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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

MOODY'S CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)
(AMOUNTS IN MILLIONS, EXCEPT PER SHARE DATA)

Three Months Ended March 31,

2004 2003
Revenue $331.2 $278.2
Expense!
Operating, selling, general and administra 140.( 121.:
Depreciation and amortizatic 8.3 7.8
Total expense 148.: 129.1
Operating incom: 182.¢ 149.1
Interest and other n-operating (expense) income, | (5.0 8.C
Income before provision for income tay 177.¢ 157.1
Provision for income taxe 74.4 65.2
Net income $103.t $91.¢
I I
Earnings per shal
Basic $ 0.6¢ $ 0.62
Diluted $ 0.6¢ $ 0.61
Weighted average shares outstant
Basic 149.1 148.1
Diluted 153.1 151.t

The accompanying notes are an integral part of¢inelensed consolidated financial statements.

3




Table of Contents

MOODY'S CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(DOLLAR AMOUNTS IN MILLIONS, EXCEPT PER SHARE DATA)

Assets
Current asset:
Cash and cash equivalel

Accounts receivable, net of allowances of $16.3004 and $15.9 in 20(

Other current asse

Total current asse
Property and equipment, r
Prepaid pension cos
Goodwill
Intangible assets, n
Other asset

Total asset

Liabilities and shareholders equity
Current liabilities:
Accounts payable and accrued liabilit
Deferred revenu

Total current liabilities
Non-current portion of deferred reven
Notes payabli
Other liabilities

Total liabilities

Contingencies (Note ¢
Shareholder equity

March 31, 2004 December 31, 2003

Preferred stock, par value $ .01 per share; 100000shares authorized; no

shares issue

Series common stock, par value $ .01 per shar80@MO0 shares authorized;

no shares issue

Common stock, par value $ .01 per share; 400,000s88res authorized,;

171,451,136 shares issued at March 31, 2004 anenilsr 31, 200

Capital surplu
Retained earning

Treasury stock, at cost; 21,729,469 and 22,77%8a0es of common stock at

March 31, 2004 and December 31, 2003, respect
Cumulative translation adjustme

Total shareholde’ equity

Total liabilities and sharehold¢ equity

$ 368.1 $ 269.1
281.F 270.
30. 29.€
680.( 569.(
48.( 46.
60.1 60.2
127.c 126.
75. 77.2
65.2 61.6
$1,056.¢ $941.4
| |
$ 158.7 $217.F
252.: 214.¢
411.( 432.1
43¢ 411
300. 300.(
202.: 200.
956.¢ 973.f
1.7 1.7

98.: 76.2
651.2 558.¢
(660.5) (677.9)
8. 8.1

99.€ (32.1)
$1,056.! $941.4
| |

The accompanying notes are an integral part of¢inelensed consolidated financial statements.
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MOODY'S CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(AMOUNTS IN MILLIONS)

Three Months Ended March 31,

2004 2003
Cash flows from operating activitir
Net income $103.t $91.¢
Reconciliation of net income to net cash providgaperating
activities:
Depreciation and amortizatic 8.2 7.8
Stocl-based compensation expel 5.2 1.¢
Tax benefits from exercise of stock optic 21.C 4.8
Changes in assets and liabiliti
Accounts receivabl (11.7 (45.0
Other current asse (0.7 4.4
Prepaid pension cos 0.1 (0.2
Other asset (0.9 (0.2
Accounts payable and accrued liabilit (61.9) (31.0
Deferred revenu 40.1 36.C
Other liabilities 1.7 6.€
Net cash provided by operating activit 106.4 77.1
Cash flows from investing activitie
Capital addition: (6.€) (4.2
(Cash paid for) cash acquired in investments iitiats (2.9 1.1
Net cash used in investing activit| (9.9 (3.2
Cash flows from financing activitie
Net repayments of bank borrowin — (14.0
Proceeds from stock pla 427 13.z
Cost of treasury shares repurcha (30.5) (50.5)
Payment of dividend (11.2) (6.7)
Payments under capital lease obligati 0.3 0.3
Net cash provided by (used in) financing activi 0.7 (58.2)
Effect of exchange rate changes on cash and casvadnts 1.3 2.1
Increase in cash and cash equival 99.C 17.¢
Cash and cash equivalents, beginning of the pi 269.1 39.€
Cash and cash equivalents, end of the pe $368.1 $ 57.¢
| |

The accompanying notes are an integral part of¢inelensed consolidated financial statements.
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MOODY'S CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (UNAUDITED)

1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION

Moody’s Corporation (“Moody’s” or the “Company”) & provider of credit ratings, research and anslgsiering debt instruments and
securities in the global capital markets and a idervof quantitative credit assessment serviceslictraining services and credit process
software to banks and other financial institutiddeody’s operates in two reportable segments: M&twestors Service and Moody’s
KMV. Moody’s Investors Service publishes rating opinions bnoad range of credit obligations issued in doreestid international marke
including various corporate and governmental obilges, structured finance securities and commepagker programs as well as rating
opinions on issuers of credit obligations. It giedlishes investor-oriented credit research, inolwéh-depth research on major issuers,
industry studies, special comments and credit opihiandbooks. The Moody’s KMV business, which cstssdf the combined businesses of
KMV LLC and KMV Corporation (“KMV”), acquired in Apil 2002, and Moody’s Risk Management Services eltgs and distributes
guantitative credit assessment services for banétsrevestors in credit-sensitive assets, credititmg services and credit process software.

The Company operated as part of The Dun & Brads@egporation (“Old D&B”) until September 30, 200®e “Distribution Date”), when
Old D&B separated into two publicly traded companie Moody’s Corporation and The New D&B Corporat{tNew D&B"). At that time,
Old D&B distributed to its shareholders shares efM\D&B stock. New D&B comprised the business of ORIB’s Dun & Bradstreet
operating company (the “D&B Business”). The remadgnbusiness of Old D&B consisted solely of the bass of providing ratings and
related research and credit risk management sertice “Moody’s Business”) and was renamed “Moodytsporation”. The method by
which Old D&B distributed to its shareholders iteges of New D&B stock is hereinafter referred gdtee “2000 Distribution”.

These interim financial statements have been pegparaccordance with the instructions to Form@nd should be read in conjunction v
the Company’s consolidated financial statementsrataded notes in the Company’s 2003 annual repofiorm 10K filed with the Securitie
and Exchange Commission on March 12, 2004. Thdtsesiinterim periods are not necessarily indivatf results for the full year or any
subsequent period. In the opinion of managemendalstments (consisting of normal recurring aatsliconsidered necessary for a fair
presentation of financial position, results of @giems and cash flows at the dates and for thegepresented have been included. Certain
prior year amounts have been reclassified to camtorthe current year presentation.

2. STOCK-BASED COMPENSATION

In 2002 and prior years, the Company measureddsieod stock-based compensation using the intrivaige approach under Accounting
Principles Board (“APB”) Opinion No. 25 rather thapplying the fair value method provisions of Stag¢at of Financial Accounting
Standards No. 123, “Accounting for Stock-Based Censation” (“SFAS No. 123") as amended by SFAS Ni&, Accounting for Stock-
Based Compensation — Transition and Disclosure -amaendment of FASB Statement No. 123”. Accordintiig, Company did not
recognize compensation expense related to grammployee stock options and shares issued to jpantits in its employee stock purchase
plan.

On January 1, 2003, the Company adopted, on agetep basis, the fair value method of accountargstock-based compensation under
SFAS No. 123. Therefore, employee stock optionatgchon and after January 1, 2003 are being exgdnsthe Company over the option
vesting period, based on the estimated fair vafukreoaward on the date of grant. In addition, skassued to participants in the Company’s
employee stock purchase plan are being expenst#tliyompany based on the discount from the marie# peceived by the participants.

The condensed consolidated statements of operdtotise three months ended March 31, 2004 and 2@3de compensation expense of
$5.2 million and $1.9 million, respectively, reldt® stock options granted, restricted stock gdhated stock issued under the employee stock
purchase plan since January 1, 2003. In additien2004 and 2003 expense is less than that whidldvixave been recognized if the fair
value method had been applied to all awards simeetiginal effective date of SFAS No. 123 rathert being applied prospectively. Had the
Company determined such stock-based compensatmans& using the fair value method provisions of SR®. 123 since its original
effective date, Moody’s net income and earningsspare would have been reduced to the pro formaiateshown below.
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Three Months Ended March 31,

2004 2003
(in millions)
Net income;
As reportec $103.5 $91.¢
Add: Stock-based compensation plan expense included
in reported net income, net of t 3.5 1.2
Deduct: Stock-based compensation plan expense
determined under the fair value method, net o (6.7) (5.0
Pro forma net incom $100.: $88.1
| |
Basic earnings per shal
As reportec $ 0.6¢ $0.62
Pro forma $ 0.67 $0.5¢
Diluted earnings per shar
As reportec $ 0.6¢ $0.61
Pro forma $ 0.6€ $0.5¢

The pro forma disclosures shown above are not septative of the effects on net income and earrpegshare in future years.

The fair value of stock options used to computepttteforma net income and earnings per share dists is the estimated present value at
grant date using the Black-Scholes option-pricirggel. The following weighted average assumptionsewsed for options granted during
the three months ended March 31, 2004 and 2003:

2004 2003
Expected dividend yiel 0.4€% 0.41%
Expected stock volatilit 3% 30%
Risk-free interest rat 3.22% 3.05%
Expected holding perio 5yrs 5yrs

The estimated weighted average fair value of Mosdytions granted during the three months endediat, 2004 and 2003 was $19.97
and $13.01, respectively.

3. RECONCILIATION OF WEIGHTED AVERAGE SHARES OUTSTA NDING

Below is a reconciliation of basic weighted averabares outstanding to diluted weighted averageestaitstanding:

Three Months Ended March 31,

2004 2003

(in millions)
Weighted average number of she— Basic 149.1 148.1
Dilutive effect of shares issuable under s-based compensation pla 4.C 3.4
Weighted average number of she— Diluted 153.] 151.t
| |

There were no options outstanding at March 31, 20@D03 that had exercise prices greater thaatbeage market price of the Company’s
common stock during the applicable period.
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4. ACQUISITIONS
Korea Investors Service

In August 1998, the Company made a 10% cost-bagestment in Korea Investors Service (“KIS”), a Ean rating agency. In

December 2001, the Company entered into a defan@greement to increase its investment to just 89, at a cost of $9.6 million with a
contingent payment of up to 6.9 billion Korean Wapproximately $6.0 million as of March 31, 20042005, based on KIS net income for
the three-year period ended December 31, 2004.

During the first quarter of 2004, KIS increasedotgnership in an equity-basis investment to justr@0%, at a cost of 0.6 billion Korean
Won, net of cash acquired (approximately $0.6 onilli As a result, starting in March 2004 this gnistbeing consolidated in Moody’s
financial statements. Moody’s condensed consolitlhé#ance sheet at March 31, 2004 includes $2liomibf current borrowings and
$0.7 million of goodwill related to this entity.

5. GOODWILL AND OTHER INTANGIBLE ASSETS

The following table summarizes the activity in gaditifor the periods indicated (in millions):

Three Months Ended Year Ended
March 31, 2004 December 31, 2003
Moody’s Moody’s Moody’s Moody’s
Investors Service KMV Consolidated Investors Service KMV Consolidated

Beginning balanc $ 23 $124.1  $126.¢ $ 23 $124.C  $126.:
Net change from acquisitio 0.7 — 0.7 — — —
Other 0.1 — 0.1 — 0.1 0.1
Ending balanc $ 3.1 $124.1 $127.2 $ 2.3 $124.1 $126.2
| | | | | |

The following table summarizes intangible asselgesti to amortization at the dates indicated:

March 31, December 31,

2004 2003
(in millions)
Customer lists (11.3 year original weighted aveidige $57.¢ $ 57.¢
Accumulated amortizatio (11.9) (10.6)
Net customer list $ 46.C $47.2
| |
Other intangible assets (5.6 year original weiglateerage life $ 8.2 $ 8.2
Accumulated amortizatio (3.9 (3.5
Net other intangible asse $ 4.2 $ 4.7
| |
Total $ 50.2 $51.¢
| |

Amortization expense for intangible assets sulifgeimortization for the three month periods endeddd 31, 2004 and 2003 was
$1.7 million and $1.8 million, respectively.
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Estimated future annual amortization expense fianigible assets subject to amortization is asvialo

Years Ending December 31

(in millions)
2004 (after March 31 $ 52
2005 6.5
2006 6.2
2007 5.
2008 4.5
Thereaftel 22.¢

As of March 31, 2004, $25.5 million in trade sesratquired with the April 2002 acquisition of KMVeve not subject to amortization.
Current circumstances and conditions continue ppsrt an indefinite useful life.

6. PENSION AND OTHER POST-RETIREMENT BENEFITS

Moody’s maintains both funded and unfunded nondoutory defined benefit pension plans in which gabgally all U.S. employees of the
Company are eligible to participate. The plans jaewefined benefits using a cash balance formased on years of service and career
average salary.

The Company also provides certain healthcare &mdhurance benefits for retired U.S. employeés fiealth care plans are contributory
with participants’ contributions adjusted annuathge life insurance plans are noncontributory. &beounting for the health care plans
anticipates future cost-sharing changes to theemriplans that are consistent with the Companysessed intent to fix the Company’s share
of costs and require retirees to pay for all fuia@eases in plan costs in excess of the amouthiegber person company contribution in the
year 2005

Effective at the Distribution Date, Moody’s assunteglponsibility for pension and other post-retiraetri@enefits relating to its active
employees. New D&B has assumed responsibilityferGompany’s retirees and vested terminated emgdoge of the Distribution Date.

Following are the components of net periodic expertated to pension and other post-retirementpiamnthe three months ended March 31,
2004 and 2003 (in millions):

Pension Plans Other Posl-Retirement Plans

Three Months Ended Three Months Ended Three Months Ended Three Months Ended

March 31, 2004 March 31, 2003 March 31, 2004 March 31, 2003

Components of net periodic expens
Service cos $21 $1.7 $0.2 $0.1
Interest cos 1.2 1.C 0.1 0.1
Expected return on plan ass (2.0 (1.9 — —
Amortization of net actuarial loss from earlier

periods 0.4 0.3 — —
Amortization of unrecognized prior service

costs 0.1 — — —
Net periodic expens $1.8 $1.1 $0.3 $0.2

| | [ | [ |

Consistent with the Company’s disclosure in itafioial statements for the year ended December08B, Moody’s continues to anticipate
contributing $0.1 million to its other post-retirent plans during 2004. No such contributions weaglenfor the three months ended
March 31, 2004.
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7. INDEBTEDNESS

In connection with the 2000 Distribution, Moody'ssvallocated $195.5 million of debt at Septembe2800. Moodys funded this debt wit
borrowings under a $160 million unsecured bank Ikéng credit facility and a bank bridge line of die

On October 3, 2000 the Company issued $300 mitifomotes payable (the “Notes”) in a private placem&he cash proceeds from the Notes
were used in part to repay the outstanding balandée revolving credit facility and to repay thiédge line of credit. The Notes have a five-
year term and bear interest at an annual rate64f4, payable sel-annually. In the event that Moody'’s pays all ortfud the Notes in

advance of their maturity (the “prepaid principaBuch prepayment will be subject to a penaltyudated based on the excess, if any, of the
discounted value of the remaining scheduled paysnastdefined in the agreement, over the prepaidipal. Interest paid under the Notes
was $5.7 million for each of the three month pesiedded March 31, 2004 and 2003.

The revolving credit facility (the “Facility”), wich had no borrowings outstanding as of March 3042@onsists of an $80 million 5-year
facility that expires in September 2005 and an ¥80on 364-day facility that expires in Septemt2804. Interest on borrowings under the 5-
year facility is payable at rates that are basetheriondon InterBank Offered Ra“LIBOR”) plus a premium that can range from 18 lsasi
points to 50 basis points depending on the Compamio of total indebtedness to earnings befaerést, taxes, depreciation and
amortization (“Earnings Coverage Ratio”), as ddliirethe related agreement. At March 31, 2004, suemium was 18 basis points. Interest
on borrowings under the 364-day facility is payadtieates that are based on LIBOR plus a premiuB0df basis points. The Company also
pays annual facility fees, regardless of borrovangivity under the Facility. The annual fees fa 8year facility can range from 7 basis
points of the facility amount to 12.5 basis poimtspending on the Company’s Earnings Coverage Ratwere 7 basis points at March 31,
2004. The annual fees for the 364-day facility &twsis points. Under each facility, the Compasy glays a utilization fee of 12.5 basis
points on borrowings outstanding when the aggreg@ateunt outstanding under such facility exceeds 88te facility. Interest paid under
the Facility for the three months ended March 302was $0.4 million. No interest was paid for thiee months ended March 31, 2004 as
no borrowings were outstanding under the Facilitsirty that period.

The Notes and the Facility (the “Agreements”) camtavenants that, among other things, restricthibty of the Company and its
subsidiaries, without the approval of the lend&rgngage in mergers, consolidations, asset satbsade-leaseback transactions or to incur
liens. The Notes and the Facility also containririal covenants that, among other things, reqhieeGompany to maintain an interest
coverage ratio, as defined in the Agreements, bfass than 3 to 1, and an Earnings Coverage Ratidefined in the Agreements, of not
more than 4 to 1. At March 31, 2004, the Company inaompliance with such covenants. If an everttedfult were to occur (as defined in
the Agreements) and was not remedied by the Comyéhin the stipulated timeframe, an acceleratibthe Notes and restrictions on the
use of the Facility could occur.

Total interest expense was $5.7 million and $6.Hanj respectively, for the three months ended thed1, 2004 and 2003. Total interest
income on cash and cash equivalents was $1.1 mdl $0.2 million, respectively, for the three tienended March 31, 2004 and 2003.

8. CONTINGENCIES

From time to time, Moody’s is involved in legal atak proceedings, claims and litigation that adantal to the Company’s business,
including claims based on ratings assigned by Modyfanagement periodically assesses the Compéiabitities and contingencies in
connection with these matters, based upon thet lafesmation available. For those matters whereglobable amount of loss can be
reasonably estimated, the Company believes itdramded appropriate reserves in the consolidatashdial statements and periodically
adjusts these reserves as appropriate. In othanites, because of the uncertainties related tothetprobable outcome and amount or range
of loss, management is unable to make a reasoaatiieate of a liability, if any. As additional irfoation becomes available, the Company
adjusts its assessments and estimates of suclitiestaccordingly.

Based on its review of the latest information aalali, in the opinion of management, the ultimaibility of the Company in connection with
pending legal and tax proceedings, claims andhlitign will not have a material adverse effect onolligs financial position, results of
operations or cash flows, subject to the contingendescribed below.

Discussion of contingencies is segregated betwezsetmatters that relate to Old D&B, its predeassand their affiliated companies
(“Legacy Contingencies”) and those that relate twollly’s business and operations (“Moody’s Matters”).

Legacy Contingencies

To understand the Company’s exposure to the patdiabilities described below, it is importantuaderstand the relationship between
Moody’s and New D&B, and the relationship among N2&B and its predecessors and other parties whioutih various corporate
reorganizations and related contractual commitmératge assumed varying degrees of responsibilitly Keispect to such matters.
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In November 1996, The Dun & Bradstreet Corporationugh a spin-off separated into three separatégeompanies: The Dun &
Bradstreet Corporation, ACNielsen Corporation (“A€Nen”) and Cognizant Corporation (“Cognizanthgt‘1996 Distribution”). Under the
terms of the distribution agreement relating to1B66 Distribution, each party thereto is prohithifisom distributing to its stockholders any
business that had been allocated to it in conneetith the 1996 Distribution, unless the distrilmitrisiness delivers an undertaking agreeing
to be jointly and severally liable to the othertfg under the 1996 distribution agreement forlidtalities of the distributing parent company
under the 1996 distribution agreement.

In June 1998, The Dun & Bradstreet Corporationugtoa spin-off separated into two separate publinpganies: The Dun & Bradstreet
Corporation and R.H. Donnelley Corporation (“Donegl) (the “1998 Distribution”). During 1998, Cogrant through a spin-off separated
into two separate public companies: IMS Health fpocated (“IMS Health”) and Nielsen Media Reseatol, (“NMR”). In September 200!
The Dun & Bradstreet Corporation (“Old D&B”) throl@ spin-off separated into two separate publicganmes: New D&B and Moody'’s, as
further described in Note 1, Description of Busiead Basis of Presentation.

Information Resources, | nc.

The following is a description of an antitrust laitiled in 1996 by Information Resources, IndRI”). As noted below, Moody’s has
contingent liability for this matter as a resultamitractual commitments undertaken in connectih various corporate reorganizations si
1996. As more fully described below, VNU N.V., aialy traded Dutch company, and its subsidiary A€lsen have exclusive liability for
any final judgment or settlement of this antitriastsuit, subject to a cap. The cap is determinegdan the financial ability of VNU N.V.

and ACNielsen to pay for any judgment or settlemdmider the contractual agreements described bameunts in excess of the cap, if any,
would be shared as follows: 25% for Moosly25% for New D&B; and the remaining 50% is shdrgdMS Health and NMR (a subsidiary
VNU N.V.).

In July 1996, IRI filed a complaint in the U. S.dbict Court for the Southern District of New Yorkaming as defendants the corporation
known as The Dun & Bradstreet Corporation, A.C.I&&@ Company (a subsidiary of ACNielsen) and IM&dmational, Inc. (a subsidiary of
the company then known as Cognizant). At the tifm@filing of the complaint, each of the othefatedants was a subsidiary of The Dun &
Bradstreet Corporation.

The complaint alleges various violations of Unigtdtes antitrust laws under Sections 1 and 2 o$tteman Act. The complaint also alleges
a claim of tortious interference with a contraatl @claim of tortious interference with a prospeetusiness relationship. These claims relate
to the acquisition by defendants of Survey Rese@rctup Limited (“SRG”). IRI alleges SRG violated alteged agreement with IRl when it
agreed to be acquired by the defendants and thatetendants induced SRG to breach that agreement.

IRI's antitrust claims allege that the defendar@sedoped and implemented a plan to undermine I&lilty to compete within the U.S. and
foreign markets in North America, Latin America,idsEurope and Australia/New Zealand through aesasf anti-competitive practices,
including: unlawfully tying/bundling services inghmarkets in which defendants allegedly had monopoiver with services in markets in
which ACNielsen competed with IRI; entering intackisionary contracts with retailers in certain coi@s to deny IRI's access to sales data
necessary to provide retail tracking services artificially raise the cost of that data; predatpricing; acquiring foreign market competitors
with the intent of impeding IRI's efforts to expardisparaging IRI to financial analysts and clieiatsd denying IRl access to capital
necessary for it to compete.

IRI's complaint originally alleged damages in exxe$ $350 million, which IRI asked to be trebledlanantitrust laws. IRI has since revised
its allegation of damages to exceed $650 milliohicl IRI also asked to be trebled. IRI has filedhwhe court the report of its expert who
opined that IRI suffered damages of between $58illl®n and $651.7 million from the defendants’eged practices. IRI also seeks punitive
damages in an unspecified amount.

In April 2003, the court denied a motion for pdriammary judgment by the defendants that sougdistoiss certain of IRI's claims and
granted in part a motion by IRI seeking reconsitie@neof certain summary judgment rulings the Cdwatl previously made in favor of the
defendants. The motion granted by the Court corscitts claims of injuries from defendants’ allegezhduct in certain foreign markets.

Pursuant to a scheduling order entered by the @ouapril 8, 2004, discovery is scheduled to endNmvember 1, 2004, and trial is
scheduled to begin April 18, 2005.

In connection with the 1996 Distribution, NMR (thkemown as Cognizant Corporation), ACNielsen and mxdley (then known as The Dun
Bradstreet Corporation) entered into an Indemnity doint Defense Agreement (the “Indemnity andtloefense Agreement”), pursuant to
which they agreed to:

« allocate potential liabilities that may relate anise out of or result from the IRI lawsu”IRI Liabilities”); and

11
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« conduct a joint defense of such acti
In particular, the Indemnity and Joint Defense Agnent provides that:

< ACNielsen will assume exclusive liability for IRfabilities up to a maximum amount to be calculaéd such time as such liabilities
become payable as a result of a final non-appeajaigment or any settlement permitted under tdermity and Joint Defense
Agreement (th¢ ACN Maximum Amoun”); and

« Donnelley and NMR will share liability equally fany amounts in excess of the ACN Maximum Amo

As noted above, ACNielsen is responsible for thieLiRbilities up to the ACN Maximum Amount. The lechnity and Joint Defense
Agreement provides that ACNielsen initially is teteérmine the amount that it will pay at the timeseftlement or a final judgment, if any, in
IRI's favor (the “ACN Payment”). The ACN Paymentutd be less than the ACN Maximum Amount. The Indéynand Joint Defense
Agreement also provides for each of Donnelley aMR\o pay IRl 50% of the difference between thdlsetent or judgment amount and -
ACN Payment. In exchange, the Indemnity and JoafeBse Agreement requires ACNielsen to issue asdaqote (the “ACN Note”),
subject to certain limits, to each of Donnelley &dR for the amount of their payment. The principaiount of each ACN Note issued to
Donnelley and NMR, however, is limited to 50% oé tlifference between the ACN Maximum Amount andAN Payment, and is subject
to a further limitation that it cannot exceed 5084h@ amount of any proceeds from any recapitabimgplan designed to maximize
ACNielsen’s claims paying ability. The ACN Notes ud become payable upon the completion of the rital&gation plan described in the
paragraph below.

The ACN Maximum Amount will be determined by andé@stment banking firm as the maximum amount that A&&¥n is able to pay after
giving effect to:

 any recapitalization plan submitted by such itwmesnt bank that is designated to maximize the dgdaying ability of ACNielsen
without impairing the investment banking fi's ability to deliver a viability opinion and withbrequiring shareholder approval; a

» payment of interest on the ACN Notes and related #nd expense

For these purposes, “viability” means the abilifyA&€Nielsen, after giving effect to such recapitalion plan, the payment of interest on the
ACN Notes, the payment of related fees and expems@she payment of the ACN Maximum Amount, to:

 pay its debts as they become due;

« finance the current and anticipated operatingcapital requirements of its business, as recastlitby such recapitalization plan, for
two years from the date any such recapitalizatian s expected to be implement

The Indemnity and Joint Defense Agreement alsoigesvthat if it becomes necessary to post any pending an appeal of an adverse
judgment, then NMR and Donnelley shall obtain thadrequired for the appeal, and each shall pay &08te costs of such bond, if ar
which cost will be added to IRI Liabilities. Undie terms of the 2000 Distribution, Moody’s woulel iesponsible for 25% of the total costs
of any bond.

In 2001, ACNielsen was acquired by VNU N.V., whecssumed ACNielsen’s liabilities under the Indemaityl Joint Defense Agreement.
Pursuant to the Indemnity and Joint Defense AgreenwNU N.V. is to be included with ACNielsen foumposes of determining the ACN
Maximum Amount.

In connection with the 1998 Distribution, Old D&B@Donnelley (then known as The Dun & BradstreatpOmation) entered into an
agreement (the “1998 Distribution Agreement”) wisr®©Ild D&B assumed all potential liabilities of Duglley arising from the IRI action
and agreed to indemnify Donnelley in connectiorhwiich potential liabilities. Under the terms af #8000 Distribution, New D&B
undertook to be jointly and severally liable wittobtly’s for Old D&B'’s obligations to Donnelley undire 1998 Distribution Agreement,
including any liabilities arising under the Indetyréind Joint Defense Agreement, and arising froenl®l action itself. However, as between
New D&B and Mood’s, it was agreed that under the 2000 Distributeach of New D&B and Moody’s will be responsible 9% of any
payments required to be made to or on behalf ofnletiay with respect to the IRI action under therteiof the 1998 Distribution Agreement,
including legal fees or expenses related to theatiRibn.

As a result, the Company will be responsible fer playment of 25% of the portion of any judgmengeattlement in excess of the ACN
Maximum Amount (as adjusted to include VNU N.V.eWD&B will be responsible for the payment of a#idnal 25% (together
constituting Donnelley’s liability under the Indeitynand Joint Defense Agreement for 50% of such @mjcand Cognizant will be
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responsible for payment of the remaining 50% dfility in excess of the ACN Maximum Amount. As &udt of their 1998 separation and
pursuant to the related distribution agreement, H&&lth and NMR are each jointly and severallylédor all Cognizant liabilities under the
Indemnity and Joint Defense Agreement. In 1999, NWHR acquired by VNU N.V. and VNU assumed NMR’diliies under the Indemnity
and Joint Defense Agreement. In addition, eacheftbove parties, in accordance with the foregpergentages, may be required to advance
a portion of the amount, if any, by which the ACNikimum Amount exceeds the amount of the ACN Payntémivever, because liability f
violations of the antitrust laws is joint and sealeand because many of the rights and obligatielaing to the Indemnity and Joint Defense
Agreement are based on contractual relationstipdailure of a party to the Indemnity and Joinféhse Agreement to fulfill its obligations
could result in the other parties bearing a grestiare of the IRI Liabilities. Joint and severability means that even where more than one
defendant is determined to have been responsiblEnfalleged wrongdoing, the plaintiff can collatttor part of the judgment from just one
of the defendants. This is true regardless of wteontractual allocation of responsibility thdetelants and any other indemnifying parties
may have made, including the allocations descridi®e between VNU N.V., ACNielsen, IMS Health, Deliyy NMR, Moody’s and New
D&B.

Moody'’s is unable to predict at this time the omeoof the IRI action or the financial conditionAENielsen and VNU N.V. at the time of
any such outcome (and hence the Company cannotagstthe amount of the ACN Payment, the ACN MaxinAmount and the portion of
any judgment or settlement to be paid by VNU N.Wd &ACNielsen under the Indemnity and Joint Defehgeeement).

Therefore, Moody’s is unable to predict at thisdimhether the resolution of this matter could maligraffect the Company'’s financial
position, results of operations, or cash flows. dxdingly, no amount in respect of this matter hesrbaccrued in the Company’s consolidated
financial statements. If, however, IRl were to @iéin whole or in part in this action and if Moddys required to pay or advance a
significant portion of any settlement or judgmehg outcome of this matter could have a materiaéese effect on Moody'’s financial

position, results of operations, and cash flows.

Legacy Tax Matters

Old D&B and its predecessors entered into globaptanning initiatives in the normal course of mess, including through tax-free
restructurings of both their foreign and domesperations. These initiatives are subject to nommékew by tax authorities.

Pursuant to a series of agreements, as betweese¢hers, IMS Health and NMR are jointly and sevgrkdible to pay one-half, and New
D&B and Moodys are jointly and severally liable to pay the othalf, of any payments for taxes, penalties andwsttinterest resulting fro
unfavorable IRS rulings on certain tax matters ligding the matter described below as “Amortizatitxpense Deductions” for which New
D&B and Moody’s are solely responsible) and certaimer potential tax liabilities after New D&B andMoody’s pays the first $137 millio
which amount was paid in connection with the mat&scribed below as “Utilization of Capital Losses”

In connection with the 2000 Distribution and pursiut® the terms of the related Distribution Agreatm&lew D&B and Moody’s have,
between themselves, agreed to each be financedfyonsible for 50% of any potential liabilitiestthaay arise to the extent such potential
liabilities are not directly attributable to the@spective business operations.

Without limiting the generality of the foregoindprée specific tax matters are discussed below.
Royalty Expense Deductio

During the second quarter of 2003, New D&B receigadExamination Report from the IRS with resped fmartnership transaction entered
into in 1993. In this Report, the IRS stated iteintion to disallow certain royalty expense deduwticlaimed by Old D&B on its tax returns
for the years 1993 through 1996. New D&B disagreiis the position taken by the IRS in its Reporuridg the third quarter of 2003, New
Dé&B filed a protest with the Appeals Office of tHRS to contest the Examination Report. If the IR$Bals Office were to uphold the
Examination Report, then New D&B could either: §trept and pay the IRS assessment; (2) challergesiessment in U.S. Tax Court; or
(3) challenge the assessment in U.S. District Cauttte U.S. Court of Federal Claims, where paynoétie disputed amount would be
required in connection with such challenge. Shauig such payments be made by New D&B, then purdoahe terms of the 2000
Distribution Agreement, Moody’s would have to payNew D&B its 50% share. Moody's estimates thaskare of the required payment to
the IRS could be up to approximately $57 milliomc{uding penalties and interest, and net of tavefits). Moody’s also could be obligated
for future interest payments on its share of siatbility.

In a related matter, during the second quartel06B2New D&B received an Examination Report from RS stating its intention to ignore
the partnership structure that had been establish£893 in connection with the above transactan to reallocate to Old D&B income and
expense items that had been reported in the pahipeiax return for 1996. During the third quaé&2003, the partnership filed a protest v
the Appeals Office of the IRS to contest the Exatiom Report. If the IRS Appeals Office were to alshthe Examination Report, then New
D&B could either: (1) accept and pay the IRS assess; (2) challenge the assessment in U.S. TaxtCaug3) challenge the assessment in
U.S. District Court or the U.S. Court of Federahi@is, where payment of the assessment would béeegn connection with such
challenge. Should any such payments be made byDdBy then pursuant to the terms of the 2000
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Distribution Agreement, Moody’s would have to payNew D&B its 50% share. Moody’s estimates thashare of the required payment to
the IRS for this matter could be up to approxima®d0 million (including penalties and interestdaret of tax benefits). Such exposure cc
be in addition to the amount described in the ptexgeparagraph, and Moody’s also could be obligébeduture interest payments on its
share of such liability.

During the fourth quarter of 2003 and the first geiaof 2004, New D&B participated in meetings witie IRS Appeals Office on the two
matters described above. New D&B is continuingAbpeeals process with the IRS.

In addition, in the first quarter of 2004, New D&Bceived an Examination Report relating to Old D&Barticipation in the partnership
structure for the first quarter of 1997. In thispRé the IRS stated its intention to disallow certayalty expense deductions claimed by Old
D&B on its tax return for the 1997 tax year. New Bé&lso received an Examination Report issued tp#rmership with respect to its 1997
tax year. In this Examination Report, the IRS stdt® intention to ignore the partnership structima had been established in 1993 in
connection with the above transaction, and to@eate to Old D&B income and expense items thatliesh reported in the partnership tax
return for 1997. New D&B disagrees with the posiidaken by the IRS in its Reports and will purtheesame remedies with the same
possible consequences described above. Moodyieatst that its share of the required payment téRSein relation to the two Examination
Reports could be up to approximately $1.5 milliowl 0.3 million, respectively (including penaltisd interest, and net of tax benefits).

Moody’s believes that the IRS’s proposed assesstéitax against Old D&B and the proposed realiocatof partnership income and
expense to Old D&B are inconsistent with each otAecordingly, while it is possible that the IRSubd ultimately prevail in whole or in part
on one of such positions, Moody’s believes thi itnlikely that the IRS will prevail on both.

Amortization Expense Deductio

In April 2004, New D&B received Examination Repditsm the IRS with respect to a partnership tratisacThis transaction was entered
into in 1997 and could result in amortization exggdeductions from 1997 through 2012. In the Exatiun Reports, the IRS stated its
intention to disallow the amortization expense deidns related to this partnership that were claifng Old D&B on its 1997 and 1998 tax
returns. New D&B disagrees with the position takgrthe IRS and can either: (1) accept and payRigdssessment; (2) challenge the
assessment in U.S Tax Court; or (3) challenge skesssment in U.S. District Court or the U.S. Cotikederal Claims, where payment of the
disputed amount would be required in connectiot witch challenge. IRS audits of Old D&B’s or New B/& tax returns for years
subsequent to 1998 could result in the issuansérdfar Examination Reports, in which case New D&Buld also have the aforementioned
three courses of action. Should any such paymenisdzle by New D&B related to either the ExaminaR@ports for 1997 and 1998 or any
potential Examination Reports for future yearsntparsuant to the terms of the 2000 Distributiome®gnent, Moody’s would have to pay to
New D&B its 50% share. In addition, should New D&Bcontinue claiming the amortization deductiongugnre tax returns, Moo('s

would be required to repay to New D&B an amountaddaol the discounted value of its 50% share ofrétated future tax benefits. New D&B
had paid the discounted value of future tax beséfitm this transaction in cash to Moody’s at thstilibution Date. Moody’s estimates that
the Company’s current potential exposure relatetlitomatter is $93 million (including penaltiedanterest, and net of tax benefits). This
exposure could increase by approximately $3 miltmf6 million per year, depending on actions thatIRS may take and on whether New
D&B continues claiming the amortization deductiamsits tax returns.

In the April Examination Reports referred to in @ireceding paragraph, the IRS also stated itstioteto disallow certain royalty expense
deductions claimed by Old D&B on its 1997 and 1888returns with respect to the partnership tramsaclin addition, the IRS stated its
intention to disregard the partnership structure tarreallocate to Old D&B certain partnership immand expense items that had been
reported in the partnership tax returns for 199 H998. New D&B disagrees with the positions takgrihe IRS and can either: (1) accept
and pay the IRS assessment; (2) challenge thesassesin U.S. Tax Court; or (3) challenge the agsesit in U.S. District Court or the U.S
Court of Federal Claims, where payment of the asseat would be required in connection with sucHlehge. IRS audits of Old D&B’s or
New D&B's tax returns for years subsequent to 1998 caddlt in the issuance of similar Examination Repart which case New D&B
would also have the aforementioned three coursast@fn. Should any such payments be made by Ne® Bated to either the April
Examination Reports or any potential Examinatiopdtts for future years, then pursuant to the tesfithe 2000 Distribution Agreement,
Moody’s would have to pay to New D&B its 50% shafdNew D&B'’s payments to the IRS for the periodrfrd 997 through the Distribution
Date. Moody'’s estimates that its share of the g@kpayment to the IRS could be up to approxima$dl26 million (including penalties and
interest, and net of tax benefits). Moody’s alsaldde obligated for future interest payments ersfiare of such liability.

Moody'’s believes that the IRS’s proposed assesstdriix against Old D&B and the proposed realiocatof partnership income and
expense to Old D&B are inconsistent with each otAecordingly, while it is possible that the IRSubd ultimately prevail in whole or in part
on one of such positions, Moody’s believes thi itnlikely that the IRS will prevail on both.
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Utilization of Capital Losses

The IRS has completed its review of the utilizatidrrertain capital losses generated by Old D&Brapd 989 and 1990. On June 26, 2000,
the IRS, as part of its audit process, issuedradbassessment with respect to the utilizatiohe$¢ capital losses.

On May 12, 2000, an amended tax return was file@loyD&B for the 1989 and 1990 tax periods, whiefected $561.6 million of tax and
interest due. Old D&B paid the IRS approximatelyt$3 million of this amount on May 12, 2000; 50%sath payment was allocated to
Moody’s and had previously been accrued by the GommpIMS Health informed Old D&B that it paid toethRS approximately

$212.3 million on May 17, 2000. The payments weeelento the IRS to stop further interest from acgguand on September 20, 2000, Old
Dé&B filed a petition for a refund in the U.S. Digtr Court. The case is expected to go to trialdf=® and prerial proceedings are ongoing.
addition to the amount paid in 2000, if the IRS evter disallow prior deductions of all transactiarsts associated with this matter, Moody’s
estimates that its exposure for its share of thitiadal taxes, penalties and interest (net ofitemefits) on this matter would be approxima
$5 million. New D&B intends to contest the IRS’'sassment, as well as any assessments of penaltdeo amounts in excess of the
amounts paid, including the matter described imptfleeeding sentence. It is possible that the se¢fe of this matter could result in additional
income statement charges and/or cash payments byyofor its share of such settlement.

Summary of Moody’s Exposure to Three Legacy Taxeat

The Company considers from time to time the rangkpobability of potential outcomes related to tiee legacy tax matters discussed
above and establishes reserves that it believespprepriate in light of the relevant facts anadginstances. In doing so, Moody’s makes
estimates and judgments as to future events artltamrs and evaluates its estimates and judgmengmngoing basis. As of March 31,
2004, Moody’s had reserves of approximately $12Haniwith respect to such matters, which reflecéedincrease of approximately

$16 million during the fourth quarter of 2003 rélgtto the Amortization Expense Deductions maidthough the matter had previously b
under audit, the Company felt that an increasbamrélated reserve was appropriate since the NodtBroposed Adjustment during the
fourth quarter of 2003 reflected a formalizationtbg IRS of its position on the matter. It is pbfsithat the legacy tax matters could be
resolved in amounts that are greater than the atsoeserved by the Company, which could resuldutittonal charges that may be material
to Moody'’s future reported results, financial pmsitand cash flows. Although Moody’s does not badid is likely that the Company will
ultimately be required to pay the full amounts preky being sought by the IRS, potential cash gstl@sulting from these matters, which the
Company currently estimates could be as much a3 8#Hon, could be material and could increasenviine as described above. Such
amount does not include potential penalties relaidte payments made in May 2000 concerning \atilim of Capital Losses.

Moody’s Matters
L’Association Francaise des Porteurs d’Emprunts Rass

On June 20, 2001 a summons was served in an drboght by L’Association Francaise des PorteursripBints Russes (“AFPER”) against
Moody’s France SA (a subsidiary of the Company) filed in the Court of First Instance of Paris, ikga (“Court”). In this suit, AFPER, a
group of holders of bonds issued by the Russiaigorent prior to the 1917 Bolshevik Revolution, emklaims against MoodyFrance S,
and Standard & Poor’s SA for lack of diligence gmddence in their ratings of Russia and Russiah slabe 1996. AFPER alleges that, by
failing to take into account the post-Revolutionegpudiation of préRevolutionary Czarist debt by the Soviet governniemating Russia ar
new issues of Russian debt beginning in 1996,dtieg agencies enabled the Russian Federatiosue isew debt without repaying the old
obligations of the Czarist government. Allegingnjoand several liability, AFPER seeks damages ob 8 billion (approximately U.S.
$3.4 billion as of March 31, 2004) plus legal coMsody’s believes the allegations lack legal atdial merit and has vigorously contested
the action. As a result, no amount in respectisfiimtter has been accrued in the financial stat&sya the Company. On April 6, 2004, the
Court rendered judgment dismissing AFPE&RCtion on the ground that AFPER lacked standWrPER has until May 21, 2004 to appeal
judgment.
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9. COMPREHENSIVE INCOME

Total comprehensive income was as follows:

Three Months Ended March 31,

2004 2003

(in millions)
Net income $103.t $91.¢
Other comprehensive income (lo— foreign currency translation adjustm 0.8 0.4
Total comprehensive incon $104.: $92.2
| |

10. SEGMENT INFORMATION

The Company reports segment information in accarelavith SFAS No. 131, “Disclosures about Segmeh&dEnterprise and Related
Information”. SFAS No. 131 defines operating segta@s components of an enterprise for which sepéiretncial information is available
that is evaluated regularly by the chief operatirgision-maker in deciding how to allocate resosiiaed in assessing performance.

Moody'’s Investors Service consists of four ratimgups — structured finance, corporate finance niofa institutions and sovereign risk, and
public finance — that generate revenue principftiyn the assignment of credit ratings on fixed-meninstruments in the debt markets, and
research, which primarily generates revenue froarstie of investooriented credit research, principally producedh®ytating groups. Give
the dominance of Moody’s Investors Service to Mdedyerall results, the Company does not separatelgsure or report corporate
expenses, nor are they allocated to the Compamgimbss segments. Accordingly, all corporate exgease included in operating income of
the Moody’s Investors Service segment and none haega allocated to the Moody’s KMV segment.

The Moody’s KMV business consists of the combinedibesses of KMV, acquired in April 2002, and Mosdisk Management Services.
Moody’'s KMV develops and distributes quantitativedit assessment services for banks and investareditsensitive assets, credit traini
services and credit process software.

Assets used solely by Moody’'s KMV are separatedgldised within that segment. All other Company t&ssecluding corporate assets, are
reported as part of Moody'’s Investors Service.

Revenue by geographic area is generally basededidhtion of the customer.
Intersegment sales are insignificant and no siog&omer accounted for 10% or more of total revenue

Below are financial information by segment, Moodlyigsestors Service revenue by business unit anehiey information by geographic area,
all for the three months ended March 31, 2004 &@82nd total assets by segment as of March 34, 200 December 31, 2003 (in
millions). Certain prior year amounts have beefassified to conform to the current presentation.
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Financial Information by Segment

Three Months Ended March 31, 200¢

Three Months Ended March 31, 200:

Moody’s Moody’s
Investors Moody’s Investors Moody's
Service KMV Consolidated Service KMV Consolidated
Revenue $302.2 $28.¢ $331.C $253.2 $24.¢ $278.2
Operating expenst 115. 24.¢ 140.( 99.C 22.% 121.:
Depreciation and amortizatic 4.C 4.3 8.2 3.7 41 7.8
Operating income (lost 183.( (0. 182.¢ 150.% (1.6 149.1
Interest and other nooperating
income (expense), n (5.0 8.C
Income before provision for
income taxe! 177.¢ 157.1
Provision for income taxe 74.¢ 65.2
Net income $103.t $ 91.c
| |

Moody'’s Investors Service Revenue by Business Unit

Ratings revenue
Structured financ
Corporate financ
Financial institutions and sovereign ri
Public finance

Total ratings revenu
Research revent

Total Moody's Investors Servic

Revenue Information by Geographic Area

United State:
International

Total
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Three Months Ended March 31,

Three Months Ended March 31,

2004

$113.(
76.5
52.t
20.1
261.¢
40.5
$302.¢

2003

$ 97.¢
61.4
457
19.¢
2245
28.7
$253.¢

2004 2003
$211.¢ $179.5
119.2 98.7
$331.2 $278.2
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March 31, 2004

December 31, 2003

Moody's Moody's
Investors  Moody’s Investors  Moody’s
Service KMV Consolidated Service KMV Consolidated
Total assets by segme $798.¢  $257.¢ $1,056.! $673.C  $268.¢ $941.4
| | ] | | |

11. INSURANCE RECOVERY

In February 2003, Moody'’s received a $15.9 milliosurance recovery related to the September ldgietly for incremental costs incurred
and for lost profits due to the sharp decline ibtdearket activity in the weeks following the dit&as Moody’s had previously received a

$4.0 million advance payment in 2002, resulting itotal recovery of $19.9 million. Moody’s had im@d incremental costs of $6.3 million
for property damage and temporary office facilitimsd had fully accrued for the recovery of thesgt<in its financial statements. The
remainder of the insurance recovery, $13.6 millleed not been previously accrued as its realizghilas not sufficiently assured. As a res

in the first quarter of 2003 Moody'’s recorded angafi $13.6 million, included in interest and otim@n-operating (expense) income, net in the

condensed consolidated statement of operations.

12. SUBSEQUENT EVENT

On April 27, 2004, the Board of Directors of thenQuany approved a quarterly dividend of 7.5 centsshare of Moody’s common stock,

payable on June 10, 2004 to shareholders of rextdite close of business on May 20, 2004.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This discussion and analysis of financial condiol results of operations should be read in catijom with the Moody’s Corporation
condensed consolidated financial statements arebbéreto included elsewhere in this quarterlprepn Form 10-Q.

Certain of the statements below are forward-loolstagements within the meaning of the Private SgesiLitigation Reform Act of 1995. In
addition, any projections of future results of ggms and cash flows are subject to substantizni@inty. See “Forward-Looking
Statements” on page 31.

The Company

Except where otherwise indicated, the terms “Mostighd the “Company” refer to Moody’s Corporatiarddts subsidiaries. Moody’s is a
provider of credit ratings, research and analysieang debt instruments and securities in the gjlehpital markets and a provider of
guantitative credit assessment services, credlitigaservices and credit process software to bankisother financial institutions. Moody’s
operates in two reportable segments: Moody'’s Irresservice and Moody’s KMV.

Moody’s Investors Service publishes rating opinionsa broad range of credit obligations issuedoimeistic and international markets,
including various corporate and governmental obikges, structured finance securities and commepagker programs, as well as rating
opinions on issuers of credit obligations. It giedlishes investor-oriented credit research, inolwéh-depth research on major issuers,
industry studies, special comments and credit opihiandbooks.

The Moody’s KMV business consists of the combinadibesses of KMV LLC and KMV Corporation (“KMV”),cguired in April 2002, and
Moody’s Risk Management Services. Moody's KMV deys and distributes quantitative credit assessprenicts and services for banks
and investors in credit-sensitive assets, credlitiing services and credit process software.

Critical Accounting Estimates

Moody'’s discussion and analysis of its financiahdition and results of operations are based oiCthrapany’s consolidated financial
statements, which have been prepared in accordeititaccounting principles generally accepted i thnited States. The preparation of
these financial statements requires Moody’s to nestienates and judgments that affect reported ateafrassets and liabilities and related
disclosures of contingent assets and liabilitiethatdates of the financial statements and revandeexpenses during the reporting periods.
These estimates are based on historical exper@rden other assumptions that are believed todsorable under the circumstances. On an
ongoing basis, Moody'’s evaluates its estimatedudicg those related to revenue recognition, actorecteivable allowances, contingencies,
goodwill, pension and other post-retirement beaefitd stock-based compensation. Actual resultsdiffey from these estimates under
different assumptions or conditions. Item 7, Mamaget's Discussion and Analysis of Financial Comditand Results of Operations, in the
Company’s annual report on Form 10-K for the yeatesl December 31, 2003, includes descriptionsmksof the judgments that Moody’s
makes in applying its accounting estimates in tlagsas. Since the date of the annual report on Bk, there have been no material
changes to the Company’s critical accounting eséma

Operating Segments

The Moody’s Investors Service business consistswfrating groups - structured finance, corpofatance, financial institutions and
sovereign risk, and public finance — that generavenue principally from the assignment of crediings on fixedncome instruments in tt
debt markets, and research, which primarily gersragvenue from the sale of investor-oriented tredearch, principally produced by the
rating groups. Given the dominance of Moody’s Inges Service to Moody’s overall results, the Compdoes not separately measure or
report corporate expenses, nor are they allocatdftetCompany’s business segments. Accordinglgaafiorate expenses are included in
operating income of the Moody’s Investors Serviegmsent and none have been allocated to the Mod&dy\é segment.

The Moody’s KMV business develops and distributeardgitative credit assessment products and serfocdsmnks and investors in credit-
sensitive assets, credit training services andtopeacess software.

Certain prior year amounts have been reclassifiehform to the current presentation.
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Results of Operations

Three Months Ended March 31, 2004 Compared With Thee Months Ended March 31, 2003
Total Company Results

Moody’s revenue for the first quarter of 2004 w&8%.2 million, an increase of $53.0 million or 1% from $278.2 million for the first
quarter of 2003. Moody’s achieved strong revenwsvit in many business sectors including globalcstmed finance, U.S. corporate finance
and global research.

Revenue in the United States was $211.9 milliortHerfirst quarter of 2004, an increase of $32.Hionior 18.1% from $179.5 million in
2003. Approximately 40% of the U.S growth was dnily corporate finance, reflecting strong issuandée high yield sector. Strong year-
to-year revenue growth of $5 million was achievedesearch, and structured finance accounted foniion of growth.

Moody's international revenue was $119.3 milliorthe first quarter, an increase of $20.6 millior26r9% over $98.7 million in the first
quarter of 2003. This reflected strong growth ia oody’s Investors Service business, with striedifinance and research the largest
contributors. Ratings revenue growth of $13 millieas split equally among Europe and other geogesplhiternational research revenue
grew approximately $7 million from the first quartd 2003, with approximately $5 million of thatayvth in Europe. In addition, foreign
currency translation accounted for approximatelyriion of reported international revenue growth.

Operating, selling, general and administrative esps were $140.0 million in the first quarter 0620an increase of $18.7 million or 15.4%
from $121.3 million in the first quarter of 2003nd largest contributor to this increase was grawitompensation and benefits expense of
$14 million. This reflected compensation increasgsvell as increased staffing in the specialisntethat support Moody’s Enhanced
Analysis Initiative and at Moody’s KMV. The year-y@ar operating expense increase also reflect&3arillion increase in stock-based
compensation expense. As more fully discussedt@ 2do the condensed consolidated financial stateésnthe Company adopted the fair
value method provisions of Statement of Financiat@unting Standards No. 123 prospectively beginnimganuary 1, 2003. The year-to-
year increase in expense reflects the phasing éxpénse over the current f-year equity plan vesting period as annual equints are
made as well as the effect of a higher share joricéhe value of the 2004 equity grants. In addijtforeign currency translation contributed
approximately $5 million to year-to-year expensevgh. Depreciation and amortization was $8.3 milland $7.8 million in the first quarter
of 2004 and 2003, respectively.

First quarter operating income of $182.9 milliosed$33.8 million or 22.7% from $149.1 million iretkame period of 2003. Foreign curre
translation had a minimal effect on operating ineoioody’s operating margin for the first quarté2604 was 55.2% compared to 53.6% a
year earlier. The quarr’s high margin was the result of better-than-expeéctvenue growth, principally in the U.S. corperftance and
global financial institutions ratings businesses.

Moody'’s reported $5.0 million of interest and othen-operating expense, net for the first quart&084 compared with $8.0 million of
income for the same period of 2003. The 2003 amimehided a gain of $13.6 million on an insuraneeovery related to the September 11th
tragedy, as discussed in note 11 to the condermseblidated financial statements. The amounts th periods included $5.7 million of
interest expense on Moody’s $300 million of privatacement debt. Interest income was $1.1 millilm8004 compared to $0.2 million in
2003. Moody's invested cash increased substantially-to-year, but the rate of interest was lowe2004 than in 2003. Foreign exchange
(losses) gains were $(0.5) million in 2004 and $filion in 2003.

Moody'’s effective tax rate was 41.8% in the firsger of 2004 compared to 41.5% in the first ceraof 2003. The first quarter 2003 tax rate
reflected a benefit of over 100 basis points ferdieduction of certain royalty payments betweeitiat#fd companies. During the third quarter
of 2003, these benefits were reversed to reflasttag legislation enacted by New York State, whpecbhibited these deductions retroactiv
January 1, 2003. The higher 2004 tax rate reftbet@absence of this benefit, which was substaptidfset by the impact of continued
operating growth in jurisdictions with lower taxea than New York.

Net income was $103.5 million for the first quaé2004, an increase of $11.6 million or 12.6%fr$91.9 million for the same period

2003. Basic and diluted earnings per share fofitsiequarter of 2004 were $0.69 and $0.68, respelgt compared to basic and diluted
earnings per share of $0.62 and $0.61, respectif@lyhe first quarter of 2003. Moody'’s net incoarad earnings per share in the first quarter
of 2003 included the impact of the $13.6 milliorirgan the insurance recovery discussed above.
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Moody'’s Investors Service

Revenue at Moody’s Investors Service for the fiisarter of 2004 was $302.4 million, up $49.0 miliar 19.3% from $253.4 million in the
first quarter of 2003. Good growth was achieved mumber of ratings sectors as well as in rese&@teign currency translation accounted
for approximately 200 basis points of reported nexegrowth. Price increases also contributed to-tegear growth in reported revenue.

Structured finance revenue was $113.0 million fier first quarter of 2004, an increase of $15.2ianilbr 15.5% from $97.8 million in the
same period of 2003. Approximately $7 million ofstincrease was in the United States, where revgrewe more than 10%. The United
States residential mortgage backed sector conédbover $4 million of revenue growth, as low ingn@ates and a strong housing market
drove growth in mortgage lending and home equity$oand related securitizations. Good growth wss athieved in revenue from ratings
of collateralized debt obligations, with a 55% ease in the number of transactions, and commergaiage-backed securities, with a 55%
increase in rated issuance dollar volume. Revernm fatings of asset backed securities declinegppyoximately $2 million year-to-year
due to weakness in credit card and vehicle loanrgemtion volumes. International structured fisarrevenue grew approximately $8 million
or in the mid twenty percent range, with about ba#-of the dollar growth attributable to Europe.Hurope, the residential mortgage,
commercial mortgage and assetcked segments of the market all posted robugildaligit growth. This growth more than offset alitee of
about $2 million in European credit derivativeseeve, as tighter spreads on the assets underhyésg transactions, reduced the profit
opportunities for deal sponsors. Asian structunedrfce revenue increased over 35%, due primariyrtmg issuance in commercial and
residential mortgage backed securities, combingid gdins in Moody’s market share in these sectwseign currency translation and price
increases also contributed to year-to-year growtlabal structured finance revenue.

Corporate finance revenue was $76.3 million infike quarter, up $14.9 million or 24.3% from $6Iillion in the first quarter of 2003.
Revenue grew by approximately $13 million in thetgad States, reflecting strong growth in high yigdtings revenue. The number of
transactions in the U.S. high yield market rose 8&%r-to-year, as low interest rates and investonahd supported refinancings and new
issuers. Price increases also contributed to resygnuwth in the high yield sector. The year-to-ygawth in high yield revenue was partially
offset by the impact of lower U.S. investment gradeiance, primarily reflecting slower refinancangivity after two years of low interest
rates and continuing weak borrowing to fund businegestment. U.S. revenue growth was also deffiged areas not related to public debt
issuance such as syndicated bank loan ratingsedatibnship-based fees.

Revenue in the financial institutions and sovereigk group was $52.5 million for the first quartér2004, an increase of $6.8 million or
14.9% from $45.7 million in 2003. In the U.S., raue grew approximately $4 million or over 15%, pipally reflecting refinancings in the
real estate and insurance sectors. Internatiomahtee increased approximately $3 million, primanil\Europe. Price increases also
contributed to global financial institutions revengrowth over the prior year period.

Public finance revenue of $20.1 million for thesfiguarter was up $0.3 million or 1.5% from $19i8iom for the same period in 2003. Dol
issuance in the municipal bond market decreasgHtbliversus 2003. Refinancings represented 2586taf dollar issuance in the first quar
of 2004 versus 35% in the same period of 2003.

Research revenue of $40.5 million for the firstresaof 2004 was $11.8 million or 41.1% higher tlilaa $28.7 million reported in the first
quarter of 2003. Revenue grew by approximately $bomin the U.S. and over $5 million in Europehd strong performance reflected
growth in licensing of Moody’s information to fineial customers for internal use and redistributgales of new products to existing clients
and new clients. Foreign currency translation atsatributed to year-to-year growth in reported rewe

Moody’s Investors Service operating, selling, gahand administrative expenses, including corpogagenses, were $115.4 million for the
first quarter of 2004, an increase of $16.4 mill@rl6.6% from $99.0 million in the first quartedraD03. Compensation and benefits expense
accounted for $12 million of the expense growthisTeflected compensation increases and staffing/iyrin many areas, including the
specialist teams that support Moody’s Enhanced ysmalnitiative. The year-to-year expense increaskided $2.8 million related to the
Company’s change in accounting for stock-based emsation as discussed above. Foreign currencyldtemscontributed approximately

425 basis points to year-to-year growth in repoegenses. Depreciation and amortization expenseb@w® million in 2004 versus

$3.7 million in 2003.

Moody’s Investors Service operating income of $088illion for the first quarter of 2004 was up $3illion or 21.4% from $150.7 million
in the first quarter of 2003. Foreign currency slation had a minimal effect on operating income.
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Moody’s KMV revenue of $28.8 million for the firguarter of 2004 was up $4.0 million or 16.1% fro24$8 million for the same period in
2003. Revenue grew by approximately $3 millionha U.S and approximately $1 million in Europe. Appmately $3 million of MKMV's
global revenue growth related to subscriptionstocredit risk assessment products, including @Eeige ™ , RiskCalc™ and Portfolio
Manger™

MKMV’ s operating, selling, general and administratiygeases were $24.6 million for the first quarteR004, an increase of $2.3 million
10.3% from $22.3 million in the first quarter of @ The year-to-year growth was primarily due tréased compensation and related costs
of approximately $2 million, reflecting higher diafy to support the continued growth of the busné3ther year-to-year expense increases
included a $0.5 million increase related to the @any’s change in accounting for stock-based congiemsdiscussed above. Depreciation
and amortization expense was $4.3 million in 208¥sus $4.1 million in 2003.

Liquidity and Capital Resources
Cash Flow Overview

Cash and cash equivalents increased $99.0 millioimgl the first quarter of 2004, to $368.1 millidioody’s net cash provided by operating
activities was $106.4 million and proceeds frontktplans were $42.7 million. Significant uses a$ ttash flow were $30.5 million for share
repurchases, dividend payments of $11.2 million eaqltal additions of $6.6 million.

Cash Flow

The Company is currently financing its operationd aapital expenditures through cash flow from afiens. Net cash provided by operating
activities was $106.4 million and $77.1 million fitee three months ended March 31, 2004 and 206@ectively.

Moody’s net cash provided by operating activitie2004 increased by $29.3 million compared with2@rowth in net income accounted

for $11.6 million of the year-tgear increase, and higher tax benefits from theosse of stock options contributed $16.2 milliongobwth. In

addition, Moody’s incremental investment in acceurgceivable was $11.1 million in the first quadéR004 versus $45.0 million in 2003.

Partially offsetting these impacts was a year-taryacrease of $31 million in payments of accruedilities, mainly due to timing of income
tax payments.

Net cash used in investing activities was $9.4iamilfor the three months ended March 31, 2004 coetpaith $3.1 million for the san
period of 2003. In each period, this spending nyaielated to the purchase of property and equipraedtthe capitalization of development
costs for MKMV’s software products. The aggregatersling for these two categories was $6.6 millrothe first quarter of 2004 and

$4.2 million in the 2003 period. Cash paid for ogaired in investments in affiliates accountedtf@ remainder of each period’s amount.

Net cash provided by (used in) financing activitiess $0.7 million for the three months ended M&@th2004 compared to $(58.2) milli

for the three months ended March 31, 2003. Thetaotal favorable year-to-year variance in 2004nawiily reflected higher proceeds from
stock plans ($42.7 million in 2004 versus $13.3iomlin 2003) and lower spending for repurchasethefCompany’s stock ($30.5 million in
2004 versus $50.5 million in 2003). In additiore tiompany made net repayments of bank borrowin§&40 million in the first quarter of
2003 versus no such spending in the 2004 periodd&ids paid in the first quarters of 2004 and 2@@8 $11.2 million and $6.7 million,
respectively. The increase in 2004 reflects a éindlof $0.075 per share in 2004 versus $0.045haeesn 2003.

Future Cash Requirements

Moody'’s currently expects to fund expenditures afl as liquidity needs created by changes in waylkiapital from internally generated
funds. The Company believes that it has the firemessources needed to meet its cash requirenmmmtsef next twelve months and expects to
have positive operating cash flow for fiscal ye@®2. Cash requirements for periods beyond the tagstve months will depend among other
things on the Company’s profitability and its alyilio manage working capital requirements.

The Company currently intends to use the majoffitysocash flow provided by operating activitiesctmntinue its share repurchase program.
The Company also currently intends to use a podifdts cash flow to pay a quarterly dividend, whibe Board of Directors raised from
$0.045 per share to $0.075 per share in Deceml@. Zhe continued payment of dividends at this isgibject to the discretion of the
Board of Directors.

22




Table of Contents

In addition, the Company will from time to time &ider cash outlays for acquisitions of or investtaém complementary businesses,
products, services and technologies. The Companyatsa be required to make future cash outlaysudicg during 2004, to pay to New
Dé&B its share of potential liabilities related toetlegacy tax and legal contingencies and to yadisy adverse judgment rendered in the ai
in France that, in each instance, are discusst#hdsmManagement’s Discussion and Analysis undemtdgencies”. These potential cash
outlays could be material and might affect liquidiéquirements and cause the Company to pursugaddifinancing. There can be no
assurance that financing to meet cash requiremalhtise available in amounts or on terms acceptédblihe Company, if at all.

Indebtedness

At March 31, 2004 and 2003, the Company had outtgrong-term financing of $300 million and a bamkolving credit facility with no
borrowings outstanding at March 31, 2004 and $88lllon outstanding at March 31, 2003.

The $300 million of long-term financing was secuimedonnection with the 2000 Distribution, as ttextn is defined in note 1 to the
condensed consolidated financial statements. Inaxiion with the 2000 Distribution, Moody’s wasoaihted $195.5 million of debt at
September 30, 2000. Moody’s funded this debt witirdwings under a $160 million unsecured bank néngl credit facility and a bank
bridge line of credit. On October 3, 2000, the Campissued $300 million of notes payable (the “N&tén a private placement. The cash
proceeds from the Notes were used in part to répaputstanding balance on the revolving creditifp@and to repay the bridge line of cre
The Notes have a five-year term and bear intetesmt annual rate of 7.61%, payable semi-annuailyhé event that Moody’s pays all or part
of the Notes in advance of their maturity, (the€jpaid principal”) such prepayment will be subject to a penalty cateual based on the exce

if any, of the discounted value of the remainingestuled payments, as defined in the agreement thegrepaid principal.

The revolving credit facility (the “Facility”) cormsts of an $80 million 5-year facility that expiresSeptember 2005 and an $80 million 364-
day facility that expires in September 2004. Irdean borrowings under the 5-year facility is pdgadt rates that are based on the London
InterBank Offered Rate (“LIBOR”) plus a premium tltan range from 18 basis points to 50 basis pdigpending on the Company’s ratio of
total indebtedness to earnings before intereststadepreciation and amortization (“Earnings Coyeraatio”), as defined in the related
agreement. At March 31, 2004, such premium wasak&lpoints. Interest on borrowings under the 3®dfdcility is payable at rates that are
based on LIBOR plus a premium of 30.5 basis poirtie. Company also pays annual facility fees, rdgasdof borrowing activity under the
Facility. The annual fees for the 5-year facilignaange from 7 basis points of the facility amaont2.5 basis points, depending on the
Company’s Earnings Coverage Ratio, and were 7 lpagigs at March 31, 2004. The annual fees fol3tve-day facility are 7 basis points.
Under each facility, the Company also pays a atiion fee of 12.5 basis points on borrowings outditay when the aggregate amount
outstanding under such facility exceeds 33% ofdldity amount. Interest paid under the Facility the three months ended March 31, 2003
was $0.4 million. No interest was paid for the thmonths ended March 31, 2004 as no borrowings agstanding under the Facility duri
that period.

Management may consider pursuing additional lomgr-tinancing when it is appropriate in light of bagquirements for share repurchase
and other strategic opportunities, which would heisthigher financing costs.

The Notes and the Facility (the “Agreements”) contavenants that, among other things, restrictbiity of the Company and its
subsidiaries, without the approval of the lend&rgngage in mergers, consolidations, asset satbsade-leaseback transactions or to incur
liens. The Notes and the Facility also containririal covenants that, among other things, reqhieeGompany to maintain an interest
coverage ratio, as defined in the Agreements, bfess than 3 to 1, and an Earnings Coverage Regtidefined in the Agreements, of not
more than 4 to 1. At March 31, 2004, the Company iwmacompliance with such covenants. If an everttedéult were to occur (as defined in
the Agreements) and was not remedied by the Comyéhin the stipulated timeframe, an acceleratibthe Notes and restrictions on the
use of the Facility could occur.

Off-Balance Sheet Arrangements

At March 31, 2004 Moody did not have any relationships with unconsolidaetities or financial partnerships, such as iestibften referre
to as special purpose or variable interest entitigsch would have been established for the purpdseacilitating off-balance sheet
arrangements or other contractually narrow or Behipurposes. As such, Moody'’s is not exposed tdiaapncing, liquidity, market or credit
risk that could arise if it had engaged in suchtiehships.

Contractual Obligations
Since December 31, 2003, Moody’s has not had angriahchanges in its contractual obligations asented in its Form 10-K.
Dividends

On April 27, 2004, the Board of Directors of then@many approved a quarterly dividend of 7.5 centsspare of Moody’s common stock,
payable on June 10, 2004 to shareholders of rextdite close of business on May 20, 2004.
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Moody’s outlook for 2004 is based on assumptiorsiaimany macroeconomic and capital market factocuding interest rates, consumer
spending, corporate profitability and business stment spending and capital markets issuance ctiiere is an important degree of
uncertainty surrounding these assumptions andtulhconditions differ from these assumptions, Mds results for the year may differ
significantly from the outlook presented below.

In the U.S. a number of key interest rates — indlgdenchmark 30-year residential mortgage ratdsl@ryear Treasury ratesare now abov
their averages for the first quarter of the yedre Tompany expects that U.S. interest rates wiltioae to increase for the remainder of 2004.
Moody'’s believes higher rates will discourage tke of debt to fund any recovery in business investrapending, and will result in lower
issuance in the investment grade segment of theddrorate bond market in 2004 compared to 2088.Gompany anticipates modest
growth in high yield issuance for the year despiteeptionally strong issuance in the first quafer. 2004 the Company expects corporate
finance and financial institutions ratings revetugrow modestly versus 2003, with the benefitaef products, particularly our Enhanced
Analysis Initiative, and stronger than anticipalbégh yield issuance partially offsetting the impattower investment grade issuance.

In the U.S. structured finance market, Moody’s kisihigher mortgage rates will result in a declimeavenue from rating residential
mortgage-backed securities in 2004. This decling bealess than originally forecasted as a resutefirst quarter’s robust activity and
continued strength in the housing market entetiregsecond quarter. The Company also expects goodigin the commercial mortgage-
backed securities and credit derivatives segmdritsedJ.S. ratings business after strong startedg/ear. The expectation is that public
finance revenue will decline in the mid-teens petcas higher interest rates should slow the p&cefimancings and “new money” issuance.
Moody'’s continues to expect strong growth in theesrch business. These expectations should préslucgngle digit U.S. ratings and
research revenue growth for the year.

Outside the U.S. the Company continues to expectiouble digit percent revenue growth in the cogp@and financial institutions ratings
businesses. Moody’s is also projecting good year-gear revenue growth for international structuiednce ratings with strong growth in
non-CDO European asset classes and in Asian stedctinance offsetting slower growth in European@Xue to tighter spreads. The
Company also expects the strong growth in resaan@mue in the first quarter to continue. Thesesetgtions should produce approximately
20% international ratings and research revenue throw2004. Finally, Moodys continues to expect mid to high teens percemmes growt!
at Moody’s KMV on a global basis.

Moody’s expenses for 2004 will likely reflect camtied investment spending to improve and increasédéimsparency of ratings practices, for
technology initiatives and product development, fanctontinued hiring to support growth areas & blusiness. The Company will continue
to invest in the Enhanced Analysis Initiative. Mgtalexpects the operating margin to be 100 to 2018 lpaints lower in 2004 compared w
2003. This reflects the investments being madetlamdaster growth of the lower margin MKMV busindssthe rest of the year as well as
impact of higher stock-based compensation expan2604 compared with 2003.

Overall for 2004, Moody's expects that year-oveatygrowth in revenue and diluted earnings per siélée in the high single digit percent
range. Reported earnings per share includes thacimpf the 2003 insurance gain, the legacy taxvesncrease in 2003 and the impact of
expensing of stock-based compensation in both 2004003. The impact of stock-based compensatipersse is expected to be
approximately $0.10 - $0.11 per share in 2004 coetpwith $0.04 per share in 2003.

Contingencies

From time to time, Moody’s is involved in legal atak proceedings, claims and litigation that adantal to the Company’s business,
including claims based on ratings assigned by Modyfanagement periodically assesses the Compéiabitities and contingencies in
connection with these matters, based upon thet lafesmation available. For those matters whereglobable amount of loss can be
reasonably estimated, the Company believes itdamded appropriate reserves in the consolidatashdial statements and periodically
adjusts these reserves as appropriate. In othanites, because of the uncertainties related tothetprobable outcome and amount or range
of loss, management is unable to make a reasosatiieate of a liability, if any. As additional inrfoation becomes available, the Company
adjusts its assessments and estimates of suclitigstaccordingly.

Based on its review of the latest information aalali¢, in the opinion of management, the ultimaibility of the Company in connection with
pending legal and tax proceedings, claims andhlitign will not have a material adverse effect onolligs financial position, results of
operations or cash flows, subject to the contingendescribed below.

Discussion of contingencies is segregated betwezsetmatters that relate to Old D&B, its predeassand their affiliated companies
(“Legacy Contingencies”) and those that relate twollly’s business and operations (“Moody’s Matters”).
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Legacy Contingencies

To understand the Company’s exposure to the patdiabilities described below, it is importantuaderstand the relationship between
Moody’s and New D&B, and the relationship among N2&B and its predecessors and other parties whiouthh various corporate
reorganizations and related contractual commitmératee assumed varying degrees of responsibilitly veispect to such matters.

In November 1996, The Dun & Bradstreet Corporatitough a spin-off separated into three separdwiqpoompanies: The Dun &
Bradstreet Corporation, ACNielsen Corporation (“A€Nen”) and Cognizant Corporation (“Cognizanthgt‘1996 Distribution”). Under the
terms of the distribution agreement relating to1B866 Distribution, each party thereto is prohitifeom distributing to its stockholders any
business that had been allocated to it in conneetith the 1996 Distribution, unless the distrilmitrusiness delivers an undertaking agreeing
to be jointly and severally liable to the othertpmr under the 1996 distribution agreement forititalities of the distributing parent company
under the 1996 distribution agreement.

In June 1998, The Dun & Bradstreet Corporationugtoa spin-off separated into two separate publinpganies: The Dun & Bradstreet
Corporation and R.H. Donnelley Corporation (“Doregl) (the “1998 Distribution”). During 1998, Cogrant through a spin-off separated
into two separate public companies: IMS Health tpooated (“IMS Health”) and Nielsen Media Reseataol, (‘NMR”). In September 200I
The Dun & Bradstreet Corporation (“Old D&B”) throlg spin-off separated into two separate publicganmes: New D&B and Moody'’s, as
further described in Note 1, Description of Busgaad Basis of Presentation.

Information Resources, I nc.

The following is a description of an antitrust lautdiled in 1996 by Information Resources, IndRI"). As noted below, Moody’s has
contingent liability for this matter as a resultamintractual commitments undertaken in connectitth various corporate reorganizations si
1996. As more fully described below, VNU N.V., aialy traded Dutch company, and its subsidiary A€lsen have exclusive liability for
any final judgment or settlement of this antitrlastsuit, subject to a cap. The cap is determinagdan the financial ability of VNU N.V.

and ACNielsen to pay for any judgment or settlembimider the contractual agreements described belmwunts in excess of the cap, if any,
would be shared as follows: 25% for Moosly25% for New D&B; and the remaining 50% is shargdMS Health and NMR (a subsidiary
VNU N.V.).

In July 1996, IRI filed a complaint in the U. S.dbict Court for the Southern District of New Yorkaming as defendants the corporation
known as The Dun & Bradstreet Corporation, A.C.I&8a Company (a subsidiary of ACNielsen) and IM&dmational, Inc. (a subsidiary of
the company then known as Cognizant). At the tifmb®filing of the complaint, each of the othefatelants was a subsidiary of The Dun &
Bradstreet Corporation.

The complaint alleges various violations of Unigtdtes antitrust laws under Sections 1 and 2 o$tteman Act. The complaint also alleges
a claim of tortious interference with a contraatl @nclaim of tortious interference with a prospeetfbusiness relationship. These claims relate
to the acquisition by defendants of Survey Rese@rctup Limited (“SRG”). IRI alleges SRG violated alteged agreement with IRl when it
agreed to be acquired by the defendants and thatetendants induced SRG to breach that agreement.

IRI's antitrust claims allege that the defendar@sedoped and implemented a plan to undermine I&libty to compete within the U.S. and
foreign markets in North America, Latin America,i#dsEurope and Australia/New Zealand through aesesf anti-competitive practices,
including: unlawfully tying/bundling services inghmarkets in which defendants allegedly had monopoiver with services in markets in
which ACNielsen competed with IRI; entering intackisionary contracts with retailers in certain cioi@s to deny IRI's access to sales data
necessary to provide retail tracking services artificially raise the cost of that data; predatpricing; acquiring foreign market competitors
with the intent of impeding IRI's efforts to expardisparaging IRI to financial analysts and clieatsd denying IRI access to capital
necessary for it to compete.

IRI's complaint originally alleged damages in exxe$§ $350 million, which IRl asked to be trebledlenantitrust laws. IRI has since revised
its allegation of damages to exceed $650 milliohicl IRI also asked to be trebled. IRI has filethwhe court the report of its expert who
opined that IRI suffered damages of between $58illl®n and $651.7 million from the defendants’eed practices. IRI also seeks punitive
damages in an unspecified amount.

In April 2003, the court denied a motion for pdriammary judgment by the defendants that sougtiistmiss certain of IRI's claims and
granted in part a motion by IRI seeking reconsitie@naof certain summary judgment rulings the Cdwatl previously made in favor of the
defendants. The motion granted by the Court corsciths claims of injuries from defendants’ allegezhduct in certain foreign markets.

Pursuant to a scheduling order entered by the @oudtpril 8, 2004, discovery is scheduled to endNmvember 1, 2004, and trial is
scheduled to begin April 18, 2005.

25




Table of Contents

In connection with the 1996 Distribution, NMR (thkemown as Cognizant Corporation), ACNielsen and mxdley (then known as The Dun
Bradstreet Corporation) entered into an Indemnity doint Defense Agreement (the “Indemnity andtloefense Agreement”), pursuant to
which they agreed to:

« allocate potential liabilities that may relate anise out of or result from the IRI lawsu”IRI Liabilities”); and
» conduct a joint defense of such acti
In particular, the Indemnity and Joint Defense Agnent provides that:

» ACNielsen will assume exclusive liability for IRIabilities up to a maximum amount to be calcullad¢ such time as such liabilities
become payable as a result of a final non-appeajadgment or any settlement permitted under tdermity and Joint Defense
Agreement (th¢ ACN Maximum Amoun”); and

» Donnelley and NMR will share liability equally fany amounts in excess of the ACN Maximum Amo

As noted above, ACNielsen is responsible for thieLiRbilities up to the ACN Maximum Amount. The lechnity and Joint Defense
Agreement provides that ACNielsen initially is tetérmine the amount that it will pay at the timeseftlement or a final judgment, if any, in
IRI's favor (the “ACN Payment”). The ACN Paymentutd be less than the ACN Maximum Amount. The Indéynand Joint Defense
Agreement also provides for each of Donnelley aiMRNo pay IRl 50% of the difference between theleetent or judgment amount and -
ACN Payment. In exchange, the Indemnity and JoafeBse Agreement requires ACNielsen to issue asdaote (the “ACN Note”),
subject to certain limits, to each of Donnelley &dR for the amount of their payment. The principaiount of each ACN Note issued to
Donnelley and NMR, however, is limited to 50% oé tlifference between the ACN Maximum Amount andAN Payment, and is subject
to a further limitation that it cannot exceed 50#4h@ amount of any proceeds from any recapitabimaplan designed to maximize
ACNielsen’s claims paying ability. The ACN Notes w become payable upon the completion of the iitad&gation plan described in the
paragraph below.

The ACN Maximum Amount will be determined by ané@stment banking firm as the maximum amount that A&&¥n is able to pay after
giving effect to:

* any recapitalization plan submitted by such itwest bank that is designated to maximize the dgiaying ability of ACNielsen
without impairing the investment banking fi's ability to deliver a viability opinion and withbrequiring shareholder approval; a

« payment of interest on the ACN Notes and related Bind expense

For these purposes, “viability” means the abilityA@€Nielsen, after giving effect to such recapitalion plan, the payment of interest on the
ACN Notes, the payment of related fees and expemrs@she payment of the ACN Maximum Amount, to:

 pay its debts as they become due;

« finance the current and anticipated operatingcapital requirements of its business, as recastlitby such recapitalization plan, for
two years from the date any such recapitalizatian s expected to be implement

The Indemnity and Joint Defense Agreement alsoigesvthat if it becomes necessary to post any pending an appeal of an adverse
judgment, then NMR and Donnelley shall obtain thadrequired for the appeal, and each shall pay &0te costs of such bond, if ar
which cost will be added to IRI Liabilities. Undie terms of the 2000 Distribution, Moody’s woulel iesponsible for 25% of the total costs
of any bond.

In 2001, ACNielsen was acquired by VNU N.V., whiacksumed ACNielsen’s liabilities under the Indemaityl Joint Defense Agreement.
Pursuant to the Indemnity and Joint Defense AgreénwNU N.V. is to be included with ACNielsen fougposes of determining the ACN
Maximum Amount.

In connection with the 1998 Distribution, Old D&B&Donnelley (then known as The Dun & BradstreatpOrmation) entered into an
agreement (the “1998 Distribution Agreement”) wigr©Ild D&B assumed all potential liabilities of Duglley arising from the IRI action
and agreed to indemnify Donnelley in connectiorhwiich potential liabilities. Under the terms af 2000 Distribution, New D&B
undertook to be jointly and severally liable wittobtly’s for Old D&B'’s obligations to Donnelley undére 1998 Distribution Agreement,
including any liabilities arising under the Indetyrénd Joint Defense Agreement, and arising froml®i action itself. However, as
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between New D&B and Moody’s, it was agreed thatanrtde 2000 Distribution, each of New D&B and Motedwill be responsible for 50%
of any payments required to be made to or on beli&innelley with respect to the IRI action unte terms of the 1998 Distribution
Agreement, including legal fees or expenses rel@tdide IRI action.

As a result, the Company will be responsible far payment of 25% of the portion of any judgmengeattlement in excess of the ACN
Maximum Amount (as adjusted to include VNU N.V.eWD&B will be responsible for the payment of am@idnal 25% (together
constituting Donnelley’s liability under the Indeitynand Joint Defense Agreement for 50% of such @mjoand Cognizant will be
responsible for payment of the remaining 50% dfility in excess of the ACN Maximum Amount. As ault of their 1998 separation and
pursuant to the related distribution agreement, H&&lth and NMR are each jointly and severallylédor all Cognizant liabilities under the
Indemnity and Joint Defense Agreement. In 1999, NWHR acquired by VNU N.V. and VNU assumed NMR’diliies under the Indemnity
and Joint Defense Agreement. In addition, each@ftbove parties, in accordance with the foregpergentages, may be required to advance
a portion of the amount, if any, by which the ACNtkimum Amount exceeds the amount of the ACN Payntémivever, because liability f
violations of the antitrust laws is joint and sealeand because many of the rights and obligatielaing to the Indemnity and Joint Defense
Agreement are based on contractual relationstHipdailure of a party to the Indemnity and Joinféhse Agreement to fulfill its obligations
could result in the other parties bearing a gresttare of the IRI Liabilities. Joint and severabiliity means that even where more than one
defendant is determined to have been responsiblEnfalleged wrongdoing, the plaintiff can collatttor part of the judgment from just one
of the defendants. This is true regardless of wteontractual allocation of responsibility thdetelants and any other indemnifying parties
may have made, including the allocations descridme between VNU N.V., ACNielsen, IMS Health, Deliyy, NMR, Moody’s and New
D&B.

Moody'’s is unable to predict at this time the outeoof the IRI action or the financial conditionAENielsen and VNU N.V. at the time of
any such outcome (and hence the Company cannotagstthe amount of the ACN Payment, the ACN MaxinAmount and the portion of
any judgment or settlement to be paid by VNU N.Wd &ACNielsen under the Indemnity and Joint Defehgeement).

Therefore, Moody’s is unable to predict at thisdimhether the resolution of this matter could maligraffect the Company'’s financial
position, results of operations, or cash flows. @&dingly, no amount in respect of this matter hesrbaccrued in the Company’s consolidated
financial statements. If, however, IRl were to @iéin whole or in part in this action and if Moddys required to pay or advance a
significant portion of any settlement or judgmehg outcome of this matter could have a materiaéese effect on Moody'’s financial

position, results of operations, and cash flows.

Legacy Tax Matters

Old D&B and its predecessors entered into globaptanning initiatives in the normal course of mess, including through tax-free
restructurings of both their foreign and domesperations. These initiatives are subject to nomaékew by tax authorities.

Pursuant to a series of agreements, as betweese¢hers, IMS Health and NMR are jointly and sevgrhdible to pay one-half, and New
D&B and Moodys are jointly and severally liable to pay the othalf, of any payments for taxes, penalties andwsttinterest resulting fro
unfavorable IRS rulings on certain tax matters lgding the matter described below as “Amortizatitxpense Deductions” for which New
D&B and Moody’s are solely responsible) and certaimer potential tax liabilities after New D&B andMoody’s pays the first $137 millio
which amount was paid in connection with the mat&scribed below as “Utilization of Capital Losses”

In connection with the 2000 Distribution and pursiu® the terms of the related Distribution Agreatm&lew D&B and Moody’s have,
between themselves, agreed to each be financedyonsible for 50% of any potential liabilitiestth@ay arise to the extent such potential
liabilities are not directly attributable to theaspective business operations.

Without limiting the generality of the foregoindyrée specific tax matters are discussed below.
Royalty Expense Deductio

During the second quarter of 2003, New D&B receigadExamination Report from the IRS with resped fmartnership transaction entered
into in 1993. In this Report, the IRS stated iteintion to disallow certain royalty expense deduwticlaimed by Old D&B on its tax returns
for the years 1993 through 1996. New D&B disagreitis the position taken by the IRS in its Reportiring the third quarter of 2003, New
Dé&B filed a protest with the Appeals Office of tHeS to contest the Examination Report. If the IR$Bals Office were to uphold the
Examination Report, then New D&B could either: §trept and pay the IRS assessment; (2) challergesiessment in U.S. Tax Court; or
(3) challenge the assessment in U.S. District Cauttte U.S. Court of Federal Claims, where paynoétie disputed amount would be
required in connection with such challenge. Shauig such payments be made by New D&B, then purdoahe terms of the 2000
Distribution Agreement, Moody’s would have to payNew D&B its 50% share. Moody's estimates thaskare of the required payment to
the IRS could be up to approximately $57 milliomc{uding penalties and interest, and net of tavefits). Moody’s also could be obligated
for future interest payments on its share of siatility.
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In a related matter, during the second quartel06B2New D&B received an Examination Report from RS stating its intention to ignore
the partnership structure that had been establish#893 in connection with the above transactém to reallocate to Old D&B income and
expense items that had been reported in the pahipeiax return for 1996. During the third quaé2003, the partnership filed a protest v
the Appeals Office of the IRS to contest the Exatiom Report. If the IRS Appeals Office were to alshthe Examination Report, then New
D&B could either: (1) accept and pay the IRS assess; (2) challenge the assessment in U.S. TaxtCaug3) challenge the assessment in
U.S. District Court or the U.S. Court of Federahi@is, where payment of the assessment would béeegn connection with such
challenge. Should any such payments be made byDdEBy then pursuant to the terms of the 2000 Disttitn Agreement, Moody’s would
have to pay to New D&B its 50% share. Moody’s eati@s that its share of the required payment téRISefor this matter could be up to
approximately $50 million (including penalties antkrest, and net of tax benefits). Such exposautdche in addition to the amount
described in the preceding paragraph, and Moodgsauld be obligated for future interest paymemists share of such liability.

During the fourth quarter of 2003 and the first geiaof 2004, New D&B participated in meetings witie IRS Appeals Office on the two
matters described above. New D&B is continuingApeeals process with the IRS.

In addition, in the first quarter of 2004, New D&Bceived an Examination Report relating to Old D&articipation in the partnership
structure for the first quarter of 1997. In thispRé the IRS stated its intention to disallow cirtayalty expense deductions claimed by Old
D&B on its tax return for the 1997 tax year. New Bé&lso received an Examination Report issued tp#rmership with respect to its 1997
tax year. In this Examination Report, the IRS stdt® intention to ignore the partnership structima had been established in 1993 in
connection with the above transaction, and to eeate to Old D&B income and expense items thatieeh reported in the partnership tax
return for 1997. New D&B disagrees with the posiidaken by the IRS in its Reports and will purtheesame remedies with the same
possible consequences described above. Moodyieatst that its share of the required payment téRSein relation to the two Examination
Reports could be up to approximately $1.5 milliowd 0.3 million, respectively (including penaltesd interest, and net of tax benefits).

Moody'’s believes that the IRS’s proposed assesstdriix against Old D&B and the proposed realiocatof partnership income and
expense to Old D&B are inconsistent with each otAecordingly, while it is possible that the IRSubd ultimately prevail in whole or in part
on one of such positions, Moody’s believes thi itnlikely that the IRS will prevail on both.

Amortization Expense Deductio

In April 2004, New D&B received Examination Repditsm the IRS with respect to a partnership tratisacThis transaction was entered
into in 1997 and could result in amortization exgedeductions from 1997 through 2012. In the Exatign Reports, the IRS stated its
intention to disallow the amortization expense degidns related to this partnership that were claifng Old D&B on its 1997 and 1998 tax
returns. New D&B disagrees with the position takgrthe IRS and can either: (1) accept and payRi&dssessment; (2) challenge the
assessment in U.S Tax Court; or (3) challenge skesssment in U.S. District Court or the U.S. Cotikederal Claims, where payment of the
disputed amount would be required in connectiohwitch challenge. IRS audits of Old D&B’s or New B'& tax returns for years
subsequent to 1998 could result in the issuansérdfar Examination Reports, in which case New D&Buld also have the aforementioned
three courses of action. Should any such paymenisdile by New D&B related to either the ExaminaR@aports for 1997 and 1998 or any
potential Examination Reports for future yearsntparsuant to the terms of the 2000 Distributiome®gnent, Moody’s would have to pay to
New D&B its 50% share. In addition, should New D&Bcontinue claiming the amortization deductiongugnre tax returns, Mooc's

would be required to repay to New D&B an amountaddaol the discounted value of its 50% share ofrétated future tax benefits. New D&B
had paid the discounted value of future tax beséfitm this transaction in cash to Moody’s at thstilibution Date. Moody’s estimates that
the Company’s current potential exposure relatetiitomatter is $93 million (including penaltiesdainterest, and net of tax benefits). This
exposure could increase by approximately $3 miltmf6 million per year, depending on actions thatIRS may take and on whether New
D&B continues claiming the amortization deductiamsits tax returns.

In the April Examination Reports referred to in @ireceding paragraph, the IRS also stated itstioteto disallow certain royalty expense
deductions claimed by Old D&B on its 1997 and 1888returns with respect to the partnership trat@acin addition, the IRS stated its
intention to disregard the partnership structure tarreallocate to Old D&B certain partnership immand expense items that had been
reported in the partnership tax returns for 199 H998. New D&B disagrees with the positions takgrihe IRS and can either: (1) accept
and pay the IRS assessment; (2) challenge thesassesin U.S. Tax Court; or (3) challenge the agsesit in U.S. District Court or the U.S
Court of Federal Claims, where payment of the @ssent would be required in connection with sucHlehge. IRS audits of Old D&B'’s or
New D&B's tax returns for years subsequent to 1998 caddlt in the issuance of similar Examination Repart which case New D&B
would also have the aforementioned three coursast@fn. Should any such payments be made by Ne® Bated to either the April
Examination Reports or any potential Examinatiopdtts for future years, then pursuant to the teshihe 2000 Distribution Agreement,
Moody’s would have to pay to New D&B its 50% shafdNew D&B'’s payments to the IRS for the periodnfrd 997 through the Distribution
Date. Moody'’s estimates that its share of the g@kepayment to the IRS could be up to approximea#il26
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million (including penalties and interest, and ottax benefits). Moody’s also could be obligatedflture interest payments on its share of
such liability.

Moody'’s believes that the IRS’s proposed assesstdriix against Old D&B and the proposed realiocatof partnership income and
expense to Old D&B are inconsistent with each otAecordingly, while it is possible that the IRSubd ultimately prevail in whole or in part
on one of such positions, Moody’s believes tha itnlikely that the IRS will prevail on both.

Utilization of Capital Losses

The IRS has completed its review of the utilizatidrrertain capital losses generated by Old D&Braud 989 and 1990. On June 26, 2000,
the IRS, as part of its audit process, issuedradbassessment with respect to the utilizatiorne$é capital losses.

On May 12, 2000, an amended tax return was file@loyD&B for the 1989 and 1990 tax periods, whieAected $561.6 million of tax and
interest due. Old D&B paid the IRS approximatel#$3 million of this amount on May 12, 2000; 50%sath payment was allocated to
Moody’s and had previously been accrued by the GompIMS Health informed Old D&B that it paid toethRS approximately

$212.3 million on May 17, 2000. The payments weeelento the IRS to stop further interest from acgguand on September 20, 2000, Old
Dé&B filed a petition for a refund in the U.S. Digtr Court. The case is expected to go to trialdf%, and prerial proceedings are ongoing.
addition to the amount paid in 2000, if the IRS evir disallow prior deductions of all transactiasts associated with this matter, Moody’s
estimates that its exposure for its share of tliitiadal taxes, penalties and interest (net ofttamefits) on this matter would be approxima
$5 million. New D&B intends to contest the IRS’sassment, as well as any assessments of penalt#seo amounts in excess of the
amounts paid, including the matter described imptleeeding sentence. It is possible that the setfet of this matter could result in additional
income statement charges and/or cash payments byyofor its share of such settlement.

Summary of Moody’s Exposure to Three Legacy Taxekat

The Company considers from time to time the rangkpmobability of potential outcomes related to tivee legacy tax matters discussed
above and establishes reserves that it believespprepriate in light of the relevant facts anadginstances. In doing so, Moody’s makes
estimates and judgments as to future events arditzm s and evaluates its estimates and judgmengnamngoing basis. As of March 31,
2004, Moody’s had reserves of approximately $12faniwith respect to such matters, which reflecéedincrease of approximately

$16 million during the fourth quarter of 2003 reigtto the Amortization Expense Deductions ma#éthough the matter had previously b
under audit, the Company felt that an increasbérr¢lated reserve was appropriate since the NoditBroposed Adjustment during the
fourth quarter of 2003 reflected a formalizationtbg IRS of its position on the matter. It is pb#sithat the legacy tax matters could be
resolved in amounts that are greater than the ataoeserved by the Company, which could resultititional charges that may be material
to Moody'’s future reported results, financial pmsitand cash flows. Although Moody’s does not bedié is likely that the Company will
ultimately be required to pay the full amounts prely being sought by the IRS, potential cash gstl@sulting from these matters, which the
Company currently estimates could be as much a3 88#on, could be material and could increasenviitne as described above. Such
amount does not include potential penalties reladgte payments made in May 2000 concerning W@tilin of Capital Losses.

Moody’s Matters
L’Association Francaise des Porteurs d’Emprunts Rass

On June 20, 2001 a summons was served in an detoght by L'Association Francaise des PorteursiigEints Russes (“AFPER”) against
Moody’s France SA (a subsidiary of the Company) filed in the Court of First Instance of Paris, ikea (“Court”). In this suit, AFPER, a
group of holders of bonds issued by the Russiaeigorent prior to the 1917 Bolshevik Revolution, emklaims against MoodyFrance S,
and Standard & Poor’s SA for lack of diligence @nddence in their ratings of Russia and Russiaih slabe 1996. AFPER alleges that, by
failing to take into account the post-Revolutionegpudiation of pré&Revolutionary Czarist debt by the Soviet governniemating Russia ar
new issues of Russian debt beginning in 1996,atieg agencies enabled the Russian Federatiosue isew debt without repaying the old
obligations of the Czarist government. Allegingnjoand several liability, AFPER seeks damages ob B8 billion (approximately U.S.
$3.4 billion as of March 31, 2004) plus legal coMesody’s believes the allegations lack legal atd@al merit and has vigorously contested
the action. As a result, no amount in respect isfiiatter has been accrued in the financial statesred the Company. On April 6, 2004, the
Court rendered judgment dismissing AFPE&RCtion on the ground that AFPER lacked standMrRER has until May 21, 2004 to appeal
judgment.
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Regulation

Moody’s Investors Service voluntarily registersaasinvestment adviser under the Investment Advidetof 1940, as amended. Moodyha:
also been designated as a Nationally Recognizdistital Rating Organization (‘“NRSRQ”) by the SEhe SEC first applied the NRSRO
designation in 1975 to agencies whose credit ratoogild be used by brokdealers for purposes of determining their net eapéquirement:
Since that time, Congress (in certain mortgeajated legislation), the SEC (in its regulatiomsler the Securities Act of 1933, as amendec
Securities Exchange Act of 1934, as amended anth#estment Company Act of 1940, as amended) amer gfovernmental and private
bodies have used the ratings of NRSROs to distifgiietween, among other things, “investment grade’“non-investment grade”
securities.

Recently, there has been discussion in the U.&rdetg the continued use of ratings for regulafmyposes under federal securities laws, and
the potential need for either greater or lesseulegipn and oversight of credit rating agenciesldnuary 2003, the SEC released a report on
the role and function of credit rating agenciethie operation of the securities markets. The regmmsidered a number of issues that the SEC
was required to examine under the Sarbanes-OxlepiAR2002, and other issues arising from an Sfated review of credit rating agenci
More specifically, the SEC identified five broagkas that deserved further examination:

« Information Flow in the Credit Rating Proce

« Potential Conflicts of Intere:

 Alleged Anticompetitive or Unfair Practici

* Reducing Potential Regulatory Barriers to Et
« The Appropriate Degree of Regulatory Oversi

In the report, the SEC further stated that it id&ghto publish a Concept Release to solicit comsentissues affecting the role and operation
of credit rating agencies and expected thereadtprdpose rules in response to those commentse§uést to releasing its report, in

February 2003 the SEC designated Dominion BonchB&ervice, Ltd. of Canada as a fourth NRSRO, tagetith Moody's, Standard &
Poor’s and Fitch.

On June 4, 2003 the SEC issued its Concept Relegaeding the credit ratings industry. The Releastated many questions first raised in
the SEC’s January 2003 report, and requested pedatitnent on those questions. Questions were groupeer three broad themes:

» Whether credit rating agencies should continuestoded for regulatory purposes under the fedecalries laws”
« If ratings continue to be used in federal seciyitéavs, what should be the process for approvitiggagencies
« If ratings continue to be used in federal seciyitéavs, what should be the nature and extent afsay?

Numerous market participants, including Mo'’s, responded to the call for comment. Moody’s mesge can be found on the Company’s
website atvww.moodys.comAt present, Moody'’s is unable to assess theilikeld of any regulatory changes that may resuihftbe SEC’s
ongoing review, nor the nature and effect of arghswgulatory changes.

Moody'’s is also subject to regulation in certaimfd.S. jurisdictions in which it operates.

First, as a consequence of the new French Seauritie, rating agencies operating in France havenadocument retention obligation and
will be required annually to produce and submigport to the newly established French regulatotiiaity on their operation. Secondly,
implementation guidelines proposed by the Commifdeuropean Securities Regulators (“CESR”), andiémented by the European
Commission (“*Commission”) for the Commission’s Merldbuse Directive (“Directive”) are to some extapplicable to all participants in
the European capital markets. Credit rating ageritéee been explicitly carved out of the Directsvptovisions which address the manner of
production and presentation of research. Howevkeenihe Directive is incorporated into individuational legislation, depending on the
form in which the implementation guidelines arernéttely adopted at the national level, such guiaedicould be interpreted by some
European Union countries to control the functionifigredit rating agencies in their jurisdictiohsb, new regulation may, among other
things, alter rating agencies’ communications wsguers as part of the rating assignment procegsnarease Moody'’s cost of doing
business in Europe and the legal risk associatédsuch business.
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Finally, in February 2004 the European Parliam&pailiament”) adopted resolutions regarding ratiggncies in Europe pursuant to an
internal study and report. The resolutions caltt@mCommission to conduct an analysis for registnatf rating agencies in Europe, and
possible registration criteria. The resolutiongtfar ask the Commission and certain other Europedmorities to make specific
recommendations by July 31, 2005 in light of anyHer developments or conclusions reached by tharf€ial Services Forum, the
International Organization of Securities Commissi¢iOSCQO”), and the U.S. SEC. Also in February 20he Technical Committee of
IOSCO announced that it would develop, with thetdbation of the credit rating agencies, a codeafduct for credit rating agencies.

The Basel Committee on Banking Supervision is piagaa new capital adequacy framework to replaeefthmework proposed in 1988.
Under this framework as now proposed, ratings assigpy a credit rating agency would be an alteveaivailable to certain banks to
determine the risk weights for many of their crediposures. The Basel Committee’s proposal wougtititionalize ratings of certain rating
agencies as an alternative in the credit measurgmnecesses of internationally active financiatitosions and subject rating agencies to a
broader range of oversight. Because the contehiegbroposal is not yet finalized, Moody’s cannigdict at this time the final form of any
such regulation. However, Moody’s does not belitad this proposal, if adopted in its present fowould materially affect Moody’s
Investors Service’'s financial position or result®perations, or the manner in which it conducsiisiness.

Other legislation and regulation relating to crediing and research services has been consideradime to time by local, national and
multinational bodies and is likely to be consideirethe future. In certain countries, governmengsy/ provide financial or other support to
locally-based rating agencies. In addition, govesnta may from time to time establish official rgtiagencies or credit ratings criteria or
procedures for evaluating local issuers. If engcieg such legislation and regulation could sigaifitly change the competitive landscape in
which Moody's operates. In addition, the legalistadf rating agencies has been addressed by dgowasious decisions and is likely to be
considered and addressed in legal proceedingstfeento time in the future. Management of Moodyasinot predict whether these or any
other proposals will be enacted, the outcome offeEmding or possible future legal proceedingsheruitimate impact of any such matters on
the competitive position, financial position orutts of operations of Moody’s.

Forward-Looking Statements

Certain statements contained in this Form 10-Gaweard-looking statements and are based on fudypectations, plans and prospects for
Moody'’s business and operations that involve a remobrisks and uncertainties. Those statementsafip the sections entitled “Outlook”
and “Contingencies” under Item 2. “Management’scDssion and Analysis of Financial Condition anduRssf Operations,” commencing
at page 19 of this report on Form 10-Q and elsesvhethe context of statements containing the wtidgeves”, “expects”, “anticipatesind
other words relating to Moody’s views on future g trends and contingencies. The forward-lookiragements and other information are
made as of the date of this Form 10-Q, and the @omdisclaims any duty to supplement, update dseesuch statements on a going-
forward basis, whether as a result of subsequesmd@ments, changed expectations or otherwiseotinection with the “safe harbor”
provisions of the Private Securities Litigation Braf Act of 1995, the Company is identifying certéaotors that could cause actual results to
differ, perhaps materially, from those indicatedtihgse forward-looking statements. Those factaide, but are not limited to, changes in
the volume of debt and other securities issuedmesbtic and/or global capital markets; changesterést rates and other volatility in the
financial markets; market perceptions of the ytifind integrity of independent agency ratings; jmsdoss of market share through
competition; introduction of competing productg@chnologies by other companies; pricing pressinoes competitors and/or customers; the
potential emergence of government-sponsored aratitilg agencies; proposed U.S., foreign, statd@eal legislation and regulations,
including those relating to Nationally RecognizédtiStical Rating Organizations; possible judidatisions in various jurisdictions regard

the status of and potential liabilities of ratingeacies; the possible loss of key employees tostnwvent or commercial banks or elsewhere and
related compensation cost pressures; the outcomeyafeview by controlling tax authorities of ther@pany’s global tax planning initiatives;
the outcome of those tax and legal contingenciaisréiate to Old D&B, its predecessors and thdili@ed companies for which the Compz
has assumed portions of the financial respongibilite outcome of other legal actions to which@wmpany, from time to time, may be
named as a party; the ability of the Company tesssfully integrate the KMV and MRMS businessedeeline in the demand for credit risk
management tools by financial institutions; anceotiisk factors as discussed in the Company’s dmepart on Form 10k for the year ende
December 31, 2003 and in other filings made byGbmpany from time to time with the Securities andtiange Commission.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

There has been no significant change in the Compaxposure to market risk during the first quade2004. For a discussion of the
Company’s exposure to market risk, refer to ltem @antitative and Qualitative Disclosures abouthdaiRisk, contained in the Compaay’
annual report on Form 10-K for the year ended Déxer1, 2003.
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Item 4. Controls And Procedures

Evaluation of Disclosure Controls and Procedurdés Tompany carried out an evaluation, as requiyeRie 13a-15(b) under the Securities
Exchange Act of 1934, as amended (the “Exchang®,Astder the supervision and with the participatas the Company’s management,
including the Company’s Chief Executive Officer abldief Financial Officer, of the effectiveness bétdesign and operation of the
Company’s disclosure controls and procedures #seoénd of the period covered by this report (tBedluation Date”). Based on such
evaluation, such officers have concluded thatfakeoEvaluation Date, the Company’s disclosureris and procedures are effective in
alerting them on a timely basis to material infotimrarelating to the Company (including its condatied subsidiaries) required to be inclu

in the Company'’s periodic filings under the Exchargt.

During 2003 the Company implemented proceduresiiyove controls relating to consulting arrangemenie improved procedures were
adopted following a review of the Company’s coniggltarrangements, and a determination by the Cowntbeat it was appropriate to
reclassify payments made to certain individualsadary rather than consulting fees. The Companyg doebelieve that the impacts of these
changes are or will be material to its resultspérations, cash flows or financial position.

In addition, the Company is adopting proceduresfirove controls and processes related to the sisadyd determination of accounts
receivable allowances and related accounts. Theowep procedures are being adopted following resiand adjustments of such accounts
during the fourth quarter of 2003.

PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

From time to time, Moody’s is involved in legal atak proceedings, claims and litigation that a@dantal to the Company’s business
including claims based on ratings assigned by Mdyanagement periodically assesses the Compéiapitities and contingencies in
connection with these matters, based upon thet lafesmation available. For those matters wheeeptobable amount of loss can be
reasonably estimated, the Company believes itdamded appropriate reserves in the consolidatashdial statements and periodically
adjusts these reserves as appropriate. In oth@nites, because of the uncertainties related tothetprobable outcome and amount or range
of loss, management is unable to make a reasosatiteate of a liability, if any. As additional infoation becomes available, the Company
adjusts its assessments and estimates of suclitigstaccordingly.

The discussion of the litigation under Part I, [tBnfManagement’s Discussion and Analysis of Fin@anCondition and Results of Operations
— Contingencies”, commencing at page 24 of this mepo Form 10-Q, is incorporated into this Itemylreference.

Based on its review of the latest information aafalié, in the opinion of management, the ultimability of the Company in connection with
pending legal and tax proceedings, claims andhlitign will not have a material adverse effect onolligs financial position, results of
operations or cash flows, subject to the contingendescribed in Part I, Item 2, “Management’s Déston and Analysis of Financial
Condition and Results of Operations - Contingericies

Item 2. Changes in Securities, Use of Proceeds alsduer Purchases of Equity Securities

MOODY’S PURCHASES OF EQUITY SECURITIES

Total Number of Shares Approximate Dollar Value of

Purchased as Part o Shares that May Yet Be
Total Number of Average Price Publicly Announced Purchased Under the
Period Shares Purchase Paid per Share Program Program (1)
January 446,00( $60.02 446,00( $142.2 million
February 57,90( $64.9¢ 57,90( $138.4 million
March — — — $138.4 million
Total 503,90( 503,90(
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(1) During October 2002, Moody’s completed the $30dianishare repurchase program that had been anadunycthe Company and
authorized by the Board of Directors in October200n October 22, 2002, the Company announcedtthBbard of Directors had
authorized an additional $450 million share repasehprogram, which includes both special sharercbpses and systematic repurchases
of Moody’s common stock to offset the dilutive eff®f share issuance under the Company’s empldgek plans. There is no
established expiration date of this authorizat

The repurchases during the first quarter of 2004igly offset 1.6 million shares issued under eoygle stock plans during the period. Since
becoming a public company in September 2000 amuithr the first quarter of 2004, Moody'’s has repasgd 23.5 million shares at a total
cost of $911.6 million, including 9.8 million shar offset issuances under employee stock plans.

Item 4. Submission of Matters to a Vote of Securityolders
The stockholders of the Company voted on five itatthie Annual Meeting of Stockholders held on Apri, 2004:

1. The election of three Class Il directors to eagtve a thre-year term and one Class Il director to serve &year term

2. A proposal to approve the Amended and Restated Rz@Hy's Corporation Key Employe’ Stock Incentive Plar

3. A proposal to approve the 2004 Moc's Corporation Covered Employee Cash Incentive |

4. A proposal to ratify the appointment of PricewatarbeCoopers LLP as the independent accountartie @dmpany for 2004, ar

5. A stockholder proposal regarding performance amd-based restricted shart
At the Annual Meeting:

1. The nominees for Class Il directors to each sertlerer-year term were elected based upon the followingsz

Nominee Votes For Votes Withheld
Basil L. Andersor 133,332,75 1,651,78!
Raymond W. McDaniel, J 130,161,13 4,823,40!
John Rutherfurd, J 129,306,37 5,678,16!

The nominee for Class Il director to serve a twaryterm was elected based upon the following vote:

Nominee Votes For Votes Withheld

John K. Wulff 133,346,59 1,637,94.

2. The Amended and Restated 2001 Mc's Corporation Key Employe’ Stock Incentive Plan was approved as follo

91,309,97 votes for approva

30,379,97 votes agains
901,07 abstentions; an

12,393,51 broker non vote

3. The 2004 Moody’s Corporation Covered Employeshdacentive Plan was approved as follows:

128,257,46 votes for approval
5,859,05. votes against; ar
868,02! Abstentions
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4. The appointment of PricewaterhouseCoopers LLP@ep@ndent accountants for 2004 was ratified asvist|

131,544,89 votes for appointmen
2,742,56! votes against; ar
697,07¢ Abstentions

5. The stockholder proposal regarding performancetiame-based restricted shares was rejected as foll

10,560,36 votes for approval
111,040,86 votes against
989,85 abstentions; an
12,393,45 broker non vote

Item 6. Exhibits and Reports on Form 8-K
(a) Exhibits
EXHIBIT NO. DESCRIPTION
3. ARTICLES OF INCORPORATION AND B-LAWS
1 Restated Certificate of Incorporation of the Regist dated June 15, 1998, as amended effective3lyr998, and as
further amended effective October 1, 2000 (incapamt by reference to Exhibit 3.1 to the Report om#8-K of the
Registrant, file number-14037, filed October 4, 200(

2 Amended and Restated By-laws of the Registranb(parated by reference to Exhibit 3.2 of the Regidfs Registration
Statement on Form 10, file numbe-14037, filed June 18, 199¢

31. CERTIFICATIONS PURSUANT TO SECTION 302 OF THEBRBANES-OXLEY ACT OF 2002
1* Chief Executive Officer Certification Pursuant tecBon 302 of the Sarbar-Oxley Act of 2002
2* Chief Financial Officer Certification Pursuant teciion 302 of the Sarbar-Oxley Act of 200z
32. CERTIFICATIONS PURSUANT TO SECTION 906 OF THEBRBANES-OXLEY ACT OF 2002
1* Certification Pursuant to 18 U.S.C. Section 1330Adopted Pursuant to Section 906 of the Sarbamésy@.ct of 2002.
(The Company has furnished this certification aodsdnot intend for it to be considered filed urither Securities
Exchange Act of 1934 or incorporated by referen¢e future filings under the Securities Act of 1383he Securities
Exchange Act of 1934
2* Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarbamésy@.ct of 2002.
(The Company has furnished this certification andsdnot intend for it to be considered filed urither Securities

Exchange Act of 1934 or incorporated by referen¢e future filings under the Securities Act of 1383he Securities
Exchange Act of 1934

* Filed herewith.
(b) Reports on Form 8-K:

The Company furnished its fourth quarter earningsprelease in a Current Report on Form 8-K omugep 5, 2004, on which information
was reported under Items 9 and 12.

The Company furnished its first quarter earningssprelease in a Current Report on Form 8-K onl 2812004, on which information was
reported under Items 9 and 12.
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SIGNATURE

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned, thereunto duly authorized.

MOODY’S CORPORATION

Date: May 7, 200: By: /s/ JEANNE M. DERING

Jeanne M. Derin
Senior Vice President and Chief Financial Offi
(principal financial officer and duly authorizediogr)
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EXHIBIT 31.1

CHIEF EXECUTIVE OFFICER CERTIFICATION
PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, John Rutherfurd, Jr., Chief Executive OfficeMbody’s Corporation, certify that:
1. I have reviewed this quarterly report on ForraQ 0f Moody’s Corporation;

2. Based on my knowledge, this report does not comjnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigaaisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ agéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfe@ periods presented in this rep

4. The registrans other certifying officer and | are responsibledetablishing and maintaining disclosure contasld procedures (as defin
in Exchange Act Rules 1-15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and procedaresaused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known to us
others within those entities, particularly durihg tperiod in which this report is being prepal

b) Evaluated the effectiveness of the registrarissldsure controls and procedures and presenttiisimeport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

c) Disclosed in this report any change in the regigts internal control over financial reportingttoccurred during the registrant’s most
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, tlegyistrant’s internal control over
financial reporting; an

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors farsons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal corgxar financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refgmancial information; ans

b) Any fraud, whether or not material, that involveanagement or other employees who have a sigmifiode in the registrard’interna
control over financial reporting

/s/ JOHN RUTHERFURD, JR.

John Rutherfurd, Jr.
Chairman and Chief Executive Officer
May 7, 2004






EXHIBIT 31.2

CHIEF FINANCIAL OFFICER CERTIFICATION
PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002

I, Jeanne M. Dering, Senior Vice President and firgancial Officer of Moody’s Corporation, certifhat:
1. | have reviewed this quarterly report on Forn-Q of Moody's Corporation

2. Based on my knowledge, this report does not comjnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigaaisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ agéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfe@ periods presented in this rep

4. The registrans other certifying officer and | are responsibledetablishing and maintaining disclosure contasld procedures (as defin
in Exchange Act Rules 1-15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and procedaresaused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known to us
others within those entities, particularly durihg tperiod in which this report is being prepal

b) Evaluated the effectiveness of the registrarissldsure controls and procedures and presenttiisimeport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

c) Disclosed in this report any change in the regigts internal control over financial reportingttoccurred during the registrant’s most
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, tlegyistrant’s internal control over
financial reporting; an

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors farsons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal corgxar financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refgmancial information; ans

b) Any fraud, whether or not material, that involveanagement or other employees who have a sigmifiode in the registrard’interna
control over financial reporting

/sl JEANNE M. DERING

Jeanne M. Dering

Senior Vice President and
Chief Financial Officer
May 7, 2004






EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of MoodZerporation (the “Company”) on Form 10-Q for theipe ended March 31, 2004 as filed
with the Securities and Exchange Commission ord#te hereof (the “Report”), I, John Rutherfurd, Ghief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. § 135QGdrspted pursuant to Section 906 of the Sarbanesy@dt of 2002, that to the best of my
knowledge:

(1) the Report fully complies with the requirementsettion 13(a) of the Securities Exchange Act o#418®d

(2) the information contained in the Report fairly gmets, in all material respects, the financial cbadiand results of operations of the
Company

/s/ JOHN RUTHERFURD, JR.

John Rutherfurd, Jr.
Chairman and Chief Executive Officer
May 7, 2004






EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of MoodZerporation (the “Company”) on Form 10-Q for theipe ended March 31, 2004 as filed
with the Securities and Exchange Commission ord#tte hereof (the “Report”), I, Jeanne M. Deringig€Rinancial Officer of the Company,
certify, pursuant to 18 U.S.C. 8 1350, as adoptedyant to Section 906 of the Sarbanes-Oxley ARDOR, that to the best of my knowledge:

(1) the Report fully complies with the requirementsettion 13(a) of the Securities Exchange Act o#418®d

(2) the information contained in the Report fairly gmets, in all material respects, the financial cbadiand results of operations of the
Company

/sl JEANNE M. DERING

Jeanne M. Dering

Senior Vice President and
Chief Financial Officer
May 7, 2004



