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PART | - FINANCIAL INFORMATION
Item 1. Financial Statements.
CONSOLIDATED INCOME STATEMENT (unaudited)

Mellon Financial Corporation (and its subsidiaries)

Quarter ended Nine months ended
Sept. 30, June 30, Sept. 30, Sept. 30, Sept. 30,
(dollar amounts in millions, except per share amounts) 2006 2006 2005 2006 2005
Noninterest revenue
Investment management $ 574 $ 537 $ 479 $1,635 $1,351
Distribution and service 107 108 82 313 227
Institutional trust and custody 233 244 197 701 564
Payment solutions & investor services 119 124 122 364 398
Foreign exchange trading 52 69 52 179 156
Financing-related/equity investment 34 46 49 131 341
Other 51 47 54 158 138
Total fee and other revenue 1,170 1,175 1,035 3,481 3,175
Gains on sales of securities 3 - 1 3 1
Total noninterest revenue 1,173 1,175 1,036 3,484 3,176
Net interest revenue
Interest revenue 394 343 283 1,055 797
Interest expense 277 233 174 711 456
Net interest revenue 117 110 109 344 341
Provision for credit losses (0] 3 12 3 13
Net interest revenue after provision for credit losses 118 113 97 347 328
Operating expense
Staff 515 489 448 1,520 1,290
Professional, legal and other purchased services 131 126 113 372 322
Distribution and servicing 122 126 100 363 271
Net occupancy 51 58 60 168 175
Equipment 42 44 44 130 128
Business devel opment 25 28 23 78 67
Communications 19 23 20 65 63
Amortization of intangible assets 7 7 7 21 20
Other 54 62 46 168 134
Total operating expense 966 963 861 2,885 2,470
Income
Income from continuing operations before income taxes 325 325 272 946 1,034
Provision for income taxes 105 95 77 296 331
Income from continuing operations 220 230 195 650 703
Discontinued operations:
Income (loss) from operations, net of tax expense (benefit) of $-, $-, $1, $2
and $(35) 1 - 1 2 (99)
Net gain (loss) on disposals, net of tax expense (benefit) of $1, $2,
$(1), $(3) and $40 1 2 (@) 9 (30)
Income (loss) from discontinued operations, net of tax expense
(benefit) of $1, $2, $-, $(1) and $5 2 2 1) 11 (129)
Net income $ 222 $ 232 $ 194 $ 661 $ 574
Earnings per share ®
Basic:
Continuing operations $ 54 $ .56 $.47 $ 1.59 $ 1.69
Discontinued operations .01 - - .03 (.31
Net income $ .55 $ .56 $ .47 $ 1.62 $ 1.38
Diluted:
Continuing operations $ .53 $ .56 $.46 $ 157 $ 1.67
Discontinued operations .01 - - .03 (.30)
Net income $ 54 $ .56 $.47® $ 1.60 $ 1.37
Shar es outstanding
Basic average shares outstanding 407,210 408,154 414,606 408,298 416,373
Common stock eguivalents 4,786 4,832 3,305 4,770 3,438
Diluted average shares outstanding 411,996 412,986 417,911 413,068 419,811

(a) Calculated based on unrounded numbers.
(b) Amounts do not foot due to rounding.
See accompanying Notes to Financial Satements.
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CONSOLIDATED BALANCE SHEET (unaudited)

Méellon Financial Corporation (and its subsidiaries)

Sept. 30, Dec. 31, Sept. 30,
(dollar amountsin millions) 2006 2005 2005
Assets
Cash and due from banks $ 2,670 $ 2,373 $ 2,770
Interest-bearing deposits with banks 4,476 1,339 2,176
Federal funds sold and securities under resale agreements 864 1,626 234
Other money market investments 75 120 111
Trading account securities 491 269 286
Securities available for sale 18,469 17,245 16,821
Investment securities (approximate fair value of $149, $170 and $179) 147 167 175
Loans, net of unearned discount of $34, $30 and $28 5,971 6,573 7,558
Reserve for |oan losses (55) (63) (80)
Net loans 5,916 6,510 7,478
Premises and equipment 699 656 627
Goodwill 2,201 2,166 2,178
Other intangibles 137 148 154
Assets of discontinued operations 907 - -
Other assets 5,614 6,059 5,733
Total assets $42,666 $38,678 $38,743
Liabilities
Noninterest-bearing deposits in domestic offices $ 8,553 $10,511 $ 9,225
Interest-bearing deposits in domestic offices 13,544 10,498 9,843
Interest-bearing deposits in foreign offices 6,879 5,065 6,087
Tota deposits 28,976 26,074 25,155
Federal funds purchased and securities under repurchase agreements 1,139 789 782
Term federal funds purchased and U.S. Treasury tax and loan demand notes 18 32 551
Commercial paper - - -
Other funds borrowed 89 24 342
Reserve for unfunded commitments 80 78 77
Other liabilities 2,822 2,774 2,912
Notes and debentures (with original maturities over one year) 3,621 3,663 3,695
Junior subordinated deferrable interest debentures held by trusts that
issued guaranteed capital debt securities 1,395 1,042 1,047
Liabilities of discontinued operations 31 - -
Tota liabilities 38,171 34,476 34,561
Shareholders' equity
Common stock - $.50 par value
Authorized - 800,000,000 shares, Issued — 588,661,920 shares 294 294 294
Additional paid-in capital 1,970 1,953 1,946
Retained earnings 7,217 6,842 6,715
Accumulated unrealized loss, net of tax (44) (84) (57)
Treasury stock of 176,799,701; 173,183,019; and 170,537,262 shares, at cost (4,942) (4,803) (4,716)
Total shareholders' equity 4,495 4,202 4,182
Total liabilities and shareholders’ equity $42,666 $38,678 $38,743

See accompanying Notes to Financial Satements.
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CONSOLIDATED STATEMENT OF CASH FLOWS (unaudited)

Mellon Financial Corporation (and its subsidiaries)

Nine months ended

Sept. 30,
2005
(in millions) 2006 Revised
Cash flows from oper ating activities
Net income $ 661 $ 574
Income (loss) from discontinued operations 11 (129)
Income from continuing operations 650 703
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and other amortization 111 107
Deferred income tax benefit (105) (24)
Provision for credit losses 3 13
Gain on sale of investment in Shinsel Bank - (197)
Pension expense 25 13
Dividends received from joint ventures 45 -
Net increase in trading account securities (68) (15)
Net change in accruals and other (128) 67
Net effect of discontinued operations 8 (4
Net cash provided by operating activities 535 663
Cash flows from investing activities
Net (increase) decrease in term deposits and other money market investments (3,092) 536
Net decreasein federal funds sold and securities under resale agreements 762 1,616
Net increase in seed capital investments (154) 9)
Purchases of securities availablefor sale (6,357) (8,996)
Proceeds from sales of securities available for sale 1,774 1,911
Proceeds from maturities of securities available for sale 3,416 3,582
Proceeds from maturities of investment securities 19 35
Redemption of corporate and bank owned life insurance 182 89
Proceeds from the sale of investment in Shinsei Bank - 244
Net principal advances of loans to customers (265) (472)
Proceeds from loans held for sale and other loan sales 629 143
Purchases of premises and equi pment/capitalized software (145) (208)
Proceeds from divestitures - 358
Net cash disbursed in acquisitions (40) (150)
Net investment in WestLB joint venture (122) -
Net increase from other investing activities 41 49
Net effect of discontinued operations - primarily loans to customers (49) (489)
Net cash used ininvesting activities (3,401) (1,661)
Cash flows from financing activities
Net increase in deposits 2,902 1,583
Net increase in federal funds purchased and securities under repurchase agreements 350 78
Net increase in other funds borrowed 51 688
Net decrease in commercial paper - (6)
Repayments of longer-term debt (305) (769)
Net proceeds from issuance of longer-term debt 256 -
Net proceeds from issuance of trust-preferred securities 373 -
Dividends paid on common stock (264) (244)
Proceeds from the exercise of stock options 83 31
Proceeds from issuance of common stock 14 14
Tax benefit realized on share-based payment awards 17 10
Repurchase of common stock (331 (265)
Net effect of discontinued operations - (19)
Net cash provided by financing activities 3,146 1,101
Effect of foreign currency exchange rates 17 (108)
Changein cash and due from banks
Net increase (decrease) in cash and due from banks 297 5)
Cash and due from banks at beginning of period 2,373 2,775
Cash and due from banks at end of period $2,670 $2,770
Supplemental disclosures
Interest paid $ 701 $ 485
Income taxes paid © 359 303
Income taxes refunded © 1 5

(a) SeeNote 1 of Notesto Financial Statements.

(b) Operations of discontinued operations for AFCO/CAFO were funded by continuing operations.

(c) Includes discontinued operations.
See accompanying Notes to Financial Statements.
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY (unaudited)

Mellon Financial Corporation (and its subsidiaries)

Accumulated
Additiona unrealized Tota
Quarter ended Sept. 30, 2006 Common paid-in Retained gain (loss), Treasury  shareholders
(in millions, except per share amounts) stock capita earnings net of tax stock equity
Balance at June 30, 2006 $294 $1,953 $7,095 $(145) $(4,956) $4,241
Comprehensive results:
Net income - - 222 - - 222
Other comprehensive results, net of tax - - - 101 - 101
Total comprehensive results - - 222 101 - 323
Dividends on common stock at $0.22 per share - - (90) - - (90)
Repurchase of common stock - - - - (45) (45)
Stock awards and options exercised - 16 (20 - 45 51
Common stock issued under the 401(k)
Retirement Savings Plan - 1 - - 7 8
Common stock issued under the Employee
Stock Purchase Plan - - - - 1 1
Common stock issued under Direct Stock
Purchase and Dividend Reinvestment Plan - - - - 3 3
Common stock issued in connection with the
Arden Group, Inc. acquisition - - - - 3 3
Balance at Sept. 30, 2006 $294 $1,970 $7,217 $ (44) $(4,942) $4,495
Mellon Financial Corporation (and its subsidiaries)
Accumulated
Additiona unrealized Tota
Quarter ended Sept. 30, 2005 Common paid-in Retained gain (loss), Treasury  shareholders
(in millions, except per share amounts) stock capita earnings net of tax stock equity
Balance at June 30, 2005 $294 $1,930 $6,611 $ @ $(4,710) $4,122
Comprehensive results:
Net income - - 194 - - 194
Other comprehensive results, net of tax - - - (59) - (59
Total comprehensive results - - 194 (59) - 140
Dividends on common stock at $0.20 per share - - (84) - - (84)
Repurchase of common stock - - - - (42) (42)
Stock awards and options exercised - 16 (6) - 26 36
Common stock issued under the 401(Kk)
Retirement Savings Plan - - - - 6 6
Common stock issued under the Employee
Stock Purchase Plan - - - - 1 1
Common stock issued under Direct Stock
Purchase and Dividend Reinvestment Plan - - - - 3 3
Balance at Sept. 30, 2005 $294 $1,946 $6,715 $(57) $(4,716) $4,182

See accompanying Notes to Financial Statements.
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY (unaudited) (continued)

Mellon Financial Corporation (and its subsidiaries)

Accumulated
Additional unrealized Total
Nine months ended Sept. 30, 2006 Common paid-in Retained gain (loss), Treasury  shareholders
(in millions, except per share amounts) stock capita earnings net of tax stock equity
Balance at Dec. 31, 2005 $294 $1,953 $6,842 $ (84) $(4,803) $4,202
Comprehensive results:
Net income - - 661 - - 661
Other comprehensive results, net of tax - - - 40 - 40
Total comprehensive results - - 661 40 - 701
Dividends on common stock at $0.64 per share - - (264) - - (264)
Repurchase of common stock - - - - (338) (338)
Stock awards and options exercised - 16 (22 - 154 148
Common stock issued under the 401(k)
Retirement Savings Plan - 1 - - 21 22
Common stock issued under the Employee
Stock Purchase Plan - - - - 3 3
Common stock issued under Direct Stock
Purchase and Dividend Reinvestment Plan - - - - 10 10
Common stock issued in settlement of share
repurchase agreements with broker-deal er
counterparties - - - - 8 8
Common stock issued in connection with the
Arden Group, Inc. acquisition - - - - 3 3
Balance at Sept. 30, 2006 $294 $1,970 $7,217 $ (44) $(4,942) $4,495
Meéllon Financial Corporation (and its subsidiaries)
Accumul ated
Additional unrealized Total
Nine months ended Sept. 30, 2005 Common paid-in Retained gain (loss), Treasury  shareholders
(in millions, except per share amounts) stock capita earnings net of tax stock equity
Balance at Dec. 31, 2004 $294 $1,931 $6,397 $ 49 $(4,569) $4,102
Comprehensive results:
Net income - - 574 - - 574
Other comprehensive results, net of tax - - - (106) - (106)
Total comprehensive results - - 574 (206) - 468
Dividends on common stock at $0.58 per share - - (244) - - (244)
Repurchase of common stock - - - - (265) (265)
Stock awards and options exercised - 15 (12 - 82 85
Common stock issued under the 401(k)
Retirement Savings Plan - - - - 22 22
Common stock issued under the Employee
Stock Purchase Plan - - - - 4 4
Common stock issued under Direct Stock
Purchase and Dividend Reinvestment Plan - - - - 10 10
Balance at Sept. 30, 2005 $294 $1,946 $6,715 $ (57) $(4,716) $4,182

See accompanying Notes to Financial Statements.
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NOTES TO FINANCIAL STATEMENTS

Note 1 -- Basis of presentation and
informational disclosures

Basis of presentation

The unaudited consolidated financial statements of
Mellon are prepared in accordance with generally
accepted accounting principles for interim financial
information and with the instructions to Form 10-Q
and Rule 10-01 of Regulation S-X. These financial
statements should be read in conjunction with
Mellon’s 2005 Annual Report on Form 10-K. Inthe
opinion of management, all normal recurring
adjustments necessary for afair presentation of the
financial position and results of operations for the
periods have been included. In addition to
reclassifications related to discontinued operations,
other reclassifications have been made to prior
periods to place them on a basis comparable with
the current period presentation.

For details of guarantees, see “ Other guarantees and
indemnities’ in the table on page 49, and the
paragraphs under the subheading “ Other guarantees
and indemnities’ on pages 49 and 50. The
information in the table and those paragraphs are
incorporated by reference into these Notes to
Financial Statements.

Pro forma cost of stock options

Effective Jan. 1, 2003, we adopted the fair value
recognition provisions of Statement of Financial
Accounting Standards (SFAS) No. 123,
“Accounting for Stock-Based Compensation,”
prospectively for all employee awards granted,
modified, or settled after Jan. 1, 2003. On Jan. 1,
2006, we adopted the provisions of SFAS No. 123
(Revised 2004), “ Share-Based Payment,” using the
modified prospective transition method of adoption.
See Note 3 for additional disclosure.

The following tableillustrates the pro forma effect
on income and earnings per share asif the
provisions of SFAS No. 123 (Revised 2004) had
been applied to all awardsin the first nine months of
2005. The cost related to stock-based employee
compensation included in the determination of net
income for 2005 was less than what would have
been required by SFAS No. 123 (Revised 2004) if it
had been adopted prior to Jan. 1, 2006. Following
the adoption of SFAS No. 123 (Revised 2004), we
began to expense nonvested ShareSuccess options
granted prior to 2003. These options were not
expensed in 2005.

Pro forma income from continuing operations Quarter ended Nine months ended
Sept. 30, Sept. 30, Sept. 30, Sept. 30,
(in millions, except per share amounts) 2006 2005 2006 2005
Income as reported $220 $195 $650 $703
Add: Stock-based employee compensation expense, using the modified
prospective method, included in reported net income, net of tax @ 10 7 41 ® 25
Deduct: Total stock- based employee compensation expense, using the
retroactive method, determined under fair value based method for all
awards, net of tax © (10) (9) (41)® (34)
Pro formaincome $220 $193 $650 $694
Earnings per share:
Basic - as reported $ .54 $.47 $1.59 $1.69
Basic - pro forma $ .54 $.47 $1.59 $1.67
Diluted - as reported $.53 $ .46 $1.57 $1.67
Diluted - pro forma $.53 $ .46 $1.57 $1.65

(a) Reported and pro forma results include compensation expense for restricted stock, net of tax, of $5 million, $3 million, $22 million and

$12 million.

(b) Includes $9 million, net of tax, for amounts payable to Mellon’s former chairman and chief executive officer, pursuant to his

employment contract.

Méellon Financial Corporation 7



NOTES TO FINANCIAL STATEMENTS (continued)

Pension and other postretirement benefits

SFAS No. 132 (revised 2003), “Employers
Disclosures about Pensions and other Postretirement
Benefits, an amendment of FASB Statements

No. 87, 88 and 106" requires interim period
disclosures of the components of net periodic
benefit cost.

Net periodic Quarter ended Nine months ended
benefit cost @ Sept. 30, 2006 June 30, 2006 Sept. 30, 2005 Sept. 30, 2006 Sept. 30, 2005
Other post- Other post- Other post- Other post- Other post-
Pension retirement Pension  retirement Pension  retirement Pension retirement Pension  retirement

(in millions) benefits benefits benefits benefits benefits benefits benefits benefits benefits benefits
Service cost $13 $- $13 $- $13 $1 $ 40 $1 $ 40 $1
Interest cost 22 1 22 1 21 1 67 3 64 3
Expected return

on plan assets (41 - (41 (40) - (124) (121)
Amortization of

transition asset - 1 - 1 1 - 1
Amortization of

prior service cost 1 - 1 1 - 3 - 3
Recognized net

actuarial loss 13 - 13 10 - 39 - 33
(Gain) losson

divesture ® 1 - - 2 2
Net periodic

benefit cost $ 8 $2 $ 8 $2 $5 $3 $ 25 $5 $ 21 $3

(a) Pension benefits expense includes discontinued operations expense of less than $1 million for the first nine months of 2006 and

$8 million for the first nine months of 2005.

(b) Relates to the sale of the HR consulting practices, benefits administration and business process outsour cing businesses.

Mellon expects to make cash contributions to its
funded defined benefit pension plans, principally
outside the U.S,, of approximately $4 million for the
remainder of 2006. Cash contributions totaled

$4 million in the third quarter of 2006 and

$12 million in the first nine months of 2006.

Statement of cash flows

Cash flows from discontinued operations are
separately identified within the operating, investing
and financing categories for al periods presented.

In prior periods, these amounts had been reported on
a combined basis as a single amount.

8 Meélon Financia Corporation

Note 2 -- Contingent and deferred
consideration related to acquisitions

Consideration for acquisitions of $15 million was
paid in cash during the third quarter of 2006
primarily related to the ClearTran acquisition.
ClearTran, which provides el ectronic and online bill
payment solutions, became part of Working Capital
Solutions in the Payment Solutions & Investor
Services (PS&1S) sector. Additional consideration
of $16 million for prior acquisitions was paid in the
third quarter of 2006, including $3 million in stock
for the Arden Group, Inc. acquisition and the last of
four annual deferred consideration cash payments of
$12.5 million for the Standish Mellon acquisition.
The net present value of the Standish obligation was
recorded as goodwill in the fourth quarter of 2002.



NOTES TO FINANCIAL STATEMENTS (continued)

We record contingent purchase payments when
amounts are determinable. Amounts generally
become determinable and payable when an
acquisition reaches a certain level of performance.
At Sept. 30, 2006, we are potentially obligated to
pay additional consideration which, using
reasonable assumptions for the performance of the
acquired companies and joint ventures, could range
from approximately $30 million to $55 million over
the next four years. None of the potential
contingent additional consideration was recorded as
goodwill at Sept. 30, 2006.

Mellon owns 70% of Mellon Financial Services
Asset Management S.A., aBrazilian institutional
asset management and asset servicing company.
The minority interest owners have attempted to
exercise certain put rights, which obligate our
subsidiary to purchase the remaining 30% of the
company. The purchase price, as defined, is based
on the levels of assets under management and
administration, among other things. The minority
interest owners and Mellon disagree on the
computation of the purchase price. Thisdisputeis
in binding arbitration. We offered $6 million for the
remaining 30% of the company and the minority
interest owners made an initial request of

$58 million, based upon exchange rates at Sept. 30,
2006.

Note 3 -- Adoption of new accounting
standard - share-based payment

On Jan. 1, 2006, we adopted the provisions of SFAS
No. 123 (Revised 2004), “ Share-Based Payment,”
which requires an entity to recognize in the income
statement the grant-date fair value of stock options
over their vesting period. Mellon had previously
adopted the fair value recognition provisions of
SFAS No. 123, on a prospective basis, for all awards
granted, modified or settled after Jan. 1, 2003. We
elected to use the modified prospective transition
method as permitted by SFAS 123 (Revised 2004)
and therefore have not restated our financial results
for prior periods. Under this method, stock-based
compensation expense for the three and nine months
ended Sept. 30, 2006 includes compensation
expense for all stock-based compensation awards
granted prior to, but not yet vested as of, Jan. 1,
2006. As such, we began expensing our nonvested

ShareSuccess options that were awarded prior to
2003. Thetotal impact of expensing the
ShareSuccess options was $1 million in the third
quarter of 2006 and $3 million for the first nine
months of 2006. In addition, as discussed further on
page 14, we recorded no expense in the third quarter
of 2006 and $2 million for the first nine months of
2006 for restricted stock awards to retirement-
eligible employees, bringing the total impact of
adoption of SFAS No. 123 (Revised 2004) to

$1 million in the third quarter of 2006 and

$5 million in the first nine months of 2006.

Prior to Jan. 1, 2006, we recognized forfeitures on
stock options and restricted stock as they occurred.
SFAS No. 123 (Revised 2004) requires a company
to estimate the number of awards for whichitis
probable that the requisite service will be rendered
and record that expense over the vesting period.
The adjustment required at Jan. 1, 2006 to estimate
forfeitures on previously recognized compensation
expense for unvested stock options and restricted
stock was minimal.

In November 2005, the Financial Accounting
Standards Board (“FASB”) issued FASB Staff
Position No. FAS 123 (R)-3, “Transition Election
Related to Accounting for Tax Effects of Share-
Based Payment Awards.” Mellon has elected to
adopt the alternative transition method provided in
the FASB Staff Position for calculating the tax
effects of stock-based compensation pursuant to
SFAS 123 (Revised 2004). The alternative
transition method includes simplified methods to
establish the beginning balance of the additional
paid-in capital pool related to the tax effects of
employee stock-based compensation awards that are
outstanding upon the adoption of SFAS 123
(Revised 2004).

Méellon Financial Corporation 9



NOTES TO FINANCIAL STATEMENTS (continued)

Stock option expense

Stock option expense @

Quarter ended Nine months ended

Sept. 30, Sept. 30, Sept.30, Sept. 30,

(in millions) 2006 2005 2006 ® 2005
Stock option
expenses @

Pre-tax $8 $7 $28 $19

After-tax $5 $4 $19 $13

(a) Determined using the Black-Scholes option pricing
model.

(b) Includes $3 million for our former chairman and chief
executive officer, pursuant to his employment contract,
recorded in the first quarter of 2006.

We recognize compensation expense for stock
option awards on a straight-line basis over the
reguisite service period.

The Black-Scholes option pricing model requires the
use of subjective assumptions, which can materially
affect fair value estimates. The fair value of each
option was estimated on the date of the grant using
assumptions applicable as of that date. The average
value of the assumptions used, weighted by the
number of options granted on each date, are shown
in the following table:

Sept. 30, June 30, Sept. 30,
2006 2006 2005
Expected dividend
yields 2.3% 2.3% 2.6%
Risk-free interest
rates 4.8% 4.8% 4.0%
Expected volatility 26% 22% 21%
Expected lives of
options 5.6yrs. 5.5yrs. 4.0yrs.

Mellon uses a market-based implied volatility for
traded options on its stock for the corresponding
expected term of the option as the expected
volatility assumption input into the Black-Scholes
option pricing model. The risk-free interest rate
assumption is based upon the yield on the
measurement date of zero-coupon Treasury Strips
whose maturity period equals the option’ s expected
term. The dividend yield assumption is based on
Mellon’s history and expectation of dividend
payouts over the term of the option. The expected

10 Meéllon Financia Corporation

life computation was derived based on historical
exercise patterns.

Long-Term Profit Incentive Plan

Mellon’s Long-Term Profit Incentive Plan (2004)
provides for the issuance of stock options, stock
appreciation rights, performance units, deferred cash
incentive awards, shares of restricted stock, deferred
share awards and other stock-based awards to
employees of Mellon and its subsidiaries, as
approved by the Compensation and Management
Succession Committee (the “ Compensation
Committee”)of the Board of Directors. Stock
options may be granted at prices not less than the
fair market value of the common stock on the date
of grant. Options may be exercised during fixed
periods of time from one year to 10 years from the
date of grant. In the event of a change in control of
Mellon, as defined in the Plan, these options will
become immediately exercisable, unless otherwise
provided in the option agreement. During the third
quarter of 2006, options for 36,040 shares were
granted, and options for 1,229,450 shares were
exercised. Total outstanding grants as of

Sept. 30, 2006 were 26,677,102 shares. The
expense recorded for these options was $7 million
pre-tax in the third quarter of 2006 and $24 million
pre-tax in the first nine months of 2006. The
expense recorded in the first nine months of 2006
included $3 million for Mellon’s former chairman
and CEO, pursuant to his employment agreement.
At Sept. 30, 2006, shares available for grant under
the Long-Term Profit Incentive Plan (2004) were
17,294,959 (including 2,352,679 shares available to
be granted in restricted stock).

Restricted stock, performance shares and deferred
share awards have also been issued and are
outstanding under the Plan. These awards are
discussed in the “Mellon Incentive Compensation
Plan, Profit Bonus Plan, Performance Shares,
Restricted Stock Awards and Director Equity Plan”
section on pages 13 through 15 of this report.

Sock Option Plans for Outside Directors
Mellon had two stock option plans providing for the

granting of options to non-employee members of its
Boards of Directors. The Stock Option Plan for



NOTES TO FINANCIAL STATEMENTS (continued)

Outside Directors (2001) provided for grants of
stock options to the non-employee directors of
Mellon and members of our Advisory Board of
Directors. This plan was replaced by the Director
Equity Plan (2006) in April 2006, and is discussed
on pages 14 and 15. The Stock Option Plan for
Affiliate Boards of Directors (1999) provides for
grants of stock options to the non-employee
members of those boards who are not aso members
of Mellon’s Board of Directors. No grants can be
made to employees of Mellon under these plans.
The timing, amounts, recipients and other terms of
the option grants are determined by the terms of the
directors option plans and no person or committee
has discretion over these grants. The exercise price
of the optionsis equal to the fair market value of the
common stock on the grant date. All options have a
term of 10 years from the regular date of grant and
become exercisable one year from the regular grant
date. Directors elected during the service year are
granted options on a pro-rata basis to those granted
to the directors at the start of the serviceyear. Inthe
event of a changein control of Mellon, asdefined in
the directors’ stock option plans, all outstanding
options granted under the directors’ stock option
plans will become immediately exercisable.

Options are a so currently outstanding under the
Stock Option Plan for the Mellon Financial Group

West Coast Board of Directors (1998). This plan
was terminated in 2003.

Total outstanding grants under the directors' stock
option plans as of Sept. 30, 2006 were 597,322
shares. During the third quarter of 2006, there were
no options granted under these plans and options for
13,812 shares were exercised. The expense
recorded in the third quarter of 2006 for these
options was less than $1 million pre-tax. At

Sept. 30, 2006, shares available for grant under the
Stock Option Plan for Outside Directors (2001)
were 376,420, but no further grants will be made
under this Plan.

Summary

The following tables summarize stock option
activity for the first nine months of 2006 for the
Long-Term Profit Incentive Plan and the stock
option plans for outside directors and the
characteristics of outstanding stock options at
Sept. 30, 2006. The tables below and on the
following page exclude options issued under
Mellon’'s ShareSuccess Plan which is described on
pages 12 and 13. Regquirements for stock option
shares can be met from either unissued or treasury
shares. All sharesissued in thethird quarter of 2006
were from treasury shares.

Stock option activity

Weighted-average

Shares remaining Aggregate
subject Weighted-average contractual term intrinsic value (b)
to option exercise price (inyears) (in millions)
Balance at Dec. 31, 2005 30,497,194 $31.87
Granted 1,183,349 34.96
Exercised (1,184,106) 22.72
Forfeited/Expired (351,666) 34.30
Balance at March 31, 2006 30,144,771 $32.33
Granted 233,215 37.31
Exercised (1,074,866) 23.16
Forfeited/Expired (476,316) 35.53
Balance at June 30, 2006 28,826,804 $32.66
Granted 36,040 36.33
Exer cised (1,243,262) 27.64
Forfeited/Expired (345,158) 35.17
Balance at Sept. 30, 2006 27,274,424 $32.86 6.1 $176
Vested and expected to vest at Sept. 30, 2006 @ 26,891,300 $32.86 6.1 $174
Exercisable at Sept. 30, 2006 18,862,141 $33.14 5.1 $119

(a) The number of options expected to vest is based on unvested options outstanding at Sept. 30, 2006 adjusted for estimated

forfeitures.

(b) Amounts in this column represent options with a positive intrinsic value at Sept. 30, 2006, otherwise known as in-the-money

options.

Méellon Financial Corporation 11
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The aggregate intrinsic value of stock optionsin the
preceding table is the pre-tax value that employees
could realize if the options were exercised and the
employees received the difference between the
options’ exercise prices and the $39.10 closing per
share market price of Mellon’s common stock at
Sept. 30, 2006. Thetotal intrinsic value of options
exercised was $12 million for the third quarter of
2006 and $42 million for the first nine months of
2006.

As of Sept. 30, 2006, $34 million of total
unrecognized compensation cost related to stock
options is expected to be recognized over a weighted
average period of 1.5 years.

The weighted-average fair value of options granted
in the third quarter of 2006 was $9.34 per share and
will be expensed on a straight-line basis over the
requisite service period.

Stock options outstanding at Outstanding Exercisable
Sept. 30, 2006 Average
remaining Average Average
life exercise exercise
Exercise price range Shares (in years) price Shares price
$19.03 - $25.60 3,622,806 5.0 $24.30 3,622,806 $24.30
$26.66 - $29.66 2,170,308 7.3 28.31 1,560,334 28.19
$29.95 - $30.57 3,751,031 7.2 30.57 2,411,111 30.57
$30.59 - $30.65 3,533,608 8.2 30.65 1,102,399 30.65
$30.68 - $34.37 3,469,101 85 33.57 627,603 32.98
$34.41 - $35.25 3,446,535 4.1 34.94 2,678,833 34.91
$35.44 - $38.50 3,666,697 51 38.08 3,296,102 38.23
$38.53 - $50.88 3,614,338 4.2 40.76 3,562,953 40.79
27,274,424 6.1 $32.86 18,862,141 $33.14

Broad-Based Employee Stock Options

In June 1999, Mellon adopted its ShareSuccess Plan,
a broad-based employee stock option plan covering
full- and part-time benefited employees who are not
participants in the Long-Term Profit Incentive Plan
discussed previously. Effective June 15, 1999, each
full-time employee was granted an option to
purchase 150 shares and each benefited part-time
employee was granted an option to purchase

75 shares of Mellon’s common stock. Additional
grants, of the same number of shares, were made
June 15, 2000, June 15, 2001 and June 14, 2002. (In
addition, effective June 15, 2001, each non-
benefited part-time employee was granted

75 options). The exercise price was equal to the
stock price on the grant date. The options become
exercisable after seven years, or at any time after
one year from the grant date if Mellon’s common
stock closing market price equals or exceeds a
predetermined price for 10 consecutive trading days.
In the event of a change in control of Mellon, as
defined in the plan, these options become
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immediately exercisable, subject to certain
conditions. All outstanding options expire 10 years
after the grant date. On Nov. 10, 2000, the options
granted on June 15, 1999, vested when our common
stock closing market price met or exceeded $45 per
share for 10 consecutive trading days. The options
granted in 2000, 2001 and 2002 have not yet vested
and will vest when Mellon’s common stock closing
market price meets or exceeds $50, $60 and $45 per
share, respectively, for 10 consecutive trading days.
Upon adoption of SFAS 123 (Revised 2004) on
Jan. 1, 2006, we began to recognize expense for the
unvested portion of these options. An expense of
$1 million pre-tax was recorded in the third quarter
of 2006 and $3 million pre-tax was recorded in the
first nine months of 2006. The following table
presents the activity in the ShareSuccess Plan during
the first nine months of 2006. All sharesissued
were from treasury shares. At Sept. 30, 2006, shares
available for grant were 4,813,730. We do not
anticipate additional annual broad-based grants
under the ShareSuccess Plan.
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Broad-based options

Weighted-average

Shares remaining Aggregate
subject  Weighted-average contractual term  intrinsic value ®
to option exercise price (inyears) (in millions)
Balance at Dec. 31, 2005 4,577,065 $37.48
Granted - -
Exercised (3,375) 33.63
Forfeited (168,015) 37.70
Balance at March 31, 2006 4,405,675 $37.47
Granted - -
Exercised (8,625) 33.57
Forfeited (114,710) 37.76
Balance at June 30, 2006 4,282,340 $37.47
Granted - -
Exer cised (9,900) 33.65
Forfeited (108,600) 37.73
Balance at Sept. 30, 2006 4,163,840 $37.47 45 $13
Vested and expected to vest at Sept. 30, 2006 @ 3,691,883 $37.39 4.4 $11
Exercisable at Sept. 30, 2006 663,740 $33.67 2.7 $4

(a) The number of options expected to vest is based on unvested options outstanding at Sept. 30, 2006 adjusted for estimated

forfeitures.

(b) Amounts in this column represent options with a positive intrinsic value at Sept. 30, 2006, otherwise known as in-the-money

options.

The aggregate intrinsic value of stock optionsin the
preceding table is the pre-tax value that employees
could realize if the options were exercised and the
employees received the difference between the
options’ exercise prices and the $39.10 closing
market price of Mellon’s common stock at Sept. 30,
2006. Thetotal intrinsic value of options exercised
was less than $1 million for the three and nine
months ended Sept. 30, 2006. As of Sept. 30, 2006,
$7 million of total unrecognized compensation cost
related to ShareSuccess stock optionsis expected to
be recognized over aweighted-average period of
1.5 years.

Mellon Incentive Compensation Plan, Profit Bonus
Plan, Performance Shares, Restricted Stock Awards
and Director Equity Plan

Performance-based awards are made to key
employees at the discretion of the Compensation
Committee of the Board of Directors. The granting
of these awards is based upon the performance of
the key employees and on Mellon’s overall
performance (or particular business line
performance) in achieving its objectives. At the
Committee’ s election, awards may be paid in alump

sum or may be deferred and paid over a period of up
to 15 years and can be in the form of cash, common
stock, restricted stock or deferred share awards
equivalent to restricted stock. Employees are
generally prevented from selling or transferring
restricted stock or deferred share awards for athree-
year period, and generally the shares or units are
forfeited if employment isterminated during that
period. However, restrictions on some restricted
shares will lapse upon the applicable employee’s
retirement at age 55 or older with at least five years
of employment. No restricted stock was awarded in
connection with the Profit Bonus Plan in the third

guarter of 2006.

During the first nine months of 2006, Total
Shareholder Return Performance (TSR) shares were
granted to senior officers under Mellon’s Long-
Term Profit Incentive Plan (2004). Under the terms
of the TSR Performance share awards, a target
award comprised of restricted sharesis granted to an
employee at the beginning of the three-year
performance period. Mellon’s actual TSR for the
performance period is compared to the results of its
peer group of 19 companies for the same period,
with Mellon’ srelative position in the group
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determined by percentile rank. The actual award
payout is determined by multiplying the target
award by the performance factor percentage
provided for Mellon’s percentile ranking. If the
actual award exceeds the target award, additional
shares are then issued within 45 days of the end of
the performance period. Employees who retire and
are at least age 55 with five years of servicereceive
apro-rata award based upon the actual number of
months worked during the performance period
payable at the end of the period when other
participants are paid. In the event of achangein
control of Mellon, as defined by the plan, the
participants would be eligible for a pro-rata vesting
based on the number of months worked in the
performance period. The value of the TSR
Performance shares was determined using a Monte
Carlo simulation model. The Monte Carlo valueis
expensed on a straight-line basis over the three-year
performance period. The amount of compensation
expense recognized related to TSR Performance
share awards was $1 million in the third quarter of
2006.

In addition to the TSR Performance shares,
restricted stock was granted to senior officers and
other key employees under Mellon’s Long-Term
Profit Incentive Plan (2004). The vesting of these
sharesis primarily related to service and is expected
to occur over a one-to-seven year period. Inthe
event of achange in control of Mellon, asdefined in
the plan, the restrictions on sale or transfer will
immediately terminate. Employees are generally
prevented from selling or transferring restricted
stock or deferred share awards for athree-year
period, and generally the shares or units are
forfeited if employment isterminated during that
period. However, the restrictions on some restricted
shares will lapse upon the applicable employee's
retirement at age 55 or older with at least five years
of employment. In accordance with the provisions
of SFAS No. 123 (Revised 2004), we recorded no
expense in the third quarter of 2006 and $2 million
in the first nine months of 2006 related to employees
that met the age and service requirements on the
date of grant that are necessary to immediately vest
in their stock upon retirement.

Thetotal compensation expense recognized for
restricted shares, including the TSR Performance
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shares, was $7 million in the third quarter of 2006
and $32 million in the first nine months of 2006,
which includes $11 million for Mellon’s former
chairman and chief executive officer, pursuant to his
employment agreement.

The following table summarizes our nonvested
restricted stock activity for the first nine months of
2006:

Nonvested restricted stock activity Weighted-
Number average
of shares fair value

Nonvested restricted
stock at Dec. 31, 2005 4,108,455 $29.88
Granted 879,515 34.95
Vested (547,479) 23.70
Forfeited (11,507) 30.68

Nonvested restricted
stock at March 31, 2006 4,428,984 $31.65
Granted 80,852 37.36
Vested (74,880) 30.63
Forfeited (65,922) 31.67

Nonvested restricted
stock at June 30, 2006 4,369,034 $31.77
Granted 30,764 35.67
Vested (315,126) 30.43
Forfeited (7,276) 32.11

Nonvested restricted

stock at Sept. 30, 2006 4,077,396 $31.91

Asof Sept. 30, 2006, $57 million of total
unrecognized compensation costs related to
nonvested restricted stock is expected to be
recognized over a weighted-average period of
approximately 3 years.

In April 2006, the Director Equity Plan (2006) was
approved by the shareholders and replaced the Stock
Option Plan for Outside Directors (2001). In
contrast to the Stock Option Plan for Outside
Directors (2001), which was limited to stock
options, the new Plan offers a variety of types of
awards which may be used by the Board to provide
equity compensation to outside directors. During
the second quarter, 27,240 Deferred Share Units,
with afair market value of $37.43 per unit, were
granted to outside directors under the Director
Equity Plan (2006). Each Deferred Share Unit
entitles the participant to receive a share of Mellon’s
common stock. The Deferred Share Units vest on
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the date of Mellon’s next annual meeting and are
payable 30 days following the date the participant’s
service on the Board terminates. There were no
Deferred Share Units granted during the third
quarter. Asof Sept. 30, 2006, thereislessthan

$1 million of total unrecognized compensation costs
related to nonvested Deferred Share Unitswhichis
expected to be recognized over aweighted-average
period of 7 months. At Sept. 30, 2006, shares
available for grant were 822,760.

For additional information regarding Mellon’s
stock-based compensation plans, see pages 94
through 97 of our 2005 Financial Annual Report.

Note 4 -- Discontinued operations

In August 2006, we announced a definitive
agreement to sell our insurance premium financing
company, AFCO Credit Corporation, and its
Canadian affiliate, CAFO, Inc., to Branch Banking
and Trust Company. It was determined that this
business no longer fits our strategy of focusing on
growth opportunities in asset management and
securities servicing globally. The saleis expected to
closein thefirst quarter of 2007 and is expected to
result in an immaterial gain.

In the third quarter of 2006, we applied discontinued
operations accounting for this business.
Accordingly, the income statements for all periods
have been restated. The restatements primarily
resulted in a reduction to previously reported levels
of net interest revenue and the net interest margin; a
slight reduction in financing-rel ated fee revenue; a
reduction in operating expenses; and a slight change
in continuing earnings per share for certain periods.

Discontinued operations - summary @

Quarter ended Nine months ended
Sept. 30, Sept. 30, Sept. 30, Sept. 30,
(in millions) 2006 2005 2006 2005
AFCOICAFO:
Operations
prior to sale $1 $1 $2 $ 1
HR businesses:
Gain (loss) ® 1 (3) 4 (31)
Operations
prior to sale - - - (98)
Australian
businesses:
Loss® - (1) - (3)
Operations
prior to sale - - - 2
Other divestitures:
Gain ® - 2 5 4
Gain (loss) from
discontinued
operations, net
of tax $2 © $(1) $11 ©  $(129)

(a) Revenue from discontinued operations totaled $9 million in
the third quarter of 2006, $13 million in the third quarter of
2005, $39 million in the first nine months of 2006 and
$308 million in the first nine months of 2005.

(b) Gain (loss) as used in the table above reflect gains (losses)
on the date of sale and thereafter. Gains (losses) incurred
prior to date of sale are reflected in income (loss) from
operations.

(c) Pre-tax income from discontinued operationsin the third
quarter of 2006 was $3 million and in the first nine months
of 2006 was $10 million.

In the third quarter of 2006, a $1 million after-tax
net gain on disposals was recorded resulting from
residual activity of prior-periods divestitures.

In accordance with Generally Accepted Accounting
Principles (GAAP), the results of the businesses
discussed above are reflected as discontinued
operations in all income statements presented.
Because the lines of businessincluded in
discontinued operations were discrete lines of
business serving classes of customers no longer
served by Mellon’s continuing lines of business, the
disposition of these businesses has no material
impact on continuing operations going forward.

All information in these Financial Statements and

Notes reflects continuing operations, unless
otherwise noted.
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Discontinued oper ations assets and liabilities @

Sept. 30,

(in millions) 2006
Loans $853
Reserve for loan losses 3
Net loans 850
Securities available for sale 10
Premises and equipment 7
Goodwill 34
Other assets 6
Total assets $907
Other liabilities $ 31
Total liabilities $ 31

(a) Méellon’s prior period balance sheet, in accordance
with GAAP, is not restated for discontinued
operations.

Note 5 -- Securities

Securities Sept. 30, 2006 Dec. 31, 2005
Amortized Gross unrealized Fair Amortized Gross unrealized Fair
(in millions) cost Gains L osses value cost Gains Losses value
Securities available for sale:
U.S. Treasury $ 360 $ - $ - $ 360 $ 378 $ - $ - $ 378
Other U.S. agency 2,607 - 22 2,585 3,015 - 33 2,982
Obligations of states and
political subdivisions 731 18 1 748 831 21 1 851
Mortgage-backed securities:
Federal agencies 8,473 8 125 8,356 7,135 8 115 7,028
Other 6,227 16 26 6,217 5,823 7 39 5,791
Tota mortgage-backed
securities 14,700 24 151 14,573 12,958 15 154 12,819
Other 208 - 5 203 216 - 1 215
Total securities available
for sale $18,606 $42 $179  $18,469 $17,398 $36 $189  $17,245
Investment securities
(held to maturity):
Mortgage-backed securities:
Federal agencies $ 96 $2 $ - $ 98 $ 116 $3 $ - $ 119
Other 1 - - 1 1 - - 1
Total mortgage-backed securities 97 2 - 99 117 3 - 120
Stock of Federal Reserve Bank 50 - - 50 50 - - 50
Total investment securities $ 147 $2 $ - $ 149 $ 167 $3 $ - $ 170

Note: Therewere $3 million of gross realized gains and less than $1 million of gross realized losses on sales of securities available for
salein the third quarter of 2006. At Sept. 30, 2006 and Dec. 31, 2005, securitiesissued by the U.S. government and its agenciesand U.S.
government sponsored agencies exceeded 10% of shareholders’ equity. At Sept. 30, 2006 and Dec. 31, 2005, there were no other issuers

that exceeded 10% of shareholders’ equity.

The unrealized loss of $179 million at Sept. 30,
2006 isrelated to the movement in interest rates.
Nearly al of the securities with unrealized losses are
AAA-rated or carry government agency guarantees.
Approximately 80% of the unrealized losses on
these 982 investments have been in a continuous
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unrealized loss position for more than 12 months.
Management believes the collection of the
contractual principal and interest is probable and
therefore all unrealized |osses are considered to be
temporary.
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Note 6 -- Goodwill and intangible assets
Goodwill

The following table shows the changes to goodwill, by business sector, for the first nine months of 2006.

Goodwill Private
Mellon Asset Weslth Asset

(in millions) Management Management Servicing PS&IS Other Totd

Balance at Dec. 31, 2005 $1,090 $372 $331 $185 $188 $2,166

Goodwill from acquisitions @ - 9 - 9 - 18

Transfers between sectors © - 154 - - (154) -

Other © 45 1 5 - - 51

Discontinued operations © - - - - (34) (34)
Balance at Sept. 30, 2006 $1,135 $536 $336 $194 $ - $2,201

(a) Resulting from: the acquisition of the Planned Giving Services Group of U.S Trust Corporation in the first quarter of 2006 in Private
Wealth Management; the additional payment for The Arden Group, Inc. in the third quarter of 2006 in Private Wealth Management;

and the acquisition of ClearTran in the third quarter of 2006 in PS&IS.

(b) During the first quarter of 2006, Mellon 1% Business Bank, N.A. was transferred to the Private Weal th Management sector from the

Other sector.

(c) Other changesin goodwill include the effect of foreign exchange rates on non-U.S. dollar denominated goodwill (offset in other

comprehensive results) and certain other reclassifications.

(d) Reflectsthe goodwill for the discontinued insurance premium financing business moved to assets of discontinued operations.

Acquired intangible assets

Acquired intangible assets Net Carrying Amount

Based upon the current level of intangible assets, the
estimated annual amortization expense for the years
2006 through 2011 is as follows:

Sept. 30, Dec. 31,
(S'Sb'_T‘;'C"['?”S) — 2006 2005 For the year Estimated amortization
ject to amortization: . A
Customer base $ 81 $ 88 ending Dec. 31 expense (in millions)
Technology based 23 27 2006 $28
Premium on deposits 3 5 2007 26
Other 2 2 2008 22
Total subject to amortization @ $109 $122 2009 18
Not subject to amortization: 2010 14
Investment management contractual
relationships 28 26 2011 12
Total acquired intangible assets $137 $148

(a) Includes the effect of foreign exchange rates on non-U.S.
dollar denominated intangible assets.

We amortize intangible assets over their estimated
useful lives. During the first nine months of 2006,
the net carrying amount of acquired intangible assets
decreased $11 million (amortization expense of

$21 million partially offset by acquisitions and
contingent payments of $10 million).

At Sept. 30, 2006, $1.484 billion of goodwill and
acquired intangible assetsis tax deductible and
$854 million is non-tax deductible.
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Note 7 -- Other assets

Other assets Sept. 30, Dec. 31, Sept. 30,
(in millions) 2006 2005 2005
Corporate/bank-owned life insurance $1,596 $1,715 $1,789
Prepaid pension assets 1,059 1,052 1,051
Accounts and interest receivable 892 937 899
Venture capital investments 505 582 579
Loans held for sale - 560 @ -
Receivables related to derivative instruments ® 489 494 733
Equity in joint ventures and other investments © 424 304 315
Other prepaid expenses 356 178 123
Other assets 293 237 244

Total other assets $5,614 $6,059 $5,733

(a) Loanswere sold or repaid in the first quarter of 2006.

(b) Reflects credit risk associated with derivative instruments used to manage interest rate risk and derivative instruments used for trading
activities, including foreign exchange instruments. Credit risk associated with these instruments results from mark-to-market gains
and interest receivables and is calcul ated after considering master netting agreements, which are generally applicable to derivative

instruments used for both trading activities and interest rate risk management purposes.

(c) Relatesto operating joint ventures and other investments including WestLB Mellon Asset Management (operations commenced during
the second quarter of 2006), CIBC Mellon Global Securities Services Company, ABN AMRO Mellon Global Securities ServicesB.V.,

Banco Brascan and CIBC Mellon Trust Company.

Note 8 -- Net interest revenue

Net interest revenue Quarter ended Nine months ended
Sept. 30, June 30, Sept. 30, Sept. 30, Sept. 30,
(in millions) 2006 2006 2005 2006 2005
Interest revenue
Interest and fees on loans (loan fees of $3, $3, $4,
$10 and $13) $104 $ 90 $94 $ 285 $271
Interest-bearing deposits with banks 35 23 17 74 61
Federal funds sold and securities under resale
agreements 16 5 3 26 13
Other money market investments 1 2 1 4 4
Trading account securities 2 3 1 6 4
Securities - taxable 227 212 157 633 416
Securities - nontaxable 9 8 10 27 28
Total interest revenue 394 343 283 1,055 797
Interest expense
Deposits in domestic offices 137 80 59 294 144
Depositsin foreign offices 57 54 40 155 110
Federal funds purchased and securities under
repurchase agreements 15 30 17 61 32
Other short-term borrowings 1 7 4 13 9
Notes and debentures 56 53 45 159 132
Junior subordinated debentures 22 18 16 57 47
Funding of discontinued operations (11 (9 (7) (28) (18)
Total interest expense 277 233 174 711 456
Net interest revenue $117 $110 $109 $ 344 $341
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Note 9 -- Business sectors

For details of business sectors, see the paragraphs
under “Business sectors’ on page 34, and the tables
and paragraphs on pages 35 and 36, aswell asthe
“Other” section on pages 44 and 45. Thetablesand
information in those paragraphs are incorporated by
reference into these Notes to Financial Statements.

Note 10 -- Accumulated unrealized gain
(loss), net of tax

Accumulated unrealized gain (l0ss), net of tax

Quarter ended
Sept. 30, Dec. 31, Sept. 30,

(in millions) 2006 2005 2005
Foreign currency

transl ation adjustment $62 $32 $43
Minimum pension liability (29) (29 a7
Unrealized |0ss on assets

available for sale (87) (97) (83
Accumulated unrealized

loss, net of tax $(44) $(84) $(57)

Note 11 -- Supplemental information to the
consolidated statement of cash flows

Supplemental information Nine months ended

Sept. 30,

(in millions) 2006 2005
Purchase acquisitions @:

Fair value of noncash assets

acquired, including goodwill and

other intangibles $ 43 $183

Common stock issued from Treasury 3 -

Liabilities assumed _ - _(33)

Net cash disbursed $ 40 $150

(a) For 2006, purchase acquisitions primarily relate to
ClearTran, the Planned Giving Services Group of U.S Trust
Corporation and Snger & Friedlanger, aswell asthe
additional consideration for certain mutual fund assets
acquired from Bear Stearns, City Capital, Inc., The Arden
Group, Inc. and Sandish Mellon. For 2005, purchase
acquisitions primarily relate to: Russell’s 50% interest in
the Russell Mellon joint venture and Derivative Portfolio
Management (DPM); additional consideration for Pareto
Partners, Evaluation Associates Capital Markets, HBV
Capital Management, Paragon Asset Management, Standish
Mellon and Safeco Trust Company; as well as additional
consideration for certain mutual funds acquired from Bear
Searns.

Note 12 -- Legal proceedings

A discussion of legal actions and proceedings
against Mellon and our subsidiaries and certain
former subsidiariesis presented in Part 11, Item 1, of
this Form 10-Q.
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Items 2. and 3. Management’s Discussion and Analysis of Financial Condition and
Results of Operations; Quantitative and Qualitative Disclosures About Market Risk.

Summary of financial results
Overview

Mellon Financial Corporation isaglobal financial
services company that strives to meet or exceed the
expectations of our clients, which include
corporations, institutions and high net worth
individuals primarily in the United States and
Europe. In thisreport, Mellon Financial
Corporation and its subsidiaries are also referred to
as“Mellon,” “the Corporation,” “we” or “our.”

Mellon’ s strategy is to focus on growth
opportunities in asset management and asset
servicing globally, resulting in an increasing
proportion of revenue and pre-tax profitability
generated by these businesses. Over time we expect
the margins of our business sectors to be
competitive with their peers. We will continue to
manage our capital effectively.

The demand for our products and servicesis driven
by market and demographic trends in the marketsin
which we compete. These trendsinclude: growth in
worldwide retirement and financial assets; growth
and concentration of wealth segments; growth in
assets managed by financial institutions (particularly
those in the U.S. and Europe); and the globalization
of the investment process. Many of our products
complement one another. We are able to leverage
sales, distribution and technology across our
businesses benefiting our clients and sharehol ders.
Since the revenue generated by our businessesis
principally fee-based, our businesses generally do
not require as much capital for growth as traditional
banking.

For a more complete description of economic and
market factors driving our businesses, see the last
three paragraphs on page 3 that carryover to page 4
of Mellon’s 2005 Financial Annual Report.

Revenue, returns and margins - continuing operations

Quarter ended Nine months ended
Sept. 30, June 30, Sept. 30, Sept. 30, Sept. 30,
2006 2006 2005 2006 2005
Total revenue (GAAP) $1,290 $1,285 $1,145 $3,828 $3,517
Non-GAAP adjusted @ $1,290 $1,285 $1,145 $3,828 $3,320
Pre-tax operating margin (FTE) (GAAP) 26% 26% 25% 25% 30%
Non-GAAP adjusted © 26% 26% 25% 26% 27%
Return on equity (GAAP) (annualized) © 20.2% 22.0% 18.8% 20.6% 22.8%
Return on assets (GAAP) (annualized) ® 2.15% 2.40% 2.08% 2.25% 2.60%

(a) Nine months ended amounts are detailed on the supplemental table on page 58.

(b) Return on equity on a net income basis was 20.4% for the third quarter of 2006, 22.3% for the second quarter of 2006, 18.7% for the
third quarter of 2005, 21.0% for the first nine months of 2006 and 18.6% for the first nine months of 2005. Return on assets on a net
income basis was 2.12% for the third quarter of 2006, 2.38% for the second quarter of 2006, 2.03% for the third quarter of 2005,
2.24% for the first nine months of 2006 and 2.07% for the first nine months of 2005. Return on assets was cal culated on a continuing
operations basis even though the balance sheet, in accordance with GAAP, is not restated for discontinued operations.
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Consolidated net income totaled $222 million, or
$.54 per share, in the third quarter of 2006. This
compared with $194 million, or $.47 per share, in
the third quarter of 2005. Third quarter 2006
income from continuing operations totaled

$220 million, or $.53 per share. This compared with
income from continuing operations of $195 million,
or $.46 per share, in the third quarter of 2005.

Throughout this Quarterly Report on Form 10-Q
certain nine month measures, which are noted,
exclude certain items. Seethe supplemental table
on page 58 for areconciliation of amounts
presented in accordance with GAAP to adjusted
non-GAAP amounts, which excludetheseitems.
We have made no adjustmentsto third quarter
2006 or third quarter 2005 Reported Amounts
for the purpose of our internal assessment of
quarterly financial performance.

How we reported results

All information in this Quarterly Report on

Form 10-Q is reported on a continuing operations
basis, unless otherwise noted. For a description of
discontinued operations, see Note 4 of Notes to
Financial Statements.

Mellon’sfinancial results, as well as our levels of
assets under management, custody and
administration, are impacted by the translation of
financial results denominated in foreign currencies
tothe U.S. Dallar. Mellon is primarily impacted by
activities denominated in the British Pound, and to a
lesser extent the Canadian Dollar and the Euro. If
the U.S. Dollar depreciates versus these currencies,
the translation impact is a higher level of fee
revenue, net interest revenue, operating expense and
assets managed, under custody and administered. If
the U.S. Dollar appreciates, the translated levels of
fee revenue, net interest revenue, operating expense
and assets managed, under custody and administered
will belower. In thisreport the translation impact
of foreign currencies is referred to as “the effect of
foreign exchange rates.”

Foreign currency exchangeratesfor one U.S. Dollar

Sept. 30, Dec. 31, Sept. 30,
2006 2005 2005
Spot rate:

British Pound 0.5345 0.5811 0.5656
Canadian Dollar 1.1183 1.1649 1.1602
Euro 0.7886 0.8478 0.8296

Quarterly average rate:
British Pound 0.5335 0.5718 0.5602
Canadian Dollar 1.1209 1.1736 1.2035
Euro 0.7844 0.8408 0.8196

Certain amounts are presented on afully taxable
equivalent (FTE) basis. We believe that this
presentation provides comparability of amounts
arising from both taxable and tax-exempt sources
and is consistent with industry practice. The
adjustment to an FTE basis has no impact on net
income. Throughout thisreport, al calculations are
based on unrounded numbers.

Revenue overview
For an overview of Mellon’s sources of revenue and
the business sectors that generate the various types

of revenue, see pages 7 and 8 of Mellon’s 2005
Financial Annual Report.
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Noninterest revenue

Noninterest revenue 3Q06 YTDO06
VS Y ear-to-date VS
(dollar amounts in millions, unless otherwise noted) 3Q06 3Q05 3Q05 2006 2005 YTDO05
Investment management $ 518 $ 438 18%  $1,473 $1,257 17%
Performance fees 56 41 36 162 94 72
Total investment management 574 479 20 1,635 1,351 21
Distribution and service 107 82 31 313 227 38
Institutional trust and custody 233 197 18 701 564 24
Payment solutions & investor services 119 122 (©)] 364 398 8
Foreign exchange trading 52 52 1 179 156 14
Financing-rel ated/equity investment 34 49 (32 131 341 N/M
Other @ 51 54 (5) 158 138 14
Total fee and other revenue 1,170 1,035 13 3,481 3,175 10%®
Gains on sales of securities 3 1 N/M 3 1 N/M
Total noninterest revenue (non-FTE) $1,173 $1,036 13%  $3,484 $3,176 10%
Total noninterest revenue (FTE) $1,182 $1,044 13%  $3,511 $3,207 9%
Fee and other revenue as a percentage of total revenue (FTE) 91% 90% 91% 90% ©

Market value of assets under management at period-end

(in billions) $ 918 $ 766 20%
Market value of assets under custody or administration at
period-end (in billions) $4,380  $3,777 16%

(@) Includes expense reimbursements from joint ventures of $24 million, $19 million, $69 million and $60 million.
(b) Excluding the gain on the sale of our investment in Shinsel Bank recorded in the first quarter of 2005, total fee and other revenue

increased 17%.

(c) Excluding the gain on the sale of our investment in Shinsel Bank recorded in the first quarter of 2005, fee and other revenue as a

percentage of total revenue (FTE) would have totaled 89%.

Note: For analytical purposes, the term*“ fee and other revenue,” as utilized throughout this Quarterly Report on Form 10-Q, is defined
astotal noninterest revenue (including equity investment revenue) less gains on sales of securities.

N/M - Not meaningful.

Fee and other revenue

Total fee and other revenue increased $135 million,
or 13%, compared with the third quarter of 2005,
primarily as aresult of increases in investment
management fees, institutional trust and custody
fees and distribution and service revenue. The
impact of acquisitions accounted for $18 million of
the increase. Excluding the impact of acquisitions,
total fee and other revenue increased 12%. Total fee
and other revenue represented 91% of total revenue
in the third quarter of 2006.

Investment management fee revenue
Investment management fee revenue, our largest

source of fee revenue, is dependent on the overall
level and mix of assets under management and the
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management fees, expressed in basis points (one-
hundredth of one percent) charged for managing
those assets. The S& P 500 and FTSE indexes are
important drivers of investment management fees,
particularly fees for equity assets under
management. Mellon estimates that a sustained (one
year) 100 point change in the S& P 500 Index, and

an equivalent movement in the FTSE, when applied
to our mix of assets under management, would result
in a change of approximately $50 million to

$60 million annually in investment management
fees, excluding performance fees. Note that thereis
an increase/decrease in incentive expense with a
related change in investment management fees.
Also, see pages 9 and 10 of Mellon’s 2005 Financial
Annual Report for afurther discussion of the factors
that drive the levels of investment management fee
revenue.
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Market indexes S& P 500 FTSE Change in market indexes 3Q06 vs. 3Q05
Period- Daily Period- Daily S& P 500:
end average end  average Period-end 9%
Sept. 30, 2006 1336 1288 5961 5869 Daily average 5%
June 30, 2006 1270 1281 5833 5843 FTSE:
March 31, 2006 1295 1284 5965 5823 Period-end 9%
Dec. 31, 2005 1248 1231 5619 5431 Daily average 10%
Sept. 30, 2005 1229 1224 5478 5312
Investment management fee revenue - by business sector 3Q06 YTDO06
VS Y ear-to-date VS
(in millions) 3Q06 3Q05 3Q05 2006 2005 YTDO05
Mellon Asset Management:
Mutual funds $204 $200 2% $ 599 $ 566 6%
Ingtitutional clients 196 133 48 524 384 37
Performance fees (institutional clients) 56 41 36 162 94 72
Private clients _25 _ 2 13 75 63 19
Total 481 396 22 1,360 1,107 23
Private Wealth Management:
Private clients 93 83 12 275 243 13
Mutual funds - - - - 1 N/M
Total _ 93 _ 83 12 275 244 13
Total investment management fee revenue $574 $479 20% $1,635 $1,351 21%

N/M - Not meaningful.

Investment management feesin Mellon Asset
Management in the third quarter of 2006 increased
22% compared with the third quarter of 2005. The
increase primarily resulted from net asset inflows,
improved equity markets and higher performance
fees. Asshown inthetable on page 24, net inflows
totaled $63 billion for the twelve month period
ended Sept. 30, 2006. Performance feesincreased
$15 million, or 36%, and accounted for 17% of the
overall increase in investment management fees
driven by an increasing number of mandates with
performance fee opportunities from new and
existing clients, aswell as continued strong
investment performance. Of the $15 million
increase in performance fees, 91% were from new
mandates. Our institutional investment managers
have the opportunity to earn performance fees when
the investment performance of their products
exceeds various benchmarks and satisfies other
criteria. Excluding the impact of performance fees,
investment management fees in this sector increased
by 20%.

A large category of investment management fees are
fees from managed mutual funds generated in
Mellon Asset Management. These fees are based on

the daily average net assets of each fund and the
basis point management fee paid by that fund. As
shown in the tables below, managed mutual fund
revenue increased compared with the third quarter
of 2005 primarily as aresult of a higher level of
money market flows.

M anaged mutual fund fee revenue @

(in millions) 3Q06 3Q05 YTDO6 YTDO5
Equity funds $ A $ 93 $283 $265
Money market funds 63 58 180 161
Fixed income funds 29 30 87 91
Nonproprietary 18 19 49 50
Total managed
mutual fund
fee revenue $204 $200 $599 $567

(a) Net of mutual fund fees waived and fund expense
reimbursements of $14 million, $13 million, $42 million and
$38 million.

Average assets of proprietary mutual funds

(in billions) 3Q06 2Q06 3Q05
Equity funds $ 60 $ 60 $ 57
Money market funds 110 101 96
Fixed income funds 21 21 21
Total average
proprietary mutual
fund assets managed $191 $182 $174
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Basis points generated on average proprietary mutual funds

(annualized) 3Q06 3Q05
Equity funds 62 bp 65 bp
Money market funds 23 24
Fixed income funds 56 56

Total proprietary managed mutual funds 38 bp 41 bp

bp - basis points.

Investment management feesin Private Wealth
Management in the third quarter of 2006 increased
12% compared with the third quarter of 2005. The
increase reflects organic growth and new business,
improved equity markets and the acquisitions of
City Capital in Atlanta (December 2005) and the
Planned Giving Services Group of U.S. Trust
Corporation (March 2006).

Changesin market value of assets under management from
June 30, 2006 to Sept. 30, 2006 - by business sector

Méllon Private
Asset Wealth Asset
(in billions) Management Management  Servicing Total
Market value
of assets under
management at
June 30, 2006 $708 @ $54 $108  $870 @
Net inflows:
Long-term 6 - 6
Money market 19 - 19
Securities
lending - _- _7 _ 7
Total net
inflows 25 - 7 32
Net market
appreciation ® 15 1 - 16
Market value of
assets under
management at
Sept. 30, 2006 $748 @ $55 $115 © $918 @

(a) Includes assets managed at WestLB Mellon Asset Management,
a joint venture between Mellon and WestLB, of $47 billion at
June 30, 2006 and $46 billion at Sept. 30, 2006.

(b) Includes the effect of changes in foreign exchange rates.

(c) Feesassociated with these securities lending assets are
classified as institutional trust and custody revenue in the Asset
Servicing sector.
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Changesin market value of assets under management from
Sept. 30, 2005 to Sept. 30, 2006 - by business sector

Mellon Private
Asset Wealth Asset
(in billions) Management Management  Servicing Total
Market value
of assets under
management at
Sept. 30, 2005 $609 $51 $106 $766
Net inflows:
Long-term 33 2 - 35
Money market 30 - - 30
Securities
lending - _- _1 _ 1
Total net
inflows 63 2 1 66
Net market
appreciation ® 37 1 - 38
Acquisitions/
transfers 390 1 8 48 ®
Market value of
assets under
management at
Sept. 30, 2006 $748 ® $55 $115 © $918 @

(a) Includes the effect of changes in foreign exchange rates.

(b) Includes assets managed at WestLB Mellon Asset Management,
a joint venture between Mellon and WestLB, of $46 billion at
Sept. 30, 2006.

(c) Feesassociated with these securities lending assets are
classified asinstitutional trust and custody revenue in the Asset
Servicing sector.

At Sept. 30, 2006, the market value of Mellon’s
assets under management was $918 hillion, a

$152 hillion, or 20%, increase from Sept. 30, 2005
and a $48 hillion, or 6% (unannualized), increase
from June 30, 2006. The increase from Sept. 30,
2005 resulted from $66 billion of net inflows,
including long-term inflows of $35 billion and
money market inflows of $30 billion, $46 billion
related to the WestLB Mellon Asset Management
joint venture (April 2006) and net market
appreciation of $38 billion. The increase compared
with June 30, 2006 resulted from $19 billion of
institutional money market net inflows, $7 billion of
securities lending inflows, $6 billion of long-term
net inflows and $16 billion of net market
appreciation.

On Oct. 2, 2006, Mellon completed the acquisition
of Walter Scott & Partners Limited (Walter Scott),
an Edinburgh, Scotland based equity investment
firm specializing in global and international
strategies with $28 billion in assets under
management.



Items 2. and 3. Management’s Discussion and Analysis of Financial Condition and
Results of Operations; Quantitative and Qualitative Disclosures About Market Risk. (continued)

Market value of assets under management at period-end

Sept. 30, June 30, March 31, Dec. 31, Sept. 30,
(in billions) 2006 2006 2006 2005 2005
Institutional $607 @ $585 @ $527 $501 $490
Mutual funds:
Proprietary 204 183 176 179 175
Nonproprietary 40 36 38 37 37
Total mutual funds 244 219 214 216 212
Private client 67 66 67 64 64
Total market value of assets
under management $918 $870 $808 $781 $766

() Includes assets managed at WestLB Mellon Asset Management of $46 billion at Sept. 30, 2006 and $47 billion at June 30, 2006.
Mellon owns 50% of thisjoint venture which became operational during the second quarter of 2006.

Composition of assets under management Sept. 30, June 30, March 31, Dec. 31, Sept. 30,
at period-end 2006 2006 2006 2005 2005
Equity funds 35% 35% 37% 37% 37%
Money market funds 21 20 19 20 20
Fixed income funds 20 21 19 18 18
Securities lending cash collatera 14 13 15 15 16
Overlay and aternative investments 10 11 10 10 9
Tota 100% 100% 100% 100% 100%

Distribution and service fees

Distribution and service fees earned from mutual
funds are primarily based on average assetsin the
funds and the sales of funds managed or
administered by Mellon and are reported in Mellon
Asset Management. These fees, which include
12b-1 fees, fluctuate with the overall level of net
sales, the relative mix of sales between share classes
and the funds’ market values. The 31% increasein
distribution and service fee revenue in the third
quarter of 2006 compared with the third quarter of
2005 primarily reflects higher sales volumes and
higher market values of mutual funds at Mellon
Global Investments, our international distributor.
The impact of these fees on income is more than
offset by distribution and servicing expense paid to
other financial intermediariesto cover their costs for
distribution and servicing of mutual funds.
Distribution and servicing expense is recorded as
operating expense on the income statement.

Institutional trust and custody fee revenue
Institutional trust and custody fees depend on:

« thevolume of transactionsin our clients’
accounts, as well as the number of accounts;

» thetypesof ancillary services we provide,
such as performance analytics;

e thelevel of assets under custody or
administered; and

*  securities lending revenue.

Institutional trust and custody fees also include
professional and license fees for software products
offered by Eagle Investment Systems that are
dependent on discretionary spending decisions by
investment managers. Institutional trust and custody
fees are reported primarily in the Asset Servicing
sector. These feesincreased 18% in the third
quarter of 2006 compared with the third quarter of
2005 primarily as aresult of net new business and
conversions, a 66% increase in net earnings from the
ABN AMRO Mellon and CIBC Mellon joint
ventures and the acquisition of the remaining 50%
interest in Mellon Analytical Solutions (MAS) in
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September 2005. Excluding the impact of the MAS
acquisition, institutional trust and custody fees
increased 15%. Securities lending revenue,
included in institutional trust and custody revenue,
totaled $26 million in the third quarter of 2006, an
increase of $1 million, or 5%, compared with the
third quarter of 2005. Theincreasein securities
lending revenue reflects higher volumes, partially
offset by slightly lower spreads. The average level
of securities on loan totaled $132 billion in the third
quarter of 2006 compared with $120 billion in the
third quarter of 2005.

As shown in the following table, at Sept. 30, 2006,
assets under custody or administration totaled
$4.380 trillion, an increase of $603 billion, or 16%,
compared with Sept. 30, 2005 and $167 billion, or
4% (unannualized), compared with June 30, 2006.
The increase compared with Sept. 30, 2005
primarily resulted from net favorable market
conditions, a higher level of net custody conversions
and the effect of foreign exchange rates. Net new
custody conversions totaled approximately

$30 billion in the third quarter of 2006 and

$140 billion for the first nine months of 2006.

M arket value of assetsunder custody or administration at period-end

Sept. 30, June 30, March 31, Dec. 31, Sept. 30,

(dollar amounts in billions) 2006 2006 2006 2005 2005
Market value of assets under

custody or administration @® $4,380 $4,213 $4,125 $3,908 $3,777

S& P 500 Index at period-end 1336 1270 1295 1248 1229

(a) Includes the assets under custody or administration of CIBC Mellon Global Securities Services, a joint venture between Mellon and
the Canadian Imperial Bank of Commerce, of $737 billion, $695 billion, $682 billion, $667 billion and $655 billion. Also includesthe
assets of ABN AMRO Mellon Global Securities Services B.V., a joint venture between Mellon and ABN AMRO, of $696 hillion,
$640 billion, $586 billion, $522 billion and $491 billion.

(b) Excludes assets of $376 billion, $364 billion, $359 billion, $333 billion and $328 hillion that we manage and are also under custody

or administration. These assets are included only in assets under management.

Payment solutions & investor services fee revenue

Payment solutions & investor services fee revenue
consists of revenue from Working Capital Solutions
(formerly Global Cash Management), Mellon
Investor Services, and Mellon Financial Markets.
This revenue decreased 3% compared with the third
guarter of 2005, reflecting lower processing
volumes at Working Capital Solutions due primarily
to the partial loss of the U.S. Government passport
processing business, as well as higher compensating
balance creditsin lieu of fees (recorded in net
interest revenue), partially offset by higher ancillary
services revenue at Mellon Investor Services.

Foreign exchange trading revenue
Foreign exchange trading revenue, which is
included primarily in the Asset Servicing sector, was

unchanged in the third quarter of 2006 compared
with the third quarter of 2005.
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Financing-related revenue/equity investment
revenue

Financing-related revenue, which is primarily
included in the Other sector, includes: returns from
corporate-owned life insurance; gains or losses on
securitizations; letters of credit and acceptance fees;
loan commitment fees; and gains or losses on loan
sales and lease residuals. Financing-related revenue
in the third quarter of 2006 decreased $10 million,
or 29%, compared with the third quarter of 2005
primarily due to alack of lease residual gainsin the
third quarter of 2006. Equity investment revenue,
which is aso included in the Other sector, includes
realized and unrealized gains and losses on venture
capital and non-venture capital investments.
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See the table on page 46 of this report for details of
the venture capital equity investment revenue of

$10 million in the third quarter of 2006 and

$18 million in the third quarter of 2005. Mellon’s
accounting policies regarding the valuation process
for venture capital investments are regarded as
critical accounting policiesin that they involve
significant management valuation judgments. See
pages 55 and 56 of Mellon’s 2005 Financial Annual
Report for a description of the rating categories and
for afurther discussion of the factors used in the
valuation process of these investments. At Sept. 30,
2006, 66% of the direct investment portfolio was
risk-rated as “ superior” or “meets expectations,” the
two best risk-ratings, essentially unchanged from
June 30, 2006. Changing economic conditions and
equity markets, as well as business issues specific to
individual investments, could result in further
valuation changes in the future.

Revenue from non-venture capital investments
includes equity income from certain investments
accounted for under the equity method of
accounting and gains (losses) from other equity
investments. Total equity investment revenue for
the first nine months of 2005 included the

$197 million gain on the sale in the first quarter of
2005 of our remaining investment in Shinsei Bank.

Financing-related/equity investment revenue Quarter ended Nine months ended
Sept. 30, Sept. 30, Sept. 30, Sept. 30,
(in millions) 2006 2005 2006 2005
Financing-related revenue $22 $32 $ 77 $90
Total venture capital activity @ 10 18 44 46
Equity income and gains (losses) on the sale of other equity investments 2 () 10 205
Total financing related/equity investment revenue $34 $49 $131 $341

(a) Seetable on page 46 for further details.

Year-to-date 2006 compared with year-to-date 2005

Fee and other revenue for the first nine months of
2006 increased $306 million, or 10%, compared
with the first nine months of 2005. Excluding the
gain on the sale of the Shinsel investment in the first
guarter of 2005, fee and other revenue increased
$503 million, or 17%, primarily due to increasesin
investment management revenue, institutional trust
and custody fees and distribution and service
revenue. Acquisitions accounted for $65 million of
the increase.

Gains on the sales of securities

The $3 million gain in the third quarter of 2006
resulted from the sale of an equity investment in an
insurance company, held in the securities available
for sale portfalio.
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Supplemental information - joint ventures

Mellon accounts for itsinterestsin joint ventures
under the equity method of accounting, with its
share of the joint ventures earnings recorded
primarily asinstitutional trust and custody fee
revenue. In April 2006, the WestLB Mellon Asset
Management joint venture was consummeated.
Equity income from this joint venture, whichis
included in Mellon Asset Management, is recorded
as investment management revenue. The following
table presents the components of total joint venture
net income for informational purposes to show the
trend of growth of our 50% owned joint ventures
that are part of the Asset Servicing sector. In
accordance with GAAP, the financial statements of
the joint ventures are not consolidated into the
Corporation’sfinancial statements.

Asset Servicing joint ventur es condensed income statement @ Quarter ended Nine months ended
Sept. 30, Sept. 30, Sept. 30, Sept. 30,
(in millions) 2006 2005 2006 2005
Institutional trust and custody $ 83 $ 67 $249 $198
Foreign exchange trading 18 13 56 37
Net interest 39 22 103 61
Total revenue 140 102 408 296
Total expenses 85 68 246 204
Income before taxes 55 34 162 92
Provision for income taxes 19 12 56 34
Net income $ 36 $ 22 $106 $ 58
Pre-tax operating margin 39% 33% 40% 31%

Equity income - all joint ventures:

Mellon’s share of net income from Asset Servicing joint ventures $ 18 $11 $ 53 $ 30
Mellon's share of net incomein joint venturesin other business sectors ® 1 - 3 -
Total equity income for all joint ventures © $ 19 $ 11 $ 56 $ 30

(a) The 50% owned joint ventures - ABN AMRO Mellon Global Securities Services B.V., CIBC Mellon Global Securities Services

Company, and CIBC Mellon Trust Company.

(b) Primarily the 50% owned WestLB Mellon Asset Management joint venture.

(c) Using the equity method of accounting.
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Net interest revenue

Selected net interest revenue data 3Q06 YTDO06
VS, Y ear-to-date VS.
(dollar amountsin millions) 3Q06 3Q05 3Q05 2006 2005 YTDO05
Net interest revenue $117 $109 7% $344 $341 1%
Tax eguivalent adjustment 4 5 N/M 12 14 N/M
Net interest revenue on an FTE basis $121 $114 6% $356 $355 -%

Net interest margin

1.61%  1.76% @ (15)bp 1.71% @ 1.90% @ (19)bp

(a) Calculated on a continuing operations basis even though the balance sheet, in accordance with GAAP, is not restated for

discontinued operations.
N/M - Not meaningful.
bp - basis points.

Net interest revenue for all periods excludes the
results of our insurance premium financing business
(see Note 4 on pages 15 and 16).

Net interest revenue on afully taxable equivalent
(FTE) basisincreased $7 million, or 6%, compared
with the third quarter of 2005. The increase in net
interest revenue reflects a higher level of customer
activity in Payment Solutions & Investor Services
(PS&1S), particularly in our corporate cash
management business, including certain customer
activity that is only expected to remain through
October 2006. Theincrease also reflects a higher
level of average interest-earnings assets, partially
offset by alower net interest margin. The net
interest margin decreased 15 basis points due to
higher levels of money market investments and
securities and alower level of higher yielding loans,
aswell as alower proportion of noninterest-bearing
deposits to interest-earning assets.

Year-to-date 2006 compared with year-to-date 2005

Net interest revenue on an FTE basis increased
$1 million in the first nine months of 2006
compared with the first nine months of 2005
primarily reflecting a higher average level of
securities and a slightly higher proportion of
noninterest-bearing deposits to interest-earning
assets, primarily offset by a $12 million benefit in
the first nine months of 2005 associated with the
cumulative impact of aclient exercising its option to
extend the terms of aleveraged lease, including a
related lower FTE adjustment in 2006, and a

decrease in large corporate real estate loans and
leases.

See the following two pages for an analysis of the
changes in volumes and rates affecting net interest
revenue.

Net interest revenue in the fourth quarter of 2006 is
expected to be impacted by lower deposit volumes
in the PS& IS sector and by the interest cost of the
£200 million sterling denominated Tier | qualifying
trust-preferred securities issued in September 2006
which, in part, funded the acquisition of Walter
Scott.
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CONSOL IDATED BALANCE SHEET -- AVERAGE BALANCESAND INTEREST YIELDSRATES @

Quarter ended
Sept. 30, 2006 June 30, 2006 Sept. 30, 2005
Average Average Average Average Average Average
(dollar amountsin millions) balance  yieldsrates balance yields/rates balance yields/rates
Assets
Interest-earning assets:
Interest-bearing deposits with banks (primarily foreign) $ 3,650 3.77% $ 2,367 3.88% $ 2,210 2.99%
Federal funds sold and securities under resale agreements 1,177 5.40 455 5.05 386 3.79
Other money market investments 91 6.51 87 6.67 117 3.32
Trading account securities 456 2.32 439 219 309 221
Securities ®:
Fixed rate 5,319 4.37 5,444 4.41 5772 4.31
Adjustable rate 3,360 4.31 3,584 4.27 3,053 3.81
Floating rate 9,164 5.67 8,366 5.36 6,315 4.03
Obligations of states and political subdivisions 749 6.59 771 6.70 819 6.80
Other © 67 N/M 56 N/M 70 N/M
Total securities 18,659 5.10 18,221 4.94 16,029 4.25
Loans, net of unearned discount 5,852 6.97 5,872 6.51 6,619 5.60
Total interest-earning assets 29,885 5.28 27,441 5.15 25,670 4.45
Cash and due from banks 2,171 2,173 2,868
Premises and equipment 696 681 608
Other assets 8,089 8,320 8,055
Reserve for loan losses (55) (57) (84)
Assets of discontinued operations 885 806 862
Total assets ® $41,671 $39,364 $37,979
Liabilitiesand shareholders' equity
Interest-bearing liabilities:
Depositsin domestic offices:
Demand, money market and other savings accounts $ 9,284 4.06% $ 8,704 3.54% $ 8,994 2.33%
Savings certificates 467 4.30 418 3.92 335 3.05
Other time deposits 3,577 4.03 551 4.36 431 2.98
Depositsin foreign offices 6,589 344 6,049 3.59 6,395 2.52
Total interest-bearing deposits 19,917 3.86 15,722 3.60 16,155 2.44
Federal funds purchased and securities under
repurchase agreements 1,376 4.45 2,394 4.75 2,135 3.19
U.S. Treasury tax and loan demand notes and term
federal funds purchased 106 511 575 4.80 346 3.40
Commercial paper 16 5.44 - - 16 3.38
Other funds borrowed 25 5.09 17 457 49 2.93@
Notes and debentures (with original maturities over oneyear) 3,597 6.16 3,569 5.95 3,804 4.67
Junior subordinated debentures 1,072 7.78 1,015 7.13 1,033 6.25
Funding of discontinued operations © (855) N/M (774) N/M (827) N/M
Total interest-bearing liabilities 25,254 4.35 22,518 4.25 22,711 3.04
Total noninterest-bearing deposits 7,988 8,362 7,411
Other liabilities ® 3,086 3,327 2,840
Other liabilities of discontinued operations 885 806 862
Total liabilities 37,213 35,013 33,824
Shareholders equity ® 4,458 4,351 4,155
Total liabilities and shareholders  equity ® $41,671 $39,364 $37,979
Rates
Yield on total interest-earning assets 5.28% 5.15% 4.45%
Cost of funds supporting interest-earning assets 3.67 3.48 2.69
Net interest margin:
Taxable equivalent basis 1.61% 1.67% 1.76%
Without taxable equivalent increments 1.55 1.60 1.69

(a) Presented on a continuing operations basis even though the balance sheet, in accordance with GAAP, is not restated for discontinued operations.

(b) Amounts and yields exclude adjustments for fair value and the related deferred tax effect required by SFASNo. 115. Average shareholders’ equity
including this adjustment was $4.312 billion, $4.182 billion and $4.108 billion.

(c) Balancesinclude Federal Reserve Stock, preferred stock, loan securitizations and other investment securities. Yields are not meaningful asthe

interest income is primarily from off-balance-sheet loan securitizations.

(d) Rates paid for other funds borrowed in the third quarter of 2005 was impacted by the execution of a new lease on our headquarters building in

Pittsburgh in the fourth quarter of 2004.

(e) Ratesare not meaningful as the reduction in interest expense represents the cost of allocated funding of the assets of discontinued operations.
Note: Interest and average yields/rates were calculated on a taxable equivalent basis, at tax rates approximating 35%, using dollar amounts in thousands
and actual number of daysin the years, and are before the effect of reserve requirements. Loan fees, as well as nonaccrual loans and their related income

effect, have been included in the calculation of average yields/rates.
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CONSOL IDATED BALANCE SHEET -- AVERAGE BALANCESAND INTEREST YIELDSRATES @

Nine months ended

Sept. 30, 2006 Sept. 30, 2005
Average Average Average Average
(dollar amountsin millions) balance  yieldsrates balance yields/rates
Assets
Interest-earning assets:
Interest-bearing deposits with banks (primarily foreign) $ 2,629 3.76% $ 2,697 3.00%
Federal funds sold and securities under resale agreements 673 5.20 608 2.95
Other money market investments 93 6.00 113 3.32
Trading account securities 402 2.16 303 2.07
Securities ®:
Fixed rate 5,439 4.39 6,000 4.33
Adjustable rate 3,528 4.26 2,779 3.70
Floating rate 8,381 5.35 5131 3.61
Obligations of states and poalitical subdivisions 778 6.73 788 6.96
Other © 59 N/M 70 N/M
Total securities 18,185 4.94 14,768 4.14
Loans, net of unearned discount 5,901 6.55 6,565 5.51
Total interest-earning assets 27,883 5.14 25,054 4.32
Cash and due from banks 2,185 2,670
Premises and equipment 678 598
Other assets 8,060 7,946
Reserve for loan losses (58) (88)
Assets of discontinued operations 841 958
Total assets ® $39,589 $37,138
Liabilitiesand shareholders' equity
Interest-bearing liabilities:
Depositsin domestic offices:
Demand, money market and other savings accounts $ 8,946 3.58% $ 8,803 1.96%
Savings certificates 423 3.99 303 2.79
Other time deposits 1,561 4.07 465 247
Depositsin foreign offices 6,065 343 6,219 2.38
Total interest-bearing deposits 16,995 3.58 15,790 2.16
Federal funds purchased and securities under repurchase agreements 1,844 4.36 1,584 271
U.S. Treasury tax and loan demand notes and term federal funds purchased 367 4.66 320 2.89
Commercial paper 11 5.03 15 2.70
Other funds borrowed 24 4.35 90 238 @
Notes and debentures (with original maturities over one year) 3,592 591 4,175 4.23
Junior subordinated debentures 1,037 7.29 1,036 6.05
Funding of discontinued operations © (812) N/M (894) N/M
Total interest-bearing liabilities 23,058 4,15 22,116 2.76
Total noninterest-bearing deposits 8,207 7,173
Other liabilities ® 3,123 2,725
Other liabilities of discontinued operations 841 958
Total liabilities 35,229 32,972
Shareholders equity ® 4,360 4,166
Total liabilities and shareholders’ equity $39,589 $37,138
Rates
Yield on total interest-earning assets 5.14% 4.32%
Cost of funds supporting interest-earning assets 343 242
Net interest margin:
Taxable equivalent basis 1.71% 1.90%
Without taxable equivalent increments 1.65 1.82

(a) Presented on a continuing operations basis even though the balance sheet, in accordance with GAAP, is not restated for discontinued operations.
(b) Amounts and yields exclude adjustments for fair value and the related deferred tax effect required by FASNo. 115. Average shareholders’ equity

including this adjustment was $4.217 billion and $4.124 billion.

(c) Balancesinclude Federal Reserve Stock, preferred stock, loan securitizations and other investment securities. Yields are not meaningful asthe

interest income is primarily from off-balance-sheet loan securitizations.

(d) Rate paid for other funds borrowed in the first nine months of 2005 was impacted by the execution of a new lease on our headquarters building in

Pittsburgh in the fourth quarter of 2004.

(e) Ratesare not meaningful as the reduction in interest expense represents the cost of allocated funding of the assets of discontinued operations.
Note: Interest and average yields/rates were calculated on a taxable equivalent basis, at tax rates approximating 35%, using dollar amounts in thousands
and actual number of daysin the years, and are before the effect of reserve requirements. Loan fees, aswell as nonaccrual loans and their related income

effect, have been included in the calculation of average yields/rates.
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Operating expense

Operating expense 3Q06 YTDO06
VS. Y ear-to-date VS
(dollar amountsin millions) 3Q06 3Q05 3Q05 2006 2005 YTDO05
Staff:
Compensation $280 $255 10% $ 819 $ 748 10%
Incentive @ 162 126 28 481 348 38
Employee benefits 73 67 9 220 194 13
Total staff 515 448 15 1,520 ® 1,290 18
Non-staff:
Professional, legal and other purchased services 131 113 16 372 322 15
Distribution and servicing 122 100 23 363 271 34
Net occupancy 51 60 14 168 175 (4)
Equipment 42 44 (©)] 130 128 1
Business development 25 23 8 78 67 17
Communications 19 20 @ 65 63 4
Amortization of intangible assets 7 7 - 21 20 8
Other © 54 46 15 168 134 25
Tota non-staff 451 413 10 1,365 1,180 16
Total operating expense $966 $861 12%  $2,885 $2,470 17%
Tota staff expense as a percentage of total revenue (FTE) 40% 39% 39% 36%
Non-GAAP adjusted © 40% 39% 39% 38%
Employees at period-end 16,700 16,700

(a) Stock option expense totaled $8 million, $7 million, $28 million and $19 million, respectively. The first nine months of 2006 included
$3 million for Mellon’ s former chairman and chief executive officer, pursuant to his employment contract. See Notes 1 and 3 of Notes

to Financial Statementsfor a further discussion of the impact of recordin

g expense for stock options and restricted stock.

(b) The first nine months of 2006 includes a $19 million pre-tax charge in connection with payments, awards and benefits for Mellon’s

former chairman and chief executive officer, pursuant to his employment

contract, recorded in the first quarter of 2006.

(c) Includes revenue passed through to joint ventures of $13 million, $9 million, $44 million and $26 million.
(d) Excluding the amounts detailed on the supplemental table on page 58.

Summary - Total operating expense in the third
quarter of 2006 was $966 million, an increase of
12% from the third quarter of 2005. Excluding the
impact of acquisitions ($17 million), operating
expense increased 11%. Theincreasereflectsa
number of factors discussed below.

Saff expense
Given Mellon’s mix of fee-based businesses, which
are staffed with high quality talent, staff expense

comprised approximately 53% of total operating
expense in the third quarter of 2006.
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Staff expense is comprised of:
e compensation expense
e base salary expense, primarily driven by
headcount,
» thecost of temporaries and overtime, and
*  severance expense,
e incentive expense
e additional compensation earned under a
wide range of sales commission plans and
incentive plans designed to reward a
combination of individual, line of
business and corporate performance
versus goals, and
e stock option expense; and
* employee benefits expense, primarily health
and welfare benefits, payroll taxes and
retirement benefits.



Items 2. and 3. Management’s Discussion and Analysis of Financial Condition and
Results of Operations; Quantitative and Qualitative Disclosures About Market Risk. (continued)

The 15% increase in staff expense in the third
guarter of 2006 compared with the third quarter of
2005, reflects increases of:

e $36 million in incentives associated primarily
with growth in pre-tax profitsin our asset
management and asset servicing businesses;

*  $25 million in compensation expense
reflecting $7 million from acquisitions,
$8 million due to the annual merit increases
effective July 1, 2006 and a $4 million
increase in severance expense (excluding
acquisitions and the impact of severance,
compensation expense increased by 6%); and

*  $6 million in employee benefits expense,
primarily reflecting a$3 million increase in
pension expense and $1 million from
acquisitions.

Net periodic pension expense was $8 million in the
third quarter of 2006 compared with $5 million in
the third quarter of 2005. Mellon currently expects
that the net periodic pension cost for the full-year
2006 will be approximately $33 million, assuming
current foreign currency exchange rates.

SFAS No. 123 (Revised 2004)

On Jan. 1, 2006, we adopted SFAS No. 123
(Revised 2004), “ Share-Based Payment.” Staff
expense was approximately $1 million higher in the
third quarter of 2006 due to the adoption of this new
accounting standard. See Notes 1 and 3 of Notesto
Financia Statements for afurther discussion of this
accounting standard.

Non-staff expenses

Non-staff expenses include certain expenses that
vary with the levels of business activity and levels
of expensed business investments, fixed
infrastructure costs, and expenses associated with
corporate activities related to technology,
compliance, productivity initiatives and corporate
development. These expenses include:

e professional, legal and other purchased

Services;
» distribution and servicing;
e occupancy and equipment;

* business development (travel, entertainment
and advertising);

e communications (tel ecommunications,
postage and delivery); and

» other (government assessments, forms and
supplies, operational errors, etc.).

Non-staff expenses increased 10% compared with
the third quarter of 2005 reflecting increases in
distribution and servicing expense; professional,
legal and other purchased services; and other
expense, partially offset by lower net occupancy
expense. The $22 million, or 23%, increasein
distribution and servicing expense related primarily
to an increased level of mutual fund sales outside of
the U.S. Distribution and servicing expense
represents amounts paid to other financial
intermediaries to cover their costs for distribution
(marketing support, administration and record
keeping) and servicing of mutual funds. Generally,
increases in distribution and servicing expense
reflect higher net sales volumes and higher market
values of mutual funds. The $18 million, or 16%,
increase in professional, legal and other purchased
services primarily related to new business
generation and support of strategic initiatives.
Higher other expense related principally to the
growth of our ABN AMRO Méellon and CIBC
Mellon joint ventures and the associated higher
amounts of pass-through revenue ($4 million) and
the acquisition of MAS. Acquisitions accounted for
$7 million of the increase in non-staff expenses
compared with the third quarter of 2005. Of the

$9 million, or 14%, decrease in net occupancy
expense, approximately $6 million resulted from an
accrued liability reduction and areal estate tax
refund.

Year-to-date 2006 compared with year-to-date 2005

Operating expense in the first nine months of 2006
increased $415 million, or 17%, compared with the
first nine months of 2005. The increase primarily
resulted from the same factors discussed above,
including $88 million related to acquisitions.
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Income taxes

The provision for income taxes from continuing
operations totaled $105 million in the third quarter
of 2006 compared with $77 million in the third
quarter of 2005. Mellon’'s effective tax rate on
income from continuing operations was 32.2% for
the third quarter of 2006 compared with 28.5% for
the third quarter of 2005. The tax rate in the third
quarter of 2006 includes atax benefit of $3 million,
or less than $.01 per share, from the completion of a
recent local tax audit cycle, net of additional state
tax exposure accruals. Thetax ratein the third
quarter of 2005 reflected an after-tax benefit of
approximately $9 million, or $.02 per share, relating
to the favorable resolution of certain state income
tax issues. It iscurrently anticipated that the tax rate
for the fourth quarter of 2006 will be approximately
32.5%.

Lease-in-lease-out

The Internal Revenue Service (IRS) has proposed to
disallow certain tax deductions previously taken,
related to Mellon’s participation in several lease-in-
lease-out (LILO) transactions for years 1997-2003.
If any of the deductions previously taken are
disallowed, they will be deductible in future years.
We believe that we properly reported the tax effects
of LILO transactions based on statutes, regulations
and case law in effect at the time they were
negotiated. We are currently at IRS Appeals for
these years and believe we are close to reaching a
settlement. However, negotiations are ongoing and
final settlement is subject to approval by the Joint
Committee on Taxation of the U.S. Congress. It
remains possible that the issues could be litigated
and it isunclear if or when a settlement will be
reached. We believe we have adequately accrued
for any tax and interest exposures related to LILO
transactions.

Business sectors

Mellon’s business sectors reflect our management
structure, the characteristics of our products and
services, and the classes of customers to which those
products and services are delivered. Our lines of
business serve two distinct major classes of clients -
corporations and institutions, and high net worth
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individuals. Lines of businessthat offer smilar or
related products and services to common or similar
client decision makers have been combined into five
business sectors: Mellon Asset Management; Private
Wealth Management; Asset Servicing; Payment
Solutions & Investor Services (PS&1S); and Other.

In the first quarter of 2006, the following changes
were made to the presentation of Mellon’s business
sectors:

+ Thefinancial results of Mellon 1% Business
Bank, National Association were moved to
Private Wealth Management from Other
(previoudly Treasury Services/Other
Activity). This change reflects the similar
nature of products and clients of Mellon 1%
Business Bank with other reporting unitsin
Private Wealth Management, as well as our
organizational structure, as the management
of Méellon 1% Business Bank reports to the
head of Private Wealth Management.
Historical sector results for Private Wealth
Management and Other have been restated
to reflect this change.

» Consistent with refinements to our
economic capital models, as well as changes
in business activity and risk profiles, we
adjusted our allocations of common equity
and trust-preferred securities for 2006 to
better reflect the operational, credit, market
and strategic risk inherent in each business
s