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The Bank of New York Mellon Corporation (and its subsidiaries)

Financial Summary

(dollar amounts in millions, except per common share

amounts and unless otherwise noted) 2015 2014 2013 2012 2011
Year ended Dec. 31
Fee revenue $ 11,999 $ 12,558 $ 11,715 $ 11,286 $ 11,566
Net securities gains 83 91 141 162 48
Income from consolidated investment management funds 86 163 183 189 200
Net interest revenue 3,026 2,880 3,009 2,973 2,984
Total revenue 15,194 15,692 15,048 14,610 14,798
Provision for credit losses 160 (48) (35) (80) 1
Noninterest expense 10,799 12,177 11,306 11,333 11,112
Income from continuing operations before income taxes 4,235 3,563 3,777 3,357 3,685
Provision for income taxes 1,013 912 1,592 842 1,122
Net income 3,222 2,651 2,185 2,515 2,563
Net (income) attributable to noncontrolling interests (a) (64) (84) (81) (78) (53)
Net income applicable to shareholders of The Bank of New Y ork
Mellon Corporation 3,158 2,567 2,104 2,437 2,510
Preferred stock dividends (105) (73) (64) (18) —
Net income applicable to common shareholders of The Bank of New
Y ork Mellon Corporation $ 3,053 $ 2494 % 2040 % 2419 % 2,510
Earnings per diluted common share applicable to common
shareholders of The Bank of New York Mellon Corporation:
Net income applicable to common stock $ 2.71 $ 215 % 173 % 203 % 2.02
At Dec. 31
I nterest-earning assets $ 338,955 $ 317,646 $ 305,169 $ 292,887 $ 259,231
Assets of operations 392,379 376,021 363,244 347,745 314,078
Total assets 393,780 385,303 374,516 359,226 325,425
Deposits 279,610 265,869 261,129 246,095 219,094
Long-term debt 21,547 20,264 19,864 18,530 19,933
Preferred stock 2,552 1,562 1,562 1,068 —
Total The Bank of New Y ork Mellon Corporation common shareholders’
equity 35,485 35,879 35,935 35,346 33,408
At Dec. 31
Assets under management (in billions) (b) $ 1,625 $ 1,686 $ 1,557 $ 1,349 $ 1,226
Assets under custody and/or administration (in trillions) (c) 28.9 285 27.6 26.3 251
Market value of securities on loan (in billions) (d) 277 289 235 237 266

(a) Primarily attributable to noncontrolling interests related to consolidated investment management funds.

(b) Excludes securities lending cash management assets and assets managed in the Investment Services business. In 2015, prior periods’ AUM was restated
to reflect the reclassification of Meriten Investment Management GmbH from the Investment Management business to the Other segment. Also excludes

assets under management related to Newton’s private client business that was sold in 2013.

(c) Includes the assets under custody and/or administration (““AUC/A”) of CIBC Mellon Global Securities Services Company (“CIBC Mellon™), a joint
venture with the Canadian Imperial Bank of Commerce, of $1 trillion at Dec. 31, 2015, $1.1 trillion at Dec. 31, 2014, $1.2 trillion at Dec. 31, 2013 and

$1.1 trillion at Dec. 31, 2012 and Dec. 31, 2011.

(d) Represents the total amount of securities on loan managed by the Investment Services business. Excludes securities for which BNY Mellon acts as an
agent, beginning in 2013, on behalf of CIBC Mellon clients, which totaled $55 billion at Dec. 31, 2015, $65 billion at Dec. 31, 2014 and $62 billion at

Dec. 31, 2013.
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The Bank of New York Mellon Corporation (and its subsidiaries)

Financial Summary (continued)

(dollar amounts in millions, except per common share

amounts and unless otherwise noted) 2015 2014 2013 2012 2011
Net income basis:
Return on common equity (a) 8.6% 6.8% 5.9% 7.0% 7.5%
Non-GAAP adjusted (a)(b) 9.5 81 8.3 8.8 9.0
Return on tangible common equity — Non-GAAP (a)(b) 19.7 16.0 15.3 19.3 22,6
Non-GAAP adjusted (a)(b) 20.7 17.6 19.7 21.8 245
Return on average assets 0.82 0.67 0.60 0.77 0.86
Pre-tax operating margin (b) 28 23 25 23 25
Non-GAAP adjusted (a)(b) 31 28 28 29 30
Fee revenue as a percentage of total revenue excluding net securities
gains 79 80 79 78 78
Percentage of non-U.S. total revenue (c) 36 38 37 37 37
Net interest margin (on afully taxable equivalent basis) 0.98 0.97 1.13 121 1.36
Cash dividends per common share $ 0.68 $ 0.66 $ 0.58 $ 0.52 $ 0.48
Common dividend payout ratio 25% 31% (d) 34% (d) 26% 24%
Common dividend yield 1.6% 1.6% 1.7% 2.0% 2.4%
Closing stock price per common share $ 4122 $ 4057 $ 349 $ 2570 $ 1991
Market capitalization (in billions) 44.7 454 399 299 241
Book value per common share — GAAP (a) 32.69 32.09 31.46 30.38 27.62
Tangible book value per common share — Non-GAAP (a)(b) 15.27 14.70 13.95 12.81 10.56
Full-time employees 51,200 50,300 51,100 49,500 48,700
Year-end common shares outstanding (in thousands) 1,085,343 1,118,228 1,142,250 1,163,490 1,209,675
Average total equity to average total assets 10.2% 10.2% 10.6% 11.0% 11.5%
Capital ratios at Dec. 31 (e)
CET1 retio (a)(f)(g) 10.8% 11.2% 14.5% 13.5% 13.4%
Tier 1 capital ratio (f)(g) 12.3 12.2 16.2 15.0 15.0
Total (Tier 1 plus Tier 2) capital ratio (f)(g) 12.5 125 17.0 16.3 17.0
Leverage capital ratio (g) 6.0 5.6 54 5.3 5.2
BNY Méellon shareholders’ equity to total assetsratio (a) 9.7 9.7 10.0 10.1 10.3
BNY Mellon common shareholders’ equity to total assetsratio (a) 9.0 9.3 9.6 9.8 10.3
BNY Mellon tangible common shareholders' equity to tangible assets
of operations ratio — Non-GAAP (a) 6.5 6.5 6.8 6.3 6.4
Estimated CET1 ratio, fully phased-in — Non-GAAP (a)(f)(h):
Standardized Approach 10.2 10.6 10.6 N/A N/A
Advanced Approach 9.5 9.8 11.3 9.8 N/A
Estimated SLR, fully phased-in — Non-GAAP (a)(i) 4.9 4.4 N/A N/A N/A

(a) See ““Supplemental information — Explanation of GAAP and Non-GAAP financial measures” beginning on page 125 for the reconciliation of Non-GAAP

measures.

(b) Non-GAAP excludes net income attributable to noncontrolling interests of consolidated investment management funds, M&lI, litigation and restructuring
charges, amortization of intangible assets, the impairment charge related to a recent court decision, the gains on the sales of our investment in Wing Hang
Bank Limited (““Wing Hang””) and our One Wall Street building, the benefit primarily related to a tax carryback claim, the charge related to investment
management funds, net of incentives, and the net charge related to the disallowance of certain foreign tax credits, if applicable.

(c) Includes fee revenue, net interest revenue and income from consolidated investment management funds, net of net income attributable to noncontrolling

interests.

(d) The common dividend payout ratio was 25% for 2014 after adjusting for increased litigation expense, and 26% for 2013 after adjusting for the net impact
of the U.S. Tax Court’s decisions regarding certain foreign tax credits.

(e) See “General” on page 4 for a clarification of the references to Basel | and Basel 111 used throughout this Annual Report.

(f) Risk-based capital ratios at Dec, 31, 2015 reflect the adoption of new accounting guidance related to Consolidations (ASU 2015-02). See Note 2 for
additional information. At Dec. 31, 2014, risk-based capital ratios include the net impact of the total consolidated assets of certain consolidated
investment management funds in risk-weighted assets. These assets were not included in prior periods’ risk-based ratios. The leverage capital ratio was

not impacted.

(g) AtDec. 31. 2015 and Dec. 31, 2014, the CET1, Tier 1 and Total risk-based consolidated regulatory capital ratios are based on Basel 111 components of
capital, as phased-in, and credit risk asset risk-weightings using the U.S. capital rules’ advanced approaches framework (the ““Advanced Approach™).
The leverage capital ratio at these dates is based on Basel I11’s definition of Tier 1 capital, as phased-in, and quarterly average total assets. The capital
ratios prior to Dec. 31, 2014 are based on Basel | rules (including Basel I Tier 1 common in the case of the CET1 ratio). For additional information on

these ratios, see ““Capital” beginning on page 58.

(h)  The estimated fully phased-in CET1 ratios (Non-GAAP) are based on our interpretation of the U.S. capital rules, which are being gradually phased-in
over a multi-year period. For additional information on these ratios, see “Capital” beginning on page 58.

(i)  The estimated fully phased-in SLR (Non-GAAP) is based on our interpretation of the U.S. capital rules. When the SLR becomes effective, we expect to
maintain an SLR of over 5%. The minimum required SLR is 3% and a 2% buffer, in addition to the minimum, that is applicable to U.S. global
systemically important banks (“G-SIBs™). For additional information on these Non-GAAP ratios, see “Capital” beginning on page 58.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Results of Operations

General

In thisAnnual Report, referencesto “our,” “we,”
“us,” “BNY Méllon,” the “Company” and similar
terms refer to The Bank of New York Mellon
Corporation and its consolidated subsidiaries. The
term “Parent” refersto The Bank of New York
Mellon Corporation but not its subsidiaries.

BNY Mellon's actual results of future operations may
differ from those estimated or anticipated in certain
forward-looking statements contained herein for
reasons which are discussed below and under the
heading “ Forward-looking Statements.” When used
in thisAnnual Report, words such as “estimate,”
“forecast,” “project,” “anticipate,” “target,” “expect,”
“intend,” “continue,” “seek,” “believe,” “plan,”
“goal,” “could,” “should,” “would,” “may,” “will,”
“strategy,” “synergies,” “opportunities,” “trends,” and
words of similar meaning, may signify forward-
looking statements.

Certain business terms and commonly used acronyms
used in thisAnnual Report are defined in the
Glossary and Acronyms sections.

The following should be read in conjunction with the
Consolidated Financial Statementsincluded in this
report. Investors should also read the section titled
“Forward-looking Statements.”

How we reported results

Throughout thisAnnual Report, certain measures,
which are noted as “Non-GAAP financial measures,”
exclude certain items or otherwise include
components that differ from GAAP. BNY Méellon
believes that these measures are useful to investors
because they permit afocus on period-to-period
comparisons using measures that relate to our ability
to enhance revenues and limit expensesin
circumstances where such matters are within our
control. We also present the net interest revenue and
net interest margin on an FTE basis. We believe that
this presentation allows for comparison of amounts
arising from both taxable and tax-exempt sources and
is consistent with industry practice. Certain
immaterial reclassifications have been made to prior
periods to place them on a basis comparable with the
current period presentation. See “ Supplemental
information - Explanation of GAAP and Non-GAAP
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financial measures’ beginning on page 125 for a
reconciliation of financial measures presented in
accordance with GAAPto adjusted Non-GAAP

financial measures.

In the second quarter of 2015, BNY Mellon elected to
early adopt the new accounting guidance included in
ASU 2015-02, “Consolidation (Topic 810):
Amendments to the Consolidation Analysis”
retrospectively to Jan. 1, 2015. Asaresult, we
restated the first quarter 2015 financial statements.
See Note 2 of the Notes to Consolidated Financial
Statements for additional information.

When in thisAnnual Report we refer to BNY
Meéllon’s or our bank subsidiary’s “Basel 1" capital
measures, we mean those capital measures, as
calculated under the Board of Governors of the
Federal Reserve System’s (the “ Federal Reserve”)
risk-based capital rulesthat are based on the 1988
Basel Accord, which is often referred to as “Basel |.”
When we refer to BNY Mellon’s“Basel 111" capital
measures (e.g., CET1), we mean those capital
measures as calculated under the U.S. capital rules.

Overview

The Bank of New York Mellon Corporation (BNY
Meéllon) was the first company listed on the New
York Stock Exchange (NY SE symbol: BK). Witha
rich history of maintaining our financia strength and
stability through all business cycles, BNY Méellonisa
global investments company dedicated to improving
lives through investing.

We manage and service assets for financial
institutions, corporations and individual investorsin
35 countries and more than 100 markets. As of Dec.
31, 2015, BNY Mellon had $28.9 trillion in assets
under custody and/or administration, and $1.6 trillion
in assets under management.

BNY Meéllon isfocused on enhancing our clients
experience by leveraging our scale and expertise to
deliver innovative and strategic solutions for our
clients, building trusted relationships that drive value.
We hold a unique position in the global financial
services industry. We service both the buy-side and
sell-side, providing us with unique marketplace
insights that enable us to support our clients’ success.



Results of Operations (continued)

BNY Mellon’s businesses benefit from the global
growth in financial assets, the globalization of the
investment process, changes in demographics and the
continued evolution of the regulatory landscape -
each providing us with opportunities to advise and
service clients.

Strategy and priorities

Our strategy is designed to create economic value by
differentiating our servicesto create competitive
advantages that will deliver valueto our clients and
shareholders.

In late 2014, we shared our three-year strategic plan
at our Investor Day - aplan designed to set uson a
path of continuous improvement as we transform our
organization to drive growth across the enterprise and
power investment success for our clients.

In 2015, we demonstrated that our strategic plan has
positioned usto perform well. Even with geopolitical
instability, emerging market weakness, higher
regulatory compliance requirements and low interest
rates, we executed on our strategic priorities and
focused on what was within our control.

Our top priorities, as outlined in our strategic plan,

include:

» driving profitable revenue growth by leveraging
our expertise and scale to offer broad-based,
innovative solutionsto clients;

e executing our business improvement processes to
increase productivity and effectiveness while
controlling expenses and enhancing our
efficiency;

» being astrong, trusted counterparty by
maintaining our safety and soundness, low-risk
profile, and strong liquidity and capital positions;

e generating excess capital and deploying it
effectively; and

e attracting, developing and retaining top talent.

Key initiatives
» Enhancing the Client Experience

In 2015, we continued to focus on deepening our
client relationships by leveraging our expertise and
scale. We are dedicated to innovation and developing
strategic solutions that enable our clients’ success.

We have made strategic platform investmentsto
enhance our clients' experience and we are working
with them to determine how we can add further value
to their experience while ensuring we also receive
value for the solutions we deliver. Importantly, we
remain committed to the highest levels of service,
reliability and resiliency as we advance the use of
new technologies to create a more digital enterprise.
While we made progress against our priorities, we
realize that thereis till untapped potential for
improvement in 2016 and beyond.

» Leveraging Technology to Drive Investment
Success

A key, ongoing initiative is revolutionizing our
clients' experience by investing in best-in-class
technology solutions to enable investment success.

With ahistory of innovation in financial services, we
have kept close to emerging trends in digital
technology by establishing innovation centersin six
locations globally, including Silicon Valley. Our
investmentsin Silicon Valley and in digital “hubs’
globally have allowed us to tap great talent, exposing
us to new digital methodol ogies and standards.

This year we launched our next generation digital
technology ecosystem called NEXEN which
generates predictive data and insights to anticipate
client needs and enhance their experience. Thisisa
gateway that utilizes leading-edge “ open-source”
technology to provide our clients with one source for
all their transactional and data needs from us and
select third parties - creating a powerful, cohesive
experience.

We are the first in the trust bank space to embrace and
deploy thisleading edge “open source” platform
strategy. We believe that this capability, combined
with Digital Pulse, our “Big Data’ analytics platform,
and our private cloud, provide a holistic and powerful
way for our clients to conduct business with us and
deliver excellence to their clients.

While we are in the early stages of our deployment,
we will continue to add capabilities, enabling clients
to lower costs, reduce capital investments and
improve profitability. Importantly, we will be able to
co-create applications with our clientsto offer new
business solutions and insights much faster than we
could before, providing our clients with a competitive
advantage.

BNY Mellon 5



Results of Operations (continued)

e Executing our Business |mprovement Process

In addition to the work we have done to simplify and
further automate, optimize and streamline our global
processes, we have reduced our real estate footprint,
creating significant structural expense savings. We
relocated to new, more cost-efficient headquartersin
New York City and continued to rationalize our real
estate portfolio globally.

As part of this effort, we have continued to build out
our Global Delivery Centersin lower-cost locations
to allow for further expansion and position
migrations. In 2015, we moved more than 1,000 full-
time positions to these cost-effective locations.

Within Investment Services, we have:

e continued to transform our company through a
continuous business improvement process, which
is helping to fund new client solutions and
regulatory change and transformation initiatives,
while increasing efficiency and improving our
operating margin;

» introduced a more robust data governance
framework designed to strengthen our data
collection and analytical capabilities which are
important to meet our regulatory requirements
globally. We are aso making significant
investments in our resolution and recovery plans;

» examined and enhanced our vendor management
practices following the SunGard incident,
incorporating and sharing with our clients lessons
learned;

» established significant strategic partnerships,
leveraging our strategic platform capabilities to
help clients lower their costs, reduce capital
investments and improve profitability;

» formed aClient Pricing Strategy group to analyze
and measure service delivery costs to better align
our costs with client pricing; and

» enhanced our comprehensive collateral services
and foreign exchange trading platformsto
provide clients with broader capabilities - al to
drive efficiencies, capture more volume and
improve opportunities for future revenue growth.

Within Investment Management, we have:

» extended our USretail distribution reach by
focusing on intermediary channels, through
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realigning and bolstering our sales, marketing and
product functions;

» completed the expansion of our Wealth
Management sales force in targeted U.S. markets;

» continued to leverage our Wealth Management
solutions by offering them to our Pershing
clients; and

» enhanced our liability-driven investment
strategies in the U.S. market through our
Cutwater acquisition.

Increasing Safety and Soundness

Aswe execute our strategy, we are continuing to
drive efficient regulatory compliance for us and for
our clients globally. Excellence in risk management
is essential, and we continue to invest in systems to
comply with evolving global regulations.

Maintaining our strong capital positionisapriority as
we seek to maintain our balance sheet strength and
deploy our capital efficiently to fuel future growth
and to return value to shareholders.

With respect to our CET1 ratio, which is a measure of
our financial strength, we expect to maintain our ratio
at least 100 basis points above the regulatory
minimum requirement plus the applicable buffers. As
aU.S. G-SIB, we will be subject to the
Supplementary Leverage Ratio. We currently expect
to maintain aratio of at least 50 to 70 basis points
above the regulatory minimum requirement plus the
applicable buffers.

Aswe discussed at our Investor Day, our key growth
initiatives -- including driving profitable revenue
growth, lowering costs and reducing risks -- will
extend into the foreseeabl e future as we continue to
transform our company to remain a global leader in
investment services and investment management.

Key 2015 and subsequent events
Agreement to acquire Atherton Lane Advisers, LLC

In January 2016, BNY Mellon signed a definitive
agreement to acquire the assets of Menlo Park, CA-
based Atherton Lane Advisers, LLC. With
approximately $2.7 billion in assets under
management, Atherton Lane Advisersis one of
Silicon Valley’s premier independent investment
managers serving approximately 700 high net-worth



Results of Operations (continued)

clients. The transaction is expected to closein the
second quarter of 2016.

Impairment charge related to court decision on
Sentinel Management Group, Inc.

In January 2016, the United States Seventh Circuit
Court of Appeals entered a decision with respect to
the status of BNY Mellon’s $312 million secured loan
to Sentinel Management Group, Inc. (“Sentinel™),
which filed for bankruptcy in 2007. The Seventh
Circuit invalidated our lien on the collateral
supporting the loan but rejected the trustee's request
for equitable subordination. Theimpact of this
decision is that we now have an unsecured claimin
the Sentinel bankruptcy. Asaresult, BNY Méellon
recorded an impairment charge in the fourth quarter
of 2015 of $170 million on a pre-tax basis, or $106
million on an after-tax basis.

Corporate headquarters

In October 2015, BNY Mellon relocated its corporate
headquarters to Brookfield Place in lower Manhattan.
This moveis part of the Company’s previously-
announced decision to consolidate and streamline
operations and reduce structural costs. The previous
corporate headquarters was located at One Wall Street
in lower Manhattan and was sold in the third quarter
of 2014.

SunGard matter

In August 2015, the SunGard U.S. InvestOne fund
accounting platform environment we use to process
net asset values (“NAVS'") became corrupted during
an operating system upgrade undertaken by SunGard,
impacting certain mutual fund, exchange-traded fund
and unregistered collective fund clients. The
resulting outage delayed or prevented us from being
ableto deliver system-generated NAV's and client
reports to these clients in atimely manner during the
week of Aug. 24-28, 2015. During the period when
system-generated NAV s were delayed, we were
generally able to provide our fund clients with daily
NAVs using alternative procedures, as directed by
them. System-generated NAV sreturned to daily
production on Monday, Aug. 31, 2015.

Sale of Meriten Investment Management

In July 2015, BNY Mellon completed the sale of
Meriten Investment Management GmbH (“Meriten”),

a German-based investment management boutique
with approximately $23 billion in assets under
management.

Outsourcing agreement

In June 2015, BNY Mellon was selected to provide
portfolio and fund accounting services to support T.
Rowe Price's investment operation, which had assets
valued in excess of $770 hillion as of March 31,
2015. In addition to supporting T. Rowe Price's
portfolio accounting services through our Eagle/
OnCore platform, BNY Méllon is providing arange
of fund accounting and administration services.

In August 2015, approximately 220 T. Rowe Price
associates — the majority based in the Baltimore area
—became BNY Mellon employees.

Settlement agreement with the UK Financial Conduct
Authority

The UK Financial Conduct Authority (the “FCA™)
has been conducting an investigation into compliance
by subsidiaries of the Company, The Bank of New
York Mellon, London Branch and The Bank of New
York Méellon (International) Limited (the “firms”),
with the FCA's Client Assets Sourcebook (“CASS
Rules’). On April 15, 2015, the firms reached a
settlement agreement with the FCA in which the
firms agreed to pay afinein the amount of £126
million (or approximately $190 million). This
amount was fully covered by pre-existing Company
legal reserves.

The firms engaged in a remediation process and put
in place aframework of new and improved policies
and operational procedures to reinforce their
compliance with CASS Rules. Thefirms' clients
suffered no loss as aresult of the identified areas of
CASS non-compliance.

Capital plan, share repurchase program and issuance
of preferred stock

In March 2015, BNY Méllon received confirmation
that the Federal Reserve did not object to our 2015
comprehensive capital plan submitted in connection
with the Federal Reserve's Comprehensive Capital
Analysis and Review (“CCAR"). The board of
directors subsequently approved the repurchase of up
to $3.1 billion worth of common stock over afive-
guarter period beginning in the second quarter of
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Results of Operations (continued)

2015 and continuing through the second quarter of
2016, including employee benefit plan repurchases.
Of the $3.1 billion authorization, common stock
repurchases of $700 million were contingent on a
prior issuance of $1 billion of qualifying preferred
stock. In conjunction with our capital plan, in April
2015, we completed a $1 billion offering of preferred
stock. For additional information on our preferred
stock, see Note 15 of the Notes to Consolidated
Financia Statements.

We repurchased 45.3 million common shares for $2.0
billion in 2015 under the current program, which
began in the second quarter of 2015 and continues
through the second quarter of 2016, including
employee benefit plan repurchases. We expect to
continue to repurchase shares in the first half of 2016
under the 2015 capital plan.

Settlement of standing instruction foreign exchange
related actions

In March 2015, the Company reached settlement
agreements with the U.S. Department of Justice, the
New York Attorney General, the U.S. Department of
Labor, the U.S. Securities and Exchange Commission
and private customer class plaintiffs. BNY Mellon
agreed to pay atotal of $714 million. These
settlements fully resolve the lawsuits and
enforcement matters pursued by these parties relating
to certain of the standing instruction foreign exchange
services that BNY Mellon provided to custody clients
prior to early 2012.

In May 2015, BNY Mellon reached a settlement in a
standing instruction foreign exchange-related putative
class action lawsuit asserting securities law
violations. BNY Mellon paid $180 million, which
resulted in a pre-tax charge of $50 million in the
second quarter of 2015. Collectively, these
settlements, which are final except for an agreement
in principle with the SEC staff, effectively resolves
virtually al of the pending foreign exchange-related
actions, with the exception of two lawsuits brought
by individual customers and a derivative lawsuit.

Real estate fund administration outsourcing

In February 2015, BNY Mellon announced an
outsourcing agreement with Deutsche Asset & Wealth
Management. Under the agreement, BNY Mellon
will provide direct real estate and infrastructure fund
finance, fund accounting, asset management
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accounting, and client and financial reporting
functions for Deutsche Asset & Wealth
Management’s approximately $46 billion in assets
under administration.

Acquisition of Cutwater Asset Management

In January 2015, BNY Mellon completed the
acquisition of Cutwater Asset Management
(“Cutwater”), a U.S.-based fixed income and
solutions specialist with approximately $23 billion in
assets under management at acquisition. Cutwater
will work closely with Insight Investment, one of our
investment management boutiques.

Summary of financial highlights

We reported net income applicable to common
shareholders of $3.1 billion, or $2.71 per diluted
common share, in 2015, or $3.2 hillion, or $2.85 per
diluted common share, adjusted for the impairment
charge related to arecent court decision, litigation
and restructuring charges. In 2014, net income
applicable to common shareholders was $2.5 billion,
or $2.15 per diluted common share, or $2.8 billion, or
$2.39 per diluted common share, adjusted for gains
related to the sales of our equity investment in Wing
Hang and our One Wall Street building, the benefit
primarily related to atax carryback claim, litigation
and restructuring charges and the charge related to
investment management funds, net of incentives. See
“Supplemental information - Explanation of GAAP
and Non-GAAP financial measures’ beginning on
page 125 for the reconciliation of Non-GAAP
measures.

Highlights of 2015 results

* AUC/A totaled $28.9 trillion at Dec. 31, 2015
compared with $28.5 trillion at Dec. 31, 2014.
The increase of 1% primarily reflects net new
business, partially offset by the unfavorable
impact of astronger U.S. dollar and lower market
values. (See*“Investment Services business’
beginning on page 26).

* AUM totaled $1.63 trillion at Dec. 31, 2015
compared with $1.69 trillion at Dec. 31, 2014.
The decrease of 4% primarily resulted from the
unfavorable impact of a stronger U.S. dollar, net
outflows and lower market values, partially offset
by the January 2015 acquisition of Cutwater
Asset Management. AUM excludes securities
lending cash management assets and assets
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managed in the Investment Services business.
Additionally, in 2015, prior period AUM was
restated to reflect the reclassification of Meriten
from the Investment Management business to the
Other segment. (See “Investment Management
business’ beginning on page 22).

Investment services feestotaled $7.1 billion in
2015, an increase of 2% compared with $6.9
billion in 2014. Higher asset servicing fees,
reflecting growth in the Global Collateral
Services, Broker-Dealer Services and Asset
Servicing businesses, and higher clearing services
fees, primarily driven by higher mutual fund fees,
were partially offset by lower treasury services
fees. (See “Investment Services business’
beginning on page 26).

Investment management and performance fees
totaled $3.4 billion in 2015 compared with $3.5
billion in 2014, a decrease of 2%, or an increase
of 3% on a constant currency basis (Non-GAAP).
The increase on a constant currency basis (Non-
GAAP) primarily reflects the impact of the
January 2015 acquisition of Cutwater and
strategic initiatives, lower money market fee
waivers and higher equity market values, partially
offset by the impact of the July 2015 sale of
Meriten and lower performance fees. (See
“Investment Management business’ beginning on

page 22).

Foreign exchange and other trading revenue
totaled $768 million in 2015 compared with $570
millionin 2014. Foreign exchange revenue
totaled $743 million in 2015, an increase of 29%
compared with $578 million in 2014. The
increase primarily reflects lower volumesin
standing instruction programs, which were more
than offset by higher volumesin the other trading
programs, higher volatility and the impact of
hedging activity for foreign currency placements.
(See “Fee and other revenue” beginning on page
11).

Financing-related fees totaled $220 millionin
2015 compared with $169 millionin 2014. The
increase primarily reflects fees related to secured
intraday credit provided to dealersin connection
with their tri-party repo activity and higher
underwriting fees. (See“Fee and other revenue”
beginning on page 11).

Investment and other income totaled $316 million
in 2015 compared with $1.2 billion in 2014. The
decrease primarily reflects gains on the sales of

our equity investment in Wing Hang and our One
Wall Street building in 2014. (See*Fee and other
revenue” beginning on page 11).

Net interest revenue totaled $3.0 billion in 2015
compared with $2.9 billion in 2014. The increase
primarily reflects the shift out of cash and into
securities and loans, lower interest expense on
deposits and higher average interest-earning
assets driven by higher deposits, partially offset
by lower accretion. Net interest margin (FTE)
was 0.98% in 2015 compared with 0.97% in
2014. Theincrease reflects lower interest rates
on deposits. (See“Net interest revenue’
beginning on page 14).

The provision for credit losses was $160 million
in 2015 and a credit of $48 millionin 2014. The
provision in 2015 is primarily driven by the
impairment charge related to a recent court
decision. (See“Asset quality and allowance for
credit losses’ beginning on page 47).

Noninterest expense totaled $10.8 billion in 2015
compared with $12.2 billionin 2014. The
decrease reflects lower expensesin nearly all
categories, except incentives and software. The
lower expenses primarily reflect the favorable
impact of astronger U.S. dollar, lower consulting
and legal expenses and the benefit of the business
improvement process which focuses on reducing
structural costs. (See “Noninterest expense”
beginning on page 17).

The provision for income taxes was $1.0 billion
(23.9% effective tax rate) in 2015. (See“Income
taxes’ on page 18).

The net unrealized pre-tax gain on the investment
securities portfolio was $357 million at Dec. 31,
2015 compared with $1.3 billion at Dec. 31,
2014. The decrease was primarily driven by
higher market interest rates. (See*Investment
securities” beginning on page 41).

Our estimated CET1 ratio (Non-GAAP)
calculated under the Advanced Approach on a
fully phased-in basis was 9.5% at Dec. 31, 2015
and 9.8% at Dec. 31, 2014. The decrease
primarily reflects higher RWA resulting from an
increase in operational risk, driven by external
financial servicesindustry losses, and the impact
of no longer using the simple VaR methodol ogy,
partialy offset by the deconsolidation of certain
investment management funds. Our estimated
CET1 ratio (Non-GAAP) calculated under the
Standardized Approach on afully phased-in basis

BNY Mellon 9
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was 10.2% at Dec. 31, 2015 and 10.6% at Dec.
31, 2014. (See*Capital” beginning on page 58).

Results for 2014

In 2014 we reported net income applicableto
common shareholders of BNY Mellon of $2.5 billion,
or $2.15 per diluted common share. These results
were primarily driven by:

* Investment services fees totaled $6.9 billion in
2014, an increase of 2% compared with $6.8
billion in 2013. Higher asset servicing fees,
reflecting organic growth, higher market values,
higher collateral management feesin Global
Collateral Services and net new business, as well
as higher clearing services fees, primarily driven
by higher mutual fund and asset-based fees, were
partialy offset by lower Corporate Trust fees and
lower corporate actions and dividend feesin
Depositary Receipts.

* Investment management and performance fees
totaled $3.5 hillion in 2014, a 3% increase
compared with $3.4 billion in 2013. Theincrease
was primarily driven by higher equity market
values, net new business and the favorable impact
of aweaker U.S. dollar, partially offset by higher
money market fee waivers and lower
performance fees.

» Foreign exchange and other trading revenue
totaled $570 million in 2014, compared with
$674 million in 2013. The decrease reflects
lower volatility, partialy offset by higher
volumes.

» Theprovision for credit losses was a credit of $48
million in 2014 compared with a credit of $35
million in 2013. The creditin 2014 is primarily
driven by the continued improvement in the
credit quality of the loan portfolio.

* Noninterest expense totaled $12.2 billion in 2014
compared with $11.3 billion in 2013. The
increase primarily reflects higher litigation
expense and restructuring charges, partially offset
by lower staff expense.

10 BNY Mellon

e The provision for income taxes was $912 million
(25.6% effective tax rate) in 2014 including a net
benefit primarily related to litigation expense and
the approval of atax carryback claim, offset by
the sales of our investment in Wing Hang and our
One Wall Street building.

Results for 2013

In 2013 we reported net income applicableto
common shareholders of BNY Mellon of $2.0 billion,
or $1.73 per diluted common share. These results
were primarily driven by:

* Investment services fees totaled $6.8 billion
reflecting higher core asset servicing fees driven
by organic growth and higher market values,
higher clearing services fees and higher
Depositary Receipts revenue, partialy offset by
lower Corporate Trust fees reflecting the
continued run-off of high margin structured debt
securitizations.

* Investment management and performance fees
totaled $3.4 billion reflecting higher equity
market values, net new business and the full-year
impact of the acquisition of the remaining 50%
interest in Meriten, partially offset by the
unfavorable impact of the stronger U.S. dollar
and higher money market fee waivers.

» Foreign exchange and other trading revenue
totaled $674 million reflecting higher volumes
and volatility in foreign exchange revenue,
partialy offset by lower fixed income trading
revenue.

» Theprovision for credit losses was a credit of $35
million primarily driven by a broad improvement
in the credit quality of the loan portfolio and a
reduction in our qualitative allowance.

» Noninterest expense totaled $11.3 billion
reflecting lower litigation expense, primarily
offset by higher staff, software and our branding
initiatives.
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Fee and other revenue

Fee and other revenue 2015 2014
vs. VS.
(dollars in millions, unless otherwise noted) 2015 2014 2013 2014 2013
Investment services fees:
Asset servicing (a) $ 4187 $ 4075 $ 3,905 3% 4%
Clearing services 1,375 1,335 1,264 3 6
| ssuer services 978 968 1,090 1 (1)
Treasury services 555 564 554 (2) 2
Total investment services fees 7,095 6,942 6,813 2 2
Investment management and performance fees 3,438 3,492 3,395 2) 3
Foreign exchange and other trading revenue 768 570 674 35 (15)
Financing-related fees 220 169 172 30 2
Distribution and servicing 162 173 180 6) 4
Investment and other income 316 1,212 431 N/M N/M
Total feerevenue 11,999 12,558 11,715 @) 7
Net securities gains 83 91 141 N/M N/M
Total fee and other revenue $ 12,082 $ 12649 $ 11,856 (4)% 7%
Fee revenue as a percentage of total revenue excluding net securities gains 79% 80% 79%
AUM at period end (in billions) (b) $ 1625 $ 1686 $ 1557 4% 8%
AUC/A at period end (in trillions) (c) $ 289 $ 285 $ 276 1 % 3%

(a) Asset servicing fees include securities lending revenue of $176 million in 2015, $158 million in 2014 and $155 million in 2013.

(b) Excludes securities lending cash management assets and assets managed in the Investment Services business. In 2015, prior periods’
AUM were restated to reflect the reclassification of Meriten from the Investment Management business to the Other segment.

(¢) Includes the AUC/A of CIBC Mellon of $1.0 trillion at Dec. 31, 2015, $1.1 trillion at Dec. 31, 2014 and $1.2 trillion at Dec. 31, 2013.

Fee and other revenue

Fee and other revenue totaled $12.1 billionin 2015, a
decrease of 4% compared with $12.6 billion in 2014.
The decrease primarily reflects the gains on the sales
of our equity investment in Wing Hang and our One
Wall Street building, both recorded in 2014, and
lower investment management and performance fees,
partially offset by higher foreign exchange and other
trading revenue, asset servicing fees, financing-
related fees and clearing services fees.

Investment services fees

Investment services fees were impacted by the
following compared with 2014:

* Asset servicing feesincreased 3% primarily
reflecting growth in global collateral services,
broker-dealer services and asset servicing,
partially offset by the unfavorable impact of a
stronger U.S. dollar.

e Clearing services feesincreased 3% primarily
driven by higher mutual fund and asset-based
fees, partially offset by lost business.

* |ssuer servicesfeesincreased 1% primarily
reflecting higher Corporate Trust fees, partially
offset by lower feesin Depositary Receipts
driven by fewer corporate actions.

» Treasury services fees decreased 2% primarily
reflecting lower lockbox fees and higher
compensating balance credits provided to clients,
partialy offset by higher payment volumes.

See the “Investment Services business’ in “ Review of
businesses’ for additional details.

Investment management and performance fees

Investment management and performance fees totaled
$3.4 billion in 2015, a decrease of 2%, or an increase
of 3% on a constant currency basis (Non-GAAP),
compared with 2014. Theincrease primarily resulted
from the impact of the January 2015 acquisition of
Cutwater and strategic initiatives, lower money
market fee waivers and higher equity market values,
partially offset by the impact of the July 2015 sale of
Meriten and lower performance fees. Performance
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fees were $97 million in 2015 and $115 million in
2014.

Total AUM for the Investment Management business
was $1.6 trillion at Dec. 31, 2015, a decrease
compared with $1.7 trillion at Dec. 31, 2014. The
decrease reflects the unfavorable impact of a stronger
U.S. dollar, net outflows and lower market values,
partialy offset by the January 2015 acquisition of
Cutwater. Net long-term outflows in 2015 totaled
$17 billion driven by active equity and index
investments, partialy offset by continued strength in
liability-driven investments. Net short-term outflows
were $18 hillion in 2015.

See the “Investment Management business’ in
“Review of businesses” for additional details
regarding the drivers of investment management and
performance fees.

Foreign exchange and other trading revenue

Foreign exchange and other trading revenue

(in millions) 2015 2014 2013
Foreign exchange $ 743 $ 578 $ 608
Other trading revenue (10ss) 25 (8) 66
Total foreign exchange and other
trading revenue $ 768 $ 570 $ 674

Foreign exchange and other trading revenue increased
$198 million, or 35%, from $570 million in 2014. In
2015, foreign exchange revenue totaled $743 million,
an increase of 29% compared with $578 million in
2014. Theincrease primarily reflects lower volumes
in standing instruction programs, which were more
than offset by higher volumesin the other trading
programs, higher volatility and the impact of hedging
activity for foreign currency placements. Total other
trading revenue was $25 million in 2015, compared
to aloss of $8 millionin 2014. Theincrease
primarily reflects higher fixed income trading and
losses on hedging activities within a boutique
recorded in 2014. Foreign exchange revenueis
reported in the Investment Services business and the
Other segment. Other trading revenueisreported in
al three business segments.

Our foreign exchange trading generates revenues
which are influenced by the volume of client
transactions and the spread realized on these
transactions. Revenues are impacted by market
pressures which continue to be increasingly
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competitive. Thelevel of volume and spreadsis
affected by market volatility, the level of cross-border
assets held in custody for clients, the level and nature
of underlying cross-border investments and other
transactions undertaken by corporate and institutional
clients. These revenues also depend on our ability to
manage the risk associated with the currency
transactions we execute and program pricing.

Generally speaking, custody clients enter into foreign
exchange transactions in one of three ways:
negotiated trading with BNY Mellon, BNY Méellon’s
standing instruction programs, or transactions with
third-party foreign exchange providers. Negotiated
trading generally refersto orders entered by the client
or the client’s investment manager, with all decisions
related to the transaction, usually on atransaction-
specific basis, made by the client or its investment
manager. The preponderance of the notional value of
our trading volume with clients isin negotiated
trading. Our standing instruction programs, which
are Session Range and our standard Defined Spread
program, provide custody clients and their investment
managers with an end-to-end solution that allows
them to shift to BNY Mellon the cost, management
and execution risk, often in small transactions or
transactions in restricted and difficult to trade
currencies.

A shift by custody clients from the standing
instruction programs to other trading options
combined with competitive market pressures on the
foreign exchange business is negatively impacting
our foreign exchange revenue. For the year ended
Dec. 31, 2015, our total revenue for al types of
foreign exchange trading transactions was $743
million, or approximately 5% of our total revenue. In
2015, approximately 33% of our foreign exchange
revenue resulted from foreign exchange transactions
undertaken through our standing instruction
programs, compared with 35% in 2014 and 41% in
2013.

Financing-related fees

Financing-related fees, which are primarily reported
in the Other segment, include capital markets fees,
loan commitment fees and credit-related fees.
Financing-related fees totaled $220 million in 2015
and $169 million in 2014. The increase primarily
reflects fees related to secured intraday credit
provided to dealers in connection with their tri-party
repo activity and higher underwriting fees.
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Distribution and servicing fees

Distribution and servicing fee revenue earned from
mutual funds are primarily based on average assetsin
the funds and the sales of funds that we manage or
administer and are primarily reported in the
Investment Management business. These fees, which
include 12b-1 fees, fluctuate with the overall level of
net sales, the relative mix of sales between share
classes, the funds’ market values and money market
fee waivers.

The $11 million decrease in distribution and servicing
fee revenue compared with 2014 primarily reflects
the unfavorable impact of a stronger U.S. dollar,
partialy offset by lower money market fee waivers.
The impact of distribution and servicing fees on
income in any one period is partially offset by
distribution and servicing expense paid to other
financial intermediaries to cover their costs for
distribution and servicing of mutual funds.
Distribution and servicing expenseis recorded as
noninterest expense on the income statement.

Investment and other income

Investment and other income

(in millions) 2015 2014 2013
Corporate/bank-owned lifeinsurance $ 139 $ 131 $ 144
Expense reimbursements from joint

venture 63 55 42
Leaseresidual gains 45 49 18
Seed capita gains (a) 35 20 34
Private equity gains 1 6 6
Asset-related gains — 872 71
Transitional services agreements — — 11
Equity investment (loss) revenue (19) 1 98
Other income 52 78 57

Tota investment and other income  $ 316 $1,212 $ 481

(a) Does not include the gain (loss) on seed capital investments
in consolidated investment management funds which are
reflected in operations of consolidated investment
management funds, net of noncontrolling interests.

Investment and other income includes corporate and
bank-owned life insurance contracts, expense
reimbursements from our CIBC Mellon joint venture,
lease residual gains, seed capital gains and |osses,
gains and losses on private equity investments, asset-
related gains and losses, transitional services
agreements, equity investment revenue and loss and
other income. Expense reimbursements from our
CIBC Méllon joint venture relate to expenses
incurred by BNY Mellon on behalf of the CIBC

Méllon joint venture. Asset-related gainsinclude real
estate, loans and other asset dispositions. Transitional
services agreements primarily relate to the
Shareowner Services business, which was sold on
Dec. 31, 2011. Other income primarily includes
foreign currency remeasurement gain (loss), other
investments and various miscellaneous revenues.
Investment and other income was $316 million in
2015 compared with $1,212 million in 2014. The
decrease primarily reflects the gains on the sales of
our equity investment in Wing Hang and our One
Wall Street building, both recorded in 2014.

Net securities gains

Net securities gains totaled $83 million in 2015
compared with $91 million in 2014, reflecting the
rebalancing of the investment securities portfolio.

2014 compared with 2013

Fee and other revenue totaled $12.6 billion in 2014
compared with $11.9 billion in 2013. The increase
was primarily driven by higher investment and other
income, asset servicing revenue and investment
management and performance fees, partialy offset by
lower issuer services revenue and foreign exchange
and other trading revenue.

Investment and other income increased $731 million
compared with 2013 primarily reflecting the gains on
the sales of our equity investment in Wing Hang and
our One Wall Street building, partially offset by lower
equity investment revenue.

Investment services fees increased 2% compared with
2013 primarily reflecting higher asset servicing fees,
driven by organic growth, higher market values and
net new business, and higher clearing services fees,
primarily driven by higher mutual fund and asset-
based fees, partialy offset by higher money market
feewaivers.

Investment management and performance fees
increased 3% compared with 2013 primarily
reflecting higher equity market values, net new
business and the favorable impact of aweaker U.S.
dollar (primarily versus the British Pound), partially
offset by higher money market fee waivers and lower
performance fees.

Foreign exchange and other trading revenue
decreased 15% compared with 2013. Foreign
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exchange revenue decreased 5% compared with 2013
driven by lower volatility, partialy offset by higher
volumes. Other trading revenue decreased $74
million, primarily reflecting lower fixed income

Net interest revenue

derivatives trading revenue due to exiting the
derivative sales and trading business and losses on
hedging activities within an Investment Management
boutique.

Net interest revenue 2015 2014
vs VS
(dollars in millions) 2015 2014 2013 2014 2013
Net interest revenue (non-FTE) $ 3026 $ 280 $ 3,009 5% (4%
Tax equivalent adjustment 58 62 63 (6) (2)
Net interest revenue (FTE) —Non-GAAP $ 3,084 $ 2942 $ 3,072 5% (D%
Average interest-earning assets $313,763 $ 303,991 $ 272,841 3% 11%
Net interest margin (FTE) 0.98% 0.97% 1.13% 1 bps (16) bps

Net interest revenue totaled $3.0 billion in 2015, an
increase of $146 million compared with 2014
primarily resulting from the shift out of cash and into
securities and loans, lower interest expense on
deposits and higher average interest-earning assets
driven by higher deposits, partially offset by lower
accretion.

The net interest margin (FTE) was 0.98% in 2015
compared with 0.97% in 2014. Theincreasein the
net interest margin (FTE) reflects lower interest rates
on deposits.

Average interest-earning assets were $314 billion in
2015 compared with $304 billion in 2014. The
increase was due to higher client deposits. Average
total securities increased to $126 billion in 2015,
from $113 billion in 2014. Average loans increased
to $61 billion in 2015, from $54 billion in 2014.
Average assets related to interest-bearing deposits
with banks and the Federal Reserve and other central
banks decreased to $104 billion in 2015, from $122
billionin 2014. Increasesin average securities and
loans and
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decreases in interest-bearing deposits with banks and
the Federal Reserve and other central banks primarily
reflect our strategy to shift out of cash deposits and
into securities and loans.

Average non-U.S. dollar deposits comprised
approximately 25% of our average total depositsin
2015. Approximately half of the average non-U.S
dollar deposits were euro-denominated in 2015.

2014 compared with 2013

Net interest revenue totaled $2.9 billion in 2014, a
decrease of $129 million compared with 2013
primarily resulting from lower yields, lower accretion
and the impact of interest rate hedging. The decrease
was partialy offset by a change in the mix of assets
and higher average interest-earning assets driven by
higher deposits. The net interest margin (FTE) was
0.97% in 2014 compared with 1.13% in 2013. The
declinein the net interest margin (FTE) primarily
reflects the factors noted above.
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Average balances and interest rates 2015
o i Average Average
(dollar amounts in millions, presented on an FTE basis) balance Interest rates
Assets
Interest-earning assets:
Interest-bearing deposits with banks (primarily foreign banks) $ 20531 $ 104 0.51%
Interest-bearing deposits held at the Federal Reserve and other central banks 83,029 170 0.20
Federal funds sold and securities purchased under resale agreements 23,384 147 0.63
Margin loans 19,917 207 1.04
Non-margin loans:
Domestic offices:
Consumer 7,145 217 3.03
Commercial 19,647 346 1.76
Foreign offices 13.963 164 1.18
Total non-margin loans 40,755 727 (a) 1.78
Securities:
U.S. Government obligations 25,904 378 1.46
U.S. Government agency obligations 55,044 967 1.76
State and political subdivisions — tax-exempt 4,712 128 2.73
Other securities:
Domestic offices 14,644 302 2.06
Foreign offices 22.889 176 0.77
Total other securities 37,533 478 1.27
Trading securities (primarily domestic) 2.954 78 2.65
Total securities 126,147 2.029 1.61
Totd interest-earning assets $ 313,763 $ 3,384 (b) 1.08%
Allowance for loan losses (186)
Cash and due from banks 6,180
Other assets 50,320
Assets of consolidated investment management funds 2.110
Total assets $ 372.187
Liabilities
Interest-bearing liabilities:
Interest-bearing deposits:
Domestic offices:
Money market rate accounts $ 7272 $ 6 0.08%
Savings 1,312 4 0.28
Demand deposits 2,792 6 0.23
Time deposits 44.162 14 0.03
Total domestic offices 55,538 30 0.06
Foreign offices:
Banks 16,626 10 0.06
Government and official institutions 5,591 — —
Other 87.341 A3) —
Total foreign offices 109,558 7 0.01
Total interest-bearing deposits 165,096 37 0.02
Federal funds purchased and securities sold under repurchase agreements 16,452 6) (0.04)
Trading ligbilities 634 9 1.39
Other borrowed funds:
Domestic offices 162 4 2.77
Foreign offices 652 5 0.71
Total other borrowed funds 814 9 1.12
Commercial paper 1,549 2 0.10
Payables to customers and broker-dealers 11,649 7 0.06
L ong-term debt 20,832 242 1.16
Total interest-bearing liabilities $ 217,026 $ 300 0.14%
Total noninterest-bearing deposits 86,338
Other liabilities 29,127
Liabilities and obligations of consolidated investment management funds 832
Total liabilities 333,323
Temporary equity
Redeemable noncontrolling interests 240
Permanent equity
Tota BNY Mellon shareholders' equity 37,812
Noncontrolling interests 812
Total permanent equity 38.624
Total liabilities, temporary equity and permanent equity $ 372,187
Net interest margin (FTE) 0.98%
Percentage of assets attributable to foreign offices (c) 30%
Percentage of liabilities attributable to foreign offices 37

(a) Includes fees of $21 million in 2015. Non-accrual loans are included in the average loan balance; the associated income, recognized on the cash basis, is

included in interest.

(b) The tax equivalent adjustment was $58 million in 2015, and is based on the applicable tax rate (35%).

(c) Includes the Cayman Islands branch office.
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Average balances and interest rates (continued) 2014 2013
Average Average Average Average
(dollar amounts in millions, presented on an FTE basis) balance Interest rates balance Interest rates
Assets
Interest-earning assets:
I nterest-bearing deposits with banks (primarily foreign banks) $ 35588 $ 238 067% $ 41222 $ 279 0.68%
Interest-bearing deposits held at the Federal Reserve and other central
banks 86,594 207 0.24 67,073 150 0.23
Federal funds sold and securities purchased under resale agreements 14,704 86 0.59 8,412 47 0.56
Margin loans 17,484 182 1.04 14,288 160 112
Non-margin loans:
Domestic offices:
Consumer 6,461 199 3.08 6,001 192 3.20
Commercial 16,923 328 1.93 15,742 322 2.04
Foreign offices 13,342 170 1.28 12,285 160 1.30
Total non-margin loans 36,726 697 (a) 1.90 34,028 674 (a) 1.98
Securities:
U.S. Government obligations 20,545 310 151 17,148 292 1.70
U.S. Government agency obligations 45,313 781 172 44,815 859 192
State and political subdivisions — tax-exempt 6,070 154 2.56 6,463 158 2.46
Other securities:
Domestic offices 15,116 235 1.56 15,978 512 3.20
Foreign offices 20,827 283 1.36 17,304 126 0.73
Total other securities 35,943 518 1.44 33,282 638 192
Trading securities (primarily domestic) 5,024 123 243 6,110 158 2.59
Total securities 112,895 1,886 167 107.818 2105 1.96
Total interest-earning assets $303,991 $3,296 (b) 1.08% $272,841 $3,415 (b) 1.25%
Allowance for loan losses (195) (230)
Cash and due from banks 5,472 5,662
Other assets 52,648 52,438
Assets of consolidated investment management funds 10,650 11,600
Total assets $372.566 $342.311
Liabilities
Interest-bearing liabilities:
Interest-bearing deposits:
Domestic offices:
Money market rate accounts $ 5605 $ 7 012% $ 581 $ 13 0.22%
Savings 1,186 3 0.28 932 2 0.26
Demand deposits 2,810 4 0.14 3,271 2 0.07
Time deposits 41,779 15 0.04 40,975 18 0.04
Tota domestic office 51,380 29 0.06 51,069 35 0.07
Foreign offices:
Banks 7,303 31 0.42 6,362 38 0.60
Government and official institutions 4,572 — 0.01 4,047 1 0.01
Other 97,543 23 0.02 90,930 31 0.04
Total foreign offices 109.418 54 0.05 101,339 70 0.07
Total interest-bearing deposits 160,798 83 0.05 152,408 105 0.07
Federal funds purchased and securities sold under repurchase agreements 18,631 (13) (0.07) 10,942 (16) (0.15)
Trading liabilities 2,199 25 112 2,611 38 1.46
Other borrowed funds:
Domestic offices 183 2 1.32 322 4 1.05
Foreian offices 844 4 0.45 855 3 0.37
Total other borrowed funds 1,027 6 0.61 1,177 7 0.55
Commercial paper 2,546 2 0.08 690 — 0.06
Payables to customers and broker-dealers 9,502 9 0.09 9,038 8 0.09
L ong-term debt 20,601 242 117 19,103 201 1.05
Totdl interest-bearing liabilities $215304 $ 354 0.16% $195969 $ 343 0.17%
Tota noninterest-bearing deposits 81,741 73,288
Other liabilities 26,912 25,514
Liabilities and obligations of consolidated investment management funds 9.315 10,295
Totd liabilities 333,272 305,066
Temporary equity
Redeemable noncontrolling interests 242 196
Permanent equity
Tota BNY Mellon shareholders' equity 38,180 36,220
Noncontrolling interests 872 829
Total permanent equity 39,052 37,049
Total liabilities, temporary equity and permanent equit 372,566 342311
Net interest margin (FTE) 0.97% 1.13%
Percentage of assets attributable to foreign offices (c) 31% 33%
Percentage of liabilities attributable to foreign offices 35 33

(a) Includes fees of $29 million in 2014 and $37 million in 2013. Non-accrual loans are included in the average loan balance; the associated income,

recognized on the cash basis, is included in interest.

(b) The tax equivalent adjustment was $62 million in 2014 and $63 million in 2013, and is based on the applicable tax rate (35%).

(c) Includes the Cayman Islands branch office.
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Noninterest expense

Noninterest expense 2015 2014
vs. VS.
(dollars in millions) 2015 2014 2013 2014 2013
Staff:
Compensation $ 3580 $ 3630 $ 3,620 1% — %
Incentives 1,415 1,331 1,384 6 “@)
Employee benefits 842 884 1,015 5) (13)
Total staff 5,837 5,845 6,019 — QA3)
Professional, legal and other purchased services 1,230 1,339 1,252 3 7
Software 627 620 596 1 4
Net occupancy 600 610 629 2) A3)
Distribution and servicing 381 428 435 (11) ?2)
Furniture and equipment 280 322 337 13) “)
Sub-custodian 270 286 280 (6) 2
Business development 267 268 317 — 15)
Other 961 1,031 1,029 (@) —
Amortization of intangible assets 261 298 342 (12) 13)
M& |, litigation and restructuring charges 85 1,130 70 N/M N/M
Total noninterest expense — GAAP $ 10,799 $ 12177 $ 11,306 (11)% 8 %
Total staff expense as a percentage of total revenue 38% 37% 40%
Full-time employees at year end 51,200 50,300 51,100 2% 2)%

Memo:

Total noninterest expense excluding amortization of intangible assets, M&1,
litigation and restructuring charges and the charge related to investment
management funds, net of incentives — Non-GAAP (a) $ 10453 $10645 $ 10,882 2)% 2)%

(@) The charge related to investment management funds, net of incentives was $ - million in 2015, $104 million in 2014 and $12 million in

2013.

Total noninterest expense was $10.8 billion in 2015, a
decrease of 11% compared with $12.2 billion in 2014.
The decrease primarily reflects lower litigation
expense and restructuring charges. Excluding
amortization of intangible assets, M&lI, litigation and
restructuring charges and the charge related to
investment management funds, net of incentives
(Non-GAAP), noninterest expense decreased 2%
compared with 2014 primarily reflecting lower
expensesin all categories, except incentives and
software expense. The lower expenses primarily
reflect the favorable impact of a stronger U.S. dollar,
lower consulting and legal expenses and the benefit
of the business improvement process which focuses
on reducing structural costs.

We continue to invest in our risk management,
regulatory compliance and other control functionsin
light of increasing regulatory requirements. Asa
result, we expect an increase in our expense run rate
relating to these functions.

Staff expense

Given our mix of fee-based businesses, which are
staffed with high-quality professionals, staff expense
comprised 56% of total noninterest expense in 2015
and 55% in 2014, excluding amortization of
intangible assets, M&I, litigation and restructuring
charges and the charge related to investment funds,
net of incentives (Non-GAAP).

Staff expense consists of:

e compensation expense, which includes:
- salary expense, primarily driven by headcount;
- the cost of temporary services and overtime; and
- severance expense;

* incentive expense, which includes:

- additional compensation earned under awide
range of sales commission and incentive plans
designed to reward a combination of individual,
business unit and corporate performance goals;
aswell as,

- stock-based compensation expense; and
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» employee benefit expense, primarily medical
benefits, payroll taxes, pension and other
retirement benefits.

Staff expense was $5.8 billion in 2015, down slightly
compared with 2014. The decrease primarily reflects
the favorable impact of astronger U.S. dollar, the
impact of curtailing the U.S. pension plan, partialy
offset by higher incentive expense reflecting better
performance.

Non-staff expense

Non-staff expense includes 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, legal,
productivity initiatives and business devel opment.

Non-staff expense, excluding amortization of
intangible assets, M&I, litigation and restructuring
charges, and the charge related to investment
management funds, net of incentives (Non-GAAP),
totaled $4.6 billion in 2015, a decrease of 4%
compared with 2014. The decrease primarily reflects
the favorable impact of astronger U.S. dollar, lower
consulting and legal expenses and the benefit of the
business improvement process which focuses on
reducing structural costs. The decrease in consulting
expense was driven by the implementation of
strategic platformsin 2014. The decreasein legal
expenses primarily reflects the resolution of several
legal proceedings that resulted in legal expensein
2014.

In 2015, we incurred $85 million of M&I, litigation
and restructuring charges compared with $1.1 billion
in 2014. The decrease primarily reflects lower
litigation expense.

For additional information on restructuring charges,
see Note 11 of the Notes to Consolidated Financial
Statements.

2014 compared with 2013

Noninterest expense totaled $12.2 hillion in the 2014,
an increase of 8%, compared with 2013. Theincrease
primarily reflects higher litigation expense and
restructuring charges, partialy offset by lower staff
expense. Excluding amortization of intangible assets,
M& |, litigation and restructuring charges and the
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charge related to investment management funds, net
of incentives (Non-GAAP), noninterest expense
decreased 2% compared with 2013.

Income taxes

BNY Meéllon recorded an income tax provision of
$1.0 billion (23.9% effective tax rate) in 2015. The
income tax provision was $912 million (25.6%
effective tax rate) in 2014 including a net benefit
primarily related to litigation expense and the
approval of atax carryback claim, offset by the sales
of our investment in Wing Hang and our One Wall
Street building. The income tax provision was $1.6
billion (42.1% effective tax rate) in 2013 including a
15.7% net charge, or $593 million, resulting from the
U.S. Tax Court’s decisions related to the disallowance
of certain foreign tax credits.

We expect the effective tax rate to be approximately
25-26% in 2016.

Review of businesses

We have an internal information system that produces
performance data along product and service lines for
our two principal businesses and the Other segment.

Business accounting principles

Our business data has been determined on an internal
management basis of accounting, rather than the
generally accepted accounting principles used for
consolidated financial reporting. These measurement
principles are designed so that reported results of the
businesses will track their economic performance.

For information on the accounting principles of our
businesses, the primary types of revenue by business
and how our businesses are presented and analyzed,
see Note 24 of the Notes to Consolidated Financial
Statements.

Business results are subject to reclassification
whenever organizational changes are made or when
improvements are made in the measurement
principles. On July 31, 2015, BNY Mellon
completed the sale of Meriten, a German-based
investment management boutique. In 2015, we
reclassified the results of Meriten from the
Investment Management business to the Other
segment. The reclassifications did not impact the
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consolidated results. All prior periods have been
restated.

The results of our businesses may be influenced by
client and other activities that vary by quarter. Inthe
first quarter, incentive expense typically increases
reflecting the vesting of long-term stock awards for
retirement eligible employees. In the second quarter,
wetypically experience an increase in securities
lending fees due to an increase in demand to borrow
securities outside of the United States. In the third
quarter, Depositary Receipts and related foreign
exchange revenue is typically higher due to an
increased level of client dividend payments paid in
the quarter. Also in the third quarter, volume-related
fees may decline due to reduced client activity. Inthe
fourth quarter, we typically incur higher business
development and marketing expenses. In our
Investment Management business, performance fees
are typically higher in the fourth quarter, as the fourth
guarter represents the end of the measurement period
for many of the performance fee-eligible
relationships.

The results of our businesses may also be impacted
by the tranglation of financial results denominated in

foreign currenciesto the U.S. dollar. We are
primarily impacted by activities denominated in the
British pound sterling, euro and the Indian rupee. On
aconsolidated basis and in our Investment Services
business, we typically have more foreign currency
denominated expenses than revenues. However, our
Investment Management business typically has more
foreign currency denominated revenues than
expenses. Overall, currency fluctuations impact the
year-over-year growth rate in the Investment
Management business more than the Investment
Services business. However, currency fluctuations, in
isolation, are not expected to significantly impact net
income on a consolidated basis.

Net securities gains (losses) are recorded in the Other
segment. M&| expenseis a corporate-level item and
is recorded in the Other segment. Restructuring
charges (recoveries) recorded in 2015 and 2014 relate
to corporate-level initiatives and were therefore
recorded in the Other segment. In the fourth quarter
of 2013, restructuring charges were recorded in the
businesses. Prior to the fourth quarter of 2013,
restructuring charges were reported in the Other
segment.

The following table presents key market metrics at period end and on an average basis.

Key market metrics Increase/(Decrease)
2015 2014 o013 2N 20Lve

S& P 500 Index (a) 2044 2059 1848 M % 1%
S& P 500 Index —daily average 2061 1931 1644 7 17
FTSE 100 Index (a) 6242 6566 6749 5) (3)
FTSE 100 Index — daily average 6590 6681 6472 (6)) 3
MSCI World Index (a) 1663 1710 1661 A3) 3
MSCI World Index — daily average 1718 1694 1496 1 13
Barclays Capital Global Aggregate Bond™™ Index (a)(b) 342 357 354 @ 1
NY SE and NASDAQ share volume (in billions) 776 754 705 3 7
JPMorgan G7 Volatility Index —daily average (c) 9.97 7.19 9.19 39 (22)
Average Fed Funds effective rate 0.13% 0.09% 0.11% 4 bps (2) bps
Foreign exchange rates vs. U.S. dollar:

British pound — average rate $ 153 $ 165 $ 156 ) % 6 %

Euro — average rate 1.11 1.33 1.33 17) —

(a) Period end.
(b) Unhedged in U.S. dollar terms.

(c) The JPMorgan G7 Volatility Index is based on the implied volatility in 3-month currency options.

Fee revenue in Investment Management, and to a
lesser extent in Investment Services, isimpacted by
the value of market indices. At Dec. 31, 2015, we
estimate that a 5% changein global equity markets,
spread evenly throughout the year, would impact fee

revenue by less than 1% and diluted earnings per
common share by $0.02 to $0.04.

Fee waivers are highly sensitive to changes in the Fed
Funds effective rate. Assuming no changein client
behavior, we expect to recover approximately 70% of
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the pre-tax income related to fee waivers with a 50 inclusive of the 25 basis point increase in December
basis point increase in the Fed Funds effective rate, 2015.

The following consolidating schedules show the contribution of our businesses to our overall profitability.

For the year ended Dec. 31, 2015 Investment Investment .
(dollar amounts in millions) Management Services Other Consolidated
Fee and other revenue $ 3600 (a) $ 802 $ 474 $ 12,100 (a)
Net interest revenue 319 2,495 212 3,026
Total revenue 3919 (a) 10,521 686 15,126 (a)
Provision for credit losses — — 160 160
Noninterest expense 2,869 7,383 543 10,795 (b)
Income (loss) before taxes $ 1,050 (@) $ 3,138 $ (17) $ 4,171 (a)(b)
Pre-tax operating margin (c) 27% 30% N/M 28%
Average assets $ 30,928 $ 283886 $ 57,373 $ 372,187
Excluding amortization of intangible assets:
Noninterest expense $ 2,772 $ 7,221 $ 541 $ 10,534
Income (loss) before taxes 1,147 (a) 3,300 as) 4,432 (a)(b)
Pre-tax operating margin (c) 29% 31% N/M 29%

(a) Both fee and other revenue and total revenue include the net income from consolidated investment management funds of $18 million,
representing $86 million of income and noncontrolling interests of $68 million. Income before taxes is net of noncontrolling interests of
$68 million.

(b) Includes a loss attributable to noncontrolling interest of $4 million related to other consolidated subsidiaries.

(c) Income hefore taxes divided by total revenue.

For the year ended Dec. 31, 2014 Investment Investment .
(dollar amounts in millions) Management Services Other Consolidated
Fee and other revenue $ 3672 (a) $ 7719 $ 1,337 $ 12,728 (a)
Net interest revenue 274 2,339 267 2,880
Total revenue 3,946 (a) 10,058 1,604 15,608 (a)
Provision for credit losses — — (48) (48)
Noninterest expense 3,049 8,116 1,012 12,177
Income before taxes $ 897 (@ $ 1942 % 640 $ 3,479 (a)
Pre-tax operating margin (b) 23% 19% N/M 22%
Average assets $ 37,655 $ 266495 $ 68416 $ 372,566
Excluding amortization of intangible assets:
Noninterest expense $ 2,931 $ 7941 % 1,007 $ 11,879
Income before taxes 1,015 (a) 2,117 645 3,777 (a)
Pre-tax operating margin (b) 26% 21% N/M 24%

(a) Both fee and other revenue and total revenue include the net income from consolidated investment management funds of $79 million,
representing $163 million of income and noncontrolling interests of $84 million. Income before taxes is net of noncontrolling interests of
$84 million.

(b) Income before taxes divided by total revenue.
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For the year ended Dec. 31, 2013 Investment Investment .
(dollar amounts in millions) Management Services Other Consolidated
Fee and other revenue $ 3608 (@) $ 7640 $ 711 $ 11,959 (a)
Net interest revenue 260 2,514 235 3,009
Total revenue 3868 (a) 10,154 946 14,968 (a)
Provision for credit losses — 1 (36) (35
Noninterest expense 2,903 7,398 1,005 11,306
Income (loss) before taxes $ %5 (@ $ 275 $ (23) $ 3,697 (a)
Pre-tax operating margin (b) 25% 27% N/M 25%
Average assets $ 38,420 $ 247431 $ 56,460 $ 342311

Excluding amortization of intangible assets:

Noninterest expense $ 2,760 $ 7204 % 1,000 $ 10,964
Income (loss) before taxes 1,108 (a) 2,949 (18) 4,039 (a)
Pre-tax operating margin (b) 29% 29% N/M 27%

(a) Both fee and other revenue and total revenue include net income from consolidated investment management funds of $103 million,

representing $183 million of income and noncontrolling interests of $80 million. Income before taxes is net of noncontrolling interests of
$80 million.

(b) Income before taxes divided by total revenue.
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Investment Management business

2015 2014
vs. VS.
(dollar amounts in millions) 2015 2014 2013 2014 2013
Revenue:
Investment management fees:
Mutual funds $ 1208 $ 1231 $ 1,194 2)% 3%
Ingtitutiona clients 1,425 1,466 1,428 (€)] 3
Wealth management 630 624 583 1 7
Investment management fees 3,263 3,321 3,205 ?) 4
Performance fees 97 111 130 (13) (15)
Investment management and performance fees 3,360 3,432 3,335 ?2) 3
Distribution and servicing 152 157 167 A3) (6)
Other (a) 88 83 106 N/M N/M
Total fee and other revenue (a) 3,600 3,672 3,608 ?2) 2
Net interest revenue 319 274 260 16 5
Total revenue 3919 3,946 3,868 a 2
Noninterest expense (ex. amortization of intangible assets and the charge related
to investment management funds, net of incentives) 2,772 2,827 2,748 (2) 3
Income before taxes (ex. amortization of intangible assets and the charge
related to investment management funds, net of incentives) 1,147 1,119 1,120 3 —
Amortization of intangible assets 97 118 143 (18) a7)
Charge related to investment management funds, net of incentives — 104 12 N/M N/M
Income before taxes $ 1,050 $ 897 $ 965 17 % (N)%
Pre-tax operating margin 27% 23% 25%
Adjusted pre-tax operating margin (b) 34% 34% 35%
Average balances:
Average loans $ 12545 $ 10589 $ 9361 18 % 13 %
Average deposits $ 15160 $ 14154 $ 13,753 7 % 3%

(a) Total fee and other revenue includes the impact of the consolidated investment management funds, net of noncontrolling interests. See
“Supplemental information — Explanation of GAAP and Non-GAAP financial measures™ beginning on page 125 for the reconciliation of Non-
GAAP measures. Additionally, other revenue includes asset servicing, treasury services, foreign exchange and other trading revenue and
investment and other income.

(b) Excludes the net negative impact of money market fee waivers, amortization of intangible assets and the charge related to investment
management funds, net of incentives, and is net of distribution and servicing expense. See “Supplemental information — Explanation of GAAP
and Non-GAAP financial measures™ beginning on page 125 for the reconciliation of this Non-GAAP measure.
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AUM trends ()
(dollar amounts in billions)

2015 2014 2013 2012 2011

AUM at period end, by product type:

Equity $ 224 $ 260 $ 272 $ 232 $ 208
Fixed income 216 204 200 188 164
Index 329 356 322 239 193
Liability-driven investments (b) 514 504 403 329 276
Alternative investments 63 65 61 59 57
Cash 279 297 299 302 328

Tota AUM $ 1625 $ 1686 $ 1557 $ 1349 $ 1,226

AUM at period end, by client type:

Institutional $ 1,127 $ 1164 $ 1047 $ 864 $ 730
Mutual funds 420 438 426 410 426
Private client 78 84 84 75 70
Total AUM $ 1,625 % 1686 $ 1557 $ 1349 $ 1,226
Changes in AUM:
Beginning balance of AUM $ 168 $ 1557 $ 1349 $ 1226 $ 1,135
Net inflows (outflows):
Long-term:
Equity @31 (13) — — (10)
Fixed income €)) 4 11 20 10
Index (02)) 5 20 9 29
Liability-driven investments (b) 35 46 65 25 52
Alternative investments 7 6 2 3 4
Total long-term inflows (outflows) a7 48 98 57 85
Short term:
Cash (18) — 5 (20) (14)
Total net inflows (outflows) 35) 48 103 37 71
Net market/currency impact/acquisition (26) 81 105 86 20

Ending balance of AUM

$ 1625 $ 1686 $ 157 $ 1349 $ 1226

(a) Excludes securities lending cash management assets and assets managed in the Investment Services business. In 2015, prior periods’
AUM was restated to reflect the reclassification of Meriten from the Investment Management business to the Other segment.

(b) Includes currency overlay AUM.

Business description

Our Investment Management business comprises the
seventh largest global asset manager and the seventh
largest U.S. wealth manager.

It encompasses 13 affiliated investment management
boutiques that deliver a diversified portfolio of
focused investment strategies over our distribution
network to ingtitutional and retail clients across North
America, EMEA and Asia-Pacific. Our multi-
boutique model is designed to deliver the best
elements of investment focus and infrastructure scale
to benefit clients.

The investment management boutiques offer a broad
range of equity, fixed income, alternative/overlay and
cash products. In addition to the investment
subsidiaries, this business includes BNY Mellon
Investment Management EMEA Limited, BNY
Mellon Investment Management Hong Kong and
BNY Méllon Investment Management Singapore,

which are responsible for managing and distributing
locally registered investment products, and the
Dreyfus Corporation and its affiliates, which are
responsible for U.S. investment management and
distribution of retail mutual funds, separately
managed accounts and annuities.

BNY Mellon Wealth Management is ranked the
seventh largest U.S. wealth manager in 2015 by
Barron’s. We offer private banking, discretionary
portfolio management and tax, wealth and estate
planning services to high and ultra-high net worth
individuals, families and family offices as well asto
charitable gift programs, endowments and
foundations. We provide these services through an
extensive network of more than 35 U.S. locations and
officesin London, Hong Kong, Toronto and the
Cayman Islands. Our client satisfaction rates are
among the highest in our industry. BNY Mellon
Wealth Management was named in 2015 by Family
Wealth Report as the top National Private Asset
Manager and top Private Bank serving family offices.
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The results of the Investment Management business
are driven by the period-end, average level and mix
of assets managed and the level of activity in client
accounts. The overal level of AUM for agiven
period is determined by:

e thebeginning level of AUM,;

» thenet flows of new assets during the period
resulting from new business wins and existing
client enrichments, reduced by the loss of clients
and withdrawals; and

» theimpact of market price appreciation or
depreciation, the impact of any acquisitions or
divestitures and foreign exchange rates.

The mix of AUM is determined principally by client
asset allocation decisions among equities, fixed
income, index, liability-driven investments and
aternative investments.

Managed equity assets typically generate higher
percentage fees than liability-driven investments and
fixed-income assets. Also, actively managed assets
typically generate higher management fees than
indexed or passively managed assets of the same

type.

Management fees are typically subject to fee
schedules based on the overall level of assets
managed for asingle client or by individual asset
classand style. Thisis most prevalent for
ingtitutional assets where amounts we manage for
individual clients are typically large.

A key driver of organic growth in investment
management and performance fees is the amount of
net new AUM flows. Overall market conditions are
also key drivers, with asignificant long-term
economic driver being growth of global financial
assets.

Performance fees are generally calculated as a
percentage of a portfolio’s performance in excess of a
benchmark index or a peer group’s performance.

Net interest revenue is determined by loan and
deposit volumes and the interest rate spread between
customer rates and internal funds transfer rates on
loans and deposits. Expensesin this business are
mainly driven by staffing costs, incentives and
distribution and servicing expense.
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Review of financial results

Investment management and performance fees are
dependent on the overall level and mix of AUM and
the management fees expressed in basis points (one-
hundredth of one percent) charged for managing
those assets. Assets under management were $1.63
trillion at Dec. 31, 2015 compared with $1.69 trillion
at Dec. 31, 2014, adecrease of 4%. The decrease
resulted from the unfavorable impact of a stronger
U.S. dallar, net outflows and lower market values,
partialy offset by the January 2015 acquisition of
Cutwater.

Net long-term outflows were $17 billion in 2015
driven by equity and index investments, partially
offset by continued strength in liability-driven
investments. Net short-term outflows were $18
billion in 2015.

Total revenue was $3.9 billion in 2015, a decrease of
1% compared with 2014. The decrease primarily
reflects the unfavorable impact of a stronger U.S.
dollar, net outflows and lower performance fees,
partialy offset by higher net interest revenue, the
impact of the Cutwater acquisition and strategic
initiatives, and lower money market fee waivers.

Revenue generated in the Investment Management
business included 42% from non-U.S. sourcesin
2015 compared with 44% in 2014.

Investment management fees in the Investment
Management business were $3.3 hillion in 2015, a
decrease of 2%, or an increase of 3% on a constant
currency basis (Non-GAAP), compared with 2014.
The increase primarily reflects lower money market
fee waivers, the impact of the Cutwater acquisition
and strategic initiatives, and higher equity market
values, partialy offset by net outflows.

In 2015, 37% of investment management feesin the
Investment Management business were generated
from managed mutual fund fees. These feesare
based on the daily average net assets of each fund and
the management fee paid by that fund. Managed
mutual fund fee revenue decreased 2% in 2015
compared with 2014. The decrease primarily reflects
net outflows and the unfavorable impact of a stronger
U.S. dollar, partially offset by lower money market
feewaivers.
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Performance fees were $97 million in 2015 compared
with $111 million in 2014. The decrease primarily
reflects the unfavorable impact of a stronger U.S.
dollar.

Distribution and servicing fees were $152 millionin
2015 compared with $157 millionin 2014. The
decrease was primarily driven by the unfavorable
impact of astronger U.S. dollar, partially offset by
lower money market fee waivers.

Other revenue was $88 million in 2015 compared
with $83 million in 2014. Theincrease primarily
reflects higher other trading revenue related to losses
on hedging activities within a boutique recorded in
2014.

Net interest revenue was $319 million in 2015
compared with $274 million in 2014. The increase
primarily resulted from higher average loans and
deposits. Average loans increased 18% in 2015
compared with 2014, while average deposits
increased 7% in 2015 compared with 2014.

Noninterest expense, excluding amortization of
intangible assets and the charge related to investment
management funds, net of incentives, was $2.8 billion
in 2015, a decrease of $55 million, or 2%, compared
with 2014. The decrease primarily reflects the
favorable impact of astronger U.S. dollar and lower
incentives, partialy offset by investmentsin strategic
initiatives.

2014 compared with 2013

Income before taxes totaled $897 million in 2014, a
decrease of 7% compared with $965 million in 2013.
Income before taxes excluding amortization of
intangible assets and the charge related to investment
management funds, net of incentives, was $1.1 billion
in 2014, a decrease of $1 million compared with
2013. Fee and other revenue increased $64 millionin
2014, or 2% compared with 2013, primarily resulting
from higher investment management fees, partialy
offset by lower performance fees, distribution and
servicing revenue and lower other trading revenue
related to losses on hedging activities within a
boutique. Net interest revenue increased $14 million
in 2014, or 5% compared with 2013 primarily
resulting from higher average |oans and deposits.
Noninterest expense excluding amortization of
intangible assets and the charge related to investment
management funds, net of incentives, increased $79
million in 2014, or 3% compared with 2013. The
increase primarily resulted from higher staff, business
development and purchased services expenses
resulting from investments in strategic initiatives as
well as the unfavorable impact of aweaker U.S.
dollar.

BNY Mellon 25



Results of Operations (continued)

Investment Services business

2015 2014
vs. VS.
(dollars in millions, unless otherwise noted) 2015 2014 2013 2014 2013
Revenue:
Investment services fees:
Asset servicing $ 4084 $ 3968 $ 3,800 3% 4%
Clearing services 1,370 1,329 1,258 3 6
I ssuer services 976 966 1,087 1 (1)
Treasury services 546 555 544 (2) 2
Total investment services fees 6,976 6,818 6,689 2 2
Foreign exchange and other trading revenue 713 627 693 14 (20)
Other (a) 337 274 258 23 6
Total fee and other revenue 8,026 7,719 7,640 4 1
Net interest revenue 2,495 2,339 2,514 7 (7)
Total revenue 10,521 10,058 10,154 5 @
Provision for credit losses — — 1 N/M N/M
Noninterest expense (ex. amortization of intangible assets) 7,221 7,941 7,204 9 10
Income before taxes (ex. amortization of intangible assets) 3,300 2,117 2,949 56 (28)
Amortization of intangible assets 162 175 194 (7) (10)
Income before taxes $ 3,138 $ 1942 $ 2,755 62 % (30)%
Pre-tax operating margin 30% 19% 27%
Pre-tax operating margin (ex. amortization of intangible assets) 31% 21% 29%
Investment services fees as a percentage of noninterest expense (b) 98% 95% 93%
Securities lending revenue $ 140 $ 120 $ 117 17 % 3%
Metrics:
Average loans $ 37,736 $ 33466 $ 28,407 13 % 18 %
Average deposits $ 232,050 $ 221,453 $ 206,793 5% 7%
AUC/A at period end (in trillions) (c) $ 289 $ 285 $ 27.6 1% 3%
Market value of securities on loan at period end (in billions) (d) $ 277 $ 289 $ 235 D% 23 %
Asset servicing:
Estimated new business wins (AUC/A) (in billions) (e) $ 1,191 $ 554 % 639
Depositary Receipts.
Number of sponsored programs 1,145 1,279 1,335 10)% (4%
Clearing services:
Global DARTS volume (in thousands) $ 245 $ 222 3 214 10 % 4%
Average active clearing accounts (U.S. platform) (in thousands) $ 6,023 $ 578 $ 5602 4% 3%
Average long-term mutual fund assets (U.S. platform) $ 451,924 $ 434959 $ 376,852 4 % 15 %
Average investor margin loans (U.S. platform) $ 11,627 $ 9687 $ 8538 20 % 13 %
Broker-Dedler:
Average tri-party repo balances (in billions) $ 2,15 $ 2042 $ 2,016 6 % 1%

(a) Other revenue includes investment management fees, financing-related fees, distribution and servicing revenue and investment and other income.

(b) Noninterest expense excludes amortization of intangible assets and litigation expense.
(c) Includes the AUC/A of CIBC Mellon of $1.0 trillion at Dec. 31, 2015, $1.1 trillion at Dec. 31, 2014 and $1.2 trillion at Dec. 31, 2013.
(d) Represents the total amount of securities on loan managed by the Investment Services business. Excludes securities for which BNY Mellon acts as agent
on behalf of CIBC Mellon clients, which totaled $55 billion at Dec. 31, 2015, $65 billion Dec. 31, 2014 and $62 billion at Dec. 31, 2013.
(e) Beginning in 2015, estimated new business wins are determined based on finalization of the contract as compared to the prior methodology of receipt of a
mandate. New business wins for 2014 have been restated for comparative purposes.
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Business description

Our Investment Services business provides global
custody and related services, government clearing,
global collateral services, corporate trust and
depositary receipt and clearing services, aswell as
global payment/working capital solutionsto global
financial institutiona clients.

Our comprehensive suite of financia solutions
includes: global custody, global fund services,
securities lending, investment manager outsourcing,
performance and risk analytics, alternative investment
services, securities clearance, collateral management,
corporate trust, American and global depositary
receipt programs, cash management solutions,
payment services, liquidity services and other linked
revenues, principally foreign exchange, global
clearing and execution, managed account services
and global prime brokerage solutions. Our clients
include corporations, public funds and government
agencies, foundations and endowments; global
financial institutions including banks, broker-dealers,
asset managers, insurance companies and central
banks; financial intermediaries and independent
registered investment advisors; hedge fund managers,
and funds that we manage through our Investment
Management business. We help our clients service
their financial assets through a network of offices and
service delivery centersin 35 countries across six
continents.

The results of this business are driven by a number of
factors, which include: the level of transaction
activity; the range of services provided, which may
include custody, accounting, fund administration,
daily valuations, performance measurement and risk
analytics, securities lending, and investment manager
back-office outsourcing; the number of accounts; and
the market value of assets under custody and/or
administration. Market interest rates impact both
securities lending revenue and the earnings on client
balances. Business expenses are driven by staff,
technology investment, equipment and space required
to support the services provided by the business and
the cost of execution, clearance and custody of
securities.

We are one of the leading global securities servicing
providers with $28.9 trillion of AUC/A at Dec. 31,
2015. We are one of the largest custodians for U.S.
corporate and public pension plans and we service
50% of the top 50 endowments. We are aleading

custodian in the UK, servicing around afifth of UK
pensions that require a custodian, and with
approximately 20% of such assets for the sector in
our custody. Globalization tends to drive cross-
border investment and capital flows, which increases
the opportunity to provide solutions to our clients.
The changing regulatory environment is also driving
client demand for new solutions and services.

BNY Meéllonisaleader in both global and U.S.
Government securities clearance. We settle securities
transactions in over 100 markets and handle most of
the transactions cleared through the Federal Reserve
Bank of New York for 18 of the 22 primary dealers.
We are aleader in servicing tri-party collateral with
approximately $2.2 trillion serviced globally. We
currently service approximately $1.3 trillion, or
approximately 85%, of the $1.6 trillion tri-party repo
market in the U.S.

Global Collateral Services serves broker-dealers and
ingtitutional investors facing expanding collateral
management needs as a result of current and
emerging regulatory and market requirements.
Global Collateral Services brings together BNY
Mellon's global capabilities in segregating,
optimizing, financing and transforming collateral on
behalf of clients, including its market |eading broker-
dealer collateral management, securities lending,
collateral financing, liquidity and derivatives services
teams.

In securities lending, we are one of the largest lenders
of U.S. Treasury securities and depositary receipts
and service alending pool of approximately $2.9
trillion in 33 markets.

We served as depositary for 1,145 sponsored
American and global depositary receipt programs at
Dec. 31, 2015, acting in partnership with leading
companies from 64 countries - an estimated 58%
global market share.

Pershing and its affiliates provide business solutions
to approximately 1,500 financial organizations
globally by delivering dependabl e operational
support, robust trading services, flexible technology
and an expansive array of investment solutions,
practice management support and service excellence.
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Role of BNY Mellon, as a trustee, for mortgage-
backed securitizations

BNY Mellon acts as trustee and document custodian
for certain mortgage-backed security (“MBS")
securitization trusts. Therole of trustee for MBS
securitizations is limited; our primary role as trustee
isto calculate and distribute monthly bond payments
to bondholders. As adocument custodian, we hold
the mortgage, note, and related documents provided
to us by the loan originator or seller and provide
periodic reporting to these parties. BNY Mellon,
either as document custodian or trustee, does not
receive mortgage underwriting files (the files that
contain information related to the creditworthiness of
the borrower). Astrustee or custodian, we have no
responsibility or liability for the quality of the
portfolio; we are liable only for performance of our
limited duties as described above and in the trust
documents. BNY Meéellon isindemnified by the
servicers or directly from trust assets under the
governing agreements. BNY Mellon may appear as
the named plaintiff in legal actions brought by
servicersin foreclosure and other related proceedings
because the trustee is the nominee owner of the
mortgage loans within the trusts.

BNY Mellon aso has been named as a defendant in
legal actions brought by MBS investors alleging that
the trustee has expansive duties under the governing
agreements, including to investigate and pursue
claims against other parties to the MBS transaction.
For additional information on our legal proceedings
related to this matter, see Note 22 of the Notes to
Consolidated Financial Statements.

Review of financial results

AUC/A totaled $28.9 trillion, an increase from $28.5
trillion at Dec. 31, 2014. Theincrease was primarily
driven by net new business, partially offset by the
unfavorable impact of a stronger U.S. dollar and
lower market values. AUC/A consisted of 36%
equity securities and 64% fixed income securities at
both Dec. 31, 2015 and Dec. 31, 2014.

Investment services fees were $7.0 billion, an
increase of 2% compared with 2014, reflecting the
following factors:

e Asset servicing fees (global custody, broker-
dealer services and Global Collateral Services)
were $4.1 billion compared with $4.0 billionin
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the 2014. Theincrease primarily reflects growth
in global collateral services, broker-dealer
services and asset servicing, partially offset by
the unfavorable impact of a stronger U.S. dollar.

* Clearing services fees were $1.4 billion compared
with $1.3 billion in the 2014. The increase was
primarily driven by higher mutual fund and asset-
based fees, partialy offset by lost business.

o Issuer services fees (Corporate Trust and
Depositary Receipts) were $976 million
compared with $966 million in the 2014. The
increase primarily reflects higher Corporate Trust
fees, partially offset by lower feesin Depositary
Receipts driven by fewer corporate actions.

» Treasury services fees were $546 million
compared with $555 million in the 2014. The
decrease primarily reflects lower lockbox fees
and higher compensating balance credits
provided to clients, partially offset by higher
payment volumes.

Foreign exchange and other trading revenue totaled
$713 million compared with $627 million in 2014.
The increase primarily reflects higher volatility and
higher volumes.

Net interest revenue was $2.5 billion compared with
$2.3 billionin 2014. The increase primarily reflects
higher average deposits and loans, as well as higher
internal crediting rates for deposits.

Noninterest expense, excluding amortization of
intangible assets, was $7.2 billion compared with
$7.9 billionin 2014. The decrease primarily reflects
lower litigation, consulting and occupancy expenses,
partialy offset by higher staff expense.

2014 compared with 2013

Income before taxes totaled $1.9 billion in 2014, a
decrease of 30% compared with $2.8 billion in the
full-year of 2013. Excluding amortization of
intangible assets, income before taxes decreased $832
million, or 28% compared with the full-year of 2013.
Fee and other revenue increased $79 million, or 1%,
compared with the full-year of 2013 primarily
reflecting higher asset servicing fees reflecting
organic growth, higher market values and net new
business, partially offset by lower Corporate Trust
revenue reflecting lower customer reimbursements,
and lower corporate actions and dividend feesin
Depositary Receipt. The $175 million, or 7%
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decrease in net interest revenue primarily reflects
lower yields and lower accretion, partially offset by
higher average |oans and deposits. Noninterest
expense, excluding amortization of intangible assets,
increased $737 million, compared with 2013
primarily due to higher litigation expense, and higher

Other segment

professional, legal and other purchased services
expense primarily driven by increased expenses
related to implementation of strategic platforms,
partialy offset by lower staff expense.

(dollars in millions)

2015 2014 2013

Revenue:
Fee and other revenue

$ 474 $ 1337 $ 711

Net interest revenue 212 267 235
Total revenue 686 1,604 946
Provision for credit losses 160 (48) (36)
Noninterest expense (ex. amortization of intangible assets, M& | and restructuring charges
(recoveries)) 543 830 965
(Loss) income before taxes (ex. amortization of intangible assets, M&| and restructuring
charges (recoveries)) a7 822 17
Amortization of intangible assets 2 5 5
M&I and restructuring charges (recoveries) ?2) 177 35

(Loss) income before taxes

$ a7 $ 640 $ (23)

Average loans and leases

$ 10391 $ 10,155 $ 10,548

Business description
The Other segment primarily includes:

« credit-related services;

» theleasing portfolio;

e corporate treasury activities, including our
investment securities portfolio;

e thederivatives business;

e our equity investment in Wing Hang prior to the
salein 2014;

e a33.9% equity interest in ConvergEx;

* business exits, including the results of Meriten,
and Newton’s private client businessin 2013; and

e corporate overhead.

Revenue primarily reflects:

* netinterest revenue from the credit services and
lease financing portfolios;

e interest revenue remaining after transfer pricing
dlocations;

» feeand other revenue from corporate and bank
owned life insurance, credit-related financing
revenue, Meriten, and Newton's private client
business; and

e gains (losses) associated with the valuation of
investment securities and other assets.

Expenses include:

*  M&I expenses;

» restructuring charges recorded in 2015 and 2014
that relate to corporate-level initiatives and were
therefore recorded in the Other segment. Inthe
fourth quarter of 2013, restructuring charges were
recorded in the businesses. Prior to the fourth
quarter of 2013, restructuring charges were
reported in the Other segment;

» direct expenses supporting credit-related services,
leasing, investing, and funding activities; and

» certain corporate overhead not directly
attributabl e to the operations of other businesses.

Review of financial results

The Other segment had a pre-tax loss of $17 million
in 2015 compared with pre-tax income of $640
million in 2014.

Total fee and other revenue decreased $863 million
compared with 2014. The decrease primarily reflects
the gains on the sales of our equity investment in
Wing Hang and our One Wall Street building, both
recorded in 2014, and the impact of the July 2015
sale of Meriten, partialy offset by the impact of
hedging activity for foreign currency placements.
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Net interest revenue decreased $55 million compared
with 2014. The decrease primarily reflects higher
internal crediting rates to the businesses for deposits.

The provision for credit losses was $160 millionin
2015 reflecting the impairment charge related to a
recent court decision.

Noninterest expense, excluding amortization of
intangible assets, M& | and restructuring charges
(recoveries), decreased $287 million compared with
2014. The decrease primarily reflects lower litigation
expense, the impact of curtailing the U.S. pension
plan, and the impact of the July 2015 sale of Meriten.

2014 compared with 2013

Income before taxes in the Other segment was $640
million in 2014 compared with a pre-tax loss of $23
million in 2013. Tota revenue increased $658
million primarily resulting from the gains on the sales
of our equity investment in Wing Hang and our One
Wall Street building, partially offset by lower equity
investment revenue, lower securities gains and the
impact of the sale of Newton's private client business.
Noninterest expense, excluding amortization of
intangible assets, M& | and restructuring charges
(recoveries), decreased $135 million primarily
reflecting lower staff expense, lower business
development expense as a result of discretionary
expense control and the 2013 corporate branding
campaign, and a decrease in the cost of generating
certain tax credits, partially offset by higher litigation
expense.

International operations

Our primary international activities consist of
securities services and global payment servicesin our
investment services business, and asset management
in our investment management business.

Our clientsinclude some of the world's largest asset
managers, insurance companies, corporations,
financial intermediaries, local authorities and pension
funds. Through our global network of offices, we
have devel oped a deep understanding of local
reguirements and cultural needs, and we pride
ourselvesin providing dedicated service through our
multilingual sales, marketing and client service
teams.
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We conduct business through subsidiaries, branches,
and representative officesin 35 countries. We have
operational centers based in Brussels, Cork, Dublin,
Wexford, Luxembourg, Singapore, Wroclaw,
throughout the UK including London, Manchester,
Brentwood, Edinburgh and Poole, and Chennai and
Punein India

At Dec. 31, 2015, we had approximately 8,900
employeesin EMEA, approximately 13,500
employeesin APAC and approximately 700
employeesin other global locations, primarily Brazil.

BNY Meéllon Investment Management operates on a
multi-boutique model, bringing investors the skills of
our specialist boutique asset managers, which
together manage investments spanning virtually all
asset classes.

We are the seventh largest global asset manager. At
Dec. 31, 2015, our international operations managed
46% of BNY Médlon'sAUM compared with 44% at
Dec. 31, 2014. The AUM at Dec. 31, 2014 was
restated to reflect the reclassification of Meriten from
the Investment Management business to the Other
segment. Theincreasein international AUM
primarily resulted from net new business, partially
offset by the unfavorable impact of a stronger U.S.
dollar.

In Europe, we maintain a significant presencein the
Undertakings for Collective Investment in
Transferable Securities Directives (“UCITS”)
servicing fidld. Inlreland, BNY Méellon isone of the
largest administrators (by total net assets) for fund
administration services across domiciled and non-
domiciled funds. We offer afull range of tailored
solutions for investment companies, financia
ingtitutions and institutional investorsin Germany.
We settle securities transactions in over 100 markets.
We are aleader in servicing tri-party repo collateral
with approximately $2.2 trillion serviced globally.

We served as depositary for 1,145 sponsored
American and global depositary receipt programs at
Dec. 31, 2015, acting in partnership with leading
companies from 64 countries - an estimated 58%
global market share.

We have over 50 years of experience providing trade
and cash servicesto financial institutions and central
banks outside of the U.S. In addition, we offer a
broad range of servicing and fiduciary productsto
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financial institutions, corporations and central banks
depending on the state of market development. In
emerging markets, we lead with global payments and
issuer services, introducing other products as the
markets mature. For more established markets, our
focusis on global, not local, investment services.

We are also afull-service global provider of foreign
exchange services, actively trading in over 100 of the
world’s currencies. We serve clients from trading
desks located in Europe, Asiaand North America.

Our financial results, aswell as our level of AUM and
AUCI/A, are impacted by the trandation of financial
results denominated in foreign currencies to the U.S.
dollar. We are primarily impacted by activities
denominated in the British pound sterling and the
euro. If the U.S. dollar depreciates against these
currencies, the trandation impact is a higher level of
fee revenue, net interest revenue, noninterest expense
and AUM and AUC/A. Conversely, if the U.S. dollar
appreciates, the trandated levels of fee revenue, net
interest revenue, noninterest expense and AUM and
AUC/A will be lower.

Foreign exchange rates vs.

U.S. dollar 2015 2014 2013
Spot rate (at Dec. 31):
British pound $1.4799 $1.5609 $1.6526
Euro 1.0883 12155  1.3767
Y early average rate:
British pound $1.5282 $1.6475 $1.5645
Euro 1.1100  1.3257  1.3281

International clients accounted for 36% of revenues
in 2015 compared with 38% in 2014 and 37%in
2013. Net income from international operations was
$1.7 billion in 2015 compared with $1.8 billion in
2014 and $1.6 billion in 2013.

In 2015, revenues from EMEA were $3.9 billion,
compared with $3.9 billion in 2014 and $3.8 hillion
in 2013. Revenues from EMEA were flat for 2015
compared with 2014, primarily reflecting lower
investment management and corporate trust fees,
partialy offset by higher asset servicing fees, treasury
services and broker dealer services. Investment
Services generated 66% and Investment M anagement
generated 33% of EMEA revenues. Net income from
EMEA was $1.2 billion in 2015 compared with $775
million in 2014 and $822 million in 2013.

Revenues from APAC were $904 million in 2015
compared with $1.4 billion in 2014 and $936 million
in 2013. Revenues from APAC were down 35% for
2015 compared with 2014. The decrease in 2015
primarily reflects the gain on the sale of our
investment in Wing Hang recorded in 2014, partialy
offset by higher asset servicing fees. Revenue from
APAC in 2015 was generated by Investment Services
78% and Investment Management 22%. Net income
from APAC was $365 million in 2015 compared with
$719 million in 2014 and $399 million in 2013.

For additional information regarding our International
operations, including certain key subjective

assumptions used in determining the results, see Note
25 of the Notes to Consolidated Financial Statements.

Country risk exposure

We have exposure to certain countries and territories
that have had a heightened focus due to recent events.
Where appropriate, we offset the risk associated with
the exposure in these countries with collateral that has
been pledged, which primarily consists of cash or
marketable securities, or by transferring therisk to a
third-party guarantor in another country or territory.
Exposure described below reflects the country of
operations and risk of the immediate counterparty.
We continue to monitor our exposure to these and
other countries as part of our Risk Management
process. See “Risk management” for additional
information on how our exposures are managed.

BNY Mellon has alimited economic interest in the
performance of assets of consolidated investment
management funds, and therefore they are excluded
from this disclosure.

Ireland, Italy, Spain, Portugal and Greece

Over the past several years, there have been concerns
about European sovereign debt and itsimpact on the
European banking system, as a number of European
countries, including Ireland, Italy, Spain, Portugal and
Greece, experienced credit deterioration. We have
total net exposure to Ireland, Italy and Spain of $4.9
billion at Dec. 31, 2015 including $1.3 billion to
Ireland, $1.6 billion to Italy and $2.0 billion to Spain.
The total net exposure was $5.2 hillion at Dec. 31,
2014, including $1.4 hillion to Ireland, $1.6 billion to
Italy and $2.2 billion to Spain. Exposure to Ireland,
Italy and Spain primarily consisted of investment
grade sovereign debt and European Floating Rate
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notes. At Dec. 31, 2015, investment securities
exposure totaled $895 million in Ireland, $1.4 billion
in Italy and $2.0 billion in Spain. At Dec. 31, 2014,
investment securities exposure totaled $818 millionin
Ireland, $1.5 billion in Italy and $2.0 billion in Spain.
At Dec. 31, 2015 and 2014, BNY Méellon had
exposure of less than $1 million to Portugal and
Greece.

Brazil

Current conditions in Brazil have resulted in
increased focus on its economic and political stability.
We have operationsin Brazil providing investment
services and investment management services. In
addition, we have total net exposure to Brazil of $2.2
billion, including $2.1 billion in loans, which are
primarily short-term trade finance loans extended to
large financial institutions, and $95 million of
investment grade sovereign debt.

Russia and Ukraine

Eventsin Russia and Ukraine significantly increased
geopoalitical tensionsin Central and Eastern Europe.
We provide investment services, including acting as a
depositary receipt bank, for companiesin Russia, and
investment management services primarily through
our noncontrolling interest in an asset manager. At
Dec. 31, 2015 and 2014, our exposure to Russiawas
$63 million and $243 million, respectively, and our
exposure to Ukraine was less than $1 million. To
date, our businesses with Russian exposure have not
been materially impacted by the ongoing tensions,
sanctions or impact of the declinein ail prices.

Puerto Rico

Recent concerns regarding financial conditionsin
Puerto Rico have resulted in increased focus on its
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ability to repay itsdebt. At Dec. 31, 2015, BNY
Meéllon had margin loan exposure of approximately
$50 million where the collateral received has a
concentration of Puerto Rican securities. We have
increased our margin requirements and believe the
impact of potential negative outcomes in Puerto Rico
would not be material.

Cross-border risk

Cross-border outstandings are based on the Federal
Financia Institutions Examination Council’s
(“FFIEC") regulatory guidelines for reporting cross-
border risk. Cross-border outstandings in the table
below include loans, acceptances, interest-bearing
deposits with other banks, other interest-bearing
investments, and other monetary assets which are
denominated in U.S. dollars or other non-local
currency. Also included areloca currency
outstandings not hedged or funded by local
borrowings. Under the FFIEC guidelines, cross-
border outstandings are reported based on the
domicile of the counterparty, issuer of collateral or
guarantor.

Foreign assets are subject to the general risks
attendant on the conduct of businessin each foreign
country, including economic uncertainties and each
foreign government’sregulations. In addition, our
foreign assets may be affected by changes in demand
or pricing resulting from fluctuations in currency
exchange rates or other factors.

The table below shows our cross-border outstandings
at Dec. 31 of each of the last three years where cross-
border exposure exceeds 1.00% of total assets
(denoted with “*™) or exceeds 0.75% but |ess than or
equal to 1.00% of total assets (denoted with “**"),
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Cross-border outstandings Banks and other Commercial,
financial industrial and Total cross-border
(in millions) institutions (a) Public sector other outstandings (b)
2015:
United Kingdom* $ 1,732 569 $ 2,265 $ 4,566
France* 968 2,855 120 3,943
Germany** 1,882 1,666 363 3,911
2014:
France* $ 410 3770 $ 183 $ 4,363
United Kingdom** 2,583 544 655 3,782
China** 3,459 — 30 3,489
Germany** 1,207 1,505 569 3,281
Netherlands* * 526 1,737 664 (c) 2,927
2013:
China* $ 5,668 — $ 11 $ 5,679
Netherlands* 2,116 2,154 829 (c) 5,099
Australia* 4,125 16 251 4,392
Germany* 1,885 2,020 196 4,101
France* 2,474 1,551 59 4,084
Japan** 3,710 — 6 3,716
United Kingdom** 2,859 45 641 3,545

(a) Primarily short-term interest-bearing deposits with banks. Also includes global trade finance loans.
(b) Excludes assets of consolidated investment management funds.

(c) Primarily European floating rate notes.

Emerging markets exposure

We determine our emerging markets exposures using
the MSCI Emerging Markets (EM) IMI Index. Our
emerging markets exposures totaled $13 billion at
both Dec. 31, 2015 and Dec. 31, 2014, primarily
reflecting higher global trade finance loans to India,
South Korea and Brazil, offset by lower global trade
finance loans to China.

Critical accounting estimates

Our significant accounting policies are described in
Note 1 of the Notesto Consolidated Financial
Statements under “ Summary of significant
accounting and reporting policies’. Our critical
accounting estimates are those related to the
allowance for loan losses and allowance for lending-
related commitments, fair value of financial
instruments and derivatives, other-than-temporary
impairment, goodwill and other intangibles, and
pension accounting. Further information on policies
related to the allowance for |oan losses and allowance
for lending-related commitments can be found under
“Summary of significant accounting and reporting
policies’ in Note 1 of the Notes to Consolidated
Financia Statements. Additionally, further
information can be found in the Notes to
Consolidated Financial Statements related to the
following: the valuation of derivatives and securities
where quoted market prices are not available can be

found under “Fair value measurement” in Note 20;
information on other-than-temporary impairment can
be found in “ Securities’ in Note 4; policies related to
goodwill and intangible assets can be found in
“Goodwill and intangible assets’ in Note 6; and
information on pensions can be found in “Employee
benefit plans’ in Note 18.

Allowance for loan losses and allowance for lending-
related commitments

The alowance for loan losses and allowance for
lending-related commitments represent
management’s estimate of probable losses inherent in
our credit portfolio. Thisevaluation processis
subject to numerous estimates and judgments.

We utilize a quantitative methodology and qualitative
framework for determining the allowance for loan
losses and the allowance for lending-rel ated
commitments. Within this qualitative framework,
management applies judgment when assessing
internal risk factors and environmental factorsto
compute an additional alowance for each component
of the loan portfolio.

The three elements of the allowance for loan losses
and the allowance for lending-related commitments
include the qualitative allowance framework. The
three elements are;
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« anallowance for impaired credits of $1 million or
greater;

« analowance for higher risk-rated credits and
pass-rated credits; and

e analowance for residential mortgage loans.

Our lending is primarily to institutional customers.
Asaresult, our loans are generally larger than $1
million. Therefore, the first element, impaired
credits, is based on individual analysis of all impaired
loans of $1 million or greater. The alowanceis
measured by the difference between the recorded
value of impaired loans and their impaired value.
Impaired value is either the present value of the
expected future cash flows from the borrower, the
market value of the loan, or the fair value of the
collateral, if the loan is collateral dependent.

The second element, higher risk-rated credits and
pass-rated credits, is based on our probable loss
model. Individual credit analyses are performed on
such loans before being assigned a credit rating. All
borrowers are assigned to pools based on their credit
rating. The probable lossinherent in each loanin a
pool incorporates the borrower's credit rating, loss
given default rating and maturity. The loss given
default incorporates a recovery expectation and an
estimate of the use of the facility at default (usage
given default). The borrower's probability of default
is derived from the associated credit rating. Borrower
ratings are reviewed at least annually and are
periodically mapped to third-party databases,
including rating agency and default and recovery
databases, to ensure ongoing consistency and validity.
Higher risk-rated credits are reviewed quarterly.

The third element, the alowance for residentia
mortgage loans, is determined by segregating five
mortgage poolsinto delinquency periods ranging
from current through foreclosure. Each of these
delinquency periodsis assigned a probability of
default. A specific loss given default is assigned for
each mortgage pool. BNY Mellon assigns all
residential mortgage pools, except home equity lines
of credit, a probability of default and loss given
default based on default and |oss data derived from
internal historical data related to our residential
mortgage portfolio. The resulting probable loss
factor (the probability of default multiplied by the
loss given default) is applied against the loan balance
to determine the allowance held for each pool. For
home equity lines of credit, probability of default and
loss given default are based on external data from
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third-party databases due to the small size of the
portfolio and insufficient internal data.

The qualitative framework is used to determine an
additional allowance for each portfolio based on the
factors below:

Internal risk factors:

* Nonperforming loans to total non-margin loans;

» Criticized assetsto total loans and lending-related
commitments;

* Borrower concentration; and

e Significant concentrationsin high risk industries
and countries.

Environmental risk factors:

e U.S non-investment grade default rate;
e Unemployment rate; and

e Changeinrea GDP,

The abjective of the qualitative framework isto
capture incurred losses that may not have been fully
captured in the quantitative reserve, which is based
primarily on historical data. Management determines
the qualitative allowance each period based on
judgment informed by consideration of internal and
external risk factors and other considerations that
may be deemed relevant during the period. Once
determined in the aggregate, our qualitative
allowanceisthen allocated to each of our loan classes
based on the respective classes' quantitative
allowance balances with the allocations adjusted,
when necessary, for class specific risk factors.

For each risk factor, we calcul ate the minimum and
maximum values, and percentiles in-between, to
evaluate the distribution of our historical experience.
The distribution of historical experience is compared
to the risk factor’s current quarter observed
experience to assess the current risk inherent in the
portfolio and overall direction/trend of arisk factor
relative to our historical experience.

Based on thisanalysis, we assign arisk level - no
impact, low, moderate, high and elevated - to each
risk factor for the current quarter. Management
assesses the impact of each risk factor to determine
an aggregate risk level. We do not quantify the
impact of any particular risk factor. Management's
assessment of the risk factors, aswell asthe trend in
the quantitative allowance, supports management’s
judgment for the overall required qualitative
allowance. A smaller qualitative allowance may be
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reguired when our quantitative allowance has
reflected incurred losses associated with the
aggregaterisk level. A greater qualitative allowance
may be required if our quantitative allowance does
not yet reflect the incurred | osses associated with the
aggregate risk level.

To the extent actual results differ from forecasts or
management’s judgment, the allowance for credit
losses may be greater or less than future charge-offs.

The credit rating assigned to each creditisa
significant variable in determining the allowance. If
each credit were rated one grade better, the allowance
would have decreased by $70 million, while if each
credit were rated one grade worse, the allowance
would have increased by $132 million. Similarly, if
the loss given default were one rating worse, the
allowance would have increased by $46 million,
while if the loss given default were one rating better,
the allowance would have decreased by $36 million.
For impaired credits, if the net carrying value of the
loans was 10% higher or lower, the allowance would
have decreased or increased by less than $1 million,
respectively.

Fair value of financial instruments

The guidance related to Fair Value Measurement
included in ASC 820 defines fair value, establishes a
framework for measuring fair value, and expands
disclosures about assets and liabilities measured at
fair value. The standard also established athree-level
hierarchy for fair value measurements based upon the
transparency of inputs to the valuation of an asset or
liability as of the measurement date.

Fair value - Securities

Level 1 - Securities - Recent quoted prices from
exchange transactions are used for debt and equity
securities that are actively traded on exchanges and
for U.S. Treasury securities and U.S. Government
securities that are actively traded in highly liquid
over-the-counter markets.

Level 2 - Securities - For securities where quotes
from recent transactions are not available for identical
securities, we determine fair value primarily based on
pricing sources with reasonable levels of price
transparency. The pricing sources employ financial
models or obtain comparisons to similar instruments
to arrive at “ consensus’ prices.

Specifically, the pricing sources obtain recent
transactions for similar types of securities (e.g.,
vintage, position in the securitization structure) and
ascertain variables such as discount rate and speed of
prepayment for the type of transaction and apply such
variables to similar types of bonds. We view these as
observable transactions in the current market place
and classify such securitiesas Level 2.

In addition, we have significant investments in more
actively traded agency RMBS and other types of
securities such as sovereign debt. The pricing sources
derive the prices for these securities largely from
guotes they obtain from three major inter-dealer
brokers. The pricing sources receive their daily
observed trade price and other information feeds from
the inter-dealer brokers.

For securities with bond insurance, the financial
strength of the insurance provider is analyzed and that
information isincluded in the fair value assessment
for such securities.

The pricing sources discontinue pricing any specific
security whenever they determine there is insufficient
observable data to provide a good faith opinion on
price. The pricing sources did not discontinue pricing
for any securitiesin our investment securities
portfolio at Dec. 31, 2015.

We obtain prices for our Level 1 and Level 2
securities from multiple pricing sources. We have
designed controls to develop an understanding of the
pricing sources’ securities pricing methodology and
have implemented specific internal controls over the
valuation of securities.

As appropriate, we review the quality control
procedures and pricing methodol ogies used by the
pricing sources, including the process for obtaining
prices provided by the pricing sources, their valuation
methodology and controls for each class of security.

Prices received from pricing sources are subject to
validation checks that help determine the
completeness and accuracy of the prices. These
validation checks are reviewed by management and,
based on the results, may be subject to additional
review and investigation. We also review securities
with no price changes (stale prices) and securities
with zero values.
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We have a surveillance processin place to monitor
the accuracy of prices provided by the pricing
sources. We utilize a hierarchy that compares
security prices obtained from multiple pricing sources
against established thresholds. Discrepancies that fall
outside of these thresholds are challenged with the
pricing services and adjusted if necessary.

If further research is required, we review and validate
these prices with the pricing sources. We also
validate prices from pricing sources by comparing
prices received to actual observed prices from actions
such as purchases and sales, when possible.

Level 3 - Securities - Where we have used our own
cash flow models, which included a significant input
into the model that was deemed unobservable, to
estimate the value of securities, we classify themin
Level 3 of the ASC 820 hierarchy. All of our
securities are valued by pricing sources with
reasonable levels of price transparency. At Dec. 31,
2015, we have no instruments included in Level 3 of
the fair value hierarchy.

See Note 20 of the Notes to Consolidated Financial
Statements for details of our securities by ASC 820
hierarchy level.

Fair value - Derivative financial instruments
Level 1 - Derivative financial instruments - Includes

derivative financial instruments that are actively
traded on exchanges, principally listed equity options.

Level 2 - Derivative financial instruments - Includes
the vast magjority of our over-the-counter derivative
financial instruments. Derivatives classified as Level
2 are valued utilizing discounted cash flow analysis
and financial models for which the valuation inputs
are observable or can be corroborated, directly or
indirectly, for substantially the full term of the
instrument. Valuation inputs include interest rate
yield curves, foreign exchange rates, equity prices,
credit curves, option volatilities and other factors.
Where appropriate, valuation adjustments are made to
account for various factors such as credit worthiness
of the counterparty, credit worthiness of the Company
and model and liquidity risks. Level 2 over-the-
counter derivatives generally include interest rate
swaps and options, foreign exchanges forwards,
foreign exchange swaps and options, forward rate
agreements, equity swaps and options, and credit
default swaps.
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Level 3 - Derivative financial instruments - Level 3

derivatives include derivatives for which valuations
are based on inputs that are unobservable and
significant to the overall fair value measurement, and
may include certain long-dated or highly structured
contracts. At Dec. 31, 2015, we have no derivatives
included in Level 3 of the fair value hierarchy.

To test the appropriateness of the valuations, we
subject the models to review and approval by an
independent internal risk management function,
benchmark the models against similar instruments
and validate model estimates to actual cash
transactions. In addition, we perform detailed
reviews and analyses of profit and loss. Valuation
adjustments are determined and controlled by a
function independent of the areainitiating the risk
position. As markets and products develop and the
pricing for certain products becomes more
transparent, we refine our valuation methods. Any
changes to the valuation models are reviewed by
management to ensure the changes are justified.

To confirm that our valuation policies are consistent
with exit prices as prescribed by ASC 820, observable
inputs are utilized to determine pricing where
available. In addition, where available, we review
our derivative valuations using recent transactionsin
the marketplace, pricing services and the results of
similar types of transactions.

For details of our derivative financial instruments by
level of the valuation hierarchy, see Note 20 of the
Notes to Consolidated Financial Statements.

Fair value option

ASC 825 provides the option to elect fair value as an
alternative measurement basis for selected financial
assets, financia liabilities, unrecognized firm
commitments and written loan commitments which
are not subject to fair value under other accounting
standards. Under ASC 825, fair value is used for both
theinitial and subsegquent measurement of the
designated assets, liabilities and commitments, with
the changesin fair value recognized in income. See
Note 21 of the Notes to Consolidated Financial
Statements for additional disclosure regarding the fair
value option.
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Fair value - Judgments

In times of illiquid markets and financial stress,

actual prices and valuations may significantly diverge
from results predicted by models. In addition, other
factors can affect our estimate of fair value, including
market dislocations, incorrect model assumptions,
and unexpected correlations. These valuation
methods could expose us to materially different
results should the models used or underlying
assumptions be inaccurate. See “ Summary of
significant accounting and reporting policies’ in Note
1 to the Notes to Consolidated Financia Statements.

Other-than-temporary impairment

The guidance included in ASC 320 definesthe OTTI
model for investments in debt securities. Under this
guidance, adebt security is considered impaired if its
fair value isless than its amortized cost basis. An
OTTl istriggered if (1) theintent isto sell the
security; (2) the security will more likely than not
have to be sold before the impairment is recovered, or
(3) the amortized cost basis is not expected to be
recovered. When an entity does not intend to sell the
security before recovery of its cost basis, it will
recognize the credit component of an OTTI of a debt
security in earnings and the remaining portion in
accumulated other comprehensive income.

The determination of whether a credit loss existsis
based on best estimates of the present value of cash
flows to be collected from the debt security.
Generally, cash flows are discounted at the effective
interest rate implicit in the debt security at the time of
acquisition. For debt securities that are beneficial
interests in securitized financial assets and are not
high credit quality, ASC 325 provides that cash flows
be discounted at the current yield used to accrete the
beneficial interest.

For each security in the investment securities
portfolio (including, but not limited to, those whose
fair value isless than their amortized cost basis), an
extensive, regular review is conducted to determine if
an OTTI has occurred. For example, to determine if
an unrealized loss on non-agency RMBS is other-
than-temporary, we project total estimated defaults of
the underlying assets (mortgages) and multiply that
calculated amount by an estimate of realizable value
upon sale of these assets in the marketplace (severity)
in order to determine the projected collateral loss. We
also evaluate the current credit enhancement

underlying the bond to determine the impact on cash
flows. If we determine that a given non-agency
RMBS will be subject to awrite-down or loss, we
record the expected credit loss as a charge to
earnings.

In recent years, improving home prices helped to
stabilize the credit performance of non-agency RMBS
transactions. Thisin turn enabled us to maintain
generally stable assumptions for these transactions
with regard to estimated defaults and the amount we
expect to receive to cover the value of the loans
underlying the securities. See Note 4 of the Notes to
Consolidated Financial Statements for projected
weighted-average default rates and |oss severities at
Dec. 31, 2015 and 2014 for the 2007, 2006 and
late-2005 non-agency RMBS and the securities
previousy held in the Grantor Trust we established in
connection with the restructuring of our investment
securities portfolio in 2009. If actual delinquencies,
default rates and loss severity assumptions worsen,
we would expect additional impairment losses to be
recorded in future periods.

Net securities gainsin 2015 were $83 million
compared with $91 millionin 2014. The low interest
rate environment in 2015 and 2014 created the
opportunity for usto realize gains as we rebalanced
and managed the duration risk of the investment
securities portfolio.

At Dec. 31, 2015, if we were to increase each of our
projected |oss severity and default rates by 100 basis
points on each of the positionsin our Alt-A, subprime
and prime RMBS portfolios, including the securities
previously held by the Grantor Trust, credit-related
impairment charges on these securities would have
increased by $1 million (pre-tax). If wewereto
decrease each of our projected loss severity and
default rates by 100 basis points on each of the
positions, credit-related impairment charges on these
securities would have decreased by less than $1
million (pre-tax).

Goodwill and other intangibles

We initially record all assets and liabilities acquired
in purchase acquisitions, including goodwill,
indefinite-lived intangibles and other intangibles, in
accordance with ASC 805 Business Combinations.
Goodwill, indefinite-lived intangibles and other
intangibles are subsequently accounted for in
accordance with ASC 350 Intangibles - Goodwill and
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Other. Theinitial measurement of goodwill and
intangibles requires judgment concerning estimates of
the fair value of the acquired assets and liabilities.
Goodwill ($17.6 billion at Dec. 31, 2015) and
indefinite-lived intangible assets ($2.7 billion at Dec.
31, 2015) are not amortized but subject to tests for
impairment annually or more often if events or
circumstances indicate it is more likely than not they
may be impaired. Other intangible assets are
amortized over their estimated useful lives and are
subject to impairment if events or circumstances
indicate a possible inability to realize the carrying
amount.

BNY Meéllon's three business segments include seven
reporting units for which annual goodwill impairment
testing is performed in accordance with ASC 350.
The Investment Management segment is comprised
of two reporting units; the Investment Services
segment is comprised of four reporting units; and one
reporting unit isincluded in the Other segment.

The goodwill impairment test is performed in two
steps. Thefirst step compares the estimated fair
value of the reporting unit with its carrying amount,
including goodwill. If the estimated fair value of the
reporting unit exceeds its carrying amount, goodwill
of the reporting unit is considered not impaired.
However, if the carrying amount of the reporting unit
were to exceed its estimated fair value, a second step
would be performed that would compare the implied
fair value of the reporting unit’'s goodwill with the
carrying amount of that goodwill. Animpairment
loss would be recorded to the extent that the carrying
amount of goodwill exceedsitsimplied fair value. A
substantial goodwill impairment charge would not
have a significant impact on our financial condition,
but could have an adverse impact on our results of
operations. In addition, due to regulatory restrictions,
the Company’s subsidiary banks could be restricted
from distributing available cash to the Parent
resulting in the Parent needing to issue additional
long-term debt.

In the second quarter of 2015, we performed our
annual goodwill test on all seven reporting units using
an income approach to estimate the fair values of

each reporting unit. Estimated cash flows used in the
income approach were based on management’s
projections as of April 1, 2015. The discount rate
applied to these cash flows ranged from 10.0% to
11.5% and incorporated a 7.0% market equity risk
premium. Estimated cash flows extend far into the
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future, and, by their nature, are difficult to estimate
over such an extended time frame.

As of the date of the annual test, the fair values of six
of the Company’s reporting units were substantially
in excess of the respective reporting units' carrying
value. Thefair value of the Asset Management
reporting unit, which is one of the two reporting units
in the Investment Management segment, exceeded its
carrying value by approximately 16%. The Asset
Management reporting unit had $7.4 billion of
allocated goodwill. For the Asset Management
reporting unit, in the future, small changesin the
assumptions could produce a hon-cash goodwill
impairment, which would have no effect on our
regulatory capital ratios. In addition, certain money
market fee waiver practices and changes in the level
of AUM could have an effect on Asset Management
broadly, as well as the fair value of this reporting unit.

Key judgments in accounting for intangibles include
useful life and classification between goodwill and
indefinite-lived intangibles or other intangibles
requiring amortization.

Indefinite-lived intangible assets are evaluated for
impairment at least annually by comparing their fair
values, estimated using discounted cash flow
analyses, to their carrying values. Other amortizing
intangible assets ($1.2 billion at Dec. 31, 2015) are
evaluated for impairment if events and circumstances
indicate a possible impairment. Such evaluation of
other intangible assetsisinitially based on
undiscounted cash flow projections.

See Notes 1 and 6 of the Notes to Consolidated
Financial Statements for additional information
regarding goodwill, intangibl e assets and the annual
and interim impairment testing.

Pension accounting

BNY Meéllon has defined benefit pension plans
covering approximately 15,400 U.S. employees and
approximately 13,200 non-U.S. employees.

BNY Meéllon has two qualified and severa non-
gualified defined benefit pension plansin the U.S.
and several pension plans overseas. Asof Dec. 31,
2015, the U.S. plans accounted for 78% of the
projected benefit obligation. The pension credit for
BNY Mellon plans was $10 million in 2015
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compared with pension expense of $68 millionin
2014 and $176 million in 2013.

On Jan. 29, 2015, the board of directors approved an
amendment to freeze benefit accruals under the U.S.
qualified and nonqualified defined benefit plans
effective June 30, 2015. This change resulted in no
additional benefits being earned by participantsin
those plans based on service or pay after June 30,
2015. These plans were previoudy closed to new
participants effective Dec. 31, 2010 at which time a
non-elective contribution was added to the
Company’s defined contribution plan for employees
not eligible to join the pension plan. Employees
previoudly participating in the pension plan received
this non-elective contribution starting July 1, 2015.

A total net pension credit of $44 million is expected
to be recorded by BNY Mellon in 2016, assuming
currency exchange rates at Dec. 31, 2015. The
expected increase in the net pension credit in 2016
compared with 2015 is primarily driven by a decrease
in pension costs due to higher discount rates and the
freeze of benefit accruals for the U.S. plans, partialy
offset by an increasein pension costs due to a
reduction in the expected long-term rate of return on
plan assetsfor U.S. plans. Theincrease in the net
pension credit compared with 2015 will be offset by a
$13 million increase in the expense related to our
defined contribution plans for participants that began
receiving the 2% non-elective annual contribution to
The Bank of New York Mellon Corporation 401(k)
Savings Plan as aresult of freezing benefit accruals
under the U.S. qualified and nonqualified defined
benefit plans effective June 30, 2015.

A number of key assumption and measurement date
values determine pension expense. The key elements
include the long-term rate of return on plan assets, the
discount rate, the market-related value of plan assets
and the price used to value stock in the Employee
Stock Ownership Plan. Since 2013, these key
elements have varied as follows:

(dollars in millions,
except per share
amounts) 2016 2015 2014 2013

Domestic plans:
Long-term rate of return

on plan assets 7.00% 7.25% 7.25% 7.25%
Discount rate (a) 4.48%  4.13% 4.99% 4.25%
Market-related val ue of

plan assets (b) $ 4830 $4696 $4430 $4121

ESOP stock price (b) $ 41.66 $39.18 $32.81 $24.60
Net U.S. pension credit/

(expense) NA $ 52 $ (34 $ (133
All other net pension

credit/(expense) N/A (42) (34) (43)
Tota net pension credit/

(expense) NA $ 10 $ (68 $ (176)

(a) As aresult of the amendment to the U.S. pension plans, liabilities for
2015 were re-measured as of Jan. 29, 2015 at a discount rate of
3.73%.

(b) Market-related value of plan assets and ESOP stock price are for
the beginning of the plan year. See ““‘Summary of significant
accounting and reporting policies” in Note 1 of the Notes to
Consolidated Financial Statements. The market-related value of
plan assets was $4,713 million as of the Jan. 29, 2015 re-
measurement.

The discount rate for U.S. pension plans was
determined after reviewing equivalent rates
obtained by discounting the pension plans’
expected cash flows using various high-quality,
long-term corporate bond yield curves. We also
reviewed the results of several models that
matched bonds to our pension cash flows. After
reviewing the various indices and models, we
recommended a discount rate of 4.48% as of Dec.
31, 2015.

The discount rates for foreign pension plans are
based on high-quality corporate bond ratesin
countries that have an active corporate bond
market. In those countries without an active
corporate bond market, discount rates are based
on local government bond rates plus a credit
spread.

Our expected long-term rate of return on plan assets
is based on anticipated returns for each applicable
asset class. Anticipated returns are weighted for the
expected allocation for each asset class and are based
on forecasts for prospective returns in the equity and
fixed income markets, which should track the long-
term historical returns for these markets. We also
consider the growth outlook for U.S. and global
economies, as well as current and prospective interest
rates.

The market-related value of plan assets also
influences the level of pension expense. Differences
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between expected and actual returns are recognized
over five yearsto compute an actuarially derived
market-related value of plan assets.

Unrecognized actuarial gains and losses are
amortized over the future service period of active
employeesif they exceed athreshold amount. As of
Dec. 31, 2015, BNY Méellon had $1.4 hillion of
unrecoghized losses which are being amortized. Asa
result of the amendment to the U.S. pension plans
described above, future unrecognized actuarial gains
and losses for the U.S. pension plans that exceed a
threshold amount will be amortized over the average
future life expectancy of plan participants with a
maximum of 15 years.

The annual impacts of hypothetical changesin the
key assumptions on pension costs are shown in the
table below.

Pension expense

(dollar amounts in
millions, except per Increasein
share amounts) pension expense

Long-term rate of
return on plan

(Decrease) in
pension expense

assets (200) bps  (50) bps 50 bps 100 bps
ShrgeinpnIon ¢ 57 529 529 $(57)
Discount rate (50) bps  (25) bps 25 bps 50 bps
&“,?Qﬁ;‘”pe”“” $ 28 $ 14 $ (13) $ (26)
e ats (0% (10% 10 % 20 %
Srageinpenson gieg  sea $(83) (6]
ESOP stock price  $ (10) $ (5 $ 5 $ 10
ecxh,fg,%%mpenson $ 7 $ 3 $ (3 $ (6

In addition to its pension plans, BNY Mellon has an
ESOP. Benefits payable under The Bank of New
York Mellon Corporation Pension Plan are offset by
the equivalent value of benefits earned under the
ESOP for employees who participated in the legacy
Retirement Plan of The Bank of New York Company,
Inc.

Consolidated balance sheet review

At Dec. 31, 2015, total assets were $394 hillion
compared with $385 hillion at Dec. 31, 2014. Total
assets averaged $372 billion in 2015 compared with
$373 billion in 2014. Fluctuations in the period-end
and average total assets were primarily driven by
higher customer deposits, partially offset by the
adoption of new accounting guidance related to
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consolidations effective Jan.1, 2015. Deposits totaled
$280 billion at Dec. 31, 2015 and $266 billion at Dec.
31, 2014. Total deposits averaged $251 hillion in
2015 and $243 billion in 2014. At Dec. 31, 2015,
total interest-bearing deposits were 54% of total
interest-earning assets, compared with 51% at Dec.
31, 2014.

At Dec. 31, 2015, we had $39 billion of liquid funds
(which include interest-bearing deposits with banks
and federal funds sold and securities purchased under
resale agreements) and $120 billion of cash
(including $113 billion of overnight deposits with the
Federal Reserve and other central banks) for atotal of
$159 billion of available funds. This compares with
available funds of $143 billion at Dec. 31, 2014. The
increase in available funds primarily reflects the
increase of overnight deposits with the Federal
Reserve and central banks, partialy offset by our
strategic effort to reduce our level of interbank
deposits. Total available funds as a percentage of
total assets was 40% at Dec. 31, 2015 compared with
37% at Dec. 31, 2014. Of the $39 hillionin liquid
funds held at Dec. 31, 2015, $15 billion was placed in
interest-bearing deposits with large, highly-rated
global financial institutions with aweighted-average
life to maturity of approximately 39 days. Of the $15
billion, $3 billion was placed with banksin the
Eurozone.

Investment securities were $119.2 hillion, or 30% of
total assets, at Dec. 31, 2015, compared with $119.3
billion, or 31% of total assets, at Dec. 31, 2014. The
decrease primarily reflects lower unrealized gains and
adecrease in sovereign debt/sovereign guaranteed
and state and political subdivisions, partially offset by
additional investmentsin Agency RMBSand U.S.
Government agencies securities.

Loans were $63.7 billion, or 16% of total assets, at
Dec. 31, 2015, compared with $59.1 billion, or 15%
of total assets, at Dec. 31, 2014. Theincrease
primarily reflects higher financial institution loans,
wealth management |oans and mortgages and
commercial real estate loans, partially offset by lower
overdrafts.

Long-term debt totaled $21.5 hillion at Dec. 31, 2015
and $20.3 hillion at Dec. 31, 2014. In 2015, the
Parent issued $5.0 billion of senior debt and $3.05
billion of long-term debt matured. Additionally, the
Parent called $600 million of senior debt in 2015.
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The Bank of New York Mellon Corporation total
shareholders’ equity increased to $38.0 billion from
$37.4 billion at Dec. 31, 2014. Theincrease
primarily reflects earnings retention, the issuance of
$1 billion of noncumulative perpetua preferred stock
and approximately $662 million resulting from stock
awards, the exercise of stock options and stock issued
for employee benefit plans. The increase was
partialy offset by share repurchases, foreign currency
tranglation adjustments, and a decrease in the
unrealized gain on our investment securities portfolio.

Investment securities

In the discussion of our investment securities
portfolio, we have included certain credit ratings
information because the information indicates the
degree of credit risk to which we are exposed.
Significant changesin ratings classifications for our
investment securities portfolio could indicate
increased credit risk for us and could be accompanied
by areduction in the fair value of our investment
securities portfolio.

The following table presents the distribution of our total investment securities portfalio.

Investment securities Dec. 31 . Ratings
tfoli A 2015 Fair value
portiolio 2014 changeiin Dec. 31, 2015 asa% of BB+
Fair unrealized Amortized Fair amortized Unrealized AAA/ A+/ BBB+ and Not

(dollars in millions) value gain (loss) cost value cost (@) gain (loss) AA- A- BBB- lower rated
Agency RMBS $ 46,762 $ (309) $ 49,585 $ 49,464 100% $ (121) 100% —% —% —% —%
U.S. Treasury 24,857 (317) 24,019 23,920 100 (99) 100 — - - =
Sovereign debt/sovereign

guaranteed (b) 18,253 (26) 16,574 16,708 101 134 B — B - —
Non-agency RMBS (c) 2,214 (113 1,435 1,789 81 354 — 1 1 9 8
Non-agency RMBS 1,113 ) 900 914 94 14 7 5 18 69 1
European floating rate

notes (d) 1,959 (16) 1,369 1,345 98 (24) 68 27 - —
Commercial MBS 4,997 (81) 5,868 5,826 99 (42) 95 4 1 - —
State and political

subdivisions 5,271 6 3,988 4,065 102 7 80 17 — — 3
Foreign covered bonds () 2,866 37) 2,201 2,242 102 41 100 — — — -
Corporate bonds 1,785 (26) 1,740 1,752 101 12 21 66 13 - —
CLOs 2,111 (14) 2,363 2,351 99 (12) 100 — - - =
U.S. Government agencies 684 (5) 1,817 1,810 100 (W] 100 — — — -
Consumer ABS 3,240 (15) 2,909 2,893 99 (16) 100 — - - =
Other (f) 3,032 38 3,654 3,700 101 46 45 — 51 — 4

Total investment

securities $119144 (g) $  (919) $ 118,422 $118,779 (q) 100% $ 357 (@) 90% 2% 6% 2% —%
(a) Amortized cost before impairments.

(b)
©

Primarily consists of exposure to UK, France, Germany, Spain, and Italy.
These RMBS were included in the former Grantor Trust and were marked-to-market in 2009. We believe these RMBS would receive higher credit ratings

if these ratings incorporated, as additional credit enhancements, the difference between the written-down amortized cost and the current face amount of

each of these securities.
(d)
(e)

Primarily consists of exposure to Canada, UK and Netherlands.

Includes RMBS and commercial MBS. Primarily consists of exposure to UK and Netherlands.

(f)  Includes commercial paper with a fair value of $1.6 billion and $1.9 billion and money market funds with a fair value of $763 million and $886 million at

Dec. 31, 2014 and Dec. 31, 2015, respectively.
©
Q)

The fair value of our investment securities portfolio
was $118.8 billion at Dec. 31, 2015 compared with
$119.1 billion at Dec. 31, 2014. The decrease
primarily reflects lower unrealized gains and a
decrease in sovereign debt/sovereign guaranteed and
state and political subdivisions, partially offset by
additional investmentsin Agency RMBS and U.S.
Government agencies securities.

Includes net unrealized losses on derivatives hedging securities available-for-sale of $313 million at Dec. 31, 2014 and $292 million at Dec. 31, 2015.
Unrealized gains of $465 million at Dec. 31, 2015 related to available-for-sale securities.

At Dec. 31, 2015, the total investment securities
portfolio had a net unrealized pre-tax gain of $357
million compared with $1.3 billion at Dec. 31, 2014,
including the impact of related hedges. The decrease
in the net unrealized pre-tax gain was primarily
driven by anincreasein interest rates. The unrealized
gain net of tax on our available-for-sale investment
securities portfolio included in accumul ated other
comprehensive income was $329 million at Dec. 31,
2015, compared with $675 million at Dec. 31, 2014.
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At both Dec. 31, 2015 and Dec. 31, 2014, 90% of the
securitiesin our portfolio were rated AAA/AA-.

We routinely test our investment securities for OTTI.
See “Critical accounting estimates’ for additional
information regarding OTTI.

The following table presents the amortizable purchase premium (net of discount) related to the investment securities
portfolio and accretable discount related to the 2009 restructuring of the investment securities portfalio.

Net premium amortization and discount accretion of investment securities ()

(dollars in millions)

2015 2014 2013

Amortizable purchase premium (net of discount) relating to investment securities:

Balance at period end
Estimated average life remaining at period end (in years)
Amortization

$ 2,319 $ 2432 $ 2,377

Accretable discount related to the prior restructuring of the investment securities portfolio:

Balance at period end
Estimated average life remaining at period end (in years)
Accretion

4.7 4.8 52
$ 693 $ 626 $ 625
$ 355 $ 413 $ 642
6.1 5.9 6.0
$ 126 $ 163 $ 218

(&) Amortization of purchase premium decreases net interest revenue while accretion of discount increases net interest revenue. Both were

recorded on a level yield basis.

The following table presents pre-tax net securities
gains (losses) by type.

Net securities gains (losses)

(in millions) 2015 2014 2013
U.S. Treasury $ 45 % 253 60
Non-agency RMBS 7 17 (0]
Commercial MBS 5 1 16
State and political subdivisions 4 13 13
European floating rate notes 2 1 8
Other 20 34 45

Tota net securities gains $ 8 $ 91 $ 141

The following table shows the fair value of the
European floating rate notes by geographical location
at Dec. 31, 2015. Theunrealized loss on these
securities was $24 million at Dec. 31, 2015,
compared with $8 million at Dec. 31, 2014.

European floating rate notes at Dec. 31, 2015 (a)

Total
L fair
(in millions) RMBS  Other  ygue
United Kingdom $ 772 71 % 843
Netherlands 379 — 379
Ireland 121 — 121
Other 2 — 2

Total fair value $1274$ 71 $ 1,345

(a) 68% of these securities are in the AAA to AA- ratings
category.

See Note 20 of the Notes to Consolidated Financial
Statements for details of securities by level in the fair
value hierarchy.
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Equity investments

Our equity in joint venture and other investments are
primarily categorized as other assets. The following
table presents the carrying values at Dec. 31, 2015
and 2014.

Equity in joint venture and other

investments Dec. 31
(in millions) 2015 2014
Equiity in joint venture and other
investments:
CIBC Méllon $ 473 $ 550
Siguler Guff 262 272
ConvergEx 86 105
Other equity investments 218 203
Total equity injoint venture and other
investments 1,039 1130
Tax advantaged |ow income housing
investments 918 853
Federal Reserve Bank stock 453 447
Seed capital 245 406
Renewable energy investments 640 383
Private equity investments 34 68
Total equity injoint venture and other

investments $ 3,329 $ 3,287

Dividends on the Federal Reserve Bank stock were
paid quarterly at a 6% annual rate in 2015.
Beginning in 2016, the dividend on the Federal
Reserve Bank stock will be paid quarterly at the
lesser of (@) theyield on the 10-year U.S. Treasury
note at the last auction prior to the payment of the
dividend, and (b) 6% annual rate.
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For additional information on the fair value of certain
seed capital investments and our private equity
investments, see Note 7 of the Notes to Consolidated
Financia Statements.

Private equity activities consist of investmentsin
private equity funds, mezzanine financings, small
business investment companies (“ SBICs’) and direct
equity investments. The carrying and fair value of
our private equity investments was $34 million at
Dec. 31, 2015, a decrease of $34 million from Dec.
31, 2014. At Dec. 31, 2015, al of our private equity
investments are Vol cker-compliant SBICs and totaled

$34 million. Income on these investments was $1
million in 2015.

At Dec. 31, 2015, we had $58 million of unfunded
investment commitments to Vol cker-compliant
SBICs. If unused, the commitments expire between
2022 and 2025.

Commitments to private equity limited partnerships
may extend beyond the expiration period shown
above to cover certain follow-on investments, claims
and liabilities, and organizational and partnership
expenses.

Loans
Total exposure — consolidated Dec. 31, 2015 Dec. 31, 2014
Unfunded Total Unfunded Total
(in billions) Loans commitments exposure Loans  commitments exposure
Non-margin loans:
Financial institutions $ 159 $ 36.0 $ 519 % 133 $ 155 $ 28.8
Commercial 2.3 18.2 20.5 17 18.7 20.4
Subtotal institutional 18.2 54.2 72.4 15.0 34.2 49.2
Wealth management |oans and mortgages 13.3 1.6 14.9 11.2 17 129
Commercial real estate 3.9 33 7.2 25 2.7 52
Lease financings 1.9 — 1.9 22 — 22
Other residential mortgages 1.1 — 1.1 12 — 12
Overdrafts 4.5 — 4.5 59 — 59
Other 1.2 — 1.2 11 — 11
Subtotal non-margin loans 44.1 59.1 103.2 39.1 38.6 7.7
Margin loans 19.6 0.6 20.2 20.0 0.7 20.7
Total $ 63.7 $ 59.7 $ 1234  $ 59.1 $ 393 % 98.4

At Dec. 31, 2015, total exposures were $123.4
billion, an increase of 25% from $98.4 billion at Dec.
31, 2014. Theincreasein total exposure primarily
reflects higher unfunded commitmentsin the
financial institutions portfolio related to secured
intraday credit provided to dealersin connection with
their tri-party repo activity.

Our financial ingtitutions and commercial portfolios
comprise our largest concentrated risk. These
portfolios comprised 59% of our total lending
exposure at Dec. 31, 2015 and 50% at Dec. 31, 2014.
The increase reflects higher unfunded commitments
related to secured intraday credit provided to dealers
in connection with their tri-party repo activity.
Additionally, a substantial portion of our overdrafts
relate to financial institutions.
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Financial institutions

The diversity of the financial institutions portfolio is shown in the following table.

Financial institutions Dec. 31, 2015 Dec. 31, 2014
portfolio exposure Unfunded Total % Inv. % due Unfunded Total
(dollar amounts in billions) Loans  commitments exposure grade <1yr Loans commitments  exposure
Securities industry $ 31 § 2006 $ 23.7 99% 929% $ 31 % 11 $ 4.2
Banks 9.4 2.1 11.5 86 91 7.6 1.7 9.3
Asset managers 2.0 5.6 7.6 99 83 2.0 4.8 6.8
Insurance 0.2 4.5 4.7 99 16 0.1 4.0 4.1
Government 0.1 1.9 2.0 94 64 0.1 2.9 3.0
Other 1.1 1.3 2.4 98 22 0.4 1.0 1.4
Total $ 159 $§ 360 $ 51.9 96% 82% $ 133 $ 155 $ 28.8

The financial ingtitutions portfolio exposure was
$51.9 hillion at Dec. 31, 2015 compared with $28.8
billion at Dec. 31, 2014. The increase primarily
reflects higher unfunded commitmentsin the
securities industry portfolio related to secured
intraday credit provided to dealersin connection with
their tri-party repo activity.

In April 2015, we reduced the amount of secured
intraday credit we provide to dealersin connection
with dealers’ tri-party repo activity by fully
converting the secured intraday credit from
uncommitted credit to committed credit. The
committed credit requires dealersto fully secure the
outstanding intraday credit with high-quality liquid
assets having a market value in excess of the amount
of the outstanding credit. At Dec. 31, 2015, the
secured intraday credit provided to dealersin
connection with their tri-party repo activity totaled
$19.6 billion and was primarily included in the
securities industry portfalio.

Moving forward, BNY Mellon will continue to invest
in and enhance its tri-party repo capabilities,
including working closely with market participantsto
improve the process for settling Interbank General
Collatera Finance repo trades.

Financial institution exposures are high-quality, with

96% of the exposures meeting the investment grade
equivalent criteria of our internal credit rating

44 BNY Méllon

classification at Dec. 31, 2015. Each customer is
assigned an internal credit rating, which is mapped to
an equivalent external rating agency grade based
upon a number of dimensions which are continually
evaluated and may change over time. The exposure
to financial ingtitutionsis generally short-term. Of
these exposures, 82% expire within one year and 20%
expire within 90 days. In addition, 62% of the
financial institutions exposure is secured. For
example, securities industry and asset managers often
borrow against marketable securities held in custody.

For ratings of non-U.S. counterparties, asa
conservative measure, our internal credit rating is
generally capped at arating equivalent to the
sovereign rating of the country where the
counterparty resides regardless of the internal credit
rating assigned to the counterparty or the underlying
collateral.

Our bank exposure primarily relates to our global
trade finance and U.S. dollar-clearing businesses.
These exposures are predominately to investment
grade counterparties and are short term in nature.

The asset manager portfolio exposures are high-
quality with 99% of the exposures meeting our
investment grade equivalent ratings criteria as of Dec.
31, 2015. These exposures are generally short-term
liquidity facilities, with the vast magjority to regulated
mutual funds.
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Commercial

The diversity of the commercial portfolio is presented in the following table.

Commercial portfolio exposure Dec. 31, 2015 Dec. 31, 2014
o Unfunded Total % Inv. % due Unfunded Total
(dollar amounts in billions) Loans commitments exposure grade <lyr Loans commitments exposure
Manufacturing $ 06 $ 6.3 6.9 92% 13% $ 03 $ 57 $ 60
Services and other 0.8 5.5 6.3 94 17 0.8 5.9 6.7
Energy and utilities 0.6 4.9 5.5 97 14 0.5 5.6 6.1
Media and telecom 0.3 1.5 1.8 93 — 0.1 15 1.6
Total $ 23 8 182 $ 205 94% 13% $ 17 $ 187 $ 204

The commercial portfolio exposure increased slightly
to $20.5 hillion at Dec. 31, 2015 from $20.4 billion at
Dec. 31, 2014, primarily reflecting an increasein
exposure in the manufacturing and media and
telecom portfolios, partially offset by a decreasein
exposure to the energy and utilities and services and
other portfolios. Utilities-related exposure represents
approximately three-quarters of the energy and
utilities portfolio. The remaining exposure in the
energy and utilities portfolio, which includes
exposure to refining, integrated companies,
exploration and production companies and pipelines,
was 94% investment grade at Dec. 31, 2015.

The table below summarizes the percentage of the
financial ingtitutions and commercial portfolio
exposures that are investment grade.

Percentage of the portfolios Dec. 31,

that are investment grade 2015 2014 2013
Financia institutions 96% 93% 93%
Commercial 94% 94% 94%

Our credit strategy isto focus on investment grade
names to support cross-selling opportunities. The
execution of our strategy has resulted in 96% of our
financial institutions portfolio and 94% of our
commercia portfolio rated as investment grade at
Dec. 31, 2015.

Wealth management loans and mortgages

Our wealth management exposure was $14.9 billion
at Dec. 31, 2015 compared with $12.9 billion at Dec.
31, 2014. Wealth management loans and mortgages
primarily consist of loans to high-net-worth
individuals, which are secured by marketable
securities and/or residential property. Wealth
management mortgages are primarily interest-only

adjustable rate mortgages with aweighted-average
|loan-to-value ratio of 61% at origination. In the
wealth management portfolio, less than 1% of the
mortgages were past due at Dec. 31, 2015.

At Dec. 31, 2015, the wealth management mortgage
portfolio consisted of the following geographic
concentrations; Cadlifornia- 23%; New York - 21%;
M assachusetts - 13%; Florida - 8%; and other - 35%.

Commercial real estate

Our income producing commercia real estate
facilities are focused on experienced owners and are
structured with moderate leverage based on existing
cash flows. Our commercial real estate lending
activities also include construction and renovation
facilities. Our client base consists of experienced
developers and long-term holders of real estate assets.
L oans are approved on the basis of existing or
projected cash flows, and supported by appraisals and
knowledge of local market conditions. Development
loans are structured with moderate leverage, and in
many instances, involve some level of recourse to the
developer. Our commercial real estate exposure
totaled $7.2 billion at Dec. 31, 2015 compared with
$5.2 hillion at Dec. 31, 2014.

At Dec. 31, 2015, 61% of our commercial real estate
portfolio was secured. The secured portfolio is
diverse by project type, with 53% secured by
residential buildings, 27% secured by office
buildings, 14% secured by retail properties and 6%
secured by other categories. Approximately 98% of
the unsecured portfolio consists of real estate
investment trusts (“REITS’), which are predominantly
investment grade, and real estate operating
companies.
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At Dec. 31, 2015, our commercial real estate
portfolio consists of the following concentrations:
New York metro - 41%; REITs and real estate
operating companies - 39%; and other - 20%.

Lease financings

The leasing portfolio exposure totaled $1.9 hillion at
Dec. 31, 2015, compared with $2.2 hillion at Dec. 31,
2014. At Dec. 31, 2015, approximately 86% of the
leasing portfolio exposure was investment grade, or
investment grade equivalent.

At Dec. 31, 2015, the lease financing portfolio
consisted of exposures backed by well-diversified
assets, primarily large-ticket transportation
equipment. The largest component israil, consisting
of both passenger and freight train cars. Assetsare
both domestic and foreign-based, with primary
concentrations in the United States and Germany.
Approximately 46% of this portfolio is additionally
secured by highly rated securities and/or |etters of
credit from investment grade issuers. Counterparty
rating equivalents at Dec. 31, 2015 were as follows:

e 39% of the counterparties were A, or equivalent;
«  47% were BBB; and
e 14% were non-investment grade.

The lease financing portfolio is part of our tax
management strategy.

Other residential mortgages

The other residential mortgages portfolio primarily
consists of 1-4 family residential mortgage loans and
totaled $1.1 hillion at Dec. 31, 2015 and $1.2 billion
at Dec. 31, 2014. Included in this portfolio at Dec.
31, 2015 are $283 million of mortgage loans
purchased in 2005, 2006 and the first quarter of 2007
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that are predominantly prime mortgage loans, with a
small portion of Alt-A loans. As of Dec. 31, 2015,
the purchased loans in this portfolio had a weighted-
average loan-to-value ratio of 76% at origination and
16% of the serviced loan balance was at least 60 days
delinquent. The properties securing the prime and
Alt-A mortgage loans were located (in order of
concentration) in California, Florida, Virginia, the tri-
state area (New York, New Jersey and Connecticut)
and Maryland.

To determine the projected loss on the prime and Alt-
A mortgage portfolios, we calculate the total
estimated defaults of these mortgages and multiply
that amount by an estimate of realizable value upon
sale in the marketplace (severity).

Overdrafts

Overdrafts primarily relate to custody and securities
clearance clients. Overdrafts occur on adaily basisin
the custody and securities clearance business and are
generally repaid within two business days.

Other loans

Other loans primarily include loans to consumers that
are fully collateralized with equities, mutual funds
and fixed income securities.

Margin loans

Margin loans are collateralized with marketable
securities and borrowers are required to maintain a
daily collateral margin in excess of 100% of the value
of theloan. Margin loans included $7.8 hillion of
loans at Dec. 31, 2015 and $8.7 billion at Dec. 31,
2014 related to aterm loan program that offers fully
collateralized loans to broker-dealers.



Results of Operations (continued)

Loans by category

The following table shows trends in the loans outstanding at year-end over the last five years.

Loans by category — at year-end

(in millions) 2015 2014 2013 2012 2011
Domestic:
Financial institutions $ 6,640 $ 5603 $ 4511 $ 5,455 4,606
Commercial 2,115 1,390 1,534 1,306 752
Wealth management |oans and mortgages 13,247 11,095 9,743 8,796 7,342
Commercial red estate 3,899 2,524 2,001 1,677 1,449
Lease financings 1,007 1,282 1,322 1,329 1,558
Other residential mortgages 1,055 1,222 1,385 1,632 1,923
Overdrafts 911 1,348 1,314 2,228 2,958
Other 1,137 1,113 768 639 623
Margin loans 19,340 20,034 15,652 13,397 12,760
Total domestic 49,351 45,611 38,230 36,459 33,971
Foreign:
Financial institutions 9,259 7,716 9,848 5,833 6,538
Commercia 227 252 113 111 528
Wealth management |oans and mortgages 100 89 75 68 —
Commercid real estate 46 6 9 63 —
Lease financings 850 889 945 1,025 1,051
Other (primarily overdrafts) 3,637 4,569 2,437 3,070 1,891
Margin loans 233 — — — —
Total foreign 14,352 13,521 13,427 10,170 10,008
Total loans (a) $ 63,703 $ 59,132 $ 51657 $ 46,629 $ 43,979

(@) Net of unearned income of $674 million at Dec. 31, 2015, $866 million at Dec. 31, 2014, $1,020 million at Dec. 31, 2013, $1,135 million
at Dec. 31, 2012 and $1,343 million at Dec. 31, 2011, primarily on domestic and foreign lease financings.

Maturity of loan portfolio

The following table shows the maturity structure of
our loan portfolio at Dec. 31, 2015.

International loans

We have credit relationships in the international

markets, particularly in areas associated with our
securities servicing and trade finance activities.

Maturity of loan portfolio at Dec. 31, 2015 (a)

Between

Excluding lease financings, these activities resulted in

outstanding international loans of $13.5 hillion at

Dec. 31, 2015 and $12.6 billion at Dec. 31, 2014.
The increase primarily resulted from higher loansto

financial institutions and margin loans, partialy offset

Within 1and5 After
(in millions) 1year years 5years Tota
Domestic:
Financial
institutions $ 5,279 $ 693 $ 668 $ 6,640
Commercial 389 1,606 120 2,115
Commercial
real estate 598 2,064 1,237 3,899
Overdrafts 911 — — 911
Other 1,137 — — 1,137
Marginloans 18,840 500 — 19,340
Subtotal 27,154 4,863 2,025 34,042
Foreign 12,650 596 156 13,402
Total $39804 $ 5459 (b) $2,181 (b) $47,444

(a) Excludes loans collateralized by residential properties, lease
financings and wealth management loans and mortgages.
(b) Variable rate loans due after one year totaled $7.4 billion

and fixed rate loans totaled $79 million.

by lower overdrafts.

Asset quality and allowance for credit losses

Over the past several years, we have improved our

risk profile through greater focus on clients who are
active users of our non-credit services, de-
emphasi zing broad-based loan growth. Our primary
exposure to the credit risk of a customer consists of

funded loans, unfunded formal contractual
commitments to lend, standby letters of credit and

overdrafts associated with our custody and securities
clearance businesses.
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Therole of credit has shifted to one that complements
our other servicesinstead of as alead product. We
believe credit solidifies customer relationships and,

through a disciplined allocation of capital, can earn
acceptable rates of return as part of an overall
relationship.

The following table details changesin our alowance for credit |osses.

Allowance for credit losses activity

(dollar amounts in millions) 2015 2014 2013 2012 2011
Margin loans $ 19573 $ 20034 $ 15652 $ 13397 $ 12,760
Non-margin loans 43,708 39,077 36,005 33,232 31,219
Tota loans $ 63281 $ 59111 $ 51657 $ 46629 $ 43,979
Average loans outstanding $ 60,672 $ 54210 $ 48316 $ 43060 $ 40919
Balance, Jan. 1
Domestic $ 236 % 288 % 339 $ 439 $ 511
Foreign 44 56 48 58 60
Tota alowanceat Jan. 1 280 344 387 497 571
Charge-offs:
Commercial — (12 4 2 (6)
Commercial real estate — 2 Q) — 4
Financial ingtitutions 170) — — (13) (8)
Wealth management |oans and mortgages — @ @ @ @
Other residential mortgages ?2) 2 (8) (22 (56)
Foreign — 3) (3) — (8)
Total charge-offs (172) (20) (17) (38) (83)
Recoveries:
Commercia — 1 1 2 3
Financial ingtitutions 1 1 4 — 2
Other residential mortgages 6 2 4 6 3
Total recoveries 7 4 9 8 8
Net charge-offs (165) (16) (8) (30 (75)
Provision for credit losses 160 (48) (35) (80) 1
Balance, Dec. 31,
Domestic 240 236 288 339 439
Foreign 35 44 56 48 58
Total allowance, Dec. 31, $ 275 $ 280 $ 344 $ 387 $ 497
Allowance for loan losses $ 157 $ 191 $ 210 $ 266 $ 394
Allowance for lending-related commitments 118 89 134 121 103
Net charge-offsto average loans outstanding 0.27% 0.03% 0.02% 0.07% 0.18%
Net charge-offsto total allowance for credit losses 60.00 571 2.33 7.75 15.09
Allowance for loan losses as a percentage of total loans 0.25 0.32 0.41 0.57 0.90
Allowance for loan losses as a percentage of non-margin loans 0.36 0.49 0.58 0.80 1.26
Total allowance for credit losses as a percentage of total loans 0.43 0.47 0.67 0.83 1.13
Total alowance for credit |osses as a percentage of non-margin loans 0.63 0.72 0.96 1.16 1.59

Net charge-offs of $165 million in 2015 were
primarily reflected in the financial institution
portfolios and included a portion of the unsecured
loan to Sentinel that was reestablished in December
2015. Net charge-offs of $16 million in 2014 were
primarily reflected in the commercial loan and
foreign loan portfolios. Net charge-offs of $8 million
in 2013 were primarily reflected in the other
residential mortgages, commercial loan and foreign
|oan portfolios.

The provision for credit losses was $160 millionin
2015, acredit of $48 million in 2014 and a credit of
$35 millionin 2013.
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Thetotal alowance for credit losses was $275 million
at Dec. 31, 2015, $280 million at Dec. 31, 2014 and
$344 million at Dec. 31, 2013. Theratio of the total
alowance for credit losses to non-margin loans was
0.63% at Dec. 31, 2015, 0.72% at Dec. 31, 2014 and
0.96% at Dec. 31, 2013. Theratio of the allowance
for loan losses to non-margin loans was 0.36% at

Dec. 31, 2015 compared with 0.49% at Dec. 31, 2014
and 0.58% at Dec. 31, 2013. The decrease in the total
alowance for credit losses and the lower ratios at
Dec. 31, 2015 compared with Dec. 31, 2014 primarily
reflects an improvement in the credit quality in the
|oan portfolio.
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We had $19.6 billion of secured margin loans on our Allocation of Dec. 31,
balance sheet at Dec. 31, 2015 compared with $20.0 allowance 2015 2014 2013 2012 2011
billion at Dec. 31, 2014 and $15.7 billion at Dec. 31, Commercial 30% 2% 2% 2% 18%
2013. We have rarely suffered aloss on these types (F:gr':irgfc'a' real estate fi 12 E 12 1;
of loans and do not allocate any of our allowance for Other residential
credit losses to them. Asaresult, we believe that the mortgages 12 14 16 23 31
ratio of total allowance for credit lossesas a Financidl ingtitutions 11 n 14 9 13
percentage of non-margin loans is a more appropriate Wealth management (a) 7 8 ! 8 6

. L ease financing 5 12 11 13 13
metric to measure the adequacy of the reserve. Towd 100%  100% 100% 100%  100%

(a) Includes the allowance for wealth management mortgages.
The alowance for loan losses and allowance for

lending-related commitments represent

management’s estimate of probable losses inherent in The alocation of the allowance for credit lossesis
our credit portfolio. This evaluation process s inherently judgmental, and the entire allowance for
subject to numerous estimates and judgments. credit |osses is available to absorb credit losses

regardless of the nature of the loss.
Based on an evauation of the allowance for credit

losses as discussed in “Critical accounting estimates”
and Note 1 of the Notes to Consolidated Financial
Statements, we have allocated our alowance for
credit losses as follows.

Nonperforming assets

The following table shows the distribution of nonperforming assets at the end of each of the last five years.

Nonperforming assets Dec. 31,
(dollars in millions) 2015 2014 2013 2012 2011
Loans:
Financial institutions $ 111 $ — 3 — 3 3 $ 23
Other residential mortgages 102 112 117 158 203
Wealth management |oans and mortgages 11 12 11 30 32
Commercial real estate 2 1 4 18 40
Commercial — — 15 27 21
Foreign — — 6 9 10
Total nonperforming loans 286 125 153 245 329
Other assets owned 6 3 3 4 12
Total nonperforming assets (a) $ 292 128 $ 156 $ 249 $ 341
Nonperforming assets ratio 0.46% 0.22% 0.30% 0.53% 0.78%
Nonperforming assets ratio, excluding margin loans 0.7 0.3 04 0.7 11
Allowance for loan losses/nonperforming loans 54.9 152.8 137.3 108.6 1198
Allowance for loan losses/nonperforming assets 53.8 149.2 134.6 106.8 1155
Total allowance for credit losses/nonperforming loans 96.2 224.0 224.8 158.0 1511
Tota alowance for credit |osses/nonperforming assets 94.2 218.8 220.5 155.4 145.7

(a) Loans of consolidated investment management funds are not part of BNY Mellon’s loan portfolio. Included in the loans of consolidated
investment management funds are nonperforming loans of $53 million at Dec. 31, 2014, $16 million at Dec. 31, 2013, $174 million at
Dec. 31, 2012, and $101 million at Dec. 31, 2011. These loans are recorded at fair value and therefore do not impact the provision for
credit losses and allowance for loan losses, and accordingly are excluded from the nonperforming assets table above. In the second
quarter of 2015, BNY Mellon adopted the new accounting guidance included in ASU 2015-02, Consolidations. As a result, we
deconsolidated substantially all of the loans of consolidated investment management funds retrospectively to Jan. 1, 2015.
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Nonperforming assets activity

(in millions) 2015 2014
Balance at beginning of period $ 128 $ 156
Additions 360 35
Return to accrua status 3) (24)
Charge-offs a72) 9
Paydowns/sales (21) (40)
Balance at end of period $ 292 $ 128

Nonperforming assets were $292 million at Dec. 31,
2015, an increase of $164 million compared with
$128 million at Dec. 31, 2014. Theincreasein
nonperforming loans primarily reflect the addition of
an unsecured loan in the financial institutions
portfolio related to Sentinel.

The following table shows loans past due 90 days or
more and still accruing interest.

Past due loans >90 days still accruing interest at year-end

(in millions) 2015 2014 2013 2012 2011
Domestic:
Consumer $ 5% 6% 7% 6% 13
Commercial — — — — —
Total domestic 5 6 7 6 13
Foreign — —

Totdl pastdueloans § 5 $ 6% 7$ 6% 13

Loans past due 90 days or more at Dec. 31, 2015
primarily consisted of other residential mortgage
loans. See Note 5 of the Notes to Consolidated
Financial Statements for additional information on
our past due loans. See “Nonperforming assets’ in
Note 1 of the Notesto Consolidated Financial
Statements for our policy for placing loans on
nonaccrual status.

Deposits

We receive client deposits through a variety of
investment management and investment servicing
businesses and we rely on those deposits as alow-
cost and stable source of funding.

Total deposits were $279.6 billion, an increase of 5%
compared with $265.9 billion at Dec. 31, 2014. The
increase in deposits primarily reflects higher interest-
bearing depositsin non-U.S. offices primarily driven
by higher client depositsin our Investment Services
business.

Noninterest-bearing deposits were $96.3 billion at
Dec. 31, 2015 compared with $104.3 hillion at Dec.
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31, 2014. Interest-bearing deposits were $183.3
billion at Dec. 31, 2015 compared with $161.6 billion
at Dec. 31, 2014.

The aggregate amount of deposits by foreign
customers in domestic offices was $28.1 billion and
$28.3 hillion at Dec. 31, 2015 and 2014, respectively.

Depositsin foreign offices totaled $138.8 hillion at
Dec. 31, 2015 and $116.7 billion at Dec. 31, 2014.
The magjority of these deposits were in amountsin
excess of $100,000 and were primarily overnight
foreign deposits.

The following table shows the maturity breakdown of
domestic time deposits of $100,000 or more at Dec.
31, 2015.

Domestic time deposits > $100,000 at Dec. 31, 2015
Certificates Other time

(in mi”ions) Of depost deposts TOtal
3 months or less $ 26 $§ 41,595 $§ 41,621
Between 3 and 6 months 6 — 6
Between 6 and 12 months 14 — 14
Over 12 months 3 1 4

Total $ 49 $§ 41,596 $ 41,645

Short-term borrowings

We fund ourselves primarily through deposits and, to
alesser extent, other short-term borrowings and
long-term debt. Short-term borrowings consist of
federal funds purchased and securities sold under
repurchase agreements, payables to customers and
broker-dealers and other borrowed funds. Certain
other borrowings, for example, securities sold under
repurchase agreements, require the delivery of
securities as collateral.

See “Liquidity and dividends’ below for a discussion
of long-term debt and liquidity metrics that we
monitor.

Information related to federal funds purchased and
securities sold under repurchase agreementsis
presented below.
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Federal funds purchased and securities sold under
repurchase agreements

(dollars in millions) 2015 2014 2013
Maximum daily balance
during the year $30,238 $29522 $23,022

Average daily balance $16,452 $18631 $10,942
Weighted-average rate

during the year 0.04)%  (0.0N%  (0.15%
Ending balance at

Dec. 31 $15,002 $11,469 $ 9,648
Weighted-average rate at

Dec. 31 0.10 % (0.02% (0.11)%

Federal funds purchased and securities sold under
repurchase agreements

Quarter ended
Dec. 31, t. 30, Dec. 31,
(dollars in millions) o L0, Dec S
Maximum daily balance
during the quarter $30,238 $26813 $26,777

Average daily balance $20,349 $14,796 $20,285

Weighted-average rate

during the quarter 0.03)%  (0.0H%  (0.05%
Ending balance $ 15,002 $ 8,824 $11,469
Weighted-average rate at

period end 0.10 % (0.08)% (0.02)%

Fluctuations of federal funds purchased and
securities sold under repurchase agreements between
periods resulted from overnight borrowing
opportunities. The weighted-average ratesin all
periods presented reflect revenue earned on securities
sold under repurchase agreements related to certain
securities for which we were able to charge for
lending them.

Information related to payables to customers and
broker-dedlersis presented below.

Payables to customers and broker-dealers

(dollars in millions) 2015 2014 2013
Maximum daily balance
during the year $ 26,988 $ 25224 $ 17,290

Average daily balance (a) $ 22,062 $ 17,950 $ 15,365

Weighted-average rate
during the year (a) 0.06% 0.09% 0.09%

Ending balance at Dec. 31 $ 21,900 $ 21,181 $ 15,707

Weighted-average
rate at Dec. 31 0.07% 0.09% 0.07%

Payables to customers and broker-dealers

Quarter ended
Dec. 31, t. 30, Dec. 31,
(dollars in millions) Sore 30 Dec Sl

(a) The weighted-average rate is calculated based on, and is
applied to, the average interest-bearing payables to
customers and broker-dealers, which were $11,649 million
in 2015, $9,502 million in 2014 and $9,038 million in 2013.

Maximum daily balance
during the quarter $ 24,736 $ 24135 $ 22,112

Average daily balance (a) $ 22,654 $ 21,941 $ 20,707
Weighted-average rate

during the quarter (a) 0.06% 0.06% 0.08%
Ending balance $ 21,900 $ 22236 $ 21,181
Weighted-average rate at

period end 0.07% 0.06% 0.09%

(a) The weighted-average rate is calculated based on, and is
applied to, the average interest-bearing payables to
customers and broker-dealers, which were $12,904 million
in the fourth quarter of 2015, $11,504 million in the third
quarter of 2015 and $10,484 million in the fourth quarter of
2014.

Payables to customers and broker-deal ers represent
funds awaiting re-investment and short sale proceeds
payable on demand. Payablesto customers and
broker-dealers are driven by customer trading
activity levels and market volatility.

Information related to commercial paper is presented
below.

Commercial paper

(dollars in millions) 2015 2014 2013
Maximum daily balance
during the year $ 4849 $ 5003 $ 4,873

Average daily balance $ 1,549 $ 2546 $ 690
Weighted-average rate

during the year 0.10% 0.08% 0.06%
Ending balance at Dec. 31 $ — 3 — 3 96
Weighted-average rate at

Dec. 31 —% —% 0.03%

Commercial paper Quarter ended
Dec. 31, t. 30, Dec. 31,
(dollars in millions) Sore 30 Dec Sl
Maximum daily balance
during the quarter $ — $ 4801 $ 4800
Average daily balance $ — $ 2195 $ 4,400

Weighted-average rate
during the quarter

Ending balance

Weighted-average rate at
period end —% —% —%

—% 0.11% 0.09%
$ — 3 — 3 —

The Parent’s commercial paper program was
terminated in August 2015.
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Information related to other borrowed fundsis
presented below.

Other borrowed funds

(dollars in millions) 2015 2014 2013
Maximum daily balance

during the year $ 381 $ 2413 $ 7,383
Average daily balance $ 814 $ 1027 $ 1177
Weighted-average rate

duri ng the year 1.12% 0.61% 0.55%
Ending balance $ 523 $ 786 $ 663
Weighted-average rate at

Dec. 31 0.97% 1.15% 0.81%

Other borrowed funds Quarter ended
Dec. 31, t. 30, Dec. 31,
(dollars in millions) o P Dec sl

Maximum daily balance
during the quarter $ 1,687 $ 1065 $ 2413

Average daily balance $ 733 $ 628 $ 870
Weighted-average rate

during the quarter 1.13% 1.18% 1.06%
Ending balance $ 523 $ 648 $ 786
Weighted-average rate at

period end 0.97% 1.15% 1.15%

Other borrowed funds primarily include overdrafts of
sub-custodian account balances in our Investment
Services businesses and borrowings under lines of
credit by our Pershing subsidiaries. Overdrafts
typically relate to timing differences for settlements.
Fluctuations in other borrowed funds bal ances
primarily reflect changesin overdrafts of sub-
custodian account balances in our Investment
Services businesses.

Liquidity and dividends

BNY Méellon defines liquidity as the ability of the
Parent and its subsidiaries to access funding or
convert assets to cash quickly and efficiently, or to
rollover or issue new debt, especially during periods
of market stress and in order to meet its short-term
(up to one year) obligations. Liquidity risk isthe risk
that BNY Mellon cannot meet its cash and collateral
obligations at a reasonable cost for both expected and
unexpected cash flows, without adversely affecting
daily operations or our financial condition. Liquidity
risk can arise from cash flow mismatches, market
constraints from the inability to convert assetsto
cash, inability to raise cash in the markets, deposit
run-off, or contingent liquidity events. We also
manage liquidity risks on an intra-day basis, ina

52 BNY Mellon

manner designed to ensure that we can access
required funds during the business day to make
payments or settle immediate obligations, oftenin
real time. Changes in economic conditions or
exposure to credit, market, operational, legal, and
reputational risks also can affect BNY Mellon's
liquidity risk profile and are considered in our
liquidity risk framework.

For additional information on our liquidity policy, see
“Risk Management - Liquidity risk”.

Our overall approach to liquidity management isto
ensure that sources of liquidity are sufficient in
amount and diversity such that changesin funding
requirements at the Parent and at our significant bank
and broker-dealer subsidiaries can be accommodated
routinely without material adverse impact on
earnings, daily operations or our financial condition.

BNY Meéllon seeks to maintain an adequate liquidity
cushion in both normal and stressed environments
and seeks to diversify funding sources by line of
business, customer and market segment. In addition,
we monitor and control liquidity exposures and
funding needs within and across significant legal
entities, branches, currencies and business lines,
taking into account, among other factors, any
applicable restrictions on the transfer of liquidity
among entities.

Additionally, we seek to maintain liquidity ratios
within approved limits and liquidity risk tolerance,
maintain aliquid asset buffer that can be liquidated,
financed and/or pledged as necessary, and control the
levels and sources of wholesale funds. Moreover,
BNY Meéllon also manages potential intraday
liquidity risks, which are the risks that the firm cannot
fund or settle obligations during the business day.
Sources of intraday liquidity risks include timing
mismatches of inflows and outflows, inability to hold
or raise intraday cash, and unexpected market or
idiosyncratic events. We monitor and manage
intraday liquidity against existing and expected
intraday liquid resources (such as cash balances,
remaining intraday credit capacity, intraday
contingency funding, and available collateral) to
enable BNY Mellon to meet its obligations under
normal and reasonably severe stressed conditions.

Potential uses of liquidity include withdrawals of
customer deposits and client drawdowns on unfunded
credit or liquidity facilities. We actively monitor
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unfunded lending-related commitments, thereby
reducing unanticipated funding requirements.

When monitoring liquidity, we evaluate multiple
metrics in order to have ample liquidity for expected
and unexpected events. Metricsinclude cash flow
mismatches, asset maturities, debt spreads, peer
ratios, liquid assets, unencumbered collateral, funding
sources and balance sheet liquidity ratios. We also
maintain various internal liquidity limits as part of
our standard analysisto monitor depositor and market
funding concentration, liability maturity profile and
potential liquidity draws due to off-balance sheet
exposure.

U.S. regulators have established a liquidity coverage
ratio (“LCR”) that requires certain banking
organizations, including BNY Mellon, to maintain a
minimum amount of unencumbered high-quality
liquid assets (“HQLA") sufficient to withstand the net
cash outflow under a hypothetical standardized acute
liquidity stress scenario for a 30-day time horizon.

The following table presents the Company’s
consolidated HQLA and LCR as of Dec. 31, 2015.

Consolidated HQLA and LCR Dec. 31,
(in billions) 2015
Securities (a) $ 108
Cash (b) 110
Total consolidated HQLA (c) $ 218
Liquidity coverage ratio (d) 106%

(a) Primarily includes U.S. Treasury, U.S. agency, sovereign
securities, securities of U.S. Government-sponsored
enterprises, investment-grade corporate debt and publicly
traded common equity.

(b) Primarily includes cash on deposit with central banks.

(c) Consolidated HQLA presented before haircuts. After
haircuts, consolidated HQLA totaled $196 billion.

(d) Based on our interpretation of the final rule issued by the
U.S. federal banking agencies to implement the LCR in the
U.S. (““Final LCR Rule™).

Starting on Jan. 1, 2015, we and our domestic bank
subsidiaries were required to meet an LCR of 80%,
calculated monthly through June 30, 2015 and
calculated daily since July 1, 2015. The required
minimum LCR level will increase annually by 10%
increments until Jan. 1, 2017, at which time, we will
be required to meet an LCR of 100%. Asof Dec. 31,
2015, based on our interpretation of the Final LCR

Rule, we believe we and our domestic bank
subsidiaries are in compliance with applicable LCR
requirements on afully phased-in basis. We are
evaluating the FDIC's brokered deposits’ FAQ to
determine the implications, if any, on our deposit
balances relative to the LCR and other requirements.
For additional information on the LCR, see
“Supervision and Regulation - Liquidity Standards -
Basdl |1l and U.S. Proposals.”

We also perform liquidity stress tests to ensure the
Company maintains sufficient liquidity resources
under multiple stress scenarios. Stress tests are based
on scenarios that measure liquidity risks under
unlikely but plausible events. We perform these tests
under various time horizons ranging from one day to
one year in abase case, aswell as supplemental tests
to determine whether the Company’s liquidity is
sufficient for severe market events and firm-specific
events. Under our scenario testing program, the
results of the tests indicate that the Company has
sufficient liquidity.

Beginning on Jan. 1, 2015, BHCs with total
consolidated assets of $50 billion or more were
subject to the Federal Reserve's Enhanced Prudential
Standards, which include liquidity standards,
described under “ Supervision and Regulation -
Enhanced Prudential Standards’. BNY Mellon has
taken actions to comply with these standards,
including the adoption of various liquidity risk
management standards and maintenance of aliquidity
buffer of unencumbered highly liquid assets based on
the results of internal liquidity stress testing.

We define available funds for internal liquidity
management purposes as liquid funds (which include
interest-bearing deposits with banks and federal funds
sold and securities purchased under resale
agreements), cash and due from banks, and interest-
bearing deposits with the Federal Reserve and other
central banks. The table below presents our total
available fundsincluding liquid funds at period-end
and on an average basis. Theincreasein available
funds at Dec. 31, 2015 compared with Dec. 31, 2014
primarily reflects an increase of overnight deposits
with the Federal Reserve and other central banks,
partialy offset by our strategic effort to reduce our
level of interbank deposits.
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Available and liquid funds Dec. 31, Dec. 31, Average
(in millions) 2015 2014 2015 2014 2013
Available funds:
Liquid funds:
Interest-bearing deposits with banks $ 15146 $ 19495 $ 20,531 $ 355838 $ 41,222
Federal funds sold and securities purchased under resale agreements 24,373 20,302 23,384 14,704 8,412
Total liquid funds 39,519 39,797 43,915 50,292 49,634
Cash and due from banks 6,537 6,970 6,180 5472 5,662

Interest-bearing deposits with the Federal Reserve and other central banks

113,203 96,682 83,029 86,594 67,073

Total available funds

$159,259 $143449  $133,124 $142358 $ 122,369

Total available funds as a percentage of total assets

40% 37% 36% 38% 36%

On an average basis for 2015 and 2014, non-core
sources of funds, such as money market rate
accounts, federal funds purchased and securities sold
under repurchase agreements, trading liabilities,
commercia paper and other borrowings, were $26.7
billion and $30.0 billion, respectively. The decrease
primarily reflects lower levels of securities sold under
repurchase agreements and trading liabilities,
partidly offset by higher levels of money market rate
accounts. Average foreign deposits, primarily from
our European-based |nvestment Services business,
were $109.6 billion for 2015 compared with $109.4
billion for 2014. Theincrease reflects growthin
client deposits. Domestic savings, interest-bearing
demand and time deposits averaged $48.3 billion for
2015 compared with $45.8 billion for 2014. The
increase primarily reflects higher time deposits.

Average payables to customers and broker-dealers
were $11.6 billion for 2015 and $9.5 billion for 2014.
Payables to customers and broker-dealers are driven
by customer trading activity and market volatility.
Long-term debt averaged $20.8 billion for 2015 and
$20.6 billion for 2014. Average noninterest-bearing
deposits increased to $86.3 billion for 2015 from
$81.7 billion for 2014, reflecting growth in client
deposits. A significant reduction in our Investment
Services business would reduce our access to
deposits. See " Asset/liability management” for
additional factors that could impact our deposit
balances.

The Parent has three major sources of liquidity:

e cashon hand;

e dividends from its subsidiaries; and

e accessto the debt and equity markets.
Subsequent to Dec. 31, 2015, our bank subsidiaries

could declare dividends to the Parent of
approximately $3.1 billion, without the need for a
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regulatory waiver. Currently, The Bank of New York
Méllon, our primary subsidiary, is no longer paying
regular dividendsto the Parent in order to build
capital in advance of implementing the SLR. In
addition, at Dec. 31, 2015, non-bank subsidiaries of
the Parent had liquid assets of approximately $1.3
billion.

The Parent’s liquidity policy is to have sufficient
unencumbered cash and cash equivalents on hand at
each quarter-end to meet its forecasted debt
redemptions, net interest payments and net tax
payments over a minimum of the next 18 months
without the need to receive dividends from its bank
subsidiaries or issue debt. Asof Dec. 31, 2015, the
Parent was in compliance with this policy.

In 2015, BNY Mellon paid a quarterly common stock
cash dividend of $0.17 per common share. Our
common stock dividend payout ratio was 25% for
2015. The Federal Reserve's current guidance
provides that, for large bank holding companies like
us, dividend payout ratios exceeding 30% of after-tax
net income will receive particularly close scrutiny.

Restrictions on our ability to obtain funds from our
subsidiaries are discussed in more detail in
“Supervision and Regulation - Capital Planning and
Stress Testing - Payment of Dividends, Stock
Repurchases and Other Capital Distributions’ and in
Note 19 of the Notes to Consolidated Financial
Statements.

In 2015 and 2014, the Parent’s average commercial
paper borrowings were $1.5 billion and $2.5 billion,
respectively. The Parent’s commercial paper program
ended in August 2015. There was no overnight
commercial paper outstanding issued by the Parent at
Dec. 31, 2014.
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The Parent had cash of $9.1 billion at Dec. 31, 2015,
compared with $7.4 billion at Dec. 31, 2014, an
increase of $1.7 billion primarily reflecting the
issuance of long-term debt and preferred stock and a
net increase in loans from subsidiaries, partially offset
by maturities of long-term debt and net common
share repurchases.

The Parent’s major uses of funds are payment of
dividends, repurchases of common stock, principal
and interest payments on its borrowings, acquisitions

and additional investmentsin and loansto its
subsidiaries.

In 2015, we repurchased 55.6 million common shares
at an average price of $42.35 per common share for a
total cost of $2.4 hillion.

Our ahility to access the capital markets on favorable
terms, or at al, is partialy dependent on our credit
ratings, which are as follows:

Credit ratings

Moody’s S&P Fitch DBRS
Parent:
Long-term senior debt Al A AA- AA (low)
Subordinated debt A2 A- A+ A (high)
Preferred stock Baal BBB BBB A (low)
Trust preferred securities A3 BBB BBB+ A (high)
Outlook - Parent: Stable Stable Stable Stable
The Bank of New York Mellon:
Long-term senior debt Aa2 AA- AA AA
Long-term deposits Aal AA- AA+ AA
Short-term deposits P1 A-1+ F1+ R-1 (high)
BNY Mellon, N.A.:
Long-term senior debt Aa2 AA- AA (@) AA
Subordinated debt Aa3 A A+ NR
Long-term deposits Aal AA- AA+ AA
Short-term deposits P1 A-1+ F1+ R-1 (high)
Qutlook - Banks: Stable Stable Stable Stable

(a) Represents senior debt issuer default rating.
NR - Not rated.

On Dec. 2, 2015, S& P removed the government
support assumptions on the eight U.S. G-SIBs,
including the Parent. The withdrawal of the assumed
government support resulted in aone-notch
downgrade of the Parent’s long-term senior and
subordinated debt as well as the subordinated debt of
The Bank of New York Mellon. For further
discussion on the impact of a credit rating
downgrade, see Note 17 of the Notes to Consolidated
Financial Statements and our Risk Factor - “Any
material reduction in our credit ratings or the credit
ratings of our principal bank subsidiaries, The Bank
of New York Mellon or BNY Mellon, N.A., could
increase the cost of funding and borrowing to us and
our rated subsidiaries and have a material adverse

effect on our results of operations and financial
condition and on the value of the securities we issue.”

Long-term debt totaled $21.5 hillion at Dec. 31, 2015
and $20.3 hillion at Dec. 31, 2014. In 2015, the
Parent issued $5.0 billion of senior debt, partialy
offset by the maturity of $3.05 billion of long-term
debt. Additionally, the Parent called $600 million of
senior debt in 2015. The Parent has $2.45 billion of
long-term debt that will mature in 2016.

In February 2016, we issued $1.0 billion of senior

medium-term notes maturing in 2021 at an annual
interest rate of 2.5%.
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The following table presents the long-term debt
issued by the Parent in 2015.

Debt issuances

(in millions) 2015
Senior medium-term notes:
1.6% senior medium-term notes due 2018 $ 500
3-month LIBOR + 38 bps senior medium-term
notes due 2018 300
2.15% senior medium-term notes due 2020 1,250
2.6% senior medium-term notes due 2020 1,100
3-month LIBOR + 87 bps senior medium-term
notes due 2020 300
2.45% senior medium-term notes due 2020 800
3.0% senior medium-term notes due 2025 750
Total debt issuances $ 5,000

The double leverage ratio is the ratio of investment in
the equity of our subsidiaries divided by our
consolidated equity, which includes our

noncumul ative perpetual preferred stock plus trust
preferred securities. Our double leverage ratio was
115.7% at Dec. 31, 2015 and 112.0% at Dec. 31,
2014. The double leverage ratio is monitored by
regulators and rating agencies and is an important
constraint on our ability to invest in our subsidiaries
and expand our businesses.

Pershing LLC, an indirect subsidiary of BNY Mellon,
has uncommitted lines of credit in place for liquidity
purposes which are guaranteed by the Parent.
Pershing LL C has eight separate uncommitted lines
of credit amounting to $1.5 billion in aggregate.
Average daily borrowing under these lines was $5
million, in aggregate, in 2015. Pershing Limited, an
indirect UK-based subsidiary of BNY Méllon, has
two separate uncommitted lines of credit amounting
to $250 million in aggregate in place for liquidity
purposes, which are guaranteed by the Parent.
Average borrowings under these lines were $34
million, in aggregate, in 2015.

Statement of cash flows

Cash provided by operating activities was $4.1 billion
in 2015 compared with $4.5 billion in 2014 and $642
million used for operationsinin 2013. In 2015, cash
flows from operations were principally the result of
earnings. In 2014, cash flows from operations were
principally the result of earnings and changesin
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trading activities, partialy offset by changesin
accruals and other balances. In 2013, cash flows used
for operations were principally the result of changes
in trading activities and accruals, partialy offset by
earnings.

Cash used for investing activities was $19.8 billion in
2015 compared with $11.7 billion in 2014 and $13.2
billionin 2013. In 2015, purchases of securities, an
increase in interest-bearing deposits with the Federal
Reserve and other central banks, changesin loans and
changesin federal funds sold and securities
purchased under resal e agreements were significant
uses of funds, partially offset by sales, paydowns and
maturities of securities and adecrease in interest
bearing deposits with banks. 1n 2014, purchases of
securities, changes in federal funds sold and securities
purchased under resale agreements and an increase in
loans were significant uses of funds, partially offset
by sales, paydowns and maturities of securities and
decreases in deposits with banks and with the Federal
Reserve and other central banks. In 2013, purchases
of securities, changes in interest-bearing deposits
with the Federal Reserve and other central banks,
loans and federal funds sold and securities purchased
under resale agreements were a significant use of
funds, partially offset by sales, paydowns and
maturities of securities and a decrease in interest-
bearing deposits with banks.

Cash provided by financing activities was $15.2
billion in 2015 compared with $7.8 billion in 2014
and $15.6 billion in 2013. In 2015, an increasein
deposits, the issuance of long-term debt and changes
in federal funds purchased and securities sold under
repurchase agreements were significant sources of
funds, partially offset by the repayment of long-term
debt and common stock repurchases. In 2014,
increases in payables to broker-dealers and the
proceeds from the issuance of long-term debt were
significant sources of funds, partially offset by the
repayment of long-term debt and treasury stock
repurchases. In 2013, an increase in deposits, the net
proceeds from the issuance of long-term debt and
changesin federal funds purchased and securities
sold under repurchase agreements were significant
sources of funds, partially offset by repayment of
long-term debt and common stock repurchases.



Results of Operations (continued)

Commitments and obligations

We have contractual obligations to make fixed and
determinable payments to third parties asindicated in
the table below. The table excludes certain
obligations such as trade payables and trading
liabilities, where the obligation is short-term or
subject to valuation based on market factors. In

addition to the amounts shown in the table below, at
Dec. 31, 2015, $649 million of unrecognized tax
benefits have been recorded as liabilitiesin
accordance with ASC 740. Related to these
unrecognized tax benefits, we have also recorded a
liability for potential interest of $194 million. At this
point, it is not possible to determine when these
amounts will be settled or resolved.

Contractual obligations at Dec. 31, 2015 Payments due by period
Lessthan Over
(in millions) Tota 1 year 1-3years  3-5years 5years
Deposits without a stated maturity $ 110,230 $ 110,230 $ — $ — $ —
Term deposits 73,103 73,097 4 1 1
Federal funds purchased and securities sold under repurchase agreements 15,002 15,002 — — —
Payables to customers and broker-dealers 21,900 21,900 — — —
Other borrowed funds 523 523 — — —
Long-term debt (a) 24,225 2,981 5,818 8,868 6,558
Unfunded pension and post-retirement benefits 320 38 82 60 140
Capital leases 56 25 29 2 —
Investment commitments (b) 393 221 153 7 12
Total contractual obligations $ 245,752 $ 224,017 $ 6,086 $ 8,938 $ 6,711

Includes interest.
Includes Community Reinvestment Act commitments.

(a)
(b)

We have entered into fixed and determinable commitments as indicated in the table below:

Other commitments at Dec. 31, 2015

Amount of commitment expiration per period

Lessthan Over

(in millions) Total lyear 1-3years 3-5years 5years
Securities lending indemnifications (a) $ 294,108 $ 294,108 $ — % — % —
Lending commitments 54,505 31,077 9,020 14,166 242
Standby letters of credit 4,915 2,771 1,900 244 —
Operating leases 2,073 343 551 406 773
Purchase obligations (b) 922 538 330 34 20
Commercial letters of credit 303 298 — — 5
Private equity commitments 58 — 8 50 —
Total commitments $ 356,884 $ 329135 $ 11809 $ 14900 $ 1,040

(@)
(b)

which totaled $54 billion at Dec. 31, 2015.

significant terms.

See “Liquidity and dividends’ and Note 22 of the
Notes to Consolidated Financial Statementsfor a
further discussion of the source of funds for our
commitments and abligations and known material
trendsin our capital resources.

Off-balance sheet arrangements

Off-balance sheet arrangements discussed in this
section are limited to guarantees, retained or
contingent interests and obligations arising out of
unconsolidated variable interest entities (“VIES').

Excludes the indemnifications for securities booked at BNY Mellon beginning in late 2013 resulting from the CIBC Mellon joint venture

Purchase obligations are defined as agreements to purchase goods or services that are enforceable and legally binding and specify all

For BNY Mellon, these itemsinclude certain credit
guarantees and securitizations. Guarantees include
lending-related guarantees issued as part of our
corporate banking business and securities lending
indemnifications issued as part of our Investment
Services business. See Note 22 of the Notesto
Consolidated Financial Statements for afurther
discussion of our off-balance sheet arrangements.
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Capital

Capital data

(dollar amounts in millions except per share amounts; common shares in thousands) 2015 2014

At period end:

BNY Méllon shareholders’ equity to total assetsratio — GAAP (a) 9.7% 9.7%
BNY Meéellon common shareholders’ equity to total assets ratio — GAAP(a) 9.0% 9.3%
BNY Méllon tangible common shareholders’ equity to tangible assets of operations ratio — Non-GAAP (a) 6.5% 6.5%
Total BNY Mellon shareholders equity — GAAP $ 38,037 $ 37441
Total BNY Mellon common shareholders’ equity — GAAP $ 35485 $ 35879
BNY Méllon tangible common shareholders’ equity — Non-GAAP (a) $ 16,574 $ 16,439
Book value per common share— GAAP (a) $ 3209 $ 32.09
Tangible book value per common share — Non-GAAP (a) $ 1527 % 14.70
Closing stock price per common share $ 4122 % 40.57
Market capitalization $ 44,738 $ 45,366

Common shares outstanding

Full-year:

Average common equity to average assets
Cash dividends per common share
Common dividend payout ratio

Common dividend yield (annualized)

1,085,343 1,118,228

9.6% 9.8%

$ 0.68 $ 0.66
25% 31%
1.6% 1.6%

(a) See ““Supplemental information — Explanation of GAAP and Non-GAAP financial measures™ beginning on page 125 for a reconciliation

of GAAP to Non-GAAP.

The Bank of New York Mellon Corporation total
shareholders’ equity increased to $38.0 billion at Dec.
31, 2015 from $37.4 hillion at Dec. 31, 2014. The
increase primarily reflects earnings retention, the
issuance of $1 billion of noncumulative perpetual
preferred stock and approximately $662 million
resulting from stock awards, the exercise of stock
options and stock issued for employee benefit plans.
The increase was partially offset by share
repurchases, foreign currency tranglation adjustments,
and a decrease in the unrealized gain on our
investment securities portfolio.

The unrealized gain net of tax on our investment
securities portfolio recorded in accumul ated other
comprehensive income was $329 million Dec. 31,
2015 compared with $675 million at Dec. 31, 2014.
The decrease in the unrealized gain, net of tax, was
primarily driven by an increase in interest rates.

In 2015, we repurchased 55.6 million common shares
at an average price of $42.35 per common share for a
total cost of $2.4 hillion.

On Jan. 21, 2016, The Bank of New York Mellon
Corporation declared a quarterly common stock
dividend of $0.17 per common share. This cash
dividend was paid on Feb. 12, 2016 to shareholders
of record as of the close of business on Feb. 2, 2016.
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BNY Mellon’s tangible common shareholders’ equity
to tangible assets of operations ratio (Non-GAAP)
was 6.5% at both Dec. 31, 2015 and Dec. 31, 2014.

Capital adequacy

Regulators establish certain levels of capital for bank
holding companies and banks, including BNY Mellon
and our bank subsidiaries, in accordance with
established quantitative measurements. For the
Parent to maintain its status as a financia holding
company, our bank subsidiariesand BNY Mellon
must, among other things, qualify as“well
capitalized”.

Asof Dec. 31, 2015, and Dec. 31, 2014, BNY Mellon
and our bank subsidiaries were considered “well
capitalized” on the basis of the Tier 1 and Total

capital ratios and, in the case of our bank subsidiaries,
the CET1 ratio and the leverage capital ratio (Tier 1
capital to quarterly average assets as defined for
regulatory purposes).

Failure to satisfy regulatory standards, including
“well capitalized” status or capital adequacy rules
more generally, could result in limitations on our
activities and adversely affect our financial condition.
See the discussion of these mattersin “ Supervision
and Regulation - Regulated Entities of BNY Mellon
and Ancillary Regulatory Requirements” and “Risk
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Factors - Operational and Business Risk - Failureto
satisfy regulatory standards, including “well
capitalized” and “well managed” status or capital
adequacy and liquidity rules more generally, could
result in limitations on our activities and adversely
affect our business and financial condition.”

The U.S. banking agencies' capital rules have been
based on the framework adopted by the Basel
Committee on Banking Supervision, as amended
from timeto time. For additional information on
these capital requirements see “ Supervision and
Regulation.” BNY Mellonis subject to U.S. capital
rules, which are being gradually phased-in over a
multi-year period through 2018. Effectivein the
second quarter of 2014, BNY Mellon was approved
to exit parallel run reporting for U.S. regulatory
capital purposes related to the U.S. capital rules
Advanced Approaches. Inthefirst quarter of 2015,

we implemented the Basel |11 Standardized Approach

which replaced the Basel |-based calculation of RWA
with arevised methodology using a broader array of
more risk sensitive risk-weighting categories.

Our estimated CET1 ratios on afully phased-in basis
are based on our current interpretation of the U.S.
capital rules. RWA at Dec. 31, 2014 for credit risk
under the estimated fully phased-in Advanced
Approach reflected the use of asimple VaR
methodology for repo-style transactions (including
agented indemnified securities lending transactions),
eligible margin loans, and similar transactions. The
estimated fully phased-in Advanced Approach RWA
at Dec. 31, 2015 no longer assumes the use of this
methodol ogy.

Our risk-based capital adequacy is determined using
the higher of RWA determined using the Advanced
Approach and Standardized Approach. The
consolidated and The Bank of New York Mellon
ratios included in the table below are based on the
Advanced Approach as the related RWA were higher
using that framework at Dec. 31, 2015 and Dec. 31,
2014. Our consolidated and largest bank subsidiary,
The Bank of New York Mellon, regulatory capital
ratios are shown below.

Consolidated and largest bank subsidiary regulatory

Dec. 31, 2015

capital ratios Well Minimum Capital Dec. 31,
capitalized required ratios 2014
Consolidated regulatory capital ratios:
CET1ratio N/A () 4.5% 10.8% 11.2%
Tier 1 capital ratio 6% 6% 12.3% 12.2%
Total (Tier 1 plus Tier 2) capital ratio 10% 8% 12.5% 12.5%
Leverage capital ratio N/A (a) 4% 6.0% 5.6%
Selected regulatory capital ratios — fully phased-in —
Non-GAAP:

Estimated CET1 ratio:

Standardized Approach (b) 4.5% 10.2% 10.6%

Advanced Approach (b) 4.5% 9.5% 9.8%
Estimated SLR (b) 3% 4.9% 4.4%

The Bank of New York Mellon regulatory
capital ratios:
CET1ratio 6.5% (c) 4.5% 11.8% N/A
Tier 1 capital ratio 8% (c) 6% 12.3% 12.4%
Total (Tier 1 plus Tier 2) capital ratio 10% (c) 8% 12.5% 12.6%
Leverage capital ratio 5% 4% 5.9% 5.2%
Selected regulatory capital ratios — fully phased-in —
Non-GAAP:

Estimated SLR 6% 3% 4.8% N/A

(a) The Federal Reserve’s regulations do not establish well-capitalized thresholds for these measures for bank holding companies.
(b) See page 61 for the capital ratios with the phase-in of the capital conservation buffer and the estimated U.S. G-SIB surcharge.
(¢) On afully phased-in basis, bank-level minimum capital ratio thresholds plus anticipated buffers are expected to exceed bank-level “well

capitalized” thresholds.
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Our estimated CET1 ratio (Non-GAAP) calculated
under the Advanced Approach on afully phased-in
basis was 9.5% at Dec. 31, 2015 and 9.8% at Dec. 31,
2014. Our estimated CET1 ratio (Non-GAAP)
calculated under the Standardized Approach on a
fully phased-in basis was 10.2% at Dec. 31, 2015 and
10.6% at Dec. 31, 2014. The decreasein the
estimated CET1 ratio (Non-GAAP) calculated under
the Advanced A pproach from Dec. 31, 2014 was
primarily driven by higher RWA driven by an
increase in operational risk and the negative impact of
no longer using the simple VaR methodol ogy,
partialy offset by the deconsolidation of certain
consolidated investment management funds.

The estimated fully phased-in SLR (Non-GAAP) of
4.9% at Dec. 31, 2015 and 4.4% at Dec. 31, 2014 was
based on our interpretation of the U.S. capital rules,
as supplemented by the Federal Reserve'sfinal rules
onthe SLR. We expect to be compliant with the SLR
as we move closer to implementation in 2018.

For additional information on the U.S. capital rules,
see “ Supervision and Regulation - Capital
Requirements - Generally.”

The Basdl |11 Advanced Approach capital ratios are
significantly impacted by RWA for operational risk.
Our operational loss risk model isinformed by
external losses, including fines and penalties levied
against institutions in the financial servicesindustry,
particularly those that relate to businessesin which
we operate, and as aresult external losses have
impacted and could in the future impact the amount
of capital that we are required to hold.

Management views the estimated fully phased-in
CET1 and other risk-based capital ratios and SLR as
key measures in monitoring BNY Mellon’s capital
position and progress against future regulatory capital
standards. Additionally, the presentation of the
estimated fully phased-in CET1 and other risk-based
capital ratios and SLR are intended to allow investors
to compare these ratios with estimates presented by
other companies.

Our capital ratios are necessarily subject to, among
other things, BNY Mellon's further review of
applicable rules, anticipated compliance with all
necessary enhancements to model calibration,
approval by regulators of certain models used as part
of RWA calculations, further implementation
guidance from regulators, market practices and
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standards and any changes BNY Mellon may make to
its businesses. As a consequence of these factors, our
capital ratios may materially change, and may be
volatile over time and from period to period.

Minimum capital ratios and capital buffers

The U.S. capital rulesinclude a series of buffers and
surcharges over required minimums that apply to
bank holding companies, including BNY Méellon,
which are being phased-in over time. Banking
organizations with arisk-based ratio or SLR above
the minimum required level, but with arisk-based
ratio or SLR below the minimum level with buffers,
will face constraints on dividends, equity repurchases
and compensation based on the amount of the
shortfall. Different regulatory capital minimumes,
buffers and surcharges apply to our banking
subsidiaries.

The U.S. capital rules introduced a capital
conservation buffer and countercyclical capital buffer
that add to the minimum regulatory capital ratios
presented above. The capital conservation buffer is
designed to absorb losses during periods of economic
stress and applies to all banking organizations.
During periods of excessive growth, the capital
conservation buffer may be expanded up to an
additional 2.5% through the imposition of a
countercyclical capital buffer. The countercyclical
capital buffer, when applicable, applies only to
Advanced A pproach banking organizations. The
countercyclical capital buffer isinitially set to zero,
but it could increase if the banking agencies
determine that excessive credit in the broader markets
could result in systemic disruption.

BNY Meéellon is subject to an additional G-SIB
surcharge, which will be implemented as an extension
of the capital conservation buffer and must be
satisfied with CET1 capital. On July 20, 2015, the
Federal Reserve published final rulesto implement
the G-SIB surcharge. For 2016, the G-SIB surcharge
applicableto BNY Mellonis 1.5%, subject to
applicable phase-ins.

In addition, the U.S. capital rulesinclude an SLR to
become effective on Jan. 1, 2018, although
commencing in January 2015 each Advanced
Approach banking organization was required to
calculate and report its SLR. BNY Meéellon will be
subjected to an enhanced SLR, which will require a
buffer in excess of 2% over the minimum SLR of 3%.
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The insured depository institution subsidiaries of the
U.S. G-SIBs, including those of BNY Mellon, must
maintain a 6% SLR to be considered “well
capitalized.”

These buffers, other than the SLR buffer, and
surcharges will be phased in beginning on Jan. 1,
2016 until fully implemented on Jan. 1, 2019. The
following table presents the minimum capital ratio

requirements with buffers and surcharges, as phased-
in, applicable to the Parent. Thistable does not
include the imposition of a countercyclical capital
buffer. The U.S. capita rules also provide for
transitional arrangements for qualifying instruments,
deductions, and adjustments, which are not reflected
in thistable. Buffers and surcharges are not
applicable to the leverage capital ratio.

Consolidated capital ratio requirements Well
capitalized

Minimum

Minimum ratios with buffers, as phased-in
ratios 2015 2016 2017 2018 2019

Capital conservation buffer (CET1)
U.S. G-SIB surcharge (CET1) (a)

N/A 0.625% 125% 1.875% 2.5%
N/A 0.375% 0.75%  1.125% 1.5%

CET1ratio N/A 4.5% 4.5% 5.5% 6.5% 7.5% 8.5%
Tier 1 capital ratio 6.0% 6.0% 6.0% 7.0% 8.0% 9.0% 10.0%
Tota capital ratio 10.0% 8.0% 8.0% 9.0% 10.0% 11.0% 12.0%
Enhanced SLR buffer (Tier 1 capital) N/A N/A N/A N/A 2.0% 2.0%
SLR N/A 3.0% N/A N/A N/A 5.0% 5.0%

(a) The U.S. G-SIB surcharge is subject to change.

The table below presents the factors that impacted fully phased-in CET1 (Non-GAAP).

Estimated CET1 generation presented on a fully phased-in basis — Non-GAAP

(in millions) 2015
Estimated fully phased-in CET1 — Non-GAAP — Beginning of year $ 15,931
Net income applicable to common shareholders of The Bank of New Y ork Mellon Corporation — GAAP 3,053
Goodwill and intangible assets, net of related deferred tax liabilities 529
Gross CET1 generated 3,582
Capital deployed:
Dividends (762)
Common stock repurchased (2,355)
Total capital deployed @3,117)
Other comprehensive income (loss):
Foreign currency trandlation (563)
Unrealized (loss) on assets available-for-sale (415)
Pension liabilities 4
Unrealized gain on cash flow hedges 8
Total other comprehensive (l0ss) (966)
Additional paid-in capital (a) 636
Other additions (deductions):
Net pension fund assets 29)
Deferred tax assets ?)
Cash flow hedges —
Embedded goodwill 54
Other (7)
Tota other additions 16
Net CET1 generated 151
Estimated fully phased-in CET1 — Non-GAAP — End of year $ 16,082

(a) Primarily related to stock awards, the exercise of stock options and stock issued for employee benefit plans.
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The following table presents the components of our transitional and fully phased-in CET1, Tier 1 and Tier 2 capital,
the RWA determined under both the Standardized and Advanced A pproaches, the average assets used for leverage

capital purposes and the total leverage exposure for estimated SLR purposes.

Capital components and ratios Dec. 31, 2015 Dec. 31, 2014
Fully N Fully
Transitional phased-in - Transitional phased-in -
(dollars in millions) Approach (a) Non-GAAP Approach (a) Non-GAAP
CET1:
Common shareholders’ equity $ 36,067 $ 35,485 $ 36,326 $ 35,879
Goodwill and intangible assets (17,295) (18,911) (17,111) (19,440)
Net pension fund assets (46) (116) a7 (87)
Equity method investments (296) (347) (314) (401)
Deferred tax assets ®) (20) 4 (18)
Other (5) 9) 4 (2
Total CET1 18,417 16,082 18,884 15,931
Other Tier 1 capital:
Preferred stock 2,552 2,552 1,562 1,562
Trust preferred securities 74 — 156 —
Disallowed deferred tax assets 12) — (19 —
Net pension fund assets (70) — (69) —
Other (25) (22) (17) (12)
Total Tier 1 capital 20,936 18,612 20,502 17,481
Tier 2 capital:
Trust preferred securities 222 — 156 —
Subordinated debt 149 149 298 298
Allowance for credit losses 275 275 280 280
Other (12) (12) (11) (11)
Total Tier 2 capital - Standardized Approach 634 412 723 567
Excess of expected credit losses 37 37 13 24
Less: Allowance for credit |osses 275 275 280 280
Total Tier 2 capital - Advanced Approach $ 396 $ 174 $ 456 $ 311
Total capital:
Standardized Approach $ 21,570 $ 19,024 $ 21,225 $ 18,048
Advanced Approach $ 21,332 $ 18,786 $ 20,958 $ 17,792
Risk-weighted assets:
Standardized Approach (b) $ 159,893 $ 158,015 $ 125562 $ 150,881
Advanced Approach:
Credit Risk $ 106974 $ 105,099 $ 120,122 $ 114,105
Market Risk 2,148 2,148 3,046 3,046
Operational Risk 61,262 61,262 45,112 45,112
Total Advanced Approach $ 170384 $ 168,509 $ 168280 $ 162,263
Standardized Approach:
CET1ratio 11.5% 10.2% 15.0% 10.6%
Tier 1 capital ratio 13.1% 11.8% 16.3% 11.6%
Total (Tier 1 plus Tier 2) capital ratio 13.5% 12.0% 16.9% 12.0%
Advanced Approach:
CET1ratio 10.8% 9.5% 11.2% 9.8%
Tier 1 capital ratio 12.3% 11.0% 12.2% 10.8%
Total (Tier 1 plus Tier 2) capital ratio 12.5% 11.1% 12.5% 11.0%
Average assets for leverage capital purposes $ 351435 $ 368,140
Total leverage exposure for estimated SLR purposes - Non-GAAP $ 382,810 $ 398813

(a) Reflects transitional adjustments to CET1, Tier 1 capital and Tier 2 capital required in 2015 and 2014 under the U.S. capital rules.
(b) RWA under the Standardized Approach at Dec. 31, 2014 was determined using a Basel 1-based calculation. Effective Jan. 1, 2015, we
implemented the Basel 111 Standardized Approach which used a broader array of more risk sensitive risk-weighting categories.
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The following table presents the amount of capital by
which BNY Mellon and our largest bank subsidiary,
The Bank of New York Mellon, exceeded the capital
thresholds determined under the transitional rules at
Dec. 31, 2015.

Capital above thresholds at Dec. 31, 2015

The Bank of
i . New York
(in millions) Consolidated Mellon (b)
CET1 $ 10,750 (a) $ 7,333
Tier 1 capital 10,713 (b) 5,837
Total capital 4,294 (b) 3,394
L everage capital 6,879 (a) 2,464

(a) Based on minimum required standards.
(b) Based on well-capitalized standards.

The following table shows the impact of a $1 billion
increase or decreasein RWA, quarterly average assets
or total leverage exposure, or a $100 million increase
or decrease in common equity on the consolidated
capital ratios at Dec. 31, 2015.

Sensitivity of consolidated capital ratios at Dec. 31, 2015
Increase or decrease of

$1 billion in

RWA, quarterly

$100 million  average assets,
in common or total leverage

(in basis points) equity exposure
CET1:
Standardized Approach 6 bps 7 bps
Advanced Approach 6 6
Tier 1 capital:
Standardized Approach 6 8
Advanced Approach 6 7
Total capital:
Standardized Approach 6 8
Advanced Approach 6 7
Leverage capital 3 2
Estimated CET1 ratio, fully
phased-in — Non-GAAP:
Standardized Approach 6 6
Advanced Approach 6 6
Estimated SLR, fully
phased-in — Non-GAAP 3 1

At Dec. 31, 2015, we had $296 million of outstanding
trust preferred securities, of which 25% qualifies as
Tier 1 capital in 2015 and none of which will qualify
as Tier 1 capital in 2016, although a portion of the
trust preferred securities are eligible for inclusion in
Tier 2 capital. Any decision to take action with
respect to these trust preferred securities will be based
on severa considerations including interest rates and
the availability of cash and capital.

Capital ratios vary depending on the size of the

bal ance sheet at quarter-end and the level and types of
investments in assets. The balance sheet size
fluctuates from quarter to quarter based on levels of
customer and market activity. In general, when
servicing clients are more actively trading securities,
deposit balances and the balance sheet as awhole are
higher. In addition, when markets experience
significant volatility or stress, our balance sheet size
may increase considerably as client deposit levels
increase.

Supplementary Leverage Ratio

BNY Méellon has presented its consolidated and
largest bank subsidiary estimated fully phased-in SLR
based on itsinterpretation of the U.S. capital rules,
which are being gradually phased-in over amulti-
year period and on the application of such rulesto
BNY Méellon’s businesses as currently conducted.
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The following table presents the components of our estimated SLR using fully phased-in components of capital.

Estimated fully phased-in SLR — Non-GAAP Dec. 31, Dec. 31,
(dollars in millions) 2015 2014
Total estimated fully phased-in CET1 — Non-GAAP $ 16,082 $ 15931
Additional Tier 1 capita 2,530 1,550
Total Tier 1 capital $ 18,612 $ 17481
Total leverage exposure:
Quarterly average total assets $ 368,590 $ 385,232
Less. Amounts deducted from Tier 1 capital 19,403 19,947
Total on-balance sheet assets, as adjusted 349,187 365,285
Off-balance sheet exposures:
Potential future exposure for derivatives contracts (plus certain other items) 7,158 11,376
Repo-style transaction exposuresincluded in SLR 440 302
Credit-equivalent amount of other off-balance sheet exposures (less SLR exclusions) 26,025 21,850
Total off-balance sheet exposures 33,623 33,528
Total leverage exposure $ 382,810 $ 398,813
Estimated fully phased-in SLR — Non-GAAP 4.9% (a) 4.4%

(a) The estimated SLR on a fully phased-in basis (Non-GAAP) for our largest bank subsidiary, The Bank of New York Mellon, was 4.8% at
Dec. 31, 2015. At Dec. 31, 2015, total Tier 1 capital was $15,142 million and total leverage exposure was $316,270 million for The

Bank of New York Mellon.

Issuer purchases of equity securities

Share repurchases - fourth quarter of 2015

Total shares Maximum approximate dollar
repurchased aspart  value of shares that may yet

of apublicly be purchased under the

(dollars in millions, except per share Total shares Average price announced planor  publicly announced plans or

information; common shares in thousands)  repurchased per share program programs at Dec. 31, 2015

October 2015 5,096 $ 42.56 5,096 $ 1,315

November 2015 4 41.89 4 1,315

December 2015 5,014 42.66 5,014 1,101
Fourth quarter of 2015 (a) 10,114 42.61 10,114 1,101 (b)

(@) Includes 22 thousand shares repurchased at a purchase pric

e of $1 million from employees, primarily in connection with the employees’

payment of taxes upon the vesting of restricted stock. The average price per share of open market purchases was $42.61.

(b) Represents the maximum value of the shares authorized to b

e repurchased through the second quarter of 2016, including employee

benefit plan repurchases, in connection with the Federal Reserve’s non-objection to our 2015 capital plan.

On March 11, 2015, in connection with the Federal
Reserve's non-objection to our 2015 capital plan,
BNY Méllon announced a stock purchase program
providing for the repurchase of an aggregate of $3.1
billion of common stock, of which $700 million was
contingent on a prior issuance of $1 billion of
qualifying preferred stock. The Company completed
the issuance of preferred stock on April 28, 2015.
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The 2015 capital plan began in the second quarter of
2015 and continues through the second quarter of
2016.

Share repurchases may be executed through
repurchase plans designed to comply with Rule
10b5-1 and through derivative, accelerated share
repurchase and other structured transactions.
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Trading activities and risk management

Our trading activities are focused on acting as a
market-maker for our customers and facilitating
customer trades in compliance with the Volcker Rule.
The risk from market-making activities for customers
is managed by our traders and limited in total
exposure through a system of position limits, VaR
methodology based on a Monte Carlo simulation,
stop loss advisory triggers, and other market
sensitivity measures. The calculation of our VaR
used by management and presented below assumes a
one-day holding period, utilizes a 99% confidence
level, and incorporates the non-linear characteristics
of options. See Note 23 of the Notes to Consolidated
Financial Statements for additional information on
the VaR methodology.

The following tables indicate the calculated VaR
amounts for the trading portfolio for the designated
periods.

VaR (a) 2015

(in millions) Average Minimum Maximum Dec. 31,
Interest rate $ 518 3.6 S 80 § 5.2
Foreign exchange 1.0 0.5 1.9 1.2
Equity 1.0 0.5 1.9 0.6
Credit — — 0.3 0.3
Diversification 1.9 NM NM 2.2)
Overall portfolio 5.2 3.9 8.5 5.1
VaR (a) 2014

(in millions) Average Minimum Maximum  Dec. 31,
Interest rate $ 68% 38 $ 134 $ 3.8
Foreign exchange 1.0 0.4 27 0.7
Equity 16 0.6 4.0 0.8
Diversification (2.3 N/M N/M 1.3)
Overall portfolio 7.1 4.0 13.0 4.0

(a) VaR figures do not reflect the impact of the CVA guidance in
ASC 820. This is consistent with the regulatory treatment. VaR
exposure does not include the impact of the Company’s
consolidated investment management funds and seed capital
investments.

N/M - Because the minimum and maximum may occur on different
days for different risk components, it is not meaningful to
compute a minimum and maximum portfolio diversification
effect.

The interest rate component of VaR represents
instruments whose values predominantly vary with
the level or volatility of interest rates. These
instruments include, but are not limited to:; debt
securities, mortgage-backed securities, swaps,
swaptions, forward rate agreements, exchange-traded

futures and options, and other interest rate derivative
products.

The foreign exchange component of VaR represents
instruments whose values predominantly vary with
the level or volatility of currency exchange rates or
interest rates. These instruments include, but are not
limited to: currency balances, spot and forward
transactions, currency options, exchange-traded
futures and options, and other currency derivative
products.

The equity component of VaR consists of instruments
that represent an ownership interest in the form of
domestic and foreign common stock or other equity-
linked instruments. These instruments include, but
are not limited to: common stock, exchange-traded
funds, Depositary Receipts, listed equity options (puts
and calls), OTC equity options, equity total return
swaps, equity index futures and other equity
derivative products.

The credit component of VaR represents instruments
whose val ues predominantly vary with the credit
worthiness of counterparties. These instruments
include, but are not limited to credit derivatives
(credit default swaps and exchange traded credit
index instruments). Credit derivatives are used to
hedge various credit exposures.

The diversification component of VaR istherisk
reduction benefit that occurs when combining
portfolios and offsetting positions, and from the
correlated behavior of risk factor movements.

During 2015, interest rate risk generated 72% of
average gross VaR, foreign exchange risk generated
14% of average gross VaR and equity risk accounted
for 14% of average gross VaR. During 2015, our
daily trading loss exceeded our calculated VaR
amount of the overall portfolio on one occasion.

The following table of total daily trading revenue or
loss illustrates the number of trading days in which
our trading revenue or loss fell within particular
ranges during the past five quarters. The year-over-
year and sequential variances are driven by lower
revenue volatility in interest rate derivatives.
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Distribution of trading revenue (loss) (a)

Quarter ended

(dollar amounts  Dec. 31, Sept. 30, June30, March31, Dec. 31,
in millions) 2015 2015 2015 2015 2014
Revenue range: Number of days

Less than $(2.5) — — — 1 —
$(2.5) - $0 4 7 3 2 7
$0- $2.5 23 27 27 18 28
$25-$5.0 29 21 26 24 18
More than $5.0 6 10 8 16 9

(a) Trading revenue (loss) includes realized and unrealized gains and
losses primarily related to spot and forward foreign exchange
transactions, derivatives, and securities trades for our customers
and excludes any associated commissions, underwriting fees and net
interest revenue.

Trading assets include debt and equity instruments
and derivative assets, primarily interest rate and
foreign exchange contracts, not designated as hedging
instruments. Trading assets were $7 billion at Dec.
31, 2015 and $10 billion at Dec. 31, 2014.

Trading liabilities include debt and equity instruments
and derivative liabilities, primarily interest rate and
foreign exchange contracts, not designated as hedging
instruments. Trading liabilities were $5 billion at
Dec. 31, 2015 and $7 billion at Dec. 31, 2014.

Under our fair value methodology for derivative
contracts, an initia “risk-neutral” valuation is
performed on each position assuming time-
discounting based on aAA credit curve. In addition,
we consider credit risk in arriving at the fair value of
our derivatives.

We reflect external credit ratings aswell as
observable credit default swap spreads for both
ourselves aswell as our counterparties when

measuring the fair value of our derivative positions.
Accordingly, the valuation of our derivative positions
is sensitive to the current changes in our own credit
spreads, as well as those of our counterparties.

At Dec. 31, 2015, our OTC derivative assets of $4.7
billion included a CVA deduction of $46 million. Our
OTC derivative liabilities of $4.3 billion included a
DVA of $6 million related to our own credit spread.
Net of hedges, the CVA increased by $2 million and
the DVA increased $1 million in 2015. The net
impact of these adjustments decreased foreign
exchange and other trading revenue by $1 million in
2015. During 2015, a $2 million realized loss was
charged off against CVA reserves.

At Dec. 31, 2014, our OTC derivative assets of $6.2
billion included a CVA deduction of $49 million. Our
OTC derivative liabilities of $7.2 billion included a
DVA of $6 million related to our own credit spread.
Net of hedges, the CVA decreased $8 million and
DVA increased $1 million in 2014. The net impact of
these adjustments increased foreign exchange and
other trading revenue by $9 million in 2014. During
2014, a $5 million realized loss was charged off
against CVA reserves.

The table below summarizes the risk ratings for our
foreign exchange and interest rate derivative
counterparty credit exposure. Thisinformation
indicates the degree of risk to which we are exposed.
Significant changesin ratings classifications for our
foreign exchange and other trading activity could
result in increased risk for us.

Foreign exchange and other trading counterparty risk rating profile (a) Quarter ended
Dec. 31, Sept. 30, June30, March 31, Dec. 31,
2015 2015 2015 2015 2014
Rating:
AAA to AA- 43% 46% 41% 37% 37%
A+toA- 42 38 42 47 46
BBB+ to BBB- 13 14 13 14 14
Non-investment grade (BB+ and lower) 2 2 4 2 3
Total 100% 100% 100% 100% 100%

(a) Represents credit rating agency equivalent of internal credit ratings.

66 BNY Mellon



Results of Operations (continued)

Asset/liability management

Our diversified business activities include processing
securities, accepting deposits, investing in securities,
lending, raising money as needed to fund assets, and
other transactions. The market risks from these
activities are interest rate risk and foreign exchange
risk. Our primary market risk is exposure to
movementsin U.S. dollar interest rates and certain
foreign currency interest rates. We actively manage
interest rate sensitivity and use earnings simulation
and discounted cash flow models to identify interest
rate exposures.

An earnings simulation model is the primary tool
used to assess changes in pre-tax net interest revenue.
The model incorporates management’s assumptions
regarding interest rates, balance changes on core
deposits, market spreads, changes in the prepayment
behavior of loans and securities and the impact of
derivative financia instruments used for interest rate
risk management purposes. These assumptions have
been devel oped through a combination of historical
analysis and future expected pricing behavior and are
inherently uncertain. Asaresult, the earnings
simulation model cannot precisely estimate net

interest revenue or the impact of higher or lower
interest rates on net interest revenue. Actual results
may differ from projected results due to timing,
magnitude and frequency of interest rate changes, and
changes in market conditions and management’s
strategies, among other factors.

These scenarios do not reflect strategies that
management could employ to limit the impact as
interest rate expectations change. The table below
relies on certain critical assumptions regarding the
bal ance sheet and depositors' behavior related to
interest rate fluctuations and the prepayment and
extension risk in certain of our assets. To the extent
that actual behavior is different from that assumed in
the models, there could be achange in interest rate
sensitivity.

We evaluate the effect on earnings by running various
interest rate ramp scenarios from a baseline scenario.
The interest rate ramp scenarios are reviewed to
examine the impact of large interest rate movements.
Interest rate sensitivity is quantified by calculating
the change in pre-tax net interest revenue between the
scenarios over a 12-month measurement period.

The following table shows net interest revenue sensitivity for BNY Mellon.

Estimated changes in net interest revenue

Dec. 31, Sept. 30, June30, March3l, Dec. 31,

(dollars in millions) 2015 2015 2015 2015 2014
up 200 bps parallel rate ramp vs. baseline (a) $ 179 $ 275 $ 224 $ 210 $ 363
up 100 bps parallel rate ramp vs. baseline (a) 191 290 245 262 326
Long-term up 50 bps, short-term unchanged (b) 33 20 28 14 28
L ong-term down 50 bps, short-term unchanged (b) 91) (81) (73) (69) (54)

(@) In the parallel rate ramp, both short-term and long-term rates move in four equal quarterly increments.

(b) Long-term is equal to or greater than one year.

The Dec. 31, 2015 cdculations in the estimated
changesin net interest revenue table above are based
on aforecast that uses our year-end balance sheet and
an updated forward yield curve to take into
consideration significant market changes that
occurred subsequent to year-end. The 100 basis point
ramp scenario assumes rates increase 25 basis points
above the forward yield curve in each of the next four
guarters and the 200 basis point ramp scenario
assumes a 50 basis point per quarter increase.
Because it isour practiceto utilize forward yield
curvesin this analysis, the estimated impact of rate
changes that have occurred since the prior quarter is
embedded in the starting point, or base forecast, of
the current quarter calculation. For example, the

impact of the Federal Reserve's Dec. 16, 2015 rate
hike is embedded in the Dec. 31, 2015 base forecast.
As aresult, the change in sensitivity islargely driven
by an increase in the net interest revenue base
forecast as well as higher outflows of noninterest-
bearing deposits than previously forecasted.

Our net interest revenue sensitivity table above
incorporates assumptions about the impact of changes
in interest rates on depositor behavior based on
historical experience. Given the current historically
low interest rate environment and the potential

change to implementation of monetary policy, the
impact of depositor behavior is highly uncertain.
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Growth or contraction of deposits could also be
affected by the following factors:

e Monetary policy;

e Globa economic uncertainty;

e Our ratings relative to other financial institutions
ratings; and

e Money market mutual fund and other regulatory
reform.

Any of these events could change our assumptions
about depositor behavior and have a significant
impact on our balance sheet and net interest revenue.

We al so project future cash flows from our assets and
liabilities over along-term horizon and then discount
these cash flows using instantaneous parallel shocks
to prevailing interest rates. This measure reflects the
structural balance sheet interest rate sensitivity by
discounting all future cash flows. The aggregation of
these discounted cash flows is the economic value of
equity (“EVE"). The following table shows how the
EVE would change in response to changes in interest
rates.

shareholders’ equity thereby affecting our tangible
common equity (“TCE”) ratios. Under current
accounting rules, to the extent the fair value option
provided in ASC 825 is not applied, thereisno
corresponding change on our fixed liabilities, even
though economically these liabilities are more
valuable asratesrise.

We project the impact of this change using the same
interest rate shock assumptions described earlier and
compare the projected mark-to-market on the
investment securities portfolio at Dec. 31, 2015,
under the higher rate environments versus a stable
rate scenario. The table below shows the impact of a
change in interest rates on the TCE ratio.

Estimated changes in TCE ratio Dec. 31,
(in basis points) 2015
up 200 bps vs. baseline (70)
up 100 bpsvs. baseline (34)

Estimated changes in EVE Dec. 31,
2015

Rate change:
up 200 bpsvs. baseline (8.0)%
up 100 bpsvs. baseline (3.5)%

The asymmetrical accounting treatment of the impact
of achangeininterest rates on our balance sheet may
create a situation in which an increase in interest rates
can adversely affect reported equity and regulatory
capital, even though economically there may be no
impact on our economic capital position. For
example, an increase in rates will result in adecline
in the value of our available-for-sale securities
portfolio, which will be reflected through a reduction
in accumulated other comprehensive income in our
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These results do not reflect strategies that
management could employ to limit the impact as
interest rate expectations change.

To manage foreign exchange risk, we fund foreign
currency-denominated assets with liability
instruments denominated in the same currency. We
utilize various foreign exchange contractsiif aliability
denominated in the same currency is not available or
desired, and to minimize the earnings impact of
tranglation gains or losses created by investmentsin
foreign markets. The foreign exchangerisk related to
the interest rate spread on foreign currency-
denominated asset/liability positions is managed as
part of our trading activities. We use forward foreign
exchange contracts to protect the value of our net
investment in foreign operations. At Dec. 31, 2015,
net investmentsin foreign operations totaled $11
billion and were spread across 13 foreign currencies.



Risk Management

Risk management overview
Governance

Risk management and oversight begins with the
board of directors and two key board committees: the
Risk Committee and the Audit Committee.

The Risk Committee is comprised entirely of
independent directors and meets on aregular basisto
review and assess the control processes with respect
to the Company’sinherent risks. They also review
and assess the risk management activities of the
Company and the Company’s fiduciary risk policies
and activities. Policy formulation and day-to-day
oversight of the Risk Management Framework is
delegated to the Chief Risk Officer, who, together
with the Chief Auditor and Chief Compliance Officer,
helps ensure an effective risk management
governance structure. The roles and responsibilities
of the Risk Committee are described in more detail in
its charter, acopy of which is available on our
website, www.bnymellon.com.

The Audit Committee is also comprised entirely of
independent directors, all of whom are financially
literate within the meaning of the NY SE listing
standards, and two of whom have been determined to
be an audit committee financial expert as set out in
the rules and regulations under the Securities
ExchangeAct of 1934, as amended (the “Exchange
Act”), with accounting or related financial
management expertise within the meaning of the

NY SE listing standards. All members of the Audit
Committee have been determined to have banking
and financial management expertise within the
meaning of the FDIC rules. The Audit Committee
meets on aregular basis to perform an oversight
review of the integrity of the financial statements and
financial reporting process, compliance with legal
and regulatory requirements, our independent
registered public accountant’s qualifications and
independence, and the performance of our registered
public accountant and internal audit function. The
Audit Committee also reviews management’s
assessment of the adequacy of internal controls. The
functions of the Audit Committee are described in
more detail in its charter, a copy of which is available
on our website, www.bnymellon.com.

The Senior Risk Management Committee (“SRMC”)
is the most senior management body responsible for
ensuring that emerging risks are weighed against the
corporate risk appetite and that any material
amendments to the risk appetite statement are
properly vetted and recommended to the Executive
Committee and the Board for approval. The SRMC
also reviews any material breaches to our risk
appetite and approves action plans required to
remediate the issue. SRMC provides oversight for
the risk management, compliance and ethics
framework. The Chief Executive Officer, Chief Risk
Officer and Chief Financial Officer are among
SRMC’s members.

Primary risk types

The understanding, identification and management of
risk are essential elements for the successful
management of BNY Mellon. Our primary risk
categories are:

Type of risk  Description

Operational/  The risk of loss resulting from inadequate or

business failed internal processes, human factors and
systems, breaches of technology and
information systems, or from external events.
Also includes fiduciary risk, reputational risk,
and litigation risk.

Market Therisk of loss due to adverse changesin the
financial markets. Our market risks are
primarily interest rate, foreign exchange, and
equity risk. Market risk particularly impacts
our exposures that are marked-to-market such
as the securities portfolio, trading book, and
equity investments.

Credit The possible loss we would suffer if any of our
borrowers or other counterparties were to
default on their obligationsto us. Credit risk is
resident in the majority of our assets, but
primarily concentrated in the oan and
securities books, as well as off-balance sheet
exposures such as lending commitments,
letters of credit, and securities lending
indemnifications.

Liquidity Therisk that BNY Mellon cannot meet its cash
and collateral obligations at a reasonable cost
for both expected and unexpected cash flows,
without adversely affecting daily operations or
financial conditions. Liquidity risk can arise
from cash flow mismatches, market constraints
from inability to convert assetsto cash,
inability to raise cash in the markets, deposit
run-off, or contingent liquidity events. Thus,
liquidity risk can be inherent in the majority of

our balance sheet exposures.
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The following table presents the primary types of risk
typically embedded in on- and off-balance sheet
instruments.

Risks of our on- and off-balance sheet instruments
Assets:
Interest-bearing deposits with

banks credit
Federal funds sold and securities
purchased under resale i
agreements market, credit
Securities market, credit
Trading assets market, credit
Loans credit
Goodwill operational/business, market
Intangible assets operational/business, market

Liabilities:
Deposits liquidity
Federal funds purchased and

securities sold under

repurchase agreements liquidity
Trading liabilities market, liquidity
Payables to customers and o

broker-dealers liquidity
Off-balance sheet instruments:
Lending commitments credit, liquidity
Standby letters of credit credit, liquidity
Commercial letters of credit credit, liquidity
Securities lending i

indemnifications market, credit

The following chart provides a guide to the primary
risks inherent in our businesses. Liquidity risk is
managed on a stand-alone basis at the Consolidated
and Bank levels. Management of liquidity risk isthe
responsibility of Corporate Treasury whichis
reported in the Other segment. The percentages
below are based on the allocation of economic capital
at Dec. 31, 2015 to protect against unexpected
economic losses over a one-year period at alevel
consistent with the solvency of atarget debt rating.
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Operational/business risk
Overview

In providing a comprehensive array of products and
services, we may be exposed to operational/business
risk. Operational/business risk may result from, but
isnot limited to, errors related to transaction
processing, breaches of internal control systems and
compliance requirements, fraud by employees or
persons outside BNY Mellon or business interruption
due to system failures or other events. Operational/
business risk may also include breaches of our
technology and information systems resulting from
unauthorized access to confidential information or
from internal or external threats, such as cyber
attacks. Operational/business risk also includes
potential legal or regulatory actions that could arise as
aresult of noncompliance with applicable laws and/or
regulatory requirements. In the case of an operational
event, we could suffer afinancia loss aswell as
damage to our reputation.

To address these risks, we maintain comprehensive
policies and procedures and an internal control
framework designed to provide a sound operational
environment. These controls have been designed to
manage operational/business risk at appropriate levels
given our financial strength, the business
environment and markets in which we operate, the
nature of our businesses, and considering factors such
as competition and regulation. Our internal auditors
and internal control group monitor and test the overall
effectiveness of our internal controls and financial
reporting systems on an ongoing basis.
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We have al so established procedures that are designed
to ensure compliance with generally accepted
conduct, ethics and business practices which are
defined in our corporate policies. Theseinclude
training programs such as for our “ Code of Conduct,”
and “Know Your Customer” programs, and
compliance training programs such as those regarding
information protection, suspicious activity reporting,
and operational risk.

Operational/business risk management

We have established operational/business risk
management as an independent risk discipline. The
organizational framework for operational/business
risk is based upon a strong risk culture that
incorporates both governance and risk management
activities comprising:

» Board Oversight and Governance - The Risk
Committee of the Board approves and oversees
our operational/business risk management
strategy in addition to credit and market risk. The
Risk Committee meets regularly to review
operational/business risk management initiatives,
discuss key risk issues, and review the
effectiveness of the risk management systems.

«  Accountability of Businesses - Business
managers are responsible for maintaining an
effective system of internal controls
commensurate with their risk profilesand in
accordance with BNY Mellon policies and
procedures.

» The Operationa Risk Management Group is
responsible for devel oping risk management
policies and tools for assessing, measuring,
monitoring and managing operational risk for
BNY Meéllon. The primary objectives of the
Operational Risk Management Group are to
promote effective risk management, identify
emerging risks, create incentives for generating
continuous improvement in controls, and to
optimize capital.

« Thelnformation Risk Management Group is
responsible for devel oping policies, methods and
tools for identifying, assessing, measuring,
monitoring and governing information and
technology risk for BNY Méellon. The
Information Risk Management Group partners
with the businesses to help maintain and protect
the confidentiality, integrity, and availability of
the firm’s information and technol ogy assets from

internal and external threats such as cyber
attacks.

Market risk

In addition to the Risk Committee and SRMC,
oversight of market risk is performed by certain
committees and through executive review meetings.
Detailed reviews of derivative trading positions and
stress tests results are conducted during the Markets
Group Weekly Risk Review. Senior managers from
Risk Management, Finance and Sales and Trading
attend the review.

Regarding the Corporate Treasury function, oversight
is provided by the Treasury Risk Committee, bi-
weekly Portfolio Management Group risk meetings,
Business Risk Committee, and numerous portfolio
reviews.

The Business Risk Committee for the Markets Group
business also provides a forum for market risk
oversight. The goal of the Business Risk Committee
meeting, which isheld at |east quarterly, isto review
key risk and control issues and related initiatives
facing all lines of business including the Markets
Group. Thefollowing activities are also addressed
during Business Risk Committee meetings:

» Reporting of al new Monitoring Limits and
changes to existing limits; and

« Monitoring of trading exposures, VaR, market
sensitivities and stress testing results.

The Markets Group Documentation Committee
reviews and approves variations in the Company’s
documentation standards as it relates to derivative
transactions. In addition, this committee reviews all
outstanding confirmations to identify potential
exposure to the Company. Finally, the Risk
Quantification and Modeling Committee reviews
backtesting results for the Company’s VaR model.

Credit risk

To balance the value of our activities with the credit
risk incurred in pursuing them, we set and monitor
internal credit limits for activities that entail credit
risk, most often on the size of the exposure and the
quality of the counterparty. For credit exposures
driven by changing market rates and prices, exposure
measures include an add-on for such potential
changes.
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We manage credit risk at both the individual exposure
level aswell asthe portfolio level. Credit risk at the
individual exposure level is managed through our
credit approval system and involves four approval
levels up to and including the Chief Risk Officer of
the Company. The requisite approvals are based upon
the size and relative risk of the aggregate exposure
under consideration. The Credit Risk Group is
responsible for approving the size, terms and maturity
of all credit exposures as well as the ongoing
monitoring of the creditworthiness of the
counterparty. In addition, they are responsible for
assigning and maintaining the internal risk ratings on
each exposure.

Credit risk management at the portfolio leve is
supported by the Basel & Capital Adequacy Group,
within the Risk Management and Compliance Sector.
The Basel & Capital Adequacy Group is responsible
for calculating two fundamental credit measures.
First, we project a statistically probable credit loss,
used to help determine the appropriate loan loss
reserve and to measure customer profitability. Credit
loss considers three basic components. the estimated
size of the exposure whenever default might occur,
the probability of default before maturity and the
severity of the loss we would incur, commonly called
“loss given default.” For institutional lending, where
most of our credit risk is created, unfunded
commitments are assigned a usage given default
percentage. Borrowers/Counterparties are assigned
ratings by Credit Portfolio Managers on an 18-grade
scale, which trandlate to a scaled probability of
default. Additionally, transactions are assigned |oss-
given-default ratings (on a 7-grade scale) that reflect
the transactions’ structures including the effects of
guarantees, collateral, and relative seniority of
position.

The second fundamental measurement of credit risk
calculated by the Basel & Capital Adequacy Group is
called economic capital. Our economic capital model
estimates the capital required to support the overall
credit risk portfolio. Using aMonte Carlo simulation
engine and measures of correlation among borrower
defaults, the economic model examines extreme and
highly unlikely scenarios of portfolio credit lossin
order to estimate credit-related capital, and then
allocates that capital to individual borrowers and
exposures. The credit-related capital calculation
supports a second tier of policy standards and limits
by serving as an input to both profitability analysis
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and concentration limits of capital at risk with any
one borrower, industry or country.

The Basel & Capital Adequacy Group is responsible
for the cal culation methodol ogies and the estimates of
the inputs used in those methodol ogies for the
determination of expected loss and economic capital.
These methodol ogies and input estimates are
regularly evaluated to ensure their appropriateness
and accuracy. As new technigues and data become
available, Basel & Capital Adeguacy attemptsto
incorporate, where appropriate, those techniques or
data.

Credit risk isintrinsic to much of the banking
business. However, BNY Mellon seeksto limit both
on- and off-balance sheet credit risk through prudent
underwriting and the use of capital only where risk-
adjusted returns warrant. We seek to manage risk and
improve our portfolio diversification through
syndications, asset sales, credit enhancements, credit
derivatives, and active collateralization and netting
agreements. In addition, we have a separate Credit
Risk Review Group, which is part of Internal Audit,
made up of experienced loan review officers who
perform timely reviews of the loan files and credit
ratings assigned to the loans.

Liquidity risk

Our overall approach to liquidity management isto
ensure that sources of liquidity are sufficient in
amount and diversity such that changesin funding
regquirements at the Parent and at the various bank
subsidiaries can be accommodated routinely without
material adverse impact on earnings, daily operations
or our financial condition.

The board of directorsis ultimately responsible for
the liquidity risk of the Company and approves the
liquidity risk tolerances. The Asset Liability
Committee (“ALCQO") is the senior management
committee responsible for the oversight of liquidity
management. ALCO isresponsible to ensure that
Board approved strategies, policies, and procedures
for managing liquidity are appropriately executed.
Senior management is also responsible for regularly
reporting the liquidity position of the Company to the
board of directors. The Treasury Risk Committeeis
responsible for reviewing liquidity stress tests and
various liquidity metrics including contractual cash
flow gaps for liquidity, liquidity stress metrics and
ratios, Liquidity Coverage Ratio, Net Stable Funding
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Ratio and client deposit concentration. The Treasury
Risk Committee approves and validates stress test
methodol ogies and assumptions.

BNY Meéllon seeks to maintain an adequate liquidity
cushion in both normal and stressed environments
and seeks to diversify funding sources by line of
business, customer and market segment.
Additionally, we seek to maintain liquidity ratios
within approved limits and liquidity risk tolerance,
maintain aliquid asset buffer that can be liquidated,
financed and/or pledged as necessary, and control the
levels and sources of wholesale funds.

Potential uses of liquidity include withdrawals of
customer deposits and client drawdowns on unfunded
credit or liquidity facilities. We actively monitor
unfunded lending-related commitments, thereby
reducing unanticipated funding requirements.

When monitoring liquidity, we evaluate multiple
metrics to ensure ample liquidity for expected and
unexpected events. Metrics include cash flow
mismatches, asset maturities, debt spreads, peer
ratios, liquid assets, unencumbered collateral, funding
sources and balance sheet liquidity ratios. We
monitor the LCR, aswell as various internal liquidity
limits as part of our standard analysis to monitor
depositor and market funding concentration, liability
maturity profile and potential liquidity draws due to
off-balance sheet exposure.

We also perform liquidity stress tests to ensure the
Company maintains sufficient liquidity resources
under multiple stress scenarios, including stress tests
required by rules adopted by the Federal Reserve
under the Dodd-Frank Act. Stresstests are based on
scenarios that measure liquidity risks under unlikely
but plausible events. The Company performs these
tests under various time horizons ranging from one
day to one year in abase case, aswell as
supplemental tests to determine whether the
Company’s liquidity is sufficient for severe market
events and firm-specific events. Under our scenario
testing program, the results of the tests indicate that
the Company has sufficient liquidity.

Stress Testing

It isthe policy of the Company to perform Enterprise-
wide Stress Testing at regular intervals as part of its
Internal Capital Adequacy Assessment Process
(“ICAAP"). Additionally, the Company performs an

analysis of capital adequacy in a stressed
environment in its Enterprise-Wide Stress Test
Framework, as required by the enhanced prudential
standards issued pursuant to the Dodd-Frank Act.

Enterprise-Wide Stress Testing performs analyses
across the Company’s lines of business, products,
geographic areas, and risk types incorporating the
results from the different underlying models and
projections given a certain stress-test scenario. Itis
an important component of assessing the adequacy of
capital (asinthe ICAAP) aswell asidentifying any
high risk touch pointsin business activities.
Furthermore, by integrating enterprise-wide stress
testing into the Company’s capital planning process,
the results provide a forward-looking evaluation of
the ability to complete planned capital actionsin a
more-adverse-than-anticipated economic
environment.

Economic capital required

BNY Meéllon has implemented a methodology to
guantify economic capital. We define economic
capital asthe capital required to protect against
unexpected economic losses over a one-year period at
alevel consistent with the solvency of atarget debt
rating. We quantify economic capital requirements
for the risksinherent in our business activities using
statistical modeling techniques and then aggregate
them at the consolidated level. A capital reduction, or
diversification benefit, is applied to reflect the
unlikely event of experiencing an extremely large loss
in each type of risk at the same time. Economic
capital requirements are directly related to our risk
profile. Assuch, they have become a part of our
ICAAP and, along with regulatory capital, are akey
component to ensuring that the actual level of capital
is commensurate with our risk profile and sufficient
to provide the financial flexibility to undertake future
strategic business initiatives.

The framework and methodologies to quantify each
of our risk types have been developed by the Basel &
Capital Adeguacy Group and are designed to be
consistent with our risk management principles. The
framework has been approved by senior management
and has been reviewed by the Risk Committee of the
board of directors. Due to the evolving nature of
guantification technigues, we expect to continue to
refine the methodol ogies used to estimate our
economic capital requirements.
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The following table presents our economic capital
required at Dec. 31, 2015, on a consolidated basis.

Economic capital required at Dec. 31, 2015

(in millions)

Credit $ 5018

Market 2,504

Operational 5,271

Other (a) 540
Economic capital required - consolidated $ 13,333
CET1 $ 18417
Capital cushion $ 5,084

(@) Includes interest rate risk, reputational risk and
diversification benefit.

Global compliance

Our global compliance function provides leadership,
guidance, and oversight to help our businesses
identify applicable laws and regulations and
implement effective measures to meet the specific
requirements. Compliance takes a proactive
approach by anticipating evolving regulatory
standards and remaining aware of industry best
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practices, legisative initiatives, competitive issues,
and public expectations and perceptions. The
function uses its global reach to disseminate
information about compliance-related matters
throughout BNY Mellon. The Chief Compliance and
Ethics Officer reportsto the Chief Risk Officer, isa
member of key committees of BNY Mellon and
provides regular updates to the Risk Committee of the
board of directors.

Internal audit

Internal Audit is an independent, objective assurance
function that reports directly to the Audit Committee
of the Company’s Board of Directors. It assiststhe
Company in accomplishing its objectives by bringing
asystematic, disciplined, risk-based approach to
evaluate and improve the effectiveness of the
Company’s risk management, control, and
governance processes. The scope of Internal Audit’s
work includes the review and evaluation of the
adequacy, effectiveness, and sustainability of risk
management procedures, internal control systems,
information systems and governance processes.
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Evolving Regulatory Environment

BNY Mellon engages in banking, investment
advisory and other financial activitiesin the U.S. and
34 other countries, and is subject to extensive
regulation in the jurisdictions in which it operates.
Global supervisory authorities generally are charged
with ensuring the safety and soundness of financial
ingtitutions, protecting the interests of customers,
including depositors in banking entities and investors
in mutual funds and other pooled vehicles,
safeguarding the integrity of securities and other
financial markets and promoting systemic resiliency
and financial stability in the relevant country. They
are not, however, generally charged with protecting
the interests of our shareholders or non-deposit
creditors. This discussion outlines the material
elements of selected laws and regulations applicable
tous. Changesin these standards, or in their
application, cannot be predicted, but may have a
material effect on our businesses and results of
operations.

The financial servicesindustry has been the subject of
enhanced regulatory scrutiny in recent years globally,
and we expect thistrend to continue in the future.

Our businesses have been subject to a significant
number of new global reform measures. In particular,
the Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010 (the “Dodd-Frank Act”) and
its implementing regulations are significantly
restructuring the financial regulatory regimein the
United States and enhancing supervision and
prudential standards for large BHCs like BNY
Mellon. The implications of the Dodd-Frank Act for
our businesses depend to alarge extent on the manner
in which its implementing regulations are established
and interpreted by the primary U.S. financial
regulatory agencies - the Federal Reserve, the FDIC,
the OCC, the SEC and the CFTC. Theimplications
are also dependent on changes in market practices
and structures in response to the requirements of the
Dodd-Frank Act and financial reformsin other
jurisdictions. Certain aspects of the Dodd-Frank Act
remain subject to further rulemaking, take effect over
various transition periods, or contain other elements
that make it difficult to precisely anticipate their full
impact. In addition, other national and global reform
measures that have been adopted by various policy
makers or are being considered may materially
impact us. Relevant regulatory initiatives are
discussed further below.

Enhanced Prudential Standards and Large Exposures

Sections 165 and 166 of the Dodd-Frank Act direct
the Federal Reserve to enact heightened prudential
standards and early remediation requirements
applicable to BHCs with total consolidated assets of
$50 billion or more, such asBNY Meéellon, and certain
designated nonbank financial companies (generally
referred to as “ SIFIS’). The Dodd-Frank Act
mandates that the requirements applicable to SIFIs be
more stringent than those applicable to other financia
companies. In December 2011, the Federal Reserve
issued for public comment a notice of proposed
rulemaking, which we refer to as the “ Proposed SIF
Rules,” establishing enhanced prudential standards
for:

* risk-based capital requirements and leverage
limits;

* liquidity requirements;

» single-counterparty credit exposure limits;

» stresstesting of capital;

» overal risk management requirements; and

» remedia actionsthat SIFIs must take during the
early stages of financial distressif specified trigger
events occur (referred to as the “early remediation
provisions”).

In addition, in the rel ease accompanying the Proposed
SIFI Rules, the Federal Reserve indicated it would
consider whether to institute limits on short-term
debt.

The Federal Reserve has adopted rules (“Final SIFI
Rules’) to implement the liquidity, stress testing of
capital and risk management requirements of the
Proposed SIFI Rules. Beginning Jan. 1, 2015, BNY
Meéllon has been required to comply with enhanced
liquidity and overall risk management standards,
which include maintenance of a buffer of highly
liquid assets based on projected funding needs for 30
days. Theliquidity buffer isin addition to the U.S.
banking agencies' rules regarding the LCR, discussed
below and is described by the Federal Reserve as
being “complementary” to those liquidity standards.
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The Final SIFI Rules do not address single-
counterparty credit limits or early remediation
provisions. The Federal Reserve noted that it is still
devel oping the single-counterparty credit limit rule,
and that, in finalizing that rule, it would take into
account the Basel Committee’s framework for large
exposure limits.

The Basel Committee’s framework for large
exposures scheduled to become effective on Jan. 1,
2019:

e Limits exposures between a banking
organization and a single counterparty or a
group of connected counterparties to 25% of
Tier 1 capital;

e Limits exposures between G-SIBs to 15% of
Tier 1 capital;

e Excludes from the limit intraday interbank
exposures and sovereign and central bank
exposures; and

* Requires actions that SIFIs must take during
the early stages of financial distressiif
specified trigger events occur (referred to as
the “early remediation provisions’).

The framework is conceptually analogous to the
single-counterparty credit limits in the Proposed
SIFI Rules. It will become binding on U.S. banking
organizations only to the extent that the U.S.
banking agencies implement the framework,
including through the Federal Reserve's adoption of
final single counterparty credit limits implementing
section 165(e) of the Dodd-Frank Act.

The Basel Committee’s large exposures framework
does not specify a methodology to measure exposures
from securities financing transactions (* SFTs’), such
as securities lending and repurchase agreements.
Instead, the Basel Committee expects to use the
forthcoming revised comprehensive approach and
supervisory haircuts or an equivalent method that
does not rely on internal models to measure SFT
exposures. The Basel Committee expectsto finish its
review of this revised approach before the 2019
deadline, but in the event of a delay, banks may
continue to use the method they currently use to
calculate their risk-based capital requirements for
SFTs.
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Capital Planning and Stress Testing

Payment of Dividends, Stock Repurchases and Other
Capital Distributions

The Parent isalegal entity separate and distinct from
its bank and other subsidiaries. Dividends and
interest from its subsidiaries are the Parent’s principal
sources of funds to make capital contributions or
loans to its subsidiaries, to service its own debt, to
honor its guarantees of debt issued by its subsidiaries
or of trust preferred securitiesissued by atrust or to
make its own capital distributions. Various federal
and state laws and regulations limit the amount of
dividends that may be paid to the Parent by our bank
subsidiaries without regulatory consent. If, inthe
opinion of the applicable federal regulatory agency, a
depository institution under its jurisdiction is engaged
in or is about to engage in an unsafe or unsound
practice (which, depending on the financial condition
of the bank, could include the payment of dividends),
the regulator may require, after notice and hearing,
that the bank cease and desist from such practice.
The OCC, the Federa Reserve and the FDIC have
indicated that the payment of dividends would
constitute an unsafe and unsound practice if the
payment would reduce a depository institution’'s
capital to an inadequate level. Moreover, under the
Federal Deposit Insurance Act, as amended (the “ FDI
Act"), an insured depository institution may not pay
any dividendsif the ingtitution is undercapitalized or
if the payment of the dividend would cause the
institution to become undercapitalized. In addition,
the federal bank regulatory agencies have issued
policy statements which provide that FDIC-insured
depository institutions and their holding companies
should generally pay dividends only out of their
current operating earnings.

In general, the amount of dividends that may be paid
by our U.S. banking subsidiaries, including to the
Parent, is limited to the lesser of the amounts
calculated under a“recent earnings’ test and an
“undivided profits’ test. Under the recent earnings
test, adividend may not be paid if the total of all
dividends declared and paid by the entity in any
calendar year exceeds the current year’s net income
combined with the retained net income of the two
preceding years, unless the entity obtains prior
regulatory approval. Under the undivided profits test,
adividend may not be paid in excess of the entity’s
“undivided profits’ (generally, accumulated net
profits that have not been paid out as dividends or
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transferred to surplus). The ability of our bank
subsidiaries to pay dividendsto the Parent may also
be affected by various minimum capital regquirements
for banking organizations.

BNY Mellon's capital distributions are subject to
Federal Reserve oversight. The major component of
that oversight is the Federal Reserve’'s CCAR,
implementing its capital plan rule. That rule requires
BHCs having $50 billion or morein total
consolidated assets (including BNY Mellon) to
submit annual capital plansto their respective Federal
Reserve Bank. We are also required to collect and
report certain related data on a quarterly basis to
allow the Federal Reserve to monitor progress against
the annual capital plans. BNY Mellon and other
affected BHCs may pay dividends, repurchase stock,
and make other capital distributions only in
accordance with a capital plan that has been reviewed
by the Federal Reserve and as to which the Federal
Reserve has not objected. The Federal Reserve may
object to acapital plan if the plan does not show that
the covered BHC will meet, for each quarter
throughout the nine-quarter planning horizon covered
by the capital plan, all minimum regulatory capital
ratios under applicable capital rules asin effect for
that quarter on a pro forma basis under the base case
and stressed scenarios (including a severely adverse
scenario provided by the Federal Reserve). The
capital plan rule also stipulates that a covered BHC
may not make a capital distribution unless after
giving effect to the distribution it will meet all
minimum regulatory capital ratios.

The purpose of CCAR isto ensure that these BHCs
have robust, forward-looking capital planning
processes that account for their unique risks and that
permit continued operations during times of
economic and financial stress. The 2016 CCAR
instructions, consistent with prior Federal Reserve
guidance, provide that capital plans contemplating
dividend payout ratios exceeding 30% of projected
after-tax net income will receive particularly close
scrutiny. BNY Mellon’s common stock dividend
payout ratio was 25% for 2015.

In March 2015, BNY Méellon received confirmation
that the Federal Reserve did not object to our 2015
CCAR. The board of directors subsequently
approved the repurchase of up to $3.1 billion worth of
common stock for afive-quarter period beginning in
the second quarter of 2015 and continuing through
the second quarter of 2016, including employee

benefit plan repurchases. Of the $3.1 billion
authorization, common stock repurchases of $700
million were contingent on a prior issuance of $1
billion of qualifying preferred stock, which issuance
was completed in April 2015. We repurchased 45.3
million common shares for $2.0 billion in 2015 under
the current program, which began in the second
guarter of 2015 and continues through the second
guarter of 2016. We expect to continue to repurchase
sharesin the first half of 2016 under the 2015 capital
plan.

In October 2014, the Federal Reserve revised aspects
of itsrules pertaining to CCAR and Dodd Frank Act
stress tests (“DFAST”). These revisionsinclude,
among other changes, an adjusted timeline for the
submission of capital plans and stress tests for BHCs
subject to CCAR and the limitations on capital
distributions to the extent that actual capital issuances
are less than the amounts indicated in the capital plan.
Beginning in 2016, BHCs, including BNY Méellon,
are required to submit their capital plans and stress
testing results to the Federal Reserve on or before
April 5.

On Nov. 25, 2015, the Federal Reserve modified
certain aspects of the CCAR and DFAST regulations,
including the following:

» Removing the requirement to calculate a5% Tier 1
common ratio;

» Déaying, for purposes of the DFAST and CCAR,
implementation of the SLR as a quantitative
measure until the 2017 stress-testing cycle; and

 Indefinitely deferring the use of the U.S. capital
rules’ Advanced Approach RWA framework in
CCAR and DFAST.

In December 2015 the Federal Reserve issued
guidance that consolidates capital planning
expectations, including expectations for CCAR. The
guidance makes explicit that the Federal Reserve
maintains heightened expectations regarding capital
planning by large BHCs such asBNY Mellon. In
particular, the Federal Reserve expects firms such as
BNY Méellon to exceed the minimum expectations set
forth in the Federal Reserve's guidance and maintain
highly sophisticated, comprehensive, and robust
capital planning practices.
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Regulatory Stress-Testing Requirements

In addition to the CCAR stress testing requirements,
Federal Reserve regulations also include DFAST.
The CCAR and DFAST requirements substantially
overlap, and the Federal Reserve implements them at
the BHC level on acoordinated basis. Under these
DFAST regulations, we are required to undergo
regulatory stress tests conducted by the Federal
Reserve annually, and to conduct our own internal
stress tests pursuant to regulatory requirements twice
annually. In addition, The Bank of New York Mellon
isrequired to conduct its own annual internal stress
test (although this bank is permitted to combine
certain reporting and disclosure of its stress test
results with the results of BNY Mellon). These
reguirements involve both company-run and
supervisory-run testing of capital under various
scenarios, including baseline, adverse and severely
adverse scenarios provided by the appropriate
banking regulator. Results from our annual company-
run stress tests are reported to the appropriate
regulators and published. We published the results of
our most recent company-run annual stress test on
March 11, 2015, and the results of our company-run
mid-year stress test on July 13, 2015.

Capital Requirements - Generally

AsaBHC, we are subject to U.S. capital rules,
administered by the Federal Reserve. Our bank
subsidiaries are subject to similar capita
reguirements administered by the Federal Reservein
the case of The Bank of New York Mellon and by the
OCC in the case of our national bank subsidiaries,
BNY Mellon, N.A. and The Bank of New York
Mellon Trust Company, National Association. These
reguirements are intended to ensure that banking
organizations have adequate capital given the risk
levels of their assets and off-balance sheet exposures.

The U.S. capita rules are largely based on the Basel
Committee's December 2010 final capital framework
for strengthening international capital standards, now
officially identified by the Basel Committee as “Basel
111", and also implement, through the new
“Standardized Approach” discussed below, arevised
calculation of RWA, effective Jan. 1, 2015.
Notwithstanding the detailed U.S. capital rules, the
federal banking agencies retain significant discretion
to set higher capital requirements for categories of
banks or for an individual bank as situations warrant.

78 BNY Mellon

The U.S. capita rules, among other matters:

» define the components of capital in the numerator
of regulatory capital ratios in a more narrow way
than previous capital standards;

e introduce aminimum CET1 risk-based capital
ratio and increase the minimum required Tier 1
risk-based capital ratio;

e designate their new “ Standardized Approach” as
the “generally applicable risk-based capital”
standard;

» change the calculation of risk-weighted assetsin
the denominator of the risk-based capital ratiosin
the Advanced A pproaches rules (defined below);

» establish acapital conservation buffer;

e introduce a countercyclical capital buffer for
banking organizations subject to the Advanced
Approaches (“ Advanced Approaches banking
organizations’); and

» establish an SLR for Advanced Approaches
banking organizations.

The U.S. capita rules alow a graduated
implementation schedule and will be substantially
phased-in by 2019. BNY Mellon began using the
new Standardized Approach risk-weightings on Jan.
1, 2015. In addition, BNY Mellon began meeting the
minimum ratios for the capital conservation buffer
and countercyclical capital buffer, including the G-
SIB surcharge, during the transition period beginning
on Jan. 1, 2016 and must begin compliance with the
SLR on Jan. 1, 2018.

U.S. Capital Rules - New Minimum Capital Ratios
and Capital Buffers

Consistent with the terms of the Basel 111 framework
and the Dodd-Frank Act, the U.S. capital rules

reguire Advanced A pproaches banking organizations,
such as BNY Méllon, to satisfy three minimum risk-
based capital ratios using both the new Standardized
Approach risk-weightings on Jan. 1, 2015 (during
2014, the U.S. capital rules used the Basel 1-based
risk weightingsin lieu of the Standardized Approach)
and the Advanced A pproaches:

e aCET1 ratio of 4.5% beginning Jan. 1, 2015;
e aTier 1 capital ratio of 6.0% beginning Jan. 1,
2015; and
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e aTotal capital ratio of 8.0% (unchanged from the
earlier general risk-based capital rules).

In addition, these minimum ratios will be
supplemented by a new capital conservation buffer
required threshold that began being phased in on Jan.
1, 2016, in increments of 0.625% per year until it
reaches 2.5% on Jan. 1, 2019. The capital
conservation buffer required threshold can only be
satisfied with CET1 capital.

The capital conservation buffer required threshold is
designed to enable a banking organization to absorb
losses during periods of economic stress and applies
to all banking organizations that are subject to the
U.S. capital rules. Banking organizations with a
CET1 ratio above the minimum but below the
conservation buffer required threshold (or below the
combined capital conservation buffer and
countercyclical capital buffer, when the latter is
applied) will face constraints on dividends, equity
repurchases and compensation based on the amount
of the shortfall.

During periods of excessive growth, the capital
conservation buffer may be expanded up to an
additional 2.5% through the imposition of a
countercyclical capital buffer. For internationally
active banks such as BNY Meéllon, the countercyclical
capital buffer required threshold is aweighted
average of the countercyclical capital buffers
deployed in each of the jurisdictionsin which the
bank has private sector credit exposures. In
December 2015, the Federal Reserve issued a
proposed policy statement outlining the framework
for calculating the countercyclical capital buffer
applicable to banks' U.S. exposures. Under the
proposed policy statement, the countercyclical capital
buffer is designed to increase the resilience of large
banking organizations when the Federal Reserve sees
an elevated risk of above-normal losses and
supplements existing capital requirements to account
for various financial system vulnerabilities and
guantitative indicators. The Federal Reserve, in
consultation with the OCC and FDIC, also voted to
affirm the current countercyclical capital buffer level
for U.S. exposures of 0% and noted that any future
maodifications to the buffer would generally be subject
to a 12-month phase-in period. Any countercyclical
capital buffer required threshold arising from
exposures outside the United States will also
generally be subject to a 12-month phase-in period.

The U.S. capita rules buffersare also
supplemented by a risk-based capital surcharge on
G-SIBs. On July 20, 2015, the Federal Reserve
published final rulesto implement the G-SIB
surcharge (the “Final U.S. G-SIB Rule”). The
fina rule requires G-SIBsto calculate their
surcharges under two methods (referred to as
“method 1" and “method 2") and use the higher of
the two surcharges. The first method is based on
the Basel Committee's framework and considers a
G-SIB’s size, interconnectedness, cross-
jurisdictional activity, substitutability, and
complexity. The second method uses similar
inputs, but is calibrated to result in significantly
higher surcharges and replaces substitutability
with a measure of reliance on short-term
wholesale funding. The Final U.S. G-SIB Rule
does not add the G-SIB surcharge to post-stress
minimum risk-based capital ratios for purposes of
DFAST or CCAR. Consistent with the phase-in of
the capital conservation buffer, the G-SIB capital
surcharge began to be phased-in beginning on Jan.
1, 2016 and will become fully effective on Jan. 1,
2019. For 2016, the G-SIB surcharge applicable
to BNY Mellon is 1.5%, subject to applicable
phase-ins.

At Dec. 31, 2015, calculated on atransitionally
phased-in basis and under the Advanced A pproach,
BNY Meéellon's CET1 ratio was 10.8%, the Tier 1
capital ratio was 12.3%, the Total capital ratio was
12.5% and its leverage ratio was 6.0%.

At Dec. 31, 2015, our estimated fully phased-in CET
1 ratio was 9.5% under the Advanced Approach and
10.2% under the Standardized Approach, based on
our current interpretations of the U.S. capital rules
and the final market risk rules.

U.S. Capital Rules - Deductions from and
Adjustments to Capital Elements

The U.S. capital rules, like Basel 111, provide for a
number of deductions from and adjustmentsto CET1
capital. Theseinclude, for example, providing that
unrealized gains and losses on all available-for-sale
debt securities may not be filtered out for regulatory
capital purposes, and the requirement that mortgage
servicing rights, deferred tax assets dependent upon
future taxable income and significant investmentsin
non-consolidated financial entities be deducted from
CET1 to the extent that any one such category
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exceeds 10% of CET1 or al such categoriesin the
aggregate exceed 15% of CET1.

The U.S. capital rules redefine regulatory capital
elements resulting in, among other things, trust
preferred instruments no longer qualifying as Tier 1
capital, subject to a phase-out schedule. At Dec. 31,
2015, BNY Méllon had $296 million of outstanding
trust preferred securities, of which 25% qualifies as
Tier 1 capital in 2015 and none of which will qualify
as Tier 1 capital in 2016, although a portion of the
trust preferred securities are eligible for inclusion in
Tier 2 capital.

U.S. Capital Rules - Advanced Approach Risk-Based
Capital Rules

The U.S. capita rules’ Advanced Approach asset risk-
weighting framework (the “ Advanced Approach”) is
based on Basel |1's Advanced Approach. Under the
U.S. capital rule's Advanced Approaches framework,
credit risk risk-weightings are generally based on
risk-sensitive approaches that largely rely on the use
of internal credit models and parameters, whereas
under the Standardized A pproach credit risk risk-
weightings are generally based on supervisory risk-
weightings which vary primarily by counterparty type
and asset class. BNY Méellonis required to comply
with Advanced Approach reporting and public
disclosures commencing on June 30, 2014. Under the
U.S. capital rules, this means, among other things, for
purposes of determining whether we meet minimum
risk-based capital requirements, starting with the
second quarter of 2014 our CET1 ratio, Tier 1 capital
ratio, and total capital ratio isthe lower of that
calculated under the generally applicable risk-based
capital standard and under the Advanced Approach
rule.

U.S. Capital Rules - New Generally Applicable Risk-
Based Capital Rules: Standardized Approach

The agencies generally applicable risk-based capital
rules calculate risk-weighted assetsin the
denominator of capital ratios using a broad array of
risk weighting categories that are intended to be risk
sensitive (the “ Standardized Approach”). Therisk-
weights for the Standardized A pproach generaly
range from 0% to 1,250%. Higher risk-weights under
the Standardized Approach apply to avariety of
exposures, including certain securitization exposures,
equity exposures, claims on securities firms and
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exposures to counterparties on over-the-counter
derivatives.

Concerning securities finance transactions, including
transactions in which we serve as agent and provide
securities replacement indemnification to a securities
lender, the U.S. capital rules do not permit a banking
organi zation to use asimple VaR approach to
calculate exposure amounts for repo-style
transactions or to use internal models to calculate the
exposure amount for the counterparty credit exposure
for repo-style transactions under the Standardized
Approach (although these methodol ogies are included
in the Advanced Approach). Under the Standardized
Approach, a banking organization may use a
collateral haircut approach to recognize the credit risk
mitigation benefits of financial collateral that secures
arepo-style transaction, including an agented
securities lending transaction, among other
transactions. To apply the collateral haircut approach,
a banking organization must determine the exposure
amount and the relevant risk weight for the
counterparty or guarantor. Banking organizations
may calculate market price volatility and foreign
exchange volatility using their own internal estimates
with prior written approval of their primary Federal
supervisor.

In December 2015, the Basel Committee issued a
consultative document proposing revisions to the
Standardized Approach. Among other things, the
proposal maintains external credit ratings as the
primary basis for determining risk weights for
financial institution and corporate exposures, but
requires additional due diligence by firmsto confirm
the credit risk exposure. The new proposal offers
alternative approaches for jurisdictions that do not
allow the use of credit ratings, such as the United
States. The new proposal aso includes aframework
for credit risk mitigation and for commitments. The
U.S. banking agencies, including the Federal Reserve,
have issued ajoint statement stating that they intend
to consider the new Basel Committee proposal with
the goal of developing a stronger and more
transparent risk-based capital framework for the
largest financial institutions.

Leverage Ratios

The U.S. capita rules require a minimum 4%
leverage ratio for all banking organizations. At Dec.
31, 2015, the Tier 1 leverage ratio for the Parent was
6.0% and the Tier 1 leverage ratio for our primary
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banking subsidiary, The Bank of New York Mellon,
was 5.9%.

The U.S. capital rules also implement a new 3%
Basel |11-based SLR for Advanced Approach banking
organizations, including BNY Mellon, to become
effective Jan. 1, 2018. Unlikethe Tier 1 leverage
ratio, the SLR includes certain off-bal ance sheet
exposures in the denominator, including the potential
future credit exposure of derivative contracts and
10% of the notional amount of unconditionally
cancel able commitments.

The U.S. G-SIBs (including BNY Mellon) and their
insured depository institution subsidiaries are subject
to an enhanced SLR, which requires BNY Mellon and
other U.S. G-SIBsto maintain an SLR of greater than
5% (composed of the current minimum requirement
of 3% plus a greater than 2% buffer) and requires
bank subsidiaries of those bank holding companies to
maintain at least a6% SLR in order to qualify as
“well capitalized” under the prompt corrective action
regulations discussed below. The final enhanced SLR
rule for U.S. G-SIBs, like the SLR more generally
applicable to all Advanced Approach banking
organizations, will become effective on Jan. 1, 2018.

Interest Rate Risk in the Banking Book

On June 8, 2015, the Basel Committee issued a
consultative document on the risk management,
capital treatment, and supervision of interest rate risk
in the banking book (“IRRBB”). This|IRRBB
proposal expands upon and is intended to replace the
Basel Committee's 2004 Principles for the
Management and Supervision of Interest Rate Risk.
The proposal presents two options for the capital
treatment of IRRBB: a uniform quantitative measure
that imposes minimum capital requirements, and a
supervisory approach that includes quantitative
calculation and disclosure. Historically, IRRBB has
been regulated under a supervisory approach. The
Basel Committee has not yet finalized IRRBB or
proposed an implementation timeline.

Fundamental Review of the Trading Book

The Basel Committee released revised minimum
capital requirements for market risk in January 2016.
The purpose of the revised market risk framework is
to ensure that the standardized and internal model
approaches to market risk deliver credible capital
outcomes and promote consistent implementation of

the standards across jurisdictions. BNY Méllonis
assessing the final framework but does not expect any
material business issues or compliance matters should
the framework be implemented in the U.S.

Total Loss-Absorbing Capacity

On Oct. 30, 2015, the Federal Reserve issued a notice
of proposed rulemaking (the “Proposed TLAC
Rules’) to establish externa total loss-absorbing
capacity (“TLAC") and related requirements for U.S.
G-SIBs at the top-tier holding company level,
including BNY Mellon. Except as stated below, the
proposed requirements would be effective on Jan. 1,
2019. Under the proposal, U.S. G-SIBswould be
required to maintain a minimum external TLAC of
the greater of 16% of risk-weighted assets and 9.5%
of the denominator of the SLR in 2019, increasing to
the greater of 18% of risk-weighted assets and 9.5%
of the denominator of the SLR in 2022. The external
TLAC requirement would be met using a
combination of Tier 1 capital and eligible external
long-term debt (“ELTD"). The proposal would apply
an additiona buffer to the external TLAC
requirement consisting of the sum of 2.5% of risk-
weighted assets, the G-SIB surcharge cal culated
under method 1, and any applicable countercyclical
buffer to be met using CET1. Separately, ELTD
would be required to be maintained in an amount
equal to the greater of 6% of risk-weighted assets
plus the G-SIB surcharge (calculated using the greater
of method 1 and method 2), and 4.5% of the
denominator of the SLR. In order to qualify as
ELTD, debt instruments must be unsecured, not be
structured notes, be governed by U.S. law and have a
remaining maturity of more than oneyear. In
addition, the proposal requires that ELTD generally
not have acceleration rights, other than in the event of
non-payment or the bankruptcy or insolvency of the
issuer. Instruments that have a maturity of lessthan
two years but more than one year would be subject to
a50% haircut. Further, the top-tier holding
companies of U.S. G-SIBswould not be permitted to
issue certain guarantees of subsidiary liabilities, incur
certain liabilities guaranteed by subsidiaries, issue
short-term debt to third parties, or enter into
derivatives and certain other financial contracts with
external counterparties. Finally, under the proposal,
certain liabilities of the top-tier holding companies of
U.S. G-SIBsthat are junior to or pari passu with
ELTD would be capped at 5% of the value of the U.S.
G-SIB’s digible external TLAC instruments.
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The Proposed TLAC Rules would disqualify from
ELTD, among other instruments, senior debt
securities that permit accel eration for reasons other
than an issuer insolvency or payment default. The
currently outstanding senior long-term debt of U.S.
G-SIBs, including BNY Méellon, typically permits
acceleration for reasons other than an issuer
insolvency or payment default and, as aresult, neither
such outstanding senior long-term debt, nor any
subsequently issued senior long-term debt with
similar terms would qualify as ELTD under the
Proposed TLAC Rules. The steps that the U.S. G-
SIBs, including BNY Mellon, may need to take to
come into compliance with the final TLAC rules,
including the amount and form of long-term debt that
must be refinanced or issued, will depend in
substantial part on the ultimate eligibility
reguirements for senior long-term debt and any
grandfathering provisionsincluded in the final TLAC
rules.

The Proposed TLAC Rules could have a materially
negative impact on BNY Mellon, unless modified
prior to becoming final. Please see the Risk Factor -
“We are subject to extensive government regulations
and supervision and have been impacted by the
significant amount of rulemaking since the 2008
financial crisis. These rules and regulations have, and
in the future may, compel us to change how we
manage our businesses, which could have a material
adverse effect on our business, financial condition,
and results of operations. In addition, these rules and
regulations have increased our compliance and
operational risks and costs.”

The Financia Stability Board (“FSB”") has a so issued
afinal TLAC standard on Nov. 9, 2015. There are
several important differences between the final FSB
TLAC standard and the Proposed TLAC Rules:

e The Federal Reserve proposal and the FSB
standard have the same minimum external TLAC
reguirement using risk-weighted assets, but the
Federal Reserve proposal has a higher leverage
ratio backstop of 9.5% as opposed to the FSB's
6.75%.

» The Federal Reserve proposal has a minimum
ELTD requirement, as described above, whichis
not required by the FSB.

* Thefinal FSB standard setsan “internal” TLAC
reguirement requiring material sub-groups of G-
SIBsthat are not themselves resolution entities to
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maintain 75-90% of the external TLAC minimum.
Under the U.S. Proposed TLAC Rules, the Federal
Reserve is considering requiring internal TLAC at
domestic subsidiaries of U.S. G-SIBs, but has not
yet proposed rules implementing such internal
TLAC requirements.

Prompt Corrective Action

The FDI Act, as amended by the Federal Deposit
Insurance Corporation Improvement Act of 1991
(“FDICIA™), requires the federal banking agenciesto
take “prompt corrective action” in respect of
depository institutions that do not meet specified
capital requirements. FDICIA establishes five capital
categories for FDIC-insured banks: “well
capitalized,” “adequately capitalized,”
“undercapitalized,” “significantly undercapitalized,”
and “critically undercapitalized.” The FDI Act
imposes progressively more restrictive constraints on
operations, management and capital distributions the
less capital the ingtitution holds.

Effective Jan. 1, 2015, the U.S. capital rules
established revised “well capitalized” thresholds for
insured depository institutions under the federal
banking agencies’ prompt corrective action
framework. Under the U.S. capital rules, aninsured
depository institution is deemed to be “well
capitalized” if it has:

aCET1 of at least 6.5%;

aTier 1 capital ratio of at least 8%;
aTota capital ratio of at least 10%; and
aTier 1leverageratio of at least 5%.

Effective Jan. 1, 2018, the U.S. capital rulesalso
require an Advanced Approach banking organization
to maintain a SLR of at least 3% to qualify for the
“adequately capitalized” status.

In addition, as noted above, the U.S. federal banking
agencies' revisionsto the enhanced SLR establish a
SLR “well capitalized” threshold of 6% for covered
insured depository institutions, including The Bank of
New York Mellon and BNY Mellon N.A.

FDICIA's prompt corrective action provisions only
apply to depository institutions and not to BHCs. The
Federal Reserve's regulations applicable to BHCs
separately define “well capitalized” for BHCsto
regquire maintaining atotal risk-based capital ratio of
at least 10.0% and a Tier 1 risk-based capital ratio of
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at least 6.0% (but not aleverage measure). A
financial holding company that is not well capitalized
and well managed (or whose bank subsidiaries are not
well capitalized and well managed under applicable
prompt corrective action standards) may be restricted
in certain of its activities and ultimately may lose
financial holding company status.

At Dec. 31, 2015, BNY Mellon and al of its bank
subsidiaries were “well capitalized” based on the
ratios and rules applicable to them noted above. A
bank’s capital category, however, is determined solely
for the purpose of applying the prompt corrective
action rules and may not be an accurate
representation of the bank’s overall financial
condition or prospects.

Liquidity Standards - Basel |1l and U.S. Rules and
Proposals

Historically, regulation and monitoring of bank and
BHC liquidity principally have been addressed as a
supervisory matter, both in the U.S. and
internationally, without required quantitative
measures. The Basel 111 framework requires banks
and BHCs to measure their liquidity against specific
liquidity tests that, although similar in some respects
to liquidity measures historically applied on a
discretionary basis by banks and regulators for
management and SUpervisory purposes, are now
mandatory. Onetest, the LCR, is designed to ensure
that the banking entity maintains an adequate level of
unencumbered high-quality liquid assets equal to the
entity’s expected net cash outflow for a 30-day time
horizon under an acute liquidity stress scenario. The
other, referred to asthe NSFR, is designed to promote
more medium- and long-term funding of the assets
and activities of banking entities over a one-year time
horizon. The Basel Committee issued the final LCR
document in January 2013 and the final NSFR
document in October 2014. The Basel 111 liquidity
framework, as modified in January 2013,
contemplates that the NSFR will be subject to an
observation period through mid-2016 and, subject to
any revisions resulting from the analyses conducted
and data collected during the observation period,
implemented as a minimum standard by Jan. 1, 2018.
The U.S. banking agencies finalized rules
implementing the LCR (as discussed below) but have
not yet proposed rules implementing the NSFR.

The U.S. banking agenciesissued afinal rule (the
“Final LCR Rul€”) to implement the Basel |11 LCRin

the U.S. The Final LCR Ruleis more stringent than
the Basal 111 LCR in several respects, including
additional restrictions on the eligibility of HQLA and
an accelerated implementation timeline.

Since Jan. 1, 2015, covered companies, including
BNY Meéellon, The Bank of New York Mellon and
BNY Mellon, N.A., have been required to meet an
LCR of 80%, calculated monthly for asix month
period, after which the LCR was required to be
calculated daily. The required minimum LCR level
will increase annually by 10% increments until Jan. 1,
2017, at which time covered companies would be
required to meet an LCR of 100%. Asof Dec. 31,
2015, based on our current interpretation of the Final
LCR Rule, we believe that we and our domestic bank
subsidiaries are in compliance with applicable LCR
requirements on afully phased in basis.

Separately, as noted above, the Final SIFI Rules
address liquidity requirements for BHCs with $50
billion or more in total assets, including BNY Mellon.
These enhanced liquidity requirements became
effective on Jan. 1, 2015 and include an independent
review of liquidity risk management; establishment of
cash flow projections; a contingency funding plan,
and liquidity risk limits; liquidity stress testing under
multiple stress scenarios and time horizonstailored to
the specific products and profile of the company; and
maintenance of aliquidity buffer of unencumbered
highly liguid assets sufficient to meet projected net
cash outflows over 30 days under arange of stress
scenarios. In the release accompanying those rules,
the Federal Reserve states that these enhanced
liquidity requirements are designed to complement
the LCR. The LCR would provide a standardized
measure to allow comparison across BHCs, while the
Final SIFI Rules internal stress test requirements
provide aview of the BHC under various scenarios
and time horizons which istailored to the profile of
the company. The Federal Reserve has also issued a
proposed rule that would require BNY Mellon and
other BHCs subject to the LCR to publicly disclose
on quarterly basis quantitative and qualitative
information regarding their LCR calculations
beginning in the third quarter of 2016.

Volcker Rule
The Dodd-Frank Act imposed broad prohibitions and

restrictions on proprietary trading and investmentsin
or sponsorship of hedge funds and private equity
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funds by banking organizations and their affiliates,
commonly referred to as the “Volcker Rule.”

Banking organizations, including BNY Mellon, and
their affiliates generally were required to conform
their covered activities and investments with the final
Volcker Rule regulations by July 21, 2015. The
Federal Reserve extended this conformance period by
one year (until July 21, 2016) for investmentsin and
relationships with covered funds and foreign funds
that were in place prior to Dec. 31, 2013. The
Federal Reserve also stated that it intends to act to
grant an additional one-year extension of this
conformance period until July 21, 2017. We are
expected to engage in good-faith efforts that will
result in conformance of all of our covered activities
and investments by no later than the end of this
conformance period. The final Volcker Rule
regulations also require us to develop and maintain an
extensive compliance program, subject to CEO
attestation, addressing proprietary trading and
covered fund activities.

The Volcker Rule, subject to certain exceptions,
prohibits “banking entities,” including BNY Méellon,
from engaging in proprietary trading and limits our
sponsorship of, and investments in, private equity and
hedge funds (“ covered funds’), including our ability
to own or provide seed capital to covered funds and
the ability for a covered fund to share the same or
similar name with aBNY Mellon &ffiliate. In
addition, the Volcker Rule restricts us from engaging
in certain transactions with covered funds (including,
without limitation, certain U.S. funds for which BNY
Meéllon acts as both sponsor/manager and custodian).

The restrictions concerning proprietary trading do not
contain a broad exemption for asset-liability
management functions, but contain more limited
exceptions for, among other things, bonafide
liquidity risk management and risk-mitigating
hedging activities, aswell as certain classes of
exempted instruments, including government
securities. Ownership interests in covered funds that
banking organizations organize and offer are
generally limited to 3% of the total number or value
of the outstanding ownership interests of any
individual fund at any time more than one year after
the date of its establishment, and with respect to the
aggregate value of all such ownership interestsin
covered funds (when combined with ownership
interests in covered funds held under the Vol cker
Rule'sABS issuer exemption and underwriting and
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market-making exemption), 3% of the banking
organization's Tier 1 capital. Moreover, a banking
entity relying on the final Volcker Rule’'s exemption
for sponsoring covered funds must deduct from its
Tier 1 capital, the value of related ownership
interests, calculated in accordance with the fina rule.

Derivatives

U.S,, EU and APAC regulators are in the process of
implementing comprehensive rules governing the
supervision, structure, trading and regulation of
cleared and over-the-counter derivatives markets and
participants. The Dodd-Frank Act, the European
regulation on OTC derivatives, central counterparties
and trade repositories, and APAC regulations each
require or impose, or are in the process of
formulating, as the case may be, alarge number of
requirementsin this area, not all of which arefinal.
However, increasingly, these regulatory regimes,
individually and collectively, tend to affect the way
various BNY Méellon subsidiaries operate, including
where and with whom they transact, and therefore
any such changes may impact business models and
profitability of certain BNY Mellon subsidiaries.

In October 2015 the U.S. prudentia regulators
adopted joint final rules establishing minimum
margin reguirements for the uncleared swap
transactions engaged in by those dealers subject to
their jurisdiction (each, a“ Covered Swap Entity”).
The effective date of these new rulesis April 2016,
with compliance requirements set to begin in
September 2016. From this latter point forward,
variation margin requirements will be phased in over
asix month period while initial margin requirements
will be phased in over afour year period. Ineach
instance, the higher a Covered Swap Entity’s
derivatives exposure, the earlier in the phase-in
period it will be required to comply. In addition, the
new rules will require the initial margin posted to or
by a Covered Swap Entity be segregated at athird-
party custodian. Based on its current derivatives
exposure, BNY Mellon does not expect to be required
to comply with these requirements in 2016.

Money Market Fund Reforms

In July 2014, the SEC finalized rules (the “MMF
Rules’) that will require ingtitutional prime money
market funds (including institutional municipal
money market funds) to maintain a floating NAV



Supervision and Regulation (continued)

based on the current market value of the securitiesin
their portfolios rounded to the fourth decimal place.

Previously, such funds could maintain a stable NAV
of $1.00. Government MMFs and retail MMFs are
exempt from these requirements and may continue to
maintain a stable NAV, provided each type of fund
continues to satisfy certain definitional requirements
under the new rule. The MMF Rules also provide
new toolsto MMFS' boards of directors to address
high net redemption activity during periods of
market stress. In particular the MMF Rules alow a
MMF's board of directorsto impose liquidity fees or
temporarily suspend redemptionsif aMMF's level

of weekly liquid assets falls below certain thresholds.
Government MMFs are not required to adopt the
liquidity fees and redemption gates provision, but
they may opt to do so. In addition, thereisatwo
year transition period before implementation of the
floating NAV and fees and gating structuresis
required.

Beyond these primary reforms, the MMF Rules also
expand disclosure requirements, tighten the
diversification requirements and impose additional
stress testing requirements. Thereisatransition
period concluding in April 2016 before mandatory
implementation is required. The MMF Rulesalso
introduce a new Form N-CR, which will require
MMFsto disclose certain events (for example, the
imposition or removal of fees or gates, the primary
consideration or factors taken into account by a
board of directors, in its decision related to fees and
gates, and portfolio security defaults). The MMF
Rules requiring reporting on Form N-CR went into
effect in July 2015.

The final MMF Rules are highly complex, and we
are continuing to evaluate their impact. The
compliance date for the amendments related to the
fundamental reforms (floating NAV and liquidity
feesand sales etc.) is Oct. 14, 2016. Itispossible
that the MMF Rules could result in changes to the
size and composition of our AUM, AUC/A, and total
deposits.

The European Union’s proposed Money Market
Funds Regulation (“MMFR") continuesits
progression through the EU legidlative process.
Under the version of MMFR proposed by the
European Parliament, constant value net asset value
MMFswould be available only in avery limited
number of circumstances, and low volatility net asset

value MMFs would be subject to a sunset clause.
Other significant restrictions would apply, such asthe
need for MMFs to apply liquidity fees and
redemption gates, to diversify asset portfolios,
extensive valuation and reporting regquirements and
limits on external support. During 2016, we expect
the Council of the European Union to continue work
developing its own version of the MMFR proposal.

Tri-Party Repo Reform

BNY Meéllon offers tri-party collateral agency
services to dealers and cash investors active in the tri-
party repurchase, or repo, market and currently has
approximately 85% of the market share of the U.S.
tri-party repo market. As agent, we facilitate
settlement between sellers (cash borrowers) and
buyers (cash lenders). Our involvementin a
transaction commences after a seller and buyer agree
to atri-party repo trade and send instructions to us.
We settle the trade, maintain custody of the collateral
(the subject securities of the repo), monitor the
eigibility and sufficiency of the collateral, and
execute the payment and delivery instructions agreed
to and provided by the principles.

Regulatory agencies worldwide have re-examined
systemic risks in various financial markets, including
the tri-party repo market. The Payment Risk
Committee of the Federal Reserve Bank of New York
sponsored a Task Force on Tri-Party Repo
Infrastructure Reform to examine the risks in the tri-
party repo market and to decide what changes should
be implemented so that such risks may be mitigated
or avoided in the future. The Task Force issued its
fina report regarding the tri-party repo market in
2012.

BNY Mellon has reduced the amount of secured
intraday credit it providesto sellersin connection
with their tri-party repo trades in a number of ways.
Moving forward, BNY Mellon will continue to invest
in and enhance its tri-party repo capabilities,
including working closely with market participants to
improve the process for settling Interbank General
Collateral Finance repo trades.

Recovery and Resolution
As required by the Dodd-Frank Act, the Federal
Reserve and FDIC havejointly issued afinal rule

requiring certain organizations, including each BHC
with consolidated assets of $50 billion or more, such
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as BNY Méllon, to submit annually to the Federal
Reserve and the FDIC aplan for its rapid and orderly
resolution in the event of material financial distress or
failure. In addition, the FDIC hasissued afinal rule
that requires insured depository institutions with $50
billion or morein total assets, such as The Bank of
New York Mellon, to submit annually to the FDIC a
plan for resolution in the event of the ingtitution’s
failure.

The two resolution plan rules are complementary, and
we have been submitting our resolution plansin
conformity with both rules since 2012. Most
recently, BNY Mellon and The Bank of New York
Meéllon filed their 2015 resolution plan on July 1,
2015. A public portion of our resolution planis
available on the Federal Reserve’'sand FDIC's
websites.

If the Federal Reserve and FDIC jointly determine
that a covered BHC's resolution plan is not credible
and the covered BHC fails to address the deficiencies
in atimely manner, the FDIC and the Federal Reserve
may jointly impose more stringent capital, leverage or
liquidity requirements or restrictions on a covered
BHC's growth, activities or operations. If the
covered BHC continuesto fail to adequately remedy
any deficiencies, it could be required to divest assets
or operations that the regulators determine necessary
to facilitate its orderly resolution.

BNY Meéllonis also subject to heightened supervisory
expectations for recovery and resolution

preparedness. These expectations, issued by the
Federal Reserve in January 2014, apply to eight
domestic bank holding companies designated by the
Federal Reserve, including BNY Mellon, and relate to
capabilities critical to operational resilience and
contingency planning, including: effective processes
for managing, identifying, and valuing collateral; a
comprehensive understanding of obligations and
exposures associated with payment, clearing, and
settlement activities; the ability to analyze liquidity
and funding sources, uses, and risks; demonstrated
management information systems capabilitieson a
legal entity basis; and robust arrangements for the
continued provision of shared and outsourced
services. The Federal Reserve incorporates reviews
of these key capabilities as part of its ongoing
supervision of BNY Mellon.

The European Union Bank Recovery and Resolution
Directive (“BRRD") was required to be transposed
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into national law by Member States of the European
Union by Dec. 31, 2014 and applied from Jan. 1,
2015. The BRRD includes bail-in provisions, which
are required to be adopted from Jan. 1, 2016, at the
latest. The implementing legislation in respect of the
BRRD appliesto various subsidiaries and branches of
BNY Méellon.

This directive provides for recovery and resolution
planning and a set of harmonized powersto resolve
or implement recovery of relevant institutions,
including branches of non-European Economic Area
(“EEA™) banks operating within the EEA. The
directive includes the preparation of recovery and
resolution plans, giving relevant EEA regulators
powers to impose requirements on an institution
before resol ution actions become necessary; a set of
resolution tools and powers to facilitate the resolution
of failing entities, such as the power to “bail-in" the
debt of an institution (including certain deposit
obligations); and the power to require afirm to
change its structure to remove impediments to
resolvability.

BRRD provides for a*“multiple points of entry”
approach coupled with intra-group bail-in
requirements. The BRRD also includes a minimum
requirement for own funds, defined as regulatory
capital, and eligible liabilities (“MREL") to ensure
that institutions maintain enough capital capable of
being written down and/or bailed-in. Following the
final proposals of the European Banking Authority
(“EBA") in regard to MREL, the European Union
ingtitutions intend to finalize their legislative proposal
for MREL during 2016. It is expected that MREL
will be set on a case-by-case basis for each ingtitution
subject to the BRRD, based on six criteria:
resolvability, capital, exclusions from bail-in, deposit
guarantee schemes, institution-specific risk, and
systemic risk. MREL isthe EU equivalent of TLAC,
and is generally aligned with the FSB’s TLAC
proposals. In contrast with TLAC, MREL will apply
to al institutions subject to the BRRD (not only G-
SIBs).

In addition, BRRD requires EU-domiciled credit
ingtitutions, and certain other firms, to prepare
recovery plans. We submitted recovery plansin
respect of the following EMEA entities during 2015:
The Bank of New York Mellon SA/NV, The Bank of
New York Mellon (Luxembourg) SA, BNY Mellon
Holdings (UK) Limited (a UK group recovery plan
encompassing The Bank of New York Mellon
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(International) Limited), and BNY Mellon Capital
Markets EMEA Limited. We will submit our first
group recovery plan for Pershing Holdings (UK)
Limited during 2016. We will submit updated
recovery plans during 2016 as required under
applicable timescales.

The FSB is also focused on cross-border resolution
and measures to promote resolvability. On Nov. 3,
2015, the FSB published a consultative document on
Arrangements to Support Operational Continuity in
Resolution and a separate consultative document on
Temporary Funding Needed to Support the Orderly
Resolution of a Global Systemically Important Bank.
The proposed guidance on operational continuity sets
out arrangements to ensure the continuity of critical
shared services that are necessary to maintain afirm’s
critical functionsin resolution. The proposed
guidance on funding addresses the risk of G-SIBs not
having sufficient liquidity to maintain critical
operations during resolution, and proposes principles
to ensure that temporary funding is available to allow
the effective resolution of G-SIBs.

The FSB consultation on operational continuity is
closely linked with similar effortsin the UK. In
October and December 2015, the UK Prudential
Regulation Authority (“PRA™) published a
consultation paper and addendum regarding
“Ensuring Operational Continuity in Resolution.”
Under the UK proposals, BNY Mellon may be
required to review and update intra-group services
agreements and service levelsin order to support
operational continuity. BNY Mellon may be required
to hold additional financial resources to support the
provision of shared services under the “financial
resilience” criteria of operational continuity
proposals.

The EU proposals also require each EU Member
State (either individually, or collectively with other
EU Member States) to establish a resolution fund,
which isto be funded by the banking industry. Most
EU Member States will participate in a Single
Resolution Fund (“ SRF”), under the control of a
Single Resolution Board (“SRB”). The SRB
commenced operation on Jan. 1, 2015, and has broad
powersin case of bank resolution. Contributions to
the SRF start in 2016, and the SRF will build up over
eight years, to atarget level of 1% of covered
deposits. Certain BNY Mellon entities will be subject
to contributions to the SRF, most notably The Bank of
New York Mellon SA/NV. The Bank of New York

Mellon SA/NV believes that its contributions to the
SRF will constitute ameaningful cost for The Bank
of New York Mellon SA/NV during the calendar
years 2016 to 2023. The UK isnot participating in
the SRB or SRF. The Bank of England isthe
equivalent resolution authority in the UK, with
similarly broad powersin case of bank resolution.

BNY Mellon agreed to adhere to the 2015 Resolution
Stay Protocol developed by the International Swaps
and Derivatives Association, Inc. The Resolution
Stay Protocol provides for the contractual recognition
of cross-border stays under various statutory
resolution regimes and a contractual stay on certain
cross-default rights. BNY Méellon entities that
currently engage in relevant transactions have
adhered to the Protocol.

Insolvency of an Insured Depository Institution or a
Bank Holding Company; Orderly Liquidation
Authority

If the FDIC is appointed as conservator or receiver
for an insured depository institution such as The Bank
of New York Mellon or BNY Mellon, N.A., upon its
insolvency or in certain other circumstances, the
FDIC has the power to:

» Transfer any of the depository institution’s assets
and liabilities to anew obligor, including a newly
formed “bridge” bank without the approval of the
depository ingtitution’s creditors;

» Enforce the terms of the depository institution’s
contracts pursuant to their terms without regard to
any provisions triggered by the appointment of the
FDIC in that capacity; or

* Repudiate or disaffirm any contract or lease to
which the depository institution is a party, the
performance of which is determined by the FDIC
to be burdensome and the disaffirmance or
repudiation of which is determined by the FDIC to
promote the orderly administration of the
depository institution.

In addition, under federal law, the claims of holders
of domestic deposit liabilities and certain claims for
administrative expenses against an insured depository
institution would be afforded a priority over other
general unsecured claims against such an institution,
including claims of debt holders of the ingtitution, in
the “liquidation or other resolution” of such an
ingtitution by any receiver. Asaresult, whether or
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not the FDIC ever sought to repudiate any debt
obligations of The Bank of New York Mellon or BNY
Mellon, N.A., the debt holders would be treated
differently from, and could receive, if anything,
substantially less than, the depositors of the bank.

The Dodd-Frank Act created a new resolution regime
(known as the “orderly liquidation authority”) for
systemically important financial companies,
including BHCs and their affiliates. Under the
orderly liquidation authority, the FDIC may be
appointed as receiver for the systemically important
institution, and its failed non-bank subsidiaries, for
purposes of liquidating the entity if, among other
conditions, it is determined at the time of the
ingtitution’s failure that it isin default or in danger of
default and the failure poses arisk to the stability of
the U.S. financial system.

If the FDIC is appointed as receiver under the orderly
liquidation authority, then the powers of the receiver,
and the rights and abligations of creditors and other
parties who have dealt with the institution, would be
determined under the Dodd-Frank Act’s orderly
liquidation authority provisions, and not under the
insolvency law that would otherwise apply. The
powers of the receiver under the orderly liquidation
authority were based on the powers of the FDIC as
receiver for depository institutions under the FDI Act.
However, the provisions governing the rights of
creditors under the orderly liquidation authority were
modified in certain respects to reduce disparities with
the treatment of creditors' claims under the U.S.
Bankruptcy Code as compared to the treatment of
those claims under the new authority. Nonetheless,
substantial differencesin the rights of creditors exist
as between these two regimes, including the right of
the FDIC to disregard the strict priority of creditor
claims in some circumstances, the use of an
administrative claims procedure to determine
creditors' claims (as opposed to the judicial procedure
utilized in bankruptcy proceedings), and the right of
the FDIC to transfer claimsto a“bridge” entity.

In December 2013, the FDIC released a notice
outlining the single point of entry (“SPOE”) strategy
and soliciting comments on how a SPOE resolution
approach would be implemented in the U.S. A SPOE
approach would replace a distressed BHC with a
bridge holding company, which could then continue
subsidiary bank operations.
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Depositor Preference

Under U.S. federal law, certain deposits and certain
claims for administrative expenses and employee
compensation against an insured depository
institution are afforded a priority over other general
unsecured claims against such an institution,
including federal funds and letters of credit, in the
“liquidation or other resolution” of such an institution
by any receiver.

In September 2014, the UK PRA, as the successor to
the prudential functions of the FSA, published
“Supervisory Statement SS10/14 - Supervising
international banks: the PRA’s approach to branch
supervision”. In SS10/14, the PRA expressed
concern with non-EEA national depositor preference
regimes, and stated that the PRA would consider a
range of options, such as liaising with non-EEA
regulatory authorities in regard to the non-EEA
institution’s recovery plan and the adequacy of the
recovery plan from the perspective of the UK branch,
or to require certain non-EEA ingtitutions to convert
their UK branch into a UK subsidiary.

Transactions with Affiliates

Transactions between BNY Mellon’s banking
subsidiaries, on the one hand, and the Parent and

its non-bank subsidiaries and affiliates, on the other,
are subject to certain restrictions, limitations and
requirements, which include limits on the types and
amounts of transactions (including extensions of
credit and asset purchases by our banking
subsidiaries) that may take place and generally
reguire those transactions to be on arm’s-length
terms. In general, extensions of credit by aBNY
Meéllon banking subsidiary to any nonbank affiliate,
including the Parent, must be secured by designated
amounts of specified collateral and are limited in the
aggregate to 10% of the relevant bank’s capital and
surplus for transactions with a single affiliate and to
20% of the relevant bank’s capital and surplus for
transactions with all affiliates. There are also
limitations on affiliate credit exposures arising from
derivative transactions and securities lending and
borrowing transactions.

Deposit Insurance
Our U.S. banking subsidiaries, including The Bank of

New York Mellon and BNY Mellon, N.A., accept
deposits, and those deposits have the benefit of FDIC
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insurance up to the applicable limit. The current limit
for FDIC insurance for deposit accounts is $250,000
for each depositor account. Under the FDI Act,
insurance of deposits may be terminated by the FDIC
upon a finding that the insured depository institution
has engaged in unsafe and unsound practices, isin an
unsafe or unsound condition to continue operations or
has violated any applicable law, regulation, rule,
order or condition imposed by a bank’s federal

regulatory agency.

The FDIC's Deposit Insurance Fund (the “DIF") is
funded by assessments on insured depository
ingtitutions. The FDIC assesses DIF premiums based
on abank’s average consolidated total assets, lessthe
average tangible equity of the insured depository
institution during the assessment period. For larger
institutions, such as The Bank of New York Mellon
and BNY Méellon, N.A., assessments are determined
based on CAMELS ratings and forward-looking
financial measures to calcul ate the assessment rate,
which is subject to adjustments by the FDIC, and the
assessment base.

The Dodd-Frank Act also directed the FDIC to
determine whether and to what extent adjustmentsto
the assessment base are appropriate for custody
banks. Under the FDIC's regulations, a custody bank
may deduct 100% of cash and balances due from
depository ingtitutions, securities, federal funds sold,
and securities purchased under agreement to resell
with a Standardized A pproach risk-weight of 0% and
may deduct 50% of such asset typeswith a
Standardized Approach risk-weight of greater than
0% and up to and including 20%. This assessment
base deduction may not exceed the average value of
deposits that are classified as transaction accounts
and are identified by the bank as being directly linked
to afiduciary or custodial and safekeeping account.

On Oct. 22, 2015, the FDIC issued a proposed rule
that would implement an increase in the reserve ratio
of the DIF from 1.15% to 1.35% of total insured
deposits. The FDIC would increase the reserve ratio
by imposing a surcharge on the quarterly assessments
of insured depository institutions with $10 billion or
more in total consolidated assets, including The Bank
of New York Mellon and BNY Mellon, N.A. The
annual 4.5 basis point surcharge would take effect in
thefirst calendar quarter after the reserveratio
reaches 1.15% or the quarter in which the final rule
becomes effective (whichever occurs later) and
continue through the quarter in which the reserve

ratio reaches or exceeds 1.35%. FDIC staff estimate
that the reserve ratio will reach 1.15% in the first
guarter of 2016 or earlier, and project that the
proposed surcharges are sufficient to raise the reserve
ratio to 1.35% before the end of 2018. If theratio
does not reach 1.35% by Dec. 31, 2018, the proposed
rule would impose a further “ shortfall assessment” on
institutions with $10 billion or morein total
consolidated assets. Based on Dec. 31, 2015 assets,
we estimate the annualized FDIC expense would
increase by approximately $35 million if the
proposed rule were finalized as proposed.

Source of Strength and Liability of Commonly
Controlled Depository Institutions

Federal Reserve policy historically has required
BHCs o act as a source of strength to their bank
subsidiaries and to commit capital and financial
resources to support those subsidiaries. The Dodd-
Frank Act codified this policy as a statutory
requirement. Such support may be required by the
Federal Reserve at times when we might otherwise
determine not to provideit. In addition, any loans by
BNY Mellon to its bank subsidiaries would be
subordinate in right of payment to depositors and to
certain other indebtedness of its banks. In the event
of aBHC’s bankruptcy, any commitment by the BHC
to afederal bank regulator to maintain the capital of a
subsidiary bank will be assumed by the bankruptcy
trustee and entitled to a priority of payment. In
addition, in certain circumstances BNY Mellon’s
insured depository institution subsidiaries could be
held liable for losses incurred by another BNY
Meéllon insured depository ingtitution subsidiary. In
the event of impairment of the capital stock of one of
BNY Mellon’s national bank subsidiaries or The
Bank of New York Mellon, BNY Méllon, asthe
banks' stockholder, could be required to pay such
deficiency.

Incentive Compensation Arrangements Proposal

The Dodd-Frank Act requires federal regulatorsto
prescribe regulations or guidelines regarding
incentive-based compensation practices at certain
financia institutions. On April 14, 2011, federal
regulators including, among other agencies, the
FDIC, the Federal Reserve and the SEC, issued a
proposed rule which, among other things, would
require certain executive officers of covered financial
institutions with total consolidated assets of $50
billion or more, such as ours, to defer at |east 50% of
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their annual incentive-based compensation for a
minimum of three years. The comment period on the
proposed rule closed May 31, 2011. Final regulations
have not been issued as of the date of this Annual
Report.

Anti-Money Laundering and the USA Patriot Act

A mgjor focus of governmental policy on financial
institutions has been aimed at combating money
laundering and terrorist financing. The USA
PATRIOT Act of 2001 contains numerous anti-money
laundering requirements for financial institutions that
are applicable to BNY Méellon’'s bank, broker-deal er
and investment adviser subsidiaries and mutual funds
and private investment companies advised or
sponsored by our subsidiaries. Those regulations
impose obligations on financial institutionsto
maintain appropriate policies, procedures and
controls to detect, prevent and report money
laundering and terrorist financing and to verify the
identity of their customers. Certain of those
regulations impose specific due diligence
reguirements on financial institutions that maintain
correspondent or private banking relationships with
non-U.S. financial ingtitutions or persons.

In December 2015, the New York Department of
Financial Services (“NYDFS") proposed regulations
expanding anti-money laundering and anti-terrorism
laws for its regulated institutions, including The Bank
of New York Mellon. The proposed regulation would
reguire an ingtitution’s senior compliance officer to
make an annual certification to the ingtitution’s
compliance with the requirements of the regulation,
with the potential for criminal penalties for the officer
if the certification isincorrect or false. Among other
reguirements, the proposed regulation requires a
financial institution to:

e Maintain a“ Transaction Monitoring Program” to
monitor transactions after their execution for
potential anti-money laundering violations and
suspicious activity reporting;

e Maintain a“Watch List Filtering Program” to
prevent transactions that are prohibited by certain
applicable sanctions; and

» Ensure that the Transaction Monitoring Program
and the Watch List Filtering Program use all
relevant data sources, provide for validation of
data quality, are subject to governance and
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management oversight and are appropriately
funded and staffed.

Privacy

The privacy provisions of the Gramm-Leach-Bliley
Act generally prohibit financial institutions, including
BNY Mellon, from disclosing nonpublic personal
financial information of consumer customers to third
parties for certain purposes (primarily marketing)
unless customers have the opportunity to “opt out” of
the disclosure. The Fair Credit Reporting Act
restricts information sharing among affiliates for
marketing purposes.

Acquisitions/Transactions

Federal and state laws impose notice and approval
requirements for mergers and acquisitions involving
depository ingtitutions or BHCs. The BHC Act
requires the prior approval of the Federal Reserve for
the direct or indirect acquisition by a BHC of more
than 5% of any class of the voting shares or al or
substantialy all of the assets of acommercial bank,
savings and loan association or BHC. Inreviewing
bank acquisition and merger applications, the bank
regulatory authorities will consider, among other
things, the competitive effect of the transaction,
financial and managerial resources including the
capital position of the combined organization,
convenience and needs of the community factors,
including the applicant’s record under the Community
Reinvestment Act of 1977 which requires U.S. banks
to help serve the credit needs of their communities
(including credit to low and moderate income
individuals and geographies), the effectiveness of the
subject organizations in combating money laundering
activities and the risk to the stability of the U.S.
banking or financial system. In addition, prior
Federal Reserve approval would be required for
certain large non-banking acquisitions and
investments.

Regulated Entities of BNY Mellon and Ancillary
Regulatory Requirements

BNY Meéllonisregistered asaBHC an FHC under
the Bank Holding Company Act of 1956, as amended
by the Gramm-L each-Bliley Act and by the Dodd-
Frank Act (the“BHC Act”). We are subject to
supervision by the Federal Reserve. In genera, the
BHC Act limits an FHC's business activities to
banking, managing or controlling banks, performing
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certain servicing activities for subsidiaries, engaging
in activitiesincidental to banking, and engaging in
any activity, or acquiring and retaining the shares of
any company engaged in any activity, that is either
financial in nature or complementary to afinancial
activity and does not pose a substantial risk to the
safety and soundness of depository institutions or the
financial system generally.

A BHC's ahility to maintain FHC status is dependent
upon a number of factors, including:

e itsU.S. depository ingtitution subsidiaries
qualifying on an ongoing basis as “well
capitalized” and “well managed” under the prompt
corrective regulations of the appropriate regulatory
agency (discussed above under “ Prompt
Corrective Action™); and

» the BHC itself, qualifying on an ongoing basis as
“well capitalized” and “well managed” under
applicable Federal Reserve regulations.

An FHC that does not continue to meet al the
reguirements for FHC status will, depending on
which requirementsiit fails to meet, lose the ability to
undertake new activities, or make acquisitions, that
are not generally permissible for BHCs without FHC
status or to continue such activities. At Dec. 31,
2015, BNY Meéellon and all of its bank subsidiaries
were “well capitalized” based on the ratios and rules
applicable to them.

The Bank of New York Mellon, whichisBNY
Mellon's largest banking subsidiary, isaNew York
state-chartered bank, and a member of the Federal
Reserve System and is subject to regulation,
supervision and examination by the Federal Reserve,
the FDIC and the NYDFS. BNY Méellon’s national
bank subsidiaries, BNY Mellon, N.A. and The Bank
of New York Mellon Trust Company, National
Association, are chartered as national banking
associations subject to primary regulation,
supervision and examination by the OCC.

We operate a number of broker-dealers that engage in
securities underwriting and other broker-deal er
activitiesin the United States. These companies are
SEC-registered broker-dealers and members of
Financial Industry Regulatory Authority, Inc.
(“FINRA™), asecurities industry self-regulatory
organization. BNY Mellon's non-bank subsidiaries
engaged in securities-related activities are regul ated

by supervisory agencies in the countriesin which
they conduct business.

Certain of BNY Mellon’s public finance and advisory
activities are regulated by the Municipal Securities
Rulemaking Board. The SEC issued its final
Municipal Advisors Rule, effective July 2014, to
regquire municipal advisors to register with the SEC if
they provide advice to municipal entities or certain
other persons on the issuance of municipal securities,
or about certain investment strategies or municipal
derivatives.

Certain of BNY Mellon’s subsidiaries are registered
with the CFTC as commodity pool operators or
commodity trading advisors and, as such, are subject
to CFTC regulation. The Bank of New York Mellon
is provisionally registered as a Swap Dealer (as
defined in the Dodd-Frank Act) with the CFTC,
through the National Futures Association (“NFA”").
As aSwap Dealer, The Bank of New York Mellonis
subject to regulation, supervision and examination by
the CFTC and NFA. In connection with certain
Dodd-Frank clearing requirements, The Bank of New
York Mellon isamember of LCH Clearnet Limited's
SwapClear interest rate swap clearing service.

Certain of our subsidiaries are registered investment
advisors under the Investment Advisers Act of 1940,
as amended, and as such are supervised by the SEC.
They are also subject to various U.S. federal and state
laws and regulations and to the laws and regulations
of any countries in which they conduct business. Our
subsidiaries advise both public investment companies
which are registered with the SEC under the
Investment Company Act of 1940 (the “‘40 Act”),
including the Dreyfus family of mutual funds, and
private investment companies which are not
registered under the ‘40 Act.

Certain of our investment management, trust and
custody operations provide services to employee
benefit plans that are subject to the Employee
Retirement Income Security Act of 1974, as amended
(“ERISA™), administered by the U.S. Department of
Labor (“DOL"). ERISA imposes certain statutory
duties, liabilities, disclosure obligations, and
restrictions on fiduciaries, as applicable, related to the
services being performed and fees being paid.
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Department of Labor Proposed Fiduciary Rule

The U.S. Department of Labor has recently proposed
aregulation that, among other things, would expand
the definition of who is designated a“fiduciary” of an
employee benefit plan or individual retirement
account (IRA) under ERISA and the Internal Revenue
Code, respectively. If designated an ERISA fiduciary,
the entity or individual will be subject to various
duties, liabilities, disclosure obligations, and
restrictions related to the servicesit performs for
ERISA plans and IRAS, as well as the compensation
or other benefits the fiduciary receivesin connection
with those services. Certain BNY Mellon businesses
may need to modify their practicesin order to comply
with the rule or modify how they transact with third
parties that are impacted by the rule, both of which
could adversely affect the financial results of such
businesses. Thefinal ruleis expected to beissued in
the second quarter of 2016.

Operations and Regulations Outside the United
States

In Europe, branches of The Bank of New York
Mellon are subject to regulation in the countries in
which they are established, in addition to being
subject to oversight by the US regulators referred to
above. The Bank of New York Mellon SA/NV isa
public limited liability company incorporated under
the laws of Belgium. The Bank of New York Mellon
SA/NV, has been granted a banking license by the
National Bank of Belgium (“NBB") and is authorized
to carry out all banking and savings activitiesas a
credit institution. In 2014, the European Central
Bank (“ECB”") assumed responsibility for the
supervision of 120 significant banks and banking
groups in the euro area, including The Bank of New
York Mellon SA/NV. The ECB’s supervision is
carried out in conjunction with the relevant national
prudential regulator (NBB in The Bank of New York
Mellon SA/NV’s case). The Bank of New York
Mellon SA/NV conductsits activitiesin Belgium as
well as through branch offices in the United
Kingdom, Ireland, Luxembourg, the Netherlands,
France and Germany.

Certain of our financial services operationsin the UK
are subject to regulation and supervision by the FCA
and PRA. The PRA isresponsible for the
authorization and prudential regulation of firms that
carry on PRA-regulated activities, including banks.
PRA-authorized firms are also subject to regulation
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by the FCA for conduct purposes. In contrast, FCA-
authorized firms (such as investment management
firms) have the FCA as their sole regulator for both
prudential and conduct purposes although subject to
the residual overarching jurisdiction of the PRA, if
matters of systemic significance areinissue. Asa
result, FCA-authorized firms must comply with FCA
prudential and conduct rules and the FCA's Principles
for Businesses, while dual-regulated firms must
comply with the FCA conduct rules and FCA
Principles, as well as the applicable PRA prudentia
rules and the PRA’s Principles for Businesses.

The PRA regulates The Bank of New York Mellon
(International) Limited, our UK incorporated bank, as
well asthe UK branch of The Bank of New York
Mellon and, to amore limited extent, The Bank of
New York Mellon SA/NV. Certain of BNY Mellon’s
UK incorporated subsidiaries are authorized to
conduct investment businessin the UK. Their
investment management advisory activities and their
sale and marketing of retail investment products are
regulated by the FCA. Certain UK investment funds,
including BNY Mellon Investment Funds, are
registered with the FCA and are offered for retail sale
in the UK.

Since the financial crisis, the European Union and its
Member States have engaged in a significant
overhaul of bank regulation and supervision. To
increase the resilience of banks and to reduce the
impact of potential bank failures, new rules on capital
requirements for banks and bank recovery and
resolution have been adopted. The European Union's
Banking Union has been launched. Further measures
are under way, including providing for a structural
separation of the risks associated with certain banks
trading activities from their deposit-taking function.

Aspects of the Banking Union entered into force on
Nov. 4, 2014 in most EU jurisdictions. The UK is not
participating in the Banking Union. The key
components of the Banking Union include asingle
resolution mechanism (“SRM”) and asingle
supervisory mechanism (“SSM”).

The SRM approach endorses the bail-in rules
established in the BRRD. The SRM providesfor a
Single Resolution Fund, which is to be funded by the
banking industry. It also providesfor aSingle
Resolution Board with broad powersin case of bank
resolution. Finally, it provides for EU Member States
entering into cooperation agreements with non-EEA
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countries with the caveat that in certain circumstances
they can refuse to recognize proceedings. Various
BNY Meéllon subsidiaries and branches will fall
within the scope of the SRM.

In addition, the Capital Requirements Directive |V
(and related Regulation) (“CRD V") affects BNY
Mellon's EU subsidiaries by implementing Basel 111
and other changes, including the enhancement of the
quality of capital, and the strengthening of capital
regquirements for counterparty credit risk, resultingin
higher capital requirements. Inthe EU Member
States, CRD |V also introduces substantive parts of
the new European supervisory architecture, including
the development of a single set of harmonized
prudential rulesfor financial services. This set of
rules would replace existing separately implemented
rules within EU Member States, with a harmonized
approach to implementation across the EU. Elements
of CRD IV apply not only to BNY Mellon banking
branches and subsidiaries but aso to investment
management and brokerage entities. CRD |1V became
effective on Jan. 1, 2014, with certain provisions
phased in from 2014 to 20109.

Our Investment Management and I nvestment
Services businesses are subject to significant
regulation in numerous jurisdictions around the world
relating to, among other things, the safeguarding,
administration and management of client assets and
client funds. Various new and revised European
directives and regulations will impact our provision
of these services, including the Markets in Financial
Instruments Directive |1 and Markets in Financia
Instruments Regulations ( collectively, “MiFID [1"),
the Alternative Investment Fund Managers Directive
(“AIFMD"), the Directive on Undertakings for
Collective Investments in Transferable Securities
(“UCITS V"), the Central Securities Depositories
Regulation (“CSDR"), and the regulation on OTC
derivatives, central counterparties and trade
repositories. These European directives and
regulations may impact our operations and risk
profile but may also provide new opportunities for the
provision of BNY Mellon products and services.
Several of these European directives and regulations
are still subject to finalization by the legidature and/
or substantial secondary legidation. This creates
uncertainty asto business impact.

Thetypes of activitiesin which the foreign branches
of our banking subsidiaries and our international
subsidiaries may engage are subject to various

restrictions imposed by the Federal Reserve. Those
foreign branches and international subsidiaries are
also subject to the laws and regulatory authorities of
the countries in which they operate and, in the case of
banking subsidiaries, may be subject to regulatory
capital requirementsin the jurisdictionsin which they
operate. Asof Dec. 31, 2015, each of BNY Mellon's
non-U.S. banking subsidiaries had capital ratios
above their specified minimum requirements.

European Central Bank SSM and Comprehensive
Assessments

In October 2013, the Council of the European Union
adopted a regulation creating an SSM to oversee
banks and other credit ingtitutions. The SSM is
composed of the ECB and the supervisory authorities
of the member states. It coversthe prudential
supervision of all major banksin the 19 euro area
countries as well as any non-euro area countries that
choose to participate through close cooperation
agreements.

In advance of the SSM, the ECB began in November
2013 acomprehensive assessment of certain credit
institutions, which due to their size and systemic
characteristics, fall under direct supervision by the
ECB. The assessment consisted of a supervisory risk
assessment of key risks, an asset quality review to
enhance transparency of bank assets, and a stress test
to review the resiliency of bank balance sheets, which
was conducted in conjunction with the European
Banking Authority. The Bank of New York Mellon
SA/NV, our Belgian banking subsidiary, was included
in this exercise, and passed successfully.

European Resolution Legislation and Structural
Reform Proposals

Deposit Guarantee Scheme Directive. Under the
recast Deposit Guarantee Scheme Directive, the
scope of deposit protection in the EU is being
extended to cover most corporate entities, and
contributions to deposit guarantee schemes are
expected to move to arisk-based cal culation method.
BNY Meéllon expects that the extension of deposit
protection to most corporate entities will require
certain BNY Meéllon entities to contribute to relevant
deposit protection schemes. The contributions and
regquired systems enhancements may constitute a
meaningful cost for those BNY Meéllon entities.
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The European Commission has proposed a European
Deposit Insurance Scheme (“EDIS’) for euro area
member states. Under the EDIS proposal, existing
euro area deposit guarantee schemes would transition
over anumber of years to a mutualized deposit
guarantee scheme applicable in the Eurozone.

Structural Reform. In addition, European and
Member State regulators (for example, the PRA in the
UK) continue to develop proposals in regard to bank
structural reform. The details of the European Union
Bank Structural Reform proposal continue to be
developed, and at this stage the final outcome of such
proposal is not certain. Bank structural reform
proposals, if implemented, may require BNY Mellon
to review its existing corporate structure, and may
impact upon the business activities that BNY Mellon
subsidiaries and branches can undertake. It isnot
clear whether bank structural reformsin the European
Union will operate on the basis of changesto
corporate structure or prohibitions on certain forms of
trading (including proprietary trading), or a
combination of these approaches. The proposal on
structural reform of European Union banksis
intended to apply only to the largest and most
complex European Union banks with significant
trading activities.

Transactions with the Shadow Banking Sector

In December 2015, the EBA finalized its guidance on
large exposure limits of credit institutions to shadow
banking entities. The guidelinesimpose alarge
exposure limit to the shadow banking sector asa
whole. The EBA has used a broad definition of the
shadow banking sector (for example, money market
funds are in scope). EU member states are expected
to implement the guidelines by January 2017.

On Jan. 29, 2014, in addition to the proposed new
rules on structural reform of the European Union
banking sector referred to above, the European
Commission proposed measures aimed at increasing
transparency of certain transactions in the “shadow
banking” sector, including for providing for enhanced
transparency and reporting of SFTs (securities
financing transactions). In January 2016, the
resulting Securities Financing Transactions
Regulation entered into force.
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European Financial Markets and Market
Infrastructure

The EU continues to devel op proposals and
regulationsin relation to financial markets and
market infrastructures. The MiFID II, Marketsin
Financial Instruments Regulation (“MiFIR”) and
European Market Infrastructure Regulation (“EMIR")
are at the detailed rule-making stage, and involve a
significant volume of change to be implemented in
relatively short timeframes. MiFID II/MiFIR/EMIR
may create new business opportunities in European
markets, but will also require existing business
activities and processes to be reviewed. The volume
of change required may result in some
implementation/execution risk.

A key policy objective of the 2014-19 European
Commission isto develop a Capital Markets Union
(“CMU") inthe EU. In September 2015, the
European Commission published its CMU Action
Plan, which set out arange of initiatives that the
Commission intends to undertake between 2015-19.
Some examples of CMU-related initiatives include a
review of the EU regulatory framework for financial
services, areview of the macroprudential framework,
anew Prospectus Regulation, areview of the Capital
Requirements Regulation and a project to address
national barriersto free movement of capital and
cross-border funds distribution.

Investment Services in Europe

The AIFMD has a direct effect on our aternative fund
manager clients and our depository business and

other products offered across Europe. AIFMD
imposes heightened obligations upon depositories,
which have both operational and, potentialy, capital
effects. The European Securities and Markets
Authority is expected to publish guidelines on asset
segregation under AIFMD in late 2016.

Our businesses servicing regulated funds in Europe
will also be affected by the revised directive
governing undertakings for collective investment in
transferable securities, known as UCITSV, will take
effect in March 2016.



Risk Factors

Making or continuing an investment in securities
issued by usinvolves certain risks that you should
carefully consider. The following discussion sets forth
the most significant risk factors that could affect our
business, financial condition or results of operations.
However, other factors, other than those discussed
below or in other of our reports filed with or
furnished to the SEC, also could adversely affect our
business, financial condition or results of operations.
We cannot assure you that the risk factors described
below or elsewhere in our reports address all potential
risks that we may face. These risk factors also serve
to describe factors which may cause our results to
differ materially from those described in forward-
looking statements included herein or in other
documents or statements that make reference to this
Annua Report. See “ Forward-looking Statements.”

Operational and Business Risk

An information security event or technology
disruption that results in a loss of confidential
information or impacts our ability to provide
services to our clients may materially adversely
affect our business and results of operations.

We rely on communications and information systems
to conduct our business. Our businesses rely heavily
on technology, and are vulnerable to attacks and
technology disruptions, which are occurring globally
with greater frequency. Our information systems have
been subjected to cyber threats, including hacker
attacks, computer viruses or other malicious software,
denial of service efforts, limited unavailability of
service, phishing attacks, and unauthorized access
attempts. We deploy a broad range of sophisticated
defenses, but notwithstanding these efforts, it is
possible we could suffer amaterial impact or
disruption. The security of our computer systems,
software and networks, and those functions that we
may outsource, may continue to be subjected to cyber
threats that could result in failures or disruptionsin
our business. In addition, as our business areas
evolve due to the introduction of technology, new
service offering requirements for our clients and
customers, or changes in regulation relative to these
service offerings, the business processes which this
technology supports could introduce unforeseen risks
that could materially impact business operations.
Despite our efforts to ensure the integrity of our
systems and information, it is possible that we may
not be able to anticipate or to implement effective
preventive measures against all cyber threats, or

detect all such threats, especially because the
techniques used change frequently or are not
recognized until launched, and because attacks can
originate from awide variety of sources, including
outside third parties such as persons who are involved
with organized crime or who may be linked to
terrorist organizations or hostile foreign governments.
Those parties may also attempt to place individuals
within BNY Meéellon or fraudulently induce
employees, customers or other users of our systemsto
disclose sensitive information in order to gain access
to our data or that of our customers or clients.

Security events may occur through intentional or
unintentional acts by individuals or groups having
authorized or unauthorized access to our systems or
our clients' or counterparties’ confidential
information. These individuals or groups include
employees, vendors and customers, as well as
hackers. An event that resultsin the loss of
information may require us to reconstruct lost data,
reimburse clients for data and credit monitoring
services, result in loss of customer business, or
damage to our computers or systems and those of our
customers and counterparties. These impacts could be
costly and time-consuming and materially negatively
impact our business operations and reputation.
Additionally, security events or disruptions of our
information systems, or those of our service
providers, could impact our ability to provide services
to our clients, which could expose usto liability for
damages, result in the loss of business, damage our
reputation, subject us to regulatory scrutiny or expose
usto litigation, any of which could have a material
adverse effect on our business, financial condition
and results of operations. In addition, the failure to
upgrade or maintain our computer systems, software
and networks, as necessary, could also make us
vulnerable to attack and unauthorized access and
misuse. There can be no assurance that any such
failures, interruptions or security events will not
occur or, if they do occur, that they will be adequately
addressed. We may be required to expend significant
additional resources to modify, investigate or
remediate vulnerabilities or other exposures arising
from information systems security risks. Furthermore,
attacks on us or other large financial institutions,
service providers or industry utilities could disrupt
the overall functioning of the financial system.

As aresult of the importance of communications and

information systems to our business, we could also be
adversaly affected if attacks affecting the third party
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providers of our technology, communications or other
servicesimpair our ability to process transactions and
communicate with customers and counterparties. For
adiscussion of operational risk, see “Risk
Management - Operational/business risk” and
“Business Continuity” inthe MD&A section in this
Annua Report.

If our technology or that of a third party or vendor
fails, or if we neglect to update our technology,
develop and market new technology to meet our
clients’ needs or protect our intellectual property,
our business may be materially adversely affected.

Our businesses are highly dependent on our ability to
process large volumes of data requiring global
capabilities and scale from our technology platforms.
As our businesses evolve, the technology used
becomes increasingly complex and relies on the
continued effectiveness of the programming code and
integrity of the datathat isinputted. We maintain
controls designed to reduce the risk of flawsin our
data, models, systems or processes. Nevertheless,
such risk cannot be completely eliminated. In
addition, our BNY Mellon businesses and their
service offerings rely upon the employees and
technology of unaffiliated third parties and afailure
on their part could lead to afailure of our technology
systems or the inability to service our clients.

Asaresult of financial entities and technology
systems across the globe becoming more
interdependent and complex, atechnology failure that
significantly degrades, deletes or compromises the
systems or data of one or more financial entities or
suppliers could have amaterial impact on
counterparties or other market participants, including
us. Any such failure could, among other things,
adversely affect our ability to effect transactions,
service our clients, manage our exposure to risk or
expand our businesses.

Rapid technological changes, together with
competitive pressures, require us to make significant
and ongoing investmentsin technology to develop
competitive new products and services or adopt new
technologies. Our financial performance dependsin
part on our ability to develop and market these new
products and services, adopt or develop new
technologies that differentiate our products or provide
cost efficiencies and deliver these products and
services to the market in atimely manner at a
competitive price. The unsuccessful implementation
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of technological upgrades and new products and
services may adversely impact our ability to service
and retain customers. The costs we incur in enhancing
our technology could be substantial and may not
ultimately improve our competitiveness or
profitability.

The failure to maintain an adequate technol ogy
infrastructure with effective cybersecurity controls
relative to the type, size and complexity of
operations, markets and products traded, access to
trading venues and our market interconnectedness
could impact operations and impede our productivity
and growth, which could cause our earningsto
decline or could impact our ability to comply with
regulatory obligations leading to regulatory fines and
sanctions. In addition, the failure to ensure adequate
review and consideration of critical business changes
prior to and during introduction and deployment of
key technological systems or failure to adequately
align evolving client commitments and expectations
with operational capabilities could have a negative
impact on our operations.

We rely on avariety of measures to protect our
intellectual property and proprietary information,
including copyrights, trademarks, patents and
controls on access and distribution. These measures
may not prevent misappropriation or infringement of
our intellectual property or proprietary information
and aresulting loss of competitive advantage.
Furthermore, if athird party were to assert aclaim of
infringement or misappropriation of its proprietary
rights, obtained through patents or otherwise, against
us, we could be required to spend significant amounts
to defend such claims, develop aternative methods of
operations, pay substantial money damages, obtain a
license from the third party or possibly stop providing
one or more products or services.

We are subject to extensive government regulation
and supervision and have been impacted by the
significant amount of rulemaking since the 2008
financial crisis. These rules and regulations have,
and in the future may, compel us to change how we
manage our businesses, which could have a
material adverse effect on our business, financial
condition and results of operations. In addition,
these rules and regulations have increased our
compliance and operational risks and costs.

We operate in a highly regulated environment, and
are subject to a comprehensive statutory and
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regulatory regime, including oversight by
governmental agencies both in the U.S. and outside
the U.S. Since the 2008 financial crisis, domestic and
international policy makers and regulators have
substantially increased their focus on the financial
servicesindustry. New or modified regulations and
related regulatory guidance and supervisory oversight
are significantly altering the regulatory framework in
which we operate and have affected how we analyze
certain business opportunities, increased our
regulatory capital and liquidity requirements, altered
the revenue profile of certain of our core activities
and imposed additional costs on us. In addition, they
could otherwise materially adversely affect our
business, financial condition and results of operations
and have other negative consegquences. The regulatory
and supervisory focus of U.S. banking agenciesis
primarily intended to protect the safety and soundness
of the banking system and federally insured deposits,
and not to protect investors in our securities or
creditors. Additionally, banking regulators have wide
supervisory discretion in the ongoing examination
and the enforcement of applicable banking statutes,
regulations, and guidelines, and may restrict our
ability to engage in certain activities or acquisitions,
or may require us to maintain more capital or highly
liquid assets.

In common with their U.S. counterparts, European
policy makers and regulators have also increased
their focus on financial services providers, and our
European operations are directly affected and will
continue to be affected by changes to the regulatory
environment.

The most significant risks of the regulatory
environment in which we operate are discussed
below. See “ Supervision and Regulation” in this
Annua Report for additional information regarding
the potential impact of the regulatory environment on
our business. The Dodd-Frank Act, which became
law in July 2010, has had, and will continue to have,
asignificant impact on the regulatory structure of the
global financial markets and hasimposed, and is
expected to continue to impose, significant additional
costs on us. While U.S. regulators have finalized
many regulations to implement various provisions of
the Dodd-Frank Act, they plan to propose or finalize
additional implementing regulationsin the future. In
light of the further rule-making required, aswell as
the discretion afforded to federal regulators, the full
impact of thislegislation on us, our business
strategies and financial performance is not known at

thistime, may not be known for a number of years
and could materially adversely impact us. In
addition, new bodies created by the Dodd-Frank Act
(including the Financial Stability Oversight Council
and the Consumer Financial Protection Bureau) have
commenced operations. The related findings of
various regulatory and commission studies, the
interpretations issued as part of the rulemaking
process and the final regulations that are issued with
respect to various elements of the Dodd-Frank Act
may cause changes that impact the profitability of our
business activities and require that we change certain
of our business practices and plans. These changes
will continue to expose us to additional regulatory
costs and require us to invest significant management
attention and resources to make any necessary
changes, al of which could impact our profitability.

Several provisions of the Dodd-Frank Act, such asthe
Volcker Rule and enhanced prudential standards for
financial institutions designated as SIFls, impose or
are expected to impose significant additional
operational, compliance and risk management costs
both in the near-term, as we develop and integrate
appropriate systems and procedures, and on a
recurring basis thereafter, as we monitor, support and
refine those systems and procedures.

The U.S. capita rules subject us and our U.S.
banking subsidiaries to more stringent capital
requirements, which could restrict growth, activities
or operations, trigger divestiture of assets or
operations or limit our ability to return capital to
shareholders. We must also separately obtain final
approval from the agencies for the use of certain
models used to calcul ate risk-weighted assets under
the Advanced A pproach. As discussed in additional
detail in “Supervision and Regulation,” the U.S. G-
SIB capital surcharge began to be phased in
beginning on Jan. 1, 2016 and will become fully
effective on Jan. 1, 2019. For 2016, the G-SIB
surcharge applicableto BNY Mellon is 1.5%, subject
to applicable phase-ins. Failure to meet current or
future capital requirements could materially adversely
affect our financial condition. Additional impacts
relating to compliance with these rules could include,
but are not limited to, potential dilution of existing
shareholders and competitive disadvantage compared
to financial institutions not under the same regul atory
framework. In addition, the SLR subjects us a more
stringent leverage requirement, which could restrict
growth, activities, operations or could result in certain
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restrictions on capital distributions and discretionary
bonus payments.

The LCR requires us to increase our holdings of high-
quality and potentially lower-yielding liquid assets.
When the final rule regarding the NSFR is ultimately
implemented in the U.S., those requirements could
also require BNY Méllon to increase its holdings of
high-quality, and potentialy lower-yielding, liquid
assets, and to reevaluate the compoasition of its
liabilities structure to include more longer-dated debt.
To the extent that these and other reforms, such asthe
proposed TLAC Rules, differ from BNY Mellon's
current funding profile, we may need to materially
increase our aggregate long-term debt levels and/or
alter the composition and terms of our assets and
liabilities, which could lead to increased costs of
funds and have a negative impact on net interest
revenue, among other potential impacts.

Title 11 of the Dodd-Frank Act established an orderly
liquidation processin the event the failure of alarge
systemically important financia institution, such as
BNY Meéellon, would have serious adverse effects on
the U.S. financial system and that resolution under
the orderly liguidation authority would avoid or
mitigate those effects. Specifically, when a
systemically important financial institution such as
BNY Meéllonisin default or danger of default, the
FDIC may be appointed receiver under the orderly
liquidation authority instead of the U.S. Bankruptcy
Code. In certain circumstances under the orderly
liquidation authority, the FDIC could permit payment
of abligations it determines to be systemically
significant (e.g., short-term creditors or operating
creditors) in lieu of paying other obligations (e.g.,
long-term senior and subordinated unsecured
creditors, among others) without the need to obtain
creditors’ consent or prior court review. The
insolvency and resolution process could also lead to a
large reduction in or total elimination of the value of
aBHC's outstanding equity. Additionally, under the
orderly liquidation authority, amounts owed to the
U.S. government generally receive a statutory
payment priority. A “single point of entry” approach
would replace a distressed BHC with a bridge holding
company, which could continue subsidiary bank
operations. U.S. supervisors have indicated that a
single point of entry strategy may be a desirable
strategy to resolve alarge financial institution such as
BNY Meéllon in a manner that would, among other
things, impose |osses on sharehol ders, unsecured debt
holders and other unsecured creditors of the top-tier
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holding company (in our case, The Bank of New York
Meéllon Corporation), while permitting the holding
company’s subsidiaries to continue to operate. Under
such a strategy, assuming The Bank of New York
Meéllon Corporation entered resolution proceedings
and its subsidiaries remained solvent, losses at the
subsidiary level could be transferred to The Bank of
New York Mellon Corporation and ultimately borne
by The Bank of New York Mellon Corporation’'s
security holders (including holders of The Bank of
New York Mellon Corporation’s unsecured debt
securities), while third-party creditors of The Bank of
New York Mellon Corporation’s subsidiaries could
receive full recoveries on their claims. Accordingly,
The Bank of New York Mellon Corporation’s security
holders (including unsecured debt securities and other
unsecured creditors) could face losses in excess of
what otherwise would have been the case.

In addition, the Federal Reserve has released for
comment proposed rules (“proposed TLAC Rules’)
that would require U.S. G-SIBs, including BNY
Meéllon, to maintain minimum amounts of eligible
long-term debt (“LTD”) and TLAC by Jan. 1, 20109.
Under the proposed TLAC Rules, U.S. G-SIBs would
be required to maintain a minimum amount of
external TLAC and LTD measured against both RWA
and the denominator of the SLR. The proposed
TLAC Ruleswould disqualify from eligible LTD,
among other instruments, senior debt securities that
permit acceleration for reasons other than issuer
insolvency or payment default. The currently
outstanding senior LTD of U.S. G-SIBs, including
BNY Maéllon, typically permits acceleration for
reasons other than insolvency or payment default and,
as aresult, neither such outstanding senior LTD, nor
any subsequently issued senior LTD with similar
terms would qualify as eligible LTD under the
proposed rules. The stepsthat the U.S. G-SIBs,
including BNY Mellon, may need to take to come
into compliance with the final TLAC Rules, including
the amount and form of LTD that must be refinanced
or issued, will depend in substantial part on the
ultimate eligibility requirements for senior LTD and
any grandfathering provisions. The proposed TLAC
Rules could have a materialy negative impact on
U.S. G-SIBs, including BNY Meéllon, unless modified
prior to becoming afinal rule. The proposed TLAC
Rules could lead to increased cost of funds, place us
at a competitive disadvantage compared to financial
institutions not subject to this requirement, require us
to issue amaterial amount of long-term debt, capital
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instruments, or other instruments, among other
potential impacts.

Large BHCs must develop and submit to the FDIC
and the Federal Reserve for review plans for their
rapid and orderly resolution in the event of material
financia distress or failure. BNY Mellon and The
Bank of New York Mellon each file annual
complementary resolution plans. We have been
submitting our resolution plans since 2012. Most
recently, BNY Mellon and The Bank of New York
Meéllon filed their 2015 resolution plans on July 1,
2015. If the FDIC and the Federal Reserve jointly
determine that our resolution plan is not credible and
we fail to address the deficiencies in atimely manner,
the FDIC and the Federal Reserve may jointly impose
more stringent capital, leverage or liquidity
reguirements or restrictions on our growth, activities
or operations. If we continueto fail to adequately
remedy any deficiencies, we could be required to
divest assets or operations that the regulators
determine necessary to facilitate our orderly
resolution. BNY Mellon is also subject to heightened
supervisory expectations for recovery and resolution
preparedness. These expectations, issued by the
Federal Reserve in January 2014, apply to the U.S. G-
SIBs, including BNY Meéellon, and relate to
capabilities deemed critical to operational resilience
and contingency planning, including collateral
management; payment, clearing and settlement
activities; liquidity and funding; management
information systems; and shared and outsourced
services.

Our businesses are also subject to significant
regulation in numerous jurisdictions around the world
relating to, among other things, the safeguarding,
administration and management of client assets and
client funds. Various new and revised European
directives and regulations have an impact on our
provision of these services, including revisions to the
Marketsin Financial Instruments Directive |l
(“MIFID 1I™), the Alternative Investment Fund
Managers Directive (“AIFMD"), the Directive on
Undertakings for Collective Investmentsin
Transferable Securities (“UCITSV"), the Central
Securities Depository Regulation (“CSDR”), and the
European Market Infrastructure Regulation
(“EMIR™). Implementing these new and revised
European directives and regulations has affected our
operations and risk profile.

In addition to the direct effects on us, many of our
clients are subject to significant regulatory
reguirements and retain our servicesin order for usto
assist them in complying with those legal
regquirements. Changes in these regulations can
significantly affect the services that we are asked to
provide, aswell as our costs.

The evolving regulatory environment, including
changes to existing regulations and the introduction
of new regulations, may contribute to decisions we
may make to suspend, reduce or withdraw from
existing businesses, activities or initiatives, which
may result in potential lost revenue or significant
restructuring or related costs or exposures.

Failure to comply with laws, regulations or policies
applicable to our business could result in sanctions by
regulatory agencies, civil money penalties and
reputational damage, which could have a material
adverse effect on our business, financial condition
and results of operations. Although we have policies
and procedures designed to prevent any such
violations, there can be no assurance that such
violations will not occur. If violations do occur, they
could damage our reputation, increase our legal and
compliance costs, and ultimately adversely impact
our results of operations. Laws, regulations or
policies currently affecting us and our subsidiaries
may change at any time. Regulatory authorities may
also change their interpretation of these statutes and
regulations. Therefore, our business may also be
adversaly affected by future changesin laws,
regulations, policies or interpretations or regul atory
approaches to compliance and enforcement.

Failure to satisfy regulatory standards, including
“well capitalized” and “well managed” status or
capital adequacy and liquidity rules more generally,
could result in limitations on our activities and
adversely affect our business and financial
condition.

Under regulatory capital adequacy rules and other
regulatory regquirements, BNY Mellon and our
subsidiary banks must meet thresholds that include
guantitative measures of assets, liabilities and certain
off-balance sheet items, subject to qualitative
judgments by regul ators about components, risk
weightings and other factors. As discussed under
“Supervision and Regulation” in this Annual Report,
BNY Meéllon isregistered with the Federal Reserve as
aBHC and an FHC. An FHC's ability to maintain its
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status as an FHC is dependent upon a number of
factors, including its U.S. bank subsidiaries’
qualifying on an ongoing basis as “well capitalized”
and “well managed” under the banking agencies
prompt corrective action regulations and upon it
qualifying on an ongoing basis as “well capitalized”
and “well managed” under applicable Federa
Reserve regulations. Failure by an FHC or one of its
U.S. bank subsidiariesto qualify as“well capitalized”
and “well managed”, if unremedied over a period of
time, would cause it to lose its status as an FHC and
could affect the confidence of clientsin it,
compromising its competitive position. Additionally,
an FHC that does not continue to meet al the
regquirements for FHC status could lose the ability to
undertake new activities or make acquisitions that are
not generally permissible for BHCs without FHC
status or to continue such activities. Our U.S. bank
subsidiaries are also subject to regulatory capital
reguirements and the failure by one of our bank
subsidiaries to maintain its status as “well
capitalized” could lead to, among other things, higher
FDIC assessments and could have reputational and
associated business consequences. A further failure
by BNY Méellon or one of our U.S. bank subsidiaries
to maintain its status as “ adequately capitalized”
would lead to regulatory sanctions and limitations
and could lead the federal banking agencies to take
“prompt corrective action.”

If our company or our subsidiary banks failed to meet
the minimum capital rules and other regulatory
reguirements, we may not be able to deploy capital in
the operation of our business or distribute capital to
stockholders, which may adversely affect our
business. If we are not able to meet the additional,
more stringent, capital adequacy standards that were
recently promulgated, we may not remain “well
capitalized.” See “ Supervision and Regulation” and
the “Liquidity and dividends’ and “Capital - Capital
adequacy” sectionsin the MD&A - Results of
Operations section in thisAnnual Report.

BNY Meéllon and its domestic subsidiary banks must
generally maintain an LCR at least equal to 100% on
afully phased-in basisin 2017 (and 90% in 2016) to
satisfy regulatory minimums. However, under certain
circumstances it may be necessary for a banking
organization's LCR to fall below these thresholds to
fund unanticipated liquidity needs. We must notify
our primary banking regulator on any day when our
LCR falls below the regulatory threshold, and provide
aplan for achieving LCR complianceif our LCRis
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below the regulatory threshold for three consecutive
business days, or if our regulator determines an
instance of material noncompliance with the LCR.
Failure to comply with the LCR requirements may
result in supervisory or enforcement actions.

Failure to meet current or future capital or liquidity
regquirements, including those imposed by the U.S.
capital rules, the LCR, or by regulatorsin
implementing other portions of the Basel 111
framework, could materially adversely affect our
financial condition. The current regulatory
environment is fluid, with requirements frequently
being introduced and amended. Compliance with the
regulatory capital and liquidity regquirements may
impact our ability to return capital to shareholders
and may impact our operations by requiring usto
liquidate assets, increase borrowings, issue additional
equity or other securities, or cease or alter certain
operations, which may adversely affect our results of
operations.

Although we expect to continue to satisfy our
regulatory capital and liquidity requirements, there
can be no assurances that we will not need to hold
significantly more regulatory capital and liquid assets
than we currently estimate in order to satisfy
applicable standards. An inability to meet regulatory
expectations regarding these matters may also
negatively impact the assessment of BNY Mellon and
its U.S. banking subsidiaries by U.S. banking
regulators and our ability to make capital
distributions.

Finally, our estimated regulatory capital ratios,
liquidity metrics, and related components are based
on our current interpretation, expectations and
understanding of the applicable rules and are subject
to, among other things, ongoing regulatory review,
regulatory approval of certain statistical models,
additional refinements, modifications or
enhancements (whether required or otherwise) to our
models, and further implementation guidance. Any
modifications resulting from these ongoing reviews
or the continued implementation of the U.S. capita
rules, the LCR and related amendments could result
in changesin our risk weighted assets, capital
components, liquidity inflows and outflows, HQLA,
or other elements involved in the calculation of these
measures, which could negatively impact these ratios.
Further, because operational risk is measured based
not only upon our historical operational loss
experience but also upon ongoing eventsin the
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banking industry generally, our level of operational
risk-weighted assets could significantly increase or
otherwise remain elevated for the foreseeable future
and may potentially be subject to significant
volatility, negatively impacting our capital and
liquidity ratios. The uncertainty caused by these
factors could ultimately impact our ability to meet our
goals, supervisory requirements, and regulatory
standards.

Regulatory actions or litigation could materially
adversely affect our results of operations or harm
our businesses or reputation.

Like many magjor financial institutions, we and our
affiliates are the subject of inquiries, investigations,
lawsuits and proceedings by counterparties, clients,
other third parties and regulatory and other
governmental agenciesin the U.S. and abroad, as
well as the Department of Justice and state attorneys
general. See“Legal proceedings’ in Note 22 of the
Notes to Consolidated Financial Statementsin this
Annua Report for adiscussion of material legal and
regulatory proceedingsin which we are involved. The
number of these investigations and proceedings, as
well as the amount of penalties and fines sought, has
increased substantially in recent years for many firms
in the financial servicesindustry, including us. We
may become subject to heightened regulatory
scrutiny, inquiries or investigations, and potentially
client-related inquiries or claims, relating to broad,
industry-wide concerns that could lead to increased
expenses or reputational damage. For example, many
participants in the foreign exchange industry are
currently receiving heightened regulatory scrutiny
concerning alleged potential manipulation with
respect to published foreign exchange benchmarks
and we, like a number of others, have received
inquiries from government authorities seeking
information. Since the 2008 financial crisis,
significant settlements by a number of large financial
institutions with governmental entities have been
publicly announced. The trend of large settlements
with governmental entities may adversely affect the
outcomes for other financial institutionsin similar
actions, especially where governmental officials have
announced that the large settlements will be used as
the basis or atemplate for other settlements.
Separately, policy makers in the European Union
continue to focus on conduct rules around the
protection of client assets.

The complexity of the federal and state regulatory
and enforcement regimes in the U.S., coupled with
the global scope of our operations and the increasing
aggressiveness of the regulatory environment
worldwide, also means that a single event may give
rise to alarge number of overlapping investigations
and regulatory proceedings, either by multiple federal
and state agenciesin the U.S. or by multiple
regulators and other governmental entitiesin different
jurisdictions. Responding to inquiries, investigations,
lawsuits and proceedings, regardless of the ultimate
outcome of the matter, istime-consuming and
expensive and can divert the attention of our senior
management from our business. The outcome of such
proceedings may be difficult to predict or estimate
until late in the proceedings, which may last a number
of years.

Certain of our subsidiaries are subject to periodic
examination, special inquiries and potential
proceedings by regulatory authorities. These
examinations, inquiries and proceedings could, if
compliance failures or other violations are found,
cause aregulatory agency to institute proceedings and
impose sanctions for violations, including, for
example, regulatory agreements, cease and desist
orders, civil monetary penalties or termination of a
license and could lead to litigation by investors or
clients, any of which could cause our earnings to
decline.

Our businesses involve the risk that clients or others
may sue us, claiming that we or third parties for
whom they say we are responsible have failed to
perform under a contract or otherwise failed to carry
out aduty perceived to be owed to them, including
perceived fiduciary or contractual duties. This risk
may be heightened during periods when credit, equity
or other financial markets are deteriorating in value or
are particularly volatile, or when clients or investors
are experiencing losses. In addition, as apublicly held
company, we are subject to therisk of claims under
the federal securities laws, and volatility in our stock
price increases thisrisk.

Actions brought against us may result in lawsuits,
enforcement actions, injunctions, settlements,
damages, fines or penalties, which could have a
material adverse effect on our financial condition or
results of operations or require changes to our
business. Claims for significant monetary damages
are asserted in many of these legal actions, while
claims for disgorgement, penalties and/or other
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remedial sanctions may be sought in regulatory
matters. Although we establish accruals for our
litigation and regul atory matters in accordance with
applicable accounting guidance when those matters
proceed to a stage where they present loss
contingencies that are both probable and reasonably
estimable, nonethel ess there may be a possible
material exposure to loss in excess of any amounts
accrued, or in excess of any loss contingencies
disclosed as reasonably possible. Such loss
contingencies may not be probable and reasonably
estimable until the proceedings have progressed
significantly, which could take several years and
occur close to resolution of the matter.

Any or al of the risks outlined above could result in
increased regulatory supervision and affect our ability
to attract and retain customers or maintain access to
the capital markets.

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

We are subject to reputational, legal and regulatory
risk in the ordinary course of our business. The 2008
financial crisis and current political and public
sentiment regarding financial institutions have
resulted in a significant amount of adverse media
coverage of financial institutions. Harm to our
reputation can result from numerous sources,
including adverse publicity arising from eventsin the
financial markets, our perceived failure to comply
with legal and regulatory requirements, the purported
actions of our employees, aleged financial reporting
irregularities involving ourselves or other large and
well-known companies and perceived conflicts of
interest. Our reputation could also be harmed by the
failure of an affiliate, joint venture or avendor or
other third party with which we do businessto
comply with laws or regulations. Damage to our
reputation could affect the confidence of clients,
rating agencies, regulators, employees, stockholders
and other stakeholders and could in turn have an
impact on our business and results of operations.

Additionally, governmental scrutiny from regulators,
legidlative bodies and law enforcement agencies with
respect to financial services companies has increased
dramatically. Press coverage and other public
statements that assert some form of wrongdoing often
result in some type of investigation by regulators,
legislators and law enforcement officialsor in
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lawsuits. Certain regulators, including the SEC, have
announced policies that make it more likely that they
will seek an admission of wrongdoing as part of any
settlement of a matter brought by them against a
regulated entity or individual, which could lead to
increased exposure to civil litigation and could
adversely affect our reputation and ability to do
business in certain jurisdictions with so-called “bad
actor” disqualification laws and could have other
negative effects, such as loss of our well-known
seasoned issuer status. In addition, the DOJ has
announced a policy of requiring companies to provide
investigators with al relevant facts relating to the
individuals responsible for the alleged misconduct in
order to qualify for any cooperation credit in civil and
criminal investigations of corporate wrongdoing,
which may result in our incurring increased fines and
penaltiesif the DOJ determines that we have not
provided sufficient information about applicable
individualsin connection with an investigation, as
well asincreased costs in responding to DOJ
investigations. It is possible that other governmental
authorities will adopt similar policies.

Additionally, afailure to deliver appropriate standards
of service and quality by either us or our vendors, or a
failure to appropriately describe our products and
services can result in customer dissatisfaction, lost
revenue, higher operating costs, heightened

regulatory scrutiny and litigation. Should any of these
or other events or factors that can undermine our
reputation occur, there is no assurance that the
additional costs and expenses that we may need to
incur to address the issues giving rise to the
reputational harm would not adversely affect our
earnings and results of operations.

New lines of business, new products and services or
strategic project initiatives may subject us to
additional risks, and the failure to implement these
initiatives could affect our results of operations.

From time to time, we may launch new lines of
business or offer new products and services within
existing lines of business. There are substantial risks
and uncertainties associated with these efforts. We
invest significant time and resources in developing
and marketing new lines of business, products and
services. Regulatory requirements can affect whether
initiatives are able to be brought to market in a
manner that is timely and attractive to our customers.
Initial timetables for the devel opment and
introduction of new lines of business and/or new
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products or services may not be achieved and price
and profitability targets may not be met. Furthermore,
our revenues and costs may fluctuate because new
businesses or products and services generally require
startup costs while revenues may take time to
develop, which may adversely impact our results of
operations.

Additionally from time to time we undertake strategic
project initiatives. Significant effort and resources are
necessary to manage and oversee the successful
completion of these initiatives. These initiatives often
place significant demands on management and a
limited number of employees with subject matter
expertise and may involve significant costs to
implement as well as increase operational risk as
employees learn to process transactions under new
systems. The failure to properly execute on these
strategic initiatives could adversely impact our
business and results of operations.

Our strategic transactions present risks and
uncertainties and could have an adverse effect on
our business, results of operations and financial
condition.

From time to time, to achieve our strategic objectives,
we have acquired, disposed of, or invested in
(including through joint venture rel ationships)
companies and businesses, and may do so in the
future. Our ability to pursue or complete strategic
transactionsisin certain instances subject to
regulatory approval and we cannot be certain when or
if, or on what terms and conditions, any required
regulatory approvals would be granted. Moreover, to
the extent we pursue a strategic transaction, there can
be no guarantee that the transaction will close when
anticipated, or at all. If a strategic transaction does
not close, or if the strategic transaction failsto
maximize shareholder value or required regulatory
approval is not obtained, it could have an adverse
effect on our business, results of operations and
financial condition.

Each acquisition poses integration challenges,
including successfully retaining and assimilating
clients and key employees, capitalizing on certain
revenue synergies and integrating the acquired
company’s systems and technology. In some cases,
acquisitionsinvolve entry into new businesses or new
geographic or other markets, and these situations also
present risks and uncertainties in instances where we
may be inexperienced in these new areas. We may be

required to spend a significant amount of time and
resources to integrate these acquisitions. The
anticipated integration benefits may take longer to
achieve than projected and the time and cost needed
to consolidate platforms and systems may
significantly exceed our estimates. If we fail to
successfully integrate strategic acquisitions, including
doing so in atimely and cost-effective manner, we
may not realize the expected benefits regarding such
acquisitions, which could have an adverse impact on
our business, financial condition and results of
operations. In addition, we may incur expenses, Costs,
losses, penalties, taxes and other liabilities which are
related to the conduct of the acquired businesses prior
to the date of our ownership (including in connection
with the defense and/or settlement of legal and
regulatory claims, investigations and proceedings)
which may not be recoverable through
indemnification or otherwise.

Each disposition also poses challenges, including
separating the disposed businesses and systemsin a
way that is cost-effective and is not disruptive to our
customers. In addition, the inherent uncertainty
involved in the process of evaluating, negotiating or
executing a potential sale of one of our companies or
businesses may cause the loss of key clients,
employees, and business partners which could have
an adverse impact on our business, financial
condition and results of operations.

Joint ventures and non-controlling investments
contain potentially increased financial, legal,
reputational, operational, regulatory and/or
compliance risks. Notwithstanding our controls and
risk management framework, which are designed to
manage these risks, we may be dependent on joint
venture partners, controlling shareholders or
management who may have business interests,
strategies or goals that are inconsistent with ours.
Business decisions or other actions or omissions of
the joint venture partner, controlling shareholders or
management may adversely affect the value of our
investment, impacting our results of operations, result
in litigation or regulatory action against us and
otherwise damage our reputation and brand.

Our business may be materially adversely affected
by operational risk.

We are exposed to operational risk due to the nature

of our businesses and business model. Examples of
operational risk include: the risk of loss resulting
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from errors related to transaction processing;
breaches of the internal control system and
compliance requirements; fraud by employees or
persons outside BNY Mellon; businessinterruption
due to system failures; failed transaction processing
or process management; unsuccessful or difficult
implementation of computer systems upgrades or new
technology; vendor disruption; unsuccessful or
difficult implementation of new products or services;
loss or damage to physical assets from natural
disasters or other events; and other risk of loss
resulting from inadequate or failed internal processes,
people and systems or from external events.
Operational risk may also include breaches of our
technology and information systems resulting from
unauthorized access to confidential information or
from internal or external threats, such as cyber
attacks. Operational risk also includes fiduciary risk
and potential legal or regulatory actions that could
arise as aresult of noncompliance with applicable
laws, regulatory requirements or contracts which
could have an adverse effect on our reputation and
could result in the imposition of fines or civil money
penalties or the payment of damages.

Third parties with which we do business or that
facilitate our business activities, including exchanges,
clearing houses, financial intermediaries or vendors
that provide services or security solutions for our
operations, could also be sources of operational risk
to us, including from breakdowns or failures of their
own systems or capacity constraints. For example, in
August 2015, the SunGard U.S. InvestOne fund
accounting platform environment we use to process
net asset values (NAV s) became corrupted during an
operating system upgrade undertaken by SunGard,
impacting certain mutual fund, exchange-traded fund
and unregistered collective fund clients.

We regularly assess and monitor operational risk in
our business and provide for disaster and business
recovery planning, including geographical
diversification of our facilities. However, despite our
efforts to assess and monitor operational risk, our risk
management program may not be effectivein all
cases. The occurrence of various events, including
unforeseeable and unpreventable events, such as
systems failures or natural disasters, could damage
our physical facilities or our computer systems or
software, cause delay or disruptions to operational
functions, impair our clients, vendors and
counterparties and ultimately negatively impact our
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results of operations due to potentially higher
expenses and lower revenues.

Operational losses can impact our capital ratios and
results of operations. In addition, our operational loss
risk model isinformed by external losses, including
certain fines and penalties levied against other
ingtitutions in the financial services industry,
particularly those that relate to businesses in which
we operate, and as a result such external losses could
impact the amount of capital that we are required to
hold. When we record balance sheet reserves for
probable and estimable |oss contingencies related to
litigation and governmental and regulatory matters
(or when we disclose arange of reasonably possible
loss for reasonably possible and estimable loss
contingencies), our estimated exposure may not be
sufficient to cover our actual exposure, which could
have a materia adverse effect on our results of
operations in the period in which such actions or
matters are resolved or when aloss contingency
otherwise becomes probable and reasonably
estimable. In addition, in light of policy makers'
continued focus on global asset safety, we continue to
assess our operational models and risks. For a
discussion of operational risk see “Risk Management
- Operational/business risk” and “Business
Continuity” inthe MD& A section in this Annual
Report.

A failure or circumvention of our controls and
procedures could have a material adverse effect on
our business, reputation, results of operations and
financial condition.

Management regularly reviews and updates our
internal controls, disclosure controls and procedures,
and corporate governance policies and procedures.
Any system of controls, however well designed and
operated, is based in part on certain assumptions and
can provide only reasonable, not absolute, assurances
that the objectives of the system will be met. Any
failure or circumvention of our controls and
procedures or failure to comply with regulations
related to controls and procedures could have a
material adverse effect on our business, reputation,
results of operations and financial condition. If we
identify material weaknessesin our internal control
over financial reporting or are otherwise required to
restate our financial statements, we could be required
to implement expensive and time-consuming
remedial measures and could lose investor confidence
in the accuracy and completeness of our financial
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reports. In addition, there are risks that individuals,
either employees or contractors, may circumvent
established control mechanismsin order to, for
example, exceed exposure, liquidity, trading or
investment management limitations, or commit fraud.

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

Many businesses in which we operate are intensely
competitive around the world. Competitors include
other banks, trading firms, broker dealers, investment
banks, asset managers, insurance companies,
financial technology firms and a variety of other
financial services and advisory companies whose
products and services span the local, national and
global markets in which we conduct operations. We
compete on the basis of several factors, including
transaction execution, capital or access to capital,
products and services, innovation, reputation, and
price. Larger and more geographically diverse
companies may be able to offer financial products
and services at more competitive prices than we are
ableto offer. Pricing pressures, as aresult of the
willingness of competitors to offer comparable or
improved products or services at alower price, may
result in areduction in the price we can charge for our
products and services, which could, and in some
cases has, negatively affected our ability to maintain
or increase our profitability. In addition,
technological advances have made it possible for
other types of non-depository institutions, such as
outsourcing companies and data processing
companies, to offer avariety of products and services
competitive with certain areas of our business.
Competitors may develop technological advances that
could negatively impact our transaction execution or
the pricing of our clearing, settlement, payments and
trading activities. Increased competition in any of
these areas may require us to make additional capital
investments in our businesses in order to remain
competitive.

Furthermore, recently implemented and proposed
regulations may impact our ability to conduct certain
of our businessesin a cost-effective manner or at all.
Regulations comparabl e to those required by several
provisions of the Dodd-Frank Act have not been
enacted by governments and regulatory agencies
outside the U.S. and may not be implemented into
law in most countries. The more restrictive laws and
regulations applicable to the largest U.S. financia

services ingtitutions, including the U.S. capita rules,
can put us at a competitive disadvantage relative to
both our non-U.S. competitors and certain U.S.
competitors. See“ Supervision and Regulation” in
thisAnnual Report. A declinein our competitive
position could adversely affect our ability to maintain
or increase our profitability.

Our risk management framework may not be
effective in mitigating risk and reducing the
potential for losses.

Our risk management framework seeks to mitigate
risk and loss to us. We have established
comprehensive policies and procedures and an
internal control framework designed to provide a
sound operational environment for the types of risk to
which we are subject, including operational risk,
credit risk, market risk, liquidity risk, business risk
and fiduciary risk. However, aswith any risk
management framework, there are inherent
limitations to our current and future risk management
strategies, including risks that we have not
appropriately anticipated or identified.

In certain instances, we rely on models to measure,
monitor and predict risks. However, these models are
inherently limited because they involve techniques,
including the use of historical datain some
circumstances, and judgments that cannot anticipate
every economic and financial outcome in the markets
in which we operate, nor can they anticipate the
specifics and timing of such outcomes. Thereis no
assurance that these models will appropriately capture
al relevant risks or accurately predict future events or
exposures. The 2008 financial crisis and resulting
regulatory reform highlighted both the importance
and some of the limitations of managing
unanticipated risks, and our regulators remain
focused on ensuring that financial institutions build
and maintain robust risk management policies. If our
regulators perceive the quality of our risk models and
framework to be insufficient, it may negatively
impact our regulators evaluations of our capital plans
and stresstests. Accurate and timely enterprise-wide
risk information is necessary to enhance
management’s decision-making in times of crisis. If
our risk management framework proves ineffective or
if our enterprise-wide management information is
incomplete or inaccurate, we could suffer unexpected
losses, which could materially adversely affect our
results of operations or financial condition.
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In addition, our businesses and the markets in which
we operate are continuously evolving. We may fail to
fully understand the implications of changesin our
businesses or the financial markets or fail to
adequately or timely enhance our risk framework to
address those changes. If our risk framework is
ineffective, either because it fails to keep pace with
changesin the financial markets, regulatory
reguirements, our businesses, our counterparties,
clients or service providers or for other reasons, we
could incur losses, suffer reputational damage or find
ourselves out of compliance with applicable
regulatory or contractual mandates or expectations.

An important aspect of our risk management
framework is creating arisk culture in which all
employees fully understand that there isrisk in every
aspect of our business and the importance of
managing risk asit relates to their job functions. We
continue to enhance our risk management program to
support our risk culture, ensuring that it is sustainable
and appropriate to our role as amajor financial
institution. Nonetheless, if we fail to create the
appropriate environment that sensitizes all of our
employees to managing risk, our business could be
adversely impacted. For more information on how we
monitor and manage our risk management
framework, see “Risk Management - Risk
management overview” in thisAnnual Report.

Change or uncertainty in monetary, tax and other
governmental policies may impact our businesses,
profitability and ability to compete.

The monetary, tax and other policies of various
governments, agencies and regulatory authorities both
in the U.S. and globally have a significant impact on
interest rates, currencies, commodity pricing
(including oil) and overall financial market
performance, which can impact our business and
results of operations. Asaresult of the 2008 financial
crisis, there have been significant changesin these
policies, which have imposed additional compliance,
legal, review and response costs that have impacted
our profitability. Changes in these policies are beyond
our control and can be difficult to predict and we
cannot determine the ultimate effect that any such
changes would have upon our business, financial
condition or results of operations. For example, the
Federal Reserve regulates the supply of money and
credit in the U.S. and its policies influence our cost of
funds for lending, investing and capital raising
activities and the return we earn on those loans and
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investments, both of which affect our net interest
margin. Current low interest rate policies have
resulted in waivers of money market fund feesin
addition to reductions in our spread-based income
and net interest revenue. While the recent rate
increase has reduced the amount of such fee waivers,
they have not been eliminated.

The actions of the Federal Reserve also could
materially affect the value of financial instruments we
hold, activity levels, liquidity and volatility in the
financial markets, and impact our borrowers,
potentially increasing the risk that they may fail to
repay their loans. For example, in accordance with
proposed TLAC Rules and other influences, we have
ended our Parent commercial paper program and are
evaluating other changes.

We are subject to political, economic, legal,
operational and other risks that are inherent in
operating globally and which may adversely affect
our business.

In conducting our business and maintaining and
supporting our global operations, which includes
vendors and other third parties, we are subject to risks
of loss from the outbreak of hostilities and various
unfavorable palitical, economic, legal or other
developments, including social or political instability,
changes in governmental policies or policies of
central banks, sanctions, expropriation,
nationalization, confiscation of assets, price, capital
and exchange controls, unfavorable tax rates and tax
court rulings and changes in laws and regulations.

Our international clients accounted for 36% of our
revenue in 2015. Our non-U.S. businesses are subject
to extensive regulation by various non-U.S.
regulators, including governments, securities
exchanges, central banks and other regulatory bodies,
in the jurisdictions in which those businesses operate.
In many countries, the laws and regulations
applicable to the financial servicesindustry are
uncertain and evolving, and may be applied with
extra scrutiny to non-domestic companies, and it may
be difficult for us to determine the exact requirements
of local lawsin every market or manage our
relationships with multiple regulators in various
jurisdictions. Our inability to remain in compliance
with local lawsin a particular market and manage our
relationships with regulators could have an adverse
effect not only on our businesses in that market but
also on our reputation generally.
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The failure to properly mitigate such risks, or the
failure of our operating infrastructure to support such
international activities could result in operational
failures and regulatory fines or sanctions, which
could adversely affect our business and results of
operations.

In addition, we are subject in our global operationsto
rules and regulations relating to corrupt and illegal
payments and money laundering, economic sanctions
and embargo programs administered by the U.S.
Office of Foreign Assets Control and similar bodies
and governmental agencies worldwide, and laws
relating to doing business with certain individuals,
groups and countries, such asthe U.S. Foreign
Corrupt PracticesAct, the USA PATRIOT Act, the
Iran Threat Reduction and Syria Human Rights Act of
2012 and the UK Bribery Act. While we have
invested and continue to invest significant resources
in training and in compliance monitoring, the
geographical diversity of our operations, employees,
clients and customers, as well as the vendors and
other third parties that we deal with, presents the risk
that we may be found in violation of such rules,
regulations or laws and any such violation could
subject usto significant penalties or adversely affect
our reputation. In addition, such rules could impact
our ability to engage in business with certain
individuals, entities, groups and countries, which
could materially adversely affect certain of our
businesses and results of operations.

Further, our businesses and operations from time to
time enter into new regions throughout the world,
including emerging and frontier markets. Various
emerging and frontier market countries have
experienced severe economic and financial
disruptions, including significant devaluations of their
currencies, defaults or threatened defaults on
sovereign debt, capital and currency exchange
controls, and low or negative growth ratesin their
economies. Crime, corruption, war or military
actions, and alack of an established legal and
regulatory framework are additional challengesin
certain emerging and frontier markets. Revenue from
international operations and trading in non-U.S.
securities and other obligations may be subject to
negative fluctuations as a result of the above
considerations. The possible effects of any of these
conditions may adversely affect our business and
results of operations.

Our business may be adversely affected if we are
unable to attract and retain employees.

Our success depends, in large part, on our ability to
attract new employees, retain and motivate our
existing employees, and continue to compensate our
employees competitively amid heightened regulatory
restrictions. Competition for the best employeesin
most activities in which we engage can be intense,
and we may not be able to recruit and retain key
personnel. We may also rely on certain employees
with subject matter expertise to assist in the
implementation of important initiatives. Factors that
affect our ability to attract and retain talented and
diverse employees include our compensation and
benefits programs, our profitability and our reputation
for rewarding and promoting qualified employees.
Our ability to attract and retain key executives and
other employees may be hindered as aresult of
regulations applicable to incentive compensation and
other aspects of our compensation programs. These
regulations, which include and are expected to
include mandatory deferrals, clawback requirements
and other limits on incentive compensation, may not
apply to some of our competitors and to other
institutions with which we compete for talent. Our
ability to recruit and retain key talent may be
adversely affected by these regulations. In addition,
aspects of our compensation programs are
performance-based. If we do not achieve applicable
performance thresholds for a relevant period,
employee compensation may be adversely affected,
which could impact retention. The loss of employees
skills, knowledge of the market, industry experience,
and the cost of finding replacements may hurt our
business. If we are unable to continue to attract and
retain highly qualified employees, our performance,
including our competitive position, could be
adversely affected.

Acts of terrorism, natural disasters, pandemics and
global conflicts may have a negative impact on our
business and operations.

Acts of terrorism, natural disasters, pandemics, global
conflicts or other similar catastrophic events could
have a negative impact on our business and
operations. While we have in place business
continuity and disaster recovery plans, such events
could still damage our facilities, disrupt or delay the
normal operations of our business (including
communications and technology), result in harm or
cause travel limitations on our employees, and have a
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similar impact on our clients, suppliers and
counterparties. For example, our disaster recovery
plan was activated due to the recent severe floods in
Chennai, India, resulting in the temporary closure of
our Global Delivery Center. While this closure was
not material to BNY Méllon, it negatively impacted
our Chennai employees and facilities and diverted the
resources of those employees outside of Chennai in a
recovery role. Catastrophic events could also
negatively impact the purchase of our products and
servicesto the extent that those acts or conflicts result
in reduced capital markets activity, lower asset price
levels, or disruptions in general economic activity in
the U.S. or abroad, or in financial market settlement
functions, which could negatively impact our
business and results of operation. In addition, war,
terror attacks, political unrest, global conflicts, the
national and global effortsto combat terrorism and
other potential military activities and outbreaks of
hostilities may lead to an increase in delinguencies,
bankruptcies or defaults that could result in our
experiencing higher levels of nonperforming assets,
net charge-offs and provisions for credit |osses,
negatively impacting our business and operations.

Market Risk

Weakness in financial markets and the economy
generally may materially adversely affect our
business, results of operations and financial
condition.

Our results of operations may be materially affected
by conditionsin the financial markets and the
economy generally, both in the U.S. and elsewhere
around the world. A variety of factors impact global
economies and financial markets, including interest
rates, commodity pricing, such as the continued
weaknessin oil prices, instability of certain emerging
markets, volatile debt and equity market values, the
strong U.S. dollar, high unemployment and
governmental budget deficits (including, inthe U.S,,
at the federal, state and municipal level), contagion
risk from possible default by other countries on
sovereign debt, declining business and consumer
confidence and the risk of increased inflation. Any
resulting economic pressure on consumers and lack
of confidence in the financial markets may adversely
affect certain portions of our business, financial
condition and results of operations. In particular, we
face the following risks in connection with these
factors, some of which are discussed at greater length
in separate risk factors:
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A continuing low interest rate environment,
geopolitical tension, continuing low oil prices,
and economic instability in China have increased
the demand for low-risk investments, particularly
in U.S. Treasuries and the dollar. A “flight to
safety” has historically increased BNY Méellon's
bal ance sheet, which has negatively impacted,
and could continue to negatively impact, our
leverage-based regulatory capital measures. A
sustained “flight to safety” has historically
triggered a decline in trading, capital markets and
cross-border activity. Declining volumes in these
activitieswould likely decrease our revenue,
which would negatively impact our results of
operations, financial condition and, if sustained in
the long term, our business.

Our businesses may be impacted by the
translation of financia results denominated in
foreign currencies to the U.S. dollar, primarily in
activities denominated in the British pound
sterling, euro and the Indian rupee. On a
consolidated basis and in our Investment Services
business we typically have more foreign currency
denominated expenses than revenues. However,
our Investment Management business typically
has more foreign currency denominated revenues
than expenses.

The fees earned by our Investment Management
business are higher as assets under management
and/or investment performance increase. Those
fees are al so impacted by the composition of the
assets under management, with higher feesfor
some asset categories as compared to others.
Uncertain and volatile capital markets could
result in reductions in assets under management
because of investors decisions to withdraw assets
or from simple declines in the value of assets
under management as markets decline. Uncertain
and volatile financial markets may also result in
changesin customer allocations of funds among
money market, equity, fixed income or other
investment alternatives. Those changesin
allocation may be from higher fee investments to
lower fee investments. For example, at Dec. 31,
2015, we estimate that a 5% changein global
equity markets, spread evenly throughout the
year, would impact fee revenue by less than 1%
and diluted earnings per common share by $0.02
to $0.04.
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e Market conditions resulting in lower transaction
volumes could have an adverse effect on the
revenues and profitability of certain of our
businesses such as clearing, settlement, payments
and trading.

e Uncertain and volatile capital markets,
particularly declines, could reduce the value of
our investments in securities, including pension
and other post-retirement plan assets.

e Derivative instruments we hold to hedge and
manage exposure to market risksincluding
interest rate risk, equity pricerisk, foreign
currency risk, aswell as credit risk associated
with our products and businesses might not
perform as intended or expected, resulting in
higher realized losses and unforeseen stresses on
liquidity. Our derivative-based hedging strategies
also rely on the performance of counterpartiesto
such derivatives. These counterparties may fail to
perform for various reasons resulting in losses on
under-collateralized positions.

e Our ahbility to continue to operate certain
commingled investment funds at a net asset value
of $1.00 per unit and to allow unrestricted cash
redemptions by investors in those commingled
funds (or by investorsin other funds managed by
us which are invested in those commingled
investment funds) may be adversely affected by
depressed mark-to-market prices of the
underlying portfolio securities held by such
funds, or by material defaults on such securities
or by the level of liquidity that could be achieved
from the portfolio securities in such funds. We
may be faced with claims from investors and
exposed to financial loss as aresult of our
operation of such funds.

e Continuing low interest rates will result in the
continued voluntary waiving of fees on certain
money market mutual funds and related
distribution fees by usin order to prevent clients
yields on such funds from becoming uneconomic,
which has had, and will continue to have, an
adverse impact on our revenue and results of
operations. The recent U.S. short-term rate
increase has reduced, but not eliminated, the
amount of such waivers.

e Continuing weakness in oil prices may continue
to negatively impact capital markets and may

impact the ability of certain of our clients,
including oil and gas exploration and production
companies and sovereign fundsin oil-exporting
countries, to continue using our Services or repay
outstanding loans. Increased defaults among oil
and gas exploration and production companies
may also negatively impact the high yield market
and our high yield funds.

»  The process we use to estimate our projected
credit losses and to ascertain the fair value of
securities held by usis subject to uncertainty in
that it requires use of statistical models and
difficult, subjective and complex judgments,
including forecasts of economic conditions and
how these conditions might impair the ability of
our borrowers and others to meet their
obligations. In uncertain and volatile capital
markets, our ability to estimate our projected
credit losses may be impaired, which could
adversealy affect our overall profitability and
results of operations.

Market volatility may adversely impact our business,
financial condition and results of operations and
our ability to manage risk.

Asafinancia institution, our businesses, including
our Investment Management, Global Markets,
Corporate Trust, Depositary Receipts and Securities
Lending businesses, are particularly sensitiveto
economic and market conditions, including in the
capital and credit markets. When these markets are
volatile or disruptive, we could experience a decline
in our marked-to-market assets, such as our securities
portfolio and equity investments, including seed
capital. Market volatility may be caused by concerns
about the liquidity of the global financial markets; the
level and volatility of debt and equity prices, interest
rates and currency and commodities prices, including
oil; investor sentiment; events that reduce confidence
in the financial markets; inflation and unemployment;
the economic effects of natural disasters, severe
weather conditions, acts of war or terrorism;
dissolution of agreements among member states
facilitating trade, such as the Schengen Agreement;
monetary policies and actions taken by the Federal
Reserve and other central banks and the health of
U.S. or international economies. A market downturn
could also cause adecline in the value of the assets
that we manage for clients, hold in custody or
administer, adversely impacting fee revenue and
certain of our capital ratios, while the costs of
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providing the related services remain constant due to
the high fixed costs associated with these businesses.
A significant and sustained market downturn could
materially adversely impact our business, financial
condition, results of operations and ability to manage
risk. Fluctuationsin global market activity could also
impact the flow of investment capital into or from
assets under custody and/or administration and the
way customers allocate capital among money market,
equity, fixed income or other investment alternatives,
which could negatively impact our results of
operations. In addition, market volatility could
produce downward pressure on our stock price and
credit availability without regard to our underlying
financial strength. If the market price of our common
stock were to decline below certain levels, we could
be required to perform goodwill impairment testing.
While a substantial goodwill impairment charge
would not have a significant impact on our financial
condition, it would have an adverse impact on our
results of operations. For a discussion of goodwill,
see “ Critical accounting estimates - Goodwill and
other intangibles’ in the MD&A - Results of
Operations section in thisAnnual Report.

We use various models and strategies to assess and
control our market risk exposures but those are
subject to inherent limitations. Our models, which
rely on historical trends and assumptions, may not be
sufficiently predictive of future results dueto limited
historical patterns, extreme or unanticipated market
movements and illiquidity, especially during severe
market downturns or stress events. The models that
we use to assess and control our market risk
exposures also reflect assumptions about the degree
of correlation among prices of various asset classes or
other market indicators. In addition, market
conditions in recent years have involved
unprecedented dislocations and highlight the
limitations inherent in using historical data to manage
risk. In times of market stress or other unforeseen
circumstances, such as the market conditions
experienced in 2008 and 2009, previously
uncorrelated indicators may become correlated, or
previoudy correlated indicators may movein
different directions. These types of market
movements have at times limited the effectiveness of
our hedging strategies and have caused us to incur
significant losses, and they may do so in the future.
For adiscussion of our management of market risk,
see “Risk Management-Market risk” in the MD&A
section in thisAnnual Report.
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Ongoing concerns about the financial stability of
certain countries, the failure or instability of any of
our significant global counterparties, or a breakup
of the European Union or Eurozone could have a
material adverse effect on our business and results
of operations.

There remain ongoing concerns about the financial
stability of certain countries, including the possibility
of sovereign debt defaults, bank failures and the exit
of countries from the European Union or the
Eurozone. This has led to, and could continue to lead
to, declines in market liquidity, a contraction of
available credit, and diminished economic growth
and business confidence in those countries, with
potential collateral consequences to other countries as
well. We are primarily exposed to disruptionsin
global markets in a number of principal areas - on our
balance sheet, in certain interest-bearing deposits
with banks, loans, trading assets and investment
securities, aswell as fee revenue. Additionally,
market disruptions could lead to a“flight to safety,”
triggering increased client deposits and altering the
size and composition of our balance sheet, which
could adversely impact our leverage-based regulatory
capital measures. For additional information
regarding our exposure to certain countries, please
see “International operations - Country risk exposure”
inthe MD& A - Results of operations section in this
Annual Report.

A potential consegquence of global financial instability
could be a partia or full break-up of the European
Union or Eurozone. While a European Union or
Eurozone break-up does not appear to be imminent, if
one were to occur it would be unprecedented and its
impact highly uncertain. The exit of Greece, Britain
or other countries from the European Union or
Eurozone or the dissolution of those bodies could
lead to redenomination of certain obligations of
obligorsin exiting countries. Any such exit and
redenomination would cause significant uncertainty
with respect to outstanding obligations of
counterparties and debtors in any exiting country,
whether sovereign or otherwise, and could lead to
complex and lengthy disputes and litigation. The
resulting uncertainty and market stress could also
cause, among other things, severe disruption to equity
markets, significant increasesin bond yields
generaly, potential failure or default of financial
institutions, including those of systemic importance, a
significant decrease in global liquidity, afreeze-up of
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global credit markets and a potential worldwide
recession.

The interdependencies among world economies,
particularly the Eurozone, and financial institutions
have contributed to concerns regarding the stability of
financial markets generally and certain institutionsin
particular. Financial servicesinstitutions are
interdependent as aresult of trading, clearing,
counterparty or other relationships. We routinely
execute transactions with global counterparties,
including brokers and dealers, commercial banks,
investment banks, mutual and hedge funds, and other
institutiona clients. As aresult, defaults or non-
performance by, or even rumors or questions aboult,
one or more global financial ingtitutions, or the
financial markets generally, have in the past led to
market-wide liquidity problems and could lead to
losses by us or by other ingtitutions in the future.
Given the scope of our global operations, clients and
counterparties, persistent disruptionsin the global
financial markets, the failure of asignificant global
financial institution, even if not an immediate
counterparty to us, or the attempt of a country to
abandon the euro and persistent weaknessin aleading
global currency could have a material adverse impact
on our business or results of operations.

Continuing low or volatile interest rates could have
a material adverse effect on our profitability.

Our net interest revenue and cash flows are sensitive
to changes in short-term interest rates and changesin
valuationsin the debt or equity markets over which
we have no control. Our net interest revenueis the
difference between the interest income earned on our
interest-earning assets, such as the loans we make and
the securities we hold in our investment portfolio, and
the interest expense incurred on our interest-bearing
liabilities, such as deposits and borrowed money.

A continuing low short-term rate environment will
likely adversely impact our revenue and results of
operations by:

e continued compression of our net interest
spreads, depending on our balance sheet position;
and

e sustained weakness of our spread-based revenues,
resulting in continued voluntary waiving of fees
on certain money market mutual funds and
related distribution fees by usin order to prevent

the yields on such funds from becoming
uneconomic.

Ariseininterest rates could trigger one or more of
the following, which could impact our business,
results of operations and financial condition,
including:

» lessliquidity in bonds and fixed income fundsin
the case of asharp risein interest rates resulting
in lower performance, yield and fees;

» increased number of delinguencies, bankruptcies
or defaults and more nonperforming assets and
net charge-offs, as borrowers may have more
difficulty making higher interest payments;

» decreasesin deposit levels and higher
redemptions from our fixed income funds or
separate accounts, as clients move fundsinto
investments with higher rates of return;

e adeclinein our capital ratios;

» reduction in other comprehensive incomein our
shareholders’ equity and therefore our tangible
common equity due to the impact of rising long
term rates on our largely fixed-income securities
portfolio; and

e higher funding costs.

A more detailed discussion of the interest rate and
market risks we face is contained under “Risk
Management” in the MD& A section in thisAnnual
Report.

We may experience write-downs of securities that we
own and other losses related to volatile and illiquid
market conditions, reducing our earnings and
impacting our financial condition.

We maintain an investment securities portfolio of
various holdings, types and maturities. At Dec. 31,
2015, these securities were primarily classified as
available-for-sale, which are recorded on our balance
sheet at fair value with unrealized gains or losses
reported as a component of accumulated other
comprehensive income, net of tax. In 2015, we
increased the amount of securitiesin our held to
maturity portfolio, recorded on our balance sheet at
amortized cost, from $21.1 billion and approximately
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18% of the portfolio at Dec. 31, 2014 to $43.2 billion
and approximately 36% at Dec. 31, 2015.

Our investment securities portfolio includes U.S.
Agency RMBS, U.S. Treasuries, sovereign and
sovereign-guaranteed debt, non-agency U.S. and non-
U.S. residential mortgage-backed securities,
European floating rate notes, commercial mortgage-
backed securities, state and political subdivision debt,
foreign covered bonds, corporate bonds,
collateralized loan obligations, U.S. government
agency debt, consumer asset-backed securities and
other securities, the values of which are subject to
market price volatility to the extent unhedged. Many
of these securities experienced significant liquidity,
valuation and credit quality deterioration during the
2008 financial crisis and could experience asimilar
deterioration in another financia crisis. Non-U.S.
mortgage-backed and asset-backed securities with
exposures to European countries, whose sovereign-
debt markets have experienced increased stress since
2011, may continue to experience stressin the future.
U.S. state and municipal bonds have aso experienced
stressin light of the fiscal concerns that a number of
states and municipalities face. If these or any of the
other available-for-sale securities experience an
other-than-temporary impairment, it would negatively
impact our earnings. If our held-to-maturity securities
experience alossin fair value, it would negatively
impact the fair value of our securities portfolio,
although it would not impact our earnings unless a
credit event occurred. The low interest-rate
environment that has persisted since the financial
crisis began, notwithstanding the short-term rate
increase announced by the Federal Reservein
December 2015, could constrain our ability to
achieve anet interest margin consistent with
historical averages.

Our investment securities portfolio represents a
greater proportion of our consolidated total assets
(approximately 30% at Dec. 31, 2015), and our loan
and lease portfolios represent a smaller proportion of
our consolidated total assets (approximately 16% at
Dec. 31, 2015), in comparison to many other major
U.S. financial ingtitutions due to our custody and trust
bank business model. As such, our capital levels and
results of operations and financial condition are
materially exposed to the risks associated with our
investment portfolio. For example, the accounting
and regulatory treatment of our investment securities
portfolio in an available-for-sale accounting
environment may have more volatility than amore
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traditional held-for-investment loan portfolio, or a
securities portfolio comprised exclusively U.S.
Treasury securities. Under the U.S. capital rules,
after-tax changesin the fair value of available-for-
sale investment securities will beincluded in Tier 1
capital. For example, decreases in the general level of
interest rates, and corresponding increasesin
mortgage prepayment speeds, which can be caused by
refinancing activity, could adversely impact the value
of fixed-rate mortgage-backed securities we hold.
Conversely, increases in the general level of interest
rates may adversely impact the fair value of fixed-rate
debt securities we hold and, accordingly, for debt
securities classified as available-for-sale, may
adversaly affect accumulated other comprehensive
income and, thus, capital levels. Since loans held for
investment, or securitiesin a held-to-maturity
accounting environment, are not subject to afair-
value accounting framework, changesin the fair
value of these instruments (other than incurred credit
losses) are not similarly included in the determination
of Tier 1 capital under the U.S. capital rules. Asa
result, we may experience increased variability in our
Tier 1 capital relative to other major financial
institutions who maintain alower proportion of their
consolidated total assetsin an available-for-sale
accounting environment.

Generally, the fair value of securitiesin the securities
investment portfolio held as available-for-sale is
determined based upon market values available from
third-party sources. During periods of market
disruption, it may be difficult to value certain of our
investment securities if trading becomes less frequent
and/or market data becomes |ess observable. Asa
result, valuations may include inputs and assumptions
that are less observable or require greater estimation
and judgment as well as valuation methods which are
more complex. These values may not be ultimately
realizable in a market transaction, and such values
may change very rapidly as market conditions change
and valuation assumptions are modified. Decreasesin
value may have amaterial adverse effect on our
results of operations or financial condition. If any of
our securities suffer credit losses, as we experienced
with some of our investments in 2009, we may
recognize the credit |osses as an other-than-temporary
impairment which could impact our revenue in the
guarter in which we recognize the losses. The
decision on whether to record an other-than-
temporary impairment or write-down is determined in
part by management’s assessment of the financial
condition and prospects of a particular issuer,
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projections of future cash flows and recoverability of
the particular security. Management’s conclusions on
such assessments are highly judgmental and include
assumptions and projections of future cash flows
which may ultimately prove to beincorrect as
assumptions, facts and circumstances change. On the
other hand, securities held in a held-to-maturity
accounting environment are limited in the actions we
can take absent a significant deterioration in the
issuer’s creditworthiness. Therefore we may be
constrained in our ability to liquidate a held-to-
maturity security that is deteriorating in value, which
would negatively impact the fair value of our
securities portfolio. If our assertions change about our
intention or ability to not sell securities that have
experienced areduction in fair value below its
amortized cost we could be required to recognize an
other-than-temporary lossin earnings for the entire
difference between fair value and amortized cost.

For information regarding our investment securities
portfolio, refer to “ Consolidated balance sheet review
- Investment securities” and for information regarding
the sensitivity of and risks associated with the market
value of portfolio investments and interest rates, refer
to the “Critical accounting estimates - Fair value -
Securities” and “- Other-than-temporary impairment”
sections both of which arein the MD&A - Results of
Operations section in thisAnnual Report and Note 4
of the Notes to Consolidated Financial Statementsin
thisAnnual Report.

We are dependent on fee-based business for a
substantial majority of our revenue and our fee-
based revenues could be adversely affected by a
slowing in market activity, weak financial markets,
underperformance and/or negative trends in savings
rates or in investment preferences.

Our principal operational focusis on fee-based
business, which is distinct from commercial banking
institutions that earn most of their revenues from
loans and other traditional interest-generating
products and services. In 2015, approximately 79% of
our revenue was fee-based (excluding net securities
gains). Our fee-based businesses include investment
management, custody, corporate trust, depositary
receipts, clearing, collateral management and treasury
services, which are highly competitive businesses.

Fees for many of our products and services are based
on the volume of transactions processed, the market
value of assets managed and administered, securities

lending volume and spreads, and fees for other
services rendered. Corporate actions, cross-border
investing, global mergers and acquisitions activity,
new debt and equity issuances, and secondary trading
volumes all affect the level of our revenues. If the
volumes of these activities decrease due to weak
financial markets or otherwise, our revenues will also
decrease, which would negatively impact our results
of operations.

In addition, poor investment returns in our investment
management business, due to either weak market
conditions or underperformance (relative to our
competitors or to benchmarks) by funds or accounts
that we manage or investment products that we
design or sdll, result in reduced market values of
portfolios that we manage and/or administer and
affect our ability to retain existing assets and to attract
new clients or additional assets from existing clients.
This could affect the management and incentive fees
that we earn on assets under management. Similarly,
significant declinesin the volume of capital markets
activity would reduce the number of transactions we
process and the amount of securities we lend and
therefore would also have an adverse effect on our
results of operations. Continuing low interest rates
have also resulted in, and may continue to result in,
waivers of money market fund fees. The recent U.S.
short-term rate increase has reduced, but not
eliminated, the amount of such waivers.

Our business generally benefits when individuals
invest their savings in mutual funds and other
collective funds, unit investment trusts or exchange
traded funds, or contribute more to defined
contribution plans. If thereisadecline in the savings
rates of individuals, or if thereisachangein
investment preferences that leads to | ess investment
in mutual funds or other collective funds, or a shift to
lower fee investment products, our revenues could be
adversely affected. In addition, to the extent that we
are forced to compete on the basis of price with other
financial institutions, fee reductions on existing or
future new business could cause revenues and profit
margins to decline.

The profitability of certain of our businesses has
declined since the financial crisis. For example, due
to changes in fee structures, the margins on our
clearing and corporate trust businesses have lowered,
and we do not expect those margins to return to their
historically high levels.
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Our FX revenue may be adversely affected by
decreases in market volatility and the cross-border
investment activity of our clients.

Our foreign exchange trading generates revenues
which are influenced by market pressures, which
continue to be increasingly competitive, the volume
of client transactions and the spread realized on these
transactions. Thelevel of volume and spreadsis
affected by market volatility, the level of cross-border
assets held in custody for clients, the level and nature
of underlying cross-border investments and other
transactions undertaken by corporate and institutional
clients. Our clients' cross-border investing activity
could decrease in reaction to economic and political
uncertainties, including changes in laws or
regulations governing cross-border transactions, such
as currency controls. Uncertainties resulting from
terrorist attacks and/or military actions may also
negatively affect cross-border investments activity.
Volumes and/or spreads in some of our products tend
to benefit from currency volatility and are likely to
decrease during times of lower currency volatility.
These revenues also depend on our ability to manage
the risk associated with the currency transactions we
execute and program pricing.

Furthermore, a shift by custody clients from the
standing instruction programs to other trading options
combined with competitive market pressures on the
foreign exchange business is negatively impacting
our FX revenue. Continued growth of electronic FX
trading capabilities may also accelerate a shift of
volume to lower margin channels.

Credit and Liquidity Risk

The failure or perceived weakness of any of our
significant counterparties, many of whom are major
financial institutions and sovereign entities, and our
assumption of credit and counterparty risk, could
expose us to loss and adversely affect our business.

We have exposure to many different industries and
counterparties, particularly financial institutions as a
result of trading, clearing, counterparty or other
relationships. We routinely execute transactions with
counterparties in the financial industry, including
brokers and dealers, commercial banks, investment
banks, mutual and hedge funds, insurance companies,
aswell as sovereigns and other governmental or
quasi-governmental entities, and other institutional
clients. As aresult, our ability to engage in routine
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funding or other transactions could be adversely
affected by the actions and commercia soundness of
other financial institutions or sovereign entities, as
defaults or non-performance by (or even rumors or
guestions about such default or non-performance) one
or more financial institutions, or the financial services
industry generally, have in the past led to market-
wide liquidity problems and could lead to losses or
defaults by us or by other institutions (including our
counterparties and/or clients) in the future. For
example, as aresult of our membership in several
industry clearing or settlement exchanges, we may be
required to guarantee obligations and liabilities or
provide financial support in the event that other
members do not honor their obligations or default.
These obligations may be limited to members that
dealt with the defaulting member or to the amount (or
amultiple of the amount) of our contribution to a
member’s guarantee fund, or, in afew cases, the
obligation may be unlimited. The consolidation of
financial institutions during the recent financial crisis
and the failures of other financial institutions have
increased the concentration of our counterparty risk.

In addition to our counterparty exposure to financial
institutions, we are from time to time exposed to
concentrated credit risk at the industry or country
level, potentially exposing usto a single market or
political event or a correlated set of events. For
example, defaults by companies located in certain
countries, such as Brazil and China, may increase
meaningfully as aresult of deteriorating economic
conditions.

The degree of client demand for short-term credit also
tends to increase during periods of market turbulence,
exposing us to further counterparty-related risks. For
example, investorsin collective investment vehicles
for which we act as custodian may engage in
significant redemption activity due to adverse market
or economic news that was not anticipated by the
fund's manager. We may then extend short-term
credit to clients as aresult of our relationship with
such clients and the nature of various cash and
securities settlement processes. For some types of
clients, we provide credit to allow them to leverage
their portfolios, which may expose us to potential loss
if the client experiences credit difficulties. We are
also generally not able to net exposures across
counterparties that are affiliated entities and may not
be ablein all circumstances to net exposures to the
same legal entity across multiple products. In
addition, we may incur alossin relation to one entity
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or product even though our exposure to one of the
entities' affiliatesis over-collateralized. Moreover,
not all of our counterparty exposure is secured and,
when our exposure is secured, the realizable market
value of the collateral may have declined by the time
we exercise our rights against that collateral. Thisrisk
may be particularly acute if we are required to sell the
collateral into an illiquid or temporarily-impaired
market. |n addition, disputes with counterparties asto
the valuation of collateral significantly increasein
times of market stress and illiquidity.

We act as lender’s agent in securities lending
transactions between our customers, acting as lenders,
and financia counterparties, including broker-dealers,
acting as borrowers, wherein securities are lent by our
customers and the loans are secured by a pledge of
cash or securities posted by such financial
counterparties. Typically, in the case of cash
collateral, we invest the cash collateral pursuant to
each customer’s investment guidelines and
instructions. In certain cases, we agree to indemnify
our customers against a default by the borrower under
a securities lending transaction and, therefore, may
have to buy-in the loaned securities with the cash
collateral or the proceeds from the liquidation of the
non-cash collateral. In those instances, we, rather than
our customers, are exposed to the risks of the
defaulting counterparty in the securities lending
transaction.

From time to time, we assume concentrated credit
risk at the individual obligor, counterparty or group
level. Such concentrations may be material. Our
material counterparty exposures change daily, and the
counterparties or groups of related counterparties to
which our risk exposure is material also varies during
any reported period; however, our largest exposures
tend to be to other financial ingtitutions, clearing
organizations, and governmental entities, both inside
and outside of the U.S. Concentration of counterparty
exposure presents significant risks to us and to our
clients because the failure or perceived weakness of
our counterparties (or in some cases of our clients
counterparties) has the potential to expose usto risk
of financial loss. Changes in market perception of the
financial strength of particular financial institutions or
sovereign issuers can occur rapidly, are often based
on avariety of factors and are difficult to predict.

Under evolving regulatory restrictions on credit
exposure, which include a broadening of the measure
of credit exposure, we may be required to limit our

exposures to specific issuers or groups, including
financial institutions, to levels that we may currently
exceed. These credit exposure restrictions under such
evolving regulations may adversely affect our
businesses and may require that we modify our
operating models or the policies and practices we use.

Although our overall businessis subject to these
interdependencies, several of our businesses are
particularly sensitive to them, including our currency
and other trading activities, our securities lending and
securities finance businesses and our investment
management business. There is no assurance that any
such losses would not materially and adversely affect
our results of operations.

We have credit, regulatory and reputational risks as
a result of our tri-party repo collateral agency
services, which could adversely affect our business
and results of operations.

BNY Meéllon offers tri-party collateral agency
services to dealers and cash investors active in the tri-
party repurchase, or repo, market and currently has
approximately 85% of the market share of the U.S.
tri-party repo market. As agent, we facilitate
settlement between sellers (cash borrowers) and
buyers (cash lenders). Our involvement in a
transaction commences after a seller and buyer agree
to atri-party repo trade and send instructions to us.
We settle the trade, maintain custody of the collateral
(the subject securities of the repo), monitor the
eigibility and sufficiency of the collateral, and
execute payment and delivery instructions provided
by the principals.

Providing tri-party repo agent services to repo
counterparties exposes BNY Mellon to credit risk at
certain pointsin time. To facilitate trade settlement
and collateral substitutions, we extend secured
committed intraday credit to certain dealers. The
committed credit requires dealersto fully secure the
outstanding intraday credit with high-quality liquid
assets having a market value in excess of the amount
of the outstanding credit. In the event of adefault by
adealer to whom we have extended secured
committed intraday credit, we would be at risk for the
market value of the collateral securing such intraday
credit, and for any shortfall in value after the
liquidation of such collateral, which could adversely
affect our results of operations.
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We are in the process of implementing new platforms
and systems relating to the tri-party repo business. As
with the implementation of any new technology, we
may experience operational errors that could lead to
system failures and business interruptions and
adversely impact our business.

If aBNY Meéellon client that is party to arepurchase
transaction cleared by BNY Mellon becomes
bankrupt or insolvent, BNY Mellon may become
involved in disputes and litigation with the client’s
bankruptcy estate and other creditors, or involved in
regulatory investigations, al of which can increase
BNY Mellon's operational and litigation costs and
may result in losses if the securities in the repurchase
transaction declinein value.

We anticipate that regulators will continue to monitor
the actions of market participants and use available
supervisory tools to encourage constructive and
timely action to reduce sources of risk in the tri-party
repo market. Failure to meet regulatory expectations
could result in regulatory and reputational risk and
additional costs.

Additionally, in the event that a significant number of
tri-party repo transactions are cleared through a
central clearinghouse, our revenues associated with
tri-party repo transactions could be negatively
impacted.

Any material reduction in our credit ratings or the
credit ratings of our principal bank subsidiaries,
The Bank of New York Mellon or BNY Mellon,
N.A., could increase the cost of funding and
borrowing to us and our rated subsidiaries and have
a material adverse effect on our results of
operations and financial condition and on the value
of the securities we issue.

Our debt, preferred stock and trust preferred
securities and the debt and deposits of our bank
subsidiaries, The Bank of New York Mellon and BNY
Mellon, N.A., are currently rated investment grade by
the major rating agencies. These rating agencies
regularly evaluate us and our rated subsidiaries and
their outlook on us and our rated subsidiaries. Their
credit ratings are based on a number of factors,
including our financia strength, performance,
prospects and operations as well as factors not
entirely within our control, including conditions
affecting the financial servicesindustry generaly as
well asthe U.S. government. In addition, rating
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agencies employ different models and formulasto
assess the financial strength of arated company, and
from time to time rating agencies have, in their
discretion, altered these models. Changes to rating
agency models, general economic conditions, or other
circumstances outside of our control could impact a
rating agency’s judgment of the rating or outlook it
assigns us or our rated subsidiaries. For example, in
2015 S& P changed its methodol ogy for rating global
banks, resulting in a one-notch downgrade of the
Parent and a one-notch downgrade of The Bank of
New York Mellon’s subordinated debt.

In view of the difficulties experienced in recent years
by many financial institutions, we believe that the
rating agencies have heightened their leve of

scrutiny, increased the frequency and scope of their
credit reviews, have requested additional information,
and have adjusted upward the requirements employed
in their models for maintenance of rating levels.
There can be no assurance that we or our rated
subsidiaries will maintain our respective credit ratings
or outlook on our securities.

A material reduction in our credit ratings or the credit
ratings of our rated subsidiaries could have a material
adverse effect on our access to credit markets, the
related cost of funding and borrowing, our credit
spreads, our liquidity and on certain trading revenues,
particularly in those businesses where counterparty
creditworthinessis critical. In addition, in connection
with certain over-the-counter derivatives contracts
and other trading agreements, counterparties may
require us or our rated subsidiariesto provide
additional collateral or to terminate these contracts
and agreements and collateral financing arrangements
in the event of a credit ratings downgrade below
certain ratings levels. The requirement to provide
additional collateral or terminate these contracts and
agreements could impair our liquidity by requiring us
to find other sources of financing or to make
significant cash payments or securities movements. A
downgrade by any one rating agency, depending on
the agency’srelative ratings of the firm at the time of
the downgrade, may have an impact whichis
comparable to the impact of adowngrade by all
rating agencies. |f arating agency downgrade were to
occur during broader market instability, our options
for responding to events may be more limited and
more expensive. An increase in the costs of our
funding and borrowing, or an impairment of our
liquidity, could have a material adverse effect on our
results of operations and financial condition. A
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material reduction in our credit ratings also could
decrease the number of investors and counterparties
willing or permitted to do business with or lend to us
and adversely affect the value of the securities we
have issued or may issue in the future.

We cannot predict what actions rating agencies may
take, or what actions we may elect or be required to
take in response thereto, which may adversely affect
us. Our and our subsidiaries’ ratings could be
downgraded at any time and without any notice by
any of the rating agencies. For further discussion on
the impact of a credit rating downgrade, see
“Disclosure of contingent features in over-the-counter
(“OTC") derivative instruments’ in Note 23 of the
Notes to Consolidated Financial Statementsin this
Annua Report.

Our business, financial condition and results of
operations could be adversely affected if we do not
effectively manage our liquidity.

Our business is dependent in part on our ability to
meet our cash and collateral obligations at a
reasonable cost for both expected and unexpected
cash flows. We receive client deposits through a
variety of investment management and investment
servicing businesses and we rely on those deposits as
alow-cost and stable source of funding. Our ability to
continue to receive those deposits, and other short-
term funding sources, is subject to variability based
on anumber of factors, including volume and
volatility in the global securities markets, the relative
interest rates that we are prepared to pay for those
deposits, and the perception of the safety of those
deposits or other short-term obligations relative to
alternative short-term investments available to our
clients. We could lose deposits if we suffer a
significant decline in the level of our business
activity, our credit ratings are materially downgraded
or we are subject to significant negative press or
significant regulatory action or litigation, among
other reasons. If we were to lose asignificant amount
of deposits we may need to replace such funding with
more expensive funding and/or reduce assets, which
would reduce our net interest revenue. In addition, the
Parent’s access to the debt capital marketsisa
significant source of liquidity. If the TLAC Rulesare
adopted as proposed, the majority of BNY Mellon
and other U.S. G-SIBs' outstanding LTD would be
ineligible under the final rules, which could result in
BNY Mellon and the other U.S. G-SIBsissuing or
refinancing a substantial amount of long-term debt in

a concentrated period of time, which could
significantly increase our cost of funding.

Events or circumstances often outside of our control,
such as market disruptions, government fiscal and
monetary policies, or loss of confidence of securities
purchasers or counterpartiesin us or in the funds
markets, could limit our access to capital markets,
increase our cost of borrowing, adversely affect our
liquidity, or impair our ability to execute our business
plan. In addition, clearing organizations, regulators,
clients and financial institutions with which we
interact may exercise the right to require additional
collateral based on market perceptions or market
conditions, which could further impair our access to
and cost of funding. Market perception of sovereign
default risks can also lead to inefficient money
markets and capital markets, which could further
impact BNY Méellon’'s funding availability and cost.
Conversdly, if we experience too much liquidity, it
could increase interest expense, limit our financia
flexihility, and increase the size of our total assetsin a
manner that could have a negative impact on our
capital ratios.

Recently adopted and proposed regulations have been
designed to address certain liquidity risks of large
banking organizations, including BNY Mellon. The
LCR and the Dodd-Frank Act’s enhanced prudential
standards impose liquidity management requirements
on usthat require us to increase our holdings of
highly liquid, but potentially lower-yielding assets.
These regulations also impact our ability to hold
certain deposits deemed to pose a higher risk of
runoff in the event of financial distress. Under the
U.S. capita rules, the size of the capital surcharge
that will apply to large U.S. banking organizationsis
based in part on a banking organization’s reliance on
short-term wholesale funding, including certain types
of deposit funding, which effectively may increase
the cost of such funding. Furthermore, certain non-
U.S. regulators have proposed legislation or
regulations requiring large banks to incorporate a
separate subsidiary in countries in which they
operate, and to maintain independent capital and
liquidity at foreign subsidiaries. If adopted, these
regquirements could hinder our ability to efficiently
manage our funding and liquidity in a centralized
manner. There can be no assurances that these
measures will be successful in limiting BNY Mellon's
liquidity risk.
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As a holding company, we also rely on dividends and
interest from our subsidiaries for funding. The
Parent’s policy is to have sufficient unencumbered
cash and cash equivalents at its holding company on
hand to meet its forecasted debt redemptions, net
interest payments and net tax payments over a
minimum of the next 18 months without the need to
receive dividends from its bank subsidiaries or issue
debt. As of Dec. 31, 2015, the Parent wasin
compliance with this policy. However, there are
various legal limitations on the extent to which our
bank and other subsidiaries can finance or otherwise
supply funds to us (by dividend or otherwise) and
certain of our affiliates. If we are not able to obtain
funds from our subsidiaries, we could be required to
replace such funds through more expensive means
and/or reduce assets. The Bank of New York Mellon,
our primary subsidiary, is not currently paying regular
dividends to the Parent so that it may retain capital in
advance of upcoming capital rule implementation,
which may impact the Parent’s future liquidity.

If we are unable to raise funds using the methods
described above, we would likely need to finance or
liquidate unencumbered assets, such as our
investment portfolio, central bank deposits and bank
placements, to meet funding needs. We may be
unable to sell some of our assets, or we may have to
sell assets at a discount from market value, either of
which could adversely affect our financial condition
and results of operations. Further, our ability to sell
assets may be impaired if other market participants
are seeking to sell similar assets at the same time,
which could occur in aliquidity or other market
crisis. Additionally, if we experience cash flow
mismatches, depaosit run-off or market constraints
resulting from our inability to convert assetsto cash
or access capital markets, our liquidity could be
severely impacted. During periods of market
uncertainty, our level of client deposits hasin recent
years tended to increase; however, since such deposits
have a foreseeable potential not to be permanent, we
have historically deposited these so-called excess
deposits with central banks and in other highly liquid
and low-yielding instruments. These levels of excess
client deposits, as a consequence, have increased our
net interest revenue.

If we are unable to continue to fund our assets
through deposits or access capital markets on
favorable terms or if we suffer an increase in our
borrowing costs or otherwise fail to manage our
liquidity effectively, our liquidity, net interest margin,
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financial results and condition may be materially
adversealy affected. In certain cases, this could require
us to raise additional capital through the issuance of
preferred or common stock, which could dilute the
ownership of existing stockholders, or reduce our
common stock dividend to preserve capital. For a
further discussion of our liquidity, see “Liquidity and
dividends’ inthe MD&A - Results of Operationsin
this Annual Report.

We could incur charges through provision expense
if our reserves for credit losses, including loan
reserves, are inadequate.

When we loan money, commit to loan money or
provide credit or enter into another contract with a
counterparty, we incur credit risk, or the risk of losses
if our borrowers do not repay their loans or our
counterparties fail to perform according to the terms
of their agreements. Our credit exposure is comprised
of six classes of financing receivables: financial
institutions, commercia, commercial rea estate, |ease
financings, wealth management |oans and mortgages,
and other residential mortgages. Our revenues and
profitability are adversely affected when our
borrowers default in whole or in part on their loan
obligations to us or when there is a significant
deterioration in the credit quality of our loan
portfolio. We reserve for credit losses by establishing
an allowance through a charge to earnings. The
allowance for loan losses and allowance for lending-
related commitments represents management’s
estimate of probable losses inherent in our credit
portfolio. We utilize a quantitative methodol ogy,
which is supplemented with a qualitative framework
that takes into account internal and external
environmental factors that are not captured within the
guantitative methodol ogy, to determine the allowance
for credit losses. This process requires us to make
numerous complex and subjective estimates and
assumptions relating to probable losses which are
inherently uncertain. Asis the case with any such
assessments, there is always the chance that we will
fail to identify the proper factors or that we will fail

to accurately estimate the impact of factors that we do
identify. We cannot provide any assurance as to
whether charge-offs related to our credit exposure
may occur in the future. Current and future market
and economic devel opments may increase default and
delinquency rates and negatively impact the quality

of our credit portfolio, which may impact our charge-
offs. If the allowance for credit losses is inadequate
due to deterioration in the credit quality of the
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portfolio or significant charge-offs, we would be
reguired to record credit 10ss provisions against
current earnings, which could adversely impact our
net income. See “Critical accounting estimates’ in the
MD&A - Results of Operations section in thisAnnual
Report.

Other Risks

Tax law changes or challenges to our tax positions
with respect to historical transactions may adversely
affect our net income, effective tax rate and our
overall results of operations and financial condition.

In the course of our business, we receive inquiries
and challenges from both U.S. and non-U.S. tax
authorities on the amount of taxes we owe. If we are
not successful in defending these inquiries and
challenges, we may be required to adjust the timing
or amount of taxable income or deductions or the
alocation of income among tax jurisdictions, all of
which can require a greater provision for taxes or
otherwise negatively affect earnings. Probabilities
and outcomes are reviewed as events unfold, and
adjustments to the reserves are made when necessary,
but the reserves may prove inadequate because we
cannot necessarily accurately predict the outcome of
any challenge, settlement or litigation or the extent to
which it will negatively affect us or our business. In
addition, new tax laws or the expiration of or changes
in existing tax laws, or the interpretation of those
laws worldwide, could have a material impact on our
business or net income. Our actions taken in response
to, or reliance upon, such changesin the tax laws may
impact our tax position in amanner that may result in
lower earnings. See Note 12 of the Notes to
Consolidated Financial Statementsin this Annual
Report for further information.

Changes in accounting standards governing the
preparation of our financial statements and future
events could have a material impact on our reported
financial condition, results of operations, cash flows
and other financial data.

From time to time, the FASB, the |ASB, the SEC and
bank regulators change the financial accounting and
reporting standards governing the preparation of our
financial statements or the interpretation of those
standards. See “Recent Accounting Developments” in
the MD& A section and Note 2 to the Notes to
Consolidated Financial Statementsin this Annual
Report. These changes are difficult to predict and can

materially impact how we record and report our
financia condition, results of operations, cash flows
and other financia data. In some cases, we may be
required to apply anew or revised standard
retroactively or to apply an existing standard
differently, also retroactively, in each case potentially
resulting in the restatement of our prior period
financial statements.

Additionally, our accounting policies and methods are
fundamental to how we record and report our
financial condition and results of operations. Some of
these policies and methods require use of estimates
and assumptions, such as allowance for loan losses
and allowance for lending-related commitments, fair
value of financial instruments and derivatives, other-
than-temporary impairment, goodwill and other
intangibles, and pension accounting, which may
affect the reported value of our assets or liabilities
and results of operations. These estimates and
assumptions are critical because they require
management to make difficult, subjective and
complex judgments about matters that are inherently
uncertain. If subsequent events occur that are
materially different than the assumptions and
estimates we used, future results may be materially
different than estimated.

The Parent is a non-operating holding company,
and as a result, is dependent on dividends from its
subsidiaries, including its principal subsidiary
banks, to meet its obligations, including its
obligations with respect to its securities, and to
provide funds for payment of dividends to its
stockholders and stock repurchases.

The Parent is a non-operating holding company,
whose principal assets and sources of income are its
principal U.S. bank subsidiaries - The Bank of New
York Mellon and BNY Méellon, N.A. - and its other
subsidiaries. The Parent isalegal entity separate and
distinct from its banks and other subsidiaries and,
therefore, it reliesin part on dividends, interest,
distributions, and other payments from these bank
and other subsidiaries to meet its obligations,
including its obligations with respect to its securities,
and to provide funds for payment of common and
preferred dividends to its stockholders, to the extent
declared by the Board of Directors. Currently, The
Bank of New York Mellon, our primary subsidiary, is
no longer paying regular dividends to the Parent to
build capital in advance of upcoming capital rule
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implementation, which may impact our future
liquidity.

There are various legal limitations on the extent to
which our bank and other subsidiaries can finance or
otherwise supply fundsto the Parent (by dividend or
otherwise) and certain of our affiliates. Many of our
subsidiaries, including our bank subsidiaries, are
subject to laws and regulations that restrict dividend
payments or authorize regulatory bodies to block or
reduce the flow of funds from those subsidiaries to
the parent company or other subsidiaries. These
restrictions can reduce the amount of funds available
to meet the Parent’s obligations. In addition, our bank
subsidiaries would not be permitted to distribute a
dividend if doing so would constitute an unsafe and
unsound practice or if the payment would reduce their
capital to an inadequate level. Our bank subsidiaries
are also subject to restrictions on their ability to lend
to or transact with affiliates, minimum regul atory
capital and liquidity requirements, and restrictions on
their ability to use funds deposited with them in bank
or brokerage accounts to fund their businesses.

We evaluate and manage liquidity on alegal entity
basis. Lega entity liquidity is an important
consideration as there are legal and other limitations
on our ability to utilize liquidity from one legal entity
to satisfy the liquidity requirements of another,
including the Parent.

Although we maintain cash positions for liquidity at
the holding company level, if our bank subsidiaries or
other subsidiaries were unable to supply the Parent
with cash over time, the Parent could become unable
to meet its obligations (including its obligations with
respect to its securities), declare or pay dividendsin
respect of its capital stock, or perform stock
repurchases. See “ Supervision and Regulation” and
“Liquidity and dividends’ in the MD& A - Results of
Operations and Note 19 of the Notes to Consolidated
Financial Statementsin thisAnnual Report.

Because the Parent is a holding company, its rights
and the rights of its creditors, including the holders of
its securities, to a share of the assets of any subsidiary
upon the liquidation or recapitalization of the
subsidiary will be subject to the prior claims of the
subsidiary’s creditors (including, in the case of our
banking subsidiaries, their depositors) except to the
extent that the Parent may itself be a creditor with
recognized claims against the subsidiary. The rights
of holders of securitiesissued by the Parent to benefit
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from those distributions will also be junior to those
prior claims. Consequently, securities issued by the
Parent will be effectively subordinated to all existing
and future liabilities of our subsidiaries.

Our ability to return capital to shareholders is
subject to the discretion of our Board of Directors
and may be limited by U.S. banking laws and
regulations, including those governing capital and
the approval of our capital plan, applicable
provisions of Delaware law or our failure to pay full
and timely dividends on our preferred stock.

Holders of our common and preferred stock are only
entitled to receive such dividends or other
distributions of capital as our Board of Directors may
declare out of funds legally available for such
payments. Although we have historically declared
cash dividends on our common and preferred stock,
we are not required to do so. In addition to the Board
of Directors approval, our ability to take certain
actions, including our ability to make certain
acquisitions, declare dividends or repurchase our
common stock, is dependent on, among other things,
Federal Reserve non-objection under the annual
regulatory review of the results of the CCAR process
required by the Federal Reserve and the supervisory
stress tests required under the Dodd-Frank Act. These
evaluations, in turn, are dependent on, among other
things, our successful demonstration that we can
maintain capital levels above regulatory minimumsin
the event of a stressed market environment, as well as
the Federal Reserve's assessment of the robustness of
our capital adequacy qualitative process and the
assumptions and analysis underlying the capital plan.
There can be no assurance that the Federal Reserve
will respond favorably to our future capital plans or
that we will perform adeguately on our supervisory
stress tests. If the Federal Reserve objects to our
proposed capital actions or we underperform on our
stress tests, we may be required to revise our stress-
testing or capital management approaches, resubmit
our capital plan or postpone, cancel or alter our
planned capital actions, and we would not be
permitted to make any capital distributions other than
those to which the Federal Reserve hasindicated in
writing its non-objection. In addition, if there have
been or will be changesin our risk profile (including
amaterial change in business strategy or risk
exposure), financial condition or corporate structure,
we may be required to resubmit our capital plan to the
Federal Reserve.
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Our ahility to accurately predict or explain the
outcome of the CCAR processisinfluenced by
evolving supervisory criteria. The Federal Reserve's
annual assessment of our capital adequacy and
planning process involves not only a quantitative
assessment through the Federal Reserve's proprietary
stress test models but also a qualitative assessment.
The qualitative assessment involves a number of
factors and is expected to continue to evolve and may
be revised on an ongoing basis as aresult of the
Federal Reserve's cross-firm review of capital plan
submissions. Similarly, the Federal Reserve may, as
part of its stated goal to continually evolve its annual
stress testing requirements, adjust several parameters
of the annual stresstesting process, including the
severity of the stress test scenario and the addition of
components deemed important by the Federal
Reserve (e.g., acounterparty failure). Further,
because it is not clear how the Federal Reserve's
proprietary stress test models and qualitative
assessment may differ from the modeling techniques
and capital planning practices employed by us, itis
foreseeable that our stresstest results (using our own
models, estimation methodologies and processes)
may not be consistent with those disclosed by the
Federal Reserve. In addition, the Federal Reserve
may consider, at some point in the future, that some
or all of the G-SIB surcharge be integrated into its
post-stress test minimum capital regquirements.

The Federal Reserve's current guidance provides that,
for large BHCs like BNY Mellon, common stock
dividend payout ratios exceeding 30% of after-tax net
income available to common shareholders under
certain baseline scenarios will receive particularly

close scrutiny. A failure to increase dividends along
with our competitors, or any reduction of, or
elimination of, our common stock dividend would
likely adversely affect the market price of our
common stock, impact our return on equity, and
market perceptions of BNY Mellon.

Our ahility to declare or pay dividends on, or
purchase, redeem or otherwise acquire, shares of our
common stock or any of our shares that rank junior to
preferred stock as to the payment of dividends and/or
the distribution of any assets on any liquidation,
dissolution or winding-up of BNY Mellon will be
prohibited, subject to certain exceptions, in the event
that we do not declare and pay in full dividends for
the then current dividend period of our Series A
preferred stock or the last preceding dividend period
of our Series C, Series D or Series E preferred stock.

In addition, regulatory capital rules that are or will be
applicable to usincluding the U.S. capital rules, the
SLR, TLAC, or the U.S. G-SIB Rule may limit or
otherwise restrict how we utilize our capital,
including common stock dividends and stock
repurchases, and may require us to increase or alter
the mix of our outstanding regulatory capital
instruments. Any requirement to increase our
regulatory capital ratios or ater the composition of
our capital could require usto liquidate assets or
otherwise change our business and/or investment
plans, which may negatively affect our financial
results. Further, any requirement to maintain higher
levels of capital may constrain our ability to return
capital to shareholders either in the form of common
stock dividends or share repurchases.
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Recent Accounting Developments

Recently Issued Accounting Standards

ASU 2016-02, Leases

In February 2016, the FASB issued ASU 2016-02,
“Leases.” The standard introduces a new accounting
model for lessees and was issued primarily to address
concerns related to off-balance sheet financing
arrangements available to lessees under current
guidance. The standard requires lessees to account
for al leases on the balance sheet, except for certain
short-term leases that have a maximum possible lease
term of 12 months. A lessee will recognize on its
balance sheet (1) an asset for its right to use the
underlying asset over the lease term, including
optional payment periods only if the lesseeis
reasonably certain to exercise the option and (2) a
liability representing its obligation to make lease
payments over the lease term. The classification of
leases and income statement impact for lessees will
depend on whether the leases meet certain criterion,
including those criterion in which the lessee obtains
effective control of the underlying asset. The
accounting for lessorsis largely unchanged from the
previous accounting guidance; except for leverage
lease accounting which is not be permitted for leases
entered into or modified after the effective date of the
new standard. The FASB requires a modified
retrospective method of adoption. The final guidance
is effective for reporting periods beginning after Dec.
15, 2018.

ASU 2016-01, Recognition and Measurement of
Financial Assets and Financial Liabilities

In January 2016, the FASB issued ASU 2016-01,
“Recognition and Measurement of Financial Assets
and Financial Liabilities.” The new ASU requires
investments in equity securities that do not result in
consolidation and are not accounted for under the
equity method to be measured at fair value with
changesin the fair value recognized through net
income, unless one of two available exceptions apply.
The first exception, a scope exception, allows Federal
Reserve Bank Stock, Federal Home Loan Bank stock
and other exchange memberships held by broker
dealers to remain accounted for at cost, less
impairment. It also does not apply to derivative
instruments that are subject to the requirements of
ASC 815, Derivatives and Hedging. The second
exception, a practicability exception, will be available
for equity investments that do not have readily
determinable fair values and do not qualify for the
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practical expedient to estimate fair value under ASC
820, Fair Value Measurement.

The amendments also require an entity to present
separately in other comprehensive income the portion
of the total changein the fair value of aliability
resulting from the entity’s “own credit risk” when the
entity has elected to measure the liability at fair value.
The amendments also eliminate the requirement to
disclose the methods and significant assumptions
used to estimate the fair values of financial
instruments measured at amortized cost that are on
the balance sheet.

ThisASU iseffective for fiscal years beginning after
Dec. 15, 2017, including interim periods within those
fiscal years. If certain requirements are met, early
adoption of the “own credit risk” provisionis
permitted; early adoption of the other provisionsis
not permitted. BNY Mellon is assessing the impacts
of the new standard.

ASU - 2014-09 - Revenue from Contracts with
Customers

In May 2014, the FASB issued an ASU, “Revenue
from Contracts with Customers,” which requires an
entity to recognize the amount of revenue to which it
expects to be entitled for the transfer of promised
goods or servicesto customers. The ASU will
replace most existing revenue recognition guidance in
U.S. GAAPwhen it becomes effective. The new
standard is effective for the Company on Jan. 1, 2018
with early adoption permitted no earlier than Jan. 1,
2017. The standard permits the use of either the
retrospective or cumulative effect transition method.
The Company is evaluating the effect that thisASU
will have on its consolidated financial statements and
related disclosures. The Company has not yet
selected a transition method nor hasit determined the
effect of the standard on its ongoing financial
reporting.

Proposed Accounting Standards

Improvements to Employee Share-Based Payment
Accounting

In June 2015, the FASB issued a proposed ASU,
“Improvements to Empl oyee Share-Based Payment
Accounting.” This proposed ASU would simplify
several aspects of the accounting for share-based
payment transactions, including income tax
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consequences, classification of awards as either
equity or liabilities, and classification on the
statement of cash flows. Comments were due on this
proposed ASU by Aug. 14, 2015. The effective date
and whether to permit early adoption will be
determined after considering stakeholder feedback.

Simplifying the Equity Method of Accounting

In June 2015, the FASB issued a proposed ASU,
“Simplifying the Equity Method of Accounting.”
This proposed ASU would eliminate the requirement
to account for the difference between the cost of an
investment and the investor’s proportionate share of
the net assets of the investee (the basis difference),
and also eliminates the requirement to retrospectively
apply the equity method when an increasein
ownership interest in the investee prompts a change
from the cost method to the equity method.
Comments were due on this proposed ASU by Aug.
4, 2015. The effective date and whether to permit
early adoption will be determined after considering
stakeholder feedback.

Financial Instruments - Credit Losses

In December 2012, the FASB issued a proposed ASU,
“Financial Instruments-Credit Losses.” This
proposed ASU would result in asingle model to
account for credit losses on financia assets. The
proposal would remove the probable threshold for
recognizing credit losses and require a current
estimate of the expected contractual cash flows an
entity does not expect to collect on financial assets
that are not measured at fair value through the income
statement. The proposal would also change current
practice for recognizing OTTI and interest income on
debt securities. In addition, the proposal would result
in the recognition of an allowance for credit losses for
nearly al types of debt instruments. The proposal
would expand the credit quality disclosures to require
information about changesin the factors that
influence estimates of credit losses and the reasons

for those changes. The FASB has decided on a
current expected credit loss model for financial assets
measured at amortized cost. The FASB recently
concluded itsre-deliberations. A final standard is
estimated to be issued in the first quarter of 2016 with
an anticipated effective date Jan.1, 2019.

Adoption of new accounting standards

For adiscussion of the adoption of new accounting
standards, see Note 2 of the Notes to Consolidated
Financial Statements.

IFRS

IFRS are a set of standards and interpretations
adopted by the IASB. Commencing with the
issuance of the “roadmap” in November 2008, the
SEC has considered potential methods of
incorporation of IFRS in the United States. The use
of IFRS for U.S. companies with global operations
would allow for streamlined reporting, easier access
to foreign capital markets and investments, and
facilitate cross-border acquisitions, ventures or spin-
offs.

In July 2012, the SEC staff released its final report on
IFRS. ThisFina Report will be used by the SEC
Commissioners to decide whether and, if so, when
and how to incorporate IFRS into the financial
reporting system for U.S. companies. It isnot known
when the SEC will make afina decision on the
adoption of IFRS in the United States.

While the SEC decides whether IFRS will be required
to be used in the preparation of our consolidated
financial statements, a number of countries have
mandated the use of IFRS by BNY Méellon's
subsidiariesin their statutory reports filed in those
countries. Such countries include Belgium, Brazil,
the Netherlands, Australia, Hong Kong, Canada and
South Korea.
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Business Continuity

We are prepared for events that could damage our
physical facilities, cause delay or disruptions to
operational functions, including telecommunications
networks, or impair our employees, clients, vendors
and counterparties. Key elements of our business
continuity strategies are extensive planning and
testing, and diversity of business operations, data
centers and telecommunications infrastructure.

We have established multiple geographically diverse
locations for our funds transfer and broker-deal er
services operational units, which provide redundant
functionality to facilitate uninterrupted operations.

Our securities clearing, commercial paper, mutual
fund accounting and custody, securities lending,
master trust, Unit Investment Trust, corporate trust,
item processing, wealth management and treasury
units have common functionality in multiple sites
designed to facilitate continuance of operations or
rapid recovery. In addition, we have recovery
positions for approximately 12,700 employeeson a
global basis of which over 6,800 are proprietary.

We continue to enhance geographic diversity for
business operations by moving additional personnel
to growth centers outside of existing major urban
centers. We replicate 100% of our critical production
computer datato multiple recovery data centers.

We have an active telecommunications diversity
program. All major buildings are provisioned with
connectivity from diverse telecommunication
carriers. Additionally, we design our critical
connectivity to take advantage of separate carrier
entrances built into our facilities. This maximizes
resiliency by allowing for end to end separation of
primary and alternative communications.

In 2003, the Federal Reserve, OCC and SEC jointly
published the Interagency Paper, “ Sound Practices to
Strengthen the Resilience of the U.S. Financial
System” (“Sound Practices Paper”). The purpose of
the document was to define the guidelines for the
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financial servicesindustry and other interested parties
regarding “best practices’ related to business
continuity planning. Under these guidelines, we are a
key clearing and settlement organization required to
meet a higher standard for business continuity.

We believe we meet substantially al of the
reguirements of the Sound Practices Paper. Asacore
clearing and settlement organization, we believe that
we are at the forefront of the industry in improving
business continuity practices.

We are committed to seeing that requirements for
business continuity are met not just within our own
facilities, but also within those of our service
providers whose operation is critical to our safety and
soundness. To that end, we have aThird Party
Governance Program in place to review new and
existing service providers to see that they meet our
standards for business continuity, aswell asfor
information security, financial stability, personnel
practices, etc.

We have developed a comprehensive plan to prepare
for the possibility of aflu pandemic, which
anticipates significant reduced staffing levels and will
provide for increased remote working by staff for one
or more periods lasting several weeks.

Although we are committed to observing best
practices as well as meeting regulatory requirements,
geopolitical uncertainties and other external factors
will continue to create risk that cannot always be
identified and anticipated.

Dueto BNY Mellon’s robust business recovery
systems and processes, we are not materially
impacted by climate change, nor do we expect
material impacts in the near term. We have, and will
continue to, implement processes and capital projects
to deal with the risks of the changing climate. The
Company has invested in the development of
products and services that support the markets related
to climate change.



Supplemental Information (unaudited)

Supplemental information - Explanation of
GAAP and Non-GAAP financial measures

BNY Meéllon hasincluded in thisAnnual Report
certain Non-GAAP financial measures based on fully
phased-in Basel 111 CET1 and other risk-based capital
ratios, SLR and tangible common shareholders
equity. BNY Méllon believesthat the Basel 111 CET1
and other risk-based capital ratios on afully phased-
in basis, the SLR on afully phased-in basis and the
ratio of tangible common shareholders’ equity to
tangible assets of operations are measures of capital
strength that provide additional useful information to
investors, supplementing the capital ratios which are,
or were, required by regulatory authorities. The
tangible common shareholders’ equity ratio includes
changesin investment securities valuations which are
reflected in total shareholders' equity. In addition,
thisratio is expressed as a percentage of the actual
book value of assets, as opposed to a percentage of a
risk-based reduced value established in accordance
with regulatory requirements, although BNY Mellon
in its reconciliation has excluded certain assets which
are given azero percent risk-weighting for regulatory
purposes and the assets of consolidated investment
management funds to which BNY Mellon has limited
economic exposure. Further, BNY Meéllon believes
that the return on tangible common equity measure,
which excludes goodwill and intangible assets net of
deferred tax liabilities, is a useful additional measure
for investors because it presents a measure of those
assets that can generateincome. BNY Meéllon has
provided a measure of tangible book value per share,
which it believes provides additional useful
information as to the level of tangible assetsin
relation to shares of common stock outstanding.

BNY Meéllon has presented revenue measures which
exclude the effect of noncontrolling interests related
to consolidated investment management funds, gains
on the sales of our equity investment in Wing Hang
and our One Wall Street building; and expense
measures which exclude M& | expenses, litigation
charges, restructuring charges, the impairment charge
related to a recent court decision, the charge related to
investment management funds, net of incentives, and
amortization of intangible assets. Earnings per share,
and return on equity, operating leverage and operating
margin measures, which exclude some or al of these
items, are also presented. Earnings per share and
return on equity measures also exclude the tax benefit
primarily related to atax carryback claim and the net
charge related to the disallowance of certain foreign
tax credits. Operating margin measures may also
exclude amortization of intangible assets and the net

negative impact of money market fee waivers, net of
distribution and servicing expense. BNY Mellon
believes that these measures are useful to investors
because they permit afocus on period-to-period
comparisons, which relate to the ability of BNY
Mellon to enhance revenues and limit expensesin
circumstances where such matters are within BNY
Méllon's control. The excluded items, in general,
relate to certain gains or charges as aresult of prior
transactions. M& | expenses primarily relate to
acquisitions and generally continue for approximately
three years after the transaction. Litigation charges
represent accruals for loss contingencies that are both
probable and reasonably estimable, but exclude
standard business-related legal fees. Restructuring
charges relate to our streamlining actions, Operational
Excellence Initiatives and migrating positions to
Global Delivery Centers. Excluding these charges
mentioned above permitsinvestors to view expenses
on a basis consistent with how management views the
business.

The presentation of revenue growth on a constant
currency basis permits investors to assess the
significance of changes in foreign currency exchange
rates. Growth rates on a constant currency basis were
determined by applying the current period foreign
currency exchange rates to the prior period revenue.
BNY Meéllon believes that this presentation, as a
supplement to GAAP information, gives investors a
clearer picture of the related revenue results without
the variability caused by fluctuationsin foreign
currency exchange rates.

The presentation of income from consolidated
investment management funds, net of net income
attributabl e to noncontrolling interests related to the
consolidation of certain investment management
funds permits investors to view revenue on a basis
consistent with how management views the business.
BNY Meéllon believes that these presentations, as a
supplement to GAAP information, give investors a
clearer picture of the results of its primary businesses.

In thisAnnual Report, the net interest revenue and net
interest margin is presented on an 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. Each of these measures as described above
is used by management to monitor financial
performance, both on a company-wide and on a
business-level basis.
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Supplemental Information (unaudited) (continued)

The following table presents the reconciliation of net income and diluted earnings per common share.

Reconciliation of net income and diluted EPS — GAAP to Non-GAAP Net income Diluted EPS
(in millions, except per common share amounts) 2015 2014 2015 2014 Inc
Net income applicable to common shareholders of The Bank of New Y ork Mellon
Corporation — GAAP $ 3,053 $ 2,494 $ 271 $ 215
Less: Gain on the sale of our equity investment in Wing Hang N/A 315 N/A 0.27
Gain on the sale of our One Wall Street building N/A 204 N/A 0.18
Benefit primarily related to atax carryback claim N/A 150 N/A 0.13
Add: Litigation and restructuring charges 56 860 0.05 0.74
Impairment charge related to arecent court decision 106 N/A 0.09 N/A
Charge réelated to investment management funds, net of incentives N/A 81 N/A 0.07
Net income applicable to common shareholders of The Bank of New Y ork
Mellon Corporation — Non-GAAP $ 3,215 $ 2,766 $ 285 % 239 (a) 19%
(a) Does not foot due to rounding.
The following table presents the total payout ratio.
Total payout ratio
(dollars in millions) 2015
Capital deployed:
Dividends $ 762
Common stock repurchased 2,355
Total capital deployed $ 3,117
Net income applicable to common shareholders of The Bank of New Y ork Mellon Corporation — GAAP $ 3,053
Add: Litigation and restructuring 56
Impairment charge related to arecent court decision 106
Net income applicable to common shareholders of The Bank of New Y ork Mellon Corporation — excluding impairment charge
related to a recent court decision, litigation and restructuring 3,215
Payout ratio 102%
Payout ratio - Non-GAAP 97%

126 BNY Méellon



Supplemental Information (unaudited) (continued)

The following table presents the reconciliation of the pre-tax operating margin ratio.

Reconciliation of income before income taxes — pre-tax operating margin

(dollars in millions) 2015 2014 2013 2012 2011
Income before income taxes — GAAP $ 4,235 $ 3563 $ 3,777 $ 3357 $ 3,685
Less: Net income attributable to noncontrolling interests of consolidated
investment management funds 68 84 80 76 50
Gain on the sale of our equity investment in Wing Hang — 490 — — —
Gain on the sale of our One Wall Street building — 346 — — —
Add: Amortization of intangible assets 261 298 342 384 428
M&l, litigation and restructuring charges 85 1,130 70 559 390
Impairment charge related to arecent court decision 170 — — — —
Charge related to investment management funds, net of incentives — 104 12 16 —
Income before income taxes, as adjusted — Non-GAAP (a) $ 4,683 $ 4175 $ 4121 $ 4240 $ 4453
Fee and other revenue — GAAP $12,082 $12,649 $11,856 $11,448 $11,614
Income from consolidated investment management funds— GAAP 86 163 183 189 200
Net interest revenue — GAAP 3,026 2,830 3,009 2,973 2,984
Total revenue— GAAP 15,194 15,692 15,048 14,610 14,798
Less: Net income attributable to noncontrolling interests of consolidated
investment management funds 68 84 80 76 50
Gain on the sale of our equity investment in Wing Hang — 490 — — —
Gain on the sale of our One Wall Street building — 346 — — —
Total revenue, as adjusted —Non-GAAP (a) $15,126 $14,772 $14,968 $14,534 $14,748
Pre-tax operating margin (b) 28% (c) 23% 25% 23% 25%
Pre-tax operating margin — Non-GAAP (a)(b) 31% (C) 28% 28% 29% 30%

(a) Non-GAAP excludes net income attributable to noncontrolling interests of consolidated investment management funds, the gains on the
sales of our equity investment in Wing Hang and our One Wall Street building, amortization of intangible assets, M&lI, litigation and
restructuring charges, the impairment charge related to a recent court decision and the charge related to investment management funds,
net of incentives, if applicable.

(b) Income hefore taxes divided by total revenue.

(c) Our GAAP earnings include tax-advantaged investments such as low income housing, renewable energy, bank-owned life insurance and
tax-exempt securities. The benefits of these investments are primarily reflected in tax expense. If reported on a tax-equivalent basis
these investments would increase revenue and income before taxes by $242 million and would increase our pre-tax operating margin by
approximately 1.1% for 2015.

The following table presents the reconciliation of operating leverage.

Pre-tax operating leverage 2015 vs.
(dollars in millions) 2015 2014 2014
Tota revenue - GAAP $ 15,194 $ 15,692
Less: Net income attributable to noncontrolling interests of consolidated investment management
funds 68 84
Gain on the sale of our investment in Wing Hang Bank — 490
Gain on the sale of the One Wall Street building — 346
Total revenue, as adjusted - Non-GAAP $ 15126 $ 14,772 2.40%
Total noninterest expense - GAAP $ 10,799 $ 12,177
Less. Amortization of intangible assets 261 298
M&a], litigation and restructuring charges 85 1,130
Charge related to investment management funds, net of incentives — 104
Total noninterest expense, as adjusted - Non-GAAP $ 10,453 $ 10,645 (1.80)%
Pre-tax operating leverage, as adjusted - Non-GAAP (a)(b) 420 bps
(a) Pre-tax operating leverage is the rate of increase (decrease) in total revenue less the rate of increase (decrease) in total noninterest
expense.

(b) Non-GAAP excludes net income attributable to noncontrolling interests of consolidated investment management funds, the gains on the
sales of our investment in Wing Hang Bank and the One Wall Street building, amortization of intangible assets, M&lI, litigation and
restructuring charges and the charge related to investment management funds, net of incentives, if applicable.
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Supplemental Information (unaudited) (continued)

The following table presents the reconciliation of the returns on common equity and tangible common equity.

Return on common equity and tangible common equity

(dollars in millions) 2015 2014 2013 2012 2011
Net income applicable to common shareholders of The Bank of New Y ork Mellon
Corporation — GAAP $3053 $ 2494 $ 2040 $ 2419 $ 2,510
Add: Amortization of intangible assets, net of tax 172 194 220 247 269
Net income applicable to common shareholders of The Bank of New Y ork
Meéllon Corporation excluding amortization of intangible assets— Non-
GAAP 3,225 2,688 2,260 2,666 2,779
Less: Gain on the sale of our equity investment in Wing Hang — 315 — — —
Gain on the sale of our One Wall Street building — 204 — — —
Benefit primarily related to atax carryback claim — 150 — — —
Add: M&l, litigation and restructuring charges 56 860 45 339 240
Impairment charge related to arecent court decision 106 — — — —
Charge related to investment management funds, net of incentives — 81 9 12 —
Net charge related to the disallowance of certain foreign tax credits — — 593 — —
Net income applicable to common shareholders of The Bank of New York
Mellon Corporation, as adjusted — Non-GAAP (a) $ 3387 $ 290 $ 2907 $ 3017 $ 3,019
Average common shareholders’ equity $35,564 $36,618 $34,832 $34,333 $33,519
Less: Average goodwill 17,731 18,063 17,988 17,967 18,129
Average intangible assets 3,992 4,305 4,619 4,982 5,498
Add: Deferred tax liability —tax deductible goodwill (b) 1,401 1,340 1,302 1,130 967
Deferred tax liability —intangible assets (b) 1,148 1,216 1,222 1,310 1,459
Average tangible common shareholders’ equity — Non-GAAP $16,390 $16,806 $14,749 $13,824 $12,318
Return on common equity — GAAP 8.6% 6.8% 5.9% 7.0% 7.5%
Return on common equity — Non-GAAP (a) 9.5% 8.1% 8.3% 8.8% 9.0%
Return on tangible common equity — Non-GAAP (a) 19.7% 16.0% 15.3% 19.3% 22.6%
Return on tangible common equity — Non-GAAP adjusted (a) 20.7% 17.6% 19.7% 21.8% 24.5%

(@) Non-GAAP excludes amortization of intangible assets, net of tax, the gains on the sales of our equity investment in Wing Hang and our

One Wall Street building, the benefit primarily related to a tax carryback claim, M&aI, litigation and restructuring charges, the

impairment charge related to a recent court decision, the charge related to investment management funds, net of incentives, and the net

charge related to the disallowance of certain foreign tax credits, if applicable.

(b) Deferred tax liabilities are based on fully phased-in Basel 111 rules.
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Supplemental Information (unaudited) (continued)

The following table presents the reconciliation of the equity to assets ratio and book value per common share.

Equity to assets and book value per common share Dec. 31,
(dollars in millions, unless otherwise noted) 2015 2014 2013 2012 2011
BNY Mellon shareholders' equity at period end — GAAP $ 38,037 $ 37441 $ 37497 $ 36414 $ 33,408
Less. Preferred stock 2,552 1,562 1,562 1,068 —
BNY Mellon common shareholders equity at period end — GAAP 35,485 35,879 35,935 35,346 33,408
Less: Goodwill 17,618 17,869 18,073 18,075 17,904
Intangible assets 3,842 4,127 4,452 4,809 5,152
Add: Deferred tax liability —tax deductible goodwill (a) 1,401 1,340 1,302 1,130 967
Deferred tax liability —intangible assets (a) 1,148 1,216 1,222 1,310 1,459
BNY Meéellon tangible common shareholders’ equity at period end —
Non-GAAP $ 16574 $ 16439 $ 15934 $ 14902 $ 12,778
Total assets at period end — GAAP $ 393,780 $ 385303 $ 374516 $ 359,226 $ 325,425
Less: Assets of consolidated investment management funds 1,401 9,282 11,272 11,481 11,347
Subtotal assets of operations— Non-GAAP 392,379 376,021 363,244 347,745 314,078
Less: Goodwill 17,618 17,869 18,073 18,075 17,904
Intangible assets 3,842 4,127 4,452 4,809 5,152
Cash on deposit with the Federal Reserve and other central
banks (b) 116,211 99,901 105,384 90,040 90,230
Tangible total assets of operations at period end — Non-GAAP $ 254,708 $ 254,124 $ 235335 $ 234,821 $ 200,792
BNY Meéellon shareholders' equity to total assets ratio— GAAP 9.7% 9.7% 10.0% 10.1% 10.3%
BNY Mellon common shareholders' equity to total assetsratio— GAAP 9.0% 9.3% 9.6% 9.8% 10.3%
BNY Meéellon tangible common shareholders’ equity to tangible assets of
operations ratio — Non-GAAP 6.5% 6.5% 6.8% 6.3% 6.4%
Period-end common shares outstanding (in thousands) 1,085,343 1,118,228 1,142,250 1,163,490 1,209,675
Book value per common share — GAAP $ 32069 $ 3209 $ 3146 $ 3038 $ 2762
Tangible book value per common share — Non-GAAP $ 1527 $ 1470 $ 1395 $ 1281 $ 1056

(a) Deferred tax liabilities are based on fully phased-in Basel 111 rules.
(b) Assigned a zero percentage risk-weighting by the regulators.

The following table presents income from consolidated investment management funds, net of noncontrolling
interests.

Income from consolidated investment management funds, net of noncontrolling interests

(in millions) 2015 2014 2013 2012 2011
Income from consolidated investment management funds $ 8% $ 163 $ 183 $ 189 $ 200
Less: Net income attributable to noncontrolling interests of consolidated
investment management funds 68 84 80 76 S0
Income from consolidated investment management funds, net of noncontrolling
interests $ 18 $ 79 % 103 $ 113 $ 150

The following table presents the impact of changes in foreign currency exchange rates on our consolidated
investment management and performance fees.

Investment management and performance fees - Consolidated 2015 vs.
(dollars in millions) 2015 2014 2014
Investment management and performance fees— GAAP $ 3438 $ 3492 2)%
Impact of changesin foreign currency exchange rates — (151)

Investment management and performance fees, as adjusted — Non-GAAP $ 3438 $ 3341 3%
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The following table presents the revenue line items in the Investment Management business impacted by the
consolidated investment management funds.

Income from consolidated investment management funds, net of noncontrolling interests - Investment Management business

(in millions) 2015 2014 2013 2012 2011
Investment management fees $ 15 $ 66 $ 80 $ 81 % 107
Other (Investment income) 3 13 23 32 43
Income from consolidated investment management funds, net of
noncontrolling interests $ 18 $ 79% 103% 113$% 150

The following table presents the impact of changes in foreign currency exchange rates on investment management
fees reported in the Investment Management segment.

Investment management fees - Investment Management business 2015 vs.
(dollars in millions) 2015 2014 2014
Investment management fees— GAAP $ 3263 $ 3321 )%
Impact of changesin foreign currency exchange rates — (142)

Investment management fees, as adjusted — Non-GAAP $ 3263 $ 3179 3%

The following table presents the reconciliation of the pre-tax operating margin for the Investment Management
business.

Pre-tax operating margin - Investment Management business

(dollars in millions) 2015 2014 2013
Income before income taxes— GAAP $1050 $ 897 $ 965
Add: Amortization of intangible assets 97 118 143
Money market fee waivers 113 125 108
Charge related to investment management funds, net of incentives — 104 12
Income before income taxes excluding amortization of intangible assets, money market fee waivers and
the charge related to investment management funds, net of incentives— Non-GAAP $ 1,260 $ 1244 $ 1,228
Total revenue— GAAP $ 3919 $ 3946 $ 3,868
Less: Distribution and servicing expense 378 423 429
Money market fee waivers benefiting distribution and servicing expense 137 150 147
Add: Money market fee waiversimpacting total revenue 250 275 255
Total revenue net of distribution and servicing expense and excluding money market fee
waivers—Non-GAAP $ 3,654 $ 3648 $ 3,547
Pre-tax operating margin (a) 27% 23% 25%

Pre-tax operating margin, excluding amortization of intangible assets, money market fee waivers, the
charge related to investment management funds, net of incentives and net of distribution and servicing
expense — Non-GAAP (a) 34% 34% 35%

(a) Income hefore taxes divided by total revenue.
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Rate/volume analysis

Rate/volume analysis (a) 2015 over (under) 2014 2014 over (under) 2013
Due to change in Dueto changein
o . Average Average Net Average Average Net
(dollar amounts in millions, presented on an FTE basis) balance rate  change balance rate  change
Interest revenue
Interest-earning assets:
I nterest-bearing deposits with banks (primarily foreign banks) $ @85 $ 49 $ (1349 $ (38)$% 3 $ (4
Interest-bearing deposits with the Federal Reserve and other central banks ®) 29) 37 46 11 57
Federal funds sold and securities purchased under resale agreements 54 7 61 37 2 39
Margin loans 25 — 25 34 (12 22
Non-margin loans:
Domestic offices:
Consumer 21 A3) 18 14 (@) 7
Commercial 49 (€2)) 18 23 a7 6
Foreign offices 7 a13) 6) 13 (©)] 10
Tota non-margin loans 77 (C)) 30 50 (27) 23
Securities:
U.S. Government obligations 79 11) 68 53 (35) 18
U.S. Government agency obligations 171 15 186 9 (87) (78)
State and political subdivisions - tax exempt (36) 10 (26) (20) 6 4)
Other securities:
Domestic offices (@) 74 67 (26) (251) 277)
Foreign offices 25 (132) (107) 30 127 157
Total other securities 18 (58) (40) 4 (124) (220)
Trading securities (primarily domestic) (55) 10 (45) (26) 9) (35)
Total securities 177 (34) 143 30 (249) (219)
Total interest revenue $ 240 $ (152) § 8 $ 159 $ (278 $ (119)
Interest expense
Interest-bearing liabilities:
Interest-bearing deposits:
Domestic offices:
Money market rate accounts $ 158 2 S a $ 1) $ 5) $ (6)
Savings 1 — 1 1 — 1
Demand deposits — 2 2 — 2 2
Time deposits 1 ?2) €3} — (©)] [©)]
Total domestic offices 3 ?2) 1 — (6) (6)
Foreign offices:
Banks 19 (40) 21 5 (12 @
Other ?2) 24) (26) 2 (12) 9)
Total foreign offices 17 (64) 47) 7 (23) (16)
Tota interest-bearing deposits 20 (66) (46) 7 (29) (22)
Federal funds purchased and securities sold under repurchase agreements 2 5 7 8) 11 3
Trading liabilities 21) 5 (16) (5) (8) (13)
Other borrowed funds:
Domestic offices — 2 2 2 — 2
Foreign offices 1) 2 1 — 1 1
Tota other borrowed funds (6)) 4 3 2 1 D
Commercial paper — — — 2 — 2
Payables to customers and broker-dealers 1 A3) ?) 1 — 1
Long-term debt 3 A3 — 16 25 41
Total interest expense $ 4 % 58 $§ (G4 $ 1 $ — $ 1
Changes in net interest revenue $ 236 $ 94) $ 142 $ 148 $ (278) $ (130)

(a) Changes which are solely due to balance changes or rate changes are allocated to such categories on the basis of the respective percentage changes in
average balances and average rates. Changes in interest revenue or interest expense arising from the combination of rate and volume variances are

allocated proportionately to rate and volume based on their relative absolute magnitudes.
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Selected Quarterly Data (unaudited)

Selected Quarterly Data Quarter ended
(dollar amounts in millions, 2015 2014
except per share amounts) Dec. 31 Sept. 30 June 30  March 31 Dec. 31 Sept. 30 June30 March3l
Consolidated income statement
Total fee and other revenue $ 2950 $ 3,053 $ 3,067 $ 3,012 $ 293 $ 381 $ 290 $ 2883
Income (loss) from consolidated investment
management funds 16 (22) 40 52 42 39 46 36
Net interest revenue 760 759 779 728 712 721 719 728
Total revenue 3,726 3,790 3,886 3,792 3,689 4,611 3,745 3,647
Provision for credit losses 163 1 (6) 2 1 (19 (12) (18)
Noninterest expense 2,692 2,680 2,727 2,700 3,524 2,968 2,946 2,739
Income before taxes 871 1,109 1,165 1,090 164 1,662 811 926
Provision (benefit) for income taxes 175 282 276 280 (93) 556 217 232
Net income 696 827 889 810 257 1,106 594 694
Net (income) loss attributable to noncontrolling
interests () 6 (36) (€2))] (24) (23) a7) (20)
Net income applicable to shareholders of The
Bank of New Y ork Mellon Corporation 693 833 853 779 233 1,083 577 674
Preferred stock dividends (56) 13) (23) 13) (24) (13) (23) (13)

Net income applicable to common shareholders
of The Bank of New York Mellon Corporation  $ 637 $ 820 § 830 § 766 $ 209 $ 1070 $ 554 $ 661

Basic earnings per common share $ 058 $ 074 $ 074 $ 067 $ 018 $ 093 $ 048 $ 057
Diluted earnings per common share 0.57 0.74 0.73 0.67 0.18 0.93 0.48 0.57
Average balances
I nterest-bearing deposits with banks $104,181 $104,724 $102,081 $103,231 $122,063 $123595 $126970 $ 116,016
Securities 119,532 121,188 128,641 123,476 117,243 112,055 101,420 100,534
Trading assets 2,786 2,737 3,253 3,046 3,922 5,435 5,532 5,217
Loans 61,964 61,657 61,076 57,935 56,844 54,835 53,449 51,647
Tota interest-earning assets 312,610 315,672 318,596 308,104 318,608 311,603 300,758 284,532
Assets of operations 366,875 371,328 375,999 366,083 375,609 370,167 357,807 343,638
Total assets 368,590 373,453 378,279 368,411 385,232 380,409 369,212 354,992
Deposits 246,212 254,799 255,606 249,112 248,479 246,567 240,494 234,416
Long-term debt 21,418 21,070 20,625 20,199 21,187 20,429 20,361 20,420
Preferred stock 2,552 2,552 2,313 1,562 1,562 1,562 1,562 1,562
Total The Bank of New Y ork Mellon Corporation

common shareholders’ equity 35,604 35,588 35,516 35,486 36,859 36,751 36,565 36,289
Net interest margin (FTE) 0.99% 0.98% 1.00% 0.97% 0.91% 0.94% 0.98% 1.05%
Annualized return on common equity (a) 7.1% 9.1% 9.4% 8.8% 2.2% 11.6% 6.1% 7.4%
Pre-tax operating margin 23% 29% 30% 29% 4% 36% 22% 25%
Common stock data (a)
Market price per share range:

High $ 4473 $ 4545 § 4410 $ 4144 $ 4179 $ 4080 $ 3795 $ 3588

Low 37.48 36.46 39.87 35.63 35.06 37.12 32.66 30.82

Average 42.02 41.56 42.61 38.95 39.13 38.88 34.60 33.03

Period end close 41.22 39.15 41.97 40.24 40.57 38.73 37.48 35.29
Cash dividends per common share 0.17 0.17 0.17 0.17 0.17 0.17 0.17 0.15
Market capitalization (b) 44,738 42,789 46,441 45,130 45,366 43,599 42,412 40,244

(a) At Dec. 31, 2015, there were 29,136 shareholders registered with our stock transfer agent, compared with 30,525 at Dec. 31, 2014 and 29,231 at Dec. 31,
2013. In addition, there were 44,626 of BNY Mellon’s current and former employees at Dec. 31, 2015 who participate in BNY Mellon’s 401(k) Retirement
Savings Plan. All shares of BNY Mellon’s common stock held by the Plan for its participants are registered in the name of The Bank of New York Mellon
Corporation, as trustee.

(b) At period end.
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Forward-looking Statements

Some statementsin this document are forward-
looking. Theseinclude all statements about the
usefulness of Non-GAAP measures, the future results
of BNY Méellon, our businesses, financial, liquidity
and capital condition, results of operations, goals,
strategies, outlook, objectives, expectations
(including those regarding our performance resullts,
regulatory, market, economic or accounting
developments, legal proceedings and other
contingencies), effective tax rate, estimates (including
those regarding capital ratios), intentions, targets,
opportunities and initiatives.

In this report, any other report, any press release or
any written or oral statement that BNY Mellon or its
executives may make, words, such as “ estimate,”

“forecast,” “project,” “anticipate,” “target,” “expect,”
“intend,” “continue,” “seek,” “believe,” “plan,”
“goal,” “could,” “should,” “would,” “may,” “will,”

LI T ” o

“strategy,” “synergies,” “opportunities,” “trends’ and
words of similar meaning, may signify forward-
looking statements.

Actual results may differ materially from those
expressed or implied as aresult of a number of
factors, including those discussed in “Risk Factors”
such as: an information security event or technology
disruption that resultsin aloss of confidential
information or impacts our ability to provide services
to our clients and any material adverse effect on our
business and results of operations; failure of our
technology or that of athird party or vendor, or if we
neglect to update our technology, develop and market
new technology to meet clients' needs or protect our
intellectual property and any material adverse effect
on our business; extensive government regulation and
supervision and the impact of the significant amount
of rulemaking since the 2008 financia crisis, which
have, and in the future may, compel us to change how
we manage our businesses, could have a material
adverse effect on our business, financial condition
and results of operations and have increased our
compliance and operational risks and costs; failure to
satisfy regulatory standards, including “well
capitalized” and “well managed” status or capital
adequacy and liquidity rules, and any resulting
limitations on our activities, or adverse effects on our
business and financial condition; regulatory actions or
litigation and any adverse effect on our results of
operations or harm to our businesses or reputation;
adverse publicity, government scrutiny or other
reputational harm and any negative effect on our
businesses; the risks relating to new lines of business,

new products and services or strategic project
initiatives and the failure to implement these
initiatives, which could affect our results of
operations; the risks and uncertainties relating to our
strategic transactions and any adverse effect on our
business, results of operations and financial
condition; operational risk and any material adverse
effect on our business; failure or circumvention of our
controls and procedures and any material adverse
effect on our business, reputation, results of
operations and financial condition; competition in all
aspects of our business and any negative effect on our
ability to maintain or increase our profitability;
failure of our risk management framework to be
effective in mitigating risk and reducing the potential
for losses; change or uncertainty in monetary, tax and
other governmental policies and the impact on our
businesses, profitability and ability to compete;
political, economic, legal, operational and other risks
inherent in operating globally and any material
adverse effect on our business; failure to attract and
retain employees and any adverse effect on our
business; acts of terrorism, natural disasters,
pandemics and global conflicts and any negative
impact on our business and operations; weaknessin
financial markets and the economy generally and any
material adverse effect on our business, results of
operations and financial condition; market volatility
and any adverse impact on our business, financial
condition and results of operations and our ability to
manage risk; ongoing concerns about the financial
stability of certain countries, the failure or instability
of any of our significant global counterparties, or a
breakup of the European Union or Eurozone and any
material adverse effect on our business and results of
operations; continuing low or volatile interest rates
and any material adverse effect on our profitability;
write-downs of securities that we own and other
losses related to volatile and illiquid market
conditions and any reduction in our earnings or
impact on our financial condition; our dependence on
fee-based business for a substantial magjority of our
revenue and the potential adverse effects of aslowing
in market activity, weak financial markets,
underperformance and/or negative trends in savings
rates or in investment preferences; any adverse effect
on our foreign exchange revenues from decreased
market volatility or cross-border investment activity
of our clients; the failure or perceived weakness of
any of our significant counterparties, and our
assumption of credit and counterparty risk, which
could expose us to loss and adversely affect our
business; credit, regulatory and reputational risks as a
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Forward-looking Statements (continued)

result of our tri-party repo collateral agency services,
which could adversely affect our business and results
of operations; any material reduction in our credit
ratings or the credit ratings of our principal bank
subsidiaries, which could increase the cost of funding
and borrowing to us and our rated subsidiaries and
have amateria adverse effect on our results of
operations and financial condition and on the value of
the securities we issue; any adverse effect on our
business, financial condition and results of operations
of not effectively managing our liquidity; inadequate
reserves for credit losses, including loan reserves, and
any resulting charges through provision expense; tax
law changes or challenges to our tax positions and
any adverse effect on our net income, effective tax
rate and overall results of operations and financial
condition; changes in accounting standards and any
material impact on our reported financial condition,
results of operations, cash flows and other financial
data; risks associated with being a non-operating
holding company, including our dependence on
dividends from our subsidiaries to meet obligations,
to provide funds for payment of dividends and for
stock repurchases; and the impact of provisions of
U.S. banking laws and regulations, including those
governing capital and the approval of our capital
plan, applicable provisions of Delaware law or failure
to pay full and timely dividends on our preferred
stock, on our ability to return capital to shareholders.

Investors should consider al risksin our 2015 Annual
Report and any subsequent reports filed with the SEC
by BNY Méellon pursuant to the Exchange Act. All
forward-looking statements speak only as of the date
on which such statements are made, and BNY Mellon
undertakes no obligation to update any statement to
reflect events or circumstances after the date on
which such forward-looking statement is made or to
reflect the occurrence of unanticipated events. The
contents of BNY Meéllon’s website or any other
websites referenced herein are not part of this report.
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Acronyms

ABS
APAC
ASC
ASU
AUC/A
AUM
BHC
bps
CCAR
CD
CET1
CFTC
CLO
CVA
DARTS
DFAST
DVA
ECB
EMEA
ERISA

ESOP
EVE
FASB
FCA
FDIC
FHC
FINRA
FSA
FTE
GAAP
GDP
G-SIBs
HQLA
IASB
IFRS

Asset-backed security

Asia-Pacific region

Accounting Standards Codification
Accounting Standards Update

Assets under custody and/or administration
Assets Under Management

Bank holding companies

basis points

Comprehensive Capital Analysis and Review
Certificates of deposit

Common Equity Tier 1 capital

Commodity Futures Trading Commission
Collateralized loan obligation

Credit valuation adjustment

Daily average revenue trades

Dodd Frank Act stresstests

Debit valuation adjustment

European Central Bank

Europe, the Middle East and Africa

Employee Retirement Income Security Act of
1974

Employee Stock Ownership Plan

Economic Value of Equity

Financial Accounting Standards Board
Financial Conduct Authority

Federal Deposit Insurance Corporation
Financial holding company

Financial Industry Regulatory Authority, Inc.
Financial Services Authority

Fully taxable equivalent

Generally Accepted Accounting Principles
Gross domestic product

Global systemically important banks
High-quality liquid assets

International Accounting Standards Board
International Financial Reporting Standards

IRS
LIBOR
LCR
MD&A

M&I
MBS
MMF
N/A
NAV
N/M
NPR
NSFR
NYSE
ocCC
(010
oTC
OTTI
PSU
REIT
RMBS
RSU
RWA
S&P
SBIC
SBLC
SEC
SIFIs
SLR
TCE
TDR
TLAC
VaR
VIE
VME

Internal Revenue Service

London Interbank Offered Rate

Liquidity coverage ratio

Management’ s Discussion and Analysis of
Financial Condition and Results of Operations

Merger and integration
Mortgage-backed security

Money market funds

Not applicable or Not available

Net asset value

Not meaningful

Notice of proposed rulemaking

Net stable funding ratio

New York Stock Exchange

Office of the Comptroller of the Currency
Other comprehensive income
Over-the-counter
Other-than-temporary impairment
Performance units

Real estate investment trust
Residential mortgage-backed security
Restricted stock units

Risk-weighted assets

Standard & Poor’s

Small Business Investment Company
Standby letters of credit

Securities and Exchange Commission
Systemically important financial institutions
Supplementary Leverage Ratio
Tangible common equity

Troubled debt restructuring

Total loss-absorbing capacity
Vaue-at-risk

Variable interest entity

Voting model entity
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Glossary

Accumulated benefit obligation - The actuarial
present value of benefits (vested and non-vested)
attributed to employee services rendered.

Alt-A securities - A mortgage risk categorization that
falls between prime and subprime. Borrowers behind
these mortgages will typically have clean credit
histories but the mortgage itself will generally have
issues that increase its risk profile.

Alternative investments - Usually refersto
investments in hedge funds, leveraged loans,
subordinated and distressed debt, real estate and
foreign currency overlay. Examples of alternative
investment strategies are: long-short equity, event-
driven, statistical arbitrage, fixed income arbitrage,
convertible arbitrage, short bias, global macro and
equity market neutral.

Asset-backed security (“ABS”) - A financial
security backed by aloan, lease or receivables against
assets other than real estate and mortgage-backed
securities.

Assets under custody and/or administration
(“AUC/A”) - Assets that we hold directly or
indirectly on behalf of clients under a safekeeping or
custody arrangement or for which we provide
administrative services for clients. The following
types of assets under administration are not and
historically have not been included in AUC/A:
performance and risk analytics, transfer agency and
asset aggregation services. To the extent that we
provide more than one AUC/A service for aclient’s
assets, the value of the asset is only counted oncein
the total amount of AUC/A.

Assets under management (“AUM”) - Includes
assets beneficially owned by our clients or customers
which we hold in various capacities that are either
actively or passively managed, as well as the value of
hedges supporting customer liabilities. These assets
and liabilities are not on our balance sheet.

CAMELS - Aninternationa bank-rating system
where bank supervisory authorities rate institutions
according to six factors. The six factors are Capital
adequacy, Asset quality, Management quality,
Earnings, Liquidity and Sensitivity to Market Risk.

Collateral management - A comprehensive program

designed to simplify collateralization and expedite
securities transfers for buyers and sellers.
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Collateralized loan obligation (“CLO”) - A debt
security backed by a pool of commercial loans.

Collective trust fund - An investment fund formed
from the pooling of investments by investors.

Common Equity Tier 1 capital (“CET1”) - The
sum of surplus (net of treasury stock), retained
earnings, accumulated other comprehensive income
(loss), and common equity Tier 1 minority interest
subject to certain limitations, minus certain regul atory
adjustments and deductions.

Counterparty risk (default risk) - Therisk that a
counterparty will not pay as obligated on a contract,
trade or transaction.

Credit derivatives - Contractual agreements that
provide insurance against a credit event of one or
more referenced credits. Such eventsinclude
bankruptcy, insolvency and failure to meet payment
obligations when due.

Credit risk - Therisk of loss due to borrower or
counterparty default.

Credit valuation adjustment (“CVA”) - The market
value of counterparty credit risk on OTC derivative
transactions.

Currency swaps - An agreement to exchange
stipulated amounts of one currency for another
currency.

Daily average revenue trades (“DARTS”) -
Represents the number of trades from which an entity
can expect to generate revenue through fees or
commissions on agiven day.

Debit valuation adjustment (“DVA”) - The market
value of our credit risk on OTC derivative
transactions.

Depositary Receipts - A negotiable security that
generally represents a non-U.S. company’s publicly
traded equity.

Derivative - A contract or agreement whose valueis
derived from changes in interest rates, foreign
exchange rates, prices of securities or commodities,
credit worthiness for credit default swaps or financial
or commodity indices.



Glossary (continued)

Earnings allocated to participating securities -
Amount of undistributed earnings, after payment of
taxes, preferred stock dividends and the required
adjustment for common stock dividends declared,
that is allocated to securities that are eligible to
receive a portion of the Company’s earnings.

Economic capital - The amount of capital required to
absorb potential losses and reflects the probability of
remaining solvent over a one-year time horizon.

Economic value of equity (‘EVE”) - An
aggregation of discounted future cash flows of assets
and liabilities over along-term horizon.

Eurozone - Formed by European Union Member
States whose currency isthe euro (€) and in which a
single monetary policy is conducted under the
responsibility of the Governing Council of the ECB.
The Eurozone currently includes Germany, France,
Belgium, the Netherlands, Luxembourg, Austria,
Finland, Italy, Ireland, Spain, Portugal, Greece,
Estonia, Cyprus, Malta, Slovenia, Slovakia, Latvia
and Lithuania.

Fiduciary risk - Therisk arising from our role as
trustee, executor, investment agent or guardian in
accordance with governing documents, prudent
person principles and applicable laws, rules and
regulations.

Foreign currency options - Similar to interest rate
options except they are based on foreign exchange
rates. Also, seeinterest rate optionsin this glossary.

Foreign currency swaps - An agreement to exchange
stipulated amounts of one currency for another
currency at one or more future dates.

Foreign exchange contracts - Contracts that provide
for the future receipt or delivery of foreign currency
at previously agreed-upon terms.

Forward rate agreements - Contracts to exchange
payments on a specified future date, based on a
market change in interest rates from trade date to
contract settlement date.

Fully taxable equivalent (“FTE”) - Basisfor
comparison of yields on assets having ordinary
taxability with assets for which specia tax
exemptions apply. The FTE adjustment reflects an
increase in the interest yield or return on a tax-exempt

asset to alevel that would be comparable had the
asset been fully taxable.

Generally accepted accounting principles
(“GAAP”) - Accounting rules and conventions
defining acceptable practicesin preparing financial
statementsin the U.S. The FASB isthe primary
source of accounting rules.

Grantor Trust - A legal, passive entity through
which pass-through securities are sold to investors.

Hedge fund - A fund which is allowed to use diverse
strategies that are unavailable to mutual funds,
including selling short, leverage, program trading,
swaps, arbitrage and derivatives.

High-quality liquid assets (“HQLA”) - Assets that
can be converted into cash at little or no loss of value
in private markets and are considered unencumbered.

Impairment - When an asset’s market value isless
than its carrying value.

Interest rate options - Contracts to modify interest
rate risk in exchange for the payment of a premium
when the contract isinitiated. Asawriter of interest
rate options, we receive a premium in exchange for
bearing the risk of unfavorable changesin interest
rates. Conversely, as apurchaser of an option, we
pay a premium for the right, but not the obligation, to
buy or sell afinancial instrument or currency at
predetermined termsin the future.

Interest rate sensitivity - The exposure of net
interest income to interest rate movements.

Interest rate swaps - Contracts in which a series of
interest rate flows in a single currency are exchanged
over aprescribed period. Interest rate swaps are the
most common type of derivative contract that we use
in our asset/liability management activities.

Investment grade - Represents Moody’s long-term
rating of Baa3 or better; and/or a Standard & Poor’s,
Fitch or DBRS long-term rating of BBB- or better; or
if unrated, an equivalent rating using our internal risk
ratings. Instruments that fall below these levels are
considered to be non-investment grade.

Joint venture - A company or entity owned and
operated by a group of companies for a specific
business purpose, no one of which has a majority
interest.
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Glossary (continued)

Leverage ratio - Tier 1 capital divided by quarterly
average total assets, as defined by the regulators.

Liquidity coverage ratio (“LCR”) - A Basdl |11
framework requirement for banks and BHCs to
measure liquidity. It isdesigned to ensure that certain
banking organizations, including BNY Méellon,
maintain & minimum amount of unencumbered
HQLA sufficient to withstand the net cash outflow
under a hypothetical standardized acute liquidity
stress scenario for a 30-day time horizon.

Liquidity risk - Therisk of being unable to fund our
portfolio of assets at appropriate maturities and rates,
and the risk of being unable to liquidate a position in
atimely manner at areasonable price.

Litigation risk - Arises when in the ordinary course
of business, we are named as defendants or made
partiesto legal actions.

Market risk - The potential lossin value of
portfolios and financial instruments caused by
movements in market variables, such asinterest and
foreign exchange rates, credit spreads, and equity and
commodity prices.

Master netting agreement - An agreement between
two counterparties that have multiple contracts with
each other that provides for the net settlement of al
contracts through a single payment in the event of
default or termination of any one contract.

Mortgage-backed security (“MBS”) - An asset-
backed security whose cash flows are backed by the
principal and interest payments of a set of mortgage
loans.

Net interest margin - The result of dividing net
interest revenue by average interest-earning assets.

Notice of proposed rulemaking (“NPR”) - A public
notice issued by law when one of the independent
agencies of the U.S. Government wishes to add,
remove, or change arule or regulation as part of the
rulemaking process.

Operational risk - Therisk of loss resulting from
inadeguate or failed processes or systems, human
factors or external events.

Other-than-temporary impairment (“OTTI”) - An

impairment charge taken on a security whose fair
value has fallen below the carrying value on the
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balance sheet and its value is not expected to recover
through the holding period of the security.

Performance fees - Fees received by an investment
advisor based upon the fund's performance for the
period relative to various predetermined benchmarks.

Pre-tax operating leverage - The rate of increase
(decrease) in total revenue less the rate of increase
(decrease) in total noninterest expense.

Pre-tax operating margin - Income before taxes for
aperiod divided by tota revenue for that period.

Prime securities - A classification of securities
collateralized by loans to borrowers who have a high-
value and/or agood credit history.

Private equity/venture capital - Investment in start-
up companies or those in the early processes of
developing products and services with perceived,
long-term growth potential.

Projected benefit obligation (“PBO”) - The
actuarial present value of all benefits accrued on
employee service rendered prior to the calculation
date, including allowance for future salary increases
if the pension benefit is based on future compensation
levels.

Rating agency - An independent agency that assesses
the credit quality and likelihood of default of an issue
or issuer and assigns arating to that issue or issuer.

Real estate investment trust (“REIT”) - An
investor-owned corporation, trust or association that
sells shares to investors and invests in income-
producing property.

Repurchase agreement (“Repo”) - An instrument
used to raise short term funds whereby securities are
sold with an agreement for the seller to buy back the
securities at alater date.

Reputational risk - Arises when events or actions
that negatively impact our reputation lead to aloss of
existing clients and could make it more challenging to
acquire new business.

Residential mortgage-backed security (“‘RMBS”) -
An asset-backed security whose cash flows are
backed by principal and interest payments of a set of
residential mortgage loans.



Glossary (continued)

Restructuring charges - Typically result from the
consolidation and/or relocation of operations.

Return on assets - Net income applicable to common
shareholders divided by average assets.

Return on common equity - Net income applicable
to common shareholders divided by average common
shareholders’ equity.

Return on tangible common equity - Net income
applicable to common shareholders, excluding
amortization of intangible assets, divided by average
tangible common shareholders' equity.

Securities lending transaction - A fully
collateralized transaction in which the owner of a
security agrees to lend the security through an agent
(such as The Bank of New York Mellon) to a
borrower, usualy abroker/deaer or bank, on an
open, overnight or term basis, under the terms of a
prearranged contract, which generally maturesin less
than 90 days.

Sub-custodian - A local provider (e.g., abank)
contracted to provide specific custodial-rel ated
servicesin aselected country or geographic area.

Subprime securities - A classification of securities
collateralized by loans to borrowers who have a
tarnished or limited credit history.

Supplementary Leverage Ratio (“SLR”) - An
Advanced A pproach banking organization's Basel [11
Supplementary Leverage Ratio isthe simple
arithmetic mean of the ratio of its Tier 1 capital to
total leverage exposure (which is broadly defined to
capture both on- and off-balance sheet exposures.)

Tangible common shareholders’ equity - Common
equity less goodwill and intangible assets adjusted for
deferred tax liabilities associated with non-tax
deductible intangible assets and tax deductible
goodwill.

Unfunded commitments - Legally binding
agreements to provide a defined level of financing
until a specified future date.

Value-at-risk (“VaR”) - A measure of the dollar
amount of potential loss at a specified confidence
level from adverse market movements in an ordinary
market environment.

Variable interest entity (“VIE”) - An entity that: (1)
lacks enough equity investment at risk to permit the
entity to finance its activities without additional
financial support from other parties; (2) has equity
ownersthat lack the right to make significant
decisions affecting the entity’s operations; and/or (3)
has equity owners that do not have an obligation to
absorb or the right to receive the entity’s |osses or
return.
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Report of Management on Internal Control Over Financial Reporting

Management of BNY Mellon is responsible for
establishing and maintaining adequate internal
control over financia reporting for BNY Mellon, as
such term is defined in Rule 13a-15(f) under the
ExchangeAct.

BNY Mellon’s management, including its principal
executive officer and principal financial officer, has
assessed the effectiveness of BNY Mellon’sinternal
control over financial reporting as of December 31,
2015. In making this assessment, management used
the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission in
Internal Control - Integrated Framework (2013).
Based upon such assessment, management believes
that, as of December 31, 2015, BNY Méellon's
internal control over financial reporting is effective
based upon those criteria.

KPMG LLP, the independent registered public
accounting firm that audited BNY Mellon’s 2015
financial statementsincluded in thisAnnua Report
under “Financia Statements and Notes,” has issued a
report with respect to the effectiveness of BNY
Mellon'sinternal control over financial reporting.
This report appears on page 141.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
The Bank of New York Mellon Corporation:

We have audited The Bank of New York Mellon Corporation’s (“BNY Mellon™) internal control over financial
reporting as of December 31, 2015, based on criteria established in Internal Control - Integrated Framework (2013)
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). BNY Mellon’s
management is responsible for maintaining effective internal control over financial reporting and for its assessment
of the effectiveness of internal control over financial reporting, included in the accompanying Report of
Management on Internal Control over Financial Reporting. Our responsibility isto express an opinion on BNY
Mellon'sinternal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonabl e assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audit also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’sinternal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposesin
accordance with generally accepted accounting principles. A company’sinternal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statementsin accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have amaterial effect on the financial statements.

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changesin conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

In our opinion, BNY Mellon maintained, in all material respects, effective internal control over financial reporting
as of December 31, 2015, based on criteria established in Internal Control - Integrated Framework (2013) issued by
the Committee of Sponsoring Organizations of the Treadway Commission.

We al so have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of BNY Mellon as of December 31, 2015 and 2014, and the related
consolidated statements of income, comprehensive income, changes in equity, and cash flows for each of the years
in the three-year period ended December 31, 2015, and our report dated February 26, 2016 expressed an unqualified
opinion on those consolidated financial statements.

/s KPMG LLP

New York, New York
February 26, 2016
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Item 1. Financial Statements
The Bank of New York Mellon Corporation (and its subsidiaries)

Consolidated Income Statement

Y ear ended Dec. 31,
(in millions) 2015 2014 2013
Fee and other revenue
Investment services fees;

Asset servicing $ 4,187 $ 4075 $ 3,905
Clearing services 1,375 1,335 1,264
I ssuer services 978 968 1,090
Treasury services 555 564 554
Total investment services fees 7,095 6,942 6,813
Investment management and performance fees 3,438 3,492 3,395
Foreign exchange and other trading revenue 768 570 674
Financing-related fees 220 169 172
Distribution and servicing 162 173 180
Investment and other income 316 1,212 481
Total fee revenue 11,999 12,558 11,715
Net securities gains — including other-than-temporary impairment 82 92 146
Noncredit-related portion of other-than-temporary impairment
(recognized in other comprehensive income) ) 1 >
Net securities gains 83 91 141
Total fee and other revenue 12,082 12,649 11,856
Operations of consolidated investment management funds
Investment income 115 503 548
Interest of investment management fund note holders 29 340 365
Income from consolidated investment management funds 86 163 183
Net interest revenue
Interest revenue 3,326 3,234 3,352
Interest expense 300 354 343
Net interest revenue 3,026 2,880 3,009
Provision for credit losses 160 (48) (35)
Net interest revenue after provision for credit losses 2,866 2,928 3,044
Noninterest expense
Staff 5,837 5,845 6,019
Professional, legal and other purchased services 1,230 1,339 1,252
Software 627 620 596
Net occupancy 600 610 629
Distribution and servicing 381 428 435
Furniture and equipment 280 322 337
Sub-custodian 270 286 280
Business development 267 268 317
Other 961 1,031 1,029
Amortization of intangible assets 261 298 342
Merger and integration, litigation and restructuring charges 85 1,130 70
Total noninterest expense 10,799 12,177 11,306
Income
Income before income taxes 4,235 3,563 3,777
Provision for income taxes 1,013 912 1,592
Net income 3,222 2,651 2,185
Net (income) attributable to noncontrolling interests (includes $(68), $(84) and $(80) related to
consolidated investment management funds, respectively) (64) (84) (81)
Net income applicable to shareholders of The Bank of New Y ork Mellon Corporation 3,158 2,567 2,104
Preferred stock dividends (105) (73) (64)
Net income applicable to common shareholders of The Bank of New Y ork Mellon
Corporation $ 3,053 $ 2494 $ 2,040
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The Bank of New York Mellon Corporation (and its subsidiaries)

Consolidated Income Statement (continued)

Net income applicable to common shareholders of The Bank of New York Mellon Y ear ended Dec. 31,
Corporation used for the earnings per share calculation
(in millions) 2015 2014 2013
Net income applicable to common shareholders of The Bank of New Y ork Mellon Corporation  $ 3,053 $ 2494 $ 2,040
Less: Earnings allocated to participating securities 43 43 37
Change in the excess of redeemable value over the fair value of noncontrolling interests N/A N/A 1

Net income applicable to the common sharehol ders of The Bank of New York Mellon
Corporation after required adjustment for the calculation of basic and diluted earnings per

common share $ 3,010 $ 2451 $ 2,002

Average common shares and equivalents outstanding of The Bank of New York Mellon Y ear ended Dec. 31,

Corporation
(in thousands) 2015 2014 2013
Basic 1,104,719 1,129,897 1,150,689
Common stock equivalents 17,290 20,037 16,874
L ess: Participating securities (9,498) (12,454) (13,122)
Diluted 1,112,511 1,137,480 1,154,441
Anti-dilutive securities (a) 28,736 43,735 75,847
Earnings per share applicable to the common shareholders of The Bank of New York Y ear ended Dec. 31,

Mellon Corporation (b)
(in dollars) 2015 2014 2013
Basic $ 273 % 217 $ 1.74
Diluted $ 271 $ 215 $ 1.73

(a) Represents stock options, restricted stock, restricted stock units and participating securities outstanding but not included in the
computation of diluted average common shares because their effect would be anti-dilutive.

(b) Basic and diluted earnings per share under the two-class method are determined on the net income applicable to common shareholders
of The Bank of New York Mellon Corporation reported on the income statement less earnings allocated to participating securities, and
the change in the excess of redeemable value over the fair value of noncontrolling interests, if applicable.

See accompanying Notes to Consolidated Financial Statements.
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The Bank of New York Mellon Corporation (and its subsidiaries)

Consolidated Comprehensive Income Statement

Y ear ended Dec. 31,
2015 2014 2013
$ 3222 % 2651 $ 2,185

(in millions)

Net income

Other comprehensive (loss) income, net of tax:
Foreign currency trandation adjustments

(599) (806) 192
Unrealized (Ioss) gain on assets available-for-sale:
Unrealized (loss) gain arising during the period (363) 413 (889)
Reclassification adjustment (52) (58) (74)
Total unrealized (loss) gain on assets available-for-sale (415) 355 (963)
Defined benefit plans:
Prior service cost arising during the period — 2 @

Net (loss) gain arising during the period (65)

(479) 429

Foreign exchange adjustment — (0] —
Amortization of prior service credit, net loss and initial obligation included in net periodic

benefit cost 69 77 126

Total defined benefit plans 4 (401) 554

Net unrealized gain (Ioss) on cash flow hedges 8 (15) 9

Total other comprehensive (loss), net of tax (a) (1,002) (867) (208)

Net (income) attributable to noncontrolling interests (64) (84) (81)

Other comprehensive loss (income) attributable to noncontrolling interests 36 125 (41)

Net comprehensive income $ 2,192 $ 1825 $ 1,855

(@) Other comprehensive (loss) attributable to The Bank of New York Mellon Corporation shareholders was $(966) million for the year
ended Dec. 31, 2015, $(742) million for the year ended Dec. 31, 2014 and $(249) million for the year ended Dec. 31, 2013.

See accompanying Notes to Consolidated Financial Statements.
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The Bank of New York Mellon Corporation (and its subsidiaries)

Consolidated Balance Sheet

Dec. 31,
(dollars in millions, except per share amounts) 2015 2014
Assets
Cash and due from:
Banks $ 6,537 $ 6,970
Interest-bearing deposits with the Federal Reserve and other central banks 113,203 96,682
I nterest-bearing deposits with banks 15,146 19,495
Federal funds sold and securities purchased under resale agreements 24,373 20,302
Securities:
Held-to-maturity (fair value of $43,204 and $21,127) 43,312 20,933
Available-for-sde 75,867 98,330
Total securities 119,179 119,263
Trading assets 7,368 9,881
Loans (includes $422 and $21, at fair value) 63,703 59,132
Allowance for loan losses (157) (191)
Net loans 63,546 58,941
Premises and equipment 1,379 1,394
Accrued interest receivable 562 607
Goodwill 17,618 17,869
Intangible assets 3,842 4,127
Other assets (includes $1,087 and $1,916, at fair value) 19,626 20,490
Subtotal assets of operations 392,379 376,021
Assets of consolidated investment management funds, at fair value:
Trading assets 1,228 8,678
Other assets 173 604
Subtotal assets of consolidated investment management funds, at fair value 1,401 9,282
Total assets $ 393,780 $ 385,303
Liabilities
Deposits:
Noninterest-bearing (principally U.S. offices) $ 96,277 $ 104,240
Interest-bearing depositsin U.S. offices 51,704 53,236
I nterest-bearing depositsin Non-U.S. offices 131,629 108,393
Total deposits 279,610 265,869
Federal funds purchased and securities sold under repurchase agreements 15,002 11,469
Trading liabilities 4,501 7,434
Payables to customers and broker-dealers 21,900 21,181
Other borrowed funds 523 786
Accrued taxes and other expenses 5,986 6,903
Other liahilities (including allowance for lending-related commitments of $118 and $89, also includes $392 and $451, at
fair va ue) 5,490 5,025
Long-term debt (includes $359 and $347, at fair value) 21,547 20,264
Subtotal liabilities of operations 354,559 338,931
Liabilities of consolidated investment management funds, at fair value:
Trading liabilities 229 7,660
Other liabilities 17 9
Subtotal liabilities of consolidated investment management funds, at fair value 246 7,669
Total liabilities 354,805 346,600
Temporary equity
Redeemable noncontrolling interests 200 229
Permanent equity
Preferred stock — par value $0.01 per share; authorized 100,000,000 shares; issued 25,826 and 15,826 shares 2,552 1,562
Cogmon stock — par value $0.01 per share; authorized 3,500,000,000 shares; issued 1,312,941,113 and 1,290,222,821 13 13
ares
Additional paid-in capital 25,262 24,626
Retained earnings 19,974 17,683
Accumulated other comprehensive loss, net of tax (2,600) (1,634)
Less: Treasury stock of 227,598,128 and 171,995,262 common shares, at cost (7,164) (4,809)
Total The Bank of New Y ork Mellon Corporation shareholders' equity 38,037 37,441
Nonredeemable noncontrolling interests of consolidated investment management funds 738 1,033
Total permanent equity 38,775 38,474

Total liabilities, temporary equity and permanent equity

$ 393,780 $ 385,303

See accompanying Notes to Consolidated Financial Statements.
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The Bank of New York Mellon Corporation (and its subsidiaries)

Consolidated Statement of Cash Flows

Y ear ended Dec. 31,

(in millions) 2015 2014 2013
Operating activities
Net income $ 3222 % 2651 $ 2,185
Net (income) attributable to noncontrolling interests (64) (84) (81)
Net income applicable to shareholders of The Bank of New Y ork Mellon Corporation 3,158 2,567 2,104
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for credit losses 160 (48) (35)
Pension plan contributions (70) (72) (68)
Depreciation and amortization 1,457 1,292 1,389
Deferred tax (benefit) 47 (853) 526
Net securities (gains) and venture capital (income) (84) 97) (247)
Change in trading activities (414) 2,636 (3,946)
Originations of loans held-for-sale (1,106) — —
Proceeds from the sales of loans originated for sale 725 — —
Change in accruals and other, net 254 (941) (465)
Net cash provided by (used for) operating activities 4,127 4,484 (642)
Investing activities
Change in interest-bearing deposits with banks 4,225 16,010 10,667
Change in interest-bearing deposits with the Federal Reserve and other central banks (16,521) 7,677 (14,249)
Purchases of securities held-to-maturity (16,060) (3,498) (6,740)
Paydowns of securities held-to-maturity 3,698 1,885 1,545
Maturities of securities held-to-maturity 1,222 102 43
Purchases of securities available-for-sale (33,785) (69,101) (28,622)
Sales of securities available-for-sale 19,016 31,254 19,455
Paydowns of securities available-for-sale 8,776 7,253 9,621
Maturities of securities available-for-sale 14,689 11,012 3,911
Net change in loans (4,615) (7,904) (5,092)
Sales of loans and other real estate 362 312 104
Changein federal funds sold and securities purchased under resale agreements (4,071) (11,141) (2,568)
Change in seed capital investments 287 (253) (171)
Purchases of premises and equipment/capitalized software (601) (791) (609)
Proceeds from the sale of premises and equipment — 585 —
Acquisitions, net of cash ) (28) (29
Dispositions, net of cash 17 64 84
Other, net 3,583 4,887 (560)
Net cash (used for) investing activities (19,787) (11,675) (13,200)
Financing activities
Change in deposits 11,890 2,247 13,960
Change in federal funds purchased and securities sold under repurchase agreements 3,533 1,821 2,221
Change in payables to customers and broker-dealers 719 5,474 (388)
Change in other borrowed funds 39%4) 135 (672)
Change in commercial paper — (96) (242)
Net proceeds from the issuance of long-term debt 4,986 4,686 3,892
Repayments of long-term debt (3,659) (4,376) (2,035)
Proceeds from the exercise of stock options 326 370 263
I ssuance of common stock 26 26 25
Issuance of preferred stock 990 — 494
Treasury stock acquired (2,355) (1,669) (1,026)
Common cash dividends paid (760) (760) (680)
Preferred cash dividends paid (105) (73) (64)
Other, net (12) 44 (127)
Net cash provided by financing activities 15,185 7,829 15,621
Effect of exchange rate changes on cash 42 (128) (46)
Change in cash and due from banks
Change in cash and due from banks (433) 510 1,733
Cash and due from banks at beginning of period 6,970 6,460 4,727
Cash and due from banks at end of period S 6,537 $ 6970 $ 6,460
Supplemental disclosures
Interest paid $ 295 $ 344 $ 347
Income taxes paid 1,015 1,363 400
Income taxes refunded 901 144 29

See accompanying Notes to Consolidated Financial Statements.
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The Bank of New York Mellon Corporation (and its subsidiaries)

Consolidated Statement of Changes in Equity

The Bank of New York Mellon Corporation shareholders

Non-
redeemable

noncontrolling Redeemable
Accumulated interests of non-
other consolidated controlling
Additional comprehensive investment Total interests/
(in millions, except per Preferred  Common paid-in Retained (loss), Treasury  management permanent temporary
share amounts) stock stock capital earnings net of tax stock funds equity equity
Balance at Dec. 31, 2014 $ 1562 $ 13 $ 24,626 $17,683 $ (1,634) $ (4,809) $ 1,033 $ 38474 (a) $ 229
Adjustment for the cumulative
effect of applying ASU 2015-02
for the consolidation of alegal
entity — — — — — — 602 602 —
Adjustment for the cumulative
effect of applying ASU 2015-02
for the deconsolidation of alegal
entity — — — — — — (866) (866) —
Adjusted balance at Jan. 1,
2015 1,562 13 24,626 17,683 (1,634) (4,809) 769 38,210 229
Sharesissued to shareholders of
noncontrolling interests — — — — — — — — 48
Redemption of subsidiary shares
from noncontrolling interests — — — — — — — — 92)
Other net changesin
noncontrolling interests — — (26) — — — (73) 99) 29
Net income — — — 3,158 — — 68 3,226 “4)
Other comprehensive (10ss) — — — — (966) — (26) 992) 10)
Dividends:
Common stock at $0.68 per
share — — — (762) — — — (762) —
Preferred stock — — — (105) — — — (105) —
Repurchase of common stock — — — — — (2,355) — (2,355) —
Common stock issued under:
Employee benefit plans — — 25 — — — — 25 —
Direct stock purchase and
dividend reinvestment plan — — 21 — — — — 21 —
Preferred stock issued 990 — — — — — — 990 —
Stock awards and options
exercised — — 616 — — — — 616 —
Balance at Dec. 31, 2015 $ 2552 % 13 § 25262 $ 19974 § (2,600) $ (7,164) $ 738 $ 38,775 (a) $ 200

(a) Includes total The Bank of New York Mellon Corporation common shareholders’ equity of $35,879 million at Dec. 31, 2014 and $35,485 million at Dec.

31, 2015.
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The Bank of New York Mellon Corporation (and its subsidiaries)

Consolidated Statement of Changes in Equity (continued)

Non-
: redeemable
The Bank of New York Mellon Corporation shareholders noncontrolling Redeemable
Accumulated interests of non-
other consolidated controlling
Additional comprehensive investment Total interests/

(in millions, except per Preferred  Common paid-in Retained income(loss), Treasury = management permanent temporary
share amounts) stock stock capital earnings net of tax stock funds equity equity
Balance at Dec. 31, 2013 $ 1562 $ 13 $ 24,002 $ 15952 $ (892) $ (3,140) $ 783 $ 38280 (a) $ 230
Shares issued to shareholders of

noncontrolling interests — — — — — — — — 63
Redemption of subsidiary shares

from noncontrolling interests — — (31) — — — — (31) (103)
Other net changesin

noncontrolling interests — — 10 — — — 277 287 53
Net income — — — 2,567 — — 84 2,651 —
Other comprehensive (l0ss) — — — — (742) — (111) (853) (19
Dividends:

Common stock at $0.66 per

share — —_ — (763) — — — (763) _

Preferred stock — — — (73) — — — (73) —
Repurchase of common stock — — — — —  (1,669) — (1,669) —
Common stock issued under:

Employee benefit plans — — 24 — — — — 24 —

Direct stock purchase and

dividend reinvestment plan — — 21 — — — — 21 —

Stock awards and options

exercised — — 600 — — — — 600 —
Balance at Dec. 31, 2014 $ 1562 $ 13 $ 24626 $17683 $ (1,634) $ (4,809) $ 1033 $ 38474 (a) $ 229

@
31, 2014.
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The Bank of New York Mellon Corporation (and its subsidiaries)

Consolidated Statement of Changes in Equity (continued)

Non-
: redeemable
The Bank of New York Mellon Corporation shareholders noncontrolling Redeemable
Accumulated interests of non-
other consolidated controlling
Additional comprehensive investment Total interests/
(in millions, except per Preferred  Common paid-in Retained income(loss), Treasury  management permanent temporary
share amounts) stock stock capital earnings net of tax stock funds equity equity
Balance at Dec. 31, 2012 $ 1068 $ 13 $ 23485 $14605 $ (643) $ (2114 $ 833 37,247 (a) $ 178
Shares issued to shareholders of —
noncontrolling interests — — — — — — 49
Redemption of subsidiary shares —
from noncontrolling interests — — — — — — (81)
Other net changesin
noncontrolling interests — — 21 — — (161) (140) 73
Net income — — — 2,104 — 80 2,184 1
Other comprehensive income
(loss) — — — (12) (249) 31 (230) 10
Dividends:
Common stock at $0.58 per
share — — — (681) — — (681) —
Preferred stock — — — (64) — — (64) —
Repurchase of common stock — — — — —  (1,026) — (1,026)
Common stock issued under:
Employee benefit plans — — 25 — — — 25 —
Direct stock purchase and
dividend reinvestment plan — — 20 — — — 20 —
Preferred stock issued 494 — — — — — 494 —
Stock awards and options
exercised — — 451 — — — 451 —
Balance at Dec. 31, 2013 $ 1562 $ 13 $ 24,002 $15952 $ (892) $ (3,140) $ 783 $ 38280 (a) $ 230

@
31,2013.

See accompanying Notes to Consolidated Financial Statements.

Includes total The Bank of New York Mellon Corporation common shareholders’ equity of $35,346 million at Dec. 31, 2012 and $35,935 million at Dec.
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Notes to Consolidated Financial Statements

Note 1 - Summary of significant accounting
and reporting policies

Basis of presentation

The accounting and financial reporting policies of
BNY Méllon, aglobal financial services company,
conform to U.S. generally accepted accounting
principles (“GAAP") and prevailing industry
practices.

In the opinion of management, all adjustments
necessary for afair presentation of financial position,
results of operations and cash flows for the periods
presented have been made. These financial
statements should be read in conjunction with BNY
Mellon’s Annual Report on Form 10-K for the year
ended Dec. 31, 2015. Certain immateria
reclassifications have been made to prior periodsto
place them on a basis comparable with current period
presentation.

Use of estimates

The preparation of financia statementsin conformity
with U.S. GAAP requires management to make
estimates based upon assumptions about future
economic and market conditions which affect
reported amounts and related disclosuresin our
financial statements. Although our current estimates
contemplate current conditions and how we expect
them to change in the future, it is reasonably possible
that actual conditions could be worse than anticipated
in those estimates, which could materially affect our
results of operations and financial condition.
Amounts subject to estimates are items such as the
alowance for loan losses and lending-rel ated
commitments, the fair value of financial instruments
and derivatives, other-than-temporary impairment,
goodwill and other intangibles and pension
accounting. Among other effects, such changesin
estimates could result in future impairments of
investment securities, goodwill and intangible assets
and establishment of allowances for loan losses and
lending-related commitments as well as changesin
pension and post-retirement expense.

Equity method investments

The consolidated financial statements include the
accounts of BNY Mellon and its subsidiaries. Equity
investments of less than a majority but at least 20%
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ownership are accounted for by the equity method
and classified as other assets. Earnings on these
investments are reflected in fee and other revenue as
investment services fees, investment management and
performance fees or investment and other income, as
appropriate, in the period earned.

A lossin value of an equity investment that is
determined to be other-than-temporary, is recognized
by reducing the carrying value of the equity
investment down to itsfair value.

Our most significant equity method investments are:

Equity method investments at Dec. 31, 2015

o Percentage
(dollars in millions) ownership Book value
CIBC Méellon 50.0% $ 473
Siguler Guff 200% § 262
ConvergEx 339% $ 86 (a)

(a) In addition to the common ownership interest noted, BNY
Mellon also holds an interest in ConvergEx nonvoting Series
B preferred units. The book value at Dec. 31, 2015 is
reflective of our combined common and preferred interests in
ConvergEx.

Acquired businesses

The income statement and bal ance sheet include
results of acquired businesses accounted for under the
acquisition method of accounting pursuant to ASC
805, Business Combinations and equity investments
from the dates of acquisition. For acquisitions
completed after Jan. 1, 2009, contingent purchase
consideration was measured at its fair value and
recorded on the purchase date. Any subsequent
changesin the fair value of a contingent consideration
liability will be recorded through the income
statement.

Parent financial statements

The Parent financia statementsin Note 19 of the
Notes to Consolidated Financial Statements include
the accounts of the Parent; those of a wholly-owned
financing subsidiary that functions as a financing
entity for BNY Mellon and its subsidiaries; and
MIPA, LLC, asinglee-member limited liability
company, created to hold and administer corporate-
owned lifeinsurance. Financial datafor the Parent,
the financing subsidiary and the single-member
limited liability company are combined for financial
reporting purposes because of the limited function of



Notes to Consolidated Financial Statements (continued)

these entities and the unconditional guarantee by
BNY Mellon of their obligations.

Nature of operations

BNY Meéllonisaglobal leader in providing a broad
range of financial products and servicesin domestic
and international markets. Through our two principal
businesses, Investment Management and Investment
Services, we serve the following major classes of
customers - ingtitutions, corporations, and high net
worth individuals. For institutions and corporations,
we provide the following services:

e investment management;
e trust and custody;

» foreign exchange;

e fund administration;

e global collateral services,
e securitieslending;

e depositary receipts;

e corporatetrust;

e global payment/cash management;
e banking services; and

e clearing services.

For individuals, we provide mutual funds, separate
accounts, wealth management and private banking
services. BNY Méellon's investment management
businesses provide investment products in many asset
classes and investment styles on aglobal basis.

Variable interest and voting model entities

When evaluating an entity for possible consolidation,
the Company must determine whether or not it hasa
variable interest in the entity. Variable interests are
investments or other interests that absorb portions of
an entity’s expected |osses or receive portions of the
entity’s expected returns. BNY Meéllon’s variable
interests may include its decision maker or service
provider fees, its direct and indirect investments and
investments made by related parties, including related
parties under common control. If it is determined that
BNY Mellon does not have a variable interest in the
entity, no further analysisis required and BNY
Mellon does not consolidate the entity.

If BNY Méllon holds avariable interest in the entity
an analysis must be performed to determine if the
entity isavariable interest entity (“VIE") or avating
modéd entity (“VME”").

We consider the underlying facts and circumstances
of individual entities when assessing whether or not
an entity isaVIE. An entity isdetermined to be a
VIE if the equity investors:

» do not have sufficient equity at risk for the entity
to finance its activities without additional
subordinated financial support; or

» lack one or more of the following characteristics
of acontrolling financial interest:

» the power, through voting rights or similar
rights, to direct the activities of an entity that
most significantly impact the entity’s
economic performance.

» theobligation to absorb the expected losses
of the entity.

» theright to receive the expected residual
returns of the entity.

BNY Meéllonisrequired to consolidate aVIE if itis
determined to have a controlling financial interest in
the entity and therefore is deemed to be the primary
beneficiary of the VIE. BNY Méllon is determined to
have a controlling financial interest in aVIE when it
has both 1) the power to direct the activities of the
VIE that most significantly impact the VIE's
economic performance and 2) the obligation to
absorb losses or the right to receive benefits of the
VIE that could potentially be significant to that VIE.

For entities that do not meet the definition of aVIE,
the entity is considered aVME. For these entities, if
the Company can exert control over the financial and
operating policies of an investee, which can occur if it
has a 50% or more voting interest in the entity, BNY
Meéllon consolidates the entity.

BNY Meéllon's VIEs generally include certain retail,
institutional and alternative investment funds,
including CLOs offered to its retail and institutional
customersin which it acts as the fund’s investment
manager. The funds are established to provide our
clients access to investment vehicles with specific
investment objectives and strategies that address the
client’sinvestment needs. BNY Mellon earns
investment management fees on these funds as well
as performance feesin certain funds. We may also
provide start-up capital for new funds. TheVIEs are
primarily financed by the client’s investments in the
funds' equity or debt.

Prior to the adoption of ASU 2015-02, effective Jan.
1, 2015, the accounting guidance on the consolidation
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Notes to Consolidated Financial Statements (continued)

of VIEswasincluded in ASC 810 Consolidation,
ASU 2009-17 “Improvements to Financial Reporting
by Enterprises Involved with Variable Interest
Entities,” and ASU 2010-10 “Amendments for
Certain Investment Funds,” which deferred ASU
2009-17 for certain asset managers’ interestsin
entities that apply the specialized accounting
guidance for investment companies or that have the
attributes of investment companies and for interests
in money market funds.

Asaresult of ASU 2010-10, BNY Mellon continued
to apply ASC 810 to its mutual funds, hedge funds,
private equity funds, collective investment funds and
real estate investment trusts. If these entities were
determined to be VIEs, primary beneficiary
calculations were prepared in accordance with ASC
810 to determine whether or not BNY Mellon was the
primary beneficiary and required to consolidate the
VIE. The primary beneficiary of aVIE was the party
that absorbed a majority of the VIE's expected |osses,
received a majority of its expected residual returns or
both.

BNY Mellon had two securitizations and severa
CLOs, which were assessed for consolidation in
accordance with ASU 2009-17. The primary
beneficiary of these VIE's was the party that has both:
(1) the power to direct the activities of the VIE that
most significantly impact that entity’s economic
performance, and (2) the obligation to absorb losses,
or theright to receive benefits, from the VIE that
could potentially be significant to the VIE.

Trading account securities, available-for-sale
securities, and held-to-maturity securities

Securities are accounted for under ASC 320
Investments - Debt and Equity Securities. Securities
are classified in the trading, available-for-sale
investment or the held-to-maturity investment
securities portfolios when they are purchased.
Securities are classified as trading securities when our
intention isto resell the securities. Securities are
classified as available-for-sale securities when we
intend to hold the securities for an indefinite period of
time or when the securities may be used for tactical
asset/liability purposes and may be sold from time to
time to effectively manage interest rate exposure,
prepayment risk and liquidity needs. Securities are
classified as held-to-maturity securities when we
intend to hold them until maturity.

152 BNY Méellon

Trading securities are measured at fair value. Trading
revenue includes both realized and unrealized gains
and losses. The liability incurred on short-sale
transactions, representing the obligation to deliver
securities, isincluded in trading liabilities at fair
value.

Available-for-sale securities are measured at fair
value. The difference between fair value and
amortized cost representing unrealized gains or losses
on assets classified as available-for-sale, are recorded
net of tax as an addition to or deduction from OCI,
unless a security is deemed to have OTTI. Gainsand
losses on sales of available-for-sale securities are
reported in the income statement. The cost of debt
and equity securities sold is determined on a specific
identification and average cost method, respectively.
Held-to-maturity securities are measured at amortized
cost.

Income on investment securities purchased is
adjusted for amortization of premium and accretion
of discount on alevd yield basis.

We routinely conduct periodic reviews to identify and
evaluate each investment security to determine
whether OTTI has occurred. We examine various
factors when determining whether an impairment,
representing the fair value of a security being below
its amortized cogt, is other than temporary. The
following are examples of factorsthat BNY Mellon
considers:

» Thelength of time and the extent to which the
fair value has been less than the amortized cost
basis;

*  Whether management has an intent to sell the
security;

*  Whether the declinein fair value is attributable to
specific adverse conditions affecting a particular
investment;

*  Whether the declinein fair value is attributable to
specific conditions, such as conditionsin an
industry or in ageographic areg;

*  Whether adebt security has been downgraded by
arating agency;

*  Whether adebt security exhibits cash flow
deterioration; and

»  For each non-agency RMBS, we compare the
remaining credit enhancement that protects the
individual security from losses against the
projected losses of principal and/or interest
expected to come from the underlying mortgage



Notes to Consolidated Financial Statements (continued)

collateral, to determine whether such credit osses
might directly impact the relevant security.

When we do not intend to sell the security and it is
more likely than not that BNY Mellon will not be
required to sell the security prior to recovery of its
cost basis, the credit component of an OTTI of adebt
security isrecognized in earnings and the non-credit
component is recognized in OCI.

The determination of whether a credit loss existsis
based on the best estimate of the present value of cash
flows to be collected from the debt security.
Generally, cash flows are discounted at the effective
interest rate implicit in the debt security at the time of
acquisition. For debt securities that are beneficial
interests in securitized financial assets and are not
high credit quality, ASC 325 provides that cash flows
be discounted at the current yield used to accrete the
beneficial interest.

If we intend to sell the security or it is more likely
than not that BNY Mellon will be required to sell the
security prior to recovery of its cost basis, the non-
credit component of OTTI isrecognized in earnings
and subsequently accreted to interest income on an
effective yield basis over the life of the security.

For held-to-maturity debt securities, the amount of
OTTI recorded in OCI for the non-credit portion of a
previous OTTI isamortized prospectively, as an
increase to the carrying amount of the security, over
the remaining life of the security on the basis of the
timing of future estimated cash flows of the
securities.

The accounting policies for the determination of the
fair value of financial instruments and OTTI have
been identified as “ critical accounting estimates’ as
they require us to make numerous assumptions based
on available market data. See Note 4 of the Notesto
Consolidated Financial Statements for these
disclosures.

Loans and leases

Loans are reported net of any unearned income and
deferred fees and costs. Certain loan origination and
upfront commitment fees, as well as certain direct
loan origination and commitment costs, are deferred
and amortized as ayield adjustment over the lives of
therelated loans. Loans held for sale are carried at
the lower of cost or fair value.

Unearned revenue on direct financing leasesis
accreted over the lives of the leasesin decreasing
amounts to provide a constant rate of return on the net
investment in the leases. Revenue on leveraged
leases is recognized on a basis to achieve a constant
yield on the outstanding investment in the lease, net
of the related deferred tax liability, in the yearsin
which the net investment is positive. Gains and
losses on residual values of |eased equipment sold are
included in investment and other income.

Considering the nature of these |eases and the number
of significant assumptions, there isrisk associated
with the income recognition on these leases should
any of the assumptions change materialy in future
periods.

A modified loan is considered a TDR if the debtor is
experiencing financial difficulties and the creditor
grants a concession to the debtor that would not
otherwise be considered. A TDR may include a
transfer of real estate or other assets from the debtor
to the creditor, or amodification of the term of the
loan. TDRs are accounted for as impaired loans (see
the Nonperforming assets policy).

Nonperforming assets

Commercial loans are placed on nonaccrual status
when principal or interest is past due 90 days or more,
or when there is reasonable doubt that interest or
principal will be collected.

When afirst lien residential mortgage |oan reaches 90
days delinguent, it is subject to an impairment test
and may be placed on nonaccrual status. At 180 days
delinquent, the loan is subject to further impairment
testing. Theloan will remain on accrua statusif the
realizable value of the collateral exceeds the unpaid
principal balance plus accrued interest. If theloanis
impaired, a charge-off istaken and the loan is placed
on nonaccrual status. At 270 days delinquent, all first
lien mortgages are placed on nonaccrual status.
Second lien mortgages are automatically placed on
nonaccrual status when they reach 90 days
delinquent.

When aloan is placed on nonaccrua status,
previoudy accrued and uncollected interest is
reversed against current period interest revenue.
Interest receipts on nonaccrual and impaired loans are
recognized as interest revenue or are applied to
principal when we believe the ultimate collectability
of principal isin doubt. Nonaccrual loans generally
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Notes to Consolidated Financial Statements (continued)

are restored to an accrual basis when principal and
interest become current and remain current for a
specified period.

A loanis considered to be impaired when it is
probable that we will be unable to collect all principal
and interest amounts due according to the contractual
terms of the loan agreement. An impairment
allowance on loans $1 million or greater is required
to be measured based upon the loan’s market price,
the present value of expected future cash flows,
discounted at the loan’s initial effective interest rate,
or at fair value of the collaterd if the loan is collateral
dependent. If the loan valuation isless than the
recorded value of the loan, an impairment allowance
is established by a provision for credit loss.
Impairment allowances are not needed when the
recorded investment in an impaired loan is less than
the loan valuation.

Allowance for loan losses and allowance for lending-
related commitments

The allowance for loan losses, shown as a valuation
allowance to loans, and the allowance for lending-
related commitments recorded in other liabilities are
referred to as BNY Méllon's alowance for credit
losses. The accounting policy for the determination
of the adequacy of the alowances has been identified
asa“critical accounting estimate” as it requires us to
make numerous complex and subjective estimates
and assumptions relating to amounts which are
inherently uncertain.

The alowance for loan losses is maintained to absorb
losses inherent in the loan portfolio as of the balance
sheet date based on our judgment. The allowance
determination methodology is designed to provide
procedural discipline in assessing the appropriateness
of the allowance. Credit losses are charged against
the allowance. Recoveries are added to the
allowance.

The methodology for determining the allowance for
lending-related commitments considers the same
factors as the allowance for loan losses, aswell as an
estimate of the probability of drawdown. We utilize a
guantitative methodol ogy and qualitative framework
for determining the allowance for loan losses and the
allowance for lending-related commitments. Within
this qualitative framework, management applies
judgment when ng internal risk factors and
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environmental factors to compute an additional
allowance for each component of the loan portfolio.

The three elements of the allowance for loan losses
and the allowance for lending-related commitments
include the qualitative allowance framework. The
three elements are:

« anallowance for impaired credits of $1 million or
greater;

» analowance for higher risk-rated credits and
pass-rated credits; and

» analowance for residential mortgage loans.

Our lending is primarily to institutional customers.
Asaresult, our loans are generally larger than $1
million. Therefore, the first element, impaired
credits, is based on individual analysis of all impaired
loans of $1 million and greater. The allowanceis
measured by the difference between the recorded
value of impaired loans and their impaired value.
Impaired value is either the present value of the
expected future cash flows from the borrower, the
market value of the loan, or the fair value of the
collateral, if the loan is collateral dependent.

The second element, higher risk-rated credits and
pass-rated credits, is based on our probable |oss
model. Individual credit analyses are performed on
such loans before being assigned a credit rating. All
borrowers are assigned to pools based on their credit
rating. The probable lossinherent in each loanin a
pool incorporates the borrower's credit rating, loss
given default rating and maturity. The loss given
default incorporates a recovery expectation and an
estimate of the use of the facility at default (usage
given default). The borrower's probability of default
is derived from the associated credit rating. Borrower
ratings are reviewed at least annually and are
periodically mapped to third-party databases,
including rating agency and default and recovery
databases, to ensure ongoing consistency and validity.
Higher risk-rated credits are reviewed quarterly.

The third element, the alowance for residentia
mortgage loans, is determined by segregating five
mortgage pools into delinquency periods ranging
from current through foreclosure. Each of these
delinquency periodsis assigned a probability of
default. A specific loss given default is assigned for
each mortgage pool. BNY Mellon assigns all
residential mortgage pools, except home equity lines
of credit, a probability of default and loss given
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default based on default and |oss data derived from
internal historical data related to our residential
mortgage portfolio. The resulting probable loss
factor (the probability of default multiplied by the
loss given default) is applied against the loan balance
to determine the allowance held for each pool. For
home equity lines of credit, probability of default and
loss given default are based on external data from
third-party databases due to the small size of the
portfolio and insufficient internal data.

The qualitative framework is used to determine an
additional allowance for each portfolio based on the
factors below:

Internal risk factors:

e Nonperforming loans to total non-margin loans;

» Criticized assetsto total loans and lending-related
commitments;

* Borrower concentration; and

e Significant concentrationsin high risk industries
and countries.

Environmental risk factors:

e U.S non-investment grade default rate;
e Unemployment rate; and

e Changeinrea GDP,

The abjective of the qualitative framework isto
capture incurred losses that may not have been fully
captured in the quantitative reserve, which is based
primarily on historical data. Management determines
the qualitative allowance each period based on
judgment informed by consideration of internal and
external risk factors and other considerations that
may be deemed relevant during the period. Once
determined in the aggregate, our qualitative
allowance isthen allocated to each of our loan classes
based on the respective classes' quantitative
allowance balances with the all ocations adjusted,
when necessary, for class specific risk factors.

For each risk factor, we calculate the minimum and
maximum values, and percentiles in-between, to
evaluate the distribution of our historical experience.
The distribution of historical experience is compared
to the risk factor’s current quarter observed
experience to assess the current risk inherent in the
portfolio and overall direction/trend of arisk factor
relative to our historical experience.

Based on thisanalysis, we assign arisk level - no
impact, low, moderate, high and elevated - to each

risk factor for the current quarter. Management
assesses the impact of each risk factor to determine
an aggregate risk level. We do not quantify the
impact of any particular risk factor. Management's
assessment of the risk factors, aswell asthe trend in
the quantitative allowance, supports management’s
judgment for the overall required qualitative
allowance. A smaller qualitative allowance may be
required when our quantitative allowance has
reflected incurred losses associated with the
aggregaterisk level. A greater qualitative allowance
may be required if our quantitative alowance does
not yet reflect the incurred |osses associated with the
aggregaterisk level.

The alocation of the allowance for credit lossesis
inherently judgmental, and the entire allowance for
credit lossesis available to absorb credit losses
regardless of the nature of the loss.

Premises and equipment

Premises and equipment are carried at cost less
accumulated depreciation and amortization.
Depreciation and amortization is computed using the
straight-line method over the estimated useful life of
the owned asset and, for leasehold improvements,
over the lesser of the remaining term of the leased
facility or the estimated economic life of the
improvement. For owned and capitalized assets,
estimated useful lives range from 2 to 40 years.
Maintenance and repairs are charged to expense as
incurred, while major improvements are capitalized
and amortized to operating expense over their
identified useful lives.

Software

BNY Mellon capitalizes costs relating to acquired
software and internal -use software development
projects that provide new or significantly improved
functionality. We capitalize projects that are expected
to result in longer-term operational benefits, such as
replacement systems or new applications that result in
significantly increased operational efficiencies or
functionality. All other costs incurred in connection
with an internal-use software project are expensed as
incurred. Capitalized softwareisrecorded in other
assets.
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Identified intangible assets and goodwill

Identified intangible assets with estimable lives are
amortized in a pattern consistent with the assets’
identifiable cash flows or using a straight-line method
over their remaining estimated benefit periodsif the
pattern of cash flowsis not estimable. Intangible
assets with estimabl e lives are reviewed for possible
impairment when events or changed circumstances
may affect the underlying basis of the asset.

Goodwill and intangibles with indefinite lives are not
amortized, but are assessed annually for impairment,
or more often if events and circumstances indicate it
ismore likely than not they may be impaired. The
accounting policy for valuing and impairment testing
of identified intangible assets and goodwill has been
identified as a“critical accounting estimate” as it
reguires us to make numerous complex and
subjective estimates. See Note 6 of the Notes to
Consolidated Financial Statements for additional
disclosures related to goodwill and intangible assets.

Investments in qualified affordable housing projects

Investmentsin qualified affordable housing projects
through alimited liability entity are accounted for
utilizing the proportional amortization method.
Under the proportional amortization method, the
initial cost of the investment is amortized in
proportion to the tax credits and other tax benefits
received and the net investment performanceis
recognized in the income statement as a component
of income tax expense. Additionally, the value of the
commitments to fund qualified affordable housing
projectsisincluded in other assets on the balance
sheet and aliability is recorded for the unfunded
portion.

Seed capital

Seed capital investments are classified as other assets
and carried at fair value. Unrealized gains and losses
on seed capital investments are recorded in
investment and other income.

Noncontrolling interests

Noncontrolling interests included in permanent equity
are adjusted for the income or (loss) attributable to
the noncontrolling interest holders and any
distributions to those shareholders. Redeemable
noncontrolling interests are reported as temporary
equity. BNY Méllon recognizes changesin the
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redemption value of the redeemable noncontrolling
interests as they occur and adjusts the carrying value
to be equal to the redemption value.

Fee revenue

We record investment services fees, investment
management fees, foreign exchange and other trading
revenue, financing-related fees, distribution and
servicing, and other revenue when the services are
provided and earned based on contractual terms,
when amounts are determined and collectability is
reasonably assured.

Additionally, we recognize revenue from non-
refundable, upfront implementation fees under
outsourcing contracts using a straight-line method,
commencing in the period the ongoing services are
performed through the expected term of the
contractual relationship. Incremental direct set-up
costs of implementation, up to the related
implementation fee or minimum fee revenue amount,
are deferred and amortized over the same period that
the related implementation fees are recognized. If a
client terminates an outsourcing contract prematurely,
the unamortized deferred incremental direct set-up
costs and the unamortized deferred up-front
implementation fees related to that contract are
recognized in the period the contract is terminated.

Performance fees are recognized in the period in
which the performance fees are earned and become
determinable. Performance fees are generally
calculated as a percentage of the applicable
portfolio’s performance in excess of a benchmark
index or a peer group’s performance. When a
portfolio underperforms its benchmark or failsto
generate positive performance, subsequent years
performance must generally exceed this shortfall
prior to fees being earned. Amounts billable, which
are subject to a clawback if future performance
thresholds in current or future years are not met, are
not recognized since the fees are potentially
uncollectible. These fees are recognized whenitis
determined that they will be collected. When a multi-
year performance contract provides that fees earned
are billed ratably over the performance period, only
the portion of the fees earned that are non-refundable
are recognized.
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Net interest revenue

Revenue on interest-earning assets and expense on
interest-bearing liabilities is recognized based on the
effective yield of the related financial instrument.
Negative interest incurred on assets or charged on
liabilitiesis presented as contra interest income and
contra expense respectively.

Foreign currency translation

Assets and liabilities denominated in foreign
currencies are tranglated to U.S. dollars at the rate of
exchange on the balance sheet date. Transaction
gains and losses are included in the income statement.
Trandation gains and losses on investmentsin foreign
entities with functional currencies that are not the
U.S. dollar are recorded as foreign currency
tranglation adjustmentsin OCl. Revenue and expense
transactions are trandlated at the applicable daily rate
or the weighted average monthly exchange rate when
applying the daily rateis not practical.

Pension

The measurement date for BNY Mellon's pension
plansis Dec. 31. Plan assets are determined based on
fair value generally representing observable market
prices. The projected benefit obligation is determined
based on the present value of projected benefit
distributions at an assumed discount rate. The
discount rate utilized is based on the yield curves of
high-quality corporate bonds available in the
marketplace. The net periodic pension expense or
credit includes service costs, interest costs based on
an assumed discount rate, an expected return on plan
assets based on an actuarially derived market-related
value, amortization of prior service cost and
amortization of prior years' actuarial gains and losses.

Actuarial gains and losses include gains or losses
related to changes in the amount of the projected
benefit obligation or plan assets resulting from
demographic or investment experience different than
assumed, changes in the discount rate or other
assumptions. To the extent an actuarial gain or loss
exceeds 10% of the greater of the projected benefit
obligation or the market-related value of plan assets,
the excess is recognized over the future service
periods of active employees. Asaresult of an
amendment adopted on Jan. 29, 2015 to freeze benefit
accruals under the U.S. pension plans effective June
30, 2015, future unrecognized actuarial gains and

losses for the U.S. plans that exceed a threshold
amount are amortized over the average future life
expectancy of plan participants with a maximum of
15 years.

Our expected long-term rate of return on plan assets
is based on anticipated returns for each applicable
asset class. Anticipated returns are weighted for the
expected allocation for each asset class and are based
on forecasts for prospective returns in the equity and
fixed income markets, which should track the long-
term historical returns for these markets. We also
consider the growth outlook for U.S. and global
economies, aswell as current and prospective interest
rates.

The market-related value utilized to determine the
expected return on plan assets is based on the fair
value of plan assets adjusted for the difference
between expected returns and actual performance of
plan assets. The difference between actual experience
and expected returns on plan assets isincluded as an
adjustment in the market-related value over afive-
year period.

BNY Meéllon's accounting policy regarding pensions
has been identified as a“critical accounting estimate”
as it requires management to make numerous
complex and subjective assumptions relating to
amounts which are inherently uncertain. See Note 18
of the Notes to Consolidated Financial Statements for
additional disclosures related to pensions.

Severance

BNY Meéllon provides separation benefits for U.S.-
based employees through The Bank of New York
Meéllon Corporation Supplemental Unemployment
Benefit Plan. These benefits are provided to eligible
employees separated from their jobs for business
reasons not related to individual performance. Basic
separation benefits are generally based on the
employee's years of continuous benefited service.
Severance for employees based outside of the U.S. is
determined in accordance with local agreements and
legal requirements. Severance expenseis recorded
when management commits to an action that will
result in separation and the amount of the liability can
be reasonably estimated.
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Income taxes

We record current tax liabilities or assets through
charges or credits to the current tax provision for the
estimated taxes payable or refundable for the current
year. Deferred tax assets and liabilities are recorded
for future tax consequences attributabl e to differences
between the financial statement carrying amounts of
assets and liabilities and their respective tax bases.
Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income
in the years in which those temporary differences are
expected to be recovered or settled. A deferred tax
valuation allowance is established if it ismore likely
than not that all or a portion of the deferred tax assets
will not berealized. A tax position that failsto meet a
more-likely-than-not recognition threshold will result
in either reduction of current or deferred tax assets,
and/or recording of current or deferred tax liabilities.
Interest and penalties related to income taxes are
recorded as income tax expense.

Derivative financial instruments

Derivative contracts, such as futures contracts,
forwards, interest rate swaps, foreign currency swaps
and options and similar products used in trading
activities are recorded at fair value. Gains and losses
areincluded in foreign exchange and other trading
revenue in fee and other revenue. Unrealized gains
are recognized as trading assets and unrealized |osses
are recognized as trading liabilities, after taking into
consideration master netting agreements.

We enter into various derivative financia instruments
for non-trading purposes primarily as part of our
asset/liability management process. These
derivatives are designated as either fair value or cash
flow hedges of certain assets and liabilities when we
enter into the derivative contracts. Gains and losses
associated with fair value hedges are recorded in
income as well as any change in the value of the
related hedged item associated with the designated
risks being hedged. Gains and losses on cash flow
hedges are recorded in OCI, until reclassified into
earnings in the same period the hedged item impacts
earnings. Foreign currency transaction gains and
losses related to a hedged net investment in aforeign
operation, net of their tax effect, are recorded with
cumulative foreign currency trandation adjustments
within OCI.
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We formally document all relationships between
hedging instruments and hedged items, aswell as our
risk-management objectives and strategy for
undertaking various hedging transactions.

We formally assess, both at the hedge's inception and
on an ongoing basis, whether the derivativesthat are
used in hedging transactions are highly effective and
whether those derivatives are expected to remain
highly effective in future periods. At inception, the
potential causes of ineffectiveness related to each of
our hedges is assessed to determine if we can expect
the hedge to be highly effective over the life of the
transaction and to determine the method for
evaluating effectiveness on an ongoing basis.

Recognizing that changes in the value of derivatives
used for hedging or the value of hedged items could
result in significant ineffectiveness, we have
processes in place that are designed to identify and
evaluate such changes when they occur. Quarterly,
we perform a quantitative effectiveness assessment
and record any ineffectiveness in current earnings.

We discontinue hedge accounting prospectively when
we determine that a derivative is no longer an
effective hedge, the derivative expires, is sold, or
management discontinues the derivative's hedge
designation. Subsequent gains and losses on these
derivatives are included in foreign exchange and
other trading revenue. For discontinued fair value
hedges, the accumulated gain or loss on the hedged
item isamortized on ayield basis over the remaining
life of the hedged item. Accumulated gains and
|osses, net of tax effect, from discontinued cash flow
hedges are reclassified from OCI and recognized in
current earningsin foreign exchange and other
trading revenue as the hedged item impacts earnings.
The accounting policy for the determination of the
fair value of derivative financial instruments has been
identified as a “critical accounting estimate” as it
reguires us to make numerous assumptions based on
the available market data. See Note 23 of the Notes
to Consolidated Financial Statements for additional
disclosures related to derivative financial instruments.

Statement of cash flows
We have defined cash as cash and due from banks.

Cash flows from hedging activities are classified in
the same category as the items hedged.
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Stock-based compensation

Compensation expense relating to all share-based
payments is recognized in the income statement, on a
straight-line basis, over the applicable vesting period.

Certain of our stock compensation grants vest when
the employeeretires. New grants with this feature are
expensed by the first date the employeeiseligible to
retire.

Note 2 - Accounting changes and new
accounting guidance

ASU - 2015-02 - Consolidation (Topic 810):
Amendments to the Consolidation Analysis

In February 2015, the FASB issued ASU 2015-02
“ Amendments to the Consolidation Analysis,” an
amendment to ASC 810, Consolidation.

ThisASU eliminated the indefinite deferral of ASU
2010-10 “Amendments for Certain Investment
Funds® for asset management funds with
characteristics of an investment company and also
eliminated the presumption that a general partner
should consolidate alimited partnership. Entities that
comply with or operate in accordance with the
regquirements that are similar to those of Rule 2a-7 of
the Investment Company Act of 1940 for registered
money market funds are excluded from the scope of
the ASU. ThisASU aso changed the consolidation
analysis, particularly when areporting entity has fee
arrangements that meet certain requirements and for
related party relationships.

The ASU is effective Jan. 1, 2016, with early
adoption permitted during an interim period in fiscal
year 2015.

In the second quarter of 2015, we elected to early
adopt the new accounting guidance retrospectively to
Jan. 1, 2015. Asaresult we restated the first quarter
2015 financial statements. The adoption of thisASU
did not change the economic risks related to our
businesses and therefore, our computation of
economic capital did not change.

Adoption of the ASU resulted in anet decreasein
consolidated total assets on our balance sheet at Jan.
1, 2015 of $7.7 billion, a decrease of approximately
2%.

As of Dec. 31, 2015, we had $1.4 billion in assets
included in our consolidated financial statements
related to investment management funds (VIEs and
VMES) we are required to consolidate and presented
as assets of consolidated investment management
funds. Approximately $1.2 billion of these assets are
classified as trading assets while the remainder is
classified as other assets. The net assets of any
consolidated investment management fund are solely
available to settle the liabilities of the entity and to
settle any investors' ownership liquidation requests,
including any seed capital invested by BNY Mellon.

Additionally, BNY Mellon had $189 million included
in other assets in its consolidated financial statements
for non-consolidated VI E assets as of Dec. 31, 2015
where we are not the primary beneficiary of the
entity. These assets relate solely to seed capital or
residual interestsinvested in the VIEs.

ASU - 2015-07 - Fair Value Measurement (Topic
820): Disclosures for Investments in Certain Entities
That Calculate Net Asset Value per Share (or Its
Equivalent)

In May 2015, the FASB issued an ASU, “Fair Value
M easurement (Topic 820): Disclosures for
Investmentsin Certain Entities That Calculate Net
Asset Value per Share (or Its Equivalent).” An
entity’sinvestments, where fair value is measured at
net asset value (“NAV”) per share (or its equivalent)
using the practical expedient, should not be
categorized in the fair value hierarchy. Thefair value
will beincluded in aggregate to permit the
reconciliation of the fair value with line items
presented in the statement of financial position. The
ASU iseffective Jan. 1, 2016, with early adoption
permitted during interim periodsin fiscal year 2015.
The Company adopted the ASU in the second quarter
of 2015 and restated its disclosures for comparative
periodsin Note 20 “Fair value measurement” and
Note 18 “Employee benefit plans.”

ASU - 2014-11 - Transfers and Servicing (Topic 860):
Repurchase-to-Maturity Transactions, Repurchase
Financings, and Disclosures

In June 2014, the FASB issued an ASU, “ Transfers
and Servicing (Topic 860): Repurchase-to-Maturity
Transactions, Repurchase Financings, and
Disclosures,” which amends the accounting guidance
for “repo-to-maturity” transactions and repurchase
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agreements executed as repurchase financings. This
ASU requires public entities to apply the accounting
changes for the first interim or annual reporting
period beginning after Dec. 15, 2014, and to comply
with the enhanced disclosure requirements in the
second quarter of 2015. Theimpact of adopting this
ASU did not have a material impact on our results of
operations. See Note 23 “Derivative instruments’ for
the related disclosure.

Note 3 - Acquisitions and dispositions

We sometimes structure our acquisitions with both an
initial payment and later contingent payments tied to
post-closing revenue or income growth. There were
no contingent paymentsin 2015.

At Dec. 31, 2015, we are potentially obligated to pay
additional consideration that could amount to $4
million over the next 3 months for our acquired
companies, based on contractual agreements. The
acquisitions and dispositions described below did not
have amaterial impact on BNY Mellon’s results of
operations.

Acquisitions in 2015

On Jan. 2, 2015, BNY Méllon acquired Cutwater
Asset Management, a U.S.-based fixed income and
solutions specialist with approximately $23 billionin
assets under management.

Dispositions in 2015

On July 31, 2015, BNY Mellon sold Meriten
Investment Management GmbH, a German-based
investment management boutique for $40 million. As
aresult of this sale, we recorded an after-tax loss of
$12 million. In addition, goodwill of $22 million and
customer relationship intangible assets of $9 million
were removed from the balance sheet as aresult of
this sale.
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Acquisitions in 2014

On May 1, 2014, BNY Méllon acquired the
remaining 65% interest of HedgeMark International,
LLC for $26 million. Since 2011, BNY Méellon held
a 35% ownership stake in HedgeMark. Goodwill
related to this acquisition totaled $47 million and is
included in the Investment Services business. The
customer relationship intangible asset related to this
acquisition isincluded in our Investment Services
business and totaled $1 million at acquisition.

Dispositions in 2014

On April 23, 2014, BNY Méellon sold the subsidiary
that conducted corporate trust businessin Mexico that
was part of our Investment Services business, for $65
million. Asaresult of this sale, we recorded an after-
tax gain of $4 million. In addition, goodwill of $8
million and customer relationship intangible assets of
$1 million were removed from the balance sheet as a
result of thissale.

Dispositions in 2013

On May 31, 2013, BNY Méllon sold SourceNet
Solutions, our accounts payable outsourcing support
services provider that was part of our Investment
Services business, for $11 million. Asaresult of this
sale, we recorded a pre-tax gain of $2 million and an
after-tax gain of $10 million.

On Sept. 27, 2013, Newton Management Limited,
together with Newton Investment Management
Limited, an investment boutique of BNY Meéellon,

sold Newton's private client business, for $120
million. Asaresult of this sale, we recorded a pre-tax
gain of $27 million and an after-tax gain of $5
million. In addition, goodwill of $69 million and
customer relationship intangible assets of $7 million
were removed from the balance sheet as aresult of
this sale.
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Note 4 - Securities

The following tables present the amortized cost, the
gross unrealized gains and losses and the fair value of

securities at Dec. 31, 2015, 2014, and 2013.

Securities at Gross
Dec. 31, 2015 Amortized unrealized Far
(in millions) cost  Gains Losses value
Available-for-sale:
U.S. Treasury $ 12,693 $ 175 $ 36 $ 12,832
U.S. Government

agencies 386 2 1 387
State and political

subdivisions 3,968 91 13 4,046
Agency RMBS 23,549 239 287 23,501
Non-agency RMBS 782 31 20 793
Other RMBS 1,072 10 21 1,061
Commercial MBS 1,400 8 16 1,392
Agency commercial

MBS 4,031 24 35 4,020
Asset-backed CLOs 2,363 1 13 2,351
Other asset-backed

securities 2,909 1 17 2,893
Foreign covered bonds 2,125 46 3 2,168
Corporate bonds 1,740 26 14 1,752
Sovereign debt/

sovereign guaranteed 13,036 211 30 13,217
Other debt securities 2,732 46 3 2,775
Equity securities 3 1 — 4
Money market funds 886 — — 886
Non-agency RMBS (a) 1,435 362 8 1,789

Total securities

availablefor-sale(b) $ 75,110 $1,274 § 517 $ 75,867

Held-to-maturity:
U.S. Treasury $ 11,326 $ 25§ 51 $§ 11,300
U.S. Government

agencies 1,431 — 6 1,425
State and political

subdivisions 20 — 1 19
Agency RMBS 26,036 134 205 25,965
Non-agency RMBS 118 5 2 121
Other RMBS 224 1 10 215
Commercial MBS 9 — — 9
Agency commercial

MBS 503 — 9 494
Foreign covered bonds 76 — — 76
Sovereign debt/
Other debt securities 31 — — 31

Total securities held-
to-maturity

$ 43312 § 187 $ 295 § 43,204

Total securities

$ 118,422 $1,461 $ 812 § 119,071

(a) Previously included in the Grantor Trust. The Grantor Trust
was dissolved in 2011.

(b) Includes gross unrealized gains of $84 million and gross
unrealized losses of $248 million recorded in accumulated other
comprehensive income related to investment securities that were
transferred from available-for-sale to held-to-maturity. The
unrealized gains and losses primarily are related to Agency
RMBS and will be amortized into net interest revenue over the
estimated lives of the securities.

Securities at Gross
Dec. 31,2014 Amortized unrealized Far
(in millions) cost  Gains Losses value
Available-for-sale:
U.S. Treasury $ 19592 $ 420 $ 15 $ 19,997
U.S. Government

agencies 342 3 2 343
Stﬁgdﬁ%%?!'st'ca' 5,176 95 24 5,247
Agency RMBS 32,568 357 325 32,600
Non-agency RMBS 942 37 26 953
Other RMBS 1,551 25 25 1,551
Commercial MBS 1,927 39 7 1,959
Agency commercia

MBS 3,105 36 9 3,132
Asset-backed CLOs 2,128 9 7 2,130
Other asset-backed

securities 3,241 5 6 3,240
Foreign covered bonds 2,788 80 — 2,868
Corporate bonds 1,747 45 7 1,785
Sovereign debt/

sovereign guaranteed 17,062 224 2 17,284
Other debt securities 2,162 7 — 2,169
Equity securities 94 1 — 95
Money market funds 763 — — 763
Non-agency RMBS (a) 1,747 471 4 2,214

Total securities
available-for-sde(b) $ 96935 $1,854 $ 459 $ 98,330

Held-to-maturity:

U.S. Treasury $ 5047 $ 32%$ 16 $ 5063
U.S. Government
agencies 344 — 3 341
State and political
subdivisions 24 1 1 24
Agency RMBS 14,006 200 44 14,162
Non-agency RMBS 153 9 2 160
Other RMBS 315 2 8 309
Commercia MBS 13 — — 13
Sovereign debt/
sovereign guaranteed 1,031 24 — 1,055
Total securities held-
to-maturity $ 20933 $ 268 $ 74 $ 21127
Total securities $ 117,868 $2,122 $ 533 $ 119,457

(a) Previously included in the Grantor Trust. The Grantor Trust
was dissolved in 2011.

(b) Includes gross unrealized gains of $60 million and gross
unrealized losses of $282 million recorded in accumulated other
comprehensive income related to investment securities that were
transferred from available-for-sale to held-to-maturity. The
unrealized gains and losses are primarily related to Agency
RMBS and will be amortized into net interest revenue over the
estimated lives of the securities.
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Securities at Gross
Dec. 31,2013 Amortized unrealized Fair
(in millions) cost  Gains Losses value
Available-for-sale:
U.S. Treasury $ 13363 $ 94 $ 605 $ 12,852
U.S. Government

agencies 937 16 5 948
State and political

subdivisions 6,706 60 92 6,674
Agency RMBS 25,564 307 550 25,321
Non-agency RMBS 1,148 44 50 1,142
Other RMBS 2,299 43 57 2,285
Commercial MBS 2,324 60 27 2,357
Agency commercial

MBS 1,822 1 34 1,789
Asset-backed CLOs 1,551 11 — 1,562
Other asset-backed

securities 2,894 6 9 2,891
Foreign covered bonds 2,798 73 — 2,871
Corporate bonds 1,808 32 25 1,815
Other debt securities 1,793 4 — 1,797
Sovereign debt/

sovereign guaranteed 11,284 87 18 11,353
Equity securities 18 1 — 19
Money market funds 938 — — 938
Non-agency RMBS (a) 2,131 567 3 2,695

Total securities
available-for-sale(b) $ 79,378 $1406 $1475 $ 79,309

Held-to-maturity:

U.S. Treasury $ 33243 28% 84 $ 3268
U.S. Government

agencies 419 — 13 406
State and political

subdivisions 44 — — 44
Agency RMBS 14,568 20 236 14,352
Non-agency RMBS 186 10 3 193
Other RMBS 466 3 20 449
Commercial MBS 16 1 — 17
Sovereign debt/

sovereign guaranteed 720 — 6 714

Total securities held-
to-maturity $ 19743 $ 62 $ 362 $ 19,443

Total securities $ 99,121 $1,468 $1,837 $ 98,752

(a) Previously included in the Grantor Trust. The Grantor Trust
was dissolved in 2011.

(b) Includes gross unrealized gains of $74 million and gross
unrealized losses of $343 million recorded in accumulated other
comprehensive income related to investment securities that were
transferred from available-for-sale to held-to-maturity. The
unrealized gains and losses are primarily related to Agency
RMBS and will be amortized into net interest revenue over the
estimated lives of the securities.
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The following table presents the gross securities
gains, losses and impairments.

Net securities gains (losses)

(in millions) 2015 2014 2013
Redlized gross gains $ 90 $ 114 $ 186
Realized gross losses ?2) 4) (10
Recognized gross impairments (5) (19 (35)

Total net securities gains $ 83 $ 91 % 141

At Dec. 31, 2015, the book value and the fair value of
UK sovereign debt of $4.7 billion and $4.8 billion
respectively, exceeded 10% of BNY Méllon's
shareholders’ equity.

In 2015, Agency MBS, sovereign debt and U.S.
Treasury securities with an aggregate amortized cost
of $11.6 billion and fair value of $11.6 billion were
transferred from available-for-sale securities to held-
to-maturity securities. Additionally, in 2013, Agency
RMBS securities with an amortized cost of $7.3
billion and fair value of $7.0 billion were transferred
from available-for-sale securities to held-to-maturity
securities. These actions, in addition to realizing
gains on the sales of securities, is expected to mute
the impact to our accumulated other comprehensive
income in the event of arisein interest rates.

Temporarily impaired securities

At Dec. 31, 2015, the unrealized losses on the
investment securities portfolio were primarily
attributable to an increase in interest rates from date
of purchase, and for certain securities that were
transferred from available-for-sale to held-to-
maturity, an increase in interest rates through the date
they were transferred. Specifically, $248 million of
the unrealized losses at Dec. 31, 2015 and $282
million at Dec. 31, 2014 reflected in the available-for-
sale sections of the tables below relate to certain
securities (primarily Agency RMBS) that were
transferred from available-for-sale to held-to-
maturity. The unrealized losses will be amortized
into net interest revenue over the estimated lives of
the securities. The transfer created a new cost basis
for the securities. Asaresult, if these securities have
experienced unrealized |osses since the date of
transfer, the corresponding fair value and unrealized
losses would be reflected in the held-to-maturity
sections of the following tables. We do not intend to
sell these securities and it is not more likely than not
that we will have to sell these securities.
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The following tables show the aggregate related fair value of investments with a continuous unrealized |oss position
for less than 12 months and those that have been in a continuous unrealized loss position for 12 months or more at
Dec. 31, 2015, and Dec. 31, 2014.

Temporarily impaired securities at Dec. 31, 2015 L ess than 12 months 12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
(in millions) value losses value losses value losses
Available-for-sale:
U.S. Treasury $ 6,343 $ 36 $ — 3 — 8 6,343 $ 36
U.S. Government agencies 148 1 10 — 158 1
State and political subdivisions 143 2 117 11 260 13
Agency RMBS 8,500 44 1,316 243 9,816 287
Non-agency RMBS 72 — 417 20 489 20
Other RMBS 2 — 298 21 300 21
Commercial MBS 567 9 224 7 791 16
Agency commercial MBS 2,551 31 172 4 2,723 35
Asset-backed CLOs 1,599 10 455 3 2,054 13
Other asset-backed securities 2,001 10 546 7 2,547 17
Corporate bonds 338 10 128 4 466 14
Sovereign debt/sovereign guaranteed 2,063 30 43 — 2,106 30
Non-agency RMBS (a) 45 1 52 7 97 8
Other debt securities 505 3 — — 505 3
Foreign covered bonds 515 3 — — 515 3
Total securities available-for-sale (b) $ 25392 § 190 $ 3,778 $ 327 § 29,170 § 517
Held-to-maturity:
U.S. Treasury $ 9,121 $ 51 $ — 8 — 3 9,121 $ 51
U.S. Government agencies 1,122 6 — — S 1,122 6
State and political subdivisions 4 1 — — 4 1
Agency RMBS 16,491 171 1,917 34 18,408 205
Non-agency RMBS 40 — 29 2 69 2
Other RMBS 9 — 166 10 175 10
Agency commercial MBS 494 9 — — 494 9
Sovereign debt/sovereign guaranteed 2,161 11 — — 2,161 11
Tota securities held-to-maturity $ 29442 $ 249 § 2,112 § 46 S 31,554 § 295
Total temporarily impaired securities $ 54,834 $ 439 $ 5,890 $ 373 § 60,724 $ 812

(a) Previously included in the Grantor Trust. The Grantor Trust was dissolved in 2011.

(b) Includes gross unrealized losses for less than 12 months of $8 million and gross unrealized losses for 12 months or more of $240 million
recorded in accumulated other comprehensive income related to investment securities that were transferred from available-for-sale to
held-to-maturity. The unrealized losses primarily related to Agency RMBS and will be amortized into net interest revenue over the
estimated lives of the securities.
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Temporarily impaired securities at Dec. 31, 2014 L ess than 12 months 12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
(in millions) value losses value losses value losses
Available-for-sale:
U.S. Treasury $ 6,049 $ 15 $ — $ — 6,049 $ 15
U.S. Government agencies 32 — 100 2 132 2
State and political subdivisions 410 18 393 6 803 24
Agency RMBS 3,385 13 5,016 312 8,401 325
Non-agency RMBS 143 1 382 25 525 26
Other RMBS — — 449 25 449 25
Commercial MBS 175 1 394 6 569 7
Agency commercial MBS 719 1 550 8 1,269 9
Asset-backed CLOs 1,376 7 — — 1,376 7
Other asset-backed securities 1,078 2 539 4 1,617 6
Corporate bonds 51 — 230 7 281 7
Sovereign debt/sovereign guaranteed 2,175 2 — — 2,175 2
Non-agency RMBS (a) 42 1 34 3 76 4
Total securities available-for-sale (b) $ 15635 $ 61 $ 8,087 $ 398 $ 23722 % 459
Held-to-maturity:
U.S. Treasury $ 1,066 $ 6 $ 1559 $ 10 $ 2625 $ 16
U.S. Government agencies — — 340 3 340 3
State and political subdivisions 5 1 — — 5 1
Agency RMBS 551 3 3,808 41 4,359 44
Non-agency RMBS 40 — 33 2 73 2
Other RMBS — — 219 8 219 8
Total securities held-to-maturity $ 1,662 $ 10 $ 5959 $ 64 $ 7621 $ 74
Total temporarily impaired securities $ 17297 $ 71 $ 14046 $ 462 $ 31,343 $ 533

(@) Previously included in the Grantor Trust. The Grantor Trust was dissolved in 2011.

(b) Includes gross unrealized losses for 12 months or more of $282 million recorded in accumulated other comprehensive income related to
investment securities that were transferred from available-for-sale to held-to-maturity. The unrealized losses primarily related to Agency
RMBS and will be amortized into net interest revenue over the estimated lives of the securities.

The following table shows the maturity distribution by carrying amount and yield (on atax equivalent basis) of our
investment securities portfolio at Dec. 31, 2015.

Maturity distribution and yield Mortgage/

on investment securities at u.Ss. State and Other bonds, asset-backed and

Dec. 31, 2015 u.s. Government political notes and equity

Treasury agencies subdivisions debentures securities

(dollars in millions) Amount Yield(a) Amount Yield(a) Amount Yield(a) Amount Yield(a) Amount Yield(a) Total

Securities available-for-sale:
Oneyear or less $ 3,766 0.48% $ 51 256% $ 655 199% $ 4811 090% $ — —% $ 9,283
Over 1 through 5 years 4,445 153 169 124 2,002 2.70 12,937 111 — — 19,553
Over 5 through 10 years 1,217 2.09 167 2.45 1,189 3.98 1,963 1.33 — — 4,536
Over 10 years 3,404 311 — — 200 1.03 201 1.69 — — 3,805
Mortgage-backed securities — — — — — — — — 32,556 2.65 32,556
Asset-backed securities — — — — — — — — 5,244 1.30 5,244
Equity securities (b) — — — — — — — — 890 — 890

Total $12,832 169% $ 387 1.94% $ 4,046 2.88% $ 19,912 1.09% $ 38,690 2.41% $ 75,867

Securities held-to-maturity:
Oneyear or less $ 1,160 0.71% $ — —% $ — —% $ 1442 024% $ — —% $ 2,602
Over 1 through 5 years 7,605 1.10 1,431 1.06 1 7.01 1,473 0.61 — — 10,510
Over 5 through 10 years 2,561 2.06 — — 4 6.80 730 0.71 — — 3,295
Over 10 years — — — — 15 534 — — — — 15
Mortgage-backed securities — — — — — — — — 26,890 273 26,890

Tota $ 11,326 128% $ 1431 1.06% $ 20 5.75% $ 3,645 0.48% $ 26,890 2.73% $ 43,312

(a) Yields are based upon the amortized cost of securities.
(b) Includes money market funds.
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Other-than-temporary impairment

We routinely conduct periodic reviews of all
securities to determine whether OTTI has occurred.
Such reviews may incorporate the use of economic
models. Various inputs to the economic models are
used to determine if an unrealized loss on securitiesis
other-than-temporary. For example, the most
significant inputs related to non-agency RMBS are;

e Default rate - the number of mortgage loans
expected to go into default over the life of the
transaction, which is driven by theroll rate of
loans in each performance bucket that will
ultimately migrate to default; and

e Severity - the loss expected to be realized when a
loan defaults.

To determine if an unrealized loss is other-than-
temporary, we project total estimated defaults of the
underlying assets (mortgages) and multiply that
calculated amount by an estimate of realizable value
upon sale of these assets in the marketplace (severity)
in order to determine the projected collateral loss. In
determining estimated default rate and severity
assumptions, we review the performance of the
underlying securities, industry studies, market
forecasts, as well as our view of the economic
outlook affecting collateral. We also evaluate the
current credit enhancement underlying the bond to
determine the impact on cash flows. |f we determine
that a given security will be subject to awrite-down
or loss, we record the expected credit loss as a charge
to earnings.

The table below shows the projected weighted-
average default rates and loss severities for the 2007,
2006 and late 2005 non-agency RMBS and the
securities previously held in the Grantor Trust that we
established in connection with the restructuring of our
investment securities portfolio in 2009, at Dec. 31,
2015 and Dec. 31, 2014.

Projected weighted-average default rates and loss severities

Dec. 31, 2015 Dec. 31, 2014
Default rate  Severity Default rate  Severity
Alt-A 33% 57% 38% 58%
Subprime 52% 72% 55% 4%
Prime 18% 40% 23% 42%

The following table provides net pre-tax securities
gains (losses) by type.

Net securities gains (losses)

(in millions) 2015 2014 2013
U.S. Treasury $ 45 3% 25% 60
Non-agency RMBS 7 17 @
Commercial MBS 5 1 16
State and political subdivisions 4 13 13
European floating rate notes 2 1 8
Other 20 34 45

Total net securities gains $ 8 $ 91 % 141

The following tables reflect investment securities
credit losses recorded in earnings. The beginning
balance represents the credit loss component for
which OTTI occurred on debt securitiesin prior
periods. The additions represent the first time a debt
security was credit impaired or when subsequent
credit impairments have occurred. The deductions
represent credit losses on securities that have been
sold, are required to be sold, or for which it is our
intention to sell.

Debt securities credit loss roll forward

(in millions) 2015 2014
Beginning balance as of Jan. 1 $ 93 $ 119
Add: Initial OTTI credit losses — 2

Subsequent OTTI credit losses 5 10
Less: Realized losses for securities sold 7 38
Ending balance as of Dec. 31 $ 91 $ 93

Pledged assets

At Dec. 31, 2015, BNY Méellon had pledged assets of
$101 billion, including $84 billion pledged as
collateral for potential borrowings at the Federal
Reserve Discount Window. The components of the
assets pledged at Dec. 31, 2015 included $88 hillion
of securities, $8 billion of loans, $3 billion of trading
assets and $2 billion of interest-bearing deposits with
banks.

If there has been no borrowing at the Federal Reserve
Discount Window, the Federal Reserve generally
allows banksto freely move assetsin and out of their
pledged assets account to sell or repledge the assets
for other purposes. BNY Mellon regularly moves
assetsin and out of its pledged asset account at the
Federal Reserve.
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At Dec. 31, 2014, BNY Meéllon had pledged assets of
$99 billion, including $74 billion pledged as
collateral for potential borrowing at the Federal
Reserve Discount Window. The components of the
assets pledged at Dec. 31, 2014 included $90 billion
of securities, $6 billion of loans, $2 billion of trading
assets and $1 billion of interest-bearing deposits with
banks.

At Dec. 31, 2015 and Dec. 31, 2014, pledged

assets included $7 billion and $9 billion, respectively,
for which the recipients were permitted to sell or
repledge the assets delivered.

We al so obtain securities as collateral including
receipts under resale agreements, securities borrowed,
derivative contracts and custody agreements on terms
which permit usto sell or repledge the securities to
others. At Dec. 31, 2015 and Dec. 31, 2014, the
market value of the securities received that can be
sold or repledged was $52 hillion and $47 billion,
respectively. We routinely sell or repledge these
securities through delivery to third parties. As of
Dec. 31, 2015 and Dec. 31, 2014, the market va ue of
securities collateral sold or repledged was $17 billion
and $19 billion, respectively.

Restricted cash and securities

Cash and securities may also be segregated under
federal and other regulations or requirements. At
Dec. 31, 2015 and Dec. 31, 2014, cash segregated
under federal and other regulations or requirements
was $4 billion and $6 billion, respectively.
Segregated cash isincluded in interest-bearing
deposits with banks on the consolidated balance
sheet. Securities segregated for these purposes were
$1 billion at Dec. 31, 2015. There were no securities
segregated for these purposes at Dec. 31, 2014.
Segregated securities are included in trading assets on
the consolidated balance sheet.
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Note 5 - Loans and asset quality
Loans
The table below provides the details of our loan

portfolio and industry concentrations of credit risk at
Dec. 31, 2015 and 2014.

Loans Dec. 31,
(in millions) 2015 2014
Domestic:
Financial institutions $ 6,640 $ 5,603
Commercid 2,115 1,390
Wealth management |loans and
mortgages 13,247 11,095
Commercial real estate 3,899 2,524
Lease financings 1,007 1,282
Other residential mortgages 1,055 1,222
Overdrafts 911 1,348
Other 1,137 1,113
Margin loans 19,340 20,034
Total domestic 49,351 45,611
Foreign:
Financia institutions 9,259 7,716
Commercial 227 252
Wealth management |oans and
mortgages 100 89
Commercial real estate 46 6
Lease financings 850 889
Other (primarily overdrafts) 3,637 4,569
Margin loans 233 —
Total foreign 14,352 13,521

Total loans (a) $ 63,703 $ 59,132

(a) Net of unearned income of $674 million at Dec. 31, 2015
and $866 million at Dec. 31, 2014 primarily on domestic
and foreign lease financings.

Our loan portfolio consists of three portfolio
segments: commercial, lease financings and
mortgages. We manage our portfolio at the class
level which consists of six classes of financing
receivables: commercial, commercial real estate,
financia institutions, lease financings, wealth
management |oans and mortgages and other
residential mortgages.

The following tables are presented for each class of
financing receivable, and provide additional
information about our credit risks and the adequacy
of our allowance for credit losses.
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Allowance for credit losses

Transactions in the allowance for credit losses are summarized as follows:

Allowance for credit losses activity for the year ended Dec. 31, 2015 Wedlth
management Other
Commercia  Financial Lease loansand residentia All

(in millions) Commercial real estate ingtitutions financings ~ mortgages mortgages Other Foreign Total
Beginning balance $ 60 $ 5 $ 31 $ 2% 2% 41 3% — $ 4 % 280

Charge-offs — — (a70) — — 2 — — (172)

Recoveries — — 1 — — 6 — — 7

Net (charge-offs) recoveries — — (169) — — 4 — — (165)

Provision 22 9 169 a7 €)) (11) — 9) 160
Ending balance $ 82 § 59 § 31 § 15 § 19 § 34 $ — $ 3B $ 275
Allowance for:

Loan losses $ 24 % 37 % 93 15 $ 15 $ 7 — $ 23 $ 157

Lending-related commitments 58 22 22 — 4 — — 12 118
Individually evaluated for

impairment:

Loan balance $ — $ 13 171 $ — $ 8 3 — 3 — $ — $ 180

Allowance for loan losses — 1 — — 1 — — — 2
Collectively evaluated for

impairment:

Loan balance $ 2115 $ 349% $ 6469 $ 1,007 $ 13239 $ 1,035 $21,388 (a) $ 14,352 $ 63,101

Allowance for loan losses 24 36 9 15 14 34 — 23 155
(a) Includes $911 million of domestic overdrafts, $19,340 million of margin loans and $1,137 million of other loans at Dec. 31, 2015.
Allowance for credit losses activity for the year ended Dec. 31, 2014 Wealth

management Other
Commercia  Financia Lease loansand residentia All

(in millions) Commercia real estate ingtitutions financings ~ mortgages mortgages Other Foreign Total
Beginning balance $ 83 % 41 $ 49 $ 337 % 24 % 548 — $ 56 $ 344

Charge-offs (12 2 — — @ 2 — ?3) (20)

Recoveries 1 — 1 — — 2 — — 4

Net (charge-offs) recoveries (12) 2 1 — @) — — ?3) (16)

Provision (12) 11 (19) (5) 1) (13) — 9) (48)
Ending balance $ 60 $ 5 $ 31 $ 2% 2 $ 1 $ — $ 4 3 280
Allowance for:

Loan losses $ 17 $ 323 17 $ 32 % 17 $ 1 $ — $ 3B $ 191

Lending-related commitments 43 18 14 — 5 — — 9 89
Individually evaluated for

impairment:

Loan balance $ — 8 — $ — $ — $ 8 % — $ — $ — 8 8

Allowance for loan losses — — — — 1 — — — 1
Collectively evaluated for

impairment:

Loan balance $ 1,390 $ 2503 $ 5603 $ 1282 $ 11,087 $ 1,222 $22495 (a) $ 13521 $ 59,103

Allowance for loan losses 17 32 17 32 16 41 — 35 190

@)

Includes $1,348 million of domestic overdrafts, $20,034 million of margin loans and $1,113 million of other loans at Dec. 31, 2014.
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Allowance for credit losses activity for the year ended Dec. 31, 2013 Weslth
management Other
Commercial ~ Financia Lease loansand residential All
(in millions) Commercia real estate ingtitutions financings ~ mortgages mortgages Other Foreign Total
Beginning balance $ 104 $ 30 $ 36 $ 49 $ 30 $ 88 $ 2 $ 48 $ 387
Charge-offs 4 @ — — (@) (8) — (©)] a7
Recoveries 1 — 4 — — 4 — — 9
Net (charge-offs) (©)) () 4 — (@) (4) — (©)) (8)

Provision (18) 12 9 (12) (5) (30) %) 11 (35)
Ending balance $ 83 % 41 $ 49 $ 37 % 24 $ 54 $ — $ 56 $ 344
Allowance for:

Loan losses $ 21 $ 21 $ 10 $ 37 $ 19 % 54 $ — $ 48 $ 210
Lending-related commitments 62 20 39 — 5 — — 8 134
Individually evaluated for

impairment:

Loan balance $ 15 % 3s — $ — $ 12 % —-$ — $ 6% 36
Allowance for loan losses 2 1 — — 3 — — 1 7
Collectively evaluated for

impairment:

Loan balance $ 1519 $ 1998 $ 4511 $ 1322 $ 9731 $ 1,385 $17,734 (a) $ 13421 $ 51,621
Allowance for |oan losses 19 20 10 37 16 54 — 47 203

(a) Includes $1,314 million of domestic overdrafts, $15,652 million of margin loans and $768 million of other loans at Dec. 31, 2013.

Nonperforming assets

The table below presents the distribution of our
nonperforming assets.

Nonperforming assets Dec. 31, Dec. 31,
(in millions) 2015 2014
Nonperforming loans:
Financial institutions $ 171 $ —
Other residential mortgages 102 112
Wealth management |oans and
mortgages 11 12
Commercial real estate 2 1
Total nonperforming loans 286 125
Other assets owned 6 3
Total nonperforming assets(a) ~ $ 292 $ 128

(a) Loans of consolidated investment management funds are not
part of BNY Mellon’s loan portfolio. Included in the loans of
consolidated investment management funds are
nonperforming loans of $53 million at Dec. 31, 2014. These
loans are recorded at fair value and therefore do not impact
the provision for credit losses and allowance for loan losses,
and accordingly are excluded from the nonperforming assets
table above. In the second quarter of 2015, BNY Mellon
adopted the new accounting guidance included in ASU
2015-02, Consolidations. As a result, we deconsolidated
substantially all of the loans of consolidated investment
management funds retrospectively to Jan. 1, 2015.

At Dec. 31, 2015, undrawn commitments to
borrowers whose loans were classified as nonaccrual
or reduced rate were not material.
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Lost interest

The table below presents the amount of lost interest
income.

Lost interest
(in millions)

Amount by which interest income recognized
on nonperforming loans exceeded reversals

Tota $
Foreign — — —

Amount by which interest income would have
increased if nonperforming loans at year-
end had been performing for the entire year

Total $
Foreign — — _

2015 2014 2013
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Impaired loans

The tables below provide information about our impaired loans. We use the discounted cash flow method as the

primary method for valuing impaired |oans.

Impaired loans 2015 2014 2013
Average Interest Average Interest Average Interest
recorded income recorded income recorded income
(in millions) investment recognized investment recognized investment recognized
Impaired loans with an allowance:
Commercial $ — 5 — 3 1 3 — 3 37 $ 1
Commercial real estate 1 — 2 — 5 —
Financial ingtitutions — — — — 1 —
Wealth management |oans and mortgages 6 — 8 — 17 —
Foreign — — 3 — 8 —
Total impaired loans with an allowance 7 — 24 — 68 1
Impaired loans without an allowance:
Commercial — — — — 2 —
Commercial real estate — — 1 — 6 —
Financial ingtitutions — — — — 1 —
Wealth management |oans and mortgages 2 — 2 — 3 —
Total impaired loans without an allowance (a) 2 — 3 — 12 —
Total impaired loans $ 9 $ —  $ 27 $ —  $ 80 $ 1

(a) When the discounted cash flows, collateral value or market price equals or exceeds the carrying value of the loan, then the loan does not

require an allowance under the accounting standard related to impaired loans.

Impaired loans Dec. 31, 2015 Dec. 31, 2014
Unpaid Unpaid
Recorded principa Related Recorded principa Related
(in millions) investment balance alowance(a)  investment balance allowance (a)
Impaired loans with an allowance:
Wealth management |oans and mortgages $ 63 78 1 $ 6% 6 $ 1
Commercial real estate 1 3 — — —
Total impaired loans with an allowance 7 10 2 6 6 1
Impaired loans without an allowance:
Financial ingtitutions 171 312 N/A — — N/A
Wealth management |oans and mortgages 2 2 N/A 2 2 N/A
Commercial real estate — — N/A 1 3 N/A
Total impaired loans without an allowance (b) 173 314 N/A 3 5 N/A
Total impaired loans (c) $ 180 $ 324 $ 2 $ 9% 11 $ 1

(a) The allowance for impaired loans is included in the allowance for loan losses.

(b) When the discounted cash flows, collateral value or market price equals or exceeds the carrying value of the loan, then the loan does not

require an allowance under the accounting standard related to impaired loans.

(c) Excludes an aggregate of $2 million and less than $1 million of impaired loans in amounts individually less than $1 million at Dec. 31,
2015 and Dec. 31, 2014, respectively. The allowance for loan loss associated with these loans totaled less than $1 million at both Dec.

31, 2015 and Dec. 31, 2014.
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Past due loans

Thetable below sets forth information about our past due loans.

Past due loans and still accruing interest Dec. 31, 2015 Dec. 31, 2014
Days past due Total Days past due Total
(in millions) 30-59  60-89 >90  pastdue 30-59  60-89 >90  pastdue
Commercial real estate $ 57 $ 1 $ — 3 68 $ 79 % — $ — $ 79
Wealth management |oans and mortgages 69 2 1 72 45 — 1 46
Other residential mortgages 22 5 4 31 23 3 5 31
Tota past due loans $ 148 § 18 $ 58 171 $ 147 $ 3$ 6 $ 156

Troubled debt restructurings (“TDRS”)

A modified loan is considered a TDR if the debtor is
experiencing financial difficulties and the creditor
grants a concession to the debtor that would not
otherwise be considered. A TDR may include a

transfer of real estate or other assets from the debtor
to the creditor, or a modification of the term of the
loan. Not al modified loans are considered TDRs.

The following table presents TDRs that occurred in 2015 and 2014.

TDRs 2015 2014
Outstanding Outstanding
recorded investment recorded investment

- Number of Pre- Post- Number of Pre- Post-
(dollars in millions) contracts _modification _modification contracts _modification _modification
Other residential mortgages 68 $ 13 $ 16 108 $ 17 $ 20
Wealth management |oans and mortgages 4 — — 1 — —
Foreign — — — 1 5 4
Total TDRs 72 $ 13 $ 16 110 $ 22 $ 24

Other residential mortgages

The modifications of the other residential mortgage
loansin 2015 and 2014 consisted of reducing the
stated interest rates and in certain cases, aforbearance
of default and extending the maturity dates. The
modified loans are primarily collateral dependent for
which the value is based on the fair value of the
collateral.

TDRs that subsequently defaulted

There were two residential mortgage |oans that had
been restructured in a TDR during the previous 12
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months and have subsequently defaulted in 2015.
The total recorded investment of these loans was less
than $1 million.

Credit quality indicators

Our credit strategy is to focus on investment grade
names to support cross-selling opportunities. Each
customer is assigned an internal credit rating whichis
mapped to an external rating agency grade equivalent,
if possible, based upon a number of dimensions
which are continually evaluated and may change over
time.
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The following tables set forth information about credit quality indicators.

Commercial loan portfolio

Commercial loan portfolio — Credit risk profile by creditworthiness category

Commercial Commercial real estate Financial institutions
Dec. 31, Dec. 31, Dec. 31, Dec. 31, Dec. 31, Dec. 31,
(in millions) 2015 2014 2015 2014 2015 2014
Investment grade $ 2,026 $ 1381 $ 2,678 $ 1641 $ 13,965 $ 11,576
Non-investment grade 316 261 1,267 889 1,934 1,743
Totd $ 2342 % 1,642 $ 3945 $ 2530 $ 15,899 $ 13,319

The commercial loan portfolio is divided into
investment grade and non-investment grade
categories based on rating criterialargely consistent
with those of the public rating agencies. Each
customer in the portfolio is assigned an internal credit
rating. Theseinternal credit ratings are generally
consistent with the ratings categories of the public
rating agencies. Customers with ratings consistent
with BBB- (S& P)/Baa3 (Moody’s) or better are
considered to be investment grade. Those clients
with ratings lower than this threshold are considered
to be non-investment grade.

Wealth management loans and mortgages

Wealth management loans and mortgages — Credit risk
profile by internally assigned grade

Dec. 31, Dec. 31,

(in millions) 2015 2014
Wealth management |oans:

Investment grade $ 6529 $ 5621

Non-investment grade 171 29

Wealth management mortgages 6,647 5,534

Total $ 13,347 $ 11,184

Wealth management non-mortgage loans are not
typically rated by external rating agencies. A
magjority of the wealth management |oans are secured
by the customers’ investment management accounts
or custody accounts. Eligible assets pledged for these
loans are typically investment grade, fixed-income
securities, equities and/or mutual funds. Internal
ratings for this portion of the wealth management
portfolio, therefore, would equate to investment grade
external ratings. Wealth management loans are
provided to select customers based on the pledge of
other types of assets, including business assets, fixed
assets or a modest amount of commercial real estate.
For the loans collateralized by other assets, the credit
quality of the obligor is carefully analyzed, but we do

not consider this portfolio of loans to be investment
grade.

Credit quality indicators for wealth management
mortgages are not correlated to external ratings.
Wealth management mortgages are typically loansto
high-net-worth individuals, which are secured
primarily by residential property. These loans are
primarily interest-only adjustable rate mortgages with
aweighted-average loan-to-value ratio of 61% at
origination. In the wealth management portfolio, less
than 1% of the mortgages were past due at Dec. 31,
2015.

At Dec. 31, 2015, the wealth management mortgage
portfolio consisted of the following geographic
concentrations; California- 23%; New York - 21%;
M assachusetts - 13%; Florida - 8%; and other - 35%.

Other residential mortgages

The other residential mortgage portfolio primarily
consists of 1-4 family residential mortgage loans and
totaled $1,055 million at Dec. 31, 2015 and $1,222
million at Dec. 31, 2014. These loans are not
typically correlated to externa ratings. Included in
this portfolio at Dec. 31, 2015 are $283 million of
mortgage loans purchased in 2005, 2006 and the first
quarter of 2007 that are predominantly prime
mortgage loans, with asmall portion of Alt-A loans.
Asof Dec. 31, 2015, the purchased loansin this
portfolio had a weighted-average loan-to-value ratio
of 76% at origination and 16% of the serviced loan
balance was at least 60 days delinquent. The
properties securing the prime and Alt-A mortgage
loans were located (in order of concentration) in
Cdlifornia, Florida, Virginia, the tri-state area (New
York, New Jersey and Connecticut) and Maryland.
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Overdrafts

Overdrafts primarily relate to custody and securities
clearance clients and totaled $4,483 million at Dec.
31, 2015 and $5,882 million at Dec. 31, 2014.
Overdrafts occur on adaily basisin the custody and
securities clearance business and are generally repaid
within two business days.

Other loans

Other loans primarily include loans to consumers that
are fully collateralized with equities, mutual funds
and fixed income securities.

Margin loans

We had $19,573 million of secured margin loans on
our balance sheet at Dec. 31, 2015 compared with
$20,034 million at Dec. 31, 2014. Margin loans are
collateralized with marketable securities and
borrowers are required to maintain adaily collateral
margin in excess of 100% of the value of the loan.
We have rarely suffered aloss on these types of loans
and do not allocate any of our alowance for credit
losses to margin loans.

Reverse repurchase agreements

Reverse repurchase agreements are transactions fully
collateralized with high-quality liquid securities.
These transactions carry minimal credit risk and
therefore are not allocated an allowance for credit
losses.
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Note 6 - Goodwill and intangible assets
Impairment testing

BNY Meéllon’s three business segments include seven
reporting units for which goodwill impairment testing
is performed on an annual basis. The Investment
Management segment consists of two reporting units.
The Investment Services segment consists of four
reporting units. One reporting unit isincluded in the
Other segment.

The goodwill impairment test is performed in two
steps. Thefirst step compares the estimated fair
value of the reporting unit with the carrying amount,
including goodwill. If the estimated fair value of the
reporting unit exceeds its carrying amount, goodwill
of the reporting unit is considered not impaired.
However, if the carrying amount of the reporting unit
were to exceed its estimated fair value, a second step
would be performed that would compare the implied
fair value of the reporting unit’s goodwill with the
carrying amount of that goodwill. Animpairment
loss would be recorded to the extent that the carrying
amount of goodwill exceedsitsimplied fair value.

BNY Mellon conducted an annual goodwill
impairment test on a quantitative basis on all seven
reporting units in the second quarter of 2015. The
estimated fair value of the Company’s seven
reporting units exceeded the carrying value and no
goodwill impairment was recognized.

Intangible assets not subject to amortization are tested
annually for impairment or more often if events or
circumstances indicate they may be impaired.

Goodwill

Total goodwill decreased in 2015 compared with
2014 primarily reflecting the impact of foreign
exchange tranglation on non-U.S. dollar denominated
goodwill. Thetables below provide a breakdown of
goodwill by business.
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Goodwill by business Investment Investment
(in millions) Management (2) Services Other (a)  Consolidated
Balance at Dec. 31, 2013 $ 9,446 $ 8,550 $ 77 $ 18,073
Acquisition/dispositions — 39 — 39
Foreign currency translation (118) (124) (©)] (245)
Other (b) — 2 — 2
Balance at Dec. 31, 2014 $ 9,328 $ 8,467 $ 74 $ 17,869
Acquisitions/dispositions 10 — (22) (12)
Foreign currency trandglation (128) (105) 3 (236)
Other (b) (©) — — (©)
Balance at Dec. 31, 2015 $ 9,207 $ 8,362 $ 49 $ 17,618
(@) Includes the reclassification of goodwill associated with Meriten from Investment Management to the Other segment.

(b) Other changes in goodwill include purchase price adjustments and certain other reclassifications.

Intangible assets

Intangible assets decreased in 2015 compared with
2014 primarily reflecting amortization. Amortization
of intangible assets was $261 million in 2015, $298
million in 2014 and $342 millionin 2013. In 2013,

we recorded an $8 million impairment charge related
to the write-down of the value of a customer contract
intangible in the Investment Services businessto its
fair value. Thetables below provide a breakdown of
intangible assets by business.

Intangible assets — net carrying amount by business Investment Investment .
(in millions) Management_(2) Services Other (a)  Consolidated
Balance at Dec. 31, 2013 $ 2,047 $ 1,538 $ 867 $ 4,452
Amortization (118) a7s) 5) (298)
Foreign currency trandation (18) (8) (1) (27)
Balance at Dec. 31, 2014 $ 1,911 $ 1,355 $ 861 $ 4,127
Acquisitions/dispositions 9 — 9 —
Amortization 97) (162) ()] (261)
Foreign currency trandation (16) (7) (1) (24)
Balance at Dec. 31, 2015 $ 1,807 $ 1,186 $ 849 $ 3,842

(@)

Thetable below provides a breakdown of intangible assets by type.

Includes the reclassification of intangible assets associated with Meriten from Investment Management to the Other segment.

Intangible assets Dec. 31, 2015 Dec. 31, 2014
Remaining
weighted-
Gross Net average Gross Net
carrying Accumulated carrying amortization carrying Accumulated  carrying
(in millions) amount amortization amount period amount  amortization amount
Subject to amortization:
Customer rel ationships—Investment
Management $ 1,709 $ (1,351) $ 358 11years $ 1945 $ (1,481) $ 464
Customer contracts—Investment Services 2,313 (1,503) 810 10 years 2,328 (1,354) 974
Other 75 (66) 9 3 years 81 (67) 14
Tota subject to amortization 4,097 (2,920) 1,177 10 years 4,354 (2,902) 1,452
Not subject to amortization: (a)
Trade name 1,358 N/A 1,358 N/A 1,360 N/A 1,360
Customer relationships 1,307 N/A 1,307 N/A 1,315 N/A 1,315
Total not subject to amortization 2,665 N/A 2,665 N/A 2,675 N/A 2,675
Total intangible assets $ 6,762 $ (2,9200 § 3,842 N/A $ 7029 $ (2902) $ 4,127
(a) Intangible assets not subject to amortization have an indefinite life.
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Estimated annual amortization expense for current
intangibles for the next five yearsis as follows:

Certain seed capital and private equity investments
valued using net asset value per share

In our Investment Management business, we manage

E%LT'}S,W ended Estimated amortlzat('i?,nn?ﬁ ﬁ?,ﬂi? investment assets, including equities, fixed income,
2016 $ 238 money market and alternative investment funds for

2017 214 ingtitutions and other investors. As part of that

ggig }gg activity we make seed capital investmentsin certain
2020 97 funds. BNY Mellon also holds private equity

Note 7 - Other assets

investments, which consist of investmentsin private
equity funds, mezzanine financings, SBICs and direct
equity investments. Seed capital and private equity
investments are included in other assets.

Other assets Dec. 31, The fair value of certain of these investments has
g” m'”;’g/sb) — S 422(1)‘5‘ = 422;;‘ been estimated using the net asset value (“NAV") per
o e eaivepye L nerence 1535 4166 share of BNY Mellon’s ownership interest in the
Equity in joint venture and other ’ ’ funds. The tabl_e below presents information abOl_Jt
investments (a) - 3,329 3,287 BNY Mellon'sinvestments in seed capital and private
Income taxes receivable 1,554 2,142 equity investments that have been valued using NAV.
Failsto deliver 1,494 1,351
Software 1,355 1,332
Prepaid pension assets 727 708
Fair value of hedging derivatives 716 851
Prepaid expenses 464 451
Due from customers on acceptances 258 247
Other 1,490 1,357
Total other assets $ 19,626 $ 20,490

(@) Includes Federal Reserve Bank stock of $453 million and
$447 million, respectively, at cost.

Seed capital and private equity investments valued using NAV
Dec. 31, 2015

Fair Unfunded Redemption Redemption Fair
value commitments frequency notice period

Dec. 31, 2014

Unfunded Redemption Redemption
value commitments frequency notice period

(dollar amounts in millions)

Daily- Daily-
Seed capital and other funds(a) $ 83 $ 1 quarter)I/y 1-180days $ 307 $ — quarter)I/y 0-180 days
Private equity investments (b)(c) 34 58 N/A N/A 35 45 N/A N/A
Tota $ 117 $ 59 $ 342 $ 45

(a) Other funds include various leveraged loans, structured credit funds and hedge funds. Redemption notice periods vary by fund.

(b) Private equity funds primarily include numerous venture capital funds that invest in various sectors of the economy. Private equity funds
do not have redemption rights. Distributions from such funds will be received as the underlying investments in the funds are liquidated.

(¢) Includes investments and unfunded commitments related to SBICs, which are compliant with the Volcker Rule, of $34 million and $58
million, respectively, at Dec. 31, 2015 and $18 million and $45 million, respectively, at Dec. 31, 2014.

N/A - Not applicable.

Qualified affordable housing project investments

We invest in affordable housing projects primarily to
satisfy the Company’s requirements under the
Community Reinvestment Act. Our total investment
in qualified affordable housing projects totaled $918
million at Dec. 31, 2015 and $853 million at Dec. 31,
2014. Commitments to fund future investmentsin
qualified affordable housing projects totaled $393
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million at Dec. 31, 2015 and $358 million at Dec. 31,
2014. A summary of the commitmentsto fund future
investmentsis as follows; 2016—$221 million; 2017
—3%$53 million; 2018—%$100 million; 2019—%$2
million; 2020—3%$5 million and 2021 and thereafter—
$12 million.
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Tax credits and other tax benefits recognized were
$130 million in 2015, $128 million in 2014, and $118

Note 10 - Noninterest expense

million in 2013.

Amortization expense included in the provision for
income taxes was $99 million in 2015, $96 millionin
the 2014, and $88 million in 2013.

Note 8 - Deposits

Total time deposits in denominations of $100,000 or
greater was $72.2 billion at Dec. 31, 2015, and $46.5
billion at Dec. 31, 2014. At Dec. 31, 2015, the
scheduled maturities of all time deposits are as
follows: 2016 — $73.1 billion; 2017 — $2 million;
2018 — $2 million; 2019 — $- million; 2020 — $-
million; and 2021 and thereafter — $1 million.

Note 9 - Net interest revenue

The following table provides the components of net

interest revenue presented on the consolidated income

statement.

The following table provides a breakdown of
noninterest expense presented on the consolidated

income statement.

Noninterest expense

Net interest revenue

(in millions) 2015 2014 2013
Staff:
Compensation $ 3,580 $ 3630 $ 3,620
Incentives 1,415 1,331 1,384
Employee benefits 842 884 1,015

Total staff 5,837 5,845 6,019
Professional, legal and other

purchased services 1,230 1,339 1,252
Software 627 620 596
Net occupancy 600 610 629
Distribution and servicing 381 428 435
Furniture and equipment 280 322 337
Sub-custodian 270 286 280
Business devel opment 267 268 317
Clearing 150 129 130
Communications 103 119 131
Other 708 783 768
Amortization of intangible assets 261 298 342
Litigation 87 953 24
Merger and integration and

restructuring charges (2) 177 46

Total noninterest expense

$10,799 $12,177 $11,306

(in millions) 2015 2014 2013
Interest revenue
Non-margin loans $ 727 % 697 $ 674
Margin loans 207 182 160
Securities:
Taxable 1,813 1603 1,782
E:(at)e(gt from federal income 82 100 103
Total securities 1,895 1,703 1,885
Deposits with banks 104 238 279
Deposits with the Federal Reserve
and other central banks 170 207 150
Federal funds sold and securities
purchased under resale
Trading assets 76 121 157
Total interest revenue 3,326 3,234 3,352
Interest expense
Deposits in domestic offices 30 29 35
Depositsin foreign offices 7 54 70
Federal funds purchased and
securities sold under repurchase
agreements (6) (13) (16)
Trading liabilities 9 25 38
Other borrowed funds 9 6 7
Commercial paper 2 2 —
Customer payables 7 9 8
L ong-term debt 242 242 201
Total interest expense 300 354 343

Net interest revenue

$ 3,026 $ 2,880 $ 3,009

Note 11 - Restructuring charges

Aqggregate restructuring charges areincluded in M&a|,
litigation and restructuring charges on the income
statement. Restructuring charges recorded in 2014

related to corporate-level initiatives and were

therefore recorded in the Other segment. In the
fourth quarter of 2013, restructuring charges were
recorded in the businesses. Prior to the fourth quarter
of 2013, restructuring charges were reported in the
Other segment. Severance payments are primarily
paid over the salary continuance period in accordance
with the separation plan. We recorded net
restructuring recoveries of $2 million in 2015, net
charges of $177 million in 2014 and net charges of

$45 million in 2013.

Streamlining actions

In 2014, we disclosed streamlining actions which
included rationalizing our staff and simplifying and
automating global processes primarily related to
actions taken across investment services, technology,
and operations. Theinitial restructuring charge
consisted of $125 million of severance costs. We
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recorded total restructuring charges of $16 millionin
2015 primarily related to severance. The following
table presents the activity in the reserve through Dec.
31, 2015.

Streamlining actions 2014 — restructuring reserve activity

(in millions) Tota
Original restructuring charge $ 125
Net additional charges 59
Utilization (92)

Balance at Dec. 31, 2014 92
Net additional charges 16
Utilization (79)

Balance at Dec. 31, 2015 $ 29

The table below presents the restructuring chargeif it
had been allocated by business.

Streamlining actions 2014 — restructuring charge Total
by business charges
since
(in millions) 2015 2014 inception
Investment M anagement $ 123%$ 23% 35
Investment Services 2 83 85
Other segment (including
Business Partners) 2 78 80
Total restructuring charge $ 16 $ 184 $ 200

Operational Excellence Initiatives

In 2011, we announced our Operational Excellence
Initiatives which include an expense reduction
initiative impacting approximately 1,500 positions, as
well as additional initiatives to transform operations,
technology and corporate services that will increase
productivity and reduce the growth rate of expenses.
We recorded a pre-tax restructuring charge of $107
million related to the Operational Excellence
Initiativesin 2011. This charge consisted of $78
million of severance costs and $29 million primarily
for operating lease-related items and consulting costs.
We recorded a $9 million net recovery in 2015 related
to this program. The following table presents the
activity in the restructuring reserve related to the
Operational Excellence Initiatives through Dec. 31,
2015.

176 BNY Mellon

Operational Excellence Initiatives 2011 — restructuring
reserve activity

(in millions) Severance  Other  Total
Original restructuring charge $ 7% 29% 107
Net additional charges (net

recovery/gain) 100 (57) 43
Utilization (98) 28 (70)
Balance at Dec. 31, 2013 80 — 80
Net additional (recovery) @) — @)
Utilization (45) — (45)
Balance at Dec. 31, 2014 28 — 28
Net additiona (recovery) 9) — 9)
Utilization (10) — (10)
Balance at Dec. 31, 2015 $ 9% — 8§ 9

The table below presents the restructuring charge if it
had been allocated by business.

Operational Excellence Initiatives 2011 — Total
restructuring charge (recovery) by business charges
since
(in millions) 2015 2014 2013 inception
Investment Management $ (2)$ (1) $ 4% 49
Investment Services ?2) Q) 25 82
Other segment (including
Business Partners) 5) (5) 16 3

Total restructuring
charge (recovery) $ % (M$ 4H53% 14

Note 12 - Income taxes

The components of the income tax provision are as
follows:

Provision (benefit) for

income taxes Y ear ended Dec. 31,

(in millions) 2015 2014 2013
Current taxes:
Federa $ 551 $ 1273 $ 714
Foreign 306 337 286
State and local 109 155 66
Tota current tax expense 966 1,765 1,066
Deferred tax expense (benefit):
Federal 114 (672) 536
Foreign (0)) (98) (30
State and local (66) (83) 20
Total deferred tax expense
(benefits) 47 (853) 526

Provision forincometaxes $ 1,013 $ 912 $ 1592
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The components of income before taxes are as
follows:

Components of income before

taxes Y ear ended Dec. 31,

(in millions) 2015 2014 2013
Domestic $ 2,698 $ 2456 $ 2,428
Foreign 1,537 1,107 1,349
Income before taxes $ 4235 $ 3563 $ 3,777

The components of our net deferred tax liability are
asfollows:

Net deferred tax liability Dec. 31,

(in millions) 2015 2014
Depreciation and amortization $ 2,631 $ 2,646
Lease financings 569 761
Securities valuation 156 230
Pension obligation 155 117
Equity investments 113 115
Employee benefits 470) (616)
Reserves not deducted for tax 274) (536)
Credit losses on loans (102) (113)
Other assets (109) (99)
Other liabilities 110 277

Net deferred tax ligbility $ 2,779 $ 2,782

Asof Dec. 31, 2015, we have an available German
net operating loss carryforward of $90 million with
an indefinitelife. Also, we have aU.S. foreign tax
credit carryforward of approximately $36 million that
will expirein 2025. We believeit is more likely than
not that we will fully realize our deferred tax assets.

As of Dec. 31, 2015, we had approximately $6.2
billion of earnings attributable to foreign subsidiaries
that have been permanently reinvested abroad and for
which no incremental U.S. income tax provision has
been recorded. If these earnings were to be
repatriated, the estimated U.S. tax liability as of Dec.
31, 2015 would be up to $1.1 billion. Management
has no intention of repatriating these earnings to the
U.S. in the foreseeable future.

The statutory federal income tax rate is reconciled to
our effective income tax rate below:

Effective tax rate Y ear ended Dec. 31,

2015 2014 2013

Federa rate 35.0% 35.0% 35.0%
State and local income taxes, net

of federal income tax benefit 0.6 13 16
L everage | ease adjustment (1.3) (1.2 (2.0
Tax-exempt income 2.5) 3.3) 3.1
Foreign operations (6.6) (3.0 (4.9)
Tax credits (14) (0.8) (2.0)
Tax litigation — — 16.5
Carryback claim — 4.7) —
Nondeductible litigation expense — 21 —
Other — net 0.1 0.1 0.6

Effective tax rate 23.9% 25.6% 42.1%

Unrecognized tax positions

(in millions) 2015 2014 2013
%?8';;”‘”9 balance at Jan. 1, $ 669 $ 866 $ 340
Prior period tax positions:
Increases 13 58 570
Decreases 21 (257) (19
Current period tax positions 14 19 21
Settlements (26) (17) (46)
Ending balance at Dec. 31, —
gross $ 649 $ 669 $ 866

Our total tax reserves as of Dec. 31, 2015 were $649
million compared with $669 million at Dec. 31, 2014.
If these tax reserves were unnecessary, $649 million
would affect the effective tax rate in future periods.
We recognize accrued interest and penalties, if
applicable, related to income taxes in income tax
expense. Included in the balance sheet at Dec. 31,
2015 is accrued interest, where applicable, of $194
million. The additional tax expense related to interest
for the year ended Dec. 31, 2015 was $2 million
compared with $1 million for the year ended Dec. 31,
2014.

It isreasonably possible the total reserve for uncertain
tax positions could decrease within the next 12
months by approximately $60 million as a result of
adjustments related to tax yearsthat are still subject
to examination.

On Nov. 10, 2009, BNY Méellon filed a petition with
the U.S. Tax Court challenging the IRS's
disallowance of certain foreign tax credits claimed for
the 2001 and 2002 tax years. Trial was held from
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April 16 to May 17, 2012. On Feb. 11, 2013, BNY
Mellon received an adverse decision from the U.S.
Tax Court. On Sept. 23, 2013, the U.S. Tax Court
amended its prior ruling to allow BNY Mellon an
interest expense deduction and to exclude certain
items from taxable income. The net impact of the
court rulings for all yearsinvolved and related
interest decreased after-tax income in 2013 by $593
million.

The U.S. Tax Court ruling was finalized on Feb. 20,
2014. On March 5, 2014, BNY Méellon appealed the
decision to the Second Circuit Court of Appeals. On
Sept. 25, 2014, the government filed its response to
our appeal. On Sept. 9, 2015, the Second Circuit

Note 13 - Long-term debt

affirmed the Tax Court decision. On Nov. 2, 2015,
BNY Meéllon filed a petition for review with the
Supreme Court of the United States, seeking reversal
of the Second Circuit Court of Appeals decision. See
Note 22 of the Notes to Consolidated Financial
Statements for additional information.

Our federal income tax returns are closed to
examination through 2010. Our New York State tax
returns are closed to examination through 2012. Our
New York City income tax returns are closed to
examination through 2010. Our UK income tax
returns are closed to examination through 2012.

Long-term debt Dec. 31, 2015 Dec. 31, 2014
(in millions) Rate Maturity Amount Rate  Amount
Senior debt:
Fixed rate 0.70 - 5.94% 2016-2025 $ 17,724 0.70-6.92% $ 16,122
Floating rate 0.41 - 1.48% 2018 - 2038 2,378 0.06 - 0.82% 2,178
Subordinated debt (a) 5.45 - 7.50% 2016 - 2021 1,150 4.95 - 7.50% 1,655
Junior subordinated debentures (a) 6.37% 2036 295 6.37% 309
Total $ 21,547 $ 20,264

(a) Fixed rate.

Total long-term debt that matures during the next five
years for BNY Méellonisasfollows: 2016 — $2.45
billion, 2017 — $1.25 billion, 2018 — $3.65 hillion,
2019 — $4.25 hillion and 2020 — $4.01 billion.

Trust-preferred securities

Mellon Capital 111, a Delaware statutory trust owned
by BNY Méllon, issued trust preferred securitiesin
2006. At Dec. 31, 2015, the sole assets of Méellon
Capital 111 are junior subordinated debentures of BNY
Mellon with maturities and interest rates that match
the trust preferred securities. BNY Méellon's
obligations provide a full and unconditional guarantee
of payment of distributions and other amounts due on
the trust preferred securities. The guarantee does not
guarantee payment of distributions or other amounts
due when Mellon Capital 111 does not have funds
available to make such payments.
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Mellon Capital 1V, a Delaware statutory trust owned
by BNY Mellon, issued trust preferred securitiesin
June 2007. The sole assets of Mellon Cap IV
originally were junior subordinated debentures and a
stock purchase contract for preferred stock. Through
aremarketing in May 2012, the junior subordinated
debenturesissued by BNY Mellon and held by
Mellon Capital 1V were sold to third party investors
and then exchanged for BNY Mellon's senior notes,
which were sold in a public offering. The proceeds of
the sale of the senior notes were used to fund the
purchase by Mellon Capital 1V of $500 million of
BNY Mellon’s Series A preferred stock, which was
issued on June 20, 2012. At Dec. 31, 2015, the Series
A preferred stock was the sole asset of Mellon Capital
IV. See Note 15 of the Notes to Consolidated
Financial Statements for additional disclosures
related to preferred stock, including the Series A
preferred stock.
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The following tables summarize the trust preferred securities issued by the Trusts as of Dec. 31, 2015 and 2014.

Trust preferred securities at Dec. 31, 2015

Trust-preferred

securitiesissued  Interest Assets of Cal

(dollar amounts in millions)

by the trust rate thetrust (a) Duedate Call date price

MEL Capital 111 (b) 296 6.37% $ 295 2036 2016 Par
MEL Capital IV — —% 500 _ _ _
Total 296 $ 795

(a) Represents junior subordinated deferrable interest debentures of BNY Mellon in the case of MEL Capital 111 and BNY Mellon’s Series A

preferred stock in the case of MEL Capital IV.

(b) Amount was translated from Sterling into U.S. dollars on a basis of U.S. $1.48 to £1, the rate of exchange on Dec. 31, 2015.

Trust preferred securities at Dec. 31,2014

Trust-preferred

securitiesissued  Interest Assets of Cal

(dollar amounts in millions) by the trust rate thetrust (a) Duedate Call date price

MEL Capital Il (b) 312 6.37%$ 309 2036 2016 Par

MEL Capita IV — —% 500 — — —
Total 312 $ 809

(a) Represents junior subordinated deferrable interest debentures of BNY Mellon in the case of MEL Capital 111 and BNY Mellon’s Series A

preferred stock in the case of MEL Capital IV.

(b) Amount was translated from Sterling into U.S. dollars on a basis of U.S. $1.56 to £1, the rate of exchange on Dec. 31, 2014.

Note 14 - Securitizations and variable interest
entities

BNY Mellon's VIEs generally include retail,
institutional and alternative investment funds,
including collateralized 1oan obligation structuresin
which we provide asset management services. The
funds are offered to our retail and institutional clients
to provide them with access to investment vehicles
with specific investment objectives and strategies that
address the client’s investment needs.

BNY Mellon earns management fees from these
funds as well as performance feesin certain funds
and may also provide start-up capital for its new
funds. The VIEs are primarily financed by our
customer’s investments in the funds' equity or debt.
These VIEs are included in the scope of ASU
2015-02 and are reviewed for consolidation based on
the guidance in ASC 810.

We reconsider and reassess whether or not we are the
primary beneficiary of aVIE when governing
documents or contractual arrangements are changed
which would reall ocate the obligation to absorb
expected losses or receive expected residua returns
between BNY Mellon and the other investors, when
BNY Mellon disposes of its variable interestsin the
fund or when additional variable interests are issued
to other investors and when we acquire additional
variable interestsin the VIE.

The following tables present the incremental assets
and liabilitiesincluded in BNY Mellon’s consolidated
financial statements, after applying intercompany
eliminations, as of Dec. 31, 2015 based on the
assessments performed in accordance with ASC 810,
as amended by ASU 2015-02, and as of Dec. 31,
2014 based on the assessments performed in
accordance with ASC 810, prior to the adoption of
ASU 2015-02. The net assets of any consolidated
VIE are solely available to settle the liabilities of the
VIE and to settle any investors ownership liquidation
reguests, including any seed capital invested in the
VIE by BNY Méellon.

Investments consolidated under ASC 810 as amended by ASU
2015-02 at Dec. 31, 2015

Investment Total
o Management o consolidated
(in millions) funds Securitizations investments
Available-for-sale
securities — $ 400 $ 400
Trading assets 1,228 — 1,228
Other assets 173 — 173
Total assets $ 1401 (@) $ 400 $ 1,801
Trading liabilities $ 229 $ — 3 229
Other lighilities 17 359 376
Tota liabilites $ 246 (a) $ 359 § 605
Nonredeemable
noncontrolling
interests $ 738 (@) $ — 3 738

(a) Includes VMEs with assets of $190 million, liabilities of $1
million and nonredeemable noncontrolling interests of $5

million.
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Investments consolidated under ASC 810 and ASU 2009-17
at Dec. 31, 2014

Investment Total

Management consolidated

(in millions) funds Securitizations investments
A&L?ﬁligor sdle $ — $ 414 $ 414
Trading assets 8,678 — 8,678
Other assets 604 — 604
Total assets $ 9282 (@) $ 414 $ 9,696
Trading liabilities $ 7,660 $ — $ 7,660
Other liabilities 9 363 372
Total liabilities $ 7669 (@) $ 363 $ 8,032

Nonredeemable

noncontrolling
interests $ 1033 (@) $ — $ 1,033

(@) Includes VMEs with assets of $855 million, liabilities of $148
million and nonredeemable noncontrolling interests of $544
million.

BNY Meéllonis not contractually required to provide
financial or any other support to any of our VIEs.
Additionally, creditors of any consolidated VIESs do
not have any recourse to the general credit of BNY
Mellon.

Non-consolidated VIEs

Asof Dec. 31, 2015 and Dec. 31, 2014, the following
assets related to the VIEs where BNY Méllon is not
the primary beneficiary are included in our
consolidated financial statements.

Non-consolidated VIEs at Dec. 31, 2015

Maximum
(in millions) Assets Liabilities loss exposure
Other $ 189 $ — 8 189
Non-consolidated VIEs at Dec. 31, 2014

Maximum
(in millions) Assets Liabilities loss exposure
Other $ 148 $ — $ 148

The maximum loss exposure indicated in the above
tables relates solely to BNY Mellon's seed capital or
residua interestsinvested in the VIEs.
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Note 15 - Shareholders’ equity
Common stock

BNY Meéllon has 3.5 billion authorized shares of
common stock with a par value of $0.01 per share.
At Dec. 31, 2015, 1,085,342,985 shares of common
stock were outstanding.

Common stock repurchase program

On March 26, 2014, in connection with the Federal
Reserve's non-objection to our 2014 capital plan, the
board of directors authorized a stock purchase
program providing for the repurchase of an aggregate
of $1.74 billion of common stock beginning in the
second quarter of 2014 and continuing through the
first quarter of 2015. On March 11, 2015, in
connection with the Federal Reserve's non-objection
to our 2015 capita plan, the board of directors
authorized a new stock purchase program providing
for the repurchase of an aggregate of $3.1 billion of
common stock beginning in the second quarter of
2015 and continuing through the second quarter of
2016. Of the $3.1 billion authorization, common
stock repurchases of $700 million was contingent on
aprior issuance of $1 billion of qualifying preferred
stock. The Company completed the issuance of
preferred stock on April 28, 2015. Share repurchases
may be executed through repurchase plans designed
to comply with Rule 10b5-1 and through derivative,
accelerated share repurchase and other structured
transactions. In 2015, we repurchased 55.6 million
common shares at an average price of $42.35 per
common share for atotal of $2.4 billion. At Dec. 31,
2015, the maximum dollar value of shares that may
yet be purchased under the March 11, 2015 program,
including employee benefit plan repurchases, totaled
$1.1 billion.
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Preferred stock

BNY Meéellon has 100 million authorized shares of preferred stock with a par value of $0.01. The table below
summarizes BNY Mellon’s preferred stock issued and outstanding at Dec. 31, 2015 and Dec. 31, 2014.

Preferred stock summary Liquidation Total shares issued
preference and outstanding Carrying value (2)
(dollars in millions, unless . per share Dec. 31, Dec. 31, Dec. 31, Dec. 31,
otherwise noted) Per annum dividend rate (in dollars) 2015 2014 2015 2014
Series A Noncumulative Greater of (i) threeemonth LIBOR $ 100,000 5,001 5001 $ 500 $ 500
Perpetual Preferred plus 0.565% for the related
Stock distribution period; or (ii) 4.000%
SeriesC Noncumulative 52% $ 100,000 5,825 5,825 568 568
Perpetual Preferred
Stock
SeriesD Noncumulative 4.50% commencing Dec. 20, 2013 $ 100,000 5,000 5,000 494 494
Perpetual Preferred to but excluding June 20, 2023, then
Stock afloating rate equal to the three-
month LIBOR plus 2.46%
SeriesE Noncumulative 4.95% commencing Dec. 20, 2015 $ 100,000 10,000 — 990 —
Perpetual Preferred to and including June 20, 2020, then
Stock afloating rate equal to the three-
month LIBOR plus 3.42%
Total 25,826 15826 $ 2,552 $ 1562

(a) The carrying value of the Series C, Series D and Series E preferred stock is recorded net of issuance costs.

Holders of both the Series A and Series C preferred All of the outstanding shares of the Series A preferred
stock are entitled to receive dividends on each stock are owned by Mellon Capital 1V, which will
dividend payment date (March 20, June 20, pass through any dividend on the Series A preferred
September 20 and December 20 of each year), if stock to the holders of its Normal Preferred Capital
declared by BNY Mellon's Board of Directors. Securities. All of the outstanding shares of the Series
Holders of the Series D preferred stock are entitled to C, Series D and Series E preferred stock are held by
receive dividends, if declared by our board of the depositary of the depositary shares, which will
directors, on each June 20 and December 20, to but pass through the applicable portion of any dividend
excluding June 20, 2023; and on each March 20, June on the Series C, Series D and Series E preferred stock
20, September 20 and December 20, from and to the holders of record of their respective depositary
including June 20, 2023. Holders of the SeriesE shares.

preferred stock are entitled to receive dividends, if

declared by our board of directors, on each June 20 On Dec. 21, 2015, The Bank of New York Mellon
and December 20, to and including June 20, 2020; Corporation paid the following dividends for the

and on each March 20, June 20, September 20 and noncumulative perpetual preferred stock for the
December 20, from and including September 20, dividend period ending in December 2015 to holders
2020. BNY Méllon’s ability to declare or pay of record as of the close of business on Dec. 5, 2015:
dividends on, or purchase, redeem or otherwise

acquire, shares of our common stock or any of our * $1,011.11 per share on the Series A Preferred
shares that rank junior to the preferred stock as to the Stock (equivalent to $10.1111 per Normal
payment of dividends and/or the distribution of any Preferred Capital Security of Mellon Capital 1V,
assets on any liquidation, dissolution or winding-up each representing a 1/100th interest in a share of
of BNY Mellon will be prohibited, subject to certain Series A Preferred Stock);

restrictions, in the event that we do not declare and *  $1,300.00 per share on the Series C Preferred

pay in full preferred dividends for the then current Stock (equivalent to $0.3250 per depositary
dividend period of the Series A preferred stock or the share, each representing a 1/4,000th interest ina
last preceding dividend period of the Series C, Series share of the Series C Preferred Stock);

D and Series E preferred stock. *  $2,250.00 per share on the Series D Preferred

Stock (equivalent to $22.50 per depositary share,
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each representing a 1/100th interest in a share of
the Series D Preferred Stock); and

e $3,190.00 per share on the Series E Preferred
Stock (equivalent to $31.90 per depositary share,
each representing a 1/100th interest in a share of
the Series E Preferred Stock).

The preferred stock is not subject to the operation of a
sinking fund and is not convertible into, or
exchangeable for, shares of our common stock or any
other class or series of our other securities. Subject to
the restrictionsin BNY Mellon’s 2007 replacement
capital covenant, subsequently amended on May 8
and Sept. 11, 2012, we may redeem the Series A
preferred stock, in whole or in part, at our option. We
may also, at our option, redeem the shares of the
Series C preferred stock in whole or in part, on or
after the dividend payment date in September 2017,
the Series D preferred stock in whole or in part, on or
after the dividend payment date in June 2023 and the
Series E preferred stock in whole or in part, on or
after the dividend payment date in June 2020. The
Series C, Series D or Series E preferred stock can be
redeemed in whole but not in part at any time within
90 days following aregulatory capital treatment event
(as defined in each of the Series C, Series D and
Series E's Certificates of Designation).

Terms of the SeriesA, Series C, Series D and Series E
preferred stock are more fully described in each of
their Certificate of Designations, each of whichis
filed as an Exhibit to BNY Mellon’s Annual Report
on Form 10-K for the year ended Dec. 31, 2015.

Temporary equity

Temporary equity was $200 million at Dec. 31, 2015
and $229 million at Dec. 31, 2014. Temporary equity
represents amounts recorded for redeemable non-
controlling interests resulting from equity-classified
share-based payments and other investment
arrangements that are currently redeemable or are
expected to become redeemable. The current
redemption value of such awardsis classified as
temporary equity and is adjusted to its redemption
value at each balance sheet date.

Capital adequacy
Regulators establish certain levels of capital for bank
holding companies and banks, including BNY Méellon

and our bank subsidiaries, in accordance with
established quantitative measurements. For the
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Parent to maintain its status as a financial holding
company, our bank subsidiaries and BNY Mellon
must, among other things, qualify as“well
capitalized”.

As of Dec. 31, 2015 and Dec. 31, 2014, BNY Méellon
and our bank subsidiaries were considered “well
capitalized” on the basis of the Tier 1 and Total

capital ratios and, in the case of our bank subsidiaries,
the CET1 ratio and the leverage capital ratio (Tier 1
capital to quarterly average assets as defined for
regulatory purposes).

Our consolidated and largest bank subsidiary, The
Bank of New York Mellon, regulatory capital ratios
are shown below.

Consolidated and largest bank Dec. 31,
subsidiary regulatory capital ratios (a) 2015 2014

Consolidated regulatory capital ratios:

CET1 10.8% 11.2%
Tier 1 capital ratio 12.3 12.2
Total (Tier 1 plus Tier 2) capital ratio 12.5 125
Leverage capital ratio 6.0 5.6

The Bank of New York Mellon
regulatory capital ratios:

CET1 11.8% N/A
Tier 1 capital ratio 12.3 12.4%
Total (Tier 1 plus Tier 2) capital ratio 12.5 12.6

L everage capital ratio 5.9 5.2

(a) The CET1, Tier 1 and Total risk-based regulatory capital
ratios are based on Basel 111 components of capital, as
phased-in, and the Advanced Approach framework as the
related RWA were higher using that framework. The
leverage capital ratio is based on Basel 111 components of
capital and quarterly average total assets, as phased-in.
For BNY Mellon to qualify as “well capitalized,” its Tier 1
and Total (Tier 1 plus Tier 2) capital ratios must be at least
6% and 10%, respectively. For The Bank of New York
Mellon, our largest bank subsidiary, to qualify as “well
capitalized,” its CET1, Tier 1, Total and leverage capital
ratios must be at least 6.5%, 8%, 10% and 5%, respectively.
For The Bank of New York Mellon to qualify as ““adequately
capitalized,” it’s CET1, Tier 1, Total and leverage capital
ratios must be at least 4.5%, 6%, 8% and 4%, respectively.

If afinancial holding company such asBNY Mellon
failsto qualify as “well capitalized”, it may loseits
status as a financial holding company, which may
restrict its ability to undertake or continue certain
activities or make acquisitions that are not generally
permissible for bank holding companies without
financial holding company status. If The Bank of
New York Mellon or BNY Mellon, N.A. failsto
qualify as“well capitalized”, it may be subject to
higher FDIC assessments.
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If abank holding company such asBNY Mellon or
bank such as The Bank of New York Mellon or BNY
Mellon, N.A. failsto qualify as “adequately
capitalized”, regulatory sanctions and limitations are
imposed.

The following table presents the components of our
transitional CET1, Tier 1 and Tier 2 capital, the RWA
determined under both the Standardized and
Advanced Approaches and the average assets used for

leverage capital purposes.

Components of transitional capital (a) Dec. 31,
(in millions) 2015 2014
CET1:
Common shareholders’ equity $ 36,067 $ 36,326
Goodwill and intangible assets (17,295) (17,111)
Net pension fund assets (46) (27)
Equity method investments (296) (314)
Deferred tax assets ®8) 4
Other (5) 4
Total CET1 18,417 18,884
Other Tier 1 capital:
Preferred stock 2,552 1,562
Trust preferred securities 74 156
Disallowed deferred tax assets (12) (24)
Net pension fund assets (70) (69)
Other (25) (17
Total Tier 1 capital 20,936 20,502
Tier 2 capital:
Trust preferred securities 222 156
Subordinated debt 149 298
Allowance for credit losses 275 280
Other (12) (11)
Total Tier 2 capital - Standardized Approach 634 723
Excess of expected credit losses 37 13
Less: Allowance for credit losses 275 280
Total Tier 2 capital - Advanced Approach $ 396 $ 456
Total capital:
Standardized Approach $ 21,570 $ 21,225
Advanced Approach $ 21,332 $ 20,958
Risk-weighted assets:
Standardized Approach (b) $ 159,893 $ 125,562
Advanced Approach:
Credit Risk $ 106974 $ 120,122
Market Risk 2,148 3,046
Operational Risk 61,262 45,112
Total Advanced Approach $ 170,384 $ 168,280
Average assets for leverage capital purposes $ 351,435 $ 368,140

(a) Reflects transitional adjustments to CET1, Tier 1 capital and Tier 2 capital required in 2015 under the U.S. capital rules.
(b) RWA under the Standardized Approach at Dec. 31, 2014 was determined using a Basel I-based calculation. Effective Jan. 1, 2015, we
implemented the Basel |11 Standardized Approach which used a broader array of more risk sensitive risk-weighting categories.

The following table presents the amount of capital by
which BNY Mellon and our largest bank subsidiary,
The Bank of New York Mellon, exceeded the capital
thresholds determined under the transitional rules at
Dec. 31, 2015.

Capital above thresholds at Dec. 31, 2015

The Bank of
New York

(in millions) Consolidated Mellon (b)
CET1 $ 10,750 (a) $ 7,333
Tier 1 capital 10,713 (b) 5,837
Total capital 4,294 (b) 3,394
L everage capital 6,879 (a) 2,464

(a) Based on minimum required standards.

(b) Based on well capitalized standards.
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Note 16 - Other comprehensive income (loss)

Components of other comprehensive income (loss)

Y ear ended
Dec. 31, 2015 Dec. 31, 2014 Dec. 31, 2013
Tax Tax Tax
Pre-tax (expense) After-tax Pre-tax  (expense) After-tax Pre-tax (expense) After-tax
(in millions) amount benefit  amount amount benefit  amount amount benefit  amount
Foreign currency trandation:
Foreign currency trand ation adjustments arising
during the period (a) $ (518) 8 @S (599 $ (715) % 91)$ (@806) $ 130 % 62 192
Total foreign currency translation (518) (81) (599) (715) (91) (806) 130 62 192
Unrealized gain (l0ss) on assets available-for-sale:
Unrealized gain (loss) arising during period (535) 172 (363) 582 (169) 413 (1,466) 577 (889)
Reclassification adjustment (b) (83) 31 (52) (91) 33 (58) (129) 55 (74)
Net unrealized gain (10ss) on assets available-
for-sale (618) 203 415) 491 (136) 355 (1,595) 632 (963)
Defined benefit plans:
Prior service cost arising during the period — — — 3 @ 2 2 1 @
Net gain (loss) arising during the period (105) 40 (65) (766) 287 (479) 732 (303) 429
Foreign exchange adjustment — — — 2 1 (0] — — —
Amortization of prior service credit, net loss and
initial obligation included in net periodic
benefit cost (b) 104 @35) 69 127 (50) 7 209 (83) 126
Total defined benefit plans 1) 5 4 (638) 237 (401) 939 (385) 554
Unrealized gain (loss) on cash flow hedges:
Unrealized hedge gain (loss) arising during
period — — — 23 (13) 10 136 (54 82
Reclassification adjustment (b) 11 3) 8 (41) 16 (25) (124) 51 (73)
Net unrealized gain (loss) on cash flow hedges 11 A3) 8 (18) 3 (15) 12 3) 9
Total other comprehensive income (l0ss) $ (1,126) $ 124 $ (1,002) $ (880) $ 13 $ (867) $ (514) % 306 $ (208)

(a) Includes the impact of hedges of net investments in foreign subsidiaries. See Note 23 for additional information.

(b) The reclassification adjustment related to the unrealized gain (loss) on assets available-for-sale is recorded as net securities gains on the Consolidated
Income Statement. The amortization of prior service credit, net loss and initial obligation included in net periodic benefit cost is recorded as staff expense
on the Consolidated Income Statement. See Note 23 of the Notes to Consolidated Financial Statements for the location of the reclassification adjustment
related to cash flow hedges on the Consolidated Income Statement.

Changes in accumulated other comprehensive income (loss) attributable to The Bank of New York Mellon Corporation shareholders

Unrealized o
i lated
ASC 820 Adjustments gain(loss)on  Unredized accumuorher
Foreign Other post- assets gain (loss)on comprehensive

o currency ) retirement available-for- OW  income (loss), net
(in millions) translation Pensions benefits sde hedges of tax
2012 ending balance $ (539) $ (1,394) $ (60) $ 1,350 $ — 3 (643)
Changein 2013 151 554 — (963) 9 (249)
2013 ending balance $ (388) $ (840) $ (60) $ 387 $ 9% (892)
Change in 2014 (681) (396) (5 355 (15) (742)
2014 ending balance $ (1,069) $ (1,236) $ (65) $ 742 $ 6 $ (1,634)
Change in 2015 (563) (14) 18 (415) 8 (966)
2015 ending balance $ (1,632) $ (1,250) $ 47 $ 327 $ 2 $ (2,600)

Note 17 - Stock-based compensation based awards. Of this amount, 27,453,939 shares
(subject to potential increase as provided in the Long-
Term Incentive Plan) may be issued as restricted
stock or RSUs. Stock-based compensation expense
related to retirement eligibility vesting totaled $97
million in 2015, $88 million in 2014 and $65 million

in 2013.

Our Long-Term Incentive Plans provide for the
issuance of stock options, restricted stock, restricted
stock units (*RSUS") and other stock-based awards to
employees and directors of BNY Mellon. At Dec. 31,
2015, under the Long-Term Incentive Plan approved
inApril 2014, we may issue 42,097,582 new stock-
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Stock options

Our Long-Term Incentive Plans provide for the
issuance of stock options at fair market value at the
date of grant to officers and employees of BNY
Mellon. Generally, each option granted is exercisable
between one and ten years from the date of grant. No
stock options were granted in 2015, 2014 and 2013.

The compensation cost that has been charged against
income was $10 million for 2015, $28 million for
2014 (including $1 million recorded in restructuring
expense) and $49 million for 2013. The total income
tax benefit recognized in the income statement was
$4 million for 2015, $11 million for 2014 and $20
million for 2013.

A summary of the status of our options as of Dec. 31, 2015, and changes during the year, is presented below:

Stock option activity

Weighted-
average remaining

Sharessubject  Weighted-average contractual term

to option exercise price (in vears)
Balance at Dec. 31, 2014 48,420,255 $ 33.06 4.2
Granted — —
Exercised (10,862,315) 30.15
Canceled/Expired (1,822,676) 40.36
Balance at Dec. 31, 2015 35,735,264 $ 33.57 3.4
Vested and expected to vest at Dec. 31, 2015 35,734,694 33.57 3.4
Exercisable at Dec. 31, 2015 33,703,283 34.27 3.2

Stock options outstanding at Dec. 31, 2015

Options outstanding

Options exercisable (a)

Weighted-average
remaining

Outstanding at contractua life Weighted-average Exercisable at Weighted-average

Range of exercise prices Dec. 31, 2015 (in years) exercise price Dec. 31, 2015 exercise price
$18t0 31 19,256,469 49 $ 25.78 17,224,488 $ 26.22

$31to41 6,044,363 1.0 39.73 6,044,363 39.73

$41to51 10,434,432 2.0 44.38 10,434,432 44.38

$18t0 51 35,735,264 3.4 $ 33.57 33,703,283 $ 34.27

(a) AtDec. 31,2014 and 2013, 42,137,574 and 52,130,525 options were exercisable at an average price per common share of $34.38 and

$34, respectively.

Aggregate intrinsic value of

options

(in millions) 2015 2014 2013
Outstanding at Dec. 31, $ 306 $ 409 $ 336
Exercisable at Dec. 31, $ 267 % 307 % 212

Thetotal intrinsic value of options exercised was
$130 million in 2015, $118 million in 2014 and $67
million in 2013.

Asof Dec. 31, 2015, $1 million of total unrecognized
compensation cost related to nonvested optionsis
expected to be recognized over aweighted-average
period of lessthan 3 months.

Cash received from option exercises totaled $326
million in 2015, $370 million in 2014 and $263
million in 2013. The actual tax benefit realized for
the tax deductions from options exercised totaled $21
million in 2015, $17 million in 2014 and less than $8
million in 2013.

Restricted stock and RSUs

Restricted stock and RSUs are granted under our
long-term incentive plans at no cost to the recipient.
These awards are subject to forfeiture until certain
restrictions have lapsed, including continued
employment, for a specified period. The recipient of
ashare of restricted stock is entitled to voting rights
and generally is entitled to dividends on the common
stock. An RSU entitles the recipient to receive a
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share of common stock after the applicable
restrictions lapse. The recipient generally is entitled
to receive cash payments equivalent to any dividends
paid on the underlying common stock during the
period the RSU is outstanding but does not receive
voting rights.

The fair value of restricted stock and RSUs is equal to
the fair market value of our common stock on the
date of grant. The expenseis recognized over the
vesting period, which is generally one to four years.
Thetotal compensation expense recognized for
restricted stock and RSUs was $235 million in 2015,
$243 million in 2014 (including $13 million recorded
in restructuring expense) and $201 million in 2013.
Thetotal income tax benefit recognized in the income
statement was $83 million for 2015, $94 million for
2014 and $79 million for 2013.

BNY Mellon’s Executive Committee members were
granted a target award of 630,100 performance units
(“PSUs") in 2015 that cliff vest in three years based
on operating earnings per share with the potential of a
risk modifier based on appropriate growth in risk-
weighted assets. These awards are marked-to-market
as the earnout percentages are determined at the
discretion of the Human Resources Compensation
Committee based on a payout table.

BNY Mellon’s Executive Committee members were
granted atarget award of 719,947 PSUsin 2014 and
942,428 in 2013 that are earned annually based on an
earnout percentage calculated using a metric of net
income divided by risk-weighted assets under Basel
I1l. The awards earned in each of the three
performance periods vest at the end of the third
performance period. Certain of the awards are
granted to MRT (Material Risk Takers under the
European Banking Authority) and are required to be
marked to market due to discretionary claw-back
language contained in their grants.
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The following table summarizes our nonvested PSU,
restricted stock and RSU activity for 2015.

Nonvested PSU, restricted stock

Weighted-
and RSU activity

Number of average
shares fair value

Nonvested PSUs, restricted stock

and RSUs at Dec. 31, 2014 21,400,291 $ 27.72

Granted 6,948,487 39.58
Vested (10,880,844) 25.34
Forfeited (483,963) 33.20

Nonvested PSUs, restricted stock

and RSUs at Dec. 31, 2015 16,983,971 $ 34.07

As of Dec. 31, 2015, $190 million of total
unrecognized compensation costs related to
nonvested PSUSs, restricted stock and RSUs is
expected to be recognized over aweighted-average
period of 1.6 years.

The total fair value of restricted stock and RSUs that
vested was $429 million in 2015, $229 millionin
2014 and $117 million in 2013.

Subsidiary Long-Term Incentive plans

BNY Méellon aso has several subsidiary Long-Term
Incentive Plans which have issued restricted
subsidiary sharesto certain employees. These share
awards are subject to forfeiture until certain
restrictions have lapsed, including continued
employment for a specified period of time. The
shares are non-voting and non-dividend paying.
Once the restrictions lapse, which generally occursin
zero to three years, the shares can only be sold, at the
option of the employee, to BNY Mellon at aprice
based generally on the fair value of the subsidiary at
the time of repurchase. In certain instances BNY
Meéllon has an election to call the shares.

Note 18 - Employee benefit plans

BNY Mellon has defined benefit and/or defined
contribution retirement plans covering substantially
al full-time and eligible part-time employees and
other post-retirement plans providing healthcare
benefits for certain retired employees. On Jan. 29,
2015, the board of directors approved an amendment
to freeze benefit accruals under the U.S. qualified and
nonqualified defined benefit plans effective June 30,
2015. This change resulted in no additional benefits
being earned by participants in those plans based on
service or pay after June 30, 2015. Asaresult of the
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amendment to the U.S. pension plans, liabilities were
re-measured as of Jan. 29, 2015 at a discount rate of

Pension and post-retirement healthcare plans

3.73%. The market-related value of plan assets was
$4,713 million at Jan. 29, 2015.

The following tables report the combined data for our domestic and foreign defined benefit pension and post-

retirement healthcare plans.

Pension Benefits Hesalthcare Benefits

Domestic Foreign Domestic Foreign
(dollar amounts in millions) 2015 2014 2015 2014 2015 2014 2015 2014
Weighted-average assumptions used to determine benefit
obligations
Discount rate 4.48% 4.13% 3.45% 3.33% 4.48% 4.13% 3.60% 3.10%
Rate of compensation increase N/A 3.00 3.51 3.29 3.00 3.00 — —
Change in benefit obligation (a)
Benefit obligation at beginning of period $(4,460) $(3,712) $(1,177) $(1,021) $ (2100 $ (2249 $ ® $ (@)

Service cost 30) (58) 32) 33) 1 (€3] — —
Interest cost (170) (180) 38) (43) ®) (112) — —
Employee contributions — — 1) (0] — — — —
Amendments — — — 3 — — — —
Actuaria gain (loss) 178 (687) a (169) 17 (8) 1 2
(Acquisitions) divestitures — — 12 — — — 2 —
Curtailments 94 — — — — — — —
Specia termination benefits — @) — — — — — —
Benefits paid 211 178 17 19 18 34 — —
Foreign exchange adjustment N/A N/A 73 68 N/A N/A 1 —
Benefit obligation at end of period 4,177) (4,460) (1,147) (1,177) (184) (210) 4) (8)
Change in fair value of plan assets
Fair value at beginning of period 4,942 4,721 997 930 93 86 — —
Actual return on plan assets (61) 383 40 88 )) 7 — —
Employer contributions 19 16 51 56 18 34 — —
Employee contributions — — 1 1 — — — —
Acquisitions (divestitures) — — 1 — — — — —
Benefit payments (211) (a78) 17) (19 (18) (34) — —
Foreign exchange adjustment N/A N/A (59) (59) N/A N/A — —
Fair value at end of period 4,689 4,942 1,014 997 92 93 — —
Funded status at end of period $ 512 $ 482 $ (133) $ (180) $ (92) $ (117) $ 4 $ (8)
Amounts recognized in accumulated other comprehensive
(income) loss consist of:
Net loss (gain) $1678 $ 1668 $ 368 $ 382 $ 111 $ 146 § o s —
Prior service cost (credit) — (31) 1 1 (69) (79) — —
Total (before tax effects) $1678 $ 1637 $ 369 $ 383 $ 42 $ 67 § any s —

(a) The benefit obligation for pension benefits is the projected benefit obligation and for healthcare benefits, it is the accumulated benefit obligation.
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Net periodic benefit cost (credit) Pension Benefits Healthcare Benefits
Domestic Foreign Domestic Foreign
(dollar amounts in millions) 2015 2014 2013 2015 2014 2013 2015 2014 2013 2015 2014 2013
Weighted-average assumptions
as of Jan. 1:
Market-related value of plan assets $4,696 $ 4,430 $4121 $959 $898 $790 $ 92 $ 86 $ 80 N/A N/A N/A
Discount rate 4.13% 4.99% 425% 3.33% 429% 449% 4.13% 4.99% 425% 3.10% 4.21% 4.50%
Expected rate of return on plan
assets 7.25 7.25 7.25 5.25 6.26 6.04 7.25 7.25 7.25 N/A N/A N/A
Rate of compensation increase 3.00 3.00 3.00 3.29 3.71 3.49 3.00 3.00 3.00 N/A N/A N/A
Components of net periodic
benefit cost (credit):
Service cost $ 30 $ 58 $ 63 $32 $33B $336 $ 1 $ 1% 2 $— $— $ —
Interest cost 170 180 170 38 43 38 8 11 9 — — —
Expected return on assets (333) (315)  (292) 61)  (58)  (46) ) (6) (6) — — —
Amortization of:
Prior service cost (credit) 1 (15) (16) — 1 — (10) (10) (20) — — —
Net actuarial (gain) loss 111 125 205 23 15 15 10 11 12 — — —
Settlement (gain) loss 1 — 3 — — — — — — — — —
Curtailment (gain) loss 30) — — — — — — — — — — —
Special termination benefit charge — 1 — — — — — — — — — —
Net periodic benefitcost (credit) $ (52) $ 34 $ 133 $ 42 $ 34 $43 $ 3 $ 7 ¢ 7 $— $ — $ —
Changes in other comprehensive (income) loss in 2015 Pension Benefits Healthcare Benefits
(in millions) Domestic Foreign Domestic Foreign
Net loss (gain) arising during period $ 122§ 9 9 25 $ (4))
Recognition of prior years' net (I0ss) (112) 23) 10) —
Prior service cost (credit) arising during period — — — —
Recognition of prior years' service credit 31 — 10 —
Foreign exchange adjustment N/A — N/A —
Total recognized in other comprehensive (income) loss (before tax effects) $ 41 $ (14) $ 25) $ 1)
Amounts expected to be recognized in net periodic benefit
cost (income) in 2016 (before tax effects) Pension Benefits Healthcare Benefits
(in millions) Domestic Foreign Domestic Foreign
L oss recognition $ 69 $ 20 $ 8 3 —
Prior service (credit) recognition — — (10) —
Domestic Foreign Plans with obligations in ) )
(in millions) 2015 2014 2015 2014 excess of plan assets Domestic Foreign
Pension benefits: (in miIIions) 2015 2014 2015 2014
Prepaid benefit cost $ 724 $708 § 3% — Projected benefit obligation $ 233 $ 227 $ 132 $ 392
Accrued benefit cost (212) (226) (136) (180) Accumulated benefit obligation 233 225 115 375
Total pension benefits $ 512 $ 482 $ (133) $ (180) Fair value of plan assets 20 — 79 313
Healthcare benefits:
Accrued benefit cost $ 92)$(117) $§ DS (8

Total healthcare benefits $ 92)%$(117) $ DS (8

For information on pension assumptions see “ Critical
accounting estimates.”

The accumulated benefit obligation for all defined
benefit plans was $5.2 hillion at Dec. 31, 2015 and
$5.4 hillion at Dec. 31, 2014.
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Assumed healthcare cost trend - Domestic post-
retirement healthcare benefits

The assumed healthcare cost trend rate used in
determining benefit expense for 2016 is 6.50%
decreasing to 4.75% in 2022. This projection is based
on various economic models that forecast a
decreasing growth rate of healthcare expenses over
time. The underlying assumption is that healthcare
expense growth cannot outpace gross national

product (“GNP") growth indefinitely, and over time a
lower equilibrium growth rate will be achieved.
Further, the growth rate assumed in 2022 bears a
reasonabl e relationship to the discount rate.

An increase in the healthcare cost trend rate of one
percentage point for each year would increase the
accumulated post-retirement benefit obligation by
$12 million, or 6%, and the sum of the service and
interest costs by $1 million, or 7%. Conversdly, a
decrease in this rate of one percentage point for each
year would decrease the benefit obligation by $10
million, or 6%, and the sum of the service and interest
costs by $1 million, or 6%.

Assumed healthcare cost trend - Foreign post-
retirement healthcare benefits

An increase in the healthcare cost trend rate of one
percentage point for each year would increase the
accumulated post-retirement benefit obligation by
less than $1 million and the sum of the service and
interest costs by less than $1 million. Conversely, a
decrease in this rate of one percentage point for each
year would decrease the benefit obligation by less
than $1 million and the sum of the service and
interest costs by less than $1 million.

The following benefit payments for BNY Méellon's
pension and healthcare plans, which reflect expected
future service as appropriate, are expected to be paid:

Expected benefit payments

(in millions) Domestic Foreign

Pension benefits:

Year 2016 $ 252 3 16
2017 267 15
2018 254 17
2019 250 17
2020 253 20
2021-2025 1,275 116

Total pension benefits $ 2551 $ 201

Healthcare benefits:

Year 2016 $ 14 3 —
2017 14 —
2018 14 —
2019 14 —
2020 14 —
2021-2025 62 1

Total healthcare benefits $ 132 $ 1

Plan contributions

BNY Mellon expects to make cash contributions to
fund its defined benefit pension plansin 2016 of $22
million for the domestic plans and $22 million for the
foreign plans.

BNY Mellon expects to make cash contributions to
fund its post-retirement healthcare plansin 2016 of
$14 million for the domestic plans and less than $1
million for the foreign plans.

Investment strategy and asset allocation

BNY Meéllon isresponsible for the administration of
various employee pension and healthcare post-
retirement benefits plans, both domestically and
internationally. The domestic plans are administered
by BNY Mellon’s Benefits Administration
Committee, a named fiduciary. Subject to the
following, at all relevant times, BNY Mellon’s
Benefits Investment Committee, another named
fiduciary to the domestic plans, is responsible for the
investment of plan assets. The Benefits Investment
Committee's responsibilities include the investment
of al domestic defined benefit plan assets, aswell as
the determination of investment options offered to
participantsin all domestic defined contribution
plans. The Benefits Investment Committee conducts
periodic reviews of investment performance, asset
allocation and investment manager suitability. In
addition, the Benefits Investment Committee has
oversight of the Regional Governance Committees
for the foreign defined benefit plans.
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Our investment objective for U.S. and foreign plansis
to maximize total return while maintaining a broadly
diversified portfolio for the primary purpose of
satisfying obligations for future benefit payments.

Equities are the main holding of the plans.
Alternative investments (including private equities)
and fixed income securities provide diversification
and, in certain cases, lower the volatility of returns.
In general, equity securities and alternative
investments within any domestic plan’s portfolio can
be maintained in the range of 30% to 70% of total
plan assets, fixed-income securities can range from
20% to 50% of plan assets and cash equivalents can
be held in amounts ranging from 0% to 5% of plan
assets. Actual asset allocation within the approved
ranges varies from time to time based on economic
conditions (both current and forecast) and the advice
of professional advisors.

Our pension assets were invested as follows at Dec.
31, 2015 and 2014:

Asset allocations Domestic Foreign
2015 2014 2015 2014
Equities 63% 63% 57%  56%
Fixed income 31 31 34 36
Private equities 1 2 — —
Alternative investment 3 3 3 2
Readl estate — — 5 5
Cash 2 1 1 1
Total pension benefits 100% 100%  100% 100%

Our pension plans did not hold any shares of The
Bank of New York Mellon Corporation common
stock at Dec. 31, 2015 and 2014. Assets of the U.S.
post-retirement healthcare plan areinvested in an
insurance contract.

Fair value measurement of plan assets

In accordance with ASC 715, BNY Mellon has
established athree-level hierarchy for fair value
measurements of its pension plan assets based upon
the transparency of inputs to the valuation of an asset
as of the measurement date. The valuation hierarchy
is consistent with guidance in ASC 820 which is
detailed in Note 20 of the Notes to Consolidated
Financial Statements.

The following is a description of the valuation
methodol ogies used for assets measured at fair value,
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aswell asthe general classification of such assets
pursuant to the valuation hierarchy.

Cash and currency

This category consists primarily of foreign currency
balances and isincluded in Level 1 of the valuation
hierarchy. Foreign currency is transated monthly
based on current exchange rates.

Common and preferred stock, exchange traded funds
and equity funds

These investments include equities, exchange traded
funds and equity funds and are valued at the closing
price reported in the active market in which the

individual securities aretraded, if available. Where
there are no readily available market quotations, we
determine fair value primarily based on pricing

sources with reasonable levels of price transparency.

Collective trust funds

Collective trust funds include commingled and U.S.
equity funds that have no readily available market
guotations. The fair value of the funds are based on
the securitiesin the portfolio, which typically are the
amount that the fund might reasonably expect to
receive for the securities upon asale. These funds are
valued using observable inputs on either adaily or
monthly basis. Collective trust funds are included as
Level 2 of the valuation hierarchy.

Fixed income investments

Fixed income investmentsinclude U.S. Treasury
securities, U.S. Government agencies, sovereign
government obligations, U.S. corporate bonds and
foreign corporate debt funds. U.S. Treasury securities
are valued at the closing price reported in the active
market in which the individual security istraded and
included as Level 1 of the valuation hierarchy. U.S.
Government agencies, sovereign government
obligations, U.S. corporate bonds and foreign
corporate debt funds are valued based on quoted
prices for comparable securities with similar yields
and credit ratings. When quoted prices are not
available for identical or similar bonds, the bonds are
valued using discounted cash flows that maximize
observable inputs, such as current yields of similar
instruments, but includes adjustments for certain risks
that may not be observable, such as credit and
liquidity risks. U.S. Government agencies, sovereign
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government obligations, U.S. corporate bonds and
foreign corporate debt funds are primarily included as
Level 2 of the valuation hierarchy with asmall
portion of U.S. corporate debt fundsincluded as
Level 1.

Other assets measured at NAV

Other assets measured at NAV include venture capital
investments and partnership interests, funds of funds,
property funds and other funds. There are no readily
available market quotations for these funds. The fair
value of the venture capital investmentsis based on
the pension plan’s ownership percentage of the fair
value of the underlying funds as provided by the fund
managers. These funds are typically valued on a
quarterly basis. The pension plan’s venture capital
investments and partnership interests are valued at
NAV asapractical expedient for fair value. Thefair
value of the funds of fundsis based on NAV's of the
funds in the portfolio, which reflects the value of the
underlying securities. The fair value of the
underlying securities is typically the amount that the
fund might reasonably expect to receive upon selling
those hard to value or illiquid securities within the
portfolios.

The following tables present the fair value of each
major category of plan assets as of Dec. 31, 2015 and
Dec. 31, 2014, by captions and by ASC 820 valuation
hierarchy. There were no transfers between Level 1
and Level 2.

Plan assets measured at fair value on a recurring basis—
domestic plans at Dec. 31, 2015

Total
L fair
(in millions) Level1 Level2 Level 3 vaue
Common and preferred stock:
U.S. equity $1473 8§ — $ — $1473
Non-U.S. equity 132 — — 132
Collective trust funds:
Commingled — 318 — 318
U.S. equity — 1,181 — 1,181
Fixed income:
U.S. Treasury securities 450 — — 450
U.S. Government agencies — 20 — 20
Sovereign government
obligations — 71 — 71
U.S. corporate bonds — 726 — 726
Other — 39 — 39
Exchange traded funds 60 — — 60
Other assets measured at NAV 213
Total domestic plan assets, at
fair value $ 2,115 $2361 $§ — $ 4,689

Plan assets measured at fair value on a recurring basis—
foreign plans at Dec. 31, 2015

L Total fair
(in millions) Level 1 Level 2 Level 3 value
Equity funds $ 375 8% 1638 — $§ 538
Sovereign/government

obligation funds 52 84 — 136
Corporate debt funds — 158 19 177
Cash and currency 5 — — 5
Other assets measured at NAV 80

Total foreign plan assets, at
fair value $ 4328 4058 19 % 936
Plan assets measured at fair value on a recurring basis—
domestic plans at Dec. 31, 2014

L Total fair
(in millions) Level 1 Level 2 Level 3 value
Common and preferred stock:

U.S. equity $1468 8 — $ — $ 1468
Non-U.S. equity 132 — — 132
Collective trust funds:
Commingled — 342 — 342
U.S. equity — 134 — 1,344
Fixed income:
U.S. Treasury securities 438 — — 438
U.S. Government agencies — 59 — 59
Sovereign government
obligations — 91 — 91
U.S. corporate bonds — 724 — 724
Other — 32 — 32
Exchange traded funds 70 — — 70
Other assets measured at NAV 242
Total domestic plan assets, at
fair value $2108 $2592 $ — $ 4942
Plan assets measured at fair value on a recurring basis—
foreign plans at Dec. 31, 2014

S Totd fair
(in millions) Level1 Level 2 Level 3 value
Equity funds $ 432 $ 125 — $ 557
Sovereign/government

obligation funds 75 130 — 205
Corporate debt funds 60 74 20 154
Cash and currency 13 — — 13
Other assets measured at NAV 68
Total foreign plan assets, at fair

value $ 580 $ 329 20% 997

BNY Mellon 191



Notes to Consolidated Financial Statements (continued)

Changes in Level 3 fair value measurements

Thetable below includes aroll forward of the plan
assets for the years ended Dec. 31, 2015 and 2014
(including the change in fair value), for financial
instruments classified in Level 3 of the valuation
hierarchy.

Fair value measurements using significant unobservable
inputs—foreign plans—for the year ended Dec. 31, 2015

Corporate

(in millions) debt funds
Fair value at Dec. 31, 2014 $ 20
Transfersinto Level 3 —
Total gainsor (losses) included in earnings (or
changes in net assets) (1)

Fair value at Dec. 31, 2015 $ 19
Change in unrealized gains or (losses) for the

period included in earnings (or changes in net

assets) for assets held at the end of the reporting

period $ (1)

Fair value measurements using significant unobservable
inputs—foreign plans—for the year ended Dec. 31, 2014

L Corporate
(in millions) debt funds
Fair value at Dec. 31, 2013 $ 19

Transfersinto Level 3 —

Total gainsor (losses) included in earnings (or
changes in net assets) 1

Fair value at Dec. 31, 2014 $ 20
Changein unrealized gains or (losses) for the

period included in earnings (or changes in net

assets) for assets held at the end of the reporting

period $ 1

Assets valued using net asset value per share

BNY Méllon had pension and post-retirement plan
assetsinvested in venture capital and partnership
interests, funds of funds, property funds and other
contracts valued using NAV. The fund of funds
investments are redeemable at NAV under agreements
with the fund of funds managers.

Assets valued using NAV—Dec. 31, 2015

Redempti
(dollar amounts Fair Unfunded Redemption enr],%tli%g
in millions) value commitments  frequency period
Venture capital and
artnershi
Funds of funds (b) 177 — Monthly ~ 30-45 days
Daily-
Property funds (c) 49 — Quarterly 0-90 days
Other contracts (d) 7 — N/A N/A
Tota $ 293 § 8
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Assets valued using NAV—Dec. 31, 2014

Redemption

(dollar amounts Fair Unfunded Redemption n%tlice
in millions) value commitments  frequency period
Venture capital and

partnership

interests (a) $159 $ 11 N/A N/A
Funds of funds (b) 151 — Monthly  30-45 days

Total $ 310 $ 11

(a) Venture capital and partnership interests do not have redemption
rights. Distributions from such funds will be received as the
underlying investments are liquidated.

(b)  Funds of funds include multi-strategy hedge funds that utilize
investment strategies that invest over both long-term investment and
short-term investment horizons.

(c) Property funds include funds invested in regional real estate
vehicles that hold direct interest in real estate properties.

(d) Other contracts include assets invested in pooled accounts at
insurance companies that are privately valued by the asset manager.

Defined contribution plans

BNY Mellon sponsors defined contribution plansin
the U.S. and in certain non-U.S. locations, al of
which are administered in accordance with local laws.
The most significant defined contribution planis The
Bank of New York Mellon Corporation 401(k)
Savings Plan sponsored by the Company in the U.S
and covers substantialy all U.S. employees.

Under The Bank of New York Mellon Corporation
401(k) Savings Plan, the Company matched 100% of
the first 4% of an employee’s eligible base pay plus
50% of the next 2% of eligible pay contributed by the
participant for a maximum matching contribution of
5% for 2015, 2014 and 2013, subject to statutory
limits.

The U.S. qudified and nonqualified defined benefit
plans were closed to new participants effective Dec.
31, 2010, at which time an annua non-elective
contribution equal to 2% of eligible base pay was
added to The Bank of New York Mellon Corporation
401(k) Savings Plan. For 2014 and 2013, employees
who were hired on or after Jan. 1, 2010 and were not
eligible to earn benefitsin The Bank of New York
Mellon Corporation Pension Plan received the annual
non-elective contribution.

On Jan. 29, 2015, the board of directors approved an
amendment to freeze benefit accruals under the U.S.
qualified and nonqualified defined benefit plans
effective June 30, 2015. Employees, who were hired
before Jan. 1, 2010 and were eligible to earn benefits
in the pension plan prior to freezing the benefit
accrual, received the non-elective contribution
starting July 1, 2015. All Company contributions are
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invested according to participants’ individual
elections.

At Dec. 31, 2015 and Dec. 31, 2014, The Bank of
New York Mellon Corporation 401(k) Savings Plan
owned 15.6 million and 16.7 million shares of our
common stock, respectively. The fair value of total
assets was $5.2 billion at Dec. 31, 2015 and $5.3
billion at Dec. 31, 2014. We recorded expense of
$209 million in 2015, $198 million in 2014 and $192
million in 2013 primarily for contributions to our
defined contribution plans.

We also have an Employee Stock Ownership Plan
(“ESOP") covering certain domestic full-time
employees hired on or before July 1, 2008. The
ESOP works in conjunction with the defined benefit
pension plan. Employees are entitled to the higher of
their benefit under the ESOP or such defined benefit
pension plan at retirement. Benefits payable under
the defined benefit pension plan are offset by the
equivalent value of benefits earned under the ESOP.

At Dec. 31, 2015 and Dec. 31, 2014, the ESOP
owned 6.0 million and 6.4 million shares of our
common stock, respectively. The fair value of total
ESOP assets was $251 million at Dec. 31, 2015 and
$263 million at Dec. 31, 2014. The ESOP was
amended effective June 30, 2015 to discontinue the
ability of the Company to make contributions to the
ESOP. There were no contributionsto the ESOPin
2015, 2014 or 2013.

The Benefits Investment Committee appointed
Fiduciary Counselors, Inc. to serve asthe
independent fiduciary to (i) make certain fiduciary
decisions related to the continued prudence of
offering the common stock of BNY Mellon or its
affiliates as an investment option under the plans
other than with respect to plan sponsor decisions, and
(ii) select and monitor any managed investments
(active or passive, including mutual funds) of BNY
Mellon or its affiliates to be offered to participants as
investment options under the plans.

Note 19 - Company financial information
(Parent Corporation)

Our bank subsidiaries are subject to dividend
limitations under the Federal Reserve Act, aswell as
national and state banking laws. Under these statutes,
prior regulatory consent is required for dividendsin
any year that would exceed the bank’s net profits for

such year combined with retained net profits for the
prior two years. Additionally, such bank subsidiaries
may not declare dividends in excess of net profits on
hand, as defined, after deducting the amount by
which the principal amount of al loans, on which
interest is past due for a period of six months or more,
exceeds the allowance for credit |osses.

The payment of dividends also islimited by
minimum capital requirements imposed on banks. As
of Dec. 31, 2015, BNY Meéellon’s bank subsidiaries
exceeded these minimum requirements.

Subsequent to Dec. 31, 2015, our bank subsidiaries
could declare dividends to the Parent of
approximately $3.1 billion without the need for a
regulatory waiver. In addition, at Dec. 31, 2015, non-
bank subsidiaries of the Parent had liquid assets of
approximately $1.3 billion.

The bank subsidiaries declared dividends of $182
million in 2015, $809 million in 2014 and $1.0 billion
in 2013. The Federa Reserve and the OCC have
issued additional guidelines that require bank holding
companies and national banks to continually evaluate
the level of cash dividendsin relation to their
respective operating income, capital needs, asset
quality and overall financial condition.

The Federal Reserve policy with respect to the
payment of cash dividends by bank holding
companies provides that, as a matter of prudent
banking, a bank holding company should not
maintain arate of cash dividends unlessits net
income available to common shareholders has been
sufficient to fully fund the dividends, and the
prospective rate of earnings retention appears to be
consistent with the holding company’s capital needs,
asset quality and overall financia condition. The
Federal Reserve can also prohibit adividend if
payment would constitute an unsafe or unsound
banking practice. Any increasein BNY Méellon's
ongoing quarterly dividends would require approval
from the Federal Reserve. The Federal Reserve's
current guidance provides that, for large bank holding
companies like us, dividend payout ratios exceeding
30% of projected after-tax net income will receive
particularly close scrutiny.

The Federal Reserve requires U.S. bank holding
companies with total consolidated assets of $50
billion or more, like BNY Mellon, to submit annual
capital plansfor review. The Federal Reserve will
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evaluate the bank holding companies' capital
adequacy, internal capital adequacy assessment
processes, and their plans to make capital
distributions, such as dividend payments or stock
repurchases.

BNY Meéllon and other affected BHCs may pay
dividends, repurchase stock, and make other capital
distributions only in accordance with a capital plan
that has been reviewed by the Federal Reserve and as
to which the Federal Reserve has not objected. The
Federal Reserve may object to a capital plan if the
plan does not show that the covered BHC will meet,
for each quarter throughout the nine-quarter planning
horizon covered by the capital plan, al minimum
regulatory capital ratios under applicable capital rules
asin effect for that quarter on a pro forma basis under
the base case and stressed scenarios (including a
severely adverse scenario provided by the Federal
Reserve). The capital plan rules also stipulate that a
covered BHC may not make a capital distribution
unless after giving effect to the distribution it will
meet al minimum regulatory capital ratios. As part
of this process, BNY Mellon also provides the
Federal Reserve with estimates of the composition
and levels of regulatory capital, risk-weighted assets
and other measures under Basel |11 under an
identified scenario. In March 2015, BNY Mellon
received confirmation that the Federal Reserve did
not object to our 2015 capital plan. The board of
directors subsequently approved the repurchase of up
to $3.1 billion worth of common stock for afive-
guarter period beginning in the second quarter of
2015 and continuing through the second quarter of
2016, including employee benefit plan repurchases.
Of the $3.1 billion authorization, common stock
repurchases of $700 million were contingent on a
prior issuance of $1 billion of qualifying preferred
stock, which issuance was completed in April 2015.

The Federal Reserve Act limits and requires collateral

for extensions of credit by our insured subsidiary
banksto BNY Mellon and certain of its non-bank
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affiliates. Also, there are restrictions on the amounts
of investments by such banks in stock and other
securities of BNY Mellon and such affiliates, and
restrictions on the acceptance of their securities as
collateral for loans by such banks. Extensions of
credit by the banks to each of our affiliates are limited
to 10% of such bank’s regulatory capital, and in the
aggregate for BNY Mellon and all such affiliates to
20%, and collateral must be between 100% and 130%
of the amount of the credit, depending on the type of
collateral.

Our insured subsidiary banks are required to maintain
reserve balances with Federal Reserve Banks under
the Federal Reserve Act and Regulation D. Required
balances averaged $6.5 billion and $6.3 billion for the
years 2015 and 2014, respectively.

In the event of impairment of the capital stock of one
of the Parent’s national banks or The Bank of New
York Mellon, the Parent, as the banks' stockholder,
could be required to pay such deficiency.

The Parent guarantees the debt issued by Mellon
Funding Corporation, awholly-owned financing
subsidiary of the Company. The Parent also
guarantees committed and uncommitted lines of
credit of Pershing LLC and Pershing Limited
subsidiaries. The Parent guarantees described above
are full and unconditional and contain the standard
provisions relating to parent guarantees of subsidiary
debt. Additionally, the Parent guarantees or
indemnifies obligations of its consolidated
subsidiaries as needed. Generally, there are no stated
notional amounts included in these indemnifications
and the contingencies triggering the obligation for
indemnification are not expected to occur. Asa
result, we are unable to develop an estimate of the
maximum payout under these indemnifications.
However, we believe the possibility isremote that we
will have to make any material payment under these
guarantees and indemnifications.
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The Parent’s condensed financial statements are as
follows;

Condensed Income Statement—The Bank of New
York Mellon Corporation (Parent Corporation)

Y ear ended Dec. 31,

(in millions) 2015 2014 2013
Dividends from bank subsidiaries $ 145 $ 775 $ 1,010
Dividends from nonbank subsidiaries 207 44 210
Interest revenue from bank subsidiaries 68 67 60
Interest revenue from nonbank
subsidiaries 91 98 101
Gain on securities held for sale 3 1 32
Other revenue 25 24 26
Total revenue 539 1,009 1,439
Interest (including, $69, $62, $50, to
subsidiaries, respectively) 288 257 245
Other expense 64 71 94
Total expense 352 328 339

Income before income taxes and equity
in undistributed net income of

subsidiaries 187 681 1,100
Provision (benefit) for income taxes 98) (155) (93)
Equity in undistributed net income:

Bank subsidiaries 2,004 910 184

Nonbank subsidiaries 869 821 727
Net income 3,158 2,567 2,104
Preferred stock dividends (105) (73) (64)

Net income applicable to common
shareholders of The Bank of New York

Mellon Corporation $ 3,053 $ 2494 $ 2,040

Condensed Balance Sheet—The Bank of New
York Mellon Corporation (Parent Corporation)

Dec. 31,

(in millions) 2015 2014
Assets:
Cash and due from banks $ 9383 $ 7517
Securities 26 30
Loans, net of alowance 20 76
Investment in and advances to subsidiaries and

associated companies:

Banks 30,156 28,600
Other 27,405 26,471

Subtotal 57,561 55,071
Corporate-owned life insurance 728 712
Other assets 1,509 1,361

Total assets $ 69,227 $ 64,767
Liabilities:
Deferred compensation $ 473 $ 501
Affiliate borrowings 8,243 6,120
Other liabilities 1,623 1,194
Long-term debt 20,851 19,511

Totd liabilities 31,190 27,326
Shareholders’ equity 38,037 37,441

Totdl liabilities and shareholders’ equity $ 69,227 $ 64,767

Condensed Statement of Cash Flows—The Bank
of New York Mellon Corporation (Parent
Corporation)

Y ear ended Dec. 31,

(in millions) 2015 2014 2013
Operating activities:
Net income $ 3,158 $ 2567 $ 2,104

Adjustments to reconcile net income to net
cash provided by/ (used in) operating

activities:
Amortization — — 1
Equity in undistributed net (income) of
subsidiaries (2,873) (1,731)  (911)
Change in accrued interest receivable “) 23 21
Change in accrued interest payable 15 18 (5)
Change in taxes payable (a) 132 91 63
Other, net 66 2 (22)
Net cash provided by operating
activities 494 970 1,251
Investing activities:
Proceeds from sales of securities 3 7 67
Changein loans 56 (57) (6)
Acquisitions of, investmentsin, and
advances to subsidiaries (358) (1603) 722
Other, net 14 107 11
Net cash (used in) provided by
investing activities (285) (1,546) 794
Financing activities:
Net change in commercial paper — 96) (242
Proceeds from issuance of long-term debt 4,986 4,686 3,892
Repayments of long-term debt (3,650) (4,071) (2,023)
Change in advances from subsidiaries 2,123 2,704 78
I ssuance of common stock 352 396 288
Treasury stock acquired (2,355) (1,669) (1,026)
Issuance of preferred stock 990 — 494
Cash dividends paid (865) (833) (749
Tax benefit realized on share based
payment awards 76 17 15
Net cash provided by financing
activities 1,657 1,134 732
Change in cash and due from banks 1,866 558 2,777
Cash and due from banks at beginning of
year 7,517 6,959 4,182

Cash and due from banks at end of year $ 9,383 $ 7,517 $ 6,959
Supplemental disclosures

Interest paid $ 302 $ 275 % 241
Income taxes paid 158 946 94
Income taxes refunded 103 54 14

(a) Includes payments received from subsidiaries for taxes of $24
million in 2015, $452 million in 2014 and $192 million in 2013.

Note 20 - Fair value measurement

Fair value is defined as the price that would be
received to sell an asset, or paid to transfer aliability,
in an orderly transaction between market participants
at the measurement date. A three-level hierarchy for
fair value measurementsis utilized based upon the
transparency of inputsto the valuation of an asset or
liability as of the measurement date. BNY Mellon's
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own creditworthiness is considered when valuing
liabilities.

Fair value focuses on exit pricein an orderly
transaction (that is, not aforced liquidation or
distressed sale) between market participants at the
measurement date under current market conditions.

If there has been a significant decrease in the volume
and level of activity for the asset or liability, a change
in valuation technique or the use of multiple valuation
techniques may be appropriate. In such instances,
determining the price at which willing market
participants would transact at the measurement date
under current market conditions depends on the facts
and circumstances and requires the use of significant
judgment. The objective isto determine from
weighted indicators of fair value a reasonabl e point
within the range that is most representative of fair
value under current market conditions.

Determination of fair value

We have established processes for determining fair
values. Fair value is based upon quoted market prices
in active markets, where available. For financid
instruments where guotes from recent exchange
transactions are not available, we determine fair value
based on discounted cash flow analysis, comparison
to similar instruments, and the use of financial
models. Discounted cash flow analysisis dependent
upon estimated future cash flows and the level of
interest rates. Model-based pricing uses inputs of
observable prices, where available, for interest rates,
foreign exchange rates, option volatilities and other
factors. Models are benchmarked and validated by an
independent internal risk management function. Our
valuation process takes into consideration factors
such as counterparty credit quality, liquidity,
concentration concerns, and observability of model
parameters. Valuation adjustments may be made to
ensure that financial instruments are recorded at fair
value.

Most derivative contracts are valued using internally
developed models which are calibrated to observable
market data and employ standard market pricing
theory for their valuations. An initial “risk-neutral”
valuation is performed on each position assuming
time-discounting based on an AA credit curve. Then,
to arrive at afair value that incorporates counter-party
credit risk, a credit adjustment is made to these results
by discounting each trade’s expected exposures to the
counterparty using the counterparty’s credit spreads,
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asimplied by the credit default swap market. We also
adjust expected liabilities to the counterparty using
BNY Meéllon's own credit spreads, asimplied by the
credit default swap market. Accordingly, the
valuation of our derivative position is sensitive to the
current changes in our own credit spreads as well as
those of our counterparties.

In certain cases, recent prices may not be observable
for instruments that trade in inactive or less active
markets. Upon evaluating the uncertainty in valuing
financial instruments subject to liquidity issues, we
make an adjustment to their value. The determination
of the liquidity adjustment includes the availability of
external quotes, the time since the latest available
guote and the price volatility of the instrument.

Certain parameters in some financial models are not
directly observable and, therefore, are based on
management’s estimates and judgments. These
financial instruments are normally traded less
actively. We apply valuation adjustments to mitigate
the possibility of error and revision in the model
based estimate value. Examples include products
where parameters such as correlation and recovery
rates are unobservable.

The methods described above for instruments that
trade in inactive or less active markets may produce a
current fair value calculation that may not be
indicative of net realizable value or reflective of
future fair values. We believe our methods of
determining fair value are appropriate and consistent
with other market participants. However, the use of
different methodol ogies or different assumptions to
value certain financial instruments could result in a
different estimate of fair value.

Valuation hierarchy

A three-level valuation hierarchy is used for
disclosure of fair value measurements based upon the
transparency of inputs to the valuation of an asset or
liability as of the measurement date. Thethreelevels
are described below.

Level 1: Inputs to the valuation methodology are
guoted prices (unadjusted) for identical assets or
liabilitiesin active markets. Level 1 assetsand
liabilities include certain debt and equity securities,
derivative financial instruments actively traded on
exchanges and U.S. Treasury securitiesthat are
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actively traded in highly liquid over-the-counter
markets.

Level 2: Observable inputs other than Level 1 prices,
for example, quoted prices for similar assets and
liabilities in active markets, quoted prices for
identical or similar assets or liabilities in markets that
are not active, and inputs that are observable or can
be corroborated, either directly or indirectly, for
substantially the full term of the financial instrument.
Level 2 assets and liabilities include debt instruments
that are traded less frequently than exchange-traded
securities and derivative instruments whose model
inputs are observable in the market or can be
corroborated by market-observable data. Examples
in this category are agency and non-agency
mortgage-backed securities, corporate debt securities
and over-the-counter derivative contracts.

Level 3: Inputs to the valuation methodology are
unobservable and significant to the fair value
measurement. Examplesin this category include
certain private equity investments, derivative
contracts that are highly structured or long-dated, and
interestsin certain securitized financial assets.

A financia instrument’s categorization within the
valuation hierarchy is based upon the lowest level of

input that is significant to the fair value measurement.

Following is adescription of the valuation
methodol ogies used for instruments measured at fair
value, aswell asthe general classification of such
instruments pursuant to the valuation hierarchy.

Securities

Where quoted prices are available in an active
market, we classify the securities within Level 1 of
the valuation hierarchy. Securitiesinclude both long
and short positions. Level 1 securitiesinclude highly
liquid government bonds, money market funds,
foreign covered bonds and exchange-traded equities.

If quoted market prices are not available, we estimate
fair values using pricing models, quoted prices of
securities with similar characteristics or discounted
cash flows. Examples of such instruments, which
would generally be classified within Level 2 of the
valuation hierarchy, include agency and non-agency
mortgage-backed securities, state and political
subdivisions, commercial mortgage-backed

securities, sovereign debt, corporate bonds and
foreign covered bonds.

For securities where quotes from recent transactions
are not available for identical securities, we determine
fair value primarily based on pricing sources with
reasonable levels of price transparency that employ
financial models or obtain comparison to similar
instrumentsto arrive at “consensus’ prices.

Specifically, the pricing sources obtain recent
transactions for similar types of securities (e.g.,
vintage, position in the securitization structure) and
ascertain variables such as discount rate and speed of
prepayment for the types of transaction and apply
such variables to similar types of bonds. We view
these as observable transactions in the current
marketplace and classify such securitiesas Level 2.
Pricing sources discontinue pricing any specific
security whenever they determine there is insufficient
observable data to provide a good faith opinion on
price.

In addition, we have significant investments in more
actively traded agency RMBS and other types of
securities such as sovereign debt. The pricing sources
derive the prices for these securities largely from
guotes they obtain from three major inter-dealer
brokers. The pricing sources receive their daily
observed trade price and other information feeds from
the inter-dealer brokers.

For securities with bond insurance, the financial
strength of the insurance provider is analyzed and that
information isincluded in the fair value assessment
for such securities.

In certain cases where there is limited activity or less
transparency around inputs to the valuation, we
classify those securitiesin Level 3 of the valuation
hierarchy. Securities classified within Level 3 may
include securities of state and political subdivisions
and distressed debt securities.

At Dec. 31, 2015, all of our securities were valued by
pricing sources with reasonable levels of price
transparency. We have no instruments included in
Level 3 of the valuation hierarchy.

Consolidated collateralized loan obligations

BNY Meéllon values assets in consolidated CLOs
using observable market prices observed from the
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secondary loan market. The returnsto the note
holders are solely dependent on the assets and
accordingly equal the value of those assets. Based on
the structure of the CLOs, the valuation of the assets
is attributable to the note holders. Changesin the
values of assets and liabilities are reflected in the
income statement as investment and other income and
interest of investment management fund note holders,
respectively. Assetsin consolidated CLOs are
generally classified within Level 2 of the valuation
hierarchy.

Derivatives

We classify exchange-traded derivatives valued using
guoted pricesin Level 1 of the valuation hierarchy.
Examples include exchange-traded equity and foreign
exchange options. Since few other classes of
derivative contracts are listed on an exchange, most
of our derivative positions are valued using internally
developed models that use as their basis readily
observable market parameters, and we classify them
in Level 2 of the valuation hierarchy. Such
derivatives include swaps and options, foreign
exchange spot and forward contracts and credit
default swaps.

Derivatives valued using models with significant
unobservable market parameters in markets that lack
two-way flow are classified in Level 3 of the
valuation hierarchy. Examplesinclude long-dated
swaps and options, where parameters may be
unobservable for longer maturities; and certain highly
structured products, where correlation risk is
unobservable. As of Dec. 31, 2015 we have no Level
3 derivatives. Additional disclosures of derivative
instruments are provided in Note 23 of the Notesto
Consolidated Financial Statements.

Loans and unfunded lending-related commitments

Where quoted market prices are not available, we
generally base the fair value of loans and unfunded
lending-related commitments on observable market
prices of similar instruments, including bonds, credit
derivatives and loans with similar characteristics. If
observable market prices are not available, we base
the fair value on estimated cash flows adjusted for
credit risk which are discounted using an interest rate
appropriate for the maturity of the applicable loans or
the unfunded lending-related commitments.
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Unrealized gains and losses, if any, on unfunded
lending-related commitments carried at fair value are
classified in other assets and other liabilities,
respectively. Loans and unfunded lending-related
commitments carried at fair value are generally
classified within Level 2 of the valuation hierarchy.

Seed capital

In our Investment Management business, we manage
investment assets, including equities, fixed income,
money market and alternative investment funds for
ingtitutions and other investors. As part of that
activity, we make seed capital investmentsin certain
funds. Seed capital isincluded in other assets. When
applicable, we value seed capital based on the
published NAV of the fund.

For other types of investmentsin funds, we consider
all of the rights and obligations inherent in our
ownership interest, including the reported NAV as
well as other factors that affect the fair value of our
interest in the fund.

Certain interests in securitizations

For certain interests in securitizations that are
classified in securities avail able-for-sale, trading
assets and long-term debt, we use discounted cash
flow models, which generally include assumptions of
projected finance charges related to the securitized
assets, estimated net credit losses, prepayment
assumptions and estimates of payments to third-party
investors. When available, we compare our fair value
estimates and assumptions to market activity and to
the actual results of the securitized portfalio.

Private equity investments

Our Other segment includes holdings of nonpublic
private equity investments through funds managed by
third-party investment managers. We value private
equity investmentsinitially based upon the
transaction price, which we subsequently adjust to
reflect expected exit values as evidenced by financing
and sale transactions with third parties or through
ongoing reviews by the investment managers.

Private equity investments also include publicly held
equity investments, generally obtained through the
initial public offering of privately held equity
investments. These equity investments are often held
in a partnership structure. Publicly held investments
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are marked-to-market at the quoted public value less
adjustments for regulatory or contractual sales
restrictions or adjustments to reflect the difficulty in
selling a partnership interest.

Discounts for restrictions are quantified by analyzing
the length of the restriction period and the volatility
of the equity security. Publicly held private equity
investments are primarily classified in Level 2 of the
valuation hierarchy.

The following tables present the financial instruments
carried at fair value at Dec. 31, 2015 and Dec. 31,
2014, by caption on the consolidated balance sheet
and by valuation hierarchy (as described above). We
have included credit ratings information in certain of
the tables because the information indicates the
degree of credit risk to which we are exposed, and
significant changesin ratings classifications could
result in increased risk for us. There were no material
transfers between Level 1 and Level 2 during 2015.

Assets measured at fair value on a recurring basis at Dec. 31, 2015

o ] Total carrying
(dollar amounts in millions) Level 1 Level 2 Level 3 Netting (a) value
Available-for-sale securities:
U.S. Treasury $ 12832 $ — 8 — — % 12,832
U.S. Government agencies — 387 — — 387
Sovereign debt/sovereign guaranteed 35 13,182 — — 13,217
State and political subdivisions (b) — 4,046 — — 4,046
Agency RMBS — 23,501 — — 23,501
Non-agency RMBS — 793 — — 793
Other RMBS — 1,061 — — 1,061
Commercial MBS — 1,392 — — 1,392
Agency commercial MBS — 4,020 — — 4,020
Asset-backed CLOs — 2,351 — — 2,351
Other asset-backed securities — 2,893 — — 2,893
Equity securities 4 — — — 4
Money market funds (b) 886 — — — 886
Corporate bonds — 1,752 — — 1,752
Other debt securities — 2,775 — — 2,775
Foreign covered bonds 1,966 202 — — 2,168
Non-agency RMBS (¢) — 1,789 — — 1,789
Total available-for-sale securities 15,723 60,144 — — 75,867
Trading assets:
Debt and equity instruments (b) 1,232 2,167 — — 3,399
Derivative assets not designated as hedging:
Interest rate 10 10,034 — (8,071) 1,973
Foreign exchange — 4,905 — (2,981) 1,924
Equity and other contracts 15 120 — (63) 72
Total derivative assets not designated as hedging 25 15,059 — (11,115) 3,969
Total trading assets 1,257 17,226 — (11,115) 7,368
Loans — 422 — — 422
Other assets:
Derivative assets designated as hedging:
Interest rate — 497 — — 497
Foreign exchange — 219 — — 219
Total derivative assets designated as hedging — 716 — — 716
Other assets (d) 192 62 — — 254
Other assets measured at net asset value 117
Total other assets 192 778 — — 1,087
Subtotal assets of operations at fair value 17,172 78,570 — 11,115) 84,744
Percentage of assets prior to netting 18% 82% —%
Assets of consolidated investment management funds:
Trading assets 455 773 — — 1,228
Other assets 157 16 — — 173
Total assets of consolidated investment management funds 612 789 — — 1,401
Total assets $ 17,784 $ 79,359 § — $ a1,115 s 86,145
Percentage of assets prior to netting 18% 82% —%
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Liabilities measured at fair value on a recurring basis at Dec. 31, 2015

Total carrying

(dollar amounts in millions) Level 1 Level 2 Level 3 Netting (a) value
Trading liabilities:
Debt and equity instruments $ 422 $ 152 % — 8 — $ 574
Derivative liabilities not designated as hedging:
Interest rate 5 9,957 — (8,235) 1,727
Foreign exchange — 4,682 — (2,567) 2,115
Equity and other contracts 5 147 — (67) 85
Total derivative liabilities not designated as hedging 10 14,786 — (10,869) 3,927
Total trading liabilities 432 14,938 — (10,869) 4,501
Long-term debt (b) — 359 — — 359
Other liabilities - derivative liabilities designated as hedging:
Interest rate — 372 — — 372
Foreign exchange — 20 — — 20
Total other liabilities - derivative liabilities designated as hedging — 392 — — 392
Subtotal liabilities of operations at fair value 432 15,689 — (10,869) 5,252
Percentage of liabilities prior to netting 3% 97% —%
Liabilities of consolidated investment management funds:
Trading liabilities — 229 — — 229
Other liabilities 1 16 — — 17
Total liabilities of consolidated investment management funds 1 245 — — 246
Total liabilities $ 433 $ 15934 $ — $ (10,869) $ 5,498
Percentage of liabilities prior to netting 3% 97% —%

(a) ASC 815 permits the netting of derivative receivables and derivative payables under legally enforceable master netting agreements and
permits the netting of cash collateral. Netting is applicable to derivatives not designated as hedging instruments included in trading
assets or trading liabilities, and derivatives designated as hedging instruments included in other assets or other liabilities. Netting is
allocated to the derivative products based on the net fair value of each product.

(b) Includes certain interests in securitizations.

(c) Previously included in the Grantor Trust. The Grantor Trust was dissolved in 2011.

(d) Includes private equity investments and seed capital.
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Assets measured at fair value on a recurring basis at Dec. 31, 2014

Tota carrying

(dollar amounts in millions) Level 1 Level 2 Level 3 Netting (a) value
Available-for-sale securities:
U.S. Treasury $ 19,997 — 8 — 8 — $ 19,997
U.S. Government agencies — 343 — — 343
Sovereign debt/sovereign guaranteed 40 17,244 — — 17,284
State and political subdivisions (b) — 5,236 11 — 5,247
Agency RMBS — 32,600 — — 32,600
Non-agency RMBS — 953 — — 953
Other RMBS — 1,551 — — 1,551
Commercial MBS — 1,959 — — 1,959
Agency commercial MBS — 3,132 — — 3,132
Asset-backed CLOs — 2,130 — — 2,130
Other asset-backed securities — 3,240 — — 3,240
Equity securities 95 — — — 95
Money market funds (b) 763 — — — 763
Corporate bonds — 1,785 — — 1,785
Other debt securities — 2,169 — — 2,169
Foreign covered bonds 2,250 618 — — 2,868
Non-agency RMBS (¢) — 2,214 — — 2,214
Total available-for-sale securities 23,145 75,174 11 — 98,330
Trading assets:
Debt and equity instruments (b) 2,204 2,217 — — 4,421
Derivative assets not designated as hedging:
Interest rate 7 17,137 6 (13,942) 3,208
Foreign exchange — 6,280 — (4,246) 2,034
Equity 96 278 3 (159) 218
Total derivative assets not designated as hedging 103 23,695 9 (18,347) 5,460
Total trading assets 2,307 25,912 9 (18,347) 9,881
Loans — 21 — — 21
Other assets:
Derivative assets designated as hedging:
Interest rate — 477 — — 477
Foreign exchange — 374 — — 374
Total derivative assets designated as hedging — 851 — — 851
Other assets (d)(e) 174 514 35 — 723
Other assets measured at net asset value (e) 342
Tota other assets 174 1,365 35 — 1,916
Subtotal assets of operations at fair value 25,626 102,472 55 (18,347) 110,148
Percentage of assets prior to netting 20% 80% —%
Assets of consolidated investment management funds:
Trading assets 100 8,578 — — 8,678
Other assets 457 147 — — 604
Total assets of consolidated investment management funds 557 8,725 — — 9,282
Total assets $ 26,183 $111,197 $ 55 $ (18,347) $ 119,430

Percentage of assets prior to netting

19%

81%
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Liabilities measured at fair value on a recurring basis at Dec. 31, 2014

- ) Total carrying
(dollar amounts in millions) Level 1 Level 2 Level 3 Netting (a) value
Trading liabilities:
Debt and equity instruments $ 367 $ 294 % — 8 — $ 661
Derivative liabilities not designated as hedging:
Interest rate 3 17,645 6 (14,467) 3,187
Foreign exchange — 6,367 — (3,149) 3,218
Equity and other contracts 47 499 3 (181) 368
Total derivative liabilities not designated as hedging 50 24,511 9 (17,797) 6,773
Total trading liabilities 417 24,805 9 (27,797) 7,434
Long-term debt (b) — 347 — — 347
Other liahilities:
Derivative liabilities designated as hedging:
Interest rate — 385 — — 385
Foreign exchange — 62 — — 62
Total derivative liabilities designated as hedging — 447 — — 447
Other liabilities 4 — — — 4
Total other ligbilities 4 447 — — 451
Subtotal liabilities of operations at fair value 421 25,599 9 (27,797) 8,232
Percentage of liabilities prior to netting 2% 98% —%
Liabilities of consolidated investment management funds:
Trading liabilities — 7,660 — — 7,660
Other liabilities 1 8 — — 9
Total liabilities of consolidated investment management funds 1 7,668 — — 7,669
Total liabilities $ 422 $ 33267 $ 9 $ (17,797 $ 15,901
Percentage of liabilities prior to netting 1% 99% —%

(a) ASC 815 permits the netting of derivative receivables and derivative payables under legally enforceable master netting agreements and
permits the netting of cash collateral. Netting is applicable to derivatives not designated as hedging instruments included in trading
assets or trading liabilities, and derivatives designated as hedging instruments included in other assets or other liabilities. Netting is

allocated to the derivative products based on the net fair value of each product.
(b) Includes certain interests in securitizations.

(c) Previously included in the Grantor Trust. The Grantor Trust was dissolved in 2011.

(d) Includes private equity investments and seed capital.

(e) Other assets measured at fair value at Dec. 31, 2014 were restated to reflect the retrospective application of adopting new disclosure
guidance contained in ASU 2015-07 related to investments in certain entities that use NAV as a practical expedient when measuring fair
value. See Note 2 of the Notes to Consolidated Financial Statements for additional information.
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Details of certain items measured at fair value Dec. 31, 2015 Dec. 31, 2014
on a recurring basis Total Rati ngs Total Rati ngs
carrying AAA/  A+/ BBB+/ BB+and carying AAA/  A+/ BBB+/ BB+and
(dollar amounts in millions) value (a) AA- A- BBB- lower value(a) AA- A- BBB- lower
Non-agency RMBS, originated in:
2007 $ 66 —% —% —% 100% $ 78 —% —% —% 100%
2006 115 — — — 100 138 — — — 100
2005 234 19 9 13 59 284 — 21 19 60
2004 and earlier 378 4 4 26 66 453 3 5 27 65
Tota non-agency RMBS $ 793 8% 4% 16% 72% $ 953 1% 9% 19% 71%
Commercial MBS - Domestic, originated in:
2009-2015 $ 626 83% 17% —% —% $ 639 83% 17% —% —%
2008 16 100 — — — 19 100 — — —
2007 304 62 22 16 — 353 65 21 14 —
2006 384 76 24 — — 599 83 17 — —
2005 and earlier — — — — — 277 100 — — —
Tota commercial MBS - Domestic $ 1,330 76% 20% 4% —% $ 1,887 82%  15% 3% —%
Foreign covered bonds:
Canada $ 1,014 100% —% —% —% $ 1266 100% —% —% —%
United Kingdom 363 100 — — — 690 100 — — —
Netherlands 214 100 — — — 244 100 — — —
Other 577 100 — — — 668 100 — — —
Total foreign covered bonds $ 2,168 100% —% —% —% $ 2,868 100% —% —% —%
European floating rate notes - available-for-sale:
United Kingdom $ 780 85% 15% —% —% $ 1,172 83% 17% —% —%
Netherlands 222 100 — — — 296 100 — — —
Ireland 121 — 45 55 — 144 — — — 100
Other — — — — — 25 99 1 — —
Total European floating rate notes - available-for-sde § 1,123 79% 15% 6% —% $ 1,637 79%  12% —% 9%
Sovereign debt/sovereign guaranteed:
United Kingdom $ 2941 100% —% —% % $ 5076 100% —% —% —%
France 2,008 100 — — — 3550 100 — — —
Spain 1,955 — — 100 — 1,978 — — 100 —
Germany 1,683 100 — — — 1522 100 — — —
Italy 1,398 — — 100 — 1,427 — — 100 —
Belgium 1,108 100 — — — 829 100 — — —
Netherlands 1,055 100 — — — 1,800 100 — — —
Ireland 772 — — 100 — 672 — — 100 —
Other 297 68 — 32 — 430 81 — 19 —
Total sovereign debt/sovereign guaranteed $ 13,217 68% —% 32% —% $ 17,284 76% —% 24% —%
Non-agency RMBS (b), originated in:
2007 $ 502 —% —% —% 100% $ 620 —% —% —% 100%
2006 530 — 1 — 99 653 — — 1 99
2005 580 — 2 1 97 727 — 3 1 96
2004 and earlier 177 — 3 9 88 214 — 4 7 89
Total non-agency RMBS (b) $ 1,789 —% 1% 1% 98% $ 2214 —% 1% 1% 98%

(a) AtDec. 31,2015 and Dec. 31, 2014, foreign covered bonds and sovereign debt were included in Level 1 and Level 2 in the valuation hierarchy. All other

assets in the table are Level 2 assets in the valuation hierarchy.

(b) Previously included in the Grantor Trust. The Grantor Trust was dissolved in 2011.

Changes in Level 3 fair value measurements

Our classification of afinancia instrument in Level 3
of the valuation hierarchy is based on the significance
of the unobservable factors to the overall fair value
measurement. However, these instruments generally
include other observable components that are actively
guoted or validated to third-party sources;
accordingly, the gains and losses in the table below
include changesin fair value due to observable
parameters as well as the unobservable parametersin
our valuation methodologies. We also frequently
manage the risks of Level 3 financial instruments

using securities and derivatives positions that are
Level 1 or 2 instruments which are not included in the
table; accordingly, the gains or losses below do not
reflect the effect of our risk management activities
related to the Level 3 instruments.

The Company hasalevel 3 Pricing Committee
which evaluates the valuation techniques used in
determining the fair value of Level 3 assets and

liabilities.
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Thetables below include aroll forward of the balance sheet amounts for the years ended Dec. 31, 2015 and 2014

(including the change in fair value), for financial instruments classified in Level 3 of the valuation hierarchy. There
were no Level 3 instruments as of Dec. 31, 2015.

Fair value measurements for assets using significant unobservable inputs for the year ended Dec. 31, 2015

Available-for- Trading
sale securities assets
State and political Derivative Other Total

(in millions) subdivisions assets (2) assets assets
Fair value at Dec. 31, 2014 $ 11 $ 9 $ 35 $ 55
Transfers out of Level 3 — (©)] — 3)
Total gains or (losses) for the period:

Included in earnings (or changes in net assets) — (b) D () 10 (d) 9
Purchases, sales and settlements:

Purchases — — 3 3

Sdles — — (48) (48)

Settlements (11 (5) — (16)
Fair value at Dec. 31, 2015 $ — $ — $ — $ —

Changein unrealized gains or (losses) for the period included in
earnings (or changesin net assets) for assets held at the end of
the reporting period $ — $ — $ —
(a) Derivative assets are reported on a gross basis.
(b) Realized gains (losses) are reported in securities gains (losses). Unrealized gains (losses) are reported in accumulated other
comprehensive income (loss) except for the credit portion of OTTI losses which are recorded in securities gains (losses).
(c) Reported in foreign exchange and other trading revenue.
(d) Reported in investment and other income.

Fair value measurements for liabilities using significant unobservable inputs for the year ended Dec. 31, 2015
Trading liabilities

(in millions) Derivative liabilities (a)
Fair value at Dec. 31, 2014 $ 9
Transfers out of Level 3 (©)]
Total (gains) or losses for the period:

Included in earnings (or changesin net liabilities) D) (b)
Settlements (5
Fair value at Dec. 31, 2015 $ —
Changein unrealized (gains) or losses for the period included in earnings (or changesin net assets) for liabilities

held at the end of the reporting period $ —

(a) Derivative liabilities are reported on a gross basis.
(b) Reported in foreign exchange and other trading revenue.
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Fair value measurements for assets using significant unobservable inputs for the year ended Dec. 31, 2014
Available-for-

sale securities Trading assets
State and Debt and
political equity Derivative Other Total

(in millions) subdivisions instruments assets (a) assets assets (b)
Fair value at Dec. 31, 2013 $ 11 $ 1 $ 22 $ — $ 34
Transfers out of Level 3 — — (12 — (12
Transfersinto Level 3 — — — 38 38
Total gains or (losses) for the period:

Included in earnings (or changes in net assets) — () — (d) 12 (d) 2 (e) 10
Purchases, sales and settlements:

Purchases — — — 1 1

Sales — — — 2 2

Settlements — (D) (13) — (14)
Fair value at Dec. 31, 2014 $ 11 $ — $ 9 $ 35 $ 55

Changein unrealized gains or (losses) for the period
included in earnings (or changesin net assets) for
assets held at the end of the reporting period $ — $ 13 $ 2 $ 11

(a) Derivative assets are reported on a gross basis.

(b) Total assets measured at fair value at Dec. 31, 2014 were restated to reflect the retrospective application of adopting new disclosure
guidance contained in ASU 2015-07 related to investments in certain entities that use NAV as a practical expedient when measuring fair
value. See Note 2 for additional information.

(c) Realized gains (losses) are reported in securities gains (losses). Unrealized gains (losses) are reported in accumulated other
comprehensive income (loss) except for the credit portion of OTTI losses which are recorded in securities gains (losses).

(d) Reported in foreign exchange and other trading revenue.

(e) Reported in investment and other income.

Fair value measurements for liabilities using significant unobservable inputs for the year ended Dec. 31, 2014
Trading liabilities

(in millions) Derivative liabilities (a)
Fair value at Dec. 31, 2013 $ 75
Transfers out of Level 3 (39
Total (gains) or losses for the period:

Included in earnings (or changesin net liabilities) (24) (b)
Purchases and settlements:

Purchases 3

Settlements (16)
Fair value at Dec. 31, 2014 $ 9
Change in unrealized (gains) or losses for the period included in earnings (or changes in net assets) for liabilities

held at the end of the reporting period 9

(a) Derivative liabilities are reported on a gross basis.
(b) Reported in foreign exchange and other trading revenue.

Assets and liabilities measured at fair value on a The following tables present the financial instruments
nonrecurring basis carried on the consolidated balance sheet by caption

and by level in the fair value hierarchy as of Dec. 31,
Under certain circumstances, we make adjustments to 2015 and Dec. 31, 2014, for which a nonrecurring
fair value our assets, liabilities and unfunded lending- change in fair value has been recorded during the
related commitments although they are not measured years ended Dec. 31, 2015 and Dec. 31, 2014.

at fair value on an ongoing basis. An example would
be the recording of an impairment of an asset.

Assets measured at fair value on a nonrecurring basis at Dec. 31, 2015 Total carrying
(in millions) Level 1 Level 2 Level 3 value
Loans (a) $ — % 97 $ 174 % 271
Other assets (b) — 6 — 6

Total assets at fair value on anonrecurring basis $ — 103§ 174 § 277
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Assets measured at fair value on a nonrecurring basis at Dec. 31, 2014

Total carrying

(in millions) Level 1 Level 2 Level 3 value
Loans (a) — 3 112 $ 2 3 114
Other assets (b) — 6 — 6

Total assets at fair value on a nonrecurring basis — $ 118 $ 2 9 120

(@) During the years ended Dec. 31, 2015 and Dec. 31, 2014, the fair value of these loans decreased $2 million and $6 million, respectively,
based on the fair value of the underlying collateral as allowed by ASC 310, Accounting by Creditors for Impairment of a loan, with an

offset to the allowance for credit losses.

(b) Includes other assets received in satisfaction of debt and loans held for sale. Loans held for sale are carried on the balance sheet at the

lower of cost or fair value.
Estimated fair value of financial instruments

The carrying amounts of our financial instruments
(i.e., monetary assets and liabilities) are determined
under different accounting methods - see Note 1 of
the Notes to Consolidated Financial Statements. The
following disclosure discusses these instruments on a
uniform fair value basis. However, active markets do
not exist for asignificant portion of these
instruments. For financial instruments where quoted
prices from identical assets and liabilitiesin active
markets do not exist, we determine fair value based
on discounted cash flow analysis and comparison to
similar instruments. Discounted cash flow analysisis
dependent upon estimated future cash flows and the
level of interest rates. Other judgments would result
in different fair values. The fair value information
supplements the basic financial statements and other
traditional financial data presented throughout this

report.

A summary of the practices used for determining fair
value and the respective level in the valuation
hierarchy for financial assets and liabilities not
recorded at fair value follows.

Interest-bearing deposits with the Federal Reserve
and other central banks and interest-bearing deposits
with banks

The estimated fair value of interest-bearing deposits
with the Federal Reserve and other central banksis
equal to the book value as these interest-bearing
deposits are generally considered cash equivalents.
These instruments are classified as Level 2 within the
valuation hierarchy. The estimated fair value of
interest-bearing deposits with banksis generally
determined using discounted cash flows and duration
of the instrument to maturity. The primary inputs
used to value these transactions are interest rates
based on current LIBOR market rates and time to
maturity. Interest-bearing deposits with banks are
classified as Level 2 within the valuation hierarchy.
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Federal funds sold and securities purchased under
resale agreements

The estimated fair value of federal funds sold and
securities purchased under resale agreements is based
on inputs such as interest rates and tenors. Federal
funds sold and securities purchased under resale
agreements are classified as Level 2 within the
valuation hierarchy.

Securities held-to-maturity

Where quoted prices are available in an active market
for identical assets and liahilities, we classify the
securities as Level 1 within the valuation hierarchy.
Level 1 securitiesinclude U.S. Treasury securities
and foreign covered bonds.

If quoted market prices are not available for identical
assets, we estimate fair value using pricing models,
guoted prices of securities with similar characteristics
or discounted cash flows. Examples of such
instruments, which would generally be classified as
Level 2 within the valuation hierarchy, include certain
agency and non-agency mortgage-backed securities,
commercial mortgage-backed securities and state and
political subdivision securities. For securities where
guotes from active markets are not available for
identical securities, we determine fair value primarily
based on pricing sources with reasonable levels of
price transparency that employ financial models or
obtain comparison to similar instruments to arrive at
“consensus’ prices.

Specifically, the pricing sources obtain active market
prices for similar types of securities (e.g., vintage,
position in the securitization structure) and ascertain
variables such as discount rate and speed of
prepayment for the types of transaction and apply
such variables to similar types of bonds. We view
these as observable transactions in the current
marketplace and classify such securitiesas Level 2
within the valuation hierarchy.
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Loans

For residential mortgage loans, fair value is estimated
using discounted cash flow analysis, adjusting where
appropriate for prepayment estimates, using interest
rates currently being offered for loans with similar
terms and maturities to borrowers. The estimated fair
value of margin loans and overdraftsis equal to the
book value due to the short-term nature of these
assets. The estimated fair value of other types of
loans, including our term loan program, is determined
using discounted cash flows. Inputsinclude current
LIBOR market rates adjusted for credit spreads.
These loans are generally classified as Level 2 within
the valuation hierarchy.

Other financial assets

Other financial assets include cash, the Federd
Reserve Bank stock and accrued interest receivable.
Cash isclassified as Level 1 within the valuation
hierarchy. The Federal Reserve Bank stock is not
redeemable or transferable. The estimated fair value
of the Federal Reserve Bank stock is based on the
issue price and is classified as Level 2 within the
valuation hierarchy. Accrued interest receivableis
generally short-term. Asaresult, book valueis
considered to equal fair value. Accrued interest
receivableisincluded as Leve 2 within the valuation
hierarchy.

Noninterest-bearing and interest-bearing deposits

Interest-bearing deposits are comprised of money
market rate and demand deposits, savings deposits
and time deposits. Except for time deposits, book
valueis considered to equal fair value for these
deposits due to their short duration to maturity or
payable on demand feature. The fair value of
interest-bearing time deposits is determined using
discounted cash flow analysis. Inputs primarily
consist of current LIBOR market rates and time to
maturity. For all noninterest-bearing deposits, book
valueis considered to equal fair value as aresult of
the short duration of the deposit. Interest-bearing and
noninterest-bearing deposits are classified as Leve 2
within the valuation hierarchy.

Federal funds purchased and securities sold under
repurchase agreements

The estimated fair value of federal funds purchased
and securities sold under repurchase agreementsis
based on inputs such as interest rates and tenors.
Federal funds purchased and securities sold under
repurchase agreements are classified as Level 2
within the valuation hierarchy.

Payables to customers and broker-dealers

The estimated fair value of payablesto customers and
broker-dealersis equal to the book value, due to the
demand feature of the payables to customers and
broker-dealers, and are classified as Level 2 within
the valuation hierarchy.

Borrowings

Borrowings primarily consist of overdrafts of
subcustodian account balances in our Investment
Services businesses and accrued interest payable.
The estimated fair value of overdrafts of subcustodian
account balances in our Investment Services
businesses is considered to equal book value as a
result of the short duration of the overdraftsand is
included as Leve 2 within the valuation hierarchy.
Overdrafts are typically repaid within two days.
Accrued interest payableis generally short-term. As
aresult, book value is considered to equal fair value.
Accrued interest payableisincluded as Level 2
within the valuation hierarchy.

Long-term debt

The estimated fair value of long-term debt is based on
current rates for instruments of the same remaining
maturity or quoted market prices for the same or
similar issues. Long-term debt is classified as Level

2 within the valuation hierarchy.

The following tables present the estimated fair value
and the carrying amount of financial instruments not
carried at fair value on the consolidated bal ance sheet
at Dec. 31, 2015 and Dec. 31, 2014, by caption on the
consolidated balance sheet and by the valuation
hierarchy.
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Summary of financial instruments Dec. 31, 2015
Total
o estimated Carrying
(in millions) Level 1 Level 2 Level 3  fair value amount
Assets:
Interest-bearing deposits with the Federal Reserve and other central banks $ — $113,203 §$ — $113,203 $ 113,203
Interest-bearing deposits with banks — 15,150 — 15,150 15,146
Federal funds sold and securities purchased under resale agreements — 24,373 — 24,373 24,373
Securities held-to-maturity 11,376 31,828 — 43,204 43,312
Loans — 61,421 — 61,421 61,267
Other financia assets 6,537 1,096 — 7,633 7,633
Total $ 17,913 $ 247,071 $ — $264,984 $ 264,934
Liabilities:
Noninterest-bearing deposits $ — $ 96,277 $ — $ 96,277 $ 96,277
Interest-bearing deposits — 182,410 — 182,410 183,333
Federal funds purchased and securities sold under repurchase agreements — 15,002 — 15,002 15,002
Payables to customers and broker-dealers — 21,900 — 21,900 21,900
Borrowings — 698 — 698 698
Long-term debt — 21,494 — 21,494 21,188
Tota $ — $ 337,781 $ — $337,781 $ 338,398
Summary of financial instruments Dec. 31, 2014
Total
S estimated ~ Carrying
(in millions) Level 1 Level 2 Level 3 fair value amount
Assets:
Interest-bearing deposits with the Federal Reserve and other central banks $ — $ 96,682 $ — $ 96682 $ 96,682
Interest-bearing deposits with banks — 19,505 — 19,505 19,495
Federal funds sold and securities purchased under resale agreements — 20,302 — 20,302 20,302
Securities held-to-maturity 5,063 16,064 — 21,127 20,933
Loans — 56,840 — 56,840 56,749
Other financial assets 6,970 1,121 — 8,091 8,091
Total $ 12,033 $210514 $ —  $222547 $ 222,252
Liabilities:
Noninterest-bearing deposits $ — $104,240 $ — $104,240 $ 104,240
Interest-bearing deposits — 160,688 — 160,688 161,629
Federal funds purchased and securities sold under repurchase agreements — 11,469 — 11,469 11,469
Payables to customers and broker-dealers — 21,181 — 21,181 21,181
Borrowings — 956 — 956 956
L ong-term debt — 20401 — 20,401 19,917
Total $ — $318935 $ — $318,935 $ 319,392

The table below summarizes the carrying amount of the hedged financial instruments, the notional amount of the
hedge and the unrealized gain (loss) (estimated fair value) of the derivatives.

Hedged financial instruments Notional amount Unrealized
(in millions) Carrying amount of hedge Gain (Loss)
Dec. 31, 2015
Securities available-for-sale $ 7,978 $ 7,918 $ 16 $ (359)
L ong-term debt 18,231 17,850 479 (14)
Dec. 31, 2014
Securities available-for-sale $ 7294 $ 7,045 $ 4 % (370)
Long-term debt 16,469 16,100 470 (14)
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Note 21 - Fair value option

We elected fair value as an alternative measurement
for selected financial assets, financial liabilities,
unrecognized firm commitments and written loan
commitments.

The following table presents the assets and liabilities,
by type, of consolidated investment management
funds recorded at fair value.

Assets and liabilities of consolidated investment
management funds, at fair value

Dec. 31,
(in millions) 2015 2014
Assets of consolidated investment
management funds:
Trading assets $ 1,228 $ 8,678
Other assets 173 604

Total assets of consolidated
investment management funds $ 1401 $ 9282

Liabilities of consolidated investment

management funds:
Trading liabilities $ 229 % 7660
Other liabilities 17 9

Total liabilities of consolidated
investment management funds

&L

246 $ 7,669

BNY Mellon values the assets and liabilities of its
consolidated asset management funds using quoted
prices for identical assets or liabilitiesin active
markets or observable inputs such as quoted prices
for similar assets or liabilities. Quoted pricesfor
either identical or similar assets or liabilitiesin
inactive markets may also be used. Accordingly, fair
value best reflects the interests BNY Mellon holdsin
the economic performance of the consolidated asset
management funds. Changesin the value of the
assets and liabilities are recorded in the income
statement as investment income of consolidated
investment management funds and in the interest of
investment management fund note holders,
respectively.

We have el ected the fair value option on $419 million
and $21 million of loans at Dec. 31, 2015 and Dec.
31, 2014, respectively. The fair value of these loans
was $422 million at Dec. 31, 2015 and $21 million at
Dec. 31, 2014. Theloanswere valued using
observable market inputs to discount expected |oan
cash flows. Theseloansareincluded in Level 2 of
the valuation hierarchy.

We have el ected the fair value option on $240 million
of long-term debt. The fair value of thislong-term

debt was $359 million at Dec. 31, 2015 and $347
million at Dec. 31, 2014. Thelong-term debt is
valued using observable market inputs and is
included in Level 2 of the valuation hierarchy.

The following table presents the changesin fair value
of the loans and long-term debt and the location of
the changes in the consolidated income statement.

Impact of changes in fair value in the income statement (a)
Y ear ended Dec. 31,

(in millions) 2015 2014 2013
Loans:
Investment and other income ~ § 3$ —% —

Long-term debit:
Foreign exchange and other
trading revenue $ 312)$ (6% 24
(a) The changes in fair value of the loans and long-term debt
are approximately offset by economic hedges included in
foreign exchange and other trading revenue.

Note 22 - Commitments and contingent
liabilities

In the normal course of business, various
commitments and contingent liabilities are
outstanding that are not reflected in the
accompanying consolidated balance sheets.

Our significant trading and off-balance sheet risks are
securities, foreign currency and interest rate risk
management products, commercial lending
commitments, |etters of credit and securities lending
indemnifications. We assume these risks to reduce
interest rate and foreign currency risks, to provide
customers with the ability to meet credit and liquidity
needs and to hedge foreign currency and interest rate
risks. Theseitemsinvolve, to varying degrees, credit,
foreign currency and interest rate risk not recognized
in the balance sheet. Our off-balance sheet risks are
managed and monitored in manners similar to those
used for on-balance sheet risks. Significant industry
concentrations related to credit exposure at Dec. 31,
2015 are disclosed in the financial institutions
portfolio exposure table and the commercial portfolio
exposure table bel ow.
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Financial institutions

Dec. 31, 2015

portfolio exposure Unfunded Total
(in billions) Loans commitments exposure
Securities industry $ 3158 2006 $ 237
Banks 9.4 2.1 11.5
Asset managers 2.0 5.6 7.6
Insurance 0.2 4.5 4.7
Government 0.1 1.9 2.0
Other 1.1 1.3 2.4

Total $ 159 § 36.0 $ 519
Commerecial portfolio Dec. 31, 2015

exposure Unfunded Total
(in billions) Loans commitments exposure
Manufacturing $ 068 63 $ 6.9
Services and other 0.8 5.5 6.3
Energy and utilities 0.6 4.9 5.5
Mediaand telecom 0.3 1.5 1.8

Total $ 23§ 182 §  20.5

Magjor concentrations in securities lending are

primarily to broker-dealers and are generally

collateralized with cash. Securities lending
transactions are discussed bel ow.

The following table presents a summary of our off-
balance sheet credit risks, net of participations.

Off-balance sheet credit risks

(in millions)

Lending commitments

Standby letters of credit (a)

Commercial letters of credit

Securities lending indemnifications (b)

Dec. 31,
2015 2014
$ 54,505 $ 33273
4,915 5,767
303 255
294,108 304,386

(@) Net of participations totaling $809 million at Dec. 31, 2015
and $894 million at Dec. 31, 2014.

(b) Excludes the indemnification for securities for which BNY
Mellon acts as an agent on behalf of CIBC Mellon clients,
which totaled $54 billion at Dec. 31, 2015 and $64 billion at

Dec. 31, 2014.

Beginning in 2015, lending commitments include

secured intraday credit provided to dealersin

connection with their tri-party repo activity. The
committed credit requires dealersto fully secure the
outstanding intraday credit with high-quality liquid
assets having a market value in excess of the amount
of the outstanding credit. At Dec. 31, 2015, the

secured intraday credit provided to dealersin

connection with their tri-party repo activity totaled

$19.6 billion.

Alsoincluded in lending commitments are facilities
that provide liquidity for variable rate tax-exempt
securities wrapped by monoline insurers. The credit
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approval for these facilitiesis based on an assessment
of the underlying tax-exempt issuer and considers
factors other than the financia strength of the
monoline insurer.

Thetotal potentia loss on undrawn lending
commitments, standby and commercial letters of
credit, and securities lending indemnificationsis
equal to the total notional amount if drawn upon,
which does not consider the value of any collateral.

Since many of the commitments are expected to
expire without being drawn upon, the total amount
does not necessarily represent future cash
requirements. A summary of lending commitment
maturitiesis as follows: $31.1 billion in less than one
year, $23.2 billion in one to five years and $242
million over five years.

Standby letters of credit (“SBLC") principally
support corporate obligations and were collateralized
with cash and securities of $299 million and $421
million at Dec. 31, 2015 and Dec. 31, 2014,
respectively. At Dec. 31, 2015, $2.8 hillion of the
SBLCswill expire within one year and $2.1 billionin
onetofiveyears.

We must recognize, at the inception of standby letters
of credit and foreign and other guarantees, aliability
for the fair value of the obligation undertaken in
issuing the guarantee. The fair value of the liability,
which was recorded with a corresponding asset in
other assets, was estimated as the present value of
contractual customer fees.

The estimated liability for losses related to these
commitments and SBLCs, if any, isincluded in the
allowance for lending-related commitments. The
allowance for lending-related commitments was $118
million at Dec. 31, 2015 and $89 million at Dec. 31,
2014.

Payment/performance risk of SBLCsis monitored
using both historical performance and internal ratings
criteria. BNY Meéllon's historical experienceis that
SBL Cstypically expire without being funded.

SBL Cs below investment grade are monitored closely
for payment/performance risk. The table below
shows SBL Cs by investment grade:
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Standby letters of credit Dec. 31,

2015 2014
Investment grade 86% 88%
Non-investment grade 14% 12%

A commercial letter of credit is normally a short-term
instrument used to finance a commercial contract for
the shipment of goods from a seller to a buyer.
Although the commercial letter of credit is contingent
upon the satisfaction of specified conditions, it
represents a credit exposure if the buyer defaults on
the underlying transaction. Asaresult, the total
contractual amounts do not necessarily represent
future cash requirements. Commercial letters of
credit totaled $303 million at Dec. 31, 2015 compared
with $255 million at Dec. 31, 2014.

A securities lending transaction isafully
collateralized transaction in which the owner of a
security agrees to lend the security (typically through
an agent, in our case, The Bank of New York
Mellon), to a borrower, usually a broker-dealer or
bank, on an open, overnight or term basis, under the
terms of a prearranged contract, which normally
matures in less than 90 days.

We typically lend securities with indemnification
against borrower default. We generally require the
borrower to provide collateral with a minimum value
of 102% of the fair value of the securities borrowed,
which is monitored on a daily basis, thus reducing
credit risk. Market risk can also arise in securities
lending transactions. These risks are controlled
through policies limiting the level of risk that can be
undertaken. Securities lending transactions are
generally entered into only with highly-rated
counterparties. Securities lending indemnifications
were secured by collateral of $306 billion at Dec. 31,
2015 and $316 billion at Dec. 31, 2014.

CIBC Méllon, ajoint venture between BNY Mellon
and the Canadian Imperial Bank of Commerce
(“CIBC"), engagesin securities lending activities.
CIBC Méllon, BNY Mellon, and CIBC jointly and
severally indemnify securities lenders against specific
types of borrower default. At Dec. 31, 2015 and Dec.
31, 2014, $54 billion and $64 billion, respectively, of
borrowings at CIBC Mellon for which BNY Mellon
acts as agent on behalf of CIBC Méellon clients, were
secured by collateral of $56 billion and $67 billion,
respectively. If, upon adefault, a borrower’s
collateral was not sufficient to cover its related

obligations, certain losses related to the
indemnification could be covered by the indemnitors.

We expect many of these guarantees to expire without
the need to advance any cash. The revenue
associated with guarantees frequently depends on the
credit rating of the obligor and the structure of the
transaction, including collateral, if any.

Operating leases

Net rent expense for premises and equipment was
$329 million in 2015, $328 million in 2014 and $335
million in 2013.

At Dec. 31, 2015, we were obligated under various
noncancel able lease agreements, some of which
provide for additional rents based upon real estate
taxes, insurance and maintenance and for various
renewal options. A summary of the future minimum
rental commitments under noncancel able operating
|eases, net of related sublease revenue, is as follows:
2016—%$343 million; 2017—%$323 million; 2018—
$228 million; 2019—%$213 million; 2020—%$193
million and 2021 and thereafter—$773 million.

Exposure for certain administrative errors

In connection with certain offshore tax-exempt funds
that we manage, we may be liable to the funds for
certain administrative errors. The errors relate to the
resident status of such funds, potentially exposing the
Company to atax liability related to the funds
earnings. The Company isin discussions with tax
authorities regarding the funds. With the charge
recorded in 2014 for this matter, we believe we are
appropriately accrued and the additional reasonably
possible exposure is not significant.

Indemnification arrangements

We have provided standard representations for
underwriting agreements, acquisition and divestiture
agreements, sales of loans and commitments, and
other similar types of arrangements and customary
indemnification for claims and legal proceedings
related to providing financial servicesthat are not
otherwise included above. Insurance has been
purchased to mitigate certain of these risks.
Generally, there are no stated or notional amounts
included in these indemnifications and the
contingencies triggering the obligation for
indemnification are not expected to occur.
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Furthermore, often counterparties to these
transactions provide us with comparable
indemnifications. We are unable to develop an
estimate of the maximum payout under these
indemnifications for several reasons. In addition to
the lack of astated or notional amount in a majority
of such indemnifications, we are unable to predict the
nature of events that would trigger indemnification or
the level of indemnification for a certain event. We
believe, however, that the possibility that we will
have to make any material payments for these
indemnificationsis remote. At Dec. 31, 2015 and
Dec. 31, 2014, we have not recorded any material
liabilities under these arrangements.

Clearing and settlement exchanges

We are a noncontrolling equity investor in, and/or
member of, several industry clearing or settlement
exchanges through which foreign exchange,
securities, derivatives or other transactions settle.
Certain of these industry clearing and settlement
exchanges require their members to guarantee their
obligations and liabilities or to provide financial
support in the event other members do not honor their
obligations. We believe the likelihood that a clearing
or settlement exchange (of which we are a member)
would become insolvent is remote. Additionally,
certain settlement exchanges have implemented loss
alocation policies that enable the exchange to
allocate settlement losses to the members of the
exchange. It isnot possible to quantify such mark-to-
market loss until the loss occurs. In addition, any
ancillary costs that occur as aresult of any mark-to-
market loss cannot be quantified. At Dec. 31, 2015
and Dec. 31, 2014, we have not recorded any material
liabilities under these arrangements.

Legal proceedings

In the ordinary course of business, BNY Mellon and
its subsidiaries are routinely named as defendants in
or made parties to pending and potential legal actions.
We al so are subject to governmental and regulatory
examinations, information-gathering requests,
investigations and proceedings (both formal and
informal). Claimsfor significant monetary damages
are often asserted in many of these legal actions,
while claims for disgorgement, restitution, penalties
and/or other remedial actions or sanctions may be
sought in regulatory matters. It isinherently difficult
to predict the eventual outcomes of such matters
given their complexity and the particular facts and
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circumstances at issue in each of these matters.
However, on the basis of our current knowledge and
understanding, we do not believe that judgments,
settlements or orders, if any, arising from these
matters (either individually or in the aggregate, after
giving effect to applicable reserves and insurance
coverage) will have a material adverse effect on the
consolidated financial position or liquidity of BNY
Méllon, although they could have a material effect on
net income in agiven period.

In view of the inherent unpredictability of outcomes
in litigation and governmental and regulatory matters,
particularly where (i) the damages sought are
substantia or indeterminate, (ii) the proceedings are
in the early stages, or (iii) the mattersinvolve novel
legal theories or alarge number of parties, as a matter
of course there is considerable uncertainty
surrounding the timing or ultimate resolution of
litigation and governmental and regulatory matters,
including a possible eventual loss, fine, penalty or
business impact, if any, associated with each such
matter. In accordance with applicable accounting
guidance, BNY Mellon establishes accruals for
litigation and governmental and regulatory matters
when those matters proceed to a stage where they
present |oss contingencies that are both probable and
reasonably estimable. In such cases, there may be a
possible exposure to loss in excess of any amounts
accrued. BNY Mellon will continue to monitor such
matters for developments that could affect the amount
of the accrual, and will adjust the accrual amount as
appropriate. If the loss contingency in question is not
both probable and reasonably estimable, BNY Mellon
does not establish an accrual and the matter will
continue to be monitored for any developments that
would make the loss contingency both probable and
reasonably estimable. BNY Meéllon believesthat its
accrualsfor legal proceedings are appropriate and, in
the aggregate, are not material to the consolidated
financial position of BNY Mellon, although future
accruals could have amateria effect on net incomein
agiven period.

For certain of those matters described here for which
aloss contingency may, in the future, be reasonably
possible (whether in excess of arelated accrued
liability or where there is no accrued liability), BNY
Méllon is currently unable to estimate a range of
reasonably possible loss. For those matters described
here where BNY Meéllon is able to estimate a
reasonably possible loss, the aggregate range of such
reasonably possible lossis up to $640 million in
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excess of the accrued liability (if any) related to those
matters.

The following describes certain judicial, regulatory
and arbitration proceedings involving BNY Mellon:

Sentinel Matters

On Jan. 18, 2008, The Bank of New York Mellon
filed a proof of claim in the Chapter 11 bankruptcy
proceeding of Sentinel Management Group, Inc.
(“Sentinel”) pending in federal court in the Northern
Digtrict of Illinais, seeking to recover approximately
$312 million loaned to Sentinel and secured by
securities and cash in an account maintained by
Sentinel at The Bank of New York Mellon. On
March 3, 2008, the bankruptcy trustee filed an
adversary complaint against The Bank of New York
Mellon seeking to disallow The Bank of New York
Mellon's claim and seeking damages for The Bank of
New York Mellon's allegedly aiding and abetting
Sentinel insiders in misappropriating customer assets
and improperly using those assets as collateral for the
loan. In adecision dated Nov. 3, 2010, the court
found for The Bank of New York Mellon and against
the bankruptcy trustee, holding that The Bank of New
York Mellon’sloan to Sentinel isvalid, fully secured
and not subject to equitable subordination. The
bankruptcy trustee appealed this decision, and on
Aug. 9, 2012, the United States Court of Appeals for
the Seventh Circuit issued a decision affirming the
trial court’s judgment. On Sept. 7, 2012, the
bankruptcy trustee filed a petition for rehearing and,
on Nov. 30, 2012, the Court of Appeals withdrew its
opinion and vacated its judgment. On Aug. 26, 2013,
the Court of Appeals reversed its own prior decision
and the district court’s decision, and remanded the
case to the district court for further proceedings. On
Dec. 10, 2014, the district court issued adecision in
favor of The Bank of New York Mellon holding that
the transfers from Sentinel cannot be reversed and
that The Bank of New York Mellon’slienisvalid and
not subject to equitable subordination. The
bankruptcy trustee appealed the decision. On Jan. 8,
2016, the Court of Appealsinvalidated The Bank of
New York Mellon's lien but rejected the trustee's
reguest for equitable subordination. The impact of
this decision isthat The Bank of New York Mellon
will have an unsecured claim in the Sentinel
bankruptcy.

In November 2009, the Division of Enforcement of
the U.S. Commaodities Futures Trading Commission
(“CFTC") indicated that it is considering a

recommendation to the CFTC that it file acivil
enforcement action against The Bank of New York
Méllon for possible violations of the Commodity
Exchange Act and CFTC regulations in connection
with its relationship to Sentinel. The Bank of New
York Mellon responded in writing to the CFTC on
Jan. 29, 2010 and provided an explanation as to why
an enforcement action is unwarranted.

Standing Instruction Matters

Beginning in December 2009, government authorities
conducted inquiries seeking information relating
primarily to standing instruction foreign exchange
transactions in connection with custody services BNY
Méllon provides to custody clients. On various dates
beginning in 2009, BNY Mellon was named as a
defendant in lawsuits by various government and
private entities alleging BNY Mellon's pricing of
standing instruction foreign exchange transactions
was improper.

On March 19, 2015, BNY Mellon announced that it
had resolved substantialy all of the pending standing
instruction-related actions, resulting in atotal of $714
million in settlement payments. On May 21, 2015,
BNY Meéllon settled a putative class action lawsuit
asserting securities law violations. The settlements
are now final, except for an agreement in principle
with the SEC staff to pay a $30 million penalty,
which is subject to Commission approval. With these
settlements, BNY Mellon has effectively resolved
virtually all of the standing instruction FX-related
actions, with the exception of several lawsuits
brought by individual customers or shareholders
asserting derivative claims.

Tax Litigation

OnAug. 17, 2009, BNY Méllon received a Statutory
Notice of Deficiency disallowing tax benefits for the
2001 and 2002 tax years in connection with a 2001
transaction that involved the payment of UK
corporate income taxes that were credited against
BNY Meéllon's U.S. corporate income tax liability.
The Notice alleged that the transaction lacked
economic substance and business purpose. On Nov.
10, 2009, BNY Méllon filed a petition with the U.S.
Tax Court contesting the disallowance of the benefits.
Following atrial, the Tax Court upheld the IRS's
Notice of Deficiency and disallowed BNY Méllon's
tax credits and associated transaction costs on Feb.
11, 2013. On Sept. 23, 2013, the Tax Court issued a
supplemental opinion, partialy reducing the tax
implicationsto BNY Mellon of its earlier decision.
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The Tax Court entered a decision formally
implementing its prior rulings on Feb. 20, 2014.
BNY Mellon appealed the decision to the Second
Circuit Court of Appeals. On Sept. 9, 2015, the
Second Circuit affirmed the Tax Court decision.
BNY Meéllon has sought review by the United States
Supreme Court. See Note 12 of the Notesto
Consolidated Financial Statements for additional
information.

M ortgage-Securitization Trusts Proceedings

The Bank of New York Mellon has been named as a
defendant in anumber of legal actions brought by
MBS investors alleging that the trustee has expansive
duties under the governing agreements, including the
duty to investigate and pursue breach of
representation and warranty claims against other
parties to the MBS transactions. These actions
include alawsuit brought in New York State court on
June 18, 2014, and later re-filed in federal court, by a
group of institutional investors who purport to sue on
behalf of 260 MBS trusts.

Matters Related to R. Allen Stanford

In late December 2005, Pershing LLC became a
clearing firm for Stanford Group Co. (“SGC"), a
registered broker dealer that was part of a group of
entities ultimately controlled by R. Allen Stanford.
Stanford International Bank (“SIB"), also controlled
by Stanford, issued certificates of deposit (“CDs").
Some investors allegedly wired funds from their SGC
accounts to purchase CDs. 1n 2009, the SEC charged
Stanford with operating a Ponzi scheme in connection
with the sale of CDs, and SGC was placed into
receivership. Alleged purchasers of CDs havefiled
12 pending lawsuits against Pershing in Texas,
including a putative class action. The purchasers
allege that Pershing, as SGC's clearing firm, assisted
Stanford in a fraudulent scheme and assert
contractual, statutory and common law claims. In
addition, five FINRA arbitration claims brought by
alleged purchasers remain pending.

Brazilian Postalis Litigation

BNY Meéellon Servicos Financeiros DTVM S.A.
(“DTVM"), asubsidiary that provides a number of
asset services in Brazil, acts as administrator for
certain investment funds in which the exclusive
investor is a public pension fund for postal workers
called Postalis-Instituto de Seguridade Socia dos
Correios e Telégrafos (“Postalis’). On Aug. 22, 2014,
Postalis sued DTVM in Brazil for losses related to a
Postalis investment fund for which DTVM serves as
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fund administrator. Postalis allegesthat DTVM
failed to properly perform alleged duties, including
duties to conduct due diligence of and exert control
over the fund manager, AtlanticaAdministracdo de
Recursos (“Atlantica’), and Atlantica's investments.
On March 12, 2015, Postdisfiled alawsuit in Brazil
against DTVM and BNY Mellon Administracéo de
Ativos Ltda. (“Ativos’) alleging failure to properly
perform alleged duties relating to another fund of
which DTVM is administrator and Ativosis
investment manager. On Dec. 14, 2015, Associacado
Dos Profissionais Dos Correiros, a Brazilian postal
workers association, filed alawsuit in Brazil against
DTVM and other defendants aleging that DTVM
improperly contributed to investment losses in the
Postalis portfolio. On Dec. 17, 2015, Postalis filed
three additional lawsuitsin Brazil against DTVM and
Ativos alleging failure to properly perform alleged
duties with respect to investments in several other
funds. On Feb. 4, 2016, Postalis filed another |awsuit
in Brazil against DTVM, Ativos and BNY Mellon
Alocacdo de Patriménio Ltda., an investment
management subsidiary, aleging failureto properly
perform duties with respect to investments in various
other funds of which defendants were administrator
and/or manager.

Depositary Receipt Matters

Between late December 2015 and February 2016,
four putative class action lawsuits were filed against
BNY Mellon in federal courtsin the Southern and
Eastern Districts of New York asserting claims
relating to BNY Meéllon's foreign exchange pricing
when converting dividends and other distributions
from non-U.S. companiesin itsrole as depositary
bank to Depositary Receipt issuers. The primary
claims are for breach of contract and violations of
ERISA. Thelawsuitsarein their earliest stages.

Note 23 - Derivative instruments

We use derivatives to manage exposure to market risk
including interest rate risk, equity price risk and
foreign currency risk, aswell as credit risk. Our
trading activities are focused on acting as a market-
maker for our customers and facilitating customer
trades in compliance with the Volcker Rule.

The notional amounts for derivative financial
instruments express the dollar volume of the
transactions; however, credit risk is much smaller.
We perform credit reviews and enter into netting
agreements and collateral arrangements to minimize



Notes to Consolidated Financial Statements (continued)

the credit risk of derivative financial instruments. We
enter into offsetting positions to reduce exposure to
foreign currency, interest rate and equity price risk.

Use of derivative financial instruments involves
reliance on counterparties. Failure of a counterparty
to honor its obligation under a derivative contract is a
risk we assume whenever we engage in aderivative
contract. Recoveries of less than $1 million were
recorded in 2015. There were $5 million of
counterparty default losses, net of recoveries,
recorded in 2014.

Hedging derivatives

We utilize interest rate swap agreements to manage
our exposure to interest rate fluctuations. For hedges
of available-for-sale investment securities, deposits
and long-term debt, the hedge documentation
specifies the terms of the hedged items and the
interest rate swaps and indicates that the derivative is
hedging afixed rate item and is afair value hedge,
that the hedge exposure is to the changesin the fair
value of the hedged item due to changesin
benchmark interest rates, and that the strategy isto
eliminate fair value variability by converting fixed
rate interest paymentsto LIBOR.

The available-for-sale investment securities hedged
consist of sovereign debt, U.S. Treasury bonds,
agency commercial mortgage-backed securities and
covered bonds that had original maturities of 30 years
or less at initial purchase. The swapson al of these
investment securities are not callable. All of these
securities are hedged with “pay fixed rate, receive
variable rate” swaps of similar maturity, repricing and
fixed rate coupon. At Dec. 31, 2015, $7.8 hillion face
amount of securities were hedged with interest rate
swaps that had notional values of $7.9 billion.

The fixed rate long-term debt instruments hedged
generally have original maturities of five to 30 years.
We issue both callable and non-callable debt. The
non-callable debt is hedged with “receive fixed rate,
pay variable rate” swaps with similar maturity,
repricing and fixed rate coupon. Callable debt is
hedged with callable swaps where the call dates of
the swaps exactly match the call dates of the debt. At
Dec. 31, 2015, $17.9 billion par value of debt was
hedged with interest rate swaps that had notional
values of $17.9 hillion.

In addition, we enter into foreign exchange hedges.
We use forward foreign exchange contracts with

maturities of nine months or less to hedge our British
pound sterling, euro, Hong Kong dollar, Indian rupee
and Singapore dollar foreign exchange exposure with
respect to foreign currency forecasted revenue and
expense transactions in entities that have the U.S.
dollar astheir functional currency. Asof Dec. 31,
2015, the hedged forecasted foreign currency
transactions and designated forward foreign exchange
contract hedges were $274 million (notional), with a
pre-tax loss of less than $1 million recorded in
accumulated other comprehensive income. Thisloss
will be reclassified to income or expense over the
next nine months.

Forward foreign exchange contracts are also used to
hedge the value of our net investmentsin foreign
subsidiaries. These forward foreign exchange
contracts have maturities of less than two years. The
derivatives employed are designated as hedges of
changesin value of our foreign investments due to
exchangerates. Changesin the value of the forward
foreign exchange contracts offset the changesin value
of the foreign investments due to changesin foreign
exchangerates. The changein fair market value of
these forward foreign exchange contractsis deferred
and reported within accumulated translation
adjustments in shareholders’ equity, net of tax. At
Dec. 31, 2015, forward foreign exchange contracts
with notional amounts totaling $6.6 billion were
designated as hedges.

In addition to forward foreign exchange contracts, we
also designate non-derivative financial instruments as
hedges of our net investmentsin foreign subsidiaries.
Those non-derivative financia instruments
designated as hedges of our net investmentsin
foreign subsidiaries were al long-term liabilities of
BNY Méellon in various currencies, and, at Dec. 31,
2015, had acombined U.S. dollar equivalent value of
$462 million.

Ineffectiveness related to derivatives and hedging
relationships was recorded in income as follows:

Ineffectiveness Y ear ended Dec. 31,

(in millions) 2015 2014 2013
Fair value hedges of securities § 4.1 $ (206)$ 141
Fair value hedges of deposits
and long-term debt (6.3) (149 37
Cash flow hedges — 0.1 (0.2)
Other (a) — (0.1) 0.1
Total $ 22)$ (3B2% 178

(a) Includes ineffectiveness recorded on foreign exchange
hedges.
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The following table summarizes the notional amount and credit exposure of our total derivative portfolio at Dec. 31,

2015 and Dec. 31, 2014.

Impact of derivative instruments on the balance sheet . Asset derivatives Liability derivatives
Notional value fair value fair value
Dec. 31, Dec. 31, Dec. 31, Dec. 31, Dec. 31, Dec. 31,
(in millions) 2015 2014 2015 2014 2015 2014
Derivatives designated as hedging instruments (a):
Interest rate contracts $ 25768 $ 23,145 $ 497 $ 477 $ 372 $ 385
Foreign exchange contracts 6,839 7,344 219 374 20 62
Total derivatives designated as hedging instruments $ 716 $ 851 $ 392 $ 447
Derivatives not designated as hedging instruments (b):
Interest rate contracts $ 519,428 $ 731,628 $ 10,044 $ 17150 $ 9,962 $ 17,654
Foreign exchange contracts 576,253 528,401 4,905 6,280 4,682 6,367
Equity contracts 1,923 10,842 127 377 151 549
Credit contracts 319 — 8 — 1 —
Total derivatives not designated as hedging instruments $ 15084 $ 23807 $ 14,796 $ 24,570
Total derivativesfair value (c) $ 15800 $ 24658 $ 15,188 $ 25,017
Effect of master netting agreements (d) (11,115)  (18,347) (10,869) (17,797)
Fair value after effect of master netting agreements $ 4685 $ 6311 $§ 4319 $ 7,220

(a) The fair value of asset derivatives and liability derivatives designated as hedging instruments is recorded as other assets and other

liabilities, respectively, on the balance sheet.

(b) The fair value of asset derivatives and liability derivatives not designated as hedging instruments is recorded as trading assets and

trading liabilities, respectively, on the balance sheet.

(c) Fair values are on a gross basis, before consideration of master netting agreements, as required by ASC 815.
(d) Effect of master netting agreements includes cash collateral received and paid of $792 million and $546 million, respectively, at Dec. 31,

2015, and $1,589 million and $1,039 million, respectively, at Dec. 31, 2014.

At Dec. 31, 2015, $273 hillion (notional) of interest rate contracts will mature within one year, $142 billion between
one and five years and $130 billion after five years. At Dec. 31, 2015, $572 billion (notional) of foreign exchange
contracts will mature within one year, $7 billion between one and five years and $4 billion after five years.

Impact of derivative instruments on the income statement

(in millions)
Location of gain or Gain or (Ioossn) égrc.?,%?.'\fg inincome Location of gain or Gain i?]r r(}lgjssé(ﬁ:g%ni zed
(loss) recognized in Year ended Dec. 31 (loss) recognized in Year endgd Dec. 31
Derivativesin fair value income on o income on hedged i)
hedging relationships derivatives 2015 2014 2013 item 2015 2014 2013
Interest rate contracts Net interest revenue  $ @85 $ (921 $ 486 Netinterestrevenue  $ 83 % 886 $  (468)
Gain or (loss) Gain or (loss) Gain or (loss) recognized
recognized reclassified : ; inincome on derivatives
in accumulated Location of gain or from accumulated (|] ggglr%rc‘gén??er&?; (ineffectiveness portion
OCI on derivatives (loss) reclassified OCl into income income on derivatives  @nd amount excluded from
Derivativesin (effective portion) from accumulated (effective portion) (ineffective portion and effectiveness testing)
cash flow hedging Year ended Dec. 31, OCl into income Year ended Dec. 31, amount excluded from Year ended Dec. 31,
relationships 2015 2014 2013  (effective portion) 2015 2014 2013  effectivenesstesting) 2015 2014 2013
FX contracts $ M$ @9% (27) Netinterestrevenue $ (1)$ (20 $ (28) Netinterest revenue $ — % — 8 —
FX contracts — (6) (3) Other revenue — 3 (1) Other revenue — 0.1 (0.2)
FX contracts 9 36 154  Trading revenue 9 36 154 Trading revenue — — —
FX contracts (€)) (6) 7 Sdary expense (19) 10 (1) Sdary expense — — —
Total $ —$ 22 % 131 $ A% 41 $ 124 $ —$ 01% (01
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Gain or (loss)
recognized in
accumulated OCI Location of gain or
on derivatives (loss) reclassified
Derivativesin net (effective portion) from accumulated
investment hedging Year ended Dec. 31, OClI into income
relationships 2015 2014 2013  (effective portion)

Gain or (loss)
reclassified
from accumulated
QOCI into income
(effective portion)
Year ended Dec. 31,

Gain or (loss) recognized
Location of gain or inincome on derivatives
(loss) recogn?zed in (ineffectiveness portion
income on derivative  and amount excluded from
(ineffective portion and effectiveness testing)
amount excluded from Year ended Dec. 31,

2014 2013  effectivenesstesting) 2015 2014 2013

FX contracts $ 474 $ (367) $ (50) Netinterest revenue

1$ (1% 2 Otherrevenue $ —$ O1D$ 01

Trading activities (including trading derivatives)

We manage trading risk through a system of position
limits, aVaR methodology based on Monte Carlo
simulations, stop loss advisory triggers and other
market sensitivity measures. Risk is monitored and
reported to senior management by a separate unit on a
daily basis. Based on certain assumptions, the VaR
methodology is designed to capture the potential
overnight pre-tax dollar loss from adverse changesin
fair values of all trading positions. The calculation
assumes a one-day holding period for most
instruments, utilizes a 99% confidence level and
incorporates the non-linear characteristics of options.
The VaR model is one of several statistical models
used to develop economic capital results, whichis
alocated to lines of business for computing risk-
adjusted performance.

Asthe VaR methodology does not evaluate risk
attributable to extraordinary financial, economic or
other occurrences, the risk assessment process
includes a number of stress scenarios based upon the
risk factorsin the portfolio and management’s
assessment of market conditions. Additional stress
scenarios based upon historical market events are also
performed. Stresstests, by their design, incorporate
the impact of reduced liquidity and the breakdown of
observed correlations. The results of these stress tests
are reviewed weekly with senior management.

Revenue from foreign exchange and other trading
included the following:

Foreign exchange and other

trading revenue Y ear ended Dec. 31,

(in millions) 2015 2014 2013
Foreign exchange $ 743 $ 578 $ 608
Other trading revenue (l0ss) 25 (8) 66
Total foreign exchange and
other trading revenue $ 768 % 570% 674

Foreign exchange includes income from purchasing
and selling foreign currencies and currency forwards,
futures and options. Other trading revenue (10ss)

reflects results from futures and forward contracts,
interest rate swaps, structured foreign currency
swaps, options, equity derivatives and fixed income
and equity securities.

Counterparty credit risk and collateral

We assess credit risk of our counterparties through
regular examination of their financial statements,
confidential communication with the management of
those counterparties and regular monitoring of
publicly available credit rating information. This and
other information is used to develop proprietary
credit rating metrics used to assess credit quality.

Collateral requirements are determined after a
comprehensive review of the credit quality of each
counterparty. Collateral is generally held or pledged
in the form of cash or highly liquid government
securities. Collatera requirements are monitored and
adjusted daily.

Additional disclosures concerning derivative financial
instruments are provided in Note 20 of the Notes to
Consolidated Financial Statements.

Disclosure of contingent features in over-the-counter
(“OTC”) derivative instruments

Certain OTC derivative contracts and/or collateral
agreements of The Bank of New York Mellon, our
largest banking subsidiary and the subsidiary through
which BNY Méellon entersinto the substantial
majority of its OTC derivative contracts and/or
collateral agreements, contain provisions that may
reguire us to take certain actions if The Bank of New
York Mellon’s public debt rating fell to acertain
level. Early termination provisions, or “close-out”
agreements, in those contracts could trigger
immediate payment of outstanding contracts that are
in net liability positions. Certain collateral
agreements would require The Bank of New York
Mellon to immediately post additional collateral to
cover some or al of The Bank of New York Mellon’s
liabilities to a counterparty.
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The following table shows the fair value of contracts
falling under early termination provisions that were in
net liability positions as of Dec. 31, 2015 for three
key ratings triggers:

If The Bank of New York
Mellon’s rating was changed to
(Moody’s/S&P)

Potential close-out
exposures (fair value) (a)

A3/A- $ 117 million
Baa2/BBB $ 1,076 million
Bal/BB+ $ 2,061 million

(a) The amounts represent potential total close-out values if The
Bank of New York Mellon’s rating were to immediately drop
to the indicated levels.

Offsetting assets and liabilities

The aggregated fair value of contracts impacting
potential trade close-out amounts and collateral
obligations can fluctuate from quarter to quarter due
to changes in market conditions, changesin the
composition of counterparty trades, new business, or
changes to the agreement definitions establishing
close-out or collateral obligations.

Additionally, if The Bank of New York Mellon’s debt
rating had fallen below investment grade on Dec. 31,
2015, existing collateral arrangements would have
required us to have posted an additional $243 million
of collateral.

The following tables present derivative instruments and financial instruments that are either subject to an
enforceabl e netting agreement or offset by collateral arrangements. There were no derivative instruments or
financial instruments subject to a netting agreement for which we are not currently netting.

Offsetting of derivative assets and financial assets at Dec. 31, 2015

Gross Gross amounts not offset in
amounts Net assets the balance sheet
offset in the recognized Cash
Gross assets balance on the Financial collateral
(in millions) recognized sheet (a) balance sheet instruments received Net amount
Derivatives subject to netting
arrangements:
Interest rate contracts $ 9,554 $ 8,071 $ 1,483 $ 432 § — 3 1,051
Foreign exchange contracts 3,981 2,981 1,000 63 — 937
Equity and other contracts 123 63 60 — — 60
Total derivatives subject to netting
arrangements 13,658 11,115 2,543 495 — 2,048
Total derivatives not subject to netting
arrangements 2,142 — 2,142 — — 2,142
Total derivatives 15,800 11,115 4,685 495 — 4,190
Reverse repurchase agreements 17,088 357 (b) 16,731 16,726 — 5
Securities borrowing 7,630 — 7,630 7,373 — 257
Total $ 40,518 $ 11,472 $ 29,046 $ 24,594 $ — $ 4,452

(@)

Includes the effect of netting agreements and net cash collateral received. The offset related to the over-the-counter derivatives was

allocated to the various types of derivatives based on the net positions.

(b)

Offsetting of reverse repurchase agreements relates to our involvement in the Fixed Income Clearing Corporation, where we settle

government securities transactions on a net basis for payment and delivery through the Fedwire system.
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Offsetting of derivative assets and financial assets at Dec. 31, 2014

Gross Gross amounts not offset in
amounts Net assets the balance sheet
offsetin the recognized Cash
Gross assets balance onthe Financial collateral
(in millions) recognized sheet (a) balancesheet  instruments received  Net amount
Derivatives subject to netting
arrangements:
Interest rate contracts $ 15457 $ 13,942 $ 1515 $ 408 $ — $ 1,107
Foreign exchange contracts 5,291 4,246 1,045 176 — 869
Equity contracts 303 159 144 6 — 138
Total derivatives subject to netting
Total derivatives not subject to netting
arrange’nents 3,607 — 3,607 — —_— 3,607
Total derivatives 24,658 18,347 6,311 590 — 5,721
Reverse repurchase agreements 11,634 434 (b) 11,200 11,198 — 2
Securities borrowing 9,033 — 9,033 8,733 — 300
Total $ 45325 $ 18,781 $ 26,544 $ 20,521 $ — $ 6,023

(a) Includes the effect of netting agreements and net cash collateral received. The offset related to the over-the-counter derivatives was

allocated to the various types of derivatives based on the net positions.

(b) Offsetting of reverse repurchase agreements relates to our involvement in the Fixed Income Clearing Corporation, where we settle
government securities transactions on a net basis for payment and delivery through the Fedwire system.

Offsetting of derivative liabilities and financial liabilities at Dec. 31, 2015

Gross Gross amounts not offset in
amounts Net liabilities the balance sheet
Gross offset in the recognized Cash
liabilities balance on the Financial collateral
(in millions) recognized sheet (a) balance sheet instruments pledged  Net amount
Derivatives subject to netting
arrangements:
Interest rate contracts $ 10,188 $ 8,235 $ 1,953 §$ 1,795 $ — 5 158
Foreign exchange contracts 3,409 2,567 842 274 — 568
Equity and other contracts 145 67 78 71 — 7
Total derivatives subject to netting
arrangements 13,742 10,869 2,873 2,140 — 733
Total derivatives not subject to netting
arrangen‘]ents 1,446 — 1,446 — — 1,446
Total derivatives 15,188 10,869 4,319 2,140 — 2,179
Repurchase agreements 7,737 357 (b) 7,380 7,380 — —
Securities lending 1,801 — 1,801 1,727 — 74
Total $ 24,726 $ 11,226 $ 13,500 $ 11,247 $ — § 2,253

(@) Includes the effect of netting agreements and net cash collateral paid. The offset related to the over-the-counter derivatives was

allocated to the various types of derivatives based on the net positions.

(b) Offsetting of repurchase agreements relates to our involvement in the Fixed Income Clearing Corporation, where we settle government
securities transactions on a net basis for payment and delivery through the Fedwire system.
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Offsetting of derivative liabilities and financial liabilities at Dec. 31, 2014

Gross Gross amounts not offset in
amounts Net liabilities the balance sheet
Gross offsetinthe recognized Cash
liabilities balance onthe Financial collateral
(in millions) recognized sheet (a) balance sheet instruments pledged Net amount
Derivatives subject to netting
arrangements:
Interest rate contracts $ 16,884 $ 14,467 $ 2417 $ 1815 $ — 3 602
Foreign exchange contracts 4,241 3,149 1,092 399 — 693
Equity contracts 481 181 300 250 — 50
Total derivatives subject to netting
arrangements 21,606 17,797 3,809 2,464 — 1,345
Total derivatives not subject to netting
arrangements 3411 — 3411 — — 3411
Total derivatives 25,017 17,797 7,220 2,464 — 4,756
Repurchase agreements 9,160 434 (b) 8,726 8,722 — 4
Securities lending 2,571 — 2,571 2,494 — 77
Total $ 36,748 $ 18,231 $ 18,517 $ 13,680 $ — $ 4,837

(@) Includes the effect of netting agreements and net cash collateral paid. The offset related to the over-the-counter derivatives was

allocated to the various types of derivatives based on the net positions.

(b) Offsetting of repurchase agreements relates to our involvement in the Fixed Income Clearing Corporation, where we settle government
securities transactions on a net basis for payment and delivery through the Fedwire system.

Secured borrowings

The following table presents the contract value of repurchase agreements and securities lending transactions
accounted for as secured borrowings by the type of collatera provided to counterparties.

Repurchase agreements and securities lending transactions accounted for as secured borrowings at Dec. 31, 2015

Remaining contractual maturity of the agreements

Overnight and 30 days or
(in millions) continuous Up to 30 days more Total
Repurchase agreements:
U.S. Treasury $ 2,226 $ — 3 — 3 2,226
U.S. Government agencies 319 42 5 366
Agency RMBS 3,158 — — 3,158
Corporate bonds 372 — 665 1,037
Other debt securities 106 — 149 255
Equity securities 664 — 31 695
Total $ 6,845 $ 42 3 850 $ 7,737
Securities lending:
U.S. Government agencies $ 358 — 3 — 3 35
Other debt securities 254 — — 254
Equity securities 1,512 — — 1,512
Total $ 1,801 $ — 3 — $ 1,801
Total borrowings $ 8,646 $ 42 S 850 $ 9,538

BNY Méllon's repurchase agreements and securities
lending transactions primarily encounter risk
associated with liquidity. We are required to pledge
collateral based on predetermined terms within the
agreements. If we were to experience adeclinein the
fair value of the collateral pledged for these
transactions, additional collateral could be required to
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be provided to the counterparty; therefore, decreasing
the amount of assets available for other liquidity
needs that may arise. BNY Méllon also offerstri-
party collateral agency servicesin the tri-party repo
market where we are exposed to credit risk. In order
to mitigate this risk, we require dealers to fully secure
intraday credit.
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Note 24 - Lines of business

We have an internal information system that produces
performance data al ong product and services lines for
our two principal businesses and the Other segment.

Business accounting principles

Our business data has been determined on an internal
management basis of accounting, rather than the
generally accepted accounting principles used for
consolidated financial reporting. These measurement
principles are designed so that reported results of the
businesses will track their economic performance.

Business results are subject to reclassification when
organizational changes are made or whenever
improvements are made in the measurement
principles. On July 31, 2015, BNY Mellon
completed the sale of Meriten, a German-based
investment management boutique. In 2015, we
reclassified the results of Meriten from the
Investment Management business to the Other
segment. The reclassifications did not impact the
consolidated results. All prior periods have been
restated.

The accounting policies of the businesses are the
same as those described in Note 1 of the Notes to
Consolidated Financial Statements.

The primary types of revenue for our two principal businesses and the Other segment are presented below:

Business Primary types of revenue

Mutual funds
Institutional clients
Private clients

entities

« Distribution and servicing fees

Investment Management | « Investment management and performance fees from:

High-net-worth individuals and families, endowments and foundations and related

Foreign exchange

Investment Services » Asset servicing fees, including institutional trust and custody fees, broker-dealer services,
global collateral services and securities lending

« Issuer services fees, including Corporate Trust and Depositary Receipts

« Clearing services fees, including broker-dealer services, registered investment advisor
services and prime brokerage services

» Treasury services fees, including global payment services and working capital solutions

Other segment Credit-related activities

L easing operations

Derivatives business

Business exits

Corporate treasury activities

Globa markets and institutional banking services

The results of our businesses are presented and
analyzed on an internal management reporting basis:

»  Revenue amounts reflect fee and other revenue
generated by each business. Fee and other
revenue transferred between businesses under
revenue transfer agreementsis included within
other revenue in each business.

» Revenues and expenses associated with specific
client bases are included in those businesses. For
example, foreign exchange activity associated
with clients using custody productsis allocated to
Investment Services.

* Netinterest revenue is alocated to businesses
based on the yields on the assets and liabilities

generated by each business. We employ afunds
transfer pricing system that matches funds with
the specific assets and liabilities of each business
based on their interest sensitivity and maturity
characteristics.

* Incentive expense related to restricted stock and
certain corporate overhead charges are allocated
to the businesses.

e Support and other indirect expenses are allocated
to businesses based on internally-devel oped
methodol ogies.

* Recurring FDIC expense is allocated to the
businesses based on average deposits generated
within each business.
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» Litigation expenseis generally recorded in the
business in which the charge occurs.

» Management of the investment securities
portfolio is a shared service contained in the
Other segment. Asaresult, gains and losses
associated with the valuation of the securities
portfolio are included in the Other segment.

e Client deposits serve as the primary funding
source for our investment securities portfolio.
Wetypically alocate all interest revenue to the
businesses generating the deposits. Accordingly,
accretion related to the portion of the investment
securities portfolio restructured in 2009 has been
included in the results of the businesses.

 M&I expenseisacorporate level itemand is
recorded in the Other segment.

e Restructuring charges recorded in 2014 relate to
corporate-level initiatives and were therefore

recorded in the Other segment. In the fourth
guarter of 2013, restructuring charges were
recorded in the businesses. Prior to the fourth
guarter of 2013, restructuring charges were
reported in the Other segment.

» Balance sheet assets and liabilities and their
related income or expense are specifically
assigned to each business. Businesses with a net
liability position have been allocated assets.

*  Goodwill and intangible assets are reflected
within individual businesses.

Total revenue includes approximately $2.3 hillion in
2015, $2.3 billion in 2014 and $2.3 billion in 2013 of
international operations domiciled in the UK which
comprised 15%, 15% and 15% of total revenue,
respectively.

The following consolidating schedules show the contribution of our businesses to our overall profitability.

For the year ended Dec. 31, 2015 Investment Investment .
(dollar amounts in millions) Management Services Other Consolidated
Fee and other revenue 3,600 (a) $ 8,026 $ 474 $ 12,100 (a)
Net interest revenue 319 2,495 212 3,026
Total revenue 3919 (a) 10,521 686 15,126 (a)
Provision for credit losses — — 160 160
Noninterest expense 2,869 7,383 543 10,795 (b)
Income (loss) before taxes 1,050 (a) $ 3,138 $ a7 s 4,171 (a)(b)
Pre-tax operating margin (c) 27% 30% N/M 28%
Average assets 30,928 $ 283,880 $ 57,373 § 372,187

(a) Both fee and other revenue and total revenue include the net income from consolidated investment management funds of $18 million,
representing $86 million of income and noncontrolling interests of $68 million. Income before taxes is net of noncontrolling interests of

$68 million.

(b) Includes a loss attributable to noncontrolling interest of $4 million related to other consolidated subsidiaries.

(c) Income hefore taxes divided by total revenue.

For the year ended Dec. 31, 2014 Investment Investment .

(dollar amounts in millions) Management Services Other  Consolidated

Fee and other revenue 3672 (@) $ 7,719 $ 1337 $ 12,728 (a)

Net interest revenue 274 2,339 267 2,880
Total revenue 3946 (a) 10,058 1,604 15,608 (a)

Provision for credit losses — — (48) (48)

Noninterest expense 3,049 8,116 1,012 12,177
Income before taxes 897 (@) $ 1942 $ 640 $ 3479 (a)

Pre-tax operating margin (b) 23% 19% N/M 22%

Average assets 37,655 $ 266495 $ 68,416 $ 372,566

(a) Both fee and other revenue and total revenue include the net income from consolidated investment management funds of $79 million,
representing $163 million of income and noncontrolling interests of $84 million. Income before taxes is net of noncontrolling interests of

$84 million.
(b) Income before taxes divided by total revenue.
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For the year ended Dec. 31, 2013 Investment Investment

(dollar amounts in millions) Management Services Other  Consolidated
Fee and other revenue $ 3608 (@ $ 7640 $ 711 $ 11,959 (a)
Net interest revenue 260 2,514 235 3,009
Total revenue 3868 (a) 10,154 946 14,968 (a)
Provision for credit losses — 1 (36) (35
Noninterest expense 2,903 7,398 1,005 11,306
Income (loss) before taxes $ %5 (@) $ 2,755 $ (23) $ 3,697 (a)
Pre-tax operating margin (b) 25% 27% N/M 25%
Average assets $ 38420 $ 247431 3 56,460 $ 342311

(@) Both fee and other revenue and total revenue include net income from consolidated investment management funds of $103 million,
representing $183 million of income and noncontrolling interests of $80 million. Income before taxes is net of noncontrolling interests of
$80 million.

(b) Income before taxes divided by total revenue.

Note 25 - International operations Asaresult, it is necessary to make certain subjective
assumptions such as:
International activity includes |nvestment

Management and Investment Services fee revenue « Income from international operationsis
generating businesses, foreign exchange trading determined after internal allocations for interest
activity, loans and other revenue producing assets and revenue, taxes, expenses and provision for credit
transactions in which the customer is domiciled losses.

outside of the United States and/or the international « Expense charges to international operations
activity isresident at an international entity. Dueto include those directly incurred in connection with
the nature of our international and domestic activities, such activities, aswell as an allocable share of
itisnot possible to precisely distinguish between general support and overhead charges.
internationally and domestically domiciled

customers.

Total assets, total revenue, income before income taxes and net income of our international operations are shown in
the table bel ow.

International operations International Tota Tota
(in millions) EMEA APAC Other  International Domestic Total
2015
Total assets at period end (a) $ 76,679 (b) $ 17,829 $ 1,176 $ 95684 $ 298,006 $ 393,780
Total revenue 3,932 (b) 904 577 5,413 9,781 15,194
Income before income taxes 1,436 451 269 2,156 2,079 4,235
Net income 1,163 365 218 1,746 1,476 3,222
2014
Total assets at period end (a) $ 86189 (b) $ 16812 $ 1516 $ 104517 $ 280,786 $ 385,303
Total revenue 3,931 (b) 1,383 645 5,959 9,733 15,692
Income before income taxes 985 913 365 2,263 1,300 3,563
Net income 775 719 287 1,781 870 2,651
2013
Total assets at period end (a) $ 70,046 (b) $ 20498 $ 1808 $ 92352 $ 282,164 $ 374,516
Total revenue 3,821 (b) 936 738 5,495 9,553 15,048
Income before income taxes 1,015 493 414 1,922 1,855 3,777
Net income 822 399 335 1,556 629 2,185

(a) Total assets include long-lived assets, which are not considered by management to be significant in relation to total assets. Long-lived
assets are primarily located in the United States.

(b) Includes revenue of approximately $2.3 billion, $2.3 billion and $2.3 billion and assets of approximately $33.2 billion, $46.2 billion and
$36.4 billion in 2015, 2014, and 2013, respectively, of international operations domiciled in the UK, which is 15%, 15% and 15% of
total revenue and 8%, 12% and 10% of total assets, respectively.
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Notes to Consolidated Financial Statements (continued)

Note 26 - Supplemental information to the Consolidated Statement of Cash Flows

Noncash investing and financing transactions that, appropriately, are not reflected in the Consolidated Statement of

Cash Flows are listed below.

Noncash investing and financing transactions

Y ear ended Dec. 31,

(in millions) 2015 2014 2013
Transfers from loans to other assets for other real estate owned (“OREQ") 7% 4 % 5
Change in assets of consolidated VIES 7,881 1,990 209
Changein liabilities of consolidated VIEs 7,423 2,462 50
Change in noncontrolling interests of consolidated VIEs 295 250 50
Securities purchased not settled — 55 518
Securities sales not settled 11 750 88
Available-for-sale securities transferred to held-to-maturity 11,602 — 7,032
Premises and equipment/capitalized software funded by capital lease obligations 49 31 26
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
The Bank of New York Mellon Corporation:

We have audited the accompanying consolidated balance sheets of The Bank of New York Mellon Corporation and
subsidiaries (“BNY Mellon") as of December 31, 2015 and 2014, and the related consolidated statements of
income, comprehensive income, changesin equity, and cash flows for each of the yearsin the three-year period
ended December 31, 2015. These consolidated financial statements are the responsibility of BNY Méllon's
management. Our responsibility isto express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonabl e assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on atest basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes ng the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide areasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of BNY Mellon as of December 31, 2015 and 2014, and the results of their operations and their
cash flows for each of the yearsin the three-year period ended December 31, 2015, in conformity with

U.S. generally accepted accounting principles.

We al so have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), BNY Mellon’sinternal control over financial reporting as of December 31, 2015, based on criteria
established in Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO), and our report dated February 26, 2016 expressed an
unqualified opinion on the effectiveness of BNY Mellon’sinternal control over financial reporting.

/s KPMG LLP

New York, New York
February 26, 2016
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Directors, Executive Committee and Other Executive Officers

Effective February 26, 2016

Directors

Nicholas M. Donofrio

Retired Executive Vice President,

Innovation and Technology

IBM Corporation

Developer, manufacturer and provider of
advanced information technologies and services

Joseph J. Echevarria

Retired Chief Executive Officer

Deloitte LLP

Global provider of audit, consulting, financial
advisory, risk management, tax and related
services

Edward P. Garden

Chief Investment Officer and afounding partner,
Trian Fund Management, L.P.

Alternative investment management firm

Jeffrey A. Goldstein
Managing Director, Hellman & Friedman LLC
Private equity firm

Gerald L. Hassell
Chairman and Chief Executive Officer
The Bank of New Y ork Mellon Corporation

John M. Hinshaw

Executive Vice President and

Chief Customer Officer at

Hewlett Packard Enterprise Company

Global provider of IT, technology and enterprise
products and solutions

Edmund F. (Ted) Kelly
Retired Chairman

Liberty Mutual Group
Multi-line insurance company

Richard J. Kogan

Retired Chairman, President and
Chief Executive Officer
Schering-Plough Corporation
Global healthcare company

* Designated as an Executive Officer.
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John A. Luke, Jr.

Non-Executive Chairman

WestRock Company

Global paper and packaging company

Mark A. Nordenberg

Chancellor Emeritus,

Chair of the Institute of Politics and
Distinguished Service Professor of Law
University of Pittsburgh

Major public research university

Catherine A. Rein

Retired Senior Executive Vice President and
Chief Administrative Officer

MetLife, Inc.

Insurance and financial services company

William C. Richardson

President and Chief Executive Officer Emeritus
TheW. K. Kellogg Foundation

Retired Chairman and Co-Trustee of

The W. K. Kellogg Foundation Trust

Private foundation

Samuel C. Scott 111

Retired Chairman, President and

Chief Executive Officer

Ingredion Incorporated (formerly Corn Products
International, Inc.)

Global ingredient solutions provider

Wesley W. von Schack

Chairman

AEGIS Insurance Services, Inc.

Mutual liability and property insurance company

Executive Committee and Other Executive
Officers

Gerald L. Hassell *
Chairman and Chief Executive Officer

Michael Cole-Fontayn
Chairman,
Europe, Middle East and Africa

Thomas P. (Todd) Gibbons *
Chief Financial Officer

Mitchell E. Harris *
Chief Executive Officer,
Investment Management

Monique R. Herena *
Chief Human Resources Officer

Kurtis R. Kurimsky *
Corporate Controller

Suresh Kumar
Chief Information Officer

Stephen D. Lackey
Chairman,
Asia Pacific

J. Kevin McCarthy *
General Counsel

Michelle M. Neal *
President,
BNY Mellon Markets Group

Karen B. Peetz *
President

Brian T. Shea *
Chief Executive Officer,
Investment Services

Douglas H. Shulman
Head of Client Service Delivery

James S. Wiener *
Chief Risk Officer



Performance Graph

Cumulative shareholder returns (a) Dec. 31,

(in dollars) 2010 2011 2012 2013 2014 2015
The Bank of New Y ork Mellon Corporation $ 1000 $ 672 $ 887 $ 1230 $ 1455 § 150.3
S& P 500 Financial Index 100.0 82.9 106.8 144.9 166.9 164.4
S& P 500 Index 100.0 102.1 1185 156.8 178.3 180.8
Peer Group 100.0 85.5 108.2 154.3 178.1 177.8

(a) Returns are weighted by market capitalization at the beginning of the measurement period.

This graph shows The Bank of New York Mellon Corporation’s cumulative total shareholder returns over the five-
year period from Dec. 31, 2010 to Dec. 31, 2015. Our peer group is composed of financial services companies
which provide investment management and investment servicing. We also utilize the S& P 500 Financial Index as a
benchmark against our performance. The graph shows the cumulative total returns for the same five-year period of
the S& P 500 Financial Index, the S& P 500 Index as well as our peer group listed below. The comparison assumes a
$100 investment on Dec. 31, 2010 in The Bank of New York Mellon Corporation common stock, in the S& P 500
Financial Index, in the S& P 500 Index and in the peer group detailed below and assumes that all dividends were
reinvested.

Peer Group

BlackRock, Inc. Morgan Stanley State Street Corporation
The Charles Schwab Corporation Northern Trust Corporation U.S. Bancorp

Franklin Resources, Inc. The PNC Financia Services Group, Inc. Wells Fargo & Company
JPMorgan Chase & Co. Prudential Financial, Inc.
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