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Dear Fellow Shareholders

2011 was a difficult year. Revenues were less than expected and expenses were too high as we dealt
with a challenging environment. Still, we continued to develop and execute our plans to improve our
oparating rargins, differentiate our products, and ensure we continue to contribute in meaningful
ways to the smooth and efficient functioning of the global capital markets.

During 2011, we made significant progress on a number of fronts:
» achieved above-median revenue growth compared with our peers;

»  continued o receive top rankings for client satisfaction and industry recognition for investment
performance;

= further strengthencd our balance sheet in terms of liquidity, asset guality and capital. At year end,
our Basel | Tier 1 commion equity ratio was 13.4 percent};

+ achieved superior returns versus U.S. banking peers on our tangible and regulatory capital;

+  implemented a series of efficiency initiatives to reduce our cost base and manage through the
curtent environmerd, with clear evidence of progress on expenses in our fourth-quarter results;

»  successfully completed the sale of our non-core Shareowner Services business; and
»  repurchased approximately 35 million shares and raised the quarterly dividend by 44 percent.

But our stock price performance has been unacceptable. We know we must improve our sharcholder
return. And | am confident that we will, given the strength of our business model and our plans to
enhance revenue growth and drive operational excellence.

Our Business Model
To appreciate our potential and comprehend the nature of our challenges, it's necessary to
understand what we do.

« We are an investments company, with significant scale in virtually all of our businesses and more
expettise in managing and servicing investments than any other firm. We help clients at every
stage of the investment life cycle — whether they are looking to create, trade or hold assets, or
need help managing, distributing or restructuring them. The breadth of our offerings creates
significant opportunities for us to build broader and deepsr client relationships.

»  Ourmodel is primarily fee-basad, with little credit risk, A large percentage of our ravenue —
78 percent — cames from recurring fees, which is above our pear group median, That has helpad
us maintain a strong, highly liquid balance sheet, with a solid capital position and strong credit
ratings.

«  Our model generates capital rapidly. It also generates significant levels of earnings. Much of
these earnings, subject to regulatory approval, can be returned to you in the form of dividends
and share repurchases.

+  We benefit from the long-term trends of organic growth in financial assets and the globalization
of the financial markets.

Our cornpany has been designated by international regulators as one of the 29 Global Systemically
Important Financial Institutions (G-SIFls). This designation recognizes our fundamental importance
to the health and operation of the global capital markets. The designation also carries with it an
implicit responsibility to maintain the highest standards of excellence, and we take that responsibility
seriously, In all that we undertake, we are committed to carefully considering the impact of our
actions on our clients and the markets.
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Let me discuss our 2011 performance;

Investment Services - Most of the key drivers of our lnvestment Services businesses showed
significant improvement over 2010, Growth of assets under custody and administration outpaced our
closest trust and custody peers, up 3 percant to $25.8 trillion, Average active clearing accounts grew
11 percent, average collateral management balances were up 13 percent and the number of sponsered
depositary receipt programs increased 2 percent. Average total Investment Services deposits grew
32 percent, again outpacing peers. Total debt serviced, however, declined 2 percent, reflecting the
lack of structured debt issuance and the slow recovery of the debt capital markets,

We continued to expand our capabilities in 2011, particularly in the areas of asset servicing, clearing,
collateral management and alternative investment services. In a year in which we received industry
recognition for our innovative use of technology, we intraduced new tools to increase investment
transparency and released iPad® apps to allow client access to information and reporting.

Investment Management - Our overall Investment Management businesses maintained focus on
delivering strong investiment performance and outstanding wealth management capabilities for our
clients. Our long-term organic flows continued to grow, with assets under management (AUM) up

& percent to arecord level of $1.26 trillion, reflecting a 130 percent increase in net AUM flows in 2011,
which significantly outpaced that of our peers.

We made progress inlaying a foundation to optimize our multi-boutique model by building eut our
investment, distribution and infrasiructure capabilities, with a particular focus on Asia Pacific. We
also continued to develop distinctive investment capabilities, such as our liability-driven investment
strategies, Wealth Management expanded Its footprint, entering Chicago, the third-largest U.S,
wealth market, through the acquisition of the astablished operations of one of the region’s premier
independent investment managers.

Enhancing Revenue Growth
To make us more resilient to market dynamics, we have a number of strategies in place to increase
client assets under management, custody and administration,

*  Deepening client relationships ~ There is tremendous room to increase the value we deliver to
our clients and, thereby, earn more of their business. Over the past year, we have refined our
global client management model to better align our resources with our clients' needs.

» Increasing our capabilities - In Investment Services, we are collaborating across our businesses
te develop mare sophisticated and innovative multi-product solutions for our clients. In
Investment Management, we see opportunities to expand our global credit investment
capabilities; advance cur market position in absolute return, asset allocation and alternative
investment solutions; and broaden and strengthen our global distribution, We also are looking
to further expand our Wealth Management franchise, continuing a long tradition of helping our
clients weather market cycles,

*  Building a global presence - To maximize our returns in a prudent and focused way, we ate
continuing to build upon our global footprint in countries and regions with the strongest revenue
potential for our company. in 2011, for example, our investment in Germany enabled us to achieve
our goal of becoming the No. 1 custody provider in that country.
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Driving Operational Excellence

Operational excellence refers to delivering the highest service quality, increasing our eperating
margins through the use of technology and taking risk out of our company and the financial system.
Those goals are complementary and mutually reinforcing, not mutually exclusive. We are finding
apportunities to improve the client experience while reducing the potential for errors and reducing
our costs.

For instance, we are making investments in our technology infrastructure that will help improve ease
of use for clients, allow us to introduce new products more guickly and lower technology costs, We
are also utilizing cloud technology to distribute applications in a virtual environment, effectively
eliminating proprietary hardware and software,

Through these and other operational excellence activities, we expect to realize roughly $650 million
to $700 million in expense savings by 2015, with substantial benefits in the intervening years.

Deplaying Dur Capital

Our business model generated approximately $2.8 billion worth of capital in 2011, Our ability to
rapidly generate capital is enabling us to invest in our businesses, strengthen our balance sheet and,
subject to regulatory approval, return capital to our shareholders in the form of dividands and share
buybacks. Acquisitions remain a lesser priority in the near term.

Corporate Social Responsibility

Over the last few years, we have adopted fairly ambitious corporate sccial responsibility geals related
to supporting our communities, developing our people and promoting environmental sustainability. In
a shott time, we have accomplished many of these goals and continue to push ourselves to do more.

This year, we donated $33.6 million to our communities around the world through philanthropic
grants, sponsorships, employee giving and company matching donations, The number of employee
teamns involved in voluntesring and fundraising has mote than tripled since the launch of our
Community Partnership program three vears age, with employees contributing more than 140,000
hours. We call our strategic approach to helping people in need “Powering Potential.” We have
extended that program to help returning military personnel, providing support in the areas of critical
basic needs, wotkforce skills and career development. We also have a special focus on helping at-risk
youth. Our support for youth is producing significantly higher graduation rates and employment and
reduced homelessness, This program was honered in 2011 with awatds in Boston, London, New York
and Pittsburgh. All of this good work will continue.

Looking Ahead

We are well aware of the headwinds we face. We have entered a period in which revenue growth will
be more difficult to achieve than in, perhaps, any period over the past 20 years, Ecoromies globally
remain sluggish, with a general lack of confidence and uncertainty inhibiting growth. This is reflected
in high levels of market volatility and continued deleveraging of major market participants. Interest
rates remain persistently low, limiting our ability to earn net interest income from client deposits.

While net interest income and strong global capital markets are important drivers of our
performance, they are not the only drivers. How well we service our clients, the strength of client
relationships, and our ability fo innovate and drive operationat excellence will have a major impact
on our performance. We are positioned to perform well in each of these areas. In 2012, we expect
our net savings from operational excellance initiatives to range from $240 million to $260 million,
toward our goal of achieving net savings of approximately $650 million to $700 million by 2015,
These savings will help us achieve operating leverage, even in a slow-growth environment. And
we expect our revenues to grow as we execule our strategies.
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The financial services industry, in general, has faced a dramatic increase in legal and regulatory
scrutiny, actions and costs, and cur company is no exception. The foreign exchange litigation has
received a substantial amount of attention. With our reputation and integrity being challenged, we
have undertaken an aggressive outreach program to our clients, media, regulators and interested
patties ta ensure they know the facts. We have also been listening to our clients and developing new
foreign exchange options to meet their evolving needs, including an innovative defined spread pricing
option that is positioned to set a new standard, We realize we must innovate to stay competitive as a
provider in this space, and we will,

Making Our Company Even Greater

lam honored to lead BNY Mellon. | have tremendous belief in the potential of our company and
pride in its capacity to navigate through challenging times, operate with integrity and remain
focused onour clients’ success. My sole focus is to make this great compary even greater for all
of our constituents — clients, employees and you, aur sharcholders.

I also have considerable confidence in the 49,000 professionals who work as a unified global team,
each contributing te the diversity of thought, ideas and talents that help our clients succeed. | thank
them for all they do avery day for our clients, company, colleagues and communities.

I also thank our board of directors for its wise counsel and support, and for entrusting the Executive
Committee and me with leading this company forward. 1 offer my special thanks to John Surma, who
will not stand for re-election to our board after eight years of service, for his significant contributions
and service.

I strongly believe in cur ability to deliver great investment management advice and investment
services fo our clients, as well as consistent earnings per share growth and attractive returns to you,
our shareholders,

Jecney x%w%

Gerald L. Hassell
Chairman, President and Chief Executive Officer

sricHialion af this e INes

sage 65 of this Arnuai Report,

Quptanation and

"Suppdemental [nformat ion” ¢
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The Bank of New York Mellon Corporation (and its subsidiaries)

Financial Summary

(dollar armaunts in mitlions, except per comimon share

amaounts and unless otherwise noled) 2011 2010 2009 2008 2007 {n}
Year ¢nded Dec. 31
Fee revenne $ 11,498 $ 10,697 $ 10,108 $ 12,342 $ 9,25
Net securities gains (losses) 48 27 (5,369) (1,628) (2013
Iacome of consolidated investment management funds 200 226 - - -
Net interest revenue 2,984 2925 2,915 2,859 2,245
Total revenne 14,730 13,878 7,654 13,573 11,298
Provision for credit losses 1 11 332 104 (i1)
Noninterest expense 151,112 10,170 9,530 11,523 8,094
Income (loss) from continuing operations before income taxes 3,617 3,694 (2.208) 1,946 3,215
Provision (benefit) for income taxes 1,048 1.047 {1,395) 491 987
Net income {loss) from continuing operations 2,569 2,647 (813 1455 2,228
Net income (loss) from diseontinued operations - (66) {270) 14 10
fixtraordinary (loss) on consolidation of commercial paper
conduits, net of tax - - ~ (20) (150
Met dncome (1oss) 2,569 2,581 (1,083) 1,443 2,058
Net fincome) attiibutable to noncontrolling interests 83 (63) {13 24 [€8%)]
Redemption charge and preferced dividends - - (283 (33) -
Net incorne ¢loss) applicable to common shareholders of The
Bank of New York Mellon Corporation $ 2,516 § 2518 $ (1,367) 3 1386 $ 2,039
Earnings per diluted comimon share applicable to common
shareholders of The Baunk of New York Mellon orporation:
Net income (loss) from continuing operations $  2.03 $ 21 $ 093 3 1.2 § 235
Net income (loss) from discontinued operations " {0.05) {0.23) 0.01 0,01
Extracrdinary (loss), net of lax - - (0.02) (0.19)
Net income (loss) applicable to common stock $ 203 $ 205¢h § (LIo)(g $  1.20 % 217
Atee. 31
Interest-carning assets §259,231 $180,541 $1061,537 $184,591 $144,882
Assets of operations 313,919 232,493 212224 237,512 197,656
Total assets 325,266 247,259 212,224 237,512 197,656
Deposits 219,004 145,339 135,050 159,673 118,125
Long-texmn debt 19,933 16,517 17.234 15865 16,873
Preferred (Series B) stock - - 2,786 -
Total The Bapk of New Y ork Mellon Corporation common
shareholders’ equity 33,417 32,354 28,977 25,2064 20403
AtDec. 31
Assets under mapagement. (in billions) & 1,260 § 1,172 § 1,115 3 928 $ 1A
Assets under custody and administration (in trillions) 258 25.0 223 202 231
Cross-border assels (in tillions) 97 9.2 8.8 7.5 10.0
Market valne of securities o loan (i billions) (d) 269 278 247 326 033

{a} Results for 2007 inchude six months of BNY Mellon and six months of le gacy The Bank of New York Company, fnc.

(b} Does not foor due to rounding.

(¢} Diluted earnings per common share for 2009 was calculated wsing average basic shares. Adding back the dilutive shares wonld be

anti-difutive.

{d) Represents the securities on loan menaged by the lnvestinent Services husiness.

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

Financial Summary (continued)

(doliar amounts in millions, except per common shave

cmounts and unless otherwise noted) 2011 2010 2009 2008 2007 (e}
Met income basis:
Return on common equity (b) 7.5% 31% N/M 5.0% 11.0%
Return on tangible common equity (&) 22.6 2B.6 N/M 20.7 283
Return on average assets (&) 0.86 1.06 N/M 0.67 1.4%
Continuing operations basis:
siurn on comumon equity (bi(e) 1.5% 8.3% N/M 5.0% 10.9%
Non-GAAP adjusied (b)(c) 8.6 9.5 9.2% 14,2 13.6
Return on tangible common equity -~ Non-GAAP (b)(c) 22.6 263 N/M 205 29.2
Not-GAAP adjusted (b)(c) 23.3 213 316 48.7 33.6
Pre-iax operating roargin (¢) 25 27 N/M 14 28
Non-GAAP adjusted (¢} 28 30 31 39 36
Fee tevenue as a percentage of total revenue excluding net
securities gains (losses) 78 78 78 79 80
Fee revenue per employee (based on average
headeount) (in thousands) $ 237 % 241 § 241 $ 290 ) 201
Percentage of non-U.8, revenue (d) 37% 36% 539% (e) 33% (f) 32%
Net interest margin (on fully taxable equivalent basis) 1.36 1.70 1.82 1.89(/) 2.05
Cash dividends per common share $ 048 & 036 § 0.51 § 0.96 $ 0.95
Common dividend payout ratio 24Y% 18% N/M 80% A%
Dividend yield 2.4% 1.2% 1.83% 3.4% 1.9%
Closing common stock price per conumon share $ 1981 $ 3020 8§ 27.97 $ 28.33 $ 4876
Market capitatization (in billions) 24.1 37.5 338 32.5 559
Rook value per common share — GAAP {«) 2762 20.06 23.99 22,00 25.60
Tangible book value per conunon share — Non-GAAP (¢) 10.57 .91 7.90 5.18 8.00
Full-time employees 48,700 48000 42,200 42,500 41,200
Year-end conmon shares ontstanding (in thousands) 1,209,675 1,241,330 1,207,835 1,148,467 1,145,983
Average toal eqnity to average total assets 11.5% 13.1% 13.4% 13.7% 13.6%

Sapital ratios at Dee. 31 {g)
Fstimated Basel 11 Tier | common eqgnity 1atio-

Non-GAAP (e)(h) 7.1% N/A N/A N/A N/A
Basel I Tier 1 common equity torisk-weighted assels

rano-Non-GAAP (¢} 13.4 118 10.5 0.4 7.6
Basel I Tier 1 capital tatio 150 134 12.1 13.2 9.3
Basel 1 Total (Tier 1 plus Tier 2) capital ratio 17.0 16.3 16.0 16.9 132
Basel [ leverage capital rafio 5.2 58 6.5 6.9 6.5
BNY Mellon shareholders’ equity to total assets ratio (¢} 10.3 133 137 1.6 14.9
Tangible common shareholders’ equily to tangible assets

of operations ratio - Non-GAAP (ci 6.4 58 52 3.8 5.2

{a) Results for 2007 inclucde siz months of BNY Mellen cnd six months of legacy The Bank of New York Comparsy, hic.

(by  Caleuiated before the extraordinary losses in 2008 and 2007.

(c) See “Supplementai Information’' beginning on page 66 for a calculation of these ratios.

(d) Includes fee vevenne, net interest revenue and income of consolidated investment mangg ement funds, net of net income attyibutable to
nonconirolling interests,

{e) Excluding investment securities losses, the percentage of non-U.S. fee vevenue vwas 32%.

() Excluding the SILO/LILO charge, the percentage of non-U.S. Fee and net interest reverue was 32% and the net interest margin wis
2.21%.

(g) Includes discontinued operations in 2010, 2009, 2008 and 2007.

(h)  (hir estimated Basel I Tier 1 common equity ralio (Non-GAAP) reflects our current interpretation of the Basel TIT rules, Onr
estimated Basel Il Tier 1 common equity ratie could changa in the future as the U.S. regulatory ngencies implement Basel T oy if onr
hsinesses change.
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Management’s Discussion and Analysis of Financial Condition and Resulits of Operations

Hesulis of Operations

General

In this Annuval Report, references to “our,” “we,” “us.”
“BNY Mellon,” the “Clompany”” and similar terms for
periods on or after July 1, 2007 refer to The Bank of
New York Mellon Corporation and its consolidated
subsidiaries, and references to “our,” “we,” “us,” the
“Company,” and similar terms prior to July 1, 2007
refer io The Bank of New York Company, Inc. and its
consolidated subsidiaries. The term “Parent” refers to
The Bank of New York Mellon Corporation but not
its subsidiaries.

BNY Mellon’s actual results of future operations may
differ from those estimated or anticipated in certain
forward-looking statements contained herein for
reasons which are discussed below and under the
heading “Forward-looking Statemients.” When used in
this Annual Report, words such as “estimate,”
“forecast,” “project,” “anticipate,” “confident,”
“target,” “expect.” “mtend,” “continue,” “seck,”
“believe,” “plan,” “goal,” “could,” “should,” “may,”
“will,” “‘strategy,” “synergies,” “opportunijties,”
“trends,” and words of similar meaning, signify
forward-looking statements in addition to statements
specitically identified as forward-looking statements.

23 4%

Certain business terms used in this document are
defined in the Glossary.

The following should be read in conjunction with the
Conselidated Financial Statements included in this
Annual Report.

How we reported results

Al information for 2011 in this Annual Report is
reported on a net income basis. All information for
2010 and 2009 in this Annual Report is reported on a
continuing operations basis, unless otherwise noted.
For a description of discontinued operations, see
Note 4 in the Notes to Consolidated Financial
Statements.

Throughout this Annual Report, certain measures,
which are noted as “Non-GAAP measures,” exclude
certain items. BNY Mellon believes that these
measures are useful to investors because they permita
focus on period-to-period comparisons, using
measures that relate to our ability to enhance revenues
and limit expenses in circumstances where such
matters are within our control. We also present the net
interest margin on a fully taxable equivalent (“FIE”)
basis. We believe that this presentation allows for

4 BNY Mellon

comparison of amounts arising from both taxable and
tax-exempt sources and is consistent with industry
practice. Certain immaterial reclassifications have
been made to prior periods to place them on a basis
comparable with the current period presentation. See
“Supplemental information — Bxplanation of
Non-GAAP financial measures” beginning on page 66
for a reconciliation of financial measures presented in
accordance with GAAP to adjusted Non-GAAP
financial measures.

Organization of our business

In the first quarter of 2011, BNY Mellon realigned its
internal reporting structure and business presentation
to focus on its two principal businesses, lnvestment
Management and Investment Services, The
realigiment reflects management’s approach to
assessing performance and decisions regarding
resource allocations. Investment Management
includes the former Asset Management and Wealth
Management businesses. Investment Services includes
the former Asset Servicing, Issuer Services and
Clearing Services businesses as well as the Cash
IManagement business previously included in the
former Treasury Services business, The Other
segment includes credit-related activities previously
included in the Treaswury Services business, the lease
financing portfolio, corporale treasury activities,
including our investment securities portfolic, our
equity investments in Wing Hang Bank and
ConvergEx Group, business exits and corporate
overhead. The income statenment has been changed to
reflect this realignment as follows:

o Investment management and performance fees
consist of the former asset and wealth
management fee revenue; and

e JInvestment services fees consist of the former
secwrities servicing fees, including asset
servicing, issuer services, clearing services, as
well as treasury sexvices fee revenue.

All prior periods were reclassified. The
reclassifications did not affect the results of
operations.

Merger with Mellon Financial

On Juty 1, 2007, The Bank of New York Company,
Inc. and Mellon Financial Corporation (“Mellon
Financial™ merged into The Bank of New York
Mellon Corporation (together with its consolidated
subsidiaries, “BNY Mellon'), with BNY Mellon

RFJIN_EX 25_0000010
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Results of Operations (continued)

being the smviving entity (the “2007 Merger™).
Results for 2007 reflect six months of BNY Melion
and six months of legacy The Bank of New York
Company, lnc.

Qverview

BNY Mellon is the corporate brand of The Bank of
New York Mellon Corporation (N YSE symbol: BK).
BNY Mellon is a global financial services company
focused on helping clients manage and service their
financial assets, operating in 36 countries and serving
more than 100 markets. BN'Y Mellon is a leading
provider of financial sexvices for institutions,
corporations and high-net-worth individuals, offering
superior investment management and investment
services through a worldwide client-focused team. At
Dec. 31, 2011, we had $25.8 teillion in assets under
custody and administration and §1.26 trillion in assets
under management, serviced $11.8 trillion in
outstanding debt and processed global payments
averaging $1.5 trillion per day.

BNY Metflon's businesses benefit from the global
growth in financial assets and from the globalization
of the investment process. Over the long term, our
goals are focused on deploying capital to accelerate
the long-term growth of our businesses and achieving
superior total returns to sharcholders by generating
first quartile earnings per share growth over time
relative to a group of peer companies.

Key components of our strategy include: providing
superior client service versus peers; strong investment
performance relative to investiment benchmarks;
above-median reverue growth relative to peer
companies; increasing the percentage of revenue and
income derived from outside the United States;
sucecessful integration of acqnired businesses;
competitive margms; and positive operating leverage.
We have established Basel T Tier 1 capital as our
principal capital measure and have established a

targeted ratio of Basel I Tier 1 capital to risk-weighted

assets of 10%. We expect to update our capital targets
once new regulatory capital guidelines are finalized.

Key 2011 evenis

Sale of Shareowner Services

On Dee. 31, 2011, BNY Mellon sold its Shareowner
Services business. The sales price of $550 million

resulted in a pre-tax gain of $98 million. We yecorded
an immaterial after-tax gain primarily due to the

write-off of non-tax deductible goodwill associated
with the business. The transaction enhanced BNY
Mellon’s capital position, adding approximately 30
basis points to our estimated Basel III Tier 1 common
equity ratio at Dec. 31, 2011,

Acquisition of Penson Financial Services

On Nov. 30, 2011, we acquired Penson Financial
Sexvices Austraba Pty Litd (“Penson”), a clearing firm
located in Australia, in a $33 million share purchase
transaction. Penson offers execution and clearing
services and provides processing for local exchange-
traded equities and exchange-traded options in
Australia. The results of Penson are included in the
Investment Services business.

Continuing global economic uncertainty

The global financial markets and economy remain
affected by a vaxiety of concerns, including questions
about the creditworthiness of sovereign issuers within
BEurope. Sovereign or financial institution defaults,
political uncertainties or credit downgrades could lead
to disruptions in the money markets, changes in
foreign exchange values, reductions i the
atiractiveness and value of European assets, and/or an
increase in borrowing costs for consumers and
companies in Europe.

During 2011, the continued economic uncertainty in
the global markets contributed to a significant
increase in our balance sheet. Client deposits
increased $74 biltion, which drove a $78 billion
increase in total assets. Inresponse fo this continued
uncertainty, we reduced exposure to higher risk
countries and increased our exposure to central banks.
Additionally, we continued to maintain a highly liquid
balance sheet with a ratio of liquid funds to total
assets of 42% at Dec. 31, 2011, while also reducing
our exposure to large global financial institutions.

Change in executive management

Effective Aug. 31, 2011, Robert P. Kelly resigned as
Chairman, Chief Executive Officer and Direclor. Also
effective on Aug. 31, 2011, Gerald L. Hassell, BNY
Mellon’s President and a board member since 1998,
was appointed Chairman and Chief Executive Officer
of the Company.

Acguisition of Talon Asset Management
On July 1, 2011, BNY Mellon acquired the wealth

management operations of Chicago-based Talon Asset
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Results of Operations (continuad)

Management (“Talon™). Talon manages more than.
$800 million i assets for wealthy familics and
institutions. The acquisition of Talon represents BN'Y
Mellon's first wealth management office in Chicago,
the third largest wealth management market in the
1.8, The results of Talon are included in the
Investment Management business.

Dividend increase and share repurchase program

Tn March 2011, BNY Mellon received confirmation
that the Federal Reserve did not object fo its
comprehensive capital plan which provides for capital
actions, including a dividend increase and share
repurchases. Accordingly, on March 22, 2011, the
board of directors authorized a 44% increase in the
quarterly common stock dividend to $0.13 per
common share.

In 2011, we repurchased 34.8 million shares in the
open market, at an average price of $24.00 per share
for a total of $835 million. In 2012, we continued to
repurchase shares under the 2011 capital plan.
Through Feb. 47, 2012, we repurchased 17.3 million
shares in the open market, at an average price of
$21.53 per share for a total of $371 million.

Summary of financial restlts

We reported net income applicable to common
shareholders of BNY Mellon of $2.5 billion, or $2.03
per difuted common share in 2011 compared with
$2.5 billion, or $2.05 per diluted common share in
2010, In 2009, we reported a net loss applicable to
common shareholders of BNY Mellon of $1.4 billion,
or $1.16 per diluted common share. In 2010, net
income applicable to common sharcholders on a
continuing operations basis was $2.6 billion, or $2.11
per diluted common share. In 2009, we incurred a net
loss applicable to common sharcholders on &
continuing operations basis of $1.1 billion, or $0.93
per diluted common share.

Highlights of 2011 vesults
s Assets under costody and administration

(“AUCT totaled $25.8 trillion. at Dec. 31, 2011
compared with $25.0 tritlion at Dec. 31, 2010

The increase primarily reflects net new business.

{See the “Investment Services business”
beginning on page 21).

e Assets under management (“AUM”), excluding
securities lending assets, totaled $1.26 trillion at
Dee. 31, 2011 compared with §1.17 trillion at

6 BNY Mellon

Dec. 31, 2010. The increase was primarily
driven by net new business. (See the
“Investment Management business” beginning
on. page 18).

Investment services fees totaled $6.8 billion in
2011 compared with $6.1 billion in 2010. The
increase primarily resulted from the full year
impact of the acquisitions of Global Investment
Servicing (“GIS™) on July 1, 2010 and BHF
Asset Servicing GmbH (“BAS”) on Aug. 2,
2010 (collectively, “the Acquisitions™), and net
new business, partiaily offset by higher money
market fee waivers. (See the “lovestment
Services business” beginning on page 21).
Investment management and performance fees
totaled $3.0 billion in 2011 compared with $2.9
billion in 2010. The increase was driven hy net
new business and higher average equity markets,
largely offset by higher money market fee
waivers. (See the “Investment Management
business” beginuing on page 18).

Foreign exchange and other trading revenue
totaled $848 million in 2011 compared with
$886 million in 2010, In 2011, foreign exchange
revenue totaled $761 million, a decrease of 3%
compared with 2010, diiven by lower volatility,
partially offset by higher volumes. Other trading
revenue was $87 million 2011 compared with
$99 million in 2010. The decrease was primarily
driven by lower fixed income trading revenue.
(See “Fee and other revenue™ beginning on
page 8).

Investment income and other revenue totaled
$455 million in 2011 compared with $467
million in 2010. The decrease primarily resulted
from lower foreign currency translation, the
write-down of an equity investment, lower Jease
residual gains and lower private equity
investment revenue, primarily offset by the gain
on the sale of Shareowner Services and gains
related to loans held-for-sale retained from a
previously divested bank subsidiary. (See “Fee
and other revenue” beginning on page 8).

Net interest revenue totaled $3.0 bilfion in 2011
compared with $2.9 billion in 2010 and the net
interest margin (FTH) was 1.36% in 2011
compared with 1.70% in 2010. The trends of net
interest revenue and net interest margin (FITE)
primarily reflect growth in client deposits, which
were placed with central banks, purchases of
high quality securities and an increased level of
sccured foans, partially offset by lower spreads
resulting from the continned impact of the lower
global interest rate environment. (See “Net
interest revenue” beginning on page 11).
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Resuits of Operations (continued)

e The provision for credit losses was $1 million in
2011 compared with $11 million in 2010. The
lower provision in 2011 primarily resulted from
an improvement in the loan portfolio and a
decline in criticized assets. (See “Asset quality
and allowance for credit losses™ beginning on
page 42).

s Noninterest expense totaled $11.1 hillion in
2011 compared with $10.2 bitlion in 2010. The
increase primarily reflects the full-year impact
of the Acquisitions, higher stafl expense,
volume-related expenses, and software expense,
ag well as higher professional, legal and other
purchased services. Noninterest expense in 2011
also includes restructuring charges of $89
million. (See “Noninterest expense” begmning
on page 14).

¢+ BNY Mellon recorded an mcome tax provision
of $1.0 billion (29.0% effective tax rate) in 2011
compared with an income tax provision, on a
continuing operations basis, of $1.0 billion
(28.3% effective tax rate) in 2010. (See “Income
taxes” on page 15).

¢ Unrealized net of tax gatus on our total
investment securities portfolio were $420
wmillion at Dec. 31, 2011 compared with $150
million at Dec. 31, 2010. The improvement in
the valuation of the investment securities
portfolio was driven by improved valuations of
agency RMBS and U.S. Treasury securities,
partially offset by declines in valuations of
certain non-agency residential mortgage-backed
securities. (See “Investment securities”
beginning on page 30).

e AtDec 31, 2011, our estimated Basel 11T Tier 1
common equity ratio was 7.1% , an
improvement of more than 100 basis points from
March 31, 2011, The improvement was driven
by earnings retention, the reduction of goodwill
and intangible assets related to the sale of
Shareowner Services and paydowns on
sub-investment grade securities, partially offset
by share repurchases. (See “Capital” beginning
on page 53).

» We generated $2.8 billion of Basel T Tier 1
common equity in 2011, primarily driven by
carnings. Our Basel [ Tier 1 capital ratio was
15.0% at Dec. 31, 2011 compared with 13.4% at
Dec. 31, 2010. (See “Capital” beginning on
page 33).

s In 2011, we repurchased 34.8 million coramon
shares in the open market, at an average price of
$24.00 per share, for a total of §835 million.

Results of 2010

In 2010, we reported net income applicable to
common sharelolders, mcluding discontinued
operations, of $2.5 billion, or $2 .05 per diluted
common share, or on a continuing operations basis,
net incore of $2.6 billion, or $2.11 per diluted
common share. These resalts were primarily driven
by:

¢ Investment services fee revenue totaled $6.1
billion in 2010 reflecting the Acquisitions,
higher market values and net new business.

o Investment management and performance fees
totaled $2.9 billion in 2010 reflecting higher
market values globally, the full year impact of
the acquisition of Insight Investment
Management Limited (“Insight”) and new
business.

e Foreign exchange and other trading revenue
totaled $886 million in 2010 driven by lower
fixed income and derivatives trading revenue
and. lower foreign exchange revenue.

» Net interest revenue totaled $2.9 billion in 2010
as a higher yield on the restructured investment
securities portfolio and higher interest-earning
assets were offset by lower spreads.

e Noninterest expense totaled $10.2 billion in
2010 primarily driven by the impact of the
Acquisitions, the full-year impact of the Insight
acquisition and higher compensation expense.

Resulis for 2009

In 2009, we reported a net loss of $1.4 biltion, or
$1.16 per dituted common share, or on a continuing
operations basis, a net loss of $1.1 billion, or $0.93
per diluted common share. These results were
primarily driven by:

e Investment securities (pre-tax) net logses of $5.4
billion in 2009 reflecting the restructuring of the
investment securities portfolio.

s A provision for credit losses of $332 million in
2009, reflecting a higher number of downgrades
and deterioration in certain industry sectors.

¢ Merger and integration (“Mé&:I”) expeuses of
$233 million (pre-1ax).

o An after-tax redemption charge of $196.5
million related to the repurchase of the Series B
preferred stock issued to the U.S. Treasury as
part of the Troubled Asset Relief Program
(“TARP") Capital Pucchase Program and $86.5
million for dividends/aceretion on the Series B
preterred stock.
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Results of Operations (continued)

Results for 2009, compared with 2008, also inciuded
lower securities servicing revenue, lower investment

Fee and other revenue

management and performance fees and lower foreign
exchange and other trading revenue.

Fee and other revenue 2011 2010
v, Vs,
{dollars in millions unless otherwise noted) 2011 2010 2009 2010 2009
Investment services fees:
Asset servicing (o) S 3,697 4 3,07 $ 2573 20% 20%
Issuer services 1,445 1 A6 1,463 ) -
Clearing services 1,159 1,005 962 15 4
Treasury services 538 530 519 1 2
Total investment services fees 6,836 6,071 5517 13 10
Investment management and performance fees 3,002 2,868 2,677 g 7
Foreign exchange and other frading revenue 848 R85 1,036 (4) (14)
Distiibution and sexrvicing 187 210 326 (11 (36)
Financing-related fees 170 195 215 (%)) (9)
Investment income 258 308 226 {16} 36
Other 107 159 111 24 43
Total fee revenue 11,498 10,697 10,108 7 6
Net securities gaing (losses) 48 27 (5,369) 78 N/M
Total fee and ofher revenue $11.546 $10,724 $ 4,739 8% 120%
Fee revenue as a percentage of total revenue excluding net secyritics
gaing (fosses) 78% T8% TRY
Market value of AUM at period end (in billions) $ 1,260 $ 1,172 $ 1,115 8% 5%
Market value of AUC and administration at period end (in triliions) $ 258 $ 250 3 223 3% 12%

(a} Asset servicing fees include securities lending revenue of $7183 milfion iz 2011, $150 nuillion in 2010 and $259 wiiliion in 2009.

Fee revenue

Fee revenue increased 7% in 2011 compared with
2010, primarily reflecting the full year impact of the
Acquisitions, higher average market values and higher
net new business, partially offset by higher money
market fee waivers and lower trading volumes.

Investment services fees

Investment services fees were impacted by the
following compared with 2010:

* Asset servicing fees mncreased 20%, primarily
driven by the full-year impact of the
Acquisitions, higher market values, net new
business and higher securities lending revenue
due to wider spreads.

¢ Issuer services fees decreased 1% as higher
Depositary Receipts revenue driven by higher
corporate action fees was more than offset by
lower Corporate Trust fee revenue, reflecting
continued weakness in the structured debt
markets and lower money market-refated
distribution fees, and lower Shareowney Services
revenue, reflecting lower corporate action fees.

& BNY Mellon

& Clearing services fees increased 15%, primarily
driven by the full-vear impact of the GIS
acquisition, and new business, partially offset by
lower rading volumes and higher money market
fee waivers.

e ‘Ireasury services fees increased 1% compared
with 2010, reflecting the full-year impact of the
GIS acquisition, primarily offset by lower funds
transfer, cash management and liquidity
management fees.

See the “Tnvestment Services business” in “Review of
businesses™ for additional details.

Investment management and performance fees

Investment management and performance fees totaled
$3.0 billion in 2011, an increase of 5% compared with
2010, The increase reflects higher average market
values and net new business, partially offset by higher
money market fee waivers and lower perfonmance
fees. Performance fees were $93 million in 2011 and
$121 million in 2010.

Total AUM for the vestment Management business

was $1.26 willion at Dec. 31, 2011, compared with
$1.17 trillion at Dee. 31, 2010, The increase was
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Results of Operations (continued)

primarily due to net new business and improved
market values throughout 2011, Long-term mflows in
2011 were $83 billion and benefited from strengih in
fixed income and equity-indexed products,

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

Foreign exchange and other trading revenne

Foreign exchange and other trading revenue

(in millions) 2011 2010 2009
Foreign exchange $761 $787 § 850
Fixedincome 65 80 242
Credit dexivatives {a) 3> (€)] (84)
Other 28 26 28

Tolal $848 $885 $1,036

{aj Used as economic hedges aof loans.

Foreign exchange and other trading revenne decreased
438 million, or 4%, from $8%6 million in 2010, In
2011, foreign exchange revenue totaled $761 million,
a decrease of 3% compared with 2010, driven by
lower volatility and spreads, partially offset by higher
volumes. Foreign exchange revenue continues to be
impacted by increasing competitive pressures. Other
trading revenue totaled $87 million in 2011, a
decrease of 12% compared with 2010, largely due to
lower fixed ncome trading revenue. Foreign
exchange revenue is primarily reported in the
Investment Services business. Other trading revenue
is primarily reported in the Other segment.

The foreign exchange trading engaged in by the
Company generates revenues, which are infiuenced by
the volume of client ransactions and the spread
realized on these transactions. The level of volume
and spreads is affected by magket volatility, the level
of cross-border assels held in custody for clients, the
level and nature of underlying cross-border
investments and other transactions undertaken by
corporate and institutional clients. These revenues
also depend on our ability to manage the risk
associated with the currency transactions we execute.
A substantial majority of our foreign exchange trades
is undertaken for our custody clienls in transactions
where BNY Mellon acts as principal, and not as an
agent or broker. As a principal, we earn a profit, if
any, based on our ability to risk manage the aggregate
foreign currency positions that we buy and sell on a
daily basis. Generally speaking, custody clients enter
into foreign exchange transactions in one of three

ways: negotiated trading with BNY Mellon, BNY
Mellon’s standing instruction prograr, or
transactions with third-pariy foreign exchange
providers. Negotiated rading generally refers to
orders entered by the client or the client’s investment
manager, with all decisions related to the transaction,
usually on a transaction-specific basis, made by the
client or its investment manager. Such transactions
may be initiated by (i) contacting one of our sales
desks to negotiate the rate for specific transactions,
(iiy using electrovic trading platforms, or (ili) electing
other methods such as those pursuant to a
benchmarking arrangement, in which pricing is
determined by an objective market rate plus a
pre-negotiated spread. The preponderance of the
notonal value of our frading volume with clients is in
negotiated trading. Our standing instruction program
provides custody clients and their investment
managers with an end-to-end solution that allows
them to shift to BNY Mellon the cost, management
and execution risk, often in small transactions not
otherwise eligible for a more favorable rate or
transactions in restricted and difficuit to trade
currencies. We incur substantial costs in supporting
the global operational infrastruciure required to
administer the standing instruction program; on a
per-transaction basis, the costs associated with the
standing instruction program exceed the costs
associated with negotiated trading. Qur custody
clients choose to use third-party foreign exchange
providers other than BNY Mellon for a substantial
majority of their U.S. dollar equivalent volume
foreign exchange transactions.

We typically price negotiated frades for our custody
clients at a spread over our estimation of the current
market rate for a particular currency or based on an
agreed third-party benchmark, With respect to our
standing instruction program, we typically assign a
price derived from the daily pricing range for
marketable-size foreign exchange transactions
(generally more than $1 million) executed between
global financial mstitations, known as the “interbank
range.” Using the interbank range for the given day,
we typically price purchases of cutrencies at or near
the low end of this range and sales of currencies at or
near the high end of this range. For the year ended
Dec. 31, 201 1, our total revenue for all types of
foreign exchange trading transactions was $761
million, which is approximately 5% of our total
revenue. Approximately 40% of our foreign exchange
revenye resulted from foreign exchange transactions
undertaken through our standing mstruction program.
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Distribution and servicing fees

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

The $23 million decrease i distribution and servicing
fee revenue in 2011 compared with 2010 primarily
reflects increased money market fee waivers as well
as equity market changes. The impact of distribution
and servicing fees on income in any one period is
partially offset by distribution and servicing expense
paid to other financial intermediaries to cover their
costs Tor distribution and servicing of mutual funds.
Distribution and servicing expense is recorded as
noninterest expense on the income statement.

Finaneing-related fees

Financing-related fees, which are primarily reported
in the Other segment, include capital markets fees,
loan commitment fees and credit-related fees.
Financing-related fees decreased $25 million from
2010 primarily as a result of lower capital markets and
credit-related fees, primarily reflecting our strategy to
reduce targeted risk exposure,

Investment iHcome

Investment incorme

{in millions) 2011 2010 2009
Corporate/bank-owned
tife insurance. $154 $1350 $151
L.ease residual pains 42 69 B0
Equity investment income (loss) 44 51 (28)
Private equity gains (losses) 18 29 (18)
Seed capital gains - 9 31
Total investment incomne $258 $308 $226

Investment income, which is primarily reported in the
Other segment and Investment Management business,
includes mcome from insurance contracts, lease
residual gains and losses, equity investment income
{loss), private equity investments and gains and Josses
on seed capital mvestments. The decrease, compared
with 2010, primarily reflects lower lease residual,
private equity and seed capital gains.

10 BNY Mellon

(Mther revenue

Other revenue

{in rmillivrs) 2011 2010 2009
Asset-related gaing $181 S 22 $ 7%
lixpense reimbursements from
joint ventures 38 37 3
Economie valne payments 4 7 .
Other income (10ss) {26) 93 4
‘Total other revenne $197 3159 3111

Other revenue includes asset-related gains, expense
reimbursements from joint ventures, econotsic value
payments and other income (loss). As set-related gains
include loan, real estate and other asset dispositions.
Expense reimbursements from joint ventures relate to
expenses incurred by BNY Mellon on behalf of joint
ventures. Beonomic value payments relate to deposits
from the GIS acquisition that have not yet transferred
to BNY Meilon. Other income (loss) primarily
includes foreign currency remeasurement, other
investments and various miscellaneous revenues.

with 2010, primarily reflecting the gam on the sale of
Shareowner Services and asset-related gains on loans
held-for-sale retained from a previously divested bank
subsidiary, partially offset by net losses on foreign
cutrency remeasurement.

Net securities gains (losses)

Net securities gains totaled $48 million in 2011
compared with $27 million. in 2010.

The following table details securities gains (losses) by
type of security. See “Consolidated balance sheet
review” for further information on the investment
securities portfolio.

Net securities gaing (Josses)

(in wnilliors) 2011 2010 2009
U.8, Treasury $ 77 315 $
Agency RMBS 8 15 -
Alt-A RMBS (36} 13 (3.113)
Prime RMBS H (1,008)
Subprime RMBS {21y G)] {322}
Enropean floating rate notes 39 €)) (269)
Sovereign debt 36 - -
Horne equity lines of credit . (205}
Conunercial MBS - - (8%)
Grantor Trust - - {39
Cradit cards - - (26)
ARS CDOs - (23)
Other 24 17 (275)
Total nei securities gains
(losses) % 48 527 $(5,369)
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2010 compared with 2009

Fee revenue increased 6% in 2010 compared with
2009, primarily reflecting the impact of the
Acquisitions, the full-year impact of the fnsight
acquisition, improved market values and new
business, partially offset by lower foreign exchange
and other trading revenue, lower distribution and
servicing fees and lower securities lending revenue.

Net securities gains fotaled $27 million in 2010
compared with losses of $5.4 billion in 2009. The loss
in 2009 primarily resulted from a charge related to
restructuring the investment securities portfolio.

Fee and other revenue was also impacted by the
following:

s Investment services fees increased reflecting the
impact of the Acquisitions, higher market
values, net new business and higher Depositary
Receipts revenue resulting from higher issuance,
corporate action and service fees. This increase

Net interest revenue

was partially offset by lower Corporate Trust fec
revenue, reflecting continued weakness in the
stroctured debt markets and lower money market
related distribution fees, lower Shareowner
Services revenue, retlecting lower corporate
action fees, and lower securities lending revenue
resuliing from narrower spreads and lower loan
balances.

¢ Investment management and performance fees
increased reflecting improved market values, the
Insight acquisition and the impact of net new
business.

¢ Forcign exchange and other trading revenue
decreased largely due to lower fixed income and
derivatives trading revenue.

e Investment income mcreased reflecting higher
equity mvestment revenue and higher private
equity gains, partially offset by lower lease
residual and seed capital gains.

o Total other vevenue increased primarily
reflecting higher foreign currency
remeasurements, partially offset by lower asset-
related gains.

Met inteyest revepue 2011 2010
¥8. Vs,
{dollars in millions) 2011 2010 2009 2010 2000
Net interest revenne (non-FTE) $ 2984 $ 2,925 3 2915 2% Y
Tax equivalent adjustiment 27 19 i8 NM N/M
Net interest revenue (FTE) - Non-GAAP 3,011 2,944 2933 2% -%
Average interest-earning assels $222,233 $172.792 $160,955 X% %
Net interest margin (FTT) 1.36% 1.70% 1.82% (3d)bps (1 2)hps

Net interest revenue totaled $3.0 billion in 2011, a2%
increase compared with 2010. The net interest margin
(ETE) was 1.36% in 2011 compared with 1.70% in
2010. The trends of net inteyest revenue and net
interest margin (FTE) primarily reflect growth in client
deposits, which were placed with central banks,
purchases of high quality securities and an increased
level of secured loans, partially offset by lower spreads
resulting from the continued impact of the lower
global interest rate environmenit,

Average interest-carping assets were $222 billion in
2011, compared with $173 bitlion in 2010. The
increase in 2011 compared with 2010 primarily
ocourred in the second half of 2011 and was driven by
higher client deposits as a function of the Buropean
debt crisis and continued economic uncertainty in the
global markets. Average total securities increased to
$74 billion in 2011, up from $61 billion m 2010,
reflecting our strategy to invest in high-quality,
government-guaranteed securities, and to a fesser
degree, state and political subdivisions and asset-

backed collateralized loan obligations (“CLOs”).
Average inierest-bearing deposits with the Federal
Reserve and other central banks increased to $47
hillion, up from $14 billion in 2010, reflecting higher
client deposits.

2010 compared with 2009

Net interest revenue totaled $2.9 billion in 2010,
essentially wnchanged compared with 2009. Net
mterest revenue in 2010 reflected a higher yield on the
restructired investment securities portfolio, net of lost
interest on the securities sold and higher average
interest-sarning assets, primarily offset by narrower
spreads.

The net interest margin (FTH) was 1.70% in 2010
compared with 1.82% in 2009, The lower net interest
margin (FT'E) in 2010 was driven by lower spreads
and higher interest-earning assets in a Jower-rate
environment, which more than offset the higher yield
on the restruciured investment securities portfolio.
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Average balances and interest rales 20113

(dollar amownts in willions, presernted on an FIL basis) Average balance Infevest  Average rafes

Assets

Taterest-carning assers: ,
Intesest-bearing deposits with banks (primasily foreign banks) $ 55218 8 543 0.99%
Tnterest-hearing deposits held at the Federal Reserve and other central banks 47,104 148 $.31
Federal funds sold and securitics purchased under resale agroomeants 4,809 28 .58
Margin loans 9,376 129 1.34

Non-~tugin loans:
Domestic offices:

Consuner 5,666 217 3.83
Conmmrcial 15915 316 1.%
Foreign otfices 9,762 148 1.51
Tota) non-margin loans 31343 681 () %37
Seaurities:
1.8, government obligations 15,003 234 1.36
U.S. governinent agency obligations 21,684 628 2.88
State and potitical subdivisions ~ tax-sxenpt 1,304 59 425
Other securities:
Domestic offices 15,756 680 4.32
Foreign offices 17,4587 414 2.37
Total cther seencities 33,213 1,094 330
Trading securities:
Donestic offices 2856 74 2,61
Yoreign offices 33 - (.98
Total trading securities 2,889 74 2.59
Total searities 74,183 2,086 2.82
Total interest-sarning assets $222.233 33,615 (1) 1.63%
Allowance for Joan losses (444)
Cash and due from banks 4,579
Other assels 51,398
Assets of consolidated investment manageraent fands 13,30
Total asssls $291,145
Lisbilities

Interest-bearing Habilities:
Interest-beariag depasits:
Dorpestic offices:

Money market rate. aCOURS $ 4,659 § 16 (4.34%
Savings 1,825 2 316
Ceatiticates of deposits of $100,000 & over 364 - 3.08
Other Line depogits 34,396 29 0.08
Total domestic 40944 47 Q.11
TForeign offices:
Banks 6910 58 .84
Goverrunent and osficial institutions 2931 1 008
Other 74,810 135 .18
‘Total foreign : 83,751 194 0,23
Total interest-bearing deposits 124,698 241 6.19
Federal [unds prreh ased and securities sold under reparchase agresments 8,372 2 0.02
Trading labilities 1.852 32 1.7
Other barowed funds:
Domestic offices 1,124 16 1.41
Poscign offices 906 ) .60
Total other borrewsed funds 2,030 21 105
Payables (o customers and broker-dealers 7,319 7 0.09
Long-terrn debt 18,057 301 1.66
Teral interest-hearing liabilities $162,525 $ 604 0.37%
Total noninterest bearing deposits 87,984
Other liabilities 24,244
Tiahilities and chligations of consolidated investment management funds 12,073
Total Babilities 256,826
Eguity
Nonconirolling interests 800
The Bank of New York Mellon Corporation shacehclders” equity 33,519
Tislal liabilitics, termporary equity and pennanent equity $201,145
Net interest racgin 1.36%
Percentage of assets attributable to foreign offices (¢} 36%
Percentage of Habilities attributable o foreign olfices 33

ta) Includes fees of $39 million in 2011, Nen-acerwal loans are included in the average loan bolance; the associated income, reeognized on the cosh basks, is Included
in i 7

& equivalent adjusiment way $27 million in 2001, and is based o the applicable wax ray (35%).
(=) Inchedoy the Cayman Iskavds brasch office.
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Hesults of Operations (continued)

Acverage balances and interest yates (continued) 2010 2009
Average Average Average Average
(dotlar amounss i millions, presented on an FTE Dasis) balanca Interest. rates balance Tuterest rales
Assets
Interest-earntig assets:
Interast-hearing deposits with banks (primarily foreign banks) $ 56,679 $ 491 0.87% $ 55,797 % 684 1.22%
Interest-bearing Jeposils held at e Faderd Reseove and other central bauks 14,253 49 .34 11,938 43 0.36
Other short-ter m investoents -~ U8, Government-backed commercial paper - - . 317 9 2.95
Federal funrs sold and secucitics purchased under resale agreements 4,650 64 1.37 3,238 31 0.97
Margin loans 5,900 &8 1.50 4,340 59 1.59
Non-trargin lnans:
Domestic offices:
Congarer 5,485 231 421 3,420 262 4.83
Comniercial 15,286 356 2.33 15,058 362 2.41
Foreipn offices 9,633 151 1.57 11,608 2350 215
Total non-taangin loans 30,404 738 {ap 243 32.084 874 {a} 2.7
Securitiss
U.S. Government obligations 7,857 119 1.50 3,218 50 1.54
U.S. Government agency obligations 20,140 674 3.34 16,019 392 3.70
State and political subdivisions - tax exesnpt 627 41 6.48 A0 A7 4.92
Other securities:
Domestic offices 14,683 981 5.68 20419 828 4.05
Fareign offices 14,906 173 1.16 10912 248 2.98
Total other securities 29,589 1.154 380 31,351 1,07% 3.43
Trading secarilies
Domestic offices 2,568 71 279 1,934 50 2.57
Foreign offices 115 - 0,26 39 1 1.40
Total trading securities 2,683 n 2.68 1993 31 2,54
‘Total securities 60,896 2,054 3,38 53,241 1,816 3.41
Total inferest-earning aseels $172.192 3489 (b 2.02% 3160953 $3,526(h)  2.19%
Aliovance for loan losses ¢322) 42
Cash due fiombanks 3,832 3,638
Qther assets 41979 45,166
Asgets of discontinued operations 404 () 2,188 {¢}
Assets of vonsolidated investiment management funds 13,358 -
Teral assefs $237,840 $212,127
Liabilities
Interest-bearing labibiies:
Tntesest-bearing deposits - domestic offices:
Money market rate ace ounts (@) $ 4,463 $ 20 0.46% $ 2,603 § 12 0.45%
Savings 1.396 < 0,26 1,136 2 0.17
Ceatificates of deposit of $100,000 & over 368 . 0.37 261 8 0,85
Othes Lime deposits (d) 20,649 23 U0 20938 35 0.17
Tetal domestic 32,876 49 013 23,638 37 0.22
Interest-beaving deposits - foreign offices:
Banks 5,401 13 (.33 5.182 13 0.2
Government and official institutions 1,423 1 0.05 s6a i .10
Other 64,829 63 010 65,520 101 Q.15
Total foreign 71,353 2 0.12 72,568 118 016
Total interest-bearing deposits 104,229 135 0.13 O8.206 172 D.17
Federal funds purchased and securities sold under reparchase agrecinents 35,356 43 0.8 2605 - -
Tracking liabilities 1,630 41 2.50 1,283 22 1.16
Other borrowedt funds:
Domestic offices 1,386 21 1.57 Q81 15 1.53
Yoreign offices 677 3 0.39 593 5 0.83
Total other borrowed funds 2,063 24 118 1,574 20 1.27
Borrowings from the Federal Resorve related to ABCP - - - 317 ? 2.25
Payables to customers and broker-dealers 6,439 & 0.0 5,263 G G2
Long-texrn debt 16,673 300 1.80 16,893 366 2.17
Total inlerest-bearing labilities $136,390 $ 545 2,405 $126,231 $ 53 0.47%
Total noninterest-hearing deposits 35,208 364406
Other labdlities 21,768 18,160
Lidbilities of discontinned operations 404 (¢} 2,188 (¢}
Liabilities and obligations of consolidaled suvestinent managenent funds 12,218 -
Total abilities 205,958 183,625
Equity
MNoncontrafling interests 52 26
‘The Bank of New York Meilon Corporation sharcholders” equity 31,100 28475
Total Liahitities, tengorary equity and pernanent equity $237,810 5212127
Net interest nmiargin 1.70% 1.82%
Percentage of asgels atributabile to foreign offices (e] 43% 37%
Percentage of Labilities attributable to foreign offices k] 34

(aj dncludes fees of 346 million in 2010 and B4 3 million in 2009, Now-acerual loans are fucliwded in the averaga loan balance; the associated incone, recognized or

&)
(2} Average balance: and rates are impacted by allocations made 1o maicl osset
(dy 2011
(e} Irchudes the Cayman lslands branch office.

wias $19 miliions in 010 and $1& mitlion in 2009, and is based an ihe applicable tax rate (35%).

of discontinued vperatiors wish labilities of discontinned operations.

sertlin money market virte gocounte were rectasified io other thine deposies, All prior puriods have bee vesited,
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Results of Operations (continued)

Noninterest expense

Noninterest expense 2011 2010
\t V8.
(dollars in millions) 2011 2010 2009 2010 2009
Siaff:
Compensation $ 3.567 $ 3,237 $ 2,985 10% K%
Incentives 1,262 1.193 996 G 20
Employee benedits 897 785 719 14 9
Total staff 5726 5,215 4,700 10 11
Professional, legal and other purchased services L2217 1,009 1,017 11 8
Net ovcupancy 624 583 564 [ 4
Software 488 410 367 18 12
Distribution and servicing 416 377 393 16 [G5]
Fomitee and equipment 330 313 309 5 2
Sub-custodian 298 247 203 21 22
Rusiness development 261 27 214 (4 27
Other 1,147 1,060 934 8 11
Subtotal 10,504 9,582 8,721 10 10
Amortization of intangible assets 428 421 426 2 ()]
Restruciuring charges 89 28 150 218 {81)
Merger and integration (“M&I”) expenses 91 139 233 (35) [¢I))
‘Total noninterest expense $11,112 $10,170 $ 9,930 04, T%
Total staff expense as a percentage of total revenue 39% 38% 61% (a)
Full-time exaployees at period end 48,700 48,000 42,200 1% 14%

(a) Excluding investment securities gains (losses), 1otal staff expense as a percentage of total reverie (Non-GAAP) way 36% in 2009.

"Total nonitterest expense increased $942 million, or plans designed to reward a combination of
9%, compared. with 2010 primarily reflecting the full- individual, business unit and corporate
year impact of the Acquisitions, which impacted performance goals; as well as,
nearly all expense categories and accouuted for nearly ~  stock-based compensation expense; and
50% of tlie increase year-over-year, The increase in s employee benefit expense, primarily medical
noninterest expense also reflects higher staff expense, benefits, payroll taxes, pension and other
volume-related expenses and software expense, as retirement benefits.
well as higher professional, legal and other purchased
serviees. The increase in staff expense compared with 2010

primarily reflects:
Staff expense

o the full-year impact of the Acquisitions;

Given our mix of fee-based businesses, which are o the annual employee merit increase effective in
staffed with high-quality professionals, staff expense the second quarter of 2011;
comprised 55% of total noninterest expense in 2011 e higher pension expense;
and 54% in 2010, excluding amortization. of intangible ¢ higher incentives; and
assets, restructuring charges and M&I expenses. e a$22 million charge as a result of a change in

gxecutive management.
Staff expense is comprised of:
Non-staiff expense
e compensation expense, which includes:

~  salary expense, primarily driven by Non-staff expense includes certain expenses that vary
headcount; with the levels of business activity and levels of
— the cost of temporary services and overtime; expensed business investments, fixed infrastructure
and costs and expenses associated with corporate activities
—  SEYLrance cxpense; related to technology, compliance, Jegal, litigation,
e incentive expense, which includes: productivity initiatives and business development.

- additional compensation earned under 3 wide
range of sales commission and incentive

14 BNY Melloo RFJN_EX 25_ 0000020
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Results of Operations (continued)

Mon-staff expense, excluding amortization of
imangible assets, restructuring charges and Mé&I
expenses, totaled $4.8 billion in 201 1 compared with
$4.4 billion in 2010, The increase primarily reflects:

the full-year impact of the Acquisitions;

# higher volume-related expenses;

s higher software expense resulting from new
assets placed into service; and,

e higher legal costs.

These increases were partially offset by state
investment tax credits received in 2011,

Pre-tax restructaring charges of $89 million in 2011
primarily related to efficiency initiatives to transform
operations, technology and corporate services. The
efficiency initiatives are expected to produce
annualized pre-tax savings of $240 — $260 miflion in
2012. For additional information on restructuring
charges, ses Note 12 of the Notes to Consolidated
Financial Statements.

In 2011, we incarred $91 million of M&T expenses
primarily related to the integration of the Acquisitions.

The financial services industry has seen a continuing
increase in the level of litigation activity. As a result,
we anticipate our legal and litigation costs to continue
at elevated levels. For additional information on
litigation matters, see Note 24 of the Notes to
Consolidated Pinancial Statements.

2010 compared with 2009

Total noninterest expense was $10.2 billion in 2010,
an increase of $0.6 billion or 7% compared with 2009,
The increase primarily reflects the impact of the
Acquisitions and. the full-year impact of the Insight
acquisition, both of which impacted nearly all expense
categories and higher Litigation expense. Noninterest
expense in 2010 also included M&I expenses of $139
million related to the Acquisitions and the 2007
Merger.

Income taxes

BNY Mellon recorded an income tax provision of
$1.0 billion (29.0% effective tax rate) in 2011
compared with an income tax provision, on a
continuing operations basis, of $1.0 billion (28.3%
effective tax rate) in 2010 and an income tax benefit,
on a continuing operations basis, of $1.4 billion
(63.2% effective tax rate) i 2009, Excluding the
impact of investment securities losses, M&I expenses,
restructuriag charges and benefits from. discrete tax
ftems, the effective tax rate for 2009 was 29.7%.

We expect the effective tax rate to be approximately
29-304% i the first quarter of 2012,

Review of businesses

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

Organization af owr business

In the first quarter of 2011, BN'Y Mellon realigned its
internal reporting structure and business presentation
1o focus on its two principal businesses, Investment
Management and Investment Services. See “General —
Organization of our business” for additional
information. All prior periods presented in this Anuual
Report are presented accordingly.

Also in the first quarter of 2011, we revised the net
interest revenue for our businesses to reflect a new
approach which adjusts our transfer pricing
methodology to better reflect the value of certain
domestic deposits. All prior period business results
have been restated to reflect this revision. This
revision did not impact the consolidated results.

For information on the accounting principles of our
businesses, the primary types of revenue generated by
each business and how our businesses are presented
and analyzed, see Note 20 of the Notes to
Consolidated Financial Statements.

Information on our businesses is reported on a
comtinuing operations basis for 2010 and 2009. See
Note 4 to the Notes to Consolidated Financial
Staternents for a discussion of discontinued
operations.

The results of our businesses may be influenced by
client activities thal vary by quarter. In the second
quarter, we typically experience an increase in
securities lending fees due to ae increase in demand to
borrow secarities outside of the United States. In the
third quarter, depositary receipts revenue is typically
higher due to an increased level of client dividend
payments paid in the guarter. Also in the third quarter,
volume-related fees may decline due to reduced client
activity. In our Tnvestment Management business,
performance fees are typically higher in the fourth
quarter, as the fourth quarter represents the end of the
measurement period for many of the performance fee
eligible relationships.

The results of our businesses in 2011 were driven by
the following factors. The fuvestment Management
business benefited from hgher average equity markets
and net new business partially offset by higher mouey
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Resuits of Operations (continued)

market fee waivers and lower performance fees.
Results in the Investment Services busivess benefited
from the full-year impact of the Acquisitions, net new
business, higher Depositary Receipts revenue, the
pre-tax gain on the sale of the Shareowner Services
husiness and an increased level of secured loans,
partially offset by lower foreign exchange fee
revenue, higher money market fee waivers and lower
trading volumes. NYSE and NASDAQ share volumes
deereased 10% in 2011 compared with 2010.

Net securities gains (losses) and vestructuring charges
are recorded in the Other segment. In addition, M&I
expenses are 4 corporate level item and are therelore
recorded in the Other segment.

Net interest revenue was impacted by growth in client
deposits and loans, partially offset by lower spreads
resulting from the continued impact of the low interest
rate enviromment.

Noninterest expense increased compared to 2010
reflecting the full-year impact of the Acquisitions,
restructuring charges related to efficiency initiatives to
transform operations, technology and corporate
services, higher volume-related expenses and higher
software costs.

The following table presents the value of certain
market indices at period end and on an average basis.

Market indices

Increase/(Decrease)

2011 2010 2009 2011 vs. 2010 2010 vs, 2009
S&P 500 Index {(aj 1258 1258 1118 e 13%
$&P 500 Index —~ daily average 1268 1140 948 11 20
FIST 100 Index fa) 5572 5000 5413 ® )
FTSE 100 Index - daily average 5682 5468 4568 4 20
Barclay's Capital Aggregate Bond™ Index (a) 347 323 301 i 7
MSCI Fmerging Markets (EM) IMI [ndex (o) 204 1151 931 {21 17
NYSE and NASDAQ Share Volowe (in billions) 893 997 1113 (10) (1)

(a} Period end.

The period end S&P 500 Index at Dec. 31,2011 was
unchanged versus Dec. 31, 2010. The period end
FTSE 100 Index decreased 6% at Dec. 31, 2011
versus Dec. 31, 2010. On a daily average basis, the
S&P 500 Index increased 119% and the FTSE 100
Tndex increased 4% in 2011 versus 2010.

Fee revenue in Investment Management, and to a
lesser extent Investment Services, is impacted by the
value of market indices. At Dec. 31, 2011, using the

markets, we estimate that a 100-point change i the
value of the S&P 500 Index, sustained for one year,
would impact fee revenue by approximately 1% and
fully diluted earnings per conumon share by $0.03 to
$0.05. If global equity markets over- or under-perform
the S&P 500 Index, the impact to fee revenue and
earnings per share could be different.

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

S$&P 500 Index as a proxy for the global equity profitability.
Tor the year ended Dee, 31, 2011 Investment  Investment
(datlar amounts in millions) Management Serviees Gther  Consolidated
Fee and other reverme $ 326d4(a) $ 7957 § 475 $ 11,696 {(a)}
Mot interest revenue. 200 2,635 143 2.984
Total revenue 3,470 10,592 618 14,680
Provision for credit losses 1 - - 1
Moninterest expense 2,746 7478 888 11,112
Income (loss) betore Laxes $ 723(a) $ 3,034 8§ (270) % 3,507 ()
Pre-tax operating margin (&) 21% 29%  NM 24%
Average assets $37,043 $207,454  $d46,648 $201,145
Excluding amortization of intangible assels:
Nouinterest expense $ 2532 $ 7266 § 886 $ 10,684
Income (loss) before axes 97 3,326 (268) 3,995 fa)
21 9% 31%  N/M 27%

Pre-tax operating margin {b)

(ai Total fee and other revenue includes income From consolidated investment manag ement funds of $200 million, net of noncentrolling
interests of $50 mitlion, for a net impact of $1 50 million. Income before taxes includes noncontrolling interasts of $30 million.

(b} Income before taxes divided by total revenne,

16 BNY Mellon
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Hesults of Operations (continued)

FFor the year emded Dec. 31, 2010 Total
Investment  Xnvestment continping
(dollar amounts in millions) Yanagemenl Services Other  operations
Fee and other revenue $ 3234 () § 7179 0§ 478§ 1080 (a)
Net interest ravenne 205 2,448 272 2,925
Total revenue 3439 9,627 750 13816
Provision for credit losses 3 3 11
Noninierest expense 2,693 6,515 962 10,170
Income (loss) hefore taxes $ 7436 5 3,112 % (220) § 3635(a)
Pre-tax operating margin (6} 22% 32% NM 268
Average assets $35411 $161,605 340420 §237 436 (c)
Fixcluding amortization of intangible assets:
Norinterest expense $ 2456 $ 6,333 5 960 % 9749
Income (loss} before taxes 980 3,294 218) 4,056 ()
Pre-tax operiting margin (b) 28% 344 N/M 206

(@) Total fee and other revenne includes income from consolidated investment management funds of $226 miltion, net of noncentrolling

interests of $59 million, for a. nel impact of $167 million. Income before taxes includ

{b) Incame before taxes divided by total revermie.

o5 noncentrolling intavests of $359 million.

{c) Including aserage assets of discontinued operations of $404 miliior in 2010, consolidated average assels wore $237,840 million.

For the year ended Dec. 31, 2008 Total
Investment Investment continuing
(dollar ammounts in millions) Managemoent Services Other operations
Fes and other ravenue 3 2,825 $ 6887  $(4,973) 3 473
Net interest revenug 242 2,249 324 2915
Total revenue 3,067 9,236 (4,649) 7,654
Provision for credit losses 1 - 33). 332
Noninlerest expense 2,499 5,901 1,130 9,530
Income {(loss) before taxes % 367 $ 3,335 $(6,10) § (2.208)
Pre-1ax operating margin (a) 18% 36% N/M N/M
Avcrags assels $21,840 $151,001 37,098 3209,939 ()
fixcluding amortization of intangible assets:
Noninlerest expense $ 2,235 $ 5740 § 1,129 § 9,104
Income (1oss) before taxes 831 3496 (6,109) (1,782)
Pre-lax operating margin (aj 27% 38% N/M N/M

(a) Income before taxes divided fry total revernie.

(by  Including average assets of discontinued operations of $2,188 milliost in 2009, consofidated average assets were $212,127 miltion.
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Resulte of Operations (continued)

Investment Management business

2011 2010
{dollar mnounts in millions, ¥5. vs.
unless otherwise noted) 2011 2010 2009 2010 2009
Revenue:
Investment nunasgement and performance fees:
Mutual funds $ 1,073 $1,066  §1,098 1% (3%
Institutional clients 1,248 1,141 847 9 35
Wealth nmanagement 638 623 596 2 5
Performance fees 93 123 93 (24) 32
Total investment management and performance fees 3,052 2,953 2,634 3 12
Distribution and servicing 181 201 279 (10) (2%)
Qther {n) 31 &{) (88) (61)  N/M
Total fee and other revenue (@) 3,264 3,234 2,825 1 14
Netinterest revenue 206 208 242 - (15)
Total revenne 3470 3439 3,067 i 12
Provision for credit losses 1 3 1 N/M N/M
Noninterest expense (ex. amortization of intangible assets) 2,532 2,450 2,235 3 10
Imcome before taxes (ex. amortization of intangible assets) 937 9’0 831 {4) 18
Armortization of intangible asscts 214 237 264 (10) {10)
Income before laxes $ 723 % 743§ 367 3% 3%
Pre-tax operaling margin 21% 220 18%
Pre-tax operating margin (ex. amortization of intangible assets and net of disuibution
and servicing expense) (b) 31% 32% 319
‘Wealth management:
Average loans $ 6,970 36461  $382 8% 1%
Average deposits $10,113 $8,240 306,788 23%  2i%

(a) Total fee and ather revenue includes the bnpac af the consolidated Investment mransgement funds. See “Supplemental Information
beginning on page 66. Additionally, other revenue inchudes asset servicing, clearing services and treasury services revenne.
(b} Diswibution and servicing expense is netted with the distribution and servicing revenue for the purpose of this calculation of pre-tax
operating margin. Disiribution and servicing expense toialed $412 million, $376 miltion and $393 million, respectively.

AUM trendsia)

{in billions) 2011 2010 2009 2008 2007
AUM at period end, hy product type:
Equity securifies $ 390 % 379 $ 337 0§ 270 § 460
Money markel 328 332 357 402 296
Fixed incorue secyrities 437 342 302 163 218
Alternative investoients and overlay 108 119 119 B8 147
Total AUM $1,260  §1,172  SL1ES  $ 928 $1,121
AUM at period end, by client type:
Ingtitutional % 787 0§ 639 0§ 611 3 445 % 671
Mutual fands 427 454 416 400 348
Private client 76 79 88 §3 101
Total AUM $1,260  $1,172  $L,115  § 93 $1,121
Changes in market value of AUM in the Investment Management business:
Beginning balance market value of AUM 1,172 $1,115  § 928  $1,121  § 142
Nat inflows {outflows):
Long-tenm 83 45 [{5)] (43) as)
Money market, {14 (13) (49) 92 70
Total ned inflows (outllows) 6% 30 (55) 49 55
Net market/cowency inpact 19 27 03 {235) (&)
Acquisilions/divestitares - - 147 7 929
Ending balaice market value of AUM %1,266  $1,172 31115 § 928  $1.12]

(a) Excludes securities lending cash management assels.

1§ BNY Mellon
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Results of Operations (continued)

Business description

Our Investment Management business is comprised of
our affiliated investment management boutiques and
wealth management business.

Our Investment Management business is responsible,
through various subsidiaries, for U.S. and non-U.S.
retail, infermediary and institutional investment
management, distribution and related services. The
investment management boutiques offer a broad range
of equity, fixed income, cash and alternative/overlay
products. In addition to the investment subsidiaries,
this business includes BNY Mellon Asset
Management International, which is responsible for
the investment management and distribution of
non-U.S. produets, and the Dreyfus Corporation and
itg affiliates, which are responsible for U.S.
investment management and distribution of retail
mutual funds, separate accounts and annuities. We are
one of the world’ s largest asset managess with. a
top-10 position in both the United States and Europe
and 11th position globally.

Through BNY Mellon Wealth Management, we offer
a full array of investment management, wealth and
estate planning and private banking solutions to help
clients protect, grow and transfer their wealth through
an extensive network of offices in the U.S., Canada,
UK and Asta. Clients include high-net-worth
individuals and families, charitable gifl programs,
endowments and foundations and related entities.
BNY Mellon Wealth Management is vauked as the
nation s seventh largest wealth manager and third
largest private bank.

The results of the Investment Management business
are driven by the period-end, average level and mix of
assets managed and the level of activity in client
accounts. The overall level of AUM for a given period
is determined by:

¢ the beginning Jevel of AUM,;

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

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

The mix of AUM is determined principally by client
asset sllocation decisions among equities, fixed
income, alternative investments and overlay, and
money market products.

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

Management fees are typically subject to fee
schedules based on the overall level of assets managed
for a single client or by individual asset class and
style. This is most prevalent for institutional assets
where amounts we manage for individual clients are
typically large.

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

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

Results for this business are also impacted by sales of
fec-based products. Net interest revenue is determined
by loan and deposit volumes and the interest rate
spread between customer rates and. internal funds
transfer rates on loans and deposits. Expenses in this
business are mainly deiven by staffing costs,
incentives and distribution and servicing expense.

Review of financial results

Tnvestment management and performance fees are
dependent on the overall level and mix of AUM and
the management fees expressed in basis points (one-
hundredth of one percent) charged for managing those
assets. Assets under management were $1.26 trillion
at Dec. 31, 2011 compared with $1.17 teillion at

Dec. 31, 2010, an increase of 8%. The increase
primarily reflects net new business and higher market
values, offset in pait by short-term. outflows.

Net Jong-term inflows were $83 billion and benefited
from strength in fixed income and equity-indexed
praducts, Net short-term outflows were $14 billion in
2011

Revenue generated in the Investment Management
business includes 42% from non-U.S. sources in 2011

compared with 40% in 2010.

In 2011, Investment Management had pre-tax income
of $723 million compared with $743 million . 2010.
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Results of Operations (continued)

Fixcluding amortization of intangible assets, pre-tax
income was $937 million in 2011 compared with $980
million in 2010. Investment Management results for
2011 reflect the impact of net new business in the
investment management boutiques and the wealth
management business, the adverse impact of the low
interest rate environment, and lower performance fees.

Investment management and performance fees in the
Investment Management business were $3.1 billion in
2011 compared with $3.0 billion in 2010. The
increase was driven by net new business and higher
average equity markets, largely offset by higher
money market fee waivers and lower non-U. 5.
markets and performance fees.

Tn 2011, 35% of invesiment management and
‘performance fees were generated from managed
mutual fund fees. These fees are based on the daily
average net assets of each fund and the management
fee paid by that fund. Managed mutual fund fee
revenne was $1.1 billion in both 2011 and 2010.
Managed nutual fund fees were impacted by net new
business and higher average equity markets in the
U.S., primarily offset by higher money market fee
waivers.

Distibution and servicing fees were $181 million in
2011 compared with $201 million in 2010. The
decrease primarily reflects higher money market fee
waivers.

Other fee revenue was $31 million in 2011 compared
with $80 million in 2010. The decrease primarily
resulted from a $30 million write-down of an equity
investment, mark-to-market seed capital losses and
lower securities gains.

200 BNY Mellon

Net interest revenne was $206 million i 2011,
comparad with $205 million in 2010, The increase
primarily resulted from bigher average deposits and
loans, largely offset by fhe inmpact of fow interest
rates. Average deposits increased 23% in 2011
compared with 2010 while average loans increased
8% i 2011 compared with 2010.

Noninterest expense exchuling amortization of
intangible assets was $2.53 billion in 2011 and $2.46
billion in 2010. The increase was primarily driven by
higher distribution and servicing and staff expenses,
primarily resulting from net new business.

2010 compared with 2009

Income before taxes was $743 million in 2010,
compared with $567 million in 2009, Tocome before
taxes excluding amortization of intangible assets and
support agreement charges was $980 million in 2010
compared with $83 1 million in 2009. Fee and other
revenue increased $409 million, primarily reflecting
improved market values, the full-year impact of the
Insight acquisition, higher performance fees, net new
business and a higher value of seed capital
investments. Investment management results also
include $12 million of securities pains in 2010 and
$76 million of securities losses in 2009. The increase
in fee and other revenue was partially offset by ligher
fee waivers and short-term outflows. Noninterest
expense (excluding amortization of intangible assets)
increased $221 million in 2010 compared with 2009
primarily due to higher incentives expense resulting
from an increase in performance fees, as well as the
impact of adjusting compensation to market levels,
and the full-year impact of the Insight acquisition.
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Results of Operations (continued)

Investmant Services business
2011 2010
(dollar amauntys in reillions, vs, vs.
wnless otherwise noted) 2011 2010 2009 2010 2009
Reveme:
Investment services fees:
Asset servicing 4 3586 § 2954 3 2461 21% 20%
lssuer sexvices 1,446 1,460 1,403 (1) -
(Clearing services 1,149 993 948 16 5
Treasury services 532 526 S15 1 2
Total investinent services fees 6,713 5,933 5,387 13 10
Foreigt exchange and other trading revenue 840 882 1,059 {5} n
Qther (a) 404 364 441 11 (17)
Total fae and other revenue (e} 7957 7,179 0,887 11 4
Net imterest revenue 2,635 2,448 2,349 8 4
Total revenue 10,592 9,627 9.236 10 4
Noninterest expense (ex. amortization of intangible assets) 7266 6,333 5,740 15 10
Income before taxes (ex. amortization of intangible assets) 3326 3,294 3,496 1 (6)
Amorlization of intangible assels 232 182 161 16 13
[ncome before taxes % 3334 0% 3112 0§ 3335 -~ (e
Pre-tax operating margin 29% 32% 36%
Pre-tax operating margin (ex. amortization of intangible assets) 31% 34% 8%
Tovestinent services fees as a percentage of noninterest expense (b} 9590 94% 939
Securities lending revenue % 46 0§ 07 8% 222 365 (32)%
Metrics:
Average loans $ 23,298 $ 17,006 9 13,754 36% 24 %
Average deposits 168,115 127,066 120,494 32 5
Asset gervieing:
New hasiness wins (AUC) {in billions) & 1,219 $ 1450 ¢ 1,197
Corporate Trust:
Total debt serviced (in rillions) 4 118 §& 120 3 120 (2)9% -
Numbex of deals adnimistered 133,850 138,007 142442 3)% (3)%
Depositary Receipts:
Number of sponsored programs 1,389 1,359 1,330 2% 2%
Clearing sarvices:
DARTS volume (in thousends) 197.5 1833 3230 8%  (18)%
Average active clearing accounts (in thousareds) 5,427 4,901 4,995 11% (2)%
Average tong-term montual fund assets (U.S. platform) (in millicns) $292,252 3240396 3$190,524 22% 20%
Average margin loans (in millions) $ 7347 % 5891 § 4,320 25% 36%
Broker- Dealer:
Average collateral managemeont balances (i billions) & 1,865 § 1,647 0§ 1559 13% 6%
Treasury services:
Global payments wansaction volume (in thousands) 43,649 42,733 42,252 2% 1%
(a} Total fee and other revenue includes investment manag esent fees and distyibution and seyvicing revenue.
(b) Newuimerest expense excludes amoriization of imtangilile assels, support agreernent charges anid litigation expense.
Assets under custody and administration trend
2011 2010 2009 2008 2007
Market valtie of AUC at period end (in trilfions) (o} $25.8  $25.0  $223 8202 $231
Market value of secorilies on loan al period end (in billions) (b) $ 269 § 278 % 247 $ 326 $ 633

(aj Includes the assets uader ensiody or administration of CIBC Mellon Global Securities Sevvicey Company, a joint veatuye with the

Canadian Jmperial Rank of Commerce, of $1.1 trillion ai botit Dec. 31, 2011 and Dec. 31, 2010, $905 biltion at Dec. 31, 2009, $697

bitlion at Dec. 31, 2008, and $989 billion at Dec. 31, 2007 .
(b} Represents the 1otal amownt of securities on loan, both cash and nen-cash, managed by the Investment Services business.
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Results of Operations (continued)

Business description

Our Investment Services business provides global
custody and refated services, broker-dealer services,
alternative investment services, corporate frust and
depositary receipt, as well as clearing services and
global payment/working capital solutions to
institutional clients.

Our comprehensive suite of financial solutions
includes: global custody, global fund services,
securities lending, investment manager outsourcing,
performance and risk analytics, alternative jinvestment
services, securities clearance, collateral management,
corporate trust, American and global depositary
receipt programs, cash management solutions,
payment sexvices, liquidity services and other
revenues, principally foreign exchange, global
clearing and execution, managed account services and
global prime brokerage solutions. Our clients include
corporations, public funds and government agencies,
foundations and endowments; global financial
institutions including baunks, broker-dealers, asset
managers, insurance companies and central banks;
financial mtermediaries and independent registered
investment advisors and hedge fund managers. We
help our clients service their financial assets through a
network of offices and operations centers in 36
countries across six continents.

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

We are one of the leading global securities servicing
providers with a total of $25.8 tritlion of assets under
custody and administration at Dec. 31, 2011

We are the largest custodian for U.S. corporate and
public pension plans and we service 44% of the top 50
endowments. We are a leading custodian in the UK
and service 25% of UK peusions. Huropean asset
servicing continues to grow across all products,
reflecting significant cross-border investment and
capital flows.
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We are one of the largest providers of fund services in
the world, servicing over $6.5 trillion in agsets, We
are the third largest fund administrator in the
alternative investment services industry and service
44% of the funds in the U.S. exchange-traded funds
marketplace.

BNY Mellon is a leader in both global securities and
U.8. Government securities clearance. We clear and
settle equity and fixed income transactions in over 100
markets and handle most of the transactions cleared
through the Federal Reserve Bank of New York for 17
of the 21 primary dealers. We are an industry leader in
collateral management, servicing $£1.8 trillion as a
clearing bank in tri-party balances worldwide at

Dec. 31, 2011

In connection with ourrole as a clearing and custody
hank for the wri-party repurchase (“repo”) transaction
market, we work with dealers who use repos to
tinance their securities by selling them to
counterparties, agreeing to buy them back at a later
date. In tri-party repos, a clearing and custody bank
such as The Bank of New York Mellon acts as the
intermediary between a dealer and its counterparty in
settling the transaction and providing mark-to-market
and other services.

Tn securities lending, we are one of the largest lenders
of U.S. Treasury securities and depositary receipts and
service a lending pool of more than $3.0 willion in 31
markets. We are one of the largest global providers of
performance and risk analytics, with $9.7 trillion in
assets under measurement.

BNY Mellon is the leading provider of corporate trust
services for all major conventional and structared
finance debt categories, and a leading provider of
specialty services. We service $11.8 trillion in
outstanding debt from 61 locations in 20 countries.

We serve as depositary for 1,389 sponsored American
and global depositary receipt programs at Dec. 31,
2011, acting in partnership with leading companies
from 65 countries — a 62% global markel share.

With a network of more than 2,000 correspondent
financial institutions, we help clients in their efforts to
optimize cash flow, manage liquidity and make
payments more efficiently around the world in more
than 100 currencies. We are the fourth largest Fedwire
and CHIPS payment processor, processing about
170,000 global payments daily totaling an average of
$1.5 trillion.

Pershing, our clearing service, takes a consoliative
approach, working with more than 1.500 financial
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Results of Operations (continued)

organizations and 100,000 investment professionals
who collectively represent more than five and a half
million individual and institutional investors by
delivering dependable operational support; robust
trading services; flexible technology; an expansive
array of investment solutions, including managed
accounts, mutual fonds and cash management;
practice management support and service excellence.

Sale of Shareowner Services

On Dec. 31, 2011, BNY Melon sold its Shateowner
Services business. See “Key 2011 events™ for
additional information.

Role of BNY Mellon, as a trustee, for mortgage-
backed securitizations

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

Review of financial results

Assets under custody and administration at Dec. 31,
2011 were $25.8 trillion, an increase of 3% from
$25.0 trillion at Dec. 31, 2010. The increase was
driven by net new business. Equity securities
constituted 339% and fixed-income securities
constituted 67% of the assets under custody and
administration at Dec. 31, 2011, compared with 32%
equity securities and 68% fixed income securitics at
Dec. 31, 2010. Assets under custody and
administration at Dec. 31, 2011 consisted of assets
related to custody, mutual funds and corporate trust

businesses of $20.5 trillion, broker-dealer service
assets of $3.4 trillion, and all other assets of $1.9
trillion.

Income before taxes was $3.1 billion in both 2011 and
2010. Income before taxes, excluding amortization of
intangible assets, was $3.3 billion in both 2011 and
2010, Investment Services results in 2011 were
primarily impacied by the full-year impact of the
Acquisitions, netnew business, higher money market
fee waivers, as well as higher volume-driven expenses
and expense incurred to support business prowth.

Revenue generated in the Tnvestment Services
business includes 37% from non-U.8. sources in both
2011 and 2010.

Investment services fees increased $780 million, or
13%, in 2011 compared with 2010

» Asset servicing revenue (global custody, broker-
dealer services and alternative investment
services) was $3.6 billion in 2011 compared
with $3.0 biltion in 2010. The increase was
primarily driven by the full-year impact of the
Acquisitions, higher market values of AUC, net
new business and higher securities lending
revenue due to wider spreads, partially offset by
tower volumes.

o Issuer services revenue (Corporate Trust,
Depositary Receipts and Shareowner Services)
was $1.4 billion in 2011 compared with $1.5
billion in 2010. The decrease primarily resulted
from lower revenue in our Shareowner Services
and Corporate Trust businesses, primarily offset
by higher Depositary Receipts revenue driven by
higher corporate action fees and net new
busiess.

s Clearing services revenue (Pershing) was §1.1
billion in 2011 compared with $1.0 billion in
2010. The increase reflects the full-year impact
of the GIS acquisition, net new business, growth
in mutual fund assets and positions and an 8%
increase in DARTS, partially offset by higher
money market fee waivers.

Foreign exchange and other trading revenue decreased
$42 miltion compared with 2010, primarily reflecting

Jower volatility and spreads, partially offset by higher

volumes.

Net interest revenue increased $ {87 million compared
with 2010, primarily driven by higher average
customer deposits and Joan levels, offset in part by
narrower spreads.
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Results of Operations (continuad)

Noninterest expense, excluding amortization of
intangible assets, increased $933 million compared
with 2010. The increase in expenses primarily resulted
from the full-year impact of the Acquisitions, highet
Jitigation and volume-driven expenses and increased
expenses in support of business growth.

2010 compared wiih 2009

Income before taxes was $3.1 billion in 2010,
compared with $3.3 billion in 2009. Income before
taxes, excluding amortization of intangible assets, was
$3.3 billion in 2010 compared with §3.5 billion in
2009. Fee and other revenue increased $292 million,
primarily due to the impact of the Acquisitions, higher
market values of AUC and net new business, partially
offset by lower foreign exchange trading volatility,
lower money market related distribution fees and
Jower trading volumes. Net interest revenue increased
$99 million, primarily driven higher yields related to
restructured investment securities portfolio and
increased loan and deposit balances. Noninterest
expense, excluding amortization of intangible assets,
increased $593 million, primarily due to the impact of
the Acquisitions, higher volume-driven expenses and
expenses supporting business growth.

Other Segment
(dollars in millions) 2011 2010 2009
Revenue;
Fee and othet revenue $ 475 % 478 $(4.973
Net interest yevepue 143 272 324
Total revenne 618 750 (4,649)
Provision For creditlosses . 8 331
MNoninterest expense {eX.
amortization of intangible
assets, restruciuning
charges and M
expenses) 706 793 746
Tncome {loss) before 1axes
(ex. amortization of
mtangible assets,
restructuring charges
and M&I expenses) (88) (51) (5,726)
Amortization of infangible
agsets 2 2 1
Restroctyring charges 89 28 150
M&1 expenses 91 139 233
Income {10ss) before
taxes $ (2707 % 220y 5(6,110)
Average assels $46,648  $40,420  §37.098
Average deposils $ 4451 $4,132 37300
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Business description
The Other segment primarily includes:

e credit-related services;
the leasing portfolio;

+ corpotate treasury activities, including our
investment securities porifolio;

o our equity investment in Wing Hang Bank;

e a33.2% equity interest in. Converghix; and
business exits and corporate overhead.

Revenue primarily reflects:

® net interest revenue from the credit services and
lease financing portfolios;

¢ interest income remaining after transfer pricing
allocations;

¢ fee and other revenue from corporate and bank-
owned life insurance and credit-related financing
revenue; and

e gains (losses) associated with the valuation of

coaty
i35,

menrmitioe and atha
G CUWIRT asse

vestment securiiies am
Expenses include:

s M&] expenses;

restructuring charges;

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

e certain corporate overthead not directly

L

attributable to the operations of other businesses.

Equiry stake in ConvergEx Group

On Dec. 23, 2011, the previously-announced
agreement to sell a majority of our equity stake in
ConvergBx Group was terminated.

Review of financial results

Income before taxes was a loss of $270 million in
2011 compared with aloss of $220 million in 2010.

Total fee and other revenue decreased $3 million in
2011 compared with 2010. The decrease primarily
reflects lower leasing gains, financing related fees,
private equity investment gains and the impact of
wider credit spreads on the CVA in 2011, partially
offset by gains related to loans held-for-sale from a
previously divested bank subsidiary
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Results of Operations (continued)

Net intercst revenue decreased $129 million in 2011
compared with 2010, primarily reflecting a reduction
in the net interest margin resulting from the continued
impact of the low interest rate environment as well as
lower average loan and lease balances resulting from
our strategy to reduce targeted risk exposure,

Nouinterest expense (excluding amortization of
intangible assets, restructuring charges and Mé&I
expenses) decreased $87 million in 2011 compared
with 2010. The decrease was driven by lower
litigation expense and the impact of state investment
tax credits in 2011,

2010 compared with 2009

Income before taxes was a loss of $220 million in
2010 compared with a loss of $6.1 billion in 2009,
Total fee and other revenue increased $5.5 billion,
primarily due to net securities losses related to the
restructored investment securities portfolio recorded
ia 2009. Net interest revenue decreased $52 million,
primarily reflecting our strategy to reduce targeted
risk exposure. The provision for credit losses
decreased $323 million in 2010 reflecting a decline in
criticized assets and improvements in the nsurance,
media and residential mortgage portfolios. Noninterest
expense excluding amortization of intangible assets,
restructuring charges and M&I expenses increased
$47 million in 2010 compared with 2009 as a result of
higher litigation expenses, partially offset by a special
BDIC assessment recorded in 2009, as well as lower
legal costs and consulting fees. M&I expenses related
to the Acquisitions and the 2007 Merger were $139
million in 2010 compared with $233 million in 2009,
primarily related to the 2007 Merger.

International opetations

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

Our clients include some of the world’s largest asset
managers, nsurance conLpanies, corporations,
financial intermediaries, local authorities and pension
funds. Through our global network of offices, we have
developed a deep understanding of local tequirements
and. cultural needs and we pride ourselves in providing
dedicated service through our multilingual sales,
marketing and client service teams.

We contduct business through subsidiaries, branches,
and representative offices in 36 countries. We have

operational centers based in Brussels, Cork, Dublin,
Navan, Wexford, Luxembourg, Singapore, Wroclaw,
throughout the United Kingdom including London,
Manchester, Brentwood, FEdinburgh and Poole, and
Chennai and Pune in India.

At Dec. 31, 2011, we had approximately 9,000
employees in Furope, the Middle Hast and Adrica
(“EMEA™), approximately 8,000 employees in the
Asia-Pacific region (“APAC’") and approsimately 700
employees in other global locations, primarily Brazil

At Dec. 31, 2011, our cross-border assets under
custody and administration were $9.7 willion
compared with $9.2 trillion at Dee. 31, 2010. This
increase was primarily driven by net new business.

In Europe, we maintain a significant presence in the
Undertakings for Collective Investment in
Transferable Scourities Directives (“UCITS™)
servicing field, In Treland, BN'Y Mellon is the largest
administrator of third-party assets and largest provider
of trustee services. In Luxembourg, BNY Melon is a
top 10-ranked fund administrator. We provide global
clearance services in more than 100 markets and
service $1.8 trillion in daily tri-party balances
spanning 40 markets.

The acquisition of GIS and BAS in 2010 expanded
our investment services business worldwide. GIS
enhariced our managed account platform, performance
reporting capabilities and business intelligence tools
for broker-dealer and registered investment advisor
clients. BAS offers a full range of tailored solutions
for investment companies, financial institutions and
institational investors in Germany.

We serve as the depositary for 1,389 sponsored
American and global depositary receipt programs,
acting in partuership with leading companies from 65
countries. As the world’s leading provider of
corporate trust and agency services, BNY Mellon
services $11.8 trillion in outstanding debt from 61
{ocations, in 20 countries, for clients including
governments and their agencies, multi-national
corporations, financial institutions and other entities
that access the global debt markets. We leverage our
global footprint and expertise to deliver customized
and market-driven solutions across a full range of debt
issuer and related investor services.

BNY Mellon Asset Management operates on 4 multi-
boutique model, bringing investors the skills of our
specialist boutique assel managers, which together
manage investments spanning virtually all asset
classes.
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We are one of the largest global asset managers,
ranking 11th in the mstitutional marketplace and are
the 8ih largest asset manager active in Europe. We are
also a market leader iy the field of liability-driven
myvestments.

At Dec. 31, 2011, ow interpational operations
managed 38% of BNY Mellon’s AUM, compared
with 34% at Dec. 31, 2010. The increase primarily
resulted from net long-texm inflows in fixed income
products and improved market values.

We process 170,000 global payments daily, totaling
an average of $1.5 trillion. With payment services
provided in more than 100 cutrencies through more
than 2,000 correspondent bank accounts worldwide,
we are a recognized leader in receivables and payables
processing.

We bave over 50 years of experience providing trade
and cash services to financial institutions and central
banks outside of the UJ.S. In addition, we offer a broad
range of servicing and fiduciary products to financial
institations, corporations aud central banks depending
oi the state of market development. In emerging
markets, we lead with global payments and issuer
services, infroducing other products as the markets
mature. For more established markets, our focus is on
global, not local, investment services.

We are also a full-service global provider of foreign
exchange services, actively tading in over 80 of the
world’s currencies. We serve clients from ten trading
rooms in furope, Asia and North America.

Our financial results, as well as our level of AUM and
AUC, are impacted by the translation of financial
results denominated in foreign currencies to the U.S.
dollar. We are primarily impacted by activities
denominated in the British pound and the Euro. If the
.S dollar depreciates against these currencies, the
translation impact is a higher level of fee revenue, net
interest revenue, noninterest expense and AUM and
AUC. Conversely, if the U.S. dollar appreciates, the
translated levels of fee revenue, net interest tevenue,
noninterest expense and AUM and AUC will be
lower.

Foreign exchange rates for
one U.S, dollar

2011 2010 2009
Spotrate (at Dec. 31k
British pound $1.5448  $1.9545  §1.61%4
Furo 1.2934 1.3373 1.4348
Yearly average rate:
British pound $1.6038  $1.3457  $1.5659
Eure 1.3021 1.3270 1.3946
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International clients accounted for 37% of revenue in
2011 compared with 36% in 2010 and 53% in 2009.
Income from mternational operations was $1.5 billion
in 2011 compared with income from continuing
operations of $1.5 billion in 2010 and $1.1 billion in
2009.

In 2011, revenues from EMEA were $3.8 billion,
compared with $3.5 billion in 2010 and §2.8 billion in
2009. Revenues from EMEA were up 8% for 2011
compared to 2010, The increase in 2011 primarily
retlects the full-year impact of the Acquisitions,
higher market values and net new business, partially
offset by lower volumes, lower performance fees and
a write-dowi of an equity investroent in the fourth
quarter of 2011. Investment Services generated 72%
and Investment Management generated 28% of
EMIEA yevenues. Income from continuing operations
from EMEA was $8367 million in 2011 compared with
$916 million in 2010 and $667 million in 2009.

Revenues from APAC were $842 million in 2011
compared with $745 million in 2010 and $669 million
in 2009. Revenues from APAC were up 13% for 2011
compared to 2010, The increase in 2011 primarily
resulied from higher net interest yevenue and net new
business. Revenue from APAC in 2011 was generated
by Investment Services 67% and Investment
Management 27%. Income from continuing
operations from APAC was $325 million in 2011
compared with $295 million in 2010 and $222 million
in 2009,

Net income in EMEA reflects the same factors
affecting revenue, which were more than offset by
higher expenses, including higher visk expenses as
well as a credit loss incurred 1n the second quarter.
Net income in APAC was driven by the same factors
affecting revenue. For additional information
regarding our International operations, see Note 27 of
the Notes to Consolidated Financial Statements.

Faxposure in Ireland, Italy, Spain and Portugal

The following table presents our on- and off-balance
sheet exposure in Ireland, Italy, Spain, and Portugal at
Dec. 31, 2011. We have provided expanded disclosure
on these countries as they have experienced particular
market focus on aredit quality and are countries
experiencing economic concerns. Where appropriate,
we are offsetring the risk associated with the gross
exposure in these countries with collateral that has
been pledged, which primarily consists of cash or
marketable securities, or by transferring the risk to a
third~party guarantor in another country.
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Fesults of Operations (continued)

RNY Mellon has a Hmited cconomic interest in the At Dec. 31,2011, BNY Mellon had no exposure to
performance of assets of consolidated nvestment Greece and no sovereign exposure to the countries
management funds, therefore they are excluded from disclosed below.

this presentation. The labilities of consolidated

investment management funds represent the interest of Our exposure to Ireland is principally related to Irish
the note holders of the funds and are solely dependent domiciled investment funds. Servicing provided to
on the value of the assets. Any loss in the value of these funds and fund families may result in overdraft
assets of consolidated investment management funds exposure.

would be incurred by the fund’s note holders.
See “Risk management” for additional information on
how our expostres are managed.

Exposure in the table below reflects the country of operations and risk of the immediate counterparty.

On- and off-balance sheet exposuore at Dec, 31, 2011

(in millions) Ireland Italy  Spain  Portugal Total
On-balance sheet exposure
{iross:
Interest-bearing deposits with banks (a) $ 97 § M $ 4 $- $ 125
Investment secuzities (primarily Buropean Floating Rate Notes) (b} 208 155 27 - 390
Loans and leases (¢) 411 3 4 : 418
Trading assets (d) 117 53 16 3 189
Total gross on-balance sheet exposure 833 238 51 3 1,122
Less:
Collaterad 102 39 7 3 151
Cinartantees - 3 1 - 4
Total collateral and guarantogs 102 42 8 3 155
Tolal net on-balance sheet exposuse § 731 $193 $43 §- $ 957
Off-balance sheet exposure
Cross:
Lending-related commitnents (g) $ 213§ - $ - $- § 273
Letters of credit (9 2 14 - 16
Total gross off-balance sheet, exposure 273 2 14 - 289
Less:
Collateral 190 - 14 - 204
Total net off-balance sheel exposuie & 83 § 2 $ - & - $ 85
Total exposare:
Total gross on- and off-balance sheel exposure $1,106 $237 $65 $3 $1411
[.ess: Total collateral and gnarantees 242 42 22 3 359
Total nel on- and off-balance sheet exposure $ 814 8195 $43 3. $1,052

(a) Interest-bearing deposits with benks represent o $96 miliion placement with an Irish subsidiary of a UK holding company and $29
million of rostre accounts related to our eusiady business.

(b} Represents $364 million, fair value, of residential mortgage-hacked secuvities, of which 97% were invesiment grade, $23 million, fair
value, of investment grade asset-backed CLOs, and $3 miliion, fair vatue, of money market find investments located in Ireland,

(¢) Loans and leases inchade $335 rillion of overdrafts primarily to Irish domiciled investment funds resulting from our custody business,
@ §65 million commercial lease fullv-collateralized by U.S. Treasuries, $15 million of, financial institution laans, which were
collateralized by marketable securities and $4 miliion of leases w0 airline marmfacturing companies which are under joint and several
guarantee arvorigements, with gnoranters outside af the Burozona. There is no impairment associated with these loans and leases,

(d) Trading assets reprosent over-the-counter mark-to-markel on foreign exchange receivables, net of muster netting agreements. Trading
assets include $117 million of foreign exchange trading receivables due from trish domiciled investment funds and $72 million 1o
financial institutions in ltaiy, Spain and Portugal. Cash cotlateral on the trading assets totaled $22 million in Ireland, $39 nillion in
iy, $7 million in Spain and $3 million in Portugal.

(1) Lending-reloled comuilments vepresanl $100 millian 1o an asset mapoger fully-collaievalized lry marketable securities, and $173
million to an insurance company, collateratized by $90 million of markeiabie securities.

() Represents @ $14 willion leiter of cvedit extended to an insurance company in Spain fully-collateralized by marketable securities.
Exposure in Ity vepresents a 52 million letter of credii extended 1o a financial institution.
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Cross-border tisk

Foreign assets are subject to general risks attendant to
the conduct of business in each foreign country,
including economic uncertamties and each foreign
government's regulations. In addition, our foreign
assets may be affected by changes in demand or
pricing resulting from fluctuations in currency

exchange rates or other factors. Cross-border

outstandings include loans, acceptances, mterest-

bearing deposits with other banks, other

interest-bearing investments, and other monetary

asscts which are denominated in UJ.S. dollars or other
non-local currency. Also included are local currency
outstandings not hedged or funded by local

borrowings.

"I'he table below shows our cross-border outstandings for the last three years where cross-border exposure exceeds
1.00% of total assets (denoted with *“*7) or 0.75% of total asscts (denoted with “*=7).

Cross-border outstandings Bauks and
other Commercial, Total
financial Public indusirial  cross-bovder
{in millions) institutions (a) secior and other outstandings (D)
2011:
Japan# 54,703 $ 15 $ 16 $4,734
Australia® 4,418 . 239 4,657
rermany™ 4,062 - 464 4.526
Uiited Kingdom* 3369 25 713 4,107
France® 1,341 7 117 3.465
Netherlandg®* 2,079 - 905 {(¢) 2,984
2010:
Germany® 37,007 15 $ 312 $7,334
Franca* 6,109 20 124 6,233
Netherlands* 4,338 - 1,205 (c) 5,543
Austalia * 2,663 275 2,938
Switzealand * 2,839 - 30 2,369
Belgium® 2411 184 2,595
Japan™* 2,261 7 2,268
United Kingdom *% 533 1411 1,944
Hong Kong ** 1,908 - 18 1,926
2009:
France® §6,5319 % 56 $1,307 $7,8%2
Germany*® 5,328 75 156 5,936
Nethenands* 2,765 - 1312 (¢) 4,077
Spain* 3903 133 4,036
Belgium® 3,162 377 169 3,738
United Kingdom® 2,850 . 613 34063
lapan®* 1,809 - 7 1,816
Ireland®* 932 1 895 (c) 1,828

(a) Primarily short-term interest-bearing deposits with banks.
(D) Excludes assely of consolidaied investment management JSiends.
(¢} Primarily Ewropcan floating rate notes.
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Resuits of Operations (continuad)

Emerging markets exposure
L

We deterniine our emerging markets exposures using
the MSCI Bmerging Markets (EM) IMI Index. Our
mncro ging markets exposures totaled $8 billion at Dec.

2011 wmpmed with $5 billion at Dec. 31, 2010.
The increase in emerging markets exposure was
primarily driven by higher short-term loans and
mmreat-beamg deposus with banks.

Critical accounting estimates

Our significant accounting policies are described in
Note 1 of the Notes to Consolidated Financial
Statements under “Summary of significant accounting
and reporting policies”. Our more critical accounting
estimates are those related to the allowance for loan
losses and allowance for lending-related
commitments, fair value of financial instruments and
derivatives, other-than-temporary impaiment,
goodwill and other intangibles, and peansion
accounting. Further information on policies related to

<1 Lo Ton «
the allowance for loan losses and allowance for

lending-related commitments can be found under
“Summary of significant accounting and reporting
policies” in Note 1 of the Notes to Consolidated
Tiinancial Statements. Purther information on the
valuation of derivatives and securities where quoted
market prices are not available can be found under
“Fair value measurement” in Note 22 of the Notes to
Consolidated Financial Statements. Further
information on policies related to goodwill and
intang ible assets can be found in “Goodwill and
intangible assets” in Note 7 of the Notes to
Consolidated Financial Statements. Additional
information on pensions can be found in “Hmployee
benefit plans™ in Note 19 of the Notes to Consolidated
Financial Statements.

Allowance for loan losses and allowance for
lending-related commitments

The allowance for loan losses and allowance for
lendin g~related commitments represents
management’s estimate of probable losses inherent in
our credit portfolio. This evaluation process is subject
to numerous estimates and judgments.

In 2011, we implemented an enhanced methodology
for determining the allowance for credit losses by
adding a qualitative allowance framework. Within this
framework, management applies judgment when
assessing internal risk factors and environmental
factors Lo compute an additional allowance for each
component of the loan portfolio.

The three elements of the allowance for loan losses
and the allowance for lending-related commitments
include the qualitative allowance framework. The
three elements are:

s an allowance for impaired credits of $1 miflion
or greater;

e an allowance for higher risk-rated credits and
pass-rated credits; and

o an allowance for residential mortgage loans.

Qur lending is primarily to institutional customers, As
a result, owr Loans are generally larger than §1 million.
Therefore, the first element, impaired credits, is based
on individual analysis of all impaired loans of $1
million or greater. The allowance is measured by the
difference between the recorded value of impaired
foans and their impaired value. Impaired value is
either the present value of the expected futwe cash
flows from the borrower, the market value of the loan,
or the fair value of the collateral.

nd element, higher risk-rafed credits and
pass-rated credits, is hasud on our probable loss
model. All borrowers are assigned to pools based on
their credit ratings. The probable loss inherent in each
loan in a pool incorporates the borrower’s credit
rating, loss given default rating and matarity. The loss
given detault incorporates a recovery expectation. The
borrower’s probability of default is devived from the
associated credit rating. Borrower ratings are
reviewed at least annually and are periodically
mapped to third-party databases, including rating
agency and default and recovery datahasea, to ensure
ongoing consistency and Vahdxt} Higher risk-rated
credits are reviewed quarterly. Commercial loans over
$1 million are individually analyzed before being
assigned a credit vating. We also apply this technique
to our lease tinancing and wealth management
portfolios.

The second element

The third element, the allowance for residential
mortgage loans, is determined by segregating six
mortgage pools into delmquencv periods ranging from
current through foreclosure. Each of these
delinquency periods is assigned a probability of
default. A specific loss given default based ona
combination of external loss data from third-party
databases and internal loss history is assigned for each
morigage pool. For each pool, the inherent loss is
calculated using the above factors. The resulting
probable loss factor is applied against the loan balance
1o determine the allowance held for each pool.
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The qualitative framework is used to determine an
addjtional allowance for each portfolio based on the
factors below:

Internal risk factors:

Non-performing loans to total non-margin loans;
Criticized assets to total loans and lending-
related commiiments;

e Ratings volatility;

¢ Borrower concentration; and
Significant concentration in high risk industry.

Linvironmental risk factors:

s 11.S. non-investment grade default rate;
o  Unemployment rate; and
s Change iu real GDP.

The allocation of the prior period allowance for loan
losses and allowance for lending-related commitments
has been restated to reflect the implementation. of the

vinlitatiz o all 'y, . §
Guaave allowance frames vork.

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

The credit rating assigned to each crediiis a
significant variable in determining the allowance. If
each credit were rated one grade better, the allowance
would have decreased by $68 million, while if cach
credit were rated one grade worse, the allowance
would have increased by $109 million. Similarly, if
the loss given default were one rating worse, the
allowance would have increased by 845 million, while
ifthe loss given default were one rating better, the
allowance would have decreased by $42 miltion. For
impaired credits, if the net carrying value of the loans
was 10% higher or lower, the allowance would have
decreased or ncreased by $2 mitlion, respectively.

Fair value of financial Instruments

The guidance related to Fair Value Measurement
inchided in Accounting Standards Codification
(“ASC™) 820 defines fair value, establishes a
framework for measuring fair value, and cxpands

disclosures about assets and liabilities measured at fair

value. The standard also established a three-level
hierarchy for fair value measurements based upon the
transparency of inputs to the valnation of an asset or
Liability as of the measurerent date.

30 BNY Mellon

Fair value - Securities

Level 1 - Securities — Recent quoted prices from
exchange transactions are used for debt and equity
securities that are actively traded on exchanges and
for U.S. Treasury securities and U8, Government
securities that are actively traded in highly liquid
over-the-counter markets.

Level 2 - Securities ~ For securities where quotes
from recent transactions are not available for identical
securities, we determine fair value primarily based on
pricing sources with rcasonable levels of price
transparency. The pricing sources employ financial
models or obtain comparisons to similar instruments
1o arrive at “consensus” prices.

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

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

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

The pricing sources discontinue pricing any specific
security whenever they determine there is insufficient
observable data to provide a good faith opinion on
price. The pricing sources did not discontinue pricing
for any securities in our investment securities
portfolio at Dec. 31, 201 1.

BNY Mellon obtains prices for its Level 1 and Level 2
securities from multiple pricing sources. We have
designed controls to develop an understanding of the
pricing sources’ securities pricing methodology and
have implemented specific internal controls over the
valuation of securities.
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As appropriate, we review the quality control
procedures and pricing methodologies used by the
pricing sources, inclading the process for obtlaining
prices provided by the pricing sources, their valuation
methodology and controls for each class of secwity.

Prices received from pricing sources are subject (o
validation checks that help determine the
completeness and accuracy of the prices. These
validation checks are reviewed by management and,
based on the results, may be subject to additional
review and investigation. We also review securities
with. no price changes (stale prices) and securities with
zero or 100% values.

BNY Mellon has a surveillance process in place to
monitor the accuracy of prices provided by the pricing
sources. We utilize a hierarchy that compates security
prices obtained from multiple pricing sources against
established thresholds. Discrepancies that fall outside
of these thresholds are challenged with the pricing
services and adjusted if necessary.

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

Level 3 - Securities ~ Where we have used ow own
cash flow models and estimates to value securities, we
classify them in Level 3 of the ASC 820 hierarchy.
More than 99% of our securifies are valued by pricing
sources with reasonable levels of price transparency.
Yess than 1% of our securities are priced based on
economic models and non-binding dealer quotes, and
are included in Level 3 of the fair value hierarchy.

See Note 22 of the Notes to Consolidated Financial
Statements for details of our securities by ASC 820
hierarchy level.

Fair value - Derivarive financial instruments

Level I — Derivative financial instruments ~ Includes
derivative financial instraments that are actively
traded oun exchanges, principally foreign exchange
futures and forward contracts.

Level 2 — Derivative financial instruments — Includes
the majority of onr derivative financial msiruments
priced using internally developed models that use
observable inputs for interest rates, pay-downs (both
actual and expected), foreign exchange rates, option
volatilities and other factors. The valuation process

takes into consideration factors such as counterparty
credit quality, liquidity and concentration concerns.

Level 3 — Derivative financial instruments — Certain
nterest rate devivatives that are highly structured
reqoire significant judgment and analysis to adjust the
value determined by standard pricing models. These
interest rate derivatives are included in Level 3 of the
ASC 820 hierarchy and comprise less than 1% of our
derivaiive financial instruments at fair value.

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

To confirm that our valuation policies are consistent
with exit prices as prescribed by ASC 820, we
reviewed our derivative valuations using recent
transactions in the marketplace, pricing services and
the results of similar types of transactions. As aresult
of maximizing observable inputs as required by ASC
820, we reflect external credit ratings as well as
observable credit default swap spreads for both
ourselves as well as omr counterpariies when
measuring the fair value of our derivative positions.
Accordingly, the valuation of our derivative positions
is sensitive to the current changes in our own credit
spreads, as well as those of owr counterparties.

For details of our derivative financial instruments by
ASC 820 hierarchy Jevel, see Note 22 of the Notes to
Consolidated Financial Statements.

Fair value option

ASC 825 provides the option to elect fair value as an
alternative measurement basis for selected financial
assets, financial Habilities, wrecognized firm
commitments and written loan commitments which
are not subject to fair value under other accounting
standards. Under ASC 825, fair value is used for both
the initial and subsequent measurement of the
designated assets, liabilities and commitments, with
the changes in fair value recognized in income. See
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Results of Operations (continued)

Note 23 of the Notes to Consolidated Pinancial
Statements for additional disclosure regarding the fair
value option,

Fairvalue -- Judgments

In times of illiquid markets and financial stress, aciual
prices and valuations may significantly diverge from
results predicted by models. In addition, other factors
can affect onr estimate of fair value, including market
dislocations, incorrect model assumptions, and
unexpected correlations. These valuation methods
could expose us to materially different results should
the models used or underlying assumptions be
inaccurate. See “Basis of presentation” in Note 1 to
the Notes to Consolidated Financial Statements.

Other-than-temporary impairment

The guidance included in ASC 320 defines the other-
than-temporary impairment (“OTTI") model for
investments in debt securities. Under this guidance, a
debl security is considered impaired if its fair value 1s
less than its amortized cost basis. An OTTLis
triggered if (1) the intent is to sell the security, (2) the
security will more likely than not have to be sold
before the impairment is recovered, or (3) the
amortized cost basis is not expected to be recovered.
When an entity does not intend to sell the security
before recovery of its cost basis, it will recognize the
credit component of an OTTI of a debt security in
earnings and the remaining portion in accumulated
other comprehensive ncome.

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

For each security in the investment securities portfolio
(including but not limited to those whose fair value 13
less than their amortized cost basis), an extensive,
regular review is conducted 1o determine if an OTTI
has occurred. Por-example, to determine if an
unrealized loss on non-agency RMBS is other-than-
temporary, we project total estimated defaults of the
underlying assets (morigages) and multiply that
calculated amount by an estimate of realizable value

32 BNY Mellon

upon sale of these assets in the marketplace (severity)
in order to determine the projected collateral loss. We
also evaluate the current credit enhancement
underlying the bond to determine the impact on cash
flows. If we determine that a given RMBS will be
subject to a write-down or loss, we record the
expected credit loss as a charge to earnings.

During 2011, the housing market continued to remain
unstable. As a result, we adjusted our non-agency
RMBS estimated default and loss severity
assumptions to increase estimated defaults and
decreased the amount we expect to receive to cover
the value of the original loan. See Note § of the Notes
to Consolidated Financial Statements for projected
weighted-average default rates and loss severities for
the 2007, 2006 and late-2005 non-agency RMBS an
Grantor Trust portfolies at Dec. 31, 2011 and 2010. 1f
actual delinguencies, default rates and loss severity
assumptions worsen, we would expect additional
impairment losses to be recorded in future periods.

Net securities gains in 2011 were $48 million.
compared with $27 million in 2010.

If we were to increase or decrease each of our loss
severity and projected default rates by 100 basis
points on each of the positions in our Alt-A, subprime
and prime RMRBS portfolios including the securities
previously held by the Grautor Trast we established in
connection with the restructuring of our investment
securities portfolio in 2009, credit-related impairment
charges on these securities would have increased by
$10 million (pre-tax) or decreased by $9 million (pre-
tax) at Dee. 31, 2011,

Goodwill and other intangibles

We initially record all assets and liabilitics acquired in
purchase acquisitions, including goodwill, indefinite-
lived intangibles and other intangibles, in accordance
with ASC 805 Business Combinations. GGoodwill,
ndefinite-lived intangibles and other intangibles are
subsequently accounted for in accordance with ASC
330 Intangibles — Goodwill and Other. The itial
measurenment of goodwill and intangibles requires
judgment concerning estimates of the fair value of the
acquired assets and labilities. Goodwill ($17.9 billion
at Dec. 31, 2011) and indefinite-fived intangible assets
($2.7 billion at Dec. 31, 2011) are not amortized but
subject to tests for impairment annually or more often
if events or circumstances indicate it is more likely
than not they may be impaired. Other intangible assets
are amortized over their estimated useful lives and are
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subject to impairment if events or circumstances
indicate a possible inability to realize the carrying
amount.

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

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

In the second quarter of 2011, we performed our
annual goodwill test. The estimated fair values of each
of these reporting units exceeded its carrying amount
by at least 20% at that time.

GAAP also requires that an inferim test be done
whenever events or circumstances oceuy that may
indicate that it is more likely than not that the fai
value of any reporting unit might be less than its
carrying value. The broad decline of stock prices
throughout the U.S. stock market in the second half of
2011 also impacted the Company’s stock price, which
declined below the Company’s net hook value per
share. As a result of this sustained decline in the
second half of 2011, the Company performed an
interim goodwill test during the fourth quarter of
2011,

Yor thig interim test, the fair value of each of the
Company’s reporting units was estimated by the

Company with the assistance of a third-party
valuation specialist. Fair value was estimated using an
income approach, based on discounted cash flows
and, where appropriate, a markel approach. Since
public company multiples are on a marketable
minority interest basis, we adjusted them in the
impairment test to reflect the control rights and
privileges in atriving at a multiple that reflects an
approptiate control premium. Fair value of each of the
Company’s reporting units reflected a control
premium of 35% to 40%.

Estimated cash Flows used in the income approach
were based on management’s most recent projections
available as of Oct. 31, 2011. The discount taies used
under the income approach were based on the capital
asset pricing model. The discount rate applied to
estimated cash flows ranged from 10% 1o 12% and
incorporated a 6% market equity risk premium,
forward assumptions for risk-free rates, and other
relevant assumptions. Bstimated cash flows extend far
into the future and, by their nature, are difficult to
estimate over such an extended time-frame. Factors
that may significantly affect the estimates include,
among others, stock market price impacts affecting
the market values of assets we manage, the effects of
regulatory and legislative changes, increases to the
cost of equity., specific industry or market sector
conditions, competitive forces, customer behaviors
and attiition, changes in revenne growth trends, cost
stractures and iechnology, and changes n interest
rates.

The market approach used by the Company was
primarily based on the “Guideline Public Company
Method™, which generally reflects publicly available
information for comparable businesses, and
incorporated earnings multiples from comparable
publicly-traded companies in industries similar to that
of the respective reporting unit. When appropriate,
comparable multiples were selected based on the
expected profitability of the reporting unit among
other factors.

The fair value of each reporting unit exceeded its
carrying value as of the date of the interim test. The
fair values of six of the Company’s reporting units
were substantially in excess of the respective
reporting vnit’s carrying value. The Asset
Management reporting unit, with $7.7 billion of
allocated goodwill, which is one of the two reposting
undis in the Investiment Management segment,
exceeded ifs carrying value by approximately 10:%.
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The fair value of the Asset Management reporting unit
was estimated using both an income approach and a
market approach. The Company estimated cash flows
based on a compound anpual operating income
arowth rate of approximately 16% through 2016 and
4.5% thexeafter, discounted at 12.0%. In addition, the
fair value of this reporting unit reflected a control
premium of 35%. Fair value estimates based ou the
two methods exceeded the camying value of the
reporting unit. For this reporting unit, in the future,
small changes in the assumptions could produce a
non-cash goodwill imparment, which would have no
effect on. our regulatory capital ratios. In addition to
the factors and assumptions previously discussed that
could affect all of the Compauy’s reporting units,
certain money market fee waiver practices and
changes in the level of assets under management
could have an effect on Asset Management broadly,
as well as the fair value of this reporting unit.

Key judgments in accounting for intangibles include
nseful life and classification between goodwill and
indefinite-lived intangibles or other intangibles

requiring amortization.

Indefinite-tived intangible assets are evaluated for
impairment at least annually by comparing their fair
values, estimated using discounted cash flow analyses,
to their carrying values. Other amortizing intangible
assets ($2.5 billion at Dec. 31, 2011} are evaluated for
impairment if events and circumstances indicate a
possible impairment. Such evaluation of other
intangible assets is initially based on undiscounted
cash flow projections.

See Notes 1 and 7 of the Notes to Consolidated
Finaucial Statements for additional information
regarding goodwill, intangible assets and the annual
and interim impairment testing.

Pension accounting

BNY Mellon has defined benefit pension plans
govering approximately 24,500 U.S. employees and
approximately 9,700 non-U.S. employees.

BNY Mellon has two qualified and several
non-qualified defined benefit pension plans in the
U.S. and several pension plans overseas. As of Dec.
31, 2011, the U.S. plans accounted for 84% of the
projected benefit obligation. The pension expense for
BNY Mellon plans was $93 million in 2011 compared
with $47 million in 2010 and a pension credit of $17
million in 2009,
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Fiffective Jan. 1, 2011, the U.S. pension plan was
amended to reduce benefits earned by partticipants for
service after 2010, and to freeze plan participation
such that no new employees will enter the plan after
Dec. 31, 2010. This change in the pension plan
reduced pension expense by §40 million m 2011.

A net pension expense of approximately $140 million
is expected to be recorded by BNY Mellon in 2012,
assuming currency exchange rates at Dec, 31, 2011
The expected increase in pension expense in 2012 is
primarily driven by the change in plan assumptions.

A number of key assumption and measurement date
values determine pension expense. The key elements
include the long-term rate of retumn on plan assets, the
discount rate, the market-related value of plan assets
and the price used to value stock in the ESOP. Since
2009, these key elements have varied as follows:

(dollars i millions,
except per share
amaunts) 2012 2011 2019 2009

Domestic plans:
Long-term rate of
retnrn on plan
assets 7.38%  7.50% 8004  8.00%
Discount tate 4.75 R 6.21 .38
Market-related
value of plan

assets (u 53,763 33,836 $38061  $3.651
ESOP stock
price {a) %$22.96 32048 92797  $33.12
Net LS. pension
credit/(expense) Na  § G 0§ 18 § R
Al other net pension
credit{expense) N/A {39) (32) (13)
Total net pension
credir/(expense) NA 0§ (9% % @) § 17

(a) Market-related value of plan assets and BESOP stock price
are for the beginning of the plan year. See “Summary of
significant accounting and reporiing policies” in Note 1 of
the Notes to Consoliduted Financial Statements.

The discount rate tor U.S. pension plans was
determined after reviewing equivalent rates obtained
by discounting the pension plans” expected cash fows
using various high-quality, long-term corporate bond
yield curves, We also reviewed the results of several
models that matched bonds to our pension cash flows.
After reviewing the various indices and maodels, we
selected a discount. rate of 4.75% as of Dec. 31, 2011.

The discount rates for foreign pension plans are based

on high-quality corporate bond rates in. countries that
have an active corporate bond market. In those
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countries with no active corporate bond market,
discount rates are based on local government bond
rates plus a credit gpread.

Our expected long-term rate of return on plan assets is
based on anticipated returns tor each applicable asset
class. Anticipated returns are weighted for the
expected allocation for each asset class. Anticipated
returns are based on forecasts for prospective retums
in the equity and fixed income markets, which should
track the long-term historical retwms for these
markets.

We also consider the growth outlook for U.S. and
global economies, as well as current and prospective
interest rates.

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

Unrecognized actuarial gains and losses are amortized
over the future service period of active employees if
they exceed a threshold amount. BNY Mellon
currently has $1.7 billion of unrecognized losses
which are being amortized.

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

Pension egpense
(dollar amounts in
miliions, except per
share amornts)

(Decrease) in
pension expense

Increase in
pension expanse

Long-erm rate of

relum on plan assets  (100)bps (S0} bps S0 bps 100 bps
Change in pension

eRpeNse $ 44 22 $(22) $ {44)
Discount rate GO bps  (25)bps 25 bps 50 bps
Change in pension

expense $ 36 $ 17 $(16) $ (32
Matket-related value of

plan assets Q0% {(10)% 10% 20%
Change in pension

expense $ 164 $ R4 $(82) $¢161)
ESOP stock price § (10) LI E)) 55 $ 10
Change in pension

EXPENse $ 14 3 7 5 (0) 32

In addition to its pension plans, BNY Mellon has an
Bmployee Stock Ownership Plan (“ESCOP”). Benefits
payable under The Bank of New York Mellon
Corporation Pension Plan ace offsct by the equivalent

value of benefits carned under the ESOP for
employees who participated in the legacy Retirement
Plan of The Bank of New York Company, Tne.

Consolidated balance sheet review

At Dec. 31, 2011, total assets were $325.3 billion
compared with $247.3 billion at Dec. 31, 2010. The
increage in consolidated total assets primarily resolted
from growth in client deposits. Deposits totaled
$219.1 billion at Dec. 31, 2011, and $145.3 billion at
Dee. 31, 2010. At Dec. 31, 2011, total interest-bearing
deposits were 48% of total interest-earning assets,
compared with 59% at Dec. 31, 2010. Total assets
averaged $291.1 billion in 2011, compared with
$237.8 billion in 2010. The increase in average assets
primarily reflects higher client deposit levels. Total
deposits averaged $182.7 billion in 2011 and $139.4
billion in 2010.

At Dec. 31,2011, we had $40.8 billion of liquid funds
and $94.4 billion of cash (including $90.2 billion of
overnight deposits with the Federal Reserve and other
central banks) Tor a total of $135.2 billion of available
funds. This compares with available funds of §77.6
billion at Dec. 31, 2010. Our percentage of Jiquid
assets Lo 1otal assets was 42% at Dec. 31, 2011,
compared with 31% at Dec. 31, 2010, At Dec. 31,
2011, of our $40.8 billion in liquid funds, $36.3
billion were placed in interest-bearing deposits with
large, highly-rated global financial institutions with a
weighted average life to maturity of approximately 56
days. Of the $36.3 billion, $7.5 billion was placed
with banks in the Furozone.

Tavestment securities were $82.0 billion or 25% of
total assets at Dec. 31, 2011, compared with $66.3
hillion or 27% of total assets at Dec. 31, 2010. The
increase primarily reflects a higher level of agency
residential mortgage-backed securities, U.S. Treasury
securities and sovereign securities, as well as an
improvement in the unrealized gain of our invesiment
secuarities portfolio.

Loans were $44.0 billion or 14% of total assets at
Dee. 31, 2011, compared with $37.8 billiont or 15% of
total assets at Dec. 31, 2010, The increase in loan
levels was primarily due to higher loans to brokes-
dealers.

Long-term debt increased to $19.9 billion at Dec. 31,
2011 from $16.5 billion at Dec. 31, 2010, primarily
due to the issvance of $5.1 billion of senior medivm-
term notes, partially offset by $1.3 billion of senior
and subordinated debt that matured in 2011 and $596
million of retail medinm-term notes that were called
n 2011,
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Results of Operations (continued)

Total sharcholders’ equity applicable to BNY Mellon
was $33.4 billion at Dec. 31, 2011 and $32.4 billion at
Dec. 31, 2010. The increase in total shareholders®
equity primarily reflects earnings retention and an
improvement in the valuation of our investment
securities portfolio, offset in part by share
repurchases.

BNY Mellon, through its involvement in the
Government Securities Clearing Corporation
(*GSCC™), settles government securities transactions
on a net basis for payment and delivery through the
Fed wire system. As a vesult, at Dec. 31, 2011, the
assets and liabilities of BN'Y Mellon were reduced by
$98 million for the netting of repurchase agresments
and reverse repurchase agreement transactions
executed with the same counterparty under

standardized Master Repurchase Agreements. This
netting is performed in accordance with the Financial
Accounting Standards Board (“FASB”) Interpretation
No. 41 (ASC Topic 210-20) “Offsetting of Amounts
Related to Certain Repurchase and Reverse
Repurchase Agreements.”

Investment securities

In the discussion of our investment securities
portfolio, we have included certain credit ratings
information because the imformation indicates the
degree of credit risk 1o which we are exposed, and
significant changes in ratings classifications for our
mvestment portfolio conld indicate increased credit
risk for us and could be accompanied by a reduction

in the fair value of our investment securities portfolio.

The following table shows the distribution of our total investment securities porttolio:

Inveshment securities porifolio

) Gty v I
Dec. 31, Changglig-] Dec.31, 2011 laas‘fa‘ ,’30“(15 Ratings
2010 ypyealized Amortized Talr  amortized  Unrealized AAA/ A+l BBB+/ BB+and Not
(dollars in milliens) Fair value  gainMloss) cogl  value cosl (@) gain/(loss) AA- A- BBB- lower raled
Watch list: (b)
Enropean floating rate notes (¢j  $ 4,636 $ 84 $ 3372 % 3,025 89 $(347) T % 23% 6% -G -Gy
Mon-agency RMBS 2,577 (59 2,130 1,730 76 (3500 21 15 12 52
Other 331 (%) 246 264 34 18 3 1 22 23 S1
Total Watch list (b} 7,544 20 5748 5,069 7% (679) 5G9 8 20 3
Agency RMBS 20,157 226 26,890 27,493 102 603 100 " -
ULS, Treasury securities 12,635 387 17,627 17,999 102 372 100 “
Sovereign debt/sovereign
guarantesd (d) 8,585 108 11,724 11,881 101 157 100 - - - -
Mon-agency RMBS re) 4,496 (401) 3,002 3,179 64 177 1 1 2 96 -
Commercial MBS 2,281 12 2,935 3,003 105 68 a4 14 2 -
State and political subdivisions 629 62 2787 2,806 101 19 7619 3 - 2
Foreign covered bonds (f) 2,868 31 2,410 2,425 101 15 99 1 . -
FDIC-insured debt 2474 (34 1,100 1,112 101 12 100 - - - -
ClLO - (23} 1,258 1,233 98 (25) 96 4 - - -
1.8, Government agency debt 1.008 28 932 958 103 20 1GO - - - -
Credit cards 517 (1) 393 397 101 4 16 &4 - B -
Other 3,178 27 4,139 4,183 101 44 38 30 4 -
Total investment. securities $66,369 () $ 440 $80,945 $81.738(g) 101% $793(g) 89% S% 1% 5% -G
(e} Amortized cost before impairments,
(B) The “Watch list” inchedes those securitivs we view as having a higher visk of impaivment charges,
() Includes RMBS, commercial MBS and other securities. See puge 37 for axposure By country.

{d)

Primarily comprised of exposure to United Kingdom. France, Germany and Netherlands.

(¢) These RMBS were included in the former Granter Trust and werve marked-to-market in 2009. We believe these RMBS would receive
highey cradit rofings if these ratings incorporated, as additional credit enkancement, the differance between the written-down
amaortized cost and the curvent face amourt of each of these securitias,

(i Primarily comprised of exposure to Germany and Canada.
(g

Includes net unreclized gains on devivatives hedging securitics available-for-sale of $60 million gt Dec. 31, 2020 and net unrealized

losses on devivatives hedging secuvities ovailoble~for-sale of $209 million at Dec. 31, 2011.
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Results of Operations (continued)

The fair value of our investment securities portfolio
was $81.7 billion. at Dec. 31, 2011, compared with
$66.4 billion at Dec. 31, 2010. The increase in the fair
value of the investment securities porttolio primarily
reflects a higher level of agency residential mortgage-
backed securities, U.S. Treasury securities and
sovereign securities, commensurate with our growth
in deposits, as well as an increase in the unrealized
gain of the securities portfolio. In 2011, we received
$1.3 billion of paydowns and sold $480 million of
sub-investment grade securities.

At Dec. 31, 2011, the total investment securities
portfolio had an unrealized pre-tax gain of $793
million compared with $353 million at Dec. 31, 2010.
The unrealized net of tax gain on our lavestment
securities available-for-sale portfolio included in
accumaulated other comprehensive income was $417
milfion at Dec. 31, 2011, compared with $151 million
atDec. 31, 2010. The improvement in the valuation of
the investment securities portfolio was driven by
improved valnations of agency RMBS and U.S.
Treasory securities, partially offset by declines in
valuations of certain non-agency residential mortgage-
backed securities.

In 2009, we established a Grantor Trust in comnection
with. the restructuring of our investment securities
portfolio. The Grantor Trust has been dissolved. The
securities held in the former Grantor Trust are
included in our investiment securities portfolio and
were marked down to approximately 60% of face
value in 2009. At Dec. 31, 2011, these securities were
trading above adjusted amortized cost with a total
umnrealized pre-tax gain of $177 million compared
with $578 million at Dec. 31, 2010,

At Dec. 31, 2011, 89% of the securities in our
portfolio were rated AAA/AA-, compared with 87%
at Dec. 31, 2010.

We routinely test our investment securities tor O'TTL
(See “Critical accountiog estimates” for additional
disclosure regarding OTTL)

At Dec. 31, 2011, we had $1.2 billion of accretable
discount related to the restructuring of the mvestment
securities portfolio. The discount related to these
transactions had a remaining average Jife of
approximately 3.9 years. The accretion of discount
related to these securities increases net interest
revenue and is recorded on a level yield basis. The
discount accretion totaled $391 million in 2011 and
$458 million in 2010,

Also, at Dec. 31, 2011, we had $1.7 billion of net
amortizable purchase premium relating to mvestment
securities with a remaining average life of
approximately 4.1 years. For these securities, the
amortization of net preminm decreased net interest
revenue and is recorded on a level yield basis, We
recorded net premivm amortization of $294 million in
2011 and $242 million in 2010.

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

Net securities gains (fosses)

(in millions) 2011 2010 2009
U.8. Treasury $ 77 $ 18 4 -
Agency RMBS 8 15 -
All-A RMBS 36 (13) (3,113)
Prime RMBS (1) (1,008)
Subprime RMBS (21 (43 {322)
Furopean floating rate notes 39 (33 (269)
Sovereign debt 36 - .
Home equity lines of credit - - (205)
Commercial MBS - - (8%9)
Grantor Trust - - (39
Credit cards - - (26)
ABS CDOs - - {23)
Other 24 17 (275)
Total net securities gaing
(losses} $48  $21 35,369

At Dec. 31, 2011, the investment securities portfolio
includes $95 million of assets not accruing interest.
These securities are held at market value.

The following table shows the fair value of the
Buropean floating rate notes by geographical location
at Dec. 31, 2011, The unrealized loss on these
securities was $347 million at Dec. 31, 2011, a
decrease of 19% compared with $431 million at
Dec. 31, 2010.

European floating rate notes at Dec. 31, 2011 (4)

Total
fair
(in millions) RMBS  Other value
United Kingdom 31,225  $259  $1484
Netherlands 731 47 798
Ireland 182 3 205
Italy 155 - 155
Luxembourg - 140 140
Aunstralia 101 - 101
Germany - 101 101
Spain 27 - 27
France 4q 10 1¢l
Total 2,445 8580 §3,025

(a) 71% of these securities are in the AAA to AA- ratings

category.
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Results of Operations (continued)

See Note 22 of the Notes to Conscolidated Financial
Statements for the detail of securities by level in the
fair value hierarchy.

Equity investments

We also have equity investiments categorized as other
assets. Included in other assets are (parenthetical
amounts indicate carrying values at Dec. 31, 2011):
joint ventures and other equity investments (§1.6
billion), seed capital ($48 million), Federal Reserve
Bank stock ($429 million), private equity investments
($122 million), and tax advantaged low-income
housing investments ($477 million). For additional
information on the fair value of owr private equity
investments and seed capital, see Note 22 of the Notes
to Consolidaled Financial Statements.

Our equity investment in Wing Hang Bank Limited
(“Wing Hang™), which is located in Hong Kong, had a
fair value of $499 million (book value of $399
million) based on its share price at Dec, 31, 2011, An
agreement with certain other shareholders of Wing
Hang prohibits the sale of this interest without thelr
permission. In 2011, we elected to receive a stock
dividend from Wing Hang with a value of $12 million

(or 1.1 million shares). In 2010 and 2009, we received
cash dividends from Wing Hang of $6 million and $2
million, respectively.

Private equity activities consist of investments in
private equity finds, mezzanine financings, and direct
equity investments. Consistent with our policy to
focus on our core activities, we continue to reduce our
exposure to these activities. The carrying and fair
value of our private equity investments was $122
million at Dec. 31, 2011, down $21 million from $143
miltion at Dec. 31, 2010, AtDec. 31, 2011, private
equity investments consisted of investments in private
equity funds of $115 million, direct equity of less than
$1 million, and leveraged bond fonds of §7 million,
Investment income was $18 million in 2011,

At Dec. 31, 2011, we had $22 million of unfunded
mvestment conmitments to private equity funds. If
unused, the commitments expire between 2012 and
2015

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

Loans
‘I'otal exposure — consolidated Dec, 31, 2011 Dec. 31, 2010
Unfonded Total Unfonded Total
(in billions) Loans  commibments exposure .oans Commtments exposure
Non-margin loans:
Financial institutions $11.1 $15.5 $266 %93 $15.8 $25.1
Commercial 1.3 16.3 176 1.6 18.8 20.4
Subtotal institutional 12.4 318 44.2 10.9 34.6 455
Wealth management loans and morigages 7.3 1.5 8.8 6.5 1.8 8.3
Copamercial real estate 1.5 15 30 1.6 1.6 32
I.eage financing 2.6 - 2.6 3.1 0.1 3.2
Other residential mortgages 1.9 - 1.9 2.1 - 2.1
Overdrafts 4.8 - 4.8 6.0 - 6.0
Other 0.7 - 0.7 0.8 - 0.8
Subtotal non-margin loms 31.2 348 66.0 31.0 38.1 69,1
Margin loans 12.8 0.7 13.8 6.8 - 6.8
Total $44.0 $35.5 $79.5 $37.8 $38.1 $75.9

At Dec. 31, 2011, total exposures were $79.5 billion,
an increase of 5% from $75.9 billion at Dec. 31, 2010,
This increase primarily reflects higher secured term
Loans to broker-dealers in the margin loans portfolio
and higher other margin loans, partially offset by
lower commercial exposure, overdrafis and lease
financing exposure.

38 BNY Mellon

Our financial ipstitations and commercial portfolios
comprise our largest concentrated risk. These
portfolios make up 56% of our tolal lending exposure.
Additionally, a substantial portion of our overdrafts
refate to financial nstitutions and commercial
customers.
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