights against that collateral. This risk may
be particularly acute if we are required to sell the collateral into
an illiquid or temporarily-impaired market or with respect to
clients protected by sovereign immunity. We are exposed to risk
of short-term credit or overdraft of our clients in connection with
the process to facilitate settlement of trades and related foreign
exchange activities, particularly when contractual settlement has
been agreed with our clients. The occurrence of overdrafts at
peak volatility could create significant credit exposure to our
clients depending upon the value of such clients' collateral at the
time.

Securities lending and repurchase agreement indemnification.
On behalf of clients enrolled in our securities lending program,
we lend securities to banks, broker/dealers and other
institutions. In the event of a failure of the borrower to retum such
securities, we typically agree to indemnify our clients for the
amount by which the fair market value of those securities
exceeds the proceeds of the disposition of the collateral recalled
from the borrower in connection with such transaction. We also
lend and borrow securities as riskless principal, and in
connection with those transactions receive a security interest in
securities from the borrowers of securities and advances as
collateral to securities lenders. Borrowers are generally required
to provide collateral equal to a contractually agreed percentage
equal to or in excess of the fair market value of the loaned
securities. As the fair market value of the loaned securities or
collateral changes, additional collateral is provided by the
borrower or collateral is retumed to the borrower. In addition, our
agency securities lending clients often purchase securities or
other financial instruments from financial counterparties,
including broker/dealers, under repurchase arrangements,
frequently as a method of reinvesting the cash collateral they
receive from lending their securities. Under these arrangements,
the counterparty is obligated to repurchase these securities or
financial instruments from the client at the same price (plus an
agreed rate of retum) at some point in the future. The value of the
collateral is intended to exceed the counterparty's payment
obligation, and collateral is adjusted daily to account for shortfall
under, or excess ower, the agreed-upon collateralization lewvel. As
with the securities lending program, we agree to indemnify our
clients from any loss that would arise on a default by the
counterparty under these repurchase arrangements if the
proceeds from the disposition of the securities or other financial
assets held as collateral are less than the amount of the
repayment obligation by the client's counterparty. In such
instances of counterparty default, for both securities lending and
repurchase agreements, we, rather than our client, are exposed
to the risks associated with collateral value.

Stable value arrangements. We provide benefit-responsive
contracts, known as wraps, to defined contribution plans that
offer a stable value option to their participants. During the
financial crisis, the book value of
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obligations under many of these contracts exceeded the market
value of the underlying portfolio holdings. Concems regarding the
portfolio of investments protected by such contracts, or regarding
the investment manager overseeing such an investment option,
may result in redemption demands from stable value products
cowered by benefit-responsive contracts at a time when the
portfolio's market value is less than its book value, potentially
exposing us to risk of loss.

*  US. municipal obligations remarketing credit facilities. We
provide credit facilities in connection with the remarketing of U.S.
municipal obligations, potentially exposing us to credit exposure
to the municipalities issuing such bonds and to their increased
liquidity demands. In the current economic environment, where
municipalities are subject to increased investor concem, the
risks associated with such businesses increase.

»  Senior secured bank loans. In recent years, we hawe increased
our investment in senior secured bank loans, both in the U.S.
and in Europe. We invest in these loans to non-investment grade
borrowers through participation in loan syndications in the non-
investment grade lending market. We rate these loans as
"speculative”" under our intemal risk-rating framework, and these
loans hawe significant exposure to credit losses relative to
higher-rated loans. We are therefore at a higher risk of default
with respect to these investments relative to other of our
investments activities. In addition, unlike other financial
institutions that may have an active role in managing individual
loan compliance, our investment in these loans is generally as a
passive investor with limited control. As this portfolio grows and
becomes more seasoned, our allowance for loan losses related
to these loans may increase through additional provisions for
credit losses.

»  Unavailability of netting. We are generally not able to net
exposures across counterparties that are affiliated entities and
may not be able in all circumstances to net exposures to the
same legal entity across multiple products. As a consequence,
we may incur a loss in relation to one entity or product even
though our exposure to an entity's affiliates or across product
types is over-collateralized.

Under evolving regulatory restrictions on credit exposure we may be

required to limit our exposures to specific issuers or counterparties or
groups of counterparties, including financial institutions and

sowereign issuers, to lewvels that we may currently exceed. These credit
exposure restrictions under such evolving regulations may adversely
affect our businesses, may require that we expand our credit exposure to
a broader range of issuers and counterparties, including issuers and
counterparties that represent increased credit risk and may require that
we modify our operating models or the policies and practices we use to
manage our consolidated statement of condition. The effects of these
considerations may increase when evaluated under a stressed
environment in stress testing, including CCAR. In addition, we are an
adherent to the ISDA 2015 Universal Resolution Stay Protocol and as
such are subject to restrictions against the exercise of rights and
remedies against fellow adherents, including other major financial
institutions, in the event they or an affiliate of theirs enters into resolution.
Although our owerall business is subject to these factors, several of our
activities are particularly sensitive to them, including our currency trading
business and our securities finance business.

Given the limited number of strong counterparties in the current
market, we are not able to mitigate all of our and our clients' counterparty
credit risk.

Our investment securities portfolio, consolidated financial
condition and consolidated results of operations could be
adversely affected by changes in market factors including interest
rates, credit spreads and credit performance.

Our investment securities portfolio represented approximately 41%
of our total assets as of December 31, 2017. The gross interest income
associated with our investment portfolio represented approximately 15%
of our total gross revenue for the year ended December 31, 2017 and has
represented as much as 30% of our total gross revenue in the fiscal
years since 2007. As such, our consolidated financial condition and
results of operations are materially exposed to the risks associated with
our investment portfolio, including, without limitation, changes in interest
rates, credit spreads, credit performance (including risk of default), credit
ratings, our access to liquidity, foreign exchange markets, mark- to-
market valuations, and our ability to profitably manage changes in
repayment rates of principal with respect to these securities. Despite
recent increases to interest rates in the U.S., the continued low interest-
rate environment that has persisted since the financial crisis began in
mid-2007 limits our ability to achieve a NIM consistent with our historical
awerages. Any further increases in interest rates in the U.S. hawe the
potential to improve NIl and NIM over time. However, any such
improvement could be mitigated due to a greater disparity between
interest rates in the U.S. and intemational markets, especially to the
extent that interest rates remain low
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in Europe and Japan. Higher interest rates could also reduce mark-to-
market valuations further. In addition, new and proposed regulatory
liquidity standards, such as the LCR, require that we maintain minimum
levels of high quality liquid assets in our investment portfolio, which
generally generate lower rates of retumn than other investment assets.
This has resulted in increased lewels of high quality liquid assets as a
percentage of our investment portfolio and an associated negative impact
on our NIl and our NIM. As a result of this we may not be able to attain
our historical levels of NIl and NIM. For additional information regarding
these liquidity requirements, refer to the “Liquidity Coverage Ratio and
Net Stable Funding Ratio” section of “Supenision and Regulation”
included under ltem 1, Business, of this Form 10-K. We may enter into
derivative transactions to hedge or manage our exposure to interest rate
risk, as well as other risks, such as foreign exchange risk and credit
risk. Derivative instruments that we hold for these or other purposes may
not achiewe their intended results and could result in unexpected losses
or stresses on our liquidity or capital resources.

Our investment securities portfolio represents a greater proportion of
our consolidated statement of condition and our loan and lease portfolios
represent a smaller proportion (approximately 10% of our total assets as
of December 31, 2017), in comparison to many other major financial
institutions. In some respects, the accounting and regulatory treatment
of our investment securities portfolio may be less favorable to us than a
more traditional held-for-investment lending portfolio. For example, under
the Basel lll final rule, after-tax changes in the fair value of AFS
investment securities, such as those which represent a majority of our
investment portfolio, are included in tier 1 capital. Since loans held for
investment are not subject to a fair value accounting framework, changes
in the fair value of loans (other than incurred credit losses) are not
similarly included in the determination of tier 1 capital under the Basel Ill
final rule. Due to this differing treatment, we may experience increased
variability in our tier 1 capital relative to other major financial institutions
whose loan-and-lease portfolios represent a larger proportion of their
consolidated total assets than ours.

Additional risks associated with our investment portfolio include:

»  Asset class concentration. Our investment portfolio continues to
hawe significant concentrations in seweral classes of securities,
including agency residential MBS, commercial MBS and other
ABS, and securities with concentrated exposure to consumers.
These classes and types of securities experienced significant
liquidity, valuation and credit quality deterioration

during the financial crisis that began in mid-2007. We also hold
non-U.S. MBS and ABS with exposures to European countries,
whose sowereign-debt markets have experienced increased
stress at times since 2011 and may continue to experience
stress in the future. For further information, refer to the risk factor
titled “Our businesses have significant European operations, and
disruptions in European economies could have an adverse effect
on our consolidated results of operations or financial condition”.

Further, we hold a large portfolio of U.S. state and
municipal bonds. In view of the budget deficits that a number of
states and municipalities currently face, the risks associated
with this portfolio are significant.

Effects of market conditions. If market conditions deteriorate,
our investment portfolio could experience a decline in market
value, whether due to a decline in liquidity or an increase in the
yield required by investors to hold such securities, regardless of
our credit view of our portfolio holdings. For example, we
recorded significant losses not related to credit in connection
with the consolidation of our off-balance sheet asset-backed
commercial paper conduits in 2009 and the repositioning of our
investment portfolio in 2010. In addition, in general, deterioration
in credit quality, or changes in management's expectations
regarding repayment timing or in management's investment
intent to hold securities to maturity, in each case with respect to
our portfolio holdings, could result in OTTI. Similarly, if a material
portion of our investment portfolio were to experience credit
deterioration, our capital ratios as calculated pursuant to the
Basel lll final rule could be adversely affected. This risk is greater
with portfolios of investment securities that contain credit risk
than with holdings of U.S. Treasury securities.

Effects of interest rates. Our investment portfolio is further
subject to changes in both U.S. and non-U.S. (primarily in
Europe) interest rates, and could be negatively affected by
changes in those rates, whether or not expected. This is
particularly true in the case of a quicker-than-anticipated
increase in interest rates, which would decrease market values
in the near-term, or monetary policy that results in persistently
low or negative rates of interest on certain investments. The
latter has been the case, for example, with respect to ECB
monetary policy, including negative interest rates in
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some jurisdictions, with associated negative effects on our
investment portfolio reinvestment, NIl and NIM. The effect on our
NIl has been exacerbated by the effects in recent fiscal years,
but not in 2017, of the strong U.S. doallar relative to other
currencies, particularly the Euro. If European interest rates
remain low or decrease and the U.S. dollar strengthens relative
to the Euro, the negative effects on our NIl likely will continue or
increase. The owerall level of NIl can also be impacted by the
size of our deposit base, as further increases in interest rates
could lead to reduced deposit levels and also lower overall NII.
Further, a reduction in deposit levels could increase the
requirements under the regulatory liquidity standards requiring us
to invest a greater proportion of our investment portfolio holdings
in high quality liquid assets that have lower yields than other
investable assets. See also, “Our business activities expose us
to interest-rate risk” below.

Our business activities expose us to interest-rate risk.

In our business activities, we assume interest-rate risk by investing
short-term deposits received from our clients in our investment portfolio of
longer- and intermediate-term assets. Our NIl and NIM are affected by
among other things, the lewvels of interest rates in global markets,
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-eaming assets and interest-bearing liabilities. These factors are
influenced, among other things, by a variety of economic and market
forces and expectations, including monetary policy and other activities of
central banks, such as the Federal Reserve and ECB, that we do not
control. Our ability to anticipate changes in these factors or to hedge the
related on- and off- balance sheet exposures, and the cost of any such
hedging activity, can significantly influence the success of our asset-and-
liability management activities and the resulting level of our NIl and NIM.
The impact of changes in interest rates and related factors will depend on
the relative duration and fixed- or floating- rate nature of our assets and
liabilities. Sustained lower interest rates, a flat or inverted yield cure and
narrow credit spreads generally have a constraining effect on our NII. In
addition, our ability to change deposit rates in response to changes in
interest rates and other market and related factors is limited by client
relationship considerations. For additional information about the effects
on interest rates on our business, refer to “Financial Condition - Market
Risk Management - Asset-and-Liability

Management Activities” in Management's Discussion and Analysis
included under Item 7 of this Form 10-K.

If we are unable to effectively manage our liquidity, including by
continuously attracting deposits and other short-term funding, our
consolidated financial condition, including our regulatory capital
ratios, our consolidated results of operations and our business
prospects, could be adversely affected.

Liquidity management, including on an intra-day basis, is critical to
the management of our consolidated statement of condition and to our
ability to senice our client base. We generally use our liquidity to:

* meet clients' demands for retum of their deposits;

« extend credit to our clients in connection with our investor
senices businesses; and

« fund the pool of long- and intermediate-term assets that are
included in the investment securities carried in our consolidated
statement of condition.

Because the demand for credit by our clients is difficult to predict
and control, and may be at its peak at times of disruption in the
securities markets, and because the average maturity of our investment
securities portfolio is longer than the contractual maturity of our client
deposit base, we need to continuously attract, and are dependent on
access to, various sources of short-term funding. During periods of
market disruption, the level of client deposits held by us has in recent
years tended to increase; howewer, since such deposits are considered
to be transitory, we have historically deposited so-called excess deposits
with U.S. and non-U.S. central banks and in other highly liquid but low-
yielding instruments. These lewels of excess client deposits, as a
consequence, have increased our NIl but have adversely affected our
NIM.

In managing our liquidity, our primary source of short-term funding is
client deposits, which are predominantly transaction-based deposits by
institutional investors. Our ability to continue to attract these deposits,
and other short-term funding sources such as certificates of deposit, is
subject to variability based on a number of factors, including volume and
volatility in global financial markets, the relative interest rates that we are
prepared to pay for these deposits, the perception of safety of these
deposits or short-term obligations relative to altemative short-term
investments available to our clients, including the capital markets, and
the classification of certain deposits for regulatory purposes and related
discussions we may have from time to time with clients regarding better
balancing our clients' cash management needs with our economic and
regulatory objectives.
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The Parent Company is a non-operating holding company and
generally maintains only limited cash and other liquid resources at any
time primarily to meet anticipated near-term obligations. To effectively
manage our liquidity we routinely transfer assets among affiliated
entities, subsidiaries and branches. Intemal or extemal factors, such as
regulatory requirements and standards, including resolution planning,
influence our liquidity management and may limit our ability to effectively
transfer liquidity internally which could, among other things, restrict our
ability to fund operations, dividends or stock repurchases, require us to
seek external and potentially more costly capital and impact our liquidity
position.

In addition, while not obligations of State Street, the investment
products that we manage for third parties may be exposed to liquidity
risks. These products may be funded on a short-term basis, or the
clients participating in these products may hawe a right to the retumn of
cash or assets on limited notice. These business activities include,
among others, securities finance collateral pools, money market and
other short-term investment funds and liquidity facilities utilized in
connection with municipal bond programs. If clients demand a retum of
their cash or assets, particularly on limited notice, and these investment
poals do not have the liquidity to support those demands, we could be
forced to sell investment securities held by these asset pools at
unfavorable prices, damaging our reputation as an asset manager and
potentially exposing us to claims related to our management of the
poals.

The availability and cost of credit in short-term markets are highly
dependent on the markets' perception of our liquidity and
creditworthiness. Our efforts to monitor and manage our liquidity risk,
including on an intra-day basis, may not be successful or sufficient to
deal with dramatic or unanticipated changes in the global securities
markets or other event-driven reductions in liquidity. As a result of such
ewents, among other things, our cost of funds may increase, thereby
reducing our NII, or we may need to dispose of a portion of our
investment securities portfolio, which, depending on market conditions,
could result in a loss from such sales of investment securities being
recorded in our consolidated statement of income.

Our business and capital-related activities, including our ability to
return capital to shareholders and purchase our capital stock, may
be adversely affected by our implementation of regulatory capital
and liquidity standards that we must meet or in the event our
capital plan or post-stress capital ratios are determined to be
insufficient as a result of regulatory capital stress testing.

Basel Il and Dodd-Frank Act

We are required to calculate our risk-based capital ratios under both
the Basel lll advanced approaches and the Basel lll standardized
approach, and we are subject to the more stringent of the risk-based
capital ratios calculated under the advanced approaches and those
calculated under the standardized approach in the assessment of our
capital adequacy.

In implementing certain aspects of these capital regulations, we are
making interpretations of the regulatory intent. The Federal Resene may
determine that we are not in compliance with the capital rules and may
require us to take actions to come into compliance that could adversely
affect our business operations, our regulatory capital structure, our
capital ratios or our financial performance, or otherwise restrict our
growth plans or strategies. In addition, banking regulators could change
the Basel lll final rule or their interpretations as they apply to us,
including changes to these standards or interpretations made in
regulations implementing provisions of the Dodd-Frank Act, which could
adwersely affect us and our ability to comply with the Basel lll final rule.

Along with the Basel lll final rule, banking regulators also introduced
additional requirements, such as the SLR, LCR and the proposed NSFR.

For example, the specification of the various elements of the NSFR
in the final rule could have a material effect on our business activities,
including the management and composition of our investment securities
portfolio and our ability to extend credit through committed facilities,
loans to our clients or our principal securities lending activities. In
addition, further capital and liquidity requirements are under consideration
by U.S. and intemational banking regulators. Any of these rules could
have a material effect on our capital and liquidity planning and related
activities, including the management and composition of our investment
securities portfolio and our ability to extend committed contingent credit
facilities to our clients. The full effects of these rules, and of other
regulatory initiatives related to capital or liquidity, on State Street and
State Street Bank are subject to further regulatory guidance, action or
rule-making.

Systemic Importance

As a G-SIB, we generally expect to be held to the most stringent
provisions under the Basel lll final rule. For example, we are subject to
the Federal Resene's final rules on the implementation of capital
surcharges for U.S. G-SIBs, and on TLAC, LTD and clean holding
company requirements for U.S. G-SIBs which we refer to as the "TLAC
final rule". For additional information on these requirements, refer to the
“Regulatory Capital Adequacy and Liquidity Standards” section under
“Supenision and
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Regulation” included under ltem 1, Business. of this Form 10-K.

Not all of our competitors have similarly been designated as
systemically important nor are all of them subject to the same degree of
regulation as a bank or financial holding company, and therefore some of
our competitors are not subject to the same additional capital
requirements.

CCAR

We are required by the Federal Resene to conduct periodic stress
testing of our business operations and to develop an annual capital plan
as part of the Federal Resene's Comprehensive Capital Analysis and
Review (CCAR) process. That process, the severity and other
characteristics of which may evolve from year-to-year, is used by the
Federal Resene to evaluate our management of capital, the adequacy of
our regulatory capital and the requirement for us to maintain capital
above our minimum regulatory capital requirements under stressed
economic conditions. The results of the CCAR process are difficult to
predict due, among other things, to the Federal Resene's use of
proprietary stress models that differ from our intemal models. The
amounts of the planned capital actions in our capital plan in any year,
including stock purchases and dividends, may be substantially reduced
from the amounts included in prior capital plans. These reductions may
reflect changes in one or more different factors, including but not limited
to our business prospects and related capital needs, our capital position,
proposed acquisitions or other uses of capital, the models used in our
capital planning process, the supenisory models used by the Federal
Resene to stress our balance sheet, the Federal Resene’s hypothetical
economic scenarios for the CCAR process, the Federal Resene’s CCAR
instructions and the Federal Resene’s supenisory expectations for the
capital planning process. The Federal Resernve may object to our capital
plan, or we may decide that we need to adjust our capital plan to awoid
an objection by the Federal Resene, potentially requiring us, as
applicable, to revise our stress-testing or capital management
approaches, resubmit our capital plan or postpone, cancel or alter our
planned capital actions. In addition, changes in our business strategy,
merger or acquisition activity or uses of capital could result in a change
in our capital plan and its associated capital actions, and may require us
to resubmit our capital plan to the Federal Resene for its non-objection.
We are also subject to asset quality reviews and stress testing by the
ECB and in the future we may be subject to similar reviews and testing
by other regulators.

Our implementation of capital and liquidity requirements, including

our capital plan, may not be approved or may be objected to by the
Federal

Resene, and the Federal Resernve may impose capital requirements in
excess of our expectations or require us to maintain lewels of liquidity
that are higher than we may expect and which may adwersely affect our
consolidated revenues. In the event that our implementation of capital
and liquidity requirements under regulatory initiatives or our current
capital structure are determined not to conform with current and future
capital requirements, our ability to deploy capital in the operation of our
business or our ability to distribute capital to shareholders or to purchase
our capital stock may be constrained, and our business may be
adwersely affected. In addition, we may choose to forgo business
opportunities, due to their impact on our capital plan or stress tests,
including CCAR. Likewise, in the event that regulators in other
jurisdictions in which we have banking subsidiaries determine that our
capital or liquidity levels do not conform with current and future regulatory
requirements, our ability to deploy capital, our levels of liquidity or our
business operations in those jurisdictions may be adversely affected.

For additional information about the above matters, refer to
“Business - Supenision and Regulation - Regulatory Capital Adequacy
and Liquidity Standards” included under ltem 1, Business, and “Financial
Condition - Capital” in Management's Discussion and Analysis included
under ltem 7 of this Form 10-K.

Fee revenue represents a significant majority of our consolidated
revenue and is subject to decline, among other things, in the
event of a reduction in, or changes to, the level or type of
investment activity by our clients.

We rely primarily on fee-based senices to derive our revenue. This
contrasts with commercial banks that may rely more heamly on interest-
based sources of revenue, such as loans. During 2017 total fee revenue
represented approximately 80% of our total revenue. Fee revenue
generated by our investment senicing and investment management
businesses is augmented by trading senices, securities finance and
processing fees and other revenue.

The lewel of these fees is influenced by several factors, including the
mix and volume of our AUCA and our AUM, the value and type of
securities positions held (with respect to assets under custody) and the
wolume of portfolio transactions, and the types of products and senices
used by our clients. For example, reductions in the level of economic and
capital markets activity tend to have a negative effect on our fee revenue,
as these often result in reduced asset valuations and transaction
wolumes. They may also result in investor preference trends towards
asset classes and markets deemed more secure,
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such as cash or non-emerging markets, with respect to which our fee
rates are often lower.

In addition, our clients include institutional investors, such as
mutual funds, collective investment funds, UCITS, hedge funds and other
investment pools, corporate and public retirement plans, insurance
companies, foundations, endowments and investment managers.
Economic, market or other factors that reduce the level or rates of
savings in or with those institutions, either through reductions in financial
asset valuations or through changes in investor preferences, could
materially reduce our fee revenue and have a material adverse effect on
our consolidated results of operations.

Our businesses have significant European operations, and
disruptions in European economies could have an adverse effect
on our consolidated results of operations or financial condition.

While the European economy made some progress towards
recovery during 2017, concems remain with regard to sovereign debt
sustainability, interdependencies among financial institutions and
sowereigns, the impacts of the British exit or potential other exits from
the European Union, the planned unwinding of European Central Bank
quantitative easing measures and political and other risks, such as
relating to populism, refugee migration or terrorist threats, in one or more
European nations. In addition, both divergence between the pace of
monetary tightening in the U.S. and Europe and the recent strength of
the Euro hawe led to increased uncertainty around the sustainability of
the economic progress made in 2017 in Europe. Given the scope of our
European operations, economic or market uncertainty, volatility, illiquidity
or disruption resulting from these and related factors could have a
material adverse impact on our consolidated results of operations or
financial condition.

Geopolitical and economic conditions and developments could
adversely affect us, particularly if we face increased uncertainty
and unpredictability in managing our businesses.

Global credit and other financial markets can suffer from substantial
wolatility, illiquidity and disruption, particularly in the wake of geopolitical
disruptions and as global monetary authorities begin to withdraw
monetary policy easing measures. If such wolatility, illiquidity or
disruption were to result in an adverse economic environment in the U.S.
or intemationally or result in a lack of confidence in the financial stability
of major developed and emerging markets, such dewelopments could
have an adwerse affect on our business, as well as the businesses of our
clients and our significant counterparties and could also increase the
difficulty and unpredictability of aligning our business strategies, our
infrastructure

and our operating costs in light of current and future market and
economic conditions. These risks could be compounded by tighter
monetary conditions, restrictions on free trade and political uncertainty in
the U.S. and intemationally.

Market disruptions can adwersely affect our consolidated results of
operations if the value of AUCA or AUM decline, while the costs of
provding the related senices remain constant or increase. These factors
could reduce the profitability of our asset-based fee revenue and could
also adwersely affect our transaction-based revenue, such as revenues
from securities finance and foreign exchange activities, and the volume of
transactions that we execute for or with our clients. Further, the degree of
wolatility in foreign exchange rates can affect our foreign exchange trading
revenue. In general, increased currency volatility tends to increase our
market risk but also increases our opportunity to generate foreign
exchange revenue. Conversely, periods of lower currency volatility tend to
decrease our market risk but also decrease our foreign exchange
revenue.

In addition, as our business grows globally and a significant
percentage of our revenue is eamned (and of our expenses paid) in
currencies other than U.S. dollars, our exposure to foreign currency
volatility could affect our levels of consolidated revenue, our consolidated
expenses and our consolidated results of operations, as well as the value
of our investment in our non-U.S. operations and our investment portfolio
holdings. The extent to which changes in the strength of the U.S. dollar
relative to other currencies affect our consolidated results of operations,
including the degree of any offset between increases or decreases to
both revenue and expenses, will depend upon the nature and scope of
our operations and activities in the relevant jurisdictions during the
relevant periods, which may vary from period to period.

As our product offerings expand, in part as we seek to take
advantage of perceived opportunities arising under various regulatory
reforms and resulting market changes, the degree of our exposure to
various market and credit risks will evolve, potentially resulting in greater
revenue \olatility. We also will need to make additional investments to
dewelop the operational infrastructure and to enhance our compliance and
risk management capabilities to support these businesses, which may
increase the operating expenses of such businesses or, if our control
environment fails to keep pace with product expansion, result in
increased risk of loss from such businesses.
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We may need to raise additional capital or debt in the future,
which may not be available to us or may only be available on
unfavorable terms.

We may need to raise additional capital in order to maintain our
credit ratings, in response to regulatory changes, including capital rules,
or for other purposes, including financing acquisitions and joint ventures.
In particular, the Federal Resene’s TLAC final rule, which goes into effect
on January 1, 2019, will require State Street to maintain a minimum
amount of eligible LTD outstanding, and we may need to issue more
long-term debt in order to meet the minimum eligible LTD requirement.

However, our ability to access the capital markets, if needed, on a
timely basis or at all will depend on a number of factors, such as the
state of the financial markets and securities law requirements and
standards. In the event of rising interest rates, disruptions in financial
markets, negative perceptions of our business or our financial strength,
or other factors that would increase our cost of borrowing, we cannot be
sure of our ability to raise additional capital, if needed, on terms
acceptable to us. Any diminished ability to raise additional capital, if
needed, could adversely affect our business and our ability to implement
our business plan, capital plan and strategic goals, including the
financing of acquisitions and joint ventures and our efforts to maintain
regulatory compliance.

Any downgrades in our credit ratings, or an actual or perceived
reduction in our financial strength, could adversely affect our
borrowing costs, capital costs and liquidity and cause reputational
harm.

Major independent rating agencies publish credit ratings for our debt
obligations based on their evaluation of a number of factors, some of
which relate to our performance and other corporate developments,
including financings, acquisitions and joint ventures, and some of which
relate to general industry conditions. We anticipate that the rating
agencies will continue to review our ratings regularly based on our
consolidated results of operations and developments in our businesses,
including regulatory considerations such as resolution planning. One or
more of the major independent credit rating agencies hawe in the past
downgraded, and may in the future downgrade, our credit ratings, or have
negatively revised their outlook for our credit ratings. The current market
and regulatory environment and our exposure to financial institutions and
other counterparties, including sovereign entities, increase the risk that
we may not maintain our current ratings, and we cannot provide
assurance that we will continue to maintain our current credit ratings.
Downgrades in our credit ratings may adversely affect our borrowing
costs, our capital costs and our ability

to raise capital and, in tum, our liquidity. A failure to maintain an
acceptable credit rating may also preclude us from being competitive in
various products.

Additionally, our counterparties, as well as our clients, rely on our
financial strength and stability and evaluate the risks of doing business
with us. If we experience diminished financial strength or stability, actual
or perceived, including the effects of market or regulatory developments,
our announced or rumored business developments or consolidated
results of operations, a decline in our stock price or a reduced credit
rating, our counterparties may be less willing to enter into transactions,
secured or unsecured, with us; our clients may reduce or place limits on
the lewvel of senices we provide them or seek other senice providers; or
our prospective clients may select other senice providers, all of which
may hawe adwerse effects on our reputation.

The risk that we may be perceived as less creditworthy relative to
other market participants is higher in the current market environment, in
which the consolidation, and in some instances failure, of financial
institutions, including major global financial institutions, have resulted in
a smaller number of much larger counterparties and competitors. If our
counterparties perceive us to be a less viable counterparty, our ability to
enter into financial transactions on terms acceptable to us or our clients,
on our or our clients' behalf, will be materially compromised. If our clients
reduce their deposits with us or select other senice providers for all or a
portion of the senices we provide to them, our revenues will decrease
accordingly.

Operational, Business and Reputational Risks

We face extensive and changing government regulation in the
U.S. and in foreign jurisdictions in which we operate, which may
increase our costs and expose us to risks related to compliance.

Most of our businesses are subject to extensive regulation by
multiple regulatory bodies, and many of the clients to which we provide
senices are themselves subject to a broad range of regulatory
requirements. These regulations may affect the scope of, and the manner
and terms of delivery of, our senices. As a financial institution with
substantial international operations, we are subject to extensive
regulation and supenisory owersight, both inside and outside of the U.S.
This regulation and supenisory owersight affects, among other things, the
scope of our activities and client senices, our capital and organizational
structure, our ability to fund the operations of our subsidiaries, our
lending practices, our dividend policy, our common stock purchase
actions, the manner in which we market our senices, our acquisition
activities and our interactions with
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foreign regulatory agencies and officials.

In particular, State Street is registered with the Federal Resene as
a bank holding company pursuant to the Bank Holding Company Act of
1956. The Bank Holding Company Act generally limits the activities in
which we and our non-banking subsidiaries may engage to managing or
controlling banks and to activities considered to be closely related to
banking. As a bank holding company that has elected to be treated as a
financial holding company under the Bank Holding Company Act, State
Street and some of our non-banking subsidiaries may also engage in a
broader range of activities considered to be “financial in nature.” Financial
holding company status may be denied if State Street and its banking
subsidiaries do not remain well capitalized and well managed or fail to
comply with Community Reinvestment Act obligations. Currently, under
the Bank Holding Company Act, we may not be able to engage in new
activities or acquire shares or control of other businesses.

The U.S. President has issued an executive order that sets forth
principles for the reform of the federal financial regulatory framework, and
the Republican majority in Congress has also suggested an agenda for
financial regulatory reform. It is too early to assess whether there will be
any major changes in the regulatory environment or a rebalancing of the
post financial crisis framework and what the impact will be on our results
of operations or financial condition, including, without limitation,
increased expenses or changes in the demand for our senices, or on the
U.S.-domestic or global economies or financial markets. We expect that
our business will remain subject to extensive regulation and supenision.
Several other aspects of the regulatory environment in which we operate,
and related risks, are discussed below. Additional information is provided
under "Supenision and Regulation” included under Iltem 1, Business, of
this Form 10-K.

Resolution Planning

State Street, like other bank holding companies with total
consolidated assets of $50 billion or more, periodically submits a plan for
rapid and orderly resolution in the event of material financial distress or
failure commonly referred to as a resolution plan or a living will to the
Federal Resene and the FDIC under Section 165(d) of the Dodd-Frank
Act. Through resolution planning, we seek, in the event of insolvency, to
maintain State Street Bank’s role as a key infrastructure provider within
the financial system, while minimizing risk to the financial system and
maximizing value for the benefit of our stakeholders. Significant
management attention and resources are required in an effort to meet
regulatory expectations

with respect to resolution planning.

In the event of material financial distress or failure, our preferred
resolution strategy is the SPOE Strategy. Our resolution plan, including
our implementation of the SPOE strategy with a secured support
agreement, involves important risks, including that: (1) the SPOE
Strategy and the obligations under the support agreement may result in
the recapitalization of State Street Bank and the commencement of
bankruptcy proceedings by the Parent Company at an earlier stage of
financial stress than might otherwise occur without such mechanisms in
place; (2) an expected effect of the SPOE Strategy, together with
applicable TLAC regulatory requirements, is that State Street’s losses
will be imposed on Parent Company shareholders and the holders of
long-term debt and other forms of TLAC securities currently outstanding
or issued in the future by the Parent Company, as well as on any other
Parent Company creditors, before any of its losses are imposed on the
holders of the debt securities of certain of the Parent Company’s
operating subsidiaries or any of their depositors or creditors or before
U.S. taxpayers are put at risk; (3) there can be no assurance that there
would be sufficient recapitalization resources available to ensure that
State Street Bank and our other material entities are adequately
capitalized following the triggering of the requirements to provide capital
and/or liquidity under the support agreement; and (4) there can be no
assurance that credit rating agencies, in response to our resolution plan
or the support agreement, will not downgrade, place on negative watch or
change their outlook on our debt credit ratings, generally or on specific
debt securities. Additional information about the SPOE Strategy,
including related risks, is provided under "Resolution Planning" included
under ltem 1, Business, of this Form 10-K.

Systemic Importance

Our qualification in the U.S. as a SIFI, and our designation by the
FSB as a G-SIB, to which certain regulatory capital surcharges may
apply subjects us to incrementally higher capital and prudential
requirements, increased scrutiny of our activities and potential further
regulatory requirements or increased regulatory expectations than those
applicable to some of the financial institutions with which we compete as
a custodian or asset manager. This qualification and designation also has
significantly increased, and may continue to increase, our expenses
associated with regulatory compliance, including personnel and
systems, as well as implementation and related costs to enhance our
programs.

Global and Non-U.S. Regulatory Requirements

The breadth of our business activities, together with the scope of
our global operations and varying
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business practices in relevant jurisdictions, increase the complexity and
costs of meeting our regulatory compliance obligations, including in
areas that are receiving significant regulatory scrutiny. We are, therefore,
subject to related risks of non-compliance, including fines, penalties,
lawsuits, regulatory sanctions, difficulties in obtaining governmental
approvals, limitations on our business activities or reputational harm, any
of which may be significant. For example, the global nature of our client
base requires us to comply with complex laws and regulations of multiple
jurisdictions relating to economic sanctions and money laundering. In
addition, we are required to comply not only with the U.S. Foreign
Corrupt Practices Act, but also with the applicable anti-corruption laws of
other jurisdictions in which we operate. Further, our global operating
model requires we comply with outsourcing oversight requirements,
including with respect to affiliated entities, and data security standards of
multiple jurisdictions. Regulatory scrutiny of compliance with these and
other laws and regulations is increasing. State Street faces sometimes
inconsistent laws and regulations across the various jurisdictions in
which we operate. The ewolving regulatory landscape may interfere with
our ability to conduct our operations, with our pursuit of a common global
operating model or with our ability to compete effectively with other
financial institutions operating in those jurisdictions or which may be
subject to different regulatory requirements than apply to us. In particular,
non-U.S. regulations and initiatives that may be inconsistent or conflict
with current or proposed regulations in the U.S. could create increased
compliance and other costs that would adversely affect our business,
operations or profitability. Geopoalitical events such as the U.K.’s planned
exit from the European Union also hawe the potential to increase the
complexity and cost of regulatory compliance.

In addition to U.S. regulatory initiatives we are further affected by
non-U.S. regulatory initiatives, including, but not limited to, the AIFMD,
the BRRD, the EMIR, GDPR, the UCITS directives, the Money Market
Funds Regulation, MiFID Il and MiFIR and the proposed E.U. risk
reduction package. Recent, proposed or potential regulations in the U.S.
and E.U. with respect to money market funds, short-term wholesale
funding, such as repurchase agreements or securities lending, or other
“shadow banking” activities, could also adwversely affect not only our own
operations but also the operations of the clients to which we provide
senices. In the E.U., the AIFMD and UCITS V increase the
responsibilities and potential liabilities of custodians and depositories to
certain of their clients for asset losses.

EMIR requires the reporting of all derivatives to a trade repository,
the mandatory clearing of certain derivatives trades \ia a central
counterparty

(including the exchange of margin) and risk mitigation techniques for
derivatives not cleared via a central counterparty. State Street is likely to
become indirectly subject to EMIR's risk mitigation obligations when it
transacts with E.U. counterparties. EMIR will continue to impact our
business activities, and increase costs, in various ways, some of which
may be adwerse. Further, the European Commission's proposal to
introduce a proposed financial transaction tax or similar proposals
elsewhere, if adopted, could materially affect the location and volume of
financial transactions or otherwise alter the conduct of financial activities,
any of which could have a material adverse effect on our business and on
our consolidated results of operations or financial condition.

Consequences of Regulatory Environment and Compliance Risks

Domestic and intemational regulatory reform could limit our ability
to pursue certain business opportunities, increase our regulatory capital
requirements, alter the risk profile of certain of our core activities and
impose additional costs on us, otherwise adwersely affect our business,
our consolidated results of operations or financial condition and have
other negative consequences, including a reduction of our credit ratings.
Different countries may respond to the market and economic environment
in different and potentially conflicting manners, which could increase the
cost of compliance for us.

The ewolving regulatory environment, including changes to existing
regulations and the introduction of new regulations, may also contribute
to decisions we may make to suspend, reduce or withdraw from existing
businesses, activities, markets or initiatives. In addition to potential lost
revenue associated with any such suspensions, reductions or
withdrawals, any such suspensions, reductions or withdrawals may
result in significant restructuring or related costs or exposures.

If we do not comply with governmental regulations, we may be
subject to fines, penalties, lawsuits, delays, or difficulties in obtaining
regulatory approvals or restrictions on our business activities or harm to
our reputation, which may significantly and adversely affect our business
operations and, in tumn, our consolidated results of operations. The
willingness of regulatory authorities to impose meaningful sanctions, and
the lewvel of fines and penalties imposed in connection with regulatory
violations, have increased substantially since the financial crisis.
Regulatory agencies may, at times, limit our ability to disclose their
findings, related actions or remedial measures. Similarly, many of our
clients are subject to significant regulatory requirements and retain our
senices in order for us to assist them in complying with those legal
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requirements. Changes in these regulations can significantly affect the
senices that we are asked to provide, as well as our costs.

Adwerse 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 clients. If we
cause clients to fail to comply with these regulatory requirements, we
may be liable to them for losses and expenses that they incur. In recent
years, regulatory owersight and enforcement have increased substantially,
imposing additional costs and increasing the potential risks associated
with our operations. If this regulatory trend continues, it could continue to
adwersely affect our operations and, in tum, our consolidated results of
operations and financial condition.

For additional information, see the risk factor below, “Our

businesses may be adversely affected by govemment enforcement and
litigation.”

Our calculations of credit, market and operational risk exposures,
total risk-weighted assets and capital ratios for regulatory
purposes depend on data inputs, formulae, models, correlations
and assumptions that are subject to changes over time, which
changes, in addition to our consolidated financial results, could
materially impact our risk exposures, our total risk- weighted
assets and our capital ratios from period to period.

To calculate our credit, market and operational risk exposures, our
total risk-weighted assets and our capital ratios for regulatory purposes,
the Basel lll final rule involves the use of current and historical data,
including our own loss data and similar information from other industry
participants, market volatility measures, interest rates and spreads,
asset valuations, credit exposures and the creditworthiness of our
counterparties. These calculations also involve the use of quantitative
formulae, statistical models, historical correlations and significant
assumptions. We refer to the data, formulae, models, correlations and
assumptions, as well as our related intemal processes, as our “advanced
systems.” While our advanced systems are generally quantitative in
nature, significant components involve the exercise of judgment based,
among other factors, on our and the financial senices industry's evolving
experience. Any of these judgments or other elements of our advanced
systems may not, individually or collectively, precisely represent or
calculate the scenarios, circumstances, outputs or other results for
which they are designed or intended. Collectively, they represent only our
estimate of associated risk.

In addition, our advanced systems are subject to update and

periodic revalidation in response to changes in our business activities
and our historical

experiences, forces and events experienced by the market broadly or by
individual financial institutions, changes in regulations and regulatory
interpretations and other factors, and are also subject to continuing
regulatory review and approval. For example, a significant operational
loss experienced by another financial institution, even if we do not
experience a related loss, could result in a material change in the output
of our advanced systems and a corresponding material change in our risk
exposures, our total risk-weighted assets and our capital ratios
compared to prior periods. An operational loss that we experience could
also result in a material change in our capital requirements for
operational risk under the advanced approaches, depending on the
sewerity of the loss event, its characterization among the seven Basel-
defined UOMs, and the stability of the distributional approach for a
particular UOM, and without direct correlation to the effects of the loss
event, or the timing of such effects, on our results of operations. Due to
the influence of changes in our advanced systems, whether resulting
from changes in data inputs, regulation or regulatory supenision or
interpretation, State Street-specific or more general market, or individual
financial institution-specific, activities or experiences, or other updates or
factors, we expect that our advanced systems and our credit, market and
operational risk exposures, our total risk- weighted assets and our
capital ratios calculated under the Basel lll final rule will change, and
may be wolatile, over time, and that those latter changes or volatility
could be material as calculated and measured from period to period.

We are subject to enhanced external oversight as a result of
certain agreements entered into in connection with the resolution
of prior regulatory or governmental matters.

In June 2015, we entered into a written agreement with the Federal
Resene and the Massachusetts Division of Banks relating to deficiencies
identified in our compliance programs with the requirements of the Bank
Secrecy Act, AML regulations and U.S. economic sanctions regulations
promulgated by OFAC. As part of this agreement, we have been required
to, among other things, implement improvements to our compliance
programs and to retain an independent firm to conduct a review of
account and transaction activity to evaluate whether any suspicious
activity was not previously reported.

Separately, in connection with the resolution of certain proceedings
relating to our having charged six clients of our U.K. transition
management business during 2010 and 2011 amounts in excess of the
contractual terms, in January 2017, we entered into a deferred
prosecution agreement with the Department of Justice and the United
States Attomey for the District of Massachusetts under which we agreed
to
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retain an independent compliance and ethics monitor for a term of three
years (subject to extension) who will, among other things, review and
monitor the effectiveness of our compliance controls and business ethics
and make related recommendations, and in September 2017, we entered
into a settlement agreement with the SEC that also requires us to retain
an independent ethics and compliance consultant for a one year period.
We hawe retained a monitor who is fulfilling our obligations under both the
deferred prosecution agreement and the SEC settlement. Under the
deferred prosecution agreement we also have a heightened obligation
promptly to report issues involving potential or alleged fraudulent activities
to the Department of Justice.

As a result of the enhanced inspections and monitoring activities to
which we are subject under these agreements, governmental authorities
may identify areas in which we may need to take actions, which may be
significant, to enhance our regulatory compliance or risk management
practices. Such remedial actions may entail significant cost,
management attention, and systems development and such efforts may
affect our ability to expand our business until such remedial actions are
completed. These actions may be in addition to remedial measures
required by the Federal Resenve and other financial regulators following
examinations as a result of increased prudential expectations regarding
our compliance programs, culture and risk management. Our failure to
implement enhanced compliance and risk management procedures in a
manner and in a time frame deemed to be responsive by the applicable
regulatory authority could adversely impact our relationship with such
regulatory authority and could lead to restrictions on our activities or
other sanctions. Moreover, the identification of new or additional facts
and circumstances suggesting inappropriate or non-compliant conduct,
whether identified by the monitor or a regulatory authority, in the course
of an inspection, or independently by us could lead to new governmental
proceedings or the re-opening of matters that were previously resolved.
The presence of the monitor, as well as govemmental programs
rewarding whistleblowing, may also increase the instances of current or
former employees alleging that certain practices are inconsistent with our
legal or regulatory obligations.

Our businesses may be adversely affected by government
enforcement and litigation.

The businesses in which we operate are highly-regulated and
subject to extensive extemnal scrutiny that may be directed generally to
participants in the businesses or markets in which we are involved or
may be specifically directed at us, including as a result of whistleblower
and qui tam claims. In the course of our business, we are frequently
subject to various regulatory, governmental and law

enforcement inquiries, investigative demands and subpoenas, and from
time to time, our clients, or the government on its own behalf or on behalf
of our clients or others, make claims and take legal action relating to,
among other things, our performance of our fiduciary, contractual or
regulatory responsibilities. Often, the announcement of any such
matters, or of any settlement of a claim or action, whether it involves us
or others in our industry, may spur the initiation of similar claims by other
clients or governmental parties. Regulatory authorities have, and are
likely to continue to, initiate cross industry reviews when a material issue
is identified at a financial institution. Such inquiries involve costs and
management time and may lead to proceedings relating to our own
activities.

Regardless of the outcome of any governmental enforcement or
litigation matter, responding to such matters is time-consuming and
expensive and can divert the attention of senior management.
Governmental enforcement and litigation matters can involve claims for
disgorgement, demands for substantial monetary damages, the
imposition of civil or criminal penalties, and the imposition of remedial
sanctions or other required changes in our business practices, any of
which could result in increased expenses, loss of client demand for our
products or senices, or harm to our reputation. The exposure associated
with any proceedings that may be threatened, commenced or filed
against us could have a material adverse effect on our consolidated
results of operations for the period in which we establish a resene with
respect to such potential liability or upon our reputation. In government
settlements since the financial crisis, the fines imposed by authorities
have increased substantially and may exceed in some cases the profit
earned or harm caused by the regulatory or other breach. For example,
in connection with the resolution of the U.K. transition management
matter, we agreed to pay a fine of £22.9 million (approximately $37.8
million) to the FCA in 2014 and fines of $32.3 million to each of the
Department of Justice and the SEC in 2017. As a further example, we
paid an aggregate of $575 million in 2016 to resolve a series of
investigations and governmental and private claims alleging that our
indirect foreign exchange rates prior to 2008 were not adequately
disclosed or were otherwise improper. These matters hawe also resulted
in regulatory focus on the manner in which we charge clients and related
disclosures. This focus may lead to increased and prolonged
governmental inquiries and client, qui tam and whistleblower claims
associated with the amount and disclosure of compensation we receive
for our products and senices.

Moreower, U.S and certain intemational governmental authorities
have increasingly brought criminal actions against financial institutions,
and
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criminal prosecutors have increasingly sought and obtained criminal
guilty pleas, deferred prosecution agreements or other criminal sanctions
from financial institutions. For example, in 2017 we entered into a
deferred prosecution agreement with the U.S. Department of Justice in
connection with the resolution of the U.K transition management matter,
and such agreement could increase the likelihood that govemmental
authorities will seek criminal sanctions against us in pending or future
legal proceedings. See “We are subject to various legal proceedings
relating to the manner in which we hawe inwiced certain expenses, and
the outcome of such proceedings could materially adversely affect our
results of operations or harm our business or reputation.”

In many cases, we are required or may choose to report
inappropriate or non-compliant conduct to the authorities, and our failure
or delay to do so may represent an independent regulatory violation or be
treated as an indication of non-cooperation with governmental authorities.
Even when we promptly report a matter, we may nonetheless experience
regulatory fines, liabilities to clients, harm to our reputation or other
adwerse effects. Moreower, our settlement or other resolution of any
matter with any one or more regulators or other applicable party may not
forestall other regulators or parties in the same or other jurisdictions from
pursuing a claim or other action against us with respect to the same or a
similar matter.

For more information about current contingencies relating to legal
proceedings, see Note 13 to the consolidated financial statements
included under ltem 8, Financial Statements and Supplementary Data, of
this Form 10-K. The resolution of certain pending or potential legal or
regulatory matters could have a material adverse effect on our
consolidated results of operations for the period in which the relevant
matter is resolved or an accrual is determined to be required, on our
consolidated financial condition or on our reputation.

In view of the inherent difficulty of predicting the outcome of legal
and regulatory matters, we cannot provide assurance as to the outcome
of any pending or potential matter or, if determined adversely against us,
the costs associated with any such matter, particularly where the
claimant seeks very large or indeterminate damages or where the matter
presents nowel legal theories, involves a large number of parties, involves
the discretion of governmental authorities in seeking sanctions or
negotiated resolution or is at a preliminary stage. We may be unable to
accurately estimate our exposure to the risks of legal and regulatory
contingencies when we record resenes for probable and estimable loss
contingencies. As a result, any resenves we establish may not be
sufficient to cover our actual financial

exposure. Similarly, our estimates of the aggregate range of reasonably
possible loss for legal and regulatory contingencies are based upon then-
available information and are subject to significant judgment and a variety
of assumptions and known and unknown uncertainties. The matters
underlying the estimated range will change from time to time, and actual
results may vary significantly from the estimate at any time.

We are subject to various legal proceedings relating to the
manner in which we have invoiced certain expenses, and the
outcome of such proceedings could materially adversely affect our
results of operations, or harm our business or reputation.

In December 2015, we announced a review of the manner in which
we inwoiced certain expenses to some of our Investment Senicing
clients, primarily in the United States, during an 18-year period going
back to 1998, and our determination that we had incorrectly invoiced
clients for certain expenses. We informed our clients in December 2015
that we will pay to them the amounts we concluded were incorrectly
invoiced to them, plus interest. We currently expect the cumulative total
of our payments to customers for these matters to be at least $360
million, in connection with that review, which is ongoing. We are
implementing enhancements to our billing processes, see “Our efforts to
improve our billing processes and practices are ongoing and are likely to
result in the identification of additional billing errors.” We are reviewing
the conduct of our employees with respect to billing matters and have
taken steps to address conduct with respect to such matters that we
beliewe is inconsistent with our standards, including, in some cases,
termination of employment. We are also evaluating other billing practices
relating to our Investment Senicing clients.

We hawe received a purported class action demand letter alleging
that our invoicing practices were unfair and deceptive under
Massachusetts law. A class of customers, or particular customers, may
assert that we hawe not paid to them all amounts incorrectly invoiced,
and may seek double or treble damages under Massachusetts law. In
addition, in March 2017, a purported class action was commenced
against us alleging that our inwoicing practices violated duties owed to
retirement plan customers under ERISA.

We are also responding to requests for information from, and are
cooperating with investigations by, govemmental and regulatory
authorities on these matters, including the civil and criminal divisions of
the DOJ, the SEC, the DOL, the Massachusetts Attomey General, and
the New Hampshire Bureau of Securities Regulation, which could result
in significant fines or other sanctions, civil and criminal, against us. If
these governmental or
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regulatory authorities were to conclude that all or a portion of the billing
error merited civil or criminal sanctions, any fine or other penalty could be
a significant percentage or a multiple of the portion of the overcharging
sening as the basis of such a claim or of the full amount of the
owercharging. The governmental and regulatory authorities have
significant discretion in civil and criminal matters as to the fines and
other penalties they seek to impose. The sewerity of such fines or other
penalties could take into account factors such as the amount and
duration of our incorrect invoicing, the government’s or regulator's
assessment of the conduct of our employees, as well as prior conduct
such as that which resulted in our January 2017 deferred prosecution
agreement in connection with U.K. transition management matter and
our recent settlement of civil claims regarding our indirect foreign
exchange business.

The outcome of any of these proceedings and, in particular, any
criminal sanction could materially adversely affect our results of
operations and could have significant collateral consequences for our
business and reputation.

Our efforts to improve our billing processes and practices are
ongoing and are likely to result in the identification of additional
billing errors.

In 2015, we determined that we had made errors in billing our asset
senicing customers, principally in the United States. In 2016, we began
the process of remediating these errors, improving our billing processes
and controls in the asset senicing business and other businesses, and
testing these improved billing processes and controls. As a result of
such review, we may modify, enhance, and, where necessary, replace
our existing global billing processes and implement and test controls for
the new system. The objectives of this billing transformation process are
to obtain greater billing accuracy and consistency across business lines.
Our goal is for this billing transformation process to be completed in
2019, but there can be no assurance as to when we will complete this
process or that it will allow us to meet the objectives we have set for it.
Because of the scale of our business, implementing enhanced billing
controls will be expensive and time consuming, may not succeed in
identifying and remediating all weaknesses and inefficiencies in our
billing processes and cannot be implemented in all our business units
concurrently. Accordingly, the costs of the billing transformation process,
and the costs to remediate billing errors which may be discovered in that
process, would likely be incurred over a period that we are now unable
accurately to determine. As we work through this process, we have
discovered and may continue to discover areas where we believe our
billing processes need improvement, where we believe we have made
billing

errors with respect to particular customers and categories of fees and
expenses, and where we beliewe billing arrangements between ourselves
and particular customers should be clarified. Such discoveries may lead
to increased expense and decreased revenues, the need to remediate
prior billing errors, government investigations, or litigation that may
materially impact our business, financial results and reputation.

We are subject to variability in our assets under custody and
administration and assets under management, and in our financial
results, due to the significant size of many of our institutional
clients, and are also subject to significant pricing pressure due to
the considerable market influence exerted by those clients.

Our clients include institutional investors, such as mutual funds,
callective investment funds, UCITS, hedge funds and other investment
pools, corporate and public retirement plans, insurance companies,
foundations, endowments and investment managers. In both our asset
senicing and asset management businesses, we endeavor to attract
institutional investors controlling large and diverse pools of assets, as
those clients typically have the opportunity to benefit from the full range
of our expertise and senice offerings. Due to the large pools of assets
controlled by these clients, the loss or gain of one client, or even a
portion of the assets controlled by one client, could have a significant
effect on our AUCA or our AUM, as applicable, in the relevant period.
Loss of all or a portion of the senicing of a client's assets can occur for a
variety of reasons, including client decision or diversification of senice
providers or acquisition or restructuring activity affecting a client. For
example, as previously reported, as a result of a decision to diversify
providers, one of our large clients will move a portion of its assets, largely
common trust funds, currently with State Street to another provider. The
transition will principally occur in 2018 and beyond and represents
approximately $1 trillion in assets with respect to which we will no longer
derive revenue post-transition. Our AUM or AUCA are also affected by
decisions by institutional owners to favor or disfavor certain investment
instruments or categories. Similarly, if one or more clients changes the
asset class in which a significant portion of assets are invested (e.g., by
shifting investments from emerging markets to the U.S.), those changes
could hawe a significant effect on our results of operations in the relevant
period, as our fee rates often change based on the type of asset classes
we are senicing or managing. For example, in 2017 several industry-wide
trends continued to impact AUCA and AUM asset lewels. Those trends
included continued client redemptions out of hedge funds, as to which
fees are generally higher, as well as strong retail flows from
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mutual funds into ETFs, as to which fees are generally lower. As our fee
revenue is largely reliant on the lewels of our AUCA and AUM, these
changes in lewels of differing asset types could hawe a corresponding
significant effect on our results of operations in the relevant period. Large
institutional clients also, by their nature, are often able to exert
considerable market influence, and this, combined with strong
competitive forces in the markets for our senices, has resulted in, and
may continue to result in, significant pressure to reduce the fees we
charge for our senvices in both our asset senicing and asset
management lines of business. Many of these large clients are also
under competitive and regulatory pressures that are driving them to
manage the expenses that they and their investment products incur more
aggressiwely, which in tum exacerbates their pressures on our fees.

Our business may be negatively affected by adverse business
decisions or our failure to properly implement or execute strategic
programs and priorities.

In order to maintain and grow our business, we must make strategic
decisions about our current and future business plans, including plans to
target cost initiatives and enhance operational processes and
efficiencies, plans to improve existing and to develop new senice
offerings and enhancements, plans to enhance existing and develop new
information technology and other systems, migrate from existing
systems and other infrastructure and to address staffing needs, plans for
entering or exiting business lines or geographic markets and plans for
acquiring or disposing of businesses.

In late 2015, we announced Beacon, a multi-year program to create
cost efficiencies through changes in our operational processes and to
further digitize our processes and interfaces with our clients. We
anticipate we will undertake additional strategic initiatives of varying
sizes, some of which may be material. Operational process and
information technology transformations, such as Beacon and future
strategic initiatives we may undertake, entail significant risks. The
program, and any future strategic initiatives we implement, may prowe to
be inadequate to achiewe its objectives, may not be responsive to
industry, technological or market changes, may result in increased or
unanticipated costs, may result in eamings wolatility, may take longer
than anticipated to implement, may involve elements reliant on the
performance of third parties and may not be successfully implemented or
meet client expectations. In addition, our efforts to manage expenses
may be matched or exceeded by our competitors. Any failure to
implement Beacon or any other strategic initiative we may undertake, in
whole or in part may, among other things, reduce our competitive
position, diminish the cost effectiveness

of our systems and processes or provide an insufficient retum on our
associated investment. In particular, elements of many initiatives include
investment in systems integration and new technologies and also the
development of new, and the ewolution of existing, methods and tools to
accelerate the pace of innovation, the introduction of new senices and
enhancements to the security of our data systems. The transition to new
operating processes and technology infrastructure may cause
disruptions in our relationships with clients and employees and may
present other unanticipated technical or operational hurdles. In addition,
the relocation or expansion of senicing activities and other operations to
different geographic regions requires that client, regulatory and other third
party data use, storage and security challenges, as well as other
regulatory compliance other considerations, be resolved. As a result, we
may not achieve some or all of the cost savings or other benefits
anticipated by the relevant strategic initiative and may experience
unanticipated challenges from clients, regulators or other parties or
reputational harm. In addition, other systems development initiatives,
which are not included in Beacon, may not have access to the same
level of resources or management attention and, consequently, may be
delayed or unsuccessful. Many of our systems require enhancements to
meet the requirements of ewolving regulation, to permit us to optimize our
use of capital or to reduce the risk of operating error. We may not have
the resources to pursue all of these objectives, including Beacon and any
other strategic initiatives, simultaneously.

The success of the program and our other strategic plans could
also be affected by market disruptions and unanticipated changes in the
owerall market for financial senices and the global economy. We also
may not be able to abandon or alter these plans without significant loss,
as the implementation of our decisions may involve significant capital
outlays, often far in advance of when we expect to generate any related
revenues or cost expectations. Accordingly, our business, our
consolidated results of operations and our consolidated financial
condition may be adversely affected by any failure or delay in our
strategic decisions, including the program or elements thereof. For
additional information about the program, see "Expenses” in
“Consolidated Results of Operations” included under Item 7,
Management’s Discussion and Analysis, of this form 10-K.

Cost shifting to non-U.S. jurisdictions and outsourcing may expose
us to increased operational risk and reputational harm and may
not result in expected cost savings.

We manage expenses by migrating certain business processes

and business support functions to lower-cost geographic locations, such
as India,
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Poland and China, and by outsourcing to vendors and joint ventures. We
may accomplish this shift by establishing or increasing our level of
activity at operations in lower-cost locations, by outsourcing to vendors in
various jurisdictions or through joint ventures. This effort exposes us to
the risk that we may not maintain senice quality, control or effective
management and/or business resiliency within these operations during
and after transition, These migrations also involve risks that our
outsourcing vendors or joint ventures may not comply with their senicing
and other contractual obligations to us, including with respect to
indemnification and information security, and to the risk that we may not
satisfy applicable regulatory responsibilities regarding the management
and owersight of third parties and outsourcing providers. Diversification of
our geographic footprint also exposes us to the relevant macroeconomic,
political, legal and similar risks generally involved in doing business in
the jurisdictions in which we establish lower-cost locations or joint
ventures or in which our outsourcing vendors locate their operations. The
increased elements of risk that arise from certain operating processes
being conducted in some jurisdictions could lead to an increase in
reputational risk. During periods of transition of operations, greater
operational risk and client concern exist with respect to maintaining a
high level of senice delivery and business resiliency. The extent and
pace at which we are able to mowe functions to lower-cost locations, joint
ventures and outsourcing providers may also be affected by political,
regulatory and client acceptance issues, including with respect to data
use, storage and security. Such relocation or outsourcing of functions
also entails costs, such as technology, real estate and restructuring
expenses, that may offset or exceed the expected financial benefits of
the relocation or outsourcing. In addition, the financial benefits of lower-
cost locations and of outsourcings may diminish over time or could be
offset in the event that the U.S. or other jurisdictions impose tax and
other measures which seek to discourage the use of lower cost
jurisdictions.

Our businesses may be negatively affected by adverse publicity or
other reputational harm.

Our relationship with many of our clients is predicated on our
reputation as a fiduciary and a senice provider that adheres to the
highest standards of ethics, senice quality and regulatory compliance.
Adwerse publicity, regulatory actions or fines, litigation, operational
failures or the failure to meet client expectations or fiduciary or other
obligations could materially and adversely affect our reputation, our ability
to attract and retain clients or key employees or our sources of funding
for the same or other businesses. For example, ower the past seweral
years we have experienced adverse publicity with

respect to our indirect foreign exchange trading, and this adverse
publicity has contributed to a shift of client volume to other foreign
exchange execution methods. Similarly, governmental actions and
reputational issues in our transition management business in the U.K.
have adwersely affected our revenue from that business and, with the
related deferred prosecution agreement with the DOJ entered into in early
2017 and SEC settlement, these effects have the potential to continue.
The client invoicing matter we announced in December 2015 has the
potential to result in similar effects. For additional information about the
settlement, see the risk factor "Our businesses may be adwersely
affected by government enforcement and litigation™.

Presening and enhancing our reputation also depends on
maintaining systems, procedures and controls that address known risks
and regulatory requirements, as well as our ability to timely identify,
understand and mitigate additional risks that arise due to changes in our
businesses and the marketplaces in which we operate, the regulatory
environment and client expectations.

Our controls and procedures may fail or be circumvented, our risk
management policies and procedures may be inadequate, and
operational risk could adversely affect our consolidated results of
operations.

We may fail to identify and manage risks related to a variety of
aspects of our business, including, but not limited to, operational risk,
interest-rate risk, foreign exchange risk, trading risk, fiduciary risk, legal
and compliance risk, liquidity risk and credit risk. We have adopted
various controls, procedures, policies and systems to monitor and
manage risk. While we currently believe that our risk management
process is effective, we cannot provide assurance that those controls,
procedures, policies and systems will always be adequate to identify and
manage the intemal and external, including senice provider, risks in our
various businesses. The risk of individuals, either employees or
contractors, engaging in conduct harmful or misleading to clients or us,
such as consciously circumventing established control mechanisms to
exceed trading or investment management limitations, committing fraud
or improperly selling products or senices to clients, is particularly
challenging to manage through a control framework. The financial and
reputational impact of control or conduct failures can be significant.
Persistent or repeated issues with respect to controls or individual
conduct may raise concems among regulators regarding our culture,
govemance and control environment. While we seek to contractually limit
our financial exposure to operational risk, the degree of protection that
we are able to achieve varies, and our potential exposure may be greater
than the revenue we anticipate that we will eam from
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senicing our clients.

In addition, our businesses and the markets in which we operate
are continuously evolving. We may fail to identify or fully understand the
implications of changes in our businesses 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, regulatory or industry
requirements, our businesses, our counterparties, clients or senice
providers or for other reasons, we could incur losses, suffer reputational
damage or find ourselves out of compliance with applicable regulatory or
contractual mandates or expectations.

Operational risk is inherent in all of our business activities. As a
leading provider of senices to institutional investors, we provide a broad
array of senices, including research, investment management, trading
senices and investment senicing that expose us to operational risk. In
addition, these senices generate a broad array of complex and
specialized senicing, confidentiality and fiduciary requirements, many of
which involve the opportunity for human, systems or process errors. We
face the risk that the control policies, procedures and systems we have
established to comply with our operational requirements will fail, will be
inadequate or will become outdated. We also face the potential for loss
resulting from inadequate or failed intemal processes, employee
supenision or monitoring mechanisms, senice-provider processes or
other systems or controls, which could materially affect our future
consolidated results of operations. Given the volume and magnitude of
transactions we process on a daily basis, operational losses represent a
potentially significant financial risk for our business. Operational errors
that result in us remitting funds to a failing or bankrupt entity may be
ireversible, and may subject us to losses.

We may also be subject to disruptions from extemal events that are
whoally 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 clients, vendors
and counterparties could suffer from such events. Should these events
affect us, or the clients, vendors or counterparties with which we conduct
business, our consolidated results of operations could be negatively
affected. When we record balance sheet accruals for probable and
estimable loss contingencies related to operational losses, we may be
unable to accurately estimate our potential exposure, and any accruals
we establish to cover operational losses may not be sufficient to cover
our actual financial exposure, which could have a material adverse effect
on our consolidated results of operations.

The quantitative models we use to manage our business may
contain errors that result in inadequate risk assessments,
inaccurate valuations or poor business decisions, and lapses in
disclosure controls and procedures or internal control over
financial reporting could occur, any of which could result in
material harm.

We use quantitative models to help manage many different aspects
of our businesses. As an input to our overall assessment of capital
adequacy, we use models to measure the amount of credit risk, market
risk, operational risk, interest-rate risk and liquidity risk we face. During
the preparation of our consolidated financial statements, we sometimes
use models to measure the value of asset and liability positions for which
reliable market prices are not available. We also use models to support
many different types of business decisions including trading activities,
hedging, asset-and-liability management and whether to change
business strategy. Weaknesses in the underlying model, inadequate
model assumptions, normal model limitations, inappropriate model use,
weaknesses in model implementation or poor data quality, could result in
unanticipated and adverse consequences, including material loss and
material non-compliance with regulatory requirements or expectations.
Because of our widespread usage of models, potential weaknesses in
our model risk management practices pose an ongoing risk to us.

We also may fail to accurately quantify the magnitude of the risks
we face. Our measurement methodologies rely on many assumptions
and historical analyses and correlations. These assumptions may be
incorrect, and the historical comrelations on which we rely may not
continue to be relevant. Consequently, the measurements that we make
for regulatory purposes may not adequately capture or express the true
risk profiles of our businesses. Moreower, as businesses and markets
ewlwe, our measurements may not accurately reflect this evolution.
While our risk measures may indicate sufficient capitalization, they may
underestimate the level of capital necessary to conduct our businesses.

Additionally, our disclosure controls and procedures may not be
effective in every circumstance, and, similarly, it is possible we may
identify a material weakness or significant deficiency in intemal control
ower financial reporting. Any such lapses or deficiencies may materially
and adwersely affect our business and consolidated results of operations
or consolidated financial condition, restrict our ability to access the
capital markets, require us to expend significant resources to correct the
lapses or deficiencies, expose us to regulatory or legal proceedings,
subject us to fines, penalties or judgments or harm our reputation.
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We may incur losses arising from our investments in sponsored
investment funds, which could be material to our consolidated
results of operations in the periods incurred.

In the normal course of business, we manage various types of
sponsored investment funds through SSGA. The senices we provide to
these sponsored investment funds generate management fee revenue, as
well as senicing fees from our other businesses. From time to time, we
may invest in the funds, which we refer to as seed capital, in order for the
funds to establish a performance history for newly launched strategies.
These funds may meet the definition of variable interest entities, as
defined by U.S. GAAP, and if we are deemed to be the primary
beneficiary of these funds, we may be required to consolidate these
funds in our consolidated financial statements under U.S. GAAP. The
funds follow specialized investment company accounting rules which
prescribe fair value for the underlying investment securities held by the
funds.

In the aggregate, we expect any financial losses that we realize
ower time from these seed investments to be limited to the actual amount
invested in the consolidated fund. However, in the event of a fund wind-
down, gross gains and losses of the fund may be recognized for financial
accounting purposes in different periods during the time the fund is
consolidated but not wholly owned. Although we expect the actual
economic loss to be limited to the amount invested, our losses in any
period for financial accounting purposes could exceed the value of our
economic interests in the fund and could exceed the value of our initial
seed capital investment.

In instances where we are not deemed to be the primary beneficiary
of the sponsored investment fund, we do not include the funds in our
consolidated financial statements. Our risk of loss associated with
investment in these unconsolidated funds primarily represents our seed
capital investment, which could become realized as a result of poor
investment performance. However, the amount of loss we may recognize
during any period would be limited to the carrying amount of our
investment.

Our reputation and business prospects may be damaged if our
clients incur substantial losses in investment pools in which we act
as agent or are restricted in redeeming their interests in these
investment pools.

We manage assets on behalf of clients in several forms, including in
collective investment pools, money market funds, securities finance
collateral pools, cash collateral and other cash products and short-term
investment funds. Our management of collective investment pools on
behalf of clients exposes us to reputational risk and operational losses. If
our clients incur substantial

investment losses in these pools, receive redemptions as in-kind
distributions rather than in cash, or experience significant under-
performance relative to the market or our competitors' products, our
reputation could be significantly harmed, which harm could significantly
and adwersely affect the prospects of our associated business units.
Because we often implement investment and operational decisions and
actions over multiple investment pools to achieve scale, we face the risk
that losses, even small losses, may hawe a significant effect in the
aggregate.

Within our Investment Management business, we manage
investment pools, such as mutual funds and collective investment funds
that generally offer our clients the ability to withdraw their investments on
short notice, generally daily or monthly. This feature requires that we
manage those pools in a manner that takes into account both
maximizing the long-term retum on the investment pool and retaining
sufficient liquidity to meet reasonably anticipated liquidity requirements of
our clients. The importance of maintaining liquidity varies by product
type, but it is a particularly important feature in money market funds and
other products designed to maintain a constant net asset value of $1.00.
In the past, we have imposed restrictions on cash redemptions from the
agency lending collateral pools, as the per-unit market value of those
funds' assets had declined below the constant $1.00 the funds employ to
effect purchase and redemption transactions. Both the decline of the
funds' net asset value below $1.00 and the imposition of restrictions on
redemptions had a significant client, reputational and regulatory impact
on us, and the recurrence of such or similar circumstances in the future
could adwersely impact our consolidated results of operations and
financial condition. We hawe also in the past continued to process
purchase and redemption of units of investment products designed to
maintain a constant net asset value at $1.00 although the fair market
value of the fund's assets were less than $1.00. If in the future we were to
continue to process purchases and redemptions from such products at
$1.00 when the fair market value of our collateral pools' assets is less
than $1.00, we could be exposed to significant liability.

If higher than normal demands for liquidity from our clients were to
occur, managing the liquidity requirements of our collective investment
pools could become more difficult. If such liquidity problems were to
recur, our relationships with our clients may be adversely affected, and,
we could, in certain circumstances, be required to consolidate the
investment pools into our consolidated statement of condition; levels of
redemption activity could increase; and our consolidated results of
operations and business prospects could be adversely affected. In
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addition, if a money market fund that we manage were to have
unexpected liquidity demands from investors in the fund that exceeded
available liquidity, the fund could be required to sell assets to meet those
redemption requirements, and selling the assets held by the fund at a
reasonable price, if at all, may then be difficult.

Because of the size of the investment pools that we manage, we
may not have the financial ability or regulatory authority to support the
liquidity or other demands of our clients. Any decision by us to provide
financial support to an investment pool to support our reputation in
circumstances where we are not statutorily or contractually obligated to
do so could result in the recognition of significant losses, could adversely
affect the regulatory view of our capital lewvels or plans and could, in some
cases, require us to consolidate the investment pools into our
consolidated statement of condition. Any failure of the pools to meet
redemption requests, or under- performance of our pools relative to
similar products offered by our competitors, could harm our business and
our reputation.

Development of new products and services may impose additional
costs on us and may expose us to increased operational and
model risk.

Our financial performance depends, in part, on our ability to develop
and market new and innovative senices and to adopt or develop new
technologies that differentiate our products or provide cost efficiencies,
while awiding increased related expenses. This dependency is
exacerbated in the current “FinTech” environment, where financial
institutions are investing significantly in evaluating new technologies,
such as “Blockchain,” and dewveloping potentially industry-changing new
products, senices and industry standards. The introduction of new
products and senices can entail significant time and resources, including
regulatory approvals. Substantial risks and uncertainties are associated
with the introduction of new products and senices, including technical,
control and model validation requirements, which may need to be
deweloped and implemented, rapid technological change in the industry,
our ability to access technical and other information from our clients, the
significant and ongoing investments required to bring new products and
senices to market in a timely manner at competitive prices and the
preparation of marketing, sales and other materials that fully and
accurately describe the product or senice and its underlying risks and
are compliant with applicable regulations. Our failure to manage these
risks and uncertainties also exposes us to enhanced risk of operational
lapses which may result in the recognition of financial statement
liabilities. Regulatory and internal control requirements, capital
requirements, competitive altematives, vendor relationships 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 clients. Failure to
successfully manage these risks in the development and implementation
of new products or senices could have a material adverse effect on our
business and reputation, as well as on our consolidated results of
operations and financial condition.

We depend on information technology, and any failures of or
damage to, attack on or unauthorized access to our information
technology systems or facilities, or those of third parties with
which we do business, including as a result of cyber-attacks, could
result in significant limits on our ability to conduct our operations
and activities, costs and reputational damage.

Our businesses depend on information technology infrastructure,
both interal and extemal, to, among other things, record and process a
large wolume of increasingly complex transactions and other data, in
many currencies, on a daily basis, across numerous and diverse
markets and jurisdictions. In recent years, seweral financial senices fims
hawe suffered successful cyber-attacks launched both domestically and
from abroad, resulting in the disruption of senices to clients, loss or
misappropriation of sensitive or private data and reputational harm. We
also have been subjected to cyber-attack, and although we have not to
our knowledge suffered a material breach or suspension of our systems,
it is possible that we could suffer such a breach or suspension in the
future. Cyber-threats are sophisticated and continually evolving. We may
not implement effective systems and other measures to effectively
prevent or mitigate the full diversity of cyber-threats or improve and adapt
such systems and measures as such threats evolve and advance.

Our computer, communications, data processing, networks,
backup, business continuity or other operating, information or technology
systems and facilities, including those that we outsource to other
providers, may fail to operate properly or become disabled, overloaded or
damaged as a result of a number of factors, including events that are
whally or partially beyond our control, which could adversely affect our
ability to process transactions, provide senices or maintain systems
availability, maintain compliance and intemal controls or otherwise
appropriately conduct our business activities. For example, there could
be sudden increases in transaction or data volumes, electrical or
telecommunications outages, natural disasters, cyber-attacks or
employee or contractor emor or malfeasance.

The third parties with which we do business, which facilitate our
business activities or with whom we otherwise engage or interact,
including financial
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intermediaries and technology infrastructure and senice providers, are
also susceptible to the foregoing risks (including regarding the third
parties with which they are similarly interconnected or on which they
otherwise rely), and our or their business operations and activties may
therefore be adversely affected, perhaps materially, by failures,
terminations, errors or malfeasance by, or attacks or constraints on, one
or more financial, technology, infrastructure or government institutions or
intermediaries with whom we or they are interconnected or conduct
business.

In particular, we, like other financial senices firms, will continue to
face increasing cyber threats, including computer viruses, malicious
code, distributed denial of senice attacks, phishing attacks,
ransomware, information security breaches or employee or contractor
error or malfeasance that could result in the unauthorized release,
gathering, monitoring, misuse, loss or destruction of our, our clients' or
other parties' confidential, personal, proprietary or other information or
otherwise disrupt, compromise or damage our or our clients' or other
parties' business assets, operations and activities. Our status as a
global systemically important financial institution likely increases the risk
that we are targeted by such cyber- security threats. In addition, some of
our senice offerings, such as data warehousing, may also increase the
risk we are, and the consequences of being, so-targeted. We therefore
could experience significant related costs and exposures, including lost
or constrained ability to provide our senices or maintain systems
availability to clients, regulatory inquiries, enforcements, actions and
fines, litigation, damage to our reputation or property and enhanced
competition.

Due to our dependence on technology and the important role it
plays in our business operations, we must persist in improving and
updating our information technology infrastructure (1) as some of our
systems are approaching the end of their useful life, are redundant or do
not share data without reconciliation; and (2) in order to be more efficient,
enhance resiliency, meet client expectations and support opportunities of
growth. Updating these systems often involves implementation,
integration and security risks, including risks that we may not adequately
anticipate the market or technological trends or client needs or
experience unexpected challenges that could cause financial,
reputational and operational harm. However, failing to properly respond to
and invest in changes and advancements in technology can limit our
ability to attract and retain clients, prevent us from offering similar
products and senvces as those offered by our competitors and inhibit our
ability to meet regulatory requirements.

Any theft, loss or other misappropriation or inadvertent disclosure
of, or inappropriate access to, the confidential information we
possess could have an adverse impact on our business and could
subject us to regulatory actions, litigation and other adverse
effects.

Our businesses and relationships with clients are dependent on our
ability to maintain the confidentiality of our and our clients' trade secrets
and confidential information (including client transactional data and
personal data about our employees, our clients and our clients' clients).
Unauthorized access, or failure of our controls with respect to granting
access to our systems, may occur, potentially resulting in theft, loss, or
other misappropriation of such information. Any theft, loss, other
misappropriation or inadvertent disclosure of confidential information
could have a material adverse impact on our competitive position, our
relationships with our clients and our reputation and could subject us to
regulatory inquiries, enforcement and fines, ciwil litigation and possible
financial liability or costs.

We may not be able to protect our intellectual property, and we
are subject to claims of third- party intellectual property rights.

Our potential inability to protect our intellectual property and
proprietary technology effectively may allow competitors to duplicate our
technology and products and may adwersely affect our ability to compete
with them. To the extent that we do not protect our intellectual property
effectively through patents, maintaining trade secrets or other means,
other parties, including former employees, with knowledge of our
intellectual property may leave and seek to exploit our intellectual
property for their own or others' advantage. In addition, we may infringe
on claims of third-party patents, and we may face intellectual property
challenges from other parties, including clients or senice providers with
whom we may engage in the development or implementation of other
products, senices or solutions. The risk of such infringement is
enhanced in the current competitive “Fintech” environment, particularly
with respect to our development of new products and senices containing
significant technology elements and dependencies, any of which could
become the subject of an infringement claim. We may not be successful
in defending against any such challenges or in obtaining licenses to
awid or resolve any intellectual property disputes. Third-party intellectual
rights, valid or not, may also impede our deployment of the full scope of
our products and senice capabilities in all jurisdictions in which we
operate or market our products and senices.
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Acquisitions, strategic alliances, joint ventures and divestitures
pose risks for our business.

As part of our business strategy, we acquire complementary
businesses and technologies, enter into strategic alliances and joint
ventures and divest portions of our business. We undertake transactions
of varying sizes to, among other reasons, expand our geographic
footprint, access new clients, technologies or senices, dewelop closer or
more collaborative relationships with our business partners, bolster
existing senicing capabilities, efficiently deploy capital or leverage cost
savings or other business or financial opportunities. We may not achieve
the expected benefits of these transactions, which could result in
increased costs, lowered revenues, ineffective deployment of capital,
regulatory concems, exit costs or diminished competitive position or
reputation.

Transactions of this nature also involve a number of risks and
financial, accounting, tax, regulatory, strategic, managerial, operational,
cultural and employment challenges, which could adversely affect our
consolidated results of operations and financial condition. For example,
the businesses that we acquire or our strategic alliances or joint ventures
may under-perform relative to the price paid or the resources committed
by us; we may not achieve anticipated revenue growth or cost savings; or
we may otherwise be adwersely affected by acquisition-related charges.
The intellectual property of an acquired business may be an important
component of the value that we agree to pay for such a business.
However, such acquisitions are subject to the risks that the acquired
business may not own the intellectual property that we believe we are
acquiring, that the intellectual property is dependent on licenses from
third parties, that the acquired business infringes on the intellectual
property rights of others, that the technology does not have the
acceptance in the marketplace that we anticipated or that the technology
requires significant investment to remain competitive. Further, past
acquisitions have resulted in the recognition of goodwill and other
significant intangible assets in our consolidated statement of condition.
For example, we recorded goodwill and intangible assets of $453 million
associated with our acquisition of GE Asset Management in 2016. These
assets are not eligible for inclusion in regulatory capital under applicable
requirements. In addition, we may be required to record impairment in our
consolidated statement of income in future periods if we determine that
the value of these assets has declined.

Through our acquisitions or joint ventures, we may also assume
unknown or undisclosed business, operational, tax, regulatory and other
liabilities, fail to properly assess known contingent liabilities or assume
businesses with intemal control deficiencies.

While in most of our transactions we seek to mitigate these risks
through, among other things, due diligence and indemnification
provisions, these or other risk-mitigating provisions we put in place may
not be sufficient to address these liabilities and contingencies. Other
major financial senices firms have recently paid significant penalties to
resolve government investigations into matters conducted in significant
part by acquired entities.

Various regulatory approvals or consents, formal or informal, are
generally required prior to closing of these transactions, which may
include approvals or non-objections from the Federal Resene and other
domestic and non-U.S. regulatory authorities. These regulatory
authorities may impose conditions on the completion of the acquisition or
require changes to its terms that materially affect the terms of the
transaction or our ability to capture some of the opportunities presented
by the transaction, or may not approwe the transaction. Any such
conditions, or any associated regulatory delays, could limit the benefits
of the transaction. Acquisitions or joint ventures we announce may not
be completed if we do not receive the required regulatory approvals, if
regulatory approvals are significantly delayed or if other closing
conditions are not satisfied.

The integration of our acquisitions results in risks to our business
and other uncertainties.

The integration of acquisitions presents risks that differ from the
risks associated with our ongoing operations. Integration activities are
complicated and time consuming and can involve significant unforeseen
costs. We may not be able to effectively assimilate senices,
technologies, key personnel or businesses of acquired companies into
our business or senice offerings as anticipated, alliances may not be
successful, and we may not achieve related revenue growth or cost
savings. We also face the risk of being unable to retain, or cross-sell our
products or senices to, the clients of acquired companies or joint
ventures and the risk of being unable to cross-sell acquired products or
senices to our existing clients. Acquisitions of investment senicing
businesses entail information technology systems conversions, which
involve operational risks. Acquisitions of technology firms can inwolve
extensive information technology integration, with associated risk of
defects and product enhancement and development activities, the costs
of which can be difficult to estimate. Clients of businesses that we have
acquired may be dissatisfied with the acquisition and choose to limit or
terminate their relationship with us, a risk which increases where those
clients are competitors. The loss of some of these clients or a significant
reduction in the revenues generated from them, for competitive or other
reasons, could adversely affect the benefits that we expect to achieve
from these acquisitions or cause impairment to goodwill and other
intangibles.
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With any acquisition, the integration of the operations and
resources of the 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 or policies that could
adwersely affect our ability to maintain relationships with clients or
employees, maintain regulatory compliance or to achieve the anticipated
benefits of the acquisition. Integration efforts may also divert
management attention and resources.

Competition for our employees is intense, and we may not be able
to attract and retain the highly skilled people we need to support
our business.

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, particularly in light of challenges associated with evolving
compensation restrictions applicable, or which may become applicable,
to banks and some asset managers and that potentially are not
applicable to other financial senices firms in all jurisdictions or to
technology firms, generally. The unexpected loss of senices of key
personnel in business units, control functions, information technology,
operations or other areas could have a material adverse impact on our
business because of their skills, their knowledge of our markets,
operations and clients, their years of industry experience and, in some
cases, the difficulty of promptly finding qualified replacement personnel.
Similarly, the loss of key employees, either individually or as a group,
could adwersely affect our clients' perception of our ability to continue to
manage certain types of innestment management mandates to provide
other senices to them or to maintain a culture of innovation and
proficiency.

We are subject to intense competition in all aspects of our
business, which could negatively affect our ability to maintain or
increase our profitability.

The markets in which we operate across all facets of our business
are both highly competitive and global. These markets are changing as a
result of new and evohving laws and regulations applicable to financial
senices institutions. Regulatory-driven market changes cannot always
be anticipated, and may adwersely affect the demand for, and profitability
of, the products and senices that we offer. In addition, new market
entrants and competitors may address changes in the markets more
rapidly than we do, or may provide clients with a more attractive offering
of products and senices, adwersely affecting our business. Our efforts to
dewelop and market new products, particularly in the “Fintech” sector,
may position us in new markets with pre-existing

competitors with strong market position. We hawe also experienced, and
anticipate that we will continue to experience, significant pricing pressure
in many of our core businesses, particularly our custodial and investment
management senices. This pricing pressure has and may continue to
impact our revenue growth and operational margins and may limit the
positive impact of new client demand and growth in AUCA. Many of our
businesses compete with other domestic and intemational banks and
financial senices companies, such as custody banks, investment
advisors, broker/dealers, outsourcing companies and data processing
companies. Further consolidation within the financial senices industry
could also pose challenges to us in the markets we sene, including
potentially increased downward pricing pressure across our businesses.

Some of our competitors, including our competitors in core
senices, hawe substantially greater capital resources than we do or are
not subject to as stringent capital or other regulatory requirements as are
we. In some of our businesses, we are senice providers to significant
competitors. These competitors are in some instances significant
clients, and the retention of these clients involves additional risks, such
as the awidance of actual or perceived conflicts of interest and the
maintenance of high lewvels of senice quality and intra-company
confidentiality. The ability of a competitor to offer comparable or improved
products or senices at a lower price would likely negatively affect our
ability to maintain or increase our profitability. Many of our core senices
are subject to contracts that have relatively short terms or may be
terminated by our client after a short notice period. In addition, pricing
pressures as a result of the activities of competitors, client 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
senices.

Long-term contracts expose us to pricing and performance risk.

We enter into long-term contracts to provide middle office or
investment manager and altemative investment manager operations
outsourcing senices to clients, including senices related but not limited
to certain trading activities, cash reporting, settlement and reconciliation
activities, collateral management and information technology
dewelopment. We also may enter into longer-term arrangements with
respect to custody, fund administration and depository senices. These
arrangements generally set forth our fee schedule for the term of the
contract and, absent a change in senice requirements, do not permit us
to re-price the contract for changes in our costs or for market pricing. The
long-term contracts for these relationships require, in some cases,
considerable up-front investment by us, including technology and
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conwersion costs, and carry the risk that pricing for the products and
senices we provde might not prove adequate to generate expected
operating margins over the term of the contracts.

The profitability of these contracts is largely a function of our ability
to accurately calculate pricing for our senvces, efficiently assume our
contractual responsibilities in a timely manner, control our costs and
maintain the relationship with the client for an adequate period of time to
recover our up-front investment. Our estimate of the profitability of these
arrangements can be adversely affected by declines in the assets under
the clients' management, whether due to general declines in the
securities markets or client-specific issues. In addition, the profitability of
these arrangements may be based on our ability to cross-sell additional
senices to these clients, and we may be unable to do so.

Performance risk exists in each contract, given our dependence on
successful conversion and implementation onto our own operating
platforms of the senice activities provided. Our failure to meet specified
senice lewels or implementation timelines may also adversely affect our
revenue from such arrangements, or permit early termination of the
contracts by the client. If the demand for these types of senices were to
decline, we could see our revenue decline.

Changes in accounting standards may adversely affect our
consolidated financial statements.

New accounting standards, or changes to existing accounting
standards, resulting both from initiatives of the FASB as well as changes
in the interpretation of existing accounting standards, by the FASB or the
SEC or otherwise reflected in U.S. GAAP, potentially could affect our
consolidated results of operations, cash flows and financial condition.
These changes can materially affect how we record and report our
consolidated results of operations, cash flows, financial condition 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 revision of
our consolidated financial statements for prior periods. For additional
information regarding change in accounting standards, refer to the
“Recent Accounting Developments” section of Note 1 included under Item
8, Financial Statements and Supplementary Data, of this Form 10-K.

Changes in tax laws, rules or regulations, challenges to our tax
positions with respect to historical transactions, and changes in
the composition of our pre-tax earnings may increase our effective
tax rate and thus adversely affect our consolidated financial
statements.

Our businesses can be directly or indirectly affected by new tax
legislation, the expiration of existing tax laws or the interpretation of
existing tax laws worldwide.

On December 22, 2017, the United States enacted the Tax Cuts
and Jobs Act (H.R. 1), effective January 2018. This decreased the U.S.
corporate income tax rate from 35% to 21%, repealed the altemative
minimum tax and replaced the existing worldwide tax system with a
modified territorial system. The modified teritorial system eliminates
income tax on foreign dividends and introduces new provisions that
generate incremental tax on foreign eamings, base erosion payments
and limit the benefit of foreign tax credits. There is uncertainty around the
application of these provsions, generally and as to their applicability to
our business, and guidance from the Intemal Revenue Senvice has been
limited to date. Although we have not yet fully determined the impact of
these provisions, it is possible these new provisions could diminish the
benefit of the lower U.S. corporate income tax rate.

U.S. state goremments, including Massachusetts, and jurisdictions
around the world continue to review proposals to amend tax laws, rules
and regulations applicable to our businesses that could have a negative
impact on our capital or aftertax eamings. In the normal course of our
business, we are subject to review by U.S. and non-U.S. tax authorities.
A review by any such authority could result in an increase in our
recorded tax liability. In addition to the aforementioned risks, our effective
tax rate is dependent on the nature and geographic composition of our
pre-tax eamings and could be negatively affected by changes in these
factors.

We may incur losses as a result of unforeseen events, including
terrorist attacks, natural disasters, the emergence of a pandemic
or acts of embezzlement.

Acts of terrorism, natural disasters or the emergence of a pandemic
could significantly affect our business. We hawe instituted disaster
recovery and continuity plans to address risks from terrorism, natural
disasters and pandemic; howewer, anticipating or addressing all potential
contingencies is not possible for events of this nature. Acts of terrorism,
either targeted or broad in scope, or natural disasters could damage our
physical facilities, harm our employees and disrupt our operations. A
pandemic, or concemn about a possible pandemic, could lead to
operational difficulties and impair our ability to manage our business.
Acts of terrorism, natural disasters and pandemics could also negatively
affect our clients, counterparties and senice providers, as well as result
in disruptions in general economic activity and the financial markets.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Our headquarters is located at State Street Financial Center, One
Lincoln Street, Boston, Massachusetts, a 36-story leased office building.
Various divisions of our two lines of business, as well as support

functions, occupy space in this building. We occupy four buildings
located in Quincy, Massachusetts, one of which we own and three of
which we lease, along with the Channel Center, another leased office

building located in Boston, all of which function as our principal

operations facilities.

We occupy a total of approximately 8.1 million square feet of office
space and related facilities worldwide, of which approximately 7.2 million

square feet are leased. The following table provides information on our

office space and related facilities:

State/ Owned/
Principal Properties(") City Country Leased
U.S. and Canada:
State Street Financial Center Boston MA Leased
Channel Center Boston MA Leased
Summer Street Boston MA Leased
Crown Colony Drive Quincy MA Leased
Heritage Drive Quincy MA Leased
John Adams Building Quincy MA Owned
Josiah Quincy Building Quincy MA Leased
Grafton Data Center Grafton MA Owned
Westborough Data Center Westborough MA Owned
Summer Street Stamford CcT Leased
Pennsylvania Avenue Kansas City MO Leased
College Road East Princeton NJ Leased
Avenue of the Americas New York NY Leased
Adelaide Street East Toronto Canada Leased
Europe, Middle East and Africa:
Churchill Place London England Leased
Herriotstrasse Frankfurt Gemany Leased
Brienner Strasse Munich Gemany Leased
Sir John Rogerson's Quay Dublin Ireland Leased
Via Ferrante Aporti Mian Italy Leased
Kirchberg Luxembourg Luxembourg Leased
Titanium Tower Gdansk Poland Leased
Bonarka Krakow Poland Leased
CBK Krakow Poland Leased
Ferry Road Edinburgh Scotland Leased
Asia Pacific:
George Street Sydney Australia Leased
San Dun Hangzhou China Leased
Tian Tang Hangzhou China Leased
Ecoworld 6B Bangalore India Leased
Knowledge City Salarpuria Hy derabad India Leased

(1) We lease other properties in the above regions which consists of 36 locations in the U.S. and

Canada, 34 locations in EMEA and 30 locations in APAC.

ITEM3. LEGAL PROCEEDINGS

The information required by this ltem is provided under "Legal and
Regulatory Matters" in Note 13 to the consolidated financial statements
included under Item 8, Financial Statements and Supplementary Data, of
this Form 10-K, and is incorporated herein by reference.

ITEM4. MINE SAFETY DISCLOSURES
Not applicable.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The following table presents certain information with respect to each of our executive officers as of February 26, 2018.

Name Age Position
Joseph L. Hooley 60 Chairman and Chief Executive Officer
Eric W. Aboaf 53 Executive Vice President and Chief Financial Officer
Jeffrey N. Carp 61 Executive Vice President, Chief Legal Officer and Secretary
Jeff D. Conway 52  Executive Vice President, Global Head of Operations and Business Transformation
Andrew J. Erickson 48 Executive Vice President, Head of Global Senices
Hannah M. Growe 54  Executive Vice President and Chief Marketing Officer
Kathryn M. Horgan 52  Executive Vice President and Chief Human Resources and Citizenship Officer
Karen C. Keenan 55 Executive Vice President and Chief Administrative Officer
Andrew P. Kuritzkes 57 Executive Vice President and Chief Risk Officer
Louis D. Maiuri 53 Executive Vice President, Head of Global Markets and Global Exchange
Elizabeth Nolan 55 Executive Vice President, Chief Executive Officer for Europe, Middle East and Africa
Ronald P. O'Hanley 61 President and Chief Operating Officer
Elizabeth Schaefer 43  Senior Vice President, Deputy Controller and Chief Accounting Officer (interim)
Wai-Kwong Seck 62 Executive Vice President, Chief Executive Officer for Asia Pacific
Antoine Shagoury 47 Executive Vice President and Global Chief Information Officer
George E. Sullivan 57 Executive Vice President, Head of Altemative Investment Solutions
Cyrus Taraporevala 51 President and Chief Executive Officer, State Street Global Advisors

All executive officers are appointed by the Board and hold office at
the discretion of the Board. No family relationships exist among any of
our directors and executive officers.

On November 7, 2017 State Street Corporation announced that Mr.
Hooley will retire as Chief Executive Officer by the end of 2018 and will
remain as a director and Chairman of the Board of Directors throughout
2019. Mr. O'Hanley will succeed Mr. Hooley as State Street's Chief
Executive Officer, upon Mr. Hooley's retirement.

Mr. Hooley joined State Street in 1986 and currently senes as
Chairman and Chief Executive Officer. He was appointed Chief Executive
Officer in March 2010 and Chairman of the Board in January 2011. He
sened as our President and Chief Operating Officer from 2008 through
December 2014. From 2002 to 2008, Mr. Hooley sened as Executive
Vice President and head of Investor Senices and, in 2006, was
appointed Vice Chairman and Global Head of Investment Senicing and
Investment Research and Trading. Mr. Hooley was elected to sene on
the Board of Directors effective October 22, 2009.

Mr. Aboaf joined State Street in December 2016 as Executive Vice
President and has sened as Executive Vice President and Chief
Financial Officer since February 2017. Prior to joining State Street, Mr.
Aboaf sernved as chief financial officer of Citizens Financial Group, a
financial senices and retail banking firm, from April 2015 to December
2016, with responsibility for all finance functions and corporate
dewvelopment. From 2003 to March 2015, he sened in

seweral senior management positions for Citigroup, a global investment
banking and financial senices corporation, including as global treasurer
and as the chief financial officer of the institutional client group, which
included the custody business.

Mr. Carp joined State Street in 2006 as Executive Vice President
and Chief Legal Officer. Later in 2006, he was also appointed Secretary.
From 2004 to 2005, Mr. Carp sened as executive vice president and
general counsel of Massachusetts Financial Senices, 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. Carp sened as State Street's interim Chief
Risk Officer from February 2010 until September 2010.

Mr. Conway joined State Street more than 30 years ago and senes
as Executive Vice President and head of State Street's operations and
business transformation globally. Prior to his current role, he was Chief
Executive Officer for Europe, the Middle East and Africa from March 2015
until December 2017. As part of his transition from that role, he remains
responsible for some of our UK-regulated activities. Prior to that role, Mr.
Conway held several other management positions within the Company,
including leading Global Exchange from April 2013 to March 2015. From
2007 to April 2013, Mr. Conway sened as the global head of our
Investment Management Senices business.

Mr. Erickson joined State Street in April 1991 and since November
2017 has sened as the
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Executive Vice President and head of our Global Senvices business.
Prior to this role and commencing in June 2016, he sened as the
Executive Vice President and head of Investment Senices business in
the Americas. Prior to that role, Mr. Erickson was the head of our Global
Senvices business in Asia Pacific from April 2014 to June 2016 and prior
to that was Head of North Asia for Global Senices from 2010 to April
2014. Mr. Erickson has also held several other positions within State
Street during his over 25 years with the Company.

Ms. Growe joined State Street in 1998 and currently senes as
Executive Vice President and Chief Marketing Officer, a role she has
been in since 2008. Prior to this role, Ms. Growe sened as senior vice
president for State Street’s Global Marketing division. Prior to joining
State Street, Ms. Grove was the marketing director for World Times'
Money Matters Institute, a collaboration between the United Nations and
the World Bank that sought to foster sustainable development in
emerging economies.

Ms. Horgan joined State Street in April 2009 and has sened as
Executive Vice President and Chief Human Resources and Citizenship
Officer since March 2017. Prior to March 2017, she sened as Executive
Vice President from 2012, and Chief Operating Officer, from 2011, for
State Street's Global Human Resources division. Prior to that role, Ms.
Horgan sened as the senior vice president of human resources for State
Street Global Advisors. Prior to joining State Street, Ms. Horgan was the
executive vice president of human resources for Old Mutual Asset
Management, a global, diversified multi-boutique asset management
company, from 2006 to 2009.

Ms. Keenan joined State Street in July 2007 as part of the
acquisition of Investors Financial Senices (IBT) and since June 2016 has
sened as Executive Vice President and Chief Administrative Officer,
managing cross-organizational initiatives, overseeing data strategy
projects, overseeing the Compliance Department and leading key
components of regulatory initiatives. Prior to this role, from July 2015 to
June 2016, Ms. Keenan led the Global Markets division worldwide,
following her role as the head of Global Markets in EMEA from 2012 to
2016. From 2010 to 2012, Ms. Keenan sened as the chief strategy
officer for Global Markets. While with IBT, she sened as chief financial
officer during its initial public offering and its early years as a public
company.

Mr. Kuritzkes joined State Street in 2010 as Executive Vice
President and Chief Risk Officer. Prior to joining State Street,

Mr. Kuritzkes was a partner at Oliver, Wyman & Company, an
intemational management consulting firm, and led the firm’s Public
Policy practice in North America. He joined Oliver, Wyman & Company
in 1988, was a

managing director in the firm’s London office from 1993 to 1997, and
sened as vice chairman of Oliver, Wyman & Company globally from 2000
until the firm’s acquisition by MMC in 2003. From 1986 to 1988, he
worked as an economist and lawyer for the Federal Reserve Bank of New
York.

Mr. Maiuri joined State Street in October 2013 and has sened as
Executive Vice President and head of State Street Global Markets since
June 2016 and head of State Street Global Exchange since July 2015.
From 2013 to July 2015, he led State Street's Securities Finance
division. Before joining State Street, Mr. Maiuri sened as executive Vice
president and deputy chief executive officer of asset senicing at BNY
Mellon, a global banking and financial senices corporation, from May
2009 to October 2013.

Ms. Nolan joined State Street in October 2015 and senes as Chief
Executive Officer for Europe, the Middle East and Africa, with regulatory
approval pending for U.K. banking activities. Prior to that, she sened as
Executive Vice President and co-head of State Street Global Senvces for
Europe, the Middle East and Africa from January 2017 to January 2018.
Prior to that role, she sened as head of European Banking from October
2015 to January 2017. Before joining State Street, from January 2015 to
October 2015, Ms. Nolan sernved as managing director at Deutsche Bank
in the global custody and clearing business. Prior to that role, Ms. Nolan
spent 12 years at J.P. Morgan in various senior leadership roles,
including from 2009 to 2014 as the head of client senices and client
onboarding globally for markets and investor senices.

Mr. O'Hanley joined State Street in April 2015 and has sened as
President and Chief Operating Officer since November 2017. Prior to this
role Mr. OHanley sened as the Chief Executive Officer and President of
State Street Global Advisors, the investment management arm of State
Street Corporation and was appointed as Vice Chairman January 1,
2017. Prior to joining State Street, Mr. O'Hanley was president of Asset
Management & Corporate Senices for Fidelity Investments, a financial
and mutual fund senices corporation, from 2010 to February 2014. From
1997 to 2010, Mr. O'Hanley served in various positions at Bank of New
York Mellon, a global banking and financial senices corporation, sening
as President and Chief Executive Officer of BNY Asset Management in
Boston from 2007 to 2010.

Ms. Schaefer joined State Street in 2014, and since September
2017 has sered as Interim Chief Accounting Officer. Ms. Schaefer
continues to sene as Senior Vice President and Deputy Controller, a
position she has held since July 2016, prior to which she sered as
Director of SEC Reporting, Accounting Policy & Regulatory Compliance.
Prior to joining
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State Street, she sened in various roles at American Express Company,
a global senices company whose principal products and senvices are
charge and credit card products and travel-related senices, including,
from August 2012 to December 2014, senior roles within the
Controllership organization.

Mr. Seck joined State Street in 2011 as Executive Vice President
and head of Global Markets and Global Senices across Asia Pacific.
Prior to joining State Street, Mr. Seck was chief financial officer of the
Singapore Exchange for eight years. Previously he held senior-level
positions in the Monetary Authority of Singapore, the Govemment of
Singapore Investment Corporation, Lehman Brothers and DBS Bank.

Mr. Shagoury joined State Street in November 2015 as Executive
Vice President, Information Technology and Global Chief Information
Officer (CIO). Prior to joining State Street, Mr. Shagoury had several
senior management positions from 2010 to November 2015 with the
London Stock Exchange Group, a British-based stock exchange and
financial information company, including the group chief operating officer
and chief information officer.

Mr. Sullivan joined State Street in 2007 as part of the IBT
acquisition and has served as Executive Vice President and global head
of State Street’s Altemative Investment Solutions group. Mr. Sullivan
spent 15 years at IBT, where his role was managing director of Global
Fund Senices.

Mr. Taraporevala joined State Street in April 2016 and since
November 2017 has sernved as president and chief executive officer of
SSGA. He joined SSGA as Executive Vice President and Global Head of
Product and Marketing. Prior to joining SSGA, Mr. Taraporevala was the
head of Retail Management Accounts and Life Insurance & Annuities for
Fidelity Investments from 2012 to October 2015. Prior to that, Mr.
Taraporevala held senior leadership roles at BNY Mellon Asset
Management, including executive director of North American distribution.
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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 5,214 shareholders of record as
of January 31, 2018. The information required by this item concerning the
market prices of, and dividends on, our common stock during the past
two years is provided under “Quarterly Summarized Financial Information
(Unaudited)” included under ltem 8, Financial Statements and
Supplementary Data, of this Form 10-K, and is incorporated herein by
reference.

In June 2017, our Board approved a common stock purchase
program authorizing the purchase by us of up to $1.4 billion of our
common stock through

Total Number of Shares

June 30, 2018. As of December 31, 2017, we had approximately $700
million remaining under that program.

The following table presents purchases of our common stock and
related information for each of the months in the quarter ended
December 31, 2017. All shares of our common stock purchased during
the quarter ended December 31, 2017 were purchased under the above-
described Board-approved program. Stock purchases may be made
using various types of mechanisms, including open market purchases or
transactions off market, and may be made under Rule 10b5-1 trading
programs. The timing of stock purchases, types of transactions and
number of shares purchased will depend on seweral factors, including
market conditions, our capital position, our financial performance and
investment opportunities. The common stock purchase program does not
have specific price targets and may be suspended at any time.

Approximate Dollar
Value of Shares That
May Yet be Purchased
Under Publicly

Total Number of Shares
Purchased as Part of

Average Price Paid Per Publicly Announced

(Dollars in millions, except per share amounts; shares in thousands) Purchased Share Program Announced Program
Period:

October 1 - October 31, 2017 — $ — — 3 1,050
Noverrber 1 - Noverrber 30, 2017 1,479 92.52 1,479 913
Decenber 1 - Decerrber 31, 2017 2177 97.88 2177 700
Total 365 $ 95.71 3656 $ 700

Additional information about our common stock, including Board
authorization with respect to purchases by us of our common stock, is
provided under "Capital" in “Financial Condition” included under ltem 7,
Management's Discussion and Analysis, and in Note 15 to the
consolidated financial statements included under Item 8, Financial
Statements and Supplementary Data, of this Form 10K, and is
incorporated herein by reference.

RELATED STOCKHOLDER MATTERS

As a bank holding company, our Parent Company is a legal entity
separate and distinct from its principal banking subsidiary, State Street
Bank, and its non-banking 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
provsions of the Massachusetts banking law, which provide that State
Street Bank's Board of Directors may declare, from State Street Bank's
"net profits," as defined below, cash dividends annually, semi-annually or
quarterly (but not more frequently) and can declare non-cash dividends at
any time. Under Massachusetts banking law, for purposes of determining
the amount of cash dividends that are payable by State Street Bank, “net
profits” is defined as an amount equal to the remainder of all eamings
from current operations plus actual recowveries on loans and investments
and other assets, after deducting from the total thereof all current
operating expenses, actual losses, accrued dividends on preferred stock,
if any, and all federal and state taxes.
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No dividends may be declared, credited or paid so long as there is
any impairment of State Street Bank's capital stock. The approval of the
Massachusetts Commissioner of Banks is required if the total of all
dividends declared by State Street Bank in any calendar year would
exceed the total of its net profits for that year combined with its retained
net profits for the preceding two years, less any required transfer to
surplus or to a fund for the retirement of any preferred stock.

Under Federal Resene regulations, the approval of the Federal
Resene would be required for the payment of dividends by State Street
Bank if the total amount of all dividends declared by State Street Bank in
any calendar year, including any proposed dividend, would exceed the
total of its net income for such calendar year as reported in State Street
Bank's Consolidated Reports of Condition and Income for a Bank with
Domestic and Foreign Offices Only - FFIEC 031, commonly referred to
as the “Call Report,” as submitted through the Federal Financial
Institutions Examination Council and provided to the Federal Resene,
plus its “retained net income” for the preceding two calendar years. For
these purposes, “retained net income,” as of any date of determination,
is defined as an amount equal to State Street Bank's net income (as
reported in its Call Reports for the calendar year in which retained net
income is being determined) less any dividends declared during such
year. In determining the amount of dividends that are payable, the total of
State Street Bank's net income for the current year and its retained net
income for the preceding two calendar years is reduced by any net
losses incurred in the current or preceding two-year period and by any
required transfers to surplus or to a fund for the retirement of preferred
stock.

Prior Federal Resenve approval also must be obtained if a proposed
dividend would exceed State Street Bank's “undivided profits” (retained
eamings) as reported in its Call Reports. State Street Bank may include
in its undivided profits amounts contained in its surplus account, if the
amounts reflect transfers of undivided profits made in prior periods and if
the Federal Resene's approval for the transfer back to undivided profits
has been obtained.

Under the PCA provisions adopted pursuant to the FDIC
Improvement Act of 1991, State Street Bank may not pay a dividend
when it is deemed, under the PCA framework, to be under-capitalized, or
when the payment of the dividend would cause State Street Bank to be
under-capitalized. If State Street Bank is under-capitalized for purposes
of the PCA framework, it must cease paying dividends for so long as it is
deemed to be under-capitalized. Once eamings have begun to improve
and an adequate capital position has been restored, dividend payments
may resume in

accordance with federal and state statutory limitations and guidelines.

In 2017, our Parent Company declared aggregate quarterly common
stock dividends to its shareholders of $1.60 per share, totaling
approximately $596 million. In 2016, our Parent Company declared
aggregate quarterly common stock dividends to its shareholders of $1.44
per share, totaling approximately $559 million. Currently, any payment of
future common stock dividends by our Parent Company to its
shareholders is subject to the review of our capital plan by the Federal
Resene in connection with its CCAR process. Information about
dividends declared by our Parent Company and dividends from our
subsidiary banks is provided under "Capital" in “Financial Condition”
included under Item 7, Management's Discussion and Analysis, and in
Note 15 to the consolidated financial statements included under ltem 8,
Financial Statements and Supplementary Data, of this Form 10K, and is
incorporated herein by reference. Future dividend payments of State
Street Bank and our non-banking subsidiaries cannot be determined at
this time. In addition, refer to “Capital Planning, Stress Tests and
Dividends” in "Supenision and Regulation" included under ltem 1,
Business, of this Form 10-K and the risk factor titled “Our business and
capital-related activities, including our ability to retum capital to
shareholders and purchase our capital stock, may be adversely affected
by our implementation of the revised regulatory capital and liquidity
standards that we must meet under the Basel Ill final rule, the Dodd-
Frank Act and other regulatory initiatives, or in the event our capital plan
or post-stress capital ratios are determined to be insufficient as a result
of regulatory capital stress testing” included under ltem 1A, Risk
Factors, of this Form 10-K.

Information about our equity compensation plans is included under
ltem 12, Security Ownership of Certain Beneficial Owners and
Management and Related Stockholder Matters, and in Note 18 to the
consolidated financial statements included under ltem 8, Financial
Statements and Supplementary Data, of this Form 10-K, and is
incorporated herein by reference.
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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 retum of the S&P 500 Index, the S&P Financial Index and the KBW
Bank Index ower a five-year period. The cumulative total shareholder
retum assumes the investment of $100 in State Street common stock
and in each index on December 31, 2012. It also assumes reinvestment
of common stock dividends.

The S&P Financial Index is a publicly available, capitalization-
weighted index, comprised of 67 of the Standard & Poor's 500
companies, representing 27 diversified financial senices companies, 23
insurance companies, and 17 banking companies. The KBW Bank Index
is a modified cap-weighted index consisting of 24 exchange-listed
stocks, representing national money center banks and leading regional
institutions.

Comparison of Five-Year Cumulative Total Shareholder Return
State Street Corporation —%— S&F 500 Index
- 5&P Financial Index KEW Bank Index
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2012 2013 2014 2015 2016 2017
2012 2013 2014 2015 2016 2017
State Street Corporation $ 100 $ 159 $ 172 $ 148 $ 178 $ 227
S&P 500 Index 100 132 151 153 171 208
S&P Financial Index 100 136 156 154 189 230
KBW Bank Index 100 138 151 151 195 231
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ITEM 6. SELECTED FINANCIAL DATA

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

YEARS ENDED DECEMBER 31:
Total fee revenue
Net interest income
Gains (losses) related to investment securities, net
Total revenue
Provision for loan losses
Total expenses
Income before income tax expense
Income tax expense (benefit)
Net income from non-controlling interest
Net income
Adjustments to net income™
Net income available to common shareholders
PER COMMON SHARE:
Eamings per common share:
Basic
Diluted
Cash dividends declared
Closing market price (at year end)
AS OF DECEMBER 31:
Investment securities
Average total interest-earmning assets
Total assets
Deposits
Long-term debt
Total shareholders' equity
Assets under custody and administration (in billions)
Assets under management (in billions)
Number of employees
RATIOS:
Retumn on average common shareholders' equity
Retum on average assets
Common dividend payout
Average common equity to average total assets
Net interest margin, fully taxable-equivalent basis
Common equity tier 1 ratio®
Tier 1 capital ratio®
Total capital ratio?)
Tier 1 leverage ratio?)
Supplementary leverage ratio®

2017 2016 2015 2014 2013
8,905 8,116 8,278 8,010 7,570
2,304 2,084 2,088 2,260 2,303

(39) 7 ©) 4 ©
11,170 10,207 10,360 10,274 9,84
2 10 12 10 6
8,269 8,077 8,050 7,827 7192
2,899 2,120 2,298 2,437 2,606
722 22) 318 415 616
_ 1 — _ _
2,177 2,143 1,980 2,022 2,050
(184) (175) (132) (64) (34)
1,993 1,968 1,848 1,958 2,016
5.32 503 453 462 452
5.24 497 447 453 443
1.60 1.44 1.32 1.16 1.04
97.61 72 66.36 78.50 73.39
97,579 97,167 100,022 112,63 116,914

191,235 199,184 220,456 200,054 178,101

238,425 242,698 245,155 274,089 243,262

184,896 187,163 191,627 209,040 182,268

11,620 11,430 11,497 10,012 9,670
22,317 21,219 21,103 21,328 20,248
33,119 28,771 27,508 28,188 27,427
2,782 2,468 2,245 2,448 2,345
36,643 33,783 32,3% 20,970 20,430
10.6% 10.5% 9.8% 9.8% 10.2%
0.99 093 0.79 0.85 0.9
20.89 28.46 28.99 25.03 2.89
8.6 8.2 7.6 84 96
1.29 113 1.03 1.16 1.37
12.3 1.7 125 124 15.3
15.5 14.8 153 14,5 17.1
16.5 16.0 17.4 16.4 195
7.3 65 69 63 6.8
6.5 59 62 56 NA

() Amounts represent preferred stock dividends and the allocation of eamings to participating securities using the two-class method.

@) Ratios for 2014 through 2017 were calculated in conformity with the advanced aj iches
Ratios for 2014 through 2017 are not directly comparable to ratios for prior years.

Data, of this Form 10-K.

provisions of the Basel Il final rule. Ratios for 2013 were calculated in conformity with the provisions of Basel I.
efer to Note 16 to the consolidated financial statements included under Item 8, Financial Statements and Supplementary

@) The supplementary leverage ratio was calculated using the transitional tier 1 capital as calculated under the supplementary leverage ratio provisions of the Basel Il final rule as of the date indicated.

NA: Not applicable.
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We use acronyms and other defined terms for certain business terms and abbreviations, as defined on the acronyms list and glossary included
under Item 8, Financial Statements and Supplementary Data, of this Form 10-K.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

GENERAL

As of December 31, 2017, we had consolidated total assets of
$238.43 billion, consolidated total deposits of $184.90 billion,
consolidated total shareholders' equity of $22.32 billion and 36,643
employees. We operate in more than 100 geographic markets worldwide,
including in the U.S., Canada, Europe, the Middle East and Asia.

Our operations are organized into two lines of business, Investment
Senicing and Investment Management, which are defined based on
products and senvices provided.

Investment Servicing provides senices for institutional clients,
including mutual funds, collective investment funds and other investment
pools, corporate and public retirement plans, insurance companies,
investment managers, foundations and endowments worldwide. Products
include custody; product and participant level accounting; daily pricing
and administration; master trust and master custody; depotbank senices
(a fund oversight role created by regulation); record-keeping; cash
management; foreign exchange, brokerage and other trading senices;
securities finance; our enhanced custody product, which integrates
principal securities lending and custody; deposit and short-term
investment facilities; loans and lease financing; investment manager and
alternative investment manager operations outsourcing; performance, risk
and compliance analytics; and financial data management to support
institutional investors.

Investment Management, through SSGA, provides a broad array of
investment management, investment research and investment advisory
senices to corporations, public funds and other sophisticated investors.
SSGA offers passive and active asset management strategies across
equity, fixed-income, altermnative, multi-asset solutions (including OCIO)
and cash asset classes. Products are distributed directly and through
intermediaries using a variety of investment wvehicles, including ETFs,
such as the SPDR® ETF brand.

For financial and other information about our lines of business, refer
to “Line of Business Information” in this Management's Discussion and
Analysis and Note 24 to the consolidated financial statements included
under ltem 8, Financial Statements and Supplementary Data, of this
Form 10-K.

This Management's Discussion and Analysis should be read in
conjunction with the consolidated financial statements and
accompanying notes to consolidated financial statements included under
ltem

8, Financial Statements and Supplementary Data, of this Form 10-K.
Certain previously reported amounts presented in this Form 10-K have
been reclassified to conform to current-period presentation.

We prepare our consolidated financial statements in conformity with
U.S. GAAP. The preparation of financial statements in conformity with
U.S. GAAP requires management to make estimates and assumptions
in its application of certain accounting policies that materially affect the
reported amounts of assets, liabilities, equity, revenue and expenses.

The significant accounting policies that require us to make
judgments, estimates and assumptions that are difficult, subjective or
complex about matters that are uncertain and may change in
subsequent periods include:

» accounting for fair value measurements;

»  otherthan-temporary impairment of investment securities;
* impairment of goodwill and other intangible assets; and

* contingencies.

These significant accounting policies require the most subjective or
complex judgments, and underlying estimates and assumptions could be
subject to revision as new information becomes available. Additional
information about these significant accounting policies is included under
“Significant Accounting Estimates” in this Management's Discussion and
Analysis.

Certain financial information provided in this Form 10-K;, including in
this Management's Discussion and Analysis, is prepared on both a U.S.
GAAP, or reported basis, and a non-GAAP basis, including certain non-
GAAP measures used in the calculation of identified regulatory ratios.
We measure and compare certain financial information on a non-GAAP
basis, including information (such as capital ratios calculated under
regulatory standards scheduled to be effective in the future) that
management uses in evaluating our business and activities.

Non-GAAP financial information should be considered in addition to,
and not as a substitute for or superior to, financial information prepared in
conformity with U.S. GAAP. Any non-GAAP financial information
presented in this Form 10-K, including this Management’s Discussion
and Analysis, is reconciled to its most directly comparable currently
applicable regulatory ratio or U.S. GAAP-basis measure.

We further believe that our presentation of fully taxable-equivalent
NII, a non-GAAP measure, which reports non-taxable revenue, such as
interest income
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associated with tax-exempt investment securities, on a fully taxable-
equivalent basis, facilitates an investor's understanding and analysis of
our underlying financial performance and trends.

This Management's Discussion and Analysis contains statements
that are considered "forward-looking statements" within the meaning of
U.S. securities laws. Forward-looking statements include statements
about our goals and expectations regarding our business, financial and
capital condition, results of operations, strategies, financial portfolio
performance, dividend and stock purchase programs, expected
outcomes of legal proceedings, market growth, acquisitions, joint
ventures and divestitures and new technologies, senices and
opportunities, as well as industry, regulatory, economic and market
trends, initiatives and developments, the business environment and other
matters that do not relate strictly to historical facts. 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 time we file this Form
10K with the SEC. Additional information about forward-looking
statements and related risks and uncertainties is provided in "Risk
Factors" under Item 1A of this Form 10-K.

We provide additional disclosures required by applicable bank
regulatory standards, including supplemental qualitative and quantitative
information with respect to regulatory capital (including market risk
associated with our trading activities) and the liquidity coverage ratio,
summary results of semi-annual State Street-run stress tests which we
conduct under the Dodd-Frank Act, and resolution plan disclosures
required under the Dodd-Frank Act. These additional disclosures are
accessible on the “Investor Relations” section of our corporate website at
www. statestreet.com.

We hawe included our website address in this report as an inactive
textual reference only. Information on our website is not incorporated by
reference into this Form 10-K.

We use acronyms and other defined terms for certain business
terms and abbreviations, as defined on the acronyms list and glossary
included under ltem 8, Financial Statements and Supplementary Data, of
this Form 10-K.

OVERVIEW OF FINANCIAL RESULTS
TABLE 1: OVERVIEW OF FINANCIAL RESULTS

Years Ended December 31,

(Dollars in millions, except per share

amounts) 2017 2016 2015
Total fee revenue $ 8905 $ 8116 § 8,278
Net interest income 2,304 2,084 2,088
Gains (losses) related to investment

securities, net (39) 7 ©®)
Total revenue 11,170 10,207 10,360
Provision for loan losses 2 10 12
Total expenses 8,269 8,077 8,050
Income before income tax expense 2,899 2,120 2,298
Income tax expense (benefit) 722 (22) 318
Net income from non-controlling interest — 1 —
Net income $ 2177 $ 2143 $ 1,980

Adjustments to net income:

Dividends on preferred stock(® $ (182) $ (173)  $ (130)
Eamings allocated to participating
securities® 7)) (2 2

Net income available to common shareholders $ 1,93 $ 1,98 §$ 1,848

Eamings per common share:

Basic $ 532 $ 503 § 4.53
Diluted 5.24 4.97 4.47
Average common shares outstanding (in
thousands):
Basic 374,793 391,485 407,856
Diluted 380,213 396,090 413,638
Cash dividends declared per common share 160 $ 144§ 1.32
Return on average common equity 10.6% 10.5% 9.8%

(1) Additional information about our preferred stock dividends is provided in Note 15 to the
consolidated financial statements in this Form 10-K.

) Represents the portion of net income available to common equity allocated to participating
securities, composed of unvested and fully vested SERP shares and fully vested deferred director
stock awards, which are equity-based awards that contain non-forfeitable rights to dividends, and are
considered to participate with the common stock in undistributed eamings.

The following “Financial Results and Highlights” section provides
information related to significant events, as well as highlights of our
consolidated financial results for the year ended December 31, 2017
presented in Table 1: Oveniew of Financial Results. More detailed
information about our consolidated financial results, including
comparisons of our financial results for the year ended December 31,
2017 to those for the year ended December 31, 2016, is provided under
“Consolidated Results of Operations,” "Line of Business Information" and
"Capital" which follows these sections, as well as in our consolidated
financial statements included in this Form 10-K. In this Management’s
Discussion and Analysis, where we describe the effects of changes in
foreign exchange rates, those effects are determined by applying
applicable weighted average foreign exchange rates from the relevant
2016 period to the relevant 2017 period results.
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Financial Results and Highlights

EPS of $5.24 in 2017 increased 5% compared to $4.97 in 2016.
o Both 2017 and 2016 include the impact of notable items.
The 2017 results include a one-time estimated net impact
of $270 million associated with the Tax Cuts and Jobs Act
(TCJA). This impact consisted of a one-time estimated tax
expense of approximately $250 million and a one-time
reduction of approximately $20 million in revenue.

= Actual effects of the TCJA may differ from these
estimates, among other things, due to additional tax
and regulatory guidance and changes in our
assumptions and interpretations.

o The 2016 results include an acceleration of compensation
expense of $249 million ($161 million after-tax) and tax
benefits of $211 million resulting from a reduction in
accrued tax expense attributable to retained foreign
eamings and tax benefits from capital actions involving our
owerseas affiliates.

2017 ROE of 10.6% increased from 10.5% in 2016.
Pre-tax margin of 26.0% in 2017 increased from 20.8% in 2016.

Revenue

Total revenue and fee revenue increased 9% and 10%,
respectively, in 2017 compared to 2016, primarily driven by
strength in senicing fees, management fees, processing and
other fees, and the impact of the weaker U.S. dollar, partially
offset by lower trading senices revenue.

Seniicing fee revenue increased 6% in 2017 compared to 2016,
primarily due to market appreciation and net new business,
partially offset by continued hedge fund outflows and the impact
of the businesses we exited in 2017.

Management fee revenue increased 25% in 2017 compared to
2016, primarily due to the GEAM business acquired in 2016,
continued strength in global equity markets, and ETF flows.

NIl increased 11% in 2017 compared to 2016, driven by higher
market interest rates in the U.S. and loan portfolio growth,
partially offset by a smaller balance sheet.

Expenses

Total expenses increased 2% in 2017 compared to 2016,
primarily due to higher restructuring charges, information
systems and communications costs, and compensation and
employee benefit costs, partially offset by approximately $150
million of Beacon savings. Total Beacon program-to-date savings
were approximately $325 million through December 31, 2017.

In 2017, we recorded restructuring charges of $245 million
related to Beacon. We expect Beacon target savings of $550
million to be realized by mid-2019, 18 months ahead of
schedule.

AUCA/AUM

Capital

AUCA increased 15% in 2017 compared to 2016, primarily due
to strength in equity markets, flows, and new business. In 2017,
we secured new asset senicing mandates of approximately
$445 billion. Our AUCA pipeline of asset senicing mandates
remaining to be installed in future periods totaled approximately
$350 billion as of December 31, 2017.

AUM increased 13% in 2017 compared to 2016, primarily driven
by strength in equity markets, weaker U.S. dollar, and positive
ETF flows.

We declared aggregate common stock dividends of $1.60 per
share, totaling approximately $596 million in 2017, compared to
$1.44 per share, totaling $559 million in 2016, representing an
increase of approximately 11% on a per share basis.

In 2017, we acquired 16.8 million shares of common stock at an
awverage per-share cost of $86.37 and an aggregate cost of
approximately $1,450 million under common stock purchase
programs approved by our Board.

CET1 capital ratio under the Basel lll standardized approach
increased to 11.9% as of December 31, 2017, compared to
11.6% as of December 31, 2016.

Tier 1 leverage ratio increased to 7.3% as of December 31, 2017,
compared to 6.5% as of December 31, 2016.
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CONSOLIDATED RESULTS OF OPERATIONS

This section discusses our consolidated results of operations for
2017 compared to 2016, as well as 2016 compared to 2015, and should
be read in conjunction with the consolidated financial statements and
accompanying notes to the consolidated financial statements included
under Item 8, Financial Statements and Supplementary Data, of this
Form 10-K.

Total Revenue
TABLE 2: TOTAL REVENUE

% Change % Change
Years Ended December 31, 2017 2016
Vs. Vs.

(Dollars in millions) 2017 2016 2015 2016 2015
Fee revenue:
Servicing fees $ 535 $ 5013 $ 5153 6 % 2%
Management fees 1,616 1,292 1,174 25 10
Trading services:

Foreign exchange

trading 641 654 690 2 (5)

Brokerage and other

trading services 430 445 456 3) (2
Total trading services 1,071 1,009 1,146 €] @
Securities finance 606 562 49% 8 13
Processing fees and
other 247 0 309 174 (71)
Total fee revenue 8,905 8,116 8,278 10 (2
Net interest income:

Interest income 2,908 2,512 2,488 16 1

Interest expense 604 428 400 41 7
Net interest income 2,304 2,084 2,088 1 —
Gains (losses) related
to investment
securities, net (39) 7 (6) nm nm
Total revenue $ 1,270 $ 10207 $ 10,360 9 (1)
" Not meaningful
Fee Revenue

Table 2: Total Revenue, provides the breakout of fee revenue for the
years ended December 31, 2017, 2016 and 2015.

Senicing and management fees collectively made up approximately
78% of total fee revenue in both 2017 and 2016 compared to
approximately 76% in 2015. The lewvel of these fees is influenced by
seweral factors, including the mix and volume of our AUCA and our AUM,
the value and type of securities positions held (with respect to assets
under custody), the volume of portfolio transactions, and the types of
products and senices used by our clients, and is generally affected by
changes in worldwide equity and fixed-income security valuations and
trends in market asset class preferences.

Generally, senicing fees are affected by changes in daily average
valuations of AUCA. Additional factors, such as the relative mix of assets
seniced, the lewvel of transaction wvolumes, changes in senice lewel, the
nature of senices provided, balance credits, client minimum balances,
pricing concessions, the geographical location in which senices are
provided and other factors, may hawve a significant effect on our senicing
fee revenue.

Management fees generally are affected by changes in month-end
valuations of AUM. Management fees for certain components of managed
assets, such as ETFs, are affected by daily average valuations of AUM.
Management fee revenue is more sensitive to market valuations than
senicing fee revenue, as a higher proportion of the underlying senices
provided, and the associated management fees eamed, are dependent
on equity and fixed-income security valuations. Additional factors, such
as the relative mix of assets managed, may hawve a significant effect on
our management fee revenue. While certain management fees are
directly determined by the values of AUM and the investment strategies
employed, management fees may reflect other factors, including
performance fee arrangements, as well as our relationship pricing for
clients using multiple senices.

Asset-based management fees for actively managed products are
generally charged at a higher percentage of AUM than for passive
products. Actively managed products may also include performance fee
arrangements which are recorded when the fee is eamed, based on
predetermined benchmarks associated with the applicable fund’s
performance.

In light of the above, we estimate, using relevant information as of
December 31, 2017 and assuming that all other factors remain constant,
that:

* A 10% increase or decrease in worldwide equity valuations, on a
weighted average basis, over the relevant periods for which our
senicing and management fees are calculated, would result in a
corresponding change in our total senicing and management fee
revenues of approximately 3%; and

* A 10% increase or decrease in worldwide fixed income markets,
on a weighted average basis, ower the relevant periods for which
our senicing and management fees are calculated, would result
in a corresponding change in our total senicing and
management fee revenues of approximately 1%.

State Street Corporation | 56



Table of Contents

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

See Table 3: Daily, Month-End and Year-End Equity Indices and
Table 4: Year-End Debt Indices, for selected indices. While the specific
indices presented are indicative of general market trends, the asset
types and classes relevant to individual client portfolios can and do differ,
and the performance of associated relevant indices can therefore differ
from the performance of the indices presented.

Daily averages, month-end averages, and year-

TABLE 3: DAILY, MONTH-END AND YEAR-END EQUITY INDICES™
Daily Averages of Indices

Averages of Month-End Indices

end indices demonstrate worldwide changes in equity and debt markets
that affect our senicing and management fee revenue. Year-end indices
affect the values of AUCA and AUM as of those dates.

Further discussion of fee revenue is provided under Line of Business
Information in this Management's Discussion and Analysis in this Form
10-K.

Year-End Indices

Years Ended December 31, Years Ended December 31, Years Ended December 31,
2017 2016 % Change 2017 2016 % Change 2017 2016 % Change
S&P500° 2,449 2,095 17% 2,465 2,106 17% 2,674 2,239 19%
MSCl EAFE® 1,886 1,645 15 1,900 1,652 15 2,051 1,684 2
MSCP Eerging Markets 1,028 835 23 1,036 842 23 1,158 862 34
HFRI Asset Weighted
Conrposite® NA NA NA 1,352 1,264 7 1,389 1,305 6
(1) The index names listed in the table are service marks of their respective owners.
NA Not applicable
TABLE 4: YEAR-BEND DEBT INDICES™
As of December 31,
2017 2016 % Change
Barclays Capital U.S. Aggregate Bond Index® 2,046 1,976 4%
Barclays Capital Global Aggregate Bond Index® 485 451 8

(1) The index names listed in the table are service marks of their respective owners.

Net Interest Income

See Table 2: Total Revenue, for the breakout of interest income and
interest expense for the years ended December 31, 2017, 2016 and
2015. Nil was $2,304 million for 2017 compared to $2,084 million and
$2,088 million for 2016 and 2015, respectiwely.

NIl is defined as interest income eamed on interest-eaming assets
less interest expense incurred on interest-bearing liabilities. Interest-
eaming assets, which principally consist of investment securities,
interest-bearing deposits with banks, repurchase agreements, loans and
leases and other liquid assets, are financed primarily by client deposits,
short-term borrowings and long-term debt.

NIM represents the relationship between annualized fully taxable-
equivalent NIl and average total interest-eaming assets for the period. It is
calculated by dividing fully taxable-equivalent NIl by average interest-
eaming assets. Revenue that is exempt from income taxes, mainly that
eamed from certain investment securities (state and palitical
subdivisions), is adjusted to a fully taxable-equivalent basis using the
U.S. federal and state statutory income tax rates.
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TABLE5: AVERAGE BALANCES AND INTEREST RATES - FULLY TAXABLE-EQUIVALENT BASIS

Years Ended December 31,

2017 2016 2015
Interest Interest Interest
Average Revenue/ Average Revenue/ Average Revenue/
(Dollars in millions; fully taxable-equivalent basis) Balance Expense Rate Balance Expense Rate Balance Expense Rate
Interest-bearing deposits with banks $ 47514 § 180 38% $ 53091 $ 126 24% $ 69753 § 208 .30%
Securities purchased under resale agreements(")
2,131 264 12.38 2,558 146 5.70 3,233 62 1.92

Trading account assets 1,011 (1) (-12) 921 — — 1,194 1 .08
Investment securities 95,779 1,891 1.97 100,738 1,962 1.95 105,611 2,069 1.9
Loans and leases 21,916 519 237 19,013 384 2.02 17,948 31 1.73
Other interest-eaming assets 22,884 222 .97 22,863 61 .27 2,717 10 4
Average total interest-eaming assets $ 191,235 §$ 3,075 1.61 $ 199184 $ 2679 1.3 $ 22045 $ 2661 1.21
Interest-bearing deposits:

us. $ 30623 § 96 31% $ 30107 $ 132 4% $ 30819 $ 51 16%

Non-U.S.® 91,937 67 .07 95,551 47 (.05) 102,491 46 .05
Total interest-bearing deposits® 122,560 163 A3 125,658 85 .07 133,310 97 .07
Securities sold under repurchase agreements 3,683 2 .05 4,113 1 .02 8,875 1 .01
Federal funds purchased = = = 31 — — 21 — —
Other short-term borrowings 1,313 10 .80 1,666 7 40 3,826 6 .15
Long-term debt 11,595 308 2.66 11,401 260 229 10,301 250 243
Other interest-bearing liabilities 4,607 121 2.63 5,34 75 1.39 6,471 46 .7
Average total interest-bearing liabilities $ 143,758 $ 604 .42 $ 148263 § 428 .29 $ 162804 $ 400 .25
Interest-rate spread 1.19% 1.05% .96%
Net interest income—fully taxable-equivalent basis $ 2,471 $ 2,251 $ 2,261
Net interest margin—fully taxable-equivalent basis 1.29% 1.13% 1.03%
Tax-equivalent adjustment (167) (167) (173)
Net interest income—GAAP basis $ 2,304 $ 2084 $ 2088

) Reflects the impact of balance sheet netting under enforceable netting agreements of approximately $31 billion, $30 billion and $30 billion for the years ended December 31, 2017, 2016 and 2015,
respectively. Excluding the impact of netting, the average interest rates would be approximately 0.79%, 0.43% and 0.19% for the years ended December 31, 2017, 2016 and 2015, respectively.

() Average rate includes the im
interest-bearing deposits excluding the impact of FXswap expense were

See Table 5: Awverage Balances and Interest Rates - Fully Taxable-
Equivalent Basis, for the breakout of NIl on a fully taxable-equivalent
basis for the years ended December 31, 2017, 2016 and 2015. Nllon a
fully taxable-equivalent basis increased in 2017 compared to 2016, as
benefits due to higher U.S. market interest rates, disciplined liability
pricing and loan portfolio growth, partially offset by a smaller balance
sheet. Awerage balances in 2017 reflect management actions to reduce
the usage of wholesale certificates of deposit (CDs) on our balance
sheet. Average interest-bearing and noninterest-bearing deposits were
approximately $6.71 billion lower in 2017 compared to 2016, primarily
due to a $9.64 billion reduction in wholesale CDs, partially offset by an
increase in client deposits.

We recorded aggregate discount accretion in interest income of
approximately $19 million in 2017, respectively, related to the assets we
consolidated onto our balance sheet in 2009 from our asset-backed
commercial paper conduits. Assuming that we hold the former conduit
securities remaining in our investment portfolio until they mature or are
sold, we expect to generate aggregate discount accretion in

ct of FXswap exg)(ense of approximately $141 million, $27 million and $44 million for the years ended December 31, 2017, 2016 and 2015, respectively. Average rates for total
S| .02%, 0.04% and 0.04% for the years ended December 31, 2017, 2016 and 2015, respectively.

future periods of approximately $123 million over their remaining terms.

The timing and ultimate recognition of any applicable discount
accretion depends, in part, on factors that are outside of our control,
including anticipated prepayment speeds and credit quality. The impact
of these factors is uncertain and can be significantly influenced by
general economic and financial market conditions. The timing and
recognition of any applicable discount accretion can also be influenced
by or ongoing management of the risks and other characteristics
associated with our investment securities portfolio, including sales of
securities which would otherwise generate interest revenue through
accretion.

Changes in the components of interest-eaming assets and interest-
bearing liabilities are discussed in more detail below. Additional
information about the components of interest income and interest
expense is provided in Note 17 to the consolidated financial statements
included in this Form 10-K.

Average total interest-eaming assets were $7.95 billion lower in
2017 compared to 2016, primarily driven by lower lewels of wholesale CDs
and
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corresponding reductions in interest-bearing deposits with banks and
investment securities.

Interest-bearing deposits with banks averaged $47.51 billion in 2017
compared to $53.09 billion in 2016. These deposits primarily reflect our
maintenance of cash balances at the Federal Resene, the ECB and
other non-U.S. central banks.

Securities purchased under resale agreements averaged $2.13
billion in 2017 compared to $2.56 billion in 2016, which reflects the
impact of balance sheet netting under enforceable netting agreements of
approximately $31 billion and $30 billion for 2017 and 2016, respectively.
We maintain an agreement with a clearing organization that enables us
to net all securities sold under repurchase agreements against those
purchased under resale agreements with counterparties that are also
members of the clearing organization.

Investment securities averaged $95.78 billion in 2017 compared to
$100.74 billion in 2016. The decrease in average investment securities
was driven by a reduction in U.S. Treasury securities and continued
investment in loans and leases.

Loans and leases averaged $21.92 billion in 2017 compared to
$19.01 billion in 2016. The increase in average loans and leases resulted
from growth in loans to municipalities, hedge fund collateralized lending,
mutual fund lending, and continued investment in senior secured loans.
Loans and leases also includes U.S. and non-U.S. overdrafts, which
provide liquidity to clients in support of investment activities. Average
U.S. and non-U.S. owerdrafts remained relatively stable in 2017 at $2.26
billion and $1.46 billion, respectively, from $2.28 billion and $1.36 billion
in 2016.

Awerage other interest-eaming assets remained relatively stable with
$22.88 billion in 2017 and $22.86 billion in 2016. Our average other
interest-eaming assets, largely associated with our enhanced custody
business, comprised approximately 12% of our average total assets in
2017 and 2016. The enhanced custody business is our securities
financing business where we act as principal with respect to our custody
clients and generate securities finance revenue. The NIl earmed on these
transactions is generally lower than the interest eamed on other
altemative investments.

Aggregate average U.S. and non-U.S. interest-bearing deposits
decreased to $122.56 billion in 2017 from $125.66 billion in 2016. The
lower lewels in 2017 compared to the prior year period were a result of
higher U.S. and non-U.S. interest bearing client deposit levels during the
year, offset by management actions to reduce wholesale CDs. In 2017, a
full year average of $3.62 billion of non-U.S. interest-bearing deposits was
transferred to U.S. interest bearing

deposits. Future deposit levels will be influenced by the underlying asset
senicing business, client deposit behavior, and market conditions,
including the general levels of U.S. and non-U.S. interest rates.

Average other short-term borrowings declined to $1.31 billion in
2017 from $1.67 billion in 2016, as bonds matured in the tax-exempt
investment program.

Average long-term debt was $11.60 billion in 2017, compared to
$11.40 billion in 2016. These amounts reflect issuances of senior debt,
partially offset by maturities, during the respective periods.

Awerage other interest-bearing liabilities were $4.61 billion in 2017
compared to $5.39 billion in 2016. Other interest-bearing liabilities
primarily reflect our level of cash collateral received from clients in
connection with our enhanced custody business, which is presented on
a net basis where we have enforceable netting agreements.

Seweral factors could affect future levels of NIl and NIM, including
the volume and mix of client liabilities; actions of various central banks;
changes in the level of U.S. and non-U.S. interest rates and the slope of
various yield curves around the world; revised or proposed regulatory
capital or liquidity standards, or interpretations of those standards; the
amount of discount accretion generated by the former conduit securities
that remain in our investment securities portfolio; the yields eamed on
securities purchased compared to the yields eamed on securities sold or
matured; changes in the type and amount of credit or other loans we
extend; and changes in our enhanced custody business.

Based on market conditions and other factors, including regulatory
standards, we continue to reinvest the majority of the proceeds from pay-
downs and maturities of investment securities in highly-rated securities,
such as U.S. Treasury and agency securities, municipal securities,
federal agency MBS and U.S. and non-U.S. mortgage- and ABS. The
pace at which we continue to reinvest and the types of investment
securities purchased will depend on the impact of market conditions, the
implementation of regulatory standards, including interpretation of those
standards and other factors owver time. We expect these factors and the
levels of global interest rates to influence what effect our reinvestment
program will have on future levels of our NIl and NIM.

Provision for Loan Losses

We recorded a provision for loan losses of $2 miillion in 2017
compared to $10 million in 2016 and $12 million in 2015. The provisions
in these periods were recorded in connection with our exposure to non-
investment grade borrowers composed of senior secured loans, which we
purchased in connection with our participation in loan syndications in the
non-
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investment grade lending market. Additional information about these
senior secured loans is provided under “Loans and Leases” in "Financial
Condition" in this Management's Discussion and Analysis and in Note 4
to the consolidated financial statements included under Item 8, Financial
Statements and Supplementary Data, of this Form 10-K.

Expenses
Table 6: Expenses, provides the breakout of expenses for the years
ended December 31, 2017, 2016 and 2015.

TABLE 6: EXPENSES

% Change % Change
Years Ended December 31, 2017 2016
Vs. VS.

(Dollars in millions) 2017 2016 2015 2016 2015
Compensation and
employee benefits $ 4394 $ 4353 $ 4,061 1% 7%
Information systems and
communications 1,167 1,105 1,022 6 8
Transaction processing
services 838 800 793 5 1
Occupancy 461 440 444 5 (1)
Acquisition costs 21 69 20 (70) 245
Restructuring charges,
net 245 140 5 75 nm
Cther:

Professional services 340 379 490 (10) (23)

Amortization of other

intangible assets 214 207 197 3 5]

Regulatory fees and

assessments 106 82 115 29 (29)

Other 483 502 824 @ (39)
Total other 1,143 1,170 1,626 2 (28)
Total expenses $ 8209 $ 8077 $ 7971 2 1
Number of employees at
year-end 36,643 33,783 32,356 8 4
" Not meaningful

Compensation and employee benefits expenses increased 1% in
2017 compared to 2016, primarily due to increased costs to support new
business, annual merit and performance based incentive compensation
increases, partially offset by Beacon savings. In December 2016, we
recorded a pre-tax charge of $249 million ($161 million after tax)
associated with an amendment of the terms of outstanding, previously
issued, deferred cash-settled incentive compensation awards for certain
employees to remowve continued senice requirements, thereby
accelerating the future expense that would have been recognized over the
remaining term of the awards had the continued senice requirement not
been removed.

Compensation and employee benefits expenses increased 7% in
2016 compared to 2015. The increase was primarily due to the
aforementioned acceleration of compensation expenses and the impact
of the GEAM business acquired in 2016.

Headcount increased 8% in 2017 compared to 2016. The growth in
headcount was primarily within low cost locations. These increases were
driven by strategic initiatives and new business, including the impact of
large client lift outs, as well as regulatory initiatives and contractor
conwersions to full-time employees and partially offset by other
reductions from Beacon.

Information systems and communications expenses increased 6%
in 2017 compared to 2016. The increases were primarily related to
technology infrastructure costs and investments supporting Beacon.

Information systems and communications expenses increased 8%
in 2016 compared to 2015. The increase was primarily related to
investments supporting new business and Beacon, and the impact of the
GEAM business acquired in 2016.

Other expenses decreased 2% in 2017 compared to 2016, primarily
due to lower professional senices costs.

Other expenses decreased 28% in 2016 compared to 2015. The
decrease was primarily due to lower litigation-related expenses and
higher expenses in 2015 associated with the previously disclosed
expense billing matter.

As a systemically important financial institution, we are subject to
enhanced supenision and prudential standards. Our status as a G-SIB
has also resulted in heightened prudential and conduct expectations of
our U.S. and intemnational regulators with respect to our capital and
liquidity management and our compliance and risk oversight programs.
These heightened expectations have increased our regulatory
compliance costs, including personnel and systems, as well as
significant additional implementation and related costs to enhance our
regulatory compliance programs. We anticipate that these ewolving
regulatory compliance requirements and expectations will continue to
affect our expenses.

Acquisition Costs

We recorded acquisition costs of $21 million, $69 million and $20
million in 2017, 2016 and 2015, respectively. In 2017, all such costs
related to our acquisition of the GEAM business on July 1, 2016.
Restructuring Charges

In connection with Beacon, we announced in 2016 that we
expected:

(i) to incur aggregate pre-tax restructuring charges of approximately
$300 million to $400 million beginning in 2016 through December 31,
2020 including approximately $250 million to $300 million in severance
and benefits costs associated with targeted staff reductions (a
substantial portion of which would result in future cash expenditures) and
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approximately $50 million to $100 million in information technology
application rationalization and real estate actions; and

(ii) to achiewve estimated annual pre-tax net run-rate expense
savings of $550 million by the end of 2020, relative to 2015, all else
equal, for full effect in 2021. Actual expenses may increase or decrease
in the future due to other factors.

In 2017, we recorded restructuring charges of $245 million,
compared to $142 million in 2016, related to Beacon. In aggregate, we
hawe recorded restructuring charges of $387 million related to Beacon,
including $280 million in severance costs and $107 million in information
technology application rationalization and real estate action.

In 2017, we achieved approximately $150 million in year-over-year
expense savings related to Beacon and expect target savings of $550
million to be realized by mid-2019.

The following table presents aggregate restructuring activity for the
periods indicated.

TABLE7: RESTRUCTURING CHARGES

Employee Real Estate Asset and Other
(In millions) Related Costs Actions Write-offs Total
Accrual Balance at December
31, 2014 $ 39 3 AR 7 % 69
Accruals for Business
Operations and IT 5) 3) 13 5
Payments and other
adjustments (25) 9) (17) (51)
Accrual Balance at December
31, 2015 $ 9 1n $ 3 3 23
Accruals for Business
Operations and IT 2 — — (2
Accruals for Beacon A 18 30 142
Payments and other
adjustments (64) (12) (31) (107)
Accrual Balance at December
31, 2016 $ 37 8 17 8 2 3 56
Accruals for Beacon 186 32 27 245
Payments and Other
Adjustments (57) (17) (26) (100)
Accrual Balance at December
31, 2017 $ 166 § 32 3 $ 201

Income Tax Expense

Income tax expense (benefit) was $722 million in 2017, $(22) million
in 2016 and $318 miillion in 2015. Our 2017 effective tax rate was 24.9%,
compared to (1.0)% in 2016 and 13.8% in 2015. The 2017 income tax
expense includes a one-time estimated tax expense of $250 miillion for
the provisional impact of the enactment of the TCJA. Actual effects of the
TCJA may differ from these estimates, among other things, due to
additional tax and regulatory guidance and changes in our assumptions
and interpretations. The 2016 benefit included a reduction in accrued tax
expense attributable to retained foreign eamings and tax benefits from
capital actions involving our owerseas affiliates.

Additional information regarding income tax expense, including
unrecognized tax benefits, and tax contingencies are provided in Notes
13 and 22 to the consolidated financial statements under ltem 8,
Financial Statements and Supplementary Data, of this Form 10-K.

LINE OF BUSINESS INFORMATION

Our operations are organized into two lines of business: Investment
Senicing and Investment Management, which are defined based on
products and senices provided. The results of operations for these lines
of business are not necessarily comparable with those of other
companies, including companies in the financial senices industry.

Investment Servicing provides senices for institutional clients,
including mutual funds, collective investment funds and other investment
pools, corporate and public retirement plans, insurance companies,
investment managers, foundations and endowments worldwide. Products
include custody; product- and participant-level accounting; daily pricing
and administration; master trust and master custody; record-keeping;
cash management; foreign exchange, brokerage and other trading
senices; securities finance; our enhanced custody product, which
integrates principal securities lending and custody; deposit and short-
term investment facilities; loans and lease financing; investment manager
and altemative investment manager operations outsourcing; and
performance, risk and compliance analytics to support institutional
investors.

Investment Management, through SSGA, provides a broad array of
investment management, investment research and investment advisory
senices to corporations, public funds and other sophisticated investors.
SSGA offers passive and active asset management strategies across
equity, fixed-income, altemative, multi-asset solutions (including OCIO)
and cash asset classes. Products are distributed directly and through
intermediaries using a variety of investment vehicles, including ETFs,
such as the SPDR® ETF brand.

For information about our two lines of business, as well as the
revenues, expenses and capital allocation methodologies associated
with them, refer to Note 24 to the consolidated financial statements
included under Item 8, Financial Statements and Supplementary Data, in
this Form 10-K.

State Street Corporation | 61



Table of Contents

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

Investment Servicing

TABLE8: INVESTMENT SERVICING LINE OF BUSINESS RESULTS

Years Ended December 31,

(Dollars in millions, % Change % Change
except where 2017 vs. 2016 vs.
otherwise noted) 2017 2016 2015 2016 2015
Servicing fees $ 535 $ 5073 § 5153 6 % 2%
Trading services 999 1,038 1,091 @) (5)
Securities finance 606 562 49% 8 13
Processing fees and

other 240 119 342 102 (65)
Total fee revenue 7,210 6,792 7,082 6 @)
Net interest income 2,309 2,081 2,086 1 —
Gains (losses) related

to investment

securities, net (39) 7 (6) nm nm
Total revenue 9,480 8,880 9,162 7 3)
Provision for loan

losses 2 10 12 (80) (17)
Total expenses 6,717 6,660 6,990 1 (5)
Income before income

tax expense $ 2761 $ 2210 § 2160 25 2
Pre-tax margin 29% 25% 24%

Average assets

(in billions) $ 2140 $ 2253 $§ 2466

nm Not meaningful

TABLE9: ASSETS UNDER CUSTODY AND ADMINISTRATION BY PRODUCT
As of December 31,

Servicing Fees

Senicing fees increased 6% in 2017 compared to 2016, primarily
due to continued market appreciation and net new business, partially
offset by continued hedge fund outflows and the impact of the
businesses we exited in 2017. Senicing fees in 2016 included a revenue
reduction of $48 million related to reimbursements to our clients related
to the manner in which we inwiced certain expenses to our clients.

Senicing fees decreased 2% in 2016 compared to 2015, primarily
due to lower intemational market levels.
Senicing fees generated outside the U.S. were approximately 45%

of total senicing fees in 2017 compared to approximately 42% in both
2016 and 2015.

2016-2017 Annual Growth 2013-2017 Compound Annual

(In billions) 2017 2016 2015 2014 2013 Rate Growth Rate
Muitual funds $ 7,603 $ 6841 $ 6768 $ 692 $ 6,811 1% 3%
Collective funds 9,707 7,501 7,088 6,949 6,428 29 1
Pension products 6,704 5,584 5,510 5,746 5,851 20 3
Insurance and other

products 9,105 8,845 8,142 8,501 8,337 3 2
Total $ 33119 $ 2871 $ 27,508 $ 28188 $ 27,427 15 5

TABLE 10: ASSETS UNDER CUSTODY AND ADMINISTRATION BY ASSET CLASS
As of December 31,

2016-2017 Annual Growth 2013-2017 Compound Annual

(In billions) 2017 2016 2015 2013 Rate Growth Rate
Equities $ 19,214 $ 16,189 § 14,888 $ 15876 $ 15,050 19% 6%
Fixed-income 10,070 9,231 9,264 8,739 9,072 9 3
Short-term and other
investments 3,835 3,351 3,356 3,573 3,305 14 4
Total $ 33119 $ 8771 $ 27508 $ 28188 $ 27,421 15 5
TABLE 11: ASSETS UNDER CUSTODY AND ADMINISTRATION BY GEOGRAPHY!"

As of December 31,
(In billions) 2017 2016 2015 2014 2013
North America $ 24418 $ 21,544 § 20842 $ 21,217 20,764
Europe/Mddle East/Africa 7,028 5734 5,387 5,633 5,511
Asia/Pacific 1,673 1,493 1,279 1,338 1,152
Total $ 33,119 $ 28,771 $ 27,508 $ 28,188 27,427

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

The increase in total AUCA as of December 31, 2017 compared to
December 31, 2016 primarily resulted from higher global equity markets.
Asset lewvels as of December 31, 2017 do not reflect the approximately
$350 billion of new business in assets

to be installed, which was awarded to us in 2017 and prior periods but
not installed prior to December 31, 2017, including approximately $445
billion of new asset senicing mandates awarded to us in 2017. This new
business will be reflected in AUCA in future periods after installation and
will generate senicing

State Street Corporation | 62



Table of Contents

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

fee revenue in subsequent periods. The $350 billion of new business
assets to be seniced does not include new business which has been
contracted, but for which the client has not yet provided permission to
publicly disclose and is not yet installed. Also not included is the loss of
business which occurs from time to time or changes in AUCA, usually
from changes in market values of customer assets, subscriptions or
redemptions from our customer investment products.

With respect to these new assets, we will provide various senices,
including, accounting, bank loan senicing, compliance reporting and
monitoring, custody, depository banking senices, foreign exchange, fund
administration, hedge fund senicing, middle-office outsourcing,
performance and analytics, private equity administration, real estate
administration, securities finance, transfer agency, and wealth
management senices.

As a result of a decision to diversify providers, one of our large
clients will mowe a portion of its assets, largely common trust funds,
currently with State Street to another senice provider. We expect to
remain a significant senice provider to this client. The transition will
principally occur in 2018 and beyond and represents approximately $1
trillion in assets with respect to which we will no longer derive revenue
post-transition.

Trading Services

Trading senices revenue is composed of revenue generated by FX
trading, as well as revenue generated by brokerage and other trading
senices as noted in Table 2: Total Revenue.

Foreign Exchange Trading Revenue

We primarily eam FXtrading revenue by acting as a principal
market-maker through both "direct sales and trading” and “indirect foreign
exchange trading.”

» Direct sales and trading. Represent FXtransactions at
negotiated rates with clients and investment managers that
contact our trading desk directly. These principal market-making
activities include transactions for funds seniced by third party
custodians or prime brokers, as well as those funds under
custody at State Street.

* Indirect FX trading. Represent FXtransactions with clients or
their investment managers routed to our FX desk through our
asset-senicing operation; in which all cases, we are the funds'
custodian. We execute indirect FXtrades as a principal at rates
disclosed to our clients.

Our FXtrading revenue is influenced by multiple factors, including:
the volume and type of client FX

transactions and related spreads; currency volatility, reflecting market
conditions; and our management of exchange rate, interest rate and
other market risks associated with our foreign exchange activities. The
relative impact of these factors on our total FXtrading revenues often
differs from period to period. For example, assuming all other factors
remain constant, increases or decreases in volumes or bid-offer spreads
across product mix tend to result in increases or decreases, as the case
may be, in client-related FXrevenue.

Qur clients that utilize indirect FXtrading can, in addition to
executing their FXtransactions through dealers not affiliated with us,
transition from indirect FXtrading to either direct sales and trading
execution, including our “Street FX' senice, or to one of our electronic
trading platforms. Street FX in which we continue to act as a principal
market-maker, enables our clients to define their FX execution strategy
and automate the FXtrade execution process, both for funds under
custody with us as well as those under custody at another bank.

Brokerage and Other Trading Services

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 and commission recapture. These
products and senices are generally offered by us as agent of the
institutional investor. Revenue eamed from these senices is recorded in
other trading, transition management and brokerage revenue within
brokerage and other trading senices revenue.

Total brokerage and other trading senices revenue primarily
consists of "electronic FXsenices" and "other trading, transition
management and brokerage revenue."

»  Electronic FX services: Our clients may choose to execute FX
transactions through one of our electronic trading platforms.
These transactions generate revenue through a “click” fee.

»  Other trading, transition management and brokerage revenue:
As our clients look to State Street to enhance and presene
portfolio values, they may choose to utilize our Transition or
Currency Management capabilities or transact with our Equity
Trade execution group. These transactions generate revenue via
commissions charged for trades transacted during the
management of these portfolios.

In recent years, our transition management revenue was adversely
affected by compliance issues in our U.K. business during 2010 and
2011, including settlements with the FCA in 2014 and the DOJ and
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SEC in 2017, including a deferred prosecution agreement. The
reputational and regulatory impact of those compliance issues continues
and may adwersely affect our results in future periods.

Securities Finance
Our securities finance business consists of three components:

(1) an agency lending program for SSGA-managed investment funds
with a broad range of investment objectives, which we refer to as the
SSGA lending funds;

(2) an agency lending program for third-party investment managers
and asset owners, which we refer to as the agency lending funds; and

(3) security lending transactions which we enter into as principal,
which we refer to as our enhanced custody business.

Securities finance revenue eamed from our agency lending
activities, which is composed of our split of both the spreads related to
cash collateral and the fees related to non-cash collateral, is principally a
function of the volume of securities on loan, the interest-rate spreads and
fees eamed on the underlying collateral, and our share of the fee split.

As principal, our enhanced custody business borrows securities
from the lending client or other market participants and then lends such
securities to the subsequent borrower, either a State Street client or a
broker/dealer. We act as principal when the lending client is unable to, or
elects not to, transact directly with the market and execute the
transaction and fumish the securities. In our role as principal, we provide
support to the transaction through our credit rating. While we source a
significant proportion of the securities fumished by us in our role as
principal from third parties, we have the ability to source securities
through assets under custody and administration from clients who have
designated State Street as an eligible borrower.

Securities finance revenue as presented in Table 8: Investment
Senicing Line of Business Results, increased 8% in 2017 compared to
2016, primarily as a result of higher revenue in our enhanced custody
business.

Market influences may continue to affect client demand for
securities finance, and as a result our revenue from, and the profitability
of, our securities lending activities in future periods. In addition, the
constantly ewolving regulatory environment, including revised or proposed
capital and liquidity standards, and interpretations of those standards,
may influence modifications to the way in which we deliver our agency
lending or enhanced custody businesses, the volume of our securities
lending activity and related revenue and profitability in future periods.

Processing Fees and Other

Processing fees and other revenue includes diverse types of fees
and revenue, including fees from our structured products business, fees
from software licensing and maintenance, equity income from our joint
venture investments, gains and losses on sales of other assets,
derivative financial instruments to support our clients' needs and to
manage our interest-rate and currency risk, and amortization of our tax-
advantaged investments.

Processing fees and other revenue, presented in Table 8:
Investment Senicing Line of Business Resullts, increased 102% in 2017
compared to 2016. The increase is primarily due to a pre-tax gain of $30
million on the dispositions of our joint venture interests in IFDS U.K. and
BFDS in the first quarter of 2017 and the sale of an equity trading
platform business in the third quarter of 2017, partially offset by a pre-tax
gain of approximately $53 million related to the sale of WM/Reuters in
2016.

Processing fees and other revenue decreased 65% in 2016
compared to 2015. The decrease was primarily due to a gain from the
sale of commercial real estate and a gain from the final paydown of a
commercial real estate loan in 2015, partially offset by a pre-tax gain on
the sale of WM/Reuters in 2016.

Expenses

Total expenses for Investment Senvcing increased 1% in 2017
compared to 2016, primarily due to costs to support new business,
higher annual merit and performance based incentive compensation,
including higher seasonal deferred incentive compensation expense for
retirement eligible employees and payroll taxes in the first quarter of
2017 compared to the first quarter of 2016. These increases were
partially offset by Beacon savings and a one-time acceleration of
compensation expense of approximately $42 million in the fourth quarter
of 2016.

Additional information about expenses is provided under
"Expenses” in "Consolidated Results of Operations" included in this
Management's Discussion and Analysis of this Form 10-K.
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Investment Management
TABLE 12: INVESTMENT MANAGHEVIENT LINE OF BUSINESS RESULTS

Years Ended December 31, % Change % Change
2017 vs. 2016 vs.

(Dollars in millions) 2017 2016 2015 2016 2015
Management fees ¢ 1616 $ 122 § 1,174 25% 10 %
Trading services") 72 61 55 18 1
Processing fees and
other 7 (29) (33) (124) (12)
Total fee revenue 1,695 1,324 1,196 28 1
Net interest income (5) 3 2 nm 50
Total revenue 1,690 1,327 1,198 27 1
Total expenses 1,286 1,218 962 6 27
Income before
income tax expense $ 404 $ 109 § 236 27 (54)
Pre-tax margin 24% 8% 20%
Average assets
(in billions) $ 54 $ 44 8 39

(1) Tncludes revenues associated with the SPDR® Gold Shares ETF and SPDR® Long Dollar Gold
Trust ETF, for which we act as the marketing agent.
nm Not meaningful

Management Fees

Through SSGA, we provide a broad range of investment
management strategies, specialized investment management advisory
senices, OCIO and other financial senices for corporations, public funds,
and other sophisticated investors. SSGA

offers an array of investment management strategies, including passive
and active, such as enhanced indexing, using quantitative and
fundamental methods for both U.S. and global equity and fixed income
securities. SSGA also offers ETFs, such as the SPDR® ETF brand.
While certain management fees are directly determined by the values of
AUM and the investment strategies employed, management fees reflect
other factors as well, including our relationship pricing for clients who use
multiple senices, and the benchmarks specified in the respective
management agreements related to performance fees.

Management fees increased 25% in 2017 compared to 2016,
primarily due to the full year of acquired GEAM business compared to a
half year in 2016, higher global equity markets and higher revenue
yielding ETF inflows.

Management fees increased 10% in 2016 compared to 2015,
primarily due to the acquired GEAM business in the second half of 2016.

Management fees generated outside the U.S. were approximately
28% of total management fees in 2017, compared to 32% and 35% in
2016 and 2015, respectively. The percentage of management fees
generated outside the U.S. in 2017 decreased from 2016 primarily due to
the acquired GEAM business.

TABLE 13: ASSETS UNDER MANAGIMIENT BY ASSET CLASS AND INVESTMENT APPROACH

As of December 31,

2016-2017 Annual 2013-2017 Compound

(In billions) 2017 2016 2015 2014 2013 Growth Rate Annual Growth Rate
Equity:

Active $ 95 $ 73 $ 2 % 9§ 42 30 % 2%

Passive 1,650 1,401 1,294 1,436 1,334 18 5
Total Equity 1,745 1,474 1,326 1,475 1,376 18 6
Fixed-Income:

Active 77 70 18 17 16 10 48

Passive 337 308 2% 302 31 9 2
Total Fixed-Income 414 378 312 319 327 10 6
Cash® 330 333 368 399 385 (1) @
Multi-Asset-Class Solutions:

Active 18 19 17 30 23 ()] )

Passive 129 107 86 97 110 21 4
Total Muiti-Asset-Class Solutions 147 126 103 127 133 17 3
Altemative Investments@:

Active 23 28 17 17 14 (18) 13

Passive 123 129 119 111 110 ()] 3
Total Alterative Investments 146 157 136 128 124 @ 4
Total $ 2782 $ 2468 $ 2245 $ 2448 $ 2,345 13 4

() Includes both floating- and constant-net-asset-value portfolios held in commingled structures or separate accounts.
@) Includes real estate investment trusts, currency and commodities, including SPDR® Gold Shares ETF and SPDR® Long Dollar Gold Trust ETF. State Street is not the investment manager for the SPDRe Gold

Shares ETF and SPDRe Long Dollar Gold Trust , but acts as the marketing agent.
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AND RESULTS OF OPERATIONS

As of December 31,

2016-2017 Annual 2013-2017 Compound
(In billions) 2017 2016 2015 2014 2013 Growth Rate Annual Growth Rate
Altemative Investments® $ 48 $ 2 $ 4 $ 3B $ 39 14% 5%
Cash 2 2 3 1 1 — 19
Equity 531 426 350 388 325 25 13
Fixed-income 63 51 41 39 H# 24 17
Total Exchange-Traded Funds $ 644 $ 521 § 428 $ 466 $ 399 24 13

(1) ETFs are a component of AUM presented in the preceding table.

@) Includes real estate investment trusts, currency and commodities, including SPDR® Gold Shares ETF and SPDRe Long Dollar Gold Trust ETF. State Street is not the investment manager for the SPDRe Gold

Shares ETF and SPDRe Long Dollar Gold Trust

TABLE 15: GEOGRAPHC MIX OF ASSETS UNDER MANAGEVIENT®

, but acts as the marketing agent

As of December 31,
(In billions) 2017 2016 2015 2014 2013
North America $ 1,931 $ 1691 $ 1452  § 1568 § 1,456
Europe/Mddle East/Africa 521 482 489 559
Asia/Pacific 330 295 304 321
Total $ 2782 $ 2468 $ 2245 $ 2448 $ 2,345

(1) Geographic mix is based on client location or fund management location.
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TABLE 16: ACTIVITY IN ASSETS UNDER MANAGEVIENT BY PRODUCT CATEGORY
Multi-Asset-Class

(In billions) Equity Fixed-Income Cash(®) Solutions Alternative Investments(?) Total
Balance as of December 31, 2014 $ 1,475 $ 319 $ 39 $ 127 $ 128 $ 2,448
Long-term institutional inflows™ 277 62 — 51 33 423
Long-term institutional outflows™ (363) (70) — (59) (31 (523)
Long-term institutional flows, net (86) (t3)] — ) 2 (100)
ETF flows, net (29) 5 1 — [©) (24)
Cash fund flows, net — — (27) — — 27)
Total flows, net (115) ) (26) ) 1 (151)
Market appreciation (13) 3 — (12) 16 (6)
Foreign exchange impact @1 ™ ©®) @ © (46)
Total market/foreign exchange impact (34) 4 (5 (16) 7 (52)
Balance as of December 31, 2015 $ 136 $ 312§ 368§ 103 §$ 13 §$ 2,245
Long-term institutional inflows® 244 0 — 48 13 3%
Long-term institutional outflows®® (301) (9) — (34) (21) (452)
Long-term institutional flows, net (57) 6) — 14 ) (57)
ETF flows, net 37 9 — — 6 52
Cash fund flows, net — — (37) — — (37
Total flows, net (20) 3 (37) 14 2 (42
Market appreciation 140 10 — 9 14 173
Foreign exchange impact (109) ® @ ) @ (20)
Total market/foreign exchange impact 130 7 2 6 12 153
Acquisitions and transfers“) 38 56 4 3 " 112
Balance as of December 31, 2016 $ 1474 $ 378 $ 3§ 126 $ 157§ 2,468
Long-term institutional inflows®® 270 94 — 56 20 440
Long-term institutional outflows® (344) (92) — (52) (41) (529)
Long-term institutional flows, net (74) 2 — 4 (21) (89)
ETF flows, net 26 10 — — 1 37
Cash fund flows, net — — (8) — — ®)
Total flows, net (48) 12 ®) 4 (20) (60)
Market appreciation 293 15 1 12 3 324
Foreign exchange impact 26 9 3 5 6 49
Total market/foreign exchange impact 319 24 4 17 9 373
Balance as of December 31, 2017 $ 1,745 § 414 $ 329 § 147  § 146 $ 2,782

™ ncludes both floating- and constant-net-asset-value portfolios held in commingled structures or separate accounts.

@) Includes real estate investment trusts, currency and commodities, including SPDR® Gold Shares ETF and SPDRe Long Dollar Gold Trust ETF. State Street is not the investment manager for the SPDRe Gold
Shares ETF and SPDRe Long Dollar Gold Trust , but acts as the marketing agent.

@) Amounts represent long-term portfolios, excluding ETFs.

@) Includes AUM acquired as part of the acquisition of the GEAM business on July 1, 2016.

The preceding table does not include approximately $20 billion of new asset management business which was awarded but not installed as of
December 31, 2017. New business will be reflected in AUM in future periods after installation, and will generate management fee revenue in subsequent
periods. Total AUM as of December 31, 2017 included managed assets lost but not liquidated. Lost business occurs from time to time and it is difficult
to predict the timing of client behawvior in transitioning these assets as the timing can vary significantly.
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Expenses

Total expenses for Investment Management increased 6% in 2017
compared to 2016 primarily due to the full year of the acquired GEAM
business compared to a half year in 2016, higher annual merit and
performance based incentive compensation, including higher seasonal
deferred incentive compensation expense for retirement eligible
employees and payroll taxes in the first quarter of 2017 compared to the
first quarter of 2016, and higher costs to support new business. These
increases were partially offset by a one-time acceleration of
compensation expense of approximately $81 million in the fourth quarter
of 2016 and Beacon savings.

Additional information about expenses is provided under
"Expenses" in “Consolidated Results of Operations” included in this
Management's Discussion and Analysis of this Form 10-K.

FINANCIAL CONDITION

The structure of our consolidated statement of condition is primarily
driven by the liabilities generated by our Investment Senicing and
Investment Management lines of business. Our clients' needs and our
operating objectives determine balance sheet wolume, mix, and currency
denomination. As our clients execute their worldwide cash management
and investment activities, they utilize deposits and short-term
investments that constitute the majority of our liabilities. These liabilities
are generally in the form of interest-bearing transaction account deposits,
which are denominated in a variety of currencies; non-interest-bearing
demand deposits; and repurchase agreements, which generally sene as
short-term investment altematives for our clients.

Deposits and other liabilities resulting from client initiated
transactions are invested in assets that generally have contractual
maturities significantly longer than our liabilities; however, we evaluate
the operational nature of our deposits and seek to maintain appropriate
short-term liquidity of those liabilities that are not operational in nature
and maintain longer-termed assets for our operational deposits. Our
assets consist primarily of securities held in our AFS or HTM portfolios
and short-duration financial instruments, such as interest-bearing
deposits with banks and securities purchased under resale agreements.
The actual mix of assets is determined by the characteristics of the
client liabilities and our desire to maintain a well-diversified portfolio of
high-quality assets.

TABLE 17: AVERAGE STATEMENT OF CONDITION"

Years Ended December 31,

2017 2016 2015
Average Average Average

(In millions) Balance Balance Balance
Pssets:
Interest-bearing deposits with banks $ 47514 $ 53091 § 69,753
Securities purchased under resale agreements 2,131 2,558 3,233
Trading account assets 1,011 921 1,194
Investment securities 95,779 100,738 105,611
Loans and leases 21,916 19,013 17,948
Other interest-eaming assets 22,884 22,863 2,717

Average total interest-eaming assets 191,235 199,184 220,456
Cash and due from banks 3,097 3,157 2,460
COther non-interest-eaming assets 25,118 27,386 27,516

Average total assets $ 219450 $ 229727 $ 250432
Liabilities and shareholders’ equity:
Interest-bearing deposits:

us. $ 3062 $ 30107 $ 30819

Non-U.S. 91,937 95,551 102,491
Total interest-bearing deposits 122,560 125,658 133,310
Securities sold under repurchase agreements 3,683 4,113 8,875
Federal funds purchased — 31 21
Other short-term borrowings 1,313 1,666 3,826
Long-term debt 11,595 11,401 10,301
Other interest-bearing liabilities 4,607 5,34 6,471

Average total interest-bearing liabilities 143,758 148,263 162,804
Non+interest-bearing deposits 41,248 44,827 51,675
Other non-interest-bearing liabilities 12,379 14,742 14,626
Preferred shareholders’ equity 3,197 3,060 2,418
Common shareholders’ equity 18,868 18,835 18,909

Average total liabilities and shareholders’

equity $ 219450 $ 229727 $ 250432

(1) Additional information about our average statement of condition, primarily our interest-eaming
assets and interest-bearing liabilities, is provided in "Net Interest Income" in this Management's
Discussion and Analyssis included in this Form 10-K.
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Investment Securities

TABLE 18: CARRYING VALUES OF INVESTMENT SECURITIES
As of December 31,

(In millions) 2017 2016

Available-for-sale:
U.S. Treasury and federal agencies:

Direct obligations $ 223 $ 4,263
Mortgage-backed securities 10,872 13,257
Total U.S. Treasury and federal agencies 11,095 17,520
Asset-backed securities:
Student loans( 3,358 5,5%
Credit cards 1,542 1,351
Sub-prime = 272
Other 1,447 905
Total asset-backed securities 6,347 8,124
Non-U.S. debt securities:
Mortgage-backed securities 6,695 6,535
Asset-backed securities 2,947 2,516
Govermment securities 10,721 5,836
Cther 6,108 5613
Total non-U.S. debt securities 26,471 20,500
State and palitical subdivisions 9,151 10,322
Collateralized mortgage obligations 1,054 2,593
Other U.S. debt securities 2,560 2,469
U.S. equity securities 46 42
Non-U.S. equity securities — 3
U.S. money-market mutual funds 397 409
Non-U.S. money-market mutual funds — 16
Total $ 57,121 $ 61,998
Held-to-maturity(®):
U.S. Treasury and federal agencies:
Direct obligations $ 17,028 $ 17,527
Mortgage-backed securities 16,651 10,334
Total U.S. Treasury and federal agencies 33,679 27,861
Asset-backed securities:
Student loans(") 3,047 2,883
Credit cards 798 897
Other 1 35
Total asset-backed securities 3,846 3,815
Non-U.S. debt securities:
Mortgage-backed securities 939 1,150
Asset-backed securities 263 531
Govemment securities 474 286
COther 48 113
Total non-U.S. debt securities 1,724 2,080
Collateralized mortgage obligations 1,209 1,413
Total $ 40,458 $ 35,169

() Primarily composed of securities guaranteed by the federal govemment with respect to at least
97% of defaulted principal and accrued interest on the underlying loans.

@) Includes securities at amortized cost or fair value on the date of transfer from AFS.

Additional information about our investment securities portfolio is
provided in Note 3 to the consolidated financial statements included in
this Form 10-K.

We manage our investment securities portfolio to align with the
interest-rate and duration characteristics of our client liabilities that we
consider to be operational deposits and in the context of the overall
structure of our consolidated statement of condition, in consideration of
the global interest-rate environment. We consider a well-diversified, high-
credit quality investment securities portfolio to be an important element in
the management of our consolidated statement of condition.

Awerage duration of our investment securities portfolio increased to
2.7 years as of December 31, 2017, compared to 2.5 years as of
December 31, 2016. The increase is primarily driven by the deployment
of non-U.S. cash into foreign securities.

In 2017, we sold $12.2 billion of AFS, primarily Agency MBS and
U.S. Treasury securities in our investment portfolio, to position for the
then-existing interest rate environment resulting in a pre-tax loss of $39
million.

In 2017, $496 million of Agency MBS previously classified as AFS
were transferred to HTM, and in 2016, $4.9 billion of Agency MBS and
Student Loan ABS previously classified as AFS were transferred to HTM.
Both transfers reflect our intent to hold these securities until their
maturity. These securities were transferred at fair value, which included a
net unrealized loss of $2.8 million and a net unrealized gain of $87 million
as of December 31, 2017 and 2016, respectively, within accumulated
other comprehensive loss which will be accreted into interest income
over the remaining life of the transferred security (ranging from
approximately 10 to 42 years).

Approximately 90% of the carrying value of the portfolio was rated
“AAA” or “AA” as of December 31, 2017 and 91% as of December 31,
2016.

TABLE 19: INVESTMENT PORTFOLIO BY EXTERNAL CREDIT RATING

December 31, 2017 December 31, 2016

AAA(N) 74% 78%
AA 16 13
A 6 5
BBB 4 3
Below BBB — 1
100% 100%

() Includes U.S. Treasury and federal agency securities that are split-rated, “AAA” by Moody’s
Investors Service and XA+ by Standard & S.
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As of December 31, 2017, the investment portfolio was diversified
with respect to asset class composition. The following table presents the
composition of these asset classes.

TABLE 20: INVESTMENT PORTFOLIO BY ASSET CLASS

December 31, 2017 December 31, 2016

US Treasuries 17% 23%
US Agency MBS 26 23
ABS 22 23
Foreign Sovereign 12 6
Other Credit 23 25
100% 100%

Non-U.S. Debt Securities

Approximately 29% of the aggregate carrying value of our
investment securities portfolio was non-U.S. debt securities as of
December 31, 2017, compared to approximately 23% as of
December 31, 2016.

TABLE21: NON-U.S. DEBT SECURITIES

As of December 31,

(In millions) 2017 2016

Available-for-sale:

United Kingdom $ 5721 $ 5,093
Australia 4,717 4,272
Canada 3,066 2,989
France 2,500 1,013
Italy 1,645 676
Spain 1,413 266
Japan 1,319 1,388
Belgium 1,193 360
Netherlands 1,175 1,283
Ireland 787 8
Hong Kong 666 664
Sweden 538 188
Germany 529 713
Norway 514 508
Finland 299 223
Austria 234 57
South Korea 19 634
Other® 136 88
Total $ 26,4711 $ 20,500

Held-to-maturity:

United Kingdom $ 40 $ 504
Netherlands 372 473
Singapore 353 180
Australia 235 374
Germany 127 329
Spain 104 98
Other® 123 122
Total $ 1,724 $ 2,080

) Included approximately $37 million and $22 million as of December 31, 2017 and December 31,
2016, respectively, related to Portugal, which was related to MBS and auto loans.

@) Included approximately $75 million and $80 million as of December 31, 2017 and December 31,
|2016, respectively, related to Italy, Portugal and Norway, all of which were related to MBS and auto
oans.

Approximately 80% and 88% of the aggregate carrying value of
these non-U.S. debt securities was rated “AAA” or “AA” as of
December 31, 2017 and December 31, 2016, respectively. The majority
of these securities comprised senior positions within the security
structures; these positions have a level of protection provided through
subordination and other forms of credit protection. As of December 31,
2017 and December 31, 2016, approximately 61% and 65%,
respectively, of the aggregate carrying value of these non-U.S. debt
securities was floating-rate, and accordingly, we consider these
securities to have minimal interest-rate risk.

As of December 31, 2017, our non-U.S. debt securities had an
average market-to-book ratio of 100.4%, and an aggregate pre-tax net
unrealized gain of approximately $114 million, composed of gross
unrealized gains of $180 million and gross unrealized losses of $66
million. These unrealized amounts included;

» apre-tax net unrealized gain of $35 million, composed of gross
unrealized gains of $95 million and gross unrealized losses of
$60 million, associated with non-U.S. debt securities available-
for-sale and;

» apre-tax net unrealized gain of $79 million, composed of gross
unrealized gains of $85 million and gross unrealized losses of $6
million, associated with non-U.S. debt securities held-to-
maturity.

As of December 31, 2017, the underlying collateral for non-U.S.
MBS and ABS primarily included Australian, Dutch, Italian and U.K.
prime mortgages and German auto loans. The securities listed under
“Canada” were composed of Canadian government securities and
corporate debt and cowered bonds. The securities listed under “France”
were composed of auto loans, prime mortgages, and corporate debt and
cowered bonds. The securities listed under “Japan” were substantially
composed of Japanese government securities and corporate debt.
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Municipal Obligations

We carried approximately $9.15 billion of municipal securities
classified as state and political subdivisions in our investment securities
portfolio as of December 31, 2017 as shown in Table 18: Carrying Values
of Investment Securities, all of which were classified as AFS. As of the
same date, we also provided approximately $9.32 billion of credit and
liquidity facilities to municipal issuers.

TABLE 22: STATE AND MUNICIPAL OBLIGORS™

Total Credit and

Municipal Liquidity % of Total Municipal
(Dollars in millions)  Securities Facilities® Total Exposure
As of December 31, 2017
State of Issuer:
Texas $ 1,713 § 1,622 $ 3,335 18%
California 415 2,237 2,652 14
New York 742 1,288 2,030 1"
Massachusetts 859 991 1,850 10
Washington 623 366 989 5
Total $ 4352 § 6,504 $ 10,856
As of December 31, 2016
State of Issuer:
Texas $ 1781 $ 1,685 $ 3466 18%
California 523 2,298 2,821 14
New York 740 1,293 2,033 10
Massachusetts 916 1,071 1,987 10
Washington 708 234 A2 5
Maryland 488 411 899 5
Total $ 5156 §$ 6992 §$ 12148

(M Represented 5% or more of our aggregate municipal credit exposure of approximately $18.47
billion and $19.57 billion across our businesses as of December 31, 2017 and December 31, 2016,
respectively.

@) Includes municipal loans which are also presented within Table 24.

Our aggregate municipal securities exposure presented in Table 22:
State and Municipal Obligors, was concentrated primarily with highly-
rated counterparties, with approximately 92% of the obligors rated “AAA”
or “AA” as of December 31, 2017. As of that date, approximately 49%
and 51% of our aggregate municipal securities exposure was associated
with general obligation and revenue bonds, respectively. The portfolios
are also diversified geographically, with the states that represent our
largest exposures widely dispersed across the U.S.

Additional information with respect to our assessment of OTTI of our
municipal securities is provided in Note 3 to the consolidated financial
statements included under ltem 8, Financial Statements and
Supplementary Data, of this Form 10-K.
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TABLE23: CONTRACTUAL MATURITIES AND YIEH.DS

As of December 31, 2017

(Dollars in millions)

Available-for-sale®:

U.S. Treasury and federal agencies:
Direct obligations
Mortgage-backed securities

Total U.S. treasury and federal agencies

Asset-backed securities:

Student loans
Credit cards
Cther
Total asset-backed securities

Non-U.S. debt securities:
Mortgage-backed securities
Asset-backed securities
Government securities
Other

Total non-U.S. debt securities

State and political subdivisions®®’

Collateralized mortgage obligations

Other U.S. debt securities

Total

Held-to-maturity™:

U.S. Treasury and federal agencies:
Direct obligations
Mortgage-backed securities

Total US. treasury and federal agencies

Asset-backed securities:

Student loans
Credit cards
Other
Total asset-backed securities

Non-U.S. debt securities:
Mortgage-backed securities
Asset-backed securities
Governmrent securities
Other

Total non-U.S. debt securities

Collateralized mortgage obligations

Total

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

(1) The maturities of MBS, ABS and collateralized mortgage obligations are based on expected principal pay ments.
@) Yields were calculated on a fully taxable-equivalent basis, using applicable statutory tax rates (35% as of December 31, 2017). Going forwerd, the statutory tax rate will reflect the impact of TCJA

AND RESULTS OF OPERATIONS
Under 1 Year 1to 5 Years 6to 10 Years Over 10 Years
Amount Yield Amount Yield Amount Yield Amount Yield
— —% $ 12 1.85% $ 6 375% $ 205 3.30%
96 299 762 3.39 3,123 3.06 6,891 3.26
96 774 3,129 7,096
289 212 1,044 210 685 210 1,340 253
— — 1,290 1.68 252 224 — —
— — 350 2.09 956 1.68 11 2.08
289 2,634 1,893 1,481
551 1.51 4,502 0.99 602 211 1,040 242
205 0.38 2,185 0.75 557 0.68 — —
2195 3.65 3,201 1.56 4,448 257 877 1.7
1,078 275 4,235 1.12 758 1.81 37 268
4,029 14,123 6,365 1,954
474 5.59 2,415 6.25 4724 6.73 1,538 6.74
3 3.05 145 281 170 325 736 3.33
296 534 1,097 284 1,107 2.55 60 3.07
5,187 $ 21,238 $ 17,388 $ 12,865
1,988 133% $ 14,968 216% $ 14 1.66% $ 58 1.58%
— — 162 2.57 1,605 3.04 14,884 312
1,988 15,130 1,619 14,942
35 1.66 245 1.87 265 1.93 2,502 210
178 222 620 1.88 — — — —
— — — — — — 1 246
213 865 265 2,503
132 0.52 217 0.48 45 2.70 545 1.10
26 0.18 237 0.99 — — — —
353 3.54 121 0.25 — — — —
— — 48 0.01 — — — —
511 623 45 545
8 3.12 144 249 343 2.25 714 2.50
2,720 $ 16,762 $ 2,272 $ 18,704
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Impairment

Impairment exists when the fair value of an individual security is
below its amortized cost basis. Impairment of a security is further
assessed to determine whether such impairment is other-than-
temporary. For AFS and HTM debt securities, we record impairment in
our consolidated statement of income when management intends to sell
(or may be required to sell) the securities before they recover in value, or
when management expects the present value of cash flows expected to
be collected from the securities to be less than the amortized cost of the
impaired security (a credit loss).

We conduct periodic reviews of individual securities to assess
whether OTTI exists. Our assessment of OTTI involves an evaluation of
economic and security-specific factors. Such factors are based on
estimates, derived by management, which contemplate current market
conditions and security-specific performance. To the extent that market
conditions are worse than management's expectations or due to
idiosyncratic bond performance, OTTI could increase, in particular the
credit-related component that would be recorded in our consolidated
statement of income.

We recorded less than $1 million of OTTI in 2017 and $2 million in
2016. Management considers the aggregate decline in fair value of the
remaining investment securities and the resulting gross unrealized
losses of $657 million as of December 31, 2017 to be temporary and not
the result of any material changes in the credit characteristics of the
securities. Additional information with respect to OTTI, net impairment
losses and gross unrealized losses is provided in Note 3 to the
consolidated financial statements included in this Form 10-K.

Our evaluation of potential OTTI of structured credit securities with
collateral in the U.K. and continental Europe takes into account the
outcome from the Brexit referendum and other geopalitical events, and
assumes no disruption of payments on these securities.

Loans and Leases

TABLE 24: U.S. AND NON- U.S. LOANS AND LEASES
As of December 31,

(In millions) 2017 2016 2015 2014 2013
Domestic:
Commercial and
financial $ 18696 $ 16412 § 1589 § 14515 § 10,305
Commercial real
estate 98 27 28 28 209
Lease financing 267 338 337 335 339
Total domestic 19,061 16,777 16,264 14,878 10,853
Non-U.S.:
Commercial and
financial 3,837 2,476 1,957 2,653 1,877
Lease financing 396 504 578 668 756
Total non-U.S. 4,233 2,980 2,535 3,321 2,633
Total loans andleasses  $ 23,204 $ 19757 $§ 18799 § 18199 § 1348
Average loans and
leases $ 21916 $ 19013 $§ 17948 $ 15912 $ 13781

The increase in loans in the commercial and financial segment as of
December 31, 2017 compared to December 31, 2016 was primarily
driven by higher lewels of loans to investment funds and loans to
municipalities.

As of both December 31, 2017 and December 31, 2016, our
investment in senior secured loans totaled approximately $3.5 billion. In
addition, we had binding unfunded commitments as of December 31,
2017 and December 31, 2016 of $279 million and $76 million,
respectively, to participate in such syndications.

These senior secured loans, which are primarily rated “speculative’
under our intemal risk-rating framework (refer to Note 4 to the
consolidated financial statements included under ltem 8, Financial
Statements and Supplementary Data, in this Form 10-K), are extermnally
rated “BBB,” “BB” or “B,” with approximately 89% and 92% of the loans
rated “BB” or “B” as of December 31, 2017 and December 31, 2016,
respectively. Our investment strategy involves generally limiting our
investment to larger, more liquid credits underwritten by major global
financial institutions, applying our intemal credit analysis process to
each potential investment, and diversifying our exposure by counterparty
and industry segment. However, these loans hawe significant exposure to
credit losses relative to higher-rated loans.

Loans to municipalities included in the commercial and financial
segment were $2.1 billion and $1.4 billion as of December 31, 2017 and
December 31, 2016, respectively.

As of December 31, 2017 and December 31, 2016, uneamed
income deducted from our investment in leveraged lease financing was
$75 million and $94 million, respectively, for U.S. leases and $159 million
and $192 miillion, respectiwely, for non-U.S. leases.

4
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Additional information about all of our loan-and-eases segments, as
well as underlying classes, is provided in Note 4 to the consolidated
financial statements included in this Form 10-K.

TABLE 25: CONTRACTUAL MATURITIES FOR LOANS AND LEASES

No loans were modified in troubled debt restructurings in 2017 or
2016.

As of December 31, 2017

(In millions) Total Under 1 Year 1to 5 Years Over 5 Years
Domestic:
Commercial and financial $ 18,696 $ 11,517 § 4,863 § 2,316
Commercial real edtate
98 — — 98
Lease financing 267 144 — 123
Total domestic 19,061 11,661 4,863 2,537
Non-U.S.:
Commercial and financial 3,837 1,878 1,544 415
Lease financing
397 123 91 183
Total non-U.S. 4,234 2,001 1,635 598
Total loansand leases $ 23,295 § 13,662 $ 6,498 $ 3,135

TABLE 26: CLASSIFICATION OF LOAN AND LEASE BALANCES DUE AFTER ONE YEAR

(In millions)

As of December 31, 2017

Loansand leases with predetermined interest rates $ 494
Loans and leases with floating or adjustable interest rates 9,138

Total $ 9,632
TABLE 27: ALLOWANCE FOR LOAN AND LEASE LOSSES

Years Ended December 31,

(In millions) 2017 2016 2015 2014 2013
Allowance for loan and lease losses:
Beginning balance $ 53 $ 46 $ 38 $ 28 $ 22
Provision for loan and lease losses() 2 10 12 10 6
Charge-offs2) (1) ®) ) — —
Ending balance $ 54 $ 53 % 46 % 38 3 28

(1) The provision for loan and lease losses is related to commercial and financial loans.
@) The charge-offs are related to commercial and financial loans.

The provision of $2 million and the charge-offs of $1 million recorded
in 2017 were associated with our exposure to senior secured loans to
non-investment grade institutional borrowers, which were purchased in
connection with our participation in syndicated loans.

As of December 31, 2017 and December 31, 2016, approximately
$47 million and $44 million, respectively, of our allowance for loan and
lease losses were related to senior secured loans included in the
commercial and financial segment. As this portfolio grows and matures,
our allowance for loan and lease losses related to these loans may
increase through additional prowvisions for credit losses. The remaining
$7 miillion and $9 million as of December 31, 2017 and December 31,
2016, respectively, were related to other components of commercial and
financial loans.

Cross-Border Outstandings

Cross-border outstandings are amounts payable to us by non-U.S.
counterparties which are denominated in U.S. dollars or other non-local
currency, as well as non-U.S. local currency claims not funded by local
currency liabilities. Our cross-border outstandings consist primarily of
deposits with banks; loans and lease financing, including short-duration
advances; investment securities; amounts related to foreign exchange
and interest-rate contracts; and securities finance. In addition to credit

risk, cross-border outstandings hawe the risk that, as a result of palitical
or economic conditions in a country, borrowers may be unable to meet

their contractual repayment obligations of principal and/or interest when
due because of the unavailability of, or restrictions on, foreign exchange
needed by borrowers to repay their obligations.
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As market and economic conditions change, the major independent
credit rating agencies may downgrade U.S. and non-U.S. financial
institutions and sovereign issuers which have been, and may in the future
be, significant counterparties to us, or whose financial instruments sene
as collateral on which we rely for credit risk mitigation purposes, and
may do so again in the future. As a result, we may be exposed to
increased counterparty risk, leading to negative ratings volatility.

The cross-border outstandings presented in Table 28: Cross-Border
Outstandings, represented approximately 26%, 28% and 25% of our
consolidated total assets as of December 31, 2017, 2016 and 2015
respectively.

TABLE 28: CROSS-BORDER OUTSTANDINGS™

Investment Derivatives and

Securities and Other Securities on Total Cross-Border
(In millions) Pssets Loan Outstandings
December 31, 2017
Germany $ 18,201 $ 295§ 18,496
Japan 15,250 549 15,799
United Kingdom

12,051 1,253 13,304

Australia 5,278 390 5,668
Canada 4,215 707 4,922
France 2,684 344 3,028
December 31, 2016
United Kingdom $ 18712 $ 1,761 $ 20,473
Japan 17,922 1,171 19,093
Germany 13,812 484 14,296
Australia 5122 986 6,108
Luxembourg 3,389 762 4,151
Canada 3,179 781 3,960
December 31, 2015
United Kingdom $ 16,965 $ 1,589 $ 18,554
Japan 17,328 87 17,415
Gemany 12,111 569 12,680
Ausgtralia 4,035 292 4,327
Canada 3,156 1,113 4,269
Luxembourg 3,034 514 3,548

(1) Cross-border outstandings included countries in which we do business, and which amounted to at
least 1% of our consolidated total assets as of the dates indicated.

As of December 31, 2017, there were no countries whose aggregate
cross-border outstandings amounted to between 0.75% and 1% of our
consolidated assets. As of December 31, 2016, aggregate cross-border
outstandings in countries which amounted to between 0.75% and 1% of
our consolidated assets totaled approximately $1.84 billion and $2.38
billion to France and the Netherlands, respectively. As of December 31,
2015, aggregate cross-border outstandings in countries which amounted
to between 0.75% and 1% of our consolidated assets totaled
approximately $2.20 billion to the Netherlands.

Risk Management
General

In the normal course of our global business activities, we are
exposed to a variety of risks, some inherent in the financial senices
industry, others more specific to our business activities. Our risk
management framework focuses on material risks, which include the
following:

« credit and counterparty risk;

* liquidity risk, funding and management;

*  operational risk;

* information technology risk;

* market risk associated with our trading activities;

* market risk associated with our non-trading activities, which we
refer to as asset-andHiability management, and which consists
primarily of interest-rate risk;

» strategic risk;

¢ model risk; and

*  reputational, fiduciary and business conduct risk.

Many of these risks, as well as certain factors underlying each of
these risks that could affect our businesses and our consolidated
financial statements, are discussed in detail under ltem 1A, Risk
Factors, of this Form 10-K.

The scope of our business requires that we balance these risks with
a comprehensive and well-integrated risk management function. The
identification, assessment, monitoring, mitigation and reporting of risks
are essential to our financial performance and successful management of
our businesses. These risks, if not effectively managed, can result in
losses to State Street as well as erosion of our capital and damage to
our reputation. Our approach, including Board and senior management
owersight and a system of policies, procedures, limits, risk measurement
and monitoring and intemal controls, allows for an assessment of risks
within a framework for evaluating opportunities for the prudent use of
capital that appropriately balances risk and retumn.

Our objective is to optimize our retum while operating at a prudent
level of risk. In support of this objective, we hawe instituted a risk appetite
framework that aligns our business strategy and financial objectives with
the level of risk that we are willing to incur.

Our risk management is based on the following major goals:

* A culture of risk awareness that extends across all of our
business actiwities;
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» The identification, classification and quantification of State
Street's material risks;

» The establishment of our risk appetite and associated limits
and policies, and our compliance with these limits;

» The establishment of a risk management structure at the “top of
the house” that enables the control and coordination of risk-
taking across the business lines;

» The implementation of stress testing practices and a dynamic
risk-assessment capability;

« Adirect link between risk and strategic-decision making
processes and incentive compensation practices; and

» The owerall flexibility to adapt to the ever-changing business and
market conditions.

Our risk appetite framework outlines the quantitative limits and
qualitative goals that define our risk appetite, as well as the
responsibilities for measuring and monitoring risk against limits, and for
reporting, escalating, approving and addressing exceptions. Our risk
appetite framework is established by ERM, a corporate risk oversight
group, in conjunction with the MRAC and the RC of the Board. The Board
formally reviews and approves our risk appetite statement annually, or
more frequently as required.

The risk appetite framework describes the level and types of risk
that we are willing to accommaodate in executing our business strategy,
and also senes as a guide in setting risk limits across our business
units. In addition to our risk appetite framework, we use stress testing as
another important tool in our risk management practice. Additional
information with respect to our stress testing process and practices is
provided under “Capital” under ltem 7, Management's Discussion and
Analysis, of this Form 10-K.

Disclosures about our management of significant risks can be found
on the following pages within this Form 10-K.

Form 10-KPage
Number
Governance and Structure 76
Credit Risk Management 80
Liquidity Risk Management 85
Operational Risk Management 90
Information Technology Risk Management 93
Market Risk Management 94
Model Risk Management 101
Strategic Risk Management 102

Governance and Structure

We hawe an approach to risk management that involves all levels of
management, from the Board and its committees, including its E&A
Committee, RC, the ECC, as well as the Technology Committee, to each
business unit and each employee. We allocate responsibility for risk
owersight so that risk/return decisions are made at an appropriate level,
and are subject to robust and effective review and challenge. Risk
management is the responsibility of each employee, and is implemented
through three lines of defense: the business units, which own and
manage the risks inherent in their business, are considered the first line
of defense; ERM and other support functions, such as Compliance,
Finance and Vendor Management, provide the second line of defense;
and Corporate Audit, which assesses the effectiveness of the first two
lines of defense.

The responsibilities for effective review and challenge reside with
senior managers, management oversight committees, Corporate Audit
and, ultimately, the Board and its committees. While we believe that our
risk management program is effective in managing the risks in our
businesses, intemal and extemal factors may create risks that cannot
always be identified or anticipated.

Corporate-level risk committees provide focused owersight, and
establish corporate standards and policies for specific risks, including
credit, sovereign exposure, market, liquidity, operational, information
technology as well as new business products, regulatory compliance and
ethics, vendor risk and model risks. These committees have been
delegated the responsibility to develop recommendations and
remediation strategies to address issues that affect or have the potential
to affect State Street.

We maintain a risk governance committee structure which senes
as the formal governance mechanism through which we seek to
undertake the consistent identification, management and mitigation of
various risks facing State Street in connection with its business
activities. This governance structure is enhanced and integrated through
multi-disciplinary involvement, particularly through ERM. The following
chart presents this structure.
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Executive Management Committees:

Management Risk and Capital

Committee
(MRAC)

Risk Committees:

Asset-Liability Committee

Credit Risk and Policy
Conmittee
ALCO
(ALOO) (CRFO)
Basel Oversight
Conmittee
(BOC)
Recovery and Resolution Model Risk Committee
Board 1655

Trading and Market Risk
Conmittee (TMRC)

Hanning Executive Review

Business Conduct

Risk Committee
(BCRC)

Fiduciary Review Comittee

New Business and Product
Approval Conmittee

Conpliance and Bhics
Committee

Technology and Operational Risk

Committee
(TORC)

Operational Risk Technology Risk
Committee Governance Committee
Executive Continuity Executive Information
Steering Committee Security Committee
Third Party Risk
Managenent Steering Access Control Board
Conmittee

. . : Legal Entity Oversight Business Controls Global Transitions
OCAR Steering Committee SSGA Risk Committee Comittee Steering Comitiee Oversight Comittee
Country Risk Conittee Conduct Standards Committee Data Governance Board

Enterprise Risk Management

The goal of ERM is to ensure that risks are proactively identified,
well-understood and prudently managed in support of our business
strategy. ERM provides risk owersight, support and coordination to allow
for the consistent identification, measurement and management of risks
across business units separate from the business units' activities, and is
responsible for the formulation and maintenance of corporate-wide risk
management policies and guidelines. In addition, ERM establishes and
reviews limits and, in collaboration with business unit management,
monitors key risks. Ultimately, ERM works to validate that risk-taking
occurs within the risk appetite statement approved by the Board and
conforms to associated risk policies, limits and guidelines.

The CRO is responsible for State Street’s risk management
globally, leads ERM and has a dual reporting line to State Street’'s CEO
and the Board's RC. ERM manages its responsibilities globally through a
three-dimensional organization structure:

*  “Vertical” business unit-aligned risk groups that support business
managers with risk management, measurement and monitoring
activities;

*  “Horizontal” risk groups that monitor the risks that cross all of our
business units (for example, credit and operational risk); and

* Risk owrsight for intemational activities, which combines
intersecting “Verticals” and “Horizontals” through a hub and spoke
model to provide important regional and legal entity perspectives to
the global risk framework.

Sitting on top of this three-dimensional organization structure is a
centralized group responsible for the aggregation of risk exposures
across the \ertical, horizontal and regional dimensions, for consolidated
reporting, for setting the corporate-level risk appetite framework and
associated limits and policies, and for dynamic risk assessment across
State Street.
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Board Committees

The Board has four committees which assist it in discharging its
responsibilities with respect to risk management: the RC, the E&A
Committee, the ECC, and the Technology Committee.

The RC is responsible for owversight related to the operation of our
global risk management framework, including policies and procedures
establishing risk management governance and processes and risk
control infrastructure for our global operations. The RC is responsible for
reviewing and discussing with management our assessment and
management of all risks applicable to our operations, including credit,
market, interest rate, liquidity, operational and business risks, as well as
compliance and reputational risk and related policies.

In addition, the RC provides owersight on strategic capital
governance principles and controls, resolution planning, and monitors
capital adequacy in relation to risk. The RC is also responsible for
discharging the duties and obligations of the Board under applicable
Basel and other regulatory requirements.

The E&A Committee oversees management's operation of our
comprehensive system of intemal controls covering the integrity of our
consolidated financial statements and reports, compliance with laws,
regulations and corporate policies. The E&A Committee acts on behalf of
the Board in monitoring and overseeing the performance of Corporate
Audit and in reviewing certain communications with banking regulators.
The E&A Committee has direct responsibility for the appointment,
compensation, retention, evaluation and oversight of the work of our
independent registered public accounting firm, including sole authority for
the establishment of pre-approval policies and procedures for all audit
engagements and any non-audit engagements.

The ECC has direct responsibility for the oversight of all
compensation plans, policies, and programs of State Street in which
executive officers participate and incentive, retirement, welfare as well as
equity plans in which certain other employees of State Street participate.
In addition, the ECC owersees the alignment of our incentive
compensation arrangements with our safety and soundness, including
the integration of risk management objectives, and related policies,
arrangements and control processes consistent with applicable related
regulatory rules and guidance.

The Technology Committee leads and assists in the Board's
owersight of the role of technology in executing State Street’s strategy
and supporting State Street’s global business and operational
requirements. The Technology Committee reviews the use of technology
in our activities and operations,

as well as significant technology and technology-related strategies,
investments and policies. In addition, the Technology Committee reviews
and approwves technology and technology-related risk matters, including
information and cyber security.

Executive Management Committees

MRAC is the senior management decision-making body for risk and
capital issues, and owersees our financial risks, our consolidated
statement of condition, and our capital adequacy, liquidity and recovery
and resolution planning. Its responsibilities include:

» The approval of the policies of our global risk, capital and liquidity
management frameworks, including our risk appetite framework;

»  The monitoring and assessment of our capital adequacy based
on intemal policies and regulatory requirements;

» The owersight of our firm-wide risk identification, model risk
gowvernance, stress testing and Recowvery and Resolution Plan
programs; and

»  The ongoing monitoring and review of risks undertaken within the
businesses, and our senior management oversight and approval
of risk strategies and tactics.

MRAC, is co-chaired by our CRO and CFO, who regularly present
to the RC on dewelopments in the risk environment and performance
trends in our key business areas.

BCRC provides additional risk goverance and leadership, by
owerseeing our business practices in terms of our compliance with laws,
regulations and our standards of business conduct, our commitments to
clients and others with whom we do business, and potential reputational
risks. Management considers adherence to high ethical standards to be
critical to the success of our business and to our reputation. The BCRC
is co-chaired by our CAO and our Chief Legal Officer.

TORC owersees and assesses the effectiveness of corporate-wide
technology and operational risk management programs, to manage and
control technology and operational risk consistently across the
organization. TORC is co-chaired by the CAO and the Chief Information
Officer.
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Risk Committees

The following risk committees, under the owersight of the respective

executive management committees, have focused responsibilities for
oversight of specific areas of risk management:

MRAC

ALCO is the senior corporate oversight and decision-making
body for balance sheet strategy, Global Treasury business
activities and risk management for interest rate risk, liquidity risk
and non-trading market risk. ALCO's roles and responsibilities
are designed to be complementary to, and in coordination with
the MRAC, which approves the corporate risk appetite and
associated balance sheet strategy.

CRPC has primary responsibility for the oversight and review of
credit and counterparty risk across business units, as well as
owersight, review and approval of the credit risk policies and
guidelines; the Committee consists of senior executives within
ERM, and reviews policies and guidelines related to all aspects
of our business which give rise to credit risk; our business units
are also represented on the CRPC; credit risk policies and
guidelines are reviewed periodically, but at least annually;

TMRC reviews the effectiveness of, and approves, the market
risk framework at least annually; it is the senior oversight and
decision-making committee for risk management within our
global markets businesses; the TMRC is responsible for the
formulation of guidelines, strategies and workflows with respect
to the measurement, monitoring and control of our trading
market risk, and also approves market risk tolerance limits,
collateral and margin policies, and trading authorities; the TMRC
meets regularly to monitor the management of our trading
market risk activities;

BOC provides owersight and governance over Basel related
regulatory requirements, assesses compliance with respect to
Basel regulations and approves all material methodologies and
changes, policies and reporting;

The Recowery and Resolution Planning Executive Review Board
owersees the dewvelopment of recovery and resolution plans as
required by banking regulators;

MRC monitors the owerall level of model risk and provides
owersight of the model governance process pertaining to financial

models, including the validation of key models and the ongoing
monitoring of model performance. The MRC may also, as
appropriate, mandate remedial actions and compensating
controls to be applied to models to address modeling
deficiencies as well as other issues identified;

The CCAR Steering Committee provides primary supenision of
the stress tests performed in conformity with the Federal
Resene's CCAR process and the Dodd-Frank Act, and is
responsible for the owverall management, review, and approval of
all material assumptions, methodologies, and results of each
stress scenario;

The SSGA Risk Committee is the most senior owersight and
decision making committee for risk management within SSGA,
the committee is responsible for overseeing the alignment of
SSGA's strategy, and risk appetite, as well as alignment with
State Street corporate-wide strategies and risk management
standards; and

The Country Risk Committee oversees the identification,

assessment, monitoring, reporting and mitigation, where
necessary, of country risks.

BCRC

The Fiduciary Review Committee reviews and assesses the
fiduciary risk management programs of those units in which we
sene in a fiduciary capacity;

The New Business and Product Approval Committee provides
owersight of the evaluation of the risk inherent in proposed new
products or senices and new business, and extensions of
existing products or senices, evaluations including economic
justification, material risk, compliance, regulatory and legal
considerations, and capital and liquidity analyses;

The Compliance and Ethics Committee provides review and
owersight of our compliance programs, including its culture of
compliance and high standards of ethical behavior; and

The Legal Entity Oversight Committee establishes standards
with respect to the govemance of State Street legal entities,
monitors adherence to those standards, and owversees the
ongoing evaluation of our legal entity structure, including the
formation, maintenance and dissolution of legal entities.
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The Conduct Standards Committee provides oversight of our
enforcement of employee conduct standards.

TORC

The Operational Risk Committee, along with the support of
regional business or entity-specific working groups and
committees, is responsible for oversight of our operational risk
programs, including determining that the implementation of those
programs is designed to identify, manage, and control
operational risk in an effective and consistent manner across the
fim;

The Technology Risk Governance Committee provides regular
reporting to TORC and escalates technology risk issues to
TORC, as appropriate;

The Executive Continuity Steering Committee reviews overall
business continuity program performance, provides for executive
accountability for compliance with the business continuity
program and standards, and reviews and approves major
changes or exceptions to program policy and standards;

The Executive Information Security Committee is responsible for
managing the Enterprise Information Security posture and
program, including cyber security protections, provides
enterprise-wide owersight of the Information Security Program to
provide that controls are measured and managed, and senes as
an escalation point for issues identified during the execution of
information technology activities and risk mitigation;

The Third Party Risk Management Steering Committee provides
owersight over the vendor management program, approves
policies, and serves as an escalation path for program
compliance exceptions;

The Access Control Board establishes and provides appropriate
governance and controls over our access control security
framework;

The Business Controls Steering Committee is responsible for
owerseeing and monitoring the execution and ongoing monitoring
of our program of enhanced business controls practices across
the organization;

The Global Transitions Oversight Committee is responsible for
establishing a framework to monitor and oversee transitions
between and among State Street legal entities against State
Street resolvability principles, to monitor compliance with that
framework to support optimization of State Street’s global

operating footprint through increased consistency, transparency
and sharing of best practices among State Street legal entities,
and to sene as a forum for review and discussion of issues
impacting intemnal transitions among State Street legal entities;
and

* The Data Govemance Board is responsible for overseeing State
Street’s data governance \ision, strategies and priorities and
ensuring alignment of data govemance policies and practices
with corporate strategy and with State Street’s obligations to
comply with data-related regulations.

Credit Risk Management
Core Policies and Principles

We define credit risk as the risk of financial loss if a counterparty,
borrower or obligor, collectively referred to as a counterparty, is either
unable or unwilling to repay borrowings or settle a transaction in
accordance with underlying contractual terms. We assume credit risk in
our traditional non-trading lending activities, such as loans and
contingent commitments, in our investment securities portfolio, where
recourse to a counterparty exists, and in our direct and indirect trading
activities, such as principal securities lending and foreign exchange and
indemnified agency securities lending. We also assume credit risk in our
day-to-day treasury and securities and other settlement operations, in
the form of deposit placements and other cash balances, with central
banks or private sector institutions.

We distinguish between three major types of credit risk:

»  Default risk - the risk that a counterparty fails to meet its
contractual payment obligations;

«  Country risk - the risk that we may suffer a loss, in any given
country, due to any of the following reasons: deterioration of
economic conditions, political and social upheaval,
nationalization and appropriation of assets, government
repudiation of indebtedness, exchange controls, and disruptive
currency depreciation or devaluation; and

»  Settlement risk - the risk that the settlement or clearance of
transactions will fail, which arises whenever the exchange of
cash, securities and/or other assets is not simultaneous.

The acceptance of credit risk by State Street is governed by
corporate policies and guidelines, which include standardized procedures
applied across the entire organization. These policies and guidelines
include specific requirements related to each counterparty's risk profile;
the markets sened;
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counterparty, industry and country concentrations; and regulatory
compliance. These policies and procedures also implement a number of
core principles, which include the following:

* We measure and consolidate credit risks to each counterparty,
or group of counterparties, in accordance with a “one-obligor”
principle that aggregates risks across our business units;

* ERMreviews and approwes all extensions of credit, or material
changes to extensions of credit (such as changes in term,
collateral structure or covenants), in accordance with assigned
credit-approval authorities;

»  Credit-approval authorities are assigned to individuals according
to their qualifications, experience and training, and these
authorities are periodically reviewed. Our largest exposures
require approval by the Credit Committee, a sub-committee of
the CRPC. With respect to small and low-risk extensions of
credit to certain types of counterparties, approval authority is
granted to individuals outside of ERM,;

*  We seek to awoid or limit undue concentrations of risk.
Counterparty (or groups of counterparties), industry, country
and product-specific concentrations of risk are subject to
frequent review and approval in accordance with our risk
appetite;

*  We determine the creditworthiness of counterparties through a
detailed risk assessment, including the use of comprehensive
internal risk-rating methodologies;

*  We review all extensions of credit and the creditworthiness of
counterparties at least annually. The nature and extent of these
reviews are determined by the size, nature and term of the
extensions of credit and the creditworthiness of the
counterparty; and

»  We subject all corporate policies and guidelines to annual
review as an integral part of our periodic assessment of our risk
appetite.

Our corporate policies and guidelines require that the business
units which engage in activities that give rise to credit and counterparty
risk comply with procedures that promote the extension of credit for
legitimate business purposes; are consistent with the maintenance of
proper credit standards; limit credit-related losses; and are consistent
with our goal of maintaining a strong financial condition.

Structure and Organization

The Credit Risk group within ERM is responsible for the
assessment, approval and monitoring of credit risk across State Street.
The group is managed centrally, has dedicated teams in a number of
locations worldwide across our businesses, and is responsible for related
policies and procedures, and for our intemal credit-rating systems and
methodologies. In addition, the group, in conjunction with the business
units, establishes appropriate measurements and limits to control the
amount of credit risk accepted across its various business activities,
both at the portfolio level and for each individual counterparty or group of
counterparties, to individual industries, and also to counterparties by
product and country of risk. These measurements and limits are reviewed
periodically, but at least annually.

In conjunction with other groups in ERM, the Credit Risk group is
jointly responsible for the design, implementation and oversight of our
credit risk measurement and management systems, including data and
assessment systems, quantification systems and the reporting
framework.

Various key committees within State Street are responsible for the
owersight of credit risk and associated credit risk policies, systems and
models. All credit-related activities are governed by our risk appetite
framework and our credit risk guidelines, which define our general
philosophy with respect to credit risk and the manner in which we
control, manage and monitor such risks.

The previously described CRPC (refer to "Risk Committees") has
primary responsibility for the oversight, review and approval of the credit
risk guidelines and policies. Credit risk guidelines and policies are
reviewed periodically, but at least annually.

The Credit Committee, a sub-committee of the CRPC, has
responsibility for assigning credit authority and approving the largest and
higher-risk extensions of credit to individual counterparties or groups of
counterparties.

CRPC provides periodic updates to MRAC and the Board's RC.
Credit Ratings
We perform initial and ongoing reviews to exercise due diligence on

the creditworthiness of our counterparties when conducting any business
with them or approving any credit limits.

This due diligence process generally includes the assignment of an
intemal credit rating, which is determined by the use of intemally
deweloped and validated methodologies, scorecards and a 15-grade rating
scale. This risk-rating process incorporates the
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use of risk-rating tools in conjunction with management judgment;
qualitative and quantitative inputs are captured in a replicable manner
and, following a formal review and approval process, an intemal credit
rating based on our rating scale is assigned. Credit ratings are revewed
and approved by the Credit Risk group or designees within ERM. To
facilitate comparability across the portfolio, counterparties within a given
sector are rated using a risk-rating tool developed for that sector.

Our risk-rating methodologies are approved by the CRPC, after
completion of intemal model validation processes, and are subject to an
annual review, including re-validation.

We generally rate our counterparties individually, although accounts
defined by us as low-risk are rated on a pooled basis. We evaluate and
rate the credit risk of our counterparties on an ongoing basis.

Risk Parameter Estimates

Our intemal risk-rating system promotes a clear and consistent
approach to the determination of appropriate credit risk classifications for
our credit counterparties and exposures, tracking the changes in risk
associated with these counterparties and exposures over time. This
capability enhances our ability to more accurately calculate both risk
exposures and capital, enabling better strategic decision making across
the organization.

We use credit risk parameter estimates for the following purposes:

» The assessment of the creditworthiness of new counterparties
and, in conjunction with our risk appetite statement, the
dewvelopment of appropriate credit limits for our products and
senices, including loans, foreign exchange, securities finance,
placements and repurchase agreements;

» The use of an automated process for limit approvals for certain
low-risk counterparties, as defined in our credit risk guidelines,
based on the counterparty’s probability-of-default, or PD, rating
class;

»  The dewelopment of approval authority matrices based on PD;
riskier counterparties with higher ratings require higher lewels of
approval for a comparable PD and limit size compared to less
risky counterparties with lower ratings;

» The analysis of risk concentration trends using historical PD
and exposure-at-default, or EAD, data;

» The standardization of rating integrity testing by GCR using
rating parameters;

»  The determination of the level of management review of short-
duration

advances depending on PD; riskier counterparties with higher
rating class values generally trigger higher lewvels of
management escalation for comparable short-duration advances
compared to less risky counterparties with lower rating-class
values;

«  The monitoring of credit facility utilization levels using EAD
values and the identification of instances where counterparties
hawe exceeded limits;

« The aggregation and comparison of counterparty exposures
with risk appetite lewels to determine if businesses are
maintaining appropriate risk lewels; and

»  The determination of our regulatory capital requirements for the
AIRB provided in the Basel framework.

Credit Risk Mitigation

We seek to limit our credit exposure and reduce our potential credit
losses through various types of risk mitigation. In our day-to-day
management of credit risks, we utilize and recognize the following types
of risk mitigation.

Collateral

In many parts of our business, we regularly require or agree for
collateral to be received from or provided to clients and counterparties in
connection with contracts that incur credit risk. In our trading
businesses, this callateral is typically in the form of cash and highly-
rated securities (government securities and other bonds or equity
securities). Credit risks in our non-trading and securities finance
businesses are also often secured by bonds and equity securities and by
other types of assets. Collateral senes to reduce the risk of loss inherent
in an exposure by improving the prospect of recowvery in the event of a
counterparty default. Howewer, rapidly changing market values of the
collateral we hold, unexpected increases in the credit exposure to a
client or counterparty, reductions in the value or change in the type of
securities held by us, as well as operational errors or errors in the
manner in which we seek to exercise our rights, may reduce the risk
mitigation effects of collateral or result in other security interests not
being effective to reduce potential credit exposure. While collateral is
often an altemative source of repayment, it generally does not replace
the requirement within our policies and guidelines for high-quality
underwriting standards. We also may choose to incur credit exposure
without the benefit of collateral or other risk mitigating credits rights.

Our credit risk guidelines require that the collateral we accept for
risk mitigation purposes is of high quality, can be reliably valued and can
be

State Street Corporation | 82



Table of Contents

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

liquidated if or when required. Generally, when collateral is of lower
quality, more difficult to value or more challenging to liquidate, higher
discounts to market values are applied for the purposes of measuring
credit risk. For certain less liquid collateral, longer liquidation periods are
assumed when determining the credit exposure.

All types of collateral are assessed regularly by ERM, as is the
basis on which the collateral is valued. Our assessment of collateral,
including the ability to liquidate collateral in the event of a counterparty
default, and also with regard to market values of collateral under a variety
of hypothetical market conditions, is an integral component of our
assessment of risk and approval of credit limits. We also seek to
identify, limit and monitor instances of "wrong-way" risk, where a
counterparty’s risk of default is positively correlated with the risk of our
collateral eroding in value.

We maintain policies and procedures requiring that documentation
used to collateralize a transaction is legal, valid, binding and enforceable
in the relevant jurisdictions. We also conduct legal reviews to assess
whether our documentation meets these standards on an ongoing basis.
Netting

Netting is a mechanism that allows institutions and counterparties
to net offsetting exposures and payment obligations against one another
through the use of qualifying master netting agreements. A master
netting agreement allows the netting of rights and obligations arising
under derivative or other transactions that have been entered into under
such an agreement upon the counterparty’s default, resulting in a single
net claim owed by, or to, the counterparty. This is commonly referred to
as "close-out netting,” and is pursued wherever possible. We may also
enter into master agreements that allow for the netting of amounts
payable on a given day and in the same currency, reducing our
settlement risk. This is commonly referred to as “payment netting,” and
is widely used in our foreign exchange activities.

As with collateral, we have policies and procedures in place to
apply close-out and payment netting only to the extent that we have
werified legal validity and enforceability of the master agreement. In the
case of payment netting, operational constraints may preclude us from
reducing settlement risk, notwithstanding the legal right to require the
same under the master netting agreement.

Guarantees

A guarantee is a financial instrument that results in credit support
being provided by a third party, (i.e., the protection provider) to the
underlying obligor (the beneficiary of the provided protection) on account
of

an exposure owing by the obligor. The protection provider may support
the underlying exposure either in whole or in part. Support of this kind
may take different forms. Typical forms of guarantees provided to State
Street include financial guarantees, letters of credit, bankers’
acceptances, PUA contracts and insurance.

We hawe established a review process to evaluate guarantees under
the applicable requirements of State Street policies and Basel llI
requirements. Governance for this evaluation is covered under policies
and procedures that require regular reviews of documentation,
jurisdictions, and credit quality of protection providers.

Pursuant to the Basel lll final rule, we are permitted to reflect the
application of credit risk mitigation which may include, for example,
guarantees, collateral, netting, secured interests in non-financial assets
and credit default swaps. State Street does not actively use credit default
swaps as a risk mitigation tool, although it increasingly applies the
recognition of guarantees, collateral and security over non-financial
assets to mitigate overall risk within its counterparty credit portfolio.
Credit Limits

Central to our philosophy for our management of credit risk is the
approval and imposition of credit limits, against which we monitor the
actual and potential future credit exposure arising from our business
activities with counterparties or groups of counterparties. Credit limits are
a reflection of our risk appetite, which may be determined by the
creditworthiness of the counterparty, the nature of the risk inherent in the
business undertaken with the counterparty, or a combination of relevant
credit factors. Our risk appetite for certain sectors and certain countries
and geographic regions may also influence the lewel of risk we are willing
to assume to certain counterparties.

The analysis and approval of credit limits is undertaken in a
consistent manner across our businesses, although the nature and
extent of the analysis may vary, based on the type, term and magnitude
of the risk being assumed. Credit limits and underlying exposures are
assessed and measured on both a gross and net basis where
appropriate, with net exposure determined by deducting the value of any
collateral held. For certain types of risk being assumed, we will also
assess and measure exposures under a variety of hypothetical market
conditions. Credit limit approvals across State Street are undertaken by
the Credit Risk group, by individuals to whom credit authority has been
delegated, or by the Credit Committee.

Credit limits are re-evaluated annually, or more frequently as
needed, and are revised periodically on
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prevailing and anticipated market conditions, changes in counterparty or
country-specific credit ratings and outlook, changes in State Street's risk
appetite for certain counterparties, sectors or countries, and
enhancements to the measurement of credit utilization.
Reporting

Ongoing active monitoring and management of our credit risk is an
integral part of our credit risk management framework. We maintain
management information systems to identify, measure, monitor and
report credit risk across businesses and legal entities, enabling ERM
and our businesses to hawe timely access to accurate information on
credit limits and exposures. Monitoring is performed along the
dimensions of counterparty, industry, country and product-specific risks
to facilitate the identification of concentrations of risk and emerging
trends.

Key aspects of this credit risk reporting structure include
govemance and owversight groups, palicies that define standards for the
reporting of credit risk, data aggregation and sourcing systems, and
separate testing of relevant risk reporting functions by Corporate Audit.

The Credit Portfolio Management group routinely assesses the
composition of our owerall credit risk portfolio for alignment with our
stated risk appetite. This assessment includes routine analysis and
reporting of the portfolio, monitoring of market-based indicators, the
assessment of industry trends and developments, and regular reviews of
concentrated risks. The Credit Portfolio Management group is also
responsible, in conjunction with the business units, for defining the
appetite for credit risk in the major sectors in which we hawe a
concentration of business activities. These sector-level risk appetite
statements, which include counterparty selection criteria and granular
underwriting guidelines, are reviewed periodically and approved by the
CRPC.

Monitoring

Regular sunillance of credit and counterparty risks is undertaken
by our business units, the Credit Risk group and designees with ERM,
allowing for frequent and extensive owersight. This sunweillance process
includes, but is not limited to, the following components:

+ Annual Reviews. A formal review of counterparties is
conducted at least annually and includes a thorough review of
operating performance, primary risk factors and our intemal
credit risk rating. This annual review also includes a review of
current and proposed credit limits, an assessment of our
ongoing risk appetite and verification that supporting legal
documentation remains effective.

¢ Interim Monitoring. Periodic monitoring of our largest and
riskiest counterparties is undertaken more frequently, utilizing
financial information, market indicators and other relevant credit
and performance measures. The nature and extent of this
interim monitoring is individually tailored to certain
counterparties and/or industry sectors to identify material
changes to the risk profile of a counterparty (or group of
counterparties) and assign an updated intemal risk rating in a
timely manner.

We maintain an active "watch list" for all counterparties where we
have identified a concem that the actual or potential risk of default has
increased. The watch list status denotes a concem with some aspect of
a counterparty's risk profile that warrants closer monitoring of the
counterparty's financial performance and related risk factors. Our ongoing
monitoring processes are designed to facilitate the early identification of
counterparties whose creditworthiness is deteriorating; any counterparty
may be placed on the watch list by ERM at its sole discretion.

Counterparties that receive an intemal risk rating within a certain
range on our rating scale are eligible for watch list designation. These
risk ratings generally correspond with the non-investment grade or near
non-investment grade ratings established by the major independent
credit-rating agencies, and also include the regulatory classifications of
“Special Mention,” “Substandard,” “Doubtful” and “Loss.” Counterparties
whose intemal ratings are outside this range may also be placed on the
watch list.

The Credit Risk group maintains primary responsibility for our watch
list processes, and generates a monthly report of all watch list
counterparties. The watch list is formally reviewed at least on a quarterly
basis, with participation from senior ERM staff, and representatives from
the business units and our corporate finance and legal groups as
appropriate. These meetings include a review of individual watch list
counterparties, together with credit limits and prevailing exposures, and
are focused on actions to contain, reduce or eliminate the risk of loss to
State Street. Identified actions are documented and monitored.

Controls

GCR provides a separate level of suneillance and owersight over the
integrity of our credit risk management processes, including the intemal
risk-rating system. GCR reviews counterparty credit ratings for all
identified sectors on an ongoing basis. GCR is subject to oversight by
the CRPC, and provides periodic updates to the Board's RC.
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Specific activities of GCR include the following:

* Separate and objective assessments of our credit and
counterparty exposures to determine the nature and extent of
risk undertaken by the business units;

»  Periodic credit process and credit product reviews, focusing on
and assessing credit analysis, policy compliance, prudent
transaction structure and underwriting standards, administration
and documentation, risk-rating integrity, and relevant trends;

* Identification and monitoring of developing counterparty, market
and/or industry sector trends to limit risk of loss and protect
capital;

* Regular and formal reporting of reviews, including findings and
requisite actions to remedy identified deficiencies;

* Allocation of resources for specialized risk assessments (on an
as-needed basis);

» Assessment of the lewvel of the allowance for loan and lease
losses and OTTI; and

» Liaison with auditors and regulatory personnel on matters
relating to risk rating, reporting, and measurement.

Reserve for Credit Losses

We maintain an allowance for loan and lease losses to support our
on-balance sheet credit exposures. We also maintain a resenve for
unfunded commitments and letters of credit to support our off-balance
credit exposure. The two components together represent the resene for
credit losses. Review and evaluation of the adequacy of the resene for
credit losses is ongoing throughout the year, but occurs at least
quarterly, and is based, among other factors, on our evaluation of the
level of risk in the portfolio, the volume of adversely classified loans,
previous loss experience, current trends, and economic conditions and
their effect on our counterparties. Additional information about the
allowance for loan and lease losses is provided in Note 4 to the
consolidated financial statements included under ltem 8, Financial
Statements and Supplementary Data, of this Form 10-K.

Liquidity Risk Management

Liquidity risk is defined as the potential that our financial condition
or owerall viability could be adversely affected by an actual or perceived
inability to meet cash and collateral obligations. The goal of liquidity risk
management is to maintain, even in the event of stress, our ability to
meet our cash and collateral obligations.

Liquidity is managed to meet our financial obligations in a timely
and cost-effective manner, as well as maintain sufficient flexibility to fund
strategic corporate initiatives as they arise. Our effective

management of liquidity involves the assessment of the potential
mismatch between the future cash demands of our clients and our
available sources of cash under both normal and adverse economic and
business conditions.

We manage our liquidity on a global, consolidated basis. We also
manage liquidity on a stand-alone basis at the Parent Company and at
State Street Bank, as well as at certain branches and subsidiaries of
State Street Bank. State Street Bank generally has access to markets
and funding sources limited to banks, such as the federal funds market
and the Federal Resene's discount window. Our Parent Company is
managed to a more consenvative liquidity profile, reflecting narrower
market access. Our Parent Company typically maintains access to
enough cash, primarily in the form of interest-bearing deposits or time
deposits with its banking subsidiaries and access to borrowing from
SSIF, to meet its current debt maturities and cash needs, as well as
those projected over the next one-year period. As of December 31, 2017,
the value of our Parent Company's net liquid assets totaled $0.53 billion,
compared with $3.64 billion as of December 31, 2016, reflecting the
contribution of liquid assets to SSIF in July 2017 in accordance with the
support agreement. At December 31, 2017, the value of SSIF's net liquid
assets totaled $2.88 billion. As of December 31, 2017, our Parent
Company has approximately $1.4 billion of senior notes outstanding that
will mature in the next twelve months.

Based on our lewvel of consolidated liquid assets and our ability to
access the capital markets for additional funding when necessary,
including our ability to issue debt and equity securities under our current
universal shelf registration, management considers our overall liquidity as
of December 31, 2017 to be sufficient to meet its curent commitments
and business needs, including accommodating the transaction and cash
management needs of its clients.

Governance

Global Treasury is responsible for our management of liquidity. This
includes the day-to-day management of our global liquidity position, the
development and monitoring of early waming indicators, key liquidity risk
metrics, the creation and execution of stress tests, the evaluation and
implementation of regulatory requirements, the maintenance and
execution of our liquidity guidelines and contingency funding plan, and
routine management reporting to ALCO, MRAC and the Board's RC.

Global Treasury Risk Management, part of ERM, provides separate
owersight over the identification, communication, and management of
Global
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Treasury’s risks in support of our business strategy. Global Treasury
Risk Management reports to the CRO. Global Treasury Risk
Management’s responsibilities relative to liquidity risk management
include the development and review of policies and guidelines; the
monitoring of limits related to adherence to the liquidity risk guidelines
and associated reporting.

Liquidity Framework

Our liquidity framework contemplates areas of potential risk based
on our activities, size, and other appropriate risk-related factors. In
managing liquidity risk we employ limits, maintain established metrics
and early warning indicators, and perform routine stress testing to
identify potential liquidity needs. This process involves the evaluation of a
combination of intemnal and extemal scenarios which assist us in
measuring our liquidity position and in identifying potential increases in
cash needs or decreases in available sources of cash, as well as the
potential impairment of our ability to access the global capital markets.

We manage liquidity according to several principles that are equally
important to our overall liquidity risk management framework:

» Structural liquidity management addresses liquidity by
monitoring and directing the composition of our consolidated
statement of condition. Structural liquidity is measured by
metrics such as the percentage of total wholesale funds to
consolidated total assets, and the percentage of non-government
investment securities to client deposits. In addition, on a regular
basis and as described below, our structural liquidity is
evaluated under various stress scenarios.

» Tactical liquidity management addresses our day-to-day funding
requirements and is largely driven by changes in our primary
source of funding, which are client deposits. Fluctuations in
client deposits may be supplemented with short-term
borrowings, which generally include commercial paper and
certificates of deposit.

» Stress testing and contingent funding planning are longer-term
strategic liquidity risk management practices. Regular and ad
hoc liquidity stress testing are performed under various severe
but plausible scenarios at the consolidated level and at
significant subsidiaries, including State Street Bank. These tests
contemplate severe market and State Street-specific events
under various time horizons and severities. Tests contemplate
the impact of material changes in key funding sources, credit
ratings,

additional collateral requirements, contingent uses of funding,
systemic shocks to the financial markets, and operational
failures based on market and State Street-specific assumptions.
The stress tests evaluate the required lewel of funding versus
awvailable sources in an adverse environment. As stress testing
contemplates potential forward-looking scenarios, results also
sene as a trigger to activate specific liquidity stress lewels and
contingent funding actions.

CFPs are designed to assist senior management with decision-
making associated with any contingency funding response to a possible
or actual crisis scenario. The CFPs define roles, responsibilities and
management actions to be taken in the event of deterioration of our
liquidity profile caused by either a State Street-specific event or a broader
disruption in the capital markets. Specific actions are linked to the level
of stress indicated by these measures or by management judgment of
market conditions.

Liquidity Risk Metrics

In managing our liquidity, we employ early waming indicators and
metrics. Early waming indicators are intended to detect situations which
may result in a liquidity stress, including changes in our common stock
price and the spread on our long-term debt. Additional metrics that are
critical to the management of our consolidated statement of condition
and monitored as part of our routine liquidity management include
measures of our fungible cash position, purchased wholesale funds,
unencumbered liquid assets, deposits, and the total of investment
securities and loans as a percentage of total client deposits.

Asset Liquidity

Central to the management of our liquidity is asset liquidity, which
consists primarily of unencumbered highly liquid securities, cash and
cash equivalents reported on our consolidated statement of condition.
We restrict the eligibility of securities of asset liquidity to U.S.
Government and federal agency securities (including MBS), selected
non-U.S. Government and supranational securities as well as certain
other high- quality securities which generally are more liquid than other
types of assets ewven in times of stress. Our asset liquidity metric is
similar to the HQLA under the U.S. LCR, and our HQLA, under the LCR
final rule definition, were estimated to be $65.35 billion and $87.20 billion
as of December 31, 2017 and December 31, 2016, respectively.
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TABLE 29: COMPONENTS OF AVERAGE HQLA BY TYPE OF ASSET

(In millions) December 31, 2017 December 31, 2016

Excess Central Bank Balances $ 33,584 $ 48,407
U.S. Treasuries 10,278 17,770
Other Investment securities 13,422 15,442
Foreign government 8,064 5,585
Total $ 65,348 $ 87,204

With respect to highly liquid short-term investments presented in
the preceding table, due to the continued elevated level of client deposits
as of December 31, 2017, we maintained cash balances in excess of
regulatory requirements governing deposits with the Federal Resene of
approximately $33.58 billion at the Federal Resene, the ECB and other
non-U.S. central banks, compared to $48.40 billion as of December 31,
2016. The lower levels of deposits with central banks as of December 31,
2017 compared to December 31, 2016 was due to normal deposit
volatility.

Liquid securities carried in our asset liquidity include securities
pledged without corresponding advances from the FRBB, the FHLB, and
other non-U.S. central banks. State Street Bank is a member of the
FHLB. This membership allows for advances of liquidity in varying terms
against high-quality collateral, which helps facilitate asset-and-liability
management.

Access to primary, intra-day and contingent liquidity provided by
these utilities is an important source of contingent liquidity with utilization
subject to underlying conditions. As of December 31, 2017 and
December 31, 2016, we had no outstanding primary credit borrowings
from the FRBB discount window or any other central bank facility, and as
of the same dates, no FHLB advances were outstanding.

In addition to the securities included in our asset liquidity, we have
significant amounts of other unencumbered investment securities. The
aggregate fair value of those securities was $66.10 billion as of
December 31, 2017, compared to $54.40 billion as of December 31,
2016. These securities are available sources of liquidity, although not as
rapidly deployed as those included in our asset liquidity.

Measures of liquidity include LCR, NSFR and TLAC which are
described in "Supenision and Regulation" included under ltem 1,
Business, of this Form 10-K.

Uses of Liquidity

Significant uses of our liquidity could result from the following:
withdrawals of client deposits; draw-downs of unfunded commitments to
extend credit or to purchase securities, generally provided through lines
of credit; and short-duration advance facilities. Such circumstances
would generally arise under

stress conditions including deterioration in credit ratings. A recurring
significant use of our liquidity involves our deployment of HQLA from our
investment portfolio to post collateral to financial institutions and
participants in our agency lending program sening as sources of
securities under our enhanced custody program.

We had unfunded commitments to extend credit with gross
contractual amounts totaling $26.49 billion and $26.99 billion as of
December 31, 2017 and December 31, 2016, respectively. These
amounts do not reflect the value of any collateral. As of December 31,
2017, approximately 72% of our unfunded commitments to extend credit
expire within one year. Since many of our commitments are expected to
expire or renew without being drawn upon, the gross contractual amounts
do not necessarily represent our future cash requirements.

Information about our resolution planning and the impact actions
under our resolution plans could have on our liquidity is provided in
"Supenision and Regulation," included under ltem 1. Business, of this
Form 10-K.

Funding
Deposits

We provide products and senvces including custody, accounting,
administration, daily pricing, foreign exchange senices, cash
management, financial asset management, securities finance and
investment advisory senices. As a provder of these products and
senices, we generate client deposits, which have generally provided a
stable, low-cost source of funds. As a global custodian, clients place
deposits with State Street entities in various currencies. As of
December 31, 2017 and December 31, 2016, approximately 60% of our
awerage client deposit balances were denominated in U.S. dollars,
approximately 20% in EUR, 10% in GBP and 10% in all other
currencies.

For the past seweral years, we hawe frequently experienced higher
client deposit inflows toward the end of each fiscal quarter or the end of
the fiscal year. As a result, we believe average client deposit balances
are more reflective of ongoing funding than period-end balances.

TABLE 30: TOTAL DEPOSITS

Average Balance

December 31 Years Ended December 31,
(In millions) 2017 2016 2017 2016
Client deposits $ 180,149 $ 176693 $ 158,996 $ 156,029
Wholesale CDs 4,747 10,470 4,812 14,456
Total deposits $ 184896 $ 187,163 $ 163,808 $ 170,485
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Short-Term Funding

Our on-balance sheet liquid assets are also an integral component
of our liquidity management strategy. These assets provide liquidity
through maturities of the assets, but more importantly, they provide us
with the ability to raise funds by pledging the securities as collateral for
borrowings or through outright sales. In addition, our access to the global
capital markets gives us the ability to source incremental funding at
reasonable rates of interest from wholesale investors. As discussed
earlier under “Asset Liquidity,” State Street Bank's membership in the
FHLB allows for advances of liquidity with varying terms against high-
quality collateral.

Short-term secured funding also comes in the form of securities lent
or sold under agreements to repurchase. These transactions are short-
term in nature, generally ovemight, and are collateralized by high-quality
investment securities. These balances were $2.84 billion and $4.40
billion as of December 31, 2017 and December 31, 2016, respectiwely.

State Street Bank currently maintains a line of credit with a financial
institution of CAD 1.40 billion, or approximately $1.11 billion as of
December 31, 2017, to support its Canadian securities processing
operations. The line of credit has no stated termination date and is
cancelable by either party with prior notice. As of December 31, 2017,
there was no balance outstanding on this line of credit.

Long-Term Funding

We hawe the ability to issue debt and equity securities under our
current universal shelf registration to meet current commitments and
business needs, including accommodating the transaction and cash
management needs of our clients. In addition, State Street Bank, a
wholly owned subsidiary of the Parent Company, also has authorization
to issue up to $5 billion in unsecured senior debt and an additional $500
million of subordinated debt.

Agency Credit Ratings

Our ability to maintain consistent access to liquidity is fostered by
the maintenance of high investment-grade ratings as measured by the
major independent credit rating agencies. Factors essential to
maintaining high credit ratings include:

» diverse and stable core eamings;
* relative market position;

» strong risk management;
» strong capital ratios;

« diverse liquidity sources, including the global capital markets
and client deposits;

»  strong liquidity monitoring procedures; and

» preparedness for current or future regulatory developments.
High ratings limit borrowing costs and enhance our liquidity by:

»  providing assurance for unsecured funding and depositors;

* increasing the potential market for our debt and improving our
ability to offer products;

* sening markets; and

* engaging in transactions in which clients value high credit
ratings.

A downgrade or reduction of our credit ratings could have a material
adwerse effect on our liquidity by restricting our ability to access the
capital markets, which could increase the related cost of funds. In tum,
this could cause the sudden and large-scale withdrawal of unsecured
deposits by our clients, which could lead to draw-downs of unfunded
commitments to extend credit or trigger requirements under securities
purchase commitments; or require additional collateral or force
terminations of certain trading derivative contracts.

A majority of our derivative contracts have been entered into under
bilateral agreements with counterparties who may require us to post
collateral or terminate the transactions based on changes in our credit
ratings. We assess the impact of these arrangements by determining the
collateral that would be required assuming a downgrade by all rating
agencies. The additional collateral or termination payments related to our
net derivative liabilities under these arrangements that could have been
called by counterparties in the event of a downgrade in our credit ratings
below lewels specified in the agreements is disclosed in Note 10 to the
consolidated financial statements included under ltem 8, Financial
Statements and Supplementary Data, of this Form 10-K. Other funding
sources, such as secured financing transactions and other margin
requirements, for which there are no explicit triggers, could also be
adwersely affected.
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TABLE 31: CREDIT RATINGS
As of December 31, 2017
Moody’s
Standard & Investors
Poor’s Service Fitch
State Street:
Senior debt A A1 AA-
Subordinated debt A- A2 A+
Junior subordinated debt BBB A3 BBB+
Preferred stock BBB Baa1l BBB
Qutlook Stable Stable Stable
State Street Bank:
Short-termdeposits A-1+ P-1 F1+
Long-termdeposits AA- Aal AA+
Senior debt/Long-termissuer AA- Aa3 AA
Subordinated debt A Aa3 A+
Qutlook Stable Stable Stable

Contractual Cash Obligations and Other Commitments

The long-term contractual cash obligations included within Table 32: Long-Term Contractual Cash Obligations were recorded in our consolidated
statement of condition as of December 31, 2017, except for operating leases and the interest portions of long-term debt and capital leases.

TABLE 32: LONG-TERM CONTRACTUAL CASH OBLIGATIONS

December 31, 2017 PAYMENTS DUE BY PERIOD

Less than 1 1-3 4-5 Over 5
(In millions) Total year years years years
Long-termdebt® $ 1370 $ 1,408 $ 3141 $ 2742 $ 4,079
Operating leases 1,131 197 329 269 336
Capital lease obligations® 267 53 90 90 34
Total contractual cash obligations $ 12768 $ 1,658 $ 3560 $ 3101 $ 4,449

™ Long-term debt excludes capital lease obligations (presented as a separate line item) and the effect of interest-rate swaps. Interest payments were calculated at the stated rate with the exception of floating-
rate debt, for which pay ments were calculated using the indexed rate in effect as of December 31, 2017.

) Additional information about contractual cash obligations related to long-term debt and operat |g? and capital leases is provided in Notes 9 and 20 to the consolidated financial statements included under Item 8,
Financial Statements and Supplementary Data, of this Form 10-K. Our consolidated statement of cash flows, also included under Item 8 of this Form 10-K, provides additional liquidity information.

Total contractual cash obligations shown in Table 32: Long-Term recorded in our consolidated statement of condition as of
Contractual Cash Obligations, do not include: December 31, 2017 did not represent the amounts that may

»  Obligations which will be settled in cash, primarily in less than

one year, such as client deposits, federal funds purchased,
securities sold under repurchase agreements and other short-
term borrowings. Additional information about deposits, federal
funds purchased, securities sold under repurchase agreements
and other short-term borrowings is provided in Note 8 to the
consolidated financial statements included under ltem 8,
Financial Statements and Supplementary Data, of this Form 10-
K.

Obligations related to derivative instruments because the
derivative-related amounts

ultimately be paid under the contracts upon settlement.
Additional information about our derivative instruments is
provided in Note 10 to the consolidated financial statements
included under Item 8, Financial Statements and Supplementary
Data, of this Form 10-K. We hawe obligations under pension and
other post-retirement benefit plans, more fully described in

Note 19 to the consolidated financial statements included under
ltem 8 of this Form 10-K, which are not included in Table 32:
Long-Term Contractual Cash Obligations.
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TABLE 33: OTHER COMMERCIAL COMMITMENTS

DURATION OF COMMITMENT AS OF DECEMBER 31, 2017

Total amounts Less than 1-3 4-5 Over 5
(In millions) committed™ 1year years years years
Indenmified securities financing $ 381,817 $ 381,817 $ — 3 — 3 —
Stable value protection® 26,653 26,653 — — —
Unfunded credit facilities 26,488 16,998 5,834 3,395 261
Standby letters of credit 3,158 1,596 1,424 138 —
Rurchase obligations® 282 74 100 57 51
Total commercial commitments $ 438398 $ 427138 $ 7358 $ 3590 $ 312

(™ Total amounts committed reflect participations to independent third parties, if any.
) The stable value commitments do not have a contractual maturity date; however, the

agreements may generally be terminated by State Street at any time u

settlement of any outstanding pay ment

obligations. Refer to Note 12 to the consolidated financial statements included under Item 8, Financial Statements and Supplementary Data, of this Form 10-K for further information.
@) Amounts represent obligations pursuant to legally binding agreements, where we have agreed to purchase products or services with a specific minimum quantity defined at a fixed, minimum or variable price

over a specified period of time.

Additional information about the commitments presented in Table
33: Other Commercial Commitments, except for purchase obligations, is
provided in Note 12 to the consolidated financial statements included
under ltem 8, Financial Statements and Supplementary Data, of this
Form 10-K.

Operational Risk Management
Overview

Operational risk is the risk of loss resulting from inadequate or failed
internal processes, people and systems or from extemal events.
Operational risk encompasses fiduciary risk and legal risk. Fiduciary risk
is defined as the risk that State Street fails to properly exercise its
fiduciary duties in its provision of products or senices to clients. Legal
risk is the risk of loss resulting from failure to comply with laws and
contractual obligations as well as prudent ethical standards in business
practices in addition to exposure to litigation from all aspects of State
Street’s activities.

Operational risk is inherent in the performance of investment
senicing and investment management activities on behalf of our clients.
Whether it be fiduciary risk, risk associated with execution and
processing or other types of operational risk, a consistent, transparent
and effective operational risk framework is key to identifying, monitoring
and managing operational risk.

We hawe established an operational risk framework that is based on
three major goals:

+ Strong, active governance;

»  Ownership and accountability; and

» Consistency and transparency.
Governance

Our Board is responsible for the approval and oversight of our overall
operational risk framework. It does so through its RC, which reviews our

operational risk framework and approves our operational risk policy
annually.

Our operational risk policy establishes our approach to our
management of operational risk across State Street. The policy identifies
the responsibilities of individuals and committees charged with oversight
of the management of operational risk, and articulates a broad mandate
that supports implementation of the operational risk framework.

ERM and other control groups provde the owersight, validation and
erification of the management and measurement of operational risk.

Executive management actively manages and oversees our
operational risk framework through membership on various risk
management committees, including MRAC, the BCRC, TORC, the
Operational Risk Committee, the Executive Information Security
Committee, Business Controls Steering Committee, Compliance and
Ethics Committee, and the Fiduciary Review Committee, all of which
ultimately report to the appropriate committee of the Board.

The Operational Risk Committee, chaired by the global head of
Operational Risk and co-chaired by the FLOD Head of Business
Controls, provides cross-business owersight of operational risk,
operational risk programs and their implementation to identify, measure,
manage and control operational risk in an effective and consistent
manner and reviews and approves operational risk guidelines intended to
maintain a consistent implementation of our corporate operational risk
policy and framework.

Ownership and Accountability

We have implemented our operational risk framework to support the
broad mandate established by our operational risk policy. This framework
represents an integrated set of processes and tools that assists us in
the management and measurement of operational risk, including our
calculation of required capital and RWA.
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The framework takes a comprehensive view and integrates the
methods and tools used to manage and measure operational risk. The
framework utilizes aspects of the COSO framework and other industry
leading practices, and is designed foremost to address State Street's
risk management needs while complying with regulatory requirements.
The operational risk framework is intended to provide a number of
important benefits, including:

* A common understanding of operational risk management and
its supporting processes;

» The clarification of responsibilities for the management of
operational risk across State Street;

» The alignment of business priorities with risk management
objectives;

+ The active management of risk and early identification of
emerging risks;

» The consistent application of policies and the collection of data
for risk management and measurement; and

» The estimation of our operational risk capital requirement.

The operational risk framework employs a distributed risk
management infrastructure executed by ERM groups aligned with the
business units, which are responsible for the implementation of the
operational risk framework at the business unit level.

As with other risks, senior business unit management is
responsible for the day-to-day operational risk management of their
respective businesses. It is business unit management's responsibility to
provide owersight of the implementation and ongoing execution of the
operational risk framework within their respective organizations, as well
as coordination and communication with ERM.

Consistency and Transparency

A number of corporate control functions are directly responsible for
implementing and assessing various aspects of State Street's
operational risk framework, with the overarching goal of consistency and
transparency to meet the evolving needs of the business:

* The global head of Operational Risk, a member of the CRO’s
executive management team, leads ERM's corporate ORM
group. ORM is responsible for the strategy, evolution and
consistent implementation of our operational risk guidelines,
framework and supporting tools across State Street. ORM
reMews and analyzes operational key risk information, events,
metrics and indicators at the business unit and corporate level
for purposes of risk

management, reporting and escalation to the CRO, senior
management and governance committees;

» ERM's Comporate Risk Analytics group dewelops and maintains
operational risk capital estimation models, and ORM's Capital
Analysis group calculates State Street's required capital for
operational risk;

+  ERM's MVG independently validates the quantitative models
used to measure operational risk, and ORM performs validation
checks on the output of the model;

+ CIS establishes the framework, policies and related programs to
measure, monitor and report on information security risks,
including the effectiveness of cyber security program protections.
CIS defines and manages the enterprise-wide information
security program. CIS coordinates with Information Technology,
control functions and business units to support the
confidentiality, integrity and availability of corporate information
assets. CIS identifies and employs a risk-based methodology
consistent with applicable regulatory cyber security
requirements and monitors the compliance of our systems with
information security policies; and

*  Corporate Audit performs separate reviews of the application of
operational risk management practices and methodologies
utilized across State Street.

Our operational risk framework consists of five components, each
described below, which provide a working structure that integrates
distinct risk programs into a continuous process focused on managing
and measuring operational risk in a coordinated and consistent manner.

Risk Identification and Assessments

The objective of risk identification and assessments is to
understand business unit strategy, risk profile and potential exposures. It
is achieved through a series of risk assessments across State Street
using techniques for the identification, assessment and measurement of
risk across a spectrum of potential frequency and severity combinations.
Three primary risk assessment programs, which occur annually,
augmented by other business-specific programs, are the core of this
component:

* The RCSA program seeks to understand the risks associated
with day-to-day activities, and the effectiveness of controls
intended to manage potential exposures arising from these
activities. These risks are typically frequent in nature but
generally not severe in terms of exposure;
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» The Material Risk Identification process utilizes a bottom-up
approach to identify State Street’s most significant risk
exposures across all on- and off-balance sheet risk-taking
activities. The program is specifically designed to consider risks
that could have a material impact irrespective of their likelihood
or frequency. This can include risks that may have an impact on
longer-term business objectives, such as significant change
management activities or long-term strategic initiatives;

» The Scenario Analysis program focuses on the set of risks with
the highest severity and most relevance from a capital
perspective. These are generally referred to as “tail risks," and
sene as important benchmarks for our loss distribution approach
model (see below); they also provide inputs into stress testing;
and

»  Business-specific programs to identify, assess and measure
risk, including new business and product review and approval,
new client screening, and, as deemed appropriate, targeted risk
assessments.

Capital Analysis

The primary measurement tool used is an intemally developed loss
distribution approach (LDA) model. We use the LDA model to quantify
required operational risk capital, from which we calculate RWA related to
operational risk. Such required capital and RWA totaled $3.67 billion and
$45.82 billion, respectively, as of December 31, 2017, compared to $3.57
billion and $44.58 billion, respectively, as of December 31, 2016; refer to
the "Capital" section in "Financial Condition," of this Management's
Discussion and Analysis.

The LDA model incorporates the four required operational risk
elements described below:

* Intemal loss event data is collected from across State Street in
conformity with our operating loss policy that establishes the
requirements for collecting and reporting individual loss events.
We categorize the data into seven Basel-defined event types and
further subdivide the data by business unit, as deemed
appropriate. Each of these loss events are represented in a UOM
which is used to estimate a specific amount of capital required
for the types of loss events that fall into each specific category.
Some UOMs are measured at the corporate level because they
are not “business specific,” such as damage to physical assets,
where the cause of an event is not primarily driven by the
behavior of a single business unit.

Intemal losses of $500 or greater are captured, analyzed and
included in the modeling approach. Loss event data is collected
using a corporate-wide data collection tool, which stores the
data in a Loss Event Data Repository, referred to as the LEDR,
to support processes related to analysis, management reporting
and the calculation of required capital. Internal loss event data
provides State Street-specific frequency and sevwerity information
to our capital calculation process for historical loss events
experienced by State Street. Intemal loss event data may be
incorporated into our LDA model in a future quarter following the
realization of the losses, with the timing and categorization
dependent on the processes for model updates and, if
applicable, model revalidation and regulatory review and related
supenisory processes. An individual loss event can hawe a
significant effect on the output of our LDA model and our
operational risk RWA under the advanced approaches depending
on the sewerity of the loss ewent, its categorization among the
seven Basel-defined UOMs and the stability of the distributional
approach for a particular UOM.

Extemal loss event data provides information with respect to loss
event sewerity from other financial institutions to inform our
capital estimation process of events in similar business units at
other banking organizations. This information supplements the
data pool available for use in our LDA model. Assessments of
the sufficiency of internal data and the relevance of exteral data
are completed before pooling the two data sources for use in our
LDA model.

Scenario analysis workshops are conducted across State Street
to inform management of the less frequent but most sewere, or
“tail,” risks that the organization faces. The workshops are
attended by senior business unit managers, other support and
control partners and business-aligned risk management staff.
The workshops are designed to capture information about the
significant risks and to estimate potential exposures for
individual risks should a loss event occur. The results of these
workshops are used to make a comparison to our LDA model
results to determine that our calculation of required capital
considers relevant risk-related information.

Business environment and intemal control factors are gathered
as part of our scenario analysis program to inform the scenario
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analysis workshop participants of intemal loss event data and
business-relevant metrics, such as RCSA resullts, along with
industry loss event data and case studies where appropriate.
Business environment and intemal control factors are those
characteristics of a bank’s intemal and extemal operating
environment that bear an exposure to operational risk. The use of
this information indirectly influences our calculation of required
capital by providing additional relevant data to workshop
participants when reviewing specific UOM risks.

Monitoring, Reporting and Analytics

The objective of risk monitoring is to proactively monitor the
changing business environment and corresponding operational risk
exposure. It is achieved through a series of quantitative and qualitative
monitoring tools that are designed to allow us to understand changes in
the business environment, intemal control factors, risk metrics, risk
assessments, exposures and operating effectiveness, as well as details
of loss events and progress on risk initiatives implemented to mitigate
potential risk exposures.

Operational risk reporting is intended to provide transparency,
thereby enabling management to manage risk, provde owersight and
escalate issues in a timely manner. It is designed to allow the business
units, executive management, and the Board's control functions and
committees to gain insight into activities that may result in risks and
potential exposures. Reports are intended to identify business activities
that are experiencing processing issues, whether or not they result in
actual loss events. Reporting includes results of monitoring activities,
internal and external examinations, regulatory reviews, and control
assessments. These elements combine in a manner designed to provide
a view of potential and emerging risks facing State Street and information
that details its progress on managing risks.

Effectiveness and Testing

The objective of effectiveness and testing is to verify that internal
controls are designed appropriately, are consistent with corporate and
regulatory standards, and are operating effectively. It is achieved through
a series of assessments by both intemal and extemal parties, including
Corporate Audit, independent registered public accounting firms,
business self-assessments and other control function reviews, such as a
SOXtesting program.

Consistent with our standard model validation process, the
operational risk LDA model is subject to a detailed review, overseen by
the MRC. In addition, the model is subject to a rigorous intemal
govermnance

process. All changes to the model or input parameters, and the
deployment of model updates, are reviewed and approved by the
Operational Risk Committee, which has owersight responsibility for the
model, with technical input from the MRC.

Documentation and Guidelines

Documentation and guidelines allow for consistency and
repeatability of the various processes that support the operational risk
framework across State Street.

Operational risk guidelines document our practices and describe
the key elements in a business unit's operational risk management
program. The purpose of the guidelines is to set forth and define key
operational risk terms, provide further detail on State Street's operational
risk programs, and detail the business units' responsibilities to identify,
assess, measure, monitor and report operational risk. The guideline
supports our operational risk palicy.

Data standards have been established to maintain consistent data
repositories and systems that are controlled, accurate and available on a
timely basis to support operational risk management.

Information Technology Risk Management

Overview and Principles

We define technology risk as the risk associated with the use,
ownership, operation, involvement, influence and adoption of information
technology. Technology risk includes risks potentially triggered by
technology non-compliance with regulatory obligations, information
security and privacy incidents, business disruption, technology intemal
control and process gaps, technology operational events, and adoption of
new business technologies.

The principal technology risks within our technology risk policy and
risk appetite framework include:
Third party vendor risk
Business disruption and technology resiliency risk
Cyber and information security risk
Technology asset and configuration risk
Technology obsolescence risk

Governance

Our Board is responsible for the approval and owersight of our overall
technology risk framework and program. It does so through its
Technology Committee, which reviews and approves our technology risk
policy and appetite framework annually.

Our technology risk policy establishes our approach to our
management of technology risk across State Street. The policy identifies
the responsibilities of individuals and committees charged with oversight
of the management of technology risk
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and articulates a broad mandate that supports implementation of the
technology risk framework.

Risk control functions in the business are responsible for adopting
and executing the Enterprise Technology Risk Management, or ETRM,
technology risk framework and reporting requirements. They do this, in
part, by deweloping and maintaining an inventory of critical applications
and supporting infrastructure, as well as identifying, assessing and
measuring technology risk utilizing the ETRM framework. They are also
responsible for monitoring and evaluating risk on a continual basis using
key risk indicators, risk reporting and adopting appropriate risk
responses to risk issues.

The Chief Technology Risk Officer, a member of the CRO’s
executive management team, leads the ETRM. ETRM is the separate
risk function responsible for the technology risk strategy and appetite,
and technology risk framework development and execution. ETRM also
performs owerall technology risk monitoring and reporting to the Board,
and provides a separate view of the technology risk posture to executive
leadership.

We manage technology risks by:

»  Coordinating various risk assessment and risk management
activities, including ERM operational risk programs;

+ Establishing, through TORC and the Technology Committee of
the Board, the enterprise level technology risk and cyber risk
appetite and limits;

*  Producing enterprise level risk reporting, aggregation,
dashboards, profiles and risk appetite statements;

» Validating appropriateness of reporting of information technology
risks and risk acceptance to senior management risk
committees and the Board;

*  Promoting a strong technology risk culture through
communication;

+ Sening as an escalation and challenge point for technology risk
policy guidance, expectations and clarifications;

+ Assessing effectiveness of key enterprise information technology
risk and intemal control remediation programs; and

+  Providing risk owersight, challenge and monitoring for the Global
Continuity and Third Party Vendor Management Program,
including the collection of risk appetite, metrics and KRls, and
revewing issue management processes and consistent program
adoption.

Market Risk Management

Market risk is defined by U.S. banking regulators as the risk of loss
that could result from broad market movements, such as changes in the
general level of interest rates, credit spreads, foreign exchange rates or
commodity prices. We are exposed to market risk in both our trading
and certain of our non-trading, or asset-and-liability management,
activities.

Information about the market risk associated with our trading
activities is provided below under “Trading Activities.” Information about
the market risk associated with our non-trading activities, which consists
primarily of interest-rate risk, is provided below under “Asset-and-Liability
Management Activities.”

Trading Activities

In the conduct of our trading activities, we assume market risk, the
level of which is a function of our overall risk appetite, business objectives
and liquidity needs, our clients' requirements and market volatility, and
our execution against those factors.

We engage in trading activities primarily to support our clients'
needs and to contribute to our overall corporate eamings and liquidity. In
connection with certain of these trading activities, we enter into a variety
of derivative financial instruments to support our clients' needs and to
manage our interest-rate and currency risk. These activities are generally
intended to generate trading senices revenue and to manage potential
earnings \olatility. In addition, we provide senices related to derivatives in
our role as both a manager and a senvicer of financial assets.

Our clients use derivatives to manage the financial risks associated
with their investment goals and business activities. With the growth of
cross-border investing, our clients often enter into foreign exchange
forward contracts to convert currency for intermational investments and to
manage the currency risk in their intemational investment portfolios. As
an active participant in the foreign exchange markets, we provide foreign
exchange forward and option contracts in support of these client needs,
and also act as a dealer in the currency markets.

As part of our trading activities, we assume positions in the foreign
exchange and interest-rate markets by buying and selling cash
instruments and entering into derivative instruments, including foreign
exchange forward contracts, foreign exchange and interest-rate options
and interest-rate swaps, interest-rate forward contracts, and interest-rate
futures. As of December 31, 2017, the notional amount of these derivative
contracts was $1.75 trillion, of which $1.68 trillion was composed of
foreign exchange forward, swap and spot contracts. We seek to match
positions closely with the objective of minimizing related
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currency and interest-rate risk. All foreign exchange contracts are valued
daily at curent market rates.

Governance

Our assumption of market risk in our trading activities is an integral
part of our corporate risk appetite. Our Board reviews and oversees our
management of market risk, including the approval of key market risk
policies and the receipt and review of regular market risk reporting, as
well as periodic updates on selected market risk topics.

The previously described TMRC (refer to "Risk Committees")
owersees all market risk-taking activities across State Street associated
with trading. The TMRC, which reports to MRAC, is composed of
members of ERM, our global markets business and our Global Treasury
group, as well as our senior executives who manage our trading
businesses and other members of management who possess
specialized knowledge and expertise. The TMRC meets regularly to
monitor the management of our trading market risk activities.

Our business units identify, actively manage and are responsible for
the market risks inherent in their businesses. A dedicated market risk
management group within ERM, and other groups within ERM, work with
those business units to assist them in the identification, assessment,
monitoring, management and control of market risk, and assist business
unit managers with their market risk management and measurement
activities. ERM provides an additional line of owversight, support and
coordination designed to promote the consistent identification,
measurement and management of market risk across business units,
separate from those business units' discrete activities.

The ERM market risk management group is responsible for the
management of corporate-wide market risk, the monitoring of key market
risks and the development and maintenance of market risk management
policies, guidelines, and standards aligned with our corporate risk
appetite. This group also establishes and approves market risk tolerance
limits and trading authorities based on, but not limited to, measures of
notional amounts, sensitivity, VaR and stress. Such limits and
authorities are specified in our trading and market risk guidelines which
govern our management of trading market risk.

Corporate Audit separately assesses the design and operating
effectiveness of the market risk controls within our business units and
ERM. Other related responsibilities of Corporate Audit include the
periodic review of ERM and business unit compliance with market risk
policies, guidelines, and corporate standards, as well as relevant
regulatory requirements. We are subject to regular monitoring, reviews
and supenisory exams of our market risk

function by the Federal Resene. In addition, we are regulated by, among
others, the SEC, the Financial Industry Regulatory Authority and the
U.S. Commaodities Futures Trading Commission.
Risk Appetite

Our corporate market risk appetite is specified in policy statements
that outline the governance, responsibilities and requirements
surrounding the identification, measurement, analysis, management and
communication of market risk arising from our trading activities. These
policy statements also set forth the market risk control framework to
monitor, support, manage and control this portion of our risk appetite. All
groups involved in the management and control of market risk associated
with trading activities are required to comply with the qualitative and
quantitative elements of these policy statements. Our trading market risk
control framework is composed of the following components:

*  Atrading market risk management process led by ERM,
separate from the business units' discrete activities;

»  Clearly defined responsibilities and authorities for the primary
groups involved in trading market risk management;

»  Atrading market risk measurement methodology that captures
correlation effects and allows aggregation of market risk across
risk types, markets and business lines;

»  Daily monitoring, analysis, and reporting of market risk
exposures associated with trading activities against market risk
limits;

* A defined limit structure and escalation process in the event of a
market risk limit excess;

* Use of VaR models to measure the one-day market risk
exposure of trading positions;

* Use of VaR as a ten-day-based regulatory capital measure of the
market risk exposure of trading positions;

¢ Use of non-VaR-based limits and other controls;

* Use of stressed-VaR models, stress-testing analysis and
scenario analysis to support the trading market risk
measurement and management process by assessing how
portfolios and global business lines perform under extreme
market conditions;

» Use of back-testing as a diagnostic tool to assess the accuracy
of VaR models and other risk management techniques; and

* A new product approval process that requires market risk teams
to assess trading-related market risks and apply risk tolerance
limits to
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proposed new products and business actiwities.

We use our CAP to assess our overall capital and liquidity in
relation to our risk profile and provide a comprehensive strategy for
maintaining appropriate capital and liquidity levels. With respect to
market risk associated with trading activities, our risk management and
our calculations of regulatory capital are based primarily on our intemal
VaR models and stress testing analysis. As discussed in detail under
“Value-at-Risk” below, VaR is measured daily by ERM.

The TMRC owersees our market risk exposure in relation to limits
established within our risk appetite framework. These limits define
threshold levels for VaR- and stressed VaR-based measures and are
applicable to all trading positions subject to regulatory capital
requirements. These limits are designed to prevent any undue
concentration of market risk exposure, in light of the primarily non-
proprietary nature of our trading activities. The risk appetite framework
and associated limits are reviewed and approved by the Board's RC.

Covered Positions

Our trading positions are subject to regulatory market risk capital
requirements if they meet the regulatory definition of a “covered position.”
A cowered position is generally defined by U.S. banking regulators as an
on- or off-balance sheet position associated with the organization's
trading activities that is free of any restrictions on its tradability, but does
not include intangible assets, certain credit derivatives recognized as
guarantees and certain equity positions not publicly traded. All FXand
commodity positions are considered covered positions, regardless of the
accounting treatment they receive. The identification of covered positions
for inclusion in our market risk capital framework is governed by our
cowered positions policy, which outlines the standards we use to
determine whether a trading position is a covered position.

Our cowered positions consist primarily of the trading portfolios held
by our global markets business. They also arise from certain positions
held by our Global Treasury group. These trading positions include
products such as foreign exchange spot, foreign exchange forwards, non-
deliverable forwards, foreign exchange options, foreign exchange funding
swaps, currency futures, financial futures, and interest rate futures. New
activities are analyzed to determine if the positions arising from such new
activities meet the definition of a covered position and conform to our
cowered positions policy. This documented analysis, including any
decisions with respect to market risk treatments, must receive approval
from the TMRC.

We use spot rates, forward points, yield curves and discount factors
imported from third-party sources to measure the value of our covered
positions, and we use such values to mark our covered positions to
market on a daily basis. These values are subject to separate validation
by us in order to evaluate reasonableness and consistency with market
experience. The mark-to-market gain or loss on spot transactions is
calculated by applying the spot rate to the foreign cumrency principal and
comparing the resultant base currency amount to the original transaction
principal. The mark-to-market gain or loss on a forward foreign exchange
contract or forward cash flow contract is determined as the difference
between the life-to-date (historical) value of the cash flow and the value of
the cash flow at the inception of the transaction. The mark-to-market gain
or loss on interest-rate swaps is determined by discounting the future
cash flows from each leg of the swap transaction.

Value-at-Risk, Stress Testing and Stressed VaR

As noted abowe, we use a variety of risk measurement tools and
methodologies, including VaR, which is an estimate of potential loss for
a given period within a stated statistical confidence intenal. We use a
risk measurement methodology to measure trading-related VaR daily.
We hawe adopted standards for measuring trading-related VaR, and we
maintain regulatory capital for market risk associated with our trading
activities in conformity with currently applicable bank regulatory market
risk requirements.

We utilize an intemal VaR model to calculate our regulatory market
risk capital requirements. We use a historical simulation model to
calculate daily VaR- and stressed VaR-based measures for our covered
positions in conformity with regulatory requirements. Our VaR model
seeks to capture identified material risk factors associated with our
cowered positions, including risks arising from market movements such
as changes in foreign exchange rates, interest rates and option-implied
wolatilities.

We have adopted standards and guidelines to value our covered
positions which govem our VaR- and stressed VaR-based measures. Our
regulatory VaR-based measure is calculated based on historical
wolatilities of market risk factors during a two-year observation period
calibrated to a one-tail, 99% confidence interval and a ten-business-day
holding period. We also use the same platform to calculate a one-tail,
99% confidence interval, one-business-day VaR for intemal risk
management purposes. A 99% one-tail confidence interval implies that
daily trading losses are not expected to exceed the estimated VaR more
than 1% of the time, or less than three business days out of a year.
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Our market risk models, including our VaR model, are subject to
change in connection with the governance, validation and back-testing
processes described below. These models can change as a result of
changes in our business activities, our historical experiences, market
forces and events, regulations and regulatory interpretations and other
factors. In addition, the models are subject to continuing regulatory
review and approval. Changes in our models may result in changes in our
measurements of our market risk exposures, including VaR, and related
measures, including regulatory capital. These changes could result in
material changes in those risk measurements and related measures as
calculated and compared from period to period.

Value-at-Risk

VaR measures are based on the most recent two years of historical
price movements for instruments and related risk factors to which we
have exposure. The instruments in question are limited to foreign
exchange spot, forward and options contracts and interest-rate
contracts, including futures and interest-rate swaps. Historically, these
instruments have exhibited a higher degree of liquidity relative to other
available capital markets instruments. As a result, the VaR measures
shown reflect our ability to rapidly adjust exposures in highly dynamic
markets. For this reason, risk inventory, in the form of net open
positions, across all currencies is typically limited. In addition, long and
short positions in major, as well as minor, currencies provide risk offsets
that limit our potential downside exposure.

Our VaR methodology uses a historical simulation approach based
on market-obsenved changes in foreign exchange rates, U.S. and non-
U.S. interest rates and implied wolatilities, and incorporates the resulting
diversification benefits provided from the mix of our trading positions. Our
VaR model incorporates approximately 5,000 risk factors and includes
correlations among currency, interest rates, and other market rates.

All VaR measures are subject to limitations and must be interpreted
accordingly. Some, but not all, of the limitations of our VaR methodology
include the following:

»  Compared to a shorter obsenation period, a two-year obsenation
period is slower to reflect increases in market volatility (although
temporary increases in market volatility will affect the calculation
of VaR for a longer period); consequently, in periods of sudden
increases in wolatility or increasing volatility, in each case relative
to the prior two-year period, the calculation of VaR may
understate current risk;

»  Compared to a longer obsenation period, a two-year observation
period may not reflect as many past periods of wolatility in the
markets, because such past wolatility is no longer in the
obsenation period; consequently, historical market scenarios of
high volatility, even if similar to current or likely future market
circumstances, may fall outside the two-year obsenvation period,
resulting in a potential understatement of current risk;

* The VaR-based measure is calibrated to a specified level of
confidence and does not indicate the potential magnitude of
losses beyond this confidence level;

* Incertain cases, VaR-based measures approximate the impact
of changes in risk factors on the values of positions and
portfolios; this may happen because the number of inputs
included in the VaR model is necessarily limited; for example,
yield cune risk factors do not exist for all future dates;

*  The use of historical market information may not be predictive of
future events, particularly those that are extreme in nature; this
“packward-looking” limitation can cause VaR to understate or
owerstate risk;

*  The effect of extreme and rare market movements is difficult to
estimate; this may result from non-linear risk sensitivities as well
as the potential for actual wolatility and correlation levels to differ
from assumptions implicit in the VaR calculations; and

* Intra-day risk is not captured.
Stress Testing and Stressed VaR

We hawe a corporate-wide stress testing program in place that
incorporates an array of techniques to measure the potential loss we
could suffer in a hypothetical scenario of adverse economic and financial
conditions. We also monitor concentrations of risk such as concentration
by branch, risk component, and currency pairs. We conduct stress
testing on a daily basis based on selected historical stress events that
are relevant to our positions in order to estimate the potential impact to
our current portfolio should similar market conditions recur, and we also
perform stress testing as part of the Federal Resene's CCAR process.
Stress testing is conducted, analyzed and reported at the corporate,
trading desk, division and risk-factor level (for example, exchange risk,
interest-rate risk and volatility risk).

We calculate a stressed VaR-based measure using the same
model we use to calculate VaR, but
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with model inputs calibrated to historical data from a range of continuous
twelve-month periods that reflect significant financial stress. The stressed
VaR model identifies the second-worst outcome occurring in the worst
continuous one-year rolling period since July 2007. This stressed VaR
meets the regulatory requirement as the rolling ten-day period with an
outcome that is worse than 99% of other outcomes during that twelve-
month period of financial stress. For each portfolio, the stress period is
determined algorithmically by seeking the one-year time horizon that
produces the largest ten-business-day VaR from within the available
historical data. This historical data set includes the financial crisis of
2008, the highly wolatile period surrounding the Eurozone sovereign debt
crisis and the Standard & Poor's downgrade of U.S. Treasury debt in
August 2011. As the historical data set used to determine the stress
period expands over time, future market stress events will be
automatically incorporated.

We perform scenario analysis daily based on selected historical
stress events that are relevant to our positions in order to estimate the
potential impact to our current portfolio should similar market conditions
recur. Relevant scenarios are chosen from an inventory of historical
financial stresses and applied to our current portfolio. These historical
event scenarios involve spot foreign exchange, credit, equity, unforeseen
geo-political events and natural disasters, and government and central
bank intervention scenarios. Examples of the specific historical
scenarios we incorporate in our stress testing program may include the
Asian financial crisis of 1997, the September 11, 2001 terrorist attacks in
the U.S., and the 2008 financial crisis. We continue to update our
inventory of historical stress scenarios as new stress conditions emerge
in the financial markets.

As each of the historical stress events is associated with a different
time horizon, we normalize results by scaling down the longer horizon
ewents to a ten-day horizon and keeping the shorter horizon events (i.e.,
ewents that are shorter than ten days) at their original terms. We also
conduct sensitivity analysis daily to calculate the impact of a large
predefined shock in a specific risk factor or a group of risk factors on our
current portfolio. These predefined shocks include parallel and non-
parallel yield cune shifts and foreign exchange spot and volatility surface
shifts. In a parallel shift scenario, we apply a constant factor shift across
all yield cune tenors. In a non-parallel shift scenario, we apply different
shock lewels to different tenors of a yield cune, rather than shifting the
entire cune by a constant amount. Non-parallel shifts include
steepening, flattening and butterflies.

Stress testing results and limits are actively monitored on a daily
basis by ERM and reported to the TMRC. Limit breaches are addressed
by ERM risk managers in conjunction with the business units, escalated
as appropriate, and reviewed by the TMRC if material. In addition, we
have established several action triggers that prompt immediate review by
management and the implementation of a remediation plan.

Validation and Back-Testing

We perform frequent back-testing to assess the accuracy of our
VaR-based model in estimating loss at the stated confidence lewel. This
back-testing involves the comparison of estimated VaR model outputs to
daily, actual profit-and-loss outcomes, or P&L, obsened from daily
market movements. We back-test our VaR model using “clean” P&L,
which excludes non-trading revenue such as fees, commissions and NIl
as well as estimated revenue from intra-day trading. Our VaR definition of
trading losses excludes items that are not specific to the price
movement of the trading assets and liabilities themselves, such as fees,
commissions, changes to reserves and gains or losses from intra-day
activity.

We experienced one back-testing exception in each of 2017, 2016
and 2015. In reference to the 2017 exception, the trading loss that day
exceeded the VaR based on the prior day’s closing positions, following
the euro’s forward point spike on short tenors driven by thinning liquidity
and reduced wolumes spurred by banks’ year-end balance sheet
preparations. In reference to the 2016 exception, the trading P&L that
day exceeded the VaR based on the prior day’s closing positions,
following a large depreciation in the U.S. dollar against several major and
emerging market currencies, primarily attributable to U.S. GDP growth
rate being lower than expected and market reaction to Bank of Japan's
decision to leawe the interest rate unchanged. In reference to the 2015
exception, the trading P&L that day exceeded the VaR based on the
prior day’s closing positions, following a large depreciation in the U.S.
dallar against several major and emerging market currencies, which
depreciation can be attributed to a decision and related statements by
the Federal Resene’s Federal Open Market Committee to hold interest
rates at current lewels.

Our model validation process also evaluates the integrity of our VaR
models through the use of regular outcome analysis. This outcome
analysis includes back-testing, which compares the VaR model's
predictions to actual outcomes using out-of-sample information. MVG
examined back testing results for the market risk regulatory capital
model used for 2016. Consistent with regulatory guidance, the back-
testing compared “clean” P&L, defined abowe, with
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the one-day VaR produced by the model. The back-testing was
performed for a time period not used for model development. The number
of occurrences where “clean” trading-book P&L exceeded the one-day
VaR was within our expected VaR tolerance level.

Market Risk Reporting

Our ERM market risk management group is responsible for market
risk monitoring and reporting. We use a variety of systems and controlled
market feeds from third-party senices to compile data for several daily,

weekly, and monthly management reports.

The following tables present VaR and stressed VaR associated with our trading activities for covered positions held during the quarters ended

December 31, 2017 and 2016, respectively, as measured by our VaR methodology:

TABLE 34: TEN-DAY VaR ASSOCIATED WITH TRADING ACTIVITIES FOR COVERED POSITIONS
As of December 31,

As of December 31,

Quarter Ended December 31, 2017 Quarter Ended December 31, 2016 2017 2016
(In thousands) Average Maximum Minimum Average Maximum Minimum VaR VaR
Global Markets $ 8148 $ 13502 § 3,402 $ 8307 $ 15847 $ 3,048 $ 5719 $ 4,088
Global Treasury 650 1,767 126 527 756 333 1,346 756
Total VaR $ 8123 $§ 13,306 $ 3410 $ 8285 § 15723 § 2970 $ 5562 $ 3,938
TABLE 35: TEN-DAY STRESSED VaR ASSOCIATED WITH TRADING ACTIVITIES FOR COVERED POSITIONS

As of December 31,  As of December 31,

Quarter Ended December 31, 2017 Quarter Ended December 31, 2016 2017 2016
(In thousands) Average Maximum Minimum Average Maximum Minimum Stressed VaR Stressed VaR
Global Markets $ 27185 $ 41,908 $ 14,408 36,168 $ 52057 $ 18883 § 31,512 $ 26,811
Global Treasury 8,761 17,460 2,560 10,275 13,868 7,030 12,042 11,342
Total Stressed VaR $ 27,789 $ 42,527 $ 14,320 38645 $ 55899 $ 20646 § 29,649 $ 28,624

The average of our stressed VaR-based measure was
approximately $28 million for the quarter ended December 31, 2017,
compared to an average of approximately $39 miillion for the quarter
ended December 31, 2016.

The decrease in our stressed VaR based measure for the quarter
ended December 31, 2017, compared to the quarter ended December 31,
2016, was mainly driven by lower end of day foreign exchange positions
in Q4 2017 compared to Q4 2016.

The VaR-based measures presented in the preceding tables are
primarily a reflection of the overall level of market volatility and our
appetite for taking market risk in our trading activities. Overall levels of
wlatility have been low both on an absolute basis and relative to the
historical information obsened at the beginning of the period used for the
calculations. Both the ten-day VaR-based measures and the stressed
VaR-based measures are based on

historical changes obsened during rolling ten-day periods for the
portfolios as of the close of business each day ower the past one-year
period.

We may in the future modify and adjust our models and
methodologies used to calculate VaR and stressed VaR, subject to
regulatory review and approval, and these modifications and adjustments
may result in changes in our VaR-based and stressed VaR-based
measures.

The following tables present the VaR and stressed-VaR associated
with our trading activities attributable to foreign exchange risk, interest-
rate risk and wolatility risk as of December 31, 2017 and 2016,
respectively. The totals of the VaR-based and stressed VaR-based
measures for the three attributes in total exceeded the related total VaR
and total stressed VaR presented in the foregoing tables as of each
period-end, primarily due to the benefits of diversification across risk
types.
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TABLE 36: TEN-DAY VaR ASSOCIATED WITH TRADING ACTIVITIES BY RSKFACTOR"

As of December 31, 2017

As of December 31, 2016

Foreign Exchange

Foreign Exchange

(In thousands) Risk Interest Rate Risk Volatility Risk Risk Interest Rate Risk Volatility Risk
By component:
Global Markets $ 6,149 § 5,546 $ 3 $ 3279 § 3281 $ 102
Global Treasury 100 1,372 — 220 737 —
Total VaR $ 6,250 $ 5840 $ 3 $ 3269 $ 3,004 $ 102
TABLE 37: TEN-DAY STRESSED VaR ASSOCIATED WITH TRADING ACTIVITIES BY RSKFACTOR"
As of December 31, 2017 As of December 31, 2016

Foreign Exchange Foreign Exchange
(In thousands) Risk Interest Rate Risk Volatility Risk Risk Interest Rate Risk Volatility Risk
By component:
Global Markets $ 15,975 § 27,161 $ 3 8 5026 $ 36,563 $ 111
Global Treasury 153 12,192 — 258 11,597 —
Total Stressed VaR $ 16,105 § 25177 $ 3 $ 5056 $ 36592 $ 111

™ For purposes of risk attribution by component, foreign exchange refers only to the risk from market movements in period-end rates. Forwards, futures, options and swaps with maturities greater than period-
end have embedded interest-rate risk that is captured by the measures used for interest-rate risk. Accordingly, the interest-rate risk embedded in these foreign exchange instruments is included in the interest-

rate risk component.

Asset and Liability Management Activities

The primary objective of asset and liability management is to
provide sustainable NIl under varying economic conditions, while
protecting the economic value of the assets and liabilities carried in our
consolidated statement of condition from the adverse effects of changes
in interest rates. While many market factors affect the level of NIl and the
economic value of our assets and liabilities, one of the most significant
factors is our exposure to movements in interest rates. Most of our Nil is
eamed from the investment of client deposits generated by our
businesses. We invest these client deposits in assets that conform
generally to the characteristics of our balance sheet liabilities, including
the currency composition of our significant non-U.S. dollar denominated
client liabilities.

We manage interest rate risk on a consolidated basis using two
different, but complementary approaches. NIl sensitivity is a short-term,
eamings-based simulation that measures re-pricing mismatches on the
balance sheet. It compares our baseline view of NIl over a twelve-month
horizon, based on our intemal forecast of interest rates, to a wide range
of instantaneous and gradual rate shocks. The baseline NIl forecast
includes our expectations for new business growth, changes in balance
sheet mix and investment portfolio positioning. While investment
securities balances can fluctuate with the level of rates as prepayment
assumptions change, our deposit balances remain consistent with the
baseline. On the other hand, economic value of equity sensitivity is a
discounted cash flow model designed to estimate the change in fair value
of assets and liabilities under a series of immediate interest rate shocks
ower a long-term horizon. It measures the duration mismatch of the spot
balance

sheet only and does not include the impact of new business.

While there are clear differences between NIl and EVE sensitivity,
there are seweral important similarities. First, both measures utilize
consistent data and assumptions when modeling positions currently held
on the balance sheet. Second, each approach assumes no management
action is taken to mitigate the adverse effects of interest rate changes on
our financial performance (and thus provides a consenative view of
interest rate risk). NIl and EVE sensitivity metrics are continuously
monitored as market conditions change and managed within intemnally-
approved risk limits and guidelines.

Net Interest Income at Risk

In the table below, we report the expected change in NIl over the
next twelve months from +/-100 bps instantaneous and gradual parallel
rate shocks. Note that in each scenario, all currencies are shifted higher
or lower. For the two gradual parallel rate scenarios, or interest rate
ramps, the change in rates is applied evenly throughout the horizon.

We also routinely measure NIl sensitivity to non-parallel rate shocks
to isolate the impact of short-term or long-term market rates. In the up
100 bps instantaneous shock, approximately 75% of the expected
benefit stems from the short-end of the yield cune. Additionally, we
quantify how much of the change is a result of shifts in U.S. and non-
U.S. rates. In the up 100 bps instantaneous shock, approximately 50-
60% of the benefit is driven by U.S. rates.
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TABLE 38: NIl SENSITIVITY

December 31, December 31,
(In millions) 2017 2016
Rate change: Benefit / (Exposure)
+100 bps shock $ 85 g 585
—100 bps shock (294) (265)
+100 bps ramp 177 284
-100 bps ramp (122) (161)

As of December 31, 2017, NIl sensitivity remains positioned to
benefit from rising interest rates. Compared to prior year-end, the
decreased benefit to the up 100 bps instantaneous shock is driven by
investment portfolio activity and higher forecasted short-end rates, which
impacts the repricing characteristics of client deposits and other
liabilities. The increased exposure to the down 100 bps instantaneous
rate shock is driven by higher observed short-term interest rates relative
to prior year-end. Gradual rate shocks have a similar asset sensitive
positioning compared with instantaneous shocks, but are less impactful
due to the sewerity of the rate shift.

Economic Value of Equity

The following table highlights our economic value of equity
sensitivity to a +/-200 bps instantaneous rate shock, relative to spot
interest rates. Management compares the change in EVE sensitivity
against State Street's aggregate tier 1 and tier 2 risk-based capital,
calculated in conformity with current applicable regulatory requirements.

TABLE 39: EVE SENSITIVITY

December 31, December 31,
2017 2016
(In millions)
Rate change: Benefit / (Exposure)
+200 bps shock $ (1,507) $ (1,092)
—200 bps shock 11 877

As of December 31, 2017, economic value of equity sensitivity
remains exposed to upward shifts in interest rates. The change in each
scenario is driven by investment portfolio repositioning and higher
modeled client deposit duration. The -200 bps scenario is also impacted
by the low level of rates, which can limit the size of the rate shock.

Model Risk Management

The use of models is widespread throughout the financial senices
industry, with large and complex organizations relying on sophisticated
models to support numerous aspects of their financial decision making.
The models contemporaneously represent both a significant
advancement in financial management and a new source of risk. In large

banking organizations like State Street, model results influence business

decisions, and model failure could have a harmful effect on our financial
performance.

As a result, the Model Risk Management Framework seeks to mitigate
model risk at State Street.

Our model risk management program has three principal
components:

* A model risk govemance program that defines roles and
responsibilities, including the authority to restrict model usage,
provides policies and guidance, monitors compliance, and
reports regularly to the Board on the overall degree of model risk
across the corporation;

* A model dewelopment process that focuses on sound design and
computational accuracy, and includes activities designed to test
for robustness, stability, and sensitivity to assumptions; and

* Anindependent model validation function designed to verify that
models are conceptually sound, computationally accurate, are
performing as expected, and are in line with their design
objectives.

Governance

Models used in the regulatory capital calculation can only be
deployed for use after undergoing a model validation by ERM's Model
Risk Management and receiving the result on the validation that allows
for use.

ERM's Model Risk Management group is responsible for defining
the corporate-wide model risk governance framework, and maintains
policies that achieve the framework’s objectives. The team is responsible
for overall model risk governance capabilities, with particular emphasis in
the areas of model validation, model risk reporting, model performance
monitoring, tracking of new model development status, and committee-
level review and challenge.

MRC, which is composed of senior staff with technical expertise,
reports to MRAC, and provides guidance and owersight to the Model Risk
Management function.

Model Development and Usage

Models are developed under standards goveming data sourcing,
methodology selection and model integrity testing. Model development
includes a statement of purpose to align development with intended use.
It also includes a comparison of altemnative approaches to promote a
sound modeling approach.

Model developers conduct an assessment of data quality and
relevance. The development teams conduct a variety of tests of the
accuracy, robustness and stability of each model.
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Model owners submit models to the Model Validation Group for
validation on a regular basis, as per existing policy.

Model Validation

MVG is part of Model Risk Management within ERM and performs
model validations. MVG is independent, as contemplated by applicable
bank regulatory requirements, of both the developers and users of the
models. MVG validates models through a review process that assesses
the appropriateness, accuracy, and suitability of data inputs,
methodologies, assumptions, and processing code. Model validation also
encompasses an assessment of model performance, sensitivity, and
robustness, as well as a model’s potential limitations given its particular
assumptions or deficiencies. Based on the results of its review, MVG
issues a model use decision and may require remedial actions and
compensating controls on model use. MVG also maintains a model risk-
rating system, which assigns a risk rating to each model based on an
assessment of a model's inherent and residual risks. These ratings aid in
the understanding and reporting of model risk across the model portfolio,
and enable the triaging of needs for remediation.

Although model validation is the primary method of subjecting
models to independent review and challenge, in practice, a multi-step
gowvernance process provides the opportunity for challenge by multiple
parties. First, MVG conducts model validation and issues a model use
decision that may be accompanied by mandatory remedial actions and
compensating controls. Second, these decisions are reviewed,
challenged, and confirmed by the MRC. Finally, model use decisions,
risk ratings, and owerall lewvels of model risk are reported to and reviewed
by MRAC. MRM also reports regularly on model risk issues to the
Board.

Strategic Risk Management

We define strategic risk as the current or prospective impact on
eamings or capital arising from adverse business decisions, improper
implementation of strategic initiatives, or lack of responsiveness to
industry-wide changes. Strategic risks are influenced by changes in the
competitive environment; decline in market performance or changes in
our business activities; and the potential secondary impacts of
reputational risks, not already captured as market, interest rate, credit,
operational, model or liquidity risks. We incorporate strategic risk into
our assessment of our business plans and risk and capital management
processes. Active management of strategic risk is an integral component
of all aspects of our business.

Separating the effects of a potential material adverse event into
operational and strategic risk is

sometimes difficult. For instance, the direct financial impact of an
unfavorable event in the form of fines or penalties would be classified as
an operational risk loss, while the impact on our reputation and
consequently the potential loss of clients and corresponding decline in
revenue would be classified as a strategic risk loss. An additional
example of strategic risk is the integration of a major acquisition. Failure
to successfully integrate the operations of an acquired business, and the
resultant inability to retain clients and the associated revenue, would be
classified as a loss due to strategic risk.

Strategic risk is managed with a long-term focus. Techniques for its
assessment and management include the development of business
plans, which are subject to robust review and challenge from senior
management and the Board of Directors, as well as a formal review and
approval process for all new business and product proposals. The
potential impact of the various elements of strategic risk is difficult to
quantify with any degree of precision. We use a combination of historical
eamings wolatility, scenario analysis, stress-testing and management
judgment to help assess the potential effect on State Street attributable
to strategic risk. Management and control of strategic risks are generally
the responsibility of the business units, with owersight from the control
functions, as part of their overall strategic planning and intemal risk
management processes.

Capital

Managing our capital inwolves evaluating whether our actual and
projected levels of capital are commensurate with our risk profile, are in
compliance with all applicable regulatory requirements, and are sufficient
to provide us with the financial flexibility to undertake future strategic
business initiatives. We assess capital adequacy based on relevant
regulatory capital requirements, as well as our own intemal capital goals,
targets and other relevant metrics.

Framework

Our objective with respect to management of our capital is to
maintain a strong capital base in order to provide financial flexibility for
our business needs, including funding corporate growth and supporting
clients’ cash management needs, and to provide protection against loss
to depositors and creditors. We strive to maintain an appropriate level of
capital, commensurate with our risk profile, on which an attractive retum
to shareholders is expected to be realized over both the short and long
term, while protecting our obligations to depositors and creditors and
complying with regulatory capital requirements.

Our capital management focuses on our risk exposures, the
regulatory requirements applicable to us with respect to multiple capital
measures, the
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evaluations and resulting credit ratings of the major independent rating
agencies, our retum on capital at both the consolidated and line-of-
business lewel, and our capital position relative to our peers.

Assessment of our overall capital adequacy includes the
comparison of capital sources with capital uses, as well as the
consideration of the quality and quantity of the various components of
capital. The assessment seeks to determine the optimal level of capital
and composition of capital instruments to satisfy all constituents of
capital, with the lowest owerall cost to shareholders. Other factors
considered in our assessment of capital adequacy are strategic and
contingency planning, stress testing and planned capital actions.
Capital Adequacy Process

Our primary federal banking regulator is the Federal Resene. Both
State Street and State Street Bank are subject to the minimum
regulatory capital requirements established by the Federal Resene and
defined in FDICIA. State Street Bank must exceed the regulatory capital
thresholds for “well capitalized” in order for our Parent Company to
maintain its status as a financial holding company. Accordingly, one of
our primary goals with respect to capital management is to exceed all
applicable minimum regulatory capital requirements and to be “well-
capitalized” under the PCA guidelines established by the FDIC. Our
capital management activities are conducted as part of our corporate-
wide CAP and associated Capital Policy and guidelines.

We consider capital adequacy to be a key element of our financial
well-being, which affects our ability to attract and maintain client
relationships; operate effectively in the global capital markets; and satisfy
regulatory, security holder and shareholder needs. Capital is one of
seweral elements that affect our credit ratings and the ratings of our
principal subsidiaries.

In conformity with our Capital Policy and guidelines, we strive to
achieve and maintain specific interal capital lewvels, not just at a point in
time, but over time and during periods of stress, to account for changes
in our strategic direction, evoling economic conditions, and financial and
market wolatility. We have dewveloped and implemented a corporate-wide
CAP to assess our owerall capital in relation to our risk profile and to
provide a comprehensive strategy for maintaining appropriate capital
lewvels. The CAP considers material risks under multiple scenarios, with
an emphasis on stress scenarios, and encompasses existing processes
and systems used to measure our capital adequacy.

Capital Contingency Planning
Contingency planning is an integral component of capital
management. The objective of contingency

planning is to monitor current and forecast lewels of select capital,
liquidity and other measures that sene as early indicators of a potentially
adwerse capital or liquidity adequacy situation. These measures are one
of the inputs used to set our intemal capital adequacy level. We review
these measures annually for appropriateness and relevance in relation to
our financial budget and capital plan.

Stress Testing

We administer a robust State Street-wide stress-testing program
that executes multiple stress tests each year to assess the institution’s
capital adequacy and/or future performance under adverse conditions.
Our stress testing program is structured around what we determine to be
the key risks incurred by State Street, as assessed through a recurring
material risk identification process. The material risk identification
process represents a bottom-up approach to identifying the institution’s
most significant risk exposures across all on- and off-balance sheet risk-
taking activities, including credit, market, liquidity, interest rate,
operational, fiduciary, business, reputation, and regulatory risks. These
key risks serve as an organizing principle for much of our risk
management framework, as well as reporting, including the “risk
dashboard” provided to the Board. Over the past few years, stress
scenarios hawe included a deep recession in the U.S., a break-up of the
Eurozone, a severe recession in China and an oil shock precipitated by
turmoil in the Middle East/North Africa region.

In connection with the focus on our key risks, each stress test
incorporates idiosyncratic loss events tailored to State Street‘s unique
risk profile and business activities. Due to the nature of our business
model and our consolidated statement of condition, our risks differ from
those of a traditional commercial bank.

The Federal Resene requires bank holding companies with total
consolidated assets of $50 billion or more, which includes State Street,
to submit a capital plan on an annual basis. The Federal Resene uses
its annual CCAR process, which incorporates hypothetical financial and
economic stress scenarios, to review those capital plans and assess
whether banking organizations have capital planning processes that
account for idiosyncratic risks and provide for sufficient capital to
continue operations throughout times of economic and financial stress.
As part of its CCAR process, the Federal Resene assesses each
organization’s capital adequacy, capital planning process, and plans to
distribute capital, such as dividend payments or stock purchase
programs. Management and Board risk committees review, challenge,
and approve CCAR results and assumptions before submission to
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the Federal Resene.

Through the evaluation of State Street’s capital adequacy and/or
future performance under adverse conditions, the stress testing
processes provide important insights for capital planning, risk
management, and strategic decision-making at State Street.

Governance

In order to support integrated decision making, we hawve identified
three management elements to aid in the compatibility and coordination
of our CAP:

+ Risk Management - identification, measurement, monitoring and
forecasting of different types of risk and their combined impact
on capital adequacy;

* Capital Management - determination of optimal capital lewels;
and

» Business Management - strategic planning, budgeting,
forecasting, and performance management.

We hawe a hierarchical structure supporting appropriate committee
review of relevant risk and capital information. The ongoing responsibility
for capital management rests with our Treasurer. The Capital Planning
group within Global Treasury is responsible for the Capital Policy and
guidelines, development of the Capital Plan, the management of global
capital, capital optimization, and business unit capital management.

MRAC provides owersight of our capital management, our capital
adequacy, our intemal targets and the expectations of the major
independent credit rating agencies. In addition, MRAC approves our
balance sheet strategy and related activities. The Board’'s RC assists the
Board in fulfilling its oversight responsibilities related to the assessment
and management of risk and capital. Our Capital Policy is reviewed and
approved annually by the Board's RC.

Global Systemically Important Bank

We are one among a group of 30 institutions worldwide that have
been identified by the FSB and the BCBS as G-SIBs. Our designation as
a G-SIB requires us to maintain an additional capital buffer above the
Basel lll final rule minimum CET1 capital ratio of 4.5%, based on a
number of factors, as evaluated by banking regulators.

We and our depository institution subsidiaries are subject to the
current Basel Ill minimum risk-based capital and leverage ratio
guidelines. The Basel Il final rule incorporates several multi-year
transition provisions for capital components and minimum ratio
requirements for CET1 capital, tier 1 capital and total capital.

Additional information about G-SIBs is provided under “Regulatory
Capital Adequacy and Liquidity Standards” in "Supenision and
Regulation" under ltem 1, Business, of this Form 10-K.

Regulatory Capital

We and State Street Bank, as advanced approaches banking
organizations, are subject to the current Basel Ill minimum risk-based
capital and leverage ratio guidelines. The Basel lll final rule incorporates
several multi-year transition provsions for capital components and
minimum ratio requirements for CET1 capital, tier 1 capital and total
capital. The transition period started in January 2014 and will be
completed by January 1, 2019, which is concurrent with the full
implementation of the Basel Il final rule in the U.S.

Among other things, the Basel lll final rule introduced a minimum
CET1 risk-based capital ratio of 4.5% and raises the minimum tier 1 risk-
based capital ratio from 4% to 6%. In addition, for advanced approaches
banking organizations such as State Street, the Basel lll final rule
imposes a minimum supplementary tier 1 leverage ratio of 3%, the
numerator of which is tier 1 capital and the denominator of which
includes both on-balance sheet assets and certain off-balance sheet
exposures.

The Basel lll final rule also introduced a capital consenvation buffer
and a countercyclical capital buffer that add to the minimum risk-based
capital ratios. Specifically, the final rule limits a banking organization’s
ability to make capital distributions and discretionary bonus payments to
executive officers if it fails to maintain a CET1 capital consenvation buffer
of more than 2.5% of total risk-weighted assets and, if deployed during
periods of excessive credit growth, a CET1 countercyclical capital buffer
of up to 2.5% of total risk-weighted assets, above each of the minimum
CET1, and tier 1 and total risk-based capital ratios. The countercyclical
capital buffer is currently set at zero by U.S. banking regulators.

To maintain the status of our Parent Company as a financial holding
company, we and our insured depository institution subsidiaries are
required to be “well-capitalized” by maintaining capital ratios above the
minimum requirements. Effective on January 1, 2015, the “well-
capitalized” standard for our banking subsidiaries was revised to reflect
the higher capital requirements in the Basel Il final rule.

In addition to introducing new capital ratios and buffers, the Basel lll
final rule revises the eligibility criteria for regulatory capital instruments
and provides for the phase-out of existing capital instruments that do not
satisfy the new criteria. For example, existing trust preferred capital
securities were phased out from tier 1 capital over a two-year period that
ended on January 1, 2016, and subsequently, the
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qualification of these securities as tier 2 capital will be phased out over a
multi-year transition period beginning on January 1, 2016 and ending on
January 1, 2022. As of December 31, 2016, we retired the trusts related
to our trust preferred securities and the underlying indentures do not
qualify as tier 2 regulatory capital.

Under the Basel lll final rule, certain new items are deducted from
CET1 capital and certain regulatory capital deductions were modified as
compared to the previously applicable capital regulations. Among other
things, the final rule requires significant investments in the common
stock of unconsolidated financial institutions, as defined, and certain
deferred tax assets that exceed specified individual and aggregate
thresholds to be deducted from CET1 capital. As an advanced
approaches

banking organization, after-tax unrealized gains and losses on AFS
investment securities flow through to and affect State Street’s and State
Street Bank's CET1 capital, subject to a phase-in schedule.

We are required to use the advanced approaches framework as
provided in the Basel lll final rule to determine our risk-based capital
requirements. The Dodd-Frank Act applies a "capital floor" to advanced
approaches banking organizations, such as State Street and State
Street Bank. We are subject to the more stringent of the risk-based
capital ratios calculated under the standardized approach and those
calculated under the advanced approaches in the assessment of our
capital adequacy under the PCA framework.

The following table sets forth the transition to full implementation and the minimum risk-based capital ratio requirements under the Basel lll final

rule.

TABLE40: BASH. IIl FINAL RULES TRANSITION ARRANGEMENTS AND MINMUM RISK-BASED CAPITAL RATIOS™

Capital conservation buffer (CET1)
G-SIB surcharge (CET1)®

Mnimum CET1®
Mninumtier 1 capital®
Mninumtotal capital®

2015 2016 2017 2018 2019
—% 0.625% 1.250% 1.875% 2.500%
— 0.375 0.750 1.125 1.500
4.500 5.500 6.500 7.500 8.500
6.000 7.000 8.000 9.000 10.000
8.000 9.000 10.000 11.000 12.000

() Minimum ratios shown above do not reflect the countercyclical buffer, currently set at zero by U.S. banking regulators.

@ As part of the G-SIB Surchal

final rule, the Federal Reserve published estimated G-SIB surcharges for the eight U.S. G-SIBs based on relevant data from 2012-2014 and the estimated resuiting G-SIB

surcharge for State Street is 1?‘% Including the 1.5% surcharge, State Street's minimum risk-based capital ratio requirements, as of January 1, 2019 would be 8.5% for CET1, 10.0% for tier 1 capital and 12.0%

for total capital.

@) Minimum CET1 capital, minimum tier 1 capital and minimum total capital presented include the transitional capital conservation buffer as well as the estimated transitional G-SIB surcharge being phased-in
beginning January 1, 2016 through January 1, 2019 based on an estimated 1.5% surcharge in all periods.

The specific calculation of State Street's and State Street Bank's risk-based capital ratios will change as the provisions of the Basel lll final rule
related to the numerator (capital) and denominator (risk-weighted assets) are phased in, and as our risk-weighted assets calculated using the advanced
approaches change due to potential changes in methodology. These ongoing methodological changes will result in differences in our reported capital
ratios from one reporting period to the next that are independent of applicable changes to our capital base, our asset composition, our off-balance sheet
exposures or our risk profile.

The following table presents the regulatory capital structure and related regulatory capital ratios for State Street and State Street Bank as of the
dates indicated. We are subject to the more stringent of the risk-based capital ratios calculated under the standardized approach and those calculated
under the advanced approaches in the assessment of our capital adequacy under applicable bank regulatory standards.

As a result of changes in the methodologies used to calculate our regulatory capital ratios from period to period, as the provisions of the Basel lll
final rule are phased in, the ratios presented in the table for each period are not directly comparable. Refer to the footnotes following the table.
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TABLE41: REGULATORY CAPITAL STRUCTURE AND RELATED REGULATORY CAPITAL RATIOS

State Street State Street Bank
Basel Ill Basel Ill
Basel lll Adv anced Standardized Basel lll Adv anced Standardized
Basel Il Advanced  Basel lll i Approach pp Basel IIl Advanced Basel Ill Standardized Approaches Approach
. pp! pp! [} 31, 31, Approaches Approach D 31, 31,
(In millions) December 31, 2017(1) 31,2017(2 2016(1) 2016(2) December 31, 2017(1) 31,201702) 2016(1) 20162
Common shareholders' equity:
Common stockand related surplus $ 10,302 $ 10,302 $ 10,286 $ 10,286 $ 11,612 $ 11,612 $ 11,376 $ 11,376
Retained earnings 18,856 18,856 17,459 17,459 12,312 12,312 12,285 12,285
Accumulated other comprehensive income (loss) (972 (972 (1,936) (1,936) (809) (809) (1,648) (1,648)
Treasurystock at cost (9,029) (9,029) (7,682) (7,682 — — — —
Total 19,157 19,157 18127 18,127 23115 23115 2013 2013
Regulatory capital adjustrments:
Goodwill and other intangible assets, net of associated deferred
taxliabilities® (6,877) (6,877) (6,348) (6,348) (6,579) (6,579) (6,060) (6,0060)
Other agjustrments (76) (76) (155) (155) (5 (5 (148) (148)
CET1 capital 12,204 12,204 11,624 11,624 16,531 16,531 15,806 15,806
Preferred stock 3,19 3,196 3,19 3,1% — — — —
Trust preferred capital securities subject to phase-out fromtier
1 capital — — — — — — — —
Other adjustrments (18) (18) (103) (103) — — — —
Tier 1 capital 15,382 15,382 14,717 14,717 16,531 16,531 15,806 15,806
Qualifying subordinated long-termdebt 980 980 1,172 1172 983 983 1,179 1,179
Trust preferred capital securities phased ot of tier 1 capital — — — — — — — —
ALLL and other 4 72 19 7 — 72 15 v
Other adjustments 1 1 1 1 — — — —
Total capital $ 16367 $ 16435  $ 1599 $ 15%7 $ 1754 17586  $ 1699 $ 17,061
Risk-veighted assets:
Credit risk $ 49,976 $ 101,349 $ 50,900 $ 98,125 $ 47,448 $ 98,433 $ 47,383 $ HA413
Operational risk 45822 NA 44,579 NA 45,295 NA 44,043 NA
Marlet risk® 3,358 1,334 382 1,751 3,375 1,334 382 1,751
Total risk-weighted assets $ 99,156 $ 102,683 $ 99,301 $ 99,876 $ 96,118 $ 99,767 $ 95,248 $ 96,164
j quartert age assets $ 209,328 $ 209,328 $ 226,310 $ 226,310 $ 206,070 $ 206,070 $ 222,584 $ 222,584
2017 Minimum
Requirements Including 2016 Minimum
Capital Consenvation Requirements Including
Capital Buffer and G-SIB Capital Conservation Buffer
Ratios'": Surcharge® and G-SIB Surcharge!”
CET1
capital 65% 55% 123% 11.9% 1.7% 11.6% 17.2% 16.6% 16.6% 16.4%
Tier 1
capital 80 70 155 15.0 148 147 17.2 16.6 166 164
Total
capital 100 90 165 16.0 160 16.0 182 176 17.8 177
Tier 1
leverage 40 40 73 73 65 65 80 80 71 71

() CET1 capital, tier 1 capital and total capital ratios as of Decenrber 31, 2017 and Decenrber 31, 2016 were calculated in conformrity with the advanced approaches provisions of the Basel il final rule. Tier 1 leverage ratio as of Decerrber 31, 2017 and Decerrber 31,
2016 were calculated in conformrity with the Basel |l final rule.

() CET1 capital, tier 1 capital and total capital ratios as of Decenber 31, 2017 and Decerrber 31, 2016 were calculated in conformrity with the standardized approach provisions of the Basel Il final rule. Tier 1 leverage ratio as of Decerber 31, 2017 and Decerrber 31,
2016 were calculated in conformity with the Basel Il final rule.

) Amounts for State Street and State Street Bankas of Decenrber 31, 2017 consisted of goodwill, net of associated deferred tax liabilities, and 80% of other intangible assets, net of associated deferred tax liabilities. Amounts for State Street and State Street Bank as of
December 31, 2016 consisted of goodwill, net of deferred taxliabilities and 60% of other intangible assets, net of associated deferred taxliabilities. Intangible assets, net of associated deferred tax liabilities is phased in as a deduction from capital, in conformrity with
the Basel lll final rule.

() Under the current advanced approaches rules and regulatory guidance concerning operational risk models, RWA attributable to operational risk can vary substantially from period-to-period, without direct correlation to the effects of a particular loss event on our
results of operations and financial condition and impacting dates and periods that may differ fromthe dates and periods as of and during which the loss event is reflected in our financial statements, with the timing and categorization dependent on the processes for
model updates and, if applicable, model revalidation and regulatory review and related supenisory processes. Anindividual loss event can have a significant effect on the output of our operational risk RWA under the advanced approaches depending on the severity of
the loss event and its categorization among the seven Basel-defined UOMSs.

(5) Market risk risk-weighted assets reported in conformrity with the Basel 11 advanced approaches included a CVA which reflected the risk of potential fair velue adjustments for crexit risk reflected in our valuation of over-the-counter derivetive contracts. The CVAwas
not provided for in the final market risk capital rule; however, it was required by the advanced approaches provisions of the Basel Il final rule. We used a simple CVA approach in conformity with the Base! 11l advanced approaches.

®) Mininmum requirements will be phased in up to full inplementation beginning on January 1, 2019; minimum requirements listed are as of Decenrber 31, 2017. See Table 36: Basel Il Final Rules Transition Arrangements and Minimum Risk Based Capital Ratios.
(M Mininmum requirements will be phased in up to full inplementation beginning on January 1, 2019; minimum requirements listed are as of Decenrber 31, 2016. See Table 36: Basel 1l Final Rules Transition Arrangements and Minimum Risk Based Capital Ratios.
NA Not applicable
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As of January 1, 2015, we used the standardized prowvsions of the
Basel lll final rule in addition to the advanced approaches provisions
which were previously implemented in the second quarter of 2014, and
the lower of our regulatory capital ratios calculated under the advanced
approaches and those ratios calculated under the standardized approach
are applied in the assessment of our capital adequacy for regulatory
capital purposes. Beginning in the second quarter of 2014, until January
1, 2015, we used the advanced approaches prowvisions in the Basel lll
final rule, and transitional provisions of the Basel lll final rule, and the
lower of our regulatory capital ratios calculated under the advanced
approaches and those ratios calculated under the transitional provisions
were applied in the assessment of our capital adequacy for regulatory
capital purposes.

Our CET1 capital increased $580 million as of December 31, 2017
compared to December 31, 2016 primarily due to net income of $2.18
billion and an increase in accumulated other comprehensive income of
$964 million. The increases in CET1 capital were partially offset by
capital distributions of $2.23 billion from common stock purchases and
dividends, the impact from the 2017 phase-in of the deduction of
intangibles (80% in 2017 compared to 60% in 2016), and the impact from
the TCJA in 2017. The TCJA resulted in one-time estimated net impact to
capital attributable to a change in deferred tax liability on capital
deductions of $356 million which consisted of the $270 million impact to
net income and an additional $86 million related to a net change in
deductible deferred taxes. Actual effects of the TCJA may differ from
these estimates, among other things, due to additional tax and
regulatory guidance and change in State Street assumptions and
interpretations.

In the same comparative period, our tier 1 capital increased $665
million, due to the increase in CET1 capital. Total capital increased $458
million under advanced approaches and increased $468 million under
standardized approach due to the changes to tier 1 capital. State Street
Bank's tier 1 capital increased $726 million, and total capital increased
$515 million and $525 million under the advanced and standardized
approaches, respectively, as of December 31, 2017, compared to
December 31, 2016. The increase is a result of higher CET1.

The table below presents a roll-forward of CET1 capital, tier 1 capital
and total capital for the years ended December 31, 2017 and 2016.

TABLE42: CAPITAL ROLL-FORWARD

State Street

Basel lll Advanced Basel Il Standardized ~Basel lll Advanced Basel Il Standardized
Approaches D D

(In millions) December 31,2017 31,2017 December 31,2016 31,2016

CET1 capital:

CET1 capital balance,

beginning of period $ 11,624 $ 11,624 $ 12433 $ 12,433
Net income 2,177 2,177 2,143 2,143
Changes in treasury stock at
cost (1,347) (1,347) (1,225) (1,225)
Dividends declared (178) (778) (732) (732)

Goodwill and other intangible
assets, net of associated

deferred taxliabilities (529) (529) (421) (421)
Effect of certainitems in
accurmulated other
comprehensive income
(loss) 964 964 (514) (514)
Other adustments 93 93 (60) (60)
Changes in CET1 capitd 580 580 (809) (809)
CET1 capital balance, end of
period 12,204 12,204 11,624 11,624
Additional tier 1 capital:
Tier 1 capital balance,
beginning of period 14,717 14,717 15,264 15,264
Changein CET1 capital 580 580 (809) (809)
Net issuance of preferred
stock —_ = 493 493

Trust preferred capital
securities phased out of tier

1 capital — — (237) (237)
Other adustments 85 85 6 6
Changes intier 1 capital 665 665 (547) (547)
Tier 1 capital balance, end of
period 15,382 15,382 14,717 14,717
Tier 2 capital:
Tier 2 capital balance,
beginning of period 1,192 1,250 2,085 2,139

Net issuance and changes in

long-termdebt qualifying as

tier 2 (192) (192) (186) (186)
Trust preferred capital
securities phased into tier 2

capital — — (713) (713)
Changes in ALLL and other (15) (5) 7 1
Changein other adjustments = S (1) (1)
Changes in tier 2 capital (207) (197) (893) (889)
Tier 2 capital balance, end of
period 985 1,053 1,192 1,250
Total capital:
Total capital balance, beginning
of period 15,909 15,967 17,349 17,403
Changes intier 1 capital 665 665 (547) (547)
Changes in tier 2 capital (207) (197) (893) (889)
Total capital balance, end of
period $ 16,367 $ 16,435 $ 15,909 $§ 15,967
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The following table presents a roll-forward of the Basel Ill advanced
approaches risk-weighted assets for the years ended December 31, 2017
and 2016.

TABLE 43: ADVANCED APPROACHES RWA ROLL-FORWARD

State Street
(In millions) December 31, 2017 December 31, 2016
Total risk-weighted assets, beginning of period  $ 99,301 $ 99,552

Changes in credit risk-weighted assets:
Net increase (decrease) in investment

securities-wholesale 2,914 (1,027)
Net increase (decrease) in loans and leases 30 575
Net increase (decrease) in securitization
exposures (683) (3,246)
Net increase (decrease) in repo-style
transaction exposures 440 606
Net increase (decrease) in OTC derivatives
exposures (1,082) 1,812
Net increase (decrease) in all
other( (2,543) 447
Net increase (decrease) in credit risk-weighted
assets (924) (833)
Net increase (decrease) in credit valuation
adjustment (47) 512
Net increase (decrease) in market risk-
weighted assets (417) (627)
Net increase (decrease) in operational risk-
veighted assets 1,243 697
Total risk-weighted assets, end of period $ 99,156 $ 99,301

) Includes assets not in a definable category, cleared transactions, non-material portfolio, other
wholesale, cash and due from, and interest-bearing deposits with banks, equity exposures, and 6%
credit risk supervisory charge.

As of December 31, 2017, total advanced approaches risk-weighted
assets decreased $145 million compared to December 31, 2016, mainly
due to a decrease in credit risk and market risk, partially offset by an
increase in operational risk. The decrease in credit risk was mainly due
to lower volatility in our FX derivative portfolio leading to a lower positive
marked-to-market, a decrease in cash and redemptions of equity
investments, offset by an increase in the investment portfolio driven by
purchases of foreign sovereign bonds. Market risk reduction of $417
million resulted from a lower stressed VaR. The decrease in credit
valuation adjustment was also driven by the lower marked-to-market in
our FX derivative portfolios. Operational risk increased approximately
$1.24 billion due to a recalibration of the Operational Risk Advanced
Measurement Approach Capital model.

As of December 31, 2016, total advanced approaches risk-weighted
assets decreased $251 million compared to December 31, 2015, mainly
due to a decrease in credit risk and market risk, partially offset by an
increase in operational risk and credit valuation adjustment. The
decrease in credit risk was mainly due to a decrease in securitization
exposures

as a result of sell-offs and maturities as well as calls of agency debt
securities within our wholesale investment portfolio, partially offset by an
increase in derivatives exposure from marked-to-market FX contracts
stemming from a stronger dollar and an increase in securities finance
agency lending. The market risk decrease was a result of reduced end of
day positions in FXand interest rate risk. Operational risk increased
approximately $700 million mainly due to an increase in loss event
frequency. The increase in credit valuation adjustment was driven by an
increase in the market valuation FX contracts.

The following table presents a roll-forward of the Basel lll
standardized approach risk-weighted assets for the years ended
December 31, 2017 and 2016.

TABLE 44: STANDARDIZED APPROACH RWA ROLL-FORWARD
State Street

December 31,
(In millions) 2017 December 31, 2016
Total estimated risk-weighted assets, beginning
of period® 20,876 $ 95,893
Changes in credit risk-weighted assets:
Net increase (decrease) in investment
securities-wholesale 1,729 (1,471)
Net increase (decrease) in loans and leases 2,589 998
Net increase (decrease) in securitization
exposures (690) (3,144)
Net increase (decrease) in repo-style
transaction exposures 2,058 4,94
Net increase (decrease) in OTC derivatives
exposures (1,709) 3,462
Net increase (decrease) in all other® (753) (229)
Net increase (decrease) in credit risk-weighted
assets 3,224 4,610
Net increase (decrease) in market risk-
weighted assets (417) (627)
Total risk-weighted assets, end of period $ 102,683 $ 99,876

(1) Standardized approach risk-weighted assets as of the periods noted above were calculated using
State Street’s estimates, based on our then current interpretation of the Basel Il final rule.

@) Includes assets not in a definable category, cleared transactions, other wholesale, cash and due
from, and interest-bearing deposits with banks and equity exposures.

As of December 31, 2017, total standardized approach risk-
weighted assets increased $2.81 billion compared to December 31,
2016, primarily the result of an increase in credit risk partially offset by a
decrease in market risk resulting from a lower stressed VaR. The main
drivers of the credit risk change were an increase in loans, securities
finance portfolio due to a mix shift to equities, corporate bonds and
sowereigns, and an increase in the investment portfolio due to purchases,
offset by a decrease in FX contracts due to a shift to counterparties with
a lower weighted-average risk-weight.
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As of December 31, 2016, total standardized approach risk-
weighted assets increased $3.98 billion compared to December 31,
2015, primarily the result of an increase in securities finance agency
lending, an increase in market values of FX contracts, partially offset by a
decrease in securitization exposures, wholesale investments and market
risk. The decrease in securitization was due to sell-offs and maturities
while the decrease in wholesale investments was due to calls of agency
debt securities. Market risk reduction resulted from a lower stressed
VaR.

The regulatory capital ratios as of December 31, 2017, presented in
Table 41: Regulatory Capital Structure and Related Regulatory Capital
Ratios, are calculated under the standardized approach and advanced
approaches in conformity with the Basel lll final rule. The advanced
approaches-based ratios (actual and estimated pro forma) reflect
calculations and determinations with respect to our capital and related
matters as of December 31, 2017, based on State Street and external
data, quantitative formulae, statistical models, historical correlations and
assumptions, collectively referred to as “advanced systems,” in effect
and used by State Street for those purposes as of the time we first
reported such ratios in a quarterly report on the Form 10-Q or an annual
report on Form 10-K. Significant components of these advanced systems
involve the exercise of judgment by us and our regulators, and our
advanced systems may not, individually or collectively, precisely
represent or calculate the scenarios, circumstances, outputs or other
results for which they are designed or intended.

Our advanced systems are subject to update and periodic
revalidation in response to changes in our business activities and our
historical experiences, forces and events experienced by the market
broadly or by individual financial institutions, changes in regulations and
regulatory interpretations and other factors, and are also subject to
continuing regulatory review and approval. For example, a significant
operational loss experienced by another financial institution, even if we
do not experience a related loss, could result in a material change in the
output of our advanced systems and a corresponding material change in
our risk exposures, our total risk-weighted assets and our capital ratios
compared to prior periods. An operational loss that we experience could
also result in a material change in our capital requirements for
operational risk under the advanced approaches, depending on the
sewerity of the loss event, its characterization among the seven Basel-
defined UOMs, and the stability of the distributional approach for a
particular UOM, and without direct correlation to the effects of the loss
ewent, or the timing of such effects, on our results of operations.

Due to the influence of changes in these advanced systems,
whether resulting from changes in data inputs, regulation or regulatory
supenision or interpretation, State Street-specific or market activities or
experiences or other updates or factors, we expect that our advanced
systems and our capital ratios calculated in conformity with the Basel Il
final rule will change and may be \olatile over time, and that those latter
changes or wolatility could be material as calculated and measured from
period to period. Models implemented under the Basel Il final rule,
particularly those implementing the advanced approaches, remain
subject to regulatory review and approval. The full effects of the Basel lll
final rule on State Street and State Street Bank are therefore subject to
further evaluation and also to further regulatory guidance, action or rule-
making.
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Estimated Basel Il Fully Phased-in Capital Ratios

Table 45: Regulatory Capital Structure and Related Regulatory Capital Ratios - State Street, and Table 46: Regulatory Capital Structure and
Related Regulatory Capital Ratios - State Street Bank, present our capital ratios for State Street and State Street Bank as of December 31, 2017,
calculated in conformity with the advanced approaches provisions and standardized approach of the Basel lll final rule on a pro forma basis under the
fully phased-in provisions of the Basel lll final rule.

TABLE 45: REGULATORY CAPITAL STRUCTURE AND RELATED REGULATORY CAPITAL RATIOS - STATE STREET

Basel lll
Basel lll Advanced Standardized
Approaches Fully Basel lll Approach Fully
December 31, 2017 Basel lll Advanced Phase-In Phased-In Pro- Standardized Phase-In Phased-In Pro-
(In millions) Approaches Provisions Forma Esti Approach Provisions Forma Esti
Total common shareholders' equity $ 19,157 $ (23 $ 19,134 $ 19,157 $ (23) $ 19,134
Regulatory capital adjustments:
Goodwill and other intangible assets, net of associated deferred tax liabilities (6,877) (279) (7,156) (6,877) (279) (7,156)
Other adjustments (76) (18) (94) (76) (18) (94)
CET1 capital 12,204 (320) 11,884 12,204 (320) 11,884
Additional tier 1 capital:
Preferred stock 3,196 — 3,196 3,196 — 3,196
Trust preferred capital securities — — — — — —
Other adjustments (18) 18 — (18) 18 —
Additional tier 1 capital 3,178 18 3,196 3,178 18 3,196
Tier 1 capital 15,382 (302) 15,080 15,382 (302) 15,080
Tier 2 capital:
Qualifying subordinated long-term debt 980 1 981 980 1 981
Trust preferred capital securities — — — — - —
ALLL and other 4 — 4 72 —_ 72
Other 1 1) — 1 1) —
Tier 2 capital 985 — 985 1,053 — 1,053
Total capital $ 16,367 $ (302) $ 16,065 $ 16,435 $ (302) $ 16,133
Risk weighted assets $ 99,156 $ 42 $ 99,114 $ 102,683 $ 40) $ 102,643
Adjusted average assets 209,328 (220) 209,108 209,328 (220) 209,108
Total assets for SLR 236,986 (278) 236,708 236,986 (278) 236,708
MinimumRequirement
Including Capital Minimum Requirement
Minimum mggcﬂ; m@ﬂﬁﬁ: and
Capital ratios™): Requirement 2017 G-SIB Surcharge 2019
CET1 capital® 4.5% 6.5% 8.5% 12.3% 12.0% 11.9% 11.6%
Tier 1 capital 6.0 8.0 10.0 15.5 15.2 15.0 14.7
Total capital 8.0 10.0 12.0 16.5 16.2 16.0 15.7
Tier 1 leverage 4.0 NA NA 7.3 7.2 7.3 7.2
SIR 5.0 NA NA 6.5 6.4 6.5 6.4

(1) CET1 ratio is calculated by dividing CET1 (numerator) by risk-weighted assets (denominator); tier 1 capital ratio is calculated by dividing tier 1 capital (numerator) by risk-weighted assets (denominator); total
capital ratio is calculated by dividing total capital (numerator) by risk-weighted assets (denominator); tier 1 leverage ratio is calculated by dividing tier 1 capital (numerator) by adjusted average assets
(denominator); and SLR is calculated by dividing tier 1 capital (numerator) by total assets for SLR (denominator).

) CET1 ratios were calculated in conformity with the provisions of the Basel Il1 final rule; refer to Table 41: Regulatory Capital Structure and Related Regulatory Capital Ratios.

NA Not applicable
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TABLE 46: REGULATORY CAPITAL STRUCTURE AND RELATED REGULATORY CAPITAL RATIOS - STATE STREET BANK

Basel lll Advanced Basel lll Standardized

December 31, 2017 Basel lll Advanced Phase-In %m?ld‘lﬁ:&:;ﬂz‘a St:?:‘dlll;ed Phase-In Ph:sggrmf:g};m
(In millions) Approaches Provisions Estimate Approach Provisions Estimate
Total common shareholders' equity $ 23,115 $ (1) $ 23,094 $ 23,115 $ 1) $ 23,094
Regulatory capital adjustments:

Goodwill and other intangible assets, net of associated def erred tax liabilities (6,579) (270) (6,849) (6,579) (270) (6,849)

Other adjustments (5) — (5) (5) — (5)
CET1 capital 16,531 (291) 16,240 16,531 (291) 16,240
Additional tier 1 capital:

Preferred stock — = = = = —

Other adjustments — — — — - —

Additional tier 1 capital = = = = — —
Tier 1 capital 16,531 (291) 16,240 16,531 (291) 16,240
Tier 2 capital:

Qualifying subordinated long-term debt 983 — 983 983 — 983

ALLL and other — — — 72 — 72
Tier 2 capital 983 — 983 1,055 — 1,055
Total capital $ 17,514 $ (291) $ 17,223 $ 17,586 $ (291) $ 17,295
Risk weighted assets $ 96,118 $ 88 $ 96,030 $ 99,767 $ 83 $ 99,684
Adjusted average assets 206,070 (214) 205,856 206,070 (214) 205,856
Total assets for SLR 233,790 (271) 233,519 233,790 (271) 233,519

Minimum Requirement
MinimumRequirement  Including Capital
Including Capital Consenvation Buffer

Capital ratios™): R:i;i?;& %ors]sgngir?m&;fge;oagj a ng%rwge
CET 1 capital® 4.5% 6.5% 8.5% 17.2% 16.9% 16.6% 16.3%
Tier 1 capital 6.0 8.0 10.0 17.2 16.9 16.6 16.3
Total capital 8.0 10.0 12.0 18.2 17.9 17.6 17.3
Tier 1 leverage 4.0 NA NA 8.0 7.9 8.0 7.9
SLR 6.0 NA NA 71 7.0 71 7.0

(denominator); total capital ratio is calculated by dividing total capital (numerator) by risk-weighted assets (denominator); tier 1 leverage ratio is calculated by dividing tier 1 capital (numerator) by adjusted
average assets (denominator); and SLR is calculated by dividing tier 1 capital (numerator) by total assets for SLR (denominator).
) CET1 ratios were calculated in conformity with the provisions of the Basel 1l final rule; refer to Table 41: Regulatory Capital Structure and Related Regulatory Capital Ratios.
NA Not applicable

Fully phased-in pro-forma estimates of common shareholders' equity include 100% of AOCI, including AOCI attributable to AFS securities, cash
flow hedges and defined benefit pension plans. Fully phased-in pro-forma estimates of CET1 capital reflect 100% of applicable deductions, including but
not limited to, intangible assets net of deferred tax liabilities. Fully phased-in tier 1 capital reflects the transition of trust preferred capital securities from
tier 1 capital to tier 2 capital. For both Basel lll advanced and standardized approaches, fully phased-in pro-forma estimates of risk-weighted assets
reflect the exclusion of intangible assets, offset by additions related to non-significant equity exposures and deferred tax assets related to temporary
differences.

(1) CET1 capital ratio is calculated by dividing CET1 capital (numeratc? by risk-weighted assets (denominator); tier 1 capital ratio is calculated by dividing tier 1 capital (numerator) by risk-weighted assets
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Supplementary Leverage Ratio

In 2014, U.S. banking regulators issued final rules implementing an
SLR, for certain bank holding companies, like State Street, and their
insured depository institution subsidiaries, like State Street Bank, which
we refer to as the SLR final rule. Upon implementation, the SLR final rule
requires that, as of January 1, 2018, (i) State Street Bank maintain an
SLR of at least 6% to be well capitalized under the U.S. banking
regulators’ PCA framework and (ji) State Street maintain an SLR of at
least 5% to awoid
TABLE47: SUPPLEMIENTARY LEVERAGE RATIO
December 31, 2017
(Dollars in millions)
State Street:

Tier 1 capital

On-and off-balance sheet leverage exposure
Less: regulatory deductions

Total assets for SLR

Supplemrentary leverage ratio

State Street Bank:
Tier 1 capital

On-and off-balance sheet leverage exposure
Less: regulatory deductions

Total assets for SLR

Supplementary leverage ratio

limitations on capital distributions and discretionary bonus payments. In
addition to the SLR, State Street is subject to a minimum tier 1 leverage
ratio of 4%, which differs from the SLR primarily in that the denominator
of the tier 1 leverage ratio is only a quarterly average of on-balance sheet
assets and does not include any off-balance sheet exposures. Beginning
with reporting for March 31, 2015, State Street was required to include
SLR disclosures, calculated on a transitional basis, with its other Basel
disclosures.

Fully Phased-in Pro-

Transitional SLR Phase-In Provisions  Forma SLREstimate
$ 15382 $ (302) $ 15,080
243,958 — 243,958
(6,972) (278) (7,250)
$ 236986 $ (278) $ 236,708
6.5% (0.1)% 6.4%
$ 16,531 $ (291) $ 16,240
240,373 — 240,373
(6,583) (27) (6,854)
$ 233790 $ (271) $ 233,519
71% (0.1)% 7.0%
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Capital Actions
Preferred Stock
The following table summarizes selected terms of each of the series of the preferred stock issued and outstanding as of December 31, 2017:

TABLE48: PREFERRED STOCK ISSUED AND OUTSTANDING

Ownership
Interest Per Liquidation Net Proceeds of
Depositary Depositary Preference Per Liquidation Preference Offering (In
Issuance Date  Shares Issued Share Share Per Depositary Share millions) Redemption Date”

Preferred Stock®:
Series C August 2012 20,000,000 1/4,000th $ 100,000 $ 25 $ 488  September 15, 2017
Series D February 2014 30,000,000 1/4,000th 100,000 25 742 Merch 15, 2024
Series E Noverrber 2014 30,000,000 1/4,000th 100,000 25 728  December 15,2019
Series F May 2015 750,000 1/100th 100,000 1,000 742 September 15, 2020
Series G April 2016 20,000,000 1/4,000th 100,000 25 493  March 15, 2026

“’O'nferedenrrxim date, or anydividend declaration date thereafter, the preferred stock and corresponding depositary shares may be redeemed by us, in whole or in part, at the liquidation price per share and liquidation price per depositary share plus any declared
and unpaid dividends, without accumulation of any undeclared dividends.

(The preferred stockand corresponding depositary shares may be redeemed at our option in whole, but not in part, prior to the redenrption date upon the occurrence of a regulatory capital treatment event, as defined in the certificate of designation, at a redenrption
price equal to the liquidation price per share and liquidation price per depositary share plus any declared and unpaid dividends, without accumulation of any undeclared dividends.

The following tables present the dividends declared for each of the series of preferred stock issued and outstanding for the periods indicated:

TABLE 49: PREFERRED STOCK DIVIDENDS
Years Ended December 31,

2017 2016
Dividends Dividends Declared Dividends Dividends Declared
Declared per per Depositary Total Declared per per Depositary Total
Share Share (In millions) Share Share (In millions)

Preferred Stock:

Series C $ 5250 $ 132 §$ 2% $ 5250 $ 132 § 26
Series D 5,900 1.48 44 5,900 1.48 44
Series E 6,000 1.52 45 6,000 1.52 45
Series F 5,250 52.50 40 5,250 52.50 40
Series G 5,352 1.32 27 3,626 0.90 18
Total $ 182 $ 173

In February 2018, we declared dividends on our Series C, D, E, F and G preferred stock of approximately $1,313, $1,475, $1,500, $2,625 and
$1,338, respectiwely, per share, or approximately $0.33, $0.37, $0.38, $26.25, and $0.33, respectively, per depositary share. These dividends total
approximately $6 million, $11 million, $11 million, $20 million and $7 million on our Series C, D, E, F and G preferred stock, respectively, which will be
paid in March 2018.

Common Stock

In June 2017, our Board approved a common stock purchase program authorizing the purchase of up to $1.4 billion of our common stock through
June 30, 2018 (the 2017 Program).

In June 2016, our Board approved a common stock purchase program authorizing the purchase of up to $1.4 billion of our common stock through
June 30, 2017 (the 2016 Program). The table below presents the activity under both the 2017 Program and 2016 Program during the year ended
December 31, 2017:

State Street Corporation | 113



Table of Contents

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS
TABLE 50: SHARES REPURCHASED
Shares Acquired Total Acquired
(In millions) Average Cost per Share (In millions)
2016 Program(1) 94 $ 7993 §$ 750
2017 Program 7.4 94.54 700
Total 168 § 8637 $ 1,450

) Includes $158 million relating to shares acquired in exchange for BFDS stock during the first quarter of 2017. Additional information about the exchange is provided in Note 1 to the consolidated financial

statements included in this Form 10-K.

The table below presents the dividends declared on common stock for the periods indicated:

TABLE 51: COMMON STOCK DIVIDENDS

Years Ended December 31,

Dividends Declared per Share

Total Total
(In millions) Dividends Declared per Share (In millions)

2017

2016

Common Stock $ 160 $

Federal and state banking regulations place certain restrictions on
dividends paid by subsidiary banks to the parent holding company. In
addition, banking regulators have the authority to prohibit bank holding
companies from paying dividends. For information conceming limitations
on dividends from our subsidiary banks, refer to “Related Stockholder
Matters” included under ltem 5, Market for Registrant’s Common Equity,
Related Stockholder Matters and Issuer Purchases of Equity Securities,
and to Note 15 to the consolidated financial statements included under
ltem 8, Financial Statements and Supplementary Data, of this Form 10-
K. Our common stock and preferred stock dividends, including the
declaration, timing and amount thereof, are subject to consideration and
approval by the Board at the relevant times.

Stock purchases may be made using various types of mechanisms,
including open market purchases, accelerated share repurchases or
transactions off market, and may be made under Rule 10b5-1 trading
programs. The timing of stock purchases, types of transactions and
number of shares purchased will depend on seweral factors, including,
market conditions and State Street’s capital positions, its financial
performance and investment opportunities. The common stock purchase
program does not have specific price targets and may be suspended at
any time.

596 $ 144 $ 559

OFF-BALANCE SHEET ARRANGEMENTS

On behalf of clients enrolled in our securities lending program, we
lend securities to banks, broker/dealers and other institutions. In most
circumstances, we indemnify our clients for the fair market value of those
securities against a failure of the borrower to retum such securities.
Though these transactions are collateralized, the substantial volume of
these activities necessitates detailed credit-based underwriting and
monitoring processes. The aggregate amount of indemnified securities on
loan totaled $381.82 billion as of December 31, 2017, compared to
$360.45 billion as of December 31, 2016. We require the borrower to
provide collateral in an amount in excess of 100% of the fair market value
of the securities borrowed. We hold the collateral received in connection
with these securities lending senices as agent, and the collateral is not
recorded in our consolidated statement of condition. We revalue the
securities on loan and the collateral daily to determine if additional
collateral is necessary or if excess collateral is required to be retumed to
the borrower. We held, as agent, cash and securities totaling $400.83
billion and $377.92 billion as collateral for indemnified securities on loan
as of December 31, 2017 and December 31, 2016, respectively.

The cash collateral held by us as agent is invested on behalf of our
clients. In certain cases, the cash collateral is invested in third-party
repurchase agreements, for which we indemnify the client against loss of
the principal invested. We require the counterparty to the indemnified
repurchase agreement to provide collateral in an amount in excess of
100% of the amount of the repurchase agreement. In our role as agent,
the indemnified repurchase agreements and the related collateral held by
us are not recorded in our consolidated statement of condition. Of the
collateral of $400.83

State Street Corporation | 114



Table of Contents

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

billion and $377.92 billion, referenced above, $61.27 billion and $60.00
billion was invested in indemnified repurchase agreements as of
December 31, 2017 and December 31, 2016, respectively. We or our
agents held $65.27 billion and $63.96 billion as collateral for indemnified
investments in repurchase agreements as of December 31, 2017 and
December 31, 2016, respectively.

Additional information about our securities finance activities and
other off-balance sheet arrangements is provided in Notes 10, 12 and 14
to the consolidated financial statements included in this Form 10-K.

SIGNIFICANT ACCOUNTING ESTIMATES

Our consolidated financial statements are prepared in conformity
with U.S. GAAP, and we apply accounting policies that affect the
determination of amounts reported in the consolidated financial
statements. Additional information on our significant accounting policies,
including references to applicable footnotes, is provided in Note 1 to the
consolidated financial statements included under ltem 8, Financial
Statements and Supplementary Data, of this Form 10-K.

Certain of our 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 consolidated financial statements, and changes in this
information over time could materially affect the amounts of assets,
liabilities, equity, revenue and expenses reported in subsequent
consolidated financial statements.

Based on the sensitivity of reported financial statement amounts to
the underlying estimates and assumptions, the more significant
accounting policies applied by State Street have been identified by
management as those associated with recurring fair value
measurements, OTTI of investment securities, impairment of goodwill and
other intangible assets, and contingencies. These accounting policies
require the most subjective or complex judgments, and underlying
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 results of
operations and financial condition.

The following is a discussion of the above-mentioned significant
accounting estimates. Management has discussed these significant
accounting estimates with the E&A Committee of the Board.

Fair Value Measurements

We carry certain of our financial assets and liabilities at fair value in
our consolidated financial statements on a recurring basis, including
trading account assets, AFS investment securities and derivative
instruments.

Changes in the fair value of these financial assets and liabilities are
recorded either as components of our consolidated statement of income,
or as components of other comprehensive income within shareholders'
equity in our consolidated statement of condition. In addition to those
financial assets and liabilities that we carry at fair value in our
consolidated financial statements on a recurring basis, we estimate the
fair values of other financial assets and liabilities that we carry at
amortized cost in our consolidated statement of condition, and we
disclose these fair value estimates in the notes to our consolidated
financial statements. We estimate the fair values of these financial
assets and liabilities using the definition of fair value described below.
Additional information with respect to the assets and liabilities carried by
us at fair value on a recurring basis is provided in Note 2 to the
consolidated financial statements included under ltem 8, Financial
Statements and Supplementary Data, of this Form 10-K.

U.S. GAAP defines fair value as the price that would be received to
sell an asset or paid to transfer a liability in the principal or most
advantageous market for an asset or liability in an orderly transaction
between market participants on the measurement date. When we
measure fair value for our financial assets and liabilities, we consider the
principal or the most advantageous market in which we would transact;
we also consider assumptions that market participants would use when
pricing the asset or liability. VWhen possible, we look to active and
observable markets to measure the fair value of identical, or similar,
financial assets and liabilities. VWhen identical financial assets and
liabilities are not traded in active markets, we look to market-obsenable
data for similar assets and liabilities. In some instances, certain assets
and liabilities are not actively traded in obsenvable markets; as a resullt,
we use altemate valuation techniques to measure their fair value.

We categorize the financial assets and liabilities that we carry at
fair value in our consolidated statement of condition on a recurring basis
based on U.S. GAAP's prescribed three-level valuation hierarchy. The
hierarchy gives the highest priority to quoted prices in active markets for
identical assets or liabilities (level 1) and the lowest priority to valuation
methods using significant unobsenvable inputs (level 3).
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As of December 31, 2017, including the effect of netting, we
categorized approximately 1% of our financial assets carried at fair value
in level 1, approximately 96% of our financial assets carried at fair value
in level 2, and approximately 3% of our financial assets carried at fair
value in level 3 of the fair value hierarchy. As of December 31, 2016,
including the effect of netting, we categorized approximately 6% of our
financial assets caried at fair value in level 1, approximately 92% of our
financial assets carried at fair value in level 2, and approximately 2% of
our financial assets caried at fair value in level 3 of the fair value
hierarchy.

As of December 31, 2017, on the same basis, we categorized less
than 1% of our financial liabilities carried at fair value in level 1,
approximately 99% of our financial liabilities carried at fair value in level 2,
and less than 1% of our financial liabilities carried at fair value in level 3 of
the fair value hierarchy. As of December 31, 2016, on the same basis,
we categorized none of our financial liabilities carried at fair value in level
1, approximately 100% of our financial liabilities carried at fair value in
level 2, and less than 1% of our financial liabilities carried at fair value in
level 3 of the fair value hierarchy.

The assets categorized in level 1 were primarily U.S. Treasury
obligations and trading account assets. Fair value for these securities
was measured by management using unadjusted quoted prices in active
markets for identical securities.

The assets categorized in level 2 were primarily AFS investment
securities and derivative instruments. Fair value for the investment
securities was measured by management primarily using information
obtained from independent third parties. Information obtained from third
parties is subject to review by management as part of a validation
process. Management utilizes a process to verify the information
provided, including an understanding of underlying assumptions and the
level of market-participant information used to support those
assumptions. In addition, management compares significant
assumptions used by third parties to available market information. Such
information may include known trades or, to the extent that trading
activity is limited, comparisons to market research information pertaining
to credit expectations, execution prices and the timing of cash flows and,
where information is available, back-testing.

The derivative instruments categorized in level 2 primarily comprised
of foreign exchange and interest-rate contracts used in our trading
activities, for which fair value was measured by management using
discounted cash flow techniques, with inputs consisting of observable
spot and forward points, as well as obsenable interest rate cunes.

The substantial majority of our financial assets categorized in level
3 were asset-backed AFS securities. Lewvel-3 assets also included
foreign exchange derivative contracts. The aggregate fair value of our
financial assets and liabilities categorized in level 3 as of December 31,
2017 increased approximately 57% compared to 2016, primarily the
result of purchases of asset-backed and non-U.S. debt securities.

With respect to derivative instruments, we evaluated the impact on
valuation of the credit risk of our counterparties and of our own credit. We
considered such factors as the market-based probability of default by us
and our counterparties, and our current and expected potential future net
exposures by remaining maturities, in determining the appropriate
measurements of fair value. Valuation adjustments associated with
derivative instruments were not significant to our consolidated financial
results in 2017, 2016 or 2015.

Other-Than-Temporary Impairment of Investment Securities

Qur portfolio of fixed-income investment securities constitutes a
significant portion of the assets carried in our consolidated statement of
condition. U.S. GAAP requires the use of expected future cash flows to
evaluate OTTI of these investment securities. The amount and timing of
these expected future cash flows are significant estimates used in our
evaluation of OTTI. An OTTl is triggered if the intent is to sell the security
or the security will more likely than not have to be sold before the
amortized cost basis is recovered. Additional information with respect to
management's assessment of OTTl is provided in Note 3 to the
consolidated financial statements included under ltem 8, Financial
Statements, of this Form 10-K.

Expectations of defaults and prepayments are the most significant
assumptions underlying our estimates of future cash flows. In
determining these estimates, management relies on relevant and reliable
information, including but not limited to deal structure, including optional
and mandatory calls, market interest-rate cunes, industry standard
asset-class-specific prepayment models, recent prepayment history,
independent credit ratings, and recent actual and projected credit losses.
Management considers this information based on its relevance and uses
its best judgment in order to determine its assumptions for underlying
cash-flow expectations and resulting estimates. Management reviews its
underlying assumptions and dewelops expected future cash-flow
estimates at least quarterly. Additional detail with respect to the
sensitivity of these default and prepayment assumptions is provided
under “Investment Securities” in "Financial
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Condition" of this Management's Discussion and Analysis.
Impairment of Goodwill and Other Intangible Assets

Goodwill represents the excess of the cost of an acquisition over
the fair value of the net tangible and other intangible assets acquired at
the acquisition date. Other intangible assets represent purchased long-
lived intangible assets, primarily client relationships and core deposit
intangible assets, that can be distinguished from goodwill because of
contractual rights or because the asset can be exchanged on its own or
in combination with a related contract, asset or liability. Goodwill is not
amortized, while other intangible assets are amortized over their
estimated useful lives.

Goodwill is ultimately supported by eamings and cash flows from
our Investment Senicing and Investment Management lines of business.
A decline in eamings as a result of a lack of growth, or our inability to
deliver cost-effective senices owver sustained periods, could lead to a
perceived impairment of goodwill, which would be evaluated and, if
necessary, be recorded as a write-down of the reported amount of
goodwill through a charge to other expenses in our consolidated
statement of income.

Management reviews goodwill for impairment annually or more
frequently if circumstances arise or events occur that indicate an
impairment of the carrying amount may exist. We begin our review by
first assessing qualitative factors to determine whether it is more likely
than not that the fair value of a reporting unit is less than its carrying
amount. If we conclude from the qualitative assessment of goodwill
impairment that it is more likely than not that a reporting unit’s fair value
is greater than its carrying amount, quantitative tests are not required.
However, if we determine it is more likely than not that a reporting unit's
fair value is less than its carrying amount, then we complete a
quantitative assessment to determine if there is goodwill impairment.

The quantitative assessment inwolves using a two-step process.
First, we compare the aggregate fair value of the reporting unit to its
carrying amount, including goodwill. If the fair value exceeds the carrying
amount, no impairment exists. If the cammying amount of the reporting unit
exceeds the fair value, then we compare the “implied” fair value of the
reporting unit's goodwill to its carrying amount. If the carrying amount of
the goodwill exceeds the implied fair value, then goodwill impairment is
recognized by writing the goodwill down to the implied fair value. The
implied fair value of the goodwill is determined by allocating the fair value
of the reporting unit to all of the assets and liabilities of that unit, as if the
unit had

been acquired in a business combination and the overall fair value of the
unit was the purchase price.

To determine the aggregate fair value of the reporting unit being
evaluated for goodwill impairment, we use one of two principal
methodologies: a market approach, based on a comparison of the
reporting unit to publicly-traded companies in similar lines of business; or
an income approach, based on the value of the cash flows that the
business can be expected to generate in the future.

Events that may indicate impairment include significant or adverse
changes in the business, economic or political climate; an adverse
action or assessment by a regulator; unanticipated competition; and a
more-likely-than-not expectation that we will sell or otherwise dispose of
a business to which the goodwill or other intangible assets relate.
Additional information about goodwill and other intangible assets,
including information by line of business, is provided in Note 5 to the
consolidated financial statements included under ltem 8, Financial
Statements and Supplementary, of this Form 10-K.

During the third quarter of 2017, we assessed goodwill for
impairment using a qualitative assessment. The qualitative assessment
required management to make judgments and to evaluate seweral factors,
which included, but were not limited to, significant or adverse changes in
the business, firm and industry events, economic or political climate; an
adwerse action or assessment by a regulator; unanticipated competition;
and a more-likely-than-not expectation that we will sell or otherwise
dispose of a business to which the goodwill or other intangible assets
relate. Based on our evaluation of these factors, we determined that it
was more likely than not that the fair value of each of the reporting units
exceeded its respective carrying amount.

Additional information about goodwill and other intangible assets,
including information by line of business, is provided in Note 5 to the
consolidated financial statements included under ltem 8, Financial
Statements and Supplementary Data, of this Form 10-K.

Intangible assets are supported by the future cash flows that are
directly associated with and expected to arise as a direct result of the
use of the intangible asset, less any costs associated with the intangible
asset’s eventual disposition. We evaluate other intangible assets for
impairment at the lowest level for which there are identifiable cash flows
that are largely independent of the cash flows from other groups of
assets using a two-step process. First, if the intangible asset's
estimated future net undiscounted cash flows are greater than the

carrying
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value, there is no indication of impairment, but if the intangible asset's
net undiscounted cash flows are less than its carrying value, there is an
indication that the intangible asset is not recoverable and we proceed to
the second step of the impairment test. In the second step, if the fair
value of the intangible asset is below the carrying value, an impairment is
recognized by writing the intangible asset down to its fair value. We
evaluate intangible assets for impairment on an annual basis, or more
frequently if circumstances arise that may indicate an impairment of the
carrying amount.

Our evaluation of goodwill and other intangible assets indicated that
no significant impairment occurred in 2017, 2016 or 2015. Goodwill and
other intangible assets recorded in our consolidated statement of
condition as of December 31, 2017 totaled approximately $6.02 billion
and $1.61 billion, respectively, compared to $5.81 billion and $1.75
billion, respectively, as of December 31, 2016.

Contingencies

The significant estimates and judgments related with establishing
litigation resenves are discussed in Note 13 of the consolidated financial
statements included under ltem 8, Financial Statements and
Supplementary Data, of this Form 10-K.

RECENT ACCOUNTING DEVELOPMENTS

Information with respect to recent accounting developments is

provided in Note 1 to the consolidated financial statements included

under ltem 8, Financial Statements and Supplementary Data, of this
Form 10-K.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

The information provided under “Market Risk Management” in
"Financial Condition" included under ltem 7, Management's Discussion
and Analysis, of this Form 10-K; is incorporated by reference herein.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY
DATA

Additional information about restrictions on the transfer of funds
from State Street Bank to the Parent Company is provided under
"Related Stockholder Matters" included under Item 5, Market for
Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities, and under "Capital" in “Financial
Condition” under Item 7, Management’s Discussion and Analysis, of this
Form 10-K.
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Report of Independent Registered Public Accounting Firm

The Shareholders and Board of Directors of
State Street Corporation

Opinion on the Financial Statements

We hawe audited the accompanying consolidated statements of condition of State Street Corporation (the "Corporation") as of December 31, 2017
and 2016, and the related consolidated statements of income, comprehensive income, changes in shareholders' equity and cash flows for each of the
three years in the period ended December 31, 2017, and the related notes (collectively referred to as the "consolidated financial statements"). In our
opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the Corporation at December 31, 2017 and
2016, and the results of its operations and its cash flows for each of the three years in the period ended December 31, 2017, in conformity with U.S.
generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) ("PCAOB"), the
Corporation’s intemal control over financial reporting as of December 31, 2017, based on criteria established in Intemal Control-Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (2013 framework) and our report dated February 26, 2018 expressed
an unqualified opinion thereon.

Basis for Opinion

These consolidated financial statements are the responsibility of the Corporation's management. Our responsibility is to express an opinion on the
Corporation’s consolidated financial statements based on our audits. We are a public accounting firm registered with the PCAOB and are required to be
independent with respect to the Corporation in accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities
and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free of material misstatement, whether due to error or fraud. Our audits
included performing procedures to assess the risks of material misstatement of the consolidated financial statements, whether due to error or fraud, and
performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements. Our audits also included evaluating the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the financial statements. We believe that our audits provide a reasonable basis for our
opinion.

/s/ Emst & Young LLP

We hawe sened as the Corporation's auditor since 1972.

Boston, Massachusetts
February 26, 2018
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STATE STREET CORPORATION
CONSOLIDATED STATEMENT OF INCOME

Years Ended December 31,

(Dollars in millions, except per share amounts) 2017 2016 2015

Fee revenue:

Senvicing fees $ 5365 $ 5073 $ 5,153
Management fees 1,616 1,292 1,174
Trading senvices 1,071 1,099 1,146
Securities finance 606 562 496
Processing fees and other 247 90 309
Total fee revenue 8,905 8,116 8,278
Net interest income:

Interestincome 2,908 2,512 2,488
Interest expense 604 428 400
Net interestincome 2,304 2,084 2,088
Gains (losses) related to investment securities, net:

Gains (losses) from sales of available-for-sale securities, net (39) 10 5)
Losses from other-than-temporary impairment — 2) 1)
Losses reclassified (from) to other comprehensive income — (1 —
Gains (losses) related to investment securities, net (39) 7 (6)
Total revenue 11,170 10,207 10,360
Provision for loan losses 2 10 12
Expenses:

Compensation and employee benefits 4,394 4,353 4,061
Information systems and communications 1,167 1,105 1,022
Transaction processing senices 838 800 793
Occupancy 461 440 444
Acquisition and restructuring costs 266 209 25
Professional senices 340 379 490
Amortization of other intangible assets 214 207 197
Other 589 584 1,018
Total expenses 8,269 8,077 8,050
Income before income taxexpense (benefit) 2,899 2,120 2,298
Income tax expense (benefit) 722 (22) 318
Net income from non-controlling interest — 1 —
Net income $ 2177 $ 2143 $ 1,980
Net income available to common shareholders $ 1993 §$ 1968 $ 1,848
Earnings per common share:

Basic $ 532 $ 503 $ 453
Diluted 524 497 447
Average common shares outstanding (in thousands):

Basic 374,793 391,485 407,856
Diluted 380,213 396,090 413,638
Cash dividends declared per common share $ 160 $ 144  $ 1.32

The accompanying notes are an integral part of these consolidated financial statements.
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STATE STREET CORPORATION
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Years Ended December 31,

(In millions) 2017 2016 2015
Net income $ 2177  $ 2143 $ 1,980
Other comprehensive income (loss), net of related taxes:

Foreign currency translation, net of related taxes of $21, ($11) and ($101), respectively 900 (372) (735)
Net unrealized gains (losses) on available-for-sale securities, net of reclassification

adjustment and net of related taxes of $272, ($119), and ($195), respectively 367 (181) (331)
Net unrealized gains (losses) on available-for-sale securities designated in fair value

hedges, net of related taxes of $16, $16 and $5, respectively 22 23 12
Other-than-temporaryimpairment on held-to-maturity securities related to factors other than

credit, net of related taxes of $3, $5 and $8, respectively 3 7 13
Net unrealized gains (losses) on cash flow hedges, net of related taxes of ($181), ($42) and

$24, respectively (285) (64) 17
Net unrealized gains (losses) on retirement plans, net of related taxes of $8, $1 and $51,

respectively 24 11) 89
Other comprehensive income (loss) 1,031 (598) (935)
Total comprehensive income $ 3208 $ 1545 § 1,045

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

State Street Corporation | 122



STATE STREET CORPORATION
CONSOLIDATED STATEMENT OF CONDITION

December 31
(Dollars in millions, except per share amounts) 2017 2016
Assets:
Cash and due from banks $ 2107 $ 1,314
Interest-bearing deposits with banks 67,227 70,935
Securities purchased under resale agreements 3,241 1,956
Trading account assets 1,093 1,024
Investment securities available-for-sale 57,121 61,998
Investment securities held-to-maturity (fair value of $40,255 and $34,994) 40,458 35,169
Loans and leases (less allowance for losses of $54 and $53) 23,240 19,704
Premises and equipment (net of accumulated depreciation of $3,881 and $3,333) 2,186 2,062
Accrued interest and fees receivable 3,099 2,644
Goodwill 6,022 5,814
Other intangible assets 1,613 1,750
Other assets 31,018 38,328
Total assets $ 238,425 $ 242,698
Liabilities:
Deposits:

Non-interest-bearing $ 47175 $ 59,397

Interest-bearing—U.S. 50,139 30,911

Interest-bearing—non-U.S. 87,582 96,855
Total deposits 184,896 187,163
Securities sold under repurchase agreements 2,842 4,400
Other short-term borrowings 1,144 1,585
Accrued expenses and other liabilities 15,606 16,901
Long-term debt 11,620 11,430
Total liabilities 216,108 221,479
Commitments, guarantees and contingencies (Notes 12 and 13)

Shareholders’ equity:
Preferred stock, no par, 3,500,000 shares authorized:

Series C, 5,000 shares issued and outstanding 491 491

Series D, 7,500 shares issued and outstanding 742 742

Series E, 7,500 shares issued and outstanding 728 728

Series F, 7,500 shares issued and outstanding 742 742

Series G, 5,000 shares issued and outstanding 493 493
Common stock, $1 par, 750,000,000 shares authorized:

503,879,642 and 503,879,642 shares issued 504 504
Surplus 9,799 9,782
Retained earnings 18,856 17,459
Accumulated other comprehensive income (loss) (1,009) (2,040)
Treasury stock, at cost (136,229,784 and 121,940,502 shares) (9,029) (7,682)
Total shareholders’ equity 22,317 21,219
Total liabilities and shareholders' equity $ 238,425 $ 242,698

The accompanying notes are an integral part of these consolidated financial statements.
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STATE STREET CORPORATION
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

COMMON STOCK Aecumulated TREASURY STOCK

(Dollars in millions, except per share PREFERRED Retained Comprehensive
amounts, shares in thousands) STOCK Shares Amount Surplus Earnings Income (Loss) Shares Amount Total
Balance as of December 31, 2014 $ 1,961 503,880 $ 504 $ 9791 $ 14737 $ (507) 88685 $(5158) $ 21,328
Net income 1,980 1,980
Other comprehensive income (935) (935)
Preferred stockissued 742 742
Cash dividends declared:

Common stock - $1.32 per share (536) (536)

Preferred stock (130) (130)
Common stock acquired 20,521 (1,520) (1,520)
Common stock awards and options
exercised, including income tax benefit of
$70 1) (4,976) 221 180
Other ) @ @ ©)
Balance as of December 31, 2015 $ 2,703 503,830 $ 504 $ 9746 $ 16,049 $ (1,442) 104,228 $ (6,457) $ 21,103
Net income 2,143 2,143
Other comprehensive income (/0ss) (598) (598)
Preferred stockissued 493 493
Cash dividends declared:

Common stock - $1.44 per share (559) (559)

Preferred stock (173) (173)
Common stock acquired 21,098 (1,365) (1,365)
Common stock awards and options
exercised, including income tax benefit of
$13 36 (3,369) 139 175
Other (V) (16) 1 —
Balance as of December 31, 2016 $ 3,196 503,880 $ 504 $ 9782 $ 17459 $ (2,040) 121,941 $ (7682) $ 21,219
Net income 2177 2177
Other comprehensive income 1,031 1,031
Preferred stockissued -
Cash dividends declared:

Common stock - $1.60 per share (596) (596)
Prefered stock (182) (182)

Common stock acquired 16,788 (1,450) (1,450)
Common stock awards exercised 16 (2,503) 104 120
Other 1 @) 4 (1) (2)
Balance as of December 31, 2017 $ 3,196 503,880 $ 504 $ 9,799 §$ 18,856 $ (1,009) 136,230 $ (9,029) $ 22,317

The accompanying notes are an integral part of these consolidated financial statements.
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STATE STREET CORPORATION
CONSOLIDATED STATEMENT OF CASH FLOWS

Years Ended December 31,

(In millions) 2017 2016 2015
Operating Activities:

Net income $ 2177  $ 2143 $ 1,980
Adjustments to reconcile net income to net cash provided by (used in) operating activities:

Defemred income tax (benefit) 95 (358) (168)
Amortization of other intangible assets 214 207 197
Other non-cash adjustments for depreciation, amortization and accretion, net 871 722 604
Losses (gains) related to investment securities, net 39 ) 6
Change in trading account assets, net (69) (175) 75
Change in accrued interest and fees receivable, net (455) (298) (104)
Change in collateral deposits, net 1,819 (18) (6,662)
Change in unrealized losses on foreign exchange derivatives, net 3,267 (1,057) 982
Change in other assets, net (1,341) 1,772 1,156
Change in accrued expenses and other liabilities, net 9 (1,147) (48)
Other, net 307 506 579
Net cash provided by (used in) operating activities 6,933 2,290 (1,403)
Investing Activities:

Net decrease in interest-bearing deposits with banks 3,708 4,403 18,185
Net (increase) decrease in securities purchased under resale agreements (1,285) 1,448 (1,014)
Proceeds from sales of available-forsale securities 12,439 1,401 12,309
Proceeds from maturities of available-for-sale securities 28,878 30,070 28,025
Purchases of available-for-sale securities (34,841) (30,162) (25,397)
Proceeds from maturities of held-to-maturity securities 4,028 7,942 3,842
Purchases of held-to-maturity securities (8,772) (8,425) (9,398)
Net (increase) in loans and leases (3,511) (924) (561)
Business acquistions —_ (437) —
Purchases of equity investments and other long-term assets (233) (643) (366)
Purchases of premises and equipment, net (637) 613) (703)
Proceeds from sale of joint venture investment 172 — —
Cther, net 102 170 73
Net cash provided by invedting activities 48 4,230 24,995
Financing Activities:

Net (decrease) increase in time deposits (15,306) 8,488 (9,878)
Net increase (decrease) in all other deposits 13,040 (12,952) (7,535)
Net (decrease) in other short-term borrowings (1,999) (268) (7,074)
Proceeds from issuance of long-tem debt, net of issuance costs 747 1,492 2,983
Payments for long-term debt and obligations under capital leases (493) (1,441) (1,155)
Proceeds from issuance of preferred stock, net — 493 742
Proceeds from exercises of common stock options = — 4
Purchases of common stock (1,292) (1,365) (1,520)
Excesstax benefit related to sockbased compensation — 13 70
Repurchases of common stock for employee tax withholding (126) (122) (222)
Payments for cash dividends (768) (723) (655)
Other, net 9 (28) —
Net cash (used in) financing activities (6,188) 6,413) (24,240)
Net increase (decrease) 793 107 (648)
Cash and due from banks at beginning of period 1,314 1,207 1,855
Cash and due from banks at end of period $ 2107 $ 1,314  $ 1,207

The accompanying notes are an integral part of these consolidated financial statements.
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STATE STREET CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies
Basis of Presentation

The accounting and financial reporting policies of State Street
Corporation conform to U.S. GAAP. State Street Corporation, the Parent
Company, is a financial holding company headquartered in Boston,
Massachusetts. Unless otherwise indicated or unless the context
requires otherwise, all references in these notes to consolidated financial
statements to “State Street,” “we,” “us,” “our” or similar references mean
State Street Corporation and its subsidiaries on a consolidated basis,
including our principal banking subsidiary, State Street Bank.

We hawe two lines of business:

Investment Servicing provides products and senices including:
custody; product and participant level accounting; daily pricing and
administration; master trust and master custody; depotbank senices (a
fund owersight role created by regulation); record-keeping; cash
management; foreign exchange, brokerage and other trading senices;
securities finance; our enhanced custody product, which integrates
principal securities lending and custody; deposit and short-term
investment facilities; loans and lease financing; investment manager and
altemative investment manager operations outsourcing; performance, risk
and compliance analytics; and financial data management to support
institutional investors.

Investment Management, through SSGA, provides a broad aray of
investment management, investment research and investment advisory
senices to corporations, public funds and other sophisticated investors.
SSGA offers passive and active asset management strategies across
equity, fixed-income, altemative, multi-asset solutions (including OCIO)
and cash asset classes. Products are distributed directly and through
intermediaries using a variety of investment wehicles, including ETFs,
such as the SPDR® ETF brand.

Consolidation

Our consolidated financial statements include the accounts of the
Parent Company and its majority- and wholly-owned and otherwise
controlled subsidiaries, including State Street Bank. All material inter-
company transactions and balances have been eliminated. Certain
previously reported amounts have been reclassified to conform to current-
year presentation.

We consolidate subsidiaries in which we exercise control.
Investments in unconsolidated subsidiaries, recorded in other assets,
generally are accounted for under the equity method of accounting if we
hawve the ability to exercise significant influence

ower the operations of the investee. For investments accounted for under
the equity method, our share of income or loss is recorded in processing
fees and other revenue in our consolidated statement of income.
Investments not meeting the criteria for equity-method treatment are
accounted for under the cost method of accounting.

Use of Estimates

The preparation of consolidated financial statements in conformity
with U.S. GAAP requires management to make estimates and
assumptions in the application of certain of our significant accounting
policies that may materially affect the reported amounts of assets,
liabilities, equity, revenue, and expenses. As a result of unanticipated
ewvents or circumstances, actual results could differ from those
estimates.

Foreign Currency Translation

The assets and liabilities of our operations with functional
currencies other than the U.S. dollar are translated at month-end
exchange rates, and revenue and expenses are translated at rates that
approximate average monthly exchange rates. Gains or losses from the
translation of the net assets of subsidiaries with functional currencies
other than the U.S. dollar, net of related taxes, are recorded in AOCI, a
component of shareholders’ equity.

Cash and Cash Equivalents

For purposes of the consolidated statement of cash flows, cash and
cash equivalents are defined as cash and due from banks.

Interest-Bearing Deposits with Banks

Interest-bearing deposits with banks generally consist of highly
liquid, short-term investments maintained at the Federal Resene Bank
and other non-U.S. central banks with original maturities at the time of
purchase of one month or less.

Securities Purchased Under Resale Agreements and Securities Sold
Under Repurchase Agreements

Securities purchased under resale agreements and sold under
repurchase agreements are treated as collateralized financing
transactions, and are recorded in our consolidated statement of condition
at the amounts at which the securities will be subsequently resold or
repurchased, plus accrued interest. Our policy is to take possession or
control of securities underlying resale agreements either directly or
through agent banks, allowing borrowers the right of collateral
substitution and/or short-notice termination. We revalue these securities
daily to determine if additional collateral is necessary from the borrower
to protect us against credit exposure. We can use these securities as
collateral for repurchase agreements.
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For securities sold under repurchase agreements collateralized by
our investment securities portfolio, the dollar value of the securities
remains in investment securities in our consolidated statement of
condition. Where a master netting agreement exists or both parties are
members of a common clearing organization, resale and repurchase
agreements with the same counterparty or clearing house and maturity
date are recorded on a net basis.

Fee and Net Interest Income

Fees from investment senicing, investment management, securities
finance, trading senices and certain types of processing fees and other
revenue are recorded in our consolidated statement of income based on
estimates or specific contractual terms, including mutually agreed
changes to terms, as transactions occur or senices are rendered,
provided that persuasive evidence exists, the price to the client is fixed or
determinable and collectability is reasonably assured. Amounts accrued
at period-end are recorded in accrued interest and fees receivable in our
consolidated statement of condition. Performance fees generated by our
investment management activities are recorded when the performance
period is complete, based on predetermined benchmarks associated with
the applicable fund's performance.

Interest income on interest-eaming assets and interest expense on
interest-bearing liabilities are recorded in our consolidated statement of
income as components of NI, and are generally based on the effective
yield of the related financial asset or liability.

Other Significant Policies

The following table identifies our other significant accounting
policies and the note and page where a detailed description of each
policy can be found.

Fair Value Note 2 Page 131
Investment Securities Note 3 Page 139
Loans and Leases Note 4 Page 147
Goodwill and Cther Intangible Assets Note 5 Page 150
Derivative Financial Instruments Note 10 Page 153
Offsetting Arangements Note 11 Page 160
Contingencies Note 13 Page 165
Variable Interest Entities Note 14 Page 167
Regulatory Capital Note 16 Page 171
Equity-Based Compensation Note 18 Page 173
Income Taxes Note 22 Page 177
Earnings Per Common Share Note 23 Page 179
Acquisitions and Dispositions

In the first quarter of 2017, we completed the sale of our joint
venture interest in IFDS U.K. for approximately $175 million in cash and
the exchange of our joint venture interest in BFDS stock for $158 million
in State Street's common stock. We recognized a pre-tax gain of $30
million, in the aggregate, in the year ended December 31, 2017 on these
dispositions. In the third quarter of 2017, we recognized a pre-tax gain of
$26 million on the sale of an altemative trading platform.

On July 1, 2016, we completed our acquisition of GE Asset
Management (GEAM) from General Electric Company, with a total
purchase price of approximately $485 million.

We accounted for this acquisition as a business combination and,
in accordance with ASC Topic 805, Business Combinations, we have
recorded assets acquired and liabilities assumed at their respective fair
values as of the acquisition date. Our consolidated financial statements
include the operating results for the acquired business from the date of
acquisition, July 1, 2016.
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Recent Accounting Developments

Relevant standards that were recently issued but not yet adopted

Standard

Description

Hfects on the financial statements or other

Date of Adoption significant matters

ASU 2014-09, Revenue from Contracts  The standard, and its related amendments, will replace existing revenue ~ January 1, 2018 The timing and amount of our material revenue streams,
with Customers (Topic 606) recognition standards and expand the disclosure requirements for revenue including servicing fees, management fees, trading services,
arrangements with customers. Under the new standard, revenue is and securities finance, remain substantially unchanged as
recognized when a customer obtains control of promised goods or services these revenues will continue to be recognized over time.
and is recognized in an amount that reflects the consideration which the Specifically, under the new standard we will recognize revenue
entity expects to receive in exchange for those goods or services. related to thegehactivities ratably;.eover the term of I the rela;(ed
The guidance permits two methods of adoption: retrospectively to each agreements with customers as the customer simuitaneously
prior reporting period presented (full retrospective method), or benefits from the services as they are performed.
retrospectively with the cumulative effect of initially applying the The standard does not apply to revenue associated with
guidance recognized at the date of initial application (the modified financial instruments, including loans and securities, or revenue
retrospective method). recognized under other U.S. GAAP standards. Therefore NI,
securities gains/ losses and revenue related to derivative
instruments are not impacted by the standard.
The new standard modified the principal and agent guidance
requiring certain costs previously presented on a net basis to
be presented on a gross basis, which we expect will increase
2018 revenue and expenses by an estimated $225 million, the
majority reflected in Investment Management.
We have adopted the new standard as of January 1, 2018,
using the modified retrospective method of adoption. No
material adjustment to retained eamings was required.
ASU 2016-01, Financial Instruments- The standard makes limited amendments to the guidance on the January 1, 2018 Upon adoption of the standard on January 1, 2018, we
Overall (Subtopic 825-10): Recognition and classification and measurement of financial instruments. Under the new reclassified approximately $443 million of equity securities
Measurement of Financial Assets and standard, all equity securities will be measured at fair value through classified as available for sale to equity securities held at fair
Financial Liabilities eamings with certain exceptions, including investments accounted for value through profit and loss. The cumulative-effect transition
under the equity method of accounting. In addition, the FASB clarified the adjustment recognized in retained eamings on January 1, 2018
guidance related to valuation allowance assessments when recognizing was immaterial to the financial statements.
deferred tax assets on unrealized losses on available-for-sale debt
securities. This standard must be applied on a retrospective basis.
ASU 2016-02, Leases (Topic 842) The standard represents a wholesale change to lease accounting and January 1, 2019 We are currently assessing the impact of the standard on our

requires all leases, other than short-term leases, to be reported on balance
sheet through recognition of a right-of-use asset and a corresponding
liability for future lease obligations. The standard also requires extensive
disclosures for assets, expenses, and cash flows associated with leases,
as well as a maturity analysis of lease liabilities.

consolidated financial statements, but we anticipate an increase
in assets and liabilities due to the recognition of the required
right-of -use asset and corresponding liability for all lease
obligations that are currently classified as operating leases,
primarily real estate leases for office space, as well as
additional disclosure on all of our lease obligations.

ASU 2016-13, Financial Instruments-Credit

The standard requires immediate recognition of expected credit losses for January 1, 2020

Losses (Topic 326): Measurement of Credit financial assets carried at amortized cost, including trade and other

Losses on Financial Instruments

receivables, loans and commitments, held-to-maturity debt securities, and
other financial assets, held at the reporting date to be measured based on
historical experience, current conditions, and reasonable supportable
forecasts. Credit losses on available for sale securities will be recorded as
an allowance versus a wite-down of the amortized cost basis of the
security and will allow for a reversal of impairment loss when the credit of
the issuer improves.

We are currently assessing the impact of the standard on our
consolidated financial statements, and a significant
implementation project is in place to ensure that expected credit
losses are calculated in accordance with the standard. We
have established a steering committee to provide cross-
functional govemance over the project plan and key decisions,
and are currently developing key accounting policies, assessing
existing credit loss models against the new guidance and
processes and identifying a complete set of data requirements
and sources. We have commenced the development of new or
modified credit loss models and based on our analysis to date,
we expect the timing of the allowance for credit losses to
accelerate under the new standard. We are continuing to assess
the extent of the impact on the allowance for credit losses.
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Relevant standards that were recently issued but not yet adopted (continued)

Standard

Description Date of Adoption

Hfects on the financial statements or other
significant matters

ASU 2016-15, Statement of Cash Flows
(Topic 230): Classification of Certain Cash
Receipts and Cash Payments (a
consensus of the Emerging Issues Task
Force)

The standard amends the statement of cash flow guidance to address
specific cash flow issues with the objective of reducing the existing
diversity in practice.

January 1, 2018

Based on our current presentation there is no significant change
to our presentation of the statement of cash flows.

ASU 2017-01, Business Combinations
(Topic 805): Clarifying the Definition of a
Business

The standard incorporates gating criteria to determine when an integrated ~ January 1, 2018, early
set of assets and activities is not a business. When substantially all the — adoption permitted
fair value of gross assets acquired (or group of similar identifiable assets)

We have adopted this standard as of January 1, 2018 and will
apply it prospectively to transactions occurring after adoption
date, as applicable.

is concentrated in a single identifiable asset, it would not represent a

business.

ASU 2017-04, Intangibles-Goodwill and

Goodwill Impairment

The standard simplifies the subsequent measurement of goodwill by
Other (Topic 350): Simplifying the Test for eliminating Step 2 from the goodwill impairment test. The ASU requires an adoption permitted
entity to compare the fair value of a reporting unit with its carrying amount

January 1, 2020, early We are evaluating the impacts of early adoption, and will apply
this standard prospectively upon adoption.

and recognize an impairment charge for the amount by which the carrying
value exceeds the fair value of the reporting unit. Additionally, an entity
should consider income tax effects from any tax deductible goodwill on
the carrying amount of the reporting unit when measuring the goodwill

impairment loss.

ASU 2017-08, Receivables -
Nonrefundable Fees and Other Costs
(Subtopic 310-20): Premium Amortization
on Purchased Callable Debt Securities

callable debt securities to the earliest call date.

The standard shortens the amortization period for certain purchased

January 1, 2019, early We are currently evaluating the impact of the new standard and
adoption permitted the early adoption provisions.

ASU 2017-12, Derivatives and Hedging
(Topic 815): Targeted Improvements to
Accounting for Hedging Activities

The standard amends the hedge accounting mode! to better portray the
economics of risk management activities in the financial statements and  adoption permitted
enhances the presentation of hedge results. The amendments also make

January 1, 2019, earlly We are currently evaluating the impact of the new standard and
the early adoption provisions.

targeted changes to simplify the application of hedge accounting in certain

situations.

Relevant standards that were adopted during the year ended December
31, 2017

We adopted ASU 2016-09, Compensation - Stock Compensation
(Topic 718): Improvements to Employee Share-Based Payment
Accounting, effective January 1, 2017. Starting in the quarter ended
March 31, 2017, we reclassified excess tax benefits related to stock-
based compensation from financing activities to other operating activities
on the consolidated statement of cash flows. We continued to present
repurchases of common stock for employee tax withholding in financing
activities in the consolidated statements of cash flows for all periods
presented.

As required by the transition provisions of the standard, excess tax
benefits previously recognized in surplus prior to January 1, 2017 remain
in surplus, and excess tax benefits recognized after January 1, 2017 are
included in income tax expense. In connection with this change, we
recognized a tax benefit of $24.8 million in the year ended December 31,
2017. We elected to make no changes to our current policy of estimating
forfeitures or our tax withholding rates.
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Note 2. Fair Value
Fair Value Measurements

We carry trading account assets and liabilities, AFS investment
securities and various types of derivative financial instruments at fair
value in our consolidated statement of condition on a recurring basis.
Changes in the fair values of these financial assets and liabilities are
recorded either as components of our consolidated statement of income
or as components of AOCI within shareholders' equity in our consolidated
statement of condition.

We measure fair value for the above-described financial assets and
liabilities in conformity with U.S. GAAP that governs the measurement of
the fair value of financial instruments. Management believes that its
valuation techniques and underlying assumptions used to measure fair
value conform to the provisions of U.S. GAAP. We categorize the
financial assets and liabilities that we carry at fair value based on a
prescribed three-lewvel valuation hierarchy. The hierarchy gives the highest
priority to quoted prices in active markets for identical assets or liabilities
(level 1) and the lowest priority to valuation methods using significant
unobsenable inputs (level 3). If the inputs used to measure a financial
asset or liability cross different levels of the hierarchy, categorization is
based on the lowest-level input that is significant to the fair-value
measurement. Management's assessment of the significance of a
particular input to the owerall fair-value measurement of a financial asset
or liability requires judgment, and considers factors specific to that asset
or liability. The three lewels of the valuation hierarchy are described
below.

Level 1. Financial assets and liabilities with values based on
unadjusted quoted prices for identical assets or liabilities in an active
market. Our level 1 financial assets and liabilities primarily include
positions in U.S. government securities and highly liquid U.S. and non-
U.S. govemment fixed-income securities carried in trading account
assets. We may carry U.S. government securities in our AFS portfolio in
connection with our asset-and-liability management activities. Our level 1
financial assets also include active exchange-traded equity securities.

Level 2. Financial assets and liabilities with values based on quoted
prices for similar assets and liabilities in active markets, and inputs that
are observable for the asset or liability, either directly or indirectly, for
substantially the full term of the asset or liability. Level 2 inputs include
the following:

*  Quoted prices for similar assets or liabilities in active markets;

*  Quoted prices for identical or similar assets or liabilities in non-
active markets;

»  Pricing models whose inputs are obsenvable for substantially the
full term of the asset or liability; and

»  Pricing models whose inputs are derived principally from, or
corroborated by, obsenable market information through
correlation or other means for substantially the full term of the
asset or liability.

Our level 2 financial assets and liabilities primarily include non-U.S.
debt securities carried in trading account assets and various types of
fixed-income investment securities available-for-sale, as well as various
types of foreign exchange and interest-rate derivative instruments.

Fair value for our investment securities available-for-sale categorized
in level 2 is measured primarily using information obtained from
independent third parties. This third-party information is subject to review
by management as part of a validation process, which includes obtaining
an understanding of the underlying assumptions and the level of market
participant information used to support those assumptions. In addition,
management compares significant assumptions used by third parties to
available market information. Such information may include known trades
or, to the extent that trading actiwity is limited, comparisons to market
research information pertaining to credit expectations, execution prices
and the timing of cash flows and, where information is available, back-
testing.

Derivative instruments categorized in level 2 predominantly
represent foreign exchange contracts used in our trading activities, for
which fair value is measured using discounted cash-flow techniques, with
inputs consisting of obsenvable spot and forward points, as well as
obsenable interest-rate curves. With respect to derivative instruments,
we evaluate the impact on valuation of the credit risk of our
counterparties and our own credit risk. We consider factors such as the
likelihood of default by us and our counterparties, our current and
potential future net exposures and remaining maturities in determining
the fair value. Valuation adjustments associated with derivative
instruments were not material to those instruments for the years ended
December 31, 2017 and 2016.

Level 3. Financial assets and liabilities with values based on prices
or valuation techniques that require inputs that are both unobservable in
the market and significant to the overall measurement of fair value.
These inputs reflect management's judgment about the assumptions that
a market participant would use in pricing the financial asset or liability,
and are based on the best available information, some of which is
intemally developed. The following provides a more detailed discussion of
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our financial assets and liabilities that we may categorize in level 3 and
the related valuation methodology.

The fair value of our investment securities categorized in level 3
is measured using information obtained from third-party sources,
typically non-binding broker or dealer quotes, or through the use
of intemally-developed pricing models. Management has
evaluated its methodologies used to measure fair value, but has
considered the level of obsenable market information to be
insufficient to categorize the securities in level 2.

The fair value of certain foreign exchange contracts, primarily
options, is measured using an option-pricing model. Because of
a limited number of obsenvable transactions, certain model
inputs are not obsenable, such

as implied volatility surface, but are derived from obsenable
market information.

Our lewel 3 financial assets and liabilities are similar in structure and
profile to our level 1 and level 2 financial instruments, but they trade in
less liquid markets, and the measurement of their fair value is inherently
more difficult.

The following tables present information with respect to our financial
assets and liabilities carried at fair value in our consolidated statement of
condition on a recurring basis as of the dates indicated. During 2017,
approximately $9 million of assets were transferred between lewvels 1 and
2. No transfers of financial assets or liabilities between lewvels 1 and 2
occurred during 2016.
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Fair Value Measurements on a Recurring Basis

as of December 31, 2017

Quoted Market

Pricing Methods
with Significant

Pricing Methods
with Significant

Total Net
Carrying Value

Prices in Active Observable Unobservable in Consolidated
Markets Market Inputs Market Inputs Impact of Statement of
(In millions) (Level 1) (Level 2) (Level 3) Netting®) Condition
Pssets:
Trading account assets:
U.S. government securities 39 — — $ 39
Non-U.S. government securities 389 93 — 482
Other 4 528 — 572
Total trading account assets 472 621 — 1,093
AFS investment securities:
U.S. Treasury and federal agencies:
Direct obligations 1" 212 — 223
Mortgage-backed securities — 10,872 — 10,872
Total U.S. Treasury and federal agencies 11 11,084 — 11,095
Asset-backed securities:
Student loans — 3,358 — 3,358
Credit cards — 1,542 — 1,542
Other® — 89 1,358 1,447
Total asset-backed securities — 4,989 1,358 6,347
Non-U.S. debt securities:
Mortgage-backed securities — 6,576 119 6,695
Asset-backed securities — 2,545 402 2,947
Govermnment securities — 10,721 — 10,721
Other® — 5,904 204 6,108
Total non-U.S. debt securities — 25,746 725 26,471
State and political subdivisions — 9,108 43 9,151
Collateralized mortgage obligations — 1,054 — 1,054
Other U.S. debt securities — 2,560 — 2,560
U.S. equity securities —_ 46 — 46
U.S. money-market mutual funds — 397 — 397
Total AFS investment securities 11 54,984 2,126 57,121
Other assets:
Derivative instruments:
Foreign exchange contracts — 11,596 1 $ (7,593) 4,004
Interest-rate contracts 8 — — — 8
Other derivative contracts 1 — — — 1
Total derivative instruments 9 11,596 1 (7,593) 4,013
Total assets carried at fair value 492 67,201 2127 $ (7,593) $ 62,227
Liabilities:
Accrued expenses and other liabilities:
Trading account liabilities:
Other 39 = —  $ — 3 39
Derivative instruments:
Foreign exchange contracts — 11,467 1 (5,970) 5,498
Interest-rate contracts — 100 — — 100
Other derivative contracts 1 283 — — 284
Total derivative instruments 1 11,850 1 (5,970) 5,882
Total liabilities carried at fair value 40 11,850 1 $ (5970) $ 5,921

(1) Represents counterparty nettigg %irst level 2 financial assets and liabilities where a legally enforceable master netting agreement exists between State Street and the counterparty. Netting also reflects

asset and liability reductions of

@ As of December 31, 2017, the fair value of other ABS was primarily composed of $1,447 million of CLOs.
@) As of December 31, 2017, the fair value of other non-U.S. debt securities was primarily composed of $3,537 miillion of covered bonds and $1,885 million of corporate bonds.

million and $422 million, respectively, for cash collateral received from and provided to derivative counterparties.
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Fair Value Measurements on a Recurring Basis

as of December 31, 2016

Prices in Active Observable Unobservable in Consolidated
Markets Market Inputs Market Inputs Impact of Statement of
(In millions) (Level 1) (Level 2) (Level 3) Netting(") Condition
Pssets:
Trading account assets:
U.S. government securities $ 30 $ — — $ 30
Non-U.S. government securities 495 174 — 669
Other — 325 — 325
Total trading account assets 525 49 — 1,024
AFS investment securities:
U.S. Treasury and federal agencies:
Direct obligations 3,824 439 — 4,263
Mortgage-backed securities — 13,257 — 13,257
Total U.S. Treasury and federal agencies 3,824 13,69 — 17,520
Asset-backed securities:
Student loans — 5,499 97 5,596
Credit cards — 1,351 — 1,351
Sub-prime — 272 — 272
Cther®) — — 905 905
Total asset-backed securities — 7,122 1,002 8,124
Non-U.S. debt securities:
Mortgage-backed securities — 6,535 — 6,535
Asset-backed securities — 2,484 32 2,516
Govemment securities — 5,836 — 5,836
Cther®® — 5,365 248 5,613
Total non-U.S. debt securities — 20,220 280 20,500
State and political subdivisions — 10,283 39 10,322
Collateralized mortgage obligations — 2,517 16 2,593
Other U.S. debt securities — 2,469 — 2,469
U.S. equity securities — 42 — 42
Non-U.S. equity securities — 3 — 3
U.S. money-market mutual funds — 409 — 409
Non-U.S. money-market mutual funds — 16 — 16
Total AFS investment securities 3,824 56,837 1,337 61,998
Other assets:
Derivatives instruments:
Foreign exchange contracts — 16,476 8 (9,163) 7,321
Interest-rate contracts — 68 — (68) —
Total derivative instruments — 16,544 8 (9,231) 7,321
Total assets carried at fair value $ 4349 § 73,880 1345 § 9231) $ 70,343
Liabilities:
Accrued expenses and other liabilities:
Derivative instruments:
Foreign exchange contracts $ — 3 15,948 8 $ (104%6) $ 5,500
Interest-rate contracts — 348 — (226) 122
Other derivative contracts — 380 — = 380
Total derivative instruments — 16,676 8 (10,682) 6,002
Total liabilities carried at fair value $ — 3 16,676 8 $ (10682 $ 6,002

Quoted Market

Pricing Methods
with Significant

Pricing Methods
with Significant

Total Net
Carrying Value

(1) Represents counterparty netting against level 2 financial assets and liabilities where a legally enforceable master netting agreement exists between State Street and the counterparty. Netting also reflects

asset and liability reductions of

@ As of December 31, 2016, the fair value of other ABS was primarily composed of $905 million of CLOs.
®) As of December 31, 2016, the fair value of other non-U.S. debt securities was primarily composed of $3,769 million of covered bonds and $988 million of corporate bonds.

million and $2,356 million, respectively, for cash collateral received from and provided to derivative counterparties.
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The following tables present activity related to our level 3 financial assets during the years ended December 31, 2017 and 2016, respectively.
Transfers into and out of level 3 are reported as of the beginning of the period presented. During the year ended December 31, 2017, transfers into level 3
were mainly related to certain ABS and MBS, including non-U.S. debt securities, and municipal loans for which fair value was measured using
information obtained from third-party sources, including non-binding broker or dealer quotes. During the years ended December 31, 2017 and 2016,
transfers out of level 3 were mainly related to certain MBS and ABS, including non-U.S. debt securities, for which fair value was measured using prices
for which observable market information became available.

Fair Value Measurements Using Significant Unobservable Inputs
Year Ended December 31, 2017

Total Realized and Change in
Unrealized Gains (Losses) Unrealized
Gains
(Losses)
Related to
Financial
Fair Value as of Instruments
- December 31, Recorded in Recorded in Other Transfers into  Transfers out Fair Value as of Held as of
(In millions) 2016 Rev enue(1) Comprehensiv e Income(1) Purchases Sales Settlements Level 3 of Level 3 December 31, 2017(1) December 31, 2017
Assets:
AFS Investment securities:
U.S. Treasuryand federal agencies:
Mortgage-backed securities $ — — $ — $ - $ - $ -  $ 2 $ (25 $ -
Asset-backed securities:
Student loans 97 — 1 200 — — — (298) —
Other 905 3 — 1,035 (240) (620) 275 — 1,358
Total asset-backed securities 1,002 3 1 1,235 (240) (620) 275 (298) 1,358
Non-U.S. debt securities:
Mortgage-backed securities — — 2 19 — 2 — — 119
Asset-backed securities 2 1 — 370 (10) 1) 67 (47 a2
Other 248 — 1 5 (81) 31 — — 204
Total non-U.S. debt securities 280 1 1) 494 (91) 2 67 (47 75
State and palitical subdivisions 39 — 2 — — 3) 5 — 43
Collateralized mortgage obligations 16 — (1) 2 — — — (39) —
Other U.S. debt securities — — — 19 (19) — — — —
Total AFS investrment securities 1,337 4 1 1,172 (350) (601) 32 (409) 2126
Other assets:
Derivative instruments:
Foreign exchange contracts 8 (] — 4 — (C] — - 1 $ 3
Total derivative instruments 8 ) — 4 — @ — — 1 3
Total assets carried at fair value $ 1345 $ 3 s 1 $ 1776 $ (350) $ (605 § 372§ (4090 § 2127 § (3

(1) Total realized and unrealized gains (losses) on AFS investment securities are included within gains (losses) related to investment securities, net. Total realized and unrealized gains (losses) on derivative
instruments are included within trading services.
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Fair Value Measurements Using Significant Unobservable Inputs
Year Ended December 31, 2016

Total Realized and
Unrealized Gains (Losses)

Recorded
Recorded in Other

Transfers

Change in Unrealized
Gains (Losses) Related to
Fair Value as of Financial Instruments

(In millions) December 31 2015 Revenus(t O reametn Purchases sales Setilements Lovers o e et =s oSt *
Assets:
AFS Investment securities:
U.S. Treasuryand federal agencies, mortgage-
backed securities $ —  $ — — $ 32 $ — % = (325) =
Asset-backed securities:
Student loans 189 1 3 — 3 — — (%) o7
Other 1764 31 (23) 469 (82 (1,254) — 905
Total asset-backed securities 1,953 32 (20) 469 (82 (1,254) (%) 1,002
Non-U.S. debt securities:
Mortgage-backed securities — — — 0 — — (90) —
Asset-backed securities 174 — — 1% — (60) (278) R
Other 2565 — — 2 — (7) (222) 248
Total non-U.S. debt securities 429 — — 508 — (67) (590) 280
State and palitical subdivisions 33 — 9 — — ® — 39
Collateralized mortgage obligations 39 — 2 89 (66) (27 (21) 16
Other U.S. debt securities 10 — — — — (10) — —
Total AFS investment securities 2464 32 9 1,391 (148) (1,361) (1,032) 1,337
Other assets:
Derivative instruments:
Foreign exchange contracts 5 9 — 3 — 9) — 8 $ 5
Total derivative instruments 5 9 — 3 — 9) — 8 5
Total assets carried at fair value $ 2469 § “a 8 ©9 s 134§ (48 § (1,370) (1,082) 135§ 5

(1 Total realized and unrealized gains (losses) on AFS investment securities are included within gains (losses) related to investment securities, net. Total realized and unrealized gains (losses) on derivative

instruments are included within trading services.
) There were no transfers of assets into level 3 during the year ended December 31, 2016.

The following table presents quantitative information, as of the dates indicated, about the valuation techniques and significant unobsenable inputs
used in the valuation of our level 3 financial assets and liabilities measured at fair value on a recurring basis for which we use interally-developed pricing
models. The significant unobsenable inputs for our level 3 financial assets and liabilities whose fair value is measured using pricing information from non-
binding broker or dealer quotes are not included in the table, as the specific inputs applied are not provided by the broker/dealer.

Quantitative Information about Level 3 Fair Value Measurements

Fair Value Weighted-Average
Significant
As of December 31, As of December 31, Unobservable As of December 31, As of December 31,

(Dollars in millions) 2017 2016 Valuation Technique Input® 2017 2016
Significant unobservable inputs readily
available to State Street:
Pssets:
Asset-backed securities, other $ — 3 1  Discounted cash flows Credit spread —% 0.3%
State and political subdivisions — 39  Discounted cash flows Credit spread — 1.8
Derivative instruments, foreign exchange
contracts 1 8  Option model Volatility 7.2 14.4

Total $ 1 8 48
Liabilities:
Derivative instruments, foreign exchange
contracts $ 1 8 8  Option model Volatility 7.2 14.4

Total $ 1 3 8

™ Significant changes in these unobservable inputs would result in significant changes in fair value measurement.
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Fair Value Estimates

Estimates of fair value for financial instruments not carried at fair
value on a recurring basis in our consolidated statement of condition are
generally subjective in nature, and are determined as of a specific point
in time based on the characteristics of the financial instruments and
relevant market information. Disclosure of fair value estimates is not
required by U.S. GAAP for certain items, such as lease financing,
equity-method investments, obligations for pension and other post-
retirement plans, premises and equipment, other intangible assets and
income-tax assets and liabilities. Accordingly, aggregate fair-value
estimates presented do not purport to represent, and should not be
considered representative of, our underlying “market” or franchise value.
In addition, because of potential differences in methodologies and
assumptions used to estimate fair values, our estimates of fair value
should not be compared to those of other financial institutions.

We use the following methods to estimate the fair values of our
financial instruments:

»  Forfinancial instruments that have quoted market prices, those
quoted prices are used to estimate fair value.

»  For financial instruments that have no defined maturity, have a
remaining maturity of 180 days or less, or reprice frequently to a
market rate, we assume that the fair value of these instruments
approximates their reported value, after taking into consideration any
applicable credit risk.

»  Forfinancial instruments for which no quoted market prices are
available, fair value is estimated using information obtained from
independent third parties, or by discounting the expected cash flows
using an estimated current market interest rate for the financial
instrument.

The generally short duration of certain of our assets and liabilities
results in a significant number of financial instruments for which fair value
equals or closely approximates the amount recorded in our consolidated
statement of condition. These financial instruments are reported in the
following captions in our consolidated statement of condition: cash and
due from banks; interest-bearing deposits with banks; securities
purchased under resale agreements; accrued interest and fees
receivable; deposits; securities sold under repurchase agreements; and
other short-term borrowings.

In addition, due to the relatively short duration of certain of our
loans, we consider fair value for these loans to approximate their reported
value. The fair value of other types of loans, such as senior secured bank
loans, commercial real estate loans, purchased receivables and
municipal loans is estimated using information obtained from
independent third parties or by discounting expected future cash flows
using current rates at which similar loans would be made to borrowers
with similar credit ratings for the same remaining maturities.
Commitments to lend have no reported value because their terms are at
prevailing market rates.
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The following tables present the reported amounts and estimated fair values of the financial assets and liabilities not carried at fair value on a
recurring basis, as they would be categorized within the fair value hierarchy, as of the dates indicated.

(In millions)
December 31, 2017
Financial Assets:
Cash and due frombanks
Interest-bearing deposits with banks
Securities purchased under resale agreements
Investrent securities held-to-maturity
Net loans (excluding leases)"
Financial Liabilities:
Deposits:
Non-interest-bearing
Interest-bearing - U.S.
Interest-bearing - non-U.S.
Securities sold under repurchase agreements
Other short-termborrowings
Long-termdebt

Fair Value Hierarchy

Pricing Methods with

Pricing Methods with

Quoted Market Significant Significant
Estimated Fair Prices in Active Markets  Observable Market Inputs  Unobservable Market Inputs

Reported Amount Value (Level 1) (Level 3)
$ 2107 $ 2107 $ 2,107 — $ —
67,227 67,227 — 67,227 —
3,241 3,241 — 3,241 —
40,458 40,255 16,814 23,318 123
22,577 22,482 — 2,431 51
$ 47175 $ 47175  $ — 47175 $ —
50,139 50,139 — 50,139 —
87,582 87,582 — 87,582 —
2,842 2,842 — 2,842 —
1,144 1,144 — 1,144 —
11,620 11,919 — 11,639 280

) Includes $3 million of loans classified as held-for-sale that were measured at fair value on a non-recurring basis as of December 31, 2017.

(In millions)
December 31, 2016
Financial Assets:
Cash and due frombanks
Interest-bearing deposits with banks
Securities purchased under resale agreements
Investrrent securities held-to-maturity
Net loans (excluding leases)
Financial Liabilities:
Deposits:
Non-interest-bearing
Interest-bearing - U.S.
Interest-bearing - non-U.S.
Securities sold under repurchase agreements
Other short-termborrowings
Long-termdebt

Fair Value Hierarchy

Pricing Methods with

Pricing Methods with

Quoted Market Significant Significant
Estimated Fair Prices in Active Markets = Observable Market Inputs  Unobservable Market Inputs

Reported Amount Value (Level 1) (Level 3)
$ 1314 $ 1314 $ 1,314 — 3 —
70,935 70,935 — 70,935 —
1,956 1,956 — 1,956 —
35,169 34,994 17,400 17,439 155
18,862 18,877 — 18,781 9%
$ 59397 $ 59397 $ — 59,397 $ —
30,911 30,911 — 30,911 —
96,855 96,855 — 96,855 —
4,400 4,400 = 4,400 =
1,585 1,585 — 1,585 _
11,430 11,618 — 11,282 336
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Trading assets are carried at fair value. Both realized and unrealized

Note 3. Investment Securities gains and losses on trading assets are recorded in trading senices

Investment securities held by us are classified as either trading, revenue in our consolidated statement of income. Debt and marketable
AFS, or HTM at the time of purchase and reassessed periodically, based equity securities classified as AFS are carried at fair value, and after-tax
on management’s intent. net unrealized gains and losses are recorded in AOCI. Gains or losses

Generally, trading assets are debt and equity securities purchased realized on sales of AFS investment securities are computed using the
in connection with our trading activities and, as such, are expected to be specific identification method and are recorded in gains (losses) related
sold in the near term. Our trading activities typically involve active and to investment securities, net, in our consolidated statement of income.
frequent buying and selling with the objective of generating profits on HTM investment securities are carried at cost, adjusted for amortization
short-term movements. AFS investment securities are those securities of premiums and accretion of discounts.

that we intend to hold for an indefinite period of time. AFS investment
securities include securities utilized as part of our asset-and-liability
management activities that may be sold in response to changes in
interest rates, prepayment risk, liquidity needs or other factors. HTM
securities are debt securities that management has the intent and the
ability to hold to maturity.
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The following table presents the amortized cost, fair value and associated unrealized gains and losses of investment securities as of the dates
indicated:

December 31, 2017 December 31, 2016
Gross Gross
Amortized Unrealized Fair Amortized Unrealized Fair
(In millions) Cost Gains Losses Value Cost Gains Losses Value
Available-for-sale:
U.S. Treasury and federal agencies:
Direct obligations $ 22 $ 2 $ 1 $ 23 $ 4265 $ 7 9 9 § 4263
Mortgage-backed securities 10,975 26 129 10,872 13,340 76 159 13,257
Total U.S. Treasury and federal agencies 11,197 28 130 11,095 17,605 83 168 17,520
Asset-backed securities:
Student loans’ 3,325 37 4 3,358 5,659 12 75 5,596
Credit cards 1,565 2 25 1,542 1,377 — 26 1,351
Sub-prime — — — — 289 1 18 272
Other® 1,440 7 — 1,447 895 10 — 905
Total asset-backed securities 6,330 46 29 6,347 8,220 23 119 8,124
Non-U.S. debt securities:
Mortgage-backed securities 6,664 36 5 6,695 6,506 35 6 6,535
Asset-backed securities 2,942 5 — 2,947 2,513 4 1 2,516
Government securities 10,754 16 49 10,721 5,834 8 6 5,836
Other® 6,076 38 6 6,108 5,587 31 5 5613
Total non-U.S. debt securities 26,436 95 60 26,471 20,440 78 18 20,500
State and political subdivisions 8,929 245 23 9,151 10,233 201 112 10,322
Collateralized nortgage obligations 1,060 3 9 1,054 2,610 18 35 2,593
Other U.S. debt securities 2,563 12 15 2,560 2,481 18 30 2,469
U.S. equity securities 40 8 2 46 39 6 & 42
Non-U.S. equity securities — — — — 3 — —_ 3
U.S. money-market nmutual funds 397 — — 397 409 — — 409
Non-U.S. money-market mutual funds — — — — 16 — — 16
Total $ 56952 $ 437 $ 268 $ 57121 $ 62,056 $ 427 $ 485 $ 61,998
Held-to-maturity:
U.S. Treasury and federal agencies:
Direct obligations $ 17,028 $ — $ 143 $ 16,885 $ 17527 $ 17 % 58 $ 17,486
Mortgage-backed securities 16,651 22 225 16,448 10,334 20 221 10,133
Total U.S. Treasury and federal agencies 33,679 22 368 33,333 27,861 37 279 27,619
Asset-backed securities:
Student loans 3,047 32 9 3,070 2,883 5 30 2,858
QOredit cards 798 2 — 800 897 2 — 899
Other 1 — — 1 35 — — 35
Total asset-backed securities 3,846 34 9 3,871 3,815 7 30 3,792
Non-U.S. debt securities:
Mortgage-backed securities 939 82 6 1,015 1,150 70 15 1,205
Asset-backed securities 263 1 — 264 531 — — 531
Governent securities 474 2 — 476 286 3 — 289
Other 48 — — 48 113 1 — 114
Total non-U.S. debt securities 1,724 85 6 1,803 2,080 74 15 2,139
Collateralized mortgage obligations 1,209 45 6 1,248 1,413 42 1 1,444
Total $ 40458 $ 186 $ 389 $§ 40255 $ 35169 $ 160 $ 33 $§ 34994

() Primarily composed of securities guaranteed by the federal govemment with respect to at least 97% of defaulted principal and accrued interest on the underlying loans.
@ As of December 31, 2017 and December 31, 2016, the fair value of other ABS was primarily composed of $1,447 miillion and $905 million, respectively, of CLOs.

@) As of December 31, 2017 and December 31, 2016, the fair value of other non-U.S. debt securities was pnmanly composed of $3,537 million and $3,769 million, respectively, of covered bonds and $1,885
million and $988 mlIIlon as of December 31, 2017 and December 31, 2016, respectively, of corporate bonds.
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Aggregate investment securities with carrying values of In 2017, $496 million of Agency MBS previously classified as AFS
approximately $48 billion and $46 billion as of December 31, 2017 and were transferred to HTM, and in 2016, $4.9 billion, of Agency MBS and
December 31, 2016, respectively, were designated as pledged for public Student Loan ABS previously classified as AFS were transferred to HTM.
and trust deposits, short-term borrowings and for other purposes as Both transfers reflect our intent to hold these securities until their
provided by law. maturity. These securities were transferred at fair value, which included a

In 2017, we sold $12.2 billion of AFS, primarily Agency MBS and net unrealized loss of $2.8 million and a net unrealized gain of $87 million
U.S. Treasury securities in our investment portfolio, to position for the as of December 31, 2017 and 2016, respectively, within accumulated
then-existing interest rate environment resulting in a pre-tax loss of $39 other comprehensive loss which will be accreted into interest income
million. over the remaining life of the transferred security (ranging from

approximately 10 to 42 years).

The following tables present the aggregate fair values of investment securities that have been in a continuous unrealized loss position for less than
12 months, and those that have been in a continuous unrealized loss position for 12 months or longer, as of the dates indicated:

Less than 12 months 12 months or longer Total
December 31, 2017 Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
(In millions) Value Losses Value Losses Value Losses
Available-for-sale:
U.S. Treasury and federal agencies:
Direct obligations $ — —  $ 67 $ 1 $ 67 $ 1
Mortgage-backed securities 5,161 31 3,341 98 8,502 129
Total U.S. Treasury and federal agencies 5,161 3 3,408 99 8,569 130
Asset-backed securities:
Student loans — — 769 4 769 4
Credit cards 1,289 25 — — 1,289 25
Total asset-backed securities 1,289 25 769 4 2,058 29
Non-U.S. debt securities:
Mortgage-backed securities 1,059 4 469 1 1,528 5
Government securities 7,629 48 68 1 7,697 49
Other 816 4 289 2 1,105 6
Total non-U.S. debt securities 9,504 56 826 4 10,330 60
State and political subdivisions 734 6 901 17 1,635 23
Collateralized nortgage obligations 399 5 136 4 535 9
Other U.S. debt securities 1,007 8 345 7 1,352 15
U.S. equity securities — — 6 2 6 2
Total $ 18094 $ 131§ 6391 $ 137 $ 24485 $ 268
Held-to-maturity:
U.S. Treasury and federal agencies:
Direct obligations $ 14439 $ 109 $ 2447 $ 34 $ 16886 $ 143
Mortgage-backed securities 6,785 38 5,988 187 12,773 225
Total US. Treasury and federal agencies 21,224 147 8,435 221 29,659 368
Asset-backed securities:
Student loans 440 3 423 6 863 9
Total asset-backed securities 440 3 423 6 863 9
Non-U.S. debt securities:
Mortgage-backed securities — — 239 6 239 6
Total non-U.S. debt securities — — 239 6 239 6
Collateralized mortgage obligations — — 276 6 276 6
Total $ 21664 $ 150 $ 9373 § 239 $ 31037 $ 389
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Less than 12 months 12 months or longer Total
December 31, 2016 Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
(In millions) Value Losses Value Value
Available-for-sale:
U.S. Treasury and federal agencies:
Direct obligations $ 651 $ 8 $ 180 1 8 831 9
Mortgage-backed securities 7,072 131 1,114 28 8,186 159
Total U.S. Treasury and federal agencies 7,723 139 1,2%4 29 9,017 168
Asset-backed securities:
Student loans 54 — 3,745 75 3,799 75
Credit cards 795 1 4% 25 1,289 26
Sub-prime 1 — 252 18 253 18
Other 75 — — — 75 —
Total asset-backed securities 925 1 4,491 118 5416 119
Non-U.S. debt securities:
Mortgage-backed securities 442 1 893 o) 1,335 6
Asset-backed securities 253 — 276 1 529 1
Government securities 1,314 6 — — 1,314 6
Other 670 4 218 1 838 5
Total non-U.S. debt securities 2,679 11 1,387 7 4,066 18
State and political subdivisions 3,390 102 304 10 3,694 112
Collateralized mortgage obligations 1,259 31 162 4 1,421 35
Other U.S. debt securities A4 24 157 6 1,101 30
U.S. equity securities 8 — & & 13 &
Total $ 16928 $ 308 $ 7,800 177  $ 24,728 485
Held-to-maturity:
U.S. Treasury and federal agencies:
Direct obligations $ 8891 §$ 57 $ 86 1 $ 8,977 58
Mortgage-backed securities 6,838 221 — — 6,838 221
Total US. Treasury and federal agencies 15,729 278 86 1 15,815 279
Asset-backed securities:
Student loans 705 9 1,235 21 1,940 30
Credit cards 33 — — — 33 —
Other 18 — 9 — 27 —
Total asset-backed securities 756 9 1,244 21 2,000 30
Non-U.S. debt securities:
Mortgage-backed securities 54 2 330 13 384 15
Asset-backed securities 28 — 35 — 63 —
Government securities 180 — — — 180 —
Total non-U.S. debt securities 262 365 13 627 15
Collateralized nortgage obligations 537 204 7 741 11
Total $ 17284 § 293 $ 1,899 42 $ 19183 335
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The following table presents contractual maturities of debt investment securities by carrying amount as of December 31, 2017. The maturities of
certain ABS, MBS, and CMOs are based on expected principal payments. Actual maturities may differ from these expected maturities since certain
borrowers hawve the right to prepay obligations with or without prepayment penalties.

December 31, 2017

Under 1 1to5 6to 10 Over 10
(In millions) Year Years Years Years Total
Available-for-sale:
U.S. Treasury and federal agencies:
Direct obligations $ —  $ 12 $ 6 $ 205 $ 223
Mortgage-backed securities 96 762 3,123 6,891 10,872
Total U.S. Treasury and federal agencies 96 774 3,129 7,096 11,095
Asset-backed securities:
Student loans 289 1,044 685 1,340 3,358
Oredit cards — 1,290 252 — 1,542
Other — 350 956 141 1,447
Total asset-backed securities 289 2,684 1,893 1,481 6,347
Non-U.S. debt securities:
Mortgage-backed securities 551 4,502 602 1,040 6,695
Asset-backed securities 205 2,185 557 — 2,947
Government securities 2,195 3,201 4,448 877 10,721
Other 1,078 4,235 758 37 6,108
Total non-U.S. debt securities 4,029 14,123 6,365 1,954 26,471
State and political subdivisions 474 2,415 4,724 1,538 9,151
Collateralized mortgage obligations 3 145 170 736 1,054
Other U.S. debt securities 296 1,097 1,107 60 2,560
Total $ 5187 $ 21,238 $ 17,388 $ 12,865 $ 56,678
Held-to-maturity:
U.S. Treasury and federal agencies:
Direct obligations $ 1988 $ 14968 $ 14 $ 58 $ 17,028
Mortgage-backed securities — 162 1,605 14,834 16,651
Total US. Treasury and federal agencies 1,988 15,130 1,619 14,942 33,679
Asset-backed securities:
Student loans 35 245 265 2,502 3,047
Credit cards 178 620 — — 798
Other — — — 1 1
Total asset-backed securities 213 865 265 2,503 3,846
Non-U.S. debt securities:
Mortgage-backed securities 132 217 45 545 939
Asset-backed securities 26 237 — — 263
Government securities 353 121 — — 474
Other — 48 — — 48
Total non-U.S. debt securities 511 623 45 545 1,724
Collateralized nortgage obligations 8 144 343 714 1,209
Total $ 2720 $ 16,762 $ 2272 $ 18,704 $ 40,458
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The following tables present gross realized gains and losses from
sales of AFS investment securities, and the components of net
impairment losses included in net gains and losses related to investment
securities for the periods indicated.

Years Ended December 31,

(In millions) 2017 2016 2015
Gross realized gains from sales of AFS

investment securities $ 74 $ 15 $ 57
Gross realized losses from sales of AFS

investment securities (113) %) (62)

Net impairment losses:

Gross losses from OTTI — 2 (1)

Losses reclassified (from) to other

comprehensive income — (1) —
Net impairment losses") — 3) (1)
Gains (losses) related to investment
securities, net $ (39) $ 7 % (6)

() Net impairment losses, recognized in our
consolidated statement of income, were
composed of the following:
Impairment associated with expected credit
losses $ — 3 1 $ —
Impairment associated with adverse
changes in timing of expected future cash
flows — 2

=

=

Net impairment losses $ — $ ©® $

The following table presents a roll-forward with respect to net
impairment losses that have been recognized in income for the periods
indicated.

Years Ended December 31,

(In millions) 2017 2016 2015

Balance, beginning of period $ 6 $ 2 $ 115
Additions:

Losses for which OTTI was previously

recognized = 2 1
Deductions:

Previously recognized losses related to
securities sold or matured 2) (28) (24)

Balance, end of period $ 64 $ 6 $ 92

Interest income related to debt securities is recognized in our
consolidated statement of income using the effective interest method, or
on a basis approximating a level rate of retum over the contractual or
estimated life of the security. The lewel rate of retum considers any non-
refundable fees or costs, as well as purchase premiums or discounts,
resulting in amortization or accretion, accordingly.

For certain debt securities acquired which are considered to be
beneficial interests in securitized financial assets, the excess of our
estimate of undiscounted future cash flows from these securities over
their initial recorded investment is accreted into interest income on a
level-yield basis over the securities’ estimated remaining terms.
Subsequent decreases in these securities’ expected future cash flows
are either recognized prospectively through an adjustment of the yields
on the securities over their remaining terms, or are evaluated for OTTI.

Increases in expected future cash flows are recognized prospectively
ower the securities’ estimated remaining terms through the recalculation
of their yields.
Impairment

We conduct periodic reviews of individual securities to assess
whether OTTI exists. Impairment exists when the current fair value of an
individual security is below its amortized cost basis. For AFS and HTM
debt securities, impairment is recorded in our consolidated statement of
income when management intends to sell (or may be required to sell) the
securities before they recover in value, or when management expects the
present value of cash flows expected to be collected from the securities
to be less than the amortized cost of the impaired security (a credit
loss).

Our review of impaired securities generally includes:

« the identification and evaluation of securities that have
indications of potential OTTI, such as issuer-specific concems,
including deteriorating financial condition or bankruptcy;

« the analysis of expected future cash flows of securities, based
on quantitative and qualitative factors;

« the analysis of the collectability of those future cash flows,
including information about past events, current conditions, and
reasonable and supportable forecasts;

» the analysis of the underlying collateral for MBS and ABS;

» the analysis of individual impaired securities, including
consideration of the length of time the security has been in an
unrealized loss position, the anticipated recovery period, and the
magnitude of the overall price decline;

» evaluation of factors or triggers that could cause individual
securities to be deemed OTTI and those that would not support
OTTl; and

* documentation of the results of these analyses.

Factors considered in determining whether impairment is other than
temporary include:

«  certain macroeconomic drivers;

« certain industry-specific drivers;

» the length of time the security has been impaired;
» the sewerity of the impairment;
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» the cause of the impairment and the financial condition and near-
term prospects of the issuer;

» activity in the market with respect to the issuer's securities,
which may indicate adverse credit conditions; and

* ourintention not to sell, and the likelihood that we will not be
required to sell, the security for a period of time sufficient to
allow for its recowery in value.

Substantially all of our investment securities portfolio is composed
of debt securities. A critical component of our assessment of OTTI of
these debt securities is the identification of credit-impaired securities for
which management does not expect to receive cash flows sufficient to
recover the entire amortized cost basis of the security.

Debt securities that are not deemed to be credit-impaired are
subject to additional management analysis to assess whether
management intends to sell, or, more likely than not, would be required
to sell, the security before the expected recowery of its amortized cost
basis.

The following provides a description of our process for the
identification and assessment of OTTI, as well as information about OTTI
recorded in 2017, 2016 and 2015 and changes in period-end unrealized
losses, for major security types as of December 31, 2017.

U.S. Agency Securities

Our portfolio of U.S. agency direct obligations and MBS receives
the implicit or explicit backing of the U.S. government in conjunction with
specified financial support of the U.S. Treasury. We recorded no OTTI on
these securities in 2017, 2016 or 2015. The owerall increase in the
unrealized losses on these securities as of December 31, 2017 was
primarily attributable to interest rate increases in 2017.

Asset-Backed Securities - Student Loans

Asset-backed securities collateralized by student loans are
primarily composed of securities collateralized by FFELP loans. FFELP
loans benefit from a federal government guarantee of at least 97% of
defaulted principal and accrued interest, with additional credit support
provided to our securities in the form of over-collateralization,
subordination and excess spread, which collectively total in excess of
100%. Accordingly, the vast majority of FFELP loan-backed securities
are protected from traditional consumer credit risk.

We recorded no OTTI on these securities in 2017, 2016 or 2015.The
improvement in the mark to market for our FFELP loan-backed securities
portfolio as of December 31, 2017 was primarily attributable to the
tightening FFELP spreads.

Our assessment of OTTI of these securities considers, among
many other factors, the strength of the U.S. govemment guarantee, the
performance of the underlying collateral, and the remaining average term
of the FFELP loan-backed securities portfolio, which was approximately
4.6 years as of December 31, 2017.

In general, the rating agencies have largely completed their
downgrade review of FFELP loan-backed securities due to potential
extension of student loan repayments beyond the securities’ legal final
maturity dates. At this time, we do not expect a significant number of
additional downgrades related to potential legal final maturity breaches.
Based on the limited price impact on the overall FFELP loan-backed
securities portfolio and recent remedial actions by issuers, including
amending loan-backed securities’ maturity dates and exercising cleanup
calls, the credit quality of the FFELP loan-backed securities portfolio
remains stable and we, as a bondholder, remain protected from principal
loss as a result of the aforementioned federal government guarantee and
ower-collateralization. Downside risks remain should remedial actions fail
to address the extension risks.

Our total exposure to private student loan-backed securities was
less than $70 million as of December 31, 2017. Our assessment of OTTI
of private student loan-backed securities considers, among other factors,
the impact of high unemployment rates on the collateral performance of
private student loans. We recorded no OTTI on these securities in 2017,
2016 or 2015.

Non-U.S. Mortgage- and Asset-Backed Securities

Non-U.S. mortgage- and asset-backed securities are primarily
composed of U.K., Australian and Dutch securities collateralized by
residential mortgages and German and U.K. securities collateralized by
automobile loans and leases. Our assessment of impairment with
respect to these securities considers the location of the underlying
collateral, collateral enhancement and structural features, expected
credit losses under base-case and stressed conditions and the
macroeconomic outlook for the country in which the collateral is located,
including housing prices and unemployment. Where appropriate, any
potential loss after consideration of the above-referenced factors is further
evaluated to determine whether any OTTI exists.

We recorded OTTI of less than $1 million, $2 million and $1 million
in 2017, 2016 and 2015, respectively, on non-U.S. residential MBS,
which resulted from adverse changes in the timing of expected future
cash flows from the securities.
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Our assessment of OTTI of these securities takes into account
government intenvention in the comresponding mortgage markets and
assumes a baseline macroeconomic environment for this region,
factoring in slower economic growth and continued government austerity
measures. In addition, we perform stress testing and sensitivity analysis
in order to understand the impact of more severe assumptions on
potential OTTI.

State and Political Subdivisions and Other U.S. Debt Securities

Our municipal securities portfolio primarily includes securities
issued by U.S. states and their municipalities. A portion of this portfolio
is held in connection with our tax-exempt investment program, more fully
described in Note 14. Our portfolio of other U.S. debt securities is
primarily composed of securities issued by U.S. corporations.

Our assessment of OTTI of these portfolios considers, among other
factors, adverse conditions specifically related to the industry,
geographic area or financial condition of the issuer; the structure of the
security, including collateral, if any, and payment schedule; rating
agency changes to the security's credit rating; the wolatility of the fair
value changes; and our intent and ability to hold the security until its
recowvery in value. If the impairment of the security is credit-related, we
estimate the future cash flows from the security, tailored to the security
and considering the above-described factors, and any resulting
impairment deemed to be other-than-temporary is recorded in our
consolidated statement of income.

We recorded no OTTI on these securities in 2017, 2016 or 2015.
The decline in the unrealized losses on these securities as of
December 31, 2017 was primarily attributable to the narrowing of spreads
and U.S. Treasury rates in 2017.

U.S. Non-Agency Residential Mortgage-Backed Securities

We assess OTTI of our portfolio of U.S. non-agency residential
mortgage-backed securities using cash flow models, tailored for each
security, that estimate the future cash flows from the underlying
mortgages, using the security-specific collateral and transaction
structure. Estimates of future cash flows are subject to management
judgment. The future cash flows and performance of our portfolio of U.S.
non-agency residential mortgage-backed securities are a function of a
number of factors, including, but not limited to, the condition of the U.S.
economy, the condition of the U.S. residential mortgage markets, and
the level of loan defaults, prepayments and loss severities.
Management's estimates of future losses for each security also consider
the underwriting and historical performance of each specific security, the
underlying collateral type, vintage, borrower profile,

third-party guarantees, current lewvels of subordination, geography and
other factors.

We recorded no OTTI on these securities in 2017, 2016 or 2015.

U.S. Non-Agency Commercial Mortgage-Backed Securities

With respect to our portfolio of U.S. non-agency commercial
mortgage-backed securities, OTTl is assessed by considering a number
of factors, including, but not limited to, the condition of the U.S. economy
and the condition of the U.S. commercial real estate market, as well as
capitalization rates. Management estimates of future losses for each
security also consider the underlying collateral type, property location,
vintage, debt-senice cowerage ratios, expected property income, senicer
advances and estimated property values, as well as current lewvels of
subordination. We recorded no OTTI on these securities in 2017 and
2015. In 2016 we recorded $1 million of OTTI on these securities, all
associated with expected credit losses.

The estimates, assumptions and other risk factors utilized in our
assessment of impairment as described above are used by management
to identify securities which are subject to further analysis of potential
credit losses. Additional analyses are performed using more stressful
assumptions to further evaluate the sensitivity of losses relative to the
above-described factors. Howewer, since the assumptions are based on
the unique characteristics of each security, management uses a range of
estimates for prepayment speeds, default, and loss sewerity forecasts
that reflect the collateral profile of the securities within each asset class.
In addition, in measuring expected credit losses, the individual
characteristics of each security are examined to determine whether any
additional factors would increase or mitigate the expected loss. Once
losses are determined, the timing of the loss will also affect the ultimate
OTT], since the loss is ultimately subject to a discount commensurate
with the purchase yield of the security.

Atfter a review of the investment portfolio, taking into consideration
current economic conditions, adverse situations that might affect our
ability to fully collect principal and interest, the timing of future payments,
the credit quality and performance of the collateral underlying MBS and
ABS and other relevant factors, management considers the aggregate
decline in fair value of the investment securities portfolio and the resulting
gross pre-tax unrealized losses of $657 million related to 1,283 securities
as of December 31, 2017 to be temporary, and not the result of any
material changes in the credit characteristics of the securities.
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Note 4. Loans and Leases

Loans are generally recorded at their principal amount outstanding,
net of the allowance for loan losses, uneamed income, and any net
unamortized deferred loan origination fees. Acquired loans have been
initially recorded at fair value based on management's expectation with
respect to future principal and interest collection as of the date of
acquisition. Acquired loans are held for investment, and as such their
initial fair value is not adjusted subsequent to acquisition. Loans that are
classified as held-for-sale are measured at lower of cost or fair value on
an individual basis.

Interest income related to loans is recognized in our consolidated
statement of income using the interest method, or on a basis
approximating a level rate of retum over the term of the loan. Fees
received for providing loan commitments and letters of credit that we
anticipate will result in loans typically are deferred and amortized to
interest income over the term of the related loan, beginning with the initial
borrowing. Fees on commitments and letters of credit are amortized to
processing fees and other revenue over the commitment period when
funding is not known or expected.

Leveraged-lease investments are reported at the aggregate of lease
payments receivable and estimated residual values, net of non-recourse
debt and uneamed income. Lease residual values are reviewed regularly
for OTTI, with valuation adjustments recorded against processing fees
and other revenue. Uneamed income is recognized to yield a lewel rate of
retum on the net investment in the leases. Gains and losses on residual
values of leased equipment sold are recorded in processing fees and
other revenue.

The following table presents our recorded investment in loans and
leases, by segment, as of the dates indicated:
(In millions)

December 31, 2017 December 31, 2016

Domestic:

Commercial and financial:

Loans to investment funds $ 13618 $ 1,734
Senior secured bank loans 2,923 3,256
Loans to municipalities 2,105 1,352
Other 50 70
Commercial real estate 98 27
Lease financing 267 338
Total domestic 19,061 16,777

Non-U.S.:

Commercial and financial:

Loans to investment funds 3,213 2,224
Senior secured bank loans 624 252
Lease financing 396 504
Total non-U.S. 4,233 2,980
Total loans and leases 23,294 19,757
Allownance for loan and lease losses (54) (83)
Loans and leases, net of allowance $ 23,240 $ 19,704

We segregate our loans and leases into three segments:
commercial and financial loans, commercial real estate loans, and lease
financing. We further classify commercial and financial loans as loans to
investment funds, senior secured bank loans, loans to municipalities,
and other. These classifications reflect their risk characteristics, their
initial measurement attributes and the methods we use to monitor and
assess credit risk.

The commercial and financial segment is composed of primarily
floating-rate loans to mutual fund clients, purchased senior secured bank
loans, and loans to municipalities. Investment fund lending is composed
of short-duration rewolving credit lines providing liquidity to fund clients in
support of their transaction flows associated with securities' settlement
activities.

Certain loans are pledged as collateral for access to the Federal
Resene's discount window. As of December 31, 2017 and December 31,
2016, the loans pledged as collateral totaled $1.9 billion and $1.5 billion,
respectively.

The lease financing segment includes our investment in leveraged
lease financing. The components of our net investment in leveraged lease
financing, included in the lease financing segment in the preceding table,
were as follows as of December 31, 2017 and December 31, 2016:

(In millions) 2017 2016

Net rental income receivable $ 808 $ 1,039
Estimated residual values 89 89
Uneamed income (234) (286)
Investment in leveraged lease financing 663 842
Less related deferred income tax liabilities (184) (313)
Net investment in leveraged lease financing $ 479 $ 529
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The following tables present our recorded investment in each class of loans and leases by credit quality indicator as of the dates indicated:

December 31, 2017
(In millions)
Investrment grade”’
Speculative®

Special mention®
Total

December 31, 2016
(In millions)
Investrment grade”’
Speculative®
Substandard®’

Total

Commercial and Financial Commercial Real Estate Flk:ﬁziig Total Loans and Leases
$ 17,866 $ 9% $ 663 $ 18,627
4,638 — — 4,638

29 — — 29

$ 22533 $ 9% $ 663 $ 23,294

Lease

Commercial and Financial Commercial Real Estate Financing Total Loans and Leases
$ 14889 § 27 % 842 $ 15,758
3,984 — — 3,984

15 — — 15

$ 18,888 $ 27 $ 842 19,757

) Investment-grade loans and leases consist of counterparties with strong credit quality and low expected credit risk and probability of default. Ratings apply to counterparties with a strong capacity to support
the timely repayment of any financial commitment.

(2) Speculative loans and leases consist of counterparties that face ongoing uncertainties or exposure to business, financial, or economic downtums. However, these counterparties may have financial flexibility
or access to financial altematives, which allow for financial commitments to be met.

) Special mention loans and leases consist of counterparties with potential weaknesses that, if uncorrected, may result in deterioration of repayment prospects.
@) Substandard loans and leases consist of counterparties with well-defined weakness that jeopardizes repayment with the possibility we will sustain some loss

We use an intemal risk-rating system to assess our risk of credit
loss for each loan or lease. This risk-rating process incorporates the use
of risk-rating tools in conjunction with management judgment. Qualitative

and quantitative inputs are captured in a systematic manner, and

following a formal review and approval process, an intemal credit rating

based on our credit scale is assigned.
In assessing the risk rating assigned to each individual loan or

lease, among the factors considered are the borrower's debt capacity,

collateral coverage, payment history and delinquency

experience, financial flexibility and eamings strength, the expected
amounts and source of repayment, the level and nature of contingencies,
if any, and the industry and geography in which the borrower operates.

These factors are based on an evaluation of historical and current

information, and inwolve subjective assessment and interpretation. Credit

counterparties are evaluated and risk-rated on an individual basis at least
annually. Management considers the ratings to be current as of

December 31, 2017.

The following table presents our recorded investment in loans and leases, disaggregated based on our impairment methodology, as of the dates

indicated:

December 31, 2017

December 31, 2016

Commercial and

(In millions) Financial

Commercial Real

Estate Lease Financing

Total Loans and Commercial and
Leases Financial

Commercial Real
Estate

Total Loans and

Lease Financing Leases

Loans and leases(1):

Individually

evaluated for

impaimment $ —
Collectively

evaluated for

impaimment 22,533

98 663

23,294 18,873

27

842 19,742

Total $ 22,533

$ 98 $

663

$ 23,294 $ 18,888

$ 27

$ 842 § 19,757

(1) For those Fortfohos where there are a small number of loans bgag? with a large balance, we review each loan annually for indicators of impairment. For those loans where no such indicators are identified, the

loans are col

ectively evaluated for impairment. As of

2017, noloansmere|nd|V|dually evaluated for impairment. As

of December 31, 2016, $195 thousand of the allowance for loan and lease

loss related to commercial and financial loans were individually evalated for impairment, and the remainder of the allowance related to commercial and financial loans collectively evaluated for impairment.
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As of December 31, 2017, we had no impaired loans and leases.
As of December 31, 2016, we identified one commercial and financial
loan as impaired, with both a recorded investment and unpaid principal
balance of $15 miillion. The impaired loan had zero related interest
income and an associated allowance for loan losses of $0.2 million.

In certain circumstances, we restructure troubled loans by granting
concessions to borrowers experiencing financial difficulty. Once
restructured, the loans are generally considered impaired until their
maturity, regardless of whether the borrowers perform under the modified
terms of the loans. No loans were modified in troubled debt restructurings
during the years ended December 31, 2017 and December 31, 2016.

We generally place loans on non-accrual status once principal or
interest payments are 90 days contractually past due, or earlier if
management determines that full collection is not probable. Loans 90
days past due, but considered both well-secured and in the process of
collection, may be excluded from non-accrual status. When we place a
loan on non-accrual status, the accrual of interest is discontinued and
previously recorded but unpaid interest is reversed and generally charged
against interest income. For loans on non-accrual status, income is
recognized on a cash basis after recovery of principal, if and when
interest payments are received. Loans may be removed from non-accrual
status when repayment is reasonably assured and performance under
the terms of the loan has been demonstrated.

As of December 31, 2017, there were no loans or leases on non-
accrual status. As of December 31, 2016, there was one commercial and
financial loan on non-accrual status, and no CRE loans or leases were
on non-accrual status. As of both December 31, 2017 and 2016 there
were no loans or leases 90 days or more contractually past due.

Allowance For Loan And Lease Losses

The allowance for loan and lease losses, recorded as a reduction of
loans and leases in our consolidated statement of condition, represents
management’s estimate of incurred credit losses in our loan and lease
portfolio as of the balance sheet date. The allowance is evaluated on a
regular basis by management. Factors considered in evaluating the
appropriate level of the allowance for each segment of our loan-and-lease
portfolio include loss experience, the probability of default reflected in our
intemal risk rating of the counterparty's creditworthiness, current
economic conditions and adwerse situations that may affect the
borrower’s ability to repay, the estimated value of the underlying
collateral, if any, the performance of individual credits

in relation to contract terms, and other relevant factors.

Loans and leases are charged off to the allowance for loan and
lease losses in the reporting period in which either an event occurs that
confirms the existence of a loss on a loan or lease or a portion of a loan
or lease is determined to be uncollectible. In addition, any impaired loan
or lease that is determined to be collateral-dependent is reduced to an
amount equal to the fair value of the collateral less costs to sell. A loan
or lease is identified as collateral-dependent when management
determines that it is probable that the underlying collateral will be the
sole source of repayment. Recoweries are recorded on a cash basis as
adjustments to the allowance.

The following table presents activity in the allowance for loan and
lease losses for the periods indicated:

Years Ended December 31,

2017 2016 2015

Total Loans and Total Loans and Total Loans and
(In millions) Leases Leases Leases

Allowance for loan
and lease losses(1):

Beginning balance  § 53 $ 446 8 38
Provision for loan and

lease loses 2 10 12
Charge-offs (1) (3) @)
Ending balance $ 54 $ 53 § 46

() The provisions and charge-offs for loans and leases were attributable to exposure to senior
secured loans to non-investment grade borrowers, purchased in connection with our participation in
syndicated loans.

Loans and leases are reviewed on a regular basis, and any
provisions for loan and lease losses that are recorded reflect
management's estimate of the amount necessary to maintain the
allowance for loan and lease losses at a level considered appropriate to
absorb estimated incurred losses in the loan and lease portfolio.

Off-Balance Sheet Credit Exposures

The resene for off-balance sheet credit exposures, recorded in
accrued expenses and other liabilities in our consolidated statement of
condition, represents management’s estimate of probable credit losses
in outstanding letters and lines of credit and other credit-enhancement
facilities provided to our clients and outstanding as of the balance sheet
date.

The resene is evaluated on a regular basis by management.
Factors considered in evaluating the appropriate level of this resene are
similar to those considered with respect to the allowance for loan and
lease losses. Prowvisions to maintain the resene at a level considered by
us to be appropriate to absorb estimated incurred credit losses in
outstanding facilities are recorded in other expenses in our consolidated
statement of income.
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Note 5. Goodwill and Other Intangible Assets

Goodwill represents the excess of the cost of an acquisition over
the fair value of the net tangible and other intangible assets acquired.
Other intangible assets represent purchased long-lived intangible assets,
primarily client relationships and core deposit intangible assets, that can
be distinguished from goodwill because of contractual rights or because
the asset can be exchanged on its own or in combination with a related
contract, asset or liability. Goodwill is not amortized, but is subject to at
least annual evaluation for impairment. Other intangible assets, which are
also subject to annual evaluation for impairment, are mainly related to
client relationships, which are amortized on a straight-line basis over
periods ranging from five to twenty years, and core deposit intangible
assets, which are amortized on a straight-line basis over periods ranging
from sixteen to

twenty-two years, with such amortization recorded in other expenses in
our consolidated statement of income.

Impairment of goodwill is deemed to exist if the canrying value of a
reporting unit, including its allocation of goodwill and other intangible
assets, exceeds its estimated fair value. Impairment of other intangible
assets is deemed to exist if the balance of the other intangible asset
exceeds the cumulative expected net cash inflows related to the asset
ower its remaining estimated useful life. If these reviews determine that
goodwill or other intangible assets are impaired, the value of the goodwill
or the other intangible asset is written down through a charge to other
expenses in our consolidated statement of income.

The following table presents changes in the carrying amount of goodwill during the periods indicated:

(In millions)

Goodwill:

Ending balance December 31, 2015
Acquisitions'"

Divestitures and other reductions
Foreign currency translation

Ending balance December 31, 2016
Acquisitions

Divestitures and other reductions
Foreign currency translation

Ending balance December 31, 2017

Investment Investment
Servicing Management Total

$ 5641 $ 30 $ 5,671
— 236 236
(11) — (11)
(80) (2 (82)

$ 5550 $ 264 $ 5814
17 — 17
(9) = 9

194 6 200

$ 5752 $ 270 $ 6,022

™ Investment Management includes our acquisition of the GEAM business on July 1, 2016, which is described in Note 1.

The following table presents changes in the net carrying amount of other intangible assets during the periods indicated:

Investment Investment
(In millions) Servicing Management Total
Other intangible assets:
Ending balance December 31, 2015 $ 1,753 § 15 $ 1,768
Acquisitions'" — 217 217
Divestitures (8) — 8)
Anortization (186) (21) (207)
Foreign currency translation and other, net (20) — (20)
Ending balance December 31, 2016 $ 1539 $ 21 $ 1,750
Acquisitions 16 — 16
Divestitures 11) — 11)
Anortization (183) (31) (214)
Foreign currency translation and other, net 4l 1 72
Ending balance December 31, 2017 $ 1432 $ 181 $ 1,613

) Investment Management includes our acquisition of the GEAM business on July 1, 2016, which is described in Note 1.
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The following table presents the gross carrying amount, accumulated amortization and net carrying amount of other intangible assets by type as of
the dates indicated:

December 31, 2017 December 31, 2016
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
(In millions) Amount Amortization Amount Amount Amortization Amount
Other intangible assets:
Qlient relationships $ 2669 $ (1,470) $ 1,199 $ 2620 $ (1,306) $ 1,314
Core deposits 686 (320) 366 661 (277) 384
Other 142 (94) 48 132 (80) 52
Total $ 3497 $ (1,884) $ 1613 § 3413  § (1,663) $ 1,750
Amortization expense related to other intangible assets was $214 Note 7. Deposits
million, .$207 million and $197 million in 2017, 2016 and 2015, As of December 31, 2017, we had $39.73 billion of time deposits
respectively. o S outstanding, of which $4.75 billion were wholesale CDs, $34.73 billion
Expected future amortization expense for other intangible assets were derived from client deposits (payable on demand to such clients)
recorded as of December 31, 2017 is as follows: and held in a time deposit established by State Street as the agent, and
In milli $252 million were non-U.S. and all of which are scheduled to mature in
(In millions) o 2018. As of December 31, 2016, we had $55.03 billion of time deposits
Years Ending December 31, Future Amortization outstanding, of which $214 million were non-U.S. As of December 31,
2018 $ 191 2017 and 2016, substantially all U.S. and non-U.S. time deposits were in
2019 174 amounts of $100,000 or more. Demand deposit overdrafts of $3.24 billion

and $2.62 billion were included as loan balances at December 31, 2017

2020 171 _
2021 166 and 2016, respectively.
2022 165

Note 6. Other Assets

The following table presents the components of other assets as of
the dates indicated:

(In millions) December 31, 2017 December 31, 2016
Receivable - securities lending) $ 19,404 $ 21,204
Derivative instruments, net 4,013 7,321
Bank-owned life insurance 3,242 3,158
Investments in joint ventures and other

unconsolidated entities 2,259 2,363
Collateral, net 473 2,236
Prepaid expenses 364 333
Accounts receivable 348 886
Receivable for securities settlement 188 40
Deposits with clearing organizations 120 132
Deferred tax assets, net of valuation

allowance® 113 210
Income taxes receivable 97 106
Other® 397 339
Total $ 31,018 $ 33,328

(1) Refer to Note 11 for further information on the impact of collateral on our financial statement
presentation of securities borrowing transactions.

@) Deferred tax assets and liabilities recorded in our consolidated statement of condition are netted
within the same tax jurisdiction. Gross deferred tax assets and liabilities are presented in Note 22.
@) In 2017, includes amounts held in escrow accounts at third parties related to the negotiated
settlements in the transition management legal matter presented in Note 13.
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Note 8. Short-Term Borrowings

Our short-term borrowings include securities sold under repurchase agreements, federal funds purchased and other short-term borrowings; other
short-term borrowings include borrowings associated with our tax-exempt investment program, more fully described in Note 14.

Collectively, short-term borrowings had weighted-average interest rates of 0.25% and 0.13% in 2017 and 2016, respectively.
The following tables present information with respect to the amounts outstanding and weighted-average interest rates of the primary components of

our short-term borrowings as of and for the years ended December 31:

Securities Sold Under
Repurchase Agreements

Federal Funds Purchased

Tax-Exempt
Investment Program

(Dollars in millions) 2017 2016 2015

2017

2016 2015 2017 2016 2015

Balance as of December 31 § 2,842 $ 4,400 $ 449 ¢
Maximum outstanding as of

any month-end 4,302 5,572 10,977
Average outstanding during

the year 3,683 4113 8,875

Weighted-av erage interest
rate as of year-end
Weighted-av erage interest
rate during the year .05 .02 .01
Obligations to repurchase securities sold are recorded as a liability
in our consolidated statement of condition. U.S. government securities
with a fair value of $2.90 billion underlying the repurchase agreements
remained in our investment securities portfolio as of December 31, 2017.

The following table presents information about these U.S.
govemment securities and the carrying value of the related repurchase
agreements, including accrued interest, as of December 31, 2017. The
table excludes repurchase agreements collateralized by securities
purchased under resale agreements and collateralized by trading
account assets.

.03% .04% .02%

U.S. Government Repurchase
Securities Sold Agreements(!)
Amortized Amortized
(In millions) Cost Fair Value Cost
Ovemight maturity $ 2928 $ 2899 $ 2,842

(1 Collateralized by investment securities.

.00%

.00

$ — 3 6 $ 1,08 $ 1158  $ 1,748
2 2 1,158 1726 1,865
31 21 1,127 1,512 1,807
00% 03% 1.45% 67% 03%
A7 01 79 36 06

We maintain an agreement with a clearing organization that enables
us to net all securities purchased under resale agreements and sold
under repurchase agreements with counterparties that are also members
of the clearing organization. As a result of this netting, the average
balances of securities purchased under resale agreements and securities
sold under repurchase agreements were reduced by $31.15 billion in
2017 compared to $30.86 billion in 2016.

State Street Bank currently maintains a line of credit of CAD 1.40
billion, or approximately $1.11 billion as of December 31, 2017, to
support its Canadian securities processing operations. The line of credit
has no stated termination date and is cancelable by either party with
prior notice. As of December 31, 2017 and 2016, there was no balance
outstanding on this line of credit.
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Note 9. Long-Term Debt

(Dollars in millions)

As of December 31,

Issuance Date Maturity Date Coupon Rate Seniority Interest Due Dates 2017 2016
Parent Company And Non-Banking Subsidiary Issuances
August 18, 2015 August 18, 2025 3.55% Senior notes 2/18; 8/18™ 1,287 1,293
August 18, 2015 August 18, 2020 2.55% Senior notes 2/18; 8/18™ 1,184 1,192
November 19, 2013 November 20, 2023 3.7% Senior notes 5/20; 11/201 1,021 1,033
December 15, 2014 December 16, 2024 3.3% Senior notes 6/16; 12/16 993 999
May 15, 2013 May 15, 20232 3.1% Subordinated notes 5/15; 11/151 981 987
April 30, 2007 June 15, 2047 Floating-rate Junior subordinated debentures  3/15; 6/15; 9/15; 12/15 793 793
Fixed to Floating Rate Senior
May 15, 2017 May 15, 2023 2.653% notes 5/15; 11/151 740 =
March 7, 2011 March 7, 2021 4.375% Senior notes 3/7; 97" 734 738
May 19, 2016 May 19, 2021 1.95% Senior notes 5/19; 11/19M 724 726
May 19, 2016 May 19, 2026 2.65% Senior notes 5/19; 11/19M 706 704
February 11, 2011 March 15, 2018 4.956% Junior subordinated debentures  3/15; 9/15 502 511
August 18, 2015 August 18, 2020 Floating-rate Senior notes 2/18; 5/18; 8/18; 11/18 499 499
May 15, 2013 May 15, 2018 1.35% Senior notes 5/15; 11/15 499 497
May 15, 1998 May 15, 2028 Floating-rate Junior subordinated debentures 2/15; 5/15; 8/15; 11/15 150 150
June 21, 1996 June 15, 20264) 7.35% Senior notes 6/15; 12/15 150 150
April 30, 2007 April 30, 2017 5.375% Senior notes 4/30; 10/30 —_ 450
Parent Company
Long-term capital leases 250 293
State Street Bank issuances
September 24, 2003 October 15, 20182 5.25% Subordinated notes 4/15; 10/15 407 415
Total long-term debt $ 11,620 $ 11,430

(1) We have entered into interest-rate swap aqreements, recorded as fair value hedges, to modify our interest expense on these senior and subordinated notes from a fixed rate to a floating rate. As of

December 31, 2017 and December 31, 20
information about fair value hedges

6, the carrying value of long-term debt associated with these fair value hedges decreased $87 million and $15 million, respectively. Refer to Note 10 for additional

@) The subordinated notes qualify for inclusion in tier 2 regulatory capital under current federal regulatory capital guidelines.
@) We do not have the right to redeem the debenture prior to maturity other than upon the occurrence of specified events. Such redemption is subject to federal regulatory approval. The junior subordinated
debentures qualify for inclusion in tier 2 regulatory capital under current federal regulatory capital guidelines.

@) We may not redeem notes prior to their maturity .
Parent Company

As of December 31, 2017 and 2016, long-term capital leases
included $244 million and $278 million, respectively, related to our One
Lincoln Street headquarters building and related underground parking
garage. Refer to Note 20 for additional information.

Note 10. Derivative Financial Instruments

A derivative financial instrument is a financial instrument or other
contract which has one or more referenced indices and one or more
notional amounts, either no initial net investment or a smaller initial net
investment than would be expected for similar types of contracts, and
which requires or permits net settlement.

We use derivative financial instruments to support our clients' needs
and to manage our interest-rate and currency risk. In undertaking these
activities, we assume positions in both the foreign

exchange and interest-rate markets by buying and selling cash
instruments and using derivative financial instruments, including foreign
exchange forward contracts, foreign exchange options and interest-rate
contracts. Our derivative positions include derivative contracts held by a
consolidated sponsored investment fund (refer to Note 14). We record
derivatives in our consolidated statement of condition at their fair value on
a recurring basis.

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

Foreign exchange contracts involve an agreement to exchange one
currency for another currency at an agreed-upon rate and settlement
date. Foreign exchange contracts generally consist of foreign exchange
forward and spot contracts, option contracts and cross-currency swaps.
Future cash requirements, if any, related to foreign exchange contracts
are represented by the gross amount of currencies to be exchanged
under each contract unless we and the counterparty have agreed to pay
or to receive the net contractual settlement amount on the settlement
date.

Derivative financial instruments involve the management of interest-
rate and foreign currency risk, and involve, to varying degrees, market
risk and credit and counterparty risk (risk related to repayment). Market
risk is defined by U.S. banking regulators as the risk of loss that could
result from broad market movements, such as changes in the general
level of interest rates, credit spreads, foreign exchange rates or
commodity prices. We use a variety of risk management tools and
methodologies to measure, monitor and manage the market risk
associated with our trading activities, which include our use of derivative
financial instruments. One such risk-management measure is VaR. VaR
is an estimate of potential loss for a given period within a stated
statistical confidence intenal. We use a risk measurement system to
measure VaR daily. We have adopted standards for measuring VaR, and
we maintain regulatory capital for market risk in accordance with
currently applicable regulatory market risk requirements.

Derivative financial instruments are also subject to credit and
counterparty risk, which we manage by performing credit reviews,
maintaining individual counterparty limits, entering into netting
arrangements and requiring the receipt of collateral. Cash collateral
received from and provided to counterparties in connection with derivative
financial instruments is recorded in accrued expenses and other
liabilities and other assets, respectively, in our consolidated statement of
condition. As of December 31, 2017 and 2016, we had recorded
approximately $2.55 billion and $1.99 billion, respectively, of cash
collateral received from counterparties and approximately $869 million
and $4.39 billion, respectively, of cash collateral provided to
counterparties in connection with derivative financial instruments in our
consolidated statement of condition.

Certain of our derivative assets and liabilities as of December 31,
2017 and 2016 are subject to master netting agreements with our
derivative counterparties. Certain of these agreements contain credit risk-
related contingent features in which the counterparty has the right to
declare us in default and accelerate cash settlement of our net derivative
liabilities with the counterparty in the event that our credit rating falls
below specified lewvels. The aggregate fair value of all derivative
instruments with credit risk-related contingent features that were in a net
liability position as of December 31, 2017 totaled approximately $1.13
billion, against which we provided no underlying collateral. If our credit
rating were downgraded below lewvels specified in the agreements, the
maximum additional amount of payments related to termination events
that could have been required pursuant to these contingent features,
assuming no change in fair value, as of December 31, 2017 was
approximately $1.13 billion. Such accelerated settlement would be at fair
value and therefore not affect our consolidated results of operations.

On the date a derivative contract is entered into, we designate the
derivative as: (1) a hedge of the fair value of a recognized fixed-rate asset
or liability or of an unrecognized firm commitment (a “fair value” hedge);
(2) a hedge of a forecast transaction or of the variability of cash flows to
be received or paid related to a recognized variable-rate asset or liability
(a “cash flow” hedge); (3) a foreign currency fair value or cash flow hedge
(a “foreign currency” hedge); (4) a hedge of a net investment in a non-
U.S. operation; or (5) a derivative utilized in either our trading activities or
in our asset-andiability management activities that is not designated as
a hedge of an asset or liability.

Unrealized gains and losses on foreign exchange and interest-rate
contracts are reported at fair value in our consolidated statement of
condition as a component of other assets and accrued expenses and
other liabilities, respectively, on a gross basis, except where such gains
and losses arise from contracts covered by qualifying master netting
agreements.

Derivatives Not Designated as Hedging Instruments

In connection with our trading activities, we use derivative financial
instruments in our role as a financial intermediary and as both a manager
and senvicer of financial assets, in order to accommodate our clients'
investment and risk management needs. In addition, we use derivative
financial instruments for risk management purposes as economic
hedges, which are not formally designated as accounting hedges, in
order to contribute to our owerall corporate eamings and liquidity. These
activities are designed
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to generate trading senices revenue and to manage volatility in our NIl.
The lewel of market risk that we assume is a function of our overall
objectives and liquidity needs, our clients' requirements and market
volatility.

With respect to cross-border investing, our clients often enter into
foreign exchange forward contracts to convert currency for international
investments and to manage the currency risk in their intemational
investment portfolios. As an active participant in the foreign exchange
markets, we provide foreign exchange forward contracts and options in
support of these client needs, and also act as a dealer in the currency
markets. As part of our trading activities, we assume positions in both
the foreign exchange and interest-rate markets by buying and selling
cash instruments and using derivative financial instruments, including
foreign exchange forward contracts, foreign exchange and interest-rate
options and interest rate swaps, interest rate forward contracts, and
interest rate futures. In the aggregate, we seek to match positions
closely with the objective of minimizing related currency and interest-rate
risk. We also use foreign currency swap contracts to manage the foreign
exchange risk associated with certain foreign curency-denominated
liabilities. The foreign exchange swap contracts are entered into for
periods generally consistent with foreign currency exposure of the
underlying transactions.

The entire change in the fair value of the derivatives utilized in our
trading activities are recorded in trading senices revenue, and the entire
change in fair value of derivatives utilized in our asset-and-liability
management activities are recorded in processing fees and other
revenue.

We offer products that provide book-value protection primarily to
plan participants in stable value funds managed by non-affiliated
investment managers of post-retirement defined contribution benefit
plans, particularly 401(k) plans. We account for the associated
contingencies, more fully described in Note 12, individually as derivative
financial instruments. These contracts are valued quarterly and
unrealized losses, if any, are recorded in other expenses in our
consolidated statement of income.

We grant deferred cash awards to certain of our employees as part
of our employee incentive compensation plans. We account for these
awards as derivative financial instruments, as the underlying referenced
shares are not equity instruments of State Street. The fair value of these
derivatives is referenced to the value of units in State Street-sponsored
investment funds or funds sponsored by other unrelated entities. We re-
measure these derivatives to fair value quarterly, and record the change
in value in compensation and employee

benefits expenses in our consolidated statement of income.
Derivatives Designated as Hedging Instruments

In connection with our asset-and-liability management activities, we
use derivative financial instruments to manage our interest rate risk and
foreign currency risk. Interest rate risk, defined as the sensitivity of
income or financial condition to variations in interest rates, is a significant
non-trading market risk to which our assets and liabilities are exposed.
We manage our interest rate risk by identifying, quantifying and hedging
our exposures, using fixed-rate portfolio securities and a variety of
derivative financial instruments, most frequently interest-rate swaps.
Interest rate swap agreements alter the interest-rate characteristics of
specific balance sheet assets or liabilities. We use foreign exchange
forward and swap contracts to hedge foreign exchange exposure to
various foreign currencies with respect to certain assets and liabilities.
Our hedging relationships are formally designated, and qualify for hedge
accounting, as fair value, cash flow or net investment hedges.

At both the inception of the hedge and on an ongoing basis, we
formally assess and document the effectiveness of a derivative
designated in a hedging relationship and the likelihood that the derivative
will be an effective hedge in future periods. We discontinue hedge
accounting prospectively when we determine that the derivative is no
longer highly effective in offsetting changes in fair value or cash flows of
the underlying risk being hedged, the derivative expires, terminates or is
sold, or management discontinues the hedge designation.

Fair Value Hedges

Derivatives designated as fair value hedges are utilized to mitigate
the risk of changes in the fair values of recognized assets and liabilities.
Differences between the gains and losses on the hedging derivative and
the gains and losses on the hedged asset or liability attributable to the
hedged risk represent hedge ineffectiveness. We use interest rate or
foreign exchange contracts in this manner to manage our exposure to
changes in the fair value of hedged items caused by changes in interest
rates or foreign exchange rates. Changes in the fair value of a derivative
that is highly effective, and that is designated and qualifies as a fair value
hedge, are recorded in processing fees and other revenue, along with the
changes in fair value of the hedged asset or liability attributable to the
hedged risk.

We hawe entered into interest rate swap agreements to modify our
interest income from certain AFS investment securities from a fixed rate
to a floating rate. The hedged AFS investment securities included hedged
trusts that had a
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weighted-average life of approximately 4.6 years as of December 31,
2017, compared to 4.5 years as of December 31, 2016. These trusts are
hedged with interest rate swap contracts of similar maturity, repricing
frequency and fixed-rate coupons. The interest rate swap contracts
conwert the interest income from a fixed rate to a floating rate indexed to
LIBOR, thereby mitigating our exposure to fluctuations in the fair value of
the securities attributable to changes in the benchmark interest rate.

We hawe entered into interest rate swap agreements to modify our
interest expense on eight senior notes and one subordinated note from
fixed rates to floating rates. The senior and subordinated notes are
hedged with interest rate swap contracts with notional amounts,
maturities and fixed-rate coupon terms that effectively hedge the fixed-
rate notes. The interest rate swap contracts convert the fixed-rate
coupons to floating rates indexed to LIBOR, thereby mitigating our
exposure to fluctuations in the fair values of the senior and subordinated
notes stemming from changes in the benchmark interest rates. The table
below summarizes the maturities and the paid fixed interest rates for the
hedged senior and subordinated notes:

Paid Fixed Interest

December 31, 2017 Maturity Rate
Senior Notes
2020 2.55%
2021 4.38
2021 1.95
2022 265
2023 3.70
2024 3.30
2025 3.55
2026 2.65
Subordinated Notes
2023 3.10

We hawe entered into foreign exchange swap contracts to hedge the
change in fair value attributable to foreign exchange movements in our
foreign currency denominated investment securities and deposits. These
forward contracts convert the foreign currency risk to U.S. dollars,
thereby mitigating our exposure to fluctuations in the fair value of the
securities and deposits attributable to changes in foreign exchange
rates. Generally, no ineffectiveness is recorded in eamings, since the
notional amount of the hedging instruments is aligned with the carrying
value of the hedged securities and deposits. The forward points on the
hedging instruments are considered to be a hedging cost, and
accordingly are excluded from the evaluation of hedge effectiveness and
recorded in NIl. Changes in the fair value of a derivative that are highly
effective,

and that are designated and qualify as a foreign currency hedge, are
recorded in processing fees and other revenue.

Cash Flow Hedges

Derivatives categorized as cash flow hedges are utilized to offset
the variability of cash flows to be received from or paid on a floating-rate
asset or liability. Ineffectiveness of cash flow hedges is defined as the
extent to which the changes in fair value of the derivative exceed the
changes in the present value of the forecasted cash flows attributable to
the forecasted transaction.

We hawe entered into foreign exchange contracts to hedge the
change in cash flows attributable to foreign exchange movements in
foreign currency denominated investment securities. These foreign
exchange contracts conwert the foreign currency risk to U.S. dallars,
thereby mitigating our exposure to fluctuations in the cash flows of the
securities attributable to changes in foreign exchange rates. Generally,
no ineffectiveness is recorded in eamings, since the critical terms of the
hedging instruments and the hedged securities are aligned. Changes in
the fair value of the derivative that are highly effective, and that are
designated and qualify as a foreign currency hedge, are recorded in other
comprehensive income.

We hawe entered into an interest rate swap agreement to hedge the
forecasted cash flows associated with LIBOR-indexed floating-rate loans.
The interest rate swaps synthetically convert the loan interest receipts
from a variable-rate to a fixed-rate, thereby mitigating the risk attributable
to changes in the LIBOR benchmark rate. As of December 31, 2017, the
maximum maturity date of the underlying loans is approximately 4.9
years.

Net Investment Hedges

We hawe entered into foreign exchange contracts to protect the net
investment in our foreign operations against adverse changes in
exchange rates. These forward contracts conwert the foreign currency
risk to U.S. dollars, thereby mitigating our exposure to fluctuations in the
fair value of our net investments in our foreign operations attributable to
changes in foreign exchange rates. The changes in fair value of the
foreign exchange forward contracts are recorded, net of taxes, in the
foreign currency translation component of other comprehensive income.

Effectiveness of net investment hedges is based on the owerall changes
in the fair value of the forward contracts and we measure the
ineffectiveness of net investment hedge based on changes in forward
foreign currency rates. There was no ineffectiveness for our net
investment hedge during 2017.
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The following table presents the aggregate contractual, or notional,
amounts of derivative financial instruments entered into in connection
with our trading and asset-andliability management activities as of the
dates indicated:

December 31, December 31,
(In millions) 2017 2016
Derivatives not designated as hedging
instruments:
Interedt-rate contracts:
Futures 2,392 13,455
Foreign exchange contracts:
Forward, swap and spot 1,679,976 1,414,765
Options purchased 350 337
Options witten 302 202
Futures 50 —
Commodity and equity contracts:
Commodity(1) 16 —
Equity() 50 —
Other:
Stable value contracts 26,653 27,182
Deferred value awards2)(3) 473 409
Derivatives designated as hedging
instruments:
Interedtrate contracts:
Swap agreements 11,047 10,169
Foreign exchange contracts:
Forward and swap 28,913 8,564

) Primarily composed of positions held by a consolidated sponsored investment fund, more fully
described in Note 14.

) Represents grants of deferred value awards to employees; refer to discussion in this note under
"Derivatives Not Designated as Hedging Instruments."

@) Amount as of December 31, 2016 reflects $249 million related to the acceleration of expense
associated with certain cash settled deferred incentive compensation awards.

In connection with our asset-and-liability management activities, we
hawe entered into interest-rate contracts designated as fair value and
cash flow hedges to manage our interest rate risk. The following tables
present the aggregate notional amounts of these interest rate contracts
and the related assets or liabilities being hedged as of the dates
indicated:

December 31, 2017

Cash
Fair Value Flow
(In millions) Hedges Hedges") Total
Investment securities
available for sale $ 1,254 $ — 3 1,254
Long-term debt 8,493 — 8,493
Floating rate loans — 1,300 1,300
Total $ 9,747 $ 1,300 $ 11,047
December 31, 2016
Cash
Fair Value Flow
(In millions) Hedges Hedges Total
Investment securities
available for sale $ 1444 $ — 3 1,444
Long-term debt(2) 8,725 — 8,725
Floating rate loans — — —
Total $ 10,169 $ — $ 10,169

(1n 2017, we entered into interest-rate contracts designated as cash flow hedges for floating rate
loans.

) As of December 31, 2017 and December 31, 2016 , these fair value decreased the
carrying value of long-term debt presented in our consolidated statement of condition by $87 million
and $;§ million, respectively.

Notional amounts of derivative financial instruments are not
recorded in the consolidated statement of condition. They are provided
here as an indication of the volume of our derivative activity and do not
represent a measure of our potential gains or losses. The notional
amounts are not required to be exchanged for most of our derivative
contracts and they generally sene as a reference to calculate the fair
values of the derivatives.

The following table presents the contractual and weighted-average
interest rates for long-term debt, which include the effects of the fair value
hedges presented in the table abowe, for the periods indicated:

Years Ended December 31,

2017 2016
Rate Rate
Contractual Including Contractual Including
Rates Impact of Hedges Rates Impact of Hedges
Long-term
debt 3.34% 2.66% 3.40% 2.2%%
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The following tables present the fair value of derivative financial instruments, excluding the impact of master netting agreements, recorded in our

consolidated statement of condition as of the dates indicated. The impact of master netting agreements is provided in Note 11 to the consolidated

financial statements in this Form 10-K.

(In millions)
Derivatives not designated as hedging instruments:

Foreign exchange contracts
Other derivative contracts
Total

Derivatives designated as hedging instruments:
Foreign exchange contracts

Interest-rate contracts

Total

() Derivative assets are included within other assets in our consolidated statement of condition.

(In millions)
Derivatives not designated as hedging instruments:

Foreign exchange contracts
Other derivative contracts
Total

Derivatives designated as hedging instruments:
Foreign exchange contracts

Interest-rate contracts

Total

1) Derivative liabilities are included within other liabilities in our consolidated statement of condition.

Derivative Assets(")

Fair Value
December 31, 2017 December 31, 2016
$ 1477 $ 15,982
1 —
$ 11,478 $ 15,982
$ 120 $ 502
8 68
$ 128 $ 570
Derivative Liabilities!"
Fair Value
December 31, 2017 December 31, 2016
$ 11,361 $ 15,881
284 380
$ 11,645 $ 16,261
$ 107 $ 75
100 348
$ 207 $ 423

The following tables present the impact of our use of derivative financial instruments on our consolidated statement of income for the periods

Amount of Gain (Loss) on Derivative Recognized in Consolidated Statement of

Income

indicated:
Location of Gain (Loss) on
Derivative in Consolidated
Statement of Income
(In millions)

Derivatives not designated as hedging instruments:

Foreign exchange contracts Trading services revenue
Interest-rate contracts Processing fees and other revenue
Foreign exchange contracts Processing fees and other revenue

Interest-rate contracts Trading services revenue

Credit derivative contracts Trading services revenue

Other derivative contracts Trading services revenue

Other derivative contracts Compensation and employ ee benefits
Total

Years Ended December 31,

2017 2016 2015
$ 632 $ 662 686
— 1 _
(23) - -
8 @) @
- (1) (]
— @ 8
(143) (448) (149)
$ 474 $ 205 542
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Amount of Gain
(Loss) on Derivative

Location of Gain (Loss) on

Amount of Gain
(Loss) on Hedged

Location of Gain (Loss) on Recognized in Hedged Item in Fair Hedged Itemin Item Recognized in
Derivative in Consolidated Consolidated Value Hedging Consolidated Statement of Consolidated
Statement of Income Statement of Income Relationship Income Statement of Income
Years Ended December 31, Years Ended December 31,
(In millions) 2017 2016 2015 2017 2016 2015
Derivatives designated as fair value hedges:
Processing fees and Processing fees and
Foreign exchange contracts  other revenue 18 $ ® $ (101) Investment securities other revenue $ 18 $ 6 $ 101
Processing fees and other Processing fees and other
Foreign exchange contracts revenue 626 221 (241)  FXdeposit revenue (626) (221) 241
Processing fees and Available-for-sale Processing fees and
Interest-rate contracts other revenue 39 43 securities other revenue( 37) (40) (17)
Processing fees and Processing fees and
Interest-rate contracts other revenue (38) (98) Long-term debt other revenue 39 100 (54)
Total 645 $ 160 $ (265 $ (642 $ (155 $ 271
(M1n 2017, 2016 and 2015, $22 million, $23 million and $12 million, respectively, of net unrealized gains on AFS investment securities designated in fair value hedges were recognized in OCI.
Differences between the gains (losses) on the derivative and the gains (losses) on the hedged item, excluding any amounts recorded in NIl
represent hedge ineffectiveness.
Location of
Amount of Gain Location of Gain Amount of Gain Gain (Loss) on Amount of Gain
(Loss) on Derivative (Loss) Reclassified (Loss) Reclassified Derivative (Loss) on Derivative
Recognized in Other from OCI to from OCI to Recognized in Recognized in
Comprehensive Consolidated Consolidated Consolidated Consolidated
Income Statement of Income Statement of Income Statement of Income Statement of Income
Years Ended December 31, Years Ended December 31, Years Ended December 31,
(In millions) 2017 2016 2015 2017 2016 2015 2017 2016 2015
Derivatives designated as
cash flow hedges:
Interest-rate contracts $ 14 $ — 3 —  Net interest income — S — 3 (4) Netinterestincome 2 3 — —
Foreign exchange contracts (104) (39) 55  Net interest income — — —  Net interest income 24 24 10
Total $ (118) $ 3 $ 55 — 3 — 4) $ 2% $ 24§ 10
Derivatives designated as
net investment hedges:
Gains (Losses) Gains (Losses)
related to investment related to investment
Foreign exchange contracts $  (160) $ 109 § —  securties, net = — —  securities, net $ — $ — 3 =
Total $ (160) $ 100 § — — 3 —  $ — $ —  $ — 3 —
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Note 11. Offsetting Arrangements

We manage credit and counterparty risk by entering into
enforceable netting agreements and other collateral arrangements with
counterparties to derivative contracts and secured financing transactions,
including resale and repurchase agreements, and principal securities
borrowing and lending agreements. These netting agreements mitigate
our counterparty credit risk by providing for a single net settlement with a
counterparty of all financial transactions cowered by the agreement in an
ewent of default as defined under such agreement. In limited cases, a
netting agreement may also provide for the periodic netting of settlement
payments with respect to multiple different transaction types in the
normal course of business. Certain of our derivative contracts are
executed under either standardized netting agreements or, for exchange-
traded derivatives, the relevant contracts for a particular exchange which
contain enforceable netting provisions. In certain cases, we may hawe
cross-product netting arrangements which allow for netting and set-off of
a variety of types of derivatives with a single counterparty. A derivative
netting arrangement creates an enforceable right of set-off that becomes
effective, and effects the realization or settlement of individual financial
assets and liabilities, only following a specified event of default. Collateral
requirements associated with our derivative contracts are determined
after a reMew of the creditworthiness of each counterparty, and the
requirements are monitored and adjusted daily, typically based on net
exposure by counterparty. Collateral is generally in the form of cash or
highly liquid U.S. govermment securities.

In connection with secured financing transactions, we enter into
netting agreements and other collateral arrangements with
counterparties, which provide for the right to liquidate collateral in the
ewent of default. Collateral is generally required in the form of cash, equity
securities or fixed-income securities. Default events may include the
failure to make payments or deliver securities timely, material adverse
changes in financial condition or insolvency, the breach of minimum
regulatory capital requirements, or loss of license, charter or other legal

authorization necessary to perform under the contract.

In order for an arrangement to be eligible for netting, we must hawe a
reasonable basis to conclude that such netting arrangements are legally
enforceable. The analysis of the legal enforceability of an arangement
differs by jurisdiction, depending on the laws of that jurisdiction. In many
jurisdictions, specific legislation exists that provides for the enforceability
in bankruptcy of close-out netting under a netting agreement, typically by
way of specific exception from more general prohibitions on the exercise
of creditor rights.

When we hawe a legally enforceable netting arrangement between
us and the derivative counterparty and the relevant transaction is the type
of transaction that is recorded in our consolidated statement of condition,
we offset derivative assets and liabilities, and the related collateral
received and provded, in our consolidated statement of condition. We
also offset assets and liabilities related to secured financing transactions
with the same counterparty or clearinghouse which have the same
maturity date and are settled in the normal course of business on a net
basis.

Collateral that we receive in the form of securities in connection with
secured financing transactions and derivative contracts can be
transferred or re-pledged as collateral in many instances to enter into
repurchase agreements or securities finance or derivative transactions.
The securities collateral received in connection with our securities
finance activities is recorded at fair value in other assets in our
consolidated statement of condition, with a related liability to retum the
collateral, if we have the right to transfer or re-pledge the collateral. As of
December 31, 2017 and December 31, 2016, the fair value of securities
received as collateral from third parties where we are permitted to transfer
or re-pledge the securities totaled $2.47 billion and $1.77 billion,
respectively, and the fair value of the portion that had been transferred or
re-pledged as of the same dates was $15 million and $166 million,
respectively.
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The following tables present information about the offsetting of assets related to derivative contracts and secured financing transactions, as of the
dates indicated:

Assets: December 31, 2017

Gross Amounts Not Offset in Statement of

Condition
Net Amounts of Assets
Gross Amounts of Gross Amounts Offset in Presented in Statement of Cash and Securities

(In millions) Recognized Assets()(2  Statement of Condition(3) Condition Received Net Amount(5)
Derivatives:
Foreign exchange contracts $ 11,597 (5,548) 6,049 $ 6,049
Interest-rate contracts(6) 8 — 8 8
Other derivative contracts 1 — 1 1
Cash collateral and securities netting NA (2,045) (2,045) $ (124) (2,169)
Total derivatives 11,606 (7,593) 4,013 (124) 3,889
Other financial instruments:
Resale agreements and securities
borrowing(?) 70,079 (47,434) 22,645 (22,645) —
Total derivativesand other financial
indruments $ 81,685 § (55,027) $ 26,658 $ (22,769) $ 3,889
Assets: December 31, 2016

Gross Amounts Not Offset in Statement of

Condition
Net Amounts of Assets
Gross Amounts of Gross Amounts Offset in Presented in Statement of Cash and Securities

(In millions) Recognized Assets(1)(2)  Statement of Condition(3) Condition Received(4) Net Amount(5)
Derivatives:
Foreign exchange contracts $ 16,484 $ 8257) $ 8,227 $ 8,227
Interest-rate contracts 68 68) — —
Cash collateral and securities netting NA (906) ©06) $ (247) (1,153)
Total derivatives 16,552 9,231) 7,321 (247) 7,074
Other financial instruments:
Resale agreements and securities
bormowing(7) 58,677 (35,517) 23,160 (22,939) 221
Total derivatives and other financial
ingruments $ 75229 $ (44,748) $ 30481 $ (23,186) $ 7,295

) Amounts include all transactions regardiess of whether or not they are subject to an enforceable netting arrangement.

) Derivative amounts are carried at fair value and securities financing amounts are carried at amortized cost, except for securities collateral which is also carried at fair value. Refer to Note 1 and Note 2 for
additional information about the measurement basis of these instruments.

@) Amounts subject to netting arangements which have been determined to be legally enforceable and eligible for netting in the consolidated statement of condition.

@) Includes securities in connection with our securities borrowing transactions.

) Includes amounts secured by collateral not determined to be subject to enforceable netting arrangements.

©) Variation margin pay ments presented as settlements rather than collateral.

) Included in the $22,645 million as of December 31, 2017 were $3,241 million of resale agreements and $19,404 million of collateral provided related to securities borrowing. Included in the $23,160 million as of
December 31, 2016 were $1,956 million of resale agreements and $21,204 million of collateral provided related to securities borrowing. Resale agreements and collateral provided related to securities borrowing
were recorded in securities purchased under resale agreements and other assets, respectively, in our consolidated statement of condition. Refer to Note 12 for additional information with respect to principal
securities finance transactions.

NA Not applicable
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The following tables present information about the offsetting of liabilities related to derivative contracts and secured financing transactions, as of the

dates indicated:

Liabilities:

(In millions)

Derivatives:

Foreign exchange contracts
Interest-rate contracts(6)

Other derivative contracts

Cash collateral and securities netting
Total derivatives

Other financial instruments:

Repurchase agreements and securities
lending(?

Total derivativesand other financial
indruments

Liabilities:

(In millions)

Derivatives:

Foreign exchange contracts
Interest-rate contracts

Other derivative contracts

Cash collateral and securities netting
Total derivatives

Other financial instruments:

Resale agreements and securities
lending(”)

Total derivatives and other financial
ingruments

December 31, 2017

Gross Amounts of
Recognized Liabilities(1)
2

Gross Amounts Offset in

Net Amounts of Liabilities
Presented in Statement of

Gross Amounts Not Offset in Statement of
Condition

Cash and Securities

Statement of Condition(3) Condition Provided(4) Net Amount(5)

$ 11,467 (5,548) $ 5,919 $ 5,919
100 — 100 100

285 — 285 285

NA (422) (422) (450) (872)

11,852 (5,970) 5,882 (450) 5,432

54,127 (47,434) 6,693 (4,299) 2,394

$ 65,979 (53,404) $ 12,575 ,749) $ 7,826

December 31, 2016

Gross Amounts of
Recognized Liabilities(1)
2

Gross Amounts Offset in

Net Amounts of Liabilities
Presented in Statement of

Gross Amounts Not Offset in Statement of
Condition

Cash and Securities

Statement of Condition(3) Condition Provided(4 Net Amount(5)

$ 15,956 8,253) $ 7,703 $ 7,703
348 (73) 275 275

380 — 380 380
NA (2,356) (2,356) (180) (2,536)

16,684 (10,682) 6,002 (180) 5,822

44,933 (35,517) 9,416 (7,059) 2,357

$ 61,617 46,199) $ 15,418 (7,239) $ 8,179

) Amounts include all transactions regardiess of whether or not they are subject to an enforceable netting arrai
@ Derivative amounts are carried at fair value and securities financing amounts are carried at amortized cost, except for securities collateral which is also carried at fair value. Refer to Note 1 and Note 2 for
additional information about the measurement basis of these instruments.
@) Amounts subject to netting arrangements which have been determined to be legally enforceable and eligible for netting in the consolidated statement of condition.

@ Includes securities provided in connection with our securities lending transactions.

) Includes amounts secured by collateral not determined to be subject to enforceable netting arrangements.
©) Variation margin pay ments presented as settlements rather than collateral.
) Included in the $6,693 million as of December 31, 2017 were $2,842 million of repurchase agreements and $3,851 million of collateral received related to securities lending. Included in the $9,416 million as of
December 31, 2016 were $4,400 million of repurchase agreements and $5,016 million of collateral received related to securities lending. Repurchase agreements and collateral received related to securities
lending were recorded in securities sold under repurchase agreements and accrued expenses and other liabilities, respectively, in our consolidated statement of condition. Refer to Note 12 for additional
information with respect to principal securities finance transactions.

NA Not applicable
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The securities transferred under resale and repurchase agreements securities in relation to the carrying value of the repurchase agreements
typically are U.S. Treasury, agency and agency MBS. In our principal and securities lending arrangements on a daily basis and when
securities borrowing and lending arrangements, the securities transferred appropriate, adjust the cash or security to be obtained or retumed to
are predominantly equity securities and some corporate debt securities. counterparties that is reflective of the required collateral lewels.

The fair value of the securities transferred may increase in value to an

The following tables summarize our repurchase agreements and

amount greater than the amount received under our repurchase and securities lending transactions by category of collateral pledged and

securities lending arrangements, which exposes the Company with
counterparty risk. We require the review of the price of the underlying

Remaining Contractual Maturity of the Agreements

As of December 31, 2017

remaining maturity of these agreements as of the periods indicated:

Overnight and
(In millions) Continuous Up to 30 days 30 - 90 days Total
Repurchase agreements:
U.S. Treasury and agency securities $ 43,072 $ —  $ — $ 43,072
Total 43,072 — — 43,072
Securities lending transactions:
Comporate debt securities 35 — _ 35
Equity securities 11,020 — — 11,020
Non-U.S. sovereign debt — — _ —
Total 11,055 — — 11,055
Gross amount of recognized liabilities for repurchase agreements and securities
lending $ 54,127 $ —  $ —  $ 54,127
Remaining Contractual Maturity of the Agreements
As of December 31, 2016
Overnight and
(In millions) Continuous Up to 30 days 30 — 90 days Total
Repurchase agreements:
U.S. Treasury and agency securities $ 35509 $ — 3 — 3 35,509
Total 35,509 — — 35,509
Securities lending transactions:
Comporate debt securities 53 — — 53
Equity securities 8,337 — 1,034 9,371
Total 8,390 — 1,034 9,424
Gross amount of recognized liabilities for repurchase agreements and securities
lending $ 43899 $ — 1,034 § 44,933
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Note 12. Commitments and Guarantees

The following table presents the aggregate gross contractual
amounts of our off-balance sheet commitments and off-balance sheet
guarantees as of the dates indicated.

(In millions) December 31, 2017 December 31, 2016
Commitments:

Unfunded credit facilities $ 26,488 $ 26,993
Guarantees":

Indemnified securities financing $ 381,817 $ 360,452
Stable value protection 26,653 27,182
Standby letters of credit 3,158 3,459

(1) The potential losses associated with these ?uarantees equal the gross contractual amounts and do
not consider the value of any collateral or reflect any participations to independent third parties.

Unfunded Credit Facilities

Unfunded credit facilities consist of liquidity facilities for our fund
and municipal lending clients and undrawn lines of credit related to senior
secured bank loans.

As of December 31, 2017, approximately 72% of our unfunded
commitments to extend credit expire within one year. Since many of
these commitments are expected to expire or renew without being drawn
upon, the gross contractual amounts do not necessarily represent our
future cash requirements.

Indemnified Securities Financing

On behalf of our clients, we lend their securities, as agent, to
brokers and other institutions. In most circumstances, we indemnify our
clients for the fair market value of those securities against a failure of the
borrower to retum such securities. We require the borrowers to maintain
collateral in an amount in excess of 100% of the fair market value of the
securities borrowed. Securities on loan and the collateral are revalued
daily to determine if additional collateral is necessary or if excess
collateral is required to be retumed to the borrower. Collateral received in
connection with our securities lending senices is held by us as agent
and is not recorded in our consolidated statement of condition.

The cash collateral held by us as agent is invested on behalf of our
clients. In certain cases, the cash collateral is invested in third-party
repurchase agreements, for which we indemnify the client against loss of
the principal invested. We require the counterparty to the indemnified
repurchase agreement to provide collateral in an amount in excess of
100% of the amount of the repurchase agreement. In our role as agent,
the indemnified repurchase agreements and the related collateral

held by us are not recorded in our consolidated statement of condition.

The following table summarizes the aggregate fair values of
indemnified securities financing and related collateral, as well as
collateral invested in indemnified repurchase agreements, as of the dates
indicated:

(In millions) December 31, 2017 December 31, 2016
Fair value of indemnified securities

financing $ 381,817 $ 360,452
Fair value of cash and securities held by

us, asagent, as collateral for indemnified

securities financing 400,828 377,919

Fair value of collateral for indemnified

securitiesfinancing invested in

indemnified repurchase agreements 61,270 60,003
Fair value of cash and securities held by

us or our agents as collateral for

invesmentsin indemnified repurchase

agreements 65,272 63,959

In certain cases, we participate in securities finance transactions as
a principal. As a principal, we borrow securities from the lending client
and then lend such securities to the subsequent borrower, either a State
Street client or a broker/dealer. Our right to receive and obligation to
retum collateral in connection with our securities lending transactions are
recorded in other assets and other liabilities, respectively, in our
consolidated statement of condition. As of December 31, 2017 and
December 31, 2016, we had approximately $19.40 billion and $21.20
billion, respectively, of collateral provided and approximately $3.85 billion
and $5.02 billion, respectively, of collateral received from clients in
connection with our participation in principal securities finance
transactions.

Stable Value Protection

In the normal course of our business, we offer products that provide
book-value protection, primarily to plan participants in stable value funds
managed by non-affiliated investment managers of post-retirement
defined contribution benefit plans, particularly 401(k) plans. The book-
value protection is provided on portfolios of intermediate investment grade
fixed-income securities, and is intended to provide safety and stable
growth of principal invested. The protection is intended to cover any
shortfall in the event that a significant number of plan participants
withdraw funds when book value exceeds market value and the
liquidation of the assets is not sufficient to redeem the participants. The
investment parameters of the underlying portfolios, combined with
structural protections, are designed to provide cushion and guard against
payments even under extreme stress scenarios.
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These contingencies are individually accounted for as derivative
financial instruments. The notional amounts of the stable value contracts
are presented as “derivatives not designated as hedging instruments” in
the table of aggregate notional amounts of derivative financial instruments
provided in Note 10. We have not made a payment under these
contingencies that we consider material to our consolidated financial
condition, and management believes that the probability of payment
under these contingencies in the future, that we would consider material
to our consolidated financial condition, is remote.

Standby Letters of Credit

Standby letters of credit provide credit enhancement to our
municipal clients to support the issuance of capital markets financing.

Note 13. Contingencies
Legal and Regulatory Matters

In the ordinary course of business, we and our subsidiaries are
involved in disputes, litigation, and governmental or regulatory inquiries
and investigations, both pending and threatened. These matters, if
resolved adversely against us or settled, may result in monetary
damages, fines and penalties or require changes in our business
practices. The resolution or settlement of these matters is inherently
difficult to predict. Based on our assessment of these pending matters,
we do not believe that the amount of any judgment, settlement or other
action arising from any pending matter is likely to have a material
adwerse effect on our consolidated financial condition. However, an
adwverse outcome in certain of the matters described below could have a
material adverse effect on our consolidated results of operations for the
period in which such matter is resolved, or an accrual is determined to be
required, on our consolidated financial condition, or on our reputation.

We evaluate our needs for accruals of loss contingencies related to
legal and regulatory proceedings on a case-by-case basis. When we
hawe a liability that we deem probable, and we deem the amount of such
liability can be reasonably estimated as of the date of our consolidated
financial statements, we accrue our estimate of the amount of loss. We
also consider a loss probable and establish an accrual when we make,
or intend to make, an offer of settlement. Once established, an accrual is
subject to subsequent adjustment as a result of additional information.
The resolution of legal and regulatory proceedings and the amount of
reasonably estimable loss (or range thereof) are inherently difficult to
predict, especially in the early stages of proceedings. Even if a loss is
probable, an amount (or range) of

loss might not be reasonably estimated until the later stages of the
proceeding due to many factors such as the presence of complex or
nowel legal theories, the discretion of governmental authorities in seeking
sanctions or negotiating resolutions in civil and criminal matters, the
pace and timing of discovery and other assessments of facts and the
procedural posture of the matter (collectively, "factors influencing
reasonable estimates").

As of December 31, 2017, our aggregate accruals for loss
contingencies for legal and regulatory matters totaled approximately $12
million. To the extent that we have established accruals in our
consolidated statement of condition for probable loss contingencies,
such accruals may not be sufficient to cover our ultimate financial
exposure associated with any settlements or judgments. Any such
ultimate financial exposure, or proceedings to which we may become
subject in the future, could have a material adverse effect on our
businesses, on our future consolidated financial statements or on our
reputation. Except where otherwise noted below, we have not established
significant accruals with respect to the claims discussed.

We hawe identified certain matters for which loss is reasonably
possible (but not probable) in future periods, whether in excess of an
accrued liability or where there is no accrued liability, and for which we
are able to estimate a range of reasonably possible loss. As of
December 31, 2017, our estimate of the range of reasonably possible
loss for these matters is from zero to approximately $15 million in the
aggregate. Our estimate with respect to the aggregate range of
reasonably possible loss is based upon currently available information
and is subject to significant judgment and a variety of assumptions and
known and unknown uncertainties. The matters underlying the estimated
range will change from time to time, and actual results may vary
significantly from the current estimate.

In certain other pending matters, including the invoicing matter,
Federal Reserve/Massachusetts Division of Banks written agreement and
shareholder litigation matters discussed below, it is not currently feasible
to reasonably estimate the amount or a range of reasonably possible
loss (including reasonably possible loss in excess of amounts accrued),
and such losses, which may be significant, are not included in the
estimate of reasonably possible loss discussed abowe. This is due to,
among other factors, the factors influencing reasonable estimates
described above. These factors are particularly prevalent in governmental
and regulatory inquiries and investigations. As a result, reasonably
possible loss estimates often are not feasible until the later stages of the
inquiry or investigation or of any related legal or regulatory proceeding.
An adwerse
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outcome in one or more of the matters for which we have not estimated
the amount or a range of reasonably possible loss, individually or in the
aggregate, could have a material adverse effect on our businesses, on
our future consolidated financial statements or on our reputation. Given
that we cannot estimate reasonably possible loss for all legal and
regulatory proceedings as to which we may be subject now or in the
future, including matters that if adversely concluded may present material
financial, regulatory and reputational risks, no conclusion as to the
ultimate exposure from current pending or potential legal or regulatory
proceedings should be drawn from the current estimate of reasonably
possible loss.

The following discussion provides information with respect to
significant legal, governmental and regulatory matters.

Invoicing Matter

In December 2015, we announced a review of the manner in which
we inwiced certain expenses to some of our Investment Senicing
clients, primarily in the United States, during an 18-year period going
back to 1998, and our determination that we had incorrectly inwiced
clients for certain expenses. We informed our clients in December 2015
that we will pay to them the amounts we concluded were incorrectly
inwiced to them, plus interest. We are implementing enhancements to
our billing processes, and we are reviewing the conduct of our employees
and have taken appropriate steps to address conduct inconsistent with
our standards, including, in some cases, termination of employment. In
connection with our enhancements to our billing processes, we continue
to review historical billing practices and may from time to time identify
additional remediation. We currently expect the cumulative total of our
payments to customers for these matters to be at least $360 million.

We hawe received a purported class action demand letter alleging
that our invoicing practices were unfair and deceptive under
Massachusetts law. A class of customers, or particular customers, may
assert that we hawve not paid to them all amounts incorrectly invoiced,
and may seek double or treble damages under Massachusetts law. In
addition, in March 2017, a purported class action was commenced
against us alleging that our invoicing practices violated duties owed to
retirement plan customers under ERISA.

We are also responding to requests for information from, and are
cooperating with investigations by, governmental and regulatory
authorities on these matters, including the civil and criminal divisions of
the DOJ, the SEC, the DOL, the Massachusetts Attomey General, and
the New

Hampshire Bureau of Securities Regulation, which could result in
significant fines or other sanctions, civil and criminal, against us. If these
governmental or regulatory authorities were to conclude that all or a
portion of the billing errors merited civil or criminal sanctions, any fine or
other penalty could be a significant percentage, or a multiple of, the
portion of the owercharging sening as the basis of such a claim or of the
full amount overcharged. The govermmental and regulatory authorities
hawe significant discretion in civil and criminal matters as to the fines and
other penalties they may seek to impose. The sewerity of such fines or
other penalties could take into account factors such as the amount and
duration of our incorrect invoicing, the govermment’s or regulator's
assessment of the conduct of our employees, as well as prior conduct
such as that which resulted in our January 2017 deferred prosecution
agreement in connection with transition management senices and our
recent settlement of civil claims regarding our indirect foreign exchange
business.

The outcome of any of these proceedings and, in particular, any
criminal sanction could materially adversely affect our results of
operations and could hawe significant collateral consequences for our
business and reputation.

Federal Reserve/Massachusetts Division of Banks Written Agreement

On June 1, 2015, we entered into a written agreement with the
Federal Resene and the Massachusetts Division of Banks relating to
deficiencies identified in our compliance programs with the requirements
of the Bank Secrecy Act, AML regulations and U.S. economic sanctions
regulations promulgated by OFAC. As part of this enforcement action,
we hawe been required to, among other things, implement improvements
to our compliance programs and to retain an independent firm to conduct
a review of account and transaction activity to evaluate whether any
suspicious activity was not previously reported. If we fail to comply with
the terms of the written agreement, we may become subject to fines and
other regulatory sanctions, which may have a material adverse effect on
us.

Shareholder Litigation

A State Street shareholder has filed a purported class action
complaint against the Company alleging that the Company’s financial
statements in its annual reports for the 2011-2014 period were
misleading due to the inclusion of revenues associated with the invoicing
matter referenced above and the facts surrounding our 2017 settlements
with the U.S. government relating to our transition management
business. In addition, a State Street shareholder has filed a derivative
complaint against the Company's past and present officers and directors
to recover
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alleged losses incurred by the Company relating to the inwicing matter
and to our Ohio public retirement plans matter.

Income Taxes

In determining our provision for income taxes, we make certain
judgments and interpretations with respect to tax laws in jurisdictions in
which we have business operations. Because of the complex nature of
these laws, in the normal course of our business, we are subject to
challenges from U.S. and non-U.S. income tax authorities regarding the
amount of income taxes due. These challenges may result in
adjustments to the timing or amount of taxable income or deductions or
the allocation of taxable income among tax jurisdictions. We recognize a
tax benefit when it is more likely than not that our position will result in a
tax deduction or credit. Additional information with respect to our
provision for income taxes and tax benefits, including unrecognized tax
benefits, is provided in Note 22.

We are presently under audit by a number of tax authorities, and
the Intemal Revenue Senice is currently reviewing our U.S. income tax
retums for the tax years 2014 and 2015. The earliest tax year open to
examination in jurisdictions where we have material operations is 2011.
Management believes that we have sufficiently accrued liabilities as of
December 31, 2017 for tax exposures.

Note 14. Variable Interest Entities

We are involved, in the normal course of our business, with various
types of special purpose entities, some of which meet the definition of
VIEs. When evaluating a VIE for consolidation, we must determine
whether or not we hawe a variable interest in the entity. Variable interests
are investments or other interests that absorb portions of an entity’s
expected losses or receive portions of the entity’s expected retums. If it
is determined that State Street does not hawve a variable interest in the
VIE, no further analysis is required and State Street does not consolidate
the VIE. If State Street holds a variable interest in a VIE, we are required
by U.S. GAAP to consolidate that VIE when we have a controlling
financial interest in the VIE and therefore are deemed to be the primary
beneficiary. State Street is determined to have a controlling financial
interest in a VIE when it has both the power to direct the activities of the
VIE that most significantly impact the VIE’s economic performance and
the obligation to absorb losses or the right to receive benefits of the VIE
that could potentially be significant to that VIE. This determination is
evaluated periodically as facts and circumstances change.

Asset-Backed Investment Securities
We inwvest in various forms of ABS, which we

carry in our investment securities portfolio. These ABS meet the U.S.
GAAP definition of asset securitization entities, which are considered to
be VIEs. We are not considered to be the primary beneficiary of these
VIEs since we do not have control over their activities. Additional
information about our ABS is provided in Note 3.

Tax-Exempt Investment Program

In the normal course of our business, we structure and sell
certificated interests in pools of tax-exempt investment-grade assets,
principally to our mutual fund clients. We structure these pools as
partnership trusts, and the assets and liabilities of the trusts are
recorded in our consolidated statement of condition as AFS investment
securities and other short-term borrowings. As of December 31, 2017
and December 31, 2016, we carried AFS investment securities,
composed of securities related to state and political subdivisions, with a
fair value of $1.25 billion and $1.35 billion, respectively, and other short-
term borrowings of $1.08 billion and $1.16 billion, respectively, in our
consolidated statement of condition in connection with these trusts. The
interest income and interest expense generated by the investments and
certificated interests, respectively, are recorded as components of NII
when earmed or incurred.

We transfer assets to the trusts from our investment securities
portfolio at adjusted book value, and the trusts finance the acquisition of
these assets by selling certificated interests issued by the trust to third-
party investors and to State Street as residual holder. These transfers do
not meet the de-recognition criteria defined by U.S. GAAP, and therefore,
the assets continue to be recorded in our consolidated financial
statements. The trusts had a weighted-average life of approximately 4.6
years as of December 31, 2017, compared to approximately 4.5 years as
of December 31, 2016.

Under separate legal agreements, we provide liquidity facilities to
these trusts and, with respect to certain securities, letters of credit. As of
December 31, 2017, our commitments to the trusts under these liquidity
facilities and letters of credit totaled $1.10 billion and $351 million,
respectively, and none of the liquidity facilities or letters of credit, were
utilized. In the event that our obligations under these liquidity facilities are
triggered, no material impact to our consolidated results of operations or
financial condition is expected to occur, because the securities are
already recorded at fair value in our consolidated statement of condition.
In addition, neither creditors or third-party investors in the trusts have any
recourse to State Street's general credit other than through the liquidity
facilities and letters of credit noted abowe.
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Interests in Investment Funds

In the normal course of business, we manage various types of
investment funds through SSGA in which our clients are investors,
including SSGA commingled investment vehicles and other similar
investment structures. The majority of our AUM are contained within
such funds. The senices we provide to these funds generate
management fee revenue. From time to time, we may invest cash in the
funds in order for the funds to establish a performance history for newly-
launched strategies, referred to as seed capital, or for other purposes.

With respect to our interests in funds that meet the definition of a
VIE, a primary beneficiary assessment is performed to determine if we
have a controlling financial interest. As part of our assessment, we
consider all the facts and circumstances regarding the terms and
characteristics of the variable interest(s), the design and characteristics
of the fund and the other involvements of the enterprise with the fund.
Upon consolidation of certain funds, we retain the specialized investment
company accounting rules followed by the underlying funds.

Al of the underlying investments held by such consolidated funds
are carried at fair value, with corresponding changes in the investments’
fair values reflected in trading senices revenue in our consolidated
statement of income. When we no longer control these funds due to a
reduced ownership interest or other reasons, the funds are de-
consolidated and accounted for under another accounting method if we
continue to maintain investments in the funds.

As of December 31, 2017, the aggregate assets and liabilities of our
consolidated sponsored investment funds totaled $149 million and $50
million, respectively. As of December 31, 2016, we had no

consolidated funds.

As of December 31, 2017, our potential maximum total exposure
associated with the consolidated sponsored investment funds totaled
$100 million and represented the value of our economic ownership
interest in the funds.

Our conclusion to consolidate a fund may vary from period to
period, most commonly as a result of fluctuation in our ownership
interest as a result of changes in the number of fund shares held by
either us or by third parties. Given that the funds follow specialized
investment company accounting rules which prescribe fair value, a de-
consolidation generally would not result in gains or losses for us.

The net assets of any consolidated fund are solely available to
settle the liabilities of the fund and to settle any investors’ ownership
redemption requests, including any seed capital invested in the fund by
State Street. We are not contractually required to provide financial or any
other support to any of our funds. In addition, neither creditors nor equity
investors in the funds have any recourse to State Street’s general credit.

As of December 31, 2017 and December 31, 2016, we managed
certain funds, considered VIEs, in which we held a variable interest but
for which we were not deemed to be the primary beneficiary. Our
potential maximum loss exposure related to these unconsolidated funds
totaled $72 million and $121 million as of December 31, 2017 and
December 31, 2016, respectively, and represented the carrying value of
our investments, which are recorded in either AFS investment securities
or other assets in our consolidated statement of condition. The amount of
loss we may recognize during any period is limited to the camrying
amount of our investments in the unconsolidated funds.
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Note 15. Shareholders' Equity
Preferred Stock
The following table summarizes selected terms of each of the series of the preferred stock issued and outstanding as of December 31, 2017:

Ownership
Interest Per Liquidation Net Proceeds of
Depositary Depositary Preference Per Liquidation Preference Offering
Issuance Date Shares Issued Share Share Per Depositary Share (In millions) Redemption Date"

Preferred Stock®:
Series C August 2012 20,000,000  1/4,000th $ 100,000 $ 25 % 488  Septerber 15, 2017
Series D February 2014 30,000,000  1/4,000th 100,000 25 742 March 15, 2024
Series E Noverrber 2014 30,000,000  1/4,000th 100,000 25 728  Decenber 15,2019
Series F May 2015 750,000  1/100th 100,000 1,000 742 Septerrber 15, 2020
Series G April 2016 20,000,000  1/4,000th 100,000 25 493  March 15, 2026

(1) On the redemption date, or any dividend declaration date thereafter, the preferred stock and corresponding depositary shares may be redeemed by us, in whole or in part, at the liquidation price per share and
liquidation price per depositary share plus any declared and unpaid dividk , Without accumulation of any undeclared dividends.

@) The preferred stock and corresponding depositary shares may be redeemed at our option in whole, but not in part, prior to the redemption date upon the occurrence of a reé;ulatow capital treatment event, as
def inedndgc}arféé:%rtifg:ea:tﬁs of designation, at a redemption price equal to the liquidation price per share and liquidation price per depositary share plus any declared and unpaid dividends, without accumulation of
any u ivi .

The following table present the dividends declared for each of the series of preferred stock issued and outstanding for the periods indicated:

Years Ended December 31,

2017 2016
Dividends Dividends Declared Dividends Dividends Declared
Declared per per Depositary Total Declared per per Depositary Total
Share Share (In millions) Share Share (In millions)

Preferred Stock:

Series C $ 5250 $ 132 § 26 $ 5250 $ 132 § 26
Series D 5,900 1.48 4 5,900 1.48 44
Series E 6,000 1.52 45 6,000 1.52 45
Series F 5,250 52.50 40 5,250 52.50 40
Series G 5,352 1.32 27 3,626 0.90 18
Total $ 182 $ 173

In February 2018, we declared dividends on our Series C, D, E, F and G preferred stock of approximately $1,313, $1,475, $1,500, $2,625 and
$1,338, respectiwely, per share, or approximately $0.33, $0.37, $0.38, $26.25 and $0.33, respectively, per depositary share. These dividends total
approximately $6 million, $11 million, $11 million, $20 million and $7 million on our Series C, D, E, F and G preferred stock, respectively, which will be
paid in March 2018.

Common Stock

In June 2017, our Board approved a common stock purchase program authorizing the purchase of up to $1.4 billion of our common stock through
June 30, 2018 (the 2017 Program).

In June 2016, our Board approved a common stock purchase program authorizing the purchase of up to $1.4 billion of our common stock through
June 30, 2017 (the 2016 Program). The table below presents the activity under both the 2017 Program and 2016 Program during the year ended
December 31, 2017:

Shares Acquired Total Acquired

(In millions) Average Cost per Share (In millions)
2016 Program(® 94 $ 7993 § 750
2017 Program 7.4 94.54 700
Total 16.8 § 86.37 $ 1,450

™ Includes $158 million relating to shares acquired in exchange for BFDS stock during the first quarter of 2017. Additional information about the exchange is provided in Note 1 to the consolidated financial
statements included in this Form 10-K.
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The table below presents the dividends declared on common stock for the periods indicated:

Years Ended December 31,

2017 2016

Total Total
Dividends Declared per Share (In millions) Dividends Declared per Share (In millions)

Common Stock $ 1.60 $ 506 $ 144§ 559

Accumulated Other Comprehensive Income (Loss)
The following table presents the after-tax components of AOCI as of the dates indicated:

December 31
(In millions) 2017 2016 2015
Net unrealized gains (losses) on cash flow hedges $ (56) $ 229 $ 293
Net unrealized gains (losses) on available-for-sale securities portfolio 148 (225) 9
Net unrealized gains (losses) related to reclassified available-for-sale securities 19 25 (28)
Net unrealized gains (losses) on available-for-sale securities 167 (200) (19)
Net unrealized losses on available-for-sale securities designated in fair value hedges (64) (86) (109)
Net unrealized gains (losses) on hedges of net investrrents in non-U.S. subsidiaries (65) 95 (14)
Cther-than-tenporary impairment on held-to-maturity securities related to factors other than credit (6) 9) (16)
Net unrealized losses on retirement plans (170) (194) (183)
Foreign currency translation (815) (1,875) (1,394)
Total $ (1,009 $ (2,040) $ (1,442)
The following table presents changes in AOCI by component, net of related taxes, for the periods indicated:
Net Unrealized
Net Unrealized  Gains (Losses) on Other-Than-

Net Unrealized  Gains (Losses) Hedges of Net Temporary Net Unrealized

Gains (Losses) on Available- Investments in Impairment on Held- Losses on Foreign

on Cash Flow for-Sale Non-U.S. to-Maturity Retirement Currency
(In millions) Hedges Securities Subsidiaries Securities Plans Translation Total
Balance as of Decenber 31, 2015 $ 293 $ (128) $ 14) $ 16) $ (183) $ (1,394) $ (1,442
Other conprehensive income (loss) before
reclassifications (64) (164) 109 8 — (478) (589)
Anounts reclassified into (out of) earnings — 6 — 1) (11) 3) 9)
Other conprehensive income (loss) (64) (158) 109 7 (11) (481) (598)
Balance as of Decenrber 31, 2016 $ 29 $ (286) $ % 9 $ (194) $ (1,875) $ (2,040)
Other conprehensive incomre (loss) before
reclassifications (285) 412 (160) 3 — 1,059 1,029
Anounts reclassified into (out of) earnings — (23) — — 24 1 2
Other conprehensive income (loss) (285) 389 (160) 3 24 1,060 1,031
Balance as of Decenrber 31, 2017 $ (56) $ 103 § 65 $ 6 $ (170) $ (815) $ (1,009)
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The following table presents after-tax reclassifications into eamings for the periods indicated:

(In millions)
Available-for-sale securities:

Net realized gains (losses) fromsales of available-for-sale securities, net of related taxes of

$16 and ($4), respectively
Held-to-maturity securities:

COther-than-tenporary impairment on held-to-maturity securities related to factors other than

credit, net of related taxes of $0 and $1, respectively
Retirement plans:

Anortization of actuarial losses, net of related taxes of ($8) and ($1), respectively
Foreign currency translation:

Sales of non-U.S. entities, net of related taxes of $0 and ($2), respectively

Total reclassifications (out of) into ACCI

Note 16. Regulatory Capital

We are subject to various regulatory capital requirements
administered by federal banking agencies. Failure to meet minimum
regulatory capital requirements can initiate certain mandatory and
discretionary actions by regulators that, if undertaken, could hawe a
direct material effect on our consolidated financial condition. Under
current regulatory capital adequacy guidelines, we must meet specified
capital requirements that involve quantitative measures of our
consolidated assets, liabilities and off-balance sheet exposures
calculated in conformity with regulatory accounting practices. Our capital
components and their classifications are subject to qualitative judgments
by regulators about components, risk weightings and other factors.

As required by the Dodd-Frank Act, State Street and State Street
Bank, as advanced approaches banking organizations, are subject to a
permanent "capital floor" in the calculation and assessment of their
regulatory capital adequacy by U.S. banking regulators. Beginning on
January 1, 2015, we were required to calculate our risk-based capital
ratios using both the advanced approaches and the standardized
approach. As a result, from January 1, 2015 going forward, our risk-
based capital ratios for regulatory assessment purposes are the lower of
each ratio calculated under the standardized approach and the advanced
approaches.

The methods for the calculation of our and State Street Bank's risk-
based capital ratios will change as

Years Ended December 31,
2017 2016

Amounts Reclassified into
(out of) Earnings

Affected Line Item in Consolidated
Statement of Income

Net gains (losses) fromsales of
available-for-sale securities

$ (3 § 6

Losses reclassified (from) to other
— (1)  conprehensive income

Conpensation and enployee benefits
24 (11)  expenses
1 (3) Processing fees and other revenue

the provisions of the Basel lll final rule related to the numerator (capital)
and denominator (risk-weighted assets) are phased in, and as we begin
calculating our risk-weighted assets using the advanced approaches.
These ongoing methodological changes will result in differences in our
reported capital ratios from one reporting period to the next that are
independent of applicable changes to our capital base, our asset
composition, our off-balance sheet exposures or our risk profile.

As of December 31, 2017, State Street and State Street Bank
exceeded all regulatory capital adequacy requirements to which they
were subject. As of December 31, 2017, State Street Bank was
categorized as “well capitalized” under the applicable regulatory capital
adequacy framework, and exceeded all “well capitalized” ratio guidelines
to which it was subject. Management believes that no conditions or
events hawe occurred since December 31, 2017 that have changed the
capital categorization of State Street Bank.

The following table presents the regulatory capital structure, total
risk-weighted assets, related regulatory capital ratios and the minimum
required regulatory capital ratios for State Street and State Street Bank
as of the dates indicated. As a result of changes in the methodologies
used to calculate our regulatory capital ratios from period to period as the
provsions of the Basel lll final rule are phased in, the ratios presented in
the table for each period-end are not directly comparable. Refer to the
footnotes following the table.
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State Street

State Street Bank

Basel lll Advanced

Basel Il
Standardized

Basel lll Advanced

Basel Ill
Standardized

Basel Ill Advanced Basel Ill Standardized Approaches Approach Basel Ill Advanced Basel Il Sb'a‘ndardized Approaches Approach
(In millions) Dece‘:nplrer:gﬁ?;znm Angfzonm Sotam 2016(2) Dece?vrger:;ﬁ?zzﬂlﬂ Apprg:,mz'oﬂu) Sotan Sotam "
Common shareholders' equity:
Common stock and related surplus $ 10,302 $ 10,302 $ 10286 $ 10286 $ 11,612 § 11612 $ 11,376 11,376
Retained eamings 18,856 18,856 17,459 17,459 12,312 12,312 12,285 12285
Accumulated other comprehensive income (loss) (972) (972) (1,936) (1,936) (809) (809) (1,648) (1,648)
Treasury stock, at cost (9,029) (9,029) (7,682) (7,682) — — — -
Total 19,157 19,157 18,127 18,127 23,115 23,115 2,013 2,013
Regulatory capital adjustments:
Goodwill and other intangible assets, net of
associated deferred tax liabilities® (6,877) (6,877) (6,348) (6,348) (6,579) (6,579) (6,060) (6,060)
Other adjustments (76) (76) (155) (155) (5) (5) (148) (148)
Common equity tier 1 capital 12,204 12,204 11,624 11,624 16,531 16,531 15,805 15,805
Preferred stock 3,196 3,196 3,196 3,19% — — — —
Trust preferred capital securities subject to phase-
out from tier 1 capital — — — = — — — —
Other adjustments (18) (18) (103) (103) — — — —
Tier 1 capital 15,382 15,382 14,717 14,717 16,531 16,531 15,805 15,805
Qualifying subordinated long-term debt 980 980 1,172 1,172 983 983 1,179 1,179
Trust preferred capital securities phased out of
tier 1 capital = — — — — _ — —
ALLL and other 4 72 19 7 — 72 15 7
Other adjustments 1 1 1 1 = = — —
Total capital $ 16,367 $ 16,435 $ 15909 § 1597 § 17,514 § 17,586  $ 16,999 17,061
Risk-weighted assets:
Credit risk $ 49,976 $ 101,399 $ 50900 $ %8125 ¢ 47,448  $ 98,433 $ 47,383 94,413
Operational risk® 45,822 NA 44,579 NA 45,295 NA 44,043 NA
Market risk®) 3,358 1,334 3,82 1,751 3,375 1,334 3,822 1,751
Total risk-weighted assets $ 99,156 $ 102,683 $ 99,301 N86 $ 96,118 $ 99,767 $ 95,248 9,164
Adjusted quarterly average assets $ 209,328 $ 209328 $ 226310 $§ 226310 § 206,070 $ 206,070 $ 22534 222,584
2017 Minimum 2016 Minimum
Requirements Including Requirements Including
Capital Consenvation Capital Conservation
Capital Buffer and Buffer and
Ratios: G-SIB Surcharge® G-SIB Surcharge”
Common
equity tier 1
capital 6.5% 5.5% 12.3% 11.9% 11.7% 11.6% 17.2% 16.6% 16.6% 16.4%
Tier 1 capital 8.0 7.0 15.5 15.0 14.8 14.7 17.2 16.6 16.6 16.4
Total capital 10.0 9.0 16.5 16.0 16.0 16.0 18.2 17.6 17.8 17.7
Tier 1
leverage 4.0 4.0 7.3 7.3 6.5 6.5 8.0 8.0 71 71

() CET1 capital, tier 1 capital and total capital ratios as of Decenber 31, 2017 and Decerrber 31, 2016 were calculated in conformrity with the advanced approaches provisions of the Basel il final rule. Tier 1 leverage ratio as of Decerrber 31, 2017 and Decerrber 31,

2016 were calculated in conformrity with the Basel |l final rule.

() CET1 capital, tier 1 capital and total capital ratios as of Decenrber 31, 2017 and Decenrber 31, 2016 were calculated in conformrity with the standardized approach provisions of the Basel il final rule. Tier 1 leverage ratio as of Decerrber 31, 2017 and Decerrber 31,

2016 were calculated in conformity with the Basel Il final rule.

() Amounts for State Street and State Street Bankas of Decenrber 31, 2017 consisted of goodwill, net of associated deferred tax liabilities, and 80% of other intangible assets, net of associated deferred tax liabilities. Amounts for State Street and State Street Bank as of
December 31, 2016 consisted of goodwill, net of deferred taxliabilities and 60% of other intangible assets, net of associated deferred taxliabilities. Intangible assets, net of associated deferred taxliabilities is phased in as a deduction from capital, in conformrity with

the Basel Ill final rule.

() Under the current advanced approaches rules and regulatory guidance concerning operational risk models, RWA attributable to operational risk can vary substantially from period-to-period, without direct correlation to the effects of a particular loss event on our

results of operations and financial condition and impecting dates and periods that may differ fromthe dates and periods as of and during which the loss event is reflected in our financial statements, with the timing and categorization dependent on the processes for

mode! updates and, if applicable, model revalidation and regulatory review and related supenisory processes. An individual loss event can have a significant effect on the output of our operational risk RVWA under the advanced approaches depending on the severity of
the loss event and its categorization among the seven Basel-defined UOMs.
() Market risk risk-weighted assets reported in conformrity with the Basel 11 advanced approaches included a CVA which reflected the risk of potential fair value adjustments for credit risk reflected in our valuation of over-the-counter derivative contracts. The CVAwas
not provided for in the final merket risk capital rule; however, it was required by the advanced approaches provisions of the Basel |l final rule. We used a simple CVA approach in conformity with the Base! 11l advanced approaches.
® Minimum requirements will be phased in up to full implementation beginning on January 1, 2019; minimum requirements listed are as of Decenrber 31, 2017.
(™ Minimumrequirements will be phased in up to full implementation beginning on January 1, 2019; minimumrequirements listed are as of December 31, 2016.

NANot applicable
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Note 17. Net Interest Income

The following table presents the components of interest income and
interest expense, and related NI, for the periods indicated:

Years Ended December 31,

(In millions) 2017 2016 2015
Interest income:
Deposits with banks $ 180 $ 126 $ 208
Investment securities:

U.S. Treasury and federal agencies 854 821 735

State and political subdivisons 226 224 227

Other investments 658 756 934
Securities purchased under resale agreements 264 146 62
Loansand leases 504 378 31
Other interest-eaming assets 222 61 11
Total interest income 2,908 2,512 2,488
Interest expense:
Deposts 163 85 97
Securities sold under repurchase agreements 2 1 —
Short-term bormowings 10 7 7
Long-term debt 308 260 250
Other interest-bearing liabilities 121 75 46
Total interest expense 604 428 400
Net interest income $ 2304 $ 2,084 $ 2,088

Note 18. Equity-Based Compensation

We record compensation expense for equity-based awards, such
as restricted stock, deferred stock and performance awards, based on
the closing price of our common stock on the date of grant, adjusted if
appropriate based on the award’s eligibility to receive dividends. The fair
value of stock appreciation rights are determined using the Black-
Scholes valuation model.

Compensation expense related to equity-based awards with senice-
only conditions and terms that provide for a graded vesting schedule is
recognized on a straight-line basis over the required senice period for the
entire award. Compensation expense related to equity-based awards with
performance conditions and terms that provide for a graded vesting
schedule is recognized over the requisite senice period for each
separately vesting tranche of the award, and is based on the probable
outcome of the performance conditions at each reporting date.
Compensation expense is adjusted for assumptions with respect to the
estimated amount of awards that will be forfeited prior to vesting, and for
employees who have met certain retirement eligibility criteria.
Compensation expense for common stock awards granted to employees
meeting early retirement eligibility criteria is fully expensed on the grant
date.

Dividend equivalents for certain equity-based awards are paid on
stock units on a current basis prior to vesting and distribution.

The 2017 Stock Incentive Plan, or 2017 Plan, was approved by
shareholders in May 2017 for issuance of stock and stock based awards.
Awards may be made under the 2017 Plan for (i) up to 8.3 million shares
of common stock plus (ii) up to an additional 28.5 million shares that
were available to be issued under the 2006 Equity Incentive Plan, or 2006
Plan, or may become available for issuance under the 2006 Plan due to
expiration, termination, cancellation, forfeiture or repurchase of awards
granted under the 2006 Plan. As of December 31, 2017, a total of 17.9
million shares from the 2006 Plan have been added to and may be
issued from the 2017 Plan. As of December 31, 2017, a cumulative total
of 0.4 million shares had been awarded under the 2017 Plan and 68.9
million had been awarded under the 2006 Plan. As of December 31, 2016
and 2015, we had cumulative totals of 65.7 million shares and 60.9
million shares, respectively, awarded under the 2006 Plan. The 2017
Plan allows for shares withheld in payment of the exercise price of an
award or in satisfaction of tax withholding requirements, shares forfeited
due to employee termination, shares expired under options awards, or
shares not delivered when performance conditions have not been met, to
be added back to the pool of shares available for issuance under the
2017 Plan. From inception to December 31, 2017, fewer than 1 million
shares had been awarded under the 2017 Plan but not delivered, and
have become available for reissue. As of December 31, 2017, a total of
25.9 million shares were available for future issuance under the 2017
Plan.

The exercise price of non-qualified and incentive stock options and
stock appreciation rights may not be less than the fair value of such
shares on the date of grant. Stock options and stock appreciation rights
granted under the 1997 Equity Incentive Plan, or 1997 Plan, and the 2006
Plan, collectively the Plans, generally vest over four years and expire no
later than ten years from the date of grant. No common stock options or
stock appreciation rights have been granted since 2009. For restricted
stock awards granted under the Plans, common stock is issued at the
time of grant and recipients hawve dividend and wvoting rights. In general,
these grants vest over three to four years. As of December 31, 2017
there are no outstanding stock options or restricted stock awards.

For deferred stock awards granted under the Plans, no common
stock is issued at the time of grant and the award does not possess
dividend and woting rights. Generally, these grants vest over one to four
years. Performance awards granted are eamed over a performance period
based on the achievement of
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defined goals, generally ower three years. Payment for performance generally relating to fraud or willful misconduct by the individual that
awards is made in shares of our common stock equal to its fair market results in material harm to us or a material financial restatement.
value per share, based on the performance of certain financial ratios, after Compensation expense related to stock options, stock appreciation
the conclusion of each performance period. rights, restricted stock awards, deferred stock awards and performance
Beginning with 2012, malus-based forfeiture provisions were awards, which we record as a component of compensation and
included in deferred stock awards granted to employees identified as employee benefits expense in our consolidated statement of income,
“material risk-takers,” as defined by management. These malus-based was $243 million, $268 million and $319 million for the years ended
forfeiture provisions provide for the reduction or cancellation of unvested December 31, 2017, 2016 and 2015, respectively. Such expense for
deferred compensation, such as deferred stock awards and performance 2017, 2016 and 2015 excluded $15 million, $9 million and $10 million,
based awards, if it is determined that a material risk-taker made risk- respectively, associated with acceleration of expense in connection with
based decisions that exposed State Street to inappropriate risks that targeted staff reductions. This expense was included in the severance-
resulted in a material unexpected loss at the business-unit, line-of- related portion of the associated restructuring charges recorded in each
business or corporate lewel. In addition, awards granted to certain of our respective year.
senior executives, as well as awards granted to individuals in certain The following table presents information about the Plans as of
jurisdictions, may be subject to recoupment after vesting (if applicable) December 31, 2017, and related activity during the years indicated:

and delivery to the individual in specified circumstances

Weighted-Average

Shares Exercise Weighted-Average Remaining Total Intrinsic Value
(In thousands) Price Contractual Term (In years) (In millions)
Stock Appreciation Rights:
Qutstanding as of December 31, 2015 1,206 $ 76.29
Exercised (227) 70.59
Forfeited or expired (24) 81.71
Qutstanding as of December 31, 2016 955 77.52
Exercised (595) 81.71
Forfeited or expired (360) 70.59
Qutstanding and exercisable as of December 31, 2017 — $ = 0 $ —
(1) There were no shares subject to stock options and no stock appreciation rights.

The total intrinsic value of stock appreciation rights exercised during The total fair value of deferred stock awards vested for the years
the years ended December 31, 2017, 2016 and 2015 was $5 million, $1 ended December 31, 2017, 2016 and 2015, based on the weighted
million and $5 million, respectively. As of December 31, 2017, there was average grant date fair value in each respective year, was $232 million,
no unrecognized compensation cost related to stock options and stock $275 million and $340 million, respectively. As of December 31, 2017,
appreciation rights. total unrecognized compensation cost related to deferred stock awards,

Weighted-Average net of estimated forfeitures, was $242 million, which is expected to be
i - - ; .
Shares Grant Date Fair recognized over a weighted-average period of 2.5 years.
(In thousands) Value .
Shares Weighted-Average

Deferred Stock Avards: (In thousands) Grant Date Fair Value
CQutstanding as of December 31, Perf .
2015 87% § 61.59 erformance Awards

Qutstanding as of December
Granted 4,33 52.49 31, 2015 1,165 $ 60.45
Vested (4,897) 56.18 Granted 506 50.81
Forfeited (361) 60.12 Forfeited = —
Qutstanding as of December 31, Paid out (424) 4921
202 EL £t Qutstanding as of December
Granted 2,977 76.38 31, 2016 1,247 60.37
Vested (3,686) 62.88 Granted 534 76.27
Forfeited (257) 63.56 Forfeited — —
Qutstanding as of December 31, Paid out (233) 58.91
20l g3 ¢ G Qutstanding as of December

31, 2017 1,548  § 66.09
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The total fair value of performance awards paid out for the years
ended December 31, 2017, 2016 and 2015, based on the weighted
average grant date fair value in each respective year, was $14 million,
$21 million and $39 million, respectively. As of December 31, 2017, total
unrecognized compensation cost related to performance awards, net of
estimated forfeitures, was $16 million, which is expected to be
recognized over a weighted-average period of 2.8 years.

We utilize either treasury shares or authorized but unissued shares
to satisfy the issuance of common stock under our equity incentive
plans. We do not hawve a specific policy conceming purchases of our
common stock to satisfy stock issuances, including exercises of stock
options. We hawe a general policy conceming purchases of our common
stock to meet issuances under our employee benefit plans, including
option exercises and other corporate purposes. Various factors
determine the amount and timing of our purchases of our common stock,
including regulatory reviews and approvals or non-objections, our
regulatory capital requirements, the number of shares we expect to issue
under employee benefit plans, market conditions (including the trading
price of our common stock), and legal considerations. These factors can
change at any time, and the number of shares of common stock we will
purchase or when we will purchase them cannot be assured. See Note
15 for further information on our common stock purchase program.

Note 19. Employee Benefits
Defined Benefit Pension and Other Post-Retirement Benefit Plans

State Street Bank and certain of its U.S. subsidiaries participate in
a non-contributory, tax-qualified defined benefit pension plan. The U.S.
defined benefit pension plan was frozen as of December 31, 2007 and no
new employees were eligible to participate after that date. State Street
has agreed to contribute sufficient amounts as necessary to meet the
benefits paid to plan participants and to fund the plan’s senice cost, plus
interest. U.S. employee account balances eam annual interest credits
until the employee begins receiving benefits. Non-U.S. employees
participate in local defined benefit plans which are funded as required in
each local jurisdiction. In addition to the defined benefit pension plans,
we have non-qualified unfunded SERPs that provide certain officers with
defined pension benefits in excess of allowable qualified plan limits.
State Street Bank and certain of its U.S. subsidiaries also participate in
a post-retirement plan that provides health care benefits for certain retired
employees. The total expense for these tax-qualified

and non-qualified plans was $15 million, $16 million and $46 million in
2017, 2016 and 2015, respectively.

We recognize the funded status of our defined benefit pension plans
and other post-retirement benefit plans, measured as the difference
between the fair value of the plan assets and the projected benefit
obligation, in the consolidated statement of position. The assets held by
the defined benefit pension plans are largely made up of common,
collective funds that are liquid and invest principally in U.S. equities and
high-quality fixed income investments. The majority of these assets fall
within Lewel 2 of the fair value hierarchy. The benefit obligations
associated with our primary U.S. and non-U.S. defined benefit plans,
non-qualified unfunded supplemental retirement plans and post-retirement
plans were $1.32 billion, $125 million and $16 million, respectively, as of
December 31, 2017 and $1.23 billion, $136 million and $21 million,
respectively, as of December 31, 2016. As the primary defined benefit
plans are frozen, the benefit obligation will only vary over time as a result
of changes in market interest rates, the life expectancy of the plan
participants and payments made from the plans. The primary U.S. and
non-U.S. defined benefit pension plans were underfunded by $9 million
and $32 miillion as of December 31, 2017 and 2016, respectively. The
non-qualified supplemental retirement plans were underfunded by $125
million and $136 million as of December 31, 2017 and 2016, respectively.
The other post-retirement benefit plans were underfunded by $16 million
and $21 million as of December 31, 2017 and 2016, respectively. The
underfunded status is included in other liabilities.

Defined Contribution Retirement Plans

We contribute to employer-sponsored U.S. and non-U.S. defined
contribution plans. Our contribution to these plans was $146 million,
$132 million, and $130 million in 2017, 2016 and 2015, respectiwely.
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Note 20. Occupancy Expense and Information Systems and
Communications Expense

Occupancy expense and information systems and communications
expense include depreciation of buildings, leasehold improvements,
computer hardware and software, equipment, and fumiture and fixtures.
Total depreciation expense in 2017, 2016 and 2015 was $526 million,
$472 million and $443 miillion, respectively.

We lease 1,025,000 square feet at One Lincoln Street, our
headquarters building located in Boston, Massachusetts, and a related
underground parking garage, under 20-year, non-cancelable capital
leases expiring in September 2023. A portion of the lease payments is
offset by subleases for approximately 127,000 square feet of the building.
As of December 31, 2017 and 2016, an aggregate net book value of $159
million and $194 million, respectiwely, related to the above-described
capital leases was recorded in premises and equipment, with the related
liability recorded in long-term debt, in our consolidated statement of
condition.

Capital lease asset amortization is recorded in occupancy expense
on a straight-line basis in our

consolidated statement of income ower the respective lease term. Lease
payments are recorded as a reduction of the liability, with a portion
recorded as imputed interest expense. In 2017, 2016 and 2015, interest
expense related to these capital lease obligations, reflected in NII, was
$20 million, $22 million and $32 million, respectively. As of December 31,
2017 and 2016, accumulated amortization of capital lease assets was
$401 million and $365 million, respectiwely.

We hawe entered into non-cancelable operating leases for premises
and equipment. Nearly all of these leases include renewal options. Costs
related to operating leases for office space are recorded in occupancy
expense. Costs related to operating leases for equipment are recorded in
information systems and communications expense. Both are recorded
on a straight-line basis.

Total rental expense net of sublease revenue in 2017, 2016 and
2015 amounted to $229 million, $194 million and $190 million,
respectively. Total rental expense was reduced by sublease revenue of
$5 million in 2017 and $4 million in both 2016 and 2015.

The following table presents a summary of future minimum lease payments under non-cancelable capital and operating leases as of December 31,
2017. Aggregate future minimum rental commitments have been reduced by aggregate sublease rental commitments of $41 million for capital leases and

$19 million for operating leases.

(In millions)

2018

2019

2020

2021

2022

Thereafter

Total mininumlease payments

Less anount representing interest paynments
Present value of minimumlease payments

Capital Operating
Leases Leases Total
$ 53 $ 197 $ 250
45 175 220
45 154 199
45 144 189
45 125 170
34 336 370
267 $ 1131 $ 1,398
(56)
$ 211
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Note 21. Expenses

The following table presents the components of other expenses for
the periods indicated:

Years Ended December 31,

(In millions) 2017 2016 2015
Insurance $ 18 $ N8 $ 126
Regulatory fees and assessments 106 82 115
Bank operations 80 62 105
Sales advertising public relations 67 52 65
Litigation (15) 50 422
Other 233 245 185
Total other expenses $ 589 $ 584 $ 1,018
Restructuring Charges

In the year ended December 31, 2017, we recorded restructuring
charges of $245 million, compared to $142 million in the year ended
December 31, 2016. The charges were primarily related to Beacon.

The following table presents aggregate restructuring activity for the
periods indicated:

Employee Real Estate Asset and Other
(In millions) Related Costs Actions Write-offs Total
Accrual Balance at
December 31, 2014 $ 39 § 23 $ 7 % 69
Accruals for Business
Operations and IT (5) 3) 13 5
Payments and other
adjustments (25) 9) (17) (51)
Accrual Balance at
December 31, 2015 $ 9 1§ 3§
Accruals for Business
Operations and IT 2 — — (2
Accruals for Beacon A 18 30 142
Payments and other
adjustments (64) (12) (31) (107)
Accrual Balance at
December 31, 2016 $ 37 8 17 8 2 3 56
Accruals for Beacon 186 32 27 245
Payments and Other
Adjustments (57) (17) (26) (100)
Accrual Balance at
December 31, 2017 $ 166 § 32 $ 3 $ 201
Note 22. Income Taxes

We use an asset-andiability approach to account for income
taxes. Our objective is to recognize the amount of taxes payable or
refundable for the current year through charges or credits to the current
tax provsion, and to recognize deferred tax assets and liabilities for
future tax consequences of temporary differences between amounts
reported in our consolidated financial statements and their respective tax
bases. The measurement of tax assets and liabilities is based on
enacted tax laws and applicable tax rates. The effects of a tax position
on our consolidated financial statements are recognized when we believe
it is more likely than not that the position will be sustained. A valuation
allowance is established if it is considered more likely than not that all or
a portion of the deferred tax assets

will not be realized. Deferred tax assets and liabilities recorded in our
consolidated statement of condition are netted within the same tax
jurisdiction.

The following table presents the components of income tax expense
(benefit) for the periods indicated:

Years Ended December 31,

(In millions) 2017 2016 2015
Current:
Federal $ 229 $ (14§ 52
State 18 30 92
Non-U.S. 380 320 342
Total current expense 627 336 486
Deferred:
Federal 49 (311) (39
State 65 38 40
Non-U.S. (19) (85) (169)
Total deferred expense (benefit) 95 (358) (168)
Total income tax expense (benefit) $ 722 $ (2 $ 318

The following table presents a reconciliation of the U.S. statutory
income tax rate to our effective tax rate based on income before income
tax expense for the periods indicated:

Years Ended December 31,

2017 2016 2015

U.S. federal income tax rate 35.0 % 35.0 % 35.0 %
Changes from statutory rate:

State taxes, net of federal benefit 1.9 20 4.2
Tax-exempt income (4.5) 6.1) (5.6)
Business tax credits() (6.8) (13.6) 94)
Foreign tax diff erential (7.4) (7.7) 9.6)
Transition tax 15.7 = =
Deferred tax revaluation (6.8) — —
Foreign designated eamings 0.7) 6.8) —
Foreign capital transactions — 4.3) —
Tax refund — — (2.8)
Litigation expense — 1.4 27
Other, net (1.5) (0.9) 0.7)
Effective tax rate 24.9 % (1.0)% 13.8 %

(1) Business tax credits include low-income housing, production and investment tax credits.

On December 22, 2017, the President signed into law the TCJA
(H.R. 1), reducing the corporate income tax rate from 35% to 21% and
enacting a one-time transition tax on unremitted eamings of foreign
subsidiaries. Although we have not completed accounting for the tax
effects of the TCJA, we included a provisional estimate for the impact to
deferred tax balances and cost associated with the one-time transition
tax.
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As a result of the reduction in the corporate income tax rate, certain
U.S. deferred tax assets and liabilities were revalued resulting in a
provisional estimated deferred tax benefit of $197 million. Deferred tax
assets and liabilities represent the future impact on income taxes
resulting from temporary differences that exist as of the balance sheet
date using enacted tax rates. Certain U.S. temporary differences are a
provisional estimate based on information currently available. As
additional information is made available, there may be adjustments to
temporary differences that could increase or decrease the deferred tax
balances. As such, the $197 million benefit may be adjusted in future
periods.

The one-time transition tax is measured on total post-1986 eamings
and profits ("E&P") of foreign subsidiaries previously deferred from U.S.
income taxes. Although we have not completed our analysis of
cumulative E&P, we hawe included a provisional expense of $454 million
based on information available and our current interpretations of the
newly enacted law. This amount is based on the amount of eamings held
in cash and other specified assets. We understand that this amount will
change as estimates of foreign E&P and foreign income taxes are refined
and assumptions are modified from additional guidance on the TCJA.

The 2016 foreign designated eamings include the benefits
attributable to the change in designation of certain of our foreign eamings
as indefinitely invested overseas. The foreign capital transactions include
the tax benefits from incremental foreign tax credits and a foreign affiliate
tax loss. The increase in business tax credits is attributable to an
increase in altemative energy investments.

In 2015 we recognized benefits associated with the reduction of an
ltalian deferred tax liability and the approval of a tax refund for prior years,
partially offset by a change in New York tax law.

The following table presents significant components of our gross
deferred tax assets and gross deferred tax liabilities as of the dates
indicated:

December 31,

(In millions) 2017 2016
Deferred tax assets:
Unrealized losses on investment securities, net $ 17 $ 157
Deferred conpensation 159 285
Defined benefit pension plan 82 116
Restructuring charges and other reserves 132 199
Foreign currency translation 18 225
General business credit 231 425
NOL and other carryforwards 101 73
Other 27 32
Total deferred tax assets 767 1,512
Valuation allow ance for deferred tax assets (88) (66)

Deferred tax assets, net of valuation allowance ~ $ 679 $ 1,446
Deferred tax liabilities:
Leveraged lease financing $ 184 §$ 313
Fixed and intangible assets 755 886
Non-U.S. earnings 6 164
Investrent basis differences 158 120

Total deferred tax liabilities $ 1,103 $ 1,483

The reduction in deferred tax assets and liabilities includes the
provisional estimated impact of TCJA as well as current year activity
such as the utilization of General Business Credits, additional
investments in tax advantaged investments and changes in FXrates.

The table below summarizes the deferred tax assets and related
valuation allowances recognized as of December 31, 2017:

Deferred Tax Valuation
(In millions) Asset Allowance Expiration
General business Oredits $ 231 $ —  2035-2037
NOLs - Non-U.S. 47 (35) 2018-2026 / None
Other Carryforwards Lyl (41) None
NOLs - State 13 (12)  2018-2036

Management considers the valuation allowance adequate to reduce
the total deferred tax assets to an aggregate amount that will more likely
than not be realized. Management has determined that a valuation
allowance is not required for the remaining deferred tax assets because it
is more likely than not that there is sufficient taxable income of the
appropriate nature within the carryforward periods to realize these
assets.
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At December 31, 2017, 2016 and 2015, the gross unrecognized tax
benefits, excluding interest, were $94 million, $71 million, and $63
million, respectively. Of this, the amounts that would reduce the effective
tax rate, if recognized, are $87 million, $63 million and $55 million,
respectively. Unrecognized tax benefits do not include the benefit of the
federal deduction for unrecognized state tax benefits which is included in
the effective tax rate.

The following table presents activity related to unrecognized tax
benefits as of the dates indicated:

December 31,
(In millions) 2017 2016 2015
Beginning balance $ M $ 63 $ 163
Decrease related to agreerments with tax
authorities (14) (13) (122)
Increase related to tax positions taken
during current year 26 7 8
Increase related to tax positions taken
during prior years 1 14 14
Ending balance $ 94 $ 71 $ 63

It is reasonably possible that of the $94 million of unrecognized tax
benefits as of December 31, 2017, up to $14 million could decrease
within the next 12 months due to the resolution of various audits.
Management believes that we hawe sufficient accrued liabilities as of
December 31, 2017 for tax exposures and related interest expense.

Income tax expense included related interest and penalties of
approximately $3 million and $2 million in 2017 and 2016, respectively.
Total accrued interest and penalties are approximately $8 million, $5
million and $3 million as of December 31, 2017, 2016 and 2015,
respectively.

Note 23. Earnings Per Common Share

Basic EPS is calculated pursuant to the “two-class” method, by
dividing net income awvailable to common shareholders by the weighted-
average common shares outstanding during the period. Diluted EPS is
calculated pursuant to the two-class method, by dividing net income
available to common shareholders by the total weighted-average number
of common shares outstanding for the period plus the shares
representing the dilutive effect of equity-based awards. The effect of
equity-based awards is excluded from the calculation of diluted EPS in
periods in which their effect would be anti-dilutive.

The two-class method requires the allocation of undistributed net
income between common and participating shareholders. Net income
available to common shareholders, presented separately in our
consolidated statement of income, is the basis for the calculation of both
basic and diluted EPS. Participating securities are composed of
unvested and fully vested SERP shares and fully vested

deferred director stock awards, which are equity-based awards that
contain non-forfeitable rights to dividends, and are considered to
participate with the common stock in undistributed eamings.

The following table presents the computation of basic and diluted
eamings per common share for the periods indicated:

Years Ended December 31,

(Dollars in millions, except per share
amounts) 2017 2016 2015

Net income $ 2177 $ 2143 $ 1,980
Less:
Preferred stock dividends (182) (173) (130)
Dividends and undistributed eamings
allocated to participating securities(") @ @] )

Net income available to common shareholders  $ 1,93 $ 1,98 $ 1,848

Average common shares outstanding (In
thousands):

Basic average common shares 374,793 391,485 407,856
Effect of dilutive securities: equity-based

awards 5,420 4,605 5,782
Diluted average common shares 380,213 396,090 413,638
Anti-dilutive securities® 188 2,143 661
Earnings per Common Share:

Basic $ 532 § 503 $ 4.53
Diluted®) 5.24 497 4.47

(1) Represents the portion of net income available to common equity allocated to participating
securities, composed of unvested and fully vested SERP shares and fully vested deferred director
stock aV\ards which are equity-based awards that contain non-forfeitable rights to dividends, and
are considered to participate with the common stock in undistributed eamings.

) Represents equity-based awards outstanding but not included in the computation of diluted
average common shares, because their effect was anti-dilutive. Refer to Note 18 for additional
information about eqwty-based awards.

@) Calculations reflect allocation of eamings to participating securities using the two-class method,
as this computation is more dilutive than the treasury stock method.

Note 24. Line of Business Information

Our operations are organized into two lines of business: Investment
Senicing and Investment Management, which are defined based on
products and senices provided. The results of operations for these lines
of business are not necessarily comparable with those of other
companies, including companies in the financial senices industry.

Investment Senicing provides senices for U.S. mutual funds,
callective investment funds and other investment pools, corporate and
public retirement plans, insurance companies, foundations and
endowments worldwide. Products include custody; product and
participant level accounting; daily pricing and administration; master trust
and master custody; depotbank senices (a fund oversight role created by
regulation); record-keeping; cash management; foreign exchange,
brokerage and other trading senices; securities finance; our enhanced
custody product, which integrates principal securities lending
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and custody; deposit and short-term investment facilities; loans and
lease financing; investment manager and alternative investment manager
operations outsourcing; performance, risk and compliance analytics; and
financial data management to support institutional investors.

Investment Management, through SSGA, provides a broad array of
investment management, investment research and investment advisory
senices to corporations, public funds and other sophisticated investors.
SSGA offers passive and active asset management strategies across
equity, fixed-income, altemative, multi-asset solutions (including OCIO)
and cash asset classes. Products are distributed directly and through
intermediaries using a variety of investment wehicles, including ETFs,
such as the SPDR® ETF brand.

Our investment senvcing strategy is to focus on total client
relationships and the full integration of our products and senices across
our client base through cross-selling opportunities. In general, our clients
will use a combination of senices, depending on their needs, rather than
one product or senice. For instance, a custody client may purchase
securities finance and cash management senices from different business
units. Products and senices that we provide to our clients are parts of an
integrated offering to these clients. We price our products and senices
on the basis of owerall client relationships and other factors; as a result,
revenue may not necessarily reflect the stand-alone market price of
these products and senices within the business lines in the same way it
would for separate business entities.

Our senicing and management fee revenue from the Investment
Senicing and Investment Management business lines, including trading
senices and securities finance activities, represents approximately 75%
to 80% of our consolidated total revenue. The remaining 20% to 25% is
composed of

processing fees and other revenue as well as NI, which is largely
generated by our investment of client deposits, short-term borrowings
and long-term debt in a variety of assets, and net gains (losses) related
to investment securities. These other revenue types are generally fully
allocated to, or reside in, Investment Senicing and Investment
Management.

Revenue and expenses are directly charged or allocated to our lines
of business through management information systems. Assets and
liabilities are allocated according to policies that support management’s
strategic and tactical goals. Capital is allocated based on the relative
risks and capital requirements inherent in each business line, along with
management judgment. Capital allocations may not be representative of
the capital that might be required if these lines of business were separate
business entities.

The following is a summary of our line of business results for the
periods indicated.

The “Other” column for the year ended December 31, 2017 included
net acquisition and restructuring costs of $266 million.

The “Other” column for the year ended December 31, 2016 included
net costs of $199 million composed of the following -

*  Net acquisition and restructuring costs of $209 million; and
* Net sewrance costs associated with staffing realignment of
$(10) million.
The “Other” column for the year ended December 31, 2015 included
net costs of $98 million composed of the following -

» Net acquisition and restructuring costs of $25 million;

»  Net sewerance costs associated with staffing realignment of $73
million.
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The following is a summary of our line of business results for the periods indicated. The amounts in the “Other” columns were not allocated to State
Street's business lines. Prior reported results reflect reclassifications, for comparative purposes, related to management changes in methodologies
associated with allocations of revenue and expenses to lines of business in 2017.

Years Ended December 31,

Investment Investment
Servicing Management Other Total
(Dollars in millions) 2017 2016 2015 2017 2016 2015 2017 2016 2015 2017 2016 2015
Servicing fees $ 5,365 $ 5073 $ 5153 $ - 3 — 3 — — 3 — 3 — ¢ 5365 $ 5073 $ 5153
Management fees — — — 1,616 1,292 1,174 — — — 1,616 1,292 1,174
Trading services 999 1,038 1,091 72 61 55 — — — 1,071 1,099 1,146
Securities finance 606 562 49% — — — — — — 606 562 4%
Processing fees and other 240 119 342 7 (29) (33) — — — 247 4] 309
Total fee revenue 7,210 6,792 7,082 1,695 1,324 1,196 — — — 8,905 8,116 8,278
Net interest income 2,309 2,081 2,086 (5) 3 2 — = = 2,304 2,084 2,088
Gains (losses) related to
investment securities, net (39) 7 ©6) — . . — — . (39) 7 6)
Total revenue 9,480 8,880 9,162 1,690 1,327 1,198 — = = 11,170 10,207 10,360
Provision for loan losses 2 10 12 — — — — — — 2 10 12
Total expenses 6,717 6,660 6,990 1,286 1,218 962 266 199 3 8,269 8,077 8,050
Income before income tax
expense $ 2,761 $ 2210 $ 2160 $ 404 $ 109 $ 236 $ (06) $ (19 $ (98 $ 289 $ 2120 $ 2298
p!

Pre-tax margin 29% 25% 24% 24% 8% 20% 26% 21% 22%
Average assets (in billions) $ 2140 $ 2563 $ 2466 $ 54 $ 44 $ 39 $ 2194 $ 207 $ 2505

i and assets related to our non-U.S. activities, including our application of
Note 25. Non-U.S. Actlwtles. . ) funds transfer pricing, our asset-and-liability management policies and

~ We define our non-U.S. activities as those revenue-producing our allocation of certain indirect corporate expenses. Management
business activities that arise from clients which are generally seniced or periodically reviews and updates its processes for quantifying the
managed outside the U.S. Due to the integrated nature of our business, financial results and assets related to our non-U.S. activities.
precise segregation of our U.S. and non-U.S. activities is not possible. Non-U.S. revenue in 2017, 2016 and 2015 included $1.05 billion,
Subjective estimates, assumptions and other judgments are applied $1.05 billion and $938 million, respectively, in the U.K.

to quantify the financial results
The following table presents our U.S. and non-U.S. financial results for the periods indicated:

2017 2016 2015
(In millions) Non-U.S. us. Total Non-U.S. us. Total Non-U.S. us. Total
Total revenue $ 4734 $ 6436 $ 11,170 $ 4419 § 5788 $ 10207 $ 4428 $ 5932 § 10,360
Income before
income taxes 1,230 1,669 2,899 1,047 1,073 2,120 1,193 1,105 2,298

Non-U.S. assets were $82.1 billion and $79.1 billion as of December 31, 2017 and 2016, respectively.
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Note 26. Parent Company Financial Statements

The following tables present the financial statements of the Parent Company without consolidation of its banking and non-banking subsidiaries, as
of and for the years indicated:

STATEMENT OF INCOME - PARENT COMPANY

Years Ended December 31,

(In millions) 2017 2016 2015
Cash dividends fromconsolidated banking subsidiary $ 2224 $ 640 $ 585
Cash dividends fromconsolidated non-banking subsidiaries and unconsolidated entities 12 75 171
Other, net 127 92 73
Total revenue 2,363 807 829
Interest expense 297 249 209
Other expenses 94 107 310
Total expenses 391 356 519
Income tax benefit (86) (47) (186)
Income before equity in undistributed income of consolidated subsidiaries and unconsolidated entities 2,058 498 496
Equity in undistributed income of consolidated subsidiaries and unconsolidated entities:

Consolidated banking subsidiary 20 1,629 1,384

Consolidated non-banking subsidiaries and unconsolidated entities 99 16 100
Net income $ 2177 $ 2143 $ 1,980
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STATEMENT OF CONDITION - PARENT COMPANY

December 31,

(In millions) 2017 2016
Assets:
Interest-bearing deposits with consolidated banking subsidiary $ 5322 §$ 3,635
Trading account assets 361 325
Investrment securities available-for-sale 43 39
Investrrents in subsidiaries:

Consolidated banking subsidiary 23,080 22,147

Consolidated non-banking subsidiaries 6,762 2,687

Unconsolidated entities 63 297
Notes and other receivables from

Consolidated banking subsidiary 2,973 2,743

Consolidated non-banking subsidiaries and unconsolidated entities 143 126
Other assets 263 461
Total assets $ 34220 $ 32,460
Liabilities:
Accrued expenses and other liabilities $ 917 $ 514
Long-termdebt 10,986 10,727
Total liabilities 11,903 11,241
Shareholders’ equity 22,317 21,219
Total liabilities and shareholders’ equity $ 34220 $ 32,460
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STATEMENT OF CASH FLOWS - PARENT COMPANY

Years Ended December 31,
(In millions) 2017 2016 2015
Net cash provided by operating activities $ 2047 $ 417 $ 926
Investing Activities:
Net decrease (increase) in interest-bearing deposits with consolidated banking subsidiary 3,103 2,100 295
Investrrents in consolidated banking and non-banking subsidiaries (7,672) (7,600) (7,959)
Sale or repayment of investrment in consolidated banking and non-banking subsidiaries 4,216 6,703 7,891
Business acquisitions — (395) —
Net increase in investnents in unconsolidated affiliates 172 — —
Net cash provided by (used in) investing activities (181) 808 227
Financing Activities:
Net increase (decrease) in commrercial paper — — (2,485)
Rroceeds fromissuance of long-termdebt, net of issuance costs 748 1,492 2,983
Payments for long-termdebt (450) (1,000) —
Proceeds fromissuance of preferred stock, net of issuance costs — 493 742
Proceeds fromexercises of conmon stock options —_ — 4
Rurchases of conmon stock (1,292) (1,365) (1,520)
Repurchases of conmmon stock for enployee tax withholding (104) (122) (222)
Payments for cash dividends (768) (723) (655)
Net cash used in financing activities (1,866) (1,225) (1,153)
Net change — — —
Cash and due frombanks at beginning of year — — —
Cash and due frombanks at end of year $ — 3 — $ =

State Street Corporation | 184



Table of Contents

STATISTICAL DISCLOSURE BY BANK HOLDING COMPANIES
Distribution of Average Assets, Liabilities and Shareholders’ Equity; Interest Rates and Interest Differential (Unaudited)
The following table presents consolidated average statements of condition and NI for the years indicated:

Years Ended December 31,

2017 2016 2015

(Dollars in millions; fully Average Average Average Average Average Average
taxable-equivalent basis) Balance Interest Rate Balance Interest Rate Balance Interest Rate
Pssets:
Interest-bearing deposits with U.S. banks $ 16790 $ 184 1.10% $ 19639 § 102 52% $ 5213 $ 136 .26%
Interest-bearing deposits with non-U.S. banks 30,724 (4) (.01) 33,452 24 .07 17,618 72 A4
Securities purchased under resale agreements 2,131 264 12.38 2,558 146 5.7 3,233 62 1.92
Trading account assets 1,011 (1) (.12) 921 — — 1,14 1 .08
Investment securities:

U.S. Treasury and federal agencies(" 43,273 854 1.97 46,551 821 1.76 40,056 735 1.84

State and political subdivisions(®) 9,928 378 3.80 10,326 385 3.73 10,481 399 3.81

Cther investments 42,578 659 1.55 43,861 756 1.72 55,074 935 1.70
Loans 21,149 498 2.36 18,136 354 1.9 17,007 276 1.62
Lease financing™ 767 21 2.67 877 30 3.44 A 35 3.74
Other interest-eaming assets 22,884 222 .97 22,863 61 .27 2,717 10 .04
Total interest-eaming assets(" 191,235 3,075 1.61 199,184 2,679 1.34 220,456 2,661 1.21
Cash and due from banks 3,097 3,157 2,460
Other assets 25,118 27,386 27,516
Total assets $ 219,450 $ 229727 $ 250432
Liabilities and shareholders’ equity:
Interest-bearing deposits:

Time $ 12,020 $ 65 54% $ 19223 §$ 125 65% $ 2,78 § 44 21%

Savings 18,603 31 A7 10,884 7 .06 10,061 7 .07

Non-U.S. 91,937 67 .07 95,551 (47) (.05) 102,491 46 .05
Total interest-bearing deposits 122,560 163 13 125,658 85 .07 133,310 97 .08
Securities sold under repurchase agreements 3,683 2 .05 4,113 1 .02 8,875 1 .01
Federal funds purchased — — — 31 — — 21 — —
Other short-term borrowings 1,313 10 .80 1,666 7 4 38% 6 15
Long-term debt 11,595 308 2.66 11,401 260 229 10,301 250 243
COther interest-bearing liabilities 4,607 121 2.63 5,3%4 16 1.39 6,471 46 7
Total interest-bearing liabilities 143,758 604 42 148,263 428 .29 162,804 400 .29
Non+interest-bearing deposits:

Special time 27,402 32,589 34,774

Demand 13,556 12,107 16,746

Non-U.S.® 290 131 155
Cther liabilities 12,379 14,742 14,626
Shareholders’ equity 22,065 21,895 21,327
Total liabilities and shareholders’ equity $ 219,450 $ 229727 $ 250,432
Net interest income, fully taxable-equivalent basis $ 2,471 $ 2251 $ 2261
Excess of rate eamed over rate paid 1.19 % 1.05 % .96%
Net interest margin(® 1.29 1.13 1.03

) Fully taxable-equivalent revenue is a method of entation in which the tax savings achieved by investing in tax-exempt investment securities and certain leases are included in interest income with a
corresponding charge to income tax expense. This method facilitates the comparison of the performance of these assets. The adjustments are computed using a federal income tax rate of 35%, adjusted for
applicable state income taxes, net of the related federal tax benefit. The fully taxable-equivalent adjustments included in interest income presented above were $167 million, $167 million and $173 million for
the years ended December 31, 2017, 2016 and 2015, respectively, and were substantially related to tax-exempt securities (state and political subdivisions).

@ Non-U.S. noninterest-bearing deposits were $762 million, $337 million and $95 million as of December 31, 2017, 2016 and 2015, respectively.

@) NIMis calculated by dividing fully taxable-equivalent NIl by average total interest-eaming assets.

State Street Corporation | 185



Table of Contents

The following table summarizes changes in fully taxable-equivalent interest income and interest expense due to changes in volume of interest-
eaming assets and interest-bearing liabilities, and due to changes in interest rates. Changes attributed to both volumes and rates have been allocated

based on the proportion of change in each category.

Years Ended December 31,

(In millions; fully
taxable-equivalent basis)

Interest income related to:
Interest-bearing deposits with U.S. banks
Interest-bearing deposits with non-U.S. banks
Securities purchased under resale agreements
Trading account assets
Investment securities:
U.S. Treasury and federal agencies
State and palitical subdivisions
Other investments
Loans
Lease financing
Other interest-eaming assets
Total interest-eaming assets
Interest expense related to:
Deposits:
Time
Savings
Non-U.S.
Securities sold under repurchase agreements
Federal funds purchased
Other short-term borrowings
Long-term debt
Other interest-bearing liabilities
Total interest-bearing liabilities

Net interest income

2017 Compared to 2016

2016 Compared to 2015

Change in Net (Decrease) Change in Change in Net (Decrease)
Rate Increase Volume Rate Increase

(15) 97 82 (84) 50 $ (34)
(2 (26) (28) 65 (113 (48)
(24) 142 118 (13) 97 84
— (1) (1) — Q] U]
(58) 91 33 120 (34 86
(15) 8 @ © ® (14)
(22) (75) (97) (191) 12 (179)
59 85 144 18 60 78
(4) (5) (9) @ ©)] ®)
— 161 161 = 51 51
(81) 477 396 (W) "M 18
(47) (13) (60) ®3) 84 81
5 19 24 1 ) —
2 12 114 @ (°0) ©3)
— 1 1 — — —
M 4 3 ©) 4 1
4 4 48 27 (17) 10
11) 57 46 (8) 37 29
(48) 224 176 11 17 28
(33) 253 220 (104) A $ (10)
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2017 Quarters 2016 Quarters

(Dollars in millions,
except per share amounts; shares in thousands) Fourth Third Second First Fourth Third Second First
Total fee revenue $ 2230 $ 2242 § 2235 $ 2198 $ 2014 $ 2019 $ 203 § 1,970
Interest income 797 761 700 650 616 647 620 629
Interest expense 181 158 125 140 102 110 N 117
Net interest income 616 603 575 510 514 537 521 512
Gains (losses) related to investment securities, net = 1 = (40) 2 4 1) 2
Total revenue 2,846 2,846 2,810 2,668 2,530 2,620 2,573 2,484
Provision for loan losses (2 3 3 (2 2 = 4 4
Total expenses 2,131 2,021 2,031 2,086 2,183 1,984 1,860 2,050
Income before income tax expense 77 822 776 584 345 636 709 430
Income tax expense (benefit) 347 137 156 82 (248) 2 2 62
Net income (loss) from minority interest — — — — = Q) 2 —
Net income $ 370§ 685 § 620 § 502 $ 58 § %63 $ 619 $ 368
Net income available to common shareholders $ 334§ 6299 § 584 § M6 $ 557 § 507 $ 585 $ 319
Earnings per common share("):

Basic $ 91§ 169 § 156 § 117 $ 145  § 131§ 148 § .80

Diluted .89 1.66 1.53 1.15 1.43 1.29 147 .79
Average shares ding:

Basic 369,934 372,765 375,395 381,224 384,115 388,358 394,160 399,421

Diluted 375,477 378,518 380,915 386,417 389,046 393,212 398,847 403,615

Dividends per common share $ 42 3 42 0§ 38 3 38 % 38 3 338 3 348 34
Common stock price:

High $ 100.90 $ 9.39 $ 9143 $ 8349 $ 8191 $ 762 $ 6469 $ 65.65

Low 89.68 89.25 76.95 74.45 68.16 51.22 50.60 50.73

Closing 97.61 95.54 89.73 79.61 77.72 69.63 53.92 58.52

(1) Basic and diluted eamings per common share for full-year 2017 and basic eamings per common share for full-year 2016 do not equal the sum of the four quarters for the year.
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ACRONYMS
ABS Asset-backed securities GEAM General Electric Asset Management
AFS Available-for-sale GSIB Global systemically important bank
AIFMD Altemative Investment Fund Managers Directive HQLAM High-quality liquid assets
AIRB" Advanced Intemal Ratings-Based Approach H™M Held-to-maturity
ALLL Allowance for loan and lease losses DI Insured depository institution
AVL Anti-money laundering IFDS U.K International Financial Data Services Limited U.K.
ACCI Accumulated other comprehensive income (loss) ISDA International Swaps and Derivatives Association
ASU Accounting Standards Update LCR™M Liquidity coverage ratio
AUCA Assets under custody and administration LDA model Loss distribution approach model
AUM Assets under management LTD Long term debt
BCBS Basel Committee on Banking Supervision MBS Mortgage-backed securities
BCRC Business Conduct Risk Committee MFID Markets in Financial Instruments Directive
BFDS Boston Financial Data Services, Inc. MFID Il Markets in Financial Instruments Directive |1
Board Board of Directors MFIR Markets in Financial Instruments Regulation
bps Basis points MRAC Management Risk and Capital Committee
BRRD Bank Recovery and Resolution Directive MRC Model Risk Committee
CAP Capital adequacy process WG Model Validation Group
CCAR Comprehensive Capital Analysis and Review NIl Net interest income
CD Certificates of deposit NIM Net interest margin
CET1M Common equity tier 1 NSFR™M Net stable funding ratio
CFTC Commodity Futures Trading Commission NYSE New York Stock Exchange
CIS Corporate Information Security ocC Office of the Comptroller of the Currency
CLO Collateralized loan obligations OoCl Other comprehensive income (loss)
CMO Collateralized mortgage obligations OClO Qutsourced Chief Investment Officer
C0sO Committee of Sponsoring Organizations of the Treadway Commission ~ OFAC Office of Foreign Assets Control
CRE Commercial real estate ORM Operational risk management
CRPC Credit Risk & Policy Committee orc Over-the-counter
CVA Credit valuation adjustment omm Other-than-temporary -impairment
DIF Deposit Insurance Fund Parent Company State Street Corporation
Dodd-Frank Act Dodd-Frank Wall Street Reform and Consumer Protection Act PCA Prompt corrective action
DQJ Department of Justice PDM Probability-of -def ault
DOL Department of Labor PUA Purchase undertaking agreement
E&A Committee Examining and Audit Committee P&L Profit-and-loss
EAD(M) Exposure-at-def ault RC Risk Committee
ECB European Central Bank RCSA Risk and control self-assessment
ECC Executive Compensation Committee ROE Return on average common equity
EMR European Market Infrastructure Resolution RWA™ Risk-weighted assets
EPS Eamings per share SEC Securities and Exchange Commission
ERISA Employ ee Retirement Income Security Act SERP Supplemental executive retirement plans
ERM Enterprise Risk Management SIFI Systemically Important Financial Institution
ETF Exchange-Traded Fund SLR™M Supplementary leverage ratio
EVE Economic value of equity SOX Sarbanes-Oxley Act of 2002
FASB Financial Accounting Standards Board SPOE Strategy Single Point of Entry Strategy
FCA Financial Conduct Authority SSGA State Street Global Advisors
FDIC Federal Deposit Insurance Corporation SSGA FM State Street Global Advisors Funds Management, Inc.
Federal Reserve Board of Govermnors of the Federal Reserve System SSGA Ltd. State Street Global Advisors Limited
FFELP Federal Family Education Loan Program SSIF State Street Intermediate Funding, LLC
FHLB Federal Home Loan Bank of Boston State Street Bank State Street Bank and Trust Company
FRBB Federal Reserve Bank of Boston TLAC™ Total loss-absorbing capacity
FSB Financial Stability Board TVRC Trading and Markets Risk Committee
FSOC Financial Stability Oversight Council TORC Technology and Operational Risk Committee
FX Foreign exchange UCITS Undertakings for Collective Investments in Transferable Securities
GDPR General Data Protection Regulation uoMm Unit of measure
GAAP Generally accepted accounting principles VaR Value-at-Risk
GCR Global credit review VIE Variable interest entity

™ As defined by the applicable U.S. regulations.
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GLOSSARY

Asset-backed securities: A financial security backed by collateralized assets, other
than real estate or mortgage backed securities.

Assets under custody and administration: Assets that we hold directly or indirectly
on behalf of clients under a safekeeping or custody arrangement or for which we provide
administrative services for clients. To the extent that we provide nore than one AUCA
service for a client’s assets, the value of the asset is only counted once in the total
amount of AUCA.

Assets under management: The total market value of client assets for whichwe
provide investment managerrent strategy services, advisory services and/or distribution
services generating management fees based on a percentage of the assets’ market
values. These client assets are not included on our balance sheet.

Beacon: A multi-year program announced in October 2015, to create cost efficiencies
through changes in our operational processes and to further digitize our processes and
interfaces with our clients.

Certificates of deposit: A savings certificate with a fixed maturity date, specified fixed
interest rate and can be issued in any denonrination aside frommininuminvestment
requirements. A CDrestricts access to the funds until the maturity date of the investrrent.

Collateralized loan obligations: A security backed by a pool of debt, primerily senior
secured leveraged loans. CLOs are sinilar to collateralized nortgage obligations, except
for the different type of underlying loan. With a CLO, the investor receives scheduled debt
payments fromthe underlying loans, assurring most of the risk in the event borrowers
default, but is offered greater diversity and the potential for higher-than-average returns.

Commercial real estate: Froperty intended to generate profit fromcapital gains or
rental income. Our CREloans are primerily composed of loans acquired in 2008 pursuant
to indenmified repurchase agreements with an affiliate of Lehman Brothers.

Doubtful: Loans and leases meet the same definition of substandard loans and leases
(i.e., well-defined weaknesses that jeopardize repayment with the possibility that we will
sustain some loss) with the added characteristic that the w eaknesses make collection or
liquidation in full highly questionable and improbable.

Economic value of
equity: Long-terminterest rate risk measure designed to estimate the fair value of assets,
liabilities and off-balance sheet instruments based on a discounted cash flow nodel.

Exchange-Traded Fund: A type of exchange-traded investrent product that offer
investors a way to pool their money in a fund that makes investnents in stocks, bonds, or
other assets and, in return, to receive an interest in that investment pool. ETF shares are

Investment-grade: Loans and leases that consist of counterparties with strong credit
quality and low expected credit risk and probability of default. Ratings apply to
counterparties with a strong capacity to support the timely repayment of any financial
commitrrent.

Liquidity coverage ratio: A Basel Ill framew ork requirenent for banks and bank holding
conpanies to measure liquidity. It is designed to ensure that certain banking institutions,
including us, maintain a mnimumanount of unencumbered HALA sufficient to withstand
the net cash outflow under a hypothetical standardized acute liquidity stress scenario for
a 30-day stress period. The ratio of our encunmbered high-quality liquid assets divided by
our total net cash outflow's over a 30-day stress period.

Net asset value: The anount of net assets attributable to each share of capital stock
(other than senior securities, such as, preferred stock) outstanding at the close of the
period.

Net stable funding ratio: The ratio of the anount of available stable funding relative to
the amount of required stable funding. This ratio should be equal to at least 100% on an

ongoing basis.

Other-than-temporary-impairment: Inpairment charge taken on a security w hose fair
value has fallen below its carrying value on balance sheet and its value is not expected to
recover through the holding period of the security.

Probability-of-default: An internal risk rating that indicates the likelihood that a credit
obligor will enter into default status.

Qualified financial contracts: Securities contracts, conmodity contracts, forward
contracts, repurchase agreements, swap agreenments and any other contract deternined
by the FDIC to be a qualified financial contract.

Risk-weighted assets: A measurenment used to quantify risk inherent in our on and off-
balance sheet assets by adjusting the asset value for risk. RVA is used in the calculation
of our risk-based capital ratios.

Special mention: Loans and leases that consist of counterparties with potential
weaknesses that, if uncorrected, may result in deterioration of repayment prospects.

Speculative: Loans and leases that consist of counterparties that face ongoing
uncertainties or exposure to business, financial, or econorric dow nturns. How ever, these
counterparties may have financial flexibility or access to financial alternatives, w hich
allow for financial commitrrents to be met.

traded on a national stock exchange and at market prices that may or may not be the same Substandard: Loans and leases that consist of counterparties with w ell-defined

as the net asset value.

Exposure-at-default: A parameter used in the calculation of regulatory capital under
Basel Il It can be defined as the expected anount of loss a bank may be exposed to upon
default of an obligor.

Global systemically important bank: A financial institution w hose distress or
disorderly failure, because of its size, conplexity and systerric interconnectedness,
would cause significant disruption to the wider financial systemand economic activity,
which will be subject to additional capital requirements.

Held-to-maturity investment securities: e classify investments in debt securities
as held-to-maturity only if we have the positive intent and ability to hold those securities to
maturity. Investrrents in debt securities classified as held-to-maturity are measured
subsequently at anortized cost in the staterrent of financial position.

weakness that jeopardizes repayment with the possibility we will sustain some loss.

Supplementary leverage ratio: The ratio of our tier 1 capital to our total leverage
exposure, which measures our capital adequacy relative to our on and off-balance sheet
assets.

Total loss-absorbing capacity: The sumof our tier 1 regulatory capital plus eligible
external long-termdebt issued by us.

Value-at-Risk: Statistical model used to measure the potential loss in value of a portfolio
that could occur in normel merkets condition, over a defined holding period, within a
certain confidence level.

Variable interest entity: An entity that: (1) lacks enough equity investrrent at risk to
permit the entity to finance its activities without additional financial support fromother
parties; (2) has equity ow ners that lack the right to make significant decisions affecting

High-quality liquid assets: Cash or assets that can be converted into cash at little or no the entity’s operations; and/or (3) has equity owners that do not have an obligation to

loss of value in private markets and are considered unencunbered.

absorb or the right to receive the entity’s losses or return.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.
ITEM 9A. DISCLOSURE CONTROLS AND PROCEDURES; CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

State Street has established and maintains disclosure controls and procedures that are designed to ensure that material information related to
State Street and its subsidiaries on a consolidated basis required to be disclosed in its reports filed or submitted under the Securities Exchange Act of
1934 is recorded, processed, summarized, and reported within the time periods specified in the SEC's rules and forms, and that such information is
accumulated and communicated to State Street's management, including its Chief Executive Officer and Chief Financial Officer, as appropriate, to allow
timely decisions regarding required disclosure. For the quarter ended December 31, 2017, State Street's management carried out an evaluation, with the
participation of the Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of State Street's disclosure
controls and procedures. Based on the evaluation of these disclosure controls and procedures, the Chief Executive Officer and Chief Financial Officer
concluded that State Street's disclosure controls and procedures were effective as of December 31, 2017.

State Street has also established and maintains intemal control over financial reporting as a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of consolidated financial statements for external purposes in conformity with U.S. GAAP.
In the ordinary course of business, State Street routinely enhances its intemal controls and procedures for financial reporting by either upgrading its
current systems or implementing new systems. Changes have been made and may be made to State Street's intemal controls and procedures for
financial reporting as a result of these efforts. During the quarter ended December 31, 2017, no change occurred in State Street's intemal control over
financial reporting that has materially affected, or is reasonably likely to materially affect, State Street's intemal control over financial reporting.
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INTERNAL CONTROL OVER FINANCIAL REPORTING
Management’s Report on Internal Control Over Financial Reporting

The management of State Street is responsible for the preparation and fair presentation of the financial statements and other financial information
contained in this Form 10-K. Management is also responsible for establishing and maintaining adequate intemal control over financial reporting.
Management has designed business processes and interal controls and has also established and is responsible for maintaining a business culture that
fosters financial integrity and accurate reporting. To these ends, management maintains a comprehensive system of intemal controls intended to provide
reasonable assurances regarding the reliability of financial reporting and the preparation of the consolidated financial statements of State Street in
conformity with U.S. GAAP. State Street's accounting policies and interal control over financial reporting, established and maintained by management,
are under the general owersight of State Street's Board of Directors, including the Board's Examining and Audit Committee.

Management has made a comprehensive review, evaluation and assessment of State Street's intemal control over financial reporting as of
December 31, 2017. The standard measures adopted by management in making its evaluation are the measures in the Intemal Control - Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (2013 framework) (the “COSO criteria”).

Based on its review and evaluation, management concluded that State Street's intemal control over financial reporting was effective as of
December 31, 2017, and that State Street's intemal control over financial reporting as of that date had no material weaknesses.

Emst & Young LLP, an independent registered public accounting firm, which has audited and reported on the consolidated financial statements
contained in this Form 10-K, has issued its written attestation report on its assessment of State Street's intemal control over financial reporting, which
follows this report.
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Report of Independent Registered Public Accounting Firm

To the Shareholders and the Board of Directors of
State Street Corporation

Opinion on Internal Control over Financial Reporting

We hawe audited State Street Corporation’s (the “Corporation”) intemal control over financial reporting as of December 31, 2017, based on criteria
established in Intemal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (2013
framework) (the “COSO criteria”). In our opinion, the Corporation maintained, in all material respects, effective interal control over financial reporting as of
December 31, 2017, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) (‘PCAOB”), the 2017
consolidated financial statements of the Corporation and our report dated February 26, 2018 expressed an unqualified opinion thereon.

Basis for Opinion

The Corporation's management is responsible for maintaining effective intemal control over financial reporting and for its assessment of the
effectiveness of intemal control over financial reporting included in the accompanying Management’s Report on Intemal Control over Financial Reporting.
Our responsibility is to express an opinion on the Corporation’s intemal control over financial reporting based on our audit. We are a public accounting
firm registered with the PCAOB and are required to be independent with respect to the Corporation in accordance with the U.S. federal securities laws
and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective intemal control over financial reporting was maintained in all material respects.

Our audit included obtaining an understanding of intemal control over financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of intemal control based on the assessed risk, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

Definition and Limitations of Internal Control Over Financial Reporting

A company'’s intemal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for extemnal purposes in accordance with generally accepted accounting principles. A company’s
intemal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could hawe a
material effect on the financial statements.

Because of its inherent limitations, intemal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

/s/ Emst & Young LLP
Boston, Massachusetts
February 26, 2018
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ITEM 9B. OTHER INFORMATION
None.

PART il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE
GOVERNANCE

Information conceming our directors will appear in our Proxy
Statement for the 2018 Annual Meeting of Shareholders, to be filed
pursuant to Regulation 14A on or before April 30, 2018, referred to as the
2018 Proxy Statement, under the caption "Election of Directors."
Information conceming compliance with Section 16(a) of the Exchange
Act will appear in our 2018 Proxy Statement under the caption "Section
16(a) Beneficial Ownership Reporting Compliance." Information
conceming our Code of Ethics for Senior Financial Officers and our
Examining and Audit Committee will appear in our 2018 Proxy Statement
under the caption "Corporate Governance at State Street." Such
information is incorporated herein by reference.

Information about our executive officers is included under Part |.
ITEM 11. EXECUTIVE COMPENSATION

Information in response to this item will appear in our 2018 Proxy
Statement under the caption "Executive Compensation.” Such
information is incorporated herein by reference.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

Information conceming security ownership of certain beneficial
owners and management will appear in our 2018 Proxy Statement under
the caption “Security Ownership of Certain Beneficial Owners and
Management.” Such information is incorporated herein by reference.

Number of securities (b)
to be issued
upon exercise of
outstanding
options,

(Shares in thousands)

RELATED STOCKHOLDER MATTERS

The following table presents the number of outstanding common
stock awards, options, warrants and rights granted by State Street to
participants in our equity compensation plans, as well as the number of
securities available for future issuance under these plans, as of
December 31, 2017. The table provides this information separately for
equity compensation plans that have and have not been approved by
shareholders. Shares presented in the table and in the footnotes
following the table are stated in thousands of shares.

(c)
Number of securities
remaining available for
future issuance under
equity compensation
plans (excluding
securities reflected

Weighted-average
exercise price of
outstanding
options,

Plan category:
Equity conpensation plans approved by shareholders
Equity conpensation plans not approved by shareholders

Total

warrants and rights warrants and rights®" in column (a))
839 @ $ — 25,884
24 O — —
8,420 25,884

(1) Excludes deferred stock awards and performance awards for which there is no exercise price

) Consists of 6,848 shares subject to deferred stock awards, zero shares subject to stock optiéns, 2zero stock appreciation rights and 1,548 shares subject to performance awards (assuming payout at 100% for

all awards, including awards for which performance is uncertain).
@) Consists of shares subject to deferred stock awerds.

Individual directors who are not our employees have received stock
awards and cash retainers, both of which may be deferred. Directors may
elect to receive shares of our common stock in place of cash. If payment
is in the form of common stock, the number of shares is determined by
dividing the approved cash amount by the closing price on the date of the
annual shareholders' meeting or date of grant, if different. All deferred
shares, whether stock awards or common stock received in place of
cash retainers, are increased to reflect dividends paid on the common
stock and, for certain directors, may include share amounts in respect of
an accrual under a terminated retirement plan. Directors may elect to
defer 50% or 100% of cash or stock awards until a date that they
specify, usually after termination of senice on the Board. The deferral
may also be paid in either a lump sum or in installments owver a two- to
ten-year period. Stock awards totaling 243,567 shares of common stock
were outstanding as of December 31, 2017; awards made through
June 30, 2003, totaling 23,606 shares outstanding as of December 31,
2017, have not been approved by shareholders. There are no other equity
compensation plans under which our equity securities are authorized for
issuance that have been adopted without shareholder approval. Awards of
stock made or retainer shares paid to individual directors after June 30,
2003 have been or will be made under our 1997 or 2006 Equity Incentive
Plan, both of which were approved by shareholders.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED
TRANSACTIONS, AND DIRECTOR INDEPENDENCE

Information conceming certain relationships and related
transactions and director independence will appear in our 2018 Proxy
Statement under the caption “Corporate Governance at State Street.”
Such information is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Information conceming principal accounting fees and senices and
the Examining and Audit Committee's pre-approval policies and
procedures will appear in our 2018 Proxy Statement under the caption
“Examining and Audit Committee Matters.” Such information is
incorporated herein by reference.
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PART IV. OTHER INFORMATION
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(A)(1) FINANCIAL STATEMENTS
The following consolidated financial statements of State Street are included in ltem 8 hereof:
Report of Independent Registered Public Accounting Firm
Consolidated Statement of Income - Years ended December 31, 2017, 2016 and 2015
Consolidated Statement of Comprehensive Income - Years ended December 31, 2017, 2016 and 2015
Consolidated Statement of Condition - As of December 31, 2017 and 2016
Consolidated Statement of Changes in Shareholders' Equity - Years ended December 31, 2017, 2016 and
2015
Consolidated Statement of Cash Flows - Years ended December 31, 2017, 2016 and 2015
Notes to Consolidated Financial Statements
(A)(2) FINANCIAL STATEMENT SCHEDULES

Certain schedules to the consolidated financial statements have been omitted if they were not required by Article 9 of Regulation S-Xor if,
under the related instructions, they were inapplicable, or the information was contained elsewhere herein.

(A)3) EXHIBITS

The exhibits listed in the Exhibit Index preceding the signature page of this Form 10-K are filed herewith or are incorporated herein by
reference to other SEC filings.

ITEM 16. FORM 10-K SUMMARY
Not applicable.
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EXHIBIT INDEX

Restated Articles of Organization, as amended (filed as Exhibit 3.1 to State Street's Annual Report on Form 10-K (File No. 001-
07511) for the year ended December 31, 2016 filed with the SEC on February 17, 2017 and incorporated herein by reference

By-Laws, as amended (filed as Exhibit 3.2 to State Street's Current Report on Form 8-K (File No. 001-07511) filed on October 20
2015 and incorporated herein by reference)

The description of State Street’s Common Stock is included in State Street’s Registration Statement on Form 8-A (File No. 001-
07511), as filed on January 18, 1995 and March 7, 1995 (filed with the SEC on January 18, 1995 and March 7, 1995 and
incorporated herein by reference)

Deposit Agreement, dated August 21, 2012, among State Street Corporation, American Stock Transfer & Trust Company, LLC (as
depositary). and the holders from time to time of depositary receipts (filed as Exhibit 4.1 to State Street's Current Report on Form
8-K (File No. 001-07511) filed with the SEC on August 21, 2012 and incorporated herein by reference)

Deposit Agreement, dated March 4, 2014, among State Street Corporation, American Stock Transfer & Trust Company, LLC (as

depositary), and the holders from time to time of depositary receipts (filed as Exhibit 4.1 to State Street's Current Report on Form

8-K (File No. 001-07511) dated March 4, 2014 filed with the SEC on March 4, 2014 and incorporated herein by reference)

Deposit Agreement, dated November 25, 2014, among State Street Corporation, American Stock Transfer & Trust Company, LLC
as depositary) and the holders from time to time of depositary receipts (filed as Exhibit 4.1 to State Street's Current Report on
Form 8-K (File No. 001-07511) dated November 25, 2014 filed with the SEC on November 25, 2014 and incorporated herein by
reference)

Deposit Agreement dated May 21, 2015, among State Street Corporation, American Stock Transfer & Trust Company, LLC (as

depositary) and the holders from time to time of depositary receipts (filed as Exhibit 4.1) to State Street's Current Report on Form

8-K (File No. 001-7511) dated May 21, 2015 filed with the SEC on May 21, 2015 and incorporated herein by reference)

Deposit Agreement dated April 11, 2016, among State Street Corporation, American Stock Transfer & Trust Company, LLC (as
depositary) and the holders from time to time of depositary receipts (filed as Exhibit 4.1) to State Street's Current Report on Form
8-K (File No. 001-7511) dated April 11, 2016 filed with the SEC on April 11, 2016 and incorporated herein by reference)

(Note: None of the instruments defining the rights of holders of State Street’s outstanding long-term debt are in respect of
indebtedness in excess of 10% of the total assets of State Street and its subsidiaries on a consolidated basis. State Street
hereby agrees to fumish to the SEC upon request a copy of any other instrument with respect to long-term debt of State Street
and its subsidiaries.)

State Street's Management Supplemental Retirement Plan Amended and Restated, as amended (filed as Exhibit 10.1 to State

Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2012 filed with the SEC on February
22, 2013 and incorporated herein by reference)

State Street's Executive Supplemental Retirement Plan (formerly “State Street Supplemental Defined Benefit Pension Plan for
Executive Officers”) Amended and Restated, as amended (filed as Exhibit 10.2 to State Street's Annual Report on Form 10-K (File
No. 001-07511) for the year ended December 31, 2016 filed with the SEC on February 17, 2017 and incorporated herein by
reference)

Supplemental Cash Incentive Plan, as amended, and form of award and agreement thereunder (filed as Exhibit 10.3 to State
Street's Annual Report of Form 10-K (File No. 001-07511) for the year ended December 31, 2014 filed with the SEC on February
20, 2015 and incorporated herein by reference)

Form of Amended and Restated Employment Agreement entered into with each of Joseph L. Hooley, James S. Phalen and
Michael Rogers (filed as Exhibit 10.3 to State Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended

December 31, 2009 filed with the SEC on February 22, 2010 and incorporated herein by reference)
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10.51 Employment Agreement entered into with Michael W. Bell dated June 17, 2013 (filed as Exhibit 10.5 to State Street's Annual
Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2013 filed with the SEC on February 21, 2014 and

incorporated herein by reference)

0.6 Form of Amendment to the Amended and Restated Employment Agreement dated March 26. 2014 to Employment Agreement
(filed as Exhibit 99.1 to State Street's Current Report on Form 8K (File No. 001-07511) dated March 26, 2014 filed with the SEC
on March 31, 2014 and incorporated herein by reference)

2

10.71 State Street’s 1997 Equity Incentive Plan, as amended. and forms of award agreements thereunder (filed as Exhibit 10.6 to State
Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2008 filed with the SEC on February
27, 2009 and incorporated herein by reference

10.8t State Street’s 2006 Equity Incentive Plan, as amended, and forms of award agreements thereunder (filed as Exhibit 10.8 to State
Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2014 and filed with the SEC on
February 20, 2015 and incorporated herein by reference)

10.9t Terms of Employment for Jeffrey N. Carp dated November 11, 2005, as amended (filed as Exhibit 10.9 to State Street's Annual
Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2015 and filed with the SEC on February 19, 2016 and
incomporated herein by reference

10.10t State Street’s Management Supplemental Savings Plan, Amended and Restated. as amended (filed as Exhibit 10.10 to State
Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2016 filed with the SEC on February
17, 2017 and incorporated herein by reference)

10.11t Deferred Compensation Plan for Directors of State Street Corporation, Restated January 1, 2008, as amended (filed as Exhibit
10.11 to State Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2012 filed with the SEC
on February 22, 2013 and incorporated herein by reference)

10.12t Deferred Compensation Plan for Directors of State Street Corporation, Restated January 1, 2007, as amended (filed as Exhibit
10.12 to State Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2011 filed with the SEC
on February 27, 2012 and incorporated herein by reference)

10.13t Description of compensation arrangements for non-employee directors

10.14 Deferred Prosecution Agreement dated January 17, 2017 between State Street Corporation and the U.S. Department of Justice
and United States Attorney for the District of Massachusetts (filed as Exhibit 10.14 to State Street's Annual Report on Form 10-K
(File No. 001-07511) for the year ended December 31, 2016 filed with the SEC on February 17, 2017 and incorporated herein by
reference)

10.15¢ Employment Letter Agreement entered into with Eric Aboaf dated September 22, 2016 (filed as Exhibit 10.1 to State Street's
Current Report on Form 8-K (File No. 001-07511) dated September 28, 2016 filed with the SEC on September 28, 2016 and
incorporated herein by reference

10.16t Letter Agreement with Michael W. Bell dated May 23, 2013 (filed as Exhibit 10.1 to State Street’'s Current Report on Form 8-K
(File No. 001-07511) dated May 23, 2013 filed with the SEC on June 6, 2013 and incorporated herein by reference)

10.17At Form of Indemnification Agreement between State Street Corporation and each of its directors (filed as Exhibit 10.18A to State
Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2013 filed with the SEC on February
21, 2014 and incorporated herein by reference)

10.17Bt Form of Indemnification Agreement between State Street Corporation and each of its executive officers (filed as Exhibit 10.18B to
State Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2013 filed with the SEC on
February 21, 2014 and incorporated herein by reference

10.17Ct Form of Indemnification Agreement between State Street Bank and Trust Company and each of its directors (filed as Exhibit

10.18C to State Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2013 filed with the
SEC on February 21, 2014 and incorporated herein by reference)
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Form of Indemnification Agreement between State Street Bank and Trust Company and each of its executive officers (filed as
Exhibit 10.18D to State Street's Annual Report on Form 10-K (File No. 001-07511) for the year ended December 31, 2013 filed with
the SEC on February 21, 2014 and incorporated herein by reference)

2011 Senior Executive Annual Incentive Plan (filed as Exhibit 99.2 to State Street's Current Report on Form 8-K (File No. 001-
07511) filed with the SEC on May 24. 2011 and incorporated herein by reference

2016 State Street Corporation Senior Executive Annual Incentive Plan (filed as Exhibit 10.19 to State Street's Annual Report on
Form 10-K (File No. 001-07511) for the year ended December 31, 2016 filed with the SEC on February 17, 2017 and incorporated
herein by reference)

Transition Agreement dated April 15, 2016 between State Street Bank and Trust Company and Michael W. Bell (filed as Exhibit
10.1 State Street's Form 10-Q (File No. 001-07511) for the quarter ended March 31, 2016 filed with the SEC on May 6, 2016 and

incomporated herein by reference
State Street's 2017 Stock Incentive Plan, and forms of award agreements thereunder (filed as Exhibit 10.1 to State Street's

Quarterly Report on Form 10-Q (File No. 001-07511) for the quarter ended June 30, 2017 filed with the SEC on August 4, 2017 and

incomporated herein by reference

State Street’s Executive Compensation Trust Agreement dated June 1. 2002 (Rabbi Trust), as amended
Statement of Ratios of Eamings to Fixed Charges

Subsidiaries of State Street Corporation
Consent of Independent Registered Public Accounting Firm
Rule 13a-14(a)/15d-14(a) Certification of Chairman and Chief Executive Officer

Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer
Section 1350 Certifications

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Calculation Linkbase Document

XBRL Taxonomy Extension Definition Linkbase Document
XBRL Taxonomy Label Linkbase Document

XBRL Taxonomy Presentation Linkbase Document

1T Denotes management contract or compensatory plan or arrangement
*  Submitted electronically herewith

Attached as Exhibit 101 to this report are the following formatted in XBRL (Extensible Business Reporting Language): (i) consolidated statement of income
for the years ended December 31,2017, 2016 and 2015, (ii) consolidated statement of comprehensive income for the years ended December 31, 2017, 2016
and 2015, (jii) consolidated statement of condition as of December 31, 2017 and December 31, 2016, (iv) consolidated statement of changes in shareholders’
equity for the years ended December 31, 2017, 2016 and 2015, (v) consolidated statement of cash flows for the years ended December 31, 2017, 2016 and 2015,
and (vi) notes to consolidated financial statements.
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SIGNATURES

Pursuant to the requirement of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, on February 26, 2018, hereunto duly authorized.

STATE STREET CORPORATION

By

By

/s/ ERCW. ABOAF

ERIC W. ABOAF,

Executive Vice President and
Chief Financial Officer

/sl ELZABETH M. SCHAEFER

ELIZABETH M. SCHAEFER,

Senior Vice President, Deputy Controller and Chief Accounting Officer
(Interim)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below on February 26, 2018 by the following

persons on behalf of the registrant and in the capacities indicated.

OFFICERS:
/sl JOSEPH L. HOOLEY

/s/ ERCW. ABOAF

JOSEPH L. HOOLEY,

Chairman and Chief Executive Officer

DIRECTORS:
/sl JOSEPH L. HOOLEY

ERIC W. ABOAF,

Executive Vice President and
Chief Financial Officer

/s/ ELZABETH M. SCHAEFER

ELIZABETH M. SCHAEFER,

Senior Vice President, Deputy Controller and Chief Accounting Officer
(Interim)

/s/ KENNETT F. BURNES

JOSEPH L. HOOLEY

/s/ PATRICK de SAINT-AIGNAN

KENNETT F. BURNES

/s/ LINDA A. HILL

PATRICK de SAINT-AIGNAN
/s/ LYNNA. DUGLE

LINDA A. HILL

/s/ SEANO'SULLVAN

LYNN A. DUGLE

/s/ AVELIA C. FAWCETT

SEAN O'SULLIVAN

/s/ RCHARDP. SERGEL

AMELIA C. FAWCETT

/s/ WILLIAM C. FREDA

RICHARD P. SERGEL

/s/ GREGORY L. SUWE

WILLIAM C. FREDA

(Back To Top)
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GREGORY L. SUMME
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DESCRIPTION OF COMPENSATION ARRANGEMENTS

FOR NON-EMPLOYEE DIRECTORS

For the period belween each annual meeting of shareholders, non-employee direclors receive the following

compensation:

O

annual retainer - $75,000, payable at the director’s election in shares of State Street common stock or in
cash;

meeting fees - $1,500 for each Board meeting attended, together with reimbursement of expenses incurred
as a result of attending such meetings, payable in cash;

meeting fees - $1,500 for each committee meeting attended with the exception of the lead director, together
with reimbursement of expenses incurred as a result of attending such meetings, payable in cash;

an annual common stock award in an amount of shares equal to $150,000 divided by the closing price of
the stock on the date of the annual meeting that begins the period (with additional stock amounts to reflect
dividends if the award is deferred),

a pro-rated annual retainer and annual common stock award for any director joining the Board after the
annual meeting that begins the period;

an additional annual retainer for the Lead Director of $150,000, payable at the director’s election in shares
of State Street common stock or in cash;

an additional annual retainer for the Examining and Audit Committee Chair and for the Risk Committee
Chair of $25,000, payable at the director’s election in shares of State Street common stock or in cash;

an additional annual retainer for the Chair of the Executive Compensation Committee of $20,000, payable
at the director’s election in shares of State Street common stock or in cash;

an additional annual retainer for the Chair of the Noeminating and Corporate Governance Committee and for
the Technology Committee Chair of $15,000, payable at the director’s election in shares of State Street
common stock or in cash; and

an additional annual retainer for each member of the Examining and Audit Committee and for each non-
employee member of the Risk Committee, other than the Chairs, of $15,000, payable at the director’s

election in shares of State Street common stock or in cash.

Pursuant to State Street's Deferred Compensation Plan for Directors, directors may elect to defer the receipt
of 0% or 100% of their (1) retainers, (2) meeting fees, or (3) annual award of shares of common stock. Directors
also may elect to receive all of their retainers in cash or shares of common stock. Directors who elect to defer the

Information Classification: General




cash payment of their retainers or meeting fees may also make notional investment elections with respect to such
deferrals, with a choice of four notional investment fund returns. Deferrals of shares of common stock are adjusted
to reflect the hypothetical reinvestment in additional shares of common stock of any dividends or distributions on
State Street comman stock. Deferred amounts will be paid (a) as elected by the director, on either the date of the
director's termination of service on the Board or on the earlier of such termination and a future date specified, and
(b} in the form elected by the director as either a lump sum or in installments over a two- to five-year period.

Information Classification: General
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i _ | Exhibit 10.22 |

RABBI TRUST AGREEMENT

( i g State Street Corporation (the “Company"), U.8. Trust Company, National
Association (the "Trustee”) and Mercer Human Resource LLC (the “Consulting
Firm”) have, as of the Effective Date set forth in Section 17 below entered, into this
grantor trust agreement (this “Agreement”), thereby amending and restating the
trust agreement dated as of December 6, 1996 (with Wachovia Bank of North -
Carolina, N.A. as trustee) and the trust thereunder established with respect to the
Company's nonqualified deferred compensation and/or severance or incentive plans
and arrangements included in the list set forth in Exhibit A attached hereto (the

“Plans”). s

~ WHEREAS the Company and certain of its direct and indirect subsidiaries
(together, the “Employer”) maintain the Plans for the benefit of employees and
former employees of the Employer and their beneficiaries (each such subsidiary, to
the extent of its employees participating in the Plans, being hereinafter referred to

as a "Subsidiary™); and

WHEREAS the Company has previously established a revocable grantor trust i
to assist it and its Subsidiaries in meeting their obligations under the Plans; and

WHEREAS the Company desires to amend the trust agreement under which
the aforesaid trust has been maintained and to replace the trustee thereunder with
the Trustee first named above; and

WHEREAS it is the intention of the parties that the Trust as continued
hereunder shall continue to constitute an unfunded arrangement for purposes of
Title I of t.ha_ Employee Retirement Income Security Act of 1974 (“ERISA”");

NOW, THEREFORE, the parties do hereby continue the. Trust and agree that
the Trust shall be comprised, held and disposed of as follows:

Section 1. Continuation of Trust

(a) The existing assets of the Trust, as the same may be augmented from time to
. time, shall constitute the assets of the Trust to be held, administered and
disposed of by the Trustee as provided in this Agreement.

(b) The Trust hereby continued shall be revocable by the Company until the
occurrence of a Change in Control (as defined in Section 18). Upon the
occurrence of a Change in Control, the Trust shall be irrevocable except as -
provided herein, '

(c) The Trust is intended to be a grantor trust within the meaning of subpart E,
: part I, subchapter J, chapter 1, subtitle A of the Internal Revenue Code of
1986, as amended (the “Code”), and shall be construed accordingly. Prior to
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such time as the Trust becomes irrevocable, the Company shall be the
grantor of the Trust. From and after such time as the Trust becomes
irrevocable pursuant to subsection (b) above, it shall (unless the Company
specifies otherwise) be deemed to consist of subtrusts, one for each
employer’s obligations under the Plans, which subtrusts together shall
constitute the Trust (and all references herein to the Trust shall be deemed
to include a reference to such subtrusts or to the relevant subtrust, as the
context requires), and the Company and its Subsidiaries shall be deemed the
grantors of the Trust, each in respect of its obligations under the Plans;
provided, that at all times and notwithstanding any other provision of this
Agreement, the Company shall be treated as a grantor with respect to so
much of the assets of the Trust as consist of stock of the Company. The .
immediately preceding proviso shall be construed in a manner consistent
with preserving the benefits described in IRS Notice 2000-56 (as the same
may be modified, but only so long as such requirements, as originally set
forth or as so modified, are in effect). The Company and its Subsidiaries,
each to the extent treated as a grantor of the Trust maintained hereunder;
are hereinafter referred to as the “Grantors.”

(d) The principal of the Trust, and any earnings thereon (the “Trust Fund”) shall -
be held separate and apart from the Grantors' other funds and shall be used
exclusively for the uses and purposes of Plan participants and the Grantors’
general creditors as herein set forth. Plan participants and their
beneficiaries shall have no preferred claim on, and no beneficial ownership
interest in, any assets of the Trust. Any rights created under the Plans and
this Agreement shall be mere unsecured contractual rights of Plan
participants and their beneficiaries against the Company and its
Subsidiaries in accordance with the Plans. Any assets held by the Trust will
be subject to the claims of the Grantors’ general creditors under federal and
state law in the event the relevant Grantor is Insolvent, as defined in Section

3(a) herein.

(e) The Company, in its sole discretion, may at any time and from time to time
make or cause to be made additional deposits of cash or other propertyin
trust with the Trustee to augment the principal to be held, administered and
disposed of by the Trustee as provided in this Agreement. Neither the
Trustee nor any Plan participant or beneficiary shall have any right or duty
to compel such additional deposits or determine the sufficiency thereof.

() The Company shall take reasonable steps to ensure that each Plan and this
Trust shall have characteristics supporting a determination that they form
an arrangement constituting an unfunded plan maintained for the purpose

" of providing deferred compensation to a select group of management or
highly compensated employees for purposes of Title I of ERISA. -

Section 2. Payments to Plan Participants and Their Beneficiaries




o

(a)

(b)

(c)

Prior to a Change in Control the Company shall deliver to the Trustee a
schedule (the "Payment Schedule") that indicates the amounts payable in
respect of each Plan participant (and his or her beneficiaries) and that
provides a formula or other instructions reasonably acceptable to the
Trustee for determining the amounts so payable, the form in which such
amounts are to be paid (as provided for or available under the Plan), and the
time of commencement for the payment of such amounts. The Consulting
Firm or, prior to a Change in Control, the Company, shall make such
amendments to the Payment Schedule as may be necessary from time to time
to ensure that it is complete and accurate; provided, that prior to a Change in
Control such amendments shall be made only at such time or times as the
Company in its discretion deems necessary or appropriate and following a
Change in Control such amendments shall not be required to be made more
frequently than quarterly; and further provided, that the Consulting Firm
shall make such an amendment to update the Payment Schedule not more
than thirty (30) days after receiving notice pursuant hereto that a Change in-
Control has occurred; and further provided, that the Consulting Firm’s
obligation to make any such amendment shall be subject to ita having
received the information it reasonably determines to be necessary to make
such amendment. The Company shall provide the Consulting Firm with all
information necessary to keep the Payment Schedule up to date on at least a_

' quarterly basis, and in any event within five business days after the

occurrence of a Change in Control. Upon application by a Plan participant
or beneficiary for a benefit under the Plans, the Consulting Firm shall
update the Payment Schedule with respect to the individual participant or
beneficiary and notify the Trustee of the updated amount. Except as
otherwise provided herein, the Trustee shall make payments to the Plan
participants and their beneficiaries in accordance with such Payment
Schedule. The Trustee or its agent shall not be required to make any
determination for which the Company or the Consulting Firm has not
provided payment information reasonably requested by the Trustee.

The Trustee shall make provision for the reporting and withholding of any
federal taxes that may be required to be withheld with respect to the
payment of benefits pursuant to the terms of the Plan and shall pay amounts
withheld to the appropriate taxing authorities or determine that such
amounts have been reported, withheld and paid by the Company. The
Trustee shall make provision for the reporting and withholding of any state |
or local taxes that may be required with respect to the payment of benefits in
accordance with such instructions as it shall receive from the Consulting
Firm. §

The Company shall from time to time pay taxes of any and all kinds
whatsoever that at any time are lawfully levied or assessed upon or become
payable in respect of the Trust Fund, the income or any property forming a
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part thereof or any security transaction pertaining thereto. To the extent
that any taxes lawfully levied or assessed upon the Trust Fund are not paid
by the Company, the Trustee shall have the power to pay such taxes out of
the Trust Fund and shall seek reimbursement from the Company. Prior to
making any payment, the Trustee may require such releases or other
documents from any lawful taxing authority as it shall deem necessary. The
Trustee shall contest the validity of taxes in any manner deemed appropriate
by the Company or its counsel, but at the Company's expense, and only if it
has received an indemnity bond or other security satisfactory to it to pay any
such expenses. The Trustee shall not be liable for any non-payment of tax
when it distributes an interest hereunder on directions from the Oom;nmy or
the Consulting Firm.. o

“(d) The- Company or its Subsidiaries may make payment of benefits directly to
Plan participants or their beneficiaries as they become- due under the terms .
of the Plan, subject to reimbursement in accordance with Section 4. The.
Company shall notify the Trustee of its decision to have benefits paid
directly, prior to the time amounts are payable to participants or their

-beneficiaries. If the Company fails so to notify the Trustee, or if, at any time
following a Change in Control, the Trustee receives notice from a Plan
participant or beneficiary that the Company and its Subsidiaries have failed
to make a payment when due, the Trustee shall promptly m.ﬁlte payment (and
any subsequent payments, if the missed payment was one of a serias) in
accordance with the Payment Schedule,

In addition, if the principal of the Trust, and any earnings thereon, are not
sufficient to make payments of benefits in accordance with the terms of the
Plan, the Company and its Subsidiaries shall make the balance of each such
payment as it falls due. The Trustee shall notify the Company where
principal and earnings are not sufficient.

(e)  Notwithstanding anything contained in this Agreement to the contrary, if at
" any time the Trust is finally determined by the Internal Revenue Service (the
- “IRS™) not to be a "grantor trust” with the result that the income of the Trust

Fund is not treated as income of the Company or its Subsidiaries pursuant to
Sections 671 through 679 of the Code, or if a tax is finally determined by the
IRS to be payable by one or more participants or beneficiaries with respect
to any interest in the Plan or the Trust Fund prior to payment of such
interest to such participant or beneficiary and by reason of the Trust, then
the Trust shall immediately terminate. The Trustee shall immediately
distribute such interest in a lump sum to each participant or beneficiary
entitled thereto regardless of whether such participant's employment has
terminated and regardless of form and time of payments specified in or
pursuant to the Plan as directed by the Company. Any remaining assets (less
any expenses or costs due under Section 9 of this Agreement) shall then be
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paid by the Trustee to the Company in such amounts, and in the manner
instructed by the Company.

Section 3. Trustee Responsibility Regarding Paymenw to Trust Beneficiary When
Grantor is Insolvent

(a) The Trustee shall cease payment of benefits to Plan participants and their
beneficiaries if a Grantor is "Insolvent”. A Grantor shall be considered
"Insolvent” for purposes of this Agreement if (i) it is unable to pay its debts as
they become due, or (ii) it is subject to a pending proceeding as a debtor
under the United States Bankruptey Code.

. (b) At all times during the continuance of this 'I'rusf. as provided in Section 1(d)
hereof, the principal and income of the Trust shall be subjeect to claims of
general creditors of the Grantors under federal and state Iaw as set forth
below. ;

(1) Each Grantor shall have the duty to inform the Trustee in writing of its
Insolvency. If a person claiming to be a creditor of a Grantor notifies
the Trusiee that the Grantor has become Insolvent, the Trustee shall
provide the Grantor with a copy of such writing and absent the
Grantor's provision of an independent expert's opinion satisfactory to
the Trustee that the Grantor is not Insolvent, the Trustee shall -
discontinue payment of benefits to Plan participants or their
beneficiaries as described at (3) below.

{(2) Unless the Trustee has actual knowledge of a Grantor's Insolvenecy, or
- has received notice from the Grantor or a person claiming to be a
creditor alleging that the Grantor is Insolvent, the Trustee shall haw no
duty to inquire whether the Grantor is Insolvent.

- (8) Ifatany ume the Trustea has received a written notice containing
information or allegations described in Section 3(b)(1) that a Grantor
with respect to any subtrust (or to the Trust, if no subtrusts exist) is
Insolvent, the Trustee shall discontinue payments to Plan participants
‘or their beneficiaries from such subtrust or Trust, as the case may be,
and shall hold the assets of the subtrust or Trust, as the case may be, for
the benefit of the Grantor's general creditors. Nothing in this
Agreement shall in any way diminish any rights of Plan participants or
their beneficiaries to pursue their rights as general creditors of a
Grantor with respect to benefits due under the Plans or otherwise.

(4) The Trustee shall resume the payment of benefits to Plan participants
or their beneficiaries in accordance with Section 2 of this Agreement
only after it has been demonstrated to the Trustee's satisfaction that the
Grantors are not Insolvent (or are no longer Insolvent),




(e) Provided that there are sufficient assets, if the Trustee discontinues the
payment of benefits from the Trust pursuant to Section 3(b) hereof and
subsequently resumes such payments, the first payment following such
discontinuance shall include the aggregate amount of all payments due to
Plan participants or their beneficiaries under the terms of the Plan for the
period of such discontinuance, less the aggregate amount of any payments
made to Plan participants or their beneficiaries by the Company and its
Subsidiaries in lieu of the payments provld ed for hereunder during any such
period of discontinuance.

Section 4. Payments to the Company and its Subsidlm'ies.

Except as provided in Section 3 hereof and this Section 4, following a Change
in Control the Company shall have no right or power to direct the Trustee to return.
to the Company or its Subsidiaries or to divert to others any of the Trust assets
before all payments of benefits have been made to Plan participants and their
beneficiaries pursuant to the terms of the Plans. Notwithstanding the foregoing, (i)
the Company may cause any or all of the assets of the Trust to be withdrawn prior to
a Change in Control; (ii) following a Change in Control, upon presentation to the
Trustee of evidence satisfactory to the Trustee that the Company or a Subsidiary has
paid a benefit directly pursuant to Section 2(d), and upon request by the Company,
the Trustee shall reimburse the Company or the Subsidiary for the amount of such
payment out of available assets of the Trust; (iii) the Company may at any time
substitute or cause to be substituted Trust assets for assets of equivalent value,
subject, however, to the Trustee’s consent in the case of any such substitution
attempted after a Change in Control; and (iv) at any time from and after a Change in
Control, the Company may withdraw or cause to be withdrawn nssen of the Trust '
within the limits specified in Section 14. :

Sectmn 6. Investment Authority

' The Trustee shall have, without exclusion, all powers col:lferred on the
Trustee by applicable law, unless expressly provided otherwise herein, and all rights
associated with assets of the Trust shall be exercised by the Trustee, and shall in no
event be exercisable by or rest with participants; provided, that the Company shall
have the right (but not the obligation) to direct the manner in which the Trustee
shall invest the Trust Fund by delivering to the Trustee, from time to time prior to a
Change in Control, written investment guidelines, which the Trustee shall follow (to
the extent consistent with its duties under applicable law) until such investment
guidelines are revoked or modified by an instrument in writing delivered to the
Trustee prior to a Change in Control. Subject to the foregoing, the Trustee shall
have full power and authority to invest and reinvest the Trust Fund in any
investment permitted by law, exercising the judgment and care that persons of
prudence, discretion and intelligence would exercise under the circumstances then
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prevailing considering the probable incon:.m and safety of their capital, including,
without limiting the generality of the foregoing, the power:

(a) To invest and reinvest the Trust Fund, together with the income therefrom,
in common stock, preferred stock, mutual funds, bonds, mortgages, notes,
time certificates of deposit, commercial paper and other evidences of
indebtedness (including those issued by the Trustee or any of its affiliates),
other securities, policies of life insurance, annuity contracts, options to buy
or sell securities or other assets, and other property of any kind (persum],
real or mixed, and tangible or intangible}, ;

(b) To deposit or invest all or any part of the assets of the Trust F‘und in savings
. aecounts or certificates of deposit or other deposits which bear a reasonable
interest rate in a bank, including the commercial department of the Trustee,

if such bank is supervised by the United States or any state;

(c) To hold, manage, improve and control all property, real or personal, forming
part of the Trust Fund and to sell, convey, transfer, exchange, partition, lease
for any term, even extending beyond the duration of this Trust, and
otherwise dispose of the same from time to time in such manner, for such
consideration and upon such t.erms and conditions as the Trustee shall
determine;

{d) To have, respecting securities, all the rights, powers and privileges ofan

’ owner, including the power to give proxies, pay assessments and other sums
deemed by the Trustee to be necessary for the protection of the Trust Fund,
to vote any corporate stock either in person or by proxy, with or without
power of substitution for any purpose; to participate in vuting trusts, pooling
agreements, foreclosures, reorganizations, consolidations, mergers and
liquidations and, in connection therewith, to deposit securities with and
transfer title to any protective or other committee under such tai'ms as the
Trustee may deem advisable; to exercise or sell stock subscriptions or
conversion rights; and regardless of any limitation elsewhere in this
document relative to investment by the Trustee, to accept and retain as an
investment any securities or other property received through the exercise of
any of the foregoing powers;

(e) To hold in cash, without liability for interest, such portion of the Trust Fund
which, in its discretionary determination, shall be reasonable under the
circumstances, pending investments or payments of expenses, or the
distribution of benefits;

(/)  To take such actions as may be necessary or desirable to protect the Trust
Fund fromloss due to the default on mortgages held in the Trust, including
the appointment of agents or trustees in such other jurisdictions as may .
seem desirable, to transfer property to such agents or trustees, to grant such
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powers as are necessary or desirable to protect the Trust or iis assets, to
direct such agents or trustees, or to delegate such power to direct and to
. remove such agents or trustees;

(2) To employ such agents, including investment advisors, custodians, sub-
custodians and counsel as may be reasonably necessary and to pay them
reasonable compensation; to settle, compromise or abandon all claims and
demands in favor of or against the Trust assets;

(h) To cause title to property of the Trust to be issued, held or registered in the
individual name of the Trustee or in the name of its nominee(s) or agents, or
in such form that title will pass by delivery; \

(i) - To exercise all of the further rights, powers, options and privileges granted,
provided for or vested in trustees generally under the laws of the State of
California, so that powers conferred upon the Trustee herein shall not be in
limitation of any authority conferred by law, but shall be in addition thereto;

G) To borrow money from any source (including the Trustee) and to emcu-t_e
promissory notes, mortgages, or other obligations and to pledge or mortgage
any Trust assets as securit.y-,

(k) ' To lend certificates representing stocks, bonds, or other securities to any
: hrokerage or other firm selected by the Trustee;

(1)) To institute, compromise and defend actions and proceedings; to pay or
contest any claim; to settle a claim by or against the Trustee by compromise,
arbitration, or otherwise to release, in whole or in part, any claim belongmg v
to the Trust to the extent that the claim is uncollectible; :

(m)  To use securities, depnsitories or custodians and to allow such securities as
may be held by a depository or custodian to be registered in the name of such
depository or its nominee or in the name of such custodian or its nominee;

(n) To invest the Trust Fund from time to time in one or more investment funds,
which funds shall be registered under the Investment Company Act of 1840
(including companies with respect to which the Trustee or an affiliate is the
investment adviser or provides other services);

(o) To invest in stock or other securities of the Company and to retain such
stock to the extent consistent with such investment guidelines as the
Company may deliver to the Trustee; provided, that with respect to any such
investment the requirements of IRS Notice 2000-56 (as the same may be
modified, but only so long as such requirements, as originally set forth or as

- go modified, are in effect) shall be satisfied; and
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() To do all other acts necessary or desirable for the proper administration of
the Trust Fund, as if the Trustee were the absolute owner thereof. However,
nothing in this section shall be construed to mean the Trustee assumes any
responsibility for the performance of any investment made by the Trustee in
its capacity as trustee under this Agreement. Notwithstanding any powers
granted to the Trustee pursuant to this Agreement or applicable law, the
Trustee shall not have any power that could give this Trust the objective of
carrying on a business and dividing the gains therefrom within the meaning
of Section 3801.7701-2 of the Procedure and Administrahva Regulations
promulgated pursuant to the Uoda.

Section 6. Dispos;twn of Income

During the term of this Trust, all income received by the Trust, net of
expenses and taxes, shall be accumulated and reinvested, exoept as the same may be.
disbursed in accordance with the terms of this Agreement.

Bection 7. Ac::qunting by the Trustee aud_the Consulting Firm, ete.

(a) The Trustee shall keep accurate and detailed records of all investments,

' receipts, disbursements, and all other transactions required to be made,
including such specific records as shall be agreed upon in writing between the
Company and the Trustee. Within 120 days following the close of each
calendar year and within 120 days after the removal or resignation of the
Trustee, the Trustee shall deliver to the Company a written account of its
administration of the Trust during such year or during the period from the
close of the last preceding year to the date of such removal or resignation,
setting forth all investments, receipts, disbursements and other transactions

- effected by it, including a description of all securities and investments
purchased and sold with the cost or net proceeds of such purchases or sales
(accrued interest paid or receivable being shown separately), and showing all
cash, securities and other property held in the Trust at the end of such year or
as of the date of such removal or resignation, as the case may be.

(b) The Company shall furnish the Consulting Firm and the Trustee with copies
of the Plans and any and all amendments thereto. The Company shall
promptly provide the Consulting Firm with any and all information that the
Consulting Firm reasonably requests or that the Company believes would be
useful to the Consulting Firm in carrying out its duties hereunder, and shall
promptly update such information as and if it changes. The Company shall

- also use its reasonable best efforts to cause each Plan participant or
beneficiary to provide the Consulting Firm with all information that it may
reasonably request in order to determine the amount of any paymants due to
the participant or beneficiary under the Plan. ;

Section 8, Responsibility of the Trustee and the Consulting Firm.
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(a) The Trustee shall act with the care, skill, prudenée and diligence under the
circumstances then prevailing that a prudent person acting in like capacity
and familiar with such matters would use in the conduct of an enterprise of a’
like character and with like aims. '

(b) It is intended by the parties hereto that the Conﬂn]tmg Firm shall not be a
fiduciary with respect to the Trust or any Plan.

(c) The 'I‘rustee and the Consulting Firm may consult with legal counsel (who .
may also, but need not, be counsel for the Company or its Subsidiaries)
generally with respect to any of their duties or obligations hereunder, and
the Trustee may hire agents, accountants, actuaries, investment advisors,
financial consultants or other professionals to assist it in performing any of
its duties or obligations hereunder. The Trustee and the Consulting Firm
shall incur no liability to any person for acting or refraining from acting in
accordance with the advice of any such counsel, agent, acecountant, actuary, -
investment advisor, financial consultant or other professional reasonably -
consulted or hired in accordance with the foregoing,

(d) If an insurance policy is held as an asset of the Trust, the Trustee shall have
no power to name a beneficiary of the policy other than the Trust, to assign
the policy (as distinct from conversion of the policy to a different form) other
than to a successor Trustee, or to loan to any person the proceeds of any -
borrowing against such policy; provided, that nothing herein shall be
construed as limiting the Trustee’s ability to assign any such policy (or loan
any borrowing thereunder) to, or to name as beneficiary under such policy,
the Company or a Subsidiary in accordance with a transaction contemplated
by Section 3 or Section 4. The Trustee shall not be liable for the failure or
inability of an insurance company to pay the proceeds of any po].icy when
due. .

(e) The Company shall indemnify and hold each of the Trustee and the
Consulting Firm harmless from and against all loss or liability (including
expenses and reasonable attorneys’ fees), to which it may be subject by
reason of its: (i) taking or refraining from taking any action under and in
accordance with this Agreement, including, without limitation, the
appointment of a successor Trustee by the Consulting Firm or the
appointment of a successor Consulting Firm by the Trustee; (ii) relying upon
a certification of an authorized representative of the Company, or (in the
case of the Trustee) the Consulting Firm, with respect to any instruction,
direction, written investment guidelines or approval of the Company, until a
subsequent certification is filed with it; (iii) acting upon any instrument,
certificate, or paper reasonably believed by it to be genuine and to be signed

- or presented by the proper person or persons (and neither the Trustee nor
the Consulting Firm shall be under any duty to make any investigation or
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inquiry as to any statement contained in any such writing but may accept
the same as conclusive evidence of the truth and accuracy of the statements
therein contained); and (iv) in the case of the Trustee, making distrihutlons
in accordance with the terms of this Agreement and information or
directions furnished to the Trustee by Plan participants or beneficiaries, the
Consulting Firm or the Company; provided, however that the foregoing
indemnity shall not apply to claims or liabilities resulting from or arising out .

- of the ‘Trustee’s or the Consulting Firm’s (as the case may be) negligence or -
willful misconduct. In the event the Trustee or the Consulting Firm
undertakes (with the consent of the Company, in the case of any actions
taken prior to a Change in Control) or is a defendant in any litigation arising
in connection with this Agreement, the Company shall indemnify it against
its actual and prospective costs, expenses and liability, including reasonable
attorney’s fees which fees and expenses shall be paid monthly in arrears by
the Company to or on behalf of the Trustee following the Company’s receipt -
of notice of such legal expenses. Notwithstanding the foregoing, in the event
that , liability, cost or expense incurred by the Trustee is determined to be
attributable to the Trustee’s negligence or willful misconductin connection
with its exécution of its duties under the Trust Agreement, the Trustee will
promptly reimburse the Company for the legal fees and expenses which have
been previously paid on behalf of the Trustee by the Company.

® The Company has represented to the Trustee that each Plan qualifies as
: either (i) an excess benefit plan within the meaning of Section 4(b) of ERISA

or (ii) a “top-hat” plan maintained primarily for the purpose of providing
deferred compensation for a seleet group of management or highly
compensated employees, which is exempt from the provisions of Part 4 of
Title I of ERISA (an “exempt plan”). The Trustee is entering into this
Agreement in reliance upon the Company’s representation. -Accordingly, in
the event that any Plan fails to qualify as an exempt plan, then
notwithstanding any other provision of this Agreement to the contrary, the

. Company will indemnify and hold the Trustee harmless from all liabilities,

- damages, costs and expenses (including, without limitation, reasonable
attorneys’ fees and expenses) that the Trustee incurs as a result of a breach
of fiduciary duty under ERISA arising from any action taken, or omitted to
be taken, by the Trustee in good faith in accordance with this Agreement and
in reasonable reliance on the Company's representation as to the exempt-
plan status of the Plans, other than any such liability, damage, cost or
expense that results from or arises out of the Trustee's negligence or willful
misconduct.

() All releases and indemnities provided in this Agreement shall survive the
termination of this Agreement.

Section 9. Compensation and Expenses of Trustee and Consulting Firm

11
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The Trustee and the Consulting Firm shall each be entitled to such .
reasonable compensation for its services as shall be agreed upon between the
Company and the Trustee or the Consulting Firm, as the case may be. The
Trustee and the Consulting Firm shall also be entitled to receive their '
reasonable expenses incurred in discharging their duties hereunder. Such
compensation and expenses shall be paid by the Company or a Subsidiary,
and if not so paid shall be paid by the Trustee from the assets of the Trust.

Section 10. Resignation and Removal of Trustee

(a) The Trustee may msiﬁn at any time by written notice to the Company, which
shall be effective sixty (60) days after receipt of such notice unless the
Company and the Trustee ag-ree otherwise.

(b) The Trustee may be removed by the Company on sixty (60) days written
notice or upon shorter written notice accepted by the Trustee. -

(c) Upon resignation or removal of the Trustee and appointment of a successor’
Trustee, all assets shall subsequently be transferred to the successor Trustee.
The transfer shall be completed within 90 days after receipt ofnohm of
successor trustee’s acceptance of appointment.

(d) If the Trustee resigns or is removed, another bank or trust company shall be
appointed as successor trustee. Before a Change in Control such :
appointment shall be made by the Company. From and after a Change in

. Control any such appointment shall be made by the Consulting Firm, subject . .
to the minimum standards set forth in Exhibit B hereto. The Company shall -
promptly notify the Consulting Firm of the name and address of a successor
trusiee appointed by it, and the Consulting Firm shall promptly notify Plan
participants and beneficiaries of the name and address of every successor :
trustee appointed or otherwise serving following a Change in Control. Each
appointment shall be effective when accepted in writing by the new trustee,
who shall have all of the rights and powers of the former trustee, including
ownership rights in the Trust assets upon transfer of same to the new -
trustee. The former trustee shall execute any instrument necessary or
reasonably requested by the Company or the successor trustee to evidence
the transfer. If no appointment of a successor trustee has been made
pursuant to this subsection, the Trustee may apply to a court of competent
jurisdiction for appointment of a successor or for instructions. All expenses
of the Trustee in connection with the proceeding shall be allowed as
administrative expenses of the Trust.

(e) The successor trustee need not examine the records and acts of any prior
trustee and may retain or dispose of existing Trust assets, subject to Sections
7 and 8 hereof. The successor trustee shall not be responsiblé for any claim
or liability resulting from any action or inaction of any prior trustee or from
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any other past event, or any condition existing at the time it becomes
successor trustee. : :

Section 11. Resignation and Removal of Consulting Firm

(a) The Consulting Firm may resign at any time by written notice to the
Company, which shall be effective sixty (60) days after receipt of such notice
unless the _Gnmpai:y and the Consulting Firm agree otherwise.

(b) The Coﬁsultmg Firm may be removed by the Company at any tlmu priortoa
Change in Control on sixty (60) days written nntwe or upon shorter written
notice accepted by the Consulting Firm, ‘

(c) Upon remgnatmu or removal Df the Consulting Firm in accordance with (a)
or (b) above, a firm of compensation or retirement plan consultants or -
certified public accountants shall be appointed the successor Consulting
Firm. Before a Change in Control, such appointment shall be made by the
Company, and after a Change in Control it shall be made by the Trustee,
subject to such minimum standards and guidelines as the Company shall
have prescribed prior to the Change in Control. The Consulting Firm shall
thereupon deliver to the successor Consulting Firm all records and
documents in its possession as may be reasonably required to enable the
successor Consulting Firm properly to earry out its duties under this
Agreement. The Company and the Trustee shall each promptly notify the
other of the name and address of a successor Consulting Firm appointed by
it, and a successor Consulting Firm, if appointed or otherwise serving
following a Change in Control, shall promptly notify the Plan participants
and beneficiaries of its appointment, name and address.

Section 12. Amendment or Termination

(a) This Agreement may be amended by a written instrument executed by the
Trustee and the Company. Any such amendment that increases the
obligations of or otherwise adversely affects the Consulting Firm shall not be
effective unless the Consulting Firm consents in writing; provided, that the )

. Company and the Trustee reserve the right, prior to a Change in Control and
upon notice to the Consulting Firm, but without the consent of the
Consulting Firm, to reduce or eliminate the Consulting Firm’s role
prospectively. From and after a Change in Control, (i) this Agreement may
not be amended in any manner adverse to any Plan participant or
beneficiary unless such participant or heneficiary gives his or her slgnad
consent to the amendment; provided, that the following shall not be deemed _
adverse to any Plan participant or beneficiary for purposes of this clause (i):
an amendment to combine or eliminate subtrusts or create new subtrusts
within the Trust, and an amendment that is deemed necessary (as evidenced
by the execution of any such amendment by the Company and the Trustee),
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consistent with the irrevocable status of the Trust, to ensure insofar as is
possible that neither the Trust nor any portion thereof constitutes a '
“funding” for tax or ERISA purposes; (ii) the Payment Schedule may not be
amended except by the Consulting Firm in accordance with Section 2(a); and
(iii) Exhibit A may not be amended unless such amendment is approved by a
majority of all Plan participants (and beneficiaries of deceased participants),
including in such majority Plan participants (and beneficiaries of deceased
participants) with Plan benefits exceeding, in aggregate present value (as
reasonably determined by the Consulting Firm), one half (50%) of the total
present value of all benefits payable under the Plans. No amendment shall
conflict with the terms of the Plan or shall make the Trust revocable after it
has become irrevocable in accordance with Section 1(b) hereof.

(b) The Company may revoke or terminate the Trust at any time prior to a
Change in Control. From and after a Change in Control, the Trust shall not
terminate until the date on which Plan participants and their beneficiaries
are no longer entitled to benefits pursuant to the terms of the Plan, Upon
termination of the Trust, any assets remaining in the Trust shall be returned
to the Grantors; provided, that any stock of the Company then held in the .
Trust shall be returned to the Company. Such remaining assets shall be paid
by the Trustee in such amounts and in the manner instructed by the
Company, whereupon the Trustee shall be released and discharged from all
obligations hereunder. From and after the date of termination, and until
final distribution of the Trust Fund, the Trustee shall continue to have all of
the powers provided herein as are necessary or expedient for the orderly
liquidation and distribution of the Trust Fund.

Section 18. Definition of Change in Control

As used herein, the term Change in Control shall mean the occurrence of any
of the following:

(i) The acquisition by any individual, entity or group (within the ;
meaning of Section 13(d)(8) or 14(d)(2) of the Securities Exchange Act of 1934,
as amended (the “Exchange Act”)) (a “Person”) of beneficial ownership
(within the meaning of Rule 18d-3 promulgated under the Exchange Act) of
25% or more of either (i) the then outstanding shares of Stock (the
“Outstanding Company Stock”) or (ii) the combined voting power of the then
outstanding voting securities of the Company entitled to “Outstanding
Company Voting Securities”); provided, however, that for purposes of this
subsection (i), the following acquisitions shall not constitute a Change of
Control: (A) any acquisition directly from the Company, (B) any acquisition
by the Company, (C) any acquisition by any employee benefit plan (or related
trust) sponsored or maintained by the Company or any corporation controlled
by the Company or (D) any acquisition by any corporation pursuant to a
transaction which complies with clauses (A), (B) and (C) or subsection (iii)
below; or
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(if) individuals who, as of the date hereof, constitute the Board (the
“Incumbent Board”) cease for any reason or constitute at least a majority of
‘the Board; provided, however, that any individual becoming a director ’
subsequent to the date hereof whose eléction, or nomination for election by
the Company’s shareholders, was approved by a vote of at least a majority of
the direectors then comprising the Incumbent Board shall be considered as
though such individual were a member of the Incumbent Board, but
excluding, for this purpose, any such individual whose initial assumption of
office occurs as a result of an action or a threatened election contest with
respect to the election or removal of directors or other actual or threatened
solicitation of proxies or consents by or on bshalf of a Person other than the
Board; or

(iii) consummation of a reorganization, merger or consolidation or sale
or other disposition of all or substantially all of the assets of the Company (a
“Business Combination™), in each case, unless, following such Business
Combination, (A) all or substantially all of the individuals and entities who
were the beneficial owners of the Outstanding Company Stock and the -
Outstanding Company Voting Securities immediately prior to such Business
Combination beneficially own, directly or indirectly, more than 50% of,
respectively, the then outstanding shares of common stock and the combined
voting power of the then outstanding voting securities entitled to vote
generally in the election of directors, as the case may be, of the corporation
resulting from such Business Combination (mc]udmg. without limitation, a
corporation which as a result of such transaction owns the Company or all or
substantially all of the Company’s assets éither directly or through one or
more subsidiaries) in substantially the same proportions as their ownership,
immediately prior to such Business Combination of the Outstanding Company

* Stock and Outstanding Company Voting Securities, as the case may be, (B) no
Person (excluding any corporation resulting from such Business Combination
or any employee benefit plan (or related trust) of the Company or such
corporation resulting from such Business Combination) beneficially owns,
directly or indirectly, 25% or more of, respectively, the then outstanding
shares of common stock of the corporation resulting from such Business
Combination or the combined voting power of the then outstanding voting
securities of such corporation except to the extent that such ownership .

. existed prior to the Business Combination, and (C) at least a majority of the
members of the board of directors of the corporation resulting from such
Business Combination were members of the Incumbent Board at the time of
the execution of the initial agreement, or of the action of the Board, providmg
for such Business Combination; or

(iv) approval by the s]:_lareholders of the U_uﬁ:many of a complete
liquidation or dissolution of the Company.

Section 14. Change In Conirol Provisions
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The following provisions relating to a Change in Control shall apply
notwithstanding any provision contained herein to the contrary:

(a) The Company shall have the duty to notify the Trustee and the Consulting
Firm whenever a Change in Control occurs; provided, that if a Change in
Control has oecurred, it shall be treated as having occurred for purposes of
this Agreement notwithstanding any failure by the Company to give such
notice. If, notwithstanding the absence of notice by the Company as
described in the first sentence of this Section 14(a), the Trustee receives
credible information (from Plan participants or beneficiaries or otherwise)
that a Change in Control has occurred, the Trustee shall so notify the
Company (including a copy contemporaneously delivered to the General

- Counsel of the Company) and the Consulting Firm stating that it has received
such information and reciting the provisions of this Section 14(a). If the
Company thereafter delivers to the Trusiee and the Consulting Firman
opinion of independent legal counsel to the Company (which opinion may be
based upon representations of fact, as long as counsel does not know that such
representations are untrue) stating that a Change in Control has not
occurred, no Change in Control will be deemed to have occurred for purposas
of this Agreement; provided, that until the delivery of such an opinion, unless
the Trustee shall have determined to its satisfaction that no Change in

- Control has occurred, the Company shall not be authorized to revoke the
Trust or to take any action to recover assets therefrom to the extent such
action would not have been permitted following a Change in Control. ~ -

(b) Following the occurrence of a Change in Control, the Trustee shall determine
in its sole and absolute discretion, and shall give the Company and the
Consulting Firm notice of, the “Trust Asset Value” (as hereinafter defined) and
the Consulting Firm shall determine, and give the Company and the Trustee
notice of, the “Required Assets” (as hereinafier defined). Such determinations.
shall be made, in each case as of the most recent “Measurement Date” (as
hereinafter defined), as soon as practical following, and in all events within
thirty days following receipt of notice of, the date of the Change in 'Uontrol.
and thereafter not less frequently than annually. In the case of the :
computation of the Required Assets, such determinations shall be based upon’
the most recent information available to the Consulting Firm pursuant to

Section 2(a).

(¢) Following the occurrence of a Change in Control, the Company shall
contribute or cause to be contributed to the Trust, in cash, the excess (if any)
of the Required Assets over the Trust Asset Value as of each Measurement
Date beginning with the Change in Control, plus interest at the Applicable
‘Federal Rate (as hereinafter defined) from such Measurement Date through
the date of contribution, within three busim&ﬁs days after receiving notice
thereof, .
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(d) The Company shall have the right to withdraw, or to cause to be withdrawn
by itself or by one or more Subsidiaries, assets from the Trust in accordance
with this Section 14(d). The Company may exercise this right of withdrawal
by giving the Trustee and the Consulting Firm notice of its desire to do so and
directing the Trustee to distribute to it and/or to one or more of its ;
Subsidiaries all or any portion of the assets comprising the Trust Fund, and
the Trustee shall so distribute such assets as promptly as practicable;
provided, that no such distribution shall be made after a Change in Control

_(regardless of when the Company’s notice of exercise is given) to the extent
that the Trust Asset Value as of the most recent Measurement Date before
such distribution is made, adjusted to reflect such distribution, would be less
than 120 percent of the Reqmred Assets determined as of such Measurement

~ Date.
(e) For purposes of this Agruﬂnﬂ

(i) The “Applicable Federal Rate” as of any date means the applicable
federal rate (as determined under Section 1274(d) of the Code) in effect
on that date. Unless spacr.ﬁad herein to the contrary, the apphtmble
federal rate shall be the applicable long term federal rate as determined
under Section 1274(d) of the Code.

- (ii) The term “Measurement Date” means the last dn;y of each calendar year
or the date a Change in Control occurs; : :

(iii) The term “Required Assets” means the present value, as of the
Measurement Date, of the sum of (x) the maximum aggregate amount
that could become payable to participants and beneficiaries under the
Plans if their employment terminated on the six-month anniversary of
the Measurement Date, and (y) an estimate of the expenses reasonably
likely to be incurred by the Trust from the Measurement Date through
such six-month anniversary, including without limitation the Trustee’s
and Consulting Firm's fees as estimated by the Trustee and the
Consulting Firm, respectively. In determining the present value of any
benefit under a Plan, the Consulting Firm shall use the interest rate in
effect for purposes of the Plan on the Measurement Date or, if it
produces a larger present value, the interest rate that the Consulting
Firm reasonably expects to be in effect on such six-month anniversary,
based upon market conditions at the time the determination is being
made; and

{iv) The term “Trust Asset Value” means the aggregate net fair market value
of the assets of the Trust Fund as of the relevant Measurement Date.

Section 15. Legal Defense Fund
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(a) The Trustee shall establish within the Trust Fund a separate fund,
hereinafter referred to as a “Legal Defense Fund”. The Legal Defense Fund
shall consist of such portions of its contributions to its Trust as the Company
shall specify in writing at the time of coniribution, together with all income,
gains and losses and proceeds from the investment, reinvestment and sale
thereof, less all payments therefrom and expenses charged thereto in
accordance with the provisions of this Agreement. Subject to Section 8, the
Legal Defense Fund shall be held and administered by the Trustee for the
purpose of defraying the costs and expenses incurred by participants and
beneficiaries associated with the enforcement of their rights under the Plans
by litigation or other legal action and the Trustee in performing its duties
under this Section. '

(b) The Legal Defense Fund shall be maintained and administered as a separate
segregated account, provided, however, that the assets of the Legal Defense
Fund may be commingled with all other assets of the same Trust, and with
the assets of any other Trust, solely for investment purposes.

(c) If, at any time after a Change in Control, legal proceedings are brought
against the Trustee by the Company or another party seeking to invalidate
any of the provisions of this Agreement as they relate to the Trust, ox
seeking to enjoin the Trustee from paying any amounts from any Trust or
from taking any other action otherwise required or permitted to be taken by
the Trustee under this Agreement with respect to any Trust, the Trustee
shall take all steps that may be necessary in such proceeding to uphold the
validity and enforceability of the provisions of this Agreement as they relate
to such Trust. The Trustee shall be empowered to rétain counsel and other
appropriate experts, including actuaries and accountants; to assist it in
making any determination under this Section 15. All costs and expenses
incurred by the Trustee in connection with any such proceeding (including,
without limitation, the payment of reasonable fees, costs and disbursements
of any counsel, actuaries, accountants or other experts retained by the
Trustee in connection with such proceeding) shall be charged to and paid.
from the Legal Defense Fund. To the extent the Trustee’s legal fees and
expenses exceed the amount available in the Legal Defense Fund, such fees
and expenses shall be paid by the Trustee from the assets of the Trust Fund.

(d) If, at any time after a Change in Control, a participant or beneficiary notifies
the Trustee in writing that the Company or any Subsidiary has refused to
pay a claim asserted by such participant or beneficiary under any Plan, the
participant or beneficiary (“Claimant”) may demand payment from the Legal
Defense Fund with respect to expenses incurred in connection with the

_ initiation or defense of any litigation or other legal action by or against the
Company or the Subsidiary. Such demand shall be made in writing by
delivering to the Trustee within 90 days of the date the Claimant incurs such

~ expenses (i) a certification signed by the Claimant that the Company or the -
Subsidiary is in default in paying its obligations under the Plan, and (ii)
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itemizing in reasonable detail in a form acceptable to the Trustee the
expenses payable by the Legal Defense Fund. A participant’s or beneficiary’s
right to claim against the Legal Defense Fund or to be reimbursed therefrom
shall be subject to such additional limitations, conditions and preclusions, if
any, as the Company may prescribe by notice to the Trustee prior to the
Change in Control.

(e) In the event that on the date a Claimant’s expenses are to be paid from the
Legal Defense Fund other expenses payable from such fund have been
claimed but not yet paid and the aggregate amount of all claims exceeds the
amount available in the Legal Defense Fund, the Company shall be obligated
to make an additional contribution to the Legal Defense Fund. In the event
the Company fails to make such additional contribution, the Trustee shall
promptly advise the Claimant and shall only pay that portion of the amount
of the claim which is determined by multiplying such Claimant’s claim by a
fraction, the numerator of which is the amount held in the Legal Defense
Fund and the denominator or which is the aggregate of the claims made by
all Ulaimants

(D Notwnthst.andlng any provision herein to the contrary, the Trustee shall be
required to act under this Section only to the extent there are sufficient
amounts available in the Legal Defense Fund to defray the costs and
expenses-the Trustee reasonably anticipates will be incurred in connection
with such action.

(g) The Company's Lag‘nl Defense Fund shall continue to be held and
administered by the Trustee for the purposes described in Section 15 until
such time as all benefits to which all participants are entitled under all
Plans shall have been paid in full to such participants or their beneficiaries.
Any balance then remaining in the Legal Defense Fund shall be distributed
to the Company. ' '

Section 16 Miscellaneous

(a) Any pm*_visimi of tliis Agreement prohibited by law shall be ineffective to the
extent of any such prohibition, without invalidating the remaining
provisions hereof,

(b) ~ Benefits payable to Plan participants and their beneficiaries under this
Agreement may not be anticipated, assigned (either at law or in equity),
alienated, pledged, encumbered or subjected to attachment, garnishment,
levy, execution or other legal or equitable process.

(c) This Agreement shall be governed by and construﬁd in accordance wnth the
laws of the State of California.. :
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(d) This Agreement shall be binding on, and the powers granted to the Company,
the Consulting Firm and the Trustee, respectively, shall be exercisable by the
respective successors and assigns of the Company, the Consulting Firm and
the Trustee. Any corporation that succeeds to substantially all of the
business of the Trustee by merger, consolidation, purchase or otherwise shall
upon succession and without appointment or other action by the Company
be and become successor Trustee hereunder.

(e) Any communication to the Consulting Firm or the Trustee, including any
notice, direction, designation, certification, order, instruction or objection,
shall be in writing (including for this purpose e-mail, fax or similar paperless
transmissions) and signed (including equivalent authentications used in
connection with paperless transmissions) by the person authorized under
the applicable Plan or the Agreement. Each of the Consulting Firm and the
Trustee shall be fully protected and indemnified by the Company against any
loss or liability incurred, other than as a result of its negligence or willful
misconduct, in acting in accordance with such written communications. Any
notice required or permitted to be given hereunder shall be deemed given if
written and hand delivered, mailed, postage prepaid, certified mail, return
receipt requested or transmitted by facsimile to the. Company, the '
Consulting Firm or the Trustee at the following addres.a or such other

address as a party may specify:
(i) iftothe Company:
State Street Corporation
225 Franklin Street
Boston, MA 02110 _
Attention: General Counsel
Facsimile No. (617) 664-4006
(ii) Ifto the Consulting Firm:
Mercer Human Resource LLC
2000 Clarendon Street
Boston, MA 02116-5089
(iii) - If to the Trustee:
U. 8. Trust Company, N.A.
515 S. Flower Street, Suite 2800
Los Angeles, CA 90071-2291

Facsimile No. (213) 488-1366
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_ Attention: Dell:mia EKunisaki
D Any obligation of the Company and/or the Trust to pay the Trustee amounts

pursuant to any provision of this Agreement shall survive any amendment or
termination hereof or the Trustee's resignation or removal.

Section 17, Effective Date.

The effective date of this Agreement shall be June 1, 2002.

IN WITN'ESS WHEREOF the Company and the Tmstaae have sig'ned this Agreement
. as of the date first writ'ben above.

STATE STREET CORPORATION

! Title m\i\mn.?m&..i

U.S. TRUST COMPANY, NATIONAL
ASSOCIATION

MERCER HUMAN RESOURCE LLC

By:

Title: ?rhﬁ.f.; .F(LQ./
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EXHIBIT A

List of Plans

State Street Corporation Supplemental Executive Retirement Plan (SERP)
Stﬂ.tﬂ-l Street Corporation Supplemental Defined Benefit Pension Plan (SUPER SERP)
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EXHIBIT B_
Minimum Standards for Successor Trustee

1. The successor trustee must not be affiliated with the Company or any
) company, entity or group that acquires the Company pursuant to a Change in
Control:

2, The successor trustee must provide trust services to ten or more nonqualified
trusts where the trust arrangement (commonly referred to as a “rabbi trust”)
does not affect the status of any underlying nonqualified plan as an unfunded
plan maintained for the purpose of providing deferred compensation for

' select management and highly compensated employees for purposes of Title I

of ERISA.

3. The successor trustee must have at least $25 billion in assets under trustee
custodianship.

4, The successor trustee must have at least $5 billion in assets under

discretionary investment management.

B. The successor trustee must have more than one investment product and
several classes of assets under management.

6.  The successor trustee’s investment products must have cnmpetltwe
performance (net of fees), in the sole and absolute judgment of the Consultiug
Firm, relatlve to market and peer group indices.

1. The sueccessor trustee must have been in the business of providing trust
services to both nonqualified and qualified plans for a period of 10 years
immediately prior to its selection. -

Notwithstanding the seven mmimum standards set forth in this Schedule B, the
Consulting Firm may waive any one or more of these minimum standards if the -
Consulting Firm, in its sole and absolute discretion, determines that any such
standard or standards can not reasonably be satisfied.
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AMENDMENT TO THE RABBI TRUST AGREEMENT FOR THE
STATE STREET CORPORATION NONQUALIFIED DEFERRED COMPENSATION
PLANS

The Rabbi Trust Agreement (the “Trust”), entered into as of June 1, 2002, between State
Street Corporation, Evercore Trust Company, N.A,, who succeeded ULS. Trust Company,
MNational Association effective May 1, 2009, and Mercer Human Resource LLC, is hereby
amended, effective as of January 1, 2013, as follows:

1. In accordance with Section 12(a) of the Trust, Exhibit A to the Trust is amended and
restaled to adopt additional Plans and to update the names of existing Plans as set forth in Exhibit
A atlached hereto.

N WITNESS WHEREOF, the Company and Trustee have signed this amendment,
effective as of January 1, 2013,

State Street Corporation

ot fothors:

By: hkowitz

Title: SWVP, Head of Global Total Rewards

Evercore Trust Company, N.A.

s
By: M&ﬂvﬁ‘f D. IQ@-“'

Title: [,j,{'g_’f ]Eﬁﬁnﬁﬁﬂ;i




EXHIBIT A
List of Plans

State Street Corporation Executive Supplemental Retirement Plan (ESRF)
(Formerly the State Street Corporation Supplemental Defined Benefit Pension Plan)
s Asamended to include defined contribution notional accounts

State Street Corporation Management Supplemental Retirement Plan (MSRE)
(Formerly the State Street Corporation Supplemental Exccutive Retirement Plan)

Supplemental Pension Plan of Investors Bank & Trust Company (SPP of 1BT)

Stale Street Corporation $5gA Long Tenn Incentive Plan (5SgA LTIF)

Sriod 0led
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EXHIBIT 12
STATE STREET CORPORATION
Ratios of Earnings to Combined Fixed Charges and Preferred Stock Dividends
Years Ended December 31,
(Dollars in millions) 2017 2016 2015 2014 2013
EXCLUDING INTEREST ON DEPOSITS:
Pre-tax income from continuing operations, as reported $ 2899 $ 2120 % 2298 % 2437 $ 2,666
Share of pre-tax inconme (loss) of unconsolidated entities 254 349 (700) (10) 1
Fixed charges 385 334 321 318 365
Adjusted earnings AN % 3538 $ 2803 $ 1919 §$ 2745 $ 3,032
Interest on short-termborrowings $ 12 3 8 $ 7 $ 6 $ 60
Interest on long-termdebt, including anortization of debt issuance costs 289 240 219 206 184
Portion of long-termleases representative of the interest factor" 84 86 %5 106 121
Preferred stock dividends and related adjustments® 242 171 112 61 3
Fixed charges and preferred stock dividends B $ 627 $ 505 $ 433 $ 379 §$ 398
Consolidated ratios of adjusted earnings to conrbined fixed charges and
preferred stock dividends, excluding interest on deposits (A)(B) 5.64x 5.55x 4.43x 7.24x 7.62x
INCLUDING INTEREST ON DEPOSITS:
Rre-tax income fromcontinuing operations, as reported $ 2899 $ 2120 $ 2298 % 2437 $ 2,666
Share of pre-tax income (loss) of unconsolidated entities 254 349 (700) (10) 1
Fixed charges 548 419 418 416 458
Adjusted earnings € $ 3701 $ 2838 $ 2016 $ 2843 $ 3,125
Interest on short-termborrowings and deposits $ 175 $ 93 ¢ 14 $ 104 $ 153
Interest on long-termdebit, including anortization of debt issuance costs 289 240 219 206 184
Portion of long-termleases representative of the interest factor" 84 86 %5 106 121
Preferred stock dividends and related adjustments® 242 171 112 61 33
Fixed charges and preferred stock dividends Do $ 7 $ 50 $ 530 $ 477 $ 491
Consolidated ratios of adjusted earnings to combined fixed charges and
preferred stock dividends, including interest on deposits (C)/(D) 4.68x 4.89x 3.80x 5.96x 6.36x

1) The interest factor on long-term operating leases represented a reasonable approximation of the appropriate portion of operating lease expense considered to be representative of interest. The interest factor
on long-term capital leases represented the amount recorded as interest expense in our consolidated statement of income.
@) Preferred dividends and related adjustments, including accretion, were adjusted to represent pre-tax eamings that would be required to cover dividend and accretion requirements.



STATE STREET CORPORATION

Ratios of Earnings to Fixed Charges

Years Ended December 31,

(Dollars in millions) 2017 2016 2015 2014 2013
EXCLUDING INTEREST ON DEPOSITS:

Rre-tax income fromcontinuing operations, as reported $ 2,899 2120 $ 2298 % 2437 2,666
Share of pre-tax income (loss) of unconsolidated entities 254 349 (700) (10) 1
Fixed charges 385 334 321 318 365
Adjusted earnings A $ 3,538 2803 $ 1919 § 2,745 3,032
Interest on short-termborrowings $ 12 8 § 7 $ 6 60
Interest on long-termdebt, including anortization of debt issuance costs 289 240 219 206 184
Portion of long-termleases representative of the interest factor" 84 86 %5 106 121
Fixed charges B $ 385 CCT 321 $ 318 365
Consolidated ratios of adjusted earnings to fixed charges, excluding

interest on deposits (A)/(B) 9.19x 8.39x 5.98x 8.63x 8.31x
INCLUDING INTEREST ON DEPOSITS:

Pre-tax income from continuing operations, as reported $ 2,899 2120 % 2298 % 2,437 2,666
Share of pre-tax income (loss) of unconsolidated entities 254 349 (700) (10) 1
Fixed charges 548 419 418 416 458
Adjusted earnings ©c $ 3,701 2888 $ 2016 $ 2,843 3,125
Interest on short-termborrowings and deposits $ 175 93 104 $ 104 153
Interest on long-termdebt, including anortization of debt issuance costs 289 240 219 206 184
Portion of long-termleases representative of the interest factor" 84 86 %5 106 121
Fixed charges D $ 548 419 $ 418 $ 416 458
Consolidated ratios of adjusted earnings to fixed charges, including

interest on deposits (C)(D) 6.75x 6.89x 4.82x 6.83x 6.82x

(1) The interest factor on long-term operati
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leases represented a reasonable approximation of the appropriate portion of operating lease expense considered to be representative of interest. The interest factor
on long-term capital leases represented the amount recorded as interest expense in our consolidated statement of income.

Exhibit 21
SUBSIDIARIES OF STATE STREET CORPORATION

The following table presents the name of certain State Street subsidiaries and the state or jurisdiction of organization. Certain subsidiaries of State
Street have been omitted in accordance with SEC regulations because, when considered in the aggregate, they did not constitute a “significant

subsidiary” of State Street.

Antrim Corporation Massachusetts
Currenex INC New York
Intemational Fund Senvces (N.A.) L.L.C. New York
Investors Copley Securities Corporation Massachusetts
LASER Trust Grand Cayman
Lincoln Securities Corporation Massachusetts
Offshore Financial Solutions LTD Grand Cayman
Quincy Securities Corporation Massachusetts
Sail Trust Grand Cayman
SS Borrowdale Pty Limited Australia

SS Scarborough Pty Limited Australia

SSB Realty, LLC Massachusetts
SSGM Intemational UK United Kingdom
State Street Australia Limited Australia

State Street Bank GMBH

Germany



State Street Bank Luxembourg S.A.

State Street Europe Holdings Germany Sarl & Co KG
State Street Europe Holdings Luxembourg Sarl

State Street Europe Limited

State Street Fund Senices Ireland LTD

State Street Global Advisors, Inc

State Street Global Advisors Intemational Holdings Inc
State Street Global Advisors Limited

State Street Global Markets LLC

State Street Holdings Germany GMBH

State Street Intemational Holdings

State Street Intemational Holdings UK Ltd

Luxembourg
Germany
Luxembourg
United Kingdom
Ireland
Massachusetts
Delaware
United Kingdom
Massachusetts
Germany
Massachusetts
United Kingdom

State Street Intl Holdings Switzerland GMBH Switzerland
State Street Public Lending Corporation Massachusetts
State Street Social Investments Corporation Massachusetts
State Street Trust and Banking Company Limited Japan
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Exhibit 23
Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statements (Form S-3 No. 333-221293 and Form S-8 Nos. 333-100001, 333-
99989, 33346678, 333-36793, 333-36409, 333-135696, 333-160171, 333-183656 and 333-218048) of State Street Corporation and in the related
Prospectuses of our reports dated February 26, 2018, with respect to the consolidated financial statements of State Street Corporation and the
effectiveness of intemal control over financial reporting of State Street Corporation, included in this Annual Report (Form 10-K) for the year ended
December 31, 2017.

/s/ Emst & Young LLP
Boston, Massachusetts
February 26, 2018
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Section 7: EX-31.1 (EXHIBIT 31.1)

EXHIBIT 31.1

RULE 13a-14(a)/15d-14(a) CERTIFICATION
I, Joseph L. Hooley, certify that:
1. I hawe reviewed this Annual Report on Form 10-K of State Street Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period cowvered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present, in all material respects, the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and intemnal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and hawe:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supendsion, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such intemal control over financial reporting, or caused such intemal control over financial reporting to be designed under our

supenision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's intemal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's intemal control over financial reporting; and

5. The registrant's other certifying officer and | have disclosed, based on our most recent evaluation of intemal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):



(a) All significant deficiencies and material weaknesses in the design or operation of intemal control over financial reporting which are reasonably
likely to adwersely affect the registrant's ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who hawe a significant role in the registrant's intemal control
ower financial reporting.

Date: February 26, 2018 By: /sl JosePH L. HooLEY
Joseph L. Hooley,
Chairman and Chief Executive Officer
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EXHIBIT 31.2

RULE 13a-14(a)/15d-14(a) CERTIFICATION

I, Eric W. Aboaf, certify that:

1. I hawe reviewed this Annual Report on Form 10-K of State Street Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present, in all material respects, the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and intemal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and hawe:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supendsion, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Designed such intemal control over financial reporting, or caused such intemal control over financial reporting to be designed under our
supenision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's intemal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's intemal control over financial reporting; and

5. The registrant's other certifying officer and | have disclosed, based on our most recent evaluation of intemal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of intemal control over financial reporting which are reasonably
likely to adwersely affect the registrant's ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who hawe a significant role in the registrant's intemal control
ower financial reporting.

Date: February 26, 2018 By: /s/ ERICW. ABOAF
Eric W. Aboaf,
Executive Vice President and Chief Financial Officer
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EXHIBIT 32
SECTION 1350 CERTIFICATIONS

To my knowledge, this Report on Form 10-K for the period ended December 31, 2017 fully complies with the requirements of Section 13(a) or 15(d)
of the Securities Exchange Act of 1934, and the information contained in this Report fairly presents, in all material respects, the financial condition and
results of operations of State Street Corporation.

Date: February 26, 2018 By: /sl JOSBH L. HOOLEY
Joseph L. Hooley,
Chairman and Chief Executive Officer




Date: February 26, 2018 By: /s/ ERCW. ABOAF

Eric W. Aboaf,
Executive Vice President and Chief Financial Officer
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