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voting stock held by non—affiliates on February 28, 2003 was $16,545,435,860.

The Bank of New York Company, Inc. (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
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(Dollars in millions, except per share amounts)
Net Interest Income
Noninterest Income
Provision for Credit Losses
Noninterest Expense
Net Income
Net Income Available to Common Shareholders

Return on Average Assets
Return on Average Common Shareholders’ Equity
Common Dividend Payout Ratio

Per Common Share

Basic Earnings

Diluted Earnings

Cash Dividends Paid
Market Value at Year-End

Averages

Securities

Loans

Total Assets

Deposits

Long-Term Debt

Shareholders’ Equity:
Preferred
Common

At Year-End

Allowance for Credit Losses as a Percent of Loans
Tier 1 Capital Ratio

Total Capital Ratio

Leverage Ratio

Common Equity to Assets Ratio

Total Equity to Assets Ratio

Common Shares Outstanding (in millions)
Employees

* The 2001 reported results reflect the estimated $242 million impact of the World Trade Center disaster, the related $175 million initial insurance recover

SELECTED FINANCIAL DATA

2002 2001* 2000 1999** 1998
$ 1,665 $ 1,681 $ 1,757 $ 1,589 $ 1,556
3,143 3,571 3,145 3,516 2,304
685 375 105 135 20
2,751 2,819 2,546 2,130 1,949
902 1,343 1,429 1,739 1,192
902 1,343 1,429 1,739 1,192
1.13% 1.64% 1.85% 2.60% 1.89%
13.96 21.58 26.08 34.00 24.25
60.78 39.21 33.87 25.03 33.84
$ 125 $ 184 $ 195 $ 231 $ 159
1.24 181 1.92 2.27 1.53
0.76 0.72 0.66 0.58 0.54
23.96 40.80 55.19 40.00 40.25
$ 23,036 $ 18,559 $ 15,764 $ 7,545 $ 7,154
34,305 38,770 39,262 38,881 38,340
79,655 81,700 77,241 66,777 63,141
53,795 56,278 54,755 46,564 42,262
5,338 4,609 4,384 3,793 3,205
— 1 1 1 1
6,465 6,224 5,479 5,113 4,915
2.65% 1.72% 1.70% 1.58% 1.66%
7.58 8.11 8.60 7.51 7.89
11.96 11.57 12.92 11.67 11.90
6.48 6.70 7.49 7.20 7.46
8.66 7.80 7.98 6.88 8.58
8.66 7.80 7.98 6.88 8.58
725.971 729.500 739.926 738.770 771.318
19,435 19,181 18,861 17,735 17,157

see “World Trade Center Disaster”, and the $190 million special provision on the accelerated disposition of emerging telecommunications loans.

**  The 1999 reported results reflect the $1,020 million gain on the sale of BNY Financial Corporation (“BNYFC”), as well as the $124 million liquidity

charge related to the sale of loans.

Source: BANK OF NEW YORK CO, 10-K, March 17, 2003
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MANAGEMENT'’S DISCUSSION AND ANALYSIS OF THE COMPANY'’S FINANCIAL CONDITION AND RESULTS OF OPERATIONS
(“MD&A")

Introduction

The Bank of New York Company, Inc.’s (the “Company”) actual results of future operations may differ from those estimated or anticipated in certain
forward-looking statements contained herein for reasons which are discussed below and under the heading “Forward Looking Statements”. When used in thi
report, the words “estimate,” “forecast,” “project,” “anticipate,” “expect,” “intend,” “believe,” “plan,” “goal,” “should,” “may,” “strategy,” and words of similar
meaning are intended to identify forward looking statements in addition to statements specifically identified as forward looking statements.

Overview

The Bank of New York Company, Inc., is a financial holding company and together with its consolidated subsidiaries (the “Company”) (NYSE: BK), has
total assets of over $77 billion as of December 31, 2002. The Company provides a complete range of banking and other financial services to corporations anc
individuals worldwide through its basic businesses, namely, Securities Servicing, Global Payment Services, BNY Asset Management and Private Client
Services, Corporate Banking, Global Market Services, and Retail Banking.

The Company has focused its strategy on high—growth, fee—based businesses that have transformed the Company from a traditional commercial bank
a premier global securities servicing provider. The Company’s breadth of products and services allow it to build client relationships with investors, issuers and
financial intermediaries through many different avenues in major markets and regions throughout the world. The Company’s well-diversified franchise has
become an integral part of the infrastructure of the global capital markets.

Summary of Results

For the year 2002, the Company reported net income of $902 million or $1.24 per diluted share, compared with $1,343 million or $1.81 per diluted shar
in 2001 and $1,429 million or $1.92 per diluted share in 2000. The 2002 decline largely reflects an increase in the provision for credit losses, which increased
$685 million in 2002 from $375 million in 2001. The Company has experienced higher than historical credit losses over 200l and 2002, primarily due to the
telecommunications and aircraft leasing segments of its loan portfolio.

Securities servicing fees in 2002 were $1,896 million, a 7% increase, compared with $1,775 million in 2001 reflecting acquisitions and the benefit of
well-diversified businesses. Global payment services fees increased 2% for the full year, because of higher funds transfer volumes and increased multi—curre
activity from existing clients, as well as the addition of new clients, which offset continued weakness in global trade services. For the year 2002, private client
services and asset management fees were up 9% from the previous year, reflecting several acquisitions and core growth in alternative investments and retail
investment products. lvy Asset Management’s assets under management increased 30% on a year—over—year basis. Foreign exchange and other trading re\
decreased 31% in 2002 due to a significant decrease in volatility in the currency markets and reduced client activity in the second half of 2002. Other trading
negatively impacted by a fall off in client interest rate hedging activities. Year—end assets under custody were $6.8 trillion, including $1.9 trillion of cross—bord
custody assets. Gains and losses on securities were a loss of $118 million in 2002, compared with a gain of $154 million in 2001 primarily reflecting impairme
of equity securities.

In 2002, return on average common equity was 13.96% compared with 21.58% in 2001 and 26.08% in 2000, while return on average assets was 1.13%
2002 compared with 1.64% in 2001 and 1.85% in 2000.

Source: BANK OF NEW YORK CO, 10-K, March 17, 2003
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In 2001, the World Trade Center disaster (“WTC disaster”) resulted in a disruption of the markets, including payment and securities processing, which
affected both the Company and other market participants. The Company estimates the WTC disaster reduced net interest income by $45 million and noninter
revenue by $29 million in 2001. Noninterest income also included an insurance recovery of $175 million in 2001. In addition, the Company recorded nonintere
expenses of $168 million in 2001. These expenses primarily related to the repair of damaged facilities, overtime and other staff costs, replacement equipment
replacement furniture and fixtures, and costs associated with interim space.

In 2001, securities servicing fees were $1,775 million, a 6% increase, compared with $1,681 million in 2000. Areas leading the increase for the year
included execution services, corporate trust, broker—dealer services, and global liquidity services. New business growth in cash management drove global
payment services fees to $287 million, up 10% from 2000, reflecting continued success of CA$H-RegfterePLmmpany’s internet-based electronic
banking service. Foreign exchange and other trading revenues were $338 million, up 30% from 2000, reflecting a strong demand for interest rate risk
management products driven by declining interest rates and higher volatility in 2001. Private client services and asset management fees were $314 million, u|
5% compared with $300 million in 2000, because strength in alternate investments and short-term money market product lines offset lower asset price levels

In 2000, securities servicing fee revenues were up 33% to $1,681 million reflecting particular strength in global custody, depositary receipts (“DRs”), uni
investment trust (“UIT"), and mutual funds as well as global execution and clearing services. In addition, fee revenue benefited from the acquisition of the Roy
Bank of Scotland Trust Bank (“RBSTB") on October 31, 1999. Private client services and asset management fees were up 23% to $300 million, led by strong
business flows in the BNY Hamilton Funds, as well as by the acquisitions of vy Asset Management Corp. and Estabrook Capital Management, Inc. Increasec
cross-selling within the securities servicing client franchise and rapid growth in the Company’s foreign exchange e—commerce initiative drove foreign exchan
and other trading revenues up 38% to $261 million. Net interest income on a taxable equivalent basis was $1,811 million in 2000, benefiting from the acquisit
of RBSTB, which brought approximately $10 billion in highly liquid, short-term assets and liabilities. The provision for credit losses was $105 million.

Recent Developments

In January 2003, the Company signed a definitive purchase agreement with Credit Suisse First Boston to acquire its Pershing unit. Headquartered in Je
City, New Jersey, Pershing is a leading global provider of correspondent clearing services and outsourcing solutions for broker dealers, asset managers and
financial intermediaries. Pershing has approximately 4,000 employees worldwide at 13 locations in the U.S., Europe and Asia. Under the terms of the agreen
the Company will pay a purchase price of $2 billion in cash subject to an upward adjustment of up to $50 million depending on the achievement of certain
revenue goals. The Company expects the acquisition to be dilutive to its earnings by approximately $0.02 to $0.03 per share in 2003 (not including dilution of
approximately $0.06 per share from an expected one—time integration charge of $65 million of pre—tax restructuring costs associated with the acquisition), an
accretive by approximately $0.02 to $0.03 per share in 2004. This transaction is expected to close during the second quarter of 2003.

The Company expects that the acquisition of Pershing will strengthen its position as a global securities servicing provider and accelerate the continuing
transformation of its business model. The Company estimates that fee—based revenues will increase to approximately 74% of total revenues after closing the
Pershing acquisition. In addition, the Company expects the acquisition to allow it to take advantage of significant economies of scale. After the acquisition, the
Company will become the largest provider of agency execution and clearing services through BNY Securities Group. On a combined basis, it will have over
3,000 institutional clients, over 1,200 correspondent brokerage firms and will have 29 seats on the New York Stock Exchange. It will execute transactions
totaling 325 million shares daily and will continue to be the largest electronic broker for global execution services, serving 65 global markets, and the largest
provider of commission management services for asset managers and plan sponsors.

3
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The Company has sold forward $1 billion of common stock and has issued $400 million of subordinated debt as part of the financing of the acquisition.
The Company expects to issue an additional $600 million of debt prior to the closing. See “Capital Resources” section.

After a promising start in early January, the business environment in the first quarter of 2003 has become increasingly challenging. Concerns about
geopolitical considerations have overshadowed the modest pace of economic growth, suppressing capital markets activity. As a result, equity trading volume:
and price levels, capital raising and corporate actions are all weaker than expected, making revenue growth more challenging. These conditions may make it
difficult to perform at targeted levels until the environment improves. Nonetheless, the Company continues to prudently invest in its businesses to enhance its
strategic positioning, and remains committed to its long—term financial goals (See “Long-Term Financial Goals and Factors That May Affect Them”).

Consolidated Income Statement Review
Noninterest Income

2002 2001 2000
(In millions)
Noninterest Income
Servicing Fees
Securities $ 189% $ 1775 $ 1,681
Global Payment Services 292 287 261
2,188 2,062 1,942
Private Client Services and Asset Management Fees 344 314 300
Service Charges and Fees 361 356 364
Foreign Exchange and Other Trading Activities 234 338 261
Securities Gains/(Losses) (118) 154 150
Other 134 347 128
Total Noninterest Income $ 3143 $ 3571 $ 3,145

Noninterest income is provided by a wide range of securities servicing, global payment services, private client services and asset management, trading
activities and other fee—based services. Revenues from these activities were $3,143 million in 2002, compared with $3,571 million in 2001, and $3,145 millior
2000. The Company estimates the WTC disaster reduced noninterest income in 2001 by $28.million

Securities servicing fees were $1,896 million, $1,775 million, and $1,681 million, in 2002, 2001, and 2000. The 7% increase in securities servicing fees
from 2001 reflects acquisitions and the benefit of well-diversified businesses across markets, products, client segments, and geography. In 2001, the 6% inct
in securities servicing fees reflects growth in execution services, corporate trust, broker—dealer services, and global liquidity services.

Global payment services fees, principally funds transfer, cash management, and trade services, were $292 million in 2002, $287 million in 2001, and $-
million in 2000. The increase in global payment services fees from 2001 reflects higher funds transfer volumes and increased multi—currency activity from
existing clients, as well as the addition of new clients. This offset continued weakness in global trade services.

(1) The $29 million of noninterest income can be broken into two components. The first component consists of $23 million of estimated fees not earned due to closed markets, lost clients a
delayed or lost new business. Fees for the periods the markets were closed were estimated based on extrapolating recent average daily fees to the period from September 11, 2001 tht
September 17, 2001 when the markets reopened. Revenue related to lost clients and delayed or lost new business was measured based on the expected revenue to be earned from th
clients or prospects during the period September 11, 2001 through September 30, 2001. The second component is comprised of $6 million which represents fees waived or compensati
paid to customers, or other hard dollar losses. This amount was determined based on actual amounts of fees waived, compensation paid to customers or other losses.

4
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Private client services and asset management fees were $344 million in 2002, $314 million in 2001, and $300 million in 2000. The 9% increase from 20

reflects several acquisitions and core growth in alternative investments and retail investment products. The increase in 2001 from 2000 reflects strong growth
alternative investment products.

Service charges and fees were $361 million in 2002, compared with $356 million in 2001, and $364 million in 2000. The increase in 2002 from 2001
relates to increased fees charged to customers in lieu of customer deposits. The decline in 2001 from 2000 primarily reflects the impact of the WTC disaster.

Foreign exchange and other trading revenues were $234 million in 2002, $338 million in 2001, and $261 million in 2000. The 31% decrease in 2002 frol
the prior year reflects a significant decrease in volatility in the currency markets and reduced client activity in the second half of 2002. Other trading was
negatively impacted by a fall off in client interest rate hedging activities and a reduction in seasonal arbitrage opportunities arising from the securities lending
area. The 30% increase in revenue in 2001 compared with 2000 reflected strong demand for interest rate risk management products driven by declining inter
rates and higher volatility. Strong foreign exchange transaction flows from the Company’s securities servicing clients also contributed to the increase.

Securities losses were $118 million in 2002, compared with a $154 million gain in 2001, and a $150 million gain in 2000. In 2002, the loss included a
$210 million equity writedown that precipitated the substantial liquidation of the Company’s bank stock portfolio.

Other noninterest income was $134 million in 2002, $347 million in 2001, and $128 million in 2000. In 2002, other income includes a $32 million Empire
State Development Corporation (“ESDC”) grant. The ESDC grant covers relocation and other costs associated with the Company’s previously announced
decision to return to downtown Manhattan and to move 1,500 employees to a new facility in Brooklyn. In 2001, other income includes a $175 million insuranc
recovery related to the WTC disaster and a $43 million gain on the sale of the Company’s interest in New York Cash Exchange (“NYCE”). In 2000, other
income includes a $26 million payment associated with the termination of a securities clearing contract.

Net Interest Income

2002 2001 2000
(Dollars in millions on a taxable equivalent basis)
Net Interest Income $ 1,714 $ 1,741 $ 1,811
Net Interest Rate Spread 2.29% 1.89% 1.85%
Net Yield on Interest Earning Assets 2.62 2.57 2.79

For 2002, net interest income on a taxable equivalent basis amounted to $1,714 million compared with $1,741 million in 2001. Average earning assets
were $65.4 billion compared with $67.7 billion in 2001. Average loans were $34.3 billion in 2002 compared with $38.8 billion in 2001. The impact of the WTC
disaster in 2001 increased average earning assets and loans by $3.9 billion. Average securities were $23.0 billion in 2002, up from $18.6 billion in 2001. The
Company added approximately $6.2 billion of highly—rated mortgage-backed securities to its portfolio in 2002. The decline in net interest income reflects the
decline in average earning assets. The net interest rate spread was 2.29% in 2002 compared with 1.89% in 2001, while the net yield on interest earning asse
2.62% in 2002 and 2.57% in 2001. The increase in the spread is attributable to increased holdings of investment securities. The increase in the yield is
attributable to increased holdings of investment securities partially offset by the decreased value of demand deposits in a lower interest rate environment.

For 2001, net interest income on a taxable equivalent basis amounted to $1,741 million compared with $1,811 million in 2000. The decline in net interes

income in 2001 reflects several factors. First, the WTC disaster resulted in a disruption of markets, including payment and securities processing, which affecte
both the

Source: BANK OF NEW YORK CO, 10-K, March 17, 2003
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Company and other market participants. In addition, significant levels of liquidity were injected into the markets immediately following the disaster. These
factors resulted in excess liquidity which could not be invested and unsettled trades at the Company, causing an estimated $45 million drop in net interest inc
and a temporary expansion of the Company’s balance sheet. Second, the decline reflects the Company’s ongoing strategy to shift the mix of its assets away
loans to highly-rated investment securities and short-term liquid assets. Lastly, the decline also results from the lower value of free funds in a declining intere
rate environment. Average earning assets were $67.7 billion, up from $64.9 billion in 2000. Average loans were $38.8 billion in 2001 compared with $39.3
billion in 2000. Average securities were $18.6 billion in 2001, up from $15.8 billion in 2000. The Company added approximately $6 billion of highly-rated
mortgage and asset backed securities to its securities portfolio in 2001. Substantially all of these securities were rated AAA. The net interest rate spread was
1.89% in 2001 compared with 1.85% in 2000, while the net yield on interest earning assets was 2.57% in 2001 and 2.79% in 2000.

For 2000, net interest income on a taxable equivalent basis amounted to $1,811 million. Average earning assets were $64.9 billion, up from the prior ye
level of $56.2 billion, reflecting growth in highly liquid, lower yielding assets generated by the Company’s securities servicing businesses and the acquisition c
RBSTB. Average loans increased by $0.4 billion to $39.3 billion in 2000. The net interest rate spread was 1.85% in 2000, while the net yield on interest earnir
assets was 2.79%. The expansion of the Company’s securities servicing, global payment services, and asset management businesses continued to generate
increased levels of deposits. These additional deposits were invested in high quality liquid assets which increased net interest income, although lowering the
interest rate spread and net yield.

Provision for Credit Losses
The provision for credit losses was $685 million in 2002 compared with $375 million in 2001 and $105 million in 2000. The increase in 2002 primarily
reflects deterioration in the loan portfolio particularly for borrowers in the telecommunications and retail portfolios and additional provisioning related to aircraf
leasing exposure to United Airlines, as well as the potential losses on leases to other domestic carriers. The increase in the provision in 2001 compared with
primarily reflects the accelerated disposition program related to emerging telecommunications companies credits, the loss on an energy trading credit, and thi
general deterioration in credit quality in 2001.

Noninterest Expense

2002 2001 2000
(In millions)
Salaries and Employee Benefits $ 1581 $ 1593 $ 1,491
Net Occupancy 230 233 184
Furniture and Equipment 138 178 108
Clearing 124 61 36
Sub-custodian Expenses 70 62 68
Software 115 90 66
Amortization of Goodwill and Intangibles 8 112 115
Other 485 490 478
Total Noninterest Expense $ 2751 $ 2819 $ 2,546

Total noninterest expense was $2,751 million in 2002, $2,819 million in 2001, and $2,546 million in 2000. Adjusting for higher expenses in 2001 due to
the impact of the WTC disaster of $168 million and higher goodwill and intangibles amortization of $104 million compared to 2002, core noninterest expenses
increased by $204 million, or 8%, in 2002 primarily related to acquisitions and higher spending for technology, and business continuity planning.

6
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Salaries and employee benefits were $1,581 million in 2002 compared with $1,593 million in 2001; however, 2001 included $34 million related to the
WTC disaster. The number of employees at December 31, 2002 was 19,435, up slightly from 19,181 at the start of the year. This increase reflects the additio
approximately 500 employees through acquisitions partially offset by a 400 person staff reduction program in the second quarter of 2002. Severance expense
$19 million in 2002. Employee benefit expense decreased to $350 million in 2002 compared with $410 million in 2001, reflecting primarily lower incentive
compensation.

Net occupancy and furniture and fixture expenses were $368 million in 2002 compared with $411 million the previous year. In 2002, the Company
recorded $22 million in one—time occupancy expenses to reflect the estimated lease termination cost of a rented facility in Manhattan. In 2001, WTC disaster
related expenses increased net occupancy expense by $38 million and furniture and equipment expense by $55 million. In 2002, higher business
continuity-related expenses resulted in increased occupancy and depreciation expense.

Clearing expenses increase significantly in 2002 to $124 million from $61 million in 2001 and $36 million in 2000. The increase stems from the build out
of the Company’s clearing and execution business. Sub—custodian expenses increased 13% in 2002 to $70 million as the Company continued to expand its ¢
sub—custodian network to over 100 markets.

Software expenses increased by $25 million to $115 million in 2002, reflecting the companies continued investment in technology capabilities supportin
its servicing activities.

In 2002, the Company adopted a new accounting pronouncement which no longer requires the amortization of goodwill. As a result, amortization of
goodwill and intangibles declined to $8 million in 2002 from $112 million in 2001 and $115 million in 2000.

Other expenses in 2002 were $485 million compared with $490 million in 2001 and $478 million in 2000. The year 2001 included $41 million related to
the WTC disaster. The adjusted 2002 increase of $36 million, or 8%, is largely tied to acquisitions.

Technology spending, including software, was $644 million in 2002, compared with $588 million in 2001 and $493 million in 2000. The Company made
sizable investments in expanded business continuity configurations in 2002. While the rate of growth in technology spending slowed somewhat in 2002, the
Company’s key technology initiatives were protected as the Company continues to believe that its technology investments are important for its long—term
competitive positioning.

Total noninterest expense increased 11% in 2001 compared with 2000. Salaries and employee benefits increased 7% to $1,593 million in 2001. Net
occupancy and furniture and fixture expenses increased by a combined $119 million to $411 million. Other expenses increased by 3% in 2001 to $490 million
Excluding the $168 million of expenses associated with the WTC disaster in 2001, expenses grew by 4% in 2001, reflecting both higher technology and
acquisition—related expenses, partially offset by disciplined expense control.

A measure of the Company’s operating profitability is the efficiency ratio. This ratio is derived by dividing total noninterest expenses less other real estat
expenses by total net interest income on a tax equivalent basis and noninterest income after subtracting securities gains. The efficiency ratio was 55.3% in 2(
compared with 54.8% in 2001, and 52.5% in 2000. The increase reflects both a changing business mix due to relatively lower margin, fiduciary business
acquisitions, as well as the revenue softness given the poor capital markets environment.

The Company adopted fair value accounting for stock compensation in 2003 using the prospective method. Commencing January 1, 2003, all stock
options grants will be fair valued and expensed over the vesting period. The Company’s grants of stock options typically vest over two to four years. Between
January 1, 2003 and February 28, 2003, the Company granted approximately 18 million options to employees. These options have a fair value of $96 million
which will be expensed over the next three years. The options were fair valued using a

7
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Black—-Scholes model with the following assumptions: dividend yield of 3%; expected volatility of 33%; risk free interest rate of 2.66%; and expected option
lives of 5 years. The expected pre-tax impact of the options granted in 2003 is $29 million for 2003, $35 million for 2004, $28 million for 2005, and $4 million
for 2006. The Company does not expect to make significant additional grants of options in 2003. All of the options granted so far in 2003 are nonqualifying

options. The Company is able to record a tax benefit as nonqualifying options are expensed.

The Company has defined benefit pension plans in the U.S. and overseas. The U.S. plan accounts for 89% of the projected benefit obligation. Pension
credits were $95 million, $98 million, and $62 million in 2002, 2001 and 2000. In addition to its pension plans, the Company also has an Employee Stock
Ownership Plan (“ESOP”) which may provide additional benefits to certain employees. Upon retirement, covered employees are entitled to the higher of their
benefit under the ESOP or the defined benefit plan. If the benefit is higher under the defined benefit plan, the employees’ ESOP account is contributed to the

pension plan.

A number of key assumption and measurement date values determine pension expense. For the Company’s U.S. plans, the key elements are the long-
rate of return on plan assets, the discount rate, the market-related value of plan assets, and the price used to value stock in the ESOP. Since 2000, these ke

elements have varied as follows:

Long-Term Rate of Return on Plan Assets

Discount Rate

Market—Related Value of Plan Assets (in millions)(1)
ESOP Stock Price(1)

Net U.S Pension Credit

All other Pension Expense

Total Pension Credit

2003 2002 2001 2000
9.0% 10.5% 10.5% 10.5%
6.50 7.25 8.25 8.00

$1,483 $ 1,449 $ 1,309 $1,073

$33.30 $ 42.58 $ 50.30 $35.05

$ 100 $ 100 $ 69

®) @) @)

95 $ 98 $ 62

(1) Actuarially smoothed data. See “Summary of Significant Accounting and Reporting Policies” Footnote.

As a result of the decline in the key elements for 2003, the pre—tax U.S. pension credit is expected to decline by $54 million.

The annual impact of changes in the key elements on the pension credit are shown in the tables below.

Decrease in
Pension Credit

2003 Increase in
Base Pension Credit

(Dollars in millions)

Long—Term Rate of Return on Plan Assets 7.5%
Change in Pension Credit $(31.5)
Discount Rate 6.00%
Change in Pension Credit $ (3.6)
Market-Related Value of Plan Assets -20%
Change in Pension Credit $(38.7)
ESOP Stock Price $23.30
Change in Pension Credit $ (949

Income Taxes

The Company’s consolidated effective tax rates for 2002, 2001, and 2000 were 34.3%, 34.7%, and 36.5%. The decline in the effective rate in 2002 and
2001 reflects increased levels of tax credits from synthetic fuel and low—-income housing investments partially offset in 2002 by higher state and local taxes.
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8.0%
$(20.3)

6.25%
$ (1.8)

-10%
$(13.3)

$28.30
$ (5.3)

9.0% 10.0% 10.5%
— $ 18.8 $ 281

6.50% 6.75% 7.00%
— $ 17 $ 33

$1,483 +10% +20%
— $ 152 $ 39.9

$33.30 $38.30 $43.30
— $ 20 $ 5.0
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In addition to the tax credit investments discussed above, which have the effect of permanently reducing the Company’s tax expense, the Company als
invests in leveraged leases which through accelerated depreciation postpone the payment of taxes to future years. For financial statement purposes, deferrec
are recorded as a liability for future payment.

Business Segments Review
Segment Data
The Company has an internal information system that produces performance data for its four business segments along product and service lines.

Business Segments Accounting Principles

The Company’s segment data has been determined on an internal management basis of accounting, rather than the generally accepted accounting
principles used for consolidated financial reporting. These measurement principles are designed so that reported results of the segments will track their econc
performance. Segment results are subject to restatement whenever improvements are made in the measurement principles or organizational changes are me

The measure of revenues and profit or loss by operating segment has been adjusted to present segment data on a taxable equivalent basis. The provis
credit losses allocated to each reportable segment is based on management’s judgment as to average credit losses that will be incurred in the operations of t
segment over a credit cycle of a period of years. Management'’s judgment includes the following factors among others: historical charge—-off experience and tl
volume, composition, and size of the loan portfolio. This method is different from that required under generally accepted accounting principles as it anticipates
future losses which are not yet probable and therefore not recognizable under generally accepted accounting principles. Assets and liabilities are match funde
Support and other indirect expenses are allocated to segments based on general internal guidelines.

The results of individual business segments exclude unusual items such as the impact of the WTC disaster in 2001, which is included with reconciling
amounts.

Description of Business Segments
The Company reports data for the following four business segments:

Servicing and Fiduciary businesses comprise the Company’s core services, including securities servicing, global payment services, and private client
services and asset management. These businesses all share certain favorable attributes: they are well diversified and fee—based; the Company serves the rc
an intermediary rather than principal, thereby limiting risk and generating stable earnings streams; and the businesses are scalable, which result in higher ma
as revenues grow. Long-term trends that favor these businesses include the growth of financial assets worldwide, the globalization of investment activity,
heightened demand for financial servicing outsourcing, and continuing structural changes in financial markets.

Securities servicing provides financial institutions, corporations and financial intermediaries with a broad array of products and customized services for
every step of the investment lifecycle. The Company facilitates the movement, settlement, recordkeeping and accounting of financial assets around the world
delivering timely and accurate information to issuers, investors and broker—dealers. The Company groups its securities servicing businesses into four categor
each comprised of separate, but related businesses. These are: issuer services, which include corporate trust, depositary receipts and stock transfer; investol
services, which include global custody, securities lending and separate account services; broker—dealer services, which include mutual funds, government
securities clearance, hedge fund servicing, exchange traded funds and UITs; and execution and clearing services, which include all of the activities in BNY
Securities Group. This segment also includes customer-related foreign exchange trading.
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Global payments services facilitates the flow of funds between the Company’s customers and their clients through such business lines as funds transfel
cash management and trade services. Private client services and asset management includes traditional banking and trust services to affluent clients and
investment management services for institutional and high net worth clients.

The Company is a market leader in many of these businesses and has aggressively expanded to both enhance and expand its product and service offe
and to add new clients. The Company has completed 46 acquisitions since 1998 in these core services, has made significant investments in technology to
maintain its industry—leading position, and has continued the development of new products and services that meet its clients’ needs.

Corporate Banking provides lending and credit-related services to large public and private financial institutions and corporations nationwide, as well as
public and private mid-size businesses in the New York metropolitan area. Special industry groups focus on industry segments such as banks, broker—deale
insurance, media and telecommunications, energy, real estate, retailing, and government banking institutions. Through BNY Capital Markets, Inc., the Compe
provides syndicated loans, bond underwriting, private placements of corporate debt and equity securities, and merger, acquisition, and advisory services.

The Company believes that credit is an important product for many of its customers to execute their business strategies. Since provision of the credit
product by the Company offers lower returns on capital and potentially higher volatility of earnings, the Company has continued to reduce its credit exposures
recent years by culling its loan portfolio of non—strategic exposures, focusing on total relationship return measures and limiting the size of its individual credit
exposures and industry concentrations.

Retail Banking includes retail deposit services, branch banking, consumer and residential mortgage lending. The Company operates 341 branches in 2.
counties in the Tri—State region. The retail network is a stable source of low cost funding and provides a platform to cross—sell core services from the Servicin
and Fiduciary businesses to both individuals and companies in the New York metropolitan area.

Financial Markets includes trading of foreign exchange and interest rate risk management products, investing and leasing activities, and treasury servic
to other business segments. The segment offers a comprehensive array of multi-currency hedging and yield enhancement strategies, and complements othe
business segments.

There were no major customers from whom revenues were individually material to the Company’s performance.
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Business Review
Servicing and Fiduciary Businesses

2002 2001 2000
(In millions)
Net Interest Income $ 471 $ 58 $ 672
Provision for Credit Losses — — —
Noninterest Income 2,728 2,651 2,479
Noninterest Expense 1,933 1,765 1,665
Income Before Taxes 1,266 1,474 1,486
Average Assets $ 8333 $ 8961 $ 8,636
Average Deposits 31,171 32,982 35,286
Nonperforming Assets 16 — —
(In billions)
Assets Under Custody $ 6775 $ 6,865 $ 7,026
Assets Under Management 76 67 66
S&P 500 Index 880 1,148 1,320
NYSE Volume (In billions) 363.1 307.5 262.5
NASDAQ Volume (In billions) 433.8 471.2 442.8

The financial performance of the Servicing and Fiduciary businesses segment in 2002 reflects the depressed activity levels in the capital markets.

The S&P 500 Index was down 23% for the year, with average daily price levels off 17% from 2001. Performance for the NASDAQ Index was even
weaker, declining 32% for the year, with average daily prices down by 24%.

Although daily average trading volumes for the New York Stock Exchange increased by 17% in 2002, average NASDAQ volumes declined by 8%,
resulting in a combined increase of only 2% for the year.

Global merger and acquisition activity was particularly weak, with completed transactions down 40% from 2001. Equity issuance proceeds were off by
10%.

Nevertheless, the Company continued to expand its servicing and fiduciary businesses in 2002 through both acquisitions and internal product developn
In 2002 the Company agreed to acquire six businesses in execution services, three in asset management, and three in investor and issuer services. The
transactions in 2002 were more tilted towards new products than in prior years as the Company sought to expand distribution synergies with its extensive clie
base.

The Company’s execution services acquisitions have attempted to build out the most complete array of agency equity trading capabilities, offering the
Company’s investor services customers highly flexible means of completing their trade executions in a cost and market-impact efficient manner. The asset
management acquisitions have added both expanded product capability for high net worth individuals, as well as new distribution channels.

The Company expanded its U.S. hedge fund service offering through the acquisition of International Funds Administration, a leading provider of
administration services to U.S. hedge funds.

The Company is continuing to expand overseas by bringing its proven U.S. securities servicing business model to the UK, continental Europe and Asia.
2002, the Company expanded its mid—office outsourcing platform and international clearing services through the acquisition of Tilney Investment Managemer
and
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entered into a significant global equities clearance outsourcing agreement with ING. A separate marketing alliance with ING for investor services will help the
Company expand in markets where ING has a strong local presence, such as the Benelux countries and Germany.

New products introduced in 2002 included sophisticated collateral management systems that enable clients to more easily and more cost effectively
manage and finance their securities inventories. Another new product was the launching of the NASDAQ-sponsored BLDRS exchange-traded funds product
which allow investors to participate in international investments by purchasing baskets of depositary receipts, which the Company services.

The securities servicing businesses benefit from the Company’s industry—leading technology, which is characterized by a common open architecture,
straight—-through processing, and scalability. Open architecture enables common technology platforms to service many business lines, driving efficiency, qual
of information, and functionality. For example, in 2002, the Company was able to introduce its securities master data base across the majority of its processin
platforms. In addition, the Company continued to deploy Inform, the Company’s browser based information delivery system across its customer base. By the |
of 2002, the Company had 38,000 Inform users, representing 4,000 customers in over 60 countries. The Company also continued to make progress in straigt
through processing where 84% of transactions are now processed this way, an increase of 38% in two years. In the highly automated U.S. market, the rate is
94%.

The Pershing acquisition will continue the expansion of the Servicing and Fiduciary business. See “Pershing Acquisition”.

With respect to the financial results, noninterest income was $2,728 million in 2002 compared with $2,651 million in 2001 and $2,479 million in 2000.
Securities servicing fees increased to $1,896 million in 2002 as compared with $1,775 million in 2001 and $1,681 million in 2000. The 7% securities servicing
revenue increase in 2002 reflects acquisitions and the benefit of well-diversified businesses which held their own in spite of a difficult market environment. Tt
Company’s fixed income and cash-linked businesses, namely corporate trust, broker—dealer services, and global liquidity services all performed well, as did
execution services given market share gains. The Company’s equity—linked businesses, in particular ADRs, were weaker as a result of the environment.
Excluding acquisitions, core securities servicing revenues contracted 3% in 2002.

At December 31, 2002, assets under custody were $6.8 trillion, including $1.9 trillion of cross—border assets, compared with $6.9 trillion in 2001 reflectir
weaker markets. Equity securities composed 26% of the assets under custody at December 31, 2002 while fixed income securities were 74%. Assets under
custody in 2002 consisted of assets related to the custody business of $3.2 trillion, mutual funds of $1.2 trillion, broker—dealer services assets of $1.8 trillion, :
all other assets of $0.6 trillion. In 2001, market share gains from new business wins were partially offset by weak markets that resulted in assets under custoc
declining slightly to $6.9 trillion in 2001 from $7.0 trillion in 2000.

Fees from global payment services in 2002 were $292 million compared with $287 million in 2001 and $261 million in 2000. The increased revenues
reflect higher funds transfer volumes and increased multi—currency activity from existing clients, as well as the addition of new clients. This offset continued
weakness in global trade services. In 2001, fees increased primarily as a result of customers electing to pay for services in fees rather than maintaining highe
compensating balances in a declining interest rate environment, as well as new business growth in cash management, reflecting the continued success of
CA$H-Register PIU the Company’s internet-based electronic banking service.

Fees from private client services and asset management grew to $344 million in 2002, up from $314 million in 2001 and $300 million in 2000. In 2002,
the increase reflects acquisitions, as well as continued strong flows into alternate investment funds offered by the Company’s lvy Asset Management subsidie
partially offset by
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lower asset price levels. Excluding acquisitions, core growth was approximately 2% in 2002. In 2001, strength in alternate investment and short-term money
market product lines offset lower asset price levels.

Asset under management (“AUM”) were $76 billion at December 31, 2002 compared with $67 billion at December 31, 2001, while assets under
administration were $28 billion compared with $33 billion at December 31, 2001. The increase in assets under management reflects acquisitions and growth |
the Company’s alternative investments business patrtially offset by decline in asset values. Institutional clients represent 64% of AUM while individual clients
equal 36%. AUM at December 31, 2002, are 29% invested in equities, 25% in fixed income, 8% in alternative investments, and the remaining in liquid assets.

In 2002, noninterest income was also impacted by weaker client-related foreign exchange revenues due to decreased volatility in the currency markets
a significant reduction in client activity in the second half of 2002.

Net interest income in the Servicing and Fiduciary businesses segment was $471 million for 2002 compared with $588 million in 2001 and $672 million
2000. The decrease in net interest income in 2002 and 2001 is primarily attributable to the decline in interest rates which caused compression on the spread
from securities servicing deposits. Average assets for 2002 were $8.3 billion compared with $9.0 billion in 2001 and $8.6 billion in 2000. Average deposits in
Servicing and Fiduciary segment were $31.2 billion versus $33.0 billion in 2001 and $35.3 billion in 2000, reflecting lower levels of activity in the securities
processing business.

Net charge-offs in the Servicing and Fiduciary businesses segment were zero in 2002, 2001, and 2000. Nonperforming assets were $16 million compa
with zero in 2001 and 2000.

Noninterest expense increased by 10% in 2002 to $1,933 million compared with $1,765 million in 2001 and $1,665 million in 2000. The rise in nonintere
expense in both 2002 and 2001 is attributable to acquisitions, as well as the Company’s continued investment in technology and business continuity planning
Clearing expenses were up in 2002 reflecting the build out of the Company’s execution and clearing business. Sub—custodian expenses also increased in 20

Corporate Banking

2002 2001 2000
(In millions)
Net Interest Income $ 400 $ 491 $ 543
Provision for Credit Losses 139 124 127
Noninterest Income 283 299 290
Noninterest Expense 194 217 213
Income Before Taxes 350 449 493
Average Assets $ 22,669 $ 26,865 $ 29,812
Average Deposits 7,047 7,691 6,713
Nonperforming Assets 414 214 187
Net Charge-offs 324 356 78

The Corporate Banking segment coordinates all banking and credit-related services to customers through its global relationship managers. The two mé
client bases served are financial institution clients and corporate clients. The Company’s strategy is to focus on those clients and industries that are major use
securities servicing and global payment services and by leveraging existing relationships to create new business opportunities.
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Over the past several years, however, the Company has been seeking to improve its overall risk profile by reducing its credit exposures by eliminating
non-strategic exposures, cutting back large individual exposures and avoiding outsized industry concentrations. Since 1999, the Company has reduced credi
exposure to its corporate client base by $14.6 billion, or 31%. In 2002, the Company achieved its targeted goal of reducing corporate c