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GENERAL
State Street Corporation, referred to as the 

parent company, is a financial holding company 
organized in 1969 under the laws of the 
Commonwealth of Massachusetts.  For purposes of 
this Disclosure, unless the context requires otherwise, 
references to “State Street,” “we,” “us,” “our” or similar 
terms mean State Street Corporation and its 
subsidiaries on a consolidated basis.  The parent 
company provides financial and managerial support 
to our legal and operating subsidiaries.  Through our 
subsidiaries, including our principal banking 
subsidiary, State Street Bank and Trust Company, 
referred to as State Street Bank, we provide a broad 
range of financial products and services to 
institutional investors worldwide. 

As of March 31, 2015, we had consolidated total 
assets of $279.48 billion, consolidated total deposits 
of $211.35 billion, consolidated total shareholders' 
equity of $20.82 billion and 30,495 employees.  We 
are a leader in providing financial services and 
products to meet the needs of institutional investors 
worldwide, with $28.49 trillion of assets under custody 
and administration and $2.44 trillion of assets under 
management as of March 31, 2015. 

We prepare our consolidated financial 
statements in conformity with accounting principles 
generally accepted in the U.S., referred to as GAAP.  
Our consolidated financial statements include the 
accounts of our parent company and its majority- and 
wholly-owned subsidiaries, including State Street 
Bank. All material inter-company transactions and 
balances have been eliminated.  

We make available on the “Investor Relations” 
section of our corporate website at 
www.statestreet.com, free of charge, all reports we 
electronically file with, or furnish to, the Securities and 
Exchange Commission, or SEC, including our Annual 
Reports on Form 10-K, Quarterly Reports on Form 
10-Q and Current Reports on Form 8-K, as well as 
any amendments to those reports, as soon as 
reasonably practicable after those documents have 
been filed with, or furnished to, the SEC.  These 
documents are also accessible on the SEC’s website 
at www.sec.gov.  We have included the website 
addresses of State Street and the SEC in this report 
as inactive textual references only.  Information on 
those websites is not part of this Basel III public 
disclosure. 

The Disclosure provided herein is required by 
the Basel III regulatory capital rules issued by the 
Board of Governors of the Federal Reserve System, 
referred to as the Federal Reserve, in 2013, which we 
refer to as the Basel III final rule.  The Disclosure 
provides qualitative and quantitative information 
about regulatory capital, calculated in conformity with 
the "advanced approaches" provisions of the Basel III 

final rule, for State Street and, where applicable, 
State Street Bank as of March 31, 2015.  The 
Disclosure also provides qualitative and quantitative 
information about the market risk associated with our 
trading activities and our related VaR and stressed-
VaR measures.  This market risk disclosure is 
required by the final market risk capital rule issued by 
the Federal Reserve in 2012 and applicable to us 
since January 1, 2013.  Beginning with reporting for 
March 31, 2015, State Street also includes a 
supplementary leverage ratio disclosure with this 
Basel Disclosure. 

We expect to update this Disclosure on a 
quarterly basis and make it available on the "Investor 
Relations" section of our corporate website.  The 
information presented in this Disclosure may not be 
consistent with GAAP, and may differ, in presentation, 
form or otherwise, from similar information, or 
disclosures on similar topics, provided in our SEC 
filings.  In addition, the information provided in this 
Disclosure may also differ from, and may not be 
comparable to, similar disclosures made by other 
banking organizations.  The information provided in 
this Disclosure is not required to be, and has not 
been, audited by our independent registered public 
accounting firm.

The regulatory capital ratios as of March 31, 
2015 presented in this Disclosure were calculated in 
conformity with the advanced approaches provisions 
of the Basel III final rule as well as the final rules 
implementing a supplementary leverage ratio (SLR).  
These ratios reflect calculations and determinations 
with respect to our capital and related matters as of 
March 31, 2015, based on State Street and external 
data, quantitative formulae, statistical models, 
historical correlations and assumptions, collectively 
referred to as “advanced systems,” in effect and used 
by State Street for those purposes as of the time we 
made this Disclosure available on our corporate 
website.  Significant components of these advanced 
systems involve the exercise of judgment by us and 
our regulators, and our advanced systems may not 
accurately represent or calculate the scenarios, 
circumstances, outputs or other results for which they 
are designed or intended.  

Due to the influence of changes in these 
advanced systems, whether resulting from changes in 
data inputs, regulation or regulatory supervision or 
interpretation, State Street-specific or market 
activities or experiences or other updates or factors, 
we expect that our advanced systems and our capital 
ratios calculated in conformity with the Basel III final 
rule will change and may be volatile over time, and 
that those latter changes or volatility could be material 
as calculated and measured from period to period. 

 Models implemented under the Basel III final 
rule, particularly those implementing the advanced 
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approaches, remain subject to regulatory review and 
approval.  The full effects of the Basel III final rule on 
State Street and State Street Bank are therefore 
subject to further evaluation and also to further 
regulatory guidance, action or rule-making. 

FORWARD-LOOKING STATEMENTS
This Disclosure, as well as other reports 

submitted by us under the Securities Exchange Act of 
1934, registration statements filed by us under the 
Securities Act of 1933, our annual report to 
shareholders and other public statements we may 
make, contain statements that are considered 
“forward-looking statements” within the meaning of 
U.S. securities laws, including statements about our 
goals and expectations regarding our business, 
financial and capital condition, results of operations, 
strategies, financial portfolio performance, dividend 
and stock purchase programs, expected outcomes of 
legal proceedings, market growth, acquisitions, joint 
ventures and divestitures and new technologies, 
services and opportunities, as well as regarding 
industry, regulatory, economic and market trends, 
initiatives and developments, the business 
environment and other matters.

Terminology such as “plan,” “expect,” “intend,” 
“objective,” “forecast,” “outlook,” “believe,” 
“anticipate,” “estimate,” “seek,” “may,” “will,” “trend,” 
“target,” “strategy” and “goal,” or similar statements or 
variations of such terms, are intended to identify 
forward-looking statements, although not all forward-
looking statements contain such terms.

Forward-looking statements are subject to 
various risks and uncertainties, which change over 
time, are based on management's expectations and 
assumptions at the time the statements are made, 
and are not guarantees of future results.   
Management's expectations and assumptions, and 
the continued validity of the forward-looking 
statements, are subject to change due to a broad 
range of factors affecting the national and global 
economies, regulatory environment and the equity, 
debt, currency and other financial markets, as well as 
factors specific to State Street and its subsidiaries, 
including State Street Bank.  Factors that could cause 
changes in the expectations or assumptions on which 
forward-looking statements are based cannot be 
foreseen with certainty and include, but are not 
limited to:

• the financial strength and continuing viability 
of the counterparties with which we or our 
clients do business and to which we have 
investment, credit or financial exposure, 
including, for example, the direct and indirect 
effects on counterparties of the sovereign-
debt risks in the U.S., Europe and other 
regions;  

• increases in the volatility of, or declines in the 
level of, our net interest revenue, changes in 
the composition or valuation of the assets 
recorded in our consolidated statement of 
condition (and our ability to measure the fair 
value of investment securities) and the 
possibility that we may change the manner in 
which we fund those assets;

• the liquidity of the U.S. and international 
securities markets, particularly the markets 
for fixed-income securities and inter-bank 
credits, and the liquidity requirements of our 
clients;  

• the level and volatility of interest rates, the 
valuation of the U.S. dollar relative to other 
currencies in which we record revenue or 
accrue expenses and the performance and 
volatility of securities, credit, currency and 
other markets in the U.S. and internationally;  

• the credit quality, credit-agency ratings and 
fair values of the securities in our investment 
securities portfolio, a deterioration or 
downgrade of which could lead to other-than-
temporary impairment of the respective 
securities and the recognition of an 
impairment loss in our consolidated 
statement of income;  

• our ability to attract deposits and other low-
cost, short-term funding, the relative portion 
of our deposits that are determined to be 
operational under regulatory guidelines and 
our ability to deploy deposits in a profitable 
manner consistent with our liquidity 
requirements and risk profile;  

• the manner and timing with which the Federal 
Reserve and other U.S. and foreign 
regulators implement changes to the 
regulatory framework applicable to our 
operations, including implementation of the 
Dodd-Frank Act, the Basel III final rule and 
European legislation (such as the Alternative 
Investment Fund Managers Directive and 
Undertakings for Collective Investment in 
Transferable Securities Directives); among 
other consequences, these regulatory 
changes impact the levels of regulatory 
capital we must maintain, acceptable levels 
of credit exposure to third parties, margin 
requirements applicable to derivatives, and 
restrictions on banking and financial 
activities.  In addition, our regulatory posture 
and related expenses have been and will 
continue to be affected by changes in 
regulatory expectations for global 
systemically important financial institutions 
applicable to, among other things, risk 
management, capital planning and  
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compliance programs, and changes in 
governmental enforcement approaches to 
perceived failures to comply with regulatory 
or legal obligations;

• adverse changes in the regulatory ratios that 
we are required or will be required to meet, 
whether arising under the Dodd-Frank Act or 
the Basel III final rule, or due to changes in 
regulatory positions, practices or regulations 
in jurisdictions in which we engage in banking 
activities, including changes in internal or 
external data, formulae, models, assumptions 
or other advanced systems used in the 
calculation of our capital ratios that cause 
changes in those ratios as they are measured 
from period to period;  

• increasing requirements to obtain the prior 
approval of the Federal Reserve or our other 
U.S. and non-U.S. regulators for the use, 
allocation or distribution of our capital or other 
specific capital actions or programs, including 
acquisitions, dividends and stock purchases, 
without which our growth plans, distributions 
to shareholders, share repurchase programs 
or other capital initiatives may be restricted;  

• changes in law or regulation, or the 
enforcement of law or regulation, that may 
adversely affect our business activities or 
those of our clients or our counterparties, and 
the products or services that we sell, 
including additional or increased taxes or 
assessments thereon, capital adequacy 
requirements, margin requirements and 
changes that expose us to risks related to the 
adequacy of our controls or compliance 
programs; 

• financial market disruptions or economic 
recession, whether in the U.S., Europe, Asia 
or other regions;  

• our ability to promote a strong culture of risk 
management, operating controls, compliance 
oversight and governance that meet our 
expectations and those of our clients and our 
regulators; 

• the results of, and costs associated with, 
governmental or regulatory inquiries and 
investigations, litigation and similar claims, 
disputes, or proceedings; 

• the potential for losses arising from our 
investments in sponsored investment funds; 

• the possibility that our clients will incur 
substantial losses in investment pools for 
which we act as agent, and the possibility of 
significant reductions in the liquidity or 
valuation of assets underlying those pools;  

• our ability to anticipate and manage the level 
and timing of redemptions and withdrawals 
from our collateral pools and other collective 
investment products; 

• the credit agency ratings of our debt and 
depository obligations and investor and client 
perceptions of our financial strength;  

• adverse publicity, whether specific to State 
Street or regarding other industry participants 
or industry-wide factors, or other reputational 
harm;  

• our ability to control operational risks, data 
security breach risks and outsourcing risks, 
our ability to protect our intellectual property 
rights, the possibility of errors in the 
quantitative models we use to manage our 
business and the possibility that our controls 
will prove insufficient, fail or be circumvented; 

• our ability to expand our use of technology to 
enhance the efficiency, accuracy and 
reliability of our operations and our 
dependencies on information technology and 
our ability to control related risks, including 
cyber-crime and other threats to our 
information technology infrastructure and 
systems and their effective operation both 
independently and with external systems, and 
complexities and costs of protecting the 
security of our systems and data;  

• our ability to grow revenue, manage 
expenses, attract and retain highly skilled 
people and raise the capital necessary to 
achieve our business goals and comply with 
regulatory requirements and expectations; 

• changes or potential changes to the 
competitive environment, including changes 
due to regulatory and technological changes, 
the effects of industry consolidation and 
perceptions of State Street as a suitable 
service provider or counterparty; 

• changes or potential changes in the amount 
of compensation we receive from clients for 
our services, and the mix of services 
provided by us that clients choose;

• our ability to complete acquisitions, joint 
ventures and divestitures, including the ability 
to obtain regulatory approvals, the ability to 
arrange financing as required and the ability 
to satisfy closing conditions; 

• the risks that our acquired businesses and 
joint ventures will not achieve their 
anticipated financial and operational benefits 
or will not be integrated successfully, or that 
the integration will take longer than 
anticipated, that expected synergies will not 
be achieved or unexpected negative 
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synergies or liabilities will be experienced, 
that client and deposit retention goals will not 
be met, that other regulatory or operational 
challenges will be experienced, and that 
disruptions from the transaction will harm our 
relationships with our clients, our employees 
or regulators;  

• our ability to recognize emerging needs of 
our clients and to develop products that are 
responsive to such trends and profitable to 
us, the performance of and demand for the 
products and services we offer, and the 
potential for new products and services to 
impose additional costs on us and expose us 
to increased operational risk;  

• changes in accounting standards and 
practices; and  

• changes in tax legislation and in the 
interpretation of existing tax laws by U.S. and 
non-U.S. tax authorities that affect the 
amount of taxes due. 

Actual outcomes and results may differ 
materially from what is expressed in our forward-
looking statements and from our historical financial 
results due to the factors discussed in this Disclosure 
or disclosed in our filings with the SEC, including our 
annual report or Form 10-K for the fiscal year ended 
December 31, 2014 and the risk factors described 
therein.  Forward-looking statements should not be 
relied on as representing our expectations or beliefs 
as of any date subsequent to the time this Disclosure 
is made available on our corporate website.  We 
undertake no obligation to revise our forward-looking 
statements after the time they are made.  The factors 
discussed are not intended to be a complete 
statement of all risks and uncertainties that may affect 
our businesses.  We cannot anticipate all 
developments that may adversely affect our business 
or operations or our consolidated results of 
operations, financial condition or cash flows.

Forward-looking statements should not be 
viewed as predictions, and should not be the primary 
basis on which investors evaluate State Street.  Any 
investor in State Street should consider all risks and 
uncertainties disclosed in our SEC filings, including 
our filings under the Securities Exchange Act of 1934, 
in particular our reports on Forms 10-K, 10-Q and 8-
K, or registration statements filed under the Securities 
Act of 1933, all of which are accessible on the SEC's 
website at www.sec.gov or on the “Investor Relations” 
section of our corporate website at 
www.statestreet.com.
OVERVIEW

As of December 31, 2013, we were subject to 
the generally applicable minimum regulatory capital 
requirements enforced by U.S. banking regulators, 
referred to as Basel I.  These requirements were 

based on a 1988 international accord developed by 
the Basel Committee on Banking Supervision, 
referred to as the Basel Committee.  

In 2004, the Basel Committee released an 
enhanced capital adequacy framework, referred to as 
Basel II, which required large, internationally active 
banking organizations, such as State Street, that 
generally rely on sophisticated risk management and 
measurement systems, to better align the use of 
those systems with their determination of regulatory 
capital requirements.  In 2007, U.S. banking 
regulators jointly issued final rules to implement the 
Basel II framework in the U.S., with its effectiveness 
for each banking organization subject to completion 
of a required qualification period, referred to as 
parallel run. 

In 2010, in response to the financial crisis and 
ongoing global financial market dynamics, the Basel 
Committee proposed two significant reforms to the 
Basel II capital framework.  The first proposed reform 
consisted of changes to the market risk capital 
framework associated with Basel I and Basel II which 
had been in place since 1996.  These changes 
required banking organizations with significant trading 
activities, as defined in the proposal, to calculate their 
regulatory risk-based capital ratios to better capture 
the market risks inherent in their trading activities.  In 
2012, U.S. banking regulators jointly issued a final 
market risk capital rule to implement the changes to 
the market risk capital framework in the U.S.  The 
final market risk capital rule became effective and 
was applicable to State Street on January 1, 2013, 
and replaced the market risk capital framework 
associated with Basel I and Basel II.   

Among other things, the final market risk capital 
rule requires us to use internal models to calculate 
daily measures of Value-at-Risk, referred to as VaR, 
that reflect general market risk for certain of our 
trading positions defined by the rule as “covered 
positions,” as well as stressed-VaR measures to 
supplement the VaR measures.  The rule also 
requires a public disclosure composed of qualitative 
and quantitative information about the market risk 
associated with our trading activities and our related 
VaR and stressed-VaR measures.  The qualitative 
and quantitative information required by the rule is 
provided under "Market Risk" in this Disclosure.    

The second proposed reform to the Basel II 
capital framework consisted of comprehensive 
revisions and enhancements to Basel II, referred to 
as Basel III.  In 2013, U.S. banking regulators jointly 
issued a final rule implementing the Basel III 
framework in the U.S.  Provisions of the Basel III final 
rule become effective under a transition timetable 
which began on January 1, 2014, with full 
implementation required beginning on January 1, 
2019.  As provided in the Basel III final rule, banking 
organizations in their Basel II parallel run were 
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required to complete a superseding parallel run under 
Basel III.  

The Basel III final rule provides for two 
frameworks: the “standardized” approach, intended to 
replace Basel I, and the “advanced” approaches, 
applicable to advanced approaches banking 
organizations, like State Street, as originally defined 
under Basel II.  The standardized approach modifies 
the provisions of Basel I related to the calculation of 
Risk-Weighted Assets, referred to as RWA, and 
prescribes new standardized risk weights for certain 
on- and off-balance sheet exposures.  

The advanced approaches consist of the 
Advanced Internal Ratings-Based, or AIRB, approach 
used for the calculation of RWA related to credit risk, 
and the Advanced Measurement Approaches, or 
AMA, used for the calculation of RWA related to 
operational risk.  RWA related to market risk continue 
to be calculated in conformity with the final market 
risk capital rule described above.

The calculation of RWA under the Basel III 
advanced approaches becomes effective upon a 
banking organization's exit from its parallel run.  The 
calculation of RWA under the Basel III standardized 
approach has become effective on January 1, 2015.  

We were notified by the Federal Reserve on 
February 21, 2014 that we completed our parallel run 
and would be required to begin using the advanced 
approaches described above beginning with the 
second quarter of 2014.  Pursuant to this notification, 
we began to use the advanced approaches to 
calculate and publicly disclose our regulatory capital 
ratios beginning with the second quarter of 2014.  

As required by the Dodd-Frank Wall Street 
Reform and Consumer Protection Act (Dodd-Frank 
Act) enacted in 2010, we and State Street Bank, as 
advanced approaches banking organizations, are 
subject to a permanent "capital floor", also referred to 
as the Collins Amendment, in the assessment of our 
regulatory capital adequacy, including a capital 
conservation buffer and a countercyclical capital 
buffer (both buffers are more fully described below 
under "Regulation and Supervision - Regulatory 
Capital Adequacy").  Effective January 1, 2014, this 
capital floor was based on the provisions of Basel I, 
as adjusted by the previously described final market 
risk capital rule.  Beginning on January 1, 2015, this 
capital floor is based on the standardized approach 
as per the provisions of the Basel III Final Rule.  

The requirement for the capital conservation 
buffer will be phased in beginning on January 1, 
2016, with full implementation by January 1, 2019.  
The countercyclical buffer is currently set to zero by 
the agencies. 

The methods used in the calculation of our and 
State Street Bank's risk-based capital ratios will 
change as the provisions of the Basel III final rule 

related to the numerator (capital) and denominator 
(RWA) are phased in, and as we begin calculating our 
RWA using the advanced and standardized 
approaches.  These ongoing methodological changes 
may result in differences in our reported capital ratios 
from one reporting period to the next that are 
independent of applicable changes to our capital 
base, our asset composition, our off-balance sheet 
exposures or our risk profile.  

Prior to exiting our parallel run in the second 
quarter of 2014, we calculated our RWA using the 
provisions of Basel I.  Beginning with the second 
quarter of 2014 and ending with the fourth quarter of 
2014, we were required to calculate our RWA for 
each of our risk-based capital ratios using both the 
provisions of Basel I and the advanced approaches 
provisions of the Basel III final rule.  For regulatory 
assessment purposes, from April 1, 2014 through 
December 31, 2014, the RWA used in determining 
our risk-based capital ratios were the higher of those 
calculated under the provisions of Basel I and those 
calculated under the advanced approaches 
provisions of the Basel III final rule as described 
above. From January 1, 2015 going forward, our risk-
based capital ratios for regulatory assessment 
purposes will be the lower of each ratio calculated 
under the standardized approach and the advanced 
approaches. 

In 2014, U.S. federal banking regulators issued 
final rules implementing a supplementary leverage 
ratio (SLR), for certain bank holding companies, like 
State Street, and their insured depository institution 
subsidiaries, like State Street Bank.  We refer to 
these final rules as the SLR final rule.  Under the SLR 
final rule, upon implementation as of January 1, 2018, 
(i) State Street Bank must maintain an SLR of at least 
6% to be well capitalized under the U.S. banking 
regulators’ Prompt Corrective Action framework and 
(ii) if State Street maintains an SLR of at least 5%, it 
is not subject to limitations on distribution and 
discretionary bonus payments under the SLR final 
rule.  Beginning with this disclosure as of March 31, 
2015, State Street is required to include an SLR 
disclosure, calculated on a transitional basis, with its 
other Basel disclosures.
REGULATION AND SUPERVISION
Regulatory Restrictions

Our and State Street Bank's primary federal 
banking regulator in the U.S. is the Federal Reserve.  
Federal banking regulations place certain restrictions 
on dividends paid by banking subsidiaries to their 
parent company.  The Federal Reserve has the 
authority to prohibit or to limit the payment of 
dividends by the banking organizations it supervises, 
including us and State Street Bank, if, in the Federal 
Reserve’s opinion, the payment of a dividend would 
constitute an unsafe or unsound practice in light of 
the financial condition of the banking organization.  All 
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of these policies and other requirements could affect 
our ability to pay dividends and purchase our 
common stock, or require us to provide capital 
assistance to State Street Bank and/or any other 
banking subsidiary.  

Currently, payments of future common stock 
dividends by our parent company to its shareholders, 
as well as purchases by our parent company of our 
common stock, are subject to the review of our capital 
plan by the Federal Reserve in connection with its 
annual Comprehensive Capital Analysis and Review 
process, referred to as CCAR.  Federal regulations 
also require that extensions of credit by State Street 
Bank to certain affiliates, including the parent 
company, be secured by specific collateral, that the 
extension of credit to any one affiliate be limited to 
10% of State Street Bank’s capital and surplus, as 
defined, and that extensions of credit to all such 
affiliates be limited to 20% of State Street Bank’s 
capital and surplus.  Additional information about 
these restrictions is provided under Item 5 included in 
our 2014 Form 10-K, pages 43 through 46. 

Provisions of the Federal Reserve Act require 
that the Federal Reserve approve the payment of 
dividends by State Street Bank to our parent 
company if the total amount of all dividends declared 
by State Street Bank in any calendar year, including 
any proposed dividend, would exceed the total of its 
net income for such calendar year plus its “retained 
net income” for the preceding two calendar years.  
For these purposes, “retained net income,” as of any 
date of determination, is defined as an amount equal 
to State Street Bank's net income less any dividends 

declared during such year. In determining the amount 
of dividends that are payable, the total of State Street 
Bank's net income for the current year and its 
retained net income for the preceding two calendar 
years is reduced by any net losses incurred in the 
current or preceding two-year period and by any 
required transfers to surplus or to a fund for the 
retirement of preferred stock. 

Prior Federal Reserve approval also must be 
obtained if a proposed dividend by State Street Bank 
would exceed its “undivided profits,” also referred to 
as retained earnings, as reported in its regulatory 
reports filed with U.S. banking regulators. State Street 
Bank may include in its undivided profits amounts 
contained in its surplus account, if the amounts reflect 
transfers of undivided profits made in prior periods 
and if the Federal Reserve's approval for the transfer 
back to undivided profits has been obtained. 

Under the Prompt Corrective Action, or PCA, 
provisions of the Federal Deposit Insurance 
Corporation Improvement Act of 1991, referred to as 
FDICIA, State Street Bank may not pay a dividend 
when it is deemed, under the PCA provisions, to be 
under-capitalized, or when the payment of the 
dividend would cause State Street Bank to be under-
capitalized.  If State Street Bank is under-capitalized 
under the PCA provisions, it must cease paying 
dividends for so long as it is deemed to be under-
capitalized. Once earnings have begun to improve 
and an adequate capital position has been restored, 
dividend payments may resume in conformity with 
federal statutory limitations and guidelines. 

The following table presents the time line for the minimum ratio requirements under the PCA provisions: 

PROMPT CORRECTIVE ACTION PROVISIONS

Well Capitalized Adequately Capitalized
January 1,

2015
January 1,

2018
January 1,

2019
January 1,

2015
January 1,

2018
January 1,

2019

Common equity tier 1 risk-based
capital 6.5% 6.5% 6.5% 4.5% 4.5% 4.5%
Tier 1 risk-based capital 8.0 8.0 8.0 6.0 6.0 6.0
Total risk-based capital 10.0 10.0 10.0 8.0 8.0 8.0

Capital conservation buffer(1)(2) 2.5 2.5

Supplementary leverage ratio (SLR)(3) 6.0 6.0 6.0 6.0

(1)  The capital conservation buffer is not part of the PCA provisions, but is required by the Basel III final rule to avoid restrictions 
on capital distributions and discretionary bonus payments.

(2)  In addition to the capital conservation buffer, the countercyclical capital buffer, also not part of the PCA provisions, could add 
an additional required minimum of 2.5%; such countercyclical buffer is currently set at zero by U.S. banking regulators.

(3) State Street Bank, as an insured depository institution subsidiary of State Street, a U.S. G-SIB, is required to comply with a 
higher minimum SLR requirement of 6%.
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Regulatory Capital Adequacy 
Among other things, the Basel III final rule does 

the following:
• Adds new requirements for a minimum 

common equity tier 1, risk-based capital ratio 
of 4.5% and a minimum supplementary tier 1 
leverage ratio of 3% for advanced banking 
organizations; 

• Raises the minimum tier 1 risk-based capital 
ratio from 4% under Basel I and Basel II to 
6%; 

• Leaves the existing, minimum total capital 
ratio at 8%;

• Implements, with future effective dates, the 
previously referenced capital conservation 
and countercyclical capital buffers, both more 
fully described below;

• Implements the previously described 
standardized approach to replace the 
calculation of RWA under Basel I; and

• Implements, effective upon a relevant 
banking organization's exit from its parallel 
run, the advanced approaches for the 
calculation of RWA.  

The Basel III final rule also incorporates the 
above-described final market risk capital rule to 
create a single and comprehensive regulatory capital 
adequacy framework.

Additionally, beginning with 2018, the 
supplementary leverage ratio rule introduces a higher 
minimum requirement for the eight U.S. G-SIBs of at 
least 6% for the insured banking entity (State Street 
Bank) in order to be well capitalized under the U.S. 
banking regulators’ Prompt Corrective Action 
framework, as well as a requirement of a minimum of 
5% for the holding company (State Street) in order to 
avoid any limitations on distributions and 
discretionary bonus payments. 

Under the Basel III final rule, a banking 
organization would be able to make capital 
distributions, subject to other regulatory constraints, 
such as regulator review of its capital plans, and 
discretionary bonus payments without specified 
limitations, as long as it maintains the required capital 
conservation buffer of 2.5% over the minimum 
required common equity tier 1 risk-based capital ratio 
and each of the minimum required tier 1 and total 
risk-based capital ratios (plus any potentially 
applicable countercyclical capital buffer).  Banking 
regulators would establish the minimum 
countercyclical capital buffer, which is initially set by 
banking regulators at zero, up to a maximum of 2.5% 
of total risk-weighted assets under certain economic 
conditions. 

Regulatory Capital Requirements
Under the Basel III final rule, our total regulatory 

capital is divided into three tiers, composed of common 
equity tier 1 capital, tier 1 capital (which includes 
common equity tier 1 capital), and tier 2 capital.  The 
total of tier 1 and tier 2 capital, adjusted as applicable, 
is referred to as total regulatory capital.  

Common equity tier 1 capital is composed of 
core capital elements, such as qualifying common 
shareholders' equity and related surplus; retained 
earnings; the cumulative effect of foreign currency 
translation; and net unrealized gains (losses) on debt 
and equity securities classified as available for sale; 
reduced by treasury stock.  Subject to certain phase-
in or phase-out provisions, tier 1 capital is composed 
of common equity tier 1 capital plus additional tier 1 
capital composed of qualifying perpetual preferred 
stock, minority interests and trust preferred capital 
securities.  Goodwill and other intangible assets, net 
of related deferred tax liabilities, are deducted from 
tier 1 capital.  Subject to certain phase-in or phase-
out provisions, tier 2 capital is composed primarily of 
qualifying subordinated long-term debt (limited to 
50% of tier 1 capital) and a portion of trust preferred 
capital securities.  Tier 2 capital, in total, is limited to 
100% of tier 1 capital. 

Certain other items, if applicable, must be 
deducted from tier 1 and tier 2 capital.  These items 
primarily include deductible investments in 
unconsolidated banking, financial and insurance 
entities where we hold more than 50% of the entities' 
capital, and the amount of expected credit losses that 
exceeds recorded allowances for loan and other 
credit losses.  Expected credit losses are calculated 
for wholesale credit exposures by formula in 
conformity with the Basel III final rule.     

The tier 1 risk-based capital ratio is a principal 
measure of capital adequacy for internationally active 
banking organizations.  Under the Basel III 
framework, the ratio compares a banking 
organization's tier 1 capital with the sum of its total 
RWA associated with credit risk, operational risk and 
market risk.  In conformity with the Basel III final rule, 
we calculate our required capital and total RWA 
associated with credit risk, operational risk and 
market risk primarily through the use of internal 
models.  

As an advanced approaches banking 
organization in the U.S., we are required by Basel III 
to apply the AIRB approach in the calculation of our 
RWA related to credit risk.  We calculate RWA for 
over 90% of our on- and off-balance sheet exposures 
associated with credit risk using internal risk-rating 
models under the AIRB approach.  

The AIRB approach categorizes credit 
exposures into five types for the calculation of RWA:

• Wholesale
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• Securitizations
• Equity 
• Retail
• All Other
Our credit exposures fall predominantly into the 

"wholesale" and "securitizations" categories.  We 
have no credit exposures in the "retail" category.  The 
“All Other” category consists of exposures not 
categorized as any of the other types listed above, as 
well as any credit exposures defined by us as "not 
material," where we do not apply the AIRB approach 
to calculate related RWA. 

As required by Basel III, RWA for the above-
described categories are aggregated and multiplied 
by a scaling factor of 1.06; this scaling factor is 
designed to avoid an unacceptable decline in our 
existing capital requirement resulting from our 
calculation of RWA under the new rule.

As an advanced approaches banking 
organization in the U.S., we are required by Basel III 
to apply the AMA in the calculation of our RWA 
related to operational risk.  Additional information 
about our process to manage operational risk and 
quantify required operational risk capital and RWA is 
provided under "Operational Risk" in this Disclosure.  

We calculate our RWA related to market risk 
associated with our trading activities based on our 
measures of VaR and stressed VaR in conformity with 
the requirements of the previously described final 
market risk capital rule.   Additional information about 
the market risk associated with our trading activities 
and our related VaR and stressed-VaR measures is 
provided under "Market Risk" in this Disclosure.
REGULATORY CAPITAL MANAGEMENT 

Our objective with respect to regulatory capital 
management is to maintain a strong capital base in 
order to provide financial flexibility for our business 
needs, including funding corporate growth and 
supporting clients’ cash management needs, and to 
provide protection against loss to depositors and 
creditors. We strive to maintain an appropriate level 
of capital, commensurate with our risk profile, on 
which an appropriate return to shareholders is 
expected to be realized over both the short and long 
term, while protecting our obligations to depositors 
and creditors and complying with regulatory capital 
adequacy requirements.  

Our primary goal with respect to capital 
adequacy is to exceed all applicable minimum 
regulatory capital requirements and to be “well-
capitalized” under applicable regulations, including 
the PCA provisions of FDICIA.  With respect to our 
internal capital requirements, our primary goal is to 
maintain capital adequacy according to our Capital 
Adequacy Process, which we refer to as CAP, and 
associated capital policy. 

In conformity with our capital policy, we strive to 
maintain adequate capital, not just at a point in time, 
but over time and during periods of stress, to account 
for changes in our strategic direction, evolving 
economic conditions, and financial and market 
volatility.  

We target a high external senior debt rating in 
our management of capital.  Currently, that rating is 
"A+" (Standard & Poor's), "A1" (Moody's Investor 
Service), "AA-" (Fitch Ratings) and "AA 
(Low)" (Dominion Bond Rating Service).  Our capital 
position and associated credit rating are used to 
promote client confidence, retention of business and 
client deposits, and orderly and cost-efficient access 
to the global financial markets, including funding our 
business.  

In addition to targeting maintenance of our "well-
capitalized" status, another objective of our capital 
policies is to allow us the opportunity to provide our 
shareholders with an appropriate return through 
business reinvestment and capital action decisions.

Capital adequacy is a key element in 
maintaining our financial well-being, which affects our 
ability to attract and maintain client relationships; deal 
effectively in the global capital markets; and satisfy 
regulatory, bondholder, and shareholder needs.  
Capital is one of several elements that affect our debt 
ratings and those of our principal subsidiaries.  The 
financial crisis highlighted that although under normal 
operating conditions capital levels are important, a 
heightened awareness of capital adequacy (and 
liquidity) occurs when environments turn stressful.  

Given the importance of capital adequacy, we 
have implemented a process to assess our capital 
adequacy that strives to accomplish the following:

• Balance the needs of external stakeholders, 
who may have different ways of assessing 
capital adequacy.  For example, non-
shareholders (such as depositors and 
creditors) are often concerned with the 
safety of their funds or credit exposures, 
whereas shareholders may sometimes 
prefer that we deploy our capital in methods 
designed to achieve a higher return, even if 
that means exposing that capital to 
somewhat higher levels of risk;

• Find the optimal level of capital and mix of 
capital instruments to satisfy all constituents 
of capital, with the lowest overall cost and 
highest return to shareholders; and

• Maintain capital levels that address our 
material risks, link directly with our risk 
appetite and satisfy regulatory requirements 
under stressed conditions.

Our capital management process focuses on our 
risk exposures, our regulatory capital requirements, 
the evaluations of the major independent credit rating 
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agencies that assign ratings to our public debt and 
our capital position relative to our peers.  Our CAP, as 
defined by our capital policy, incorporates aspects of 
our capital adequacy goals and targets established 
within our risk appetite framework, capital 
contingency measures, performance metrics, early 
warning triggers, and recovery plan triggers.  This 
corporate-wide CAP leverages expertise across 
business and risk functions and is executed across 
both business-as-usual and stressful operating 
environments.  We routinely measure and forecast 
our regulatory risk-based and leverage capital ratios, 
existing and proposed.  Certain ratios receive greater 
scrutiny, consistent with our internal targets and risk 
exposures; specifically, we focus on our Basel III 
common equity tier 1 risk-based capital ratio, post-
stress capital ratios and our tier 1 leverage ratio, the 
denominator of which is quarterly adjusted average 
assets, not RWA. 



State Street Corporation  13

REGULATORY CAPITAL 
Overview

The following table presents the regulatory capital structure, total RWA and related risk-based capital ratios for 
State Street and State Street Bank, calculated under the advanced and standardized approaches provisions of the 
Basel III final rule as of the dates indicated.

TABLE 1: REGULATORY CAPITAL(1)

State Street State Street
Bank

Basel III Advanced
Approach

Basel III
Standardized

Approach

Basel III 
Transitional 
Approach(6)

Basel III Advanced
Approach

Basel III
Standardized

Approach

Basel III 
Transitional 
Approach(6)

(Dollars in millions)
March 31,

2015
December
31, 2014

March 31,
2015

December
31, 2014

March 31,
2015

December
31, 2014

March 31,
2015

December
31, 2014

Common shareholders'
equity:

Common stock and related
surplus $ 10,248 $ 10,295 $ 10,248 $ 10,295 $ 10,901 $ 10,867 $ 10,901 $ 10,867

Retained earnings 15,135 14,882 15,135 14,882 9,801 9,416 9,801 9,416

Accumulated other
comprehensive income (loss) (1,226) (641) (1,226) (641) (1,048) (535) (1,048) (535)

Treasury stock, at cost (5,519) (5,158) (5,519) (5,158) — — — —

Total 18,638 19,378 18,638 19,378 19,654 19,748 19,654 19,748

Regulatory capital adjustments:

Goodwill and other intangible 
assets, net of associated 
deferred tax liabilities(2) (5,932) (5,869) (5,932) (5,869) (5,632) (5,577) (5,632) (5,577)

Other adjustments (62) (36) (62) (36) (102) (128) (102) (128)

Common equity tier 1 capital 12,644 13,473 12,644 13,473 13,920 14,043 13,920 14,043

Preferred stock 1,961 1,961 1,961 1,961 — — — —

Trust preferred capital 
securities subject to phase-
out from tier 1 capital(3) 237 475 237 475 — — — —

Other adjustments (94) (145) (94) (145) — — — —

Tier 1 capital 14,748 15,764 14,748 15,764 13,920 14,043 13,920 14,043

Qualifying subordinated long-
term debt 1,439 1,618 1,439 1,618 1,453 1,634 1,453 1,634

Trust preferred capital 
securities phased out of tier 1 
capital(2) 713 475 713 475 — — — —

Other adjustments 2 4 2 4 — — — —

Total capital $ 16,902 $ 17,861 $ 16,902 $ 17,861 $ 15,373 $ 15,677 $ 15,373 $ 15,677

Risk-weighted assets(4):

Credit risk $ 63,820 $ 66,874 $ 119,582 $ 87,502 $ 56,527 $ 59,836 $ 112,454 $ 84,433

Operational risk 35,765 35,866 N/A N/A 35,348 35,449 N/A N/A

Market risk 4,413 5,087 2,364 2,910 4,407 5,048 2,363 2,909

Total $ 103,998 $ 107,827 $ 121,946 $ 90,412 $ 96,282 $ 100,333 $ 114,817 $ 87,342

Capital Ratios:

Minimum 
Requirement(5)

Common equity tier 1 risk-
based capital    4.5% 12.2% 12.5% 10.4% 14.9% 14.5% 14.0% 12.1% 16.1%

Tier 1 risk-based capital 6.0 14.2 14.6 12.1 17.4 14.5 14.0 12.1 16.1

Total risk-based capital 8.0 16.3 16.6 13.9 19.8 16.0 15.6 13.4 17.9

(1)  Common equity tier 1 capital, tier 1 capital and total capital ratios were calculated in conformity with the transitional provisions of the Basel III final rule. 
(2)  Amounts for State Street and State Street Bank consisted of goodwill, net of associated deferred tax liabilities, and 40% of other intangible assets, net of associated deferred tax liabilities, the 

latter phased in as a deduction from capital, in conformity with the Basel III final rule.
(3)  Amount for State Street included the phase-out of 75% ($713 million) of trust preferred capital securities from tier 1 capital; the same amount is included in tier 2 capital, in conformity with the 

Basel III final rule.
(4)  Refer to "Total Risk-Weighted Assets" in this "Regulatory Capital" section for detail about the underlying sub-components of each type of RWA.
(5)  Minimum requirements listed are as of March 31, 2015; minimum requirements will be phased in up to full implementation beginning on January 1, 2019.
 (6) Common equity tier 1 capital, tier 1 capital and total capital ratios as of December 31, 2014 were calculated in conformity with the transitional provisions of the Basel III final rule.  Specifically, 

these ratios reflect common equity tier 1, tier 1 and total capital (the numerator) calculated in conformity with the provisions of the Basel III final rule, and total risk-weighted assets calculated in 
conformity with the provisions of Basel I
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Supplementary Leverage Ratio

The following table presents the supplementary leverage ratio components for State Street, calculated under 
the supplementary leverage ratio provisions of the Basel III final rule as of the date indicated.

TABLE 1A: SUPPLEMENTARY LEVERAGE RATIO
State Street

(In millions) March 31, 2015
Part 1: Summary comparison of accounting assets and total leverage exposure

Total average consolidated assets as reported in published financial statements 258,098
LESS: Other Adjustments(1) 5,692
Total Leverage Exposure 252,406

Part 2: Supplementary leverage ratio
On-balance sheet exposures

On-balance sheet assets (excluding on-balance sheet assets for repo-style transactions and
derivative exposures, but including cash collateral received in derivative transactions) 230,833
LESS: Amounts deducted from tier 1 capital 6,088
Total on-balance sheet exposures (excluding on-balance sheet assets for repo-style transactions
and derivative exposures, but including cash collateral received in derivative transactions) 224,745

Derivative exposures
Replacement cost for derivative exposures (that is, net of cash variation margin) 10,484
Add-on amounts for potential future exposure (PFE) for derivative exposures 9,881
Gross-up for cash collateral posted if deducted from the on-balance sheet assets, except for cash
variation margin 1,042
Effective notional principal amount of sold credit protection 144
Total derivative exposures 21,551

Repo-style transactions
On-balance sheet assets for repo-style transactions, except include the gross value of receivables
for reverse repurchase transactions. Exclude from this item the value of securities received in a
security-for-security repo-style transaction where the securities lender has not sold or re-
hypothecated the securities received. Include in this item the value of securities that qualified for
sales treatment that must be reversed 30,327
LESS: Reduction of the gross value of receivables in reverse repurchase transactions by cash
payables in repurchase transactions under netting agreements 27,878
Counterparty credit risk for all repo-style transactions 1,618
Exposure for repo-style transactions where a banking organization acts as an agent 18,969
Total exposures for repo-style transactions 23,036

Other off-balance sheet exposures
Off-balance sheet exposures at gross notional amounts 33,305
LESS: Adjustments for conversion to credit equivalent amounts 19,793
Off-balance sheet exposures 13,512

Capital and total leverage exposure
Tier 1 capital(2) 14,748
Total leverage exposure 282,844

Supplementary leverage ratio(3)

Supplementary leverage ratio 5.2%

(1) "Other Adjustments" includes goodwill, net of associated deferred tax liabilities, and 40% of other intangible assets, net of associated 
deferred tax liabilities, the latter phased in as a deduction from capital, with all such adjustments applied in conformity with the Basel 
III final rule as well as other applicable regulatory adjustments.

(2) Tier 1 capital was calculated in conformity with the transitional provisions of the Basel III final rule. 
(3) Supplementary leverage ratio is calculated by dividing tier 1 capital (numerator) by total leverage exposure for SLR (denominator).  

Total leverage exposure is calculated as the quarterly average of total on-balance sheet assets plus the average of each of the three 
month's period-end balances for specified off-balance sheet amounts.
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The following table presents the Basel III Final Rules transition arrangements and minimum risk-based capital 
ratios from 2015 to 2019:

TABLE 1B: TRANSITION ARRANGEMENTS AND MINIMUM RISK-BASED CAPITAL RATIOS(1)(2)

2015 2016 2017 2018 2019
Capital Conservation Buffer (CET1) —% 0.625% 1.250% 1.875% 2.500%
Minimum Common Equity Tier 1 Capital(3) 4.5 5.125 5.750 6.375 7.000
Minimum Tier 1 Capital(3) 6.0 6.625 7.250 7.875 8.500
Minimum Total Capital(3) 8.0 8.625 9.250 9.875 10.500

(1) Minimum ratios described above do not incorporate any proposed G-SIB surcharge; based on the December 9, 2014 Federal Reserve 
proposal, the surcharge is currently estimated at 1.5% for State Street Corporation. Including the 1.5% surcharge, State Street's minimum risk-
based capital ratio requirements, as of January 1, 2019 would be 8.5% for common equity tier 1, 10% for tier 1 capital and 12.0% for total 
capital.

(2) Minimum ratios shown above do not reflect the countercyclical buffer, currently set at zero by U.S. banking regulators. 
(3) Minimum Common Equity Tier 1 Capital, Minimum Tier 1 Capital and Minimum Total Capital presented include the transitional capital 

conservation buffer.

The calculation of each of these ratios under the 
Basel III final rule differs from similar ratios, if 
applicable, calculated under Basel I, and therefore 
these Basel III ratios are not directly comparable with 
the previous Basel I ratios.
Global Systemically Important Bank  

We are designated as a large bank holding 
company subject to enhanced supervision and 
prudential standards, commonly referred to as a 
“systemically important financial institution,” or SIFI, 
and we are one among a group of 30 institutions 
worldwide that have been identified by the Financial 
Stability Board, or FSB, and the Basel Committee as 
“global systemically important banks,” or G-SIBs.  Our 
designation as a G-SIB will require us to maintain an 
additional capital buffer above the Basel III final rule 
minimum common equity tier 1 capital ratio of 4.5%, 
based on a number of factors, as evaluated by 
banking regulators.  Factors in this evaluation will 
include our size, interconnectedness, substitutability, 
complexity and cross-jurisdictional activities.  In 
November 2014, the FSB designated us as a 
category-1 organization, with a capital surcharge of 
1%, although this designation and the associated 
additional capital buffer are subject to change.  

On December 9, 2014, the Federal Reserve 
released a proposal on the implementation of capital 
requirements for U.S. G-SIBs.  For most firms, the 
proposal would require a higher G-SIB buffer than 
would the earlier Basel Committee on Banking 
Supervision, or BCBS, proposal. The proposal would 
be phased in beginning on January 1, 2016 and be 
fully effective on January 1, 2019. The eight U.S. 
banks deemed to be G-SIBs would be required to 
calculate the G-SIB buffer according to two methods 
and be bound by the higher of the two:

• Method 1:  Same methodology as proposed 
by the BCBS, assessing systemic importance 
based upon five equally-weighted 
components:  size, interconnectedness, 
complexity, cross-jurisdictional activity and 
substitutability

• Method 2:  Alters the calculation from Method 
1 by factoring in a wholesale funding score in 
place of substitutability and applying a 2x 
multiplier to the sum of the five components

We preliminarily estimate, based on our relevant 
metrics as of December 31, 2014, that Method 2 
would be the binding methodology for State Street 
and that our G-SIB buffer may increase from the 1% 
proposed under the FSB designation to 1.5% under 
the Federal Reserve's December 2014 proposal.  The 
actual buffer applicable will depend on the final rules 
implemented by the Federal Reserve, including the 
treatment of excess deposits we invest with U.S. and 
non-U.S. central banks.  Assuming completion of the 
phase-in period for the capital conservation buffer, 
and a countercyclical buffer of 0%, the minimum 
capital ratios as of January 1, 2019, including a 
capital conservation buffer and an estimated G-SIB 
capital surcharge of 1.5%, would be 10.0% for tier 1 
risk-based capital, 12.0% for total risk-based capital, 
and 8.5% for common equity tier 1 capital, in order for 
State Street to make capital distributions and 
discretionary bonus payments without limitation.  Not 
all of our competitors have similarly been designated 
as systemically important, and therefore some of our 
competitors may not be subject to the same 
additional capital requirements.
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Regulatory Capital Instruments
We include multiple types of capital instruments in our regulatory capital.  Within common equity tier 1 capital, 

we include common stock; within tier 1 capital, we include qualifying preferred stock and trust preferred capital 
securities, the latter subject to phase-out from tier 1 capital.  Within tier 2 capital, we include qualifying subordinated 
long-term debt and trust preferred capital securities that have been phased out of tier 1 capital.  The following table 
presents summary information about the capital instruments included in our common equity tier 1, tier 1 and tier 2 
regulatory capital as of March 31, 2015:

TABLE 2: REGULATORY CAPITAL INSTRUMENTS

March 31, 2015
(Dollars in millions)

Description
Amount
Issued

Capital
Amount

Capital
Category Type Maturity Dividend/Coupon

Equity:

Common stock(1) $ 4,729 $ 4,729 Common
equity tier 1 NA NA NA

Preferred stock(2) 491 491 Tier 1 NA NA 5.25%

Preferred stock(2) 742 742 Tier 1 NA NA 5.9
(3)

Preferred stock(2) 728 728 Tier 1 NA NA 6.0

Trust preferred capital securities(4):

Capital securities -
Trust IV 800 800 Tier 1/Tier 2 Floating

(5) 3-month LIBOR
+ 100 basis points

Capital securities -
Trust I 150 150 Tier 1/Tier 2 Floating May 15, 2028 3-month LIBOR

+ 56 basis points
Total $ 950 $ 950

Qualifying subordinated long-term debt:

Subordinated debt $ 1,000 $ 999 Tier 2 Fixed May 15, 2023 3.10%

Subordinated debt 500 200
(6)

Tier 2 Fixed March 15,
2018 4.956

Subordinated debt 400 240
(6)

Tier 2 Fixed October 15,
2018 5.25

Total $ 1,900 $ 1,439

NA: Not applicable.
(1)  Amount consists of common stock issued and related surplus, net of common stock held in treasury.
(2)  Amount issued is net of related issuance costs.  Dividends payable on preferred stock are non-cumulative and are payable if, as and when 

declared by the Board of Directors.
(3)  From the date of issuance to, but excluding, March 15, 2024, dividends will be calculated at an annual rate of 5.9%; from, and including, 

March 15, 2024, dividends will be calculated at an annual rate equal to 3-month LIBOR plus 3.108%.
(4)  Refer to discussion below under "Trust Preferred Capital Securities" for information about qualification for inclusion in capital and related 

phase-out provisions.
(5)  Securities mature June 15, 2037, but may be extended to June 15, 2047.  The final repayment date is June 1, 2067, but may be extended to 

June 1, 2077.  The securities will bear interest at an annual rate of (i) 3-month LIBOR +100 basis points from April 30, 2007 to but excluding 
June 15, 2047, and (ii) 1-month LIBOR +199 basis points thereafter.

(6)  Amounts included in tier 2 capital were reduced by 20% annual increments of the outstanding balance if the issuance is within five years of its 
maturity as of March 31, 2015.
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Common Stock
Our common stock consists of 750 million 

shares authorized for issuance, $1.00 par value per 
share, of which 503,879,642 shares were issued, 
92,569,079 shares were held in treasury, and 
411,310,563 shares were outstanding as of March 31, 
2015.  Our common stock is listed on the New York 
Stock Exchange under the ticker symbol STT.  
Outstanding shares of our common stock are validly 
issued, fully paid and non-assessable.  Holders of our 
common stock are not, and will not be, subject to any 
liability as shareholders.  

Holders of our common stock are entitled to 
receive dividends if, as and when declared by the 
Board out of any funds legally available for dividends.  
Holders of our common stock are also entitled, upon 
our liquidation, and after claims of creditors and the 
preferences of any class or series of preferred stock 
outstanding at the time of liquidation, to receive our 
net assets on a pro-rata basis.  Currently, the 
payment of future common stock dividends by our 
parent company to its shareholders, or the purchase 
by our parent company of shares of our common 
stock, is subject to the review of our capital plan by 
the Federal Reserve in connection with its annual 
CCAR process.  We are generally not permitted to 
purchase shares of our common stock unless full 
dividends are paid (or declared, with funds set aside 
for payment) on all outstanding shares of preferred 
stock. 

Our preferred stock has, and any other series of 
preferred stock upon issuance will have, preference 
over our common stock with respect to the payment 
of dividends and the distribution of assets in the event 
of State Street's liquidation, winding up or dissolution.  
Our preferred stock also has such other preferences 
as may be fixed by the Board. 

Holders of our common stock are entitled to one 
vote for each share that they hold and are vested with 
all of the voting power except as the Board has 
provided, or may provide in the future, with respect to 
preferred stock or any other class or series of 
preferred stock that the Board may hereafter 
authorize.  
Preferred Stock

Our preferred stock consists of 3.5 million no-
par shares authorized for issuance, with the following 
series currently outstanding:
Preferred Stock, Series C

We have 5,000 shares of our Series C 
preferred stock outstanding, represented by 20 million 
depositary shares, each representing a 1/4,000th 
ownership interest in a share of State Street’s non-
cumulative perpetual preferred stock, Series C, 
without par value, with a liquidation preference of 
$100,000 per share (equivalent to $25 per depositary 
share).  

Dividends on shares of the Series C preferred 
stock are not mandatory and are non-cumulative.  If 
declared, dividends will be payable on the liquidation 
preference of $100,000 per share quarterly in arrears 
on March 15, June 15, September 15 or December 
15 of each year at an annual rate of 5.25%.  If we 
issue additional shares of Series C preferred stock 
after the original issue date, dividend rights with 
respect to such shares will commence from the 
original issue date of such additional shares. 
Dividends on the Series C preferred stock will not be 
declared to the extent that such declaration would 
cause us to fail to comply with applicable laws and 
regulations, including federal regulatory capital 
guidelines.  

On September 15, 2017, or any dividend 
payment date thereafter, the Series C preferred stock 
and corresponding depositary shares may be 
redeemed by us, in whole or in part, at a redemption 
price equal to $100,000 per share (equivalent to $25 
per depositary share) plus any declared and unpaid 
dividends, without accumulation of any undeclared 
dividends.  The Series C preferred stock and 
corresponding depositary shares may be redeemed 
at our option, in whole or in part, prior to September 
15, 2017, upon the occurrence of a "regulatory capital 
treatment event," as defined in the certificate of 
designation with respect to the Series C preferred 
stock, at a redemption price equal to $100,000 per 
share (equivalent to $25 per depositary share) plus 
any declared and unpaid dividends, without 
accumulation of any undeclared dividends. 
Preferred Stock, Series D

We have 7,500 shares of our Series D 
preferred stock outstanding, represented by 30 million 
depositary shares, each representing a 1/4,000th 
ownership interest in a share of State Street’s fixed- 
to-floating-rate non-cumulative perpetual preferred 
stock, Series D, without par value, with a liquidation 
preference of $100,000 per share (equivalent to $25 
per depositary share).  

Dividends on shares of the Series D preferred 
stock are not mandatory and are non-cumulative.  If 
declared, dividends will be payable on the liquidation 
preference of $100,000 per share quarterly in arrears 
on March 15, June 15, September 15 or December 
15 of each year.  From the date of issuance to, but 
excluding, March 15, 2024, dividends will be 
calculated at an annual rate of 5.9%; from, and 
including, March 15, 2024, dividends will be 
calculated at an annual rate equal to three-month 
LIBOR plus 3.108%.

If we issue additional shares of Series D 
preferred stock after the original issue date, dividend 
rights with respect to such shares will commence 
from the original issue date of such additional shares. 
Dividends on the Series D preferred stock will not be 
declared to the extent that such declaration would 
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cause us to fail to comply with applicable laws and 
regulations, including federal regulatory capital 
guidelines.  

On March 15, 2024, or any dividend payment 
date thereafter, the Series D preferred stock and 
corresponding depositary shares may be redeemed 
by us, in whole or in part, at a redemption price equal 
to $100,000 per share (equivalent to $25 per 
depositary share) plus any declared and unpaid 
dividends, without accumulation of any undeclared 
dividends.  The Series D preferred stock and 
corresponding depositary shares may be redeemed 
at our option, in whole but not in part, prior to March 
15, 2024, upon the occurrence of a "regulatory capital 
treatment event," as defined in the certificate of 
designation with respect to the Series D preferred 
stock, at a redemption price equal to $100,000 per 
share (equivalent to $25 per depositary share) plus 
any declared and unpaid dividends, without 
accumulation of any undeclared dividends.
Preferred Stock, Series E

We have 7,500 shares of our Series E preferred 
stock outstanding, represented by 30 million 
depositary shares, each representing a 1/4,000th 
ownership interest in a share of State Street’s non-
cumulative perpetual preferred stock, Series E, 
without par value, with a liquidation preference of 
$100,000 per share (equivalent to $25 per depositary 
share).  

Dividends on shares of the Series E preferred 
stock are not mandatory and are non-cumulative.  If 
declared, dividends will be payable on the liquidation 
preference of $100,000 per share quarterly in arrears 
on March 15, June 15, September 15 or December 
15 of each year at an annual rate of 6%.  If we issue 
additional shares of Series E preferred stock after the 
original issue date, dividend rights with respect to 
such shares will commence from the original issue 
date of such additional shares. Dividends on the 
Series E preferred stock will not be declared to the 
extent that such declaration would cause us to fail to 
comply with applicable laws and regulations, 
including federal regulatory capital guidelines.  

On December 15, 2019, or any dividend 
payment date thereafter, the Series E preferred stock 
and corresponding depositary shares may be 
redeemed by us, in whole or in part, at a redemption 
price equal to $100,000 per share (equivalent to $25 
per depositary share) plus any declared and unpaid 
dividends, without accumulation of any undeclared 
dividends.  The Series E preferred stock and 
corresponding depositary shares may be redeemed 
at our option, in whole but not in part, prior to 
December 15, 2019, upon the occurrence of a 
"regulatory capital treatment event," as defined in the 
certificate of designation with respect to the Series E 
preferred stock, at a redemption price equal to 
$100,000 per share (equivalent to $25 per depositary 

share) plus any declared and unpaid dividends, 
without accumulation of any undeclared dividends.
Trust Preferred Capital Securities

As of March 31, 2015, we had two statutory 
business trusts, State Street Capital Trusts I and IV, 
which as of the same date had collectively issued 
$955 million of trust preferred capital securities. 
Proceeds received by each of the trusts from their 
capitalization and from their capital securities 
issuances are invested in junior subordinated 
debentures issued by our parent company. The junior 
subordinated debentures are the sole assets of 
Capital Trusts I and IV. Each of the trusts is wholly-
owned by us; however, in conformity with GAAP, we 
do not record the trusts in our consolidated financial 
statements.

Payments made by the trusts to holders of the 
capital securities are dependent on our payments 
made to the trusts on the junior subordinated 
debentures. Our fulfillment of these commitments has 
the effect of providing a full, irrevocable and 
unconditional guarantee of the trusts’ obligations 
under the capital securities. While the capital 
securities issued by the trusts are not recorded in our 
consolidated statement of condition, the junior 
subordinated debentures qualify for inclusion in tier 1 
regulatory capital under current federal regulatory 
capital guidelines, subject to the transitional phase-
out provisions of the Basel III final rule described 
below.  

The qualification of trust preferred capital 
securities as tier 1 capital will be phased out over a 
two-year period which began on January 1, 2014 and 
will end on January 1, 2016.  In 2014, 50% of the 
amount outstanding was included in tier 1 capital, 
with the remaining 50% reclassified from tier 1 capital 
and included in tier 2 capital; in 2015, 25% of the 
amount outstanding is included in tier 1 capital, with 
the remaining 75% included in tier 2 capital; and 
beginning on January 1, 2016, no trust preferred 
capital securities will be includable in tier 1 capital.  
Subsequently, the qualification of these securities as 
tier 2 capital will be phased out over a multi-year 
transition period beginning on January 1, 2016 and 
ending on December 31, 2021.  As of March 31, 
2015, we had trust preferred capital securities of $950 
million outstanding, 25% of which was included in tier 
1 capital and 75% of which was included in tier 2 
capital.

Interest paid on the junior subordinated 
debentures by the parent company is recorded in 
interest expense. Distributions to holders of the 
capital securities by the trusts are payable from 
interest payments received on the debentures and 
are due quarterly by State Street Capital Trusts I and 
IV, subject to deferral for up to five years under 
certain conditions. The capital securities are subject 
to mandatory redemption in whole at the stated 
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maturity upon repayment of the debentures, with an 
option by us to redeem the debentures at any time.  
Redemptions are subject to federal regulatory 
approval.
Qualifying Subordinated Long-Term Debt

Our subordinated debt includes various 
issuances of long-term debt that qualify for inclusion 
in tier 2 capital under Basel III.  To qualify for inclusion 
in tier 2 capital, among other things, these issuances 
must have a minimum original maturity of at least five 
years.  However, the majority of our subordinated 
debt has an original maturity of ten years or more and 
rights by us to call the debt after five or more years.  
As required by Basel III, in the last five years before 
its maturity, the amount of an issuance included in tier 
2 capital is discounted downward by cumulative 
increments of 20% per year until its maturity.  When 
the remaining maturity is less than one year, the 
amount is excluded from tier 2 capital.  
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Total Risk-Weighted Assets
The following tables present the components of our total RWA and, where applicable, sub-components, related to credit 

risk, operational risk and market risk for State Street and State Street Bank, calculated under the advanced approaches 
provisions of the Basel III final rule as of the dates indicated.

TABLE 3: COMPONENTS OF TOTAL RISK-WEIGHTED ASSETS

State Street
March 31, 2015 December 31, 2014

(In millions) RWA EAD(1) RWA EAD(1)

Credit risk:
Wholesale $ 29,613 $ 233,950 $ 29,704 $ 239,462
Securitizations(2) 18,601 48,610 21,881 51,060
Equity(2) 8,380 5,197 7,631 4,779
All other(3) 7,226 6,817 7,658 7,225

Total credit risk(4) $ 63,820 $ 294,574 $ 66,874 $ 302,526

Operational risk(5) $ 35,765 NA $ 35,866 NA

Market risk:
Sixty-Day

Average VaR
Sixty-Day

Average VaR
Value-at-risk(6) 263 7 325 9
Stressed value-at-risk(6) 2,100 56 2,584 69
Credit valuation adjustment(7) 2,050 NA 2,178 NA

Total market risk 4,413 5,087
Total risk-weighted assets $ 103,998 $ 107,827

State Street Bank
March 31, 2015 December 31, 2014

(In millions) RWA EAD(1) RWA EAD(1)

Credit risk:
Wholesale $ 29,297 $ 232,477 $ 29,285 $ 237,829
Securitizations(2) 18,601 48,610 21,881 51,060
Equity(2) 2,594 4,022 2,553 3,708
All other(3) 6,035 5,694 6,117 5,770

Total credit risk(4) $ 56,527 $ 290,803 $ 59,836 $ 298,367

Operational risk(5) $ 35,348 NA $ 35,449 NA

Market risk:
Sixty-Day

Average VaR
Sixty-Day

Average VaR
Value-at-risk(6) 263 7 325 9
Stressed value-at-risk(6) 2,100 56 2,584 69
Correlation valuation adjustment(7) 2,044 NA 2,139 NA

Total market risk 4,407 5,048
Total risk-weighted assets $ 96,282 $ 100,333

NA: Not applicable.
(1)  Exposure at default, or EAD, represents our estimated exposure to a counterparty if that counterparty defaults; EAD is more fully described 

under "Credit Risk - Advanced Internal Ratings-Based Approach" in this Disclosure.
(2)  Additional detail with respect to the RWA and EAD of securitizations and equity exposures is provided under "Securitizations" and "Equity 

Exposures Not Subject to Market Risk Rule," respectively, in this Disclosure.
(3)  Component generally consists of assets not assigned to an exposure category and exposures defined by us as "not material."
(4)  RWA reflect 1.06 supervisory scaling factor described earlier in this Disclosure under "Regulatory Capital Requirements."
(5)  RWA for operational risk are calculated using required capital measured by an internally developed loss distribution model; refer to 

"Operational Risk" in this Disclosure. 



State Street Corporation  21

(6)  RWA for market risk associated with trading activities are calculated based on respective 60-day moving averages of VaR and stressed-VaR 
measures; refer to "Market Risk" in this Disclosure.

(7) The credit valuation adjustment, referred to as the CVA, reflects the risk of potential fair-value adjustments for credit risk reflected in our 
valuation of over-the-counter derivative contracts.  The CVA was not provided for in the final market risk capital rule; however, it is required by 
the advanced approaches provisions of the Basel III final rule.  We do not use an internal model to calculate RWA related to the CVA; we use 
the simple CVA approach in conformity with the Basel III final rule.

RISK MANAGEMENT
General

In the normal course of our global business 
activities, we are exposed to a variety of risks, some 
inherent in the financial services industry, others more 
specific to our business activities.  Our risk 
management framework focuses on material risks, 
which include the following:

• credit and counterparty risk;
• liquidity risk, funding and management; 
• operational risk;
• market risk associated with our trading 

activities;
• market risk associated with our non-trading 

activities, which we refer to as asset-and-
liability management, and which consists 
primarily of interest-rate risk; 

• model risk; and 
• business risk, including reputational, 

fiduciary and business conduct risk. 
Many of these risks, as well as certain of the 

factors underlying each of these risks that could affect 
our businesses and our consolidated financial 
statements, are discussed in detail under Item 1A, 
“Risk Factors,” included in our 2014 Form 10-K, 
pages 15 through 40.     

The scope of our business requires that we 
balance these risks with a comprehensive and well-
integrated risk management function. The 
identification, assessment, monitoring, mitigation and 
reporting of risks are essential to our financial 
performance and successful management of our 
businesses. These risks, if not effectively managed, 
can result in losses to State Street as well as erosion 
of our capital and damage to our reputation. Our 
systematic approach allows for an assessment of 
risks within a framework for evaluating opportunities 
for the prudent use of capital that appropriately 
balances risk and return. 

Our objective is to optimize our return while 
operating at a prudent level of risk. In support of this 
objective, we have instituted a risk appetite 
framework that aligns our business strategy and 
financial objectives with the level of risk that we are 
willing to incur. 

Our risk management is based on the following 
major goals:

• A culture of risk awareness that extends 
across all of our business activities;

• The identification, classification and 
quantification of State Street's material risks;

• The establishment of our risk appetite and 
associated limits and policies, and our 
compliance with these limits;

• The establishment of a risk management 
structure at the “top of the house” that 
enables the control and coordination of risk-
taking across the business lines;

• The implementation of stress testing 
practices and a dynamic risk-assessment 
capability; and

• The overall flexibility to adapt to the ever-
changing business and market conditions.

Our risk appetite framework outlines the 
quantitative limits and qualitative goals that define our 
risk appetite, as well as the responsibilities for 
measuring and monitoring risk against limits, and for 
reporting, escalating, approving and addressing 
exceptions.  Our risk appetite framework is 
established by management with the guidance of 
Enterprise Risk Management, or ERM, a corporate 
risk oversight group, in conjunction with our Board of 
Directors.  The Board formally reviews and approves 
our risk appetite statement annually.

The risk appetite framework describes the level 
and types of risk that we are willing to accommodate 
in executing our business strategy, and also serves 
as a guide in setting risk limits across our business 
units. In addition to our risk appetite framework, we 
use stress testing as another important tool in our risk 
management practice.  Additional information with 
respect to our stress testing process and practices is 
provided under “Capital” in Management's Discussion 
and Analysis included under Item 7 of our 2014 Form 
10-K, pages 107 through 118.
Governance and Structure

We have an approach to risk management that 
involves all levels of management, from the Board 
and its committees, including its Risk Committee, 
referred to as the RC, its Examining & Audit 
Committee, referred to as the E&A Committee, the 
Executive Compensation Committee, or ECC and its 
Technology Committee, to each business unit and 
each employee.  We allocate responsibility for risk 
oversight so that risk/return decisions are made at an 
appropriate level, and are subject to robust and 
effective review and challenge. Risk management is 
the responsibility of each employee, and is 
implemented through three lines of defense: the 
business units, which own and manage the risks 
inherent in their business, are considered the first line 
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of defense; ERM and other support functions, such as 
Legal, Compliance, Finance and Vendor 
Management, provide the second line of defense; and 
Corporate Audit, which assesses the effectiveness of 
the first two lines of defense. 

The responsibilities for effective review and 
challenge reside with senior managers, management 
oversight committees, Corporate Audit and, 
ultimately, the Board and its committees.  While we 
believe that our risk management program is effective 
in managing the risks in our businesses, internal and 
external factors may create risks that cannot always 
be identified or anticipated. 

Corporate-level risk committees provide focused 
oversight, and establish corporate standards and 
policies for specific risks, including credit, sovereign 
exposure, market, liquidity, operational information 
technology as well as new business products, 
regulatory compliance and ethics, vendor risk and 
model risks.  These committees have been delegated 
the responsibility to develop recommendations and 
remediation strategies to address issues that affect or 
have the potential to affect State Street.

We maintain a risk governance committee 
structure which serves as the formal governance 
mechanism through which we seek to undertake the 
consistent identification, management and mitigation 
of various risks facing State Street in connection with 
its business activities. This governance structure is 
enhanced and integrated through multi-disciplinary 
involvement, particularly through ERM. The following 
chart presents this structure.
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Management Risk Governance Committee Structure
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Enterprise Risk Management
The goal of ERM is to ensure that risks are 

proactively identified, well-understood and prudently 
managed in support of our business strategy.  ERM 
provides risk oversight, support and coordination to 
allow for the consistent identification, measurement 
and management of risks across business units 
separate from the business units' activities, and is 
responsible for the formulation and maintenance of 
corporate-wide risk management policies and 
guidelines.  In addition, ERM establishes and reviews 
limits and, in collaboration with business unit 
management, monitors key risks. Ultimately, ERM 
works to validate that risk-taking occurs within the risk 
appetite statement approved by the Board and 
conforms to associated risk policies, limits and 
guidelines.

The Chief Risk Officer, or CRO, is responsible 
for State Street’s risk management globally, leads 
ERM and has a dual reporting line to State Street’s 
Chief Executive Officer and the Board’s RC. ERM 
manages its responsibilities globally through a three-
dimensional organization structure:

• “Vertical” business unit-aligned risk groups that 
support business managers with risk 
management, measurement and monitoring 
activities; 

• “Horizontal” risk groups that monitor the risks that 
cross all of our business units (for example, credit 
and operational risk); and

• Risk oversight for international activities, which 
adds important regional and legal entity 
perspectives to global vertical and horizontal risk 
management.
Sitting on top of this three-dimensional 

organization structure is a centralized group 
responsible for the aggregation of risk exposures 
across the vertical, horizontal and regional 
dimensions, for consolidated reporting, for setting the 
corporate-level risk appetite framework and 
associated limits and policies, and for dynamic risk 
assessment across State Street.
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Board Committees
The Board of Directors has four committees 

which assist it in discharging its responsibilities with 
respect to risk management: the Risk Committee, or 
RC, the Examining and Audit Committee, or the E&A 
Committee, the Executive Compensation Committee, 
or ECC, and the Technology Committee. 

The RC is responsible for oversight related to 
the operation of State Street's global risk 
management framework, including policies and 
procedures establishing risk management 
governance and processes and risk control 
infrastructure for our global operations. The RC is 
responsible for reviewing and discussing with 
management State Street’s assessment and 
management of all risk applicable to our operations, 
including credit, market, interest rate, liquidity, 
operational and business risks, as well as compliance 
and reputational risk and related policies.

  In addition, the RC provides oversight on 
strategic capital governance principles and controls, 
and monitors capital adequacy in relation to risk.  The 
RC is also responsible for discharging the duties and 
obligations of the Board under applicable Basel and 
other regulatory requirements.  

The E&A Committee oversees the operation of 
our system of internal controls covering the integrity 
of our consolidated financial statements and reports, 
compliance with laws, regulations and corporate 
policies.  The E&A Committee acts on behalf of the 
Board in monitoring and overseeing the performance 
of Corporate Audit and in reviewing certain 
communications with banking regulators.  The E&A 
Committee has direct responsibility for the 
appointment, compensation, retention, evaluation and 
oversight of the work of our independent registered 
public accounting firm, including sole authority for the 
establishment of pre-approval policies and 
procedures for all audit engagements and any non-
audit engagements.

The ECC has direct responsibility for the 
oversight of all compensation plans, policies, and 
programs of State Street in which executive officers 
participate and incentive, retirement, welfare as well 
as equity plans in which certain other employees of 
State Street participate.  In addition, the ECC 
oversees the alignment of our incentive 
compensation arrangements with our safety and 
soundness, including the integration of risk 
management objectives, and related policies, 
arrangements and control processes consistent with 
applicable realted regulatory rules and guidance.

The Technology Committee leads and assists in 
the Board’s oversight of the role of technology in 
executing State Street’s strategy and supporting 
State Street’s global business and operational 
requirements.  The Technology Committee reviews 

the use of technology in our activities and operations, 
as well as significant technology and technology-
related strategies, investments and policies.  In 
addition, the Technology Committee reviews and 
approves technology and technology-related risk 
matters, including information and cyber security. 
Executive Management Committees

The Management Risk and Capital Committee, 
or MRAC, is the senior management decision-making 
body for risk and capital issues, and oversees our 
financial risks, our consolidated statement of 
condition, and our capital adequacy, liquidity and 
recovery and resolution planning.  Its responsibilities 
include: 

• The approval of our risk appetite framework 
and top level risk limits and policies; 

• The monitoring and assessment of our capital 
adequacy based on regulatory requirements 
and internal policies; and

• The ongoing monitoring and review of risks 
undertaken within the businesses, and our 
senior management oversight and approval 
of risk strategies and tactics. 

MRAC, which is co-chaired by our CRO and 
CFO, regularly presents a report to the RC outlining 
developments in the risk environment and 
performance trends in our key business areas.

The Business Conduct Risk Committee, referred 
to as the BCRC, provides additional risk governance 
and leadership, by overseeing State Street's business 
practices in terms of their compliance with law, 
regulation and our standards of business conduct, our 
commitments to clients and others with whom we do 
business, and potential reputational risks.  
Management considers adherence to high ethical 
standards to be critical to the success of our business 
and to our reputation.  The BCRC is co-chaired by 
our CRO and our Chief Legal Officer.

The Technology and Operational Risk 
Committee, referred to as TORC, oversees and 
assesses the effectiveness of corporate-wide 
technology and operational risk management 
programs, to manage and control technology and 
operational risk consistently across the organization.  
TORC is co-chaired by our CRO and one of our Vice 
Chairmen.  TORC may meet jointly with MRAC 
periodically to review or approve common areas of 
interest such as risk frameworks and policies. 
Risk Committees

The following risk committees, under the 
oversight of the respective executive management 
committees, have focused responsibilities for 
oversight of specific areas of risk management:
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MRAC
• The Asset-Liability Committee, referred to as 

ALCO, oversees the management of our 
consolidated statement of condition and the 
management of our global liquidity, our 
interest-rate risk, and our non-traded market 
risk positions, as well as the business 
activities of our Global Treasury group and 
the risks associated with the generation of 
net interest revenue and overall balance 
sheet management.  ALCO’s roles and 
responsibilities are designed to work 
complementary to, and be coordinated with, 
MRAC, which approves our corporate risk 
appetite and associated balance sheet 
strategy;

• The Credit Risk and Policy Committee has 
primary responsibility for the oversight and 
review of credit and counterparty risk across 
business units, as well as oversight, review 
and approval of the credit risk policies and 
guidelines; the Committee consists of senior 
executives within ERM, including the CRO, 
and reviews policies and guidelines related to 
all aspects of our business which give rise to 
credit risk; our business units are also 
represented on the Credit Risk and Policy 
Committee; credit risk policies and guidelines 
are reviewed periodically, but at least 
annually;

• The Trading and Markets Risk Committee, 
referred to as the TMRC, reviews the 
effectiveness of, and approves, the market 
risk framework at least annually; it is the 
senior oversight and decision-making 
committee for risk management within our 
global markets and trading-and-clearing 
businesses; the TMRC is responsible for the 
formulation of guidelines, strategies and 
workflows with respect to the measurement, 
monitoring and control of our trading market 
risk, and also approves market risk tolerance 
limits and dealing authorities; the TMRC 
meets regularly to monitor the management 
of our trading market risk activities; 

• The Basel Oversight Committee provides 
oversight and governance over Basel related 
regulatory requirements, assesses 
compliance with respect to Basel regulations 
and approves all material methodologies and 
changes, policies and reporting;

• The Country Risk Committee oversees the 
identification, assessment, monitoring, 
reporting and mitigation, where necessary, of 
country risks;

• The Securities Finance Risk Management 
Committee oversees the risks in our 

securities finance business, including 
collateral and margin policies;

• The Recovery and Resolution Planning 
Executive Steering Group oversees the 
development of recovery and resolution plans 
as required by banking regulators; 

• The Model Risk Committee, referred to as the 
MRC, monitors the overall level of model risk 
and provides oversight of the model 
governance process pertaining to financial 
models, including the validation of key 
models and the ongoing monitoring of model 
performance. The MRC may also, as 
appropriate, mandate remedial actions and 
compensating controls to be applied to 
models to address modeling deficiencies as 
well as other issues identified; and

• The CCAR Steering Committee provides 
primary supervision of the stress tests 
performed in conformity with the Federal 
Reserve's CCAR process and the Dodd-
Frank Act, and is responsible for the overall 
management, review, and approval of all 
material assumptions, methodologies, and 
results of each stress scenario.

BCRC
• The Fiduciary Review Committee reviews 

and assesses the risk management programs 
of those units in which we serve in a fiduciary 
capacity;  

• The New Business and Product Committee 
provides oversight of the evaluation of the 
risk inherent in proposed new products or 
services and new business, and extensions 
of existing products or services, evaluations 
including economic justification, material risk, 
compliance, regulatory and legal 
considerations, and capital and liquidity 
analyses; and

• The Compliance and Ethics Committee 
provides review and oversight of our 
compliance programs, including its culture of 
compliance and high standards of ethical 
behavior.

TORC
• The Technology Risk Governance Committee 

provides regular reporting to TORC and 
escalates technology risk issues to TORC, as 
appropriate;

• The Executive Continuity Steering Committee 
reviews overall business continuity program 
performance, provides for executive 
accountability for compliance with the 
business continuity program and standards, 
and reviews and approves major changes or 
exceptions to program policy and standards;
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• The Executive Information Steering 
Committee is responsible for managing the 
Enterprise Information Security posture and 
program, provides enterprise-wide oversight 
of the Information Security Program to 
provide that controls are measured and 
managed, and serves as an escalation point 
for issues identified during the execution of 
information technology activities and risk 
mitigation;

• The Vendor Management Steering 
Committee provides oversight over the 
vendor management program, approves 
policies, and serves as an escalation path for 
program compliance exceptions;

• The Access Control Board establishes and 
provides appropriate governance and 
controls over our access control security 
framework; and

• The Operational Risk Committee, which 
functions under the oversight of both the 
BCRC and TORC, provides cross-business 
oversight of operational risk and reviews and 
approves operational risk guidelines that 
implement the corporate operational risk 
policy; these guidelines and other operational 
risk methodologies are used to identify, 
measure, manage and control operational 
risk in a consistent manner across State 
Street. 

Model Risk Management 
The use of quantitative models is widespread 

throughout the financial services industry, with large 
and complex organizations relying on sophisticated 
models to support numerous aspects of their financial 
decision making.  The models contemporaneously 
represent both a significant advancement in financial 
management and a new source of risk.  In large 
banking organizations like State Street, model results 
influence business decisions, and model failure could 
have a harmful effect on our financial performance.  
As a result, we manage model risk within a model risk 
management framework.

Our model risk management program has three 
principal components:  

• A model risk governance program that 
defines roles and responsibilities, including 
the authority to restrict model usage, provides 
policies and guidance, and evaluates the 
models’ key assumptions, limitations and 
overall degree of risk;

• A model development process which focuses 
on sound design and computational 
accuracy, and includes activities designed to 
test for robustness, stability, and sensitivity to 
assumptions; and

• A separate model validation function 
designed to verify that models are 
theoretically sound, performing as expected, 
and are in line with their design objectives.

Governance
Models used in the regulatory capital calculation 

can only be deployed for use after receiving a 
satisfactory validation review and being granted 
approval by the appropriate corporate oversight 
committee.

The MRC, which is composed of senior staff 
with technical expertise, reports to MRAC, and 
formally recommends proposed findings with respect 
to modeling weaknesses or deficiencies. Proposed 
findings are brought to the MRC by the Model 
Validation Group, referred to as MVG, for discussion.  
MVG is part of Model Risk Management within ERM.  
The most material findings may preclude a model’s 
deployment and use; other findings may require 
resolution by specified deadlines.

ERM’s Model Risk Management group is 
responsible for defining the corporate-wide model risk 
governance framework, and maintains policies that 
achieve the framework’s objectives.  The team is 
responsible for overall model risk governance 
capabilities, with particular emphasis in the areas of 
model risk reporting, model performance monitoring, 
tracking of new model development status, and 
committee-level review and challenge.
Model Development and Usage

Models used in the regulatory capital calculation 
are developed under standards governing data 
sourcing, methodology selection and model integrity 
testing.   Model development includes a clear 
statement of purpose to align development with 
intended use. 

Model developers conduct an assessment of 
data quality and relevance.  The development teams 
conduct a variety of tests of the accuracy, robustness 
and stability of each model. 

Model owners submit models to MVG for 
validation on a regular basis, as per existing policy.
Model Validation

MVG separately validates models through a 
review that assesses the soundness and suitability of 
data inputs, methodologies, assumptions, coding and 
model outputs.  Model validation also encompasses 
an assessment of a model’s potential limitations given 
its particular assumptions or deficiencies.  MVG 
maintains a model risk-rating system, which assigns a 
risk rating to each model based on the severity of 
review findings. These ratings aid in the 
understanding and reporting of model risk across the 
model portfolio, and enable the triaging of needs for 
remediation.



State Street Corporation  27

Although model validation is the primary method 
of subjecting models to separate review and 
challenge, in practice, a multi-step governance 
process provides the opportunity for challenge by 
multiple parties.  First, MVG conducts model 
validation and prepares findings.  These proposed 
findings are then discussed with and formally 
recommended by the MRC.  Finally, model usage 
decisions, made by the appropriate corporate 
oversight committee, are influenced by the model 
findings.
CREDIT RISK
Overview
Core Policies and Principles 

We define credit risk as the risk of financial loss 
if a counterparty, borrower or obligor, collectively 
referred to as counterparty, is either unable or 
unwilling to repay borrowings or settle a transaction in 
accordance with underlying contractual terms.  We 
assume credit risk in our traditional non-trading 
lending activities, such as loans and contingent 
commitments, in our investment securities portfolio, 
where recourse to a counterparty exists, and in our 
direct and indirect trading activities, such as principal 
securities lending and foreign exchange and 
indemnified agency securities lending.  We also 
assume credit risk in our day-to-day treasury and 
securities and other settlement operations, in the form 
of deposit placements and other cash balances, with 
central banks or private sector institutions.     

We distinguish between three major types of 
credit risk:  

Default risk - the risk that a counterparty fails 
to meet its contractual payment obligations;
Country risk - the risk that we may suffer a 
loss, in any given country, due to any of the 
following reasons: deterioration of economic 
conditions, political and social upheaval, 
nationalization and appropriation of assets, 
government repudiation of indebtedness, 
exchange controls, and disruptive currency 
depreciation or devaluation; and 
Settlement risk - the risk that the settlement 
or clearance of transactions will fail, which 
arises whenever the exchange of cash, 
securities and/or other assets is not 
simultaneous.

The acceptance of credit risk by State Street is 
governed by corporate policies and guidelines, which 
include standardized procedures applied across the 
entire organization.  These policies and guidelines 
include specific requirements related to each 
counterparty's risk profile; the markets served; 
counterparty, industry and country concentrations; 
and regulatory compliance. These policies and 

procedures also implement a number of core 
principles, which include the following:

• We measure and consolidate all credit risks 
to each counterparty, or group of 
counterparties, in accordance with a “one-
obligor” principle that aggregates risks 
across all of our business units;

• ERM reviews and approves all extensions of 
credit, or material changes to extensions of 
credit (such as changes in term, collateral 
structure or covenants), in accordance with 
assigned credit-approval authorities;  

• Credit-approval authorities are assigned to 
individuals according to their qualifications, 
experience and training, and these 
authorities are periodically reviewed.  Our 
largest exposures require approval by the 
Credit Committee, a sub-committee of the 
Credit Risk and Policy Committee.  With 
respect to small and low-risk extensions of 
credit to certain types of counterparties, 
approval authority is granted to individuals 
outside of ERM; 

• We seek to avoid or limit undue 
concentrations of risk.  Counterparty (or 
groups of counterparties), industry, country 
and product-specific concentrations of risk 
are subject to frequent review and approval 
in accordance with our risk appetite;

• We determine the creditworthiness of all 
counterparties through a detailed risk 
assessment, including the use of 
comprehensive internal risk-rating 
methodologies;  

• We review all extensions of credit and the 
creditworthiness of all counterparties at least 
annually.  The nature and extent of these 
reviews are determined by the size, nature 
and term of the extensions of credit and the 
creditworthiness of the counterparty; and

• We subject all core policies and principles to 
annual review as an integral part of our 
periodic assessment of our risk appetite.  

Our corporate policies and guidelines require 
that the business units which engage in activities that 
give rise to credit and counterparty risk comply with 
procedures that promote the extension of credit for 
legitimate business purposes; are consistent with the 
maintenance of proper credit standards; limit credit-
related losses; and are consistent with our goal of 
maintaining a strong financial condition.
Structure and Organization

The Credit Risk Management group, an integral 
part of ERM, is responsible for the assessment, 
approval and monitoring of all types of credit risk 
across State Street.  The group is managed centrally, 
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and has dedicated teams in a number of locations 
worldwide, across our businesses.  The Credit Risk 
Management group is responsible for all requisite 
policies and procedures, and for State Street’s 
advanced internal credit-rating systems and 
methodologies.  In addition, the group, in conjunction 
with the appropriate business units, establishes 
appropriate measurements and limits to control the 
amount of credit risk accepted across its various 
business activities, both at the portfolio level and for 
each individual counterparty or group of 
counterparties, to individual industries, and also to 
counterparties by product and country of risk.  These 
measurements and limits are reviewed periodically, 
but at least annually. 

In conjunction with other groups in ERM, Credit 
Risk Management is jointly responsible for the 
design, implementation and oversight of our credit 
risk measurement and management systems, 
including data and assessment systems, 
quantification systems and the reporting framework.  

Various key committees within State Street are 
responsible for the oversight of credit risk and 
associated credit risk policies, systems and models.  
All credit-related activities are governed by our risk 
appetite framework and our credit risk guidelines, 
which define our general philosophy with respect to 
credit risk and the manner in which we control, 
manage and monitor such risks.  

The previously described Credit Risk and Policy 
Committee (refer to "Risk Committees" in this 
Disclosure) has primary responsibility for the 
oversight, review and approval of the credit risk 
guidelines and policies.  Credit risk guidelines and 
policies are reviewed periodically, but at least 
annually.

The Credit Committee, a sub-committee of the 
Credit Risk and Policy Committee, has responsibility 
for assigning credit authority and approving the 
largest and higher-risk extensions of credit to 
individual counterparties or groups of counterparties.  

Both the Credit Risk and Policy Committee and 
the Credit Committee provide periodic updates to 
MRAC and the Board's RC.
Credit Ratings 

We seek to limit credit risk arising from 
transactions with our counterparties by performing 
initial and ongoing due diligence on their 
creditworthiness when conducting any business with 
them or approving any credit limits.   

This due diligence process includes the 
assignment of an internal credit rating, which is 
determined by the use of internally developed and 
validated methodologies, scorecards and a 15-grade 
rating scale.   This risk-rating process incorporates 
the use of risk-rating tools in conjunction with 
management judgment; qualitative and quantitative 

inputs are captured in a replicable manner and, 
following a formal review and approval process, an 
internal credit rating based on our rating scale is 
assigned.  All credit ratings are reviewed and 
approved by the Credit Risk Management group or 
designees within ERM.  To facilitate comparability 
across the portfolio, counterparties within a given 
sector are rated using a risk-rating tool developed for 
that sector. 

All risk-rating methodologies are approved by 
the Credit Risk and Policy Committee, after 
completion of internal model validation processes, 
and are subject to an annual review, including re-
validation.  

We generally rate our counterparties individually, 
although certain portfolios defined by us as low-risk 
are rated on a pooled basis.  We evaluate and rate 
the credit risk of our counterparties on an ongoing 
basis.
Risk Parameter Estimates 

Our internal risk-rating system promotes a clear 
and consistent approach to the determination of 
appropriate credit risk classifications for all of our 
credit counterparties and exposures, tracking the 
changes in risk associated with these counterparties 
and exposures over time. This capability enhances 
our ability to more accurately calculate both risk 
exposures and capital, enabling better strategic 
decision making across the organization. 

We use credit risk parameter estimates for the 
following purposes:

• The assessment of the creditworthiness of 
new counterparties and, in conjunction with 
our risk appetite statement, the development 
of appropriate credit limits for all products 
and services, including loans, foreign 
exchange, securities finance, placements 
and repurchase agreements;

• The use of an automated process for limit 
approvals for certain low-risk counterparties, 
as defined in our credit risk guidelines, 
based on the counterparty’s probability-of-
default, or PD, rating class;

• The development of approval authority 
matrices based on PD; riskier counterparties 
with higher ratings require higher levels of 
approval for a comparable PD and limit size 
compared to less risky counterparties with 
lower ratings;

• The analysis of risk concentration trends 
using historical PD and exposure-at-default, 
or EAD, data;

• The standardization of rating integrity testing 
by the Global Counterparty Review group 
using rating parameters; 
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• The determination of the level of 
management review of short-duration 
advances depending on PD; riskier 
counterparties with higher rating class 
values generally trigger higher levels of 
management escalation for comparable 
short-duration advances compared to less 
risky counterparties with lower rating-class 
values;

• The monitoring of credit facility utilization 
levels using EAD values and the 
identification of instances where 
counterparties have exceeded limits; 

• The aggregation and comparison of 
counterparty exposures with risk appetite 
levels to determine if businesses are 
maintaining appropriate risk levels; and

• The determination of our regulatory capital 
requirements for the AIRB provided in the 
Basel framework.

Credit Risk Mitigation
We seek to limit our credit exposure and reduce 

our potential credit losses through various types of 
risk mitigation.  In our day-to-day management of 
credit risks, we utilize and recognize the following 
types of risk mitigation.

• Collateral.  In many parts of our business, 
we regularly require or agree for collateral to 
be received from or provided to clients and 
counterparties in connection with contracts 
that incur credit risk.  In our trading 
businesses, this collateral is typically in the 
form of cash and securities (government 
securities and other bonds or equity 
securities).  Credit risks in our non-trading 
and securities finance businesses are also 
often secured by bonds and equity securities 
and by other types of assets.  In all 
instances, collateral serves to reduce the 
risk of loss inherent in an exposure by 
improving the prospect of recovery in the 
event of a counterparty default.  While 
collateral is often an alternative source of 
repayment, it generally does not replace the 
requirement within our policies and 
guidelines for high-quality underwriting 
standards.      

Our credit risk guidelines require that the 
collateral we accept for risk mitigation purposes is of 
high quality, can be reliably valued and can be 
liquidated if or when required.  Generally, when 
collateral is of lower quality, more difficult to value or 
more challenging to liquidate, higher discounts to 
market values are applied for the purposes of 
measuring credit risk.  For certain less liquid 
collateral, longer liquidation periods are assumed 
when determining the credit exposure.

All types of collateral are assessed regularly by 
ERM, as is the basis on which the collateral is valued.  
Our assessment of collateral, including the ability to 
liquidate collateral in the event of a counterparty 
default, is an integral component of our assessment 
of risk and approval of credit limits.  We also seek to 
identify, limit and monitor instances of "wrong-way" 
risk, where a counterparty’s risk of default is positively 
correlated with the risk of our collateral eroding in 
value.

We maintain policies and procedures requiring 
that all documentation used to collateralize a 
transaction is legal, valid, binding and enforceable in 
the relevant jurisdictions.  We also conduct legal 
reviews to assess whether our documentation meets 
these standards on an ongoing basis.  

• Netting.  Netting is a mechanism that allows 
institutions and counterparties to net 
offsetting exposures and payment 
obligations against one another through the 
use of qualifying master netting agreements.  
A master netting agreement allows the 
netting of rights and obligations arising 
under derivative or other transactions that 
have been entered into under such an 
agreement upon the counterparty’s default, 
resulting in a single net claim owed by, or to, 
the counterparty.  This is commonly referred 
to as "close-out netting,” and is pursued 
wherever possible.  We may also enter into 
master agreements that allow for the netting 
of amounts payable on a given day and in 
the same currency, reducing our settlement 
risk.  This is commonly referred to as 
“payment netting,” and is widely used in our 
foreign exchange activities.       

As with collateral, we have policies and 
procedures in place to apply close-out and payment 
netting only to the extent that we have verified legal 
validity and enforceability of the master agreement.  
In the case of payment netting, operational 
constraints with our counterparties may preclude us 
from reducing settlement risk, notwithstanding the 
legal right to require the same under the master 
netting agreement.  

Generally, given the nature of our operations 
and our risk profile, we do not employ risk mitigation 
in the form of guarantees and credit derivatives as 
extensively as traditional commercial and investment 
banks.  Accordingly, while we may benefit from third-
party guarantees in some instances, we do not 
currently recognize the full potential benefit of related 
risk reduction in our measurement or risk-weighting of 
our credit exposure.  We have established systematic 
processes to allow only eligible collateral and 
permitted netting, as defined in the Basel framework, 
to be recognized in our measurement of credit risk. 
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Credit Limits 
Central to our philosophy for our management of 

credit risk is the approval and imposition of credit 
limits, against which we monitor the actual and 
potential future credit exposure arising from our 
business activities with counterparties or groups of 
counterparties.  Credit limits are a reflection of our 
risk appetite, which may be determined by the 
creditworthiness of the counterparty, the nature of the 
risk inherent in the business undertaken with the 
counterparty, or a combination of relevant credit 
factors.  Our risk appetite for certain sectors and 
certain countries and geographic regions may also 
influence the level of risk we are willing to assume to 
certain counterparties.  

The analysis and approval of credit limits is 
undertaken in a consistent manner across all of our 
businesses, although the nature and extent of the 
analysis may vary, based on the type, term and 
magnitude of the risk being assumed.  Credit limits 
and underlying trading-related exposures are 
assessed and measured on both a gross and net 
basis, with net exposure determined by deducting the 
value of collateral.  In nearly all instances, credit limit 
approvals, for all business units and products within 
State Street, are undertaken by the Credit Risk 
Management group, by individuals to whom credit 
authority has been delegated, or by the Credit 
Committee.  

Credit limits are re-evaluated annually, or more 
frequently as needed, and are revised periodically on 
prevailing and anticipated market conditions, changes 
in counterparty or country-specific credit ratings and 
outlook, changes in State Street's risk appetite for 
certain counterparties, sectors or countries, and 
enhancements to the measurement of credit 
utilization.
Reporting 

Ongoing active monitoring and management of 
our credit risk is an integral part of our credit risk 
management framework.  We maintain management 
information systems to identify, measure, monitor and 
report credit risk across businesses and legal entities, 
enabling ERM and our businesses to have timely 
access to accurate information on all credit limits and 
exposures.  Monitoring is performed along the 
dimensions of counterparty, industry, country and 
product-specific risks to facilitate the identification of 
concentrations of risk and emerging trends.  

Key aspects of this credit risk reporting structure 
include governance and oversight groups, policies 
that define standards for the reporting of credit risk, 
data aggregation and sourcing systems, and separate 
testing of relevant risk reporting functions by 
Corporate Audit.

The Credit Portfolio Management group 
routinely assesses the composition of our overall 

credit risk portfolio for alignment with our stated risk 
appetite.  This assessment includes routine analysis 
and reporting of the portfolio, monitoring of market-
based indicators, the assessment of industry trends 
and developments, and regular reviews of 
concentrated risks.  The Credit Portfolio Management 
group is also responsible, in conjunction with the 
business units, for defining the appetite for credit risk 
in the major sectors in which we have a concentration 
of business activities.  These sector-level risk appetite 
statements, which include counterparty selection 
criteria and granular underwriting guidelines, are 
reviewed periodically and approved by the Credit Risk 
and Policy Committee.
Monitoring

Regular surveillance of credit and counterparty 
risks is undertaken by our business units, the Credit 
Risk Management group and designees with ERM, 
allowing for frequent and extensive oversight.  This 
surveillance process includes, but is not limited to, the 
following components:

• Annual Reviews.  A formal review is 
conducted at least annually on all 
counterparties, and includes a thorough 
review of operating performance, primary 
risk factors and our internal credit risk rating.  
This annual review also includes a review of 
current and proposed credit limits, an 
assessment of our ongoing risk appetite and 
verification that supporting legal 
documentation remains effective.

• Interim Monitoring.  Periodic monitoring of 
our largest and riskiest counterparties is 
undertaken more frequently, utilizing 
financial information, market indicators and 
other relevant credit and performance 
measures.  The nature and extent of this 
interim monitoring is individually tailored to 
certain counterparties and/or industry 
sectors to identify material changes to the 
risk profile of a counterparty (or group of 
counterparties) and assign an updated 
internal risk rating in a timely manner.  

We maintain an active "watch list" for all 
counterparties where we have identified a concern 
that the actual or potential risk of default has 
increased. The watch-list status denotes a concern 
with some aspect of a counterparty's risk profile that 
warrants closer monitoring of the counterparty's 
financial performance and related risk factors. Our 
ongoing monitoring processes are designed to 
facilitate the early identification of counterparties 
whose creditworthiness is deteriorating; any 
counterparty may be placed on the watch list by ERM 
at its sole discretion. 

Counterparties that receive an internal risk rating 
within a certain range on our rating scale are eligible 
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for watch list designation.  These risk ratings 
generally correspond with the non-investment grade 
or near non-investment grade ratings established by 
the major independent credit-rating agencies,  and 
also include the regulatory classifications of “Special 
Mention,” “Substandard,” “Doubtful” and “Loss.”  
Counterparties whose internal ratings are outside this 
range may also be placed on the watch list.

The Global Credit Review group, referred to as 
GCR, maintains primary responsibility for State 
Street’s watch list processes, and generates a 
monthly report of all watch list counterparties.  The 
watch list is reviewed monthly in recurring meetings 
conducted by GCR with participation from the 
business units, senior ERM staff, and representatives 
from our corporate finance and legal groups as 
appropriate.  These meetings include a review of all 
individual watch list counterparties, together with 
credit limits and prevailing exposures, and are 
focused on actions to contain, reduce or eliminate the 
risk of loss to State Street.  Identified actions are 
documented and monitored. 
Controls

GCR provides a separate level of surveillance 
and oversight over the integrity of State Street’s 
internal risk-rating system, by providing a separate 
review of all ratings processes.  As a critical function, 
GCR is subject to oversight by the Credit Risk and 
Policy Committee, and provides periodic updates to 
the Board’s RC.  GCR reviews all counterparty credit 
ratings for all sectors on an ongoing basis. 

Specific activities of GCR include the following: 
• Separate and objective assessments of State 

Street's credit and counterparty exposures to 
determine the nature and extent of risk 
undertaken by the business units; 

• Periodic business unit reviews, focusing on 
the assessment of credit analysis, policy 
compliance, prudent transaction structure 
and underwriting standards, administration 
and documentation, risk-rating integrity, and 
relevant trends;

• Identification and monitoring of developing 
counterparty, market and/or industry sector 
trends to limit risk of loss and protect capital;

• Regular and formal reporting of reviews, 
including findings and requisite actions to 
remedy identified deficiencies;

• Allocation of resources for specialized risk 
assessments (on an as-needed basis);

• Assessment of the appropriate level of the 
allowance for loan and lease losses; and

• Liaison with auditors and regulatory 
personnel on matters relating to risk rating, 
reporting, and measurement.

Advanced Internal Ratings-Based Approach 
We measure and monitor our wholesale credit 

risk exposures by applying the Advanced Internal 
Ratings-Based approach, or AIRB, using standard 
risk parameters, all of which apply methodologies 
consistent with the Basel framework. With respect to 
our securities finance business, we measure our 
credit risk exposures using a VaR model which has 
been reviewed by our primary regulator. 

 The AIRB approach consists of three main 
building blocks:

• Probability of Default, or PD.  We define 
PD as our estimate of the long-run average 
likelihood that a counterparty will be unable to 
meet its financial or settlement obligations 
over a one-year time horizon, expressed as a 
percentage.  A PD is computed for each of 
our counterparties using a model specific to 
the type of counterparty or sector; the PD is 
then converted into a numeric credit rating 
using our 15-grade rating masterscale.

• Loss Given Default, or LGD.  We define 
LGD as our estimate of the economic loss 
per dollar of EAD (described below) that we 
would expect to incur in the event of a 
counterparty default, within a one-year time 
horizon in economic downturn conditions, 
expressed as a percentage.  LGD amounts 
are based on the specific characteristics and 
structure of the individual exposures to a 
counterparty.

• Exposure at Default, or EAD.  We define 
EAD as our estimate of our exposure to a 
counterparty upon a default by that 
counterparty, with a one-year time horizon 
under economic downturn conditions, 
expressed in dollars.  For example, this 
amount may represent the outstanding 
principal balance of a loan or the fair value 
and potential future exposure of a derivative 
contract.

Typically, we have credit exposure to large 
financial or government entities that have high 
creditworthiness and low historical default rates.  
Estimation and Validation of PD, LGD and EAD

We calculate our PD, LGD and EAD parameters 
under a unified framework that assesses the relative 
risk of different exposures and counterparty types.  All 
three parameters are based upon a consistent 
definition of default.  
Definition of Default

We consider a counterparty to be in default if: 
(1) we determine that the counterparty is unlikely to 
pay its credit obligations to State Street in full, without 
recourse by State Street to actions such as 
underlying collateral (if held); or (2) the counterparty 



State Street Corporation  32

is past due more than 60 days on any material credit 
obligation(s) to us.

A counterparty in default remains in default until 
we have reasonable assurance of repayment and 
performance for all contractual principal and interest 
payments on all of our exposures to the counterparty 
(other than exposures that we have fully written down 
or charged off). 
PD Models and Development 

Our PD models incorporate a combination of 
quantitative and qualitative factors to calculate a PD 
for a given counterparty, such as counterparty 
creditworthiness and an estimate of the probability 
that a counterparty will default within the next year. 
These factors may include the counterparty's 
leverage, debt service capacity, return on equity and 
other financial ratios, including those derived from 
publicly-available financial reports.  Other factors may 
include the quality of management and, for 
counterparties which are investment funds, the 
investment strategy of the counterparty, derived from 
research performed by our credit analysts.  The 
weights, or coefficients, of the factors used in our PD 
models are generally estimated using a statistical 
method known as regression analysis.

We use professional judgment to determine 
some of the qualitative risk factors, such as our 
assessment of the counterparty's risk management 
systems, warning signals and group logic. Such 
professional judgment is consistently supported and 
validated by in-depth analysis.

PD estimates require sufficient data to provide a 
reasonable level of statistical certainty that the results 
are accurate. All of our PD models are developed with 
a minimum of five years of State Street data. When 
internal and external default information is limited, a 
margin of conservatism is included within the 
estimates to allow for a level of uncertainty to be 
reflected in the model output.

Since historical default rates in our portfolios are 
low, our PD models rely on a shadow-rating method 
based on default-rate data obtained from 
independent credit rating agencies. We update our 
models in accordance with our internal model 
governance policies and related regulatory 
requirements.

We perform tests of model integrity on each PD 
model as part of our model development and annual 
process update.

Our PD models are based on the following 
assumptions:

• The selected modeling approach is valid, 
i.e., the data are representative of the 
current portfolio, the model is suitable for the 
parameter estimation, and the estimated 

relationship based on the historical data can 
be applied to the current portfolio;

• Since defaults in our portfolio are rare, 
ratings of major independent credit rating 
agencies are sufficiently accurate and 
dynamic, and reflect the changing risk 
profiles and characteristics to be used for 
modeling purposes;

• Data used in model development allow for 
the estimate of PDs for these counterparties 
in the future as well as new counterparties; 
and

• Non-publicly-rated counterparties share the 
same risk characteristics as publicly-rated 
counterparties; this allows the use of internal 
models developed on publicly-rated 
counterparties to be applied to non-publicly-
rated counterparties.

Credit Rating Process
We have created rating groups to rate the credit 

quality of our counterparties, as delineated below:

• Banks;
• Broker/dealers;
• General corporations;
• Insurance companies;
• Senior secured bank loans, or leveraged 

loans;
• Sovereigns; 
• Municipalities, including general government 

(U.S. and non-U.S.); essential services; 
airports; housing; transportation; and higher 
education (public and private); and

• Collective investment funds, including 
regulated funds non-U.S. regulated funds, 
hedge funds, unregulated and lightly 
regulated funds, unregulated investment 
vehicles and trusts, charities, foundations, 
endowments, and pension funds.

PD Mapping
We have developed mapping models based on 

the actual long-term average annual default rates for 
each external rating reported by the major 
independent credit rating agencies.  External ratings 
are associated with corresponding PDs and, in turn, 
are mapped to the appropriate State Street internal 
ratings by comparing the PDs to the upper and lower 
boundaries of our masterscale. The mapping 
specifies the relationship between the internal and 
external credit ratings. 
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The following table presents our general masterscale, which is used for the vast majority of our counterparties: 

TABLE 4: GENERAL MASTERSCALE

Category State Street Risk
Rating PD (Basis Points) PD Band (Basis Points) External Agency Rating

Pass 1 1 — 1.7 AAA to AA+
2 3 1.7 3.9 AA to AA-
3 5 3.9 7 A+ to A
4 10 7 14 A-
5 20 14 28 BBB+ to BBB
6 40 28 57 BBB-
7 80 57 113 BB+ to BB
8 160 113 219 BB-
9 300 219 387 B+

10 500 387 707 B
11 1,000 707 1,414 B-

Special Mention 12 2,000 1,414 3,162 CCC+ to CCC
Substandard 13 5,000 3,162 7,071 CCC- to C
Doubtful 14 10,000 7,071 — D
Loss 15 10,000 — — D

LGD Models and Development 
 Our LGD models incorporate professional 

judgment as well as statistical and structural 
approaches.  Among other things, our LGD models 
incorporate several factors, including facility type, 
facility seniority, counterparty type, industry, 
jurisdiction, market type, type of collateral, and the 
amount of underlying collateral.

The Basel framework requires robust LGD 
models to be built using at least seven years of 
historical default data.  Since the historical default 
rates of our counterparties are low, both internal and 
external data are used to construct our LGD models.  
Downturn LGD is generally calculated as the 86th 
percentile of the LGD distribution.  The 86th percentile 
corresponds to a 1-in-7-years event under our 
definition of an economic downturn.

Our models calculate LGD as the ratio of final 
economic loss to EAD.  The final loss is adjusted to 
reflect the cost and time needed to recover any 
underlying collateral.  The value of collateral is also 
adjusted downward via a "haircut" to reflect the 
expected loss of value when it is sold.  Final loss is 
also adjusted to reflect currency and jurisdiction for 
counterparties not domiciled in the U.S., as well as 
factors that affect present value.

LGD estimates generally require sufficient data 
to provide a reasonable level of statistical certainty 
that results are accurate.  When internal and external 
default data are limited, a margin of conservatism is 
added to the estimates that reflects the level of 
uncertainty inherent in the model output. 

Our LGD models are based on the following 
assumptions:

• External data sources used to address our 
lack of internal default experience are 
representative of our portfolio; where 
possible, we have taken steps to show that 
external data sources are representative of 
our portfolio;

• Where no internal or external data are 
available, a structured approach combined 
with expert judgment is used to provide 
sufficiently accurate LGD estimates; and

• Recovery amount calculations include a 
cost-of-recovery component related to the 
direct and indirect costs of liquidating 
assets, legal proceedings and other steps; 
recoveries are discounted back to the 
default date using discount rates and model 
dependent assumed times to recovery.

EAD Models and Development 
Our EAD models incorporate a mix of qualitative 

assessment and quantitative modeling.  Given the 
importance of EAD in our determination of RWA, we 
subject our EAD calculations to the same rigorous 
standards as our PD and LGD calculations. We follow 
the general principles described below in our 
determination of EAD:

• We apply conservatism in our calculation of 
EAD, without unduly sacrificing risk 
sensitivity;

• We base our EAD adjustments for credit risk 
mitigation on properly documented 
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qualifying master netting agreements which 
we determine to be legally enforceable, as 
well as eligible collateral; and

• We model the distribution of EAD for 
positions with “stochastic,” or random, 
exposure over the life of the exposure or, for 
a collateralized exposure, the liquidation 
time horizon of the collateral.

We use a variety of methodologies to calculate 
EAD for our exposures where applicable; for 
example, we use the current-exposure method to 
calculate the EAD for over-the-counter, or OTC, 
derivative contracts; a VaR methodology for repo-
style transactions composed of our indemnified 
agency securities lending and principal securities 
lending and borrowing activities; and the collateral 
haircut approach, using supervisory haircuts, for 
repo-style transactions composed of reverse 
repurchase and repurchase agreements initiated by 
our Global Treasury group.  

The calculation of EAD for our equity exposures 
consists of two methodologies: for exposures to 
investment funds, we use look-through approaches; 
for all other equity exposures, we use the simple-risk-
weight approach, referred to as SRWA.  Under the 
SRWA, prescribed risk weights are applied to the 
carrying value of the exposure.  Where applicable, we 
include undrawn commitments, and their respective 
credit conversion factors, or CCFs, and interest 
accruals together with the outstanding balance to 
calculate EAD.  

The following section describes our calculations 
of EAD for certain of our lending activities, as well as 
our indemnified agency securities lending and 
principal securities lending and borrowing activities.
Undrawn Commitments

 A CCF is designed to capture the exposure 
implicit in these commitments, and represents the 
percentage of the undrawn portion of a facility to 
which we expect to be exposed in a default event. 

 Given the high quality of our credit portfolio, 
very few empirical observations on draw-down 
behavior exist for the vast majority of State Street's 
counterparty types and associated loan products. 
This gives rise to challenges in deriving a quantitative 
estimate for potential future draws on commitments 
via modeling of credit conversion factors. As such, we 
have adopted a conservative stance beginning with 
the third quarter of 2014 by applying a CCF of 100% 
for all undrawn commitments for the purposes of 
State Street's regulatory capital calculation. 
Committed Revolving Credit Facilities

For such facilities, business specialists evaluate 
the terms of the agreements, as well as the need for 
and use of facilities across different counterparties, to 

assess the extent to which facilities would be utilized 
in a default event.  

For these facilities, the outstanding balance on 
any particular facility does not fully capture our 
potential exposure in the event of a default, since the 
commitments have not been fully funded.  As a result, 
we are exposed to additional loss if committed but 
undrawn amounts are funded.  Total EAD equals the 
current outstanding amount plus the product of the 
CCF and the undrawn portion of the committed 
facility.
Principal and Indemnified Agency Securities Lending 
and Borrowing 

We calculate EAD for our securities finance 
business using a VaR model, which is a hybrid of 
historical and parametric simulation.  This hybrid VaR 
model separates a daily return into a systematic 
return and an idiosyncratic return.  To determine the 
systematic return, a given security is mapped to an 
index based on several characteristics, including 
whether or not the security is an equity or fixed-
income security, whether it is a U.S. or a non-U.S. 
security, and other characteristics.  The systematic 
return is then determined by the volatility-adjusted 
historical return on the benchmark to which the 
security was mapped.  

The idiosyncratic return is determined by a draw 
from a parametric distribution.  The returns are 
aggregated at the netting-set level, as determined by 
legally enforceable netting agreements.  The VaR for 
each netting set is calculated as the convolution of 
the systematic and idiosyncratic returns of the 
securities within the netting set.  The EAD for a 
netting set is the greater of the VaR less margin or 
zero.

Conservative adjustments are considered and 
applied to exposures when empirical observations are 
scarce. 
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Impairment Analysis and Allowance for Loan and 
Lease Losses 

Our credit portfolio, and the risk profile of our 
counterparties, is generally of high quality, such that 
ordinarily, the number of counterparties on our watch 
list is small and our impaired loans are not significant 
to our consolidated financial statements.  The 
processes we use to consider potential and actual 
impairment, together with those we use to assess the 
appropriate level of our allowance for loan and lease 
losses, referred to as our ALLL, are outlined in this 
section.  
Non-Accrual Loans

We generally place loans on non-accrual status 
when they become 60 days past due as to either 
principal or interest, or earlier when full collection of 
principal or interest is not considered probable. 
Loans 60 days past due, but considered both well-
secured and in the process of collection, are treated 
as exceptions and may be excluded from non-accrual 
status.  We define past-due loans as those loans 
where contractually agreed payments of principal 
and/or interest remain unpaid by the borrower, but for 
which interest continues to be accrued.  

When we place a loan on non-accrual status, 
the accrual of interest is discontinued and previously 
recorded but unpaid interest is reversed and 
generally charged against interest revenue. For loans 
on non-accrual status, revenue is recognized on a 
cash basis after recovery of principal, if and when 
interest payments are received. Loans may be 
removed from non-accrual status when repayment is 
reasonably assured and performance under the terms 
of the loan has been demonstrated.

As of March 31, 2015, no institutional loans or 
leases and no CRE loans were on non-accrual status 
or 90 days or more contractually past due.  
Impaired Loans

Impaired loans are loans specifically identified 
by the Credit Risk Management group, in conjunction 
with Corporate Finance and the business units, where 
there is objective evidence of impairment as a result 
of a loss event with a counterparty, where the loss 
event has an impact on the estimated future cash 
flows from the counterparty, and when a reliable 
estimate of the potential loss to State Street can be 
determined.  Where there is evidence of impairment, 
the impairment loss is generally calculated on the 
basis of discounted expected future cash flows using 
the original effective interest rate of the loan.  

We reduce the carrying amount of an impaired 
loan by the level of the impairment and recognize the 
loss to State Street as a provision for loan losses in 
our consolidated statement of income.  Specific loan 
impairment allowances are assessed for all individual 
loans where a risk of loss is identified.  We also 

assess the potential for losses on loans not yet 
identified as being impaired.  

As of March 31, 2015 no CRE loans were
modified in troubled debt restructurings. No
loans were modified in troubled debt restructurings in
the first quarter of 2015 or in all of 2014.
Allowance for Loan and Lease Losses

The ALLL is recorded as a reduction of loans 
and leases in our consolidated statement of condition, 
and represents management’s estimate of incurred 
credit losses in our loan-and-lease portfolio as of the 
date of our consolidated statement of condition.  The 
ALLL is evaluated on a regular basis by 
management. Factors considered in evaluating the 
appropriate level of the ALLL for our loan-and-lease 
portfolio include:

• Loss experience;
• The probability of default reflected in our 

internal risk rating of the counterparty's 
creditworthiness;

• Current economic conditions and adverse 
situations that may affect the borrower’s 
ability to repay;

• The estimated value of the underlying 
collateral, if any;

• The performance of individual counterparties 
in relation to contract terms; and 

• Other relevant factors. 
Provisions for loan losses, recorded in our 

consolidated statement of income, reflect our 
estimate of the amount necessary to maintain the 
ALLL at a level considered by us to be appropriate to 
absorb estimated incurred credit losses in the loan-
and-lease portfolio.

Loans are charged off to the ALLL in the 
reporting period in which either an event occurs that 
confirms the existence of a loss on a loan or a portion 
of a loan is determined to be uncollectible. In addition, 
any impaired loan that is determined to be collateral-
dependent is reduced to an amount equal to the fair 
value of the collateral less costs to sell. A loan is 
identified as collateral-dependent when management 
determines that it is probable that the underlying 
collateral will be the sole source of repayment. 
Recoveries are recorded on a cash basis as 
adjustments to the ALLL.

The reserve for off-balance sheet credit 
exposures, recorded in accrued expenses and other 
liabilities in our consolidated statement of condition, 
represents management’s estimate of probable credit 
losses in outstanding letters and lines of credit and 
other credit-enhancement facilities provided to our 
clients and outstanding as of the balance sheet date. 
The reserve is evaluated on a regular basis by 
management. Factors considered in evaluating the 
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appropriate level of this reserve are similar to those 
considered with respect to the allowance for loan 
losses. Provisions to maintain the reserve at a level 
considered by us to be appropriate to absorb 
estimated incurred credit losses in outstanding 
facilities are recorded in other expenses in our 
consolidated statement of income.

Given the nature of our business, we differ in 
comparison to many more traditional banking 
organizations, in that our loan-and-lease portfolio, 
which had an aggregate carrying value of 
approximately $18.28 billion as of March 31, 2015, 
represents a smaller portion of our consolidated 
statement of condition (approximately 6.5% of our 
consolidated total assets as of March 31, 2015).  
Similarly, our ALLL totaled approximately $41 million, 
and our reserve for off-balance sheet credit 
exposures totaled approximately $19.5 million, as of 
the same date. The provision for loan losses recorded 
in our consolidated statement of income for the first 
quarter of 2015 and the fourth quarter of 2014 was $4 
million and $4 million, respectively.
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The following tables present the EAD of our wholesale credit risk exposures by type as of the dates indicated, 
and the average EAD for the periods indicated: 
TABLE 5: CREDIT RISK EXPOSURE AT DEFAULT

March 31, 2015
Quarter Ended March

31, 2015
(In millions) EAD Average EAD(1) 
Credit risk exposures(2)

Cash and due from, and interest-bearing deposits with, banks(3) $ 89,866 $ 83,180

Investment securities - wholesale 63,998 63,546

Loans and leases(4) 50,213 50,654

OTC derivative contracts(5) 16,988 19,917

Repo-style transactions(6) 4,642 4,458

Other wholesale 8,243 9,511

Total $ 233,950 $ 231,266

December 31, 2014
Quarter Ended

December 31, 2014
(In millions) EAD Average EAD(1) 
Credit risk exposures(2)

Cash and due from, and interest-bearing deposits with, banks(3) $ 98,027 $ 84,818

Investment securities - wholesale 61,456 61,923

Loans and leases(4) 50,520 49,575

OTC derivative contracts(5) 17,434 18,054

Repo-style transactions(6) 4,092 4,489

Other wholesale 7,933 6,979

Total $ 239,462 $ 225,838

(1)  Amounts each represent the average of the three month-end EAD amounts in the quarter.
(2)  Amounts exclude securitizations, equity exposures, assets not in a defined exposure category and exposures classified as "not 

material."
(3)  Amounts predominantly consist of deposits with banks and central banks.
(4)  Amounts include unused commitments and financial standby letters of credit.
(5)  Amounts reflect the benefit of netting permitted by GAAP and the Basel III final rule, as applicable; refer to table 10.
(6)  Amounts include the aggregate of indemnified agency securities lending and principal securities finance and reverse repurchase and 

repurchase agreements; exposure reflects the benefit of collateral and netting permitted by GAAP and the Basel III final rule, as 
applicable; refer to tables 11 and 12.
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The following tables present the EAD of our wholesale credit risk exposures by major geographic region as of 
the dates indicated. 
TABLE 6: CREDIT RISK EXPOSURE AT DEFAULT - GEOGRAPHIC MIX

March 31, 2015

(In millions) EAD Americas Europe
Asia/

Pacific Other
Credit risk exposures(1)

Cash and due from, and interest-bearing deposits 
with, banks(2) $ 89,866 $ 61,886 $ 14,470 $ 13,415 $ 95
Investment securities - wholesale 63,998 57,224 2,675 4,074 25
Loans and leases(3) 50,213 45,368 4,670 72 103
OTC derivative contracts(4) 16,988 5,229 9,132 2,523 104
Repo-style transactions(5) 4,642 4,015 484 17 126
Other wholesale 8,243 5,499 2,184 518 42

Total EAD $ 233,950 $ 179,221 $ 33,615 $ 20,619 $ 495

December 31, 2014

(In millions) EAD Americas Europe
Asia/

Pacific Other
Credit risk exposures(1)

Cash and due from, and interest-bearing deposits 
with, banks(2) $ 98,027 $ 81,170 $ 6,739 $ 9,925 $ 193
Investment securities - wholesale 61,456 54,340 2,862 4,229 25
Loans and leases(3) 50,520 45,436 4,750 53 281
OTC derivative contracts(4) 17,434 4,508 9,449 3,358 119
Repo-style transactions(5) 4,092 3,520 442 12 118
Other wholesale 7,933 5,548 1,252 1,037 96

Total EAD $ 239,462 $ 194,522 $ 25,494 $ 18,614 $ 832

(1)  Amounts exclude securitizations, equity exposures, assets not in a defined exposure category and exposures classified as "not 
material."

(2)  Amounts predominantly consist of deposits with banks and central banks.
(3)  Amounts include unused commitments and financial standby letters of credit.
(4)  Amounts reflect the benefit of netting permitted by GAAP and Basel III final rule as applicable.
(5)  Amounts include the aggregate of indemnified agency securities lending and principal securities finance and reverse repurchase and 

repurchase agreements; exposure reflects the benefit of collateral and netting permitted by GAAP and the Basel III final rule, as 
applicable.
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The following tables present the EAD of our wholesale credit risk exposures by counterparty type as of the 
dates indicated.
TABLE 7: CREDIT RISK EXPOSURE AT DEFAULT - COUNTERPARTY TYPE

March 31, 2015

(In millions)
EAD

Governments, 
central banks 

and supra-
nationals(6)

Commercial
Banks

Broker/
Dealers Funds Other

Credit risk exposures(1)

Cash and due from, and interest-bearing 
deposits with, banks(2) $ 89,866 $ 77,408 $ 12,347 $ — $ 87 $ 24
Investment securities - wholesale 63,998 54,543 5,134 — — 4,321
Loans and leases(3) 50,213 8,493 417 725 32,544 8,034
OTC derivative contracts(4) 16,988 1,445 4,665 353 10,071 454
Repo-style transactions(5) 4,642 237 341 1,871 2,153 40
Other wholesale 8,243 764 2,080 1,569 1,537 2,293

Total credit risk EAD $ 233,950 $ 142,890 $ 24,984 $ 4,518 $ 46,392 $ 15,166

December 31, 2014

(In millions)
EAD

Governments, 
central banks 

and supra-
nationals(6)

Commercial
Banks

Broker/
Dealers Funds Other

Credit risk exposures(1)

Cash and due from, and interest-bearing 
deposits with, banks(2) $ 98,027 $ 88,919 $ 8,952 $ — $ 123 $ 33
Investment securities - wholesale 61,456 51,735 5,261 — — 4,460
Loans and leases(3) 50,520 8,588 504 700 32,624 8,104
OTC derivative contracts(4) 17,434 1,302 4,736 366 10,316 714
Repo-style transactions(5) 4,092 225 241 1,863 1,725 38
Other wholesale 7,933 1,009 2,793 1,278 669 2,184

Total credit risk EAD $ 239,462 $ 151,778 $ 22,487 $ 4,207 $ 45,457 $ 15,533

(1)  Amounts exclude securitizations, equity exposures, assets not in a defined exposure category and exposures classified as "not material."
(2)  Amounts predominantly consist of deposits with banks and central banks.
(3)  Amounts include unused commitments and financial standby letters of credit.
(4)  Amounts reflect the benefit of netting permitted by GAAP and the Basel III final rule, as applicable.
(5)  Amounts include the aggregate of indemnified agency securities lending and principal securities finance and reverse repurchase and 

repurchase agreements; exposure reflects the benefit of collateral and netting permitted by GAAP and the Basel III final rule, as applicable.
(6)  Amounts include municipalities, government agencies and multi-lateral development banks.
(7)  Amounts include exposures with maturities greater than five years for purposes of the calculation of RWA.
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The following tables present the EAD of our wholesale credit risk exposures by remaining contractual maturity 
as of the dates indicated.
TABLE 8: CREDIT RISK EXPOSURE AT DEFAULT - REMAINING CONTRACTUAL MATURITY

March 31, 2015
(In millions) EAD < 1 year 1 - 3 years 3 - 5 years(7)

Credit risk exposures(1)

Cash and due from, and interest-bearing deposits with, 
banks(2) $ 89,866 $ 89,866 $ — $ —
Investment securities - wholesale 63,998 5,527 12,420 46,051
Loans and leases(3) 50,213 32,083 8,882 9,248
OTC derivative contracts(4) 16,988 15,741 1,108 139
Repo-style transactions(5) 4,642 4,642 — —
Other wholesale 8,243 8,243 — —

Total credit risk EAD $ 233,950 $ 156,102 $ 22,410 $ 55,438

December 31, 2014
(In millions) EAD < 1 year 1 - 3 years 3 - 5 years(7)

Credit risk exposures(1)

Cash and due from, and interest-bearing deposits with, 
banks(2) $ 98,027 $ 98,027 $ — $ —
Investment securities - wholesale 61,456 5,754 11,298 44,404
Loans and leases(3) 50,520 32,465 8,523 9,532
OTC derivative contracts(4) 17,434 16,374 945 115
Repo-style transactions(5) 4,092 4,092 — —
Other wholesale 7,933 7,933 — —

Total credit risk EAD $ 239,462 $ 164,645 $ 20,766 $ 54,051

(1)  Amounts exclude securitizations, equity exposures, assets not in a defined exposure category and exposures classified as "not material."
(2)  Amounts predominantly consist of deposits with banks and central banks.
(3)  Amounts include unused commitments and financial standby letters of credit.
(4)  Amounts reflect the benefit of netting permitted by GAAP and the Basel III final rule, as applicable.
(5)  Amounts include the aggregate of indemnified agency securities lending and principal securities finance and reverse repurchase and 

repurchase agreements; exposure reflects the benefit of collateral and netting permitted by GAAP and the Basel III final rule, as applicable.
(6)  Amounts include municipalities, government agencies and multi-lateral development banks.
(7)  Amounts include exposures with maturities greater than five years for purposes of the calculation of RWA.
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The following tables present EAD and related information associated with our wholesale credit risk exposures, 
by range of PD, as of the dates or for the periods indicated.
TABLE 9: WHOLESALE CREDIT RISK EXPOSURE - PROBABILITY OF DEFAULT

March 31, 2015

(Dollars in millions, except
where otherwise noted)

PD range
EAD(1)(2) Weighted-

Average LGD
Weighted-

Average PD
Weighted-

Average Risk
Weight

Unfunded 
Commitments(3)

Average EAD
(in thousands)

0.00 to < 0.03%(4) $ 88,508 16.27% 0.01% 0.96% $ — $ 72,966
0.03 to < 0.10% 113,932 32.62 0.04 9.48 24,452 622
0.10 to < 0.15% 12,667 45.71 0.11 27.92 2,227 537
0.15 to < 0.20% 2,887 48.80 0.17 40.19 770 454
0.20 to < 1.00% 12,950 50.81 0.34 65.52 4,768 635
1.00 to < 5.00% 2,929 33.67 2.05 99.76 236 4,263
5.00 to < 10.00% 48 31.74 5.00 117.70 — 1,441
10.00 to < 20.00% 6 67.70 10.00 279.13 — 100
20.00 to < 100% 23 84.85 20.62 454.99 — 3,278
100% — — — — — —

Total $ 233,950 $ 32,453

December 31, 2014

(Dollars in millions, except
where otherwise noted)

PD range
EAD(1)(2) Weighted-

Average LGD
Weighted-

Average PD
Weighted-

Average Risk
Weight

Unfunded 
Commitments(3)

Average EAD
(in thousands)

0.00 to < 0.03%(4) $ 99,965 13.40% 0.01% 0.74% $ — $ 84,501
0.03 to < 0.10% 108,836 31.27 0.04 9.56 24,437 815
0.10 to < 0.15% 11,839 44.36 0.11 27.86 2,292 743
0.15 to < 0.20% 2,385 43.75 0.17 38.58 762 581
0.20 to < 1.00% 13,509 52.17 0.34 67.25 4,986 740
1.00 to < 5.00% 2,683 35.21 2.06 104.43 332 3,974
5.00 to < 10.00% 60 20.23 5.00 78.90 — 3,508
10.00 to < 20.00% 48 53.74 10.00 214.47 — 448
20.00 to < 100% 137 84.85 20.06 455.73 — 17,085
100% — — — — — —

Total $ 239,462 $ 32,809

(1)  EAD does not reflect the effect of credit risk mitigation, such as collateral and netting, except for OTC derivatives and securities 
finance exposures, which reflect the benefit of netting.

(2)  Amounts exclude securitizations, equity exposures, assets not in a defined exposure category and exposures classified as "not 
material."

(3)  Unfunded commitments represent contractual unfunded amount prior to credit conversion.
(4)  Amounts include sovereign exposures and exposures to, or directly and unconditionally guaranteed by, the Bank for International 

Settlements, the International Monetary Fund, the European Commission, the European Central Bank and multilateral development 
banks.
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The following tables present information with respect to the EAD of our credit risk exposures that meet the 
definition of OTC derivative contracts as of the dates indicated.
TABLE 10: OVER-THE-COUNTER DERIVATIVE CONTRACTS(1)(2)

March 31, 2015

(in millions)
Gross Positive

Fair Value
Potential Future

Exposure Netting Benefit Net Positive Fair
Value EAD

Foreign exchange contracts $ 15,402 $ 14,338 $ 13,141 $ 7,492 $ 16,600
Other contracts(3)(4)(5) 241 709 250 208 388
Total $ 15,643 $ 15,047 $ 13,391 $ 7,700 $ 16,988

December 31, 2014

(in millions)
Gross Positive

Fair Value
Potential Future

Exposure Netting Benefit Net Positive Fair
Value EAD

Foreign exchange contracts $ 14,921 $ 12,574 $ 10,362 $ 8,419 $ 17,133
Other contracts(3)(4)(5) 183 430 312 173 301
Total $ 15,104 $ 13,004 $ 10,674 $ 8,592 $ 17,434

(1)  Exposure is calculated using the current-exposure method.
(2)  Amounts exclude contracts treated as securitizations; refer to "Securitizations" in this Disclosure.
(3)  "Other contracts" include cleared transactions with central counterparties where State Street acts as agent, riskless principal and 

principal.
(4)  EAD and RWA for "Other contracts" include the benefit of collateral, which predominantly consists of cash and government securities.
(5)  "Other contracts" may reflect a .71 scaling factor as applicable and outlined in the Basel III final rule.

The following tables present information with respect to our exposures treated as repo-style transactions, by 
type of exposure and treatment methodology as of the dates indicated.  The first table presents information with 
respect to EAD associated with reverse repurchase and repurchase agreements, which predominantly result from 
our activities executed on behalf of our clients; the second table presents information with respect to EAD 
associated with our indemnified agency securities lending and principal securities finance business: 
TABLE 11: REVERSE REPURCHASE AND REPURCHASE AGREEMENTS

March 31, 2015
(In millions) Gross Exposure(1) Collateral(2) Net EAD(3)

Agreements centrally cleared $ 71,567 $ 71,007 $ 785
Agreements not centrally cleared 10,946 10,684 910
Total $ 82,513 $ 81,691 $ 1,695

December 31, 2014
(In millions) Gross Exposure(1) Collateral(2) Net EAD(3)

Agreements centrally cleared $ 58,529 $ 57,954 $ 604
Agreements not centrally cleared 9,656 9,479 811
Total $ 68,185 $ 67,433 $ 1,415

(1) Gross exposure does not reflect the benefits of legally enforceable netting agreements and collateral.
(2) Collateral consists primarily of cash, U.S. Treasury securities and U.S. government agency securities.  The amount of 

collateral may exceed the measure for gross exposure for individual agreements, because certain repo-style transactions are over-
collateralized, while others are under-collateralized.

(3) Under the collateral haircut approach, EAD for repo-style transactions is calculated using a supervisory formula that
incorporates the benefits of legally enforceable netting agreements and collateral, as well as prescribed supervisory haircuts for 
market price volatility and currency mismatches.
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TABLE 12: INDEMNIFIED AGENCY LENDING AND PRINCIPAL SECURITIES FINANCE(1)

March 31, 2015
(In millions) Base EAD(2) Netting Benefit(3) Net EAD

$ 5,613 $ 2,666 $ 2,947

December 31, 2014
(In millions) Base EAD(2) Netting Benefit(3) Net EAD

$ 5,539 $ 2,863 $ 2,677

(1) EAD is calculated by applying a VaR methodology.
(2) Base EAD represents the net exposure of repurchase and securities lending or borrowing agreements at a client or counterparty level 

under a single agreement.
(3) The netting benefit for indemnified agency securities lending represents the benefit of collateral arrangements under a qualifying 

master netting agreement that allows for the netting, as applicable, of repurchase and securities lending exposures to a particular 
counterparty.  The netting benefit for principal securities lending/borrowing represents the benefit of netting, as applicable, of 
repurchase and securities lending or securities borrowing exposures to a particular counterparty under a qualifying master netting 
agreement.

SECURITIZATIONS

Overview 
We engage in securitization activities primarily 

as an investor.  More than 99% of our aggregate 
securitization exposure, measured by EAD, is carried 
in our investment securities portfolio in our 
consolidated statement of condition.  We purchase 
various types of securitized financial assets in the 
form of U.S. and non-U.S. asset-backed securities 
which meet the definition of securitizations under the 
Basel framework.  These securities are typically 
collateralized by high-credit-quality assets, including, 
for example, credit card receivables, residential 
mortgages, automobile and equipment leases and 
commercial mortgage-backed securities.  Our primary 
objective with respect to our investment in asset-
backed securities is to generate interest revenue.  

Our investments in securitizations are diversified 
across a variety of sectors and jurisdictions.  To 
calculate the required capital and RWA of our 
securitization exposures, we apply the Simplified 
Supervisory Formula Approach, referred to as the 
SSFA.  We elected to apply the SSFA as a result of 
the availability of underlying information with respect 
to the exposures. 

We have securitization exposures to highly-rated 
commercial mortgage-backed securities through 
third-party-managed separate accounts associated 
with our investment in bank-owned life insurance, 
referred to as BOLI, which we carry in other assets.  
We treat these securitization exposures as equity 
exposures, specifically investments in investment 
funds.  Refer to "Equity Exposures not Subject to 
Market Risk Rule" in this Disclosure.  We also enter 
into a limited number of derivative instruments and 
liquidity facilities with counterparties which qualify as 
securitizations under the Basel framework.



State Street Corporation  44

The following tables present the EAD, capital requirement and RWA of our securitization exposures, by type of 
exposure as of the dates indicated.

TABLE 13: SECURITIZATION EXPOSURES

March 31, 2015

(In millions) EAD
Capital

Requirement RWA(2)

Asset class
U.S. asset-backed $ 18,206 $ 403 $ 5,037

U.S. commercial mortgage-backed 3,854 136 1,704

U.S. residential mortgage-backed 4,955 109 1,367

Non-U.S. residential mortgage-backed 3,061 52 649

Non-U.S. asset-backed 5,223 108 1,355

Collateralized loan obligations 11,968 644 8,056

Re-securitizations 1,286 33 413

Other (1) 57 2 20

Total $ 48,610 $ 1,487 $ 18,601

December 31, 2014

(In millions) EAD
Capital

Requirement RWA(2)

Asset class
U.S. asset-backed $ 18,773 $ 487 $ 6,083

U.S. commercial mortgage-backed 5,240 118 1,475

U.S. residential mortgage-backed 3,393 134 1,675

Non-U.S. residential mortgage-backed 13,418 798 9,980

Non-U.S. asset-backed 5,573 121 1,510

Collateralized loan obligations 3,206 54 680

Re-securitizations 1,388 36 455

Other (1) 69 2 23

Total $ 51,060 $ 1,750 $ 21,881

(1)  Amounts include derivative instruments which meet the definition of securitizations, as well as structured loans, including committed 
but unfunded portions of revolving structured loan facilities.

(2)  Amounts reflect 1.06 supervisory scaling factor described earlier in this Disclosure under "Regulatory Capital Requirements."
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The following tables present the EAD, capital requirement and RWA of our securitization exposures, by range 
of risk weights as of the dates indicated:
TABLE 14: SECURITIZATION EXPOSURES - RANGE OF RISK WEIGHTS

March 31, 2015
(In millions)

Risk Weight Range EAD Capital Requirement RWA(1)

Asset Securitizations

20%-100% $ 45,959 $ 920 $ 11,498

101%-200% 564 62 777

201%-500% 316 80 1,003

501%-1000% 277 176 2,195

1001%-1250% 208 217 2,715

Total Asset Securitizations $ 47,324 $ 1,455 $ 18,188

Re-securitizations

20%-100% $ 1,272 $ 31 $ 384

101%-200% 12 2 24

201%-500% 2 — 5

501%-1000% — — —

1001%-1250% — — —

Total Re-securitizations $ 1,286 $ 33 $ 413

Total $ 48,610 $ 1,488 $ 18,601

December 31, 2014
(In millions)

Risk Weight Range EAD Capital Requirement RWA(1)

Asset Securitizations

20%-100% $ 48,055 $ 1,002 $ 12,533

101%-200% 645 73 909

201%-500% 271 68 845

501%-1000% 361 221 2,761

1001%-1250% 340 350 4,378

Total Asset Securitizations $ 49,672 $ 1,714 $ 21,426

Re-securitizations

20%-100% $ 1,362 $ 33 $ 411

101%-200% 24 3 39

201%-500% 2 — 5

501%-1000% — — —

1001%-1250% — — —

Total Re-securitizations $ 1,388 $ 36 $ 455

Total $ 51,060 $ 1,750 $ 21,881

(1)  Amounts reflect 1.06 supervisory scaling factor described earlier in this Disclosure under "Regulatory Capital Requirements." 
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Credit Risk Monitoring 
Our Global Treasury group manages our 

portfolio of asset-backed investment securities, in 
conjunction with a comprehensive risk-management 
process.  The elements of this process require a 
prescribed management structure and an investment 
policy with supporting guidelines, as well as 
governance and management oversight in connection 
with the group's asset-and-liability and liquidity 
management activities.  

Global Treasury's approach is subject to 
corporate risk policies and guidelines, including the 
limits prescribed by the credit risk guidelines.  A 
common work flow applies to the qualitative and 
quantitative examination conducted at various steps 
during the investment process, before and after trade 
execution, for all approved asset classes; however, 
the examination process, as well as ongoing 
monitoring, varies according to the asset class and 
type of security being considered for purchase.  

As a general policy, all securities are analyzed 
from a credit perspective regardless of the availability 
of external credit ratings data and/or credit analysis 
from various major independent credit rating 
agencies, or from other sources.  Credit analysts in 
Global Treasury review each security prior to 
purchase to assess creditworthiness and the 
associated level of credit risk.  This process is applied 
across the risk spectrum; the analysts review credit 
fundamentals, servicer risk, underlying collateral, 
structure, peer comparisons and considerations of 
expected and downside loss projections.  Global 
Treasury credit professionals must approve any 
complex or less diversified asset classes or securities 
prior to purchase, and a consensus must be reached 
for any investment by the credit analyst and the 
portfolio manager responsible for the applicable asset 
class.  Each trade is tested for compliance with 
internal credit limits prior to purchase. 

While the pre-purchase process is applied 
across the portfolio, a surveillance process is followed 
for each sector, given the diversity of the portfolio and 
each sector's unique attributes included in the 
monitoring process. 

ERM oversees the securitization exposures 
carried in the investment portfolio, including re-
securitizations, and is responsible for State Street’s 
quarterly assessment of other-than-temporary 
impairment, referred to as OTTI.  The quarterly 
impairment assessment incorporates a "deep-dive" 
credit review of any exposure deemed to be at risk for 
impairment, incorporating an estimate of future 
economic performance, collateral repayment and loss 
behavior.  

Final OTTI recommendations, along with key 
assumptions used and results of stress and sensitivity 

testing of loss assumptions, are presented to and 
approved by State Street’s Valuation Committee, 
composed of senior management from separate 
business units, ERM and Corporate Finance, which 
oversees adherence to State Street's valuation 
policies.  

In addition to ongoing credit surveillance and the 
performance of regular stress testing by ERM, we test 
the portfolio for potential impact to regulatory capital 
under corporate-wide stress tests, in conjunction with 
the Federal Reserve's CCAR process.  We utilize 
econometric credit models to forecast OTTI and RWA 
impact under a variety of macroeconomic scenarios.   
In addition, we forecast changes in the fair value of 
our Available-for-Sale, or AFS, securities portfolio 
under prescribed CCAR macroeconomic scenarios, 
which can affect capital.

We do not utilize credit risk mitigation for our 
securitization exposures. 
Significant Accounting Policies 

The following provides information on State 
Street's significant accounting policies associated to 
securitizations. 

As previously described, we purchase various 
types of securitized financial assets in the form of 
U.S. and non-U.S. asset-backed securities which 
meet the definition of securitizations under the Basel 
framework.  These securitized financial assets, which 
we account for as investment securities, are classified 
as either trading account assets, AFS securities or 
securities held to maturity at the time of purchase, 
based on management’s intent.  Generally, we do not 
hold any securitization exposures classified as trading 
account assets. 

We carry AFS securities at fair value, with after-
tax net unrealized gains and losses recorded in 
accumulated other comprehensive income, referred 
to as AOCI, which is a component of shareholders' 
equity.  Gains or losses realized on sales of AFS 
securities are computed using the specific 
identification method and are recorded in gains 
(losses) related to investment securities, net, in our 
consolidated statement of income.  We carry 
securities classified as held to maturity at cost, and 
adjust the securities' carrying values for amortization 
of premiums and accretion of discounts.

We recognize interest revenue generated by 
these investment securities using the effective 
interest method, or on a basis approximating a level 
rate of return over the contractual or estimated life of 
the security.  The level rate of return considers any 
nonrefundable fees or costs, as well as purchase 
premiums or discounts, resulting in amortization or 
accretion, accordingly.  
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With respect to investment securities deemed by 
management to be of lower credit quality, the excess 
of our estimate of undiscounted future cash flows 
from these securities over their initial recorded 
investment is accreted into interest revenue on a 
level-yield basis over the securities’ estimated 
remaining terms.  Subsequent decreases in these 
securities’ expected future cash flows are either 
recognized prospectively through an adjustment of 
the yields on the securities over their remaining 
terms, or are evaluated for OTTI.  Increases in 
expected future cash flows are recognized 
prospectively over the securities’ estimated remaining 
terms through the recalculation of their yields.

We review the fair values of these investment 
securities, and evaluate individual AFS and held-to-
maturity securities for impairment that may be 
deemed to be other than temporary, at least quarterly.  
For impaired securities that we plan to sell, or when it 
is more likely than not that we will be forced to sell the 
security, the impairment is deemed to be other than 
temporary and the security is written down to its fair 
value.  Otherwise, we determine whether or not we 
expect to recover the entire amortized cost basis of 
the security, primarily by comparing the present value 
of expected future principal, interest and other 
contractual cash flows to the security’s amortized 
cost.  

Our evaluation of impairment of mortgage- and 
asset-backed securities incorporates detailed 
information with respect to underlying loan-level 
performance.  Accordingly, the range of estimates 
pertaining to each collateral type reflects the unique 
characteristics of the underlying loans, such as 
payment options and collateral geography, among 
other factors.
EQUITY EXPOSURES NOT SUBJECT TO MARKET 
RISK RULE
Overview

We carry two major categories of equity 
exposures: investments in entities and investments in 
funds.  These investments include the following: 

• Tax-advantaged investments, primarily 
composed of equity investments in alternative 
energy and low-income housing projects;

• Investments in joint ventures and other 
partnerships, and Community Reinvestment 
Act investments; 

• Seed capital investments in sponsored 
investment funds;

• General investments in investment funds;
• Investments in connection with our BOLI 

program; and 
• Stable value wrap contracts.

We carry the above-described equity exposures 
in our investment portfolio and in other assets in our 
consolidated statement of condition.  Currently, our 
investment portfolio strategy does not support 
investments in equity exposures other than 
investments in funds.  We hold investments in many 
different types of funds, ranging from money market 
funds to U.S. and foreign mutual funds.  

The equity exposures recorded in other assets 
predominantly consist of equity investments in 
alternative energy and low-income housing projects; 
seed capital investments in sponsored investment 
funds; investments in separate accounts in 
connection with our BOLI program; equity held in 
clearing houses; and Federal Reserve Bank and 
Federal Home Loan Bank stock.  

Our exposure related to stable value wrap 
contracts represents contingent off-balance exposure; 
these contingent exposures are individually 
accounted for as equity derivative instruments. 
Significant Accounting Policies 

The following provides information on State 
Street's significant accounting policies associated to 
equity investments. We generally account for our 
equity investments under one of the approaches 
described below.
Investment Securities Available for Sale

Our investments in funds carried in our 
investment securities portfolio are held as AFS 
securities, and represent investments that we intend 
to hold for an indefinite period.  We carry AFS 
securities at fair value, with after-tax net unrealized 
gains and losses recorded in AOCI.

Gains or losses realized on sales of AFS 
securities are recorded in gains (losses) related to 
investment securities, net, in our consolidated 
statement of income.  When measuring the fair value 
of these investments, we consider the principal or 
most advantageous market in which we would 
transact and consider assumptions that market 
participants would use when pricing the asset or 
liability.  Investments in money market funds are 
valued at a net asset value of $1 per share.

Additional information with respect to our 
accounting for AFS securities is provided under 
"Securitizations" in this Disclosure.
Equity Method Investments

We account for certain investments, such as 
low-income housing, under the equity method of 
accounting, if we as investor have the ability to 
exercise significant influence over the operations of 
the investee.  Investments of more than five percent 
in limited partnerships and investments in joint 
ventures are generally accounted for under the equity 
method, due to the presumed presence of significant 
influence.
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We initially record equity-method investments in 
other assets at cost. Subsequent to the date that 
significant influence is achieved, we adjust the 
carrying amount of our investment each reporting 
period to recognize our share of earnings/losses as 
reported by the investee.  Our share of earnings/
losses from investments accounted for under the 
equity method is recorded in our consolidated 
statement of income.  Dividends received from an 
investee reduce the carrying amount of our 
investment.
Cost Method Investments

Investments where we as investor do not have 
the ability to exercise significant influence over the 
operations of the investee are recorded in other 
assets and are accounted for under the cost method 
of accounting.  Examples of such investments are our 
alternative energy investments and certain 
Community Reinvestment Act investments.  We 
initially record our investment at cost and carry the 
investment at that amount until it is sold or otherwise 
disposed of, or written down due to impairment in 
value that we deem to be other than temporary.  
Dividends received in excess of the investee's 
earnings subsequent to the date of our investment 
are considered a return of capital, and reduce the 
carrying value of our investment.
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The following tables present our equity exposures by type and risk-weighting approach as of the dates 
indicated.
TABLE 15: EQUITY EXPOSURES

March 31, 2015

(In millions)
Risk

Weight
Carrying 
Value(1) EAD

Capital
Requirement RWA(4)

Simple risk-weight approach:
Equity investments in the 0% risk-weight category 0 % $ 326 $ 326 $ — $ —
Equity investments in the 20% risk-weight category 20 28 28 — 6
Community development equity exposures 100 628 628 53 665
Non-significant equity exposures 100 469 469 40 497
Significant exposures to financial institutions(2) 100 298 298 25 315
Publicly traded equity exposure 300 185 185 47 589
Non-publicly traded equity investments 400 50 50 17 212

Total simple risk-weight approach 1,984 1,984 182 2,284
Investment funds:

Full look-through approach 97 97 7 86
Simple modified look-through approach 916 924 376 4,696
Other(3) 2,178 2,192 105 1,314

Total investment funds 3,191 3,213 488 6,096

Total equity investments $ 5,175 $ 5,197 $ 670 $ 8,380

December 31, 2014

(In millions)
Risk

Weight
Carrying 
Value(1) EAD

Capital
Requirement RWA(4)

Simple risk-weight approach:
Equity investments in the 0% risk-weight category 0 % $ 325 $ 325 $ — $ —
Equity investments in the 20% risk-weight category 20 28 28 — 6
Community development equity exposures 100 645 645 55 684
Non-significant equity exposures 100 418 418 35 444
Significant exposures to financial institutions(2) 100 303 303 26 321
Non-publicly traded equity investments 400 43 43 15 183

Total simple risk-weight approach 1,762 1,762 131 1,638
Investment funds:

Full look-through approach 217 217 9 108
Simple modified look-through approach 587 597 361 4,516
Other(3) 2,173 2,203 110 1,370

Total investment funds 2,977 3,017 480 5,994

Total equity investments $ 4,739 $ 4,779 $ 611 $ 7,632

(1)  Amounts represent the fair value of investments recorded in AFS securities, as well as investments recorded in other assets that are 
accounted for under either the equity method or the cost method.  Refer to the foregoing "Significant Accounting Policies" section. 

(2)  Represents equity investments in unconsolidated financial institutions considered "significant" as defined in the Basel III final rule, 
which are not deducted from common equity tier 1 capital and are assigned a transitional risk weight of 100% until 2017.  Such risk 
weight will change to 250% in 2018. 

(3)  Amounts consist of our investment in BOLI and contingencies related to stable value wrap contracts.  Carrying value includes 
adjusted notional exposure of stable value wrap contracts, which is off-balance sheet and is not recorded in our consolidated 
statement of condition. 

(4)  Amounts reflect 1.06 supervisory scaling factor described earlier in this Disclosure under "Regulatory Capital Requirements."
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OPERATIONAL RISK
Overview 

We consider operational risk to be the risk of 
loss resulting from inadequate or failed internal 
processes and systems, human error, or from 
external events.  This encompasses legal risk and 
fiduciary risk.  We consider legal risk to be the risk of 
loss resulting from failure to comply with laws, 
contractual obligations or prudent business practices, 
often in the form of litigation or fines.  We consider 
fiduciary risk to be the failure to properly exercise 
discretion when acting on behalf of our clients, or not 
properly monitoring or controlling the exercise of 
discretion by a third party.

Operational risk is inherent in the performance 
of investment servicing and investment management 
activities on behalf of our clients. Whether it be 
fiduciary risk, risk associated with execution and 
processing or other types of operational risk, a 
consistent, transparent and effective operational risk 
framework is key to identifying, monitoring and 
managing operational risk. 

We have established an operational risk 
framework that is based on three major goals:

• Strong, active governance;
• Ownership and accountability; and
• Consistency and transparency.

Governance
Our Board is responsible for the approval and 

oversight of our overall operational risk framework.  It 
does so through its RC, which reviews our 
operational risk framework and approves our 
operational risk policy annually.  

Our operational risk policy establishes our 
approach to our management of operational risk 
across State Street.  The policy identifies the 
responsibilities of individuals and committees charged 
with oversight of the management of operational risk, 
and articulates a broad mandate that supports 
implementation of the operational risk framework.

ERM and other control groups provide the 
oversight, validation and verification of the 
management and measurement of operational risk.  
Our CRO, who leads ERM, manages the day-to-day 
oversight.  

Executive management actively manages and 
oversees our operational risk framework through 
membership on various risk management 
committees, including MRAC, the BCRC, TORC, the 
Operational Risk Committee and the Fiduciary 
Review Committee, all of which ultimately report to 
the RC.  

The Operational Risk Committee, chaired by the 
global head of Operational Risk, provides cross-

business oversight of operational risk and reviews 
and approves operational risk guidelines intended to 
maintain a consistent implementation of our corporate 
operational risk policy and framework.
Ownership and Accountability

We have implemented our operational risk 
framework to support the broad mandate established 
by our operational risk policy.  This framework 
represents an integrated set of processes and tools 
that assists us in the management and measurement 
of operational risk, including our calculation of 
required capital and RWA.

The framework takes a holistic view and 
integrates the methods and tools used to manage 
and measure operational risk.  The framework utilizes 
aspects of the Committee of Sponsoring 
Organizations of the Treadway Commission, or 
COSO, framework and other industry leading 
practices, and is designed foremost to address State 
Street's risk management needs while complying with 
regulatory requirements. The operational risk 
framework is intended to provide a number of 
important benefits, including:

• A common understanding of operational risk 
management and its supporting processes; 

• The clarification of responsibilities for the 
management of operational risk across State 
Street;

• The alignment of business priorities with risk 
management objectives;

• The active management of risk and early 
identification of emerging risks;

• The consistent application of policies and the 
collection of data for risk management and 
measurement; and

• The estimation of our operational risk capital 
requirement.

The operational risk framework employs a 
distributed risk management infrastructure executed 
by ERM groups aligned with the business units, which 
are responsible for the implementation of the 
operational risk framework at the business unit level.

As with other risks, senior business unit 
management is responsible for the day-to-day 
operational risk management of their respective 
businesses.  It is business unit management's 
responsibility to provide oversight of the 
implementation and ongoing execution of the 
operational risk framework within their respective 
organizations, as well as coordination and 
communication with ERM. 
Consistency and Transparency

A number of corporate control functions are 
directly responsible for implementing and assessing 
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various aspects of State Street's operational risk 
framework, with the overarching goal of consistency 
and transparency to meet the evolving needs of the 
business:

• The global head of Operational Risk, a 
member of the CRO’s executive 
management team, leads ERM’s corporate 
Operational Risk Management group, 
referred to as ORM. ORM is responsible for 
the strategy, evolution and consistent 
implementation of our operational risk 
guidelines, framework and supporting tools 
across State Street.  ORM reviews and 
analyzes operational key risk information, 
events, metrics and indicators at the business 
unit and corporate level for purposes of risk 
management, reporting and escalation to the 
CRO, senior management and governance 
committees;

• ERM’s Corporate Risk Analytics group 
develops and maintains operational risk 
capital estimation models, and ERM's 
Operations group calculates State Street's 
required capital for operational risk;

• ERM’s MVG separately validates the 
quantitative models used to measure 
operational risk, and ORM performs 
validation checks on the output of the model; 
and

• Corporate Audit performs separate reviews of 
the application of operational risk 
management practices and methodologies 
utilized across State Street.

Our operational risk framework consists of five 
components, each described below, which provide a 
working structure that integrates distinct risk 
programs into a continuous process focused on 
managing and measuring operational risk in a 
coordinated and consistent manner.  
Risk Identification, Assessment and 
Measurement

The objective of risk identification, assessment 
and measurement is to understand business unit 
strategy, risk profile and potential exposures.  It is 
achieved through a series of risk assessments across 
State Street using techniques for the identification, 
assessment and measurement of risk across a 
spectrum of potential frequency and severity 
combinations.  Three primary risk assessment 
programs, which occur annually, augmented by other 
business-specific programs, are the core of this 
component:

• The Risk and Control Self-Assessment 
program, referred to as the RCSA, seeks to 
understand the risks associated with day-to-
day activities, and the effectiveness of 
controls intended to manage potential 

exposures arising from these activities. 
These risks are typically frequent in nature 
but generally not severe in terms of 
exposure; 

• The Material Risk Identification process 
utilizes a bottom-up approach to identify 
State Street’s most significant risk exposures 
across all on- and off-balance sheet risk-
taking activities. The program is specifically 
designed to consider risks that could have a 
material impact irrespective of their likelihood 
or frequency. This can include risks that may 
have an impact on longer-term business 
objectives, such as significant change 
management activities or long-term strategic 
initiatives;

• The Scenario Analysis program focuses on 
the set of risks with the highest severity and 
most relevance from a capital perspective. 
These are generally referred to as “tail risks," 
and serve as important benchmarks for our 
loss distribution approach model (see below); 
they also provide inputs into stress testing; 
and

• Business-specific programs to identify, 
assess and measure risk, including new 
business and product review and approval, 
new client screening, and, as deemed 
appropriate, targeted risk assessments.

The primary measurement tool used is an 
internally developed loss distribution approach model, 
referred to as the LDA model.  We use the LDA model 
to quantify required operational risk capital, from 
which we calculate RWA related to operational risk.  
Such required capital and risk-weighted assets 
totaled $2.86 billion and $35.77 billion, respectively, 
as of March 31, 2015, compared to $2.87 billion and 
$35.87 billion, respectively, as of December 31, 2014; 
refer to the "Components of Risk-Weighted Assets" 
table provided under "Total Risk-Weighted Assets" in 
this Disclosure.  

The LDA model incorporates the four required 
operational risk elements described below:

• Internal loss event data is collected from 
across State Street in conformity with our 
operating loss policy that establishes the 
requirements for collecting and reporting 
individual loss events.  We categorize the 
data into seven Basel-defined event types 
and further subdivide the data by business 
unit, as deemed appropriate.  Each of these 
loss events are represented in a Unit of 
Measure, referred to as a UOM, which is 
used to estimate a specific amount of capital 
required for the types of loss events that fall 
into each specific category. Some UOMs are 
measured at the corporate level because 
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they are not “business specific,” such as 
damage to physical assets, where the cause 
of an event is not primarily driven by the 
behavior of a single business unit.  Internal 
losses of $500 or greater are captured, 
analyzed and included in the modeling 
approach.  Loss event data is collected using 
a corporate-wide data collection tool, which 
stores the data in a Loss Event Data 
Repository, referred to as the LEDR, to 
support processes related to analysis, 
management reporting and the calculation of 
required capital.  Internal loss event data 
provides State Street-specific frequency and 
severity information to our capital calculation 
process for historical loss events experienced 
by State Street.

• External loss event data provides information 
with respect to loss event severity from other 
financial institutions to inform our capital 
estimation process of events in similar 
business units at other banking 
organizations. This information supplements 
the data pool available for use in our LDA 
model.  Assessments of the sufficiency of 
internal data and the relevance of external 
data are completed before pooling the two 
data sources for use in our LDA model.

• Scenario analysis workshops are conducted 
annually across State Street to inform 
management of the less frequent but most 
severe, or “tail,” risks that the organization 
faces. The workshops are attended by senior 
business unit managers, other support and 
control partners and business-aligned risk-
management staff. The workshops are 
designed to capture information about the 
significant risks and to estimate potential 
exposures for individual risks should a loss 
event occur.  Workshops are aligned with 
specific UOMs and business units where 
appropriate.  The results of these workshops 
are used to benchmark our LDA model 
results to determine that our calculation of 
required capital considers relevant risk-
related information.

• Business environment and internal control 
factors, referred to as BEICFs, are gathered 
as part of our scenario analysis program to 
inform the scenario analysis workshop 
participants of internal loss event data and 
business-relevant metrics, such as RCSA 
results, along with industry loss event data 
and case studies where appropriate.  BEICFs 
are those characteristics of a bank’s internal 
and external operating environment that bear 
an exposure to operational risk.  The use of 
this information indirectly influences our 
calculation of required capital by providing 

additional relevant data to workshop 
participants when reviewing specific UOM 
risks. 

Monitoring
The objective of risk monitoring is to proactively 

monitor the changing business environment and 
corresponding operational risk exposure.  It is 
achieved through a series of quantitative and 
qualitative monitoring tools that are designed to allow 
us to understand changes in the business 
environment, internal control factors, risk metrics, risk 
assessments, exposures and operating effectiveness, 
as well as details of loss events and progress on risk 
initiatives implemented to mitigate potential risk 
exposures.
Effectiveness and Testing

The objective of effectiveness and testing is to 
verify that internal controls are designed 
appropriately, are consistent with corporate and 
regulatory standards, and are operating effectively. It 
is achieved through a series of assessments by both 
internal and external parties, including Corporate 
Audit, independent registered public accounting firms, 
business self-assessments and other control function 
reviews, such as a Sarbanes-Oxley testing program.

Consistent with our standard model validation 
process, the operational risk LDA model is subject to 
a detailed review, overseen by the MRC.  In addition, 
the model is subject to a rigorous internal governance 
process. All changes to the model or input 
parameters, and the deployment of model updates, 
are reviewed and approved by the Operational Risk 
Committee, which has oversight responsibility for the 
model, with technical input from the MRC.
Reporting

Operational risk reporting is intended to provide 
transparency, thereby enabling management to 
manage risk, provide oversight and escalate issues in 
a timely manner. It is designed to allow the business 
units, executive management, and the Board's control 
functions and committees to gain insight into activities 
that may result in risks and potential exposures. 
Reports are intended to identify business activities 
that are experiencing processing issues, whether or 
not they result in actual loss events. Reporting 
includes results of monitoring activities, internal and 
external examinations, regulatory reviews, and 
control assessments.  These elements combine in a 
manner designed to provide a view of potential and 
emerging risks facing State Street and information 
that details its progress on managing risks.
Documentation and Guidelines

Documentation and guidelines allow for 
consistency and repeatability of the various 
processes that support the operational risk framework 
across State Street. 
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Operational risk guidelines document our 
practices and describe the key elements in a 
business unit's operational risk management 
program.  The purpose of the guidelines is to set forth 
and define key operational risk terms, provide further 
detail on State Street's operational risk programs, and 
detail the business units' responsibilities to identify, 
assess, measure, monitor and report operational risk.  
The guideline supports our operational risk policy.

Data standards have been established to 
maintain consistent data repositories and systems 
that are controlled, accurate and available on a timely 
basis to support operational risk management.
MARKET RISK 

Market risk is defined by U.S. banking regulators 
as the risk of loss that could result from broad market 
movements, such as changes in the general level of 
interest rates, credit spreads, foreign exchange rates 
or commodity prices.  We are exposed to market risk 
in both our trading and certain of our non-trading, or 
asset-and-liability management, activities. 

Information about the market risk associated 
with our trading activities is provided below under 
“Trading Activities.”  Information about the market risk 
associated with our non-trading activities, which 
consists primarily of interest-rate risk, is provided 
below under “Asset-and-Liability Management 
Activities.”
Trading Activities

Market Risk Management 
In the conduct of our trading activities, we 

assume market risk, the level of which is a function of 
our overall risk appetite, business objectives and 
liquidity needs, our clients' requirements and market 
volatility, and our execution against those factors.    

We engage in trading activities primarily to 
support our clients' needs and to contribute to our 
overall corporate earnings and liquidity.  In connection 
with certain of these trading activities, we enter into a 
variety of derivative financial instruments to support 
our clients' needs and to manage our interest-rate 
and currency risk.  These activities are generally 
intended to generate trading services revenue and to 
manage potential earnings volatility. In addition, we 
provide services related to derivatives in our role as 
both a manager and a servicer of financial assets.

Our clients use derivatives to manage the 
financial risks associated with their investment goals 
and business activities.  With the growth of cross-
border investing, our clients often enter into foreign 
exchange forward contracts to convert currency for 
international investments and to manage the currency 
risk in their international investment portfolios.  As an 
active participant in the foreign exchange markets, we 
provide foreign exchange forward and option 

contracts in support of these client needs, and also 
act as a dealer in the currency markets.    

As part of our trading activities, we assume 
positions in the foreign exchange and interest-rate 
markets by buying and selling cash instruments and 
entering into derivative instruments, including foreign 
exchange forward contracts, foreign exchange and 
interest-rate options and interest-rate swaps, interest-
rate forward contracts, and interest-rate futures.  As 
of March 31, 2015, the notional amount of these 
derivative contracts was $1.43 trillion, of which $1.42 
trillion was composed of foreign exchange forward, 
swap and spot contracts. We seek to match positions 
closely with the objective of minimizing related 
currency and interest-rate risk.  All foreign exchange 
contracts are valued daily at current market rates. 
Governance

Our assumption of market risk in our trading 
activities is an integral part of our corporate risk 
appetite.  Our Board reviews and oversees our 
management of market risk, including the approval of 
key market risk policies and the receipt and review of 
regular market risk reporting, as well as periodic 
updates on selected market risk topics.   

The previously described TMRC (refer to "Risk 
Committees" in this Disclosure) oversees all market 
risk-taking activities across State Street associated 
with trading.  The TMRC, which reports to MRAC, is 
composed of members of ERM, our global markets 
business and our Global Treasury group, as well as 
our senior executives who manage our trading 
businesses and other members of management who 
possess specialized knowledge and expertise.  The 
TMRC meets regularly to monitor the management of 
our trading market risk activities.

Our business units identify, actively manage and 
are responsible for the market risks inherent in their 
businesses.  A dedicated market risk management 
group within ERM, and other groups within ERM, 
work with those business units to assist them in the 
identification, assessment, monitoring, management 
and control of market risk, and assist business unit 
managers with their market risk management and 
measurement activities.  ERM provides an additional 
line of oversight, support and coordination designed 
to promote the consistent identification, measurement 
and management of market risk across business 
units, separate from those business units' discrete 
activities.    

The ERM market risk management group is 
responsible for the management of corporate-wide 
market risk, the monitoring of key market risks and 
the development and maintenance of market risk 
management policies, guidelines, and standards 
aligned with our corporate risk appetite.  This group 
also establishes and approves market risk tolerance 
limits and dealing authorities based on, but not limited 
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to, measures of notional amounts, sensitivity, VaR 
and stress.  Such limits and authorities are specified 
in our trading and market risk guidelines which 
govern our management of trading market risk.

Corporate Audit separately assesses the design 
and operating effectiveness of the market risk 
controls within our business units and ERM.  Other 
related responsibilities of Corporate Audit include the 
periodic review of ERM and business unit compliance 
with market risk policies, guidelines, and corporate 
standards, as well as relevant regulatory 
requirements.  We are subject to regular monitoring, 
reviews and supervisory exams of our market risk 
function by the Federal Reserve.  In addition, we are 
regulated by, among others, the SEC, the Financial 
Industry Regulatory Authority and the U.S. 
Commodities Futures Trading Commission.
Risk Appetite

Our corporate market risk appetite is specified in 
policy statements that outline the governance, 
responsibilities and requirements surrounding the 
identification, measurement, analysis, management 
and communication of market risk arising from our 
trading activities.  These policy statements also set 
forth the market risk control framework to monitor, 
support, manage and control this portion of our risk 
appetite.  All groups involved in the management and 
control of market risk associated with trading activities 
are required to comply with the qualitative and 
quantitative elements of these policy statements. Our 
trading market risk control framework is composed of 
the following components:

• A trading market risk management process 
led by ERM, separate from the business 
units' discrete activities;

• Clearly defined responsibilities and 
authorities for the primary groups involved in 
trading market risk management;

• A trading market risk measurement 
methodology that captures correlation effects 
and allows aggregation of market risk across 
risk types, markets and business lines;

• Daily monitoring, analysis, and reporting of 
market risk exposures associated with trading 
activities against market risk limits;

• A defined limit structure and escalation 
process in the event of a market risk limit 
excess;

• Use of VaR models to measure the one-day 
market risk exposure of trading positions;

• Use of VaR as a ten-day-based regulatory 
capital measure of the market risk exposure 
of trading positions;

• Use of non-VaR-based limits and other 
controls;

• Use of stressed-VaR models, stress-testing 
analysis and scenario analysis to support the 
trading market risk measurement and 
management process by assessing how 
portfolios and global business lines perform 
under extreme market conditions;

• Use of back-testing as a diagnostic tool to 
assess the accuracy of VaR models and 
other risk management techniques; and

• A new-product-approval process that requires 
market risk teams to assess trading-related 
market risks and apply risk tolerance limits to 
proposed new products and business 
activities.

We use our CAP to assess our overall capital and 
liquidity in relation to our risk profile and provide a 
comprehensive strategy for maintaining appropriate 
capital and liquidity levels.  With respect to market 
risk associated with trading activities, our risk 
management and our calculations of regulatory and 
economic capital are based primarily on our internal 
VaR models and stress-testing analysis.  As 
discussed in detail under “Value-at-Risk” below, VaR 
is measured daily by ERM. 

The TRMC oversees our market risk exposure in 
relation to limits established within our risk appetite 
framework. These limits define threshold levels for 
VaR- and stressed VaR-based measures and are 
applicable to all trading positions subject to regulatory 
capital requirements.  These limits are designed to 
prevent any undue concentration of market risk 
exposure, in light of the primarily non-proprietary 
nature of our trading activities.  The risk appetite 
framework and associated limits are reviewed and 
approved by the Board's RC.

Covered Positions 
Our trading positions are subject to regulatory 

market risk capital requirements if they meet the 
regulatory definition of a “covered position.”  A 
covered position is generally defined by U.S. banking 
regulators as an on- or off-balance sheet position 
associated with the organization's trading activities 
that is free of any restrictions on its tradability, 
including foreign exchange or commodity positions, 
and excluding intangible assets, certain credit 
derivatives recognized as guarantees and certain 
equity positions not publicly traded.  The identification 
of covered positions for inclusion in our market risk 
capital framework is governed by our covered 
positions policy, which outlines the standards we use 
to determine whether a trading position is a covered 
position.   

Our covered positions consist primarily of the 
trading portfolios held by our global markets 
business.  They also arise from certain positions held 
by our Global Treasury group. These trading positions 
include products such as spot foreign exchange, 
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foreign exchange forwards, non-deliverable forwards, 
foreign exchange options, foreign exchange funding 
swaps, currency futures, financial futures, and 
interest rate futures. Any new activities are analyzed 
to determine if the positions arising from such new 
activities meet the definition of a covered position and 
conform to our covered positions policy.  This 
documented analysis, including any decisions with 
respect to market risk treatments, must receive 
approval from the TMRC.  

We use spot rates, forward points, yield curves 
and discount factors imported from third-party 
sources to measure the value of our covered 
positions, and we use such values to mark our 
covered positions to market on a daily basis.  These 
values are subject to separate validation by us in 
order to evaluate reasonableness and consistency 
with market experience.  The mark-to-market gain or 
loss on spot transactions is calculated by applying the 
spot rate to the foreign currency principal and 
comparing the resultant base currency amount to the 
original transaction principal.  The mark-to-market 
gain or loss on a forward foreign exchange contract 
or forward cash flow contract is determined as the 
difference between the life-to-date (historical) value of 
the cash flow and the value of the cash flow at the 
inception of the transaction.  The mark-to-market gain 
or loss on interest-rate swaps is determined by 
discounting the future cash flows from each leg of the 
swap transaction.
Value-at-Risk, Stress Testing and Stressed VaR

As noted above, we use a variety of risk 
measurement tools and methodologies, including 
VaR, which is an estimate of potential loss for a given 
period within a stated statistical confidence interval.  
We use a risk measurement methodology to measure 
trading-related VaR daily.  We have adopted 
standards for measuring trading-related VaR, and we 
maintain regulatory capital for market risk associated 
with our trading activities in conformity with currently 
applicable bank regulatory market risk requirements.  

We utilize an internal VaR model to calculate our 
regulatory market risk capital requirements. We use a 
historical simulation model to calculate daily VaR- and 
stressed VaR-based measures for our covered 
positions in conformity with regulatory requirements.  
Our VaR model seeks to capture identified material 
risk factors associated with our covered positions, 
including risks arising from market movements such 
as changes in foreign exchange rates, interest rates 
and option-implied volatilities.  

We have adopted standards and guidelines to 
value our covered positions which govern our VaR- 
and stressed VaR-based measures.  Our regulatory 
VaR-based measure is calculated based on historical 
volatilities of market risk factors during a two-year 
observation period calibrated to a one-tail, 99% 
confidence interval and a ten-business-day holding 

period.  We also use the same platform to calculate a 
one-tail, 99% confidence interval, one-business-day 
VaR for internal risk management purposes.  A 99% 
one-tail confidence interval implies that daily trading 
losses are not expected to exceed the estimated VaR 
more than 1% of the time, or less than three business 
days out of a year.   

Our market risk models, including our VaR model, 
are subject to change in connection with the 
governance, validation and back-testing processes 
described below.  These models can change as a 
result of changes in our business activities, our 
historical experiences, market forces and events, 
regulations and regulatory interpretations and other 
factors.  In addition, the models are subject to 
continuing regulatory review and approval.  Changes 
in our models may result in changes in our 
measurements of our market risk exposures, 
including VaR, and related measures, including 
regulatory capital.  These changes could result in 
material changes in those risk measurements and 
related measures as calculated and compared from 
period to period.
Value-at-Risk

VaR measures are based on the most recent two 
years of historical price movements for instruments 
and related risk factors to which we have exposure.  
The instruments in question are limited to foreign 
exchange spot, forward and options contracts and 
interest-rate contracts, including futures and interest-
rate swaps.  Historically, these instruments have 
exhibited a higher degree of liquidity relative to other 
available capital markets instruments.  As a result, the 
VaR measures shown reflect our ability to rapidly 
adjust exposures in highly dynamic markets.  For this 
reason, risk inventory, in the form of net open 
positions, across all currencies is typically limited.  In 
addition, long and short positions in major, as well as 
minor, currencies provide risk offsets that limit our 
potential downside exposure.  

Our VaR methodology uses a historical simulation 
approach based on market-observed changes in 
foreign exchange rates, U.S. and non-U.S. interest 
rates and implied volatilities, and incorporates the 
resulting diversification benefits provided from the mix 
of our trading positions.  Our VaR model incorporates 
approximately 5,000 risk factors and includes 
correlations among currency, interest rates, and other 
market rates.

All VaR measures are subject to limitations and 
must be interpreted accordingly.  Some, but not all, of 
the limitations of our VaR methodology include the 
following:

• Compared to a shorter observation period, a 
two-year observation period is slower to 
reflect increases in market volatility (although 
temporary increases in market volatility will 



State Street Corporation  56

affect the calculation of VaR for a longer 
period); consequently, in periods of sudden 
increases in volatility or increasing volatility, 
in each case relative to the prior two-year 
period, the calculation of VaR may understate 
current risk;

• Compared to a longer observation period, a 
two-year observation period may not reflect 
as many past periods of volatility in the 
markets, because such past volatility is no 
longer in the observation period; 
consequently, historical market scenarios of 
high volatility, even if similar to current or 
likely future market circumstances, may fall 
outside the two-year observation period, 
resulting in a potential understatement of 
current risk;

• The VaR-based measure is calibrated to a 
specified level of confidence and does not 
indicate the potential magnitude of losses 
beyond this confidence level;

• In certain cases, VaR-based measures 
approximate the impact of changes in risk 
factors on the values of positions and 
portfolios; this may happen because the 
number of inputs included in the VaR model 
is necessarily limited; for example, yield 
curve risk factors do not exist for all future 
dates;

• The use of historical market information may 
not be predictive of future events, particularly 
those that are extreme in nature; this 
“backward-looking” limitation can cause VaR 
to understate or overstate risk;

• The effect of extreme and rare market 
movements is difficult to estimate; this may 
result from non-linear risk sensitivities as well 
as the potential for actual volatility and 
correlation levels to differ from assumptions 
implicit in the VaR calculations; and

• Intra-day risk is not captured.
Stress Testing and Stressed VaR

We have a corporate-wide stress-testing program 
in place that incorporates an array of techniques to 
measure the potential loss we could suffer in a 
hypothetical scenario of adverse economic and 
financial conditions.  We also monitor concentrations 
of risk such as concentration by branch, risk 
component, and currency pairs.  We conduct stress 
testing on a daily basis based on selected historical 
stress events that are relevant to our positions in 
order to estimate the potential impact to our current 
portfolio should similar market conditions recur, and 
we also perform stress testing as part of the Federal 
Reserve's CCAR process.  Stress testing is 
conducted, analyzed and reported at the corporate, 
trading desk, division and risk-factor level (for 

example, exchange risk, interest-rate risk and 
volatility risk).  

We calculate a stressed VaR-based measure 
using the same model we use to calculate VaR, but 
with model inputs calibrated to historical data from a 
range of continuous twelve-month periods that reflect 
significant financial stress.  The stressed VaR model 
identifies the second-worst outcome occurring in the 
worst continuous one-year rolling period since July 
2007.  This stressed VaR meets the regulatory 
requirement as the rolling ten-day period with an 
outcome that is worse than 99% of other outcomes 
during that twelve-month period of financial stress.  
For each portfolio, the stress period is determined 
algorithmically by seeking the one-year time horizon 
that produces the largest ten-business-day VaR from 
within the available historical data.  This historical 
data set includes the financial crisis of 2008, the 
highly volatile period surrounding the Eurozone 
sovereign debt crisis and the Standard & Poor's 
downgrade of U.S. Treasury debt in August 2011.  As 
the historical data set used to determine the stress 
period expands over time, future market stress events 
will be automatically incorporated.  

 The sixty-day moving average of our stressed 
VaR-based measure was approximately $56 million 
for the twelve months ended March 31, 2015, 
compared to a sixty-day moving average of 
approximately $31 million for the twelve months 
ended March 31, 2014.

The increase in the sixty-day moving average of 
our stressed VaR-based measure for the twelve 
months ended March 31, 2015 compared to the 
twelve months ended March 31, 2014 was primarily 
the result of an extension of the tenor of FX swaps by 
Global Treasury designed to improve our liquidity 
position. The tenor extension gives rise to additional 
market risk in our stressed VaR calculation. 

We perform scenario analysis daily based on 
selected historical stress events that are relevant to 
our positions in order to estimate the potential impact 
to our current portfolio should similar market 
conditions recur.  Relevant scenarios are chosen from 
an inventory of historical financial stresses and 
applied to our current portfolio.  These historical event 
scenarios involve spot foreign exchange, credit, 
equity, unforeseen geo-political events and natural 
disasters, and government and central bank 
intervention scenarios.  Examples of the specific 
historical scenarios we incorporate in our stress 
testing program may include the Asian financial crisis 
of 1997, the September 11, 2001 terrorist attacks in 
the U.S., and the 2008 financial crisis.  We continue 
to update our inventory of historical stress scenarios 
as new stress conditions emerge in the financial 
markets. 

As each of the historical stress events is 
associated with a different time horizon, we normalize 
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results by scaling down the longer horizon events to a 
ten-day horizon and keeping the shorter horizon 
events (i.e., events that are shorter than ten days) at 
their original terms.  We also conduct sensitivity 
analysis daily to calculate the impact of a large 
predefined shock in a specific risk factor or a group of 
risk factors on our current portfolio.  These predefined 
shocks include parallel and non-parallel yield curve 
shifts and foreign exchange spot and volatility surface 
shifts.  In a parallel shift scenario, we apply a 
constant factor shift across all yield curve tenors. In a 
non-parallel shift scenario, we apply different shock 
levels to different tenors of a yield curve, rather than 
shifting the entire curve by a constant amount.  Non-
parallel shifts include steepening, flattening and 
butterflies. 

Stress-testing results and limits are actively 
monitored on a daily basis by ERM and reported to 
the TMRC.  Limit breaches are addressed by ERM 
risk managers in conjunction with the business units, 
escalated as appropriate, and reviewed by the TMRC 
if material.  In addition, we have established several 
action triggers that prompt immediate review by 
management and the implementation of a 
remediation plan. 
Validation and Back-Testing

We perform daily back-testing to assess the 
accuracy of our VaR-based model in estimating loss 
at the stated confidence level. This back-testing 
involves the comparison of estimated VaR model 
outputs to actual Profit-and-Loss outcomes, or P&L, 
observed from daily market movements.  We back-
test our VaR model using “clean” P&L, which 
excludes non-trading revenue such as fees, 
commissions and net interest revenue, as well as 
estimated revenue from intra-day trading.  Our VaR 
definition of trading losses excludes items that are not 
specific to the price movement of the trading assets 
and liabilities themselves, such as fees, commissions, 
changes to reserves and gains or losses from intra-
day activity.  

We experienced no back-testing exceptions in 
2014.  We experienced one back-testing exception in 
2013, which occurred in the third quarter. The trading 
P&L that day exceeded the VaR based on the prior 
day’s closing positions, following larger-than-usual 
moves in several emerging market currencies and 
U.S. interest rates.     

Our market risk models are governed by our 
model risk governance guidelines, in conformity with 
our model risk governance policy, which outline the 
standards we use to assess the conceptual 
soundness and effectiveness of our models.  Our 
market risk models are subject to regular review and 
validation by MVG within ERM and overseen by the 
MRC.  The MRC includes members with expertise in 
modeling methodologies and has representation from 
the various business units throughout State Street.  

Additional information about the MRC and MVG is 
provided under “Model Risk Management” in this 
Disclosure.  

As part of its responsibilities, the MRC evaluates 
model soundness by assessing the quality of the 
model design and construction, as well as reviewing 
documentation and empirical evidence supporting the 
methods used for the model based on the 
recommendations of MVG.  In addition, the MRC 
considers technical modeling issues for our market 
risk models, including the selection of an appropriate 
modeling approach, the setting of key model input 
assumptions, the deployment of substantive model 
changes, the deployment of new models as needed, 
and the monitoring of ongoing model performance.  

Consistent with regulatory requirements, our 
market risk regulatory capital models are subject to 
an annual review and validation process.  MVG 
conducts the annual validations of our market risk 
models, and their process identifies the areas of 
model risk for the three model components: input, 
processing and output.  Model testing is concentrated 
in the areas of model risk identified by MVG.  The 
results of this annual review are communicated to the 
Model Assessment Committee, which then assigns 
“Pass,” “Pass with Reservations,” “Recommend a Full 
Scope Review,” or “Fail” to the outcome.  

Our model validation process also evaluates the 
integrity of our VaR models through the use of regular 
outcome analysis. Such outcome analysis includes 
back-testing, which compares the VaR model's 
predictions to actual outcomes using out-of-sample 
information.  MVG examined back-testing results for 
the market risk regulatory capital model used for 
2012. Consistent with regulatory guidance, the back-
testing compared “clean” P&L, defined above, with 
the one-day VaR produced by the model.  The back-
testing was performed for a time period not used for 
model development.  The number of occurrences 
where “clean” trading-book P&L exceeded the one-
day VaR was within our expected VaR tolerance 
level.
Market Risk Reporting

Our ERM market risk management group is 
responsible for market risk monitoring and reporting.  
We use a variety of systems and controlled market 
feeds from third-party services to compile data for 
several daily, weekly, and monthly management 
reports. 

Our business units and trading market risk teams 
review daily P&L, market risk limit exceptions, open 
positions, interest-rate and option sensitivities and 
VaR reports on a daily basis.  Market risk limit 
exceptions are also reported to and reviewed by the 
global head of Market Risk.  We produce and review 
several other reports that summarize relevant market 
risk metrics, including VaR, on a periodic basis. 
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The following tables present VaR and stressed VaR associated with our trading activities for covered positions 
held during the first quarter ended March 31, 2015 and the first quarter ended March 31, 2014, and as of March 31, 
2015 and December 31, 2014, as measured by our VaR methodology. 

Table 16: TEN-DAY VaR ASSOCIATED WITH TRADING ACTIVITIES FOR COVERED POSITIONS

Three Months Ended March 31, 2015 Three Months Ended March 31, 2014

As of
March 31,

2015

As of
December 31,

2014
(In thousands) Average Maximum Minimum Average Maximum Minimum VaR VaR
Global Markets $ 5,935 $ 17,649 $ 3,245 $ 6,321 $ 12,327 $ 2,273 $ 5,492 $ 4,566
Global Treasury 2,833 5,273 991 51 62 42 1,469 4,759
Total VaR $ 7,022 $ 16,700 $ 4,369 $ 6,298 $ 12,283 $ 2,262 $ 6,231 $ 8,281

Table 17: TEN-DAY STRESSED VaR ASSOCIATED WITH TRADING ACTIVITIES FOR COVERED POSITIONS

Three Months Ended March 31, 2015 Three Months Ended March 31, 2014

As of
March 31,

2015

As of
December 31,

2014

(In thousands) Average Maximum Minimum Average Maximum Minimum
Stressed

VaR
Stressed

VaR
Global Markets $ 30,752 $ 45,386 $ 20,601 $ 30,664 $ 50,900 $ 15,625 $ 35,796 $ 30,255
Global Treasury 31,844 47,929 22,188 230 572 84 30,479 39,050
Total Stressed VaR $ 56,003 $ 71,567 $ 36,956 $ 30,610 $ 50,795 $ 15,495 $ 66,663 $ 58,945

The VaR-based measures presented in the 
preceding tables are primarily a reflection of the 
overall level of market volatility and our appetite for 
trading market risk. Overall levels of volatility have 
been low both on an absolute basis and relative to 
the historical information observed at the beginning of 
the period used for the calculations.  Both the ten-day 
VaR-based measures and the stressed VaR-based 
measures are based on historical changes observed 
during rolling ten-day periods for the portfolios as of 
the close of business each day over the past one-
year period.   

The increase in the maximum ten-day VaR-
based measure for Global Markets was caused by 
reduced exposure to certain emerging market 
currencies (Table 16). 

The increases in the Global Treasury average 
ten-day VaR-based measure and stressed VaR-
based measures for the first quarter ended March 31, 
2015 compared to the first quarter ended March 31, 
2014 were primarily the result of an extension of the 
tenor of FX swaps designed to improve our liquidity 
position. The tenor extension gives rise to additional 
market risk in our ten-day VaR-based measure and 
stressed VaR-based measure calculation.

We may in the future modify and adjust our 
models and methodologies used to calculate VaR, 
subject to regulatory review and approval, and these 
modifications and adjustments may result in changes 
in our VaR measures.
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The following tables present the VaR and stressed VaR associated with our trading activities attributable to 
foreign exchange risk, interest rate risk and volatility risk as of March 31, 2015 and December 31, 2014.  The totals 
of the VaR-based and stressed VaR-based measures for the three attributes for each VaR and stressed-VaR 
component exceeded the related total VaR and total stressed VaR presented in the foregoing tables as of each 
period-end, primarily due to the benefits of diversification across risk types. 

Table 18: TEN-DAY VaR ASSOCIATED WITH TRADING ACTIVITIES BY RISK FACTOR(1)

As of March 31, 2015 As of December 31, 2014

(In thousands)

Foreign
Exchange

Risk
Interest

Rate Risk
Volatility

Risk

Foreign
Exchange

Risk
Interest

Rate Risk
Volatility

Risk
By component:
Global Markets $ 5,509 $ 3,547 $ 270 $ 5,584 $ 3,230 $ 349
Global Treasury — 1,469 — — 4,759 —
Total VaR $ 5,509 $ 4,285 $ 270 $ 5,584 $ 5,892 $ 349

Table 19: TEN-DAY VaR ASSOCIATED WITH TRADING ACTIVITIES BY RISK FACTOR(1)

As of March 31, 2015 As of December 31, 2013

(In thousands)

Foreign
Exchange

Risk
Interest

Rate Risk
Volatility

Risk

Foreign
Exchange

Risk
Interest

Rate Risk
Volatility

Risk
By component:
Global Markets $ 10,176 $ 41,189 $ 371 $ 8,305 $ 39,220 $ 468
Global Treasury — 30,479 — — 39,050 —
Total Stressed VaR $ 10,176 $ 60,364 $ 371 $ 8,305 $ 62,923 $ 468

(1)  For purposes of risk attribution by component, foreign exchange refers only to the risk from market movements in period-end rates.  Forwards, 
futures, options and swaps with maturities greater than period-end have embedded interest-rate risk that is captured by the measures used for 
interest-rate risk.  Accordingly, the interest-rate risk embedded in these foreign exchange instruments is included in the interest-rate risk 
component.

Stressed VaR and 10-day VaR attributable to 
interest rate risk in Global Treasury declined to $30 
million as of March 31, 2015, from $39 million, as of 
Dec. 31, 2014, largely because Global Treasury 
reduced its interest rate exposure arising from the 
tenor extension strategy discussed above.  Stressed 
VaR and 10-day VaR from foreign exchange risk in 
Global Markets rose in the first quarter ended March 
31, 2015 as compared to the first quarter ended 
March 31, 2014 as a result of Global Markets 
positioning in emerging market currencies.



State Street Corporation  60

Asset-and-Liability Management Activities 
The primary objective of asset-and-liability 

management is to provide sustainable net interest 
revenue, or NIR, under varying economic conditions, 
while protecting the economic value of the assets and 
liabilities carried in our consolidated statement of 
condition from the adverse effects of changes in 
interest rates.  While many market factors affect the 
level of NIR and the economic value of our assets 
and liabilities, one of the most significant factors is 
our exposure to movements in interest rates.  Most of 
our NIR is earned from the investment of client 
deposits generated by our businesses.  We invest 
these client deposits in assets that conform generally 
to the characteristics of our balance sheet liabilities, 
including the currency composition of our significant 
non-U.S. dollar denominated client liabilities, but we 
manage our overall interest-rate risk position in the 
context of current and anticipated market conditions 
and within internally-approved risk guidelines. For 
additional information on our Asset-and-Liability 
Management Activities, see pages 101 to 104 of the 
2014 Form 10-K.

To measure, monitor, and report on our interest-
rate risk position, we use NIR simulation, or NIR-at-
risk and Economic Value of Equity, or EVE, sensitivity.  
NIR-at-risk measures the impact on NIR over the next 
twelve months to immediate, or “rate shock,” and 
gradual, or “rate ramp,” changes in market interest 
rates.  EVE sensitivity is a total return view of interest-
rate risk, which measures the impact on the present 
value of all NIR-related principal and interest cash 
flows of an immediate change in interest rates.  
Although NIR-at-risk and EVE sensitivity measure 
interest-rate risk over different time horizons, both 
utilize consistent assumptions when modeling the 
positions currently held by State Street; however, 
NIR-at-risk also incorporates future actions planned 
by management over the time horizons being 
modeled. For additional information on our NIR-at-risk 
and EVE, refer to pages 103 to 104 of the 2014 Form 
10-K.
Net Interest Revenue at Risk

The following table presents the estimated 
exposure of our NIR for the next twelve months, 
calculated as of the dates indicated, due to an 
immediate +/-100-basis-point shift to our internal 
forecast of global interest rates.  We manage our NIR 
sensitivity to limit declines to 15% or less from 
baseline NIR.  Estimated incremental exposures 
presented below are dependent on management's 
assumptions, and do not reflect any additional actions 
management may undertake in order to mitigate 
some of the adverse effects of changes in interest 
rates on our financial performance. 

TABLE 20: NIR ESTIMATED EXPOSURE 

 
Estimated Exposure to
Net Interest Revenue

(Dollars in
millions)

March 31,
2015

December 31,
2014

Rate change: Exposure
% of

Base NIR Exposure
% of

Base NIR

+100 bps shock $ 374 16.7% $ 384 16.6%
–100 bps shock (299) (13.3) (328) (14.2)
+100 bps ramp 134 6.0 149 6.5
–100 bps ramp (180) (8.0) (192) (8.3)

As of March 31, 2015, NIR sensitivity to an 
upward-100-basis-point shock in global interest rates 
declined slightly compared to such sensitivity as of 
December 31, 2014, on a dollar exposure basis, 
reflecting higher levels of forecasted client deposits in 
the twelve-month forecast horizon beyond March 31, 
2015.  The benefit to NIR of an upward-100-basis-
point ramp is less significant than a shock, since 
interest rates are assumed to increase gradually.  As 
of March 31, 2015, NIR sensitivity to an upward-100-
basis-point shock in global interest rates as 
represented on a percentage base of twelve-month 
forecasted NIR increased slightly compared to such 
sensitivity as of December 31, 2014, reflecting lower 
forecasted twelve-month base NIR.

NIR sensitivity to a downward-100-basis-point 
shock in global interest rates as of March 31, 2015 
decreased compared to such sensitivity as of 
December 31, 2014, due to closer proximity to 
forecasted central bank rate increases, partially offset 
by larger deposit volumes.  Increased levels of 
forecast client deposits, while beneficial to baseline 
NIR, do not provide relief in the downward shock 
scenario, as the deposits have no room to fully re-
price from current levels as their pricing basis falls.  A 
downward-100-basis-point shock in global interest 
rates places pressure on NIR, as deposit rates reach 
their implicit floors due to the exceptionally low global 
interest-rate environment, and provide little funding 
relief on the liability side, while assets re-price into the 
lower-rate environment.  The adverse impact on 
projected NIR due to a downward-100-basis-point 
ramp is less significant than a shock since interest 
rates are assumed to decrease gradually, thereby 
reducing the level of projected spread compression 
experienced between assets and liabilities over a 
twelve-month horizon.

Our baseline NIR incorporates an expectation 
that short-term interest rates will begin to rise in 
anticipation of central bank tightening of current 
monetary policies.  While this rise in rates benefits 
our baseline NIR, it is detrimental to our NIR 
sensitivity to a downward-100-basis-point shock, as 
rising short-term interest rates allow asset yields to 
re-price lower in a downward shock scenario than 
previously, while deposits are still priced close to 
natural floors.
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Other important factors which affect the levels of 
NIR are the size and mix of assets carried in our 
consolidated statement of condition; interest-rate 
spreads; the slope and interest-rate level of U.S. and 
non-U.S. dollar yield curves and the relationship 
between them; the pace of change in global market 
interest rates; and management actions taken in 
response to the preceding conditions. 
Economic Value of Equity

EVE sensitivity measures changes in the market 
value of equity to quantify potential losses to 
shareholders due to an immediate +/-200-basis-point 
rate shock compared to current interest-rate levels if 
the balance sheet were liquidated immediately.  
Management compares the change in EVE sensitivity 
against State Street's aggregate tier 1 and tier 2 risk-
based capital, calculated in conformity with currently 
applicable regulatory requirements, to evaluate 
whether the magnitude of the exposure to interest 
rates is acceptable.  Generally, a change resulting 
from a +/-200-basis-point rate shock that is less than 
20% of aggregate tier 1 and tier 2 capital is an 
exposure that management deems acceptable.  To 
the extent that we manage changes in EVE sensitivity 
within the 20% threshold, we would seek to take 
action to remain below the threshold if the magnitude 
of our exposure to interest rates approached that 
limit.   

Similar to NIR-at-risk measures, the timing of 
cash flows affects EVE sensitivity, as changes in 
asset and liability values under different rate 
scenarios are dependent on when interest and 
principal payments are received.  In contrast to NIR 
simulations, however, EVE sensitivity does not 
incorporate assumptions regarding reinvestment of 
these cash flows.  In addition, our ability to price client 
deposits has a much smaller impact on EVE 
sensitivity, as EVE sensitivity does not consider the 
ongoing benefit of investing client deposits. 

The following table presents estimated EVE 
exposures, calculated as of the dates indicated, 
assuming an immediate and prolonged shift in global 
interest rates, the impact of which would be spread 
over a number of years.
TABLE 21: ESTIMATED EVE EXPOSURES

 
Estimated Sensitivity of

Economic Value of Equity                                                               
(Dollars in
millions)

March 31,
2015

December 31,
2014

Rate change: Exposure

% of Tier
1/Tier 2
Capital Exposure

% of Tier
1/Tier 2
Capital

+200 bps shock $ (2,287) (13.5)% $ (2,291) (12.8)%
–200 bps shock 877 5.2 942 5.3

The dollar measure of EVE sensitivity to an 
upward-200-basis-point shock as of March 31, 2015 
improved compared to December 31, 2014, and the 
dollar measure of EVE sensitivity to a downward-200-

basis-point shock as of March 31, 2015 declined 
compared to December 31, 2014, with both 
comparisons due primarily to portfolio decay and 
lower rates as of March 31, 2015 compared to 
December 31, 2014. 

EVE sensitivity to an upward-200-basis-point 
shock as of March 31, 2015, as a percentage of the 
total of tier 1 and tier 2 regulatory capital, declined 
compared to December 31, 2014.  EVE sensitivity to 
a downward-200-basis-point shock as of March 31, 
2015, as a percentage of the total of tier 1 and tier 2 
regulatory capital, declined compared to 
December 31, 2014.  These declines were primarily 
due to the above changes in the dollar measures of 
EVE sensitivity as well as an increase in the total of 
tier 1 and tier 2 capital as of March 31, 2015 
compared to December 31, 2014 (refer to the "Capital 
- Regulatory Capital" section in our Form 10-Q for the 
quarter ended March 31, 2015).
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GLOSSARY
The following glossary provides definitions of selected terms and acronyms used throughout this Disclosure.

Advanced approaches The advanced internal ratings-based approach to calculating risk-based capital
requirements for credit risk and the advanced measurement approach to calculating
risk-based capital requirements for operational risk under the Basel III final rule

Advanced approaches
banking organization

A banking organization subject to the advanced approaches requirements of the
Basel III final rule

AIRB Advanced Internal Ratings-Based Approach
ALCO State Street's Asset-Liability Committee
AMA Advanced Measurement Approach
BCRC State Street's Business Conduct Risk Committee
Board Board of Directors of State Street Corporation
BOLI Bank-Owned Life Insurance
CCF Credit Conversion Factor
CFO State Street's Chief Financial Officer
COSO framework The framework of the Committee of Sponsoring Organizations of the Treadway

Commission
CRO State Street's Chief Risk Officer
CVA Credit Valuation Adjustment
Dodd-Frank Act Dodd-Frank Wall Street Reform and Consumer Protection Act
EAD Exposure at Default
E&A Committee Examining & Audit Committee of the Board
ERM Enterprise Risk Management Department at State Street
EVE Economic Value of Equity
Federal Reserve Board of Governors of the Federal Reserve System
FX Foreign Exchange
GAAP Accounting principles generally accepted in the U.S.
GCR Global Credit Review group
CAP State Street's Capital Adequacy Process
LGD Loss Given Default
MRAC State Street's Management Risk and Capital Committee
MRC State Street's Model Risk Committee
MVG State Street's Model Validation Group
NIR Net interest revenue
OTC derivative Over-the-counter derivative contract
Parent company State Street Corporation without consolidation of its subsidiaries
PCA provisions Prompt Corrective Action provisions of the Federal Deposit Insurance Corporation

Improvement Act of 1991, as updated by the Basel III Final Rule
PD Probability of Default
RC Risk Committee of the Board
RWA Risk-Weighted Assets
SLR Supplementary Leverage Ratio
SSFA Simplified Supervisory Formula Approach in the Basel III final rule
State Street State Street Corporation and its subsidiaries on a consolidated basis
State Street Bank State Street Bank and Trust Company and its subsidiaries on a consolidated basis
TORC State Street's Technology and Operational Risk Committee
VaR Value-at-Risk
Stressed VaR Stressed Value-at-Risk
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