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‘ Highlights of Our 194th Yea:

(Dollars in thousands, except per share dacs) 1986 1985 Change

Earniags Per Share

PRI e s e e $ 197 §$ 1.0
Excluding gain on leveraged
A I L 1.87 1.60 17%

T B e S R R e 1.84 1.45
Excluding gain on leveraged
OB IE . . iihheciah i 1.7 1.45 21
Dividends Per Share
Cash dividends declared . ............ 3 30 20
Income
PR ADDIINR +iivci s inshranannnsamian - TRINE . 2N
Excluding gain on leveraged
TR | ORI . 67,823 55,254 23
Return on Equity
Excluding gain on leveraged
TR T e S TR 19.0% 18.8%
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To our Stockholders

We are pleased to report that 1985
was another excellent year for State Street. The
highlights on page one summarize our financial
progress. Excluding non-recurring items, earnings
per share have grown at an annual compour i rate
of 19% over the last five years and were 21% higher
for 1986 (han for 1985, Return on stockholders’
equity was 19%.

The dividend rate at year-end was 25%
highe - than a year ago reflecting two increases
during 1986 Our fourth two-for-one stock split in
the past five vears was distributed in August.

The emergence of a worldwide finan-
cal marketplace is a development of considerable
importance to State Street. As financial assets
ot people and institutions all over the world
become more significant, there 1s a strong trend
toward protessional management and care of those
assets. Financial markets throughout the world
are linked by intormarion technology. Hundreds
ot trading rooms communicate with dozens of
market floors to term a worldwide marketplace
Users of capual are put in touch with suppliers ot
capital with increasing disregard for where
either is located

Securitization, underwriting, and

distribution are transcending the previously local

Min gy

dimensions of the intermediation process. Funds to
finance New England companies’ growth can come
from anywhere in the world. U.S. pension funds
have increased their overseas in\ estments from
virtually nothing five years ago to more than $30
billion in 1986. Money managers in financial centers
such as Tokyo, London, and Zurich are turning
increasingly to investments outside their own
Jdomestic markets.

Statc Street’s opportunities in this
emerging marketplace continue to expand. Qur
roles are twofold. We provide to investors services
such as tecurities custody, recordkeeping, +: «
investment management. We invest in financial
asse*s and provide related services. Both functions
gene ate interest and fee incame and contribute to
steady growth of cur earcungs. In both roles, we
are contributors to the emergence of a worldwide
hnancial marketplace and the beneficiaries
of its expansion

During 1986, total assets under our
cusiody surpassed $440 billion, strengthening our
position as one of the world’s largest securities
custodians. In murual tund and master trust
services, we have cstablished strong leadership
positions, and we anticipate continued success in

providing services to the growing mutual tund and




pension industries. Our corporate trust business
1s benefitting from the rapid development of
securitization. For example, we were selevted as
trustee and cusiodian for the collateralized
mortgage obligations issued by a major investment
banking firm, and as trustee for the securitization
of $4 billion of GMAC automebiie loans, the
largest private debt offering ir U.S. history. More
recently, another large investment banking firm
selected State Street as trustee for its REMICs, the
new real estate mortgage investment conduits
We provide custody, investment

management, and participant recordkeeping services
for the .ncreasingly popular defined contribution
plans such as 401(k) plans. To help our corperate
customers develop sophisticated, creative solutions
to their hnancing needs, we continue to expand our
corporate finance capabilities. In connection with
our securities processing businesses, we increased
our loreign exchange trading during the vear to
accommodate our customers’ international

activities, In the following pages, we describe

further scme of the businesses in which our

strategy for growth s producing successful results.

State Street’s participation in the broad

development of 2 worldwide financial marketplace

offers long-term opportunities to serve a growing

number of customers and to create value for our

stockholders.

AV &!‘4

William S. Eagerly

Chairman
)
7
,//7 Py "’WY__\
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Peter E. Madden

President
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Serving a Growing Number of Customers Worldwide

State Streer serves
a growing number of customcrs
worldwide by emphasizing
quality. We place a high priority
on innovation. In each of our
businesses, we aim to be a
recognized leader in the
reliability a..d value of our

services.

With 40% of the
U.S. mutuai fund industry’s
assets under custody, State Street
i1s the nation’s largest supplier of
custody services to this dynamic
industry. At vearend 1986, the
number ot mutual funds serviced
by State Street equaled 46% of
the industry s total funds.

Since 1924, when the

first mutual tund chose State Street

to provide tund accounting

and recordkeeping, the mutual

fund industry has experienced
remarkable expansion, and its
srowth has accelerated in recent
years. By year-end 1986, industry
assets totaled $716 billion. State
Street's growth in mutual fund
custody services, at 36% in 1985
and 43% in 1986, reflects the
industry’s rapid growth. On
December 31, 1986, we had over
$286 billion in mutual fund assets
in our custody.

As the industry has
grown, it has responded to the
changing needs of investors by
developing a broad array of funds
with a variety of investment
objectives. Product ines have
expanded and now include
money market funds, municipal
bond funds, stock and bond
funds, and Ginnie Mae funds,
as well as investment products

such as futures and opt.ons.



in addition, mutual furds are
increasingly being used as
investment vehicles for retire
ment plans such as the IRA and
Keogh plans and ! variabls life
insurance products. During the
past year, significant growth
occurred 1n international murtual
funds, and State Street’s global
custody service is a valuable
addition to our services for these
tunds

Stat. Street provides
services to participants in all
segments of the industry. In
addition to independent invest

ment companies, the industi y

includes broker/dealers, insurance

companies, and banks collaborat
ing with tund distributors, all ot

whom have achieved excellent

success in (Y‘xd(k:‘l.flg f“u(\l.l! !u!\ds

to their customers
We attract and retain
mutual tund customers because

of our high level of customer

service, a broad range of products,

and a continuing partnership with

our customers to dc\el«)p new

products. Custody services include

portfolio accounting, general
ledger accounting, and securities
custody. We have developed an
mnovative accounting systemn,

\4

called Horizon ™ with 2 modular

struclure w .L‘“&(‘ ﬁ(‘xlblll(\

m”, ‘
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State Street's Growth in
Mutual Fund Assets U nder

C ustody
A " ,"1

enables us 1o meet the industry's
expanding needs. During 1986,
enhancements to Horizon
included the automation ot
complicated payment processing
for Ginnie Mae securities and
municipal bond funds, and a
remote report writer and data
retrieval module that enables our
mutual fund customers to
retrieve data from Scate Street's
files to generate a variety of
customized reports

We expect to con
tinue to take advancage of the
opportunities created by the
growth in the mutual tund
industry. In addition, we are
currencly adapting our mutual
fund custody services to meet
the insurance industry's record
keeping and reporting needs for
their general account assets. We
believe our expansion into this
market offers signihcant oppor

tunities tor tuture growth
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wh 40%
of the mutual

fund industry's assets
tn our care, State Street
is the nation's largest
supplier of custody
services 10 this
dynamic industry.
In 1986, State Street
wes also ranked as the

nation’s leading master

et oxstodian bank

Building on our
-apabilities as a custodian for the
mutual fund industry, State Street
has become a leading supplier
of custody, recordkeeping,
and beneht plan services to
institutional investors. During
1986, we were ranked the nation's
largest master trust custodian
bank. At vear-end, domestic
assets for which we act as master
trustee or master custodian for
LS. pension plans totaled
$99 billion.

As master trustee,
State Street provides securities
satekeeping, income collection,
trade settlement, cask manage-
ment, and timely reporting of
porttolio information worldwide.
Related services include perfor-
mance measurement, portfolio
analysis, on-line access to port-
tulio intormation, and securities
lending

Plan sponsors
continue 1o seek broader diversifi-
cation through increased interna-
tional investments. Our global

custody service, begun in 1981,

Cxt(ﬂdﬁ our master trust services
to cover all of the world's major
financial markets. We provide our
customers with comprehensive
portfolio recordkeeping services
for their international investments
Large corporate
oerision plans are a major part of
the marker for these services.
Public pension funds are 2
raoidly growing segment of the
pension market, and we have
adapted our capabilities to the
special requirements of these
plans. State Street's custody
services are also widely used by
endowment funds. Our approach
to the market is client-driven.
By developing expertise in the
special requirements of each
market segment, our teams of
professionals provide services

tailored to our chients’ needs



State Street's service
for defined ontribution plans,
such as 401(k) plans, include
e [‘lww‘t' ’('a'»fd\w:';nng invest
ment management, portfolio
accounting, and benehit payment
We provide these services o a
growing list of Fortune 500
companies. During the year, our
Selection Fund, an innovative
approa hto \'\»-‘{(‘d guaranteed
nsurance ntracts (GICs), more
than doubled 1n size. This func

offers our clients safetv and

State Street s

extensive experience I1n providing
ustod ¢ es led us t
{eve T tment management
product lesigned tor in tu

| '
10041 INVe rs. We IOCUS Or
judntitat r

seymer it the Y"J'L(‘ ot 1
SOME Cases, « J'.;‘w:': rm .'HJ"‘».(“
averages. These products are
becoming increasingly popular, as
managers of large pension fund
seek reliable investment results
tor sizeable porttolios. Our
losed-end real estate funds enable
pension tund managers to
diversity their porttohios and
apitalize on specialized real
estate investment management
At vear-end 1986, State Street had

24 bullion of institutional assets

'nt. We are ranked

i

ate Sreet s Growth in

nstrtunonal A ssets
L3
[

the ninth largest bank money
manager in the United States

State Street lLias
developed 2 variety of investment
prodcacts tor institutional inves
tors who seek diversification
through nternational investments
including the first ERISA-approved
commingled international index
tund, country selection funds, and
our High Value Fund, which takes
a more active approach to stock
selection [)u'ang 1986, we created
a global index fund for the
overseas subsidiar v pension plans
of 2 major Us rporation \1:
are currently the largest manager
ot international indexed assets n

the United States

The international
'.‘!pd.".\,ﬁ N O! our securities
ustody and recordkeeping

wrv '_‘,v\"'\’» Wr proven

13
Xpertise TR aaesain
date dreet has pr jed t o>
ery turopean r ¢
neir 3. portt 1ce [96%
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State Strest offer

otner hnancial

y and
market
The New England
region’s expanding ecor
provides a stre ng base for our
services. Our head ofhce banking

approach distinguishes us from

other banks that address this

market <hrough subsidiaries or
b

loan production offices. State

Strzet’s corporate customers

firectly with highly trained,
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ecent

developments
in securitization offer
growth opportunities
for State Street. In
1986, Siaie Street was
selected as trustee for
$4 bullion in securities
collateralized by
GMAC awtomobile
loans, the largest
private debt offering

m US bistory

k.

our global custody clients and the
internationa’ rrade activities ot
our corporate customers. Our
London Branch and State Street
Bank (Switzerland) are active
intermediaries with both U S.
and non-U S. corporate customers
that operate in Europe and require
foreign exchange, deposit, and
lending tacilities. The 1ssuance of
Eurodollar certificates of deposit
through our London Bear h
provides expanded investment
alternatives 1o many of our
Corporate customers
State Street's

corporate finance services are
provided through State Street
Boston Capital Corporation
These services include private
placement ot debt, acquisitions
and divestitures, and prowect
hnance We also provide loan
SVALILATION services 1O Our COorpo-
rate customers. As deregulation
CIEILYS W opportunities tor

ymmercial banks to provide
investment banking services,

State Street will be well positioned

to take advantage of those

opportunities

Stare Street
expanded its activities in other
businesses during 1986, We
strepgthened our reputation as
a leading trustee and money
manager for personal wealth.

In addition 10 our traditional
personal trust business, we have
had significant success in
providiig money management
services to professionals and
entrepreneurs, and to trusts and
foundations. We plan to continue
our growth in these areas.

More than 50,000
new credit card accounts were
added during the year, and
cardholder loans increased by
60%. Our card services are
marketed to creditworthy New
England consumers During 1986,
we added a number ot athnity

group card programs, which ar



aimed at people affiliated with

universities J”‘j ()(hk'
organizations

We {U»Ylpl(!t‘(’ the
consolidation of our branch
banking system into six offices
We played a key role in the
formation of a New | ngland
wide cash machine network.
which will give State Street
customers access to more than
1LROO Yankee 24 machines in all
six New England states

The expansion of
our corporate trast business 1s
benehtting trom the trend toward
secunitization ol debt. Bu ding
on our experience as bond trustee
and sophisticated reg !\."kz";!c"
we are providing trustee services
tor collateralized mortgage

bhigations and automaobile loan

bond " Luring 190, ae

were selected as trustee for

the securitization of $4 billion

of GMAC autoniobile loans

the largest private debt offering

n US. history. We believe
securitization will continue to
offer substantial opporiunities for

Stare S:reet

State Stree: combines
intormation technology with
banking to serve a growing
number of customers worldwide
We aim to strengtnen further our
ieadership positions in our
existing businesses, and we see
vxeellent growth opportunities in
the rapidly developing worldwide

hnancial marketplace
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Financial Histor,
Saatr Streer Bosic n Corporation and Subsidiuiries

|
|
|
|
|
Compound l
Growth Rate |
(Dollars in millions, except per share data) 1986 1985  1984° 983" 1982% 1981 ____ 8- |
Condensed Income Statements |
Net interest income, taxable equivalent . $2i2.1 $1851 $152.6 $150.2 $141.2 $116.8 13% 1
Taxable equivalent adjustment ; 311 295 249 19.5 18.1 17.4 14
Provision for loan losses . . . G 17.9 12,5 40 4.7 8.5 5.0 » ]
Orher operating income . ... ...... ... 248.0 1777 1431 1156 1121 65.2 31 l
Orher operating expenses . . ; 300.L0 2322 1899 1763 1525 1229 20 |
Income taxes . .. : : NS DI P N B 10.5 30 |
Net income. . ........ o« $ 714 $553 $ 490 8 385 $ 489 % 262 22 1
Per Share 1
Earnings |
Primary . . sl i 8197 5140 2142 1110 B342 3 19 |
Fully diluted . . YIS NRERRREE | SENE U S o SR T (e 72 19 |
Cash dividends declared ! A 36 30 25 23 20 A7 17 |
Book value at year end : e | 7 9.48 8.10 6.96 6.09 490 18 |
Closing price .............. : 2338 206} 1150 725 691  13.86 3 |
Average Balances 1
Interest-earning assets $4,967 $3957 $3078 $3,147 $2717 $2.352 16 |
Loans, net of unearned income : 1,938 1660 1,332 1,279 1,207  1,i44 11 {
Total assets . .. et 6,288 4935 3902 3938 355 3,058 16 |
Noninterest-bearing deposits 2,241 1,550 1,184 1,176 1,056 979 18 |
Long-term debt . : : 81 79 82 69 65 69 3 |
Scockholders’ equity 358 293 251 224 "9 153 19 |
Ratios"
Return on average equity 190% 188% 183% 183% 194% 17.2% |
Return on average assets 1.08 1.12 118 1.04 98 86 }
Internal capital generation rate 155 15 15.0 148 15.6 136
Primary capits! ratio (average) . 6.3 6.6 7.1 6.4 5.7 5.7
Net charge-ofts to average loans 64 34 25 12 29 33
Allowance for loan losses to ending
loans 1.95 1.78 1.76 2.11 2.09 1.90

1) Excimding the gain on levevaped (cases. tuxaine cguitaient net inteves: income i §215,664,000, ner income i $6782.).000, carnings pev ihare
are §1 80 and pully diluied earnings pev dare are §1.%

2] Excinding the guin on duposicion of options, net income 15 $45 869,000 carnings pev inare uve §1.3J, and fully diluied earnings pev hare
oe §1 21!

i Excluding the loss on the sale of subsiduiries, net income 15 $40.972.000 carning per share are S1L19, and fully diluted earnings pev share
Elad ‘[ i

# Exclwding the guin on the sale of real estate aptions. net income 1 §14 6.10.000 earmings pov shave ave §1.04, and fully dilnced carnings per hare
are

5/ Ratios and compusnd primotk rates oxclude non rec e MR Htens Incieding these ttems, return on equiey s 20.0%, 196%, [72% and 274%. and
U Om wskets 15 LN 10NN IR und | IR for 19N, 1944 19K “nd |95, respectiwely

& Fer share umosnts for 98] 10 19K huty leen restuted to el worfor one stk plits dustr ibmeed 1 19X, 19K, 1985 und 1986




Financial Review
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This section provides intormation about the operaiing results and
hnancial condition ot State Street Boston Corporation tor the theee years ended
December 31, 1986. This section should be read in conjunction with the consolidated
financial statemer -, financial history, and suppleniental financial dato

Summary

In 1986, fullv diluted carnings per share were $1.84. T se results in-
cluded $.09 per share trom a non-recurring gain from accounting for leveraged leases
brought about by the Tax Reform Act of 1986, Excluding this gain, carnings per
share were $1.75, an increase of 21% from 1985, net income of $678 million was up
23%, and return on stockholders’ equity was 19.0%. This s the fifth year in a rov
that State Street's return on equity exceeded 18%.

Improvement in earnings per share resulted trom a 40% inciease in
other operating income and, excluding the non-recurring gain, a 17% increase in
taxable equivalent net incerest income, partially offset by increased expenses and a
higher provision for loan losses.

State Street’s revenue is reported in two major categories—other
operating income and net interest income. In 1986, other operating income, or fee
income, continued (o account for an increasing percentage of taxable equivalent
income befure operating expenses, reaching 56%.

For 1986, carnings of $1.75 represent a 19% annual growth rate since
1981, when carnings per share were $.72. This growth reflected a 31% annual growth
in other operating income and a 13% annual growth in taxable equivalent net
interest income

Other Operating Income

In 1986, the growth rate in other operating income accelerated to 40%
from 29% in 1985 Other operating income increased $70.3 million to $248.0
million. The growth in 1986 resulted primarily from the rapid growth in hduciary
compensation and also from increased foreign exchange trading income

The following table shows the components of other operating income
Non-recurring gains are included un 4 separate line in the table.

Other Operatiz - come

Compound
Growth
Change Rate
(Dollars in millions) 1986 1985 1984 1983 1982 1981 X586 31-86
Fiduciary
LOMPeNsation $176.6 51224 $9%9 $797 § 601 $398 4% 15%
Bank .ard tess 237 05 166 137 99 81 16 24
toregn exchangy
trading 14,3 37 P ok 1.5 25 16 151 35
Service fees 12.1 99 8 X5 93 T4 22 [o
( orrespondent
wIvive fees 5 L %0 '3 K5 ) 3 4
Trading gains
fosses ), net 1.5 | 4 (£ 0.3 0.2 <
Sevuritiey gains
lewaes ), net 0.7 27 21 (L 2) } 9)
Uther iCo LR 50 57 Y4 A
480 1727 1372 136 9.7 3.2 A |
Nonrsourring
Rainy 54 M4
Total other
Perating
IO $248.0 S$1777 $1431 $1156 $i121  $652 el |




Financial Review

Fiduciary compensation, increased 44% to $176.6 illion in 1986.

The major services contributing to fiduciary compensation w _ securities custody
and recordkeeping for mutual funds; master trust services for  nsion plans,
endowments, and foundations; global cusiody; personal trusr  vices, investment
management for employee benehit plans; the administration «  retirement plans;
and services for defined contribution plans. The increase in fiduciary compensation
included growth in all product areas and was primarily acteibutable o new business
and the growth of existing clients’ assets.

Fiduciary compensation reflects revenue based on the volume of assets
under custody or management, portfolio activity, and other services. In addition to
fees, certain services have associated demand deposits. These deposits are invested,
and the resulting income appears on the income statement as interest income. The
following table shows the growth in assets under custody and assets under
management:

Assets Under Custody and Management

Compound
Growth
Rate
(Assets in billions) 1986 1985 1984 1983 1982 1981 85-86 81-86
Tonal assets under
custody . .. $440.8 33262 82451 $1788 $1515 $1104 5% 2%
Mutual funds .. 286.3 1998 1467 1103 1082 830 4) 28
Master trust,
domestic 9.1 806 55.0 438 139 0.7 23 37
International® 15.9 68 40 33 15 9 193 86
Total assets under
management . 26.1 153 1z 97 85 5.1 | 39
Institutional 238 131 98 79 70 38 b 4“4
Personial 2.6 22 19 18 15 13 18 15

'/l;'/% :nl;m.mu@l mull-d Jund m.-

Growth in assets under custody was the primary reason for the increase
in fiduciary compensation. At yearend, total assets under custody were $441 billion,
up 35% from $326 billion at year-end 1985.

Mutual fund assets increased 43% following a 36% increase in 1985,
reflecting the accelerating growth of the mutual fund industry. Assets of nearly
all types of mutual funds soared. Bond and income funds grew dramarically,
particularly US. government income, Ginnie Mae, long-term municipal bond snd
corporate bond funds. Equity, short-term municipal bond and money market tunds
also increased.

State Street’s market share of the U S. mutual fund industry, measured
by assets under custody, is 40%. During 1986, State Street added 160 new funds for
current and new clients, bringing the total funds serviced to 851, 46% of U S
mutual funds.

Domestic master trust assets under custody increased 23% 1o $99
billion, primarily because of asset growth and additional porttohos from clients.
State Street ranks as the nation’s largest master trust custodian bank and has
approximately 6% of the U 5. marker

During 1986, the global custody business grew substantially. New
chents around the worid were serviced from expanded tacilities in Quincy
(Massachusetts), London 2+ | Svdney. International assets under custody near!y
tripled, reach.ng $20 billion. This number includes portfolios of non-U $
customers, and the international porttolios of U.S. pension plans and mutual funds.




Financial Review

Net Interest {ncome
Tasable b guivalent Koy
Millions of Joillars)

The growth in Aiduciary compensation also reflects rapid growth in
assets managed. During 1986, institutional assets managed increased to 23 5 billion,
up 79%, due to new business, use of additional products and funding by existing
chents, and asset appreciation. Growth was particularly notavle in passive equity
products, with substantial growth also in passive international equities, passive fixed
income, and short-term investment funds. Personal trust services continue to be an
important and growing source of Aiduciary income. During 1986, new business and
asset appreciation contributed (o the growth,

Rapid growth in services for defined contribution plans, particularly
401(k) plans, conmtu(ed to the increase in iduciary compensation. Income
continued to grow from the administration of retirement plans, primarily IRAs and
Keogh plans.

Foreign exchange trading income was $14.3 million, up $8.6 million,
or 151%, trom 1985 due to an increased cistomer base combined with increased
participation :n an active market

Bank card fees include annua! membership fees, transaction fees and
merchant discounts earned or “redit and debit cards. In 1986, bank card fees grew
16% 10 $23.7 mullion due 10 increased credit card usage and an 18% increase in the
number of credit card accounts

The $2.2 million, or 22%, increase in service fees resulted primarily
trom additional commercial loan fees. State Street places emphasis on the fee
component of its compensation for commercial lending services

Net Interest Income

Net interest income is the amount by which income generated by
earning assets (loans, investmeni securities, and money market assets) exceeds the
interest cost of deposits and tunds purchased. The presentation of net interest
income is on a “tasable :quivalent™ basis to adjust for the tax-exempt status of
income earned on certain investments and loans. In 1986, taxable equivalent nes
interest income was reduced by $3.6 million trom an adjustment for leveraged leases
brought abaut by the Tax Reform Act of 1986. This was more than offset by the
reduction n taxes. The remainder of this discussion excludes this non-rec urring item
from taxable equivalent net interest :ncome, yields, and margin

in 1986, taxable equivalent net interest income was $215.7 million,
up 7% from 1985 The improvement resulted primarily from increased
noninterest-bearing deposits, largely from activity and growth of securities processing
businesses. Interest-earning assets increased 26%, including a 17% increase in loans
This growth was funded by a 40% increase in nonintere<-bearing funds und by a
19% increase in interest-hearing liabilities. The benefits of balance sheet growth were
partially offser by the effect of lower interest rates. Short-term interest rates averaged
approximately 15 percentage points lower in 1986 than in 1985

Taxable Equivalent Met Interest Income

Compound
Growth
Change Rate
(Dollars in mullions) 1986 1985 1984 |9%3 [982 1981 ¥5-86 $1-86
Interest income $393.5 $3671 $3373 $3268 83536 $3365
Taxable equivalent
adjust ment 338 M5 49 195 181 174
4270 %6 362.7 ‘46 3 371.7 3539
Interest expense s o ns . 210 9.1 2085 2371
Net interest
income-taxabie
equivalent basis $215.7 $1851 $1526 1507 $14i2 $1168 17% 1 1%
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Earning Assets. The components of earning assets are shos/n in the following table:

Average Laterest-Earning Assets Avomgs Vohure
(Dollars in millions) 1986 1985 1984
Interest bearing deposits with banks . $ 859 $ 803 §$ 725
Federal funds sold and securities purchased
under resabe agreements : 606 392 223
Investment securities.
US. Treasury and Federal agencies 1,6.4 745 522
Scate and municipal i 236 197
Oxher investments AT ; 186 48 4)
Total investment securities 1,504 1,029 762
Trading account assets . : 63 73 3%
Loans, net of unearned income:
Commercial and financial . 1,070 1,00 87
Real estawe construction , 192 126 85
Real estate = 80 67 51
Consumer . S T he : 33 236 191
Foreign . . il R R
BT AR il 3 89 65 49
Tota! loans. . .. : e 1938 1660 1302

Toal interestearning assets

24,97 $3957 $3078

Average Rate

1986

1985

1984

7.56% 947% 11.50%

6.80

9.01
10.24
7.63

9.16
727

813
.30
967
12.7%
7.5%
8.89

9.09
8.59

B14

1055
10 44
1.21

10.55
8.22

10.03
10 64
11.04
13.28

B.24
10.48

10.48
10.02

994

11.05
113
12 81

1.0
9 9%

1242
12.57
1349
14.44
1.7
1233

1276
179

Average loans increased 17% to $1.9 billion. Commercial and financial
loans, which comprised 55% of the loan ponifolio in 1986, grew 4%. An increase in
loans to middle market companies was partially offset by a decline in less proficable
loans 1o large national companies. The consumer loan portfolio grew 42% to $336

million primarily as a result of the credit card ex

pansion program begun in May,

1985. Under this program, the number of credit card accounts increased 30% to over
300,000 accounts. In 1986, real estatc construciion loans increased $66 million to
$192 million. The increase in foreign loans of $34 million, or 25%, results from the
inclusion of the loans of State Street Bank (Switzerland) for a full year.
As sources of funds increased, an additional $472 million was invested
in se.urities. $259 million was placed in U S. Treasury securities. Additional State

and municipal securities were purchased at the end of 1985 in anticipation of a

Federal tax law change. During 1986, $138 million of other investment securities
were added to the portiolio, including mortgage backed securities, foating rate notes
of corporations and bank holding compar .es, and Euronotes and corporate bonds

with short maturities

The Corporation invested a portion of its rapidly
noninterest-bearing deposits overright in Federal funds sold, w

rowing
ich increased

Federal funds sold and securities purchased under resale agreements by $214 million

to $606 million.
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Funding Sources. During 1986, there was a shift in the funding mix toward
lower-priced funds. as shown below:

Sowrems of Funds Average \ vlume Average Rate
(Dollars in midlions) 1986 1975 1984 1986 1985 1984
Interest bearing depos ts:
Savings and NOW . ... .. .. 8 1638 157 8 119 S552% 589% 6.3)%
Insured money market accounts 54 $16 72 28 S 7» 9.05
Ceruificates of $100.000 or more ... .. 2 2 W 2 1n Wy
(Oxher ime . . .. AR AV R SRR Y 33 6 668 79 1021
T R SN S b i 597 535 135 7225 85 1082

Federal funds purchased. . ... ... .. i W0 IR A A8 ™R B
Securities sold under ropurchase agreements 934 695 500 643 744 948

Detx (short and long-term). _Br s 13 788 82 8
Toxal interest-bearing liabilities . . veane  Oekd 2708 20583 488 7281 N
Noninteresi-bearing sourcas ... o 1742 1200 928

Toxal sourves vorversaninered BAAST B8N 507 4 M 4P

Nonint :rest-bearing sources of funds grew at an accelerated rate,
increasing 40% from 1985 This was due primarily to a 45% increase in noninterest-
bearing deposits, based to a great extent on activity and growth in the securities
processing businesses. Stockholders’ equity grew 22%, primarily from the retention
of earnings and also from the conversion of debentures.

Interest-bearing liabilities increased 19%. Securities sold under
repurchase agreements were up $239 million, or 34%, in conjunction with the
expansion of the U.S. Treasury securities portfolio. Insured money market accounts
were up $159 million, or 45%, reflecting additional deposits from personal trust
clients, governments, corporations, and law firms holding deposits on behalf of
their clients. Correspondent banks sold us additional Federal funds, increasing
Federal funds purchased by $135 million. The Corporation reduced its use of large
certificates of deposit by $93 million.

Net Interest Margin. Net interest margin, defined as taxable equivalent net interest
income divided by average interest earning assets, declined to 4.34% in 1986 from
4.68% in 1985 due to lower market interest rates and the resulting lower asset yields.
Because 35% of funding for interest-earning assets comes from noninterest-bearing
sources, State Street’s net interest margin tends to reflect the level of market

interest rates.

Net [nterest Margin 1986 1985 1984 1983 1982 1981

Yield on interest-earning assets B.59% 1002% 179% [101% 1368% 1505%
Rate on emploved funds 4.25 5.4 6.8) 624 848 1008
Net interest margin $34%  46B%  4%% 4 7% 520% 497%
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Albowance for Loan Losses

B Allowance lor Loan Lowes 2
4 Percentage of Ending Loans

@ Net Charge Offs 152
Perventage of Average Loans

200 Provision for Loan Losses/Credit Experience

The provision for loan losses charged to income was $179 million, up
from $12.5 millior: in 1985. Thus increase was due o 2 17% increase in average loans
and higher loan charge-offs. Net loans charged-off were $12.4 million, up from
$5.6 million in 1985. This was due to an increase in the amount of consumer loans
charged-off from the expanded credit card portfolio, higher commercial loan
charge-offs, and fewer recoveries.

The aliowance for loan losses increased to $42.4 million, equal to
1.95% of ending loans. Non-accrual loans declined to $9 3 million, or 43% of loans
at year-end. There were no interest concession loans or other real estate owned on
December 31, 1986.

(Dollars in mullions) 1986 1985 1984 198) 1982 1981
Provision for loan losses ‘ bk $179 5125 $40 347 $85 350
Charge-offs . . X ‘ 74 13 72 92 WS N2
Recoveries. .. . .. A 47 65 38 76 &9 80
Net loan chaige offs ; 7 el 7 iRy SR | W ¢ R
Allowan < for loan losses, yearend, . 424 32 1 285 e 26
Nearperforming loans SR - e ' R Sk T OBSAT § e T |
Ratios:
Net charge-offs 10 average loans, net H4% 4% 25% 12% 9% %
Allowance to ending loans. net b 198 178 1% 211 209 1%
Non-performing loans to ending loans. net 4 52 64 42 62 106
Other Operating Expenses

Other operating expenses include all expenses other than interest
expense and the provision for loan losses. The following table summarizes the
components of other operating expenses

Other Operating Expenses

Compound
Growth
Change Rate
(Dollars in millions) 1986 1985 1984 1983 1982 1981 85-86 Bl-86
Compensation . 31406 £i137 S R94 3844 3760 $ 601 4% 19%
Other personnel

costs 2.3 175 17.7 6.1 139 19 b 1
Toal personne.

Costs 109 1312 1071 1008 %99 72.0 2} 17
Occupancy, net n2 15.2 12.7 i li 10.5 “ th
Equipment 2.9 18 148 139 1.2 85 2
External contract

wrvices 18.4 124 10.3 R 1 59 i4 4 3]
Postage, stationery

mdsupphﬂ 1.4 95 #r g 0 70 b4 X 12
Protessional fees 99 73 hy b 47 43 i V4
Advertising and

customer contact 7.2 ) 59 58 Ah 40 5) 12
Tekvommunications 85 34 45 4 )5 L] 37 25
Insurance 68 37 2.2 23 2] {.2 X4 4
Loss on sale of

subsidiaries 13
(Other 333 21.7 178 147 109 L)

Total other operating
expenses $301.0 82322 51899 S$1763 $1525 $1229 e 20
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[n 1986, other operating expenses were $301.0 million, up 30% from
1985 Compencation, the largest category, was up 24% primarily as a result of adding
675 staff during 1986 1o process increased business Salary raises, as well as increased
use of contract help and overtime, also contributed o the yearto-year increase
Orher personnel costs, up 16%, reflected the increase in staff. While one major
component of other personnel costs, medical insurance, increased with the growth
in staff covered, a second component, pension expense, declined due to better
investment performance relative to actuznal assumptions. [n 1987, State Sereer will
adopt the new regulations of the Financial Accounting Standards Board on pension
accounting which if applied in 1986 would have caused a reduction in pension
expense.

Occupancy expense increased 43% due to the addicion of office space
during 1986. This included the acquisition of a 150,000 square-foot building in
Quincy, Massachusetts; the use of an additionai 95,00C square feet in two other
buildings in Quincy; the occupancy of an additional 11 Aoors in the headquarters
bu'lding in Boston; the expansion of facilizies in New York, London, Munich,
and Sydney; and the opening of an office in Califormia. The cost of bank branches
was lowered with the closing of nine offices. At year-end 1986 State Street had six
branches in greater Boston

Fquipment expenses increased 25%, in part bevause of an increased
number of computer terminals and additional maintrame capacity. Expansion of
global custody services accounted in part for the 48% increase in external contract
services and the 57% rise in telecommunicacions. Professional fees incressed 38% as
a result of business growth The 84% rise in insurance costs resulted primarily from
increases in premium rates The year-to-year increase in “Other'" included higher
operating losses, start-up expenses associated with global custody, and the tuming of
charitable contributions.

Income Taxes

The income taxes charged to earnings were $38.7 million in 1986, o1
35% of income before taxes. The tax provision of $33.3 million in 1985 represented

38% of income before taxes. The 1986 decrease in the effective rate primarily results
’ from the impact of the Tax Reform Act of 1986 on accounting for leveraged ieases.

w Under applicable accounting rules, the rate changes which become effe- ve in 1987
and 1988 required the Corporation to recalculate its ner investment in 1ts leveraged
lease porttolio and recognize the effect in 1986, This resulted in a decrease 1n loan
income of $1.1 million, a reduction in taxes of $4./ million, and an increase in net
income of $3 6 million. On a taxable equivalent basis, loan income decreased $3.6
million and raxes were reduced by $72 million.

I

=

Dividends and Common Stock

Dividends per share were increased twice in 1986, cont.nuing a practice
started in December, 1978 At the end of 1986, the dividend rate wis 25% higher
than at the end of 1985 For 1986 the Jividend pavout ratio was [9%. In setting
dividend policy, the Board of Directors seeks both growth in div dends and internal
capital generation to support earnings growth. Since 1951, cash ¢ ividends declared
per share have grown at a 17% annual rate

A two-tor-cae stock split was distributed on A ugust 3. 1986, the

=

tourth in five years. At December 31, 1986. the Corporation had authorization to
purchase up to 1,280,200 additional shares ot common stock in the open market
Devicdends Per Shane or mn privately negotiated transactions. There were 4,439 stockholders of record

wollars) at vear-end.
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The following table show s dividends and marker value per share
for 1985 and 1986.
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Capital

Equity capital grew primarily from the retention of earnings. In 1986,
and for the preceding four years, capital was generated internally at a rate exceeding
14% each yzar. On December 31, 1981, stockholders’ equity was $165 million, as
shown on the chart. As of December 31, 1986, stockholders’ equity had increased to
$392 million, 2 19% annual growth rate. In 1986 stockholders’ equity increased $69
million. Of this increase, $8 million came from the conversion of debentures and
$59 million came from the retention cf earnings. The average regulatory ratio of
Primary capital to assets was 6.3% in 1986, compared to the minimum regulatory
requirement of 5.5%.

During the fourth quarter of 1986, State Screet issued $75 million of
long-term notes, wg:ch are included in the Federal regulators’ definition of total
capital. Or aveiage during 1986, the Corporation's total capital ratio was 7.1%,

No one financial ratio or formula sat isfactorily measures the r~al level
of risk at a bank holding company, nor, by extension, the adequacy of its capital
base. One additional meaningful way 1o evaluate the adequacy of capital is 1o
m asure the ratio of primary capital to risk assets. Among the assets included as risk
assets are: loans, municipal investment securities, and other investment securities.
The ratio excludes assets with minimal credic risk, such as U $ Treasury securities,
interest-bearing bank balances, cash and due from banks, Federal funds sold.
securities purciued for resale, and trading account assets. As of June 30, 1986, State
Street's ratio was 13.2%. ranking 1t above 95% of its peer group of 83 bank holding
companies with assets of $3 1o $10 billion

Balance Sheet Strength

Asset composition. The composition of State Street's balance sheet reduces credit
risk. On average during 1986, 48% of State Street’s assets were invested in money
market assets (investment securities, deposits with other banks, and federal funds
sold). Loans were 31% of assets, a relauively low level The remaining 21% of assets
were noninterest-earning, including customers’ acceptance liabi"*~ pre:nises and
equipment, and accrued income raceivable

Ligmdity. Liquidity 15 the ability to satisfy demands for withdrawals of deposits,
lending obligations, and other Corporate needs Liquidity 1s provided from
maturing investments, the large porttolio of marketable investenents, payments on
loans, and through access to borrowed funds and deposits.
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The short maturity structure of State Stieet’s assets enhances hiquidity.
As of December 31,1986, 32 3 billion, or 74%, of investment securities and money
market assets had maturities within one year. The loan porttolio had $1.3 billicn of
loans due ithin one year.

State Street continued to expand and diversify its funding sources
during 1996, Nonintrest-bearing deposits supported 36% of State Street's total
assets, a relatively high percentage. Interest-bearing deposits and liabilioes, which
increawd 19% in 1986, were held primarnily by corporations, institutional investors,
banks. and savings and loan associations. Individuals held additional interest-bearing
deposits in the torm of insured money market accounts, savings and NOW
accounts, and certiticates of deposit. State and lowal governments and non-profir
organizations prov: Yed additional funding,

Country risk. Country risk arises from borrowers” possible inability to repay
becauss of the inconvertibility of their assets into dollars. At December 31, 1986,
assets with couatry risk included $910 million of Eurodollar placements, $209
millic n ot acceptance hnancing and $96 million of loans. Eurodollar placements,
uswally for six months or less, were with toreign branches of large U.S. banks and
in large internatiotial banks in Western Europe. Asia, and Cunada. Acceprance
finarcings were with large international Western European and Asian banks. The
Corporation had toreign outstandings ui 1% or more of total assets in Japan, United
Kingdom, Swiczerland, Ttaly, France, Canada, and Germany. Total country risk in
Latin Amurica was $14 anllion, with no more than $4.5 million in any one country.
Interest sensitivity management. The Corporation manages the structure of
interestearning assets and interest-bearing liabilities to balance the objective of
income growth against the risk of interest rate fluctuations. Interest rate risk
arises trom a mismatch of repricing timetrames between assets and labilities.
The Corporation monitor: the volume, yields, and repricing characteristics of
rate-sensitive assets and liabilities over various time horizons. Interest rate risk s
controlled by maintaining a close match between the volume of assets and liabilities
subject to repricing during a given period, and by adjusting to market conditions
and changing interes: rates

On December 31, 1986, interest-carning assets and interest-ber “ing
liabilities subyect to rate change were as follows:

Interest Sensitivity Position at December 31, 1986 e Sosisiviny Puviod

In months
(Dollars 1. mitlions) Balance 0-) 46 7-12 overl2
interest-Earning Assets.
Loam S1864 $128) §$ 3 $ 32 § 513
Investment securities 1,622 »M W 31 97
Money market assets* 1513 1040 272 M 2
fotal interestear ning assets 499 262) 505 % 1.2
Interest Bearing Liabilities
lkpn.us 1.862 1,639 55 32 136
Federal tunds purchased and repurchase agreements 92 902
Onher interest-bearing labilities B4V, LU 136
Total internst-oeaning habilines 296 1607 55 3 o2
Interest wositivity position 16 45 527 1040
Cumulative interest wensitivity position 16 46 W 203

e ldes adpstmicnt 1o worriadice tw one duy position
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As the previous table shows, on December 31, 1986, State Street had $16
million more of assets than liabilities maturing or repricing within the succeeding
three months. Withia the twelve-month timetrame, the position was $993 million
more in interesi-sensitive assets than in Liabilities.

The Corporation maintains flexibility in its balance sheet to adjust
its gap position. State Street’s interesi-bearing sources of funds are predominantly
short-term. and the Corporation correspondingly has maiacained a generally short
structure for its interest-earning assets, including loans. Wichin the shorter timeframes,
State Street djusts 1ts gap position to increase earnings in a changing rate
environment. During 1986, the Corporation reduced the maturities on some « its
short-term iabilities and, as a result, benefitted further from declining intere st rates.

The Tax Reform Act of 1986

The Tax Reform Act of 1986 will affect State Street's business in 1987,
and to a greater extenc 10 1988 when the majority of the provisions of the new law
are fully effective

It 1s hard to predict how markets that have been tax-advantaged
will adjust 1o the new rax law. Because of State Street’s business mix, any negative
adjustments will hikely be more than offset by the benefit frorn the reduction in the
corporate tax rate.

The repeal of the investment tax credit will have a significant impact
on the leasing business, necessitating changes in the form and pricing structure of
leases. Interest expense related to holding most of the newlchqunr«? tax-exempt
securities will no longer be tax deductible, making these investment securities
less attractive. Mutual funds will become relatively more attractive investment
vehicles, and individuals will have additional cash to invest. Offsetting this may be
somewhat slower growth in [RA investments in mutual funds, as some individuals
previously contributing 10 IRAs will no longer have their contributions fully
tax deductible. The change in the treatment of the provision for loan losses for
tax purposes will have no significant earnings impact on State Street, as the
Corporation’s tax deductions have essentially been limited to net charge offs for
several years. The tax-basis bad debt reserve will be recognized as taxable income
over four years. This will have a2 moderate impact on cash flow but no direct
itapact on the income statement.

The Fedeial tax rate has been reduced from 44% in 1986 1o 40% in
1987 and to 34% in 1988 State Street currenrly pays substantial taxes. The reduction
in the corporate tax rate will lower taxes immediately, and over time this rate
reduction could be of increasing benefit a; State Street's businesses, currently taxed
at a 46% rate, continue their rapid growth.

As measured by the preliminary GNP deflator, inflation was 2.7%
While the effect of inflation was relauively nall in 1986, over tume inflation does
affect reported earnings

Reported earnings reflect the impact of inflation on other operating
expenses, tee income, and net interest income. The costs of doing business, including
compensation, other personnel costs, office space, and equipment, are impacted by
inflation as well as other tactors. Offsetting this, State Street maintains the flexibility
to reprice most of its products and services. To the degree that inflation influences
the level of market interest rates, inflation has an impact on net interest income.
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Comparison of 1985 Versus 1984

In 1985, tully diluted earnings per share were $1.45. This compares with
$1.29 in 1984, when earnings per share included $.08 from a gain on disposition of
options. When this non recurring item s excluded from 1984, earnings per share
were up 20%.

In 1985, taxable equivalent net interest income increased 21% 1o $184.5
million. This improvement resulted primarly from a 31% increase in noninterest-
bearing deposits, and also from a 25% increasc in loans. The benefits of balance
sieet growth vre partiall offset by the effect of lower short-term interest rates,
which aver~ge. about two percentage points lower in 1985 than in 1984, Net interest
margin deined from 4.96% 1o 4.68% due to lower interest rates and the resulting
lower asset vields.

The provision for loar lusses charged to income was $12.5 million in
1985, up from $4.C million in 1984, This was due primarily to the 25% increase in
average loans, and also because of a $2 2 million increase in net loans charged-off.
Net loans charged-off expressed as a percent.ge of average loans were .34%,
compared with 25% 1n 1984, The allowance for loan losses at the end of 1985 was
$36.2 million, equal to 1.78% of ending loans.

Other opercting income was $1777 million in 1985. This compares with
$143.1 million in 1984, which included $5 4 million from a gain on disposition of
options. Excluding this non-recurring nem from 1984, other operating income was
up 29%. The largest component of other operating income, fiduciary compensation,
increased 26% to $122 4 million primarily due to new business.

Cthe- operating expenses increased 22% 0 $232.2 million in 1985. The
largest component ofptnon-nmeresx cxpense, personnel costs, was up 23% as a result
of additional staff added to process inctiased business.

The Corporation’s efiective tax rate was 38% in 1985. This compares
with 36% in 1984, when the ffective tax rate was lowered by a gain on disposition
of options taxed at the capital gains rate




(Dollars in thousands) December 31,

Assets
Cash and due from banks-Note B . .. ..

Interest-bearing deposits with banks ... .. il

Consolidated Statements ot Condition
Suaze Scveet Boston Corporation and Subsiduries

Investment securities (market value $1,644,16 and $i,276 939)—Note C

Trading account assets . ...... .. ... ...

Federal funds sold and securities purchased under resale agrcemcnts

Loans (net of unearned income of $3.342 and $5,109)-Note D

Allowance for loan losses

Net loans .
Premises and equipment, net- -Notes E and G .
Customers’ acceptance liability
Accrued income receivable
Orher assets ... .. ..

Total Assets

Liabilities
Deposits
Noninterest-bearing:
Domestic
Foregn
Interest-bearing:
Domestic .
Foregn .

Tota! deposits
Shortterm borrowings-Note F

Acceptances outstanding

Accrued taxes and other expenses- Notc
Onher habilities
[ ong-term debe-Note G

Total Liabilities .
Commitments and contingent liabilities-Note Q

Steckholders’ Equity-Notes G, H and |
Preferred stock, no par
Shares authorized, 3,500,000; none 1ssued

Commen stock, $1 par:

Shar s 1ssued, 35,078,000 and 17,048,000
Surplus
Retained earnings

Total Stockholders' Equity
Total Liabilities and Stockholders' Equity

Sev notes (0 comsosduted franciil tatements

1986

$1,323,412
1,047,435
1,622,477
33,740
455,000
2,169,490
(42,355)

2,127,135
131,19
216,852
111,503
121,074

$7,189 818

$3,382,719
23,540

1,321,887
541,450
5,269,596
968,028
218,158
113,592
92,087
135,992

6,797,454

35,078
38,671
318,615

392,364
§7 ll‘ Oll

1985

5 818,821
891,143
1,271,748
167,589
981,550
2,031,661
(36,214)
1,995,447
72,152
260,606
9,774
9,865

$6,652,695

$2,678,457
17,772

1,297 ~ 16
576,256
4,569,901
1,206,830
263,030
3,316
136,281
70,129

0,329 487

17,048
46,542
.‘59 618

\33 29

] 65’ 695



Consolidated Statements of Income
State Street Bosion Corpuration and Subsiduaries

(Dollars in thousands, excep per share dats)
Interest Income

TR T Y e MRS G e R o SO TS A A

Investment securities:

Tty St Palonil apenelen . . i .oivviiivnniossensisatinsani
Seate 2.4d municipal (exempt from Federal taxes) .....................

Lo Y S s SR I SRR

Trading account assers ... . AR AL LS g LIS MR UL 0, e
L T R R P R TR e AR Kl
Federal funds sold and securities purchased under resale agreements

Total interest income .
Interest Exponse
B 0 h sl s e ;
Shortterm borrowings ... ......... ..
AR I 5 1t e e e b A i

Total interest expense .. ...... . ..

T R Y T e G e
Provision for loan losses-Note D ... .. ... .....

Net interest income after provision for loan losses

Other Operating Income
FANIMTY BOMPUOMIEIIN .+« « 1. iiaes oraiinssnss in
T RS L R S R s e L

Gain on disposition of options-Note | ... ........ ...

i TR IR N R e M T

Total other operating income PR bR

Income before other operating expenses ... ...

Other Operating Expenses

s e e S R
Orher personnel costs=Note M ..., .. ..
EDREUDABEY, BB . <« vivsisninnass

Equipment . ... ... ... fors
CxhereNote L ..........

Total other operating expenses

Income before income taxes
income taxes-Note N ... ... ... .

Net Income
Earnings per Share

Primary
Fully dilured

Average Shares Outsundm‘ (in thousands)
Primary
Fully diluted

Seve notes 10 consoludute” Aruncial suiements

1986

$160,488

90,461
17,410
13,795

4,029
64,557
41,165

”2.305

117,208
87,333
6,854

211,292

181,013
17,914

163 099

176,643
73,698

47,643
247,984
411,083

140,649
20,29
21,714
22,857
95,478

300,994

110,089
38,694

$ 71,395

51.97
1.84

36,178
39,582

1985
$157.365

78,656
13,121
4,592
5,399
76,074
31,905

367,112

127,487
77,523
6,525

211,538

158,577
1300

143,076

122,444
20,468

24,785
I77 697
320,773

113,670
17,529
15,159
18,279
67,556

232,193

'8,580
33,326

$ 55.254

$ 0
1 45

34,584
39,300

1984

$156,384

57,651
11,442
4,748
3,49
81,956
22,140
337,811

126,854
76,505
6,812

2101
127,640

123, 642

9¢.9%6
16,577
5412
24178
143,103
266,745

89,435
17,636
12,657
14,835
55,325
189,888
76,857
27 842

$ 49015

$1.42
1.29

14,566
39,577




Consolidated Statements of Changes in Financial Position
Stasz Seveer Boston Corporation and Subsudiaries
(Dollars m(houands) 198 s SRRSO,
Sowrce of Funds
From Operations:
e R e S R I S IR ST LR et $ 71,395 $ 55254 $ 49,015
RS AR R o e N , 17,914 12,501 3,998
T i e R DT AR e . 5,857 20,453 13,487
ENProaciotion and amOrtiSatIon . . .. ... . .u i unt i 14303 8287 5640
Tocal funds from operations ... ......................... 109,469 96,495 72,140
e L R RN S 75,000
T TR e e e s b e 10,159 614 125
Issuance of treasury stock . ... ... .. A A e S e 10,976 297
Increase in:
b v D D U DR e T I 699,695 1,358,871 719,543
Shortterm borrowings . ........ .. .. ... N 410,610
ENhey Nabiltios . ......0000000s . S el e B 78,809
Decrease in:
e e S e S 18,849
o e L T ) e T i R 134,004
Federal funds sold and securities purchucd
under resale agreements ... ..., ..., .. .. RN s 526,550
Orher assets. . . ... .. Ml el - 85,952
Total Source of Funds tersansssariiisnnneseess §1,554.877 $1.978.224 S 878 057
Use of Funds
Cash dividends declared. . ... . .. : o s § 85508 8 997 § 8,330
Conversions and payments of long-term debe . . . ks 9,136 11,403 $55
Common stock acquired . . . .. . e e I T S 214 15,812
increase in
Cash and due frombanks .. .. ......... ... . v R 504,591 393,789
interest-bearing deposits with banks MR S~ b L : 156,292 153,272 49 594
Investment securities . SRl R 8 i 354,652 473,629 15,871
Trading account assets bt . i 148,125
Federal funds soid ind securities purchascd
under resale agreements. . ... . i : “ 606,913 22,574
Loans R =4 . S 149,602 496,197 283,747
Premises and equ-pmem R Y el ; 69,484 20,200 8,273
Orher assets. . , e 39,027 55,304
Decrease 1n
Snoct4erm borrowings ... ... . ..., 238,802 78,542
Orkor Liabilieies : 20,785 97

Total Use of Funds. . Sl 554 877 Sl )75 226 S 878 J57

WY RO Lo consoludased Anuancial iatements




Consolidated Statements of C’\angca in Stockholders Fquity
Seate Seroet Bosion Corporation and Subsidiares

(Dollars in thousands) -

Balance at December 31,1983 . .
D il L p i
Cash dividends declared, $.25 per share .. .. .
Issuance of common stock (7,869 shares). .
Issuance of treasury stock (23,652 shares) .. . ..
Common stock acquired (480,000 shares)

Balance at December 31, 1984 ... . .
DR A i 1y S
Cash dividends declared, $.30 per share ...
Stock dividend, two-for-one splic .. ... .. ...
Issuance of common stock (34,772 shares) ... .
Issuance of treasury stock (459,709 shares) . ..
Common stock acquired (1,361 shares) ..
Foreign currency translation. .. . ..

Balance at December 31,1988 . .
IRE RO - o s, i b AN vk
Cash dividends declared, $.36 pei share . .

Stock dividend, two-for-on. split e
Issuance of common stock (699 931 shares).
Foreign currency translacion . . ..

Balance at December 31, 1946

Sev nover 0 comsolidated financal « atements

Common
Stock

$ 8,676

8684

8,330
34

17,048

17,331
699

35,078

~ Surplus

$58,928

17
(498)

58,547
(8,330)

580
(4,255)

46,542
(17,331)
9,460

8471

Retained Treasury

Earnings  Seock _ Totsl
$173,705 § $241,309
49,015 49,015

(8,330) (8,330)

125

795 297

. a3  (8)
214,390 (15,017) 266,604
55,254 55,254

(9.907) (9.907)

614

15,231 10,976

(214) (214)

L GRRAR,
259,618 323,208
71,395 71,395

(12,506) (12,506)

10,159

Vi ORI
$318615 § 0 $392,)64




Notes to Consolidated Financial Statements
State Sirvet Bosion Corporation and Subsudiaries

Note A~Summary of Significant Accounting Policies

The accounting and reportng policies of State Street Boston
Corporation (**State Street”’) and its subsidiaries conform to generally accepted
accounting principles. The significant accounting policies are summarized below.

Basis of Presentation: The consolidated financial statemenrs include
the accounts of State Street Boston Corporation and its subsidiaries, including its
principal subsidiary, State Street Bank and Trust Company (*'State Street Bank ™).
All significant intercompi 1y accounts and transactions have been eliminated upon
consolidation. State Street's investment tn its 50% owned afhiliate, Boston Financial
Data Services, Inc., 15 accounted for on the equity method

On May 3, 1985, State Street acquired the net assets of Contingntal
lllinois Bank (Switzerland). The acquisition has been accounted for as a purchase
and, accordingly, the accompanying consolidated financial statements include its
results of operations from date of acquisition. The acquisition cost and the prior
operating results are not material to the consolidated financial statements.

Income and expenses are recognized using the accrual method of
accounting except for certain trust fees and other sources of income and expense
which are recorded as received or paid. These exceptions are immaterial to the
results of operations

Certain 1985 and 1984 amounts have been reclassified 1o conform to the
1986 method of presentation. Where appropriate, number of shares and per share
amounts have been restated 1o reflect stock splits (see Note H).

Securities: Investment securities are stated at cost adjusted for
amortization of premiums und accretion of discounts. Gains or losses on securities
sold are computed based upon identified cost. Income taxes related o net securities
gains were $390,000, $373,000 and $38,000 ir 1986, 1985 and 1984, respectively
Trading account assets are carvied at marker value

Loans and Lease Financing: Loans are placed on a non-accrual basis
when they become 60 days past due as to either principal or interest

Subsidiaries of State Street provide equipment financing 1o cusiomers
through a variety of lease arrangements. Direct financing leases are carried at the
aggregate of lease payments receivable plus estimated residual value less unearned
income. Leveraged leases, a form of financing lease, are carried net of nonrecourse
debe. Unearned income on direct financing leases and leveraged leases is amortized
over the lease terms by methods producing approximate level rates of return on net
lease assets and net investment in leases, re-pectively.

Allowance for Loan Losses: The adequacy of the allowance for loan
losses 15 evaluated on a regular basis by management. Factors considered in
evaluating the adequacy of the allowance include previous loss experience, current |
economic conditions and their effect on borrowers, and the performance of
individual credits in relation 1o contract terms. The provision for luan losses charged
to earnings is based upon management's jJudgment of the amount necessary to
maintain the allowance at a level adequate to absorb probable losses.

Foreign Exchange Trading: Foreign eachange trading positions,
including ledger balances and spot and forward contracts, are valued daily at |
prevailing exchange rates. The resulting gain or loss is included 1n other oper-*ing |
mcome |

Foreign Currency Translation: The assets and liabilities of foreign
aperations are translated at exchange rates pravailing at the end of each vear, and
income and expense accounts are transtated at average exchange rates in effect during

|
\
|
|
«
|
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Notes to Consolidated Finwno il Statements
Seate Sereet Boston Corporation and Subsidianies

Note A —Summary of Significant Accounting Policies (continued)

the years. Gains or losses from the translation of the net assets of certain foreign
subsidiaries, net of foreign currency hedges and related taxes, are charged or credited
to retained earnings. Gains or losses trom other translations are mcluged other
operating income.

Interest-Rate Futures: Financial futures are used by State Street 10
provide hedges on certain net interest sensitive positions. Futures contracts are
adjusted to market value on a current ba.ss and gains or losses are inc'uded in acher
operating income

Premises and Equipment: Premises and equipment are stated at cost
less accumulated depreciation and amortization. Depreciation and amortization
charged to expense are computed by the straightline method using rates based on
estimated usetul lives

Pension Costs: Actuarially determined costs of pension plans,
including amortization of prior service costs, are funded annuaily.

Income Taxes: Provision for income taxes includes deferred income
taxes arising & a re ult of reporung certain wems of income and expense in different
years for tax and hnancial reporting purposes. Investment tax credits are accounted
tor using the deferral inethod under which tax benefits are recognized ratably over
the lives ol the assets acquired

Earn' gs Per Share: The computation of primary earnings per share
1s based on the weighted average number of shares of common stock and common
stock equivalents outstanding during each year. The computation of fully diluted
earnungs per share © based on the assumption that the convertible capital notes and
debentures had been converted as of the beginning of each year, with the elimina-
non of related interest expense less income tax effect.

Note B—Restrictions on Cash and Due from Banks

Subsidiary banks are required to maintain reserve balances with the
Federal Reserve Banks. The average reserve balance for the year ended December 31,
1986 was $190.798 000,

Note C ~Investment Securities
[nvestment securities consisted of the tollowing at December 31:

(Dollars 1n thousands) 1986 1985
Cost Market Cost Market
U.S. Treasury and Federal
agencies $1.046,230 $1,065,117 $ 852,465 § R64.433
State and muniaipal 287,354 290,334 351,224 144 360
Other investments 288,893 28¥ 865 68,059 6, 146
Total tnvestment
SCCUTItIes $1.622,477 $1,644 316 $1.271.748  $1.276,939

Securities carried at $833,319 000 and $927407.00C ar December 31, 1986
and 1985, respectively, were designated as secunity tor public and trust deposits,
borrowed tunds and tor ather purposes as provided by law




Notes 1o Consolidated Financia' Statements
State Street Boston Covporation and Subsidiaries

Note D —Loans

!..9_3933 net qf_t{nwncd iIncome, included tbg iollqv_vin! at D_acnll_xr 3
b byt ... OICHSROGARURISRRAS USRI . N, 10
ammErCisl S0l RAEBCIEE | . .. it s $1,232,863 $1,198220
DR NN RN . . . s it o S e e 189,060 175,858
L R s e LT L 110,742 72,204
IR ARG EOMGAIINE . .2\ iis o aivt s sns da e 395,198 311,420
e R LR SRR b 142,344 182,266
T TR GRS e 1 SO R 9928 91,693
R L o5 s s e A TR e SR s 52.“’.090 {2.031.“_1

... Included in loans at December 31, are non-accrual loans as follows:

Ko o... OSSR, ... N .
IR R R - o | S e e P $9,330 $10,595

Interest income which would have been recorded under
orignal terms ... ... ... ..., S IO I S P ST ”s  1,3%
Interest income actually recognized. .. . ............ ... . . 419 714

At December 31, 1986 and 1985, there were no loans outsianding whose
terms had been renegotiated to provide a reduction or deferral of interest or
principal because of 2 deterioration in the financial position of the borrower.

At December 31, 1986 there were no commitments to lend additional
funds to debrors whose terms had been modified in troubled debe restructurings

Changes in the allowance for loan losses for the years ended
December 31, were as follows:

(Dellars in thousands) 1986 1985 1984
Balance at beginning of year ISl B S $36,214 $27,115 $26,4%
rrovision for loan losses . . . wrilkw ey o RRoE 1330) 3.99%
Loans chargedoff .. ..... .. ... -l coeee (17,433) (12,117)  (7,242)
Recoveries previously LT R 4,720 6,492 3,83
Allowance of subsidiary purchased .. ... . . . . 1,807

Foreign currency tramslavion ... ... ... . ... 640 416

Balance at end of year . s 335.3_55 5,36421_4 SZ’l—l‘S

Note E~Premises and Equipment
Prenuses and equipment consisted of the tollowing at December 3

(Dollars in thousands) 1986 1985
Buildings and land ; $ 92,493 § 51254
Leasehold improvements ! 40,397 23299
Equipment 56,434 44159
189,524 118,712
Accumulsted depreciation and amortization (58,134) (46.560)

Premises and equipment, net : $131,19 § 72,152

SR —
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State Sereet Boston Corporation and Subsidiaries

Note F - 5hort Term Borrowings
Shortterm borrowings consisted of the following at December 31:

(Dollars 1n thousands) A 1986 1985
T T e AU Rt SR S $ 277,100 $ 290,260
Securities cold under repurchase agreements ... .. ... 624,35) 830,932
LS. TVRSULY SOIINE POBIE o < viv e 0 sinesoensnssosonn 45,000 45,000
OO i ks s el ki L S 4
Total shortterm borrowings ........ ... ... .. ... § 9.8,028 $1,200,830

Federal fui.4s purchased generally represent one day borrowmrx
Securities sold under repurchase agreements are borrowings, which generally mature
from 110 49 days, secured by U S. Treasury and Federal agency securities.

State Street’s lines of credit with various banks aggregated $27,000,000
at December 31, 1986. These lines of credit have not been activated. There are no
compensating balance requirements under these agreements.

Note G —Long-Term Debt

The following are included in long-term debx (less unamortized original
issue dngcpum. where appricable) at I_)_gyc_m!ief 3l~ ;

R g

8% Notes due 1996 <7 Rt A S WS o R U $ 74631 §

7%% Convertible subordinated debentures due 2008 . .. .. .. LSy 39,184

SN Monppe e thie 2009 . ... ... 0 e 29,134 29,502

5% Convert.ble capital notes due 1994 .. .. RCTTRIRUPIN < . S .|
Total long-term debr PRI A AR £ e $135993 § 70,129

The 8Y1% notes are direct, unsecured obligations of State Street. The
notes may be redeemed in whole or in part, at any time on or after November L,
1993 at 100% of the principal, with accrued and unpaid interest 1o the date fixed
for redempiion

The 7%% convertible subordinated debentures are convertible at the
option of the holder at a conversion price of $11.50 per share, subject to adjustment
for certain events. The debentures are redeemable at anv tinie at the option of
State Street, in whole or in part, at a price of 106.20% at May 1, 1986, and declining
annually to par at May 1, 1998 and thereafter. At December 31, 1986, 2,760.609 shares
of authorized common s*uck have been reserved for issuance upon conversion
During 1986 and 1985, 37,667,000 and $10,816,000 of notes were converted into
666,69 and 940,476 shares of common stock, respectively.

Aggregate maturities of the mortgage note for the years 1987 through
1991 are $408,000, 5448000, $493,000, $542,000 and $591,000, respectively, At
December 1, 1986, property having a net book value of approximately $39 944 000
serves as collateral for the mortgage notes

The 5% notes are convertible at any time into common stock of State
Street at a conversion price of $3.97 per share, subject to adjustment for certain
events. During 1986, 1985 and 1984, $732,000, $313,000 and $250.000 of notes were
converted into 184,439, 78 B66 and 62,936 shares of common stock. respectively. At
December 31, 1986, 179,147 shares of authorized common stock have been reserved
tor issuance upor conversion



Notes 10 Consolidated Finand il Statemen
State Sereet Boston Corporation und Subsid: iries

Note H—Stockholders’ Equity

The authorized number of common shares increased from 14,000,000 1o
28,000,000 in 1985 and 28,000,000 to 56,000,000 in 1986. In 1985 and 1986, State
Sereet distributed 2 two-for-one stock sphit in the form of a 100% stock dividend to
stockholders resulting in an increase in commen shares of ¢ ,300,000 and 17,331,000,
respectively. The par value of these additional shares was capitalized by a transfer
from surplus to common stack.

Under the 198! Stuck Option and Performance Share Plan (1981
Plan”) for officers at the policy making level, an aggregate of 2,400,000 shares of
common stock may be issued. The exercise price of non-qualified and incentive
stock options may not be less than the fair market value of such shares at the date
granted and expire no longer than te years from date of grant. Stack appreciation
rights (SARs) were granted under the 1981 Plan, whereby the grantee may surrender
cxercisable options and receive cash, common stock or a comgimuon of both,
measured by the difference between the optios price and the fair market value of
the stock on the date of surrender. Performance shares granted under the 1981 Plan
are earned by the participants over a p.cformance period, as defined by the 1981
Plan, in relation o the Qm of attainment of performance between minimum and
max:mum performance targets. Payment for performance shares will be made in
cash equal to the fair market value of the common stock after the conclusion of
each performance period. No further grants will be made ur.der the 1981 Plan v hich
expired in April, 1986,

The 1985 Stock Option and Performance Shares Plan (1985 Plan™),
similar © terms 10 the 1981 Plan, was adopted by the Board of Directors and
approves by the Stockholders in 1985, Under the 1985 Plan, options and SARs
civering 1,000,000 shares of common stock and 3 maximum of 1,000,000
performance shares may be issucd.

Compensation expense is recorded for perforimance shares equal to the
fair markei value of common stock of State Street for the estimated number of
shares ti be awarded. Compensation expense related to performance shares and
SARs for 1986, 1985 and 1984 was $3,439,000, $3,779.000 and $1,832,000, respec..vely.

Under the 1984 Stock Option Plan (1984 Plan") the maximum
number of shares of common stock which may be issued 1s 1,400,000 shares. Stock
opuions awarded under the 1984 Plan are intended to qualify as incentive stock
options but may be granted as non-qualified stock options. Options may be
accompanied by stock appreciation rights. The option ﬁn“ of incentive stock
options may not be less than the far market value of the common stock on the
date of grant and the option price of non-qualified stack options may not be less
than 50% of the fair market value of common stock on the date of the grant. No
option may have 4 term greater than ten vear. An option may be exercised by the
pavment of the option price in cash or by the delivery of shares of State Street
common stock having 2 market value equal to the option price or by 2 combination
of cash and stock.

State Street has granted non-qualified and incentive stock options 1o
purchase shares of common stock to certain officers of State Street ang its subsidiaries
under a Long Term Common Stock Incentive Program. Options become exercisable
hve vears trom date of grant and exprre no longer than ten vears from date of grant
Non-qualifed options 1ssued under this plan permat the optionee 1o reseli to State
Mreet not more than 50% of such opions. Incentive stuck options were granted at a
price not less than the tair market valuc at the date of the grant. This pian expired in
February, 1984,




Notes 1o Consolidated Financial Statements
Stase Seveet Boston Corporation and Subsidiaries

Note H ~Stockholders’ Equity (continued)
Oprion activity during 186 and 1985 was as follows.

(Rtion Price

(In thousands, except per share amounts) Shares  Per Share Total

Outstanding, January 1, 1985 ... . ... ... .. 2224 § 138 BS54 § B449
o T e M s AR R e e AT B8 11691657 14012
T I SR LS SR Moy (163) 138 436 (378)
T O BN < s iisooisminsins s s ino (219 2571285 (798)

Outstanding, December 31, 1985 ... ... ... . .. 2,72y 1381697 21,285
R e T 1 24 2,488
TR R SR R A B L (125) 1.38- 257 (310)
TR I - ks vk bt e e (83) 257.247 (740)

Outstanding, December 32,1986 ... ... ... .. . . 2626 1382247 322723

At December 31, 1986, 1,152,316 options and 147,200 SARs were
exercisable and 1,477,510 eptions and SARs were available for fuiure grants. During
1984, 50,09 options were exercised at a price of $1.38 per share.

Note I—Restricted Net Assets

Federal and State banking regulations place certain restrictions on
dividends paid and loans or advances made by subsidiary banks to State Street. At
December 31, 1985, net assets of State Street Bank amounting to $184,039,000 were
available for distribution to State Street in the form of dividends and loan. or
advances.

At December 31, 1986, consolidated retained earnings included
$1,212,000 of undistributed earnings of Boston Financial Data Services, Inc., a 50%
owned affiliate.

Note |~ Disposition of Optiuns

On March 21, 1984, a settlement was reached on the lawsuit by State
Street to enforce the exercise of options acquired in 1980 to purchase common stock
of a bank holding company. Under the terms of the settlement, State Street received
cash and recognized a gain of $5,412,000. This increased net income $3,146,000 or
$.08 per share fully diluted.

Note K~ Other Operating Income

The following tems are included in the “other” category of other
operating income tor the years ended December 31

(Dollars in thousands) 1986 1985 1984

Foregn exchange trading . . e .. 814,299 § 5674 § 2,175
Service fees : . 12,114 9893 8.228
Correspondent service fees i : 8,534 829} 9.048
Trading gains (losses), net i 1,477 1,377 (265)
Securities gains (losses), net . : 738 6 2
Orher . 12,481 §.842 4920

Total " her™ ; $47,643 $347R5 $24178




Notes 10 Consolidated Finandial Statements
Scate Servet Bosion Corporation und Subudiaries

Note L—Other Operating Expenses

The following items are included in the “other" category of other
operating expenses for the years ended Decerrber 31 )

(Dollars in thousands) 1986 1985 1984
Entornal CONTraot SErVI0es . . .. i $18,398 $12.381 $10,274
Postage, stavionery and supplies .. ...... ... ..., 1416 9505 7717
L T A R R T T 9876 7,156 6,896
T R LS S e S S 8,497 5,457 4,526
Advertising and customer contact . ... ... .. ........ 7,192 7,590 5921
T T SRR A i R 6,789 3737 2,188
-7 ORI AN e D O R i) BIC 21730 17,803
NN WPRIRRY el e $95.478 %6755 $55,325

Note M~ Retirement and Salary Savings Plan

State Street and certain subsidiary companies participate in
noncontribucory retirement plans covering employees eligible as to age and length
of service. Contributions 1o the plan are funded as accrued, and are himited to
amounts that are currently deductible for tax reporting purposes.

Effective July 1, 1985, State Street ch its actuarial valuation
method o the projected unit credit me:hod from the entry age normal method.
This new method results in an annual pension expense which more appropriatel
matches the cost of projected retirement benefits to the year in which su-h benefits
are earned. Revisions were also made in the assumed weighted average rate of return
on investments and the assumed rate of wage increases. changes, combined
with strong investment performance, have resulted in decreasing retirement
expense since 1984,

Total retirement expense for each of the years ended December 31,
actuarial assumpuions, accumulated plan benefit information as estimated by
vonsulting actuaries, and plan net assets at June 30 (the actuarial valuation dates),
were as follows:

(Dollars in thousands) TRl N Mt R
Total retirement expense ....................... $ 1,532 $ 3,69 § 473
Weighted average assumed rate of return ... 6% 6% 5%
Wage increase assumption e T 5 5 “
Actuarial present value of accumulated plan benefits:
Vested . . R : ok W i $44,532 542395 $43881
Nonvestee . . : 3on 2,134 1,922
Todal . . .. $47,544 544529 $45803
Net assets available tor benefits $94.875 $75477 $5727

Emplovees of Scate Street and certain subsidiar v companies with two
OF More years service are eligible to participate in State Street s salary savings plan
State Screet's related expenses were $1,508,000, 1,476,300 and $1,159.000 in 1986, 1985
and 1984, respectively

State Street and certain subsidiaries provide health care and life insurance
benefits for retired emplovees. The cost of such benents are not materizl and are
expensed as laims are pard




Notes to Consolidated Financial Statements
State Seveet bosion Corporation and Subsidiaries

Note N ~Income Taxes

The provision for taxes included in the Corsolidared Statements of
Income is compriscd of the following:

(Dollarsinchousands) — oms 1985 1984
Current:
DL i) TR B i SRl Rl L $21.911 $ 4213 $ 7,176
BTk s sl Lt S e R e 10,926 8,660 7479
R i s (L e e e S _.12_.!3_7 12,873 4,355
Deferred:
LT SR SR e I Ry it 3,127 18,001 11,706
T A T e S el I A R i 2,73 7,452 1,781
T S RS O o 5857 20,53 13,487
R R R S O e $38.694 $33326 $27842

Ay = o oot dalivtao
—iTo= === ===

The provision for deferred income taxes, which result from the
recognition of certain items in different years for financial and income tax reporting
purposes, is comprised of the following:

(Dollars in thousands) Fi i A 198 1985 1984
RN TIRTING & D v hev oo 65 45 s mnhgin s e $15,168 $14,165 § 7,201
DI RO DI 0y o Con b s s pins ot i s 9,966 5906
Provisionforloan losses ......................... (2,800) (2,721)  (330)
RO e e U R e e G R (e.511)  (957) __noe

B $ 5857 $2045) $13.487

—

A reconciliation of income taxes to an income tax provision computed
by applving the Federal statutory tax rate to income before income taxes is as follows.

(Dollars in thousands) sl e T
Fedeaal income taxes, at statutory rate ....... ... .. $50,641 $40747 335317
Increase (decrease) in taxes resulting from:
SO DURINDE U0 « . «ovsveivivssrassias coeee (12,186) (10,957)  (9,309)
State taxcs net of Federal benefic ... ... ... . ... 7,374 6000 483
Investment tax credit amortization .. ..., ... ... (2,672) (2975) (2,198)
Leveraged lcases—tax rate change ... .. ... .. (4,715)
T RN veresesieeanae 388 509  (805)
Total income taxes . Sl T R R e e 33_.._'6?4 S)!J{b 5278:2

Deterred income taxes payable, included in accrued taxes and other
expenses, were $44,951,000 and $40,466,000 at December 31, 1986 and 1985,
respectively. Included in these amounts were delerred investment tax credits of
$9,700,000 and $14,745.000, respectively.

Under Generally Accepted Accounting Principles. the lower tax rates
in future vears, which aere brought about by the Tax Reform Act of 1986, required
the Corporation to recalculaie its net investment in leveraged leases and recognize
the etfect in 1986, This resulted 1n 2 1,143,000 decrease in loan interest income, a
$4,715,000 reduction in the provision for income taxes and a $3,572,000 increase to
net income or $.09 per fully diluted share.




Notes to Consoliduted Financ . Stutement
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Note O —Quarterly Results of Operations (Unaudited)
The following is a tabulation of the unaudited quarterly results of

operations. Certain 1986 and 1985 amounts have been reclassified to conform to the

1986 method of presentation. Where appropriate, number of ~hares and per share

amounts have been restated to reflect stock splits (see Note H).

(Inthousands, except per share amounts)

laterest income . ... ... .. ..

Interestexpense .. ... .. A A

Net interest income :
Provision forloanlosses . ... ... ... ..

Net interest income after provision for
DU il i
Orher operating income
Oxher operating expenses .

Income before taxes
Income taxes

Net income .

Earnings Per Share:
Y
Fullydiluted ... ... . .

Average shares outstanding
PRLY « coi s
Fullydiluted .. ...

e

$100,462
57,143

43,319
4168

39,151
52,773
65,828
26,096
9,867

$ 16,229

$45
42

35,824
39.526

$ %714
82

48,292

1986 Quarters
Second  Third Fourth®
$100,174 § 94,955

56347 49,380

43,827 45,575

A 4

39,454 41,076

59,439 65,743

7309 78,235

35,854 28584

9673 11,300
$ 16181 § 17.28

$.45 §.48
41 45
36,188 36,255
39,686 39,584

*Includes 4 =um recurving garm ori lever sped leases of §3.972,000 or 5.09 per fully dunied share

(In thousands, except per share amounts)

Interest income
Interest expense

Net interest income
Provision tor loan losses

Net interest income aft-r provision for
loan [ sses
Orher operating income
Other operating expenses

Income before taxes
Income tuxes

Net income

Earnings Pe. Share
Primary
Fullv diluted

Average shares outstanding
Primary
Fully diluted

First
$ 86,250
49.3%

36,920
2,444

M4
8474
51,088

21,862
8,203

$ 13639

§.40
36

4239
19,048

1985 Quarters

Second _ Thied
$ 91,224 5 91,878
53,53 53974
7.6% 37,904
219 382

34 971 14,377
42,758 45975
55,675 59.10i
2054 21251
8531 7864

$ 13,523 § 13,8
$.39 $.39

16 35
14,398 34,601
9.2 39,118

s«

35,055
39,276




Notes to Consolidated Financial Statements
Seate Seroet Bosion Corporation and Subsiduaries

Note P— Leases
Rental expense s as follows: ? AT L R
(Dollarsinthousands) =~~~ 1986 1985 1984
A L v it e TS $20,016 $12,774 $10,187
T T T R O R DR M 817 781 773
BB PRORIEAMOINIE . ... s sv st caioboinaiosia'sninses _(3,546)  (954) __(6%0)
o R A S A $17,287 $12,601 $10,270

Contingent rentals relating to leased equipment are based on usage in
excess of specified minimums.

Future minimum payments by year and in the aggregate under
noncancelable operating leases with initial or remaining terms of one year or more
consisted of the folluwing at December 31, 1986

(Dollars in thousanas)
1987 1988 1989 1990 s, IO Thereafter Total
$15.838  $15301

Sublease rental commitments of $5,060,000 through 1993 have been
deducted from premises commitments. Substantially all leases for premises and
equipment include options to renew.

$12,500 310876  $9.860  $48.2%  $112,611

|
\
|
|
Note Q—~Commitments and Contingent Liabilities
The financial statements do not reflect various commitments and
contingent hiabilities which arise in the normal course of business. These include
commitments to extend credit, letters of credit, guarantees and foreign exchange
contracts. At Decembe: 31, 1986, commitments under outstanding standby letters of
credit aggregatec $128,237,000.
On April 19, 198), counsel for Union National Bank, a subsidiary of
State Street which was sold to The Conifer Group, Inc. on December 30, 1983,
received a letter from the Environmental Protection Agency stating the intention of
the EPA i0 make expenditures under the federal so-called “Superfund”* Act toward
the cleanup of a site owned by Silresim Chemical Corporation, to which Union had
made secured loans from 1970 to 1976. In its letter, the EPA stated thzi under the
Act, responsible parties may be liable for money expended by the government to
take neces ary corrective actions at the site and asserted that the EPA had
determined Union 1o be an owner or operator of the site and 1s therefore a
responsible party. Under the “Superfund Act”, an owner or operator may be liable
for the total costs of the cleanup of the site and other damages which are
indeterminate at this time. Union has denied that it ever was an owner or operator
of the site. Under the terms of its agreement relating to the sale of Union, State
Streer agreed to indemmify The Conifer Group, Inc. for any costs which they may
incur in this matter. in the opinion of management, this action can be successfully
detended or resolved without material adverse effect on the financial position of
State Streer.
|
\
|
|




Notes to Consolidated Financial Statements

State Server Boston Corporation and Swbsidiarves

Note R—Financial Statements of State Street Boston Corporation

{Parent only)
S_mcmems of Condition R
(Dollars in thousands) December 31, 1986 1985
Assets
e T e R e S S $ 50 § 7
R R S N R S e M e 16,000
Sccurities purchased under resale agreements. ... ... . 20,986 47,268
Investment in consolidated subsidiares:
L T g e Ll el e 394,925 284,580
TR -l 0 s e o el B e 13,579 12,082
Capital notes of bank subsidiary .. ............. .. .. .. .. 18,211 18211
Notes receivable from nonbank subsidiaries ... ... .. ... .. 44,781 3,870
Investment in unconsohidated affliate. ... . ... .. .. . ... .. 10,337 5,079
o T e e G e SR 1,907 _71!!_9
R N A Y N T 85_20.776 8.3“_7&2_!6
Liabilities
Accrued taxes and other expenses .. .. ... ... ... .. $ 16,689 § 10,666
R e o h L e 2 bl o s e e 4,864 3715
RO M- o e e U e S e T e 106,859 40,627
e N S ST D e T 128,412 55,008
e T e S s P R el 392,364 323,208
Total Liabilities and Stockholders’ T SRRt A 82:_0.7“ 39_7_8,3_!{:
Statements of Income by gk sl S
(Dollars in thousands) 1986 1985 1984
Interest and dividend income ... ... ... ..., $ 635 § (6766 § 8,457
Gain on disposition of options . . i 5412
T T BN SR Py €353 6766 13,869
Interest expense on long term debe ... . . 3915 3708 194
T R e R e T 1,116 1,751 l.(_»f'l
Total expenses. ... . A 5,031 545 5607
Income taxes .. . .. 4 S L e 645 363 3,09
Income before equity 1n undistributed
income of subsidiaries Vit 677 944 5,163
Equiiy in undistributed income of subsidiaries and
athliate:
Consolidated bank 68,768 54033 43650
Consolidated nonbank 2,067 924 132
Unconsohdated athliate (17 (647) 70
70,718 54310 43,852
Net income $71,395 $55254 349015




Notes to Consohidated Financial Statements

State Sereet Boston Corporation and Subsidiaries

Note R—Financial Statements of State Street Boston Corporation

(Parent only)
Statements of Changes in Financial Position

(Dollars in thousands)
Source of Funds

From operations:

1985

L N R e R R
Equity 1 undistributed income of subsidiaries
and affiliate .

$ 71,395 § 55254 § 49015

R0 _(34.2:4

Total from operations .. ............. .,
Issuance of longtermdebe. .. ...... ... .. .. ..
Issuance of common stock. ...................
Issuance of treasury stock .. ..................
Increase in other habilities. . ... ...............

Decrease in:

Cash and due frombanks ..................
INVestMEnt socurition . .....o.ccoovinninnnnns

Securities purchased under resale agreements . ..
Notes receivable from nonbank subsidiaries . . . .
T R IS R e e

Use of Funds
Cash dividends declared . . .

Conversions and payments of long-term debt . . .

Common stock acquired
Increase in:
Cash and due from banks . ......... ...,
Investment securities .. . . .
Investment (n bank subsidiares .
Investment in nonbank subsidiaries .
Securities purchased under resale agreements
Notes receivable from nonbank subsidiaries
Investment 1n unconsolidated affiliate
Decrease in other Liabilities .

Total Use of Funds. .

(Y4 o4
75,000
10,159 6l4
10976
7,280 655
53
72
570 456
26,282
1,649
S22 98
$125,180 § 24,884
$ 12506 $§ 9%7
8,768 11,129
214
43
16,000
41,577
1,179
40911
5,378 2,455

$125,180

§ 24884

1984 »

(43.852)

5,163

125
297

239
4,935

24901
416
.
§ 3,209
$ 8330

250
15,812

7,083
2 36,209




Notes 10 Consolidated Financial Statements
Scase Seveer Buston ovp i atiov and Swubsidiaries

Neote 5 —Foreign Activit' s

The foilowing selected amounts related 1o foreign operations are
included in the conolidated financial statements as of and for the years ended

Oscomber B: | . , X

ik .. KUOURSUUORSE | . SN . ol . I8
U R LN il A R . S1L4B3,01C 51,438,280 $1,085,369
Interest and other operating income ... . .. 98,215 97,634 96,341
R N W8 1,225 1,113 827

Interest costs allocated to international operations for domestic funds
are based on domestic money market rates. The allocation of admimistrative expenses

| Income before income taxes .. ... .. LS 3,314 3244 1,812
15 based upon services provided or received



Acvountants” Report

To the Stockbolders und Board of Directors
State Streer Boston Corporation
Boston, Massachuserts

We have examined the consolidated statements of condition of
State Strect Boston Corporation and subsidiaries as of December 31, 1986 and 1985,
and the related consolidated statements of income, changes in stockholders’ equity
and changes in financual position for each of the three years in the period ended
Devember 31, 1986. Our examinations were made in accordance with generally
accepted auditing standards and, accordingly. included such tests of the accounting
records and such other auditing procedures as we considered necessary in the
Aroumstances.

In our opinion, the inancial statements referrad 1o above present
fairly the consolidated financial pusition of State Street Boston Corporation and
subsidiaries at December 31, 1986 and 1985, and the consolidated results of their
aperations and changes in their inancial position for each of the three years in the
period ended December 31, 1986, in conformity with genecally accepted accounting
principles applied on a consistent basis.

d

Boston, Massachusetts
January 13, 1987




Supplemental Financial Dag

State Seroer Bosion Corporation and Subsidiaries

Condensed Average Smc;um;;f.Condixion with Net Interest Income Analysis

( Taxable equivalent basis) 1986
(Dollars in millwns) e ___Balance Interest Rate
Assets
T R A R e e B R $ 859 $ 450 7.5%
Investment securities:
US Tomoury ond Podevel agoncies. . ............0oioivnmivinnmininins, 1,004 %.5 9.01
T T e S AR A S O g 3 319 10.24
L RIS TR e N bR o G 186 142 763
T e B SRR A (3 “
Loans, net of unearned income:
Commercial and financial .. . TR R B ol el 1,071 870 8.13
B I - o i o L NV YOV R 192 178 9.3
DO IR s s e 2 St S R TR 80 Ca)
T T b R A AN S L R e 33 2.8 12.7¢
L R S S R S e PRSI S il 170 128 7.55
U TR e O R R O S ORI S S A 8 ._7.9 5.89
N s i e R e R : 1,938 176.0 9.09
Federal funds sold and securities purchased under resale agreements.......... 606 412 680
O N - G gl 4,967 4234 8.59
L T R o SR O e 747
Allowance for loan losses .. .. ... ... . (USRI A U (41)
Premises and equipment, net ... ..., .. T LRl e TR SR 93
Customers’ acceptance lisoility ... .. ... WA S P 308
T e S AR SO EOR i et e i w
Total assets. . R R A L R e e L AT R S $6,288
Liabilities and Stock holders' Equity
Interest-bearing deposits:
Savings and NOW . . R PR s A $ 163 2.4 382
Insured money marker accounts. E e e TS e T e T 516 309 594
RO Y S A I &5 ooty i ol e bt 436 553 1h
Ocher time ... . . .. Ry ek 5 AR R R P O W R 36 24 608
Foreign - Sl SR T e e B S’_? "0..\ 7.28
Total interest-bearing deposits . ... ... ...................... 1,748 172 &N
Shortterm debe . : : Sl SO A RIS 1,396 872 6.25
Long-t:rm debr. . : e &1 69 847
Total interest-bearing liabilities AN 3,228 2113 .55
Deposits : _ S : 2,241
Acceptances outstanding Laenn ‘ 306
Oreher Liabilities : 158
Stockholders' equity : . 358
Total liabilities and stockholders’ equity SRR $6,288
Net interest income ; $212.1
Excess of rate earned over rate pawd 2le%
Net interest margin® L 4%

"Net imievest murgin 1 tana e equitaimt et mievest income divuded by svevage intevest carning assets
Avevage vates for Y9 exilude the et of the nom wonrring gain on lewevaped ledses

Intevess income um nom 1awble muesiment wcurities and louns mcimdes the effect of wxabie eguivaient sdmsimens, wing « Fedeval tux v 1e of 46%
aidpusiodd for f’la.‘dr M2 e taxes et of the velute’ Fedeval (ax benepi Loun fees ncinded v vy income are not n vl N acormal
VMRS G INCi T IR T Ny et




Balance Interest Rate Balance Interest

$ B0

745
236
48
73

1,030
126
67
236
136
65

1,660
392

3,957
543
(33)

66
238
164

$4.935

$ 761

786
“b
54
60

103.4
i34
74
313
1.2
73

1740
e

396.6

9.1
259
440

26
458

127 4
77 6
65

215

$185.1

947%

10.55
10.44
.21

3.22

10.03
10.64
11.04
13.28

8.24
10 48

10.48
B.14

10.02

5.89

831
799
§.56
791
762
8.27
7 81

$ 725

522
197
43

$ 119
228
580

33
1,286
785
82
2,153

1,184
192
122
251

$3,902

1984

$ 820

576
219
5.6
V6

108.9
10.8
69
277
94
6.2
1699
2.1
3627

76
206
599

27
6.0

1268
76.5
LN )

210.1

$152.6

MRS A ngs .
Rae  Balance Interest
11.30% $ 556 § 545
11.05 704 845
1113 194 208
12.81 18 1.7
9.9 36 32
12.42 711
12,57 80
1349 181
14.44 203
11.79 5%

12.33 : _fS »
12.76 1,279 1489
994 i )60 327
11.79 AR Y 3463
491
(29)
6l
149
119
$3938
6}3) $ 182 10.7
908 192 16.1
10.33 626 50 9
10.21 B4 RS
1082 222 N0
9 85 1,306 1132
975 R89 771
g3 69 58
976 Y 17%.1
1.176
149
12§
2%
$19%
$150.2
0%
4 96%

Rare

981%

1200
10.74
9.68
8.68

11.65
9.07

11.01

5.94
8.37
9.09
10.10
944
R.67
B.67
8.40

¥ b6

J 159,
‘ "’%

1982

_ Balance Interess Rate

$ 480 $ 688
07 667
182 235
4“ 52
670
4
163
184
72
1,207 17207
37 s

b ¢t S
572
(26)

0
93
Ll

83535

$ 17 10.0
7 4
652 84.0
108 13.4
222 nh2
1,162 1390
750 85.9
65 5¢
1977 2305
1,050
93
230
179

$3.53%

$141.2

14.35%

3.7
12.94

11.59

14.14
12.37

1308

5.77
6.50
12.87
1242
14.08

1197

11.45
8.55

11.66

2.02%
5.20%
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STATE STREET BOSTON CORPORATION AND SUBSIDIARIES
Consolidated Statements of Condition

(Dollars {n thousands)

Cash and due frow banks
Interest-bearing deposits with banks
Investment securities

Trading accourt assets

Federal funds sold and securities
purchased under ress/ e agreements

June 30,

—" | -
(Unaudited)

$ 683 982
1,036 848
1,891 463

19,2644

713,000

loans(net of unearne Income of $2,599 and $3,342) 2,131,509

Allowance for loan .osses
Net loans
Premises and equipment, net
Customers' acceptance liability
Accrued {ncome receivable
Other assets
Total Assets

LIABYLITIES
Deposits:
Noninterest-bearing:
Domestic
Forelign
Interest -bearing:
Domestic
Foreign
Total deposits
Federal funds purchased
Securities sold under repurchase agrrements
Otber shovt-term debt
Acceptances outstanding
Accrued taxes and other expenses
Other liabilities
Long-term debt
Total Liabilities

STOCKROLDERS '  EQUITY

Preferred stock, no par:

Shares authorized, 3,500,000; none i{ssued
Common stock, $1 par:

Shares suthorized, 56,000,000

Shares {ssued, 35,967,000 and 35,078,000
Surplus

Retained earnings

Total Stockholders’ Equity
Total Liabilities and Stockholders’ Equity

*From sudited financial statements.

See notes to consolidated financial statements .

—L46.019)
2,085,490

137,33
207,615
135,901

—h2h.264
$7,062,141

$2,513,362
23,877

1,171,618
.

6,484,724
319,3%
1,139,473
75,523
208,197
112,761
161,202

26,050
6,627,320

35,967
47,680

—a2h 114
—a36 821
$7.062,141

December 31,

- .
(%)

$1,323 412
1,047,435
1,622,477

33,740

455,000
2,169,490

—~{42.233)
2,127,135

131,1%0
216,852
111,503

—A2l. 074
$7,189,818

$3,382,71%
23,540

1,321,887

2t} 42Q
1,269,596
277,100
624,353
66,575
218,158
113,592
92,087

—h12.292
6,797,45

35,078
38,671

—2A8. 600

232,264
$7,189 818

R e




STATE STREET BOSTON CORPURATION AND SUBSIDIARIES
Comsolidated Statements of Income
Three months ended June 30,
(Dollars in thousands, except per share data)

(Inaudited)
INTEREST INCOME b —i282 —- 11
loans, including fees $ 41,118 $ 40,690
Investment securities:
U.S.Treasury and Federal agencies 23,599 23,000
State and municipal 4,197 4,301
Other i{nvestments 5,998 3,096
Trading account assets 393 1,287
Deposits with banks 17,236 17,487
Federal funds sold and securities
purchased under resale agreements 11,680 10,343
Total (nterest income 104,021 100,174
TPTEREST EXPERSE
beposits 30,085 31,684
Short-term borrowings 12,627 23,242
Long- term debt il R
Total interest expense 3 28,347
Net Interest Income 48,525 43,827
Provision for lcan logses 842 4,323
Net interest income after
provision for loan lorses 42,683 39,454
OTHER OPERATING INCOME
Fiduciary compensation 56,849 42,330
Bank card fees 5,739 6,008
Uther ~Al.461 -Al.101
Total other operating income 14,049 29,439
Income before other opersting expenses 116,732 98,893
OTHER OPERATING EXPENSES
Compensation 40,282 *5,199
Other personnel costs 6,040 5,658
Occupancy, net 6,590 5,486
Equipment 7,208 8,752
Other 25006 20,944
Total other operating expensass
Income before income taxes 30,838 25,854
Income tuxes A0.818 9.623
Net Income $20,020 $16, 181
Earnings per Share:
Primary $ .5 $ 4S5
Pully diluted % 41
Average Shares Outstanding (in thousands)
Primary 16,960 36,188
Fully ciluted 39,713 19 686
Cask dividends declared per share $.11 $.09

See notes to consolidated financial statements.




STATE STREZET BOSTON CORPORATION AND SURSIDIARIES
Consolidated Statements of Income
Six Months Ended June 30,
(Dollars {n thousands, except per share data)

(Unaudited)
IFTERESY INCOME i BRE
loans, including fees $82,154
lovestment securities:
U.S. Treasury and Federal agencies 46,018
State and mmnicipal 8,238
Other i{nvestments 11,026
Trading account assets 834
Deposits with banks 34,208
Federal funds sold and securities
purchased under resale agreements 26,687
Total interest income 209,165
INTEREST EXPErsSE
Deposits 59,440
Short-term borrowings 43,902
Long-term debt —2.588
Total {nterest expense 109,030
Net interest Income 100,135
Provision for loan losses 41.4650
Net interest income after
provision for loan losses 88,65
OTHER OPERATING INCOME
Fiduciary compensation 108 472
Bank card fees 11,461
Other 21.816
Total other operating income 147,749
[ncome before other operating expenses 236,43
OTHER OPERATIEG EXPENSES
Compensation 83,102
Other personnel costs 11,924
Occupancy, net 14,004
Equipment 13,808
Other 20,841
Total other operating expenses 123.679
Income before income taxes 62,755
Income taxes 22.818
Net Income $39,937
N et o e
EARNINGS PER SHARE:
Primary $1.08
Fully diluted 1.02
EARNTNGS PER SHARE:
Primary 16 889
Fully diluted 39,715%
Cash dividends declared per share 0.21

See notes to consolidated financial Statements
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$62,639

44,677
8,969
5,169
3,142

35,383

40,637
200,636

64,382
46,248

—2.860

87,146
—£.541

78,605

78,648
10,923

42,641
190,817



STATE STREET BOSTON CORPORATION AND SUBSIDIARIES
Consolidated Statements of Changes {n Financial Position
Six months ended June 30,

(Dollars i{n thousands )

(Unaudited)
SOURCE OF FUNDS
From Operations:
Net Income $ 39,9% § 32,410
Provision for loan losses 11,450 8,541
Deferred taxes 5,191 6,578
Depreciation and amortizatior
Total funds from Operations 64,202 53,421
Issuance of common stock 9,898 5,494
Increase {n: -
Short-term borrowings 566,358 417,094
Other liabilities 62,461
Decrease In:
Cash and due from banks 639,430
Interest-bearing deposits with banks 10,587 89,1313
Trading account assets 14,496 113,929
Loans, net 30,195 —hd&, 096
Total Source of Funds $1,397,627 $793,367
USE OF ruWDS
Cash dividends declared $ 7,469 $ 5,878
Conversions and payments of long-term debt 9,943 3,839
Increase in:
Cash ard due from banks 77,13
Iovestment securities 270,098 202,009
Federal funds sold and se urities purchasad
under resale agreements 258,000 210,013
Premises and equipment 12,620 27,722
Other assets 54,625 13,857
Decrease (n:
Deposits 784,872 222,480
Other liabilities deutli il & 2
Total Use of Funds $1,397,627 $ 793,367
Radn e L TR R -

See notes to consolidated financial

statements

E




NOTES T0 CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

Note A -Basis of Presentation

The consolidated financial statements include the accounts of State Street
Boston Corporation ("State Street”) and its subsidiaries, including {ts
principal subsidiary, State Street Bank and Trust Company. All significant
intercompany transactions have been eliminated upon consolidation. State
Street's {nvestment {in {its 508 owned affiliate, Boston Financial Daca
Services, Inc., is accounted for on the equity methrd.

In the opinion of wanagement, all adjustments consisting of normal recurring
accruals which are necessary for a fair presentation of the financial
position of State Street at June 30, 1987, and December 31, 1986, and the
results of its operations for the three and six month periods ended June 30,
1987 and 1986 have been made. These statements should be read in
conjunction with the financial statements, notes and other Information
included in the Compan s latest annual report on form 10-K. Certain
amounts have been reclassified to conform to the 1987 method of
presentation. Average number of shares and per share amounts for prior
periods have beun restated to reflect the two-for-one common = stock split
distributed on August 5, 1986.

Note B -lovestment Securities

Investment securities consisted of the following:

(Dollars in thousands) ~diine 30, 1987 _  _ December 31, 1986

U.S. Treasury and

Federal agencies $1,269,892 $1,265,405 $1,046,230 $1,065,117
State and municipal 275,37 275,647 287,354 290,334
Other

446,200 238,159  __268.893 _ 288 865
1,891,463 51,879,211  $1,622,477 $1,644,316

Note C -Allowance for loan losses

The adequacy of the allowance for loan losses is evaluated on o regular
basis by wanagement . Factors considered in evaluating the adequacy of the
allowance include previous loss experience, current economic conditions and
their effect on borrowers, sand the performance of individual credits (n
relation to contract terms. The provision for loan losses charged to
operating expense is based upon management's judgement of the amount
nNecessary to maintain the allovance at levels adequate to absorb probable
losses.




NOTES TO CORSOLIDATED FINANCIAL STATEMENTS

Note C - Allz!nnss_jgx_lauleaixsa~isgn&1nuggz

Changes in the allowance for
bank and non-bank subsidiaries, for the
June 30, 1987 and 1986, were as follows

Three Months Ended

(Dollars in thousands) -June 30,
1987 1986
$44,273 $37,917
Provision for loan losses 5,842 4,373
loans charged off (5,046) {/,388)
Recoveries previously charged off 925 1.092
Foreign currency translation 23 S b
Ending Balance $46,019 $39,168

seginning Balance

Note D - Income Taxes

The provisfon for income taxes in the
of income (nclude deferred income taxes ar{giny

loan losses, 1nclud(n; amounts
three and six month periods ended

(Unaud{ted)

applicable to

Six Months Ended

samatiind 20,
2387 1966
942,355 §36,214
11,450 8,541
(10,067) (8,208)
2,096 2,318

— )
$46,019

1]
$39,168

accogpanying consolidated statements
as a result

of reporting

certain items of {ncome and expense in different years for tax and financial

reporting purposes. Investment ctax cred{tg are
deferral method, under wvhich tax

lives of the assets acquired.

accounted for on the
benefits gre recognized ratably
Tax expense ~f $38 000

over the

and § 71,000 from

securities gains and losses, net for the three month periods ending June 30,

1987 and
the six month periods ending June 30,
Included in the provision for income taxes

The provision for (ncome taxes is comprised ,f the
wonth and six month periods ended Jure 30

Three Monthg Ended
S— N ) J—
4286

57,065

2.508

$9.6713

A Sy

(Dollars in thousands)

Current
Deferred

The provision for income taxes for the thrae
ended June 30, 1987 and 1986 is less than the
the U.S
1987 and 1986, respectively
exempt (nterest i{ncome,
These reductions {n
state income taxes

This {s

and the amortizatien of

sonth and six
AROuUNnts computed by applying
Federal income tax rates of 40% and 468 to income before taxes for
due primarily to the
investwent tax
the provision fer income taxes agre

1986, respectively, and tax expenge of $101,000 and §$ 84 000 for
1987 and 1986

State Street
subsidiaries file a consolidated federal i(ncoge t&xX return

respectively, are
and {ts domestic

following for the three

Six Months Ended
June 30,
QRY
$17,627

L

$22.818

month periods

effects of tax
credits

partially offset by




WOTUS TO CONSOLIDATED FINANCIAL STATEMENTS (Unsudited)

Rote E - Other Income

The following items are included in the "other® category .f other operating
income for the three and six month periods ended June 30, 1987 and

1986 :

Three Months Ended Six Months Ended
(Dollars in thousands) June 30, June 30,

1287 @ _1986 2 _1&7 _ 1986
Service fees $ 3,829 § 3,534 $ 8,246 § 5,892
Forei{gn exchenge trading 3,172 3,189 8,196 6,570
Correspondent service fees 2,173 2,214 4,275 4,311
Trading gains (losses), net 135 (253) 1,089 269
Securities gains(losses), net 106 136 239 160
Other 2.046 2.281

$11,461 §11,101 $27,816  $22,641

Note F - Qther Expenses

The following {tems are included in the "other" category of other operating
expenses for the three and six month periods ended June 30, 1987 and

1986
Three Months Ended Six Months Ended
(Dollars (n thousands) June 30, — T -
—b287 —a286 —b287 ~—h280 |
External contract services $ 5,037 $ 3,907 $10,459 $ 7,558 |
Postage, stationery and supplies 2,940 2,827 5,749 5,546
Telecommunications 2,632 2,161 5,046 3,653
Professional fees 1,326 2,33 5,739 4,035
Insurance 1,925 1,343 4,018 2,697
Advertising and customer contact 2,404 2,072 4, 385 3,562
Other L.310 -£.300 2,443 L2435
$25,774 $20,944 $50,841 $38,796




NOTES TO CONSOLIDATED FINANCIA! STATEMENTS (Tmaudited)

hote G - Copmitments end Contingent Liabilities

The financial statements do not reflect various commitments and contingent
liabilities which arise in the normal course of business. These include
commitments to extend credit, letters of credit, guarantees and foreign
exchange contracts.

On April 19, 1983, counsel fer Union National Bank, a subsidiary of State
Street which was sold to The Conifer Croup, Inc. on December 30, 1983,
received a letter from the Environmental Pratection Agency stating the
intention of the EPA to make experditures under the federal so-called
“Superfund® Act toward the cleanup of a site owned by Silresim Chemical
Corporation, to which Union had made secured loans from 1970 to 1976. 1In
its letter, the EPA states that under the Act responsible parties may be
liable for money expended by the government to take necessary corrective
actions at the site and asserted that the EPA had deternined Union to be an
owner or operator of the site and is therefore a responsible party. Under
the "Superfund® Act, an owner or operator may be liable for the total costs
of the cleanup of the site and other damages which are indeterminate at this
time. Union has denied that {t {s or ever vas an owner or operator of the
site. Under the terms of the agreement relating to the sale of Union, State
Street agreed to indemnify The Conifer Group, Inc. for any costs which they
may incur i{n this matter. Ia the opinion of management. this action can be
successfully defended or resolved without material adve: e effect on the
financial position of State Street.




BOTES TO CORSOLIDATED FIRANCIAL STATEMENTS (Unaudited)

Note H -

Earninga Per Common Share

The computation of earnings per common share i{s based on the weighted
averige number of shares of common stock and comson stock equivalents
outstanding during each period. The computation of fully diluted earnings
per share is based on the sssumption that the convertible capital notes and
debeitures had been converted as of the beginning of each year with the
elimination of related {interest expense less income tax effect. The
computation of earnings per share is rs follows:

(Dollars in thousands, Three Months Ended Six Months Ended

except per share data) RRCEEDGRT T T Slune 30,
1387 1286
Primary
Average shares outstanding 39,960,031 36,187,520 36,889,159 36,008, 248
Net income $20,020 $16,181 $39,937 $32,410
Earnings per share . 54 45 1.08 .80

Pully Diluced

Average shares outstanding 16,964,934 36,261,400 36,889,276 36,143,816
Assuming conversion of
58 convertible capital
notes due 1994 and
7 3/48 convertible
subordinated debenturas
dus 2008

A J4B. 687 3,426,876 £.825.611 3,532,008
Average shares
fully diluted bssis 39,713,421 139,686,276 39,714,887 19,675,824
Net (ncome $20,020 $16,181 $39,937 $32 410
Elimination of {nterest on
5% convertible capital
notes due 1994 and 7 13/48
convertible subordinated
debentures due 2008 less |
related income tax e{fect 267 353 239 115
Net income on
fully diluted basis $20,287 $16,534 $40,536 $33,125
Earnings per share 51 41 1.02 83




ErnSl &W}llnney 200 Clarendon Street

Boston, Massachusetts 02116

617/266-2000

To the Stockholders and

Board of Directors
State Street Boston Corporation
Boston, Massachusetts

We have made a review of the consolidated statement of condition of State
Street Zostor Corporation and subsidiaries as of June 30, 1987, and the
consoiidated statements of income for the three-month and six-month periods
ended ‘une 30, 1987 and 1986, and the consoiidated statements of changes in
financial position for the six-month periods ended Jure 30, 1987 and 1986, in
accordance with standards established by the American Institute of Certified
Public Accountants.

A review of interim financial infcrmation consists principally of obtaining an
understanding of the system for the preparation of interim financial
information, applying analytical review procedures to financial data, and
making inquivies of persons responsible for financial and accounting matters.
[t is substantially less in scope than an -xamination in accordance with
general.y accepted aud.ting standards, which will be performed for the full
year vith the objective of expressing an opinion regarding the financial
statements taker as a whole. Accordingly, we o not express such an opinion.

Based on our review, we are not aware of any material modifications that
should be made to the consolidated interim financial statemens referred to
above for them to be in conformity with generally accepted accounting
principles.

We previously examined, in accordance with generally accepted auditing
standards, the consolidated statement of condition as of December i1, 1986
(presented herein) and the re.ated consolidated statements of income, hanges
A stockholders’ equity and cianges in financial position f{or the year then
ended (not presented herein); and in our report dated January 13. 1987, we
expressed an unjualified opirion on those consolidated financial statements,

‘oAt P {NMlesris

&

ERNST & JHINNE{

Boston Massachusetts
wiy 1%, 1987




HARAGEMERT 'S DISCUSSION AND ARALYSIS OF FPINANCIAL
CONDITION AND RESULTS OF OPERATIONS

LAy

Second quarter earnings per share were $.51 on & fully diluted basis, up 248
from § .41 per share In the second quarter of 1986. Net income for the
quarter vaer §20.0 wmillion, uwp frow $16.2 millfon in 1986's second quarter.
The earnings gain resulted primarily from strong growth {n fee income,
partially offset by increased operating expenses and a higher provision for
loan losses. Fee income increased to 60% of taxable equivalent {income

before operating expenses. Return on average stockholders' equity was
319.08.

The folloving table sets forth the components ~f the incume statement, with
| net interest income expressed on a taxabie equivalent basis:

Condensed Income Statements
Taxable equivalent basis
(in millions of dollars, except per share data)

A287 1986 Changs & 987 1966 Change 3

Net interest (ncome $55.4 $52.4 $30 6 $113.5 $105.1 $8.3
Provision for loan losses 5.8 4 & 325 i1.% 8.5 2.9 3%
Other operating income 7.0 596 14.6 2% 7.7 112.2 33 2
Other operating expense 2.9 220 129 18 0.7 1389 3.8 25

Income before income taxes 3.7 3.6 3.3 10 76.1 69.9 6.2 o
Income taxes 10.8 9.7 21 12 22.8 19.5 3.3 17
Taxable

equivalent adjustment s A3 4D 202 s (6. 7) (26)
Net income $20.0 $16.2 §$ 3.8 2 By NS 213
Per Share Primary $ .50 % .45 3 09 2 $1.08 § 20 35 .10 20
Per Share Fully Diluted 51 41 10 24 1.02 § 83 19 23

(§ and % change based on dollars in thousands)




MARAGEMENT'S DISCUSSION AND ANALYSIS OF FIRANCIAL
CORDITION AND RESULTS OF OPERATIONS

Bet lnterest Income

Taxable equivalent net interest income of $55.4 willion was up $3.0 million,
or 6% over 1986°s second quarter. The improvement resulted from growth of
assets and liabilities. Noninterest-bearing deposits incressed 14w,
principally due to cthe activity and growth {n the securities processing
businesses. The benefits of balance sheet growth were partially offset by

the negative effect of lower interest rates and a narrower spread between
interest rates earned and paid.

During the six month period ending June 30, taxable equivalent net interest

income was $113.5 million, up $8.3 million or 8% over 1986, for the same
reason. .

Qeher Opersting locome

Other operating income of $74.0 million, was up $14.6 million or 25% over
the second yuarter of 1986, The largest component of other operating
income, fiduciary compensation, was $56.8 millfon, up 34w, Fiduciary
compensation includes fee income from wmutual fund, wmaster trust, global
custody and persoval trust services, and from {nvestment management for
institutions. Global custody and wmutual fund services provided particularly
large dollar increase.. Fee income for global custody services wes more

than twice that of a year A0 as & result of new business and additional
assets from current cliencs

Substantial new business was {)stalled during the second quarter. Domestic
Basrer trust/master custody as.ets rose 22¢ in the quarter to $133.1
billion, due in large part to the ‘nstallation of California State Teachers'

Retirement System in early April. Luring che quarter, the number of sutual
funds serviced increases by 85, bringi.'g¢ the total to 978

For the six wonth period ending June 30, other operating i(ncome vas $147.7
sillion , wup $35.5 million or 32¢ over 1986. Fiduciary compensation was
$108.5 milifon, wup 388. As of June 10, total assets under custody were
$531.2 billion, up from $640.8 billion st year-end

Qther Operating Exuenses

Other operating expenses of $85.9 million were up $12.9 million, or 18% over
1986's second quarter. The Increase was mainly from additional people,
services, computer equipment, and office Space supporting business growth

For the six month period ending June )0, other operating

sxXpenses vere up
258, for the same reasons .




MARAGTMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
COMDITION AND RESULTS OF OPERATIONS

lesn Quality

The provision for loan losses charged to {ncome was $5.8 million,
increase of §1.5 willion from the second quarter of 1986,
durirg the quarter were $4.1 ailllon reflecting in part
credit card portfolio which began 1n May of 1985.
losses increused to $46.0 willion, equal to 2
Non-performing loans declined to $11.0

Ret charge-offs
the expansion of the
The allowance for loans
168 of loans at June 30, 1987
million, or .52¢ of ending loans.

During the quarter, the company s loans to Chile were sold,
Letin  American credit exposure to $10.8 million. The credit
State Street's Latin American loans had slready been recognized in setting
the level of the allovance for loan losses. Accordingly, no special
provision was made for Latin American debt during the second quarter.

reducing the
quality of

lesn Ratics 1} — 1986
<. A8 40 20 R Ja.
Net charge-offs
o average loans 0.79% 0.78% 0.738 0.58% 0.708 0. 554
Allowance to ending loans 5. 1N .99 2.8 09  1.9%
Non-performing loans to
ending loans 0.52 0.60 0.43 0.26 0.3% 0.3%

Capital snd Liguidity

The Corporation is well capitalized for {ts current operations and continues
Lo generate capital internally at a high rate. On average during the second
quarter of 1987, State Street's primary capitel ratio {ncreased to 6.7,
vhich compares favorably with the sinimum regulatory requirement of 5 54
In the same perfod, the Corporation's total capital ratio wvas 8 1% Equity
capital continues to grow Primarily from the retention of earnings. In the
second quarter of 1987 capital was generated Internally at 15 3%,

Liquidity (s provided from Baturing investments, the large portfolio of
marketable i(nvestments, payments on loans, and through access to borroved
funds and deposits. Money market (nstruments and investaent securities were
638 of average interest-earning assets for the second quarter, providing
substantial liquidity, T™ese assets have less credit risk and wmore
sarketability than loan assets. The relatively short Baturity structure of
State Street's assets also enhences its liquidity.

13




Baxt 11 - Othex Inforsation
legal Proceedings

Reference 1s made to Note G to Consolidated Financial Statesents on page 7.
Changes in Securities
None

Rafaulta Upon Senior Securities

Mone

Qther Information

None

No reports o Form 8K were filed during the quarter.
Addicional Exhibits

Exhibic 28

Filed herewith: 28.1 Acknovledgement letter for report on unaudited
financial {nformation.

14




Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on {ts behalf ' the
undersigned, thereunto duly authcrized.

STATE STREET BOSTON CORPORATION

Date:  August 12, 1987 By: WIA’&" é

David(x. Spina
Executive Vice President & Treasurer

Date:  Auguat 12, 1987 By: %@“

Rex §. Schuette
Senior Vice President & Comptroller

18




EmSt &Whiﬂney 200 Clarendon Street ol

Boston, Massachusetts 02116
Exhibit 28.1

617/266-2000

State Street Boston Corporation

We acknowledge the use of our report on the interim financial statements of
State Street Boston Corporation for the interim period ended June 30, 1987,
vhich is incorporated by reference in Registration Statement Number 33-9499 on
Form -7 dated October 24, 1986, in Registration Statement Number 33-2882 on
Form S-3 dated January 23, 136, in Registration Statement Number 2-93157 on
Form 5-8 dated September 7, 1984, in Registration Statement Number 2-88641 on
Form S-8 dzted December 22, 1983, in Registration Statement Number 2-68698 on
Form $-8 dated July 30, 1980 and in Post-Effective Amendment Number 2 to
Registration Statement Number 2-68696 on Form S-8 dated July 26, 1983,

éi;&oMV l~4¢‘h4unq

ERNST & WHINNEY/

N

Boston, Massachusetts
July 15, 1987
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TRANS UNION LEASING CORPORATION AND SUBSIDIARIES

CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 1986 AND 1985

with
REPORT OF CERTIFIED PUBLIC ACCOUNTANTS




The Board of Directors
Trans Union Leasing Corporation

We have examined the accompanying consolidated balance sheet of
Trans Union Leasing Corporation and Subsidiaries at December 31,
1986 and 1985, and the related consolidated statements of opera-
tions and retained earnings and changes in financial position
for the year then ended. Qur examinations were made 1in
accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records and
such other auditing procedures as we considered necessary in the

circumstances.

In our opinion, the statements mentioned above present fairly
the consolidated financial position of Trans Union Leasing
Corporation and Subsidiaries at December 31, 1986 and 1985 and
he consolidated results of operations and the changes 1n
financial position for the years then ended, in conformity with
generally accepted accounting principles applied on a consistent

basis during the period.

;/ZLZwav iﬂ‘““l ¢

~

February 28, 1987




TRANS UNION LEASING CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS AND RETAINED EARNINCS

Years ended December 31, 1986 and 1985

(Dollars in thousands)

1985

Earned income on direct financing leases
and instalment contracts (Note 1C) ) 12,728
Other operating income:
Operating lease rental revenue (Note 1C) ' 568
Gains on disposition of residuals and on
early terminations 2,288
Other 586

Gross operating income 16,170

Costs and expenses:
Interest expense { 5,258
Provision for possible losses (Note 1C) ] 23,454
Administrative expense 39 1,023
Depreciation expense (Note 1C) 896

31,531

Income (loss) before income taxes (18,381)

Allocation of income tax provision
(benefit) (Note 1D):
Current 5,347
Deferred (12,646)

{ ~ r .
( 7,299)

Net income (loss) ( 8,062)

Retained earnings at beginning of year 18,263
Cash dividend (8,000)

nr

Retained earnings at end of year > 2,201

See accompanying notes.




TRANS UNION LEASIN

CONSOLIDATED 8T

Years ended December 31,

Source of funds:
Operations =

Net income (loss)

Provision for losses
instalment contracts
repayments
instalment
taxes recoverable
credits

Disposition of equipment at

and
Principal

equipment and
Deferred income

investment tax

e

[otal

§

Lrom
equipment
Decreas2 (increase)

affiliates

Proceeds

Tot

funds

Dividend paid

Expenditures for
instalment

Decrease 1in

1 §
U 5¢ ) 1

noctes
Increas2 in cost of
equipment

Decreas:s deposits

1SEeSs
rease

equivalents

equivalents

sale of

leased
ontracts
payable
reconstructed

(Dollars in

on leases

on leased

from operations

reconstructed

in advance to

of funds

equipment and

§ A
iundas

crash and equi

beginning of

end of year

See accompanyling

¢contractes
and

G_CORPORATION AND_

"ATEMENT OF CHANGES IN FINANCIAL POSITIO

ANBATAT AD T L
SUBSIDIARIES

1986 and_lw%b

thousands)

book value

notes.

(4,354)

12,050

49,147

24,400

(6,

\

66

1,862

44,493

‘ (=
200

4,279

$ 5,048

TSI S TTIE W TR W % 3 ok =
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RANS UNION LEASING CORPORAT

ORPORATION AND SUBSIDIARIES

NOTES_TO_CONSOLIDATED FINANCIAL STATEMENTS

%

Principal accounting policies and
related party transactions

Principles of consolidation and
related party transactions:

Trans Union Leasing Corporation (TULC) 1is a wholly-owned subsidiary
of GL Sub Co., a wholly-owned subsidiary of Marmon Holdings Inc.
(MHI) . The accompanying consolidated financial statements include
the accounts of TULC and its wholly~-owned subsidiaries (the
"Company'). All significant intercompany accounts and transactions
of TULC have been eliminated.

The Company charged certain finance/lease affiliates $84,000 in both
1986 and 1985 for services provided to such companies. In addition
to income taxes (see below), "Due frou affiliates" includes non-

interest bearing advances made to various affiliated companies.

The Company also entered into ceveral lease transactions during

which serviced the sales of affiliates.

Classification

Certain 1985 1iteil yreviously included in 1liabilities have
netted against " a L m payments to be received from di

financing leases"” con y the 1986 classification.

1
|

Account for leases and instalment contracis.

leases -

NDirect financing

The majority of the leases entered into by the Company are
classified as direct financing leases. Unearned income at
the inception of these leases is equal to the minimum leas
payments plus estimated residual values less costs of tt
equipment.

|

When a lease becomes effective, a portion of this unearned
income, equivalent to a "provision for possible losses'' and
r

N 9 ’ - " v Jd . m
initial direct cosis, is recognized 1in 1ncome.

- 4 \ ¢ 1 i v . . n 5 -
remainger inearnea incone 1S re ')}',-'Al{','_‘J

the 1lilfe O the lease based Por the




B

method or similar methods which generally results
level rate of return on the net investment.

Instalment contracts and operating leases =~

instalment contacts are similar to direct financing leases,

except that the Company does not retain legal ownership
the equipment or its residual value, and are accounted

of

for

similar to direct financing leases. The Company has
rewritten certain instalment contracts basing the payment
schedule on the lessees' equipment usage. In such situa-~-

tions, the carrying value of the instalment contract
capitalized as ''met investment in operating leases" and

i8
18

depreciated over the remaining useful life of the equip-

ment. Revenues for operating leases are recognized

as

rentals are billed based on equipment usage or the passage

of time.

Provisiou for possible losses =

In addition to the loss provisions recorded at the incep-

tion of leases, the Company makes periodic provisions for

additional losses as deemed appropriate based on manage-
t

ment's review of

he portfolio. In 1986, this review

resulted in a provision of $1.3 million. In 1985, the

changing economic environment of the industries which t

he

Company leased to, coupled with the change 1in composition

of the Compary's lease portfolio, caused the Company

make an extensive review of its portfolio resulting in

provision for possible losses of $23.4 million.

D. Federal income tax provision (benefit):

Deferred income taxes are provided on the difference between

and financial statement income or loss resulting from the

different tax and financial statement accounting methods for

to
a

taxable

use of

lease

transactions. For income tax purposes, direct financing leases are

accounted for as operating leases, and accordingly, the asset cost

<

are capitalized and depreciated and income is recognized as rentals

are billed. In addition, deferred income taxes are recognized on

difference between financial statement and tax depreciation
Company's assets accounted for as operating leases and

losses.

tax credits are deferred and amortize into n
($240,000 and $327,000 in 1986

over the terms of the leases

the

of the

certal

> OMe

respec

'_v i€ l

n
i

5
i




method. For tax purposes, the credits are used reduce

Company's tax liability to the extent allowable.

The Company is included in MHI's consolidated Federal income

return. An agreement between the Company and MHI provides that
Company will be reimbursed for investment tax credits and
deductions utilized in MHI's consolidated income tax return. To
extent that consolidated investment tax credits and tax deducti
available exceed those usable in any year, the agreement provi
that the allocation of the benetits from such tax credits
deductions among the affiliated group shall be determined at
discretion of MHI. The adjustment to reflect the allocation as
determined by MHI is recorded as an adjustment to the components of
the Company's tax provision in the year that the allocation is
made. The tax benefits of all losses recorded by the Company, other
than amounts reflected in the consolidated balance sheet as "I

income taxes recoverable,'" have been allocated to the Company

and the benefit of investment tax credits earned by the Company

been allocated to the Company by MHI except for $2,494,000, which

'

amount is included in "Due from affiliates'" in the 1986 consolidated

balance sheet.

The agreement also provides that MHI will be paid for the Company's
Federal income tax liability that is currently payable or deferred,
whereupon the Company has no further obligation with respect 1o the

1

deferred liab

In 1986, certain costs previously charged against financial statement
income became deductible for Federal income tax purposes, thereby
reduc.ng current Federal income taxes by $1,096,000. A charge equal
to this reduction has been included in the deferred income tax amount
in the 1986 consolidated statement of operations and "Deferred income
taxes recoverable'" in the 1986 consolidated balance sheet

this reduction resulting {from his realized tax benefit.

certain timing differences, hich p duced reductions

income taxes, 'V i 1 1986 resultin

taxes




tax benefits had been paid to MHI, as provided for in the agreement

discussed above, a like amount was credited to the deferred income

tax amount in the 1986 consolidated statement of operations.

The Company's effective income tax rate of 46.6% in 1986 and 47.
1985 differs from the 46% statutory rate due primarily to

income taxes net of investment tax credits.

As a member of a corsolidated Federal income tax group, the Compal,

is contingently liable for the Federal income taxes of the other

members of the group.

Cash and equivalents

Cash and cash equivalents at December 31, 1986 and 1985 include $3.0
million and $16.7 million, respectively, of short-term ianvestments
carried at cost which approximates market. Interest 1income of
approximately $1,320,000 and $307,000 was earned in 1986 and 1985,

re2spec tivel Yo

Receivables under direct financing leases
and instalment contracts

Direct financing leases and 1instalment contracts receivable

December 31, 1986 are due as follows (dollars in thouseands):

1987 $26,811
1988 18,848
1989 106,003
1990 8,725
1991 4. 549
After 1991




4. Notes payabla

Notes payable at December 31, 1986 and 1985 consisted of the follow-
ing (dollars in thousands):

1986 1985

Senior notes payable in periodic instalments

through 1992 with interest at 105% of piime

rate to 10.125%, (weighted average rate of

9.57% a* December 31, 1986 and 8.50% at

Decemper 31, 1985° $11,247 40,240
Senior subordinated notes payable in periodic

instalments through 1992 with interest at

9.25% (weighted average rate of 10.57%

at December 31, 1985) 3,000 18,500

$14,247 58,740

Annual maturities of notes payable during each of the next five years
ending Decenber 31 are $3,747,000 in 1987, $2,500,000 in 1088,
$2,500,000 in 1989, $2,500,000 in 1990 and $2,500,000 in 1991.

In July 1986, the Company gave notice of optional prepayment under
the note payable agreements to all noteholders. As a result, TULC
retired $33.4 million of outstanding notes with maturity dates

through 1995. No premiums or penalties were paid on retirement.

Note payabie agreements contain provisions which, among other things,
prohibit pledging of certain leased assets, restrict the amount of
notes payable, as defined, and limit the payment of dividends and
restrict other payments. At December 31, 1986, consolidated retained
earnings was not restricted as to dividends. In addition, the senior
subordinated debt agreement specifies that this debt is Junior 1in
right of repayment to all senior debt.

I

5. Retirement plans

The Company participates in a discretionary contribution retireneat

plan sponsored by The Marmon Corporation (a subsidiary of MHI). The

retirement expense was $19,701 in 1986 and $8,258 in 1985.




Company le ) ffice space under an agreement expiring in 1992.

annual base rent ($95,230) is subject to escalation as provided

in the lease. Rental expense for 1986 and 1985 was $123,700 and

respectively




