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Five—-Quarter Summary of Selected Financial Information
BANK ONE CORPORATION and Subsidiaries

Three M
September 30 June 30 Mar
(In millions, except per share data) 2001 2001 2
Income Statement Data:
Total revenue, net of interest expense ............... S 4,016 S 3,846 S
Net interest income-fully taxable-equivalent ("FTE")

o T =3 5 T 2,193 2,085
Noninterest INCOmME ...t it ittt ittt ittt eeeetneeeeeenenn 1,853 1,791
Provision for credit 10SSEeS .. iiii ittt 620 540
Noninterest EXPeNSe ...ttt ittt ittt teeeeeeeeenneeeens 2,303 2,306
Income (loss) before cumulative effect of change in

accounting principle ... i e e e e 754 708
Net 1ncome (L10SS) vttt ittt ettt ettt et ettt teeeeeeennn 754 664
Per Common Share Data:

Income (loss) before cumulative effect of change in
accounting principle:
= $ 0.64 S 0.60 $
Diluted (L) tvit ittt ettt ettt ee ettt 0.64 0.60
Net income (loss):
=7 = e O 0.64 0.57
Diluted (L) viitt ittt ettt ettt eeee et 0.64 0.56
Cash dividends declared ........cuiiiiiittnnnnnneennn 0.21 0.21
BOOKk Value . iiii ittt e e e e e e e e e e e e e e 17.30 16.49
Balance Sheet Data-Ending Balances:
Loans:
MANAGEA t v vttt ettt ettt ettt $ 222,604 $ 223,390 S 22
2T o B =Y o 164,251 166,576 17
DEPOSIE S vttt it i et e e e ettt 162,385 164,299 16
Long—term debt (2) ...ttt ittt ettt 44,361 41,693 4
Total assets:
Y= s F= T 1T 310,207 312,244 31
2T o B =Y o 270,252 272,412 27
Common stockholders' equity .....ooiiiiiiiiiinneennnn. 20,192 19,261 1
Total stockholders' equity ....iiiiiiiiiiiiinnnennnnn 20,382 19,451 1

Credit Quality Ratios:

Net charge-offs to average loans-managed (3) ......... 2.58% 2.50%
Allowance for credit losses to period end loans ...... 2.73 2.54
Nonperforming assets to related assets ............... 1.96 1.77

Financial Performance Ratios:

Return (loss) on average assetsS ......iiiiiieneennnns. 1.13% 0.99%
Return (loss) on average common equity ............... 15.0 13.9
Net interest margin:
Y= s F= T Y 4.95 4.65
|2 T s =Y O 3.70 3.50
Efficiency ratio:
Y= 'a F= T Y 46.9 48.5
|2 T s =Y O 56.9 59.5
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Five-Quarter Summary of Selected Financial Information-Continued
BANK ONE CORPORATION and Subsidiaries

Three Months E

September 30 June 30

(In millions, except per share data) 2001 2001
Capital Ratios:
Risk-based capital:

Tier L (5) ittt e e e e e e 8.4% 8.2%

Total (5) ittt e e e 11.7 11.6
Tangible common equity/tangible managed assets ...... 5.8 5.8
Common Stock Data:
Average shares outstanding:

2= T 1,168 1,166

Diluted (1) vttt ittt e e e e e 1,176 1,176
Stock price, quarter—end ..........iiiiiitieeeeeeeeean $ 31.47 $ 35.80
EMPLOVEES (4) vttt it et ettt et e e ettt 75,801 78,491
(1) Common equivalent shares and related income were excluded from the

computation of diluted loss per share for the three months ended December
31, 2000 as the effect would be antidilutive.

(2) Includes trust preferred capital securities.

(3) Third quarter 2001, second quarter 2001, and first quarter 2001 amounts
include $14 million, $24 million, and $40 million, respectively, of
charge-offs which are not so classified in the Corporation's GAAP financial
information because they are part of a portfolio which has been accounted
for as loans held at a discount. The inclusion of these amounts in
charge-offs more accurately reflects the performance of the portfolio. In
the Corporation's financial statements, these items result in a higher
provision in excess of net charge-offs.

(4) Beginning in the first quarter of 2001, employees on long-term disability
and employees of unconsolidated subsidiaries are excluded. Prior period
data have not been restated for this change.

(5) Excludes $190 million of preferred stock called for redemption as of
September 30, 2001.

Business Segments

Bank One Corporation and its subsidiaries ("Bank One" or the "Corporation")
is managed on a line of business basis. The business segments' financial results
presented reflect the current organization of the Corporation. The following
tables summarize certain financial information (as reported) by line of business
for the periods indicated:

Net Income
(Loss)
(In millions)

March 31
2001

1,163

1,173
$ 36.18
79,157
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Three Months Ended September 30 2001 2000
L2 o e P $ 310 $ 251
Commercial Banking .. ...ttt ittt teeeeeeeeennaaenns 199 194
First US A ittt it et et e e e e e e e e e e e e e e e 279 177
Investment Management . ... ...ttt ettt eeeeeeeaneeeeeeens 101 86
Corporate/Unallocated ...t ni ittt eeet e eneeeneeeneennnn (135) (127)

Total Corporation-reported ......c..iiiieemeeeeeeeeennnnns S 754 $ 581

Net Income
(Loss)
(In millions)

Nine Months Ended September 30 2001 2000
Retall it e e e e e e e e e e e $ 981 S 406
Commercial Banking ... ..ttt ittt ittt teeeeeeneenneaeens 577 238
First US A it ittt et e e e e e e e e e e e e e e e e e e 620 (135)
Investment Management . ... ... ii ittt teneeeeeeeeaneeeeeeens 266 240
Corporate/Unallocated ...ttt tttteeteeen e eeenennnan (303) (748)
Total Corporation-operating ........c.iii it iimeeeeeeennnnn 2,141 1
Accounting Change ...ttt ittt ettt et e eeeeee e (44) -
Total Corporation-reported ......c..iiiieemneeeeeeeennnnns $ 2,097 S 1
7

The information provided in the line of business tables beginning with the
caption entitled "Financial Performance" is included herein for analytical
purposes only and is based on management information systems, assumptions and
methodologies that are under continual review. For a detailed discussion of the
various business activities of Bank One's business segments, see pages 4-14 of
the Corporation's 2000 Annual Report on Form 10-K.

The financial information and supplemental data presented for the
respective line-of-business sections for the nine months ended September 30,
2000 are reported on an actual basis. However, for analytical purposes and to
better understand underlying trends, the following line of business discussion
excludes the impact of the second quarter 2000 significant items noted in tables
1-3 on pages 18-19.

During the third quarter, certain organizational changes were made
impacting the Corporate Investments and Commercial Banking businesses. The
tax-oriented portfolio of Corporate Investments was transferred to Commercial
Banking, while the principal investments and fixed income portfolios were
transferred to Corporate/Unallocated. All results for prior periods conform to
the current line of business organization.

Retail

I <

I <n
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Retail includes consumer and small business banking,
and interactive banking and financial management

10-Q

auto

and consumer

through bankone.com.

Three Months Ended September 30 Nine Month
(Dollars in millions) 2001 2000 % Change 2001
Net interest income—-FTE DASIiS v ennnnnnn. S 1,237 $ 1,236 -% S 3,790
Non-deposit service charges ................. 81 89 (9) 257
Credit card revenue .........ieuieneneeennnnn 43 36 19 120
Service charges on deposits ................. 203 192 6 587
Fiduciary and investment management fees 32 25 28 90
Other 1ncome (1O0SS) v v vttt ettt 1 (16) N/M 25
Noninterest income ........uiiiiiitintineennennn 360 326 10 1,079
Total reVENUE & ittt ittt ettt et tneeeeeenenan 1,597 1,562 2 4,869
Provision for credit losses .......iiiiiinnnn.. 247 207 19 692
Salaries and employee benefits .............. 376 377 - 1,128
Other eXPenSe ..ttt ittt ettt eeee e e 498 582 (14) 1,523
Noninterest expense (3) ..t iiiineineennenenns 874 959 (9) 2,651
Pretax income-FTE basis .....uiiiiiiininennnnn. 476 396 20 1,526
Tax expense and FTE basis adjustment .......... 166 145 14 545
Net 1nCome ...ttt ittt ettt ettt eeenneeeenns $ 310 $ 251 24 $ 981
FINANCIAL PERFORMANCE:
Return on equity ...ttt ittt iiieeeeennnn 20% 17% 21%
Efficiency ratio ...ttt 55 61 54
Headcount—full-time (1) .. .i ittt ennnnn. 34,253 35,979 (5)
ENDING BALANCES (in billions):
Commercial 10aANS ...ttt eeeennnnneeeennnnenns $12.4 $11.6 7%
Home equity 10oans ... iiii it enneeeeeeeannnn 30.7 29.7 3
AUtO 10aANS / 1EASES vttt ttnetttte et 20.4 23.9 (15)
Other personal 10ansS . ..eiittenneeeeeennnnn 9.9 11.6 (15)
TOLAl 10N v it ittt et et e et e ettt et ettt 73.4 76.8 (4)
A1 = 77.6 79.1 (2)
Demand deposSits ... iiii ittt 24.7 24.2 2
ST 7 5 o L = R 34.7 32.5 7
1 01 28.1 31.0 (9)
Total deposSits vttt ittt e e e et e 87.5 87.7 -
CommMON EQUILY v vttt ittt e et et e e e e 6.3 5.9 7
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(Dollars in millions)

AVERAGE BALANCES
Commercial loans
Home equity loans
Auto loans / leases
Other personal loans

Total loans
Assets
Demand deposits
Savings
Time
Total deposits

Common equity

CREDIT QUALITY (in millions):
Net charge-offs:

Small business commercial ..

Home equity loans
Auto loans / leases (2)
Other personal loans

Total consumer (2)

Total net charge-offs (2) ..

Net charge-off ratios:

Small business commercial ..

Home equity loans
Auto loans / leases (2)
Other personal loans

Total consumer (2)

Total net charge-offs (2) ..

Nonperforming assets:
Commercial
Consumer

Total nonperforming loans
Other, including OREO

Total nonperforming assets ...

Allowance for loan losses
Allowance to period end loans

Allowance to nonperforming loans
Nonperforming assets to related assets

(in billions) :

Three Months Ended September 30

2001 2000 % Change
S 12.4 $ 11.8 5%
30.8 28.3 9
21.0 24.0 (13)
10.0 10.6 (6)
74.2 74.7 (1)
78.3 78.8 (1)
24.1 24.3 (1)
34.4 33.1 4
28.8 30.5 (6)
87.3 87.9 (1)
6.3 5.9 7
S 20 S 11 82%
84 59 42
84 54 56
35 27 30
203 140 45
223 151 48
0.65% 0.37%
1.09 0.83
1.60 0.90
1.40 1.02
1.31 0.89
1.14 0.81
S 244 S 187 30%
914 508 80
1,158 695 67
76 82 (7)
1,234 777 59
S 990 N/A
1.35% N/A
85 N/A
1.68 1.01%

Nine Months E
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4
Three Months Ended September 30 Nine Months

(Dollars in millions) 2001 2000 % Change 2001
DISTRIBUTION:

# Banking centers .......iiiiiiiieiiiieeen.. 1,805 1,818 (1)%

N = 5,652 6,377 (11)

# On-line customers (in thousands) ........ 1,040 825 26

# Households (in thousands) .........oceo... 7,361 7,781 (5)

# Business customers (in thousands) ....... 512 533 (4)

# Debit cards issued (in thousands) ....... 4,359 4,173 4
INVESTMENTS :

Investment sales volume (in millions) .... $1,231 $1,028 20% $3,510

N/M-Not meaningful.

N/A-Not available due to changes in segment composition; see Note 5 on page 59

of the Corporation's 2000 Annual Report on Form 10-K.

(1) Beginning in the first quarter of 2001, employees on long-term disability
and employees of unconsolidated subsidiaries are excluded.

(2) Third quarter 2001 and nine-months ended September 30, 2001 amounts include
$14 million and $78 million, respectively, of charge-offs which are not so
classified in the Corporation's GAAP financials because they are part of a
portfolio which has been accounted for as loans held at a discount. The
inclusion of these amounts in charge-offs more accurately reflects the
performance of the portfolio. In the Corporation's financial statements,
this item results in a higher provision in excess of net charge-offs.

(3) Certain capitalized expenses have been reclassified from salaries to other
expenses in all periods.

Quarterly Results

Retail reported third quarter net income of $310 million, up $59 million,
or 24%, from the year—-ago quarter. The year-over-year improvement reflected
higher revenue and lower noninterest expense, partially offset by higher
provision for credit losses. Compared to the 2001 second quarter, net income
declined $12 million, or 4%, reflecting increased provision, partially offset by
lower noninterest expense.

Net interest income was $1.237 billion, essentially unchanged from a year
ago. Average home equity loans increased 9% from a year ago, while average auto
loans and leases decreased 13%, reflecting a deliberate reduction in the level
of new auto leases. Current quarter net interest income was also unchanged from
the second quarter, primarily reflecting lower average loans and deposits,
offset by higher margins on deposits.

Noninterest income was $360 million, up $34 million, or 10%, from a year
ago. This primarily reflected the absence of auto lease residual losses in the
current quarter, compared with $58 million of such losses a year ago, and higher
deposit fees, partially offset by losses on tax—advantaged investments and lower
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asset sale gains. Noninterest income was essentially unchanged from the second
quarter.

Provision for credit losses was $247 million, up $40 million from the
year—-ago quarter and $46 million from the second quarter. Managed net
charge-offs totaled $223 million, up from $151 million in the year—-ago quarter
and $201 million in the second quarter. The year-over-year increase was driven
by higher charge-offs in the home equity and the auto lending portfolios, while
the increase from the second quarter reflected higher charge-offs of other
personal loans and auto loans and leases, partially offset by lower home equity
loan charge-offs. The third quarter net charge-off ratio was 1.14%, up from
0.81% in the year—-ago period and 1.07% in the second quarter.

Nonperforming assets increased $457 million from a year ago, largely driven
by a $406 million increase in consumer nonperforming loans. Compared with the
second quarter, nonperforming assets increased $115 million, or 10%. The
allowance for credit losses expressed as a percent of loans increased to 1.35%
at September 30, 2001, up from 1.27% at June 30, 2001.

Noninterest expense was $874 million, down $85 million, or 9%, from the
year—-ago quarter, reflecting the positive impacts from waste-reduction
initiatives and reduced headcount. Compared with the second quarter, noninterest
expense decreased $16 million. The efficiency ratio in the current quarter was
55%, down from 61% a year ago.

Year-to-Date Results—-Adjusted Basis

For the first nine months of 2001, Retail reported net income of $981
million, up $247 million from the 2000 period. The $113 million, or 3%, increase
in net interest income for 2001 from the prior year was due to wider loan
spreads and a 2% increase in average loan balances, partially offset by deposit
margin compression.

Noninterest income increased $117 million from the prior year on an
adjusted basis, to $1.079 billion in 2001 period, reflecting $178 million in
realized auto lease residual losses in the 2000 period. Noninterest expense was
down $334 million, or 11%, due to waste reduction initiatives and reduced
headcount.

Commercial Banking
Commercial Banking offers a broad array of products, including cash

management, capital markets and lending, to Corporate Banking and Middle Market
Banking customers.

Three Months Ended September 30

(Dollars in millions) 2001 2000 % Change
Net interest income-FTE basis ........cieueo... $ 642 $ 710 (10)%
Non-deposit service charges ................. 178 166 7
Credit card revenue ... ...ttt neeneeneenns 21 19 11

Nine Months
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Service charges on deposits

Fiduciary and investment management fees

Investment securities losses

Trading

Other income (loss)

Noninterest income

Total revenue

Provision for credit losses

Salaries and employee benefits

Other expense

Noninterest expense

Pretax income-FTE basis ..
Tax expense and FTE basis adjustment

Net income

Memo: Revenue by activity
Lending-related revenue

Treasury management services (4)

Capital markets (5)
Other

FINANCIAL PERFORMANCE:
Return on equity
Efficiency ratio
Headcount-full-time

(7)

Corporate Banking (including Capital

Markets)
Middle Market

Treasury management services
Support and other administration (6)

Total headcount-full-time

ENDING BALANCES
Loans
Assets

Demand deposits
Savings
Time (+ Savings in 2000)
Foreign offices

(in billions) :

174 117

6 (2)
(12) -
81 77
(23) (10)
425 367
1,067 1,077
246 226
261 275
278 294
539 569
282 282
83 88

$ 199 $ 194
$478 $555
288 251
161 161
140 110
11% 11%

51 53
4,410 4,804
4,034 4,267
4,787 4,931
33 177
13,264 14,179

Three Months Ended September 30

w b o O

$ 87.6

49 453
N/M 9
- (12)
5 225
N/M (71)
16 1,187
(1) 3,208
9 749
(5) 794
(5) 856
(5) 1,650
- 809
(6) 232
3 $ 577
(14)% $ 1,497
15 852
- 490
27 369
11%
51
(8)%
(5)
(3)
(81)
(6)

12
(3)
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Total deposits vttt ittt et 44.5 38.5 16
Common €qUItY . ovi ittt ittt et 7.2 7.0 3

AVERAGE BALANCES (in billions):

T TS o 1 $ 75.6 $ 86.7 (13)% S 80
ASSEE S ittt e e e e e e e 103.7 115.3 (10) 106
Demand deposits ...ttt 20.6 20.7 - 20
SAVINGS 4ttt ettt ettt ettt 2.8 N/A 2
Time (+ Savings in 2000) ................ 9.2 8.0 15 7
Foreign offices ..., 10.0 10.5 (5) 8
Total deposits «ivii ittt i ettt 42.6 39.2 9 39
Common Uity . ovi ittt ittt et 7.2 6.9 4 7

CREDIT QUALITY (in millions):
Net commercial charge-offs ................ $ 230 S 109 N/M S 7

Net commercial charge-off ratio ........... 1.22% 0.50% 1.

Nonperforming assets:

Commercial nonperforming loans ............ $ 1,901 $ 1,243 53 %
Other including OREO ... iiiennnennnnn 30 11 N/M

Total nonperforming assets ................ 1,931 1,254 54

Allowance for loan 1O0SSES .t eweeneennnn S 3,067 N/A

Allowance to period end loans ........ 4.09% N/A

Allowance to nonperforming loans .......... 161 N/A

Nonperforming assets to related assets..... 2.57 1.43%

CORPORATE BANKING (in billions):

Loans—-ending balance ........eiuieeeeeeeeensn $ 40.5 $ 54.4 (26)%
—average balance ........c.ciiiiiio.. 41.4 54.1 (23) S 45
Deposits—-ending balance ................... 24.1 19.5 24
—average balance ...........ci.... 23.9 21.4 12 20

Credit Quality (in millions):

Net commercial charge-offs .............. $ 131 $ 76 72 % S 4
Net commercial charge-off ratio ......... 1.27% 0.56% 1.
Nonperforming loans ........eeeeenenenneens $ 1,051 $ 788 33
Nonperforming loans to loans ............ 2.60% 1.45%
7
Three Months Ended September 30 Nine Month
2001 2000 % Change 2001
SYNDICATIONS:
Lead Arranger Deals:
Volume (in billions) .....iiiiiiiiininne.n. S 9.7 $ 16.6 (42)% $ 37.0
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Number of transactions ...........c.iicoo... 56 60 (7) 161
League table standing-rank ................. 4 4
League table standing-market share ......... 4% %

MIDDLE MARKET BANKING (in billions):

Loans-ending balance ........ouiiiieeeennnnnn. $ 34.5 $ 33.2 4 %
—average balancCe ........ieiiitineeeeeann 34.2 32.6 5 $ 34.3
Deposits—ending balance .........iiiieennen.. 20.3 19.0 7
—average balance .......c.c.iiiiiiiiaanan. 18.7 17.8 5 18.4
Credit Quality (in millions):
Net commercial charge-offs ................. S 99 S 33 N/M $ 246
Net commercial charge-off ratio ............ 1.16% 0.40% 0.96%
Nonperforming loans . ....eeeeeeeeeeennnnanns $ 850 $ 455 87 %
Nonperforming loans to loans ............... 2.46% 1.37%
(4) Treasury Management Services includes both fees and fee equivalent from
compensating balances.
(5) Capital Markets includes trading revenues and underwriting, syndicated
lending and advisory fees.
(6) Full-time headcount for September 30, 2000 has been restated to

reflect the movement of support and other administrative personnel
into the respective business units reported.
(7) Third quarter 2000 amounts reclassified.

Quarterly Results

Commercial Banking reported third quarter net income of $199 million, up $5
million, or 3%, from the year—-ago quarter. These results included $21 million of
net income in the tax-oriented portfolio for the third quarter, which was
previously reported under the Corporate Investments line of business. Results
for prior periods conform to the current line of business organization.

At September 30, 2001, loans were $75.0 billion, down $12.6 billion, or
14%, from the end of the year—-ago quarter and down $2.6 billion, or 3%, from the
end of the second quarter. Corporate Banking loans were $40.5 billion at
September 30, down $13.9 billion, or 26% from a year-ago and down $2.8 billion,
or 6%, from the end of the second quarter. Middle Market loans were $34.5
billion at quarter-end, up $1.3 billion, or 4%, from last year and up slightly
from the end of the second quarter.

Revenue totaled $1.067 billion, down $10 million, or 1%, from the year-ago
quarter and up $9 million, or 1%, from the second quarter, with the decline in
net interest income offset by growth in noninterest income.

Net interest income was $642 million, down $68 million, or 10%, from the
year—-ago quarter and down $40 million, or 6%, from the second quarter. This
reflected lower average loan balances following efforts to reduce credit risk
exposure and the impact of lower rates on customers' compensating deposit
balances.

Noninterest income was $425 million, up $58 million, or 16%, from the
year—-ago quarter. Service charges on deposits increased $57 million, or 49%,
reflecting strong improvement in Treasury Management volumes and pricing as well
as a shift in the payment of fees from net interest income due to the lower
value of customers' compensating deposit balances.

Compared with the second quarter, noninterest income increased $49 million,

11



Edgar Filing: BANK ONE CORP - Form 10-Q

or 13%. Service charges on deposits increased $26 million, or 18%, reflecting

the above-mentioned switch in the payment for services to fees from balances.

Other income improved $19 million as the second quarter included a loss on the
sale of assets.

The provision for credit losses was $246 million, up $20 million, or 9%,
from the year-ago quarter, and up $7 million, or 3%, from the second quarter.
Total net charge-offs declined from the second quarter to $230 million. This
represented 1.22% of average loans, up significantly from 0.50% in the year-ago
quarter, and up slightly from

the second quarter. Corporate Banking net charge-offs were $131 million, or
1.27% of average loans, up from 0.56% a year—-ago, but down from 1.36% in the
second quarter. Third quarter charge-offs included $33 million relating to
nonperforming and other distressed loan sales, compared to $68 million in the
second quarter and the absence of any in the year-ago quarter. Middle Market net
charge-offs were $99 million, or 1.16% of average loans, up from 0.40% in the
year—-ago quarter and 0.98% in the second quarter.

The allowance for credit losses at September 30, 2001, increased to $3.067
billion from $3.056 billion at the end of the second quarter. This represented
4.09% of period-end loans and 161% of nonperforming loans, compared with 3.94%
and 174%, respectively, at June 30, 2001. At September 30, 2001, nonperforming
loans were $1.901 billion, up $149 million, or 9%, from the second quarter.
Corporate Banking nonperforming loans at quarter-end were $1.051 billion,
essentially flat with the second quarter. Before reflecting the sale of
nonperforming loans, Corporate Banking nonperforming loans increased $43 million
during the quarter, compared to increases on a comparable basis of $245 million
in the second quarter and $262 million in the first quarter. Middle Market
nonperforming loans were $850 million at September 30, 2001, up $148 million
from the end of the second quarter.

Noninterest expense was $539 million, down $30 million, or 5%, from the
year—-ago quarter and down $14 million, or 3%, from the second quarter. The
declines reflected the impact of waste-reduction efforts and lower headcount.
The efficiency ratio in the third quarter was 51%, improved from 53% and 52% in
the year—-ago and second quarters, respectively.

Year-to-Date Results—-Adjusted Basis

Commercial Banking reported net income of $577 million, down $88 million,
or 13% from 2000, reflecting higher credit costs and the continuation of
strategic efforts to reduce Corporate Banking loans and exposures and improve
relationship profitability.

Net interest income was $2.021 billion, down $105 million, or 5% from 2000,
for the same reasons mentioned in the quarterly results. The cost associated
with nonperforming loans increased in the current year due to higher volumes and
lower cash basis collections.

Noninterest income was $1.187 billion, up $141 million, or 13% from the
year—-ago period, reflecting an increase in fixed income and asset backed finance
underwriting activities, strong improvement in Treasury Management volumes and
pricing and improved fixed income trading. These were partially offset by losses
on asset sales.

The provision for credit losses was $749 million, up $239 million, or 47%,

12
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from the 2000 period. Total net-charge offs were $718 million, in the first nine
months of 2001, including $190 million related to problem loan sales. This
represented 1.20% of average loans, up significantly from 0.47% in the prior
year. Nonperforming loans at September 30, 2001, were $1.901 billion, up $658
million, or 53%, from the prior year reflecting deterioration in the portfolio.

Noninterest expense was $1.650 billion, down $59 million, or 3%, reflecting
the impact of waste reduction efforts and lower headcount. The efficiency ratio
improved to 51% from 54%.

First USA

First USA is the third largest credit card company in the United States and
is the largest Visa(R) credit card issuer in the world, with $67 billion in
managed credit card receivables and 58.4 million cardmembers.

Three Months Ended September 30 Nine Months
(Dollars in millions) 2001 2000 % Change 2001
Net interest income-FTE basiS......oueeeeeenn. $ 1,606 S 1,442 11% $ 4,455
Non-deposit service charges ............... 1 4 (75) 4
Credit card revenue ..........eeuiienneeenenn 309 284 9 834
Fiduciary and investment management fees .. 22 20 10 66
Investment securities gains ............... - - - -
120> 1 o Y - (1) N/M -
Other income (L1OSS) vttt ittt teteeenennn 22 17 29 95
Noninterest income .........cciiiiiirennnnnn. 354 324 9 999
Total reVENUE & ittt ittt ettt et e eeeeeneenns 1,960 1,766 11 5,454
Provision for credit losses .....i.iiii... 981 853 15 2,893
Salaries and employee benefits ............ 123 121 2 376
Other exXpPensSe ...ttt ittt it teeeeeeneenn 412 512 (20) 1,195
Noninterest EXPenSe ...ttt iiineeeeennneenns 535 633 (15) 1,571
Pretax income (loss)-FTE basis .............. 444 280 59 990
Tax expense (benefit) and FTE basis
adjustment ... e e e e e e e e 165 103 60 370
Net 1ncome (L1OSS) v vt ittt ittt eeeeenenan S 279 S 177 58 S 620
Memo: Net securitization amortization ....... S (22) S (22) - S (42)
FINANCIAL PERFORMANCE:
% of average outstandings:
Net interest income-FTE basis ............. 9.57% 8.71% 9.15%
Provision for credit losses ............... 5.84 5.15 5.94
Noninterest income ..........couiiiieeeennnnn 2.11 1.96 2.05
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Risk adjusted margin ....................
Noninterest EeXPensSe ... ...t eimeeeeeeennnnn

Pretax income (loss)-FTE basis
Net 1ncome (10SS) v vttt it it ettt e eeeeeenn

Return (loss) on equity ......coeiiieeeennnn.
Efficiency ratio ...
Headcount—-full-time .......... it eeennn.
ENDING BALANCES (in billions):

(01750 ST

Seller's interest ..... ittt

Loans on balance sheet ....................
Securitized. ...ttt e e e e

AVERAGE BALANCES (in billions):

Loans on balance sheet ..................
Securitized ...... ...

ASSEL S it e e e e e

Common equity ........c.cciieee....

CREDIT QUALITY (in millions):
Net charge-offs:

Credit card-managed ...........

Net charge-off ratios:

Credit card-managed ...........
12-month lagged (8) ...........

Delinquency ratio-30+ days ......
-90+ days ......

Allowance for loan losses .......
Allowance to period end owned loans

10

5.84 5.52 5.26
3.19 3.82 3.23
2.64 1.69 2.03
1.66 1.07 1.27
17% 12% 13%
27 36 29
10,245 10,856 (6)%
$ 8.4 S 4.8 75%
18.4 19.7 (7)
26.8 24.5 9
40.0 41.4 (3)
66.8 65.9 1
70.8 69.2 2
6.4 6.1 5
Three Months Ended September 30 Nine Months
2001 2000 % Change 2001
$ 7.9 S 4.7 68% S 6.4 S
17.8 18.3 (3 18.3
25.7 23.0 12 24.7
40.9 42.9 (5) 40.4
66.6 65.9 1 65.1
70.2 69.2 1 67.9
6.4 6.1 5 6.3
$ 981 S 828 18% $ 2,893 3
5.89% 5.03% 5.93%
5.95 4.79 5.81
4.25 4.14
1.80 1.79
$ 397 N/A
4.73% N/A

14



Edgar Filing: BANK ONE CORP - Form 10-Q

OTHER DATA:

Charge volume (in billions) ............. S 35.2 S 34.6 2%
New accounts opened (in thousands) ...... 1,149 727 58
Cards issued ...ttt ittt et ie e 58,441 53,650 9
Number of FUSA.com

customers (in millions) ....vevivnnenn.. 2.8 1.9 47

(8) Third quarter 2001 ratio includes Wachovia's net charge-offs but excludes
third quarter 2000 loans.

Quarterly Results

First USA reported third quarter net income of $279 million, up $102
million, or 58%, from the year-ago quarter. This reflected higher net interest
income, lower expenses, and the addition of the Wachovia credit card business on
July 27, 2001, partially offset by increased credit costs. Net income increased
$86 million, or 45%, from the second quarter, driven primarily by higher net
interest income, lower credit costs and reduced expenses on the legacy First USA
portfolio, and the addition of the Wachovia credit card business. Third quarter
results represented a 2.64% pre-tax return on outstandings, up from 1.97% in the
prior quarter.

Net interest income was $1.606 billion, up $164 million, or 11%, from the
year—-ago quarter, reflecting the addition of the Wachovia portfolio and higher
net interest margin.

Average managed loans for the third quarter were $66.6 billion, up $700
million from the year-ago period and $3.4 billion from the second quarter.
Excluding the Wachovia portfolio, average loans were $61.7 billion, down $4.2
billion from the year-ago period and $1.5 billion from the second quarter. End
of period managed loans increased to $66.8 billion. Excluding the Wachovia
portfolio, end of period loans were $60.7 billion. First USA opened over 1.1
million new accounts during the quarter, up 58% and 15%, respectively, from the
year—-ago and second quarters. At September 30, 2001, 58.4 million cards were
issued. First USA continues to be a leader in online card marketing and customer
service with over 2.8 million registered users of its website, FirstUSA.com, up
47% from a year ago.

Noninterest income was $354 million, up $30 million, or 9%, from the
year—-ago quarter and $18 million, or 5%, from the second quarter, reflecting the
addition of the Wachovia portfolio.

11

The managed provision for credit losses was $981 million, up $128 million,
or 15%, from the year—-ago quarter, including the addition of the Wachovia
portfolio. The managed charge-off rate increased to 5.89% from 5.03% a year ago,
reflecting lower average loans on the First USA portfolio and higher losses, but
decreased from 6.09% in the second quarter. The managed 30-day and 90-day
delinquency rates were 4.25% and 1.80%, respectively, up from 4.14% and 1.79% in
the year—-ago quarter and 4.10% and 1.78% in the second quarter.

Noninterest expense totaled $535 million, down $98 million, or 15%, from
the year—-ago quarter, reflecting lower operating costs, partially offset by the
addition of the Wachovia portfolio. Noninterest expense increased $13 million
from the second quarter, driven by lower operating expenses that were more than

$

102.1
2,927

15
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offset by the addition of the Wachovia portfolio. The efficiency ratio for the
current period was 27%, down from 36% in the prior year and 29% in the second
quarter.

Year-to-Date Results-Adjusted Basis

First USA reported net income of $620 million for the 2001 period, up $263
million, or 74%, from the 2000 period. The improvement was driven by lower
expenses and the addition of the Wachovia credit card business, partially offset
by lower net interest income on the legacy First USA portfolio and increased
credit costs.

Net interest income was $4.455 billion, up $37 million, or 1%, from the
year—-ago period reflecting the addition of Wachovia and lower interest rates
partially offset by lower average outstandings and loan fee income.

Noninterest income was $999 million, up $104 million, or 12%, from the 2000
period reflecting the addition of the Wachovia portfolio and increased
securitization activity.

The managed provision for credit losses was $2.893 billion, up $171
million, or 6%, from the 2000 period reflecting the addition of the Wachovia
portfolio and increased net charge-offs.

Noninterest expense totaled $1.571 billion, down $456 million, or 22%, from
the 2000 period, reflecting lower operating costs and a decrease in internally
allocated costs related to a mid-year 2000 change in methodology. The decline
from a year ago also reflected the sale of the international operations in the
second quarter of 2000. These reductions were partially offset by the addition
of Wachovia.

12

Investment Management

The Investment Management Group (IMG) provides investment, insurance, trust
and private banking services to individuals. The Group also provides
investment-related services, including retirement and custody services,
securities lending and corporate trust to institutions.

Three Months Ended September 30

(Dollars in millions) 2001 2000 % Change
Net interest income-FTE basis ......eeeeeeenenn.. $ 106 $ 104 2%
Non-deposit service charges ................ 182 128 42

Service charges on deposits ................ 4 4

Fiduciary and investment management fees ... 130 151 (14)

Other 1nComEe .. i ittt ittt ettt ettt e eeeeeenn 1 3 (67)
Noninterest income .........c.iiiiiiiiinnnnnnn. 317 286 11

Nine Months

16
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Total FeVENUE it ittt ittt et ettt eeeeeneeanns 423 390 8 1,249
Provision for credit losses .......ceiiiiiinnn 9 2 N/M 25

Salaries and employee benefits ............. 140 142 (1) 430

Other exXpPensSe ...ttt ittt ettt eieeeeeenns 113 110 3 368
Noninterest EXPenSe . ...t iiineeeeenneeeennn ___;;; ___;;; - ___;;é
Pretax income-FTE basis ........ciiiiiinnn ___1;1 ___I;g 18 ___;;;
Tax expense and FTE basis adjustment ......... 60 50 20 160
Net SNCOME ©.vvviveireissiasiiesn a8 101 5 86 18 s 266
Memo: INSUrancCe TeVENUES . ..vevuennenenennnnnn $114.9 $ 85.2 35 $318.8

FINANCIAL PERFORMANCE:

Return on equUity ...ttt it ittt 36% 38% 36%
Efficiency ratio .....iiiii ittt 60 65 64
Headcount—full-time . ...ttt eeeenennnnn 6,253 6,583 (5)%

ENDING BALANCES (in billions):

T 1= o = $ 7.0 $ 6.8 3%
ASSEE S it e e e e e e 8.5 9
Demand deposSits .. ittt ittt 2.1 1.6 31
ST 7 8 o Y = 2.9 1.8 61
TAmE ottt et e et e e e e e e e e e e 3.3 3.8 (13)
Foreign offices ...t iinnnnn. 0.2 0.2 -
Total deposSits w i ii ittt ittt e et e 8.5 7.4 15
CommON EQUILY v vttt ittt ittt et e e e e 1.1 0.9 22
AVERAGE BALANCES (in billions):
TS o 1 $ 6.9 $ 6.6 5% $ 6.9
N == ol 8.2 8 8.
Demand deposSits .. iii ittt ittt 1.9 2.3 (17) 1.9
1= 8 o Y = 2.8 1.8 56 2.7
TamE it ettt e e e e e e e e e 3.3 3.9 (15) 3.3
Foreign offices ...t iennnnn. 0.2 0.2 - 0.2
Total deposSits v ii ittt ittt e et 8.2 8.2 - 8.2
CommON EQUILY v vttt ittt ettt et e e e 1.1 0.9 22 1.0
13
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(Dollars in millions)

CREDIT QUALITY (in millions):
Net charge-offs:
Commercial
Consumer

Total net charge-offs .......
Net charge-off ratios:

Commercial
Consumer

Total net charge-offs .......
Nonperforming assets:

Commercial
Consumer

Total nonperforming loans
Other including OREO

Total nonperforming assets ..

Allowance for loan losses
Allowance to period end loans ..
Allowance to nonperforming loans

Nonperforming assets to related assets

ASSETS UNDER MANAGEMENT

ENDING BALANCES (in billions):
Mutual funds
Other

By type:

Money market
Equity
Fixed income

By channel:

Private client services
Retail brokerage
Institutional
Commercial cash sweep
All other

Morningstar Rankings:

Percentage of customer assets in
ranked funds

Percentage of customer assets in
funds

: BANK ONE CORP - Form 10-Q

Three Months Ended September 30

4 and 5

3+ ranked

N/A
N/A
N/A
N/A

(14)

(19)%
(2)
12
15
25

Nine Months

18
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TRUST ASSETS
ENDING BALANCES:
Trust assets under administration (in billions) . $333.8 N/A

CORPORATE TRUST SECURITIES
ENDING BALANCES:
Corporate trust securities under

administration (in billions) .....uueviiinennenn. $917.1 N/A
14
Three Months Ended September 30 Nine Month
(Dollars in millions) 2001 2000 % Change 2001

RETAIL BROKERAGE:

Mutual fund sales (in millions) S 548 S 625 (12)% $1,721
Annuity sales 683 403 69 1,789
Total sales 1,231 1,028 20 3,510
Number of accounts
—end of period (in thousands) 394 379 4
Market value customer assets
—-end of period (in billions) $ 22.4 $ 24.1 (7)
Number of registered sales representatives 703 694 1
Number of licensed retail bankers 2,985 2,581 16

PRIVATE CLIENT SERVICES:
Number of Private Client advisors 658 777 (15)%
Number of Private Client offices 105 104 1

Client Assets:
Assets under management (in billions) S 48.8 S 60.6 (19)

Ending Balances (in billions):
Loans 6.8 6.6 3
Deposits 7.0 6.7 4

Average Balances (in billions):
Loans 6.8 6.5 5 $
Deposits 6.8 6.8 -

o O
o

Quarterly Results

Investment Management reported third quarter net income of $101 million, up
$15 million, or 18%, from the year-ago quarter, reflecting a $33 million, or 8%,
increase in revenue partially offset by higher provision. Compared to the prior
quarter, net income increased $18 million, or 22%, reflecting modest revenue
growth, lower expenses and lower provision expense.

Period-end assets under management were $130.8 billion, down 2% from the
year—-ago quarter and 1% from the second quarter, driven by the drop in the
equity markets late in the quarter. One Group(R) mutual fund assets under
management increased to $75.3 billion in the third quarter, a 9% increase

19
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year-over-year and a 1% increase from the second quarter. Overall, One Group net
fund flows remained positive. In the third quarter, the mix of assets under
management shifted from equity assets to money market and fixed income as the
equity markets declined. Equity assets declined 13% from the second quarter,
while both money market and fixed income assets increased 6%.

During the third quarter, overall One Group funds performance remained
strong. The percent of client assets in funds rated 4 and 5 by Morningstar at
September 30, 2001, was 61%, up from 54% in the second quarter, while 90% of
assets were in funds rated three stars or higher, down from 95% in the second
quarter.

Net interest income totaled $106 million, up $2 million, or 2%, from the
year—-ago period primarily due to a 5% increase in average loans.

Noninterest income was $317 million, up $31 million, or 11%, from the
year—-ago quarter. Beginning in the 2000 fourth quarter, fees associated with the
in-house administration of the One Group mutual funds were recorded as revenue,
with a corresponding increase in expense. Prior to that, a third-party
administrator incurred such fees and expenses, which totaled $24 million in the
third quarter. Excluding the impact of this change, noninterest income was up $7
million from a year ago and $9 million from the second quarter, driven primarily
by an increase in sales of annuity products.

15

Retail brokerage sales of mutual funds and annuities were $1.2 billion in
the third quarter, an increase of $203 million, or 20%, from the year-ago
quarter, and $90 million, or 8%, from the second gquarter. Annuity sales were
robust with growth rates of 69% from a year ago and 17% from the prior quarter,
partially offset by weaker mutual fund sales.

Noninterest expense of $253 million was essentially unchanged from the
year—-ago quarter. Excluding the expenses associated with the administration of
the One Group funds, non-interest expense declined 8% from the year-ago quarter
and 6% from the second quarter, driven by lower headcount, tighter cost controls
and reduced operating losses. The efficiency ratio in the current quarter was
60%, down from 65% in both the year—-ago and second quarters.

Year-to-Date Results—-Adjusted Basis

Investment Management reported 2001 net income of $266 million, up $20
million, or 8%, from the year ago period. Net interest income was $317 million,
up $12 million, or 4% from 2000.

Noninterest income was $932 million, up $71 million, or 8%, from the year
ago period. Excluding the impact of the in-house administration of the One Group
mutual funds, noninterest income was essentially flat. For the 2001 period,
retail brokerage sales of mutual funds and annuities were $3.5 billion, an
increase of 5%, from the year ago period reflecting an increase in annuity sales
partially offset by slower mutual funds sales.

Noninterest expense was $798 million, up $26 million or 3% from the year
ago period. Excluding the expenses associated with the administration of the One
Group funds, noninterest expense declined 5%, driven by lower headcount and
waste reduction initiatives.

Corporate/Unallocated

20
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Corporate/Unallocated includes Treasury,

unallocated corporate expenses,

and any gains or losses from corporate transactions. Corporate/Unallocated
includes the fixed income and principal investment portfolios previously
reported in Corporate Investments. Results for prior periods conform to the

current line of business organization.

(Dollars in millions)

Net interest income-FTE basis .................

Non-deposit service charges ................
Credit card revenue ..........eeueeeneeeennn
Service charges on deposits ................

Fiduciary and investment management fees

Investment securities losses ........ccoc.0...
A ar= K 5 o o
Other 1ncome ...... .ttt iiteeeneeennnn

Noninterest income .........cuiiiiiiennnnnennn

Total revenue (L10SS) v ittt ittt e te e eeennnn
Provision for credit 1losses ......iiiiiiinnn..

Salaries and employee benefits .............
Other exXpPensSe ...ttt ittt teeieeeeeenns

Noninterest EeXPensSe ... ...t iiiii et teennnneennn

Pretax 10sSsS—FTE DasisS ...t tiinnnnnneeennnnns
Tax benefit and FTE basis adjustment ..........

S A N = =

FINANCIAL PERFORMANCE:

Headcount—-full-time ......... 0.

16

(Dollars in millions)

ENDING BALANCES (in billions):

Three Months Ended September 30

2001 2000 % Change
$ (141) $ (147) 4%
3 N/A
(1) N/A
7 N/A
N/A
(30) N/A
(11) N/A
34 N/A
2 99 (98)
(139) (48) N/M
146 N/A
(44) N/A
102 180 (43)
(241) (228) (6)
(106) (101) 5
$ (135) $(127) (6)
11,786 13,694 (14)%

Three Months Ended September 30

Nine Months

Nine Mont

21
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2= 5 0 = $ 0.4 $ 0.4 -

N i O 49.4 47.3 4%
T = e 21.9 30.5 (28)
CommonN EQUILY v vttt ittt et e e et e e e e e e (0.8) (0.9) 11

AVERAGE BALANCES (in billions):

2= 50 = $ 0.8 $ 0.5 60%
N i O 46.3 45.0 3

I T = e 23.3 26.7 (13)
CommON EQUILY v vttt ittt ettt et e e et (1.1) (0.9) (22)

Quarterly Results

Corporate/Unallocated reported a net loss of $135 million, compared with
net losses of $127 million in the year—-ago quarter and $80 million in the second
quarter.

Net interest expense was $141 million in the third quarter, relatively
unchanged from a year ago. The $99 million improvement from the second quarter
reflected the benefit of lower interest rates.

Noninterest income was $2 million in the third quarter, compared to $99
million in the year-ago quarter and $130 million in the second quarter. The
current quarter included write-downs in the venture capital portfolio that were
partially offset by gains on the sale of investment securities and other
corporate transactions. Noninterest expense was $102 million in the third
quarter, down from $180 million one year ago.

Year-to-Date Results—-Adjusted Basis

Corporate/Unallocated reported a net loss of $303 million, compared with a
net loss of $88 million in the prior year. Venture capital results were the
principal cause of the reduction.

Net interest expense was $582 million, compared to $330 million from the
year ago period. The $252 million decrease was due to management accounting
changes, which transferred income to the lines of business, and lower capital.

Noninterest income declined $332 million to $163 million, or 67%, driven by
deterioration in the equity market which caused declined venture capital
portfolio results. Additionally, the results included gains of $166 million
pretax on corporate transactions, compared with $39 million pretax in the prior
year.

Noninterest expense was $175 million, down 53% from the 2000 period,
reflecting lower asset write-offs and severance-related expenses. The

year-over-year improvement in noninterest expense also reflects the 14% decrease
in headcount.

17

2000 Second Quarter Significant Items
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Results in the nine-months ended September 30, 2000 included the negative
impact of $1.913 billion after tax ($2.940 billion pre-tax), or $1.66 per share,
of significant items. Excluding the impact of these items, operating earnings
for the nine-months ended September 30, 2000 were $1.914 billion, or $1.65 per
diluted share. The tables below reconcile 2000 managed results with results
adjusted for the significant items.

2000 Year to Date Significant Items -- Table 1
Nine Months E
Nine Months September 30,
Ended Nine Months Ended Actual
September 30, September 30, vS.
2001 2000 Nine Months
—————————————————————————————— September 30,
(Dollars in millions) Actual Actual Adjustments Adjusted Actual
Consolidated
Net interest income ........... $10,002 $10,187 S (9) $10,196 S (185)
Noninterest income ............ 4,359 2,898 (1,361) 4,259 1,461
Provision for credit losses ... 4,359 4,406 674 3,732 (47)
Noninterest expense ........... 6,845 8,761 896 7,865 (1,916)
Net dncome ........uiiiueunenn.n. 2,097 1 (1,913) 1,914 2,096
Retail
Net interest income ........... $ 3,790 S 3,668 S (9) S 3,677 S 122
Noninterest income ............ 1,079 537 (425) 962 542
Provision for credit losses ... 692 506 11 495 186
Noninterest expense ........... 2,651 3,058 73 2,985 (407)
Net income ........ciiiiueeennn. 981 406 (328) 734 575
Commercial Banking
Net interest income ........... $ 2,021 $ 2,126 S - $ 2,126 S (105)
Noninterest income ............ 1,187 1,002 (44) 1,046 185
Provision for credit losses ... 749 1,138 628 510 (389)
Noninterest expense ........... 1,650 1,710 1 1,709 (60)
Net income .........ciiiiueeennn. 577 238 (427) 665 339
First USA
Net interest income ........... $ 4,455 S 4,418 S - S 4,418 S 37
Noninterest income ............ 999 435 (460) 895 564
Provision for credit losses ... 2,893 2,757 35 2,722 136
Noninterest expense ........... 1,571 2,309 282 2,027 (738)
Net income (loss) .....ivivo.... 620 (135) (492) 357 755
Investment Management
Net interest income ........... $ 317 S 305 S - S 305 S 12
Noninterest income ............ 932 861 - 861 71
Provision for credit losses ... 25 6 - 6 19
Noninterest expense ........... 798 781 9 772 17
Net income ........iuiiineenn.. 266 240 (6) 246 26
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Corporate / Unallocated

Net interest income ........... S  (582) S (330) S - S (330) S (252)

Noninterest income ............ 163 63 (432) 495 100

Provision for credit losses ... - - - - -

Noninterest expense ........... 175 903 531 372 (728)

Net 10SS t it iteeenennneeenns (303) (748) (660) (88) 445
18

The significant items recorded in the second quarter 2000 by each business
segment and income statement line are summarized as follows:

Business Segments —-- Table 2

Investment
(In millions) Retail Commercial First USA Management

Pretax expense (income) :
Provision for credit 10SS€S ....iiiuiinnennnnn S - $628 S - S -
Writedown of auto lease residuals ........... 307
Repositioning of investment securities
POTrtfolio ittt e e e e e e
Operational and other ............iiiiieennn.. 44 45 27 9
Writedown of interest-only strip ............ 354
Occupancy and fixed asset related ...........
Writedown of purchased credit card
relationship intangibles ................ 275
Writedowns primarily related to planned
loan sales (1) v ittt ittt ettt e e 167
Increase to legal accruals ......ieieennnnn..
Writedown of marketing partnership
AQTEEMENES vttt ittt ettt te e 121

Income Statement line-Table 3
Investment

(In millions) Retail Commercial First USA Management

Pretax expense (income) :
Net interest 1NCOME ... viviitneeeennennnnenn S 9 s - $ - S -
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Provision for credit losses ..........iiunn.. 11 628 35
Noninterest income:

Credit card revenue .........coeeeueneeen. 152

Investment securities losses ............

Trading i e ettt et ettt e e e et e 44

Other income ........ciiiiiiiiennnnnnnnsn 425 308
Total noninterest income .............00..... 425 44 460

Noninterest expense:
Salaries and employee benefits ..........

Other intangible amortization ........... 275
Other exXpense . ....ii ittt teneneeeenns 19 1
Merger-related and restructuring
Charges ittt it e e e e e e e e 54 7
Total noninterest expense .........eeeeeeee.. 73 1 282
Pretax EXPENSE ittt eeeenennneeeenneenns $518 $673 $777

(1) At December 31, 2000, Management discontinued its plan to dispose of these
loans and are now considered part of the general portfolio.

CONSOLIDATED RESULTS
Summary of Financial Results

The Corporation reported net income of $754 million, or $0.64 per diluted
share, for the third quarter of 2001, compared to net income of $581 million, or
$0.50 per diluted share, for the third quarter of 2000.

19

For the nine months ended September 30, 2001, the Corporation reported net
income of $2.097 billion, or $1.78 per diluted share, compared to net income of
$1 million, or a loss of $0.01 per share after preferred dividends, for the nine
months ended September 30, 2000. The year-to-date 2001 results included a $44
million after tax ($69 million pre-tax) charge, or $0.04 per diluted share, for
the cumulative effect of the change in accounting principle (see Note 2 to the
consolidated financial statements). The impact of the 2000 significant items,
noted in tables 1-3 above, amounted to $1.66 per diluted share for the nine
months ended September 30, 2000.

Net Interest Income

Net interest income includes spreads on earning assets as well as items
such as loan fees, cash interest collections on problem loans, dividend income,
interest reversals, and income or expense on derivatives used to manage interest
rate risk. Net interest margin measures how efficiently the Corporation uses its
earning assets and underlying capital.

In order to understand fundamental trends in net interest income, average
earning assets and net interest margins, it is useful to analyze financial
performance on a managed portfolio basis, which adds data on securitized loans
to reported data on loans as presented below:

25
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Three Months Ended September 30

(Dollars in millions) 2001 2000 % Change

Managed:
Net interest income-FTE basis ........cee.... $ 3,450 S 3,346 3%
Average earning assets ......iiiiiii .. 276,239 285,371 (3)
Net interest margin ...........iiiiiiiinee... 4.95% 4.66%

Reported:
Net interest income-FTE basis .......ccee.... $ 2,193 S 2,242 (2)%
Average earning assets .....c.iiiiiiiiiiiee.. 235,352 242,516 (3)
Net interest margin ............ it 3.70% 3.68%

Managed net interest income and net interest margin improved for the third
quarter of 2001 compared to the third quarter of 2000. This improvement
reflected the addition of the Wachovia credit card portfolio as well as the
benefit of lower interest rates. Managed net interest margin for the nine-month
period was unchanged from a year ago, while managed net interest income declined
reflecting reduced loan volumes partially offset by the Wachovia portfolio and
lower interest rates.

Noninterest Income

The components of managed noninterest income for the periods indicated are:

Three Months Ended

September 30 Percent
——————————————————— Increase
(Dollars in millions) 2001 2000 (Decrease)
Non-deposit service charges ........uoeeeeeennnnn. $ 445 $ 382 16%
Credit card revenue (1) i vttt ittt teeeeenennn 372 337 10
Service charges on deposits .......coiiiiiennnn.. 388 320 21
Fiduciary and investment management fees ........ 190 196 (3)
Investment securities gains (losses) ............ (42) 47 N/M
o= T 5 o L 70 58 21
Other income (L1OSS) vt vt ittt tetteeeeeeneeeneenens 35 62 (44)
Managed noninterest income ...........cc...... $1,458 $1,402 4%
(1) Excludes net credit card revenue due to securitization totaling $395

million in 2001 and $332 million in 2000 for the three months ended
September 30. For the nine months ended September 30, the amounts totaled
$892 million in 2001 and $945 million in 2000.
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In order to provide more meaningful trend analysis, credit card fee revenue
and total noninterest income in the above table are shown on a managed basis.
Credit card fee revenue excludes the net interest revenue associated with
securitized credit card receivables. Components of noninterest income that are
primarily related to a single business segment are discussed within that
business segment rather than the consolidated section.

Nine Months En

$

$

10,002
279,219
4.79%

6,496
238,861
3.64%
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Managed non-deposit service charges increased from the year-ago quarter and
prior nine months by $63 million and $153 million, respectively. These increases
were primarily the result of increased annuity sales and fees associated with
the in-house administration of the One Group mutual funds, which the Corporation
began recording as revenue in the 2000 fourth quarter.

Managed credit card revenue in the third quarter of 2001 increased $35
million, or 10%, over the prior year period due to the addition of the Wachovia
portfolio. For the first nine months of 2001, credit card revenue increased $238
million, or 31%, compared to the previous period primarily due to significant
items recorded in 2000 (see table 3 on page 19).

Service charges on deposits increased $68 million for the third quarter of
2001 and $104 million for the first nine months of 2001 compared to the year-ago
periods. A lower rate environment produced a shift to the payment of fees from
net interest income in both these periods due to the lower value of customers'
compensating deposit balances.

Investment securities losses were $42 million for the third quarter of
2001, compared to a gain of $47 million in the third quarter of 2000 and were
primarily attributed to venture capital losses. For the nine months ended
September 30, 2001, investment securities losses were $69 million due to venture
capital losses and changes in market valuation.

Other income for the third quarter decreased $27 million, or 44%, compared
to the previous year. This decrease primarily consists of losses on sale and
write—-downs of assets. For the first nine months of 2001, other income was $288
million compared to a $551 million loss in the first nine months of 2000. This
improvement resulted from significant items recorded in 2000 (see table 3 on
page 19).

Noninterest Expense

The components of noninterest expense for the periods indicated are:

Three Months Ended

September 30 Percent
—————————————————— Increase
(Dollars in millions) 2001 2000 (Decrease)
Salaries and employee benefits:
[ 1= 1= T S 916 S 991 (8)%
Employee benefits ... ..ttt 130 168 (23)
Total salaries and employee benefits .......... 1,046 1,159 (10)
OCCUPANCY EXPENSE v vt e e e e et taeeeeeeeenneeeeeeeannns 175 175 -
EqUipment eXpPensSe ..ttt ittt eeeeeeeeeeannns 107 135 (21)
Outside service fees and processing ................ 303 345 (12)
Marketing and development . ........iiuuiineeneennnnn 212 205 3
Telecommunications ...... ittt eeenennnnns 105 88 19
Other intangible amortization ................co... 30 22 36
Goodwill amortization .........ciiiiiiiiiiiiieee.n 17 17 -
L o0 o L < 308 449 (31)
Total noninterest expense before
merger-related and restructuring charges .... 2,303 2,595 (11)
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Merger-related and restructuring charges ........... - (2) N/M
Total noninterest expense (1) ......ciiiiennn.. $ 2,303 $ 2,593 (11)

0 0} e T ] Y O 75,801 81,291

Efficiency ratio-managed basis ........c.ciiiiiiennn.. 46.9% 54.6%

(1) Certain capitalized expenses have been reclassified from salaries to other

expenses in all periods.
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Components of noninterest expense that are primarily related to a single
business segment are discussed within that business segment rather than the
consolidated section.

Salaries and employee benefits, including certain severance charges, in the
third quarter and first nine months of 2001 declined 10% from the year-ago
periods. These decreases reflected expense savings from reduced headcount, lower
incentive compensation and cost reductions associated with the modification of
the Corporation's benefit plans.

Equipment expense in the third quarter and first nine months of 2001
decreased $28 million and $98 million, respectively, from the year—-ago periods,
primarily due to reduced furniture and equipment rental and lower maintenance
and depreciation expense.

Outside service fees and processing expense decreased $42 million, or 12%,
in the third quarter of 2001 and $259 million, or 23%, for the first nine months
of 2001 compared to the year—-ago periods. These decreases were primarily due to
a reduction in consulting expense. The decrease for the first nine months also
reflected reductions due to contract renegotiations and other waste-reduction
initiatives.

Marketing and development expense increased slightly in the third quarter
of 2001 compared to the prior year quarter due to increased advertising
expenditures for First USA. For the first nine months of 2001, marketing and
development expense decreased $57 million, or 8%, compared to the year-ago
period as continued expense reductions in the Retail line of business more than
offset increased expenditures for First USA.

Other intangible amortization expense increased $8 million in the third
quarter of 2001 compared to the year-ago quarter due to the addition of the
Wachovia credit card business. For the first nine months of 2001 expense
decreased $309 million, or 82%, from the year-ago period, primarily due to
significant items recorded in 2000 (see table 3 on page 19).

Other operating expense in the third quarter and first nine months of 2001
decreased compared to the year-ago periods by $141 million and $624 million,
respectively. These decreases reflected the continuation of the Corporation's
waste-reduction initiatives to lower expenses for such items as travel and
entertainment and other miscellaneous items. Also contributing to the decline in
the first nine months of 2001 were significant items recorded in the second
quarter of 2000 (see table 3 on page 19).

The Corporation successfully converted the Texas/Louisiana deposit system
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during the 2001 third quarter. The Corporation is on track for the Arizona/Utah
conversions in the fourth quarter and is working to complete the remaining
system conversions around year-end 2002.

As previously announced, the Corporation anticipates a roughly $200 million
after-tax restructuring charge in the 2001 fourth quarter for additional
severance and real estate costs to accomplish more rapid expense reductions,
accelerated systems conversions and other consolidations.

Applicable Income Taxes

The Corporation's income before income taxes and the cumulative effect of a
change in accounting principle (see Note 2 to the consolidated financial
statements), as well as applicable income tax expense and effective tax rate for
each of the periods indicated are:

Three Months Ended September 30

(Dollars in millions) 2001 2000

Income (loss) before income taxes and the cumulative

effect of change in accounting principle ........ $1,0093 $833
Applicable income taxes (benefit) ................. 339 252
Effective tax rate . ...ttt iiiiie.n 31.0% 30.3%

Applicable income tax expense or (benefit) for both periods included
benefits for tax—exempt income, tax—-advantaged investments and general business
tax credits, offset by the effect of nondeductible expenses, including goodwill.
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RISK MANAGEMENT

The Corporation's various business activities generate liquidity, market,
credit and operating risks:

Ligquidity risk is the possibility of being unable to meet all current
and future financial obligations in a timely manner.

Market risk is the possibility that changes in future market rates or
prices will make the Corporation's positions less valuable.

Credit risk is the possibility of loss from borrowers and
counterparties failing to perform according to the terms of a
transaction.

Operating risk, among other things, includes the risk of fraud by
employees or persons outside the Corporation, the execution of
unauthorized transactions by employees, and errors relating to
transaction processing and systems.

The following discussion of the Corporation's risk management processes
focuses primarily on developments since June 30, 2001. The Corporation's risk
management processes for liquidity, market, credit and operating risks are
described in detail in the Corporation's 2000 Annual Report on Form 10-K,

Nine Mont
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beginning on page 20.
LIQUIDITY RISK MANAGEMENT

Liquidity is managed in order to preserve stable, reliable and
cost-effective sources of cash to meet all current and future financial
obligations in a timely manner. The Corporation considers strong capital ratios,
credit quality and core earnings essential to retaining high credit ratings and,
consequently, cost-effective access to market liquidity. In addition, a
portfolio of liquid assets, consisting of federal funds sold, deposit placements
and selected highly marketable investment securities, is maintained to meet
short-term demands on liquidity.

The Corporation's ability to attract wholesale funds on a regular basis and
at a competitive cost is fostered by strong ratings from the major credit rating
agencies. The Corporation and its principal banks had the following long- and
short-term debt ratings:

Senior
Short-Term Debt Long-Term Debt
S &P Moody's S & P Moody's
The Corporation (Parent) .........cceiiieee... A-1 P-1 A Aa3
Principal Banks . ...ttt ittt A-1 P-1 A+ Aaz

The Corporation's funding source mix at September 30, 2001 was consistent
with that at June 30, 2001.

MARKET RISK MANAGEMENT
Overview

Market risk refers to potential losses arising from changes in interest
rates, foreign exchange rates, equity prices and commodity prices, as well as
the correlation among these factors and their volatility. The portfolio effect
of engaging in diverse trading activities helps reduce the potential impact of
market risk on earnings. Through its trading activities, the Corporation strives
to take advantage of profit opportunities available in interest and exchange
rate movements. In asset and liability management activities, policies are in
place that are designed to closely manage structural interest rate and foreign
exchange rate risk.
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Value-At-Risk-Trading Activities

The Corporation has developed policies and procedures to manage market risk
through a value-at-risk measurement and control system, through a stress testing
process and through dollar trading limits. The objective of this process is to
quantify and manage market risk in order to limit single and aggregate
exposures.

30



Edgar Filing: BANK ONE CORP - Form 10-Q

Value—-at-risk is intended to measure the maximum fair value the Corporation
could lose on a trading position, given a specified confidence level and time
horizon. Value-at-risk limits and exposure are monitored on a daily basis for
each significant trading portfolio. Stress testing is similar to value-at-risk
except that the confidence level is geared to capture more extreme, less
frequent market events.

The Corporation's value—at-risk calculation measures potential losses in
fair value using a 99% confidence level and a one-day time horizon. This equates
to 2.33 standard deviations from the mean under a normal distribution. This
means that, on average, daily profits and losses are expected to exceed
value—-at-risk one out of every 100 overnight trading days. Value-at-risk is
calculated using various statistical models and techniques for cash and
derivative positions, including options.

The value-at-risk at September 30, 2001 and June 30, 2001 (in millions) is
as follows:

September 30, 2001 June 30, 2001

Risk Type
Interest rate ......iiiiiiiiennn. $12 $11
EQUItYy it e e e 1 1

Aggregate portfolio market risk ......

I <
=
w

I
=
N

The activities covered by the table above reflect trading and other
activities, including certain overseas balance sheet positions that are managed
principally as trading risk. Value-at-risk from commodity price risk and
exchange rate risk was immaterial.

Interest rate risk was the predominant type of market risk incurred during
the third quarter of 2001. At September 30, 2001, approximately 92% of primary
market risk exposures were related to interest rate risk. Exchange rate, equity
and commodity risks accounted for 8% of primary market risk exposures.

Structural Interest Rate Risk Management

Interest rate risk exposure in the Corporation's "core" business
(non—-trading) activities, i.e., asset/liability management ("ALM") position, is
a result of reprice, option and basis risks associated with on- and off-balance
sheet positions. The ALM position is measured and monitored using sophisticated
and detailed risk management tools, including earnings simulation modeling and
economic value of equity sensitivity analysis, to capture both near-term and
longer-term interest rate risk exposures.

Earnings simulation analysis, or earnings-at-risk, measures the sensitivity
of pre-tax earnings to various interest rate movements. The base-case scenario
is established using the implied forward curve. The comparative scenarios assume
an immediate parallel shock of the forward curve in increments of +/- 100 basis
point rate movements. Numerous other scenarios are analyzed, including more
gradual rising or declining rate changes and non-parallel rate shifts. Estimated
earnings for each scenario are calculated over a 12-month and 24-month horizon.
The interest rate scenarios are used for analytical purposes and do not
necessarily represent Management's view of future market movements. Rather,
these are intended to provide a measure of the degree of volatility interest
rate movements may introduce into the earnings and economic value of the
Corporation.
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The Corporation's 1l2-month pre-tax earnings sensitivity profile as of
September 30, 2001 and June 30, 2001 is as follows:

Immediate Change in Rates

(In millions) -100 bp +100 bp
September 30, 2001 ..... 0ttt $ 215 S (300)
June 30, 2001 ...ttt e $ 155 S (163)

The increase in earnings sensitivity during the quarter is primarily due to
the longer duration of the Corporation's earning assets.
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Modeling the sensitivity of earnings to interest rate risk is highly
dependent on the numerous assumptions embedded in the model. While the earnings
sensitivity analysis incorporates Management's best estimate of interest rate
and balance sheet dynamics under various market rate movements, the actual
behavior and resulting earnings impact will likely differ from that projected.

Foreign Exchange Risk Management

Whenever possible, foreign currency-denominated assets are funded with
liability instruments denominated in the same currency. If a liability
denominated in the same currency is not immediately available or desired, a
forward foreign exchange or cross-currency swap contract is used to fully hedge
the risk due to cross-currency funding.

To minimize the capital impact of translation gains or losses measured on
an after-tax basis, the Corporation uses forward foreign exchange contracts to
hedge the exposure created by investments in overseas branches and subsidiaries.

CREDIT RISK MANAGEMENT

In conducting its business operations, the Corporation is exposed to the
risk that borrowers or counterparties may default on their obligations to the
Corporation. These transactions create credit exposure that is reported both on
and off the balance sheet. On-balance sheet credit exposure includes such items
as loans. Off-balance sheet credit exposure includes unfunded credit commitments
and other credit-related financial instruments.

In order to meet its credit risk management objectives, the Corporation
maintains a risk profile that is diverse in terms of borrower concentrations,
product type, and industry and geographic concentrations. Additional
diversification of the Corporation's exposure is accomplished through
syndication of credits, participations, loan sales, securitizations and other
risk-reduction measures.

OPERATING RISK MANAGEMENT

In addition to being exposed to liquidity, market and credit risk, the
Corporation is also exposed to numerous types of operating risk. Operating risk
generally refers to the risk of loss resulting from the Corporation's
operations, including, but not limited to, the risk of fraud by employees or
persons outside the Corporation, the execution of unauthorized transactions by
employees, errors relating to transaction processing and systems, and other
breaches of the internal control system and compliance requirements. This risk
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of loss also includes the potential legal actions that could arise as a result
of the operational deficiency or as a result of noncompliance with applicable
regulatory standards.
CREDIT PORTFOLIO COMPOSITION

Selected Statistical Information

The significant components of credit risk and the related ratios, presented
on a reported basis, for the periods indicated are as follows:

September 30 June 30 March 3
(Dollars in millions) 2001 2001 2001
Loans outstanding . .....iiiiiinini et eeeeennneeeenns $164,251 $166,576 $171,4
AVETXage L1OANS vt i ittt ettt tae et eeeeeeeeee e 165,416 169,140 173, 6
Nonperforming loansS ... v ittt ee oot ee