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C U L L E N / F R O S T  B A N K E R S *  I N C ,  
is 3 financial holding company,  headquartered i n  S J ~  Antonio,  with a b e t s  of $10 billion <It 

occen ibe r  31, 2004. T h e  oorporntion proitides a fu l l  range of oommcrcial nnd constimcr b. inhi l tg  p i - c i ~ i ~ c t 5 .  

-invcstincnt and brol\cr.lgc services. insurance products  a n d  invcstnicnt banking scrviccs. I:,> 5tih\li11L1r!. 

Frost NationLil B ~ n k ,  opor'ircs 78 financinl centers gcross TUXJS i n  Austiti, Boertic. C'orpi1. ( h ? ~ ~ ~ t ! .  tJ,,!ll,;\ 

Fort Worth,  Galvcston. Harl ingen ,  I i ous ton .  McAllen. Ncw Uraunfcls, S;ln Antoniu  ~ n L 1  Skill \ l a r co i .  
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F T N A N C ;  I A L  I3  I G H  L I G H T  s 

D O L L A R S  1 N  T H O U S A N D S ,  E X C E P T  P E R  S p A K E  A M O U N T S  

N E T  I N C O M E  

P E R  C O M M O N  S H A R E  D A T A  

N e t  Income - Basic 

Net Income - Diluted 

Cash  Dividends 

Book Value 

P E R F O R M A N C E  R A T I O S  

i Return on Average Assets 
Return on  Average Equi ty  

N e t  Interest  Margin 

Dividend Pay-out Ratio 

Y E A R - E N D  B A l  R N C E  S H E P T  D A ' l  A 

Loans 

Securit ies 

E '1 rii I n g Ass e ts 

Total  Assets 

No n - i n re res t - bc a ri 11 g Demand  Deposi ts  

I nrc re s t- be J r I 11 g De pos I t c 

Totdl  Deposits 

Long-Term Drht  a n d  Othci  Borrowings 

S h a re h ol de rs ' E q 11 i t  y 

2 0 0 3  

$ 130,501 

$ 2.54 

2.48 

0 . 9 4  

14.87 

1.36 o/u 

17.78 

3.98 

37.15 

$ 4 ,500 ,746  

2,971,3115 

X ,13 2.4 79 

9,672,114 

3 ,143 ,473  

4 .9  2 S , 3  84 
8.0 6 8 ,  x 5 7 

2 5 5 , S L t S  

770 .004  



T o  O U R  S H A R E H O L D E R S :  

H I S  W A S  A N O T H E R  O U T S T A N D I N G  Y E A R  F O R  O U R  C O M P A N Y ,  

:is 0111' :inniia1 c a r n i n g s  i-caclied ;I rccord $l41,3 imillion. In  r e p o r t i n g  o ~ i r  results for 2004, I ~ 3 s  

p l c ~ ~ s c d  ttn report t h a t  we  :ichicvcd :ill- t i m c  h i g h s  in t h r e e  key  a reas .  At y e a r - e n d .  l o a n s  w e r e  Lit $ 5 . 2  
hi l l inn-the h i g h e s t  level ever; deposits w e r e  $8.1 bil l ion-- the h i g h e s t  level eve r :  n n d  t r u s t  nsscts w e r e  

$1 7.1 bil l ion-the h i g h e s t  level eve r .  Of coiirse, these e l eva ted  v o l u m e s  d i d n ' t  just hkippcn: they  were 3 

direct result of J s t rong  s ~ l c s  discipli t ic we li:i\re insti l led in our st:iff a t  -111 levels t h r o u g h o u t  t he  c o m p a n y .  

1' 

T h i s  growth MUS also helped along by national and 
Texas economics that  cont inued to improve throughout  
t hc  year,  a s  well as 3 gradually i n c r e a s i n g  interest  r a t c  

e n v i r o n m e n t  t h a t  is a pos i t i ve  for  3 n  a s se t - sens i t i ve  
c o m p a n y  s u c h  a s  o u r s .  W h i l e  ra tes  will l ikely r ise  
throughout 2005. we feel confident they will remain ;it a 

level low enough to appeal to both business and consumer 
borrowers.  I was also pleased to s e e  n e t  inrcrest  m a r g i n  

for t he  year 2004 rise for t he  first  t ime s ince  2000.  to 
4.05 percent.  

Net interest  income represents some hO percent of 

qi i r  revenue. yet we were able to increase our profitability 
d u r i n g  a n  e x t e n d e d  pe r iod  of low in t e re s t  ra tes .  T h e  
r eason  for t h i s  s u s t a i n e d  p ro f i t ab i l i t y  i s  t h a t  w e  d i d  
other things extremely well when interest rates dropped 
~ n d  loan volumes were flat.. We d u g  in ,  ma in ta ined  a 
s t r ic t  expense discipl ine,  worked  very h a r d ,  a n d  grew 
our  n on - i n te res t i n  c o m L' businesses . 

Service charges on deposits. a t  $87.4 inillion, repi-e- 
sented 39 percent  of ou r  non-interest  income revenue 
stream for 2004. This  service charge revenue h3s grown 
at  a compound annual growth rate of 1.6 percent over the 
past  five yea rs , ref 1 c c t i n g cx pans i o 11 i n  bot h c o m m c rc i LI 1 
and retail fee income, 3s well as  fccs from o u i -  correspon- 
d en t b :I n ki n g ope I'J t i o n s . 

A n o t h e r  c o r n e r s t o n e  of o u r  fee  i n c o m e  is o u r  

F j n a n ci n l  M a n a g e  men I G r o u p  , cv h ic h w:i s e s t  a bl i s h c'd 
more than 80 years tigo and has continued over the y e ~ ~ s  
to make a signific<inr contribution to our revenue s r r e a m .  

O u r  trust  assers reached anothcr  record this y e a r ,  $17.1 
bil l ion,  a r e s u l t  of improved equi ty  markets 3s well a s  

, add ing  new accounts .  

, 

Within our Financial Management  Group.  we have 
added a new division, Wenlrh Management Services. O n e  
of the changes brought. about by Sarbanes-Oxley was rhar  
account ing firins could no longer offer both consul t ing 
a n d  a u d i t  work  for t he  scime cl ients .  T h i s  c rea t ed  311 
opportunity for us when a part of the  wealrh managernenr  
division of a major  account ing f i r i n  i n  our  headquarters 
city of San  Antonio made the decision, after a number of 
meetings with our Financial M3nagement Group.  to join 
Frost. T h e  move allowed them to continue to take cai-e of 
their  high net worth clients arid exparided our ability to 
offer 3 broader range of services ro thc speci;ilized needs 
of rhis client. base. 

Our insu rance  subs id i a ry  has  ~ l s o  had :I posi t ive 
impact on this non-interest  income piece of o u r  revenue 
pie.  Over  the past  five years ,  we have  builr  a i l  clgeiicy 

that r a n k s  among the top SO banks i n  insurance revenue 
n a t i o n w i d e .  Frost  I n s u r a n c e  Agency  p rov ides  3 f u l l  
range of property rind casualty. group employee benefits. 
es t  :it e pl3 n n in g a n d b u s in  e s s s u c ce s s i o n , a n d person 3 1 
ins  ti r:i n c e th 1.0 ~i g h o ti t Texas . 

D u r i n g  2 0 0 4 ,  w e  s r r engrhencd  Frost  I n s u r a n c e  
Agencv by acquiring T h e  Sammons Group,  a full-service 
Dallas-bascd jiisurancc agency. This  was 3 stratcgic niovc 
for Frost I n s u r a n c e  A g e ~ i c y .  a n d  we were  plensed t o  

 elco come th i s  o u t s t a n d i n g  Dal las  agency  to the  Frost  



family.  a s  i t  re inforces  o u r  commi tmen t  t o  bu i ld ing  a 

f i IS t - c 1 ass, statewide insurance brokerage ope r n t i o n We 
now offcr a full range of insurance services i n  the major 

Texas markets. 
I'VC heard Cullen/Frost  described 3s a company for 

the long term, and I agree with that  assessmcnt.  Almost 
every major decis ion w e  make is evaluated a n d  exam- 
ined not  only for its impact  on the short  term, h u t  how 
it will  affect  o u r  company--and o u r  b rand-ove r  311 

extended period of time. Historically, ou r  company has  
found halancc in  managing expenses,  while a t  the same 
time investing for future growth,  and  that  was certainly 
rhe case i n  2004. Wc  continue to invest in opportunities 
that  will help us make this company better a n d  stronger.  

O n e  of t he  investments we've made in thc  past  few 
years  is  i n  b u i l d i n g  an  in f r a s t ruc tu re  for de l ive r ing  n 

high-quality onl ine bank ing  experience.  Dur ing  2004, 
wc brought  our bill pay system in-house,  which allows 
us  to bet tcr  t ake  care  of ou r  customers .  W e  have seen 
con t inued  growth in bo th  consumer  and  business  C U S -  

t o m e r s  w a n t i n g  to  d o  b u s i n e s s  wi th  u s  t h r o u g h  t h e  

few months of 2005,  we will open a new statc-of-the-art 
processing center in I louston that will double the size of 
our existing facility. I t  will also increase our capacity to 
provide lockbox and  processing services to commcrcial  
clients and  meet the nceds of our correspondcnt banking 
clients in that part of the state. 

As n result  of the sales discipl ine we've introduced 
throughout  o u r  company, which L mcnrioncd e? < r  I '  rer, we 
saw good growth in both our deposits and i n  commercial 
and consumer loans last year. 

Dcpos i t s  grew to  $8.1 bil l ion for the year,  in par t  
becnusc of the sales discipline a n d  3 strong sales effort. 
Also contr ibut ing to growth in dcposi ts  was the  intro-  
d u c t i o n ,  l a t e  i n  2003, of a n e w  c o n s u m e r  c h e c k i n g  
p roduc t  l ine rhat  included 3 free checking accoun t ,  

As I rnentioned earlicr, loans reached their  highest  
level ever in 2004 ,  end ing  the ycar a t  $5 .2  bil l ion.  On 

t h e  b u s i n e s s  s i d e ,  a c o m b i n a t i o n  of  a n  i m p r o v i n g  
e c o n o m y  a n d  s t r o n g  sa l e s  act ivi ty  r e su l t ed  in h i g h e r  
volumes, with commercial and  industrial  loans increas- 
i n g  14.3 pe rcen t  ove r  2 0 0 3 .  M o r c  than  50 pe rcen t  o 

" I ' V E  l I E A F - ? D  C r J L I A E N / F ' K O S i ' I '  D E S G R I B E D  

A S  A C O M I ' A N Y  F O l Z  ' 1 ' H E  L O N G  * ' I ' E R M ,  A N D  
. I  1 A G l ? E E  W I T H  '1'HAl' A S S E S S M E N T .  

Internet ,  with 47 percent of ou r  checking account  cus-  
tomcrs s igning u p  for our  onl ine banking service.  T h i s  
service allows us to deepen and lengthen customer rclation- 
ships .  and  we have seen a high levcl of hoth satisfaction 
and retention with our online banking customers, especially 
those who use bill pay. 

Dur ing  the  year,  we also invested in technology i n  

prcparation for Check  21, which will eventually change 
t h e  wa~7 checks are processed for payment .  We have an 
unusual ly  s t rong  i tem processing business-rarc  for a 
$10 hillion bank-supporred with processing operations 
in Dal las ,  H o u s t o n  a n d  Sari An ton io .  W i t h i n  t h e  first  

new loan commitments comes from our  core relationship 
manJgcrs .  whose focus  a n d  determined s'iles effort has  
resulted in ourstandlng performance for the year. 

W e  saw a 19 2 pe rcen t  i n c r c j s e  in co rc  consumer  
lending-excluding ind i r ec t  au to  loans a n d  mortgage 
loans for one- to four-family homer,  which we no longer 
offer, JS well as student loans, which are primarily origi- 
nated for re\ale.  H o m e  equ i ty  loans a n d  l incs of credi t  
now represent one-third of our  conyumcr loan portfolio, 
reflecting an outs tanding sales and referral effort dmong 
our consumer bankers. At the sdme tima, we rcaligned our 
loan operations area to allow for and support  this growth. 



O n e  of the key fac tors  in the  stabil i ty and  s t rength 
of our  company i s  a high level of liquidity in comparison 
to  o u r  peer  banks .  T h i s  is a safe place for deposi tors .  
and  we have money to lend. O u r  asset quali ty is strong, 
with ne t  charge-offs  ave rag ing  a low 0 . 2 0  pe rcen t  of 

avcragc loans in 2004.  Credit  quality has  also itnproved, 
a s  non-pe r fo rming  a s se t s  d r o p p e d  2 5 . 3  p e r c e n t  f rom 
2003, result ing in lower credi t  costs .  

that  brought  u \  thi \  far. W i t h  these values as a founda- 
t ion,  we have built  a company with a clear sense of both 
history and  purpo5e. 

T cont inue to be  moved and  impressed by the quiet  
strengths of our people-living our  philosophy, cmbody- 
ing o u r  core values of integri ty ,  caring and  cxcellence,  
and  shar ing the  value of relationship banking with ou r  
cus tomers .  I e x t e n d  my d c c p c s t  a p p r e c i a t i o n  t o  o u r  

b b  T H I S  I S  A C O M P A N Y  W I - 1 7 1 1  A S T R O N G  S E N S E  

O F  W I I E K E  W E ’ V E  B E E N ,  A N D  A 1 , S O  A 
’ 9’ 

C L E A R  V I S I O N  O F  W H E l i E  W E  R E  G O I N G .  

O v e r  t h e  pas t  few years ,  we’ve s e e n  a n u m b e r  of 
banks cxpand operations into the state and  jump on  the 
Tcxas bandwagon,  and we welcome the challenge com- 
peti t ion brings.  It’s been interesting to scc other  hanks 
come to understand wha t  we have always known-that 
this is a great statc i n  which to do  business. Wi th  a pop- 
ulation of 21.3 mill ion,  Texas ranks second among U.S .  
states.  I n  fact ,  from 1990 to 2000 .  ou r  populat ion grew 
22 .8  pe rcen t .  compared  to U.S. populat ion g rowth  of 
13.2 p e r c e n t .  We have  c h o s e n  t o  o p e r a t e  i n  Texas 
markets  t ha t  represent  7 0  pe rcen t  of the  state’s popu-  
lation, including three of the 10 largesr cities in the U.S. 
‘The Texas economy, which would rank 8th i n  the world 
i f  i t  were a separate  n a t i o n ,  is expec ted  to  o n c e  again 
ou tpace  the  na t ion ,  a n d  the  f u t u r e  looks br ight .  

It’s n o t  o u r  s tyle  ro b o a s t ,  b u t  s ince  th i s  a n n u a l  
letter gives me a forum for sharing my thoughts,  I would 
like to tell you what  makes Cullen/Frost  special. 

T h i s  is  a c o m p a n y  wi th  a s t r o n g  sense of w h e r e  
we’ve been,  and also a clear vision of where we’re going. 
W h a t  started out  as a small srorefront business in down- 
town San Antonio in 1868 has grown into a $10 billion 
financial  services corporat ion that’s no t  only survived,  
b u t  prospered, for 137 ycars. Through  the centuries,  we 

have never  lost  t ouch  with t h e  valucs  a n d  ph i losophy  

exceptional staff, whose dedication, focus and  belief in 
t h e  values  tha t  bu i l t  t h i s  company  are  an  in sp i r a t ion .  
T h e y  b r ing  the  Frost  Ph i losophy  to life every day a n d  
make our  success  possible.  

W e  have some  of the  best  customers  any  company  
could want-individuals a n d  businesses  w h o  see us  as 
financial partners i n  their journey--and we are committed 
to add ing  value to  these relat ionships .  N o w  more than 
ever, our  Board of Directors has been outs tanding as we 
navigate the new regulatory environment .  The i r  insight. 
and support  have been invaluable to me personally, and  
to thc company. 

A n d  to  y o u ,  o u r  loyal  s h a r e h o l d e r s ,  I s ay  t h a n k  
you for the cont inued confidcncc and faith you  place in 
ou r  company. 

S I N c; E i i  E LY , 

A 

U l C K  € V A N S  

C . H A I R M A I . I  A N D  C I I I E T  C X C C U I I V I  0 1  I I (  I I ?  



DAVE H E C K  
Prcqidenr. 
Chief Business Banking Officer 

BOBBY B E R M A N  
Group Executive Vice President 
E-C:ommerce Opcrations, l h t a  Waruhouw, 
Rcxarch  and S t r m g y  

PAUL B R A C T J E K  
President, 
State Rcgionr 
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M A R K E T  L O C A T I O N S  

C U L L E N / F K O S T  B A N K E R S ,  I N C .  
C O R P O R A T E  H E A D Q U A R T E R S  

(2x0) 220-40x1 
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100 WEST H O U S T O N  S T R E E T  
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W W W .  F R O S T  R A N  K . C O M  

C E R T  I F I G A T  I o N s 
Thc certifications of the Chief Executive Officcr and  thc Chief Financial  Officer of Cul len/Frost  I3ankcr\ ,  Tnc., 

rcquired under  Section 302 of the Sarbanes-Oxley Act of 2002,  have been filed as exhibits to Cullcn/Frost 's 

2 0 0 4  Annual  Report  on  Form 10-R. In  addi t ion,  the certification of the  Chief Exucutivc Officcr of 

Cullen/Fiost ,  ruquircd undcr  rhc rules of the N e w  York Stock Exchange,  Inc., has heen filcd with rhe  Exchange. 

F O R M  I O - K  A N D  I N V E S T O R  I N Q U I ~ I I E S  
Analysts, investors and others desir ing addi t ional  financial datn abour  Cullen/Frost Bankers.  Inc .  m a y  

contact Greg Parker. Senior Vice Presidcnt ,  Director  of Investor  Kelarions, at  (210) 220-5632.  

T R A N S F E R  A G E N T  A N D  R E G I S T R A R  

B A N K  O F  NEW YORK 
1 0 1  B A R C L A Y  S T R E E T  / No. 1 2  E A S T  / NEW Y O R K ,  N Y  1 0 2 8 6  / 1-800-524-4458 
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