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AVAILABLE INFORMATION

The Bear Stearns Companies Inc. and its subsidiaries ("Company") files current, annual and quarterly reports, proxy statements and other
information required by the Securities Exchange Act of 1934, as amended, with the Securities and Exchange Commission ("SEC"). You may
read and copy any document the Company files at the SEC's public reference rooms located at 450 Fifth Street, N.W., Washington, D.C. 20549
and at the Northwest Atrium Center, 5000 West Madison Street, Suite 1400, Chicago, Illinois 60661-2511, U.S.A. Please call the SEC at
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1-800-SEC-0330 for further information on the public reference rooms. The Company's SEC filings are also available to the public from the
SEC's web site at http://www.sec.gov. Copies of these reports, proxy statements and other information can also be inspected at the offices of the
New York Stock Exchange, 20 Broad Street, New York, New York 10005, U.S.A.

The Company's public internet site is http://www.bearstearns.com. The Company makes available through its internet site, via a link to the
SEC's internet site at http://www.sec.gov, its annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy
statements and Forms 3, 4 and 5 filed on behalf of directors and executive officers and amendments to those reports filed or furnished pursuant
to the Securities Exchange Act of 1934, as amended, as soon as reasonably practicable after it electronically files such material with, or furnishes
it to, the SEC.

In addition, the Company currently makes available on http://www.bearstearns.com its most recent annual report on Form 10-K, its quarterly
reports on Form 10-Q for the current fiscal year and its most recent proxy statement, although in some cases these documents are not available
on that site as soon as they are available on the SEC's site. You will need to have on your computer the Adobe Acrobat Reader software to view
these documents, which are in the .PDF format.
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Part I - Financial Information
Item 1. Financial Statements

THE BEAR STEARNS COMPANIES INC.

Condensed Consolidated Statements of
Financial Condition

                                                                                           (Unaudited)
                                                                                             May 31,         November 30,
(in thousands, except share data)                                                             2003               2002
-------------------------------------------------------------------------------------------------------------------------
ASSETS
   Cash and cash equivalents                                                             $   3,714,190      $   5,520,285
   Cash and securities deposited with clearing organizations or
      segregated in compliance with federal regulations                                      5,305,606          7,100,138
   Securities purchased under agreements to resell                                          43,328,902         36,505,447
   Securities received as collateral                                                         7,300,515          5,669,811
   Securities borrowed                                                                      55,067,629         53,116,267
   Receivables:
      Customers                                                                             22,741,290         18,105,196
      Brokers, dealers and others                                                            1,913,890          1,358,377
      Interest and dividends                                                                   321,487            297,980
   Financial instruments owned, at fair value
       Pledged as collateral                                                                31,544,667         30,752,090
       Not pledged as collateral                                                            33,058,163         22,692,578
   Property, equipment and leasehold improvements, net of accumulated depreciation
       and amortization of $790,573 and $722,690 in 2003 and 2002, respectively                428,478            483,827
   Other assets                                                                              3,185,815          3,252,427
                                                                                         --------------------------------
   Total Assets                                                                          $ 207,910,632      $ 184,854,423
                                                                                         ================================
LIABILITIES AND STOCKHOLDERS' EQUITY
   Short-term borrowings                                                                 $  17,354,152      $  14,409,826
   Securities sold under agreements to repurchase                                           45,453,097         44,469,414
   Obligation to return securities received as collateral                                    7,300,515          5,669,811
   Securities loaned                                                                         7,970,449          5,638,771
   Payables:
      Customers                                                                             60,705,728         53,814,105
      Brokers, dealers and others                                                            3,449,509          2,911,679
      Interest and dividends                                                                   486,150            515,228
   Financial instruments sold, but not yet purchased, at fair value                         29,284,393         24,421,273
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   Accrued employee compensation and benefits                                                1,110,342          1,158,699
   Other liabilities and accrued expenses                                                    1,275,330          1,219,635
                                                                                         --------------------------------
                                                                                           174,389,665        154,228,441
                                                                                         --------------------------------
   Commitments and contingencies (Note 3)
   Long-term borrowings                                                                     26,244,070         23,681,399
                                                                                         --------------------------------
   Guaranteed Preferred Beneficial Interests in Company Subordinated Debt Securities           562,500            562,500
                                                                                         --------------------------------

STOCKHOLDERS' EQUITY
   Preferred stock                                                                             664,453            692,832
   Common stock, $1.00 par value; 500,000,000 shares authorized as of
      May 31, 2003 and November 30, 2002; 184,805,848 shares issued as of
      May 31, 2003 and November 30, 2002                                                       184,806            184,806
   Paid-in capital                                                                           2,892,508          2,866,290
   Retained earnings                                                                         4,410,841          3,909,272
   Employee stock compensation plans                                                         2,162,836          2,213,979
   Unearned compensation                                                                      (183,232)          (208,588)
   Treasury stock, at cost:
      Adjustable Rate Cumulative Preferred Stock Series A:
        2,520,750 shares as of May 31, 2003 and November 30, 2002                             (103,421)          (103,421)
      Common stock: 86,245,479 and 84,781,479 shares as of May 31, 2003 and November
        30, 2002, respectively                                                              (3,314,394)        (3,173,087)
                                                                                         --------------------------------
   Total Stockholders' Equity                                                                6,714,397          6,382,083
                                                                                         --------------------------------
   Total Liabilities and Stockholders' Equity                                            $ 207,910,632      $ 184,854,423
                                                                                         ================================

See Notes to Condensed Consolidated Financial Statements.
Note: Certain reclassifications have been made to prior period amounts to conform to the current period's presentation.
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THE BEAR STEARNS COMPANIES INC.

Condensed Consolidated Statements of
Income

                                                                                  (Unaudited)
                                                      ---------------------------------------------------------------
                                                              Three Months Ended               Six Months Ended
                                                      ---------------------------------------------------------------
                                                          May 31,          May 31,          May 31,         May 31,
(in thousands, except share and per share data)            2003             2002             2003            2002
---------------------------------------------------------------------------------------------------------------------
REVENUES
    Commissions                                       $    267,682     $    273,078     $    509,597     $    537,735
    Principal transactions                                 809,915          705,791        1,778,379        1,366,541
    Investment banking                                     212,550          463,818          380,133          615,712
    Interest and dividends                                 522,565          584,522          956,724        1,183,155
    Other income                                            37,500           43,195           63,294           85,405
                                                      ---------------------------------------------------------------
      Total revenues                                     1,850,212        2,070,404        3,688,127        3,788,548
    Interest expense                                       387,492          462,738          709,973          941,704
                                                      ---------------------------------------------------------------
      Revenues, net of interest expense                  1,462,720        1,607,666        2,978,154        2,846,844
                                                      ---------------------------------------------------------------
NON-INTEREST EXPENSES
    Employee compensation and benefits                     692,181          713,569        1,450,070        1,347,211
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    Floor brokerage, exchange and clearance fees            47,540           48,438           92,220           88,187
    Communications and technology                           90,744           93,419          183,484          198,092
    Occupancy                                               33,088           37,229           68,031           81,435
    Advertising and market development                      27,507           30,199           52,717           53,723
    Professional fees                                       28,995           31,771           57,448           65,595
    Other expenses                                         114,535          133,589          220,855          219,622
                                                      ---------------------------------------------------------------
      Total non-interest expenses                        1,034,590        1,088,214        2,124,825        2,053,865
                                                      ---------------------------------------------------------------

    Income before provision for income taxes               428,130          519,452          853,329          792,979
    Provision for income taxes                             147,719          176,600          298,665          269,601
                                                      ---------------------------------------------------------------
    Net income                                        $    280,411     $    342,852     $    554,664     $    523,378
                                                      ===============================================================
    Net income applicable to common shares            $    272,616     $    333,538     $    538,878     $    504,286
                                                      ===============================================================
    Basic earnings per share                          $       2.27     $       2.80     $       4.48     $       4.18
                                                      ===============================================================
    Diluted earnings per share                        $       2.05     $       2.59     $       4.05     $       3.87
                                                      ===============================================================
    Weighted average common shares outstanding:
          Basic                                        128,711,363      133,772,110      129,240,413      134,280,242
                                                      ===============================================================
          Diluted                                      146,062,838      147,592,256      146,608,993      148,011,523
                                                      ===============================================================

    Cash dividends declared per common share          $       0.17     $       0.15     $       0.34     $       0.30
                                                      ===============================================================

See Notes to Condensed Consolidated Financial Statements.
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THE BEAR STEARNS COMPANIES INC.

Condensed Consolidated Statements of
Cash Flows

                                                                                          (Unaudited)
                                                                                        Six Months Ended
                                                                                 ----------------------------
                                                                                    May 31,          May 31,
(in thousands)                                                                       2003             2002
-------------------------------------------------------------------------------------------------------------

CASH FLOWS FROM OPERATING ACTIVITIES
  Net income                                                                     $   554,664      $   523,378
  Adjustments to reconcile net income to cash used in operating activities:
    Noncash items included in net income:
     Depreciation and amortization                                                    71,754           89,534
     Deferred income taxes                                                           (13,142)         (59,503)
     Employee stock compensation plans                                                29,559           19,683
     Other                                                                             6,265            7,680
    Changes in operating assets and liabilities:
     Cash and securities deposited with clearing organizations or segregated
         in compliance with federal regulations                                    1,794,532        3,327,851
     Securities purchased under agreements to resell                              (6,823,455)        (745,325)
     Securities borrowed                                                          (1,951,362)      (1,023,606)
     Receivables from customers                                                   (4,636,094)       1,800,484
     Receivables from brokers, dealers and others                                   (555,513)       1,691,746
     Financial instruments owned                                                  (9,999,293)      (6,447,944)
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     Other assets                                                                    102,055         (122,894)
     Securities sold under agreements to repurchase                                  983,683        4,428,628
     Securities loaned                                                             2,331,678          582,019
     Payables to customers                                                         6,891,623       (4,818,792)
     Payables to brokers, dealers and others                                         537,002       (1,022,498)
     Financial instruments sold, but not yet purchased                             4,863,120         (697,857)
     Accrued employee compensation and benefits                                      (52,762)        (245,174)
     Other liabilities and accrued expenses                                           46,981          157,928
                                                                                 ----------------------------
  Cash used in operating activities                                               (5,818,705)      (2,554,662)
                                                                                 ----------------------------

CASH FLOWS FROM FINANCING ACTIVITIES
  Net proceeds from (payments for) short-term borrowings                           2,944,326       (1,525,019)
  Net proceeds from issuance of long-term borrowings                               6,014,576        2,655,953
  Redemption of preferred stock issued by a subsidiary                                               (200,000)
  Issuance of common stock                                                            56,463           10,194
  Redemption of preferred stock                                                      (27,660)         (51,967)
  Payments for retirement of long-term borrowings                                 (4,649,758)      (1,578,330)
  Treasury stock purchases - common stock                                           (244,945)        (118,587)
  Cash dividends paid                                                                (49,798)         (49,554)
                                                                                 ----------------------------
  Cash provided by (used in) financing activities                                  4,043,204         (857,310)
                                                                                 ----------------------------

CASH FLOWS FROM INVESTING ACTIVITIES
  Purchases of property, equipment and leasehold improvements                        (16,405)         (75,656)
  Purchases of investment securities and other assets                                (49,492)         (22,805)
  Proceeds from sales of investment securities and other assets                       35,303          200,771
                                                                                 ----------------------------
  Cash (used in) provided by investing activities                                    (30,594)         102,310
                                                                                 ----------------------------
  Net decrease in cash and cash equivalents                                       (1,806,095)      (3,309,662)
  Cash and cash equivalents, beginning of year                                     5,520,285        7,332,747
                                                                                 ----------------------------
  Cash and cash equivalents, end of period                                       $ 3,714,190      $ 4,023,085
                                                                                 ============================

See Notes to Condensed Consolidated Financial Statements.
Note: Certain reclassifications have been made to prior period amounts to conform to the current period's presentation.
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THE BEAR STEARNS COMPANIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

For a more complete discussion of The Bear Stearns Companies Inc. and its subsidiaries ("Company") accounting policies, refer to the Annual
Report on Form 10-K for the fiscal year ended November 30, 2002 filed by the Company under the Securities Exchange Act of 1934.

Basis of Presentation

The condensed consolidated financial statements include the accounts of the Company. All material intercompany transactions and balances
have been eliminated in consolidation. Certain prior period amounts have been reclassified to conform to the current period's presentation. The
Condensed Consolidated Statement of Financial Condition as of May 31, 2003, the Condensed Consolidated Statements of Income for the three
months and six months ended May 31, 2003 and May 31, 2002 and the Condensed Consolidated Statements of Cash Flows for the six months
ended May 31, 2003 and May 31, 2002 are unaudited. The November 30, 2002 Condensed Consolidated Statement of Financial Condition and
related information was derived from the audited financial statements.
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The condensed consolidated financial statements have been prepared in accordance with the rules and regulations of the Securities and Exchange
Commission ("SEC") with respect to the Form 10-Q and reflect all adjustments which in the opinion of management are normal and recurring,
which are necessary for a fair statement of the results for the interim periods presented. In accordance with such rules and regulations, certain
disclosures that are normally included in annual financial statements have been omitted. These financial statements should be read in
conjunction with the Company's Annual Report on Form 10-K for the fiscal year ended November 30, 2002 filed by the Company under the
Securities Exchange Act of 1934.

The condensed consolidated financial statements are prepared in conformity with accounting principles generally accepted in the United States
of America. These principles require management to make certain estimates and assumptions, including those regarding inventory valuations,
stock compensation, certain accrued liabilities and the potential outcome of litigation, which may affect the amounts reported in the condensed
consolidated financial statements and accompanying notes. Actual results could differ materially from these estimates. The nature of the
Company's business is such that the results of any interim period may not be indicative of the results to be expected for an entire fiscal year.

The Company, through its principal operating subsidiaries, Bear, Stearns & Co. Inc. ("Bear Stearns"), Bear, Stearns Securities Corp. ("BSSC"),
Bear, Stearns International Limited ("BSIL") and Bear Stearns Bank plc ("BSB"), is primarily engaged in business as a securities
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THE BEAR STEARNS COMPANIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

broker-dealer and operates in three principal segments: Capital Markets, Global Clearing Services and Wealth Management. Capital Markets is
comprised of the institutional equities, fixed income and investment banking areas. Global Clearing Services is composed of the clearance
business for prime broker and fully disclosed clients. Wealth Management is comprised of the Private Client Services ("PCS") and asset
management areas. See Note 9, "Segment Data," of Notes to Condensed Consolidated Financial Statements.

New Accounting Pronouncements

In April 2003, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standards ("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." In general, SFAS No. 149 is effective for contracts entered into or
modified after June 30, 2003 and for hedging relationships designated after June 30, 2003. The Company will adopt SFAS No. 149 as required
in the third quarter of fiscal 2003 and does not expect the adoption of SFAS No. 149 to have a material impact on the consolidated financial
statements.

In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial Instruments with Characteristics of both Liabilities and
Equity." SFAS No. 150 establishes standards for classifying and measuring certain financial instruments with characteristics of both liabilities
and equity. SFAS 150 is effective for financial instruments entered into or modified after May 31, 2003, and otherwise is effective at the
beginning of the first interim period beginning after June 15, 2003. The Company will adopt SFAS No. 150 as required in the fourth quarter of
fiscal 2003 and is currently evaluating its impact on the consolidated financial statements.
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THE BEAR STEARNS COMPANIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

2. FINANCIAL INSTRUMENTS

Financial instruments owned and financial instruments sold, but not yet purchased, consisting of the Company's proprietary trading inventories,
at fair value, were as follows:

                                                               May 31,          November 30,
(in thousands)                                                  2003                2002
--------------------------------------------------------------------------------------------
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FINANCIAL INSTRUMENTS OWNED:
   US government and agency                                 $ 7,928,596          $ 5,754,144
   Other sovereign governments                                1,106,980            1,064,850
   Corporate equity and convertible debt                     10,684,679            7,746,419
   Corporate debt and other                                   8,433,576            7,337,940
   Mortgages, mortgage- and asset-backed                     21,555,517           20,019,289
   Derivative financial instruments                          14,893,482           11,522,026
--------------------------------------------------------------------------------------------
                                                            $64,602,830          $53,444,668
============================================================================================

FINANCIAL INSTRUMENTS SOLD, BUT NOT YET PURCHASED:
   US government and agency                                 $ 9,123,234          $ 8,206,597
   Other sovereign governments                                1,698,508            1,209,421
   Corporate equity and convertible debt                      5,243,869            4,935,396
   Corporate debt and other                                   2,217,011            2,213,984
   Derivative financial instruments                          11,001,771            7,855,875
--------------------------------------------------------------------------------------------
                                                            $29,284,393          $24,421,273
============================================================================================

As of May 31, 2003 and November 30, 2002, all financial instruments owned that were pledged to counterparties where the counterparty has the
right, by contract or custom, to rehypothecate these securities are classified as "Financial Instruments Owned, Pledged as Collateral" in the
Condensed Consolidated Statements of Financial Condition.

Financial instruments sold, but not yet purchased, represent obligations of the Company to deliver the specified financial instrument at the
contracted price and thereby create a liability to purchase the financial instrument in the market at prevailing prices. These transactions result in
off-balance-sheet risk as the Company's ultimate obligation to purchase such securities may exceed the amount recognized in the Condensed
Consolidated Statements of Financial Condition.
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THE BEAR STEARNS COMPANIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

3. COMMITMENTS AND CONTINGENCIES

In the ordinary course of business, the Company has commitments in connection with various activities, the most significant of which are as
follows:

Commercial Lending

In connection with certain of the Company's business activities, the Company provides financing or financing commitments to investment-grade
and non-investment-grade companies in the form of senior and subordinated debt, including bridge financing. Commitments have varying
maturity dates and are generally contingent on the accuracy and validity of certain representations, warranties and contractual conditions
applicable to the borrower. Commercial lending commitments to investment-grade borrowers aggregated approximately $1.2 billion at May 31,
2003 (gross commitments of $1.8 billion less $0.6 billion of associated hedges). Commercial lending commitments to non-investment-grade
borrowers approximated $974 million at May 31, 2003.

Private Equity-Related Investments and Partnerships

In connection with the Company's merchant banking activities, the Company has commitments to invest in merchant banking or private
equity-related investment funds as well as commitments to invest directly in private equity-related investments. At May 31, 2003, such
commitments aggregated $632.9 million. These commitments will be funded, if called, through the end of the respective investment periods,
generally ending in 2011.

Underwriting
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In connection with the Company's mortgage-backed securitizations and fixed income underwriting, the Company had commitments to purchase
and sell new issues of securities aggregating $411.2 million at May 31, 2003.

Letters of Credit

At May 31, 2003, the Company was contingently liable for unsecured letters of credit of approximately $1.9 billion and letters of credit of
$923.6 million secured by financial instruments, primarily used to provide collateral for securities borrowed and to satisfy margin requirements
at option and commodity exchanges.

Borrow Versus Pledge

At May 31, 2003, the Company had pledged securities, primarily US government and agency securities with a market value of approximately
$4.2 billion as collateral for securities borrowed, with an approximate market value of $4.1 billion.
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THE BEAR STEARNS COMPANIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

3. COMMITMENTS AND CONTINGENCIES (continued)

Other

The Company had commitments to purchase Chapter 13 and other credit card receivables of $197.8 million at May 31, 2003.

With respect to certain of the commitments outlined above, the Company utilizes various hedging strategies to actively manage its market, credit
and liquidity exposures. Additionally, since these commitments may expire unused, the total commitment amount may not necessarily reflect the
actual future cash funding requirements.

Litigation

In the normal course of business, the Company has been named as a defendant in various lawsuits that involve claims for substantial amounts.
Also, the Company is involved from time to time in investigations and proceedings by governmental agencies and self-regulatory organizations.
Although the ultimate outcome of the various matters cannot be ascertained at this time, it is the opinion of management, after consultation with
counsel, that the resolution of the foregoing matters will not have a material adverse effect on the financial condition of the Company, taken as a
whole; such resolution may, however, have a material effect on the operating results in any future period, depending on the level of income for
such period. Litigation costs other than professional fees are reflected in "Other Expenses" in the Condensed Consolidated Statements of
Income.

4. GUARANTEES

In the ordinary course of business, the Company issues various guarantees to counterparties in connection with certain derivative, leasing,
securitization and other transactions. On February 28, 2003, the Company adopted the new disclosure requirements for guarantees in accordance
with FASB Interpretation ("FIN") No. 45, "Guarantors Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees
of Indebtedness of Others." Beginning on January 1, 2003, the Company adopted the recognition requirements of FIN No. 45, requiring the
Company to recognize a liability at the inception of certain guarantees for obligations it has undertaken in issuing the guarantees. The adoption
of FIN No. 45 did not have a material effect on the Condensed Consolidated Financial Statements.
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THE BEAR STEARNS COMPANIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)
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4. GUARANTEES (continued)

The guarantees covered by FIN No. 45 include contracts that contingently require the guarantor to make payments to the guaranteed party based
on changes related to an asset, a liability or an equity security of the guaranteed party, contracts that contingently require the guarantor to make
payments to the guaranteed party based on another entity's failure to perform under an agreement and indirect guarantees of the indebtedness of
others, even though the payment to the guaranteed party may not be based on changes to an asset, liability or equity security of the guaranteed
party. In addition, FIN No. 45 covers certain indemnification agreements that contingently require the guarantor to make payments to the
indemnified party, such as an adverse judgment in a lawsuit or the imposition of additional taxes due to either a change in the tax law or an
adverse interpretation of the tax law.

The following table sets forth the maximum payout/notional amounts associated with the Company's guarantees as of May 31, 2003:

                                                                  Amount of Guarantee Expiration Per Period
                                            ---------------------------------------------------------------------------------
                                                                                                   Greater
                                            Less Than       One to Three        Three to           than Five
(in millions)                                One Year           Years          Five Years            Years             Total
-----------------------------------------------------------------------------------------------------------------------------

Derivative contracts (notional) (1)          $159,619          $109,027          $ 72,633          $ 72,690          $413,969
Municipal securities                            2,074               400                                                 2,474
Residual value guarantee                                                              570                                 570
-----------------------------------------------------------------------------------------------------------------------------

(1) The carrying value of these derivatives approximated $9 billion.

Derivative Contracts

The Company's dealer activities cause it to make markets and trade a variety of derivative instruments. Certain derivative contracts that the
Company has entered into meet the accounting definition of a guarantee under FIN No. 45. Derivatives that meet the FIN No. 45 definition of
guarantees include credit default swaps (whereby a default or significant change in the credit quality of the underlying financial instrument may
obligate the Company to make a payment), certain written call and put options, swaptions, as well as floors, caps and collars. Since the Company
does not track the counterparties' purpose for entering into a derivative contract, it has disclosed derivative contracts that are likely to be used to
protect against a change in an underlying financial instrument, regardless of their actual use.
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THE BEAR STEARNS COMPANIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

4. GUARANTEES (continued)

On certain of these contracts, such as written interest rate caps and floors and foreign currency options, the maximum payout cannot be
quantified since the increase in interest rates and foreign exchange rates is not contractually limited by the terms of the contracts. As such, the
Company has disclosed notional amounts as a measure of the extent of its involvement in these classes of derivatives rather than maximum
payout. Notional amounts do not represent the maximum payout and generally overstates the Company's exposure to these contracts. These
derivative contracts are recorded at fair value which approximated $9 billion at May 31, 2003.

In connection with these activities, the Company attempts to mitigate its exposure to market risk by entering into a variety of offsetting
derivative contracts and security positions. For a discussion of derivatives, see Risk Management and Management's Discussion and Analysis of
Financial Condition and Results of Operations in the Company's Annual Report on Form 10-K for the fiscal year ended November 30, 2002.

Residual Value Guarantee

The Company has entered into an operating lease arrangement for its worldwide headquarters at 383 Madison Avenue (the "Synthetic Lease").
Under the terms of the Synthetic Lease, the Company is obligated to make monthly payments based on the lessor's underlying interest costs. The
Synthetic Lease expires on May 20, 2007, after which the Company may request a renewal. If the lease renewal cannot be negotiated, the
Company has the right to purchase the building for the amount of the then outstanding indebtedness of the lessor or to arrange for the sale of the

Edgar Filing: BEAR STEARNS COMPANIES INC - Form 10-Q

4. GUARANTEES (continued) 10



property with the proceeds of the sale to be used to satisfy the lessor's debt obligation. If the sale of the property does not generate sufficient
proceeds to satisfy the lessor's debt obligation, the Company is required to fund the shortfall up to a maximum residual value guarantee. As of
May 31, 2003, there was no expected shortfall and the residual value guarantee approximated $570 million.

Municipal Securities

As part of the Company's municipal securities business, the Company acts as placement agent and as liquidity provider for municipal securities
trust certificates ("Trust Certificates"). (See Note 11, "Consolidation of Variable Interest Entities," for a further discussion of the Company's
municipal securities business.)
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(UNAUDITED)

4. GUARANTEES (continued)

Indemnifications

The Company provides representations and warranties to counterparties in connection with a variety of commercial transactions, including
certain asset sales and securitizations and occasionally indemnifies them against potential losses caused by the breach of those representations
and warranties. To mitigate these risks with respect to assets being securitized that have been originated by third parties, the Company seeks to
obtain appropriate representations and warranties from these third parties upon acquisition of such assets. The Company may also provide
indemnifications to some counterparties to protect them in the event additional taxes are owed or payments are withheld, due either to a change
in or adverse application of certain tax laws. These indemnifications generally are standard contractual terms and are entered into in the normal
course of business. Generally, there are no stated or notional amounts included in these indemnifications, and the contingencies triggering the
obligation to indemnify are not expected to occur. The Company is unable to develop an estimate of the maximum payout under these
guarantees. However, management believes that it is unlikely the Company will have to make significant payments under these arrangements,
and no liabilities have been recorded in the Condensed Consolidated Financial Statements for these arrangements.

Other Guarantees

The Company is a member of numerous exchanges and clearinghouses. Under the standard membership agreements, members are generally
required to guarantee the performance of other members. Under the agreements, if a member becomes unable to satisfy its obligations to the
clearinghouse, other members would be required to meet shortfalls. To mitigate these performance risks, the exchanges and clearinghouses often
require members to post collateral. The Company's maximum potential liability under these arrangements cannot be quantified. However, the
potential for the Company to be required to make payments under these arrangements is unlikely. Accordingly, no contingent liability is
recorded in the Condensed Consolidated Financial Statements for these arrangements.
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5. REGULATORY REQUIREMENTS

Bear Stearns and BSSC are registered broker-dealers and, accordingly, are subject to Rule 15c3-1 under the Securities Exchange Act of 1934
("Net Capital Rule") and the capital rules of the New York Stock Exchange, Inc. ("NYSE"), the Commodity Futures Trading Commission
("CFTC") and other principal exchanges of which Bear Stearns and BSSC are members. Included in the computation of net capital of Bear
Stearns, as defined, is $212.8 million, relating to the net capital of BSSC in excess of 5.5% of aggregate debit items arising from customer
transactions, as defined. At May 31, 2003, Bear Stearns' net capital of $1.09 billion exceeded the minimum requirement by $1.05 billion.

BSIL and Bear Stearns International Trading Limited ("BSIT"), London-based broker-dealer subsidiaries, are subject to the regulatory capital
requirements of the Financial Services Authority.

BSB, an Ireland-based bank principally involved in the trading and sales of fixed income products, is registered in Ireland and is subject to the
regulatory capital requirements of the Central Bank and Financial Services Authority of Ireland.
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At May 31, 2003, Bear Stearns, BSSC, BSIL, BSIT and BSB were in compliance with their respective regulatory capital requirements.

6. EARNINGS PER SHARE

Earnings per share ("EPS") is computed in accordance with SFAS No. 128, "Earnings Per Share." Basic EPS is computed by dividing net
income applicable to common shares, adjusted for costs related to vested shares under the Capital Accumulation Plan for Senior Managing
Directors, as amended ("CAP Plan"), as well as the effect of the redemption of preferred stock, by the weighted average number of common
shares outstanding. Common shares outstanding includes vested units issued under certain stock compensation plans, which will be distributed
as shares of common stock. Diluted EPS includes the determinants of basic EPS and, in addition, gives effect to dilutive potential common
shares related to stock compensation plans.
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6. EARNINGS PER SHARE (continued)

The computations of basic and diluted EPS are set forth below:

                                                              Three Months Ended            Six Months Ended
----------------------------------------------------------------------------------------------------------------
                                                            May 31,        May 31,        May 31,       May 31,
(in thousands, except per share amounts)                     2003           2002           2003          2002
----------------------------------------------------------------------------------------------------------------

Net income                                                $ 280,411      $ 342,852      $ 554,664      $ 523,378
Preferred stock dividends                                    (7,795)        (9,314)       (15,786)       (19,092)
Redemption of preferred stock                                   642         11,210            720         11,210
Income adjustment (net of tax) applicable to deferred
    compensation arrangements-vested shares                  19,374         29,416         39,628         45,471
----------------------------------------------------------------------------------------------------------------
Net earnings used for basic EPS                             292,632        374,164        579,226        560,967
Income adjustment (net of tax) applicable to deferred
    compensation arrangements-nonvested shares                6,901          7,369         14,064         11,305
----------------------------------------------------------------------------------------------------------------
Net earnings used for diluted EPS                         $ 299,533      $ 381,533      $ 593,290      $ 572,272
================================================================================================================
Total basic weighted average common
   shares outstanding (1)                                   128,711        133,772        129,240        134,280
----------------------------------------------------------------------------------------------------------------
Effect of dilutive securities:
   Employee stock options                                     2,224          1,909          1,937          1,642
   CAP and restricted units                                  15,128         11,911         15,432         12,090
----------------------------------------------------------------------------------------------------------------
Dilutive potential common shares                             17,352         13,820         17,369         13,732
----------------------------------------------------------------------------------------------------------------
Weighted average number of common shares
   outstanding and dilutive potential common shares         146,063        147,592        146,609        148,012
================================================================================================================
Basic EPS                                                 $    2.27      $    2.80      $    4.48      $    4.18
Diluted EPS                                               $    2.05      $    2.59      $    4.05      $    3.87
================================================================================================================

(1) Includes  29,891,922 and 34,155,729  vested units for the three months ended
May 31, 2003 and May 31,  2002,  respectively,  and  30,064,127  and  34,467,349
vested  units  for  the  six  months  ended  May 31,  2003  and  May  31,  2002,
respectively,  issued  under  certain  stock  compensation  plans  which will be
distributed as shares of common stock.
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7. CASH FLOW INFORMATION

For purposes of the Condensed Consolidated Statements of Cash Flows, the Company has defined cash equivalents as liquid investments not
held for sale in the ordinary course of business with original maturities of three months or less. Cash payments for interest approximated interest
expense for the six months ended May 31, 2003 and May 31, 2002. Income taxes paid totaled $212.8 million and $188.7 million for the six
months ended May 31, 2003 and May 31, 2002, respectively.
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8. DERIVATIVES AND HEDGING ACTIVITIES

SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities," as amended by SFAS No. 138, "Accounting for Certain
Derivative Instruments and Certain Hedging Activities," establishes accounting and reporting standards for stand-alone derivative instruments,
derivatives embedded within other contracts or securities and for hedging activities. It requires that all derivatives, whether stand-alone or
embedded within other contracts or securities (except in very defined circumstances) be carried on the Company's Condensed Consolidated
Statement of Financial Condition at their then fair value. SFAS No. 133 requires that all derivatives be carried at fair value, including those used
as hedges. SFAS No. 133 also requires items designated as being hedged, previously carried at accrued values, now be marked to market for the
risk being hedged, provided that the intent to hedge is fully documented. Any resultant net change in value for both the hedging derivative and
the hedged item is recognized in earnings immediately, such net effect being deemed the "ineffective" portion of the hedge. The gains and losses
associated with the ineffective portion of the fair value hedges are included in "Principal Transactions" revenues in the Condensed Consolidated
Statements of Income and were not material for the three months and six months ended May 31, 2003 and May 31, 2002.

To measure derivative activity, notional or contract amounts are frequently used. Notional/contract amounts are used to calculate contractual
cash flows to be exchanged and are generally not actually paid or received, with the exception of currency swaps, foreign exchange forwards and
mortgage-backed securities forwards. The notional/contract amounts of financial instruments that give rise to off-balance-sheet market risk are
indicative only to the extent of involvement in the particular class of financial instrument and are not necessarily an indication of overall market
risk.

As of May 31, 2003 and November 30, 2002, the Company had notional/contract amounts of approximately $1.8 trillion and $1.6 trillion,
respectively, of derivative financial instruments, of which $375.8 billion and $421.1 billion, respectively, were listed futures and option
contracts. The aggregate notional/contract value of derivative contracts is a reflection of the level of activity and does not represent the amounts
that are recorded in the Condensed Consolidated Statements of Financial Condition. The Company's derivative financial instruments
outstanding, which either are used to hedge trading positions, fixed-rate debt, or are part of its derivative dealer activities, are marked to fair
value.

17

THE BEAR STEARNS COMPANIES INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

8. DERIVATIVES AND HEDGING ACTIVITIES (continued)

The Company's derivatives had a weighted average maturity of approximately 4.2 years and 3.9 years at May 31, 2003 and November 30, 2002,
respectively.

The maturities of notional/contract amounts outstanding for derivative financial instruments as of May 31, 2003 were as follows:

                                               Less Than       One to        Three to    Greater Than
(in billions)                                   One Year     Three Years    Five Years    Five Years        Total
-----------------------------------------------------------------------------------------------------------------

Swap agreements, including options,
     swaptions, caps, collars and floors       $  228.3      $  319.1      $  300.5      $  429.5      $  1,277.4
Futures contracts                                  83.7          42.6          17.4                         143.7
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Forward contracts                                  65.6                                                      65.6
Options held                                      134.6          33.9           0.7                         169.2
Options written                                    93.2           7.5           0.5                         101.2
-----------------------------------------------------------------------------------------------------------------
Total                                          $  605.4      $  403.1      $  319.1      $  429.5      $  1,757.1
=================================================================================================================
Percent of total                                   34.5%         22.9%         18.2%         24.4%          100.0%
=================================================================================================================

Derivatives Credit Risk

Derivative financial instruments represent contractual commitments between counterparties that derive their value from changes in an
underlying interest rate, currency exchange rate, index (e.g., Standard & Poor's 500 Index), reference rate (e.g., London Interbank Offered Rate
"LIBOR"), or asset value referenced in the related contract. Some derivatives, such as futures contracts, certain options and indexed referenced
warrants, can be traded on an exchange. Other derivatives, such as interest rate and currency swaps, caps, floors, collars, swaptions, equity
swaps and options, credit derivatives, structured notes and forward contracts, are negotiated in the over-the-counter markets. Derivatives
generate both on- and off-balance-sheet risks depending on the nature of the contract. The Company is engaged as a dealer in over-the-counter
derivatives and, accordingly, enters into transactions involving derivative instruments as part of its customer-related and proprietary trading
activities.

The Company's dealer activities require it to make markets and trade a variety of derivative instruments. In connection with these activities, the
Company attempts to mitigate its exposure to market risk by entering into hedging transactions which may include over-the-counter derivative
contracts or the purchase or sale of interest-bearing securities, equity securities, financial futures and forward contracts. In this regard, the
utilization of derivative instruments is designed to reduce or mitigate market risks associated with holding dealer inventories or in connection
with arbitrage-related trading activities. The Company also utilizes interest rate and currency swaps as well as futures contracts and US treasury
positions to hedge its debt issuances as part of its asset and liability management.
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8. DERIVATIVES AND HEDGING ACTIVITIES (continued)

Credit risk arises from the potential inability of counterparties to perform in accordance with the terms of the contract. At any point in time, the
Company's exposure to credit risk associated with counterparty non-performance is generally limited to the net replacement cost of
over-the-counter contracts net of the value of collateral held. Such financial instruments are reported at fair value on a net-by-counterparty basis
pursuant to enforceable netting agreements. Exchange-traded financial instruments, such as futures and options, generally do not give rise to
significant unsecured counterparty exposure due to the Company's margin requirements, which may be greater than those prescribed by the
individual exchanges. Options written generally do not give rise to counterparty credit risk since they obligate the Company (not its
counterparty) to perform.

The Company has controls in place to monitor credit exposures by assessing the future creditworthiness of counterparties and limiting
transactions with specific counterparties. The Company also seeks to control credit risk by following an established credit approval process,
monitoring credit limits and requiring collateral where appropriate.

The following table summarizes the counterparty credit quality of the Company's exposure with respect to over-the-counter derivatives
(including foreign exchange and forward-settling mortgage transactions) as of May 31, 2003:

                 Over-the-Counter Derivative Credit Exposure(1)
                                 ($ in millions)

                                                                                  Percentage
                                                                Exposure,         of Exposure,
                                                                 Net of             Net of
Rating (2)               Exposure        Collateral(3)        Collateral(4)       Collateral
----------------------------------------------------------------------------------------------
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AAA                        3,547               1,478               2,114                37%
AA                         3,175               1,445               1,774                31%
A                          2,159                 963               1,347                23%
BBB                          487                 425                 307                 5%
BB and lower                 885               1,141                 228                 4%
Non-rated                      1                   1                   0                 0%
----------------------------------------------------------------------------------------------

(1)  Excluded  are  covered  transactions  structured  to ensure that the market
values of  collateral  will at all times equal or exceed the related  exposures.
The net exposure for these transactions will, under all circumstances, be zero.
(2) Internal  counterparty  credit ratings,  as assigned by the Company's Credit
Department, converted to rating agency equivalents.
(3) For lower-rated counterparties, the Company generally receives collateral in
excess of the current market value of derivatives contracts.
(4) In calculating exposure net of collateral, collateral amounts are limited to
the amount of current exposure for each  counterparty.  Excess collateral is not
applied to reduce  exposure  because such excess in one  counterparty  portfolio
cannot be applied to deficient collateral in a different counterparty portfolio.
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9. SEGMENT DATA

The Company operates in three principal segments -- Capital Markets, Global Clearing Services and Wealth Management. These segments offer
different products and services and are managed separately as different levels and types of expertise are required to effectively manage the
segments' transactions.

The Capital Markets segment comprises the institutional equities, fixed income and investment banking areas. The Capital Markets segment
operates as a single integrated unit that provides the sales, trading and origination effort for various fixed income, equity and advisory products
and services. Each of the three businesses works in tandem to deliver these services to institutional and corporate clients.

Institutional equities consists of sales, trading and research in areas such as institutional domestic and international equity sales, block trading,
convertible bonds, over-the-counter equities, equity derivatives, risk and convertible arbitrage and NYSE, American Stock Exchange and
International Securities Exchange specialist activities. Fixed income includes sales, trading and research for institutional clients in a variety of
products such as mortgage- and asset-backed securities, corporate and government bonds, municipal and high yield products, foreign exchange
and fixed income derivatives. Investment banking provides services in capital raising, strategic advice, mergers and acquisitions and merchant
banking. Capital raising encompasses the Company's underwriting of equity, investment-grade and high yield debt products.

The Global Clearing Services segment provides execution, clearing, margin lending and securities borrowing to facilitate customer short sales to
clearing clients worldwide. Prime brokerage clients include hedge funds and clients of money managers, short sellers, arbitrageurs and other
professional investors. Fully disclosed clients engage in either the retail or institutional brokerage business.

The Wealth Management segment is comprised of the PCS and asset management areas. PCS provides high-net-worth individuals with an
institutional level of investment service, including access to the Company's resources and professionals. Asset management manages equity,
fixed income and alternative assets for leading corporate pension plans, public systems, endowments, foundations, multi-employer plans,
insurance companies, corporations, families and high net-worth individuals in the US and abroad.

The three business segments comprise many business areas with interactions among each. Revenues and expenses include those that are directly
related to each segment. Revenues from intersegment transactions are based upon specific criteria or agreed-upon rates with such amounts
eliminated in consolidation. Individual segments also include revenues and expenses relating to various items, including corporate overhead and
interest, which are internally allocated by the Company primarily based on balance-sheet usage or expense
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(UNAUDITED)

9. SEGMENT DATA (continued)

levels. The Company generally evaluates performance of the segments based on net revenues and profit or loss before provision for income
taxes.

                                              Three Months Ended                   Six Months Ended
                                      --------------------------------------------------------------------
                                         May 31,            May 31,            May 31,            May 31,
(in thousands)                            2003               2002               2003               2002
----------------------------------------------------------------------------------------------------------
NET REVENUES

Capital Markets
    Institutional Equities            $   189,346        $   301,256        $   465,807        $   546,742
    Fixed Income                          765,190            518,610          1,556,407          1,066,804
    Investment Banking                    223,439            483,075            411,203            626,825
----------------------------------------------------------------------------------------------------------
Total Capital Markets                   1,177,975          1,302,941          2,433,417          2,240,371

Global Clearing Services                  187,405            201,377            363,183            406,288
Wealth Management                         124,405            126,701            239,990            249,912
Other (1)                                 (27,065)           (23,353)           (58,436)           (49,727)
----------------------------------------------------------------------------------------------------------
      Total net revenues              $ 1,462,720        $ 1,607,666        $ 2,978,154        $ 2,846,844
==========================================================================================================

PRE-TAX INCOME

Capital Markets                       $   483,971        $   561,143        $   949,890        $   834,736
Global Clearing Services                   37,798             65,868             89,948            143,100
Wealth Management                           4,948              8,681             10,667             10,461
Other (1)                                 (98,587)          (116,240)          (197,176)          (195,318)
----------------------------------------------------------------------------------------------------------
      Total pre-tax income            $   428,130        $   519,452        $   853,329        $   792,979
==========================================================================================================

                                                             As of
                                    ----------------------------------------------------
                                        May 31,           November 30,         May 31,
(in thousands)                           2003                 2002              2002
----------------------------------------------------------------------------------------
SEGMENT ASSETS

Capital Markets                     $ 142,323,343       $ 123,332,776      $ 131,067,784
Global Clearing Services               69,563,378          60,754,131         55,873,279
Wealth Management                       3,346,690           3,555,762          3,415,647
Other (1)                              (7,322,779)         (2,788,246)        (4,728,866)
----------------------------------------------------------------------------------------
      Total segment assets          $ 207,910,632       $ 184,854,423      $ 185,627,844
========================================================================================

(1)  Includes  consolidation  and  elimination  entries,   unallocated  revenues
(predominantly   interest),  and  certain  corporate  administrative  functions,
including  certain legal costs and costs related to the CAP Plan. CAP Plan costs
approximated  $46.0 million and $64.0 million for the three months ended May 31,
2003 and May 31, 2002, respectively, and $94.0 million and $99.0 million for the
six months ended May 31, 2003 and May 31, 2002, respectively.
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10. TRANSFERS OF FINANCIAL ASSETS AND LIABILITIES

Securitizations

The Company regularly securitizes commercial and residential mortgages, consumer receivables and other financial assets. Interests in these
securitized assets may be retained in the form of senior or subordinated securities or as residual interests. These retained interests are included in
"Financial Instruments Owned" in the Condensed Consolidated Statements of Financial Condition and are carried at fair value. Securitization
transactions are generally treated as sales, with resulting gain or loss included in "Principal Transactions" revenue in the Condensed
Consolidated Statements of Income. Consistent with the valuation of similar inventory, fair value is determined by broker-dealer price
quotations and internal valuation pricing models that utilize variables such as yield curves, prepayment speeds, default rates, loss severity,
interest rate volatilities and spreads. The assumptions used for pricing variables are primarily based on observable transactions in similar
securities and are further verified by external pricing sources, when available. During the quarters ended May 31, 2003 and May 31, 2002, the
Company executed securitization transactions of approximately $36.2 billion and $28.6 billion, respectively, including securitizations of its own
assets of approximately $27.5 billion and $19.6 billion, respectively. Securitizations of its own assets include $14.7 billion and $12.3 billion,
respectively, in agency mortgage-backed securities; $9.9 billion and $6.9 billion, respectively, in non-agency mortgage-backed securities; and
$2.9 billion and $0.4 billion, respectively, in other asset-backed securities. The Company is an active market maker in these securities and
therefore may retain interests in assets it securitizes, predominantly highly rated or government agency-backed securities. Retained interests in
assets the Company securitized, including senior and subordinated securities, approximated $3.1 billion and $2.3 billion at May 31, 2003 and
November 30, 2002, respectively. As of May 31, 2003 and November 30, 2002, retained interests include $2.0 billion and $1.7 billion in agency
mortgage-backed securities, respectively; $0.6 billion and $0.4 billion in non-agency mortgage-backed securities, respectively, and $0.5 billion
and $0.2 billion in other asset-backed securities, respectively.

The models employed in the valuation of retained interests use discount rates that are based on the swap curve. Key points on the swap curve at
May 31, 2003 were 1.49% for two-year swaps and 3.70% for 10-year swaps. These models also consider prepayment speeds, as well as credit
losses. Credit losses are considered through option-adjusted spreads that also utilize additional factors such as liquidity and optionality.
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10. TRANSFERS OF FINANCIAL ASSETS AND LIABILITIES (continued)

Key valuation assumptions used in measuring the current fair value of retained interests in assets the Company securitized at May 31, 2003 were
as follows:

                                                        Agency              Other             Other
                                                    Mortgage-Backed     Mortgage-Backed    Asset-Backed
-------------------------------------------------------------------------------------------------------
Weighted average life (years)                            1.31                3.74                2.35
Average prepayment speeds (annual rate)               20% - 80%           0.1% - 83%              n/a
Credit losses                                            0.82%               6.69%               3.03%
-------------------------------------------------------------------------------------------------------

The following hypothetical sensitivity analysis as of May 31, 2003 illustrates the potential change in fair value of these retained interests due to a
specified change in the key valuation assumptions. The interest rate changes represent a parallel shift in the swap curve. This shift considers the
effect of other variables, including prepayments. The remaining valuation assumptions are changed independently.

                                                   Agency                 Other              Other
(in millions)                                  Mortgage-Backed       Mortgage-Backed      Asset-Backed
-------------------------------------------------------------------------------------------------------
Interest rates
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     50 basis point increase                       $ 17.9              $  18.7              $  (5.2)
     100 basis point increase                        25.9                 30.9                (10.5)
     50 basis point decrease                        (22.1)                (5.3)                 5.5
     100 basis point decrease                       (39.1)                (2.3)                11.3
-------------------------------------------------------------------------------------------------------
Prepayment speeds
     10% adverse change
          (increase in prepayments)                  (8.0)                (4.3)                 n/a
     20% adverse change                             (15.2)                (9.1)                 n/a
     10% favorable change                            10.9                  5.4                  n/a
     20% favorable change                            24.4                 10.1                  n/a
-------------------------------------------------------------------------------------------------------
Credit losses
     10% adverse change                              (3.5)               (12.6)                (9.2)
     20% adverse change                              (6.8)               (24.0)               (15.9)
     10% favorable change                             3.6                 14.2                  8.0
     20% favorable change                             7.4                 30.3                 16.3
-------------------------------------------------------------------------------------------------------

The previous table should be viewed with caution since the changes in a single variable generally cannot occur without changes in other
variables or conditions that may counteract or amplify the effect of the changes outlined in the table. In addition, the table does not consider the
change in fair value of hedging positions which would generally offset the changes detailed in the table, nor does it consider any corrective
action that the Company may take in response to changes in these conditions. The effect of hedges is not presented because hedging positions
are established on a macro level and allocating the effect would not be practicable.
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10. TRANSFERS OF FINANCIAL ASSETS AND LIABILITIES (continued)

The following table summarizes cash flows from securitization trusts related to securitization transactions during the quarter ended May 31,
2003:

                                                           Agency                Other              Other
(in millions)                                          Mortgage-Backed      Mortgage-Backed     Asset-Backed
------------------------------------------------------------------------------------------------------------
Cash flows received from retained interests               $  113.2             $  26.3             $  6.5
Cash flows from servicing                                      n/a                 1.1                n/a
------------------------------------------------------------------------------------------------------------

Collateralized Financing Arrangements

The Company enters into secured borrowing or lending agreements to obtain collateral necessary to effect settlements, finance inventory
positions, meet customer needs or re-lend as part of its dealer operations.

The Company receives collateral under reverse repurchase agreements, securities borrowing transactions, derivative transactions, customer
margin loans and other secured money-lending activities. In many instances, the Company is permitted to rehypothecate such securities. The
Company also pledges financial instruments owned to collateralize certain financing arrangements. These securities are recorded as "Financial
Instruments Owned, Pledged As Collateral" in the Condensed Consolidated Statements of Financial Condition.

At May 31, 2003 and November 30, 2002, the Company had received securities pledged as collateral that can be repledged, delivered or
otherwise used with a fair value of approximately $208 billion and $184 billion, respectively. This collateral was generally obtained under
reverse repurchase, securities borrowing or margin lending agreements. Of these securities received as collateral, those with a fair value of
approximately $128 billion and $116 billion were delivered or repledged, generally as collateral under repurchase or securities lending
agreements or to cover short sales at May 31, 2003 and November 30, 2002, respectively.
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11. CONSOLIDATION OF VARIABLE INTEREST ENTITIES

In January 2003, the FASB issued FIN No. 46, "Consolidation of Variable Interest Entities- an Interpretation of ARB No. 51." FIN No. 46
provides guidance on the consolidation of certain entities in which equity investors do not have the characteristics of a controlling financial
interest or do not have sufficient equity at risk for the entity to finance its activities without additional subordinated financial support. Such
entities are referred to as variable interest entities ("VIEs"). FIN No. 46 requires the primary beneficiary of a VIE to consolidate the entity. The
Company regularly creates or transacts with entities that may be VIEs. These entities are an essential part of its securitization, asset management
and structured finance businesses. In addition, the Company purchases and sells instruments that may be variable interests. The Company
adopted the provisions of FIN No. 46 for VIEs created after January 31, 2003 and for VIEs in which the Company acquired an interest after
January 31, 2003. The Company will adopt FIN No. 46 as it relates to its interests in VIEs that existed prior to January 31, 2003, as required, on
September 1, 2003, and is currently assessing the impact of adoption.

Although the Company is still evaluating the impact of FIN No. 46 relating to interests in VIEs that existed prior to January 31, 2003, it is
reasonably possible that FIN No. 46 will require consolidation of, or additional disclosures related to, the entities described below.

The Company acts as portfolio manager in several collateralized debt obligation transactions. In these transactions, the Company establishes a
trust that purchases a portfolio of assets and issues trust certificates that represent interests in the portfolio of assets. In addition to receiving
variable compensation for managing the portfolio, the Company also may retain certain trust certificates. The assets in these trusts at May 31,
2003 approximated $1.3 billion. The Company's maximum exposure to loss as a result of its relationship with these trusts is approximately $7.8
million, which represents the fair value of its interests.

The Company has entered into a lease arrangement for its world headquarters at 383 Madison Avenue with an entity that may be a VIE. The
Company makes periodic LIBOR-based payments to this entity and guarantees a portion of the value of the building to the creditors of the
entity. As a result of its involvement with this entity, the Company's maximum exposure to loss is $570 million, which represents the guarantee
to the entity's creditors. The entity's sole asset is the building, which was completed in 2002 at a cost of approximately $670 million.
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(UNAUDITED)

11. CONSOLIDATION OF VARIABLE INTEREST ENTITIES (continued)

In 1997, the Company established a program whereby it has created a series of municipal securities trusts in which it has retained interests.
These trusts purchase fixed-rate, long-term, highly rated, insured or escrowed municipal bonds financed by the issuance of trust certificates.
Certain of the trust certificates entitle the holder to receive future payments of principal and variable interest and to tender such certificates at the
option of the holder on a periodic basis. The Company acts as placement agent and as liquidity provider. The purpose of the program is to allow
the Company's clients to purchase synthetic short-term, floating-rate municipal debt that does not otherwise exist in the marketplace. In the
Company's capacity as liquidity provider to the trusts, the maximum exposure to loss at May 31, 2003 was approximately $2.47 billion, which
represents the outstanding amount of all trust certificates. This exposure to loss is mitigated by the underlying municipal bonds. The underlying
municipal bonds in the trusts are either AAA- or AA-rated, insured or escrowed to maturity. Such bonds had a market value net of related
hedges approximating $2.41 billion at May 31, 2003.

12. STOCK COMPENSATION PLANS

In December 2002, the FASB issued SFAS No. 148 "Accounting for Stock-Based Compensation-- Transition and Disclosure," which amends
SFAS No. 123, "Accounting for Stock-Based Compensation." SFAS No. 148 provides three alternative methods of transition for a voluntary
change to fair value accounting for stock-based compensation as permitted under SFAS No. 123. It also requires prominent disclosures about the
method of accounting for stock-based compensation and its effect on reported results. The three alternatives are: 1) the prospective method in
which fair value expense would be recognized for all awards granted in the year of adoption, but not previous awards, 2) the modified
prospective method in which fair value expense would be recognized for the unvested portion of all prior stock options granted and those
granted in the year of adoption, and 3) the retroactive restatement method which is similar to the modified prospective method, except that all
prior periods are restated. The Company has adopted fair value accounting for stock-based compensation for fiscal 2003 using the prospective
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method provided by SFAS No. 148. Commencing with all grants made after November 30, 2002, the Company expenses the fair value of stock
options issued to employees over the related vesting period.
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(UNAUDITED)

12. STOCK COMPENSATION PLANS (continued)

The cost related to stock-based compensation included in the determination of net income for the three months and six months ended May 31,
2003 and May 31, 2002 is less than that which would have been recognized if the fair value based method had been applied to stock option
awards since the original effective date of SFAS No. 123. The following table illustrates the effect on net income and earnings per share if the
fair value based method had been applied to all outstanding and unvested awards in each period.

                                                                Three Months Ended            Six Months Ended
------------------------------------------------------------------------------------------------------------------
                                                              May 31,         May 31,       May 31,        May 31,
(in millions,  except  per  share amounts)                     2003            2002          2003           2002
------------------------------------------------------------------------------------------------------------------

Net income, as reported                                     $   280.4      $   342.9      $   554.7      $   523.4
Add: Stock-based employee compensation plans expense
      included in reported net income, net of related
      tax effects                                                10.5            4.2           16.9           11.3
Deduct: Total stock-based employee compensation plans
      expense determined under the fair value based
      method, net of related tax effects                        (23.8)         (15.7)         (43.5)         (34.3)
------------------------------------------------------------------------------------------------------------------
Pro forma net income                                        $   267.1      $   331.4      $   528.1      $   500.4
==================================================================================================================
Earnings per share:
   Basic - as reported                                      $    2.27      $    2.80      $    4.48      $    4.18
   Basic - pro forma                                        $    2.17      $    2.71      $    4.28      $    4.01
   Diluted - as reported                                    $    2.05      $    2.59      $    4.05      $    3.87
   Diluted - pro forma                                      $    1.96      $    2.51      $    3.86      $    3.71
==================================================================================================================
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INDEPENDENT ACCOUNTANTS' REPORT

To the Board of Directors and Stockholders of
The Bear Stearns Companies Inc.

We have reviewed the accompanying condensed consolidated statement of financial condition of The Bear Stearns Companies Inc. and
subsidiaries as of May 31, 2003, and the related condensed consolidated statements of income for the three month and six month periods ended
May 31, 2003 and May 31, 2002 and cash flows for the six month periods ended May 31, 2003 and May 31, 2002. These financial statements
are the responsibility of The Bear Stearns Companies Inc.'s management.

We conducted our review in accordance with standards established by the American Institute of Certified Public Accountants. A review of
interim financial information consists principally of applying analytical procedures to financial data and of making inquiries of persons
responsible for financial and accounting matters. It is substantially less in scope than an audit conducted in accordance with auditing standards
generally accepted in the United States of America, the objective of which is the expression of an opinion regarding the financial statements
taken as a whole. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to such condensed consolidated financial statements
for them to be in conformity with accounting principles generally accepted in the United States of America.
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We have previously audited, in accordance with auditing standards generally accepted in the United States of America, the consolidated
statement of financial condition of The Bear Stearns Companies Inc. and subsidiaries as of November 30, 2002, and the related consolidated
statements of income, cash flows and changes in stockholders' equity for the fiscal year then ended (not presented herein) included in The Bear
Stearns Companies Inc.'s Annual Report on Form 10-K for the fiscal year ended November 30, 2002; and in our report dated January 15, 2003,
we expressed an unqualified opinion on those consolidated financial statements. In our opinion, the information set forth in the accompanying
condensed consolidated statement of financial condition as of November 30, 2002 is fairly stated, in all material respects, in relation to the
consolidated statement of financial condition from which it has been derived.

/s/ Deloitte & Touche LLP
New York, New York
July 11, 2003
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Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The Company's principal business activities -- investment banking, securities and derivatives sales and trading, clearance and brokerage -- are,
by their nature, highly competitive and subject to various risks, including volatile trading markets and fluctuations in the volume of market
activity. Consequently, the Company's net income and revenues have been, and are likely to continue to be, subject to wide fluctuations,
reflecting the effect of many factors, including general economic conditions, securities market conditions, the level and volatility of interest rates
and equity prices, competitive conditions, liquidity of global markets, international and regional political conditions, regulatory developments,
monetary and fiscal policy, investor sentiment, availability and cost of capital, technological changes and events, and the size, volume and
timing of transactions.

Certain statements contained in this discussion are "forward-looking statements" within the meaning of the Private Securities Litigation Reform
Act of 1995. Such forward-looking statements concerning management's expectations, strategic objectives, business prospects, anticipated
economic performance and financial condition and other similar matters are subject to risks and uncertainties, including those described in the
prior paragraph, which could cause actual results to differ materially from those discussed in the forward-looking statements. Forward-looking
statements speak only as of the date of the document in which they are made. We disclaim any obligation or undertaking to provide any updates
or revisions to any forward-looking statement to reflect any change in our expectations or any change in events, conditions or circumstances on
which the forward-looking statement is based.

For a description of the Company's business, including its trading in cash instruments and derivative products, its underwriting and trading
policies, and their respective risks, and the Company's risk management policies and procedures, see the Company's Annual Report on Form
10-K for the fiscal year ended November 30, 2002.

Critical Accounting Policies

The condensed consolidated financial statements of the Company are prepared in conformity with accounting principles generally accepted in
the United States of America. These principles require management to make certain estimates and assumptions which could materially affect
reported amounts in the financial statements. Critical accounting policies are those policies that are the most important to the financial
statements and/or those that require significant management judgment related to matters that are uncertain.

Valuation of Financial Instruments

The Company has identified the valuation of financial instruments as a critical accounting policy due to the complex nature of certain of its
products, the degree of judgment required to appropriately value these products and the pervasive impact of such valuation on the financial
condition and earnings of the Company.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The Company's financial instruments can be aggregated in three broad categories: (1) those valued based on quoted market prices or for which
the Company has independent external valuations, (2) those whose fair value is determined based on readily observable price levels for similar
instruments and/or models or methodologies that employ data that are observable from objective sources, and (3) those whose fair value is
estimated based on internally developed models or methodologies utilizing significant assumptions or other data that are generally less readily
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observable from objective sources.

(1) Financial Instruments Valued Based on Quoted Market Prices or for Which the Company Has Independent External Valuations

The Company's valuation policy is to use quoted market prices from securities and derivatives exchanges where they are available and reliable.
Financial instruments valued based on quoted market prices are primarily exchange-traded derivatives and listed equities. Financial instruments
that are most typically valued via alternative approaches but for which the Company typically receives independent external valuation
information include US treasuries, most mortgage-backed securities and corporate, emerging market, high yield and municipal bonds. Unlike
most equities, which tend to be traded on exchanges, the vast majority of fixed income trading (including US treasuries) occurs in
over-the-counter markets, and, accordingly, the Company's valuation policy is based on its best estimate of the prices at which these financial
instruments trade in those markets. The Company is an active dealer in most of the over-the-counter markets for these financial instruments, and
typically has considerable insight into the trading level of financial instruments held in inventory and/or related financial instruments that it uses
as a basis for its valuation.

(2) Financial Instruments Whose Fair Value is Determined Based on Internally Developed Models or Methodologies That Employ Data That
Are Readily Observable from Objective Sources

The second broad category consists of financial instruments for which the Company does not receive quoted prices; therefore, models or other
methodologies are utilized to value these financial instruments. Such models are primarily industry-standard models that consider various
assumptions, including time value, yield curve, volatility factors, prepayment speeds, default rates, loss severity, current market and contractual
prices for the underlying financial instruments, as well as other relevant economic measures. Substantially all these assumptions are observable
in the marketplace, can be derived from observable data or are supported by observable levels at which transactions are executed in the
marketplace. A degree of subjectivity is required to determine appropriate models or methodologies as well as appropriate underlying
assumptions. This subjectivity makes these valuations inherently less reliable than quoted market prices. Financial instruments in this category
include non-exchange-traded derivatives such as interest rate swaps, certain mortgage-backed securities and certain other cash instruments. For
an indication of the Company's involvement in derivatives, including maturity terms, see the table setting forth notional/contract amounts
outstanding in Note 8, "Derivatives and Hedging Activities" of Notes to Condensed Consolidated Financial Statements.
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(3) Financial Instruments Whose Fair Value is Estimated Based on Internally Developed Models or Methodologies Utilizing Significant
Assumptions or Other Data That Are Generally Less Readily Observable from Objective Sources

Certain complex financial instruments and other investments have significant data inputs that cannot be validated by reference to readily
observable data. These instruments are typically illiquid, long-dated or unique in nature and therefore engender considerable judgment by traders
and their management, who, as dealers in many of these instruments, have the appropriate knowledge to estimate data inputs that are less readily
observable. For certain instruments, extrapolation or other methods are applied to observed market or other data to estimate assumptions that are
not observable. At May 31, 2003 and November 30, 2002, such positions (primarily fixed income cash positions) aggregated approximately $3.9
billion and $3.1 billion, respectively, in "Financial Instruments Owned" and $661 million and $328 million, respectively, in "Financial
Instruments Sold, But Not Yet Purchased" in the Condensed Consolidated Statements of Financial Condition.

As part of the Company's fixed income activities, the Company participates in the underwriting, securitization and trading of non-performing
mortgage-related assets, real estate assets and certain residuals. In addition, the Company has a portfolio of Chapter 13 and other credit card
receivables from individuals. Certain of these high yield positions have limited price observability. In these instances, fair values are determined
by statistical analysis of historical cash flows, default probabilities, recovery rates, time value of money and discount rates considered
appropriate given the level of risk in the instrument and associated investor yield requirements.

As a major dealer in derivatives, the Company is engaged in structuring and acting as principal in complex derivative transactions. Complex
derivatives include certain long-dated equity derivatives, certain credit and municipal derivatives and other exotic derivative structures. These
non-exchange-traded instruments may have immature or limited markets and, by their nature, involve complex valuation methodologies and
models, which are often refined to correlate with the market risk of these instruments.

In recognition of the importance the Company places on the accuracy of its valuation of financial instruments as described in the three categories
above, the Company engages in an ongoing internal review of its valuations. Members of the Controllers and Risk Management Departments
perform analysis of internal valuations, typically on a monthly basis but often on an intra-month basis as well. These departments are
independent of the trading areas responsible for valuing the positions. Results of the monthly validation process are reported to the
Mark-to-Market (MTM) Committee, which is composed of senior managing directors from the Risk Management and Controllers Departments.
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The MTM Committee is responsible for ensuring that the approaches used to independently validate the Company's valuations are robust,
comprehensive and effective. Typical approaches include valuation comparisons with external sources, comparisons with observed trading,
independent comparisons of key model valuation inputs, independent trade modeling and a variety of other techniques.
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Merchant Banking

As part of its merchant banking activities, the Company participates from time to time in principal investments in leveraged transactions. As part
of these activities, the Company originates, structures and invests in merger, acquisition, restructuring and leveraged capital transactions,
including leveraged buyouts. The Company's principal investments in these transactions are generally made in the form of equity investments,
equity-related investments or subordinated loans and have not historically required significant levels of capital investment.

Equity securities acquired as a result of leveraged acquisition transactions are reflected in the consolidated financial statements at their initial
cost until significant transactions or developments indicate that a change in the carrying value of the securities is appropriate. Generally, the
carrying values of these securities will be increased only in those instances where market values are readily ascertainable by reference to
substantial transactions occurring in the marketplace or quoted market prices. Reductions to the carrying value of these securities are made in the
event that the Company's estimate of net realizable value has declined below the carrying value (see "Merchant Banking and Private Equity
Investments" for additional details).

See Note 1, "Summary of Significant Accounting Policies," in the Notes to Consolidated Financial Statements included in the Company's
Annual Report on Form 10-K for the fiscal year ended November 30, 2002 for a more comprehensive listing of significant accounting policies.

Business Environment

The weak global and US economic conditions that existed in fiscal 2002 and in the first quarter of 2003 continued into the second quarter of
fiscal 2003. The continued lack of capital spending, prolonged slump in the labor markets and high energy prices contributed to difficult market
conditions. The Federal Reserve Board ("Fed") met twice during the fiscal quarter and kept the federal funds rate unchanged at 1.25%. At its
May 2003 meeting, the Fed changed its economic bias to weakness, citing that the balance of risks is weighted toward economic weakness in the
foreseeable future.

However, geopolitical tensions subsided during the second quarter of fiscal 2003. In addition, there was growing sentiment that the economy and
corporate profits were strengthening and, as a result, consumer confidence increased during the quarter. The major indices were all up for the
quarter ended May 31, 2003. The Dow Jones Industrial Average ("DJIA") increased 12.2%, while the Standard & Poor's 500 Index ("S&P 500")
and the Nasdaq Composite Index increased 14.6% and 19.3%, respectively.

Weak equity market conditions continued to negatively impact equity-related businesses. Trading volumes on the exchanges were mixed.
Average daily trading volume on the New York Stock Exchange ("NYSE") increased 12.4% while average daily trading volume on the
NASDAQ declined 10.1% from the quarter ended May 31, 2002. Global and US announced merger and acquisition volumes remained at low
levels. However, the interest rate environment continued to provide favorable conditions for fixed income activities. A combination of low
interest rates, a steep yield curve and continued tightening of corporate credit spreads resulted in very strong demand for domestic debt issuances
and strong secondary market activity. Mortgage-backed securities underwriting benefited from high levels of residential mortgage refinancings.
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The business environment during the second quarter ended May 31, 2002 was characterized by moderate US economic growth and generally
low inflation. The Fed met twice during the quarter and left the Federal Funds rate unchanged at 1.75%. The Fed also changed its bias from
weakness to neutral during the quarter indicating that the risks of inflation and economic weakness remain evenly balanced. Several economic
reports evidenced that the US economy continued to recover from a recession and that corporate profits were gaining strength. However, the
lack of capital spending, continued uncertainties about the accuracy and reliability of corporate earnings and terrorism fears combined to
precipitate a decline in all major equity indices during the quarter ended May 31, 2002. Trading volumes on the exchanges were mixed. Average
daily trading volume on the NYSE increased 5.7% while average daily trading volume on the NASDAQ declined 12.1% from the quarter ended
May 25, 2001. During the quarter, the DJIA, the S&P 500 and the Nasdaq Composite Index declined 9.8%, 16.5% and 28.2%, respectively.
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Results of Operations

In the discussion to follow, results for the quarter ended May 31, 2003 will be compared with the results for the quarter ended May 31, 2002 and
results for the six months ended May 31, 2003 will be compared with the results for the six months ended May 31, 2002.

Three Months Ended May 31, 2003
Compared to Three Months Ended May 31, 2002

The Company reported net income of $280.4 million, or $2.05 per share (diluted), for the quarter ended May 31, 2003, which represented a
decrease of 18.2% from $342.9 million, or $2.59 per share (diluted), for the quarter ended May 31, 2002. Results for the three months ended
May 31, 2002 reflect a merchant banking gain of $260.8 million, included in investment banking revenues, from an investment in and the
subsequent IPO of Aeropostale, Inc. The impact of this transaction on earnings per share (diluted) was $1.04 for the quarter ended May 31,
2002.

Revenues, net of interest expense ("net revenues") decreased 9.0% to $1.5 billion for the quarter ended May 31, 2003 from $1.6 billion for the
quarter ended May 31, 2002. The decrease in net revenues was primarily due to a decrease in investment banking revenues (related to the May
2002 Aeropostale, Inc. transaction), partially offset by increases in principal transactions and net interest revenues.

Commission revenues for the quarter ended May 31, 2003 decreased 2.0% to $267.7 million from $273.1 million for the quarter ended May 31,
2002. The decrease was primarily due to decreases in clearance and retail commissions as weak economic conditions continued to reduce
customer activity during the 2003 quarter. Clearance and retail commission revenues declined a combined 8.3% to $111.4 million in the 2003
quarter from $121.5 million in the 2002 quarter. Institutional commissions increased 2.1% to $135.5 million from $132.7 million in the 2002
quarter primarily due to increased equity trading volumes.
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The Company's principal transactions revenues by reporting categories were as follows:

                                                         Three Months Ended
                                          --------------------------------------------
                                           May 31,           May 31,        % Increase
(in thousands)                              2003              2002           (Decrease)
--------------------------------------------------------------------------------------
Fixed income                              $656,223          $447,047            46.8%
Equity                                      42,945           101,067           (57.5%)
Derivative financial instruments           110,747           157,677           (29.8%)
--------------------------------------------------------------------------------------
Total principal transactions              $809,915          $705,791            14.8%
======================================================================================

Revenues from principal transactions in the quarter ended May 31, 2003 increased 14.8% to $809.9 million from $705.8 million for the quarter
ended May 31, 2002, reflecting strong performances in the Company�s fixed income activities, which continued to benefit from low interest rates,
a steep yield curve and narrowing corporate credit spreads. Fixed income revenues increased 46.8% to $656.2 million from $447.0 million in the
2002 quarter, reflecting increases from both credit and interest rate product areas, particularly in the high yield and distressed, investment-grade
debt and government bond areas. Revenues derived from equity activities declined 57.5% to $42.9 million during the 2003 quarter from $101.1
million in the 2002 quarter primarily due to a decrease in the specialist area, as well as declines in over-the-counter market-making activities, as
equity market conditions continued to be challenging. Revenues from derivative financial instruments decreased 29.8% to $110.7 million in the
2003 quarter from $157.7 million for the 2002 quarter. The decrease was primarily in the equity derivatives area, reflecting lower market
volatility levels and reduced customer flow, and a decrease in the Company�s electronic market-making area, partially offset by an increase in
foreign exchange.

Investment banking revenues decreased 54.2% to $212.6 million for the quarter ended May 31, 2003 from $463.8 million for the quarter ended
May 31, 2002. Investment banking net revenues includes underwriting, advisory services and merchant banking revenues. Underwriting
revenues decreased 40.4% to $89.7 million in the 2003 quarter from $150.4 million in the 2002 quarter, reflecting the reduced levels of IPO and
secondary new issue activity. Advisory services revenues increased 99.6% to $78.6 million from $39.4 million in the 2002 quarter due to a
higher level of completed mergers and acquisitions activity. Merchant banking revenues were $44.3 million in the 2003 quarter as compared to
revenues of $274.0 million in the 2002 quarter. The merchant banking results for the three months ended May 31, 2002 included realized and
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unrealized gains in an investment in and subsequent IPO of Aeropostale, Inc. of $260.8 million.
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Net interest revenues, interest and dividend revenues less interest expense, were $135.1 million for the quarter ended May 31, 2003, a 10.9%
increase from $121.8 million for the quarter ended May 31, 2002. The increase in net interest revenues was primarily attributable to increased
revenues from higher levels of average customer margin and customer short balances.

Non-Interest Expenses

                                                                       Three Months Ended
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