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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

SCHEDULE 13D

Under the Securities Exchange Act of 1934 (Amendment No. 13)

Sonesta International Hotels Corporation
(Name of Issuer)

Common Stock
(Title of Class of Securities)

835438409
(CUSIP Number)

Peter D. Goldstein
GAMCO Investors, Inc.
One Corporate Center
Rye, New York 10580-1435
(914) 921-7732
(Name, Address and Telephone Number of Person Authorized to Receive Notices and Communications)

March 23, 2009
(Date of Event which Requires Filing of this Statement)

If the filing person has previously filed a statement on Schedule 13G to report the acquisition that is the subject of this

Schedule 13D, and is filing this schedule because of §§ 240.13d-1(e), 240.13d-1(f) or 240.13d-1(g), check the
following box .
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CUSIP No. 835438409

1

11

12

13

Names of reporting persons

L.R.S. identification nos. of above persons (entities only)

Gabelli Funds, LLC I.D. No. 13-4044523
Check the appropriate box if a member of a group (SEE INSTRUCTIONS)(a)

(b)

Sec use only

Source of funds (SEE INSTRUCTIONS)
00-Funds of investment advisory clients

Check box if disclosure of legal proceedings is required pursuant to items 2 (d) or 2 (e)

Citizenship or place of organization

New York
Number Of 27 Sole voting power
Shares 142,000 (Item 5)
Beneficially 8 Shared voting power
Owned None
By Each 9 Sole dispositive power
Reporting 142,000 (Item 5)
Person EIO Shared dispositive power
With None

Aggregate amount beneficially owned by each reporting person
142,000 (Item 5)

Check box if the aggregate amount in row (11) excludes certain shares
(SEE INSTRUCTIONS)

Percent of class represented by amount in row (11)

3.84%
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14 Type of reporting person (SEE INSTRUCTIONS)
IA
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CUSIP No. 835438409

11

12

13

14

1

Names of reporting persons

L.R.S. identification nos. of above persons (entities only)

GAMCO Asset Management Inc. I.D. No. 13-4044521
Check the appropriate box if a member of a group (SEE INSTRUCTIONS)(a)

(b)

Sec use only

Source of funds (SEE INSTRUCTIONS)
00-Funds of investment advisory clients

Check box if disclosure of legal proceedings is required pursuant to items 2 (d) or 2 (e)

Citizenship or place of organization

New York
Number Of 27 Sole voting power
Shares 438,900 (Item 5)
Beneficially 8 Shared voting power
Owned : None
By Each 9 Sole dispositive power
Reporting 438,900 (Item 5)
Person 210 Shared dispositive power
With None

Aggregate amount benefi‘cially owned by each reporting person
438,900 (Item 5)

Check box if the aggregate amount in row (11) excludes certain shares
(SEE INSTRUCTIONS)

Percent of class represented by amount in row (11)

11.87%

Type of reporting person (SEE INSTRUCTIONS)
IA, CO
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CUSIP No. 835438409

11

12

13

14

1

Names of reporting persons

LLR.S. identification nos. of above persons (entities only)

Teton Advisors, Inc. I.D. No. 13-4008049
Check the appropriate box if a member of a group (SEE INSTRUCTIONS)(a)

(b)

Sec use only

Source of funds (SEE INSTRUCTIONS)
00 — Funds of investment advisory clients

Check box if disclosure of legal proceedings is required pursuant to items 2 (d) or 2 (e)

Citizenship or place of organization

Delaware
Number Of 27 Sole voting power
Shares 93,713  (Item 5)
Beneficially 8 Shared voting power
Owned None
By Each 9 Sole dispositive power
Reporting 93,713  (Item 5)
Person §10 Shared dispositive power
With None

Aggregate amount benefi‘cially owned by each reporting person
93,713  (Item 5)

Check box if the aggregate amount in row (11) excludes certain shares
(SEE INSTRUCTIONS)

Percent of class represented by amount in row (11)

2.53%

Type of reporting person (SEE
INSTRUCTIONS)



Edgar Filing: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A
IA, CO




Edgar Filing: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A

CUSIP No. 835438409

1

11

12

13

Names of reporting persons

L.R.S. identification nos. of above persons (entities only)

GGCP,

Inc.

No. 13-3056041

Check the appropriate box if a member of a group (SEE INSTRUCTIONS)(a)

(b)

Sec use only

Source of funds (SEE INSTRUCTIONS)
None

Check box if disclosure of legal proceedings is required pursuant to items 2 (d) or 2 (e)

Citizenship or place of organization

New York
Number Of 27 Sole voting power
Shares None
Beneficially 8 Shared voting power
Owned : None
By Each 9 Sole dispositive power
Reporting None
Person 210 Shared dispositive power
With None

Aggregate amount beneficially owned by each reporting person

None

Check box if the aggregate amount in row (11) excludes certain shares
(SEE INSTRUCTIONS) X

Percent of class represented by amount in row (11)

0.00%

ILD.
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Type of reporting person (SEE INSTRUCTIONS)
HC, CO

10
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CUSIP No. 835438409

11

12

13

1

Names of reporting persons

L.R.S. identification nos. of above persons (entities only)

GAMCO Investors,

Inc.

No. 13-4007862

Check the appropriate box if a member of a group (SEE INSTRUCTIONS)(a)

(b)
Sec use only

Source of funds (SEE INSTRUCTIONS)
WC

Check box if disclosure of legal proceedings is required pursuant to items 2 (d) or 2 (e)

Citizenship or place of organization

New York
Number Of 27 Sole voting power
Shares None
Beneficially 8 Shared voting power
Owned None
By Each 9 Sole dispositive power
Reporting None
Person 210 Shared dispositive power
With None

Aggregate amount beneficially owned by each reporting person

None

Check box if the aggregate amount in row (11) excludes certain shares
(SEE INSTRUCTIONS) X

Percent of class represented by amount in row (11)

0.00%

I.D.

11
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Type of reporting person (SEE INSTRUCTIONS)
HC, CO
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CUSIP No. 835438409

QOur business is subject
to risks from foreign
exchange movements.

The degree of
volatility in foreign
exchange rates can

affect our foreign
exchange trading
revenue. In general,
increased currency
volatility may increase
our market risk, and our
foreign exchange
revenue, all other things
being equal, is likely to
decrease during times of
decreased currency
volatility. In addition, as
our business grows
globally, our exposure
to changes in foreign
currency exchange rates
could affect our levels
of revenue, expense and
earnings, as well as the
value of our investment
in our non-U.S.
operations.

QOur revenues and
profits are sensitive to
changes in interest
rates.

Our financial
performance could be
negatively affected by

changes in interest rates
as they impact our asset
and liability
management activities.
The levels of interest
rates in global markets,
changes in the
relationship between
short-and long-term
interest rates, the
direction and

: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A
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speed of interest-rate
changes, and the asset
and liability spreads
relative to the currency
and geographic mix of
our interest-earning
assets and
interest-bearing
liabilities, affect our net
interest revenue. Our
ability to anticipate
these changes or to
hedge the related
exposures on and off our
consolidated balance
sheet can significantly
influence the success of
our asset and liability
management activities
and the resulting level of
our net interest revenue.
The impact of changes
in interest rates will
depend on the relative
durations of assets and
liabilities in accordance
with their relevant
currencies. In general,
sustained lower interest
rates, a flat or inverted
yield curve and narrow
interest-rate spreads
have a constraining
effect on our net interest
revenue.

Acquisitions, strategic
alliances and divestures
pose risks for our
business.

Acquisitions
of complementary
businesses and
technologies,
development of strategic
alliances and
divestitures of portions
of our business, in
addition to fostering
organic growth
opportunities, are an
active part of our overall
business strategy to

15
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remain competitive. The
integration of
acquisitions presents
risks that differ from the
risks associated with our
ongoing operations. Our
financial results would
be significantly harmed
by an inability to
achieve the cost savings
and other benefits that
we anticipated in
valuing an acquired
business. We may not
be able effectively to
assimilate services,
technologies, key
personnel or businesses
of acquired companies
into our business or
service offerings,
alliances may not be
successful, and we may
not achieve related
revenue growth or cost
savings. We also face
the risk of being unable
to retain the customer
bases of acquired
companies or unable to
cross-sell our products
and services to its
customers. Acquisitions
of investment servicing
businesses entail
information technology
systems conversions,
which involve
operational risks and
may result in customer
dissatisfaction and
defection. Customers of
asset servicing
businesses that we have
acquired may be
competitors of our
non-custody businesses.
The loss of some of
these customers or a
significant reduction in
revenues generated from
them, for competitive or
other reasons, would
adversely affect the
benefits that we expect
to achieve from these
acquisitions. In
addition, we may not be
able to successfully
manage the divestiture
of identified businesses
on satisfactory terms, if

16
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at all, which would
reduce any anticipated
benefits to earnings.

With any
acquisition, the
integration of the
operations and resources
of the businesses could
result in the loss of key
employees, the
disruption of our and the
acquired company s
ongoing businesses, or
inconsistencies in
standards, controls,
procedures and policies
that could adversely
affect our ability to
maintain relationships
with customers and
employees or to achieve
the anticipated benefits
of the acquisition.
Integration efforts may
also divert management
attention and resources.
The acquisition and
combination of a
business with our
operations may also
expose us to risks from
unknown or contingent
liabilities with respect to
which we may have no
recourse against the
seller. Acquisition
transactions are often
competitive auctions in
which we have limited
time and access to
information to evaluate
the risks inherent in the
business being acquired,
and no or limited
recourse against the
seller if undisclosed
liabilities are discovered
after we enter into a
definitive agreement.

We may not
achieve the benefits we
sought in an acquisition,
or, if achieved, those
benefits may be
achieved later than we

: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A
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anticipated. Failure to
achieve anticipated
benefits from an
acquisition could result
in increased costs and
lower revenues than
expected of the
combined

22
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company. In addition, if
the financial
performance associated
with an acquisition falls
short of expectations, it
may result in
impairment charges
associated with the
goodwill or other
intangible assets
recorded as part of the
acquisition.

Unavailability of
financing may make
future business
acquisitions or
dispositions difficult.

Our ability to
make acquisitions in
order to achieve greater
economies of scale or to
expand our product
offering is dependent
upon our financial
resources and our ability
to access the capital
markets. In addition,
our ability to dispose of
businesses that no
longer fit our business
model may be difficult
if attractive financing is
not available to
prospective buyers. Due
to company-specific
issues or lack of
liquidity in the capital
markets, our ability to
continue to expand
through acquisitions or
to dispose of businesses
that no longer are
strategic to us may be
adversely affected.

We face significant
regulatory hurdles
when planning business
acquisitions.

: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A
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In connection
with most acquisitions,
before the acquisition
can be completed, we
must obtain various
regulatory approvals or
consents, which may
include approvals of the
Federal Reserve Board,
the Massachusetts
Commissioner of Banks
and other domestic and
foreign regulatory
authorities. These
regulatory authorities
may impose conditions
on the completion of the
acquisition or require
changes to its terms.
Any such conditions, or
any associated
regulatory delays, could
limit the benefits of the
transaction.

Competition for our
employees is intense,
and we may not be able
to attract and retain the
highly skilled people we
need to support our
business.

Our success
depends, in large part,
on our ability to attract
and retain key people.
Competition for the best
people in most activities
in which we engage can
be intense, and we may
not be able to hire
people or retain them.
The unexpected loss of
services of one or more
of our key personnel
could have a material
adverse impact on our
business because of their
skills, their knowledge
of our markets, their
years of industry
experience and, in some
cases, the difficulty of
promptly finding

: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A
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qualified replacement
personnel. Similarly, the
loss of key employees,
either individually or as
a group, can adversely
impact customer
perception of our ability
to continue to manage
certain types of
investment management
mandates. In some of
our businesses, we have
experienced significant
employee turnover,
which increases costs,
requires additional
training and increases
the potential for
operational errors.

Long-term fixed-price
contracts expose us to
pricing and
performance risk.

We enter into
long-term fixed-price
contracts to provide
middle office or
investment manager and
hedge fund manager
operations outsourcing
services to customers,
including services
related but not limited to
certain trading activities,
cash reporting,
settlement and
reconciliation activities,
collateral management
and information
technology
development. The
long-term contracts for
these relationships
require considerable
up-front investment by
us, including technology
and conversion costs,
and carry the risk that
pricing for the products
and services we provide
might not prove
adequate to generate
expected operating
margins over the

21
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term of the contracts.
Profitability of these
contracts is largely a
function of our ability to
accurately calculate
pricing for our services
and our ability to control
our costs and maintain
the relationship with the
customer for an
adequate period of time
to recover our up-front
investment. Our
estimate of the
profitability of these
arrangements can be
adversely impacted by
declines in the assets
under the customers
management, whether
due to general declines
in the securities markets
or customer specific
issues. In addition, the
profitability of these
arrangements may be
based on our ability to
cross sell additional
services to these
customers, and we may
be unable to do so.

In addition,
performance risk exists
in each contract, given
our dependence on
successful conversion
and implementation
onto our own operating
platforms of the service
activities provided. Our
failure to meet specified
service levels may also
adversely affect our
revenue from such
arrangements, or permit
early termination of the
contracts by the
customer. If the current
decline in overall market
securities valuations
persists or our customers
are unable to grow their
businesses, these
relationships may not be
successful. These

: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A

23



Edgar Filing: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A

relationships have been
an area of rapid growth
in our business, and if
the demand for these
types of services were to
decline, we could see a
slowdown in the growth
rate of our revenue.

We face significant
risks developing and
implementing our
future business plans
and strategies.

In order to
maintain and grow our
business, we must
continuously make
strategic decisions about
our future business
plans, including plans
for entering or exiting
business lines or
geographic markets,
plans for acquiring or
disposing of businesses
and plans to build new
systems and other
infrastructure. Our
business, our results of
operations and our
financial position may
be adversely affected by
incorrect business and
strategic decisions or
improper
implementation of our
decisions. If the
business decisions that
we make prove
erroneous, we may fail
to be responsive to
industry changes or
customer demands.
Moreover, the
implementation of our
decisions may involve
significant capital
outlays, often far in
advance of when we
expect to derive any
related revenues, and
therefore it may be
difficult to alter or
abandon plans without
incurring significant

24
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loss.

We are exposed to
operational risk, which
could adversely affect
our results of
operations.

Operational
risk is inherent in all of
our activities. Our
customers have a broad
array of complex and
specialized servicing,
confidentiality and
fiduciary requirements.
We face the risk that the
policies, procedures and
systems we have
established to comply
with our operational
requirements will fail,
be inadequate or become
outdated. We also face
the potential for loss
resulting from
inadequate or failed
internal processes,
employee supervisory or
monitoring mechanisms
or other systems or
controls, which could
materially affect our
future results of
operations. Operational
errors that result in us
sending funds to a
failing or bankrupt
entity may be
irreversible, and may
subject us to losses. We
may also be subject to
disruptions from
external events that are
wholly or partially
beyond our control,
which could cause
delays or disruptions to
operational functions,
including information
processing and financial
market settlement
functions. In addition,
our customers, vendors
and counterparties could
suffer from such events.
Should these events
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affect us, or the
customers, vendors or
counterparties with
which we conduct
business, our results of
operations could be
negatively affected.
‘When we

24
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record balance sheet
reserves for probable
loss contingencies from
operational losses, we
may be unable to
accurately estimate our
exposure, and any
reserves we establish to
cover operational losses
may not be sufficient to
cover our actual
financial exposure,
which may have a
material impact on our
consolidated financial
condition or results of
operations.

We depend on
information technology,
and any failures of our
information technology
systems could result in
significant costs and
reputational damage.

Our
businesses depend on
information technology
infrastructure to record
and process a large
volume of increasingly
complex transactions, in
many currencies, on a
daily basis, across
numerous and diverse
markets. Any
interruptions, delays or
breakdowns of this
infrastructure could
result in significant
costs and reputational
damage.

Cost shifting to foreign
Jurisdictions may
expose us to increased
operational risk and
reputational harm and
may not result in
expected cost savings.

: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A
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We actively
strive to achieve cost
savings by shifting
certain business
processes to lower-cost
geographic locations,
including by forming
joint ventures and by
establishing operations
in lower cost areas, such
as Poland, India and
China, and outsourcing
to vendors in various
jurisdictions. This effort
exposes us to the risk
that we may not
maintain service quality,
control or effective
management within
these business
operations. The
increased elements of
risk that arise from
conducting certain
operating processes in
some jurisdictions could
lead to an increase in
reputational risk. During
periods of transition,
greater operational risk
and customer concern
exist regarding the
continuity of a high
level of service delivery.
The extent and pace at
which we are able to
move functions to
lower-cost locations
may also be impacted by
regulatory and customer
acceptance issues. Such
relocation of functions
also entails costs, such
as technology and real
estate expenses, that
may offset or exceed the
expected financial
benefits of the
lower-cost locations.

Any thefft, loss or other
misappropriation of the
confidential
information we possess
could have an adverse
impact on our business
and could subject us to
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regulatory actions,
litigation and other
adverse effects.

Our
businesses and
relationships with
customers are dependent
upon our ability to
maintain the
confidentiality of our
and our customers trade
secrets and confidential
information (including
customer transactional
data and personal data
about our employees,
our customers and our
customers customers).
Unauthorized access to
such information may
occur, resulting in theft,
loss or other
misappropriation. Any
theft, loss or other
misappropriation of
confidential information
could have a material
adverse impact on our
competitive positions,
our relationships with
our customers and our
reputation and could
subject us to regulatory
inquiries and
enforcement, civil
litigation and possible
financial liability or
costs.

QOur businesses may be
adversely affected by
litigation.

From time to
time, our customers may
make claims and take
legal action relating to
our performance of
fiduciary or contractual
responsibilities. We may
also face employment
lawsuits or other legal
claims. In any such
claims or actions,

: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A
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demands for substantial
monetary damages

25
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may be asserted against
us and may result in
financial liability or an
adverse effect on our
reputation among
investors or on customer
demand for our products
and services. We may be
unable to accurately
estimate our litigation
risk exposure when we
record balance sheet
reserves for probable
loss contingencies. As a
result, any reserves we
establish to cover any
settlements or
judgments may not be
sufficient to cover our
actual financial
exposure, which may
have a material impact
on our consolidated
financial condition or
results of operations.

In the ordinary
course of our business,
we are also subject to
various regulatory,
governmental and law
enforcement inquiries,
investigations and
subpoenas. These may
be directed generally to
participants in the
businesses in which we
are involved or may be
specifically directed at
us. In regulatory
enforcement matters,
claims for disgorgement,
the imposition of
penalties and the
imposition of other
remedial sanctions are
possible.

In view of the
inherent difficulty of
predicting the outcome
of legal actions and
regulatory matters, we
cannot provide

: SONESTA INTERNATIONAL HOTELS CORP - Form SC 13D/A
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assurance as to the
outcome of any pending
matter or, if determined
adversely to us, the costs
associated with any such
matter, particularly
where the claimant
seeks very large or
indeterminate damages
or where the matter
presents novel legal
theories, involves a
large number of parties
or is at a preliminary
stage. The resolution of
certain pending legal
actions or regulatory
matters, if unfavorable,
could have an adverse
effect on our
consolidated results of
operations for the
quarter in which such
actions or matters are
resolved.

We face litigation risks
in connection with
SSgA s active
fixed-income strategies.

In connection
with certain of SSgA s
active fixed-income
strategies, we
established a reserve of
approximately $625
million to address legal
exposure and related
costs in connection with
such strategies during
the fourth quarter of
2007. Among other
things, the portfolio
managers for certain
actively managed
fixed-income strategies
materially increased the
exposure of these
strategies to securities
collateralized by
sub-prime mortgages
and shifted the
weighting of these
portfolios to more
highly rated sub-prime
instruments. During the
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third quarter of 2007, as
the liquidity and
valuations of these
securities, including the
more highly rated
instruments, came under
increased pressure, the
performance of these
strategies was adversely,
and in some cases
significantly, affected.
The underperformance,
which was greater than
that typically associated
with fixed-income
funds, also caused a
number of our
customers to question
whether the execution of
these strategies was
consistent with their
investment intent. This
has resulted in several
civil suits, including
putative class action
claims, applicable both
to funds registered under
the Investment
Company Act of 1940
and to those that are
exempt from such
registration. These
lawsuits allege, among
other things, that we
failed to comply with
applicable investment
limitations, disclosure
obligations and our
requisite standard of
care in managing these
active funds, including
those where we act as a
fiduciary under ERISA.
We have also received,
and are in the process of
responding to, inquiries
or subpoenas from
federal and state
regulatory authorities
regarding SSgA s active
fixed-income strategies.
Given our desire to fully
respond to customer
concerns, in the fourth
quarter of 2007, State
Street undertook a
further review of all the
actively managed
fixed-income strategies
at SSgA that were
exposed to sub-prime
investments. Based on
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our review and ongoing
discussions with
customers who were
invested in these
strategies, we
established a reserve to
address our estimated
legal exposure.
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The reserve
was established based
upon our best judgment
as to legal exposures
and related costs
associated with certain
actively managed
fixed-income investment
strategies. As of
December 31, 2008, we
had made settlement and
related payments
totaling approximately
$417 million. The
amount of the original
reserve was based on
certain assumptions.
While we believe the
reserve represents a
reasonable estimate of
our legal exposure and
other costs associated
with these issues, we do
not believe that it is
feasible to predict or
determine the amount of
such exposure with
certainty. As such, it is
possible that we have
overestimated or
underestimated our
exposure. If the amount
of our actual exposure is
materially different from
our reserve, there would
be a material impact on
our consolidated
financial condition and
results of operations.

We face extensive and
changing government
regulation, which may
increase our costs and
expose us to risks

related to compliance.

Most of our
businesses are subject to
extensive regulation by
multiple regulatory
bodies, and many of the
customers to which we
provide services are
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themselves subject to a
broad range of
regulatory requirements.
These regulations may
affect the manner and
terms of delivery of our
services. As a financial
institution with
substantial international
operations, we are
subject to extensive
regulatory and
supervisory oversight,
both in the U.S. and
outside the U.S. in
connection with our
global operations. The
regulations affect,
among other things, the
scope of our activities
and customer services,
our capital structure and
our ability to fund the
operations of our
subsidiaries, our lending
practices, our dividend
policy and the manner in
which we market our
services. Evolving
regulations, such as the
Basel II and other global
regulatory capital
frameworks,
short-selling regulations
and anti-money
laundering regulations,
may impose significant
compliance costs on us.
The disruption of the
financial markets in
2008 and resulting
governmental support
of, and loss of
confidence in, financial
institutions is likely to
result in demand for
increased and more
extensive regulation of
our business both in the
U.S and internationally.
Different countries may
respond to the market
and economic
environment in different
and potentially
conflicting manner,
which could have the
impact of increasing the
cost of compliance for
us. New or modified
regulations and related
regulatory guidance may
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have unforeseen or
unintended adverse
effects on the financial
services industry.

If we do not
comply with
governmental
regulations, we may be
subject to fines,
penalties, lawsuits or
material restrictions on
our businesses in the
jurisdiction where the
violation occurred,
which may adversely
affect our business
operations and, in turn,
our financial results.
Similarly, many of our
customers are subject to
significant regulatory
requirements, and retain
our services in order for
us to assist them in
complying with those
legal requirements.
Changes in these
regulations can
significantly affect the
services that we are
asked to provide, as well
as our costs. In
addition, adverse
publicity and damage to
our reputation arising
from the failure or
perceived failure to
comply with legal,
regulatory or contractual
requirements could
affect our ability to
attract and retain
customers. If we cause
customers to fail to
comply with these
regulatory requirements,
we may be liable to
them for losses and
expenses that they incur.
In recent years,
regulatory oversight and
enforcement have
increased substantially,
imposing additional
costs and increasing the
potential risks
associated with our
operations. If this
regulatory trend
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continues, it could
adversely affect our
operations and, in turn,
our financial results.
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Changes in accounting
standards may be
difficult to predict and
may adversely affect
our consolidated
financial position and
results of operations.

New
accounting standards, or
changes in the
interpretation of existing
accounting standards, by
the Financial
Accounting Standards
Board or the SEC, can
potentially affect our
consolidated financial
condition and results of
operations. These
changes are difficult to
predict, and can
materially impact how
we record and report our
consolidated financial
condition and results of
operations and other
financial information. In
some cases, we could be
required to apply a new
or revised standard
retroactively, resulting
in the revised treatment
of certain transactions or
activities, and, in some
cases, the restatement of
prior period financial
statements.

Changes in tax laws or
regulations, and
challenges to our tax
positions with respect to
historical transactions,
may adversely affect
our net income,
effective tax rate and
our overall results of
operations and
financial condition.
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Our
businesses can be
affected by new tax
legislation or the
interpretation of existing
tax laws worldwide.
Changes in tax laws
may affect our business
directly or indirectly
through their impact on
the financial markets. In
the normal course of
business, we are subject
to reviews by U.S. and
non-U.S. tax authorities.
These reviews may
result in adjustments to
the timing or amount of
taxes due and the
allocation of taxable
income among tax
jurisdictions. These
adjustments could affect
the attainment of our
financial goals.

Prior to 2004,
we entered into certain
leveraged leases, known
as sale-in, lease-out, or
SILO, transactions. The
Internal Revenue
Service, or IRS,
challenged our tax
deductions arising from
those transactions.
During the second
quarter of 2008, while
we were engaged in
settlement discussions
with them, the IRS won
a court victory in a
SILO case involving
other taxpayers. Shortly
after that decision the
IRS suspended all SILO
settlement discussions
and, on August 5, 2008,
issued a standard SILO
settlement offer to most
taxpayers that had such
transactions. After
reviewing the settlement
offer carefully, we have
decided not to accept it
but to continue to pursue
our appeal rights within
the IRS.
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In accordance
with Statement of
Financial Accounting
Standards, or SFAS,
No. 13, Accounting for
Leases, we recorded
income and deferred tax
liabilities with respect to
the SILO transactions
based on projected
pre-tax and tax cash
flows. In consideration
of the terms of the
settlement offer and the
context in which it was
issued, we have revised
our projections of the
timing and amount of
the tax cash flows and
we have reflected those
revisions in our
leveraged lease
accounting under SFAS
No. 13. In the third
quarter of 2008 we
substantially increased
our reserve for
tax-related interest
expense that may be
incurred upon resolution
of this matter.

If we were to
further revise our
projection of the timing
or amount of the tax
cash flows from the
leases, SFAS No. 13
would require us to
again recalculate the rate
of return and the
recognition of income
from the leases from
inception. In addition to
the SFAS No. 13
recalculation, it is
possible that we would
increase our reserve for
tax-related interest
expense, which would
be recorded as an
increase to income tax
expense.
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The quantitative models
we use to manage our
business may contain
errors that result in
imprecise risk
assessments, inaccurate
valuations or poor
business decisions.

We use
quantitative models to
help manage many
different aspects of our
business. As an input to
our overall assessment
of capital adequacy, we
use models to measure
the amount of credit
risk, market risk,
operational risk and
business risk we face.
During the preparation
of our financial
statements, we
sometimes use models
to value positions for
which reliable market
prices are not available.
We also use models to
support many different
types of business
decisions including
trading activities,
hedging, asset-liability
management and
whether to change
business strategy. In all
of these uses, errors in
the underlying model
could result in
unanticipated and
adverse consequences.
Because of our
widespread usage of
models, potential errors
in models pose an
ongoing risk to us.

Our controls and
procedures may fail or
be circumvented, and
our risk management
policies and procedures
may be inadequate.
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We may fail to
identify and manage
risks related to a variety
of aspects of our
business, including, but
not limited to,
operational risk,
interest-rate risk, trading
risk, fiduciary risk, legal
and compliance risk,
liquidity risk and credit
risk. We have adopted
various controls,
procedures, policies and
systems to monitor and
manage risk. We cannot
provide assurance that
those controls,
procedures, policies and
systems are adequate to
identify and manage the
risks inherent in our
various businesses. In
addition, our businesses
and the markets in
which we operate are
continuously evolving.
We may fail to fully
understand the
implications of changes
in our business or the
financial markets and
fail to adequately or
timely enhance our risk
framework to address
those changes. If our
risk framework is
ineffective, either
because it fails to keep
pace with changes in the
financial markets or our
business or for other
reasons, we could incur
losses.

We may fail to
accurately quantify the
magnitude of the risks
we face, which could
subject us to losses.

We may fail to
accurately quantify the
magnitude of the risks
we face. Our
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measurement
methodologies rely upon
many assumptions and
historical analyses and
correlations. These
assumptions may be
incorrect, and the
historical correlations
we rely on may not
continue to be relevant.
Consequently, the
measurements that we
make for regulatory and
economic capital may
not adequately capture
or express the true risk
profiles of our
businesses.
Additionally, as
businesses and markets
evolve, our
measurements may not
accurately reflect those
changes. While our risk
measures may indicate
sufficient capitalization,
we may in fact have
inadequate capital to
conduct our businesses.
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SIGNATURES

Pursuant to
the requirements of the
Securities Exchange Act
of 1934, the registrant
has duly caused this
report to be signed on its
behalf by the
undersigned hereunto
duly authorized.

STATE
STREET
CORPORATION

Date: Is/
January 16, David
2009 C.
By: Phelan
Name:
David C.
Phelan
Title: Executive
Vice
President
and
General
Counsel

30

46



