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        Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days.    Yes  ý    No  o

        Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K.    o

        Indicate by check mark whether the registrant is an accelerated filer (as defined in Exchange Act Rule 12b-2).    Yes  ý    No  o

        The aggregate market value of Common Stock held by non-affiliates of the registrant was $1,807,090,067 based on the last reported sale
price of $29.03 on The Nasdaq National Market on June 30, 2003 as reported by Nasdaq.

        As of January 31, 2004, there were 65,926,072 shares of Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

        The registrant intends to file a definitive Proxy Statement pursuant to Regulation 14A within 120 days of the end of the fiscal year ended
December 31, 2003. Portions of such Proxy Statement are incorporated by reference in Part III.

PART I

ITEM 1. BUSINESS.

General

Unless otherwise indicated or unless the context requires otherwise, all references in this Report to "Investors Financial," "we," "us,"
"our," or similar references mean Investors Financial Services Corp., together with our subsidiaries. "Investors Bank" or the "Bank" will be
used to mean our subsidiary, Investors Bank & Trust Company, alone.

        We provide a broad range of services to financial asset managers, such as mutual fund complexes, investment advisors, family offices,
banks and insurance companies. We define these services as core services and value-added services. Our core services include global custody,
multicurrency accounting and mutual fund administration. Our value-added services include securities lending, foreign exchange, cash
management, performance measurement, institutional transfer agency, investment advisory services, lines of credit, middle office outsourcing,
and brokerage and transition management services. At December 31, 2003, we provided services for approximately $1.1 trillion in net assets,
including approximately $177 billion of foreign net assets.

        Investors Financial Services Corp. is a bank holding company. We were organized as a Delaware corporation in 1995. Our primary
operating subsidiary is Investors Bank & Trust Company® which was founded in 1969 as a banking subsidiary of Eaton Vance Corp., an
investment management firm. In 1995, we reorganized as a bank holding company, were spun-off to the stockholders of Eaton Vance and
completed our initial public offering. We provide our services from offices in Boston, New York, Sacramento, Toronto, Dublin and the Cayman
Islands.

Overview of the Asset Servicing Industry

        Asset managers invest and manage the financial assets entrusted to them. They do so using a broad range of financial products, including
mutual funds, unit investment trusts, separate accounts, variable annuities and other products that pool together money from many investors.
Asset servicing companies like ours perform various back and middle office services for asset managers and the pooled financial products they
sponsor, allowing asset managers to focus on core competencies such as product development and distribution. In turn, asset servicing
companies like ours provide non-core services such as the third-party safekeeping of assets and administrative services that also give investors
more confidence in the integrity of their investments. The following discussion sets forth our view of the key drivers in today's asset servicing
industry.
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        Historical Financial Asset Growth.    While the rate of financial asset value growth decreased slightly in recent years, over the past ten
years growth in financial assets under management has been strong. Factors driving this growth include an aging population, the privatization of
retirement systems and the increased popularity of pooled investment products such as mutual funds. The total amount of U.S. financial assets
held in mutual funds, life insurance companies, private pension funds and bank personal trust accounts was $13.9 trillion at December 31, 2002,
up from $5.9 trillion in 1992, a compounded annual growth rate of approximately 9%. Mutual funds, a primary market for our services, hold a
large portion of the money invested in pooled investment vehicles. Despite recent declines, the U.S. mutual fund market has grown at a
compounded annual growth rate of approximately 14% since
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1992, and held over $6 trillion in assets at December 31, 2002. The following table presents U.S. financial assets, including mutual funds
(Dollars in billions):

December 31,
2002

December 31,
1992

Compounded
Annual

Growth Rate

U.S. Financial Assets
Mutual Funds $ 6,007.00 $ 1,625.50 13.96%
Life Insurance Companies 3,366.00 1,587.00 7.81
Private Pension Funds 3,686.00 2,051.40 6.04
Bank Personal Trusts and Estates 807.90 629.60 2.53

Total $ 13,866.90 $ 5,893.50 8.93%

Source: Federal Reserve Bank

        Consolidation and Outsourcing Trends.    Another important factor affecting the industry is the consolidation of asset servicing providers.
Since the early 1990s, a number of small and mid-size asset servicers have consolidated with larger service providers or divested their asset
servicing operations to focus their finite resources on their core businesses. Also, numerous service providers have combined their operations
with other companies. This ongoing consolidation has concentrated the industry around a smaller number of providers and presents us with
opportunities for growth as clients review their relationships with existing service providers. In addition, as consolidated financial institutions
dispose of businesses that do not fit with their core services, we may see opportunities to acquire those business lines.

        The unique operational philosophy of a particular asset management organization determines its view of asset servicing. The majority of
asset managers hire third parties to provide custody services. Some use more than one custodian to foster cost reduction through competition.
Large asset managers may have enough assets to justify the cost of providing in-house facilities to handle accounting, administration and
transfer agency services. Smaller asset managers generally hire third parties to provide accounting, administration and transfer agency services
in addition to custody services. Keeping abreast of developments like Internet data delivery, regulatory changes, decimalization of stock prices
and compressed settlement cycles has forced significant increases in technology spending across the financial services industry. We believe that
this increase in spending requirements has accelerated the pace at which asset managers outsource back office operations to asset servicers.

        Technology.    Information technology is a driving force in the financial services industry. Asset managers are able to create innovative
investment products using technological tools including:

�
Access to data from world markets as a result of more powerful and affordable information processing power.

�
The ability to send and receive large volumes of information almost instantly through widely dispersed communication
networks.

�
Timely on-line access to electronic information on security positions, prices and price shifts that facilitates on-line currency
trading, indexing of assets, real time arbitrage, and hedging through the use of derivative securities.
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        Asset servicers use technology as a competitive tool to deliver precise and functional information to asset managers. Technology also
allows asset servicers to offer more value-added services such as performance measurement. Examples of analytical tools used in performance
measurement include reports showing time-weighted return, performance by sector, and time-weighted return by sector.
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        Complex Investment Products.    Asset managers create different investment structures in an effort to capture efficiencies of larger pools of
assets. One innovative example of this is the master-feeder structure. In the master-feeder structure, one or more investment vehicles (the "feeder
funds") with identical investment objectives pool their assets in the common portfolio of a separate investment vehicle (the "master fund"). This
structure permits each of the feeder funds to be sold to a separate target market or through a different distribution channel. The feeder fund, if it
were a stand-alone fund, might not be large enough to support its operating costs. The feeder funds benefit from the economies of scale available
to the larger pool of assets invested in the master fund.

        In addition, a growing number of mutual funds have been structured as multi-class funds or as multi-manager funds in order to address the
differing requirements and preferences of potential investors. Multi-class arrangements allow an investment company to sell interests in a single
investment portfolio to separate classes of stockholders. In this environment, investors have the option of purchasing multi-class fund shares
with the commission structure that best meets their short-term and long-term investment strategy. Multi-manager funds have two or more
investment managers, who may have different investing styles, managing the assets of one fund. Multi-manager funds allow an investor to invest
along multiple style lines with a single investment.

        Another innovation in the mutual fund industry is the advent of exchange traded funds, or ETFs. ETFs are securities that replicate an index
and are traded on a national securities exchange, usually the American Stock Exchange. Unlike investing in a conventional index mutual fund,
investing in an ETF allows investors to buy and sell shares throughout the trading day at market prices. ETFs also offer potential tax efficiencies.
According to an industry source, globally, ETF assets grew 39% from approximately $142 billion at year end in 2002 to $198 billion at year-end
2003.

        Asset managers have also expanded their reach in the global marketplace to capitalize on cross-border and multi-national marketing
opportunities. This creates demand for asset servicing around the world and particular demand for value-added services like foreign exchange.

Our Strategy

        We believe that asset servicing companies operate most efficiently when bundling core services such as custody and accounting with
value-added services such as securities lending and foreign exchange. We also believe that efficient integration of these services is critical to
both service quality and profitability. In order to continue to grow our business, we pursue our core strategies.

        Maintain Our Technological Expertise.    One of our core strategies is to commit the necessary capital and resources to maintain our
technological expertise. The asset servicing industry requires the technological capability to support a wide range of global security types,
currencies, and complex portfolio structures. Asset servicers must also maintain the telecommunications flexibility to support the diversity of
global communications standards. Technological change creates opportunities for product differentiation and cost reduction.

        Our Fund Accounting and Custody Tracking System, or FACTS�, is a single integrated technology platform that combines our service
offerings into one solution for customers and can accommodate rapid growth in net assets processed. FACTS provides the following functions in
a single information system:

�
Custody

�
Securities movement and control

�
Portfolio accounting

�
Multicurrency general ledger accounting
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�
Pricing

�
Net asset value calculation

�
Multi-class and multi-manager processing

�
ETF processing

        By consolidating these functions, we have eliminated redundancy in data capture and reduced the opportunity for clerical error.

        The consolidation of functions available through FACTS allows us to assign a dedicated client team to provide a full suite of services to
each account. We believe that this approach helps us to provide high quality service and to maintain better overall relationships with our clients.

        The FACTS architecture also enables us to modify the system quickly. Rapid modifications result in increased processing quality,
efficiency, and an increased ability to implement service innovations for our clients. We believe that the integrated nature of FACTS provides us
with a competitive advantage by allowing us to respond quickly to the continuously changing technological demands of the financial services
industry. The separate systems used for different tasks by many other asset servicing providers may not provide the same advantages.

        Maintain Our Expertise in Complex Products.    Another of our core strategies is to maintain our strength in the rapidly growing area of
complex investment products. We have developed expertise in servicing master-feeder and multi-managed funds, limited partnerships and ETFs.
We also have expertise in servicing the more complicated fund of funds and offshore fund structures. Because the design of FACTS allows us to
effect modifications or enhancements quickly, we are able to respond rapidly to the systems requirements of complex structures.

        Deliver Superior Service.    We strive to deliver superior and innovative client service. We believe service quality in client relationships is
the key to maintaining and expanding existing business as well as attracting new clients. The consolidation of functions available through
FACTS allows us to take an integrated approach to servicing. We believe this approach is different from that employed by many of our
competitors. We dedicate a single operations team to handle all work for a particular account or fund. In addition, each client is assigned a client
manager, independent of the operations team, to anticipate the client's needs, to coordinate service delivery, and to provide consulting support.

        Cross-Sell Our Services.    We believe that our strong client relationships provide opportunities to cross-sell value-added services to
broaden our customer relationships. Many of our clients have multiple pools of assets that they manage. Once a mutual fund complex becomes a
client, we believe that complex is more likely to select us to service more funds, provide additional services, or both. For example, a mutual fund
company may manage two or more families of mutual funds or an insurance company may manage a family of retail mutual funds and a series
of mutual funds to offer variable annuity products. If we are engaged to provide services for only some of the pools of assets managed by our
clients, we strive to expand the relationship to include more asset pools by providing superior client service. Also, some of our clients engage us
to provide the core services of global custody and multicurrency accounting, but do not use us for value-added services like foreign exchange or
cash management. We target expanding these relationships by increasing the number of services provided for each client.
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Service Offerings

        We provide a broad range of services to financial asset managers, such as mutual fund complexes, investment advisors, family offices,
banks and insurance companies. We think of these services in two groupings: core services and value-added services.

Core Services Value-Added Services

� Global Custody � Securities Lending
� Multicurrency Accounting � Foreign Exchange
� Mutual Fund Administration � Cash Management
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Core Services Value-Added Services

� Investment Advisory Services
� Middle Office Outsourcing
� Performance Measurement
� Institutional Transfer Agency
� Lines of Credit
� Brokerage and Transition Management Services

        Our value-added services help clients develop and execute their strategies, enhancing their returns, and evaluating and managing risk. We
strive to maximize the use of our value-added services by our client base.

        Fees charged for core services vary from client to client based on the value of assets processed, the number of securities held and portfolio
transactions. Generally, fees are billed to our clients monthly in arrears and, upon their approval, charged directly to their account. Fees charged
for core services reflect the price sensitivity of the market for such services. Fees charged for value-added services reflect a more favorable
pricing environment for us, and we can increase activity in these areas without a necessarily proportionate increase in personnel or other
resources. We also derive net interest income by investing cash balances that our clients leave on deposit with us. Our share of earnings from
these investments is viewed as part of the total compensation that our clients pay us for servicing their assets.

        The following is a description of the various services we offer:

Core Services

        Global Custody.    Global custody entails the safekeeping of securities for clients and settlement of portfolio transactions. Our net assets
processed have grown from $22 billion at October 31, 1990 to $1.1 trillion at December 31, 2003. At December 31, 2003, our foreign net assets
processed totaled approximately $177 billion.

        In order to service our clients worldwide, we have established a network of global subcustodians in 99 markets. Since we do not have our
own branches in these countries, we are able to operate in the foreign custody arena with minimal fixed costs, while our clients benefit from the
ability to use a single custodian, Investors Bank, for all of their international investment needs.

        Multicurrency Accounting.    Multicurrency accounting entails the daily recordkeeping for each account or investment vehicle, including
the calculation of net asset value per share. In addition to providing these services to domestic-based accounts and investment vehicles, we also
provide offshore fund accounting. We view the offshore market as a significant business opportunity and will continue to invest in expansion to
support client demand.
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        Mutual Fund Administration.    Mutual fund administration services include management reporting, regulatory reporting, compliance
monitoring, tax accounting and return preparation, and partnership administration. In addition to these ongoing services, we also provide mutual
fund start-up consulting services, which typically include assistance with product definition, service provider selection, and fund structuring and
registration. We have worked with a number of investment advisors to assist them in the development of new mutual funds and other pooled
investment vehicles.

Value-Added Services

        Securities Lending.    Securities lending involves the lending of clients' securities to brokers and other institutions for a fee. Receipt of
securities lending fees improves a client's return on the underlying securities. We act as agent for our clients for both international and domestic
securities lending services.

        Foreign Exchange.    We provide foreign exchange services to facilitate settlement of international securities transactions for funds and
other accounts and to convert income payments denominated in a non-base currency to base dollars. By using us rather than a third-party foreign
exchange bank to perform these functions, clients can reduce the amount of time spent coordinating currency delivery and monitoring delivery
failures and claims.

        Cash Management.    We provide a number of investment options for cash balances held by our clients. Typically, we have a standing
arrangement to sweep client balances into one or more investments, including deposit accounts, short-term funds and repurchase agreements.
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This allows our clients to conveniently maximize their earnings on idle cash balances.

        Investment Advisory Services.    The Bank acts as investment advisor to the Merrimac Master Portfolio, an open-end investment
management company registered under the Investment Company Act of 1940. The portfolio currently consists of a series of six master funds in a
master-feeder structure. The Merrimac Cash Portfolio, the Merrimac Prime Portfolio and the Merrimac U.S. Government Portfolio are
subadvised by Lincoln Capital Fixed Income Management Company, LLC. The Merrimac Treasury Portfolio and the Merrimac Treasury Plus
Portfolio are subadvised by M&I Investment Management Corp. The Merrimac Municipal Portfolio is subadvised by ABN AMRO Asset
Management (USA) LLC. At December 31, 2003, the total net assets of the portfolio approximated $7.0 billion. The portfolio's master funds
serve as investment vehicles for seven domestic feeder funds and two offshore feeder funds whose shares are sold to institutional investors.

        Middle Office Outsourcing.    We also provide middle office outsourcing services to clients. Middle office outsourcing services represent
the tasks that need to be performed for financial asset managers after they have initiated a particular trade to ensure accurate and timely trade
processing and communications to any party who needs to receive the trades. We perform some or all of the following functions for our
outsourcing clients: trade operations management, settlements, portfolio and fund accounting, fund administration, cash management,
reconciliation, corporate actions, tax reclaims and tax filings, performance measurement, broker performance, and vendor data management.

        Performance Measurement.    Performance measurement services involve the creation of systems and databases that enable asset managers
to construct, manage, and analyze their portfolios. Services include portfolio profile analysis, portfolio return analysis, and customized
benchmark construction. Performance measurement uses data already captured by FACTS to calculate statistics and report them to asset
managers in a customized format.

        Institutional Transfer Agency.    Transfer agency encompasses shareholder recordkeeping and communications. We provide these services
only to institutional clients with a small number of shareholder accounts or omnibus positions of retail shareholders.
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        Lines of Credit.    We offer credit lines to our clients for the purpose of leveraging portfolios, covering overnight cash shortfalls and other
borrowing needs. We do not conduct retail banking operations. At December 31, 2003, we had gross loans outstanding to clients of
approximately $200 million, which represented approximately 2% of our total assets. The interest rates charged on the Bank's loans are indexed
to either the Prime rate or the Federal Funds rate. We have never had a loan loss. All loans are secured, or may be secured, by marketable
securities and virtually all loans to individually managed account customers are due on demand.

        Brokerage and Transition Management Services.    In 2002, we began offering introducing broker-dealer services to clients by accepting
customer orders, which we have elected to clear through a clearing broker-dealer. The clearing broker-dealer processes and settles customer
transactions and maintains detailed customer records. This allows us to use the back office processing of the clearing broker-dealer while
earning a commission on trades executed on behalf of clients. Transition management services are designed to assist the process of moving a
portfolio from one asset manager to another in as seamless a manner as possible. Components of these services include planning and
customizing a strategy for the transition, conducting performance analysis, and executing the transition in an efficient, risk-managed fashion.
The brokerage services we offer do not include margin accounts, short selling or market making activities.

Sales, Marketing and Client Support

        We employ a direct sales staff that targets potential market opportunities, including investment management companies, insurance
companies, family offices, banks and investment advisors. Sales personnel are primarily based at our headquarters in Boston, and are given
geographic area sales responsibility. We also have sales personnel located in Dublin who are responsible for international markets. Included in
the sales staff are individuals who are dedicated to marketing services to institutional accounts. Senior managers from all functional areas are
directly involved in obtaining new clients, frequently working as a team with a sales professional.

        In order to service existing clients, client management staff based in our Boston, New York and Dublin offices provide client support. Each
client is assigned a client manager responsible for the client's overall satisfaction. The client manager is usually a senior professional with
extensive industry experience and works with the client on designing new products and specific systems requirements, providing consulting
support, anticipating the client's needs and coordinating service delivery.

        Financial information regarding our geographic reporting can be found in Note 21 of our Notes to Consolidated Financial Statements
included in this Report.

Significant Clients
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        Barclays Global Investors, N.A. ("BGI") accounted for approximately 16.4% of our consolidated net operating revenues for each of the
years ended December 31, 2003 and 2002. No client other than BGI accounted for more than 5% of our net operating revenues for the years
ended December 31, 2003 and 2002.

Software Systems and Data Center

        Our business requires that we provide daily and periodic reports of asset accounting and performance, and provide measurement and
analytical data to asset managers on-line on a real time basis. To help us meet these requirements, our asset servicing operations are supported
by sophisticated computer technology. We receive vast amounts of information across a worldwide computer network. That information covers
a wide range of global security types and complex portfolio structures in various currencies. The information must be processed and then used
for system-wide updating and reporting.
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        Our proprietary system, FACTS, is multi-tiered. FACTS uses personal computers linked to mainframe processing by means of local and
wide area networks. This configuration combines the best features of each platform. FACTS uses the power and capacity of the mainframe, the
data distribution capabilities of the network and the independence of personal computers. The fully functional microcomputer component of
FACTS works independently of the mainframe throughout the processing cycle. This minimizes the amount of system-wide delay inherent in
data processing. The FACTS configuration also allows for fully distributed processing capabilities within multiple geographic locations in an
effective and efficient manner.

        The integrated nature of the FACTS architecture allows us to effect modifications and enhancements quickly. Swift modifications and
enhancements result in increased processing quality and efficiency for our clients. These modifications and enhancements also help us
implement service innovations for our clients. This integrated architecture helps differentiate us from our competitors. Technological
enhancements and upgrades are an ongoing part of asset servicing that are necessary for asset administrators to remain competitive and to create
information delivery mechanisms that add value to the information available as part of clearing and settling transactions. We have met and
continue to meet these needs through standardized data extracts and automated interfaces developed over the past several years.

        These abilities help us add value to the custody and fund accounting information we gather by processing client assets. We have developed
a comprehensive suite of standardized data extracts and reports and created automated interfaces that allow our clients to access the full range of
custody and fund accounting data. We have also developed interfaces that allow our clients to connect electronically with our host systems and
access data collected from clearance and settlement transactions in multiple currencies. Through these information-sharing tools, we are better
equipped to supplement our custody and accounting services with foreign exchange services, asset and transaction reporting and monitoring
services. Electronic linkages also position us to respond quickly to client requests.

        We use the Internet as a means to communicate with clients and external parties. Through the implementation of our strategic Internet plan,
our goal is to position ourselves to take advantage of Internet technologies while providing secure value-added services to our clients. We utilize
a secure extranet environment that provides the authentication, access controls, intrusion detection, encryption and firewalls needed to assure the
protection of client information and assets. Internet-based applications provide our clients with secure access to their data over the Internet as
well as flexible ad-hoc data query and reporting tools.

        Our mainframe processing is provided by Electronic Data Systems, or EDS, located in Plano, Texas. By outsourcing mainframe processing,
we focus our resources on systems development and minimize our capital investment in large-scale computer equipment. EDS offers us
state-of-the-art computer products and services, access to which we could not otherwise afford, while removing the risk of product obsolescence.
Due to its diverse customer base, EDS can invest in the latest computer technology and spread the related costs over multiple users. We also
receive the benefit of the continuing investment by EDS in its computer hardware.

        Our current agreement with EDS obligates EDS to provide us with comprehensive data processing services and obligates us to utilize EDS'
services for a significant amount of our data processing requirements. We are billed monthly for these services on an as-used basis in accordance
with a predetermined pricing schedule for specific products and services. EDS began providing services for us in December 1990. Our current
agreement with EDS is scheduled to expire on December 31, 2005. EDS also provides us with mainframe disaster recovery services.

        Each year we spend approximately 18-20% of revenue on technology. Because of our relationship with EDS and our system architecture,
we are able to focus the majority of our technology spend on development, rather than support or infrastructure.
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        Our trust processing services are provided by SEI Investments Company, located in Oaks, Pennsylvania. SEI is a global provider of asset
management and investment technology solutions. We pay certain monthly service fees based upon usage. Our current agreement with SEI is
scheduled to expire on December 31, 2005.

        Investors Bank maintains a comprehensive Business Continuity Plan ("BCP"). The program has been developed to comply with guidelines
issued by various regulatory and industry bodies such as the Federal Financial Institutions Examination Council ("FFIEC"). The planning
process begins with a business impact analysis which isolates critical business processes and determines their recoverability under various
disruption scenarios. In addition to maintaining regional backup facilities for all offices, Bank locations are geographically diverse in order to
allow recovery of essential functions to another location in the event of a wide spread disruption. In 2003, BCP staff conducted over 80 different
tests to ensure technology infrastructure, facilities, and staff could respond and recover in a disaster.

        The securities industry is moving to a straight-through-processing environment where all trades will flow directly from a client's trading
platform to our own system to produce a net asset value calculation. We have made substantial progress in completing the systems infrastructure
and functional modifications required to provide straight-through-processing capabilities. We believe that we can accomplish the transition to a
full straight-through-processing environment without adversely affecting our financial results, operations or the services we provide to our
clients.

Competition

        We operate in a highly competitive environment in all areas of our business. Many of our competitors, including State Street Bank and
Trust Company, JP Morgan Chase, The Bank of New York, Citigroup, Mellon, and PNC, possess substantially greater financial and marketing
resources than we do and process a greater amount of financial assets. Other competitive factors include technological advancement and
flexibility, breadth of services provided and quality of service. We believe that we compete favorably in these categories.

        Competition in the asset servicing industry, especially over the past decade, has impacted both pricing and margins in core services like
global custody services and trustee services. Partially offsetting this more competitive pricing environment is the development of new services
that have higher margins. Our continuous investment in technology has permitted us to offer value-added services to clients, such as middle
office outsourcing, performance measurement, securities lending and foreign exchange, all on a global basis and at competitive prices.
Technological evolution and service innovation have enabled us to generate additional revenue to offset competitive pricing in maturing service
lines.

        We believe that our size, commitment to technology development and enhancement, and responsiveness to client needs provide the asset
management industry with a very attractive asset servicing alternative to large money center banks and other asset servicers. As our competitors
grow even larger through acquisition, we believe that our customized and highly responsive service offerings become even more attractive.
While consolidation within the industry may adversely affect our ability to retain clients that have been acquired, it also creates opportunity for
us as prospective clients review their relationships with existing service providers. In addition, consolidation among large financial institutions
may enable us to acquire, at a reasonable price, asset servicing businesses that do not fit within the core focus of these new, consolidated
financial institutions.

Intellectual Property

        Our success is dependent upon our software development methodology and other intellectual property rights that we have developed and
own, including FACTS. We rely on trade secret, copyright and trademark laws and confidentiality agreements with employees and third parties
to protect our proprietary technology, all of which offer only limited protection. There can be no assurance that the

10

steps we take in this regard will be adequate to deter misappropriation of our proprietary information or that we will be able to detect
unauthorized use. Furthermore, our intellectual property rights may be invalidated or our competitors may develop similar technology
independently. In addition, effective copyright, trademark and other trade protection may not be available in certain international markets that
we service.

Employees
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        On December 31, 2003, we had 2,413 employees. We maintain a professional development program for entry level staff. Successful
completion of the program is required of most newly hired employees. This training program is supplemented by ongoing education on systems
and technological developments and innovations, the industry and our client base.

        None of our employees are covered by collective bargaining agreements and we believe our relations with our employees are good.

Regulation and Supervision

        In addition to the generally applicable state and federal laws governing businesses and employers, we are further regulated by federal and
state laws and regulations applicable to financial institutions and their parent companies. Furthermore, the operations of our securities broker
affiliate, Investors Securities Services, Inc., are subject to federal and state securities laws, as well as the rules of both the Securities and
Exchange Commission and the National Association of Securities Dealers, Inc. ("NASD"). Virtually all aspects of our operations are subject to
specific requirements or restrictions and general regulatory oversight. State and federal banking laws have as their principal objective the
maintenance of the safety and soundness of financial institutions and the federal deposit insurance system, the protection of consumers or classes
of consumers or the furtherance of broad public policy goals, rather than the specific protection of stockholders of a bank or its parent company.

        Several of the more significant statutory and regulatory provisions applicable to banks and bank holding companies ("BHC") to which
Investors Financial and its subsidiaries are subject are described more fully below, together with certain statutory and regulatory matters
concerning Investors Financial and its subsidiaries. The description of these statutory and regulatory provisions does not purport to be complete
and is qualified in its entirety by reference to the particular statutory or regulatory provision. Any change in applicable law or regulation may
have a material effect on Investors Financial's business, prospects and operations, as well as those of its subsidiaries.

Investors Financial

        General.    As a registered BHC, Investors Financial is subject to regulation under the Bank Holding Company Act of 1956, as amended
("BHCA"), and to inspection, examination and supervision by the Board of Governors of the Federal Reserve System ("FRB") and by the
Massachusetts Commissioner of Banks ("Commissioner.") We are required to file a report of our operations with, and are subject to examination
by, the FRB and the Commissioner. The FRB has the authority to issue orders to BHCs to cease and desist from unsound banking practices and
violations of conditions imposed by, or violations of agreements with, the FRB. The FRB is also empowered to assess civil money penalties
against companies or individuals who violate the BHCA or orders or regulations thereunder, to order termination of nonbanking activities of
nonbanking subsidiaries of BHCs and to order termination of ownership and control of a nonbanking subsidiary by a BHC.

        BHCA�Activities and Other Limitations.    The BHCA prohibits a BHC from acquiring substantially all the assets of a bank or acquiring
direct or indirect ownership or control of more than 5% of the voting shares of any bank, BHC or savings association, or increasing such
ownership or control of any bank, BHC or savings association, or merging or consolidating with any BHC without prior approval of
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the FRB. The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 generally authorizes adequately capitalized and managed
BHCs, as determined by the FRB, to acquire banks located in any state, possibly subject to certain state-imposed age and deposit concentration
limits, and also generally authorizes interstate mergers and to a lesser extent, interstate branching. In addition, as discussed more fully below,
Massachusetts law imposes certain approval requirements with respect to acquisitions by a BHC of certain banking institutions and to mergers of
BHCs.

        Unless a BHC becomes a financial holding company ("FHC") under the Gramm-Leach-Bliley Act of 1999 ("GLBA") (as discussed below),
the BHCA also prohibits a BHC from acquiring a direct or indirect interest in or control of more than 5% of the voting securities of any
company that is not a bank or a BHC and from engaging directly or indirectly in activities other than those of banking, managing or controlling
banks or furnishing services to its subsidiary banks, except that it may engage in and may own shares of companies engaged in certain activities
the FRB determined to be so closely related to banking or managing and controlling banks as to be a proper incident thereto. Before permitting a
BHC to make such an investment, the FRB is required to weigh the expected benefit to the public, such as greater convenience, increased
competition or gains in efficiency, against the possible adverse effects, such as undue concentration of resources, decreased or unfair
competition, conflicts of interests or unsound banking practices.

        The GLBA established a comprehensive framework to permit affiliations among commercial banks, insurance companies, securities firms,
and other financial service providers by revising and expanding the BHCA framework to permit BHCs that qualify and elect to be treated as
FHCs to engage in a range of financial activities broader than would be permissible for traditional BHCs, such as Investors Financial, that have
not elected to be treated as FHCs. "Financial activities" is broadly defined to include not only banking, insurance and securities activities, but
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also merchant banking and additional activities that the FRB, in consultation with the Secretary of the Treasury, determines to be financial in
nature or incidental to such financial activities, or that the FRB determines to be complementary activities that do not pose a substantial risk to
the safety and soundness of depository institutions or the financial system generally. In sum, the GLBA permits a BHC that qualifies and elects
to be treated as a FHC to engage in a significantly broader range of financial activities than BHCs, such as Investors Financial, that have not
elected FHC status.

        In order to elect to become a FHC and thus engage in a broader range of financial activities, a BHC, such as Investors Financial, must meet
certain tests and file an election form with the FRB. To qualify, all of a BHC's subsidiary banks must be well-capitalized (as discussed below
under "Investors Bank") and well-managed, as measured by regulatory guidelines. In addition, to engage in the new activities, each of the BHC's
banks must have been rated "satisfactory" or better in its most recent federal Community Reinvestment Act ("CRA") evaluation.

        A BHC that elects to be treated as a FHC may face significant consequences if its banks fail to maintain the required capital and
management ratings, including entering into an agreement with the FRB which imposes limitations on its operations and may even require
divestitures. Such possible ramifications may limit the ability of a bank subsidiary to significantly expand or acquire less than well-capitalized
and well-managed institutions. At this time, Investors Financial has not elected, and has not otherwise determined whether it will elect, to
become a FHC.

        Capital Requirements.    The FRB has adopted capital adequacy guidelines, which it uses in assessing the adequacy of capital in examining
and supervising a BHC and in analyzing applications upon which it acts. The FRB's capital adequacy guidelines generally require BHCs to
maintain total capital equal to 8% of total risk-adjusted assets and off-balance sheet items (the "Total Risk-Based Capital Ratio"), with at least
50% of that amount consisting of Tier 1 or core capital and the remaining amount consisting of Tier 2 or supplementary capital. Tier 1 capital for
BHCs generally consists of the sum of common stockholders' equity and perpetual preferred stock (subject in the case
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of the latter to limitations on the kind and amount of such stocks which may be included as Tier 1 capital), less goodwill and other nonqualifying
intangible assets. Tier 2 capital generally consists of hybrid capital instruments, perpetual debt and mandatory convertible debt securities;
perpetual preferred stock, which is not eligible to be included as Tier 1 capital; term subordinated debt and intermediate-term preferred stock;
and, subject to limitations, general allowances for loan and lease losses. Assets are adjusted under the risk-based guidelines to take into account
different risk characteristics.

        In addition to the risk-based capital requirements, the FRB requires BHCs to maintain a minimum leverage capital ratio of Tier 1 capital
(defined by reference to the risk-based capital guidelines) to its average total consolidated assets (the "Leverage Ratio") of 3.0%. Total average
consolidated assets for this purpose does not include, for example, goodwill and any other intangible assets and investments that the FRB
determines should be deducted from Tier 1 capital. The FRB has announced that the 3.0% Leverage Ratio requirement is the minimum for the
top-rated BHCs without any supervisory, financial or operational weaknesses or deficiencies or those, which are not experiencing or anticipating
significant growth. All other BHCs are required to maintain a minimum Leverage Ratio of 4.0%. BHCs with supervisory, financial, operational
or managerial weaknesses, as well as BHCs that are anticipating or experiencing significant growth, are expected to maintain capital ratios well
above the minimum levels. Because we anticipate significant future growth, we will be required to maintain a Leverage Ratio of 4.0% or higher.

        We currently are in compliance with both the Total Risk-Based Capital Ratio and the Leverage Ratio requirements, and our management
expects these ratios to remain in compliance with the FRB's capital adequacy guidelines. (Separate, but substantially similar, capital adequacy
guidelines under Federal Deposit Insurance Corporation ("FDIC") regulations apply to the Bank, as discussed more fully below.) At
December 31, 2003, our Total Risk-Based Capital Ratio and Leverage Ratio were 17.60% and 5.35%, respectively.

        U.S. bank regulatory authorities and international bank supervisory organizations, principally the Basel Committee on Banking Supervision
("Basel Committee"), currently are considering changes to the risk-based capital adequacy framework, which ultimately could affect the
appropriate capital guidelines, including changes (such as those relating to lending to registered broker-dealers) that are of particular relevance to
banks, such as the Bank, that engage in significant securities activities. Among other things, the Basel Committee rules, which are expected to
become effective around 2006, would add operational risk as a third component to the denominator of the risk-capital calculation, in addition to
credit and market risks. We are monitoring the status and progress of the Basel Committee rules and the related impact, if any, on our operations
and are preparing for their implementation.

        Limitations on Acquisitions of Common Stock.    The federal Change in Bank Control Act prohibits a person or group of persons from
acquiring "control" of a depository institution or a depository institution holding company unless the FRB has been given at least 60 days to
review, public notice has been provided, and the FRB does not object to the proposal. Under a rebuttable presumption established by the FRB,
the acquisition of 10% or more of a class of voting securities of a depository institution or depository institution holding company, such as us,
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with a class of securities registered under Section 12 of the Securities Exchange Act of 1934, as amended (the "Exchange Act"), would, under
the circumstances set forth in the presumption, constitute the acquisition of control of the depository institution or a depository institution
holding company. In addition, any company, as that term is broadly defined in the statute, would be required to obtain the approval of the FRB
under the BHCA before acquiring 25% (5% in the case of an acquirer that is a BHC) or more of any class of voting securities of a bank or BHC
or a savings association, or otherwise obtaining control or a controlling influence over such an institution.
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        Massachusetts Law.    Investors Financial is also considered a BHC for purposes of Massachusetts law due to the manner in which it
acquired the Bank. Accordingly, we have registered with the Commissioner and are obligated to make reports to the Commissioner. Further, as a
Massachusetts BHC, Investors Financial may not acquire all or substantially all of the assets of a banking institution, merge or consolidate with
any other BHC or acquire direct or indirect ownership or control of any voting stock in any other banking institution if it will own or control
more than 5% thereof without the prior consent of the Massachusetts Board of Bank Incorporation. As a general matter, however, the
Commissioner does not rule upon or regulate the activities in which a BHC or its nonbank subsidiaries engage.

        Cash Dividends.    FRB policy provides that a bank or a BHC generally should not maintain its existing rate of cash dividends on common
stock unless the organization's net income available to common shareholders over the past year has been sufficient to fully fund the dividends
and the prospective rate of earnings retention appears consistent with the organization's capital needs, asset quality and overall financial
condition. FRB policy further provides that a BHC should not maintain a level of cash dividends to its shareholders that places undue pressure
on the capital of bank subsidiaries, or that can be funded only through additional borrowings or other arrangements that may undermine the
BHC's ability to serve as a source of strength.

        Source of Strength.    FRB policy requires BHCs to serve as sources of financial and managerial strength to their subsidiary banks and, in
connection therewith, to stand ready to use available resources to provide adequate capital funds to its subsidiary banks during periods of
financial stress or adversity and to maintain the financial flexibility and capital-raising capacity to obtain additional resources for assisting its
subsidiary banks in a manner consistent with FRB policy. This support may be required at times when the bank holding company may not have
the resources to provide it. Similarly, under the cross-guarantee provisions of the Federal Deposit Insurance Act ("FDIA"), the FDIC can hold
any FDIC-insured depository institution liable for any loss suffered or anticipated by the FDIC in connection with (1) the "default" of a
commonly controlled FDIC-insured depository institution; or (2) any assistance provided by the FDIC to a commonly controlled FDIC-insured
depository institution "in danger of default." Accordingly, Investors Financial is expected to commit resources to the Bank in circumstances
where it might not do so absent such policy.

        Disclosure Controls and Procedures.    The Sarbanes-Oxley Act of 2002, ("Sarbanes-Oxley") implements a broad range of corporate
governance and accounting measures for public companies (including publicly-held bank holding companies such as the Company) designed to
promote honesty and transparency in corporate America. Sarbanes-Oxley's principal provisions, many of which have been interpreted through
regulations released in 2003, provide for and include, among other things:

�
The creation of an independent accounting oversight board;

�
Auditor independence provisions which restrict nonaudit services that accountants may provide to their audit clients;

�
Additional corporate governance and responsibility measures, including the requirement that the chief executive officer and
chief financial officer of a public company certify financial statements;

�
The forfeiture of bonuses or other incentive-based compensation and profits from the sale of an issuer's securities by
directors and senior officers in the twelve-month period following initial publication of any financial statements that later
require restatement;

�
An increase in the oversight of, and enhancement of certain requirements relating to, audit committees of public companies
and how they interact with the Company's independent auditors;
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�
Requirements that audit committee members must be independent and are barred from accepting consulting, advisory or
other compensatory fees from the issuer;

�
Requirements that companies disclose whether at least one member of the audit committee is a "financial expert" (as such
term is defined by the SEC) and if not, why not;

�
Expanded disclosure requirements for corporate insiders, including accelerated reporting of stock transactions by insiders
and a prohibition on insider trading during pension blackout periods;

�
A prohibition on personal loans to directors and officers, except certain loans made by insured financial institutions, such as
the Bank, on nonpreferential terms and in compliance with other bank regulatory requirements;

�
Disclosure of a code of ethics and filing a Form 8-K for a change or waiver of such code; and

�
A range of enhanced penalties for fraud and other violations.

        We are monitoring the status of other related ongoing rulemaking by the SEC and other regulatory entities. Currently, management believes
that we are in compliance with the rulemaking promulgated to date.

Investors Bank

        General.    The Bank is subject to extensive regulation and examination by the Commissioner and the FDIC, which insures the Bank's
deposits to the maximum extent permitted by law, and to certain requirements established by the FRB. The federal and state laws and regulations
which are applicable to banks regulate among other things, the scope of their business, their investments, their reserves against deposits, the
timing of the availability of certain deposited funds and the nature and amount of and collateral for certain loans.

        FDIC Insurance Premiums.    The Bank pays deposit insurance premiums to the FDIC based on an assessment rate established by the FDIC
for Bank Insurance Fund-member institutions. The FDIC has established a risk-based premium system under which the FDIC classifies
institutions based on their capital ratios and on other relevant information and generally assesses higher rates on those institutions that tend to
pose greater risks to the federal deposit insurance funds. FDIA does not require the FDIC to charge all banks deposit insurance premiums when
the ratio of deposit insurance reserves to insured deposits is maintained above specified levels. However, as a result of general economic
conditions and recent bank failures, it is possible that the ratio of deposit insurance reserves to insured deposits could fall below the minimum
ratio that FDIA requires, which would result in the FDIC setting deposit insurance assessment rates sufficient to increase deposit insurance
reserves to the required ratio. We cannot predict whether the FDIC will be required to increase deposit insurance assessments above their current
levels

        Capital Requirements.    The FDIC has promulgated regulations and adopted a statement of policy regarding the capital adequacy of
state-chartered banks, which, like the Bank, are not members of the Federal Reserve System. These requirements are substantially similar to
those adopted by the FRB regarding BHCs, as described above.
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         Moreover, the federal banking agencies have promulgated substantially similar regulations to implement the system of prompt corrective
action established by Section 38 of the FDIA. Under the regulations, a bank generally shall be deemed to be:

�
"well capitalized" if it has a total risk-based capital ratio of 10.0% or greater, has a Tier 1 risk-based capital ratio of 6.0% or
greater, has a leverage ratio of 5.0% or greater and is not subject to any written agreement, order, capital directive or prompt
corrective action directive;

�
"adequately capitalized" if it has a total risk-based capital ratio of 8.0% or greater, a Tier 1 risk-based capital ratio of 4.0% or
greater, a leverage ratio of 4.0% or greater (3.0% under certain circumstances) and does not meet the definition of a "well
capitalized" bank;
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�
"undercapitalized" if it has a total risk-based capital ratio that is less than 8.0%, a Tier 1 risk-based capital ratio that is less
than 4.0% or a leverage ratio that is less than 4.0% (3.0% under certain circumstances);

�
"significantly undercapitalized" if it has a total risk-based capital ratio that is less than 6.0%, a Tier 1 risk-based capital ratio
that is less than 3.0% or a leverage ratio that is less than 3.0%; and

�
"critically undercapitalized" if it has a ratio of tangible equity to total assets that is equal to or less than 2.0%.

        An institution generally must file a written capital restoration plan which meets specified requirements with an appropriate FDIC regional
director within 45 days of the date that the institution receives notice or is deemed to have notice that it is undercapitalized, significantly
undercapitalized or critically undercapitalized. An institution, which is required to submit a capital restoration plan, must concurrently submit a
performance guaranty by each company that controls the institution. A critically undercapitalized institution generally is to be placed in
conservatorship or receivership within 90 days unless the FDIC formally determines that forbearance from such action would better protect the
deposit insurance fund.

        Immediately upon becoming undercapitalized, an institution becomes subject to the provisions of Section 38 of the FDIA, including for
example, (i) restricting payment of capital distributions and management fees, (ii) requiring that the FDIC monitor the condition of the
institution and its efforts to restore its capital, (iii) requiring submission of a capital restoration plan, (iv) restricting the growth of the institution's
assets and (v) requiring prior approval of certain expansion proposals.

        At December 31, 2003, the Bank was deemed to be a well-capitalized institution for the above purposes. Bank regulators may raise capital
requirements applicable to banking organizations beyond current levels. We are unable to predict whether higher capital requirements will be
imposed and, if so, at what levels and on what schedules. Therefore, we cannot predict what effect such higher requirements may have on us. As
is discussed above, the Bank would be required to remain a well-capitalized institution at all times if we elected to be treated as a FHC.

        Brokered Deposits.    Section 29 of the FDIA and FDIC regulations generally limit the ability of an insured depository institution to accept,
renew or roll over any brokered deposit depending on the institution's capital category. These restrictions have not had a material impact on the
Bank's operations because the Bank historically has not relied upon brokered deposits as a source of funding. At December 31, 2003, the Bank
did not have any brokered deposits.

        Transactions with Affiliates.    Sections 23A and 23B of the Federal Reserve Act, which apply to the Bank, are designed primarily to protect
against a depository institution suffering losses in certain transactions with affiliates, which includes Investors Financial and other subsidiaries of
Investors Financial. For example, the Bank is subject to certain restrictions on loans to us, on investment in the stock or securities thereof, on the
taking of such stock or securities as collateral for loans to any

16

borrower and on the issuance of a guarantee or letter of credit on our behalf. The Bank also is subject to certain restrictions on most types of
transactions with us, requiring that the terms of such transactions be substantially equivalent to terms to similar transactions with nonaffiliates.
The FRB recently adopted a final rule, which became effective April 1, 2003, to implement comprehensively Sections 23A and 23B of the
Federal Reserve Act. This new rule, among other things, specifies that derivative transactions are subject to Section 23B (including use of daily
marks and two way collateralization) but generally not to Section 23A, except derivatives in which the bank provides credit protection to a
nonbank affiliate on behalf of an affiliate will be treated as a guarantee for purposes of Section 23A, and requires banks to establish policies and
procedures (which the Bank has established) to monitor credit exposure to affiliates. The rule treats derivatives in which a bank provides credit
protection to a nonaffiliate with respect to an obligation of an affiliate as a guarantee of an obligation of an affiliate subject to regulation under
the rule.

        Activities and Investments of Insured State-Chartered Banks.    Section 24 of the FDIA generally limits the activities as principal and equity
investments of FDIC-insured, state-chartered banks, such as the Bank, to those that are permissible for national banks. In 1999, the FDIC
substantially revised its regulations implementing Section 24 of the FDIA to ease the ability of FDIC-insured, state-chartered banks to engage in
certain activities not permissible for national banks, and to expedite FDIC review of bank applications and notice to engage in such activities.
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        Further, the GLBA permits national banks and state banks, to the extent permitted under state law, to establish a financial subsidiary to
engage in certain new activities which are permissible for subsidiaries of an FHC. In order to form a financial subsidiary, a national bank or state
bank and each of its depository institution affiliates must be well-capitalized and well-managed. Such banks that establish a financial subsidiary
will become subject to certain capital deduction, risk management and affiliate transaction rules, among other requirements. Also, the FDIC's
final rules governing the establishment of financial subsidiaries adopt the position that activities that a national bank could only engage in
through a financial subsidiary, such as securities underwriting, only may be conducted in a financial subsidiary by a state nonmember bank.
However, activities that a national bank could not engage in through a financial subsidiary, such as real estate development or investment,
continue to be governed by the FDIC's standard activities rules. Moreover, to mirror the FRB's actions with respect to state member banks, the
final rules provide that a state bank subsidiary that engages only in activities that the bank could engage in directly (regardless of the nature of
the activities) will not be deemed to be a financial subsidiary.

        CRA.    The CRA requires the FDIC to assess an institution's record of helping to meet the credit needs of the local communities in which
the institution is chartered, consistent with the institution's safe and sound operation, and to take this record into account when evaluating certain
applications.

        Massachusetts has also enacted a similar statute that requires the Commissioner to evaluate the Bank's performance in helping to meet the
credit needs of its entire community and to take that record into account in considering certain applications. For purposes of the CRA, the Bank
has been designated as a "wholesale institution" by the Commissioner and as a "special purpose" institution by the FDIC. The wholesale
institution designation reflects the nature of our business as other than a retail financial institution and prescribes CRA review criteria applicable
to the Bank's particular type of business. As a part of the CRA program, the Bank is subject to periodic CRA examinations by the Commissioner
(but not the FDIC because special purpose institutions are exempt from such FDIC review) and maintains comprehensive records of its CRA
activities for this purpose. Management believes the Bank is currently in compliance with all CRA requirements.

        Customer Information Security.    The FDIC and other bank regulatory agencies have adopted final guidelines for establishing standards for
safeguarding nonpublic personal information about customers that implement provisions of the GLBA (the "Guidelines"). Among other things,
the Guidelines
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require each financial institution, under the supervision and ongoing oversight of its Board of Directors or an appropriate committee thereof, to
develop, implement and maintain a comprehensive written information security program designed to ensure the security and confidentiality of
customer information, to protect against any anticipated threats or hazards to the security or integrity of such information; and to protect against
unauthorized access to or use of such information that could result in substantial harm or inconvenience to any customer.

        Privacy.    The FDIC and other regulatory agencies have published final privacy rules pursuant to provisions of the GLBA ("Privacy
Rules"). The Privacy Rules, which govern the treatment of nonpublic personal information about consumers by financial institutions, require a
financial institution to provide notice to customers (and other consumers in some circumstances) about its privacy policies and practices,
describe the conditions under which a financial institution may disclose nonpublic personal information to nonaffiliated third parties and provide
a method for consumers to prevent a financial institution from disclosing that information to most nonaffiliated third parties by "opting-out" of
that disclosure, subject to certain exceptions.

        USA Patriot Act.    The USA Patriot Act of 2001 (the "USA Patriot Act"), designed to deny terrorists and others the ability to obtain
anonymous access to the U.S. financial system, has significant implications for depository institutions, broker-dealers and other businesses
involved in the transfer of money. The USA Patriot Act, together with the implementing regulations of various federal regulatory agencies,
require financial institutions, including the Bank, to implement additional or amend existing policies and procedures with respect to, among
other things, anti-money laundering compliance, suspicious activity and currency transaction reporting and due diligence on customers. They
also permit information sharing for counter-terrorist purposes between federal law enforcement agencies and financial institutions, as well as
among financial institutions, subject to certain conditions, and require the FRB (and other federal banking agencies) to evaluate the effectiveness
of an applicant in combating money laundering activities when considering applications filed under Section 3 of the BHCA or the Bank Merger
Act. Management believes that we are currently in compliance with all currently effective requirements prescribed by the USA Patriot Act and
all applicable final implementing regulations.

        Massachusetts Law-Dividends.    Under Massachusetts law, the board of directors of a trust company, such as the Bank, may declare from
"net profits" cash dividends no more often than quarterly, provided that there is no impairment to the trust company's capital stock. Moreover,
prior Commissioner approval is required if the total of all dividends declared by a trust company in any calendar year would exceed the total of
its net profits for that year combined with its retained net profits for the previous two years, less any required transfer to surplus or a fund for the
retirement of any preferred stock. These restrictions on the Bank's ability to declare and to pay dividends may limit Investors Financial's ability
to pay dividends to its stockholders. We cannot predict future dividend payments of the Bank at this time.
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        Regulatory Enforcement Authority.    The enforcement powers available to federal and state banking regulators include, among other things,
the ability to assess civil money penalties, to issue cease-and-desist or removal orders and to initiate injunctive actions against banking
organizations and institution-affiliated parties, as defined. In general, these enforcement actions may be initiated for violations of law and
regulations and unsafe or unsound practices. Other actions or inactions may provide the basis for enforcement action, including misleading or
untimely reports filed with regulatory authorities. Under certain circumstances federal and state law require disclosure and reports of certain
criminal offenses and also final enforcement actions by the federal banking agencies.

        Transfer Agency.    In order to serve as transfer agent to our clients that execute transactions in publicly-traded securities, we must register
with the SEC as a transfer agent under the Exchange Act. As a registered transfer agent, we are subject to certain reporting and recordkeeping
requirements.
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Currently, management believes that we are in compliance with these registration, reporting and recordkeeping requirements.

        Regulation of Investment Companies.    Certain of our mutual fund and unit investment trust clients are regulated as "investment
companies" as that term is defined under the Investment Company Act of 1940, as amended (the "ICA"), and are subject to examination and
reporting requirements applicable to the services we provide.

        The provisions of the ICA and the regulations promulgated thereunder prescribe the type of institution which may act as a custodian of
investment company assets, as well as the manner in which a custodian administers the assets in its custody. Because we serve as custodian for a
number of our investment company clients, these regulations require, among other things, that we maintain certain minimum aggregate capital,
surplus, and undivided profits. Additionally, arrangements between us and clearing agencies or other securities depositories must meet ICA
requirements for segregation of assets, identification of assets and client approval. Future legislative and regulatory changes in the existing laws
and regulations governing custody of investment company assets, particularly with respect to custodian qualifications, may have a material and
adverse impact on us. Currently, management believes we are in compliance with all minimum capital and securities depository requirements.
Further, we are not aware of any proposed or pending regulatory developments, which, if approved, would adversely affect the ability of us to
act as custodian to an investment company.

        Investment companies are also subject to extensive recordkeeping and reporting requirements. These requirements dictate the type, volume
and duration of the recordkeeping we undertake, either in our role as custodian for an investment company or as a provider of administrative
services to an investment company. Further, we must follow specific ICA guidelines when calculating the net asset value of a client mutual fund.
Consequently, changes in the statutes or regulations governing recordkeeping and reporting or valuation calculations will affect the manner in
which we conduct our operations.

        New legislation or regulatory requirements could have a significant impact on the information reporting requirements applicable to our
clients and may in the short term adversely affect our ability to service those clients at a reasonable cost. Any failure by us to provide such
support could cause the loss of customers and have a material adverse effect on our financial results. Additionally, legislation or regulations may
be proposed or enacted to regulate us in a manner which may adversely affect our financial results.

        Other Securities Laws Issues.    The GLBA amended the federal securities laws to eliminate the blanket exceptions that banks traditionally
have had from the definition of "broker" and "dealer" for a "bank." In February 2003, the SEC extended the temporary exemption from the
definition of "dealer" for banks until September 30, 2003 and, in April 2003, it extended the temporary exemption from the definition of
"broker" until November 12, 2004. In February 2003, the SEC also issued final rules that, among other things, adopt amendments to its rule
granting an exemption to banks from dealer registration for de minimis riskless principal transactions, and to its rule that defines terms used in
the bank exception to dealer registration for asset-backed transactions and it adopted a new exemption for banks from the definition of broker
and dealer under the Exchange Act for certain securities lending transactions. Banks not falling within the specific exemptions provided by the
new law may have to register with the SEC as a broker or a dealer or both and become subject to SEC jurisdiction. We do not expect these new
rules to have a material effect on us, as we recently formed a registered broker-dealer subsidiary.

        The GLBA also amended the federal securities laws to eliminate the blanket exceptions that banks traditionally have had from the
definition of "investment adviser." With respect to investment adviser registration, the GLBA requires a bank that acts as investment adviser to a
registered investment company to register as an investment adviser or to conduct such advisory activities through a separately

19

Edgar Filing: INVESTORS FINANCIAL SERVICES CORP - Form 10-K

16



identifiable department or division of the bank so registered. Accordingly, the Bank furnishes investment advice to registered investment
companies through a separately identifiable department or division of the Bank that is registered with the SEC as an investment adviser. Federal
and state laws impose onerous obligations on registered investment advisers, including fiduciary duties, recordkeeping requirements and
disclosure obligations. Currently, management believes that we are in compliance with these requirements.

        Future Legislation.    Changes to the laws and regulations in the states and countries where Investors Financial and its subsidiaries transact
business can affect the operating environment of BHCs and their subsidiaries in substantial and unpredictable ways. We cannot accurately
predict whether those changes in laws and regulations will occur, and, if they do occur, the ultimate effect they would have upon our financial
condition or results of operation.

Availability of Filings

        You may access, free of charge, copies of the following documents and related amendments, if any, in the Investor Relations section of our
web site at www.ibtco.com:

1)
Our Annual Reports on Form 10-K;

2)
Our Quarterly Reports on Form 10-Q;

3)
Our Current Reports on Form 8-K; and

4)
Our Proxy Statement.

        You may also access, free of charge, copies of the following corporate governance documents in the Investor Relations section of our web
site at www.ibtco.com.

1)
Our Code of Conduct;

2)
Our Corporate Governance Guidelines;

3)
Our Audit Committee Charter;

4)
Our Nominating and Corporate Governance Committee Charter; and

5)
Our Compensation Committee Charter.

        We post these documents on our web site as soon as reasonably practicable after we file or furnish them electronically with or to the
Securities and Exchange Commission or, in the case of the corporate governance documents, as soon as reasonably practical after material
amendment. The information contained on our web site is not incorporated by reference into this document and should not be considered a part
of this Report. Our web site address is included in this document as an inactive textual reference only.
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ITEM 2.    PROPERTIES.

        The following table provides certain summary information with respect to the principal properties that we leased as of December 31, 2003:
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Location Function Sq. Ft. Expiration Date

200 Clarendon Street, Boston, MA Principal Executive Offices and
Operations Center

334,229 2011

100 Huntington Avenue, Boston, MA Operations Center 150,269 2007
1 Exeter Plaza, Boston, MA Training Center 14,870 2007
33 Maiden Lane, New York, NY Operations Center 21,994 2011
980 Ninth Street, Sacramento, CA Operations Center 53,580 2008
1277 Treat Boulevard, Walnut Creek, CA Operations Center 18,921 2008
1 First Canadian Place, Toronto Offshore Processing Center 17,790 2006
Iveagh Court, Dublin Offshore Processing Center 49,306 2028*

*
Pursuant to the terms of the contract, this lease can be terminated in 2013 by paying six months rent as compensation.

        For more information, see Note 17 of the Notes to Consolidated Financial Statements.

ITEM 3.    LEGAL PROCEEDINGS.

        On January 31, 2003, we were named in a class action lawsuit alleging, among other things, violations of California wage and hour laws at
our Sacramento and Walnut Creek facilities. The lawsuit was filed in the Superior Court of California, County of Sacramento. On July 23, 2003,
we reached agreement in principle with representatives of the plaintiffs to settle the case. As currently agreed, the settlement will not have a
material impact on our financial condition or results of operations. The settlement is subject to proper administration of payments to the class
members and final approval by the court. In anticipation of this settlement and related costs, we accrued a liability of approximately $1.0 million
in the second quarter of 2003.

        On June 27, 2003, we and an individual employee of ours were named in a lawsuit alleging, among other things, that we breached an
implied covenant of good faith and fair dealing in a subadvisory contract with Opus Investment Management, Inc. ("Opus") and that our
individual employee engaged in a breach of fiduciary duties and tortious interference with a contract. Opus had been a subadviser to the
Merrimac Funds, for which we act as investment adviser. Upon the expiration of Opus' contract on June 1, 2003, the Merrimac Funds elected not
to re-appoint Opus as subadviser. The lawsuit was filed in Superior Court in Worcester, Massachusetts and seeks unspecified damages. We
believe that the claims are without merit and intend to defend our rights vigorously. On September 22, 2003, we filed a motion to dismiss all
claims against us under the complaint. A hearing on the motion to dismiss is currently scheduled for March 2004.

        In July 2000, two of our Dublin subsidiaries, Investors Trust & Custodial Services (Ireland) Ltd. ("ITC") and Investors Fund Services
(Ireland) Ltd. ("IFS"), received a plenary summons in the High Court, Dublin, Ireland. The summons named ITC and IFS as defendants in an
action brought by the FTF ForexConcept Fund Plc (the "Fund"), a former client. The summons also named as defendants FTF Forex Trading
and Finance, S.A., the Fund's investment manager, Ernst & Young, LLP, the Fund's auditors, and Dresdner Bank-Kleinwort Benson (Suisse)
S.A., a trading counterparty to the Fund. The Fund is an investment vehicle organized in Dublin to invest in foreign exchange contracts. A total
of approximately $4.7 million had been invested in the Fund. Most of that money was lost prior to the Fund's closing to subscriptions in
June 1999.
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        In January 2001, ITC, IFS and the other defendants named in the plenary summons received a statement of claim by the Fund seeking
unspecified damages allegedly arising from breach of contract, misrepresentation and breach of warranty, negligence and breach of duty of care,
and breach of fiduciary duty, among others. We have notified our insurers and intend to defend this claim vigorously. Based on our investigation
through December 31, 2003, we do not expect this matter to have a material adverse effect on our business, financial condition or results of
operations.

ITEM 4.    SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

        No matters were submitted to a vote of our security holders during the quarter ended December 31, 2003.
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PART II

ITEM 5.    MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.

PRICE RANGE OF COMMON STOCK AND DIVIDEND HISTORY AND POLICY

        Our common stock is quoted on the Nasdaq National Market under the symbol "IFIN". The following table sets forth, for the calendar
periods indicated, the high and low sale prices for the common stock as reported by Nasdaq and dividends per share paid on the common stock.
All information in the table below has been restated to reflect the two-for-one stock split paid June 14, 2002.

High Low Dividend

2003
First quarter $ 29.50 $ 21.53 $ 0.0150
Second quarter 29.50 20.18 0.0150
Third quarter 34.65 27.52 0.0150
Fourth quarter 39.09 31.40 0.0150

2002
First quarter $ 39.41 $ 31.82 $ 0.0125
Second quarter 39.35 32.06 0.0125
Third quarter 33.87 24.77 0.0125
Fourth quarter 35.94 19.66 0.0125
        As of January 31, 2004, there were approximately 835 stockholders of record.

        We currently intend to retain the majority of future earnings to fund the development and growth of our business. Our ability to pay
dividends on our common stock may depend on the receipt of dividends from Investors Bank. In addition, we may not pay dividends on our
common stock if we are in default under certain agreements that we entered into in connection with the sale of the 9.77% Capital Securities by
Investors Capital Trust I. See Note 11 of our Notes to Consolidated Financial Statements included with this Report. Any dividend payments by
Investors Bank are subject to certain restrictions imposed by the Massachusetts Commissioner of Banks. See "Business�Regulation and
Supervision" section for additional information. Subject to regulatory requirements, we expect to pay an annual dividend to our stockholders,
currently estimated to be in an amount equal to $0.07 per share of outstanding common stock (approximately $4.6 million based upon
65,436,788 shares outstanding as of December 31, 2003). We expect to declare and pay such dividend ratably on a quarterly basis.

        The information required under this item regarding securities authorized for issuance under equity compensation plans is incorporated
herein by reference to the section entitled "Stock Plans" contained in our definitive proxy statement pursuant to Regulation 14A, which proxy
statement will be filed with the Securities and Exchange Commission not later than 120 days after the close of our fiscal year ended
December 31, 2003.
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ITEM 6.    SELECTED FINANCIAL DATA.

        The following table contains certain of our consolidated financial and statistical information, and should be read in conjunction with
"Management's Discussion and Analysis of Financial Condition and Results of Operations," our Consolidated Financial Statements and Notes to
Consolidated Financial Statements, and other financial information appearing elsewhere in this Report. (Dollars in thousands, except per share
and employee data).

For the Year Ended December 31,

2003 2002 2001 2000 1999
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For the Year Ended December 31,

Statement of Income Data(1,2):
Net interest income $ 152,883 $ 141,046 $ 106,838 $ 56,375 $ 33,330
Noninterest income 336,193 298,844 254,487 170,876 141,414

Net operating revenues 489,076 439,890 361,325 227,251 174,744
Operating expenses 344,921 341,395 289,176 177,875 143,468

Income before income taxes 144,155 98,495 72,149 49,376 31,276
Income taxes 52,395 29,549 21,949 15,800 10,008

Net income $ 91,760 $ 68,946 $ 50,200 $ 33,576 $ 21,268

Per Share Data(3):
Basic earnings per share $ 1.41 $ 1.07 $ 0.79 $ 0.57 $ 0.37

Diluted earnings per share $ 1.38 $ 1.04 $ 0.76 $ 0.54 $ 0.36

Dividends per share $ 0.06 $ 0.05 $ 0.04 $ 0.03 $ 0.02

Balance Sheet Data:
Total assets at end of period $ 9,224,572 $ 7,215,474 $ 5,299,371 $ 3,811,869 $ 2,553,862
Average Balance Sheet Data:
Interest-earning assets $ 7,565,040 $ 5,778,689 $ 4,380,263 $ 2,753,814 $ 1,837,963
Total assets 8,140,672 6,172,640 4,646,746 2,900,177 1,971,499
Total deposits 3,153,306 2,342,247 2,043,124 1,551,880 1,150,814
Junior subordinated debentures(4) 24,194 � � � �
Trust preferred securities(4) � 24,667 25,000 25,000 25,000
Common stockholders' equity 484,046 394,422 306,344 155,809 118,622
Selected Financial Ratios:
Return on average equity 19.0% 17.5% 16.4% 21.5% 17.9%
Return on average assets 1.1% 1.1% 1.1% 1.2% 1.1%
Average common equity as a % of average
assets 5.9% 6.4% 6.6% 5.4% 6.0%
Dividend payout ratio(5) 4.3% 4.8% 5.2% 5.6% 5.6%
Tier 1 capital ratio(6) 17.8% 15.5% 16.8% 13.4% 15.0%
Leverage ratio(6) 5.4% 5.5% 5.9% 5.2% 5.5%
Noninterest income as % of net operating
income 68.7% 67.9% 70.4% 75.2% 80.9%
Other Statistical Data:
Assets processed at end of period(7) $ 1,056,871,924 $ 785,418,321 $ 813,605,957 $ 303,236,286 $ 290,162,547
Employees at end of period 2,413 2,591 2,618 1,779 1,507

(1)
Effective July 1, 2003, the Company adopted provisions of SFAS 150, which resulted in a reclassification of the trust preferred securities from
mezzanine financing to liabilities. As such, interest expense associated with the trust preferred securities was reclassified to net interest income.

(2)
All numbers shown in this table have been restated to reflect reclassifications related to EITF No. 01-14.

(3)
All numbers shown in this table have been restated to reflect the two-for-one stock splits paid March 17, 1999, June 15, 2000 and June 14, 2002, where
applicable.

(4)
Effective October 1, 2003, the Company adopted the provisions of FIN 46 (revised December 2003), which resulted in the deconsolidation of Investors
Capital Trust I, the trust that holds the trust preferred securities.

(5)
We intend to retain the majority of future earnings to fund development and growth of our business. We currently expect to pay cash dividends at an
annualized rate of $0.07 per share subject to regulatory requirements. Refer to "Market Risk: Liquidity" included in Management's Discussion and
Analysis of Financial Condition and Results of Operations for further information.
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(6)
Refer to "Capital Resources" included within Management's Discussion and Analysis of Financial Condition and Results of Operations for further
information.

(7)
Assets processed is the total dollar value of financial assets on the reported date for which we provide one or more of the following services: global
custody, multicurrency accounting, mutual fund administration, securities lending, foreign exchange, cash management, performance measurement,
institutional transfer agency, investment advisory services, lines of credit, middle office outsourcing and brokerage and transition management services.
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ITEM 7.    MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

Overview

You should read the following discussion together with our Consolidated Financial Statements and related Notes to Consolidated Financial
Statements, which are included elsewhere in this Report. The following discussion contains forward-looking statements that reflect plans,
estimates and beliefs. Our actual results could differ materially from those discussed in the forward-looking statements.

        We provide asset administration services for the financial services industry through our wholly-owned subsidiary, Investors Bank & Trust
Company. We provide core services and value-added services to a variety of financial asset managers, including mutual fund complexes,
investment advisors, family offices, banks and insurance companies. Core services include global custody, multicurrency accounting and mutual
fund administration. Value-added services include securities lending, foreign exchange, cash management, performance measurement,
institutional transfer agency, investment advisory services, lines of credit, middle office outsourcing and brokerage and transition management
services. We have offices located in the United States, Ireland, Canada, and the Cayman Islands with a vast subcustodian global network
established to accommodate the international needs of our clients. At December 31, 2003, we provided services for approximately $1.1 trillion in
net assets, including approximately $177 billion in foreign net assets.

        We grow our business by selling our services to new clients and by further penetrating our existing clients. We believe that we service less
than 10% of the assets managed by our existing clients, and we have traditionally achieved significant success in growing client relationships.
Our ability to service new clients and expand our relationships with existing clients depends on our provision of superior client service. Our
growth is also affected by overall market conditions, the regulatory environment for us and our clients and the success of our clients marketing
their products.

        We derive our asset servicing revenue from providing these core and value-added services. We derive our net interest income by investing
the cash balances our clients leave on deposit with us. Our share of earnings from these investments is viewed as part of the total compensation
that our clients pay us for servicing their assets. Our service offerings are priced on a bundled basis. In establishing a fee structure for a specific
client, we analyze all expected revenue and expenses. We believe net operating revenue (net interest income plus noninterest income) and net
income are the most meaningful measures of our financial results.

        As an asset administration services company, the amount of net operating revenue that we generate is impacted by overall market
conditions, client activity, and the prevailing interest rate environment. Over the course of the past year, we have benefited from the appreciation
of the market values of assets we service for our clients. A significant portion of our core services revenue is based upon the amount of assets
under administration. As market values of underlying assets fluctuate, so will our revenue. We have managed this volatility by offering a tiered
pricing structure for our asset-based fees. As asset values increase, the basis point fee is reduced for the incremental assets. Many of our
value-added services are transactional based, and we receive a fee for each transaction processed. We have also continued to experience net
interest margin compression in this low interest rate environment because we have little room to reduce further the rates we pay on our
interest-bearing liabilities, yet high volumes of prepayments in our investment portfolio have caused us to reinvest these cash flows in
lower-yielding assets.

        In 2003, we settled a tax assessment with the Commonwealth of Massachusetts. In March 2003, a retroactive change in the Commonwealth
of Massachusetts tax law disallowed a dividends received deduction taken by the Bank on dividends it had received since 1999 from a
wholly-owned real estate investment trust. During the second quarter of 2003, we settled this disputed tax assessment with the
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Massachusetts Department of Revenue, agreeing to pay approximately 50% of the liability. As a result of this change in tax law, we recorded an
additional state tax expense of approximately $7.2 million, net of federal income tax benefit, in 2003. Despite the additional tax expense, we
were still able to generate a 33% growth in net income for the year ended December 31, 2003 when compared to the same period in the prior
year.

        We continue to remain focused on our sales efforts, prudent expense management and increasing efficiency. These goals are complicated
by the need to build infrastructure to support our rapid growth, by the need to maintain state-of-the-art systems and by the need to retain and
motivate our high caliber workforce.

        In our 2003 earnings releases, we reported operating income and per share information that exclude the effect of the state tax assessment
settlement previously discussed above. We believe that operating earnings provide a more meaningful presentation of the results of operations
because they do not include the one-time tax charge which was unrelated to our operations. The following table presents a reconciliation
between earnings presented on the face of our Statement of Income and the non-GAAP measure of net operating income referenced in our
earnings releases (Dollars in thousands, except per share data):

GAAP Earnings

For the Year Ended December 31,

2003 2002 2001

Income before taxes $ 144,155 $ 98,495 $ 72,149
Provision for income taxes 52,395 29,549 21,949

Net Income $ 91,760 $ 68,946 $ 50,200

Earnings per share:
Basic $ 1.41 $ 1.07 $ 0.79

Diluted $ 1.38 $ 1.04 $ 0.76

Pro Forma Operating Earnings

For the Year Ended December 31,

2003 2002 2001

Income before taxes $ 144,155 $ 98,495 $ 72,149
Provision for income taxes 45,195  (1) 29,549 21,949

Net Income $ 98,960 $ 68,946 $ 50,200

Earnings per share:
Basic $ 1.52 $ 1.07 $ 0.79

Diluted $ 1.49 $ 1.04 $ 0.76

(1)
Provision for income taxes for the year ended December 31, 2003 excludes a $7.2 million charge, net of federal income tax benefit,
that resulted from a retroactive change in the Commonwealth of Massachusetts tax law enacted in the first quarter of 2003 and the
Company's subsequent settlement of the resulting tax assessment with the Massachusetts Department of Revenue. The effect of the
exclusions is an increase in diluted and basic earnings per share of $0.11.
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Critical Accounting Policies

        Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States of
America, which require us to make estimates and assumptions. We have identified the following accounting policies that, as a result of the
complexities of the underlying accounting standards and operations involved, could result in significant changes to our consolidated financial
condition or results of operations under different conditions or using different assumptions. Senior management has discussed these critical
accounting policies with the audit committee.

        Derivative Financial Instruments�Hedge accounting requires that we measure the changes in fair value of derivatives designated as hedges
as compared to changes in expected cash flows of the underlying hedged transactions for each reporting period. This process involves the
estimation of the expected future cash flows of hedged transactions. Interest rate swaps are valued using a nationally recognized swap valuation
model. The LIBOR (London InterBank Offered Rate) curve in this model serves as the basis for computing the market value of the swap
portfolio. If interest rates increase, the swaps would gain in value. Conversely, if interest rates decrease, there would be a corresponding decline
in the market value of the swaps portfolio. Changes in conditions or the occurrence of unforeseen events could affect the timing of the
recognition of changes in fair value of certain hedging derivatives. The measurement of fair value is based upon market values, however, in the
absence of quoted market values, measurement involves valuation estimates. These estimates are based on methodologies deemed appropriate
under existing circumstances. However, the use of alternative assumptions could have a significant effect on estimated fair value.

        Defined Benefit Pension Assumptions�Each fiscal year, we must assess and select the discount rate, compensation increase percentage and
average return on plan assets assumptions in order to project our benefit obligations under our defined benefit plans. The discount rate is based
on the weighted-average yield on high quality fixed income investments that are expected to match the plan's projected cash flows. The
compensation increase percentage is based upon management's current and expected salary increases. The average return on plan assets is based
on the expected return on the plan's current investment portfolio, which can reflect the historical returns of the various asset classes. For the
fiscal year ended December 31, 2003, the discount rate, compensation increase and average return on plan assets were 6.25%, 3.75% and 8.50%,
respectively. The discount rate at December 31, 2003 was lower than that at December 31, 2002 by 0.50% due to a decline in interest rates, and
the compensation increase percentage was equal to the prior year as assumptions on compensation increases remain consistent. The rate of return
on plan assets of 8.50% has remained consistent with the prior year as the historical long-term return on plan assets has been consistent with the
estimated rate. In addition, this increase in expense is expected to be partially offset by the incremental return on our additional $3.0 million
contribution made in 2003. Net periodic pension expense for 2003 was $1.0 million and is expected to be approximately $1.4 million in fiscal
year 2004.

        The discount rate and compensation increase percentage assumptions for our nonqualified, unfunded, supplemental retirement plan, which
covers certain employees, are the same as those of our defined benefit pension plan. The net periodic expense for 2003 for the supplemental
retirement plan was $2.4 million and is expected to be approximately $2.5 million in fiscal year 2004.

New Accounting Principles

        In April 2003, the Financial Accounting Standards Board ("FASB") issued SFAS No. 149, Amendment of Statement 133 on Derivative
Instruments and Hedging Activities. SFAS No. 149 amends and clarifies financial accounting and reporting for derivative instruments, including
certain derivative instruments embedded in other contracts and for hedging activities under SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, resulting in more consistent reporting of contracts as
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either derivatives or hybrid instruments. SFAS No. 149 was effective for contracts entered into or modified after June 30, 2003, and is applied
on a prospective basis. We have evaluated our financial accounting and reporting for all derivative instruments and found them to be consistent
with SFAS No. 149.

        In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and
Equity. SFAS No. 150 requires an issuer to classify financial instruments within its scope as a liability (or an asset in some circumstances). This
Statement provides that these instruments must be classified as liabilities in the consolidated balance sheet and recorded at fair value. We
adopted the provisions of this Statement effective July 1, 2003. The adoption of this Statement did not have a material impact on our financial
position.
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        In January 2003, the FASB issued Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest Entities, an
Interpretation of Accounting Research Bulletin ("ARB") 51. This interpretation addresses consolidation by business enterprises of variable
interest entities ("VIE"). This interpretation requires a VIE to be consolidated by a company if that company is subject to a majority of the risk
of loss from the VIE's activities or entitled to receive a majority of the entity's residual returns, or both. The provisions are effective for any new
entities that are originated subsequent to January 31, 2003. For entities that were originated prior to February 1, 2003, the provisions of this
interpretation were to be effective October 1, 2003. We have adopted the provisions of this interpretation. In 1997, Investors Capital Trust I
("ICTI"), a wholly-owned subsidiary of the Company, issued mandatorily redeemable preferred securities, or Capital Securities. At the same
time, in order to support payments under the Capital Securities, the Company issued junior subordinated debentures to ICTI. As a result of the
adoption of this interpretation, we were required to deconsolidate ICTI. Therefore, in its consolidated financial statements, the Company
presents the junior subordinated debentures underlying the Capital Securities as a liability and its investment in ICTI as a component of other
assets. The income of ICTI for the three months that ICTI was not consolidated is considered immaterial.

Certain Factors That May Affect Future Results

        From time to time, information provided by us, statements made by our employees, or information included in our filings with the
Securities and Exchange Commission (including this Form 10-K) may contain statements which are not historical facts, so-called
"forward-looking statements," and which involve risks and uncertainties. These statements relate to future events or our future financial
performance and are identified by words such as "may," "will," "could," "should," "expect," "plan," "intend," "seek," "anticipate," "believe,"
"estimate," "potential," or "continue" or other comparable terms or the negative of those terms. Forward-looking statements in this Form 10-K
include certain statements regarding liquidity, annual dividend payments, interest rate conditions, interest rate sensitivity, loss exposure on lines
of credit, the timing and effect on earnings of derivative gains and losses, securities lending revenue, compensation expense, depreciation
expense, effective tax rate, the effect on earnings of changes in equity values and the effect of certain legal claims against us. Our actual future
results may differ significantly from those stated in any forward-looking statements. Factors that may cause such differences include, but are not
limited to, the factors discussed below. Each of these factors, and others, are discussed from time to time in our filings with the SEC.
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Our operating results are subject to fluctuations in interest rates and the securities markets.

        A significant portion of our fees is based on the market value of the assets we process. Accordingly, our operating results are subject to
fluctuations in interest rates and securities markets as these fluctuations affect the market value of assets processed. Current market conditions,
including the recent volatility in the equity markets, can have a material effect on our asset-based fees. While reductions in asset servicing fees
may be offset by increases in other sources of revenue, a sustained downward movement of the broad equity markets will likely have an adverse
impact on our earnings. Fluctuations in interest rates or the securities markets can also lead to investors seeking alternatives to the investment
offerings of our clients, which could result in a lesser amount of assets processed and correspondingly lower fees. Also, our net interest income
is earned by investing depositors' funds in our investment portfolio and secondarily making loans. Rapid changes in interest rates and/or the
relationship between short-term and long-term interest rates could adversely affect the market value of, or the earnings produced by, our
investment and loan portfolios, and thus could adversely affect our operating results.

A material portion of our revenue is derived from our relationship with Barclays Global Investors, N.A. ("BGI") and related entities.

        As a result of our selection to service assets for Barclays Global Investors Canada, Ltd., our assumption of the operations of the U.S. asset
administration unit of BGI in 2001 and our ongoing relationship with BGI's iShares and Master Investment Portfolios, BGI accounted for
approximately 16% of our net operating revenue during the year ended December 31, 2003. We expect that BGI will continue to account for a
significant portion of our net operating revenue. While we provide services to BGI under long-term contracts, those contracts may be terminated
for certain regulatory and fiduciary reasons. The loss of BGI's business would cause our net operating revenue to decline significantly and may
have an adverse effect on our quarterly and annual results.

We may incur losses due to operational errors.

        The services that we provide require complex processes and interaction with numerous third parties. While we maintain sophisticated
computer systems and a comprehensive system of internal controls, and our operational history has been excellent, from time to time we may
make operational errors for which we are responsible to our clients. In addition, even though we maintain appropriate errors and omissions and
other insurance policies, an operational error could result in a significant liability to us and may have a material adverse effect on our results of
operations.

We face significant competition from other financial services companies, which could negatively affect our operating results.
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        We are part of an extremely competitive asset servicing industry. Many of our current and potential competitors have longer operating
histories, greater name recognition and substantially greater financial, marketing and other resources than we do. These greater resources could,
for example, allow our competitors to develop technology superior to our own. In addition, we face the risk that large mutual fund complexes
may build in-house asset servicing capabilities and no longer outsource these services to us. As a result, we may not be able to compete
effectively with current or future competitors, which could result in a loss of existing clients or difficulty in gaining new clients.

We may incur significant costs defending legal claims.

        We have been named in a lawsuit in Massachusetts state court alleging, among other things, violations of a covenant of good faith and fair
dealing in a contract. While we believe this claim is without merit, we cannot be sure that we will prevail in the defense of this claim. We are
also party to
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other litigation and we may become subject to other legal claims in the future. Litigation is costly and could divert the attention of management.

Our future results depend, in part, on successful integration of pending and possible future acquisitions and outsourcing transactions.

        Integration of acquisitions and outsourcing transactions is complicated and frequently presents unforeseen difficulties and expenses which
can affect whether and when a particular acquisition or outsourcing transaction will be accretive to our earnings per share. Any future
acquisitions or outsourcing transactions will present similar challenges. These acquisitions or outsourcing transactions can also consume a
significant amount of management's time.

The failure to properly manage our growth could adversely affect the quality of our services and result in the loss of clients.

        We have been experiencing a period of rapid growth that has required the dedication of significant management and other resources.
Continued rapid growth could place a strain on our management and other resources. To manage future growth effectively, we must continue to
invest in our operational, financial and other internal systems, and our human resources.

We must hire and retain skilled personnel in order to succeed.

        Qualified personnel, in particular managers and other senior personnel, are in great demand throughout the financial services industry,
especially if the recent economic recovery proves sustainable. We could find it increasingly difficult to continue to attract and retain sufficient
numbers of these highly skilled employees, which could affect our ability to attract and retain clients.

We may not be able to protect our proprietary technology.

        Our proprietary technology is important to our business. We rely on trade secret, copyright and trademark laws and confidentiality
agreements with employees and third parties to protect our proprietary technology, all of which offer only limited protection. These intellectual
property rights may be invalidated or our competitors may develop similar technology independently. Legal proceedings to enforce our
intellectual property rights may be unsuccessful, and could also be expensive and divert management's attention.

Our quarterly and annual operating results may fluctuate.

        Our quarterly and annual operating results are difficult to predict and may fluctuate from quarter to quarter and annually for several reasons,
including:

�
The timing of commencement or termination of client engagements;

�
The rate of net inflows and outflows of investor funds in the investment vehicles offered by our clients; and

�
Rapid changes in interest rates and equity values.
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        Most of our expenses, such as employee compensation and rent, are relatively fixed. As a result, any shortfall in revenue relative to our
expectations could significantly affect our operating results.

We are subject to extensive federal and state regulations that impose complex restraints on our business.

        Federal and state laws and regulations applicable to financial institutions and their parent companies apply to us. Our primary regulators are
the Federal Reserve Board ("FRB"), the Federal Deposit Insurance Corporation ("FDIC"), the Massachusetts Commissioner of Banks and the
National
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Association of Securities Dealers, Inc. ("NASD"). Virtually all aspects of our operations are subject to specific requirements or restrictions and
general regulatory oversight including the following:

�
The FRB and the FDIC maintain capital requirements that we must meet. Failure to meet those requirements could lead to
severe regulatory action or even receivership. We are currently considered to be "well capitalized";

�
Under Massachusetts law, the Bank may be restricted in its ability to pay dividends to Investors Financial, which may in turn
restrict our ability to pay dividends to our stockholders;

�
The FRB and the FDIC are empowered to assess monetary penalties against, and to order termination of activities by,
companies or individuals who violate the law; and

�
The NASD maintains certain regulatory requirements that our securities broker affiliate, Investors Securities Services, Inc.
must meet. Failure to meet those requirements could lead to severe regulatory action.

        Banking law restricts our ability to own the stock of certain companies and also makes it more difficult for us to be acquired.

Statements of Operations

Comparison of Operating Results for the Years Ended December 31, 2003 and 2002.

        Net income for the year ended December 31, 2003 was $91.8 million, up 33% from $68.9 million for the same period in 2002. The
principal factors contributing to the net income growth included 8% growth in net interest income caused by a decline in our cost of funds due to
lower interest rates, and a 12% growth in noninterest income caused by increased net assets processed related to sales to new and existing
clients, fund flows, market appreciation, and increased client transaction activity. Net income growth was partially offset by a 1% increase in
operating expenses due to prudent expense management and capitalizing on technology improvements to create efficiencies and by the
additional tax expense incurred as a result of a settlement of a tax assessment by the Commonwealth of Massachusetts. Refer to Income Taxes
within this section for further discussion regarding our settlement of this tax assessment.

Net Operating Revenue

        The components of net operating revenue are as follows (Dollars in thousands):

For the Year Ended December 31,

2003 2002 Change

Net interest income $ 152,883 $ 141,046 8%
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For the Year Ended December 31,

Noninterest income 336,193 298,844 12%

Total net operating revenue $ 489,076 $ 439,890 11%

Net Interest Income

        Net interest income was $152.9 million in 2003, up 8% from 2002. Net interest income is affected by the volume and mix of assets and
liabilities, and the movement and level of interest rates. For the majority of 2003, interest rates continued to decline in general with signs of
stabilization beginning in the third quarter of 2003. The improvement in our net interest income was primarily driven by declining rates on our
liabilities. Our average rate paid on interest-bearing liabilities was 1.34% for the year ended December 31, 2003, a 69 basis point decline from
2.03% for the same period in 2002. During 2003 and 2002, the Company repaid long-term Federal Home Loan Bank of Boston
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("FHLBB") borrowings and replaced these sources of funds with lower cost funding as a strategy to help maintain and preserve net interest
margin. Although the average funding balance increased $1.7 billion from $5.3 billion in 2002 to $7.0 billion in 2003, the average rates paid on
interest-bearing liabilities declined more rapidly than the volume increase.

        Also during 2003, we experienced higher volumes of prepayments from our investment portfolio. The cash flows from these prepayments
were reinvested in lower yielding interest-earning assets. Through increased lower cost client funding, we were able to maintain our interest
income at a pace relatively equivalent to the decline in average interest rates earned.

        The table below presents the changes in net interest income resulting from changes in the volume of interest-earning assets or
interest-bearing liabilities and changes in interest rates for the year ended December 31, 2003 compared to the year ended December 31, 2002.
Changes attributed to both volume and rate have been allocated based on the proportion of change in each category (Dollars in thousands):

For the Year Ended
December 31, 2003 vs. December 31, 2002

Change Due
to Volume

Change Due
To Rate Net

Interest-earning assets
Fed funds sold and securities purchased under resale agreements $ (202) $ (212) $ (414)
Investment securities 66,558 (67,731) (1,173)
Loans 522 (719) (197)

Total interest-earning assets $ 66,878 $ (68,662) $ (1,784)

Interest-bearing liabilities
Deposits $ 13,005 $ (15,443) $ (2,438)
Borrowings 14,075 (25,258) (11,183)

Total interest-bearing liabilities $ 27,080 $ (40,701) $ (13,621)

Change in net interest income $ 39,798 $ (27,961) $ 11,837

        We use derivative instruments to manage exposures to interest rate risks. We routinely enter into interest rate swap agreements in which we
pay a fixed interest rate and receive a floating interest rate. These transactions are designed to hedge a portion of our liabilities. By entering into
a pay fixed/receive floating interest rate swap, a portion of our liabilities is effectively converted to a fixed-rate liability for the term of the
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interest rate swap agreement. Our derivatives are designated as highly effective cash flow hedges. To the extent there is hedge ineffectiveness it
is included as a component of the net interest margin. Hedge ineffectiveness had an insignificant impact on earnings for the years ended
December 31, 2003 and 2002. We expect that hedge ineffectiveness will continue to have an insignificant effect on net interest margin in 2004.

        We periodically run interest rate simulation models to understand the effect of various interest rate scenarios on our capital and net income.
The results of the income simulation model as of December 31, 2003 indicated that an upward shift of interest rates by 200 basis points over a
twelve-month period would result in a reduction in projected net interest income of 7.83%. We also simulate a 200 basis point rate reduction
over a twelve-month period, however, in the simulation we do not reduce rates below 0%. This modified simulation results in a decrease in
projected net interest income of 11.42%. Refer to the "Market Risk" section of this document for more detailed information regarding our
income simulation methodology and policies.
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Noninterest Income

        Noninterest income was $336.2 million in 2003, up 12% from 2002. The principal factors driving noninterest income are market trends and
the level of client activity. The S&P 500, Dow Jones Industrial Average, and Europe, Australia, Far East indices increased approximately 29%,
17% and 35%, respectively, in 2003 resulting in higher assets processed values from which we generate our core service revenue. Noninterest
income consists of the following items (Dollars in thousands):

For the Years Ended December 31,

2003 2002 Change

Core service fees:
Custody, accounting and administration $ 254,225 $ 231,520 10%

Ancillary service fees:
Foreign exchange 36,501 24,469 49%
Cash management 20,884 16,974 23%
Investment advisory 11,777 11,909 (1)%
Securities lending 8,903 11,328 (21)%
Other service fees 1,296 195 565%

Total ancillary service fees 79,361 64,875 22%

Total asset servicing fees 333,586 296,395 13%
Other operating income 2,607 2,449 6%

Total noninterest income $ 336,193 $ 298,844 12%

        Asset servicing fees for the year ended December 31, 2003 increased 13% to $333.6 million from 2002. The largest components of asset
servicing fees are custody, accounting and administration, which increased 10% to $254.2 million for the year ended December 31, 2003 from
$231.5 million in the same period of 2002. Custody, accounting and administration fees are based in part on the value of assets processed. Assets
processed is the total dollar value of financial assets on the reported date for which we provide global custody or multicurrency accounting. The
change in net assets processed includes the following components (Dollars in billions):

For the Year Ended
December 31, 2003

Net assets processed, beginning of period $ 785
Sales to new clients 1
Lost clients (3)
Further penetration of existing clients 39
Fund flows and market gain 235
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For the Year Ended
December 31, 2003

Net assets processed, end of period $ 1,057

        The majority of the increase in assets processed resulted from improved market conditions over the course of the past year, and the ability
of our clients to continue to generate new products or additional fund flows, which are additional investments in their existing products. As
indicated in our overview, our core services fees are generated by charging a fee based upon the value of assets processed. As market values or
clients' asset levels fluctuate, so will our revenue. Our tiered pricing structure, coupled with minimum and flat fees, allow us to manage this
volatility. As asset values increase, the basis point fee typically lowers, while when asset values decrease, revenue is only impacted by the asset
decline at the then marginal rate.
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        If the value of equity assets held by our clients were to increase or decrease by 10%, we estimate that this, by itself, would currently cause a
corresponding change of approximately 3% in our earnings per share. If the value of fixed income assets held by our clients were to increase or
decrease by 10%, we estimate that this, by itself, would currently cause a corresponding change of approximately 2% in our earnings per share.
In practice, earnings per share do not track precisely to the value of the equity markets because conditions present in a market increase or
decrease may generate offsetting increases or decreases in other revenue items. For example, market volatility often results in increased
transaction fee revenue. Also, market declines may result in increased interest income and sweep fee income as clients move larger amounts of
assets into the cash management vehicles that we offer. However, there can be no assurance that these offsetting revenue increases will occur
during any future downturn in the equity markets.

        Transaction-driven income includes our ancillary services, such as foreign exchange, cash management and securities lending. Foreign
exchange fees were $36.5 million for the year ended December 31, 2003, up 49% from the same period in 2002. The increase in foreign
exchange fees is attributable to further penetration of existing clients, the addition of new clients, higher transaction volumes and increased
volatility within the currencies traded by our clients. Future foreign exchange income is dependent on the level of client activity and the overall
volatility in the currencies traded. Cash management fees, which consist of sweep fees, were $20.9 million for the year ended December 31,
2003, up 23% from the same period in 2002. The increase is primarily due to increased client balances. Cash management revenue will continue
to depend on the level of client balances maintained in the cash management products. If our clients' funds continue to attract high volumes of
cash flows, our cash management revenue will be positively impacted. Securities lending fees were $8.9 million for the year ended
December 31, 2003, down 21% from the same period in 2002, primarily due to narrower spreads. Securities lending transaction volume is
positively affected by the market value of the securities on loan, merger and acquisition activity, increased IPO activity and a steeper short-end
of the yield curve. If the capital markets experience any of the aforementioned activity, it is likely that our securities lending revenue will be
positively impacted. If we experience a reduction in our securities lending portfolio, lower market values and continued compression of the
spreads earned on securities lending activity, our securities lending revenue will likely be negatively impacted.

Operating Expenses

        Total operating expenses were $344.9 million in 2003, up 1% from 2002. The marginal increase in operating expenses, despite strong
revenue growth, is due to our prudent expense management and our ability to benefit from technology efficiencies. It is expected that only
incremental expense associated with new business will be added during 2004. The components of operating expenses were as follows (Dollars in
thousands):

For the Year Ended December 31,

2003 2002 Change

Compensation and benefits $ 186,932 $ 192,785 (3)%
Technology and telecommunications 38,914 42,190 (8)%
Transaction processing services 33,299 33,713 (1)%
Occupancy 29,218 25,602 14%
Depreciation and amortization 27,971 16,357 71%
Professional fees 11,189 11,829 (5)%
Travel and sales promotion 4,822 5,819 (17)%
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For the Year Ended December 31,

Other operating expenses 12,576 13,100 (4)%

Total operating expenses $ 344,921 $ 341,395 1%
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        Compensation and benefits expense was $186.9 million in 2003, down 3% from 2002. The average number of employees decreased 7% to
2,459 during the year ended December 31, 2003 from 2,648 for the year ended December 31, 2002. We experienced a reduction in
compensation costs as a result of efficiencies gained through technology enhancements made during 2002 and 2003. It is expected that
compensation expense will increase in 2004 due to employee merit raises and additional compensation arising from new hires needed to support
new business wins.

        Technology and telecommunications expense was $38.9 million in 2003, down 8% from 2002. Technology and telecommunications
expense consists primarily of contract programming, outsourced services, telecommunications and costs related to hardware and software
licenses. In 2002, the Company incurred significant technology and telecommunications expense on the integration of the BGI U.S. asset
administration unit into our technology infrastructure, which was completed in January 2003. After the significant integration of 2002, we
lowered our technology reinvestment (reflected in both technology and compensation expenses) to our target of approximately 20% of revenue.

        Transaction processing services expense was $33.3 million in 2003, down 1% from 2002. Overall transaction volumes increased during
2003, generating larger subcustodian expense and pricing fees. However, during 2002, we were in the process of converting the assets of the
assumed BGI U.S. asset administration unit to our subcustodian network which resulted in significant transaction processing expenses during the
conversion period. This conversion was completed during 2002. Absent the expenses associated with the conversion, transaction processing fees
increased on an overall basis due to increased volumes of client activity. Future transaction processing servicing expense will be dependent on
the volume of client activity.

        Occupancy expense was $29.2 million in 2003, up 14% from 2002. This increase was primarily due to increased space in our Dublin office
to accommodate the significant growth experienced by that office resulting from new client business. At the end of 2002, we signed a new lease
agreement and increased our Dublin office from approximately 16 thousand square feet to approximately 50 thousand square feet. Also, 2003
includes the full twelve-month impact of additional space in our Boston offices that we occupied in July 2002. Occupancy expense should
remain relatively consistent for 2004.

        Depreciation and amortization expense was $28.0 million in 2003, up 71% from 2002. This increase resulted from completion of
capitalized software projects in late 2002 and 2003 and their placement into service along with the addition of leasehold improvements as a
result of the new space we occupied in Boston and Dublin. The capitalized projects placed in service also provided efficiencies that allowed us
to reduce our compensation and benefits and technology and telecommunications expenses. Enhancements to our straight-through-processing
platform resulted in a significant amount of efficiency gain in 2003. Depreciation expense is expected to increase in 2004 as a result of
additional capitalized software costs being placed into service in 2003 and 2004.

Income Taxes

        Income taxes were $52.4 million for the year ended December 31, 2003, up 77% from the same period in 2002. Two factors contributed to
the significant increase in 2003, including a settlement of a tax assessment with the Commonwealth of Massachusetts Department of Revenue
and increased pretax earnings.

        In March 2003, a retroactive change in the Commonwealth of Massachusetts tax law disallowed a dividends received deduction taken by
the Bank on dividends it had received since 1999 from a wholly-owned real estate investment trust. During the second quarter of 2003, we
settled this disputed tax assessment with the Massachusetts Department of Revenue, agreeing to pay approximately 50% of the liability. As a
result of this retroactive change in tax law, we recorded an additional state tax expense of approximately $7.2 million, net of federal income tax
benefit, in 2003.

        In 2004, we expect that our effective rate will approximate 32.5% to 33.5% of pretax income.
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Comparison of Operating Results for the Years Ended December 31, 2002 and 2001.

Edgar Filing: INVESTORS FINANCIAL SERVICES CORP - Form 10-K

30



Net Operating Revenue

        The components of net operating revenue are as follows (Dollars in thousands):

For the Year Ended December 31,

2002 2001 Change

Net interest income $ 141,046 $ 106,838 32%
Noninterest income 298,844 254,487 17%

Total net operating revenue $ 439,890 $ 361,325 22%

Net Interest Income

        Net interest income is affected by the volume and mix of assets and liabilities, and the movement and level of interest rates. The table
below presents the changes in net interest income resulting from changes in the volume of interest-earning assets or interest-bearing liabilities
and changes in interest rates for the year ended December 31, 2002 compared to the year ended December 31, 2001. Changes attributed to both
volume and rate have been allocated based on the proportion of change in each category (Dollars in thousands):

For the Year Ended
December 31, 2002 vs. December 31, 2001

Change Due
to Volume

Change Due
to Rate Net

Interest-earning assets
Fed Funds sold and securities purchased under resale agreements $ 329 $ (1,191) $ (862)
Investment securities 69,092 (70,639) (1,547)
Loans (148) (1,650) (1,798)

Total interest-earning assets $ 69,273 $ (73,480) $ (4,207)

Interest-bearing liabilities
Deposits $ 8,129 $ (31,210) $ (23,081)
Borrowings 26,295 (41,629) (15,334)

Total interest-bearing liabilities $ 34,424 $ (72,839) $ (38,415)

Change in net interest income $ 34,849 $ (641) $ 34,208

        Net interest income was $141.0 million in 2002, up 32% from 2001. The improvement in net interest income primarily reflected the
positive effect of balance sheet growth driven by increased client deposits and a steep yield curve. The net interest margin remained constant at
2.44% in 2002 and 2001 due to prepayment costs incurred during the year as a result of an asset liability strategy to prepay higher rate FHLBB
advances with borrowed funds at a more favorable rate.

        Average interest-earning assets, primarily investment securities, were $5.8 billion in 2002, up 32% from 2001. Funding for the asset growth
was provided by a combination of client deposits of $0.8 billion and external borrowings of $0.6 billion. The effect of changes in volume of
interest-earning assets and interest-bearing liabilities was an increase in net interest income of approximately $34.8 million in 2002.

        Average yield on interest-earning assets was 4.29% in 2002, down 146 basis points from 2001. The average rate that we paid on
interest-bearing liabilities was 2.03% in 2002, down 164 basis points from 2001. The decrease in rates reflected the lower interest rate
environment in 2002 compared with 2001.

36

Edgar Filing: INVESTORS FINANCIAL SERVICES CORP - Form 10-K

31



The effect on net interest income due to changes in rates was a decrease of approximately $0.6 million during the fiscal year ended
December 31, 2002, a decrease which was net of prepayment costs incurred in 2002 associated with replacing borrowed funds at a more
favorable rate. Prepayment costs were $7.6 million in 2002 and $2.4 million in 2001.

        On January 1, 2001, we adopted SFAS No. 133, as amended and interpreted, which established accounting and reporting standards for
derivative instruments. All derivatives, whether designated in hedging relationships or not, are required to be recorded on the balance sheet at
fair value. If the derivative is designated as a fair value hedge, the change in the fair value of the derivative and the item being hedged will be
recognized in earnings. If the derivative is designated as a cash flow hedge, the effective portions of changes in the fair value of the derivative
are recorded in Other Comprehensive Income ("OCI"). Ineffective portions of changes, as determined in accordance with SFAS No. 133, in the
fair value of the cash flow hedges are recognized in earnings. For derivatives that do not qualify as hedges, changes in their fair value are
recognized in earnings. The adoption of SFAS No. 133 on January 1, 2001, resulted in no cumulative effect-type adjustment to our net income.
However, we recorded a reduction to OCI of $3.9 million, net of tax, and a corresponding liability for the fair value of the interest rate swaps.
The reduction to OCI and the recognition of the liability were primarily attributable to net unrealized losses on cash flow hedges as of initial
adoption. In conjunction with the adoption, we elected to reclassify approximately $402 million of securities from held to maturity to available
for sale, which further reduced OCI by approximately $1.4 million, net of tax.

        Hedge ineffectiveness, determined in accordance with SFAS No. 133, had an insignificant impact on earnings for the year ended
December 31, 2002 and 2001. No cash flow hedges were dedesignated or discontinued for the year ended December 31, 2002 and 2001.

        Net interest income included net gains of $1.6 million, net of tax, for the twelve months ended December 31, 2002 derived from interest
rate swaps relating to SFAS No. 133. The net gain consisted of a $3.3 million gain, net of tax, for the twelve-month period on changes in the fair
value of derivative instruments not designated as hedging instruments. There were also $1.7 million of derivative losses, net of tax, for the
twelve-month period that resulted primarily from the reclassification of transition adjustment-related derivative losses from OCI to net interest
income in accordance with SFAS No. 133. Approximately $0.2 million, net of tax, of the remaining transition adjustment of net derivative losses
included in OCI will be reclassified into earnings. The recognition in net interest income of the transition adjustment derivative losses from OCI
was offset by derivative gains from changes in the fair value liability of the interest rate swaps as they reach maturity.
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Noninterest Income

        Noninterest income was $298.8 million in 2002, up 17% from 2001. Noninterest income consists of the following items (Dollars in
thousands):

For the Years Ended December 31,

2002 2001 Change

Core service fees:
Custody, accounting and administration $ 231,520 $ 200,205 16%

Ancillary service fees:
Foreign exchange 24,469 19,269 27%
Cash management 16,974 15,046 13%
Securities lending 11,328 9,371 21%
Investment advisory 11,909 7,320 63%
Other service fees 195 148 32%

Total ancillary service fees 64,875 51,154 27%
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For the Years Ended December 31,

Total asset servicing fees 296,395 251,359 18%
Other operating income 2,449 3,128 (22)%

Total noninterest income $ 298,844 $ 254,487 17%

        Asset servicing fees for the year ended December 31, 2002 increased 18% to $296.4 million from 2001. The largest component of asset
servicing fees are custody, accounting, transfer agency and administration, which are based in part on assets processed. Net assets processed
decreased $29 billion to $785 billion at December 31, 2002 from 2001. The change in net assets processed includes the following components
(Dollars in billions):

For the Year Ended
December 31, 2002

Sales to new clients $ 24
Further penetration of existing clients 26
Fund flows and market loss (79)

Net change in assets processed $ (29)

        Our ability to win business and the ability of our clients to sell additional product, thus generating fund flows, allowed us to minimize the
impact of the equity market downturn in 2002. Our tiered pricing structure for asset-based fees also contributed to this inverse correlation.
Because our asset-based fees for most clients decrease as assets increase, as asset values deteriorate, revenue is only impacted by the asset
decline at the then marginal rate. Despite the decrease in assets processed, transaction volume increased, which positively impacted fee income.

        Foreign exchange fees increased due to higher transaction volumes and volatility in the currencies traded by our clients. Cash management
and securities lending fees increased with the addition of new clients and increased excess client cash balances. Increased investment advisory
service fees were the result of growth in asset size of the Merrimac Master Portfolio, an investment company for which we act as advisor, and
where a portion of excess client cash balances are invested.

        Other operating income consists of dividends received relating to FHLBB stock investment. The decrease in 2002 other operating income
compared to 2001 resulted primarily from a decrease in the dividend rate paid on the FHLBB stock.
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Operating Expenses

        Total operating expenses were $341.4 million in 2002, up 18% from 2001. The components of operating expenses were as follows (Dollars
in thousands):

For the Year Ended December 31,

2002 2001 Change

Compensation and benefits $ 192,785 $ 164,186 17%
Technology and telecommunications 42,190 39,194 8%
Transaction processing services 33,713 28,710 17%
Occupancy 25,602 17,965 43%
Depreciation and amortization 16,357 8,404 95%
Professional fees 11,829 7,933 49%
Travel and sales promotion 5,819 5,349 9%
Amortization of goodwill � 3,559 (100)%
Other operating expenses 13,100 13,876 (6)%
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For the Year Ended December 31,

Total operating expenses $ 341,395 $ 289,176 18%

        Compensation and benefits expense was $192.8 million in 2002, up 17% from 2001. The average number of employees increased 15% to
2,648 during the year ended December 31, 2002 from 2,299 for the year ended December 31, 2001. In 2002, we increased the number of
employees to support new business and the expansion of existing client relationships. Benefits, including payroll taxes, group insurance plans,
retirement plan contributions and tuition reimbursement, increased $6.6 million for the year ended December 31, 2002, consistent with the
increase in headcount. The increases in compensation and benefits expense were offset by $8.4 million, which was accounted for as capitalized
software development costs in 2002.

        Technology and telecommunications expense was $42.2 million in 2002, up 8% from 2001. Increased hardware, software, mainframe and
trust processing and telecommunications expenditures needed to support new business and increased transaction volumes accounted for
$7.8 million of the year-to-year change. Offsetting these increases was $4.8 million related to outsourced network monitoring, help desk and
other outsourced services required in 2001, and not in 2002, primarily due to the acquisition of certain institutional custody business lines from
Chase Manhattan Bank, N.A. in 2001.

        Transaction processing services expense was $33.7 million in 2002, up 17% from 2001. The increase related primarily to increased
subcustodian and pricing fees, driven by increased volumes of transactions and changes in assets processed for clients, largely a result of the
BGI U.S. asset administration unit assumption in May 2001 and the addition of new business in 2002.

        Occupancy expense was $25.6 million in 2002, up 43% from 2001. This increase was due primarily to increased space in our Boston, New
York and Dublin offices and the California offices assumed from BGI.

        Depreciation and amortization expense was $16.4 million in 2002, up 95% from 2001. This increase resulted from completion of
capitalized software projects in 2002 and their placement into service and the addition of leasehold improvements as a result of the new space
we occupied in Boston, New York, Dublin and California.

        Professional fees were $11.8 million in 2002, up 49% from 2001 primarily due to increased accounting, legal and consulting services
provided during the periods, as well as increased fees associated with the Merrimac Master Portfolio. The Merrimac fees are asset based and the
increase results from growth in the size of the Merrimac Master Portfolio.
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        Travel and sales promotion expense was $5.8 million in 2002, up 9% from 2001. Travel and sales promotion expense consists of expenses
incurred by the sales force, client management staff and other employees in connection with sales calls to potential clients, traveling to existing
client sites, and to our New York and California offices and our foreign subsidiaries.

        Amortization of goodwill expense ceased as of January 1, 2002, as a result of the adoption of SFAS No. 142. Please refer to Note 2 to our
notes to consolidated financial statements.

        Other operating expenses were $13.1 million in 2002, down 6% from 2001, as strict cost controls continued across the organization. Other
operating expenses include fees for recruiting, office supplies and postage, storage, temporary help, client accommodations and various
regulatory fee assessments.

Income Taxes

        Income taxes were $29.5 million in 2002, up 35% from 2001, consistent with the increased level of pre-tax income. The overall effective
tax rate was 30.0% for 2002 and 30.4% for 2001. The decrease in the effective tax rate reflects our increased investment in tax-exempt
municipal securities in 2002.
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        The following tables present average balances, interest income and expense, and yields earned or paid on the major categories of assets and
liabilities for the periods indicated (Dollars in thousands):

Year Ended December 31, 2003 Year Ended December 31, 2002 Year Ended December 31, 2001

Average
Balance Interest

Average
Yield/Cost

Average
Balance Interest

Average
Yield/Cost

Average
Balance Interest

Average
Yield/Cost

Interest-earning assets
Fed Funds sold and
securities purchased
under resale agreements $ 30,236 $ 326 1.08%$ 45,042 $ 740 1.64%$ 36,038 $ 1,602 4.45%
Investment securities(1) 7,407,352 242,160 3.27 5,622,878 243,333 4.33 4,230,351 244,880 5.79
Loans(2) 127,452 3,577 2.81 110,769 3,774 3.41 113,874 5,572 4.89

Total interest-earning
assets 7,565,040 246,063 3.25 5,778,689 247,847 4.29 4,380,263 252,054 5.75

Allowance for loan
losses (100) (100) (100)
Noninterest-earning
assets(3) 575,732 394,051 266,583

Total assets $ 8,140,672 $ 6,172,640 $ 4,646,746

Interest-bearing
liabilities
Deposits:

Demand $ �$ � 0.00%$ 823 $ 4 0.49%$ 3,456 $ 60 1.74%

Savings 2,667,034 39,809 1.49 1,945,550 42,229 2.17 1,708,220 65,265 3.82

Time 1,356 10 0.74 1,393 24 1.72 239 13 5.44
Securities sold under
repurchase agreements 3,278,555 29,371 0.90 2,449,368 31,166 1.27 1,546,271 47,338 3.06
Junior subordinated
debentures(3)/
trust preferred securities 24,194 2,364 9.77 24,667 2,432 9.86 25,000 2,443 9.77
Other borrowings(4) 1,008,036 21,626 2.15 845,246 30,946 3.66 672,127 30,097 4.48

Total interest-bearing
liabilities 6,979,175 93,180 1.34 5,267,047 106,801 2.03 3,955,313 145,216 3.67

Noninterest-bearing
liabilities:
Demand deposits 241,594 180,065 180,260
Savings 130,747 124,416 73,415
Noninterest-bearing time
deposits 112,575 90,000 77,534
Other liabilities 192,535 116,690 53,880

Total liabilities 7,656,626 5,778,218 4,340,402
Equity 484,046 394,422 306,344

Total liabilities and
equity $ 8,140,672 $ 6,172,640 $ 4,646,746

Net interest income $ 152,883 $ 141,046 $ 106,838

Net interest margin(5) 2.02% 2.44% 2.44%

1.91% 2.26% 2.08%
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Average interest rate
spread(6)

Year Ended December 31, 2003 Year Ended December 31, 2002 Year Ended December 31, 2001

Ratio of interest-earning
assets to interest-bearing
liabilities 108.39% 109.71% 110.74%

(1)
Average yield/cost on available for sale securities is based on amortized cost.

(2)
Average yield/cost on demand loans includes only performing loan balances.

(3)
Effective October 1, 2003, the Company adopted the provisions of FIN 46 (revised December 2003), which resulted in the deconsolidation of Investors
Capital Trust I, the trust that holds the trust preferred securities.

(4)
Interest expense includes penalties of $3.1 million, $7.6 million and $2.4 million in 2003, 2002 and 2001, respectively, for prepayment of FHLBB
borrowings.

(5)
Net interest income divided by total interest-earning assets.

(6)
Yield on interest-earning assets less rate paid on interest-bearing liabilities.
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Financial Condition

        At December 31, 2003, our total assets were $9.2 billion, up 28% from December 31, 2002. We manage our balance sheet growth to
accomplish several goals, which include maintaining a leverage ratio of approximately 5.5%, utilizing our capital to provide maximum
shareholder value, and accommodating the fund flows of our clients. Average interest-earning assets increased $1.8 billion, or 31%, for the year
ended December 31, 2003 compared to the same period last year. Funding for our asset growth was provided by a combination of an increase in
average client balances of approximately $1.2 billion and an increase in average external borrowings of approximately $0.6 billion for the year
ended December 31, 2003.

Investment Portfolio

        Our investment portfolio is used to invest depositors' funds and is a component of our asset processing business. In addition, we use the
investment portfolio to secure open positions at securities clearing institutions in connection with our custody services. The following table
summarizes our investment portfolio as of the dates indicated (Dollars in thousands):

December 31,

2003 2002 2001

Securities held to maturity:
Mortgage-backed securities $ 2,273,466 $ 2,034,430 $ 2,585,287
Federal agency securities 1,906,512 1,287,238 456,108
State and political subdivisions 127,632 117,021 91,888
Foreign government securities � � 2,501

Total securities held to maturity $ 4,307,610 $ 3,438,689 $ 3,135,784
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December 31,

Securities available for sale:
Mortgage-backed securities $ 3,611,980 $ 2,759,793 $ 1,228,841
State and political subdivisions 355,828 307,292 241,467
Corporate debt 175,816 174,499 120,505
US Treasury securities 113,701 � �
Federal agency securities 29,609 30,881 30,848
Foreign government securities 9,703 � �

Total securities available for sale $ 4,296,637 $ 3,272,465 $ 1,621,661

        The overall increases in our held to maturity and available for sale portfolios are attributable to investing excess cash and borrowed funds to
effectively utilize the Bank's capital and accommodate client fund flows. Our held to maturity portfolio increased $868.9 million, or 25%, to
$4.3 billion at December 31, 2003 from $3.4 billion at December 31, 2002. As we continue to grow our balance sheet, we purchase investment
securities that will protect our net interest margin, while maintaining an acceptable risk profile. The increase in the held to maturity portfolio
stems primarily from purchases of federal agency securities, particularly those issued by the Small Business Administration ("SBA"). SBA
securities provide an attractive yield with limited credit risk and prepayment risk in a rapidly changing interest rate environment. The
weighted-average life of the SBA securities correspond with our overall asset liability strategy. SBA securities that we hold are variable rate
securities indexed to the Prime rate and are purchased with an intent and ability to hold to maturity. The held to maturity investment portfolio is
not viewed as our primary source of funds to satisfy liquidity needs.

        Our available for sale portfolio increased $1.0 billion, or 31%, to $4.3 billion at December 31, 2003 from $3.3 billion at December 31,
2002. The increase in the available for sale portfolio is primarily due to an increase in our mortgage-backed securities portfolio of
$852.2 million, or 31%, and the addition
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of $113.7 million of U.S. Treasury securities. In an effort to maintain our net interest margin, we have increased our position in
mortgage-backed securities. As interest rates stop declining and are likely to increase, floating rate and hybrid mortgage-backed securities should
offer a healthy effective yield and limited extension risk, which aligns with our asset liability strategy. Refer to the gap analysis under the
"Market Risk" section for additional details regarding the matching of our interest-earning assets and interest-bearing liabilities.

        The average balance of our combined investment portfolios for the year ended December 31, 2003 was $7.4 billion, with an average yield
of 3.27%, compared to an average balance of $5.6 billion with an average yield of 4.33% during 2002. The decline in the yield is primarily due
to the decline in the overall interest rate environment. As interest rates declined throughout the year, we experienced a higher level of
prepayments, resulting in increased principal cash payments that were reinvested in lower-yielding securities. In addition, the accelerated
prepayments caused us to recognize at a faster rate the premium amortization associated with the affected securities. During 2003, we
recognized net amortization of $40.2 million for the year ended December 31, 2003 compared to $10.5 million of net amortization in the same
period of 2002. The effect of this accelerated amortization lowered our effective yield on the investment portfolio. During the second half of
2003, interest rates began to stabilize, resulting in lower prepayments. A significant portion of our investment portfolio is variable rate in nature.
If interest rates were to rise during 2004, we would expect slower prepayments and our overall yield to increase as our variable rate securities
reprice. Conversely, if interest rates were to decline in 2004, we would expect that prepayments would accelerate and be comparative to the
activity in 2003, with the cash flows from these prepayments being reinvested in lower-yielding assets of equal quality and risk.

        We invest in mortgage-backed securities, Federal agency bonds and corporate debt to increase the total return of the investment portfolio.
Mortgage-backed securities generally have a higher yield than U.S. Treasury securities due to credit and prepayment risk. Credit risk results
from the possibility that a loss may occur if a counterparty is unable to meet the terms of the contract. Prepayment risk results from the
possibility that changes in interest rates may cause mortgage-backed securities to be paid off prior to their maturity dates. Federal agency bonds
generally have a higher yield than U.S. Treasury securities due to credit and call risk. Credit risk results from the possibility that the Federal
agency issuing the bonds may be unable to meet the terms of the bond. Call risk is similar to prepayment risk and results from the possibility that
fluctuating interest rates and other factors may result in the exercise of the call option by the Federal agency prior to the maturity date of the
bond. Credit risk related to mortgage-backed securities and Federal agency bonds is substantially reduced by payment guarantees and credit
enhancements.
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        We invest in municipal securities to generate stable, tax advantaged income. Municipal securities generally have lower stated yields than
Federal agency and U.S. Treasury securities, but their after-tax yields are comparable. Municipal securities are subject to credit risk. However,
all municipal securities that we invest in are insured and AAA rated.

        The carrying value, weighted-average yield, and contractual maturity of our securities held to maturity at December 31, 2003 are reflected
in the following table (Dollars in thousands):

Years

Under 1 1 to 5 5 to 10 Over 10

Amount Yield Amount Yield Amount Yield Amount Yield

Mortgage-backed securities $ 13 5.71% $ 34,827 3.89% $ 20,433 2.91% $ 2,218,193 2.73%
Federal agency securities � � � � 41,708 2.76 1,864,804 3.16
State and political subdivisions � � 4,621 5.19 8,974 4.71 114,037 5.08

Total securities held to maturity $ 13 5.71% $ 39,448 4.05% $ 71,115 3.05% $ 4,197,034 2.99%
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        The carrying value, weighted-average yield, and contractual maturity of our securities available for sale at December 31, 2003 are reflected
in the following table (Dollars in thousands):

Years

Under 1 1 to 5 5 to 10 Over 10

Amount Yield Amount Yield Amount Yield Amount Yield

Mortgage-backed securities $ � $ � $ � $ 3,611,980 3.73%
State and political subdivisions 5,394 4.45% 90,290 4.81% 216,060 4.47% 44,084 4.89
Corporate debt � � � � � � 175,816 2.05
US Treasury securities � � � � 113,701 1.95 � �
Federal agency securities 29,609 5.49 � � � � � �
Foreign government � � 9,703 3.82 � � � �

Total securities available for sale $ 35,003 5.33% $ 99,993 4.71% $ 329,761 3.60% $ 3,831,880 3.67%

Loan Portfolio

        Our loan portfolio increased $55.8 million, or 39%, to $199.5 million at December 31, 2003 from $143.7 million at December 31, 2002.
The majority of the increase relates to additional advances on clients' lines of credit, partially offset by a decline in client overdrafts. At
December 31, 2003, client overdrafts were $54.3 million compared to $73.0 million at December 31, 2002.

        The following table summarizes our loan portfolio for the dates indicated (Dollars in thousands):

December 31,

2003 2002 2001 2000 1999

Loans to mutual funds $ 104,954 $ 49,372 $ 50,359 $ 86,316 $ 44,369
Loans to individuals 67,641 76,263 164,443 40,198 62,335
Loans to others 27,035 18,202 17,411 2,855 2,688
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December 31,

199,630 143,837 232,213 129,369 109,392
Less: allowance for loan losses (100) (100) (100) (100) (100)

Net loans $ 199,530 $ 143,737 $ 232,113 $ 129,269 $ 109,292

Floating Rate $ 199,618 $ 143,825 $ 232,189 $ 129,337 $ 109,379
Fixed Rate 12 12 24 32 13

$ 199,630 $ 143,837 $ 232,213 $ 129,369 $ 109,392

        We make loans to individually managed account customers and to mutual funds and other pooled product clients. We offer overdraft
protection and lines of credit to our clients for the purpose of funding redemptions, covering overnight cash shortfalls, leveraging portfolios and
meeting other client borrowing needs. Virtually all loans to individually managed account customers are written on a demand basis, bear
variable interest rates tied to the Prime rate or the Federal Funds rate and are fully secured by liquid collateral, primarily freely tradable
securities held in custody by us for the borrower. Loans to mutual funds and other pooled product clients include unsecured lines of credit that
may, in the event of default, be collateralized at our option by securities held in custody by us for those clients. Loans to individually managed
account customers, mutual funds and other pooled product clients also include advances that we make to certain clients pursuant to the terms of
our custody agreements with those clients to facilitate securities transactions and redemptions.

        At December 31, 2003, our only lending concentrations that exceeded 10% of total loan balances were the lines of credit to mutual fund
clients discussed above. These loans were made in the ordinary course of business on the same terms and conditions prevailing at the time for
comparable transactions.
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        Our credit loss experience has been excellent. There have been no loan charge-offs in the last five years, or in the history of our Company.
It is our policy to place a loan on nonaccrual status when either principal or interest becomes 60 days past due and the loan's collateral is not
sufficient to cover both principal and accrued interest. As of December 31, 2003, there were no loans on nonaccrual status, no loans greater than
90 days past due, and no troubled debt restructurings. Although virtually all of our loans are fully collateralized with freely tradable securities,
management recognizes some credit risk inherent in the loan portfolio, and has an allowance for loan losses of $0.1 million at December 31,
2003, a level of which has remained consistent for the past five years. This amount is not allocated to any particular loan, but is intended to
absorb any risk of loss inherent in the loan portfolio. Management actively monitors the loan portfolio and the underlying collateral and
regularly assesses the adequacy of the allowance for loan losses.

Deposits

        Total deposits were $4.2 billion at December 31, 2003, up 26% from December 31, 2002. The increase in our deposit balances is a direct
result of our clients leaving more cash on deposit with us. We effectively utilized these cash balances to fund a portion of our asset growth. The
following table represents the average balance and weighted-average yield paid on deposits (Dollars in thousands):

December 31, 2003 December 31, 2002

Average
Balance

Weighted-
Average
Yield

Average
Balance

Weighted-
Average
Yield

Interest-bearing:
Demand deposits $ � 0.00% $ 823 0.49%
Savings 2,667,034 1.49 1,945,550 2.17
Time deposits 1,356 0.74 1,393 1.72

$ 2,668,390 1.49% $ 1,947,766 2.17%
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December 31, 2003 December 31, 2002

Noninterest-bearing:
Demand deposits $ 241,594 � $ 180,065 �
Savings 130,747 � 124,416 �
Time deposits 112,575 � 90,000 �

$ 484,916 $ 394,481

Repurchase Agreements and Short-Term and Other Borrowings

        Asset growth was funded in part by increased securities sold under repurchase agreements. Repurchase agreements increased $1.0 billion,
or 42%, to $3.3 billion at December 31, 2003 from $2.3 billion at December 31, 2002. Repurchase agreements provide for the sale of securities
for cash coupled with the obligation to repurchase those securities on a set date or on demand. We use repurchase agreements, including client
repurchase agreements, because they provide a lower cost source of funding than other short-term borrowings. The average balance of securities
sold under repurchase agreements for the year ended December 31, 2003 was $3.3 billion with an average cost of approximately 0.90%,
compared to an average balance of $2.4 billion and an average cost of approximately 1.27% for the same period last year. The decline in the
average rate paid on repurchase agreements relates to the overall decline in the indices to which the repurchase agreements are linked.

        Short-term and other borrowings increased $357.0 million, or 48%, to $1.1 billion at December 31, 2003 from $741.1 million at
December 31, 2002. We use short-term and other borrowings to offset variability of deposit flow. The average balance of short-term and other
borrowings for the year ended December 31, 2003 was $1.0 billion with an average cost of approximately 2.15%, compared to an
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average balance of $845.2 million and an average cost of approximately 3.66% for the same period last year. The average cost of borrowing for
the year ended December 31, 2003, included prepayment fees of $3.1 million. These fees were incurred to employ an asset-liability strategy in
which we replaced a high cost borrowing with a new borrowing at a lower rate and purchased assets with a similar maturity to lock in spread.
We employed the same strategy in 2002. As a result, the average cost for the year ended December 31, 2002 included $7.6 million of
prepayment fees.

Market Risk

        We engage in investment activities to accommodate clients' cash management needs and to contribute to overall corporate earnings. Our
clients, in the course of their financial asset management, maintain cash balances, which they can deposit with us on a short-term basis in
interest-bearing accounts. We either directly invest these cash balances to earn interest income, or place these deposits in third-party vehicles and
remit a portion of the earnings on these investments to our clients after deducting a fee as our compensation for the investment. In the conduct of
these activities, we are subject to market risk. Market risk is the risk of an adverse financial impact from changes in market prices and interest
rates. The level of risk we assume is a function of our overall strategic objectives and liquidity needs, client requirements and market volatility.

        The active management of market risk is integral to our operations. The objective of interest rate sensitivity management is to provide
sustainable net interest revenue under various economic conditions. We manage the structure of interest-earning assets and interest-bearing
liabilities by adjusting their mix, yield, maturity and/or repricing characteristics based on market conditions. Since client deposits and repurchase
agreements, our primary sources of funds, are predominantly short term, we maintain a generally short-term interest rate repricing structure for
our interest-earning assets. We also use term borrowings and interest rate swap agreements to augment our management of interest rate
exposure. The effect of the swap agreements is to lengthen short-term variable-rate liabilities into longer-term, fixed-rate liabilities.

        Our Board of Directors has set asset and liability management policies that define the overall framework for managing interest rate
sensitivity, including accountabilities and controls over investment activities. These policies delineate investment limits and strategies that are
appropriate, given our liquidity and regulatory requirements. For example, we have established a policy limit stating that projected net interest
income over the next twelve months will not be reduced by more than 10% given a change in interest rates of up to 200 basis points (+ or -) over
twelve months. Each quarter, our Board of Directors reviews our asset and liability positions, including simulations of the effect of various
interest rate scenarios on our capital. Due to current interest rate levels, the Company's Board of Directors has approved a temporary exception
to the 10% limit for decreases in interest rates. The Board of Directors approved the policy exception because, with the Federal Funds target rate
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currently at 1.00%, a 200 basis point further reduction would move rates into a negative position and is therefore not likely to occur.

        Our Board of Directors has delegated day-to-day responsibility for oversight of the Asset and Liability Management function to our Asset
and Liability Committee ("ALCO"). ALCO is a senior management committee consisting of the Chief Executive Officer, the President, the
Chief Financial Officer, the Chief Risk Officer and members of the Treasury function. ALCO meets twice monthly. Our primary tool in
managing interest rate sensitivity is an income simulation model. Key assumptions in the simulation model include the timing of cash flows,
maturities and repricing of financial instruments, changes in market conditions, capital planning and deposit sensitivity. The model assumes that
the composition of our interest-sensitive assets and liabilities existing at the beginning of a period will change periodically over the period being
measured. The model also assumes that a particular change in interest rates is reflected uniformly across the yield curve regardless of the
duration to maturity or repricing of specific assets and liabilities. These assumptions are inherently uncertain, and
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as a result, the model cannot precisely predict the effect of changes in interest rates on our net interest income. Actual results may differ from
simulated results due to the timing, magnitude and frequency of interest rate changes and changes in market conditions and management
strategies.

        The results of the income simulation model as of December 31, 2003 and 2002 indicated that an upward shift of interest rates by 200 basis
points over a twelve-month period would result in a reduction in projected net interest income of 7.83% and 6.56%, respectively. We also
simulate a 200 basis point rate reduction over a twelve-month period, however, in the simulation we do not reduce rates below 0%. This
modified simulation results in a decrease in projected net interest income of 11.42% and 14.20% at December 31, 2003 and 2002, respectively.

        We also use gap analysis as a secondary tool to manage our interest rate sensitivity. Gap analysis involves measurement of the difference in
asset and liability repricing on a cumulative basis within a specified time frame. A positive gap indicates that more interest-earning assets than
interest-bearing liabilities mature in a time frame, and a negative gap indicates the opposite. By seeking to minimize the net amount of assets and
liabilities that could reprice in the same time frame, we attempt to reduce the risk of significant adverse effects on net interest income caused by
interest rate changes. As shown in the cumulative gap position in the table presented below, at December 31, 2003, interest-bearing liabilities
repriced faster than interest-earning assets in the short term, as has been typical for us. Generally speaking, during a period of falling interest
rates, net interest income would be higher than it would have been until interest rates stabilize. During a period of rising interest rates, net
interest income would be lower until interest rates stabilize. However, at the current absolute level of interest rates, lower interest rates may also
lead to lower net interest income due to a diminished ability to lower the rates paid on interest-bearing liabilities, including certain client funds,
as rates approach zero. Other important determinants of net interest income are rate levels, balance sheet growth and mix, and interest rate
spreads.
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         The following table presents the repricing schedule for our interest-earning assets and interest-bearing liabilities at December 31, 2003
(Dollars in thousands):

Within
Three
Months

Three
To Six
Months

Six
To Twelve
Months

One
Year to

Five Years
Over Five
Years Total

Interest-earning assets(1)
Investment securities(2) $ 4,352,805 $ 450,629 $ 734,110 $ 2,668,825 $ 397,878 $ 8,604,247
Loans�variable rate 199,618 � � � � 199,618
Loans�fixed rate � � � 12 � 12

Total interest-earning
assets 4,552,423 450,629 734,110 2,668,837 397,878 8,803,877

Interest-bearing liabilities:
Savings accounts 3,582,146 � � 50,768 � 3,632,914
Interest rate contracts (1,090,000) 90,000 180,000 820,000 � �
Securities sold under
repurchase agreements 2,858,001 � � 400,000 � 3,258,001
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Within
Three
Months

Three
To Six
Months

Six
To Twelve
Months

One
Year to

Five Years
Over Five
Years Total

Short-term borrowings 948,087 � � 150,000 � 1,098,087
Junior subordinated
debentures � � � 24,774 � 24,774

Total interest-bearing
liabilities 6,298,234 90,000 180,000 1,445,542 � 8,013,776

Net interest sensitivity
gap during the period $ (1,745,811) $ 360,629 $ 554,110 $ 1,223,295 $ 397,878 $ 790,101

Cumulative gap $ (1,745,811) $ (1,385,182) $ (831,072) $ 392,223 $ 790,101

Interest-sensitive assets as a
percent of interest-sensitive
liabilities (cumulative) 72.28% 78.32% 87.35% 104.89% 109.86%

Interest-sensitive assets as a
percent of total assets
(cumulative) 49.35% 54.24% 62.19% 91.13% 95.44%

Net interest sensitivity gap as
a percent of total assets (18.93)% 3.91% 6.01% 13.26% 4.31%

Cumulative gap as a percent
of total assets (18.93)% (15.02)% (9.01)% 4.25% 8.57%

(1)
Adjustable rate assets are included in the period in which interest rates are next scheduled to adjust rather than in the period in which
they are due. Fixed-rate loans are included in the period in which they are scheduled to be repaid.

(2)
Mortgage-backed securities are included in the pricing category that corresponds with the earlier of their first repricing date or
principal paydown schedule generated from industry sourced prepayment projections.
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Liquidity

        Liquidity represents the ability of an institution to meet present and future financial obligations through either the sale or maturity of
existing assets or the acquisition of additional funds through liability management. For a financial institution such as ours, these obligations arise
from the withdrawals of deposits and the payment of operating expenses.
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        Our primary sources of liquidity include cash and cash equivalents, Federal Funds sold, Federal Reserve Discount Window, new deposits,
short-term borrowings, interest and principal payments on securities held to maturity and available for sale, and fees collected from asset
administration clients. As a result of our management of liquid assets and the ability to generate liquidity through liability funds, management
believes that we maintain overall liquidity sufficient to meet our depositors' needs, to satisfy our operating requirements and to fund the payment
of an anticipated annual cash dividend of $0.07 per share for 2004 (approximately $4.6 million based upon 65,436,788 shares outstanding as of
December 31, 2003).

        Our ability to pay dividends on Common Stock may depend on the receipt of dividends from the Bank. Any dividend payments by the
Bank are subject to certain restrictions imposed by the Massachusetts Commissioner of Banks. During all periods presented in this report, the
Company did not require dividends from the Bank in order to fund the Company's own dividends. In addition, we may not pay dividends on our
Common Stock if we are in default under certain agreements entered into in connection with the sale of our Capital Securities. The Capital
Securities were issued by ICTI, a Delaware statutory business trust sponsored by us, and qualify as Tier 1 capital under the capital guidelines of
the Federal Reserve.

        We have informal borrowing arrangements with various counterparties. Each counterparty has agreed to make funds available to us at the
Federal Funds overnight rate. The aggregate amount of these borrowing arrangements as of December 31, 2003 was $2.4 billion. Each bank may
terminate its arrangement at any time and is under no contractual obligation to provide us with requested funding. Our borrowings under these
arrangements are typically on an overnight basis. We cannot be certain, however, that such funding will be available. Lack of availability of
liquid funds could have a material adverse impact on our operations.

        We also have Master Repurchase Agreements in place with various counterparties. Each broker has agreed to make funds available to us at
various rates in exchange for collateral consisting of marketable securities. The aggregate amount of these borrowing arrangements at
December 31, 2003 was $3.9 billion.

        We also have a borrowing arrangement with the FHLBB. We may borrow amounts determined by prescribed collateral levels and the
amount of FHLBB stock we hold. We are required to hold FHLBB stock equal to no less than (i) 1% of our outstanding residential mortgage
loan principal (including mortgage pool securities), (ii) 0.3% of total assets, or (iii) total advances from the FHLBB, divided by a leverage factor
of 20. The aggregate amount of borrowing available to us under this arrangement at December 31, 2003 was approximately $1.3 billion. The
amount outstanding under this arrangement at December 31, 2003 was $0.4 billion.

        The FHLBB is implementing a new capital structure and stock-investment rules to comply with the Gramm-Leach-Bliley Act of 1999 and
regulations that were subsequently promulgated in 2001 by the FHLBB's regulator, the Federal Housing Finance Board. The Bank's capital stock
investment in the FHLBB will remain at its current level of $50 million under the new capital plan which takes effect on April 19, 2004. FHLBB
capital stock investments require a five-year advance notice of withdrawal under the new capital plan. Under the new capital plan, our
$50 million stock investment in the FHLBB will provide a borrowing capacity of approximately $555 million.
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        The following table details our contractual obligations as of December 31, 2003 (Dollars in thousands):

Payments due by period

Total
Less than 1

year
1-3
years

4-5
years

More than
5 years

Contractual obligations
Debt obligations $ 1,098,087 $ 948,087 $ 150,000 $ � $ �
Repurchase agreements 3,258,001 2,858,001 250,000 150,000 �
Mandatorily redeemable, preferred
securities of subsidiary trust(1) 24,000 � � 24,000 �
Operating lease obligations 157,544 36,069 58,823 32,573 30,079

Total $ 4,537,632 $ 3,842,157 $ 458,823 $ 206,573 $ 30,079
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(1)
These securities ultimately mature in 2027, however, we have the right to redeem the securities as early as 2007.

Payments due by period

Total
Less than 1

year
1-3
years

4-5
years

More than
5 years

Other commitments
Unused commitments to lend $ 759,483 $ 623,966 $ 135,517 $ � $ �
Interest rate swaps (notional amount) 1,180,000 360,000 820,000 � �
Fixed price purchase contracts 792,072 792,072 � � �
Other 26,465 13,037 13,428 � �

Total $ 2,758,020 $ 1,789,075 $ 968,945 $ � $ �

        Included in the Other commitments line described above are contracts in which we are obligated to utilize the data processing services of
Electronic Data Systems ("EDS") and SEI Investments Company ("SEI") through December 31, 2005. The commitment to pay for services
provided is volume driven. The commitment to pay for these services is based upon transaction volumes and includes inflationary price clauses.
To estimate our future contractual obligations for these commitments, we assumed transaction volumes would remain consistent with 2003
volumes and increased the amount by 3% each year.

Capital Resources

        Historically, we have financed our operations principally through internally generated cash flows. We incur capital expenditures for
furniture, fixtures, capitalized software and miscellaneous equipment needs. We lease microcomputers through operating leases. Capital
expenditures have been incurred and leases entered into on an as-required basis, primarily to meet our growing operating needs. As a result, our
capital expenditures were $29.5 million and $48.6 million for the years ended December 31, 2003 and 2002, respectively. For the year ended
December 31, 2003, capital expenditures were comprised of approximately $15.7 million in capitalized software and projects in process,
$7.4 million in fixed assets, and $6.4 million in leasehold improvements. For the year ended December 31, 2002, capital expenditures were
comprised of approximately $31.6 million in capitalized software and projects in process, $14.0 million in fixed assets, and $3.0 million in
leasehold improvements.

        Stockholders' equity at December 31, 2003 was $540.8 million, up 22%, from 2002, primarily due to net income growth in 2003. The ratio
of average stockholders' equity to average assets decreased to 5.9% at December 31, 2003 from 6.4% at December 31, 2002, primarily due to
asset growth in
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investment securities funded by increases in securities purchased under resale agreements and customer deposits.

        The FRB has adopted a system using internationally consistent risk-based capital adequacy guidelines to evaluate the capital adequacy of
banks and bank holding companies. Under the risk-based capital guidelines, different categories of assets are assigned different risk weights,
based generally upon the perceived credit risk of the asset. These risk weights are multiplied by corresponding asset balances to determine a
"risk-weighted" asset base. Certain off-balance sheet items are added to the risk-weighted asset base by converting them to a balance sheet
equivalent and assigning them the appropriate risk weight.

        FRB and FDIC guidelines require that banking organizations have a minimum ratio of total capital to risk-adjusted assets and off-balance
sheet items of 8.0%. Total capital is defined as the sum of "Tier 1" and "Tier 2" capital elements, with at least half of the total capital required to
be Tier 1. Tier 1 capital includes, with certain restrictions, the sum of common stockholders' equity, noncumulative perpetual preferred stock, a
limited amount of cumulative perpetual preferred stock, and minority interests in consolidated subsidiaries, less certain intangible assets. Tier 2
capital includes, with certain limitations, subordinated debt meeting certain requirements, intermediate-term preferred stock, certain hybrid
capital instruments, certain forms of perpetual preferred stock, as well as maturing capital instruments and general allowances for loan losses.
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Our Total and Tier 1 capital ratios at December 31, 2003 were each 17.79%, which are in excess of minimum requirements. The Bank's Total
and Tier 1 capital ratios at December 31, 2003 were 17.60% and 17.59%, respectively, which are in excess of minimum requirements.

        In addition to the risk-based capital guidelines, the FRB and the FDIC use a "Leverage Ratio" as an additional tool to evaluate capital
adequacy. The Leverage Ratio is defined to be a company's Tier 1 capital divided by its adjusted average total assets. The Leverage Ratio
adopted by the federal banking agencies requires a ratio of 3.0% Tier 1 capital to adjusted average total assets for top-rated banking institutions.
All other banking institutions are expected to maintain a Leverage Ratio of 4.0% to 5.0%. The computation of the risk-based capital ratios and
the Leverage Ratio requires that the capital of Investors Financial and that of Investors Bank be reduced by most intangible assets. Our Leverage
Ratio at December 31, 2003 was 5.41%, which is in excess of regulatory minimums. Investors Bank's Leverage Ratio at December 31, 2003 was
5.35%, which is also in excess of regulatory minimums. See "Business�Regulation and Supervision" section for additional information.

ITEM 7a.    QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

        The information required by this item is contained in the "Market Risk" section in the "Management's Discussion and Analysis of Financial
Condition and Results of Operations," as part of this Report.

ITEM 8.    FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

        The information required by this item is contained in the financial statements and schedules set forth in Item 15(a) under the captions
"Consolidated Financial Statements" and "Financial Statement Schedules" as a part of this Report.

ITEM 9.    CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

        There have been no changes in or disagreements with accountants on accounting or financial disclosure matters during the Company's two
most recent fiscal years.
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ITEM 9a.    CONTROLS AND PROCEDURES.

        As of December 31, 2003, we evaluated the effectiveness of the design and operation of our disclosure controls and procedures. Our
disclosure controls and procedures are the controls and other procedures that we designed to ensure that we record, process, summarize and
report in a timely manner the information we must disclose in reports that we file or submit to the Securities and Exchange Commission. Kevin
J. Sheehan, our Chairman and Chief Executive Officer, and John N. Spinney, Jr., our Senior Vice President and Chief Financial Officer,
reviewed and participated in this evaluation. Based on this evaluation, Messrs. Sheehan and Spinney concluded that, as of December 31, 2003,
our disclosure controls were effective.

        As a result of the evaluation completed by us, and in which Messrs. Sheehan and Spinney participated, we have concluded that no changes
occurred during our fiscal quarter ended December 31, 2003 in our internal controls over financial reporting, which changes have materially
affected, or are reasonably likely to affect, our internal controls over financial reporting.

PART III

ITEM 10.    DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

        The information required under this item is incorporated herein by reference to the information in the sections entitled "Directors and
Executive Officers," "Election of Directors" and "Compensation and Other Information Concerning Directors and Executive Officers" contained
in our definitive proxy statement pursuant to Regulation 14A, which proxy statement will be filed with the Securities and Exchange Commission
not later than 120 days after the close of our fiscal year ended December 31, 2003.
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ITEM 11.    EXECUTIVE COMPENSATION.

        The information required under this item is incorporated herein by reference to the information in the section entitled "Compensation and
Other Information Concerning Directors and Officers" contained in our definitive proxy statement pursuant to Regulation 14A, which proxy
statement will be filed with the Securities and Exchange Commission not later than 120 days after the close of our fiscal year ended
December 31, 2003.

ITEM 12.    SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

        The information required under this item is incorporated herein by reference to the information in the section entitled "Management and
Principal Holders of Voting Securities" contained in our definitive proxy statement pursuant to Regulation 14A, which proxy statement will be
filed with the Securities and Exchange Commission not later than 120 days after the close of our fiscal year ended December 31, 2003.

ITEM 13.    CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

        The information required under this item is incorporated herein by reference to the information in the section entitled "Certain
Relationships and Related Transactions" contained in our definitive proxy statement pursuant to Regulation 14A, which proxy statement will be
filed with the Securities and Exchange Commission not later than 120 days after the close of our fiscal year ended December 31, 2003.

ITEM 14.    PRINCIPAL ACCOUNTANT FEES AND SERVICES.

        The information required under this item is incorporated herein by reference to the information in the section entitled "Ratification of
Selection of Auditors" contained in our definitive proxy statement pursuant to Regulation 14A, which proxy statement will be filed with the
Securities and Exchange Commission not later than 120 days after the close of our fiscal year ended December 31, 2003.
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ITEM 15.    EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K.

(a)
1.  Consolidated Financial Statements.

For the following consolidated financial information included herein, see Index on Page F-1:
Report of Management to Stockholders.
Independent Accountants' Report.
Independent Auditors' Report.
Consolidated Balance Sheets as of December 31, 2003 and December 31, 2002.
Consolidated Statements of Income and Comprehensive Income for the Years Ended
December 31, 2003, 2002 and 2001.
Consolidated Statements of Stockholders' Equity for the Years Ended December 31, 2003,
2002 and 2001.
Consolidated Statements of Cash Flows for the Years Ended December 31, 2003, 2002 and
2001.
Notes to Consolidated Financial Statements.
2.  Financial Statement Schedules.
None.
3.  List of Exhibits.

Exhibit
No. Description

3.1(14) Certificate of Incorporation of the Company
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Exhibit
No. Description

3.2(9) Certificate of Amendment of Certificate of Incorporation of the Company
3.3(13) Certificate of Amendment of Certificate of Incorporation of the Company
3.4(16) Certificate of Amendment of Certificate of Incorporation of the Company
3.5(14) Amended and Restated Bylaws of the Company
4.1(14) Specimen certificate representing the Common Stock of the Company
4.2(14) Stockholder Rights Plan
4.3(6) Amendment No.1 to Stockholder Rights Plan
4.4(10) Amendment No.2 to Stockholder Rights Plan
10.1(15)* Amended and Restated 1995 Stock Plan
10.2(15) Amended and Restated 1995 Non-Employee Director Stock Option Plan
10.3(14) Information Technology Services Contract between the Company and Electronic Data

Systems, Inc. dated September 20,1995
10.4(1) Lease Agreement between the Company and John Hancock Mutual Life Insurance

Company, dated November 13, 1995, for the premises located at 200 Clarendon Street,
Boston, Massachusetts

10.5(2)* 1997 Employee Stock Purchase Plan
10.6(2) Amended and Restated Declaration of Trust among the Company and the Trustees

named therein, dated January 31, 1997
10.7(2) Purchase Agreement among the Company, Investors Capital Trust I and Keefe, Bruyette

& Woods, Inc., dated January 30, 1997 (Included in Exhibit 10.6)
10.8(2) Indenture between the Company and The Bank of New York, dated January 31, 1997
10.9(2) Registration Rights Agreement, among the Company, Investors Capital Trust I and

Keefe, Bruyette & Woods, Inc., dated January 31, 1997
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10.10(2) Common Securities Guarantee Agreement by the Company as Guarantor, dated January
31, 1997

10.11(2) Capital Securities Guarantee Agreement between the Company as Guarantor and The
Bank of New York as Capital Securities Guarantee Trustee, dated January 31, 1997

10.14(8) Stock Purchase Agreement, dated as of March 19, 1999, by and between the Company
and Oakmont Corporation

10.15(11) Asset Purchase Agreement between the Company and The Chase Manhattan Bank dated
as of November 28, 2000

10.16(12) First Amendment, effective January 1, 2000 to Information Technology Services
Contract between the Company and Electronic Data Systems, Inc. dated
September 20, 1995

10.17(12)* Amended and Restated Employment Agreement between the Company and Kevin
Sheehan

10.18(12)* Change of Control Employment Agreement between the Company and Kevin Sheehan
10.19(12)* Amended and Restated Employment Agreement between the Company and Michael

Rogers
10.20(12)* Change of Control Employment Agreement between the Company and Michael Rogers
10.21(12)* Amended and Restated Employment Agreement between the Company and Edmund

Maroney
10.22(12)* Change of Control Employment Agreement between the Company and Edmund

Maroney
10.23(12)* Amended and Restated Employment Agreement between the Company and Robert

Mancuso
10.24(12)* Change of Control Employment Agreement between the Company and Robert Mancuso
10.25(12)* Amended and Restated Employment Agreement between the Company and John Henry
10.26(12)* Change of Control Employment Agreement between the Company and John Henry
10.27(14)* Change of Control Employment Agreement between the Company and John N. Spinney,

Jr.
10.28(15)* Employment Agreement between the Company and John N. Spinney, Jr.
21.1 Subsidiaries of the Company
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23.1 Consent of Deloitte & Touche LLP
24.1 Power of Attorney (See Power of Attorney and Signature Page of this Report)
31.1 Certificate of Kevin J. Sheehan, Chief Executive Officer
31.2 Certificate of John N. Spinney, Jr., Chief Financial Officer
32.1 Certification of Kevin J. Sheehan, Chief Executive Officer, and John N. Spinney, Jr.,

Chief Financial Officer, pursuant to 18 U.S.C. Section 1350, as adopted, pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

(1)
Previously filed as an exhibit to Form 10-K for the fiscal year ended October 31, 1995.
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(2)
Previously filed as an exhibit to Form 10-K for the fiscal year ended December 31, 1996 (File No. 000-26996).

(3)
Previously filed as an exhibit to Form 10-K for the fiscal year ended December 31, 1997.

(4)
Previously filed as an exhibit to Form 10-K for the fiscal year ended December 31, 1998.

(5)
Previously filed as an exhibit to the Company's Registration Statement on Form S-3 (File No. 333-58031)

(6)
Previously filed as an exhibit to Form 10-Q for the fiscal quarter ended June 30, 1998.

(7)
Previously filed as an exhibit to the Company's Current Report on Form 8-K filed with the Commission on August 19, 1998.

(8)
Previously filed as an exhibit to the Company's Current Report on Form 8-K filed with the Commission on March 31, 1999.

(9)
Previously filed as an exhibit to Form 10-Q for the fiscal quarter ended March 31, 2000.

(10)
Previously filed as an Exhibit to the Company's Current Report on Form 8-K filed with the Commission on September 25, 2000.

(11)
Previously filed as an exhibit to the Company's Current Report on Form 8-K filed with the Commission on December 6, 2000.

(12)
Previously filed as an exhibit to Form 10-K for the fiscal year ended December 31, 2000.

(13)
Previously filed as an exhibit to the Company's Registration Statement on Form S-8 filed with the Commission on November 5, 2001
(File No. 333-72786).

(14)
Previously filed as an exhibit to Form 10-K for the fiscal year ended December 31, 2001.

(15)
Previously filed as an exhibit to Form 10-K for the fiscal year ended December 31, 2002.

(16)
Previously filed as an exhibit to Form 10-Q for the fiscal quarter ended June 30, 2003.
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*
Indicates a management contract or a compensatory plan, contract or arrangement.

(b)
Reports on Form 8-K.

        A Form 8-K was furnished to the Securities and Exchange Commission on October 20, 2003 furnishing information pursuant to Item 9
(Regulation FD) relating to a press release issued by Investors Financial Services Corp. on the same date.

        A Form 8-K was furnished to the Securities and Exchange Commission on October 15, 2003 furnishing information pursuant to Item 12
(Results of Operation and Financial Condition) relating to the press release of Investors Financial Services Corp.'s financial results for the fiscal
quarter ended September 30, 2003.

(c)
Exhibits.

        The Company hereby files as part of this Form 10-K the exhibits listed in Item 15(a)(3) above. Exhibits which are incorporated herein by
reference can be inspected and copied at the public reference facilities maintained by the Securities and Exchange Commission, 450 Fifth Street,
N.W., Room 1024, Washington, D.C.

(d)
Financial Statement Schedules.

        None.
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SIGNATURES

        Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized, in Boston, Massachusetts on the 20th day of February, 2004.

INVESTORS FINANCIAL SERVICES CORP.

By: /s/  KEVIN J. SHEEHAN      

Kevin J. Sheehan
Chief Executive Officer and
Chairman of the Board

POWER OF ATTORNEY AND SIGNATURES

        We, the undersigned officers and directors of Investors Financial Services Corp., hereby severally constitute and appoint Kevin J. Sheehan
and Michael F. Rogers, and each of them singly, our true and lawful attorneys, with full power to them and each of them singly, to sign for us in
our names in the capacities indicated below, all amendments to this report, and generally to do all things in our names and on our behalf in such
capacities to enable Investors Financial Services Corp. to comply with the provisions of the Securities Exchange Act of 1934, as amended, and
all requirements of the Securities and Exchange Commission.

        Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been signed by the following persons in
the capacities indicated on the 20th day of February, 2004.

Signature Title(s)
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Signature Title(s)

/s/  KEVIN J. SHEEHAN      

Kevin J. Sheehan

Chief Executive Officer and Chairman of the Board (Principal
Executive Officer); Director

/s/  MICHAEL F. ROGERS      

Michael F. Rogers
President

/s/  JOHN N. SPINNEY, JR.      

John N. Spinney, Jr.

Senior Vice President and Chief Financial Officer (Principal Financial
Officer and Principal Accounting Officer)

/s/  ROBERT B. FRASER      

Robert B. Fraser
Director

/s/  DONALD G. FRIEDL      

Donald G. Friedl
Director
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/s/  JAMES M. OATES      

James M. Oates
Director

/s/  PHYLLIS S. SWERSKY      

Phyllis S. Swersky
Director

/s/  THOMAS P. MCDERMOTT      

Thomas P. McDermott
Director

/s/  FRANK B. CONDON, JR.      

Frank B. Condon, Jr.
Director
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INVESTORS FINANCIAL SERVICES CORP.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Page

Report of Management to Stockholders F-2

Independent Accountants' Report F-4
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Page

Independent Auditors' Report F-5

Consolidated Balance Sheets as of December 31, 2003 and December 31, 2002 F-6

Consolidated Statements of Income and Comprehensive Income for the Years Ended December 31,
2003, 2002 and 2001 F-7

Consolidated Statements of Stockholders' Equity for the Years Ended December 31, 2003, 2002 and
2001 F-8

Consolidated Statements of Cash Flows for the Years Ended December 31, 2003, 2002 and 2001 F-9

Notes to Consolidated Financial Statements F-10
F-1

REPORT OF MANAGEMENT TO STOCKHOLDERS

February 20, 2004

To the Stockholders:

Financial Statements

        The management of Investors Bank & Trust Company ("the Bank") is responsible for the preparation, integrity, and fair presentation of its
published financial statements and all other information presented in the Consolidated Financial Statements of Investors Financial Services
Corp. (the "Company") contained in this Report. The financial statements of the Bank have been prepared in accordance with accounting
principles generally accepted in the United States of America and, as such, include amounts based on informed judgments and estimates made
by management.

Internal Control

        Management is responsible for establishing and maintaining effective internal control over financial reporting, including safeguarding of
assets, for financial presentations in conformity with both accounting principles generally accepted in the United States of America and the
Federal Financial Institutions Examination Council Instructions for Consolidated Reports of Condition and Income for Schedules RC, RI, and
RI-A ("Call Report Instructions"). The internal control contains monitoring mechanisms, and actions are taken to correct deficiencies identified.

        There are inherent limitations in the effectiveness of any internal control, including the possibility of human error and the circumvention or
overriding of controls. Accordingly, even effective internal control can provide only reasonable assurance with respect to financial statement
preparation. Further, because of changes in conditions, the effectiveness of internal control may vary over time.

        Management assessed the institution's internal control over financial reporting, including safeguarding of assets, for financial presentations
in conformity with both accounting principles generally accepted in the United States of America and Call Report Instructions as of
December 31, 2003. This assessment was based on criteria for effective internal control over financial reporting, including safeguarding of
assets, described in "Internal Control�Integrated Framework" issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on this assessment, management believes that the Bank maintained effective internal control over financial reporting,
including safeguarding of assets, presented in conformity with both accounting principles generally accepted in the United States of America and
Call Report Instructions as of December 31, 2003.

        The Audit Committee of the Board of Directors is comprised entirely of outside directors who are independent of the Bank's management;
it includes members with banking or related management experience, has access to its own outside counsel, and does not include any large
customers of the institution. The Audit Committee is responsible for recommending to the Board of Directors the selection of independent
auditors. It meets periodically with management, the independent auditors, and the internal auditors to ensure that they are carrying out their
responsibilities. The Committee is also responsible for performing an oversight role by reviewing and monitoring the financial, accounting and
auditing procedures of the Bank in addition to reviewing the Bank's financial reports. The independent auditors and the internal auditors have
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full and free access to the Audit Committee, with or without the presence of management, to discuss the adequacy of internal control over
financial reporting and any other matters which they believe should be brought to the attention of the Committee.

F-2

Compliance With Laws and Regulations

        Management is also responsible for ensuring compliance with the federal laws and regulations concerning loans to insiders and the federal
and state laws and regulations concerning dividend restrictions, both of which are designated by the Federal Deposit Insurance Corporation
("FDIC") as safety and soundness laws and regulations.

        Management assessed its compliance with the designated safety and soundness laws and regulations and has maintained records of its
determinations and assessments as required by the FDIC. Based on this assessment, management believes that the Bank has complied, in all
material respects, with the designated safety and soundness laws and regulations for the year ended December 31, 2003.

/s/  KEVIN J. SHEEHAN      

Kevin J. Sheehan
Chairman and Chief Executive Officer

/s/  JOHN N. SPINNEY, JR.      

John N. Spinney, Jr.
Senior Vice President and
Chief Financial Officer

F-3

INDEPENDENT ACCOUNTANTS' REPORT

To the Audit Committee
Investors Bank & Trust Company
200 Clarendon Street
Boston, Massachusetts 02116

        We have examined management's assertion, included in the accompanying Report of Management to Stockholders, that Investors Bank &
Trust Company (the "Bank") maintained effective internal control over financial reporting, including safeguarding of assets, presented in
conformity with both accounting principles generally accepted in the United States of America and the Federal Financial Institutions
Examination Council Instructions for Consolidated Reports of Condition and Income for Schedules RC, RI, and RI-A (the "Call Report
Instructions") as of December 31, 2003 based on the criteria established in "Internal Control�Integrated Framework" issued by the Committee of
Sponsoring Organizations of the Treadway Commission (the "COSO" report). Management is responsible for maintaining effective internal
control over financial reporting. Our responsibility is to express an opinion on management's assertion based on our examination.

        Our examination was conducted in accordance with attestation standards established by the American Institute of Certified Public
Accountants and, accordingly, included obtaining an understanding of internal control over financial reporting, testing, and evaluating the design
and operating effectiveness of the internal control, and performing such other procedures as we considered necessary in the circumstances. We
believe that our examination provides a reasonable basis for our opinion.

        Because of inherent limitations in any internal control, misstatements due to error or fraud may occur and not be detected. Also, projections
of any evaluation of internal control over financial reporting to future periods are subject to the risk that the internal control may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.
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        In our opinion, management's assertion that the Bank maintained effective internal control over financial reporting, including safeguarding
of assets, presented in conformity with both accounting principles generally accepted in the United States of America and the Call Report
Instructions as of December 31, 2003, is fairly stated, in all material respects, based on the criteria established in the COSO report.

DELOITTE & TOUCHE LLP
Boston, Massachusetts

February 20, 2004

F-4

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders
of Investors Financial Services Corp.:

        We have audited the accompanying consolidated balance sheets of Investors Financial Services Corp. and subsidiaries (collectively the
"Company") as of December 31, 2003 and 2002, and the related consolidated statements of income and comprehensive income, stockholders'
equity, and cash flows for each of the three years in the period ended December 31, 2003. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on our audits.

        We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

        In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the Company at
December 31, 2003 and 2002, and the results of its operations and its cash flows for each of the three years in the period ended December 31,
2003 in conformity with accounting principles generally accepted in the United States of America.

        As discussed in Note 2 to the consolidated financial statements, effective January 1, 2001, the Company adopted the provisions of
Statement of Financial Accounting Standards No. 133, "Accounting for Derivative Instruments and Hedging Activities," effective January 1,
2002, the Company adopted the provisions of Statement of Financial Accounting Standards No. 142, "Goodwill and Other Intangible Assets"
and effective October 1, 2003, the Company adopted the provisions of FASB Interpretation No. 46, "Consolidation of Variable Interest Entities,
an Interpretation of Accounting Research Bulletin ("ARB") 51."

DELOITTE & TOUCHE LLP
Boston, Massachusetts

February 20, 2004

F-5

INVESTORS FINANCIAL SERVICES CORP.

CONSOLIDATED BALANCE SHEETS

December 31, 2003 and 2002

(Dollars in thousands, except per share data)

December 31,
2003

December 31,
2002
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ASSETS

Cash and due from banks $ 39,689 $ 14,568
Securities held to maturity (fair value of $4,308,578 and $3,460,754 at December 31, 2003
and 2002, respectively) (Note 4) 4,307,610 3,438,689
Securities available for sale (Note 4) 4,296,637 3,272,465
Nonmarketable equity securities (Note 4) 50,000 50,000
Loans, less allowance for loan losses of $100 at December 31, 2003 and 2002 (Note 5) 199,530 143,737
Accrued interest and fees receivable 72,816 67,261
Equipment and leasehold improvements, less accumulated depreciation of $47,683 and
$25,402 at December 31, 2003 and 2002, respectively (Note 6) 76,420 74,869
Goodwill (Note 3) 79,969 79,969
Other assets 101,901 73,916

TOTAL ASSETS $ 9,224,572 $ 7,215,474

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES:
Deposits:
Demand $ 334,823 $ 384,461
Savings 3,682,295 2,858,457
Time (Note 7) 190,000 90,000

Total deposits 4,207,118 3,332,918

Securities sold under repurchase agreements (Note 8) 3,258,001 2,301,974

Short-term and other borrowings (Note 9) 1,098,087 741,107
Due to brokers for open trades payable � 286,843
Junior subordinated deferrable interest debentures (Note 11) 24,774 �
Other liabilities 95,757 85,676

Total liabilities 8,683,737 6,748,518

Commitments and contingencies (Note 17)

Company-obligated, mandatorily redeemable, preferred securities of subsidiary trust holding
solely junior subordinated deferrable interest debentures of the Company (Note 11) � 24,000

STOCKHOLDERS' EQUITY:
Preferred stock, par value $0.01 (shares authorized: 1,000,000; issued and outstanding: none
in 2003 and in 2002) � �
Common stock, par value $0.01 (shares authorized: 100,000,000 in 2003 and in 2002; issued
and outstanding: 65,436,788 and 64,775,042 in 2003 and 2002, respectively) 655 648
Surplus 242,662 233,337
Deferred compensation (1,076) (1,599)
Retained earnings 286,138 198,282
Accumulated other comprehensive income, net 13,006 12,288
Treasury stock, at cost (26,508 and 10,814 shares in 2003 and 2002, respectively) (550) �

Total stockholders' equity 540,835 442,956

Edgar Filing: INVESTORS FINANCIAL SERVICES CORP - Form 10-K

54



December 31,
2003

December 31,
2002

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 9,224,572 $ 7,215,474

See Notes to Consolidated Financial Statements.

F-6

INVESTORS FINANCIAL SERVICES CORP.

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

Years Ended December 31, 2003, 2002 and 2001

(Dollars in thousands, except per share data)

December 31,
2003

December 31,
2002

December 31,
2001

OPERATING REVENUE:
Interest income:
Federal Funds sold and securities purchased under resale
agreements $ 326 $ 740 $ 1,602
Investment securities held to maturity and available for sale
(including non-taxable income of $20,477, $17,556 and
$14,266, respectively) 242,160 243,333 244,880
Loans 3,577 3,774 5,572

Total interest income 246,063 247,847 252,054

Interest expense:
Deposits 39,819 42,257 65,338
Short-term and other borrowings 53,361 64,544 79,878

Total interest expense 93,180 106,801 145,216

Net interest income 152,883 141,046 106,838

Noninterest income:
Asset servicing fees (Note 21) 333,586 296,395 251,359
Other operating income 2,607 2,449 3,128

Net operating revenue 489,076 439,890 361,325

OPERATING EXPENSES:
Compensation and benefits 186,932 192,785 164,186
Technology and telecommunications 38,914 42,190 39,194
Transaction processing services 33,299 33,713 28,710
Occupancy 29,218 25,602 17,965
Depreciation and amortization 27,971 16,357 8,404
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December 31,
2003

December 31,
2002

December 31,
2001

Professional fees 11,189 11,829 7,933
Travel and sales promotion 4,822 5,819 5,349
Amortization of goodwill (Note 3) � � 3,559
Other operating expenses 12,576 13,100 13,876

Total operating expenses 344,921 341,395 289,176

INCOME BEFORE INCOME TAXES 144,155 98,495 72,149
Provision for income taxes (Note 10) 52,395 29,549 21,949

NET INCOME $ 91,760 $ 68,946 $ 50,200

BASIC EARNINGS PER SHARE $ 1.41 $ 1.07 $ 0.79

DILUTED EARNINGS PER SHARE $ 1.38 $ 1.04 $ 0.76

COMPREHENSIVE INCOME:
Net income $ 91,760 $ 68,946 $ 50,200
Other comprehensive income (loss) (Note 13):

Cumulative effect of a change in accounting principle � � (3,934)
Net unrealized investment (loss) gain (11,878) 32,100 1,120
Net unrealized derivative instrument gain (loss) 12,019 (9,516) (6,043)
Cumulative translation adjustment 577 � �

Other comprehensive income (loss) 718 22,584 (8,857)

COMPREHENSIVE INCOME $ 92,478 $ 91,530 $ 41,343

See Notes to Consolidated Financial Statements.

F-7

INVESTORS FINANCIAL SERVICES CORP.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Years Ended December 31, 2003, 2002, and 2001

(Dollars in thousands, except per share data)

December 31,
2003

December 31,
2002

December 31,
2001

Common shares
Balance, beginning of year 64,775,042 31,971,404 29,912,711
Exercise of stock options 548,069 490,827 381,896
Common stock issuance 129,371 143,889 1,672,797
Restricted stock issuance � � 4,000
Common stock repurchased (15,694) � �
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December 31,
2003

December 31,
2002

December 31,
2001

Stock dividend, two-for-one split � 32,168,922 �

Balance, end of year 65,436,788 64,775,042 31,971,404

Treasury shares
Balance, beginning of year 10,814 10,814 10,814
Common stock repurchased 15,694 � �

Balance, end of year 26,508 10,814 10,814

Common stock
Balance, beginning of year $ 648 $ 320 $ 299
Exercise of stock options 6 5 5
Common stock issuance 1 1 16
Stock dividend, two-for-one split � 322 �

Balance, end of year $ 655 $ 648 $ 320

Surplus
Balance, beginning of year $ 233,337 $ 222,440 $ 95,007
Exercise of stock options 2,971 2,864 2,131
Tax benefit from stock options 3,008 4,152 4,158
Common stock issuance 3,386 3,881 119,014
Stock option issuance � � 2,130
Stock option forfeiture (40) � �

Balance, end of year $ 242,662 $ 233,337 $ 222,440

Deferred compensation
Balance, beginning of year $ (1,599) $ (2,563) $ (247)
Restricted stock issuance � � (335)
Exercise of stock options � � (13)
Stock option issuance � � (2,130)
Stock option forfeiture 40 � �
Amortization of deferred compensation 483 964 162

Balance, end of year $ (1,076) $ (1,599) $ (2,563)

Retained earnings
Balance, beginning of year $ 198,282 $ 132,877 $ 85,188
Net income 91,760 68,946 50,200
Stock dividend, two-for-one split � (322) �
Cash dividend, $0.06, $0.05 and $0.04 per share in the years ended
December 31, 2003, 2002 and 2001, respectively (3,904) (3,219) (2,511)

Balance, end of year $ 286,138 $ 198,282 $ 132,877

Accumulated other comprehensive income (loss), net
Balance, beginning of year $ 12,288 $ (10,296) $ (1,439)
Cumulative effect of change in accounting principle � � (3,934)
Net unrealized investment (loss) gain (11,878) 32,100 1,120
Net unrealized derivative instrument gain (loss) 11,785 (11,129) (8,149)
Amortization of transition-related adjustment 234 1,613 2,106
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December 31,
2003

December 31,
2002

December 31,
2001

Effect of foreign currency translation 577 � �

Balance, end of year $ 13,006 $ 12,288 $ (10,296)

Treasury stock
Balance, beginning of year $ � $ � $ �
Common stock repurchased (15,694 shares at an average price of
$35.07) (550) � �

Balance, end of year $ (550) $ � $ �

Total Stockholders' Equity $ 540,835 $ 442,956 $ 342,778

See Notes to Consolidated Financial Statements.

F-8

INVESTORS FINANCIAL SERVICES CORP.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2003, 2002 and 2001

(Dollars in thousands)

December 31,
2003

December 31,
2002

December 31,
2001

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 91,760 $ 68,946 $ 50,200

Adjustments to reconcile net income to net cash provided by
operating activities:
Equity in undistributed loss of unconsolidated subsidiary 8 � �
Depreciation and amortization 27,971 16,357 11,963
Amortization of deferred compensation 483 964 162
Amortization of premiums on securities, net of accretion of
discounts 40,231 10,474 255
Deferred income taxes 5,651 3,972 (245)
Changes in assets and liabilities:
Accrued interest and fees receivable (5,555) (7,510) (11,748)
Other assets (29,878) (25,618) (25,329)
Other liabilities 27,316 (6,935) 30,248

Net cash provided by operating activities 157,987 60,650 55,506

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from paydowns/maturities of securities available for sale 1,608,656 699,980 420,138
Proceeds from paydowns/maturities of securities held to maturity 1,902,187 2,212,594 1,193,524
Purchases of securities available for sale (2,666,066) (2,020,022) (865,218)
Purchases of securities held to maturity (2,794,414) (2,520,097) (2,432,570)
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December 31,
2003

December 31,
2002

December 31,
2001

Purchase of nonmarketable equity securities � � (35,000)
Net decrease in due to brokers for open trades payable (286,843) � �
Net decrease in Federal Funds sold and repurchase agreements � � 450,000
Net (increase) decrease in loans (55,793) 88,376 (102,844)
Purchase of business � � (49,434)
Purchases of equipment and leasehold improvements (29,495) (48,579) (35,908)

Net cash used in investing activities (2,321,768) (1,587,748) (1,457,312)

CASH FLOWS FROM FINANCING ACTIVITIES:
Net (decrease) increase in demand deposits (49,638) (122,606) 144,121
Net increase (decrease) in time and savings deposits 923,838 1,176,647 (197,128)
Net increase in securities sold under repurchase agreements 956,027 638,662 411,587
Net increase (decrease) in short-term and other borrowings 356,980 (169,174) 910,035
Proceeds from exercise of stock options 2,977 2,869 2,123
Proceeds from issuance of common stock 3,387 3,882 119,030
Common stock repurchase (550) � �
Cost of issuance of restricted stock � � (335)
Repurchase of company-obligated, mandatorily redeemable,
preferred securities of subsidiary trust � (1,000) �
Dividends paid to stockholders (3,904) (3,219) (2,511)

Net cash provided by financing activities 2,189,117 1,526,061 1,386,922

Effect of exchange rates on changes in cash (215) � �
NET INCREASE (DECREASE) IN CASH AND DUE FROM
BANKS 25,121 (1,037) (14,884)

CASH AND DUE FROM BANKS, BEGINNING OF YEAR 14,568 15,605 30,489

CASH AND DUE FROM BANKS, END OF YEAR $ 39,689 $ 14,568 $ 15,605

SUPPLEMENTAL DISCLOSURE OF CASH FLOW
INFORMATION:
Cash paid for interest $ 91,858 $ 105,386 $ 146,320

Cash paid for income taxes $ 39,859 $ 24,989 $ 17,829

SCHEDULE OF NON-CASH INVESTING ACTIVITIES
Change in due to brokers for open trades payable $ � $ 286,843 $ �

See Notes to Consolidated Financial Statements.

F-9

INVESTORS FINANCIAL SERVICES CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Years Ended December 31, 2003, 2002 and 2001
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1. DESCRIPTION OF BUSINESS

        Investors Financial Services Corp. ("IFSC") provides asset administration services for the financial services industry through its
wholly-owned subsidiary, Investors Bank & Trust Company (the "Bank"). As used herein, the defined term "the Company" shall mean IFSC
together with the Bank and its domestic and foreign subsidiaries. The Company provides core services and value-added services to a variety of
financial asset managers, including mutual fund complexes, investment advisors, family offices, banks and insurance companies. Core services
include global custody, multicurrency accounting and mutual fund administration. Value-added services include securities lending, foreign
exchange, cash management, performance measurement, institutional transfer agency, investment advisory services, lines of credit, middle
office outsourcing and brokerage and transition management services. The Company is subject to regulation by the Federal Reserve Board of
Governors, the Office of the Commissioner of Banks of the Commonwealth of Massachusetts, the Federal Deposit Insurance Corporation and
the National Association of Securities Dealers, Inc.

        On February 1, 2001, the Company completed the issuance and sale of 1,624,145 shares of Common Stock at $71.62 per share in a public
offering. A portion of the proceeds was used to fund the acquisition of the operations of the advisor custody unit of The Chase Manhattan Bank
N.A. ("Chase"). The remaining proceeds were used for the assumption of the U.S. asset administration unit of Barclays Global Investors, N.A.
and for working capital. These share numbers have not been restated to reflect the two-for-one stock split discussed below.

        On April 23, 2002, the Board of Directors approved a two-for-one stock split in the form of a 100% stock dividend to stockholders of
record as of May 24, 2002. All share numbers have been restated to reflect the two-for-one stock split paid June 14, 2002, where applicable.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

        Basis of Presentation�The consolidated financial statements include the accounts of the Company and its domestic and foreign subsidiaries.
All significant intercompany accounts and transactions have been eliminated.

        The preparation of the consolidated financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

        Certain amounts in the prior years' financial statements have been reclassified to conform to the current year's presentation.

Revenue Recognition

        Asset servicing revenue�The Company recognizes revenue from asset servicing and investment advisory services based on contractual terms
signed by the Company's clients. Generally, revenue is accrued by multiplying average or month-end net assets by contracted rates. Asset
servicing revenue is considered earned daily as transactions are processed or services are provided.

        Value-added services�The Company recognizes revenue from its value-added services, such as foreign exchange, securities lending and cash
management services, based on the specific type of
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transaction processed. Value-added service revenue is considered earned daily as transactions are processed or services are provided.

        Interest income�The Company recognizes and accrues income on its interest-earning assets as earned using a method which approximates
the effective yield.

        Cash and Cash Equivalents�For purposes of reporting cash flows, the Company defines cash and cash equivalents to include cash, due from
banks, and interest-bearing deposits.

        Securities�The Company classifies all equity securities that have readily determinable fair values and all investments in debt securities into
one of three categories. Debt securities that the Company has the positive intent and ability to hold to maturity are classified as held to maturity
and carried at amortized cost. Debt and equity securities that are bought and held principally for the purpose of selling them in the near term are
classified as trading securities and carried at fair value, with unrealized gains and losses included in earnings. All other debt and equity securities
not classified as either held to maturity or trading are classified as available for sale and carried at fair value, with unrealized gains and losses
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excluded from earnings and reported in other comprehensive income.

        Nonmarketable securities consist of stock of the Federal Home Loan Bank of Boston ("FHLBB") and are carried at cost and redeemable at
par value. The Company is required to hold this stock under its borrowing arrangement with the FHLBB.

        The Company's accounting policy for impairment requires recognition of an other than temporary impairment charge on a security if it is
determined that the Company is unable to recover all amounts due under the contractual obligations of the security.

        The specific identification method is used to determine gains and losses on sales of securities. Amortization and accretion of debt securities
purchased at a premium or discount are amortized or accreted into income by a method which approximates the effective yield. Actual
prepayment experience is reviewed periodically and the timing of the accretion and amortization is adjusted accordingly.

        Loans�Interest on loans is credited to income as earned and is accrued only if deemed collectible. Accrual of interest is discontinued when a
loan is over 60 days delinquent or if management believes that collection is not probable. Interest income is recognized after all principal has
been repaid or an improvement in the condition of the loan has occurred that would warrant resumption of interest accruals. Other loan fees and
charges, representing service costs for the prepayment of loans, for the delinquent payments or for miscellaneous loan services, are recorded as
income when collected.

        Equipment, Leasehold Improvements and Capitalized Software Costs�Equipment and leasehold improvements are stated at cost, less
accumulated depreciation and amortization. Depreciation and amortization are provided using the straight-line method over the estimated useful
lives of the assets which range from three to seven years, and for leasehold improvements over the lesser of the useful life or the life of the lease.
For costs incurred to develop computer software for internal use, the Company capitalizes costs incurred during the application and development
stage, which includes costs to design the software configuration and interfaces, coding, installation and testing. Costs incurred during the
preliminary project along with post-implementation stages are expensed as incurred. Capitalized software costs are amortized over the estimated
useful life on the project, which can range from three to five years.

        Long-Lived Assets�Long-lived assets to be held and used by the Company are reviewed on a quarterly basis to determine whether any
events or changes in circumstances indicate that the carrying

F-11

amount of the asset may not be recoverable. For long-lived assets to be held and used, the Company bases its evaluation on such impairment
indicators as the nature of the assets, the further economic benefit of the assets, any historical or future profitability measurements, as well as
other external market conditions or factors that may be present. During the years ended December 31, 2003 and 2002, the Company's analyses
indicated there was no impairment of its long-lived assets.

        Income Taxes�Income tax expense is based on estimated taxes payable or refundable on a tax return basis for the current year and the
changes in deferred tax assets and liabilities during the year. Deferred tax assets and liabilities are established for temporary differences between
the accounting basis and the tax basis of the Company's assets and liabilities at enacted tax rates expected to be in effect when the amounts
related to such temporary differences are realized or settled.

        Translation of Foreign Currencies�The Company translates the financial statements of its foreign operations into U.S. dollars. Where the
functional currency is not in the U.S. dollar, assets and liabilities are translated into U.S. dollars at period-end exchange rates, while income and
expenses are translated using average rates for the period. The resulting translation adjustments are recorded as a component of accumulated
other comprehensive income in stockholders' equity.

        For foreign operations where the functional currency is the U.S. dollar, the financial statements are translated into U.S. dollars using
period-end exchange rates for monetary assets and liabilities, exchange rates in effect on the date of acquisition for premises and equipment (and
related depreciation) and the average exchange rates during the period for income and expenses. The resulting translation adjustments are
recorded in current period income.

        Derivative Financial Instruments�The Company does not purchase derivative financial instruments for trading purposes. Interest rate swap
agreements are matched with specific financial instruments reported on the consolidated balance sheet. All derivatives, whether designated in
hedging relationships or not, are required to be recorded on the balance sheet at fair value. If the derivative is designated as a fair value hedge,
the change in the fair value of the derivative and the item being hedged are recognized in earnings. If the derivative is designated as a cash flow
hedge, the effective portions of changes in the fair value of the derivative are recorded in other comprehensive income ("OCI"). Ineffective
portions of changes in the fair value of the cash flow hedges are recognized in earnings. For derivatives that do not qualify as hedges, changes in
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their fair value are recognized in earnings.

        The adoption of SFAS No. 133 on January 1, 2001, resulted in no cumulative effect-type adjustment to net income. However, the Company
recorded a reduction to OCI of $3.9 million, net of tax, and a corresponding liability for the fair value of the interest rate swaps. The reduction to
OCI and the recognition of the liability are primarily attributable to net unrealized losses on previously designated cash flow hedges. In
conjunction with the adoption, the Company elected to reclassify approximately $402 million of securities from held to maturity to available for
sale, which further reduced OCI, net of tax, by approximately $1.4 million.

        The Company also enters into fixed price purchase contracts that are designed to hedge the variability of the consideration to be paid for the
purchase of investment securities. By entering into these contracts, the Company is fixing the price to be paid at a future date for certain
investment securities. At December 31, 2003 and 2002, the Company had $792.1 million and $432.6 million of fixed price purchase contracts
outstanding to purchase investment securities. The unrealized gain is included within the other assets category on the Company's consolidated
balance sheet.

        The Company enters into foreign exchange contracts with clients and strives to enter into a matched position with another financial
institution. These contracts are subject to market value
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fluctuations in foreign currencies. Gains and losses from such fluctuations are netted and recorded as an adjustment to asset servicing fees.
Unrealized gains or losses resulting from purchases and sales of foreign exchange contracts are included within the respective other assets and
other liabilities categories on the Company's consolidated balance sheet. The foreign exchange contracts have been reduced by balances with the
same counterparty where a master netting agreement exists.

        Securities Sold Under Repurchase Agreements�The Company enters into sales of securities under agreements to repurchase. These
agreements are treated as financings, and the obligations to repurchase securities sold are reflected as a liability in the consolidated balance
sheets. Securities pledged as collateral under agreements to repurchase are reflected as assets in the accompanying consolidated balance sheets.

        Stock-Based Compensation�The Company measures compensation expense for stock-based compensation plans using the intrinsic value
method. The intrinsic value method measures compensation cost as the difference of the option exercise price and the fair market value of the
common stock on the measurement date, which is typically the date of grant. Generally, options granted have an exercise price equivalent to the
fair market value at the measurement date. Accordingly, no compensation cost has been recorded. If stock-based compensation were recognized
using the fair value method, stock options would be valued at grant date using the Black-Scholes valuation model and resulting compensation
costs would have decreased net income as indicated below (Dollars in thousands):

December 31,
2003

December 31,
2002

December 31,
2001

Net income as reported $ 91,760 $ 68,946 $ 50,200
Deduct: Total stock-based employee
compensation expense determined under fair
value based method for all awards, net of related
tax effects (10,529) (12,720) (11,581)

Pro forma net income $ 81,231 $ 56,226 $ 38,619

Earnings per share:
Basic-as reported $ 1.41 $ 1.07 $ 0.79
Basic-pro forma 1.25 0.87 0.61
Diluted-as reported $ 1.38 $ 1.04 $ 0.76
Diluted-pro forma 1.22 0.85 0.59

        The fair value of each option grant was estimated on the date of grant using the Black-Scholes valuation model with the following
assumptions for the years ended December 31, 2003, 2002, and 2001, respectively: an average assumed risk-free interest rate, based on the
five-year Treasury rate, of 2.37%, 2.40%, and 4.05%, an expected life of four years, an average expected volatility of 55.86%, 56.20%, and
55.76%, and average dividend yield of 0.20%, 0.22%, and 0.15%.
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        Earnings Per Share�Basic earnings per share ("EPS") were computed by dividing net income by the weighted-average number of common
shares outstanding during the year. Diluted EPS reflects the potential dilution that could occur if contracts to issue common stock were exercised
into common stock that then shared in the earnings of the Company.
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        Reconciliation from Basic EPS to Diluted EPS is as follows (Dollars in thousands, except per share data):

Income Shares
Per Share
Amount

December 31, 2003
Basic EPS
Income available to common stockholders $ 91,760 65,098,960 $ 1.41
Dilutive effect of common equivalent shares of stock
options � 1,376,502 (0.03)

Diluted EPS $ 91,760 66,475,462 $ 1.38

December 31, 2002
Basic EPS
Income available to common stockholders $ 68,946 64,429,592 $ 1.07
Dilutive effect of common equivalent shares of stock
options � 1,942,102 (0.03)

Diluted EPS $ 68,946 66,371,694 $ 1.04

December 31, 2001
Basic EPS
Income available to common stockholders $ 50,200 63,303,594 $ 0.79
Dilutive effect of common equivalent shares of stock
options � 2,433,124 (0.03)

Diluted EPS $ 50,200 65,736,718 $ 0.76

        There were 3,517,655 option shares which were not considered dilutive for earnings per share calculations for the year ended December 31,
2003.

        Guarantees�On behalf of its clients, the Company lends securities to creditworthy broker-dealers. In certain circumstances, the Company
may indemnify its clients for the fair market value of those securities against a failure of the borrower to return such securities. The Company
requires the borrowers to provide collateral in an amount equal to, or in excess of, 102% of the fair market value of U.S. dollar denominated
securities borrowed and 105% of the fair market value of non-U.S. dollar denominated securities borrowed. The borrowed securities are
revalued daily to determine whether additional collateral is necessary. As guarantor, the Company is required to recognize, at the inception of a
guarantee, a liability for the fair value of the obligation undertaken in issuing the guarantee. The Company measures the fair value of its
indemnification obligation by marking its securities lending portfolio to market on a daily basis and comparing the value of the portfolio to the
collateral holdings position. The fair value of the indemnification obligation to be recorded would be the deficiency of collateral as compared to
the value of the securities out on loan.

        Goodwill�On January 1, 2002, the Company adopted SFAS No. 142,Goodwill and Other Intangible Assets,  which supersedes APB No. 17,
Intangible Assets. SFAS No. 142 addresses how intangible assets that are acquired individually or with a group of other assets (but not those
acquired in a business combination) should be accounted for in financial statements upon their acquisition. This statement also addresses how
goodwill and other intangible assets should be accounted for after they have been initially recognized in the financial statements. This statement
affects the accounting of premiums, includes guidelines for the determination, measurement and testing of impairment, and requires disclosure
of information about goodwill and other intangible assets in the years subsequent to their acquisition that was not previously required. This
statement eliminates the amortization of goodwill, and requires that goodwill be reviewed at least annually for impairment. This statement
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affects all goodwill recognized on our consolidated balance sheet, regardless of when the assets were initially recorded. Upon adoption of SFAS
No. 142, the Company ceased amortization of goodwill. As of December 31, 2003, there was no impairment of goodwill. The disclosure
requirements of SFAS No. 142 are detailed in Note 3.
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        New Accounting Principles�The Company has adopted SFAS No. 145, Rescission of FASB Statements No. 4, 44, and 64, Amendment of
FASB Statement No. 13, and Technical Corrections. Among its provisions, this Statement rescinds Statement No. 4, Reporting Gains and Losses
from Extinguishment of Debt, and an amendment of that Statement, Statement No. 64, Extinguishments of Debt Made to Satisfy Sinking-Fund
Requirements, and eliminates the extraordinary item treatment of reporting gains and losses from extinguishments of debt. During the year
ended December 31, 2003, the Company recorded an early extinguishment of $100 million of its FHLBB debt by replacing it with new debt.
The Company recognized a $3.1 million early termination fee which has been classified in interest expense. The adoption of this Statement did
not have a material impact on the Company's financial position or results of operations.

        The Company has adopted SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities. This Statement addresses
financial accounting and reporting for costs associated with exit or disposal activities by requiring that a liability for a cost associated with an
exit or disposal activity be recognized and measured initially at fair value only when the liability is incurred. The adoption of this Statement did
not have a material impact on the Company's financial position or results of operations.

        In April 2003, the FASB issued SFAS No. 149, Amendment of Statement 133 on Derivative Instruments and Hedging Activities. SFAS
No. 149 amends and clarifies financial accounting and reporting for derivative instruments, including certain derivative instruments embedded in
other contracts and for hedging activities under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, resulting in more
consistent reporting of contracts as either derivatives or hybrid instruments. SFAS No. 149 is effective for contracts entered into or modified
after June 30, 2003, and should be applied prospectively. The Company has evaluated its financial accounting and reporting methods for all
derivative instruments and has found them to be consistent with SFAS No. 149.

        In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and
Equity. SFAS No. 150 requires an issuer to classify financial instruments within its scope as a liability (or an asset in some circumstances). The
Statement provides that these instruments must be classified as liabilities in the consolidated balance sheet and recorded at fair value. On
November 7, 2003, the measurement provisions relating to non-controlling mandatorily redeemable instruments were deferred. The
classification provisions of this Statement remain in effect. The Company adopted the provisions of this Statement effective July 1, 2003. The
adoption of this Statement did not have a material impact on the Company's financial position.

        In January 2003, the FASB issued Interpretation No. 46 (revised December 2003), Consolidation of Variable Interest Entities, an
Interpretation of Accounting Research Bulletin ("ARB") 51 ("FIN 46"). This interpretation addresses consolidation by business enterprises of
variable interest entities ("VIE"). This interpretation requires a VIE to be consolidated by a company if that company is subject to a majority of
the risk of loss from the VIE's activities or entitled to receive a majority of the entity's residual returns, or both. The provisions are effective for
any new entities that are originated subsequent to January 31, 2003. For entities that were originated prior to February 1, 2003, the provisions of
this interpretation were to be effective October 1, 2003.

        Effective October 1, 2003, the Company adopted provisions of FIN 46. As a result of the adoption of this interpretation, the Company was
required to deconsolidate Investors Capital Trust I ("ICTI"), the wholly-owned trust that issued trust preferred securities. Therefore, the
Company presents in its consolidated financial statements junior subordinated debentures as a liability and its investment in ICTI as a
component of other assets. The income for the three months that ICTI was not consolidated is considered immaterial. Refer to Note 11 for
additional information.
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3. ACQUISITIONS

        On February 1, 2001, the Company purchased the operations of the advisor custody unit of Chase. This unit provided institutional custody
services to individual accounts holding approximately $27 billion in assets as of February 1, 2001. These accounts consist of individual
accounts, trusts, endowments and corporate accounts whose assets are managed by third-party investment advisors. Pursuant to the terms of the
asset purchase agreement, the Company paid to Chase as of closing approximately $31.5 million of the total purchase price, plus another
$39.8 million in exchange for the book value of loans to clients. The contingency payment clause expired in 2002, therefore, the Company is not
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obligated to make any further purchase price payments to Chase. The transaction was accounted for as a purchase.

        On May 1, 2001, the Company assumed the operations of the U.S. asset administration unit of Barclays Global Investors, N.A. ("BGI"), a
large international institutional investment manager. The unit, located in Sacramento, California, provides custody, accounting, administration
and other operations functions for BGI's North American assets. The transaction was accounted for as a purchase.

        No pro forma results of Chase or BGI are presented as they were not material to the Company's financial condition and operating results for
the periods presented.

        Goodwill related to the acquisitions is summarized as follows (Dollars in thousands):

December 31,
2003

December 31,
2002

December 31,
2001

Goodwill, beginning of year $ 79,969 $ 79,969 $ 34,094
Plus purchase of businesses � � 49,434
Less amortization expense � � (3,559)

Goodwill, end of year $ 79,969 $ 79,969 $ 79,969

        On January 1, 2002, the Company ceased amortization of goodwill. The following table represents the transitional disclosure related to the
adoption of SFAS No. 142 (Dollars in thousands, except per share data):

December 31,
2003

December 31,
2002

December 31,
2001

Net income as reported $ 91,760 $ 68,946 $ 50,200
Add back: Goodwill amortization, net of tax � � 2,471

Adjusted net income $ 91,760 $ 68,946 $ 52,671

Earnings per share:
Basic-as reported $ 1.41 $ 1.07 $ 0.79
Basic-adjusted 1.41 1.07 0.83

Diluted-as reported $ 1.38 $ 1.04 $ 0.76
Diluted-adjusted 1.38 1.04 0.80
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4. SECURITIES

        Amortized cost amounts and fair values of securities are summarized as follows as of December 31, 2003 (Dollars in thousands):

Held to Maturity
Amortized

Cost
Unrealized
Gains

Unrealized
(Losses) Fair Value

Mortgage-backed securities $ 2,273,466 $ 11,596 $ (6,310) $ 2,278,752
Federal agency securities 1,906,512 1,699 (12,800) 1,895,411
State and political subdivisions 127,632 6,890 (107) 134,415

Total $ 4,307,610 $ 20,185 $ (19,217) $ 4,308,578

Available for Sale Amortized
Cost

Unrealized
Gains

Unrealized
(Losses)

Fair Value
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Mortgage-backed securities $ 3,600,924 $ 22,658 $ (11,602) $ 3,611,980
State and political subdivisions 333,777 22,119 (68) 355,828
Corporate debt 178,394 314 (2,892) 175,816
US Treasury securities 111,305 2,396 � 113,701
Federal agency securities 29,600 9 � 29,609
Foreign government securities 9,644 59 � 9,703

Total $ 4,263,644 $ 47,555 $ (14,562) $ 4,296,637

        Amortized cost amounts and fair values of securities are summarized as follows as of December 31, 2002 (Dollars in thousands):

Held to Maturity
Amortized

Cost
Unrealized
Gains

Unrealized
(Losses) Fair Value

Mortgage-backed securities $ 2,034,430 $ 19,702 $ (664) $ 2,053,468
Federal agency securities 1,287,238 2,520 (4,999) 1,284,759
State and political subdivisions 117,021 5,566 (60) 122,527

Total $ 3,438,689 $ 27,788 $ (5,723) $ 3,460,754

Available for Sale
Amortized

Cost
Unrealized
Gains

Unrealized
(Losses) Fair Value

Mortgage-backed securities $ 2,723,703 $ 36,294 $ (204) $ 2,759,793
State and political subdivisions 290,241 17,090 (39) 307,292
Federal agency securities 29,602 1,279 � 30,881
Corporate debt 179,612 21 (5,134) 174,499

Total $ 3,223,158 $ 54,684 $ (5,377) $ 3,272,465

        Nonmarketable equity securities at December 31, 2003 and 2002 consisted of stock of the FHLBB. The Company is required to hold
FHLBB stock equal to no less than (i) 1% of our outstanding residential mortgage loan principal (including mortgage pool securities), (ii) 0.3%
of total assets, or (iii) total advances from the FHLBB, divided by a leverage factor of 20.
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        The amortized cost amounts and fair values of securities by contractual maturity are as follows (Dollars in thousands):

December 31, 2003

Held to Maturity
Amortized

Cost Fair Value

Due within one year $ 13 $ 14
Due from one to five years 39,448 40,670
Due five years up to ten years 71,115 71,785
Due after ten years 4,197,034 4,196,109

Total $ 4,307,610 $ 4,308,578

December 31, 2003
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December 31, 2003

Available for Sale
Amortized

Cost Fair Value

Due within one year $ 34,932 $ 35,003
Due from one to five years 93,294 99,993
Due five years up to ten years 314,560 329,761
Due after ten years 3,820,858 3,831,880

Total $ 4,263,644 $ 4,296,637

        There were no sales of securities available for sale during the years ended December 31, 2003, 2002 and 2001.

        The carrying value of securities pledged amounted to approximately $5.6 billion at December 31, 2003. Securities are pledged primarily to
secure clearings with other depository institutions, secure repurchase agreements and secure outstanding FHLBB borrowings.

        The following table represents the information about our temporarily impaired investments at December 31, 2003 (Dollars in thousands):

Less than 12 months 12 months or longer Total

Fair Value
Unrealized
Losses Fair Value

Unrealized
Losses Fair Value

Unrealized
Losses

Mortgage-backed securities $ 2,457,689 $ 17,806 $ 9,182 $ 106 $ 2,466,871 $ 17,912
Federal agency securities 1,005,518 8,378 600,457 4,422 1,605,975 12,800
Corporate debt 25,667 333 46,876 2,559 72,543 2,892
State and political subdivisions 9,591 154 154 21 9,745 175

Total temporarily impaired securities: $ 3,498,465 $ 26,671 $ 656,669 $ 7,108 $ 4,155,134 $ 33,779

        Federal agency securities in a loss position greater than 12 months are represented by securities issued by the Small Business Association
and are guaranteed to recover the contractual principal of these investments. These securities are classified as held to maturity and management
believes that the Company will recover all principal; therefore, no impairment losses have been recognized. Corporate debt securities in a loss
position are represented by Trust Preferred securities ("Trups") issued by reputable financial institutions. The credit ratings of the underlying
issuers range from A1 to AA3 ratings. The Company holds senior tranches of these issuances and believes that it will recover all contractual
payments; therefore, no impairment losses have been recognized.
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        The Company holds Trups issued by other financial institutions. The Company has evaluated its ownership interests of each security and
has concluded that the Company is not the primary beneficiary and as such does not need to consolidate the Trups holdings under the guidance
of FIN 46.

5. LOANS

        Loans consist of demand loans to custody clients of the Company, including individuals and not-for-profit institutions and loans to mutual
fund clients. The loans to mutual funds and other pooled product clients include lines of credit and advances pursuant to the terms of the custody
agreements between the Company and those mutual fund clients to facilitate securities transactions and redemptions. Generally, the loans are, or
may be, in the event of default, collateralized with marketable securities held by the Company as custodian. There were no impaired or
non-performing loans at December 31, 2003 and 2002. In addition, there have been no loan charge-offs or recoveries during the years ended
December 31, 2003, 2002 and 2001. Loans consisted of the following (Dollars in thousands):

December 31,
2003

December 31,
2002
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Loans to mutual funds $ 104,954 $ 49,372
Loans to individuals 67,641 76,263
Loans to others 27,035 18,202

199,630 143,837
Less allowance for loan losses (100) (100)

Total $ 199,530 $ 143,737

        The Company had unused commitments to lend of approximately $759.5 million and $682.4 million at December 31, 2003 and 2002,
respectively. The terms of these commitments are similar to the terms of outstanding loans.

6. EQUIPMENT AND LEASEHOLD IMPROVEMENTS

        The major components of equipment and leasehold improvements are as follows (Dollars in thousands):

December 31,
2003

December 31,
2002

Furniture, fixtures and equipment $ 108,278 $ 90,434
Leasehold improvements 15,825 9,837

Total 124,103 100,271
Less accumulated depreciation and amortization (47,683) (25,402)

Equipment and leasehold improvements, net $ 76,420 $ 74,869

        Included in furniture, fixtures and equipment were internal software costs, capitalized in accordance with SOP 98-1, of $61.5 million and
$47.5 million as of December 31, 2003 and 2002, respectively. Depreciation expense was $26.1 million, $14.8 million and $7.6 million for the
years ended December 31, 2003, 2002 and 2001, respectively. Amortization expense was $1.9 million, $1.6 million and $0.8 million for the
years ended December 31, 2003, 2002 and 2001, respectively.
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7. DEPOSITS

        Time deposits at December 31, 2003 and 2002 included non-interest bearing amounts of $190 million and $90 million, respectively. All
time deposits had a minimum balance of $100,000 and a maturity of less than three months at December 31, 2003 and 2002. At December 31,
2003 and 2002, $54.3 million and $73.0 million of overdrafts were reclassified to loans.

8. SECURITIES SOLD UNDER REPURCHASE AGREEMENTS

        The following table represents information regarding the Company's securities sold under repurchase agreements (Dollars in thousands):

December 31,
2003

December 31,
2002

December 31,
2001

Outstanding at end of period $ 3,258,001 $ 2,301,974 $ 1,663,312
Maximum outstanding at any month end 3,546,131 2,931,041 1,884,975
Average balance for the year 3,278,555 2,449,368 1,546,271
Weighted average rate at end of period 1.09% 1.20% 1.64%
Weighted average rate for the period 0.90% 1.27% 3.06%
        As of December 31, 2003, $3.4 billion of securities were pledged to collateralize repurchase agreements.
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9. SHORT-TERM AND OTHER BORROWINGS

        The components of short-term and other borrowings are as follows (Dollars in thousands):

December 31,
2003

December 31,
2002

Federal funds purchased $ 697,855 $ 130,648
Federal Home Loan Bank of Boston overnight advances 250,000 360,000
Federal Home Loan Bank of Boston long-term advances 150,000 250,000
Treasury, Tax and Loan account 232 459

Total $ 1,098,087 $ 741,107

        For the years ended December 31, 2003 and 2002, maturities on FHLBB advances ranged from overnight to September 2006. As of
December 31, 2003, $1.9 billion of securities were pledged to collateralize FHLBB overnight and long-term advances.

        The following table represents information regarding the Company's Federal Funds purchased (Dollars in thousands):

December 31,
2003

December 31,
2002

December 31,
2001

Outstanding at end of period $ 697,855 $ 130,648 $ 130,000
Maximum outstanding at any month end 697,855 375,000 394,000
Average balance for the year 432,490 254,093 139,243
Weighted-average rate at end of period 0.99% 1.20% 1.61%
Weighted-average rate for the period 1.14% 1.71% 3.62%
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10. INCOME TAXES

        The components of income tax expense are as follows (Dollars in thousands):

December 31,
2003

December 31,
2002

December 31,
2001

Current:
Federal $ 32,396 $ 24,984 $ 21,791
State 14,296 532 285
Foreign 52 61 118

46,744 25,577 22,194

Deferred:
Federal 5,989 3,972 (245)
State (338) � �

5,651 3,972 (245)

Total income taxes $ 52,395 $ 29,549 $ 21,949

        Differences between the effective income tax rate and the federal statutory rates are as follows:
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December 31,
2003

December 31,
2002

December 31,
2001

Federal statutory rate 35.00% 35.00% 35.00%
State income tax rate, net of federal benefit 6.29 0.34 0.25
Tax-exempt income, net of disallowance (4.93) (5.98) (4.73)
Other (0.01) 0.64 (0.10)

Effective tax rate 36.35% 30.00% 30.42%

        In March 2003, a retroactive change in the Commonwealth of Massachusetts tax law disallowed a dividends received deduction taken by
the Bank on dividends it had received since 1999 from a wholly-owned real estate investment trust. During the second quarter of 2003, we
settled this disputed tax assessment with the Massachusetts Department of Revenue, agreeing to pay approximately 50% of the liability. As a
result of this retroactive change in tax law, we recorded an additional state tax expense of approximately $7.2 million, net of federal income tax
benefit, in 2003.
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        The tax effects of temporary differences that give rise to significant portions of deferred tax assets and liabilities consist of the following
(Dollars in thousands):

December 31,
2003

December 31,
2002

Deferred tax assets:
Employee benefit plans $ 3,190 $ 2,264
Unrealized hedging loss 5,231 10,497
Other 441 210

8,862 12,971

Deferred tax liabilities:
Depreciation and amortization (8,266) (3,204)
Undistributed income of foreign subsidiaries (2,887) (1,735)
Pension plan (1,462) (766)
Securities available for sale (11,874) (17,113)
Other (508) (610)

(24,997) (23,428)

Net deferred tax liability $ (16,135) $ (10,457)

11. COMPANY OBLIGATED MANDATORILY REDEEMABLE PREFERRED SECURITIES OF SUBSIDIARY TRUST HOLDING
JUNIOR SUBORDINATED DEFERRABLE INTEREST DEBENTURES OF THE COMPANY

        On January 31, 1997, ICTI, a trust sponsored and wholly-owned by the Company issued $25 million in 9.77% Trust Preferred Securities
(the "Capital Securities"), the proceeds of which were invested by the trust in the same aggregate principal amount of the Company's newly
issued 9.77% Junior Subordinated Deferrable Interest Debentures due February 1, 2027 (the "Junior Subordinated Debentures"). The Capital
Securities have a call date of February 1, 2007. The $25 million aggregate principal amount of the Junior Subordinated Debentures represents
the sole asset of ICTI. The Company has guaranteed, on a subordinated basis, distributions and other payments due on the Capital Securities (the
"Guarantee"). The Guarantee, when taken together with the Company's obligations under (i) the Junior Subordinated Debentures; (ii) the
indenture pursuant to which the Junior Subordinated Debentures were issued; and (iii) the Amended and Restated Declaration of Trust
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governing ICTI, constitutes a full and unconditional guarantee of ICTI's obligations under the Capital Securities. No other subsidiary of the
Company guarantees these Capital Securities. Certain of the Company's subsidiaries may require prior approval of the Commissioner of Banks
of the Commonwealth of Massachusetts if the total dividends for a calendar year would exceed net profits for the year combined with retained
net profits for the previous two years. These restrictions on the ability to pay dividends to the Company may restrict the Company's ability to pay
dividends to the shareholders. In 2002, the Company repurchased $1.0 million of the Capital Securities.

        Effective October 1, 2003, the Company adopted provisions of FIN 46. As a result of the adoption of this Interpretation, the Company was
required to deconsolidate ICTI, the wholly-owned trust that issued the Capital Securities. Therefore, the Company presents in its consolidated
financial statements junior subordinated debentures as a liability and its investment in ICTI as a component of other assets. The income for the
three months that ICTI was not consolidated is considered immaterial.
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12. STOCKHOLDERS' EQUITY

        As of December 31, 2003, the Company has authorized 1,000,000 shares of Preferred Stock and 100,000,000 shares of Common Stock, all
with a par value of $0.01 per share.

        On April 23, 2002, the Board of Directors approved a two-for-one stock split in the form of a 100% stock dividend to stockholders of
record on May 24, 2002. The dividend was paid on June 14, 2002. A total of 32,168,922 shares of common stock were issued in connection with
the stock split. The stock split did not result in a change in the $0.01 par value per share of the common stock or in total stockholders' equity.

        The Company has three stock option plans: the Amended and Restated 1995 Stock Plan ("Stock Plan"), the Amended and Restated 1995
Non-Employee Director Stock Option Plan ("Director Plan"), and the 1997 Employee Stock Purchase Plan.

        At the Annual Meeting of Stockholders of the Company held on April 17, 2001, stockholders approved the amendment and restatement of
the Company's Stock Plan to increase the number of shares available for grant pursuant to the plan from 4,640,000 to 6,140,000. At the Annual
Meeting of Stockholders of the Company held on April 23, 2002, stockholders approved the amendment and restatement of the Company's
Stock Plan to increase the number of shares available for grant pursuant to the plan from 6,140,000 to 7,640,000. Effective with the June 2002
stock split, the number of shares available to grant increased to 15,280,000. Of the 15,280,000 shares of Common Stock authorized for issuance
under the Stock Plan at December 31, 2003, 3,877,277 were available for grant as of that date. Under the Stock Plan, the Company may grant
options to purchase shares of Common Stock to certain employees, consultants, directors and officers. The options may be awarded as incentive
stock options (employees only), nonqualified stock options, stock awards or opportunities to make direct purchases of stock. No options were
granted to consultants during the year ended December 31, 2003.

        The terms of the Director Plan provide for the grant of options to non-employee directors to purchase up to a maximum of 400,000 shares
of Common Stock. Effective with the June 2002 stock split, the number of shares available to grant increased to 800,000. Of the 800,000 shares
of Common Stock authorized for issuance under the plan, 103,035 were available for grant at December 31, 2003.

        Pursuant to the terms of the Director Plan, each non-employee director receives an automatic annual grant of options to purchase the
number of shares then specified by the Director Plan, as described below. Additionally, any non-employee director may elect to receive options
to acquire shares of the Company's Common Stock in lieu of such director's cash retainer. Any such election is subject to certain restrictions
under the Director Plan. The number of shares of stock underlying the option granted in lieu of cash is equal to the quotient obtained by dividing
the cash retainer by the fair market value of an option on the date of grant, which is based on the Black-Scholes valuation model.

        At the Annual Meeting of Stockholders of the Company held on April 23, 2002, stockholders approved amendments to the Director Plan
providing that on the date of each Annual Meeting, each person who is a member of the Board immediately after the Annual Meeting of the
Company and who is not an employee of the Company, shall be automatically granted an option to purchase the number of shares called for by
the Director Plan as of that date.

        Formerly, each non-employee director received a grant of options upon their election or appointment and annually thereafter on their
anniversary date. The amendments also provide that the number of shares granted to each non-employee director annually be adjusted for stock
splits and other capital changes. After giving effect to the stock split paid on June 14, 2002, non-employee directors shall receive an annual grant
of options to purchase 5,000 shares. In addition, the amendments provide that options granted under the Director Plan will vest in 36 equal
monthly installments beginning on the date of grant, rather than 48 equal monthly installments, subject to certain restrictions. Finally, the
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amendments to the Director Plan provide that in the event a non-employee director ceases to be a member of the Board by reason of his or her
retirement, the Board may vote to accelerate and fully vest all unvested options held by the retiring non-employee director.

        The exercise price of options under the Director Plan and the incentive options under the Stock Plan may not be less than the fair market
value at the date of the grant. The exercise price of nonqualified options under the Stock Plan is determined by the compensation committee of
the Board of Directors. All options become exercisable as specified by the compensation committee at the date of the grant.

        On February 13, 2001, the Company granted 8,000 shares of Common Stock under the Stock Plan to former employees of the Chase
advisor custody unit. This grant is subject to the Company's right to repurchase the shares if the employees' employment with the Company
terminates. The Company's right to repurchase the shares lapses in five equal annual installments beginning one year from the date of grant.
During 2002, the Company chose not to exercise its right to repurchase 3,200 shares issued in connection with this grant when an employee's
employment with the Company terminated.

        On May 1, 2001, the Company granted 58,000 nonqualified stock options under the Stock Plan to former employees of the U.S. asset
administration unit of BGI in connection with the assumption of the operations of the unit. The exercise price of the options is 10% of the fair
market value of the Common Stock at the close of market on the date of grant. The grants are exercisable immediately, but any shares acquired
on exercise are subject to the Company's right to repurchase the shares at the exercise price if the employees' employment with the Company
terminates. The Company's right to repurchase the shares lapses in five equal annual installments beginning one year from the date of grant.
During 2003, the Company canceled 1,200 options relating to the unvested portion for an employee whose employment terminated during the
year.

        On October 16, 2001, the Company granted 10,000 nonqualified stock options to an officer of the Company under the Stock Plan. The
exercise price of the options is 10% of the fair market value of the Common Stock at the close of market on the date of grant. The grants are
exercisable immediately, but any shares acquired on exercise are subject to the Company's right to repurchase the shares at the exercise price if
the officer's employment with the Company terminates. The Company's right to repurchase the shares lapses in five equal annual installments
beginning one year from the date of grant.

        The Company has recorded deferred compensation of $1.1 million and $1.6 million at December 31, 2003 and 2002, respectively, related to
the grants described in the above three paragraphs. Amortization of deferred compensation was $483,000, $964,000, and $162,000 for the years
ended December 31, 2003, 2002 and 2001, respectively.
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        A summary of option activity under both the Director Plan and the Stock Plan is as follows:

December 31, 2003 December 31, 2002 December 31, 2001

Shares

Weighted-
Average
Exercise
Price Shares

Weighted-
Average
Exercise
Price Shares

Weighted-
Average
Exercise
Price

Outstanding at beginning of year 6,621,157 $ 22 6,921,610 $ 20 5,793,324 $ 14
Granted 737,399 34 674,414 32 2,048,660 32
Exercised (654,230) 9 (761,893) 7 (831,224) 6
Canceled (157,240) 32 (212,974) 29 (89,150) 22

Outstanding at end of year 6,547,086 $ 24 6,621,157 $ 22 6,921,610 $ 20

Outstanding and exercisable at year end 4,712,586 4,202,545 3,514,094

        The following table summarizes information about stock options outstanding at December 31, 2003:
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Options Outstanding

Options Exercisable

Weighted-
Average
Remaining
Contractual

Life

Range of
Exercise
Prices

Number
Outstanding at
December 31,

2003

Weighted-
Average
Exercise
Price

Number
Exercisable at
December 31,

2003

Weighted-
Average
Exercise
Price

$0�10 1,150,458 4.3 years $ 6 1,150,040 $ 6
10�20 1,188,384 5.1 11 1,187,758 11
20�30 128,923 6.6 26 89,541 26
30�40 4,057,301 7.9 33 2,271,887 33
40�50 22,020 7.1 42 13,360 42

6,547,086 6.7 $ 24 4,712,586 $ 21

        Under the terms of the 1997 Employee Stock Purchase Plan, the Company may issue up to 1,120,000 shares of Common Stock pursuant to
the exercise of nontransferable options granted to participating employees. The 1997 Employee Stock Purchase Plan permits eligible employees
to purchase up to 8,000 shares of Common Stock per payment period, subject to limitations provided by Section 423(b) of the Internal Revenue
Code, through accumulated payroll deductions. The purchases are made twice a year at a price equal to the lesser of (i) 90% of the market value
of the Common Stock on the first business day of the payment period, or (ii) 90% of the market value of the Common Stock on the last business
day of the payment period. The payment periods consist of two six-month periods, January 1 through June 30 and July 1 through December 31.

        A summary of the 1997 Employee Stock Purchase Plan is as follows:

December 31,

2003 2002 2001

Shares Shares Shares

Total shares available under the plan beginning of year 356,875 500,764 598,068
Issued at June 30 (70,606) (61,193) (41,976)
Issued at December 31 (58,765) (82,696) (55,328)

Total shares available under the plan end of year 227,504 356,875 500,764
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        During the year ended December 31, 2003, the purchase prices of the stock were $25.50 and $27.00, or 90% of the market value of the
Common Stock on the first business day of the payment periods ending June 30, 2003 and December 31, 2003, respectively.

        During the year ended December 31, 2002, the purchase prices of the stock were $30.00 and $24.75, or 90% of the market value of the
Common Stock on the first business day of the payment period ending June 30, 2002 and the last business day of the payment period ending
December 31, 2002, respectively.

        During the year ended December 31, 2001, the purchase prices of the stock were $30.25 and $29.88, or 90% of the market value of the
Common Stock on the first business day of the payment periods ending June 30, 2001 and December 31, 2001, respectively.

13. COMPREHENSIVE INCOME

        Comprehensive income represents the change in equity of the Company during a period from transactions and other events and
circumstances from non-shareholder sources. It includes all changes in equity during a period except those resulting from investments by
shareholders and distributions to shareholders. The Company's other comprehensive income and related tax effects for the years ended
December 31, 2003, 2002 and 2001 is as follows (Dollars in thousands):
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Pre-tax
Amount

Tax (Expense)
Benefit

After-tax
Amount

2003
Unrealized losses on securities:
Unrealized holding losses arising during the period $ (16,314) $ 5,439 $ (10,875)
Other (1,542) 539 (1,003)

Net unrealized losses (17,856) 5,978 (11,878)
Net unrealized derivative instrument gain 17,663 (5,878) 11,785
Amortization of transition related adjustment 361 (127) 234
Currency translation adjustment 577 � 577

Other comprehensive income $ 745 $ (27) $ 718

2002
Unrealized gains on securities:
Unrealized holding gains arising during the period $ 49,796 $ (17,696) $ 32,100

Net unrealized gains 49,796 (17,696) 32,100
Net unrealized derivative instrument loss (17,122) 5,993 (11,129)
Amortization of transition related adjustment 2,482 (869) 1,613
Currency translation adjustment � � �

Other comprehensive income $ 35,156 $ (12,572) $ 22,584
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2001
Unrealized gains on securities:
Unrealized holding gains arising during the period $ 1,947 $ (827) $ 1,120

Net unrealized gains 1,947 (827) 1,120
Net unrealized derivative instrument loss (12,537) 4,388 (8,149)
Amortization of transition related adjustment 3,240 (1,134) 2,106
Cumulative effect of change in accounting principle (6,052) 2,118 (3,934)
Currency translation adjustment � � �

Other comprehensive income $ (13,402) $ 4,545 $ (8,857)

14. EMPLOYEE BENEFIT PLANS

        Pension Plan�The Company has a trusteed, noncontributory, qualified defined benefit pension plan covering substantially all of its
employees who were hired before January 1, 1997. The benefits are based on years of service and the employee's compensation during
employment. Generally, the Company's funding policy is to contribute annually the maximum amount that can be deducted for federal income
tax purposes. Contributions are intended to provide not only for benefits attributed to service to date, but also for benefits expected to be earned
in the future. The plan document was amended in December 2001 to freeze benefit accruals for certain highly compensated participants as of
December 31, 2001, as well as to change the maximum allowable compensation projected for future years. Such highly compensated
participants will receive their future full benefit accrual under the Company's nonqualified supplemental retirement plan, as described below.
The Company uses a December 31 measurement date for this plan.
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        Supplemental Retirement Plan�The Company also has a nonqualified, unfunded, supplemental retirement plan ("SERP") which was
established in 1994 and covers certain employees and pays benefits that supplement any benefits paid under the qualified plan. Benefits under
the supplemental plan are generally based on compensation not includable in the calculation of benefits to be paid under the qualified plan. The
plan document was amended in April 2000 to eliminate the compensation cap and include bonuses and commissions of certain employees. The
Company uses a December 31 measurement date for this plan.
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        The following table sets forth the status of the Company's qualified defined benefit pension plan and supplemental retirement plan (Dollars
in thousands):

December 31, 2003 December 31, 2002

Pension Plan SERP Plan Pension Plan SERP Plan

Change in benefit obligation:
Benefit obligation at beginning of year $ 14,511 $ 13,309 $ 10,761 $ 5,604
Service cost 834 878 702 601
Interest cost 1,025 898 902 650
Actuarial loss 2,728 415 2,406 6,454
Benefits paid (1,048) � (260) �
2001 Plan amendment � � � �

Projected benefit obligation at the end of the year 18,050 15,500 14,511 13,309

Change in plan assets:
Assets at the beginning of the year 12,916 � 11,161 �
Employer contributions 3,000 � 3,400 �
Actual return 2,378 � (1,385) �
Benefits paid (1,048) � (260) �

Assets at the end of the year 17,246 � 12,916 �

Funded status (804) (15,500) (1,595) (13,309)

Unrecognized net transition asset (106) 20 (145) 25
Unrecognized prior service cost (306) 2,585 (315) 2,729
Unrecognized net loss 5,392 7,106 4,245 7,191

Net amount recognized $ 4,176 $ (5,789) $ 2,190 $ (3,364)

        Amounts recognized in the consolidated balance sheet consist of the following (Dollars in thousands):

December 31, 2003 December 31, 2002

Pension
Plan SERP Plan

Pension
Plan SERP Plan

Prepaid benefit cost $ 4,176 $ � $ 2,190 $
Accrued benefit cost � (8,285) � (5,208)
Intangible assets � 2,496 � 1,844
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December 31, 2003 December 31, 2002

Accumulated other comprehensive income � � �

Net amount recognized $ 4,176 $ (5,789) $ 2,190 $ (3,364)

        The accumulated benefit obligation for the qualified defined benefit pension plan was $13.0 million and $10.7 million at December 31,
2003 and 2002, respectively. The accumulated benefit obligation for the supplemental retirement plan was $8.3 million and $5.2 million at
December 31, 2003 and 2002, respectively.
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        Net periodic pension cost for the Company's qualified defined benefit pension plan and supplemental retirement plan included the
following components (Dollars in thousands):

December 31, 2003 December 31, 2002

Pension
Plan SERP Plan

Pension
Plan SERP Plan

Service cost�benefits earned/benefit obligations $ 834 $ 878 $ 702 $ 601
Interest cost on projected benefit obligations 1,025 898 902 650
Expected return on plan assets (1,085) � 1,385 �
Net amortization and deferral 248 649 (2,368) 414

Net periodic pension cost $ 1,022 $ 2,425 $ 621 $ 1,665

        The weighted-average discount rate and the rate of increase in future compensation levels used in determining the actuarial present value of
the projected benefit obligations were as follows:

December 31, 2003 December 31, 2002

Pension
Plan

SERP
Plan

Pension
Plan

SERP
Plan

Discount rate 6.25% 6.25% 6.75% 6.75%
Rate of compensation increases 3.75 3.75 3.75 3.75
        The weighted-average discount rate, rate of increase in future compensation levels and expected return on plan assets used in determining
the net periodic pension cost were as follows:

December 31, 2003 December 31, 2002

Pension
Plan

SERP
Plan

Pension
Plan

SERP
Plan

Discount rate 6.75% 6.75% 7.50% 7.50%
Rate of compensation increases 3.75 3.75 5.00 5.00
Expected rate of return on plan assets 8.50 � 8.50 �
        The Company has utilized an expected rate of return on plan assets of 8.5% as the historical actual long-term return on plan assets accords
with this assumption.

        The Company's pension plan allocation by asset category are as follows:

Asset Category
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December 31,
2003

December 31,
2002

Cash and short-term investments 23.3% 31.8%
Equity securities 60.0 46.3
Debt securities 16.7 21.9

Total 100.0% 100.0%

        The Company's core investment objectives for the pension trust are long-term capital appreciation and growth of income, while protecting
the principal value of trust assets from long-term permanent loss and, within reason, from large short-term fluctuations. The approved
investment policies of the trust anticipate fixed income investments to compose 25-55% and equity securities to compose 45-75% of the total
portfolio. Cash equivalents may be used to provide liquidity, income and stability to the portfolio.

        Cash and short-term investments represent money market funds at December 31, 2003 and 2002. Equity securities supply current income
and growth through market appreciation. The Company invests in quality companies with securities that are readily marketable. The equity
securities portfolio is
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diversified with no more than 10% of the portfolio invested in any one particular industry at December 31, 2003 and 2002. Debt securities offer
a source of current income, reduce the variability of the portfolio's total market value and hedge against inflation. Fixed income investments
were limited to issues by the United States Government and its agencies, and corporate bonds with top four quality ratings of recognized credit
services at December 31, 2003 and 2002. The pension trust was in full compliance with the approved pension objectives and policies for the
years ended December 31, 2003 and 2002. At December 31, 2003 and 2002, the pension did not hold any securities of the Company.

        The Company expects to contribute approximately $2 to $4 million to its pension plan during 2004.

        At December 31, 2003 and 2002, the SERP plan remained an unfunded plan. The Company does not expect contributing to the plan during
2004.

        Employee Savings Plan�The Company sponsors a qualified defined contribution employee savings plan covering substantially all
employees. The Company matches employee contributions to the plan up to specified amounts. The total cost of this plan to the Company was
$3.2 million, $3.2 million and $2.1 million for the years ended December 31, 2003, 2002 and 2001, respectively.

15. OFF BALANCE SHEET FINANCIAL INSTRUMENTS

        Lines of Credit�At December 31, 2003, the Company had commitments to individuals and mutual funds under collateralized open lines of
credit totaling $901.5 million, against which $142.0 million in loans were drawn. The credit risk involved in issuing lines of credit is essentially
the same as that involved in extending demand loans. The Company does not anticipate any loss as a result of these lines of credit.

        Securities Lending�On behalf of its clients, the Company lends securities to creditworthy broker-dealers. In certain circumstances, the
Company may indemnify its clients for the fair market value of those securities against a failure of the borrower to return such securities. The
Company requires the borrowers to provide collateral in an amount equal to, or in excess of, 102% of the fair market value of U.S.
dollar-denominated securities borrowed and 105% of the fair market value of non-U.S. dollar-denominated securities borrowed. The borrowed
securities are revalued daily to determine whether additional collateral is necessary. As guarantor, the Company is required to recognize, at the
inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the guarantee. The Company measures the fair value
of its indemnification obligation by marking its securities lending portfolio to market on a daily basis and comparing the value of the portfolio to
the collateral holdings position. The fair value of the indemnification obligation to be recorded would be the deficiency of collateral as compared
to the value of the securities out on loan.

        With respect to the indemnified securities lending portfolio, the cash and U.S. government securities held by the Company as collateral at
December 31, 2003 totaled $4.5 billion while the fair value of the portfolio totaled approximately $4.3 billion. Given that the collateral held was
in excess of the value of the securities that the Company would be required to replace if the borrower defaulted and failed to return such
securities, the Company's indemnification obligation was zero and no liability was recorded.
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        All securities loans are categorized as overnight loans. The maximum potential amount of future payments that the Company could be
required to make would be equal to the market value of the securities borrowed. Since the securities loans are overcollateralized by 2% (for U.S.
dollar-denominated securities) to 5% (for non-U.S. dollar-denominated securities) of the fair market value of the loan made, the collateral held
by the Company would be used to satisfy the obligation. In addition, each borrowing agreement includes "set-off" language that allows the
Company to use any excess

F-30

collateral on other loans to that borrower to cover any collateral shortfall of that borrower. However, there is a potential risk that the collateral
would not be sufficient to cover such an obligation if the security on loan increased in value between the time the borrower defaulted and the
time the security is "bought-in." In such instances, the Company would "buy-in" the security using all available collateral and a loss would result
from the difference between the value of the security "bought-in" and the value of the collateral held. The Company has never experienced a
broker default.

16. DERIVATIVE FINANCIAL INSTRUMENTS

        Interest Rate Contracts�Interest rate contracts involve an agreement with a counterparty to exchange cash flows based on an underlying
interest rate index. A swap agreement involves the exchange of a series of interest payments, either at a fixed or variable rate, based upon the
notional amount without the exchange of the underlying principal amount. The Company's exposure from these interest rate contracts results
from the possibility that one party may default on its contractual obligation when the contracts are in a gain position. The Company has
experienced no terminations by counterparties of interest rate swaps. Credit risk is limited to the positive fair value of the derivative financial
instrument, which is significantly less than the notional value. During 2003, the Company had agreements to assume fixed-rate interest payments
in exchange for receiving variable market-indexed interest payments. The original terms range from 24 to 36 months. The contractual or notional
amounts of the interest rate swap agreements held by the Company were approximately $1.2 billion and $1.0 billion at December 31, 2003 and
2002, respectively. The weighted-average fixed-payment rates were 3.92% and 4.63% at December 31, 2003 and 2002, respectively.
Variable-interest payments received are indexed to the Prime and the overnight Federal Funds rate for 2003. At December 31, 2003 and 2002,
the weighted-average rate of variable market-indexed interest payment obligations to the Company were 1.70% and 1.55%, respectively. The
effect of these agreements was to lengthen short-term variable-rate liabilities into longer-term fixed-rate liabilities. These contracts had net fair
values of approximately $(14.9) million and $(33.1) million at December 31, 2003 and 2002, respectively. These fair values are included in the
respective other assets and other liabilities categories on the Company's consolidated balance sheet. See also Note 18 for additional information
on the fair value of the interest rate contracts. These instruments have been designated as cash flow hedges. Changes in fair value of effective
portions are included as a component of other comprehensive income. Changes in fair value of ineffective portions are included in net interest
income.

        Hedge ineffectiveness, determined in accordance with SFAS No. 133, had an insignificant impact on earnings for the years ended
December 31, 2003, 2002 and 2001. Net interest income also included $0.4 million of derivative losses for the twelve-month period that resulted
from the reclassification of transition adjustment-related derivative losses from OCI to net interest income in accordance with SFAS No. 133.
The recognition in net interest income of the transition adjustment derivative losses from OCI will be offset by derivative gains from changes in
the fair value liability of the interest rate swaps as they reach maturity As of December 31, 2003, the Company had reclassified into earnings all
of the remaining transition adjustment of net derivative losses included in OCI.

        Foreign Exchange Contracts�Foreign exchange contracts involve an agreement to exchange the currency of one country for the currency of
another country at an agreed-upon rate and settlement date. Foreign exchange contracts consist of spot, forward and swap contracts. Spot
contracts call for the exchange of one currency for another and usually settle in two business days. Forward contracts call for the exchange of
one currency for another at a date beyond spot. In a currency swap, the holder of a currency transacts simultaneously both a spot and a forward
transaction in that currency for an equivalent amount of another currency to get temporary liquidity in the currency owned. The Company's risk
from foreign exchange contracts results from the possibility that one party may default
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on its contractual obligation or from movements in exchange rates. Credit risk is limited to the positive market value of the derivative financial
instrument, which is significantly less than the notional value. The notional value of the Company's foreign exchange contracts as of
December 31, 2003 and 2002 was $1.6 billion and $0.7 billion, respectively. As of December 31, 2003 and 2002, the European Unit represented
approximately 31% and 38% of the notional value outstanding as of December 31, 2003 and 2002, respectively. Unrealized gains or losses
resulting from purchases and sales of foreign exchange contracts are included within the respective other assets and other liabilities categories on
the Company's consolidated balance sheet. Unrealized gains in other assets were $16.1 million and $4.4 million as of December 31, 2003 and
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2002, respectively. Unrealized losses in other liabilities were $15.9 million and $4.5 million as of December 31, 2003 and 2002, respectively.
See also Note 18 for additional information on the fair value of our foreign exchange contracts. Foreign exchange contracts have been reduced
by offsetting balances with the same counterparty where a master netting agreement exists. These contracts have not been designated as hedging
instruments; therefore, all changes in fair value are included in asset servicing fees.

        Other�The Company also enters into fixed price purchase contracts that are designed to hedge the variability of the consideration to be paid
for the purchase of investment securities. By entering into these contracts, the Company is fixing the price to be paid at a future date for certain
investment securities. At December 31, 2003 and 2002, the Company had $792.1 million and $432.6 million, respectively, of fixed price
purchase contracts outstanding to purchase investment securities. Changes in fair value of these cash flow hedges are included as a component of
other comprehensive income.

17. COMMITMENTS AND CONTINGENCIES

        Restrictions on Cash Balances�The Company is required to maintain certain average cash reserve balances. The average required reserve
balance with the Federal Reserve Bank ("FRB") for the two-week period including December 31, 2003 was approximately $22.3 million. In
addition, the Company's other assets category includes deposits totaling $29.5 million, which were pledged to secure clearings with depository
institutions.

        Lease Commitments�Minimum future commitments on noncancelable operating leases at December 31, 2003 were as follows (Dollars in
thousands):

Fiscal Year Ending Bank Premises Equipment Total

2004 $ 25,128 $ 10,941 $ 36,069
2005 25,361 6,212 31,573
2006 25,461 1,789 27,250
2007 22,259 33 22,292
2008 and beyond 40,344 16 40,360

Total $ 138,553 $ 18,991 $ 157,544

        Total rent expense was approximately $36.1 million, $34.5 million and $24.5 million for the years ended December 31, 2003, 2002 and
2001, respectively.

        Effective January 1, 2001, the Company renewed its five-year service agreement with Electronic Data Systems ("EDS"), which now expires
December 31, 2005. Under the terms of the agreement, EDS provides data processing services to the Company, which has agreed to pay certain
monthly service fees based on usage. Service expense under this contract was $7.7 million, $7.4 million and $5.0 million for the years ended
December 31, 2003, 2002 and 2001, respectively.
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        In 2001, the Company renewed its agreement with SEI Investments Company, which now expires on December 31, 2005. Under the terms
of this agreement, SEI provides data processing services to the Company, which has agreed to pay certain monthly service fees based upon
usage. Service expense under this contract was $4.9 million, $5.2 million and $4.2 million for the years ended December 31, 2003, 2002 and
2001, respectively.

        Contingencies�The Company provides a broad range of services to financial asset managers, such as mutual fund complexes, family offices,
investment advisors, banks and insurance companies. Core services include global custody, multicurrency accounting and mutual fund
administration. Value-added services include securities lending, foreign exchange, cash management, performance measurement, institutional
transfer agency, investment advisory services, lines of credit, middle office outsourcing and brokerage and transition management services.
Assets processed, held by the Company in a fiduciary capacity, are not included in the consolidated balance sheets since such items are not
assets of the Company. Management conducts regular reviews of its fiduciary responsibilities and considers the results in preparing its
consolidated financial statements. In the opinion of management, there are no contingent liabilities at December 31, 2003 that are material to the
consolidated financial position or results of operations of the Company.
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        In July 2000, two of the Company's Dublin subsidiaries, Investors Trust & Custodial Services (Ireland) Ltd. ("ITC") and Investors Fund
Services (Ireland) Ltd. ("IFS"), received a plenary summons in the High Court, Dublin, Ireland. The summons named ITC and IFS as defendants
in an action brought by the FTF ForexConcept Fund Plc (the "Fund"), a former client. The summons also named as defendants FTF Forex
Trading and Finance, S.A., the Fund's investment manager, Ernst & Young, LLP, the Fund's auditors, and Dresdner Bank-Kleinwort Benson
(Suisse) S.A., a trading counterparty to the Fund. The Fund is an investment vehicle organized in Dublin to invest in foreign exchange contracts.
A total of approximately $4.7 million had been invested in the Fund. Most of that money was lost prior to the Fund's closing to subscriptions in
June 1999.

        In January 2001, ITC, IFS and the other defendants named in the plenary summons received a statement of claim by the Fund seeking
unspecified damages allegedly arising from breach of contract, misrepresentation and breach of warranty, negligence and breach of duty of care,
and breach of fiduciary duty, among others. The Company has notified its insurers and intends to defend this claim vigorously. Based on its
investigation through December 31, 2003, the Company does not expect this matter to have a material adverse effect on its business, financial
condition or results of operations.

        In January 2001, Mopex, Inc. filed an action entitled Mopex, Inc. v. Chicago Stock Exchange, Inc., et al., Civil Action No. 01 C 0302 (the
"Complaint"), in the United States District Court for the Northern District of Illinois. In the Complaint, Mopex alleges that the Bank and
numerous other entities, including Barclays Global Investors, State Street Bank and Trust Company, and Merrill Lynch, Pierce, Fenner &
Smith, Inc., infringed U.S. Patent No. 6,088,685, entitled, "Open End Mutual Fund Securitization Process," assigned to Mopex. On or about
May 9, 2003, the parties to the action executed a settlement agreement and filed a joint stipulated order of dismissal. On May 13, 2003, the court
entered the order of dismissal, terminating the case. The order of dismissal entered by the court provided for the dismissal of Mopex's claims
without prejudice. We did not pay or promise to pay any money to Mopex to obtain the dismissal. Moreover, our counterclaims against Mopex
were dismissed without prejudice, keeping alive our defenses in the event of any further litigation involving this patent.

        On January 31, 2003, the Company was named in a class action lawsuit alleging, among other things, violations of California wage and
hour laws at the Company's Sacramento and Walnut Creek facilities. The lawsuit was filed in the Superior Court of California, County of
Sacramento. On July 23,
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2003, the Company reached an agreement in principle with representatives of the plaintiffs to settle the case. As currently agreed, the settlement
will not have a material impact on the Company's business, financial condition or results of operations. The settlement is subject to proper
administration of payments to the class members and final approval by the court. In anticipation of this settlement and related costs, the
Company accrued a liability of approximately $1.0 million in the second quarter of 2003.

        In March 2003, a retroactive change in the Commonwealth of Massachusetts tax law disallowed a dividends received deduction taken by
the Bank on dividends it had received since 1999 from a wholly-owned real estate investment trust. During the second quarter of 2003, we
settled this disputed tax assessment with the Massachusetts Department of Revenue, agreeing to pay approximately 50% of the liability. As a
result of this retroactive change in tax law, we recorded an additional state tax expense of approximately $7.2 million, net of federal income tax
benefit, in 2003.

18. FAIR VALUE OF FINANCIAL INSTRUMENTS

        The carrying value and estimated fair value of financial instruments are as follows (Dollars in thousands):

December 31, 2003 December 31, 2002

Carrying
Amount

Fair
Value

Carrying
Amount

Fair
Value

Financial Assets:
Cash and due from banks $ 39,689 $ 39,689 $ 14,568 $ 14,568
Securities held to maturity 4,307,610 4,308,578 3,438,689 3,460,754
Securities available for sale 4,296,637 4,296,637 3,272,465 3,272,465
Loans, net allowance 199,530 199,530 143,737 143,737
Interest rate contracts 158 158 � �

Edgar Filing: INVESTORS FINANCIAL SERVICES CORP - Form 10-K

80



December 31, 2003 December 31, 2002

Foreign exchange contracts 16,114 16,114 4,394 4,394

Financial Liabilities:
Deposits 4,207,118 4,207,118 3,332,918 3,332,918
Securities sold under repurchase agreements 3,258,001 3,261,227 2,301,974 2,301,974
Short-term & other borrowings 1,098,087 1,102,449 741,107 741,107
Interest rate contracts 15,103 15,103 33,145 33,145
Foreign exchange contracts 15,901 15,901 4,504 4,504

        The fair value estimates presented herein are based on pertinent information available to management as of December 31, 2003 and 2002.
Although management is not aware of any factors that would significantly affect the estimated fair value amounts, such amounts have not been
significantly revalued for purposes of these consolidated financial statements since those dates and, therefore, current estimates of fair value may
differ significantly from the amounts presented herein.

        The Company uses the following methods and assumptions to determine the fair value of selected financial instruments:

        Short-term financial assets and liabilities�For financial instruments with a short or no stated maturity, prevailing market rates and limited
credit risk, carrying amounts approximate fair value. Those financial instruments include cash and due from banks, loans and deposits.
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        Securities, available for sale and held to maturity�Fair values were based on prices obtained from an independent nationally recognized
pricing service, or in the absence of such, prices were obtained directly from selected broker-dealers.

        Securities sold under repurchase agreements and short-term and other borrowings �Fair values of the Company's long-term borrowings
and long-term repurchase agreements were based on quoted market prices, when available, and prevailing market rates for borrowings of similar
terms. Carrying amounts for short-term borrowings and short-term repurchase agreements approximate fair value due to the short-term nature of
these instruments.

        Interest rate swap agreements�Fair values were based on the estimated amount that the Company would receive or pay to terminate the
swap agreements, taking into account the current interest rates and the creditworthiness of the swap counterparties.

        Foreign exchange contracts�Fair values were based on quoted market prices of comparable instruments. Foreign exchange contracts have
been reduced by offsetting balances with the same counterparty where a master netting agreement exists.

19. REGULATORY MATTERS

        The Company and the Bank are subject to various regulatory capital requirements administered by the federal banking agencies. Failure to
meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that, if undertaken,
could have a direct material effect on the Company's and the Bank's financial statements. Under capital adequacy guidelines and the regulatory
framework for prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative measures of the Bank's assets,
liabilities, and certain off-balance sheet items as calculated under regulatory accounting practices. The Company's and the Bank's capital
amounts and classification are also subject to qualitative judgments by the regulators about components, risk weightings, and other factors.

        Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to maintain minimum
amounts and ratios (set forth in the table below) of Total and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined),
and of Tier 1 capital (as defined) to average assets (as defined). Management believes, as of December 31, 2003, that the Company and the Bank
meet all capital adequacy requirements to which they are subject.
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        As of December 31, 2003, the most recent notification from the Federal Deposit Insurance Corporation categorized the Company and the
Bank as well-capitalized under the regulatory framework for prompt corrective action. To be categorized as well-capitalized, the Company and
the Bank must maintain minimum Total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios as set forth in the table. There are no conditions
or events since that notification that management believes have changed the Company's or the Bank's category. The following table presents the
capital ratios for the Bank and the Company (Dollars in thousands):

Actual
For Capital

Adequacy Purposes:

To Be Well
Capitalized Under
Prompt Corrective
Action Provisions:

Amount Ratio Amount Ratio Amount Ratio

As of December 31, 2003:
Total Capital
(to Risk-Weighted Assets-the Company) $ 472,511 17.79% $ 212,479 8.00% N/A N/A
(to Risk-Weighted Assets-the Bank) $ 466,933 17.60% $ 212,297 8.00% $ 265,371 10.00%

Tier 1 Capital
(to Risk-Weighted Assets-the Company) $ 472,411 17.79% $ 106,240 4.00% N/A N/A
(to Risk-Weighted Assets-the Bank) $ 466,833 17.59% $ 106,148 4.00% $ 159,223 6.00%

Tier 1 Capital
(to Average Assets-the Company) $ 472,411 5.41% $ 349,516 4.00% N/A N/A
(to Average Assets-the Bank) $ 466,833 5.35% $ 349,331 4.00% $ 436,663 5.00%

As of December 31, 2002:
Total Capital
(to Risk-Weighted Assets-the Company) $ 374,102 15.51% $ 192,915 8.00% N/A N/A
(to Risk-Weighted Assets-the Bank) $ 369,498 15.32% $ 192,915 8.00% $ 241,143 10.00%

Tier 1 Capital
(to Risk-Weighted Assets-the Company) $ 374,002 15.51% $ 96,457 4.00% N/A N/A
(to Risk-Weighted Assets-the Bank) $ 369,398 15.32% $ 96,457 4.00% $ 144,686 6.00%

Tier 1 Capital
(to Average Assets-the Company) $ 374,002 5.50% $ 272,132 4.00% N/A N/A
(to Average Assets-the Bank) $ 369,398 5.43% $ 272,104 4.00% $ 340,130 5.00%

        Under Massachusetts law, trust companies such as the Bank, like national banks, may pay dividends no more often than quarterly, and only
out of net profits and to the extent that such payments will not impair the Bank's capital stock and surplus account. Moreover, prior
Commissioner approval is required if the total dividends for a calendar year would exceed net profits for that year combined with retained net
profits for the previous two years. These restrictions on the ability of the Bank to pay dividends to the Company may restrict the ability of the
Company to pay dividends to its stockholders.

        The operations of the Company's securities broker affiliate, Investors Securities Services, Inc., are subject to federal and state securities
laws, as well as the rules of both the Securities and Exchange Commission and the National Association of Securities Dealers, Inc. Management
believes, as of December 31, 2003, that Investors Securities Services, Inc. met all requirements to which it is subject.
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20. SELECTED QUARTERLY FINANCIAL DATA (unaudited)
(Dollars in thousands, except per share data):

Year Ended December 31, 2003
First

Quarter
Second
Quarter

Third
Quarter

Fourth
Quarter

Interest income $ 60,349 $ 61,205 $ 58,350 $ 66,159
Interest expense 21,566 23,623 23,088 24,903

Edgar Filing: INVESTORS FINANCIAL SERVICES CORP - Form 10-K

82



Year Ended December 31, 2003
First

Quarter
Second
Quarter

Third
Quarter

Fourth
Quarter

Noninterest income 74,916 84,393 85,223 91,661
Operating expenses 85,719 90,953 81,940 86,309
Income before income taxes 27,980 31,022 38,545 46,608
Income taxes 22,568 3,002 12,141 14,684
Net income 5,412 28,020 26,404 31,924
Basic earnings per share 0.08 0.43 0.41 0.49
Diluted earnings per share 0.08 0.42 0.40 0.48

Year Ended December 31, 2002
First

Quarter
Second
Quarter

Third
Quarter

Fourth
Quarter

Interest income $ 58,632 $ 62,552 $ 63,781 $ 62,882
Interest expense 23,505 28,783 28,546 25,967
Noninterest income 71,042 76,565 75,751 75,486
Operating expenses 83,233 85,595 86,316 86,251
Income before income taxes 22,936 24,739 24,670 26,150
Income taxes 6,881 7,422 7,401 7,845
Net income 16,055 17,317 17,269 18,305
Basic earnings per share 0.25 0.27 0.27 0.28
Diluted earnings per share 0.24 0.26 0.26 0.28
21. GEOGRAPHIC REPORTING AND SERVICE LINES

        The Company does not utilize segment information for internal reporting as management views the Company as one segment. The
following represents net operating revenue by geographic area and long-lived assets (including goodwill) by geographic area (Dollars in
thousands):

Net Operating Revenue
For the Years Ended December 31, Long-Lived Assets

Geographic Information: 2003 2002 2001 2003 2002

United States $ 467,693 $ 425,936 $ 350,711 $ 149,631 $ 154,060
Ireland 18,601 11,960 8,282 6,698 773
Canada 2,579 1,915 2,246 60 5
Cayman Islands 203 79 86 � �

Total $ 489,076 $ 439,890 $ 361,325 $ 156,389 $ 154,838

        BGI accounted for 16.42%, 16.38% and 13.21% of the Company's consolidated net operating revenues for the years ended December 31,
2003, 2002 and 2001, respectively. No client other than BGI accounted for more than 5% of the Company's consolidated net operating revenues
in the years ended December 31, 2003 and 2002. For the year ended December 31, 2001, the Commonfund represented 5.3% of total revenue.
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        The following represents the Company's asset servicing fees by service line (Dollars in thousands):

For the Years Ended December 31,

Asset servicing fees by service lines: 2003 2002 2001

Core service fees:
Custody, accounting and administration $ 254,225 $ 231,520 $ 200,205
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For the Years Ended December 31,

Ancillary service fees:
Foreign exchange 36,501 24,469 19,269
Cash management 20,884 16,974 15,046
Investment advisory 11,777 11,909 7,320
Securities lending 8,903 11,328 9,371
Other service fees 1,296 195 148

Total ancillary service fees 79,361 64,875 51,154

Total $ 333,586 $ 296,395 $ 251,359

22. FINANCIAL STATEMENTS OF INVESTORS FINANCIAL SERVICES CORP. (PARENT ONLY):

        The following represents the separate condensed financial statements of IFSC (Dollars in thousands):

Statements of Income
December 31,

2003
December 31,

2002
December 31,

2001

Equity in undistributed income of bank subsidiary $ 94,427 $ 70,808 $ 52,270
Equity in undistributed income (loss) of
nonbank subsidiary 278 (58) (196)
Equity in undistributed loss of unconsolidated
nonbank subsidiary (8) � �
Dividend income from nonbank subsidiaries 57 96 75
Dividend income from unconsolidated nonbank
subsidiary 19 � �
Management fee paid by nonbank subsidiaries � 55 60
Interest expense on junior subordinated deferrable
interest debentures (2,420) (2,488) (2,518)
Operating expenses (2,214) (467) (540)
Income tax benefit 1,621 1,000 1,049

Net Income $ 91,760 $ 68,946 $ 50,200
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Balance Sheets
December 31,

2003
December 31,

2002

Assets:
Cash $ 3,433 $ 3,016
Investments in bank subsidiary 559,809 461,655
Investments in nonbank subsidiaries 766 497
Receivable due from bank subsidiary 1,659 2,601
Other assets 1,155 5

Total Assets $ 566,822 $ 467,774

Liabilities and Stockholders' Equity
Liabilities:
Accrued expenses $ 56 $ 42
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Balance Sheets
December 31,

2003
December 31,

2002

Payable due to nonbank subsidiary 1,157 2
Subordinated debt 24,774 24,774

Total liabilities 25,987 24,818

Stockholders' Equity:
Common stock 655 648
Surplus 242,662 233,337
Deferred compensation (1,076) (1,599)
Retained earnings 286,138 198,282
Accumulated other comprehensive income, net 13,006 12,288
Treasury stock (550) �

Total stockholders' equity 540,835 442,956

Total Liabilities and Stockholders' Equity $ 566,822 $ 467,774
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Statements of Cash Flows
December 31,

2003
December 31,

2002
December 31,

2001

Cash flows from operating activities:
Net income $ 91,760 $ 68,946 $ 50,200

Adjustments to reconcile net income to net cash used by operating
activities:
Amortization of deferred compensation 483 964 162
Amortization of premium expense 195 � �
Change in assets and liabilities:
Receivable due from bank subsidiary 942 (583) (1,482)
Receivable due from nonbank subsidiary � � 516
Income tax receivable (484) � �
Payable due to nonbank subsidiary 1,155 (207) 120
Accrued expenses 14 (12) 5
Other assets (861) 1 (3)

Equity in undistributed income of bank subsidiary (94,427) (70,808) (52,270)
Equity in undistributed (income) loss of nonbank subsidiary (278) 58 196
Equity in undistributed loss of unconsolidated nonbank
subsidiary 8 � �

Net cash used in operating activities (1,493) (1,641) (2,556)

Cash flows from investing activities:
Payments for investments in and advances to subsidiary � � (116,338)

Net cash used in investing activities � � (116,338)

Cash flows from financing activities:
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Statements of Cash Flows
December 31,

2003
December 31,

2002
December 31,

2001

Proceeds from exercise of stock options 2,977 2,869 2,123
Proceeds from issuance of common stock 3,387 3,882 119,030
Common stock repurchased (550) � �
Cost of issuance of restricted stock � � (335)
Repurchase of company-obligated, mandatorily redeemable,
preferred securities of subsidiary trust � (1,000) �
Dividends paid (3,904) (3,219) (2,511)

Net cash provided by financing activities 1,910 2,532 118,307

Net increase (decrease) in cash and due from banks 417 891 (587)
Cash and due from banks, beginning of year 3,016 2,125 2,712

Cash and due from banks, end of year $ 3,433 $ 3,016 $ 2,125
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