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PART I—FINANCIAL INFORMATION
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”)

This discussion contains forward-looking statements that are based upon management’s current expectations and are

subject to significant uncertainties and changes in circumstances. Please review ‘“Forward-Looking Statements” for

more information on the forward-looking statements in this Quarterly Report on Form 10-Q (“this Report”). Our actual
results may differ materially from those included in these forward-looking statements due to a variety of factors

including, but not limited to, those described in “Part II—Item 1A. Risk Factors” in this Report and in “Part [—Item 1A. Risk
Factors” in our 2013 Annual Report on Form 10-K (“2013 Form 10-K”). Unless otherwise specified, references to notes

to our consolidated financial statements refer to the notes to our unaudited consolidated financial statements as of

September 30, 2014 included in this Report.

Management monitors a variety of key indicators to evaluate our business results and financial condition. The
following MD&A is intended to provide the reader with an understanding of our results of operations, financial
condition and liquidity by focusing on changes from year to year in certain key measures used by management to
evaluate performance, such as profitability, growth and credit quality metrics. MD&A is provided as a supplement to,
and should be read in conjunction with, our unaudited consolidated financial statements and related notes in this

Report and the more detailed information contained in our 2013 Form 10-K.

SUMMARY OF SELECTED FINANCIAL DATA

The following table presents selected consolidated financial data from our results of operations for the third quarter

and first nine months of 2014 and 2013, and selected comparative balance sheet data as of September 30, 2014 and
December 31, 2013. We also provide selected key metrics we use in evaluating our performance. Certain prior period
amounts have been recast to conform to the current period presentation. The comparability of our results of operations
between reported periods is impacted by the following transactions completed in 2013:

On November 1, 2013, we completed the acquisition of Beech Street Capital, a privately-held, national originator and
servicer of Federal National Mortgage Association (‘“Fannie Mae”), Federal Home Loan Mortgage Corporation (‘“Freddie
Mac”) and Federal Housing Administration (“FHA”) multifamily commercial real estate loans.

On September 6, 2013, we completed the sale of the Best Buy private label and co-branded credit card portfolio to
Citibank, N.A (the “Portfolio Sale”). Pursuant to the agreement we received $6.4 billion for the net portfolio assets.

In 2012, we completed the acquisitions of (i) substantially all of the assets and assumed liabilities of HSBC’s credit
card and private-label credit card business in the United States (other than the HSBC Bank USA, National Association
consumer credit card program and certain other retained assets and liabilities) (the “2012 U.S. card acquisition”); and (ii)
substantially all of the ING Direct business in the United States (“ING Direct”) from ING Groep N.V., ING Bank N.V.,
ING Direct N.V. and ING Direct Bancorp (the “ING Direct acquisition”).

We use the term “Acquired Loans” to refer to a limited portion of the credit card loans acquired in the 2012 U.S. card
acquisition and the substantial majority of consumer and commercial loans acquired in the ING Direct and Chevy
Chase Bank, F.S.B. (“CCB”) acquisitions, which were recorded at fair value at acquisition and subsequently accounted
for based on expected cash flows to be collected (under the accounting standard formerly known as “Statement of
Position 03-3, Accounting for Certain Loans or Debt Securities Acquired in a Transfer,” commonly referred to as “SOP
03-3”). The accounting and classification of these loans may significantly alter some of our reported credit quality
metrics. We therefore supplement certain reported credit quality metrics with metrics adjusted to exclude the impact

of these Acquired Loans. For additional information, see “MD&A—Credit Risk Profile” and “Note 4—Loans.”

Capital One Financial Corporation
(COF)
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Table 1: Consolidated Financial Highlights (Unaudited)()
Three Months Ended September 30, Nine Months Ended September 30,
(Dollars in millions, except per share data

and as noted) 2014 2013 Change 2014 2013 Change
Income statement

Net interest income $4,497 $4,560 1 Y% $13,162 $13,683 4 Y%
Non-interest income 1,142 1,091 5 3,315 3,157 5
Total net revenue® 5,639 5,651 — 16,477 16,840 2 )
Provision for credit losses 993 849 17 2,432 2,496 3 )
Non-interest expense:

Marketing 392 299 31 1,052 946 11
Amortization of intangibles 130 161 (19 ) 409 505 (19 )
Acquisition-related 13 37 (65 ) 54 133 59 )
Operating expenses 2,450 2,612 6 ) 7,381 7,534 2 )
Total non-interest expense 2,985 3,109 4 ) 8,896 9,118 2 )
.Income from continuing operations before 1,661 1.693 2 ) 5.149 5,026 a )
income taxes

Income tax provision 536 575 7 ) 1,696 1,747 3 )
{:;ome from continuing operations, net of 1.125 1118 1 3.453 3.479 a )
;c))(ss from discontinued operations, net of (44 ) (13 ) 238 24 ) (210 ) (89)
Net income 1,081 1,105 2 ) 3,429 3,269 5
Dividends and undistributed earnings

allocated to participating securities S ) 6 ) — (14 ) (4 ) —
Preferred stock dividends (20 ) (13 ) 54 (46 ) (39 ) 18

Net income available to common
shareholders

Common share statistics
Earnings per common share:

$1,056 $1,087 3 ) $3,369 $3,216 5

Basic earnings per common share $1.89 $1.87 1 $5.95 $5.53 8
Diluted earnings per common share 1.86 1.84 1 5.86 5.46 7
Weighted average common shares

outstanding:

Basic 559.9 582.3 4 ) 566.1 581.4 3 )
Diluted 567.9 591.1 4 ) 575.2 589.0 2 )
Dividends per common share $0.30 $0.30 — $0.90 $0.65 38
Average balances

Loans held for investment(® $199.422 $191,135 4 $196,068 $192,547 2
Interest-earning assets 268,890 264,796 2 265,065 267,590 a1 )
Total assets 299,523 294,919 2 296,175 298,347 1 )
Interest-bearing deposits 179,928 186,752 4 ) 181,587 188,877 @ )
Total deposits 205,199 208,340 2 ) 205,783 210,170 2 )
Borrowings 40,314 36,355 11 37,332 38,261 2 )
Common equity 43,489 40,332 8 42,772 40,335 6
Total stockholders’ equity 44,827 41,185 9 43,828 41,188 6

Selected performance metrics
Purchase volume® $57,474 $50,943 13 $161,266 $146,829 10
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Total net revenue margin®®

Net interest margin(®

Return on average assets

Return on average tangible assets(7)
Return on average common equity®)
Return on average tangible common
equity®

Equity-to-assets ratio

Non-interest expense as a % of average
loans held for investment

Efficiency ratio(10)

8.39
6.69
1.50
1.58
10.12

15.73
14.97
5.99

52.93

% 8.54
6.89
1.52
1.60
10.91

17.96
13.96
6.51

55.02

% (15 )bps
(20 )
2 )
2 )
(79 )

(223)
101

(52 )
(209)

8.29
6.62
1.55
1.64
10.58

16.66
14.80
6.05

53.99

% 8.39
6.82
1.55
1.64
11.33

18.75
13.81
6.31

54.14

% (10 )bps
(20 )

(75)
(209)
99

(26 )
(15)

Capital One Financial Corporation
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Three Months Ended September Nine Months Ended September

30, 30,
(Dollars in millions, except per share data and 2014 2013 Change 2014 2013 Change
as noted)
Effecti‘ve income tax rate from continuing 33 34.0 (170) 329 33.4 (50 )
operations
Net charge-offs $756 $917 (18 Y%  $2,499 $2,965 (16 Y%
Net charge-off rate(!) 152 % 192 % (40 )bps 1.70 % 2.05 % (35 )bps
Net charge-off rate (excluding Acquired Loans) 1.73 2.29 (56 ) 1.96 2.48 52)

§gf)tember December 31,

(Dollars in millions except per share data as noted) 2014 2013 Change
Balance sheet (period end)
Loans held for investment(® $201,592 $197,199 2 %
Interest-earning assets 270,001 265,170 2
Total assets 300,202 296,933 1
Interest-bearing deposits 178,876 181,880 (2 )
Total deposits 204,264 204,523 —
Borrowings 42,243 40,654 4
Common equity 42,682 40,779 5
Total stockholders’ equity 44,018 41,632 6
Credit quality metrics (period end)
Allowance for loan and lease losses $4,212 $4,315 (2 )
gltli(c))zv)ance as a % of loans held for investment (“allowance coverage 209 % 2.19 % (10 )bps
Allowance as a % of loans held for investment (excluding Acquired 237 )54 a7 )
Loans)
30+ day performing delinquency rate 2.46 2.63 a7 )
30+ day performing delinquency rate (excluding Acquired Loans) 2.81 3.08 27 )
30+ day delinquency rate 2.76 2.96 20 )
30+ day delinquency rate (excluding Acquired Loans) 3.14 3.46 32 )
Capital ratios12)
Common equity Tier 1 capital ratio 12.73 % N/A o
Tier 1 common ratio N/A 12.19 Y **
Tier 1 risk-based capital ratio 13.31 12.57 74 bps
Total risk-based capital ratio 15.24 14.69 55
Tier 1 leverage ratio 10.64 10.06 58
Tangible common equity (“TCE”) rati) 9.56 8.89 67
Associates
Employees (in thousands), period end(!4 449 45.4 (1 ) %

** Change is not meaningful.
We adopted ASU 2014-01 “Accounting for Investments in Qualified Affordable Housing Projects” (Investments in

(1) Qualified Affordable Housing Projects) as of January 1, 2014. See “Note 1—Summary of Significant Accounting
Policies” for additional information. Prior period results and related metrics have been recast to conform to this
presentation.

@) Total net revenue was reduced by $164 million and $480 million in the third quarter and first nine months of 2014,
respectively, and by $154 million and $611 million in the third quarter and first nine months of 2013, respectively,

9
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for the estimated uncollectible amount of billed finance charges and fees.

3y Loans held for investment includes loans acquired in the CCB, ING Direct and 2012 U.S. card acquisitions. See
“Note 4—Loans” for additional information on Acquired Loans.

@ Consists of credit card purchase transactions, net of returns, for the period for both loans classified as held for
investment and loans classified as held for sale. Excludes cash advance and balance transfer transactions.

5y Calculated based on annualized total net revenue for the period divided by average interest-earning assets for the
period.

) Calculated based on annualized net interest income for the period divided by average interest-earning assets for the
period.
Calculated based on annualized income from continuing operations, net of tax, for the period divided by average

(D tangible assets for the period. See “MD&A—Supplemental Tables—Table A: Reconciliation of Non-GAAP Measures
and Calculation of Regulatory Capital Measures” for additional information.
Calculated based on the annualized sum of (i) income from continuing operations, net of tax; (ii) less dividends and

) undistributed earnings allocated to participating securities; (iii) less preferred stock dividends, for the period,
divided by average common equity. Our calculation of return on average common equity may not be comparable
to similarly titled measures reported by other companies.

Capital One Financial Corporation
(COF)
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Calculated based on the annualized sum of (i) income from continuing operations, net of tax; (ii) less dividends and
undistributed earnings allocated to participating securities; (iii) less preferred stock dividends, for the period,

(o) divided by average tangible common equity. Our calculation of return on average tangible common equity may not
be comparable to similarly titled measures reported by other companies. See “MD&A—Supplemental Tables—Table A:
Reconciliation of Non-GAAP Measures and Calculation of Regulatory Capital Measures” for additional
information.

(10) Calculated based on non-interest expense for the period divided by total net revenue for the period.

«11y Calculated based on annualized net charge-offs for the period divided by average loans held for investment for the

period.
Beginning on January 1, 2014, we calculate our regulatory capital under Basel III Standardized Approach subject
to transition provisions. Prior to the first quarter of 2014, we calculated regulatory capital measures under Basel I.
(12) See “MD&A—Capital Management” and “MD&A—Supplemental Tables—Table A: Reconciliation of Non-GAAP
Measures and Calculation of Regulatory Capital Measures” for additional information, including the calculation of
each of these ratios.
TCE ratio is a non-GAAP measure calculated based on tangible common equity divided by tangible assets. See
(13) “MD&A—Supplemental Tables—Table A: Reconciliation of Non-GAAP Measures and Calculation of Regulatory
Capital Measures” for the calculation of this measure and reconciliation to the comparative GAAP measure.
In the second quarter of 2014, we changed our presentation from total full-time equivalent employees to total
(14) employees. All prior periods have been recast to conform to the current presentation. During this change, we
determined that we had previously understated the total number of full-time equivalent employees by
approximately 7%.

INTRODUCTION

General

We are a diversified financial services holding company with banking and non-banking subsidiaries. Capital One

Financial Corporation and its subsidiaries (the “Company”) offer a broad array of financial products and services to

consumers, small businesses and commercial clients through branches, the internet and other distribution channels. As

of September 30, 2014, our principal subsidiaries included:

.Capital One Bank (USA), National Association (“COBNA”), which offers credit and debit card products, other lending

products and deposit products; and

Capital One, National Association (“CONA”), which offers a broad spectrum of banking products and financial services

to consumers, small businesses and commercial clients.

The Company is hereafter collectively referred to as “we,” “us” or “our.” COBNA and CONA are collectively referred to as

the “Banks.” Certain business terms used in this document are defined in the “Glossary and Acronyms” section and should

be read in conjunction with the consolidated financial statements included in this Report.

We had total loans held for investment of $201.6 billion, deposits of $204.3 billion and stockholders’ equity of $44.0

billion as of September 30, 2014, compared with total loans held for investment of $197.2 billion, deposits of $204.5

billion and stockholders’ equity of $41.6 billion as of December 31, 2013.

Our consolidated total net revenues are derived primarily from lending to consumer and commercial customers net of

funding costs associated with interest on deposits, short-term borrowings and long-term debt. We also earn

non-interest income which primarily consists of interchange income net of reward expenses and service charges and

other customer-related fees. Our expenses primarily consist of the provision for credit losses, operating expenses

(including salaries and associate benefits, occupancy and equipment costs, professional services, communication and

data processing expenses and other miscellaneous expenses), marketing expenses and income taxes.

Our principal operations are currently organized for management reporting purposes into three primary business

segments, which are defined primarily based on the products and services provided or the type of customer served:

Credit Card, Consumer Banking and Commercial Banking. The operations of acquired businesses have been

integrated into our existing business segments. Certain activities that are not part of a segment, such as management of

our corporate investment portfolio and asset/liability management by our centralized Corporate Treasury group, are

11
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included in the Other category.

.Credit Card: Consists of our domestic consumer and small business card lending, national closed-end installment
lending and the international card lending businesses in Canada and the United Kingdom.
Consumer Banking: Consists of our branch-based lending and deposit gathering activities for consumers and small

businesses, national deposit gathering, national auto lending and consumer home loans lending and servicing
activities.

4 Capital One Financial Corporation
(COF)
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Commercial Banking: Consists of our lending, deposit gathering and servicing activities provided to commercial real
estate and commercial and industrial customers. Our commercial and industrial customers typically include
companies with annual revenues between $10 million and $1 billion.
Table 2 summarizes our business segment results, which we report based on income from continuing operations, net
of tax, for the third quarter and first nine months of 2014 and 2013. We provide information on the allocation
methodologies used to derive our business segment results in “Note 19—Business Segments” in our 2013 Form 10-K. We
also provide a reconciliation of our total business segment results to our results based on the accounting principles
generally accepted in the U.S. (“U.S. GAAP”) results in “Note 13—Business Segments” of this Report.
Table 2: Business Segment Results())

Three Months Ended September 30,

2014 2013

Total Net Net Income® Total Net Net Income

Revenue® Revenue® (Loss)®

. . % of % of % of % of

(Dollars in millions) Amount Total Amount Total Amount Total Amount Total
Credit Card $3,473 62 % $624 55 % $3,591 64 % $694 62 %
Consumer Banking 1,604 28 289 26 1,665 29 345 31
Commercial Banking® 561 10 182 16 511 9 162 14
Other® 1 — 30 3 (116 ) (2 ) 83 ) 7 )

Total from continuing operations $5,639 100 % $1,125 100 % $5,651 100 % $1,118 100 %
Nine Months Ended September 30,

2014 2013
Total Net Net Income
2) 3)
Total Net Revenue(® Net Income Revenue? (Loss)®
. s % of % of % of % of
(Dollars in millions) Amount Total Amount Total Amount Total Amount Total
Credit Card $10,083 61 % $1,960 57 % $10,878 64 % $2,099 60 %
Consumer Banking 4,788 29 953 28 4,991 30 1,172 34
Commercial Banking® 1,614 10 490 14 1,491 9 536 15
Other® (8 ) — 50 1 520 ) @3 ) (328 ) (9 )

Total from continuing operations  $16,477 100 % $3,453 100 % $16,840 100 % $3,479 100 %

In the first quarter of 2014, we adopted the proportional amortization method of accounting for Investments in

() Qualified Affordable Housing Projects. See “Note 1—Summary of Significant Accounting Policies” for additional
information. Prior periods have been recast to conform to this presentation.

) Total net revenue consists of net interest income and non-interest income.

(3) Net income for our business segments is reported based on income from continuing operations, net of tax.

@) On investments that generate tax-exempt income or tax credits, we make certain reclassifications to our
Commercial Banking business results to present revenues on a taxable-equivalent basis.

5y Includes the residual impact of the allocation of certain items, our centralized Corporate Treasury group activities,
as well as other items as described in “Note 19—Business Segments” in our 2013 Form 10-K.

EXECUTIVE SUMMARY AND BUSINESS OUTLOOK

We reported net income of $1.1 billion ($1.86 per diluted common share) on total net revenue of $5.6 billion and net

income of $3.4 billion ($5.86 per diluted common share) on total net revenue of $16.5 billion for the third quarter and

first nine months of 2014, respectively. In comparison, we reported net income of $1.1 billion ($1.84 per diluted

common share) on total net revenue of $5.7 billion and net income of $3.3 billion ($5.46 per diluted common share)

on total net revenue of $16.8 billion for the third quarter and first nine months of 2013, respectively.

13
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Beginning on January 1, 2014, we calculate our regulatory capital under the Basel III Standardized Approach subject
to transition provisions. Our common equity Tier 1 capital ratio, as calculated under the Basel III Standardized
Approach, including transition

Capital One Financial Corporation
(COF)
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provisions, was 12.73% as of September 30, 2014. Our Tier 1 common ratio, as calculated under Basel I, was 12.19%
as of December 31, 2013. These numbers are not directly comparable due to methodological differences in the
calculation of the ratios.

On March 26, 2014, we announced that our Board of Directors had authorized the repurchase of up to $2.5 billion of
shares of our common stock (2014 Stock Repurchase Program™). During the second and third quarters of 2014, we
have repurchased approximately $1.5 billion of common stock and expect to complete the 2014 Stock Repurchase
Program by the end of the first quarter of 2015. See “Capital Management” below for additional information.

Below are additional highlights of our performance in the third quarter and first nine months of 2014. These highlights
generally are based on a comparison between the results of the third quarter and first nine months of 2014 and 2013,
except as otherwise noted. The changes in our financial condition and credit performance are generally based on our
financial condition and credit performance as of September 30, 2014, compared to December 31, 2013. We provide a
more detailed discussion of our financial performance in the sections following this “Executive Summary and Business
Outlook.”

Total Company

Earnings: Our net income decreased by $24 million in the third quarter of 2014, or 2%, to $1.1 billion, and our net
income increased by $160 million in the first nine months of 2014, or 5%, to $3.4 billion, compared to $3.3 billion for
the first nine months of 2013. The increase in net income for the first nine months of 2014 was driven by (i) a net
provision of $19 million for mortgage representation and warranty losses (which includes a benefit of $15 million
before taxes in continuing operations and a provision of $34 million before taxes in discontinued operations) for the
first nine months of 2014, compared to a net provision of $276 million (which includes a benefit of $27 million before
taxes in continuing operations and a provision of $303 million before taxes in discontinued operations) for the first
nine months of 2013; (ii) lower non-interest expenses due to lower amortization of intangibles, acquisition-related
costs and the provision for litigation matters; (iii) a decrease in interest expense due to lower funding costs; and (iv) a
decrease in provision for credit losses driven by a lower net charge-offs partially offset by a lower release in the
allowance for loan and lease losses. These items were partially offset by a decrease in net interest income attributable
to lower average interest-earning assets partly due to the Portfolio Sale.

Loans Held for Investment: Period-end loans held for investment increased by $4.4 billion, or 2%, in the first nine
months of 2014, to $201.6 billion as of September 30, 2014, from $197.2 billion as of December 31, 2013. The
increase was due to commercial and industrial and commercial and multifamily real estate loan growth in our
Commercial Banking business, and continued strong auto loan originations outpacing the run-off of the acquired
home loan portfolio in our Consumer Banking business. Overall, there was a decline in our credit card loan portfolio
primarily due to seasonality, partially offset by loan growth in the second and third quarters of 2014.

Net Charge-off and Delinquency Statistics: Our net charge-off rate decreased by 40 basis points to 1.52% in the third
quarter of 2014, compared to 1.92% in the third quarter of 2013, and our net charge-off rate decreased by 35 basis
points in the first nine months of 2014, to 1.70%, compared to 2.05% for the first nine months of 2013. The extremely
low net charge-off rate in the third quarter 2014, based on our historical trends, was largely due to continued
economic improvement and portfolio seasoning. Our reported 30+ day delinquency rate declined to 2.76% as of
September 30, 2014, from 2.96% as of December 31, 2013, and 2.88% as of September 30, 2013. The decrease from
December 31, 2013 was primarily due to seasonality and strong credit performance. We provide additional
information on our credit quality metrics below under “Business Segment Financial Performance” and “Credit Risk
Profile.”

Allowance for Loan and Lease Losses: Our allowance for loan and lease losses decreased by $103 million from $4.3
billion as of December 31, 2013 and increased by $214 million, from $4.0 billion as of June 30, 2014, to $4.2 billion
as of September 30, 2014. The allowance coverage ratio declined to 2.09% as of September 30, 2014, from 2.19% as
of December 31, 2013. The release in allowance for loan and lease losses in the first and second quarters of 2014 was
mainly due to credit improvements, partially offset by a build in the third quarter of 2014 driven by loan growth and
higher delinquency inventories increasing our loss expectations.
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Representation and Warranty Reserve: The mortgage representation and warranty reserve decreased by $92 million to
$1.1 billion as of September 30, 2014, from $1.2 billion as of December 31, 2013. We recorded a net provision for
mortgage representation and warranty losses of $19 million (which includes a benefit of $15 million before taxes in
continuing operations and provision of $34 million before taxes in discontinued operations) in the first nine months of

2014. The decrease in representation and warranty reserve was primarily driven by claims paid and legal
developments.

6 Capital One Financial Corporation
(COF)
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Business Segment Financial Performance

Credit Card: Our Credit Card business generated net income from continuing operations of $624 million and
$2.0 billion in the third quarter and first nine months of 2014, respectively, compared with net income from
continuing operations of $694 million and $2.1 billion in the third quarter and first nine months of 2013,
respectively. The decreases in net income for the third quarter of 2014 compared to the third quarter of 2013,
was due to lower net revenue driven by the Portfolio Sale in the third quarter of 2013 and higher provision for
credit losses due to a build in the allowance for loan and lease losses driven by loan growth partially offset by
lower net charge-offs. These drivers were partially offset by a lower provision for litigation matters and
operating efficiencies. The decrease in net income for the first nine months of 2014 compared to the first nine
months of 2013 was driven by lower net revenue associated with the Portfolio Sale in the third quarter of 2013,
partially offset by a lower provision for credit losses driven by lower net charge-offs and lower non-interest
expenses. Period-end loans held for investment in our Credit Card business decreased by $674 million to $80.6
billion as of September 30, 2014 from $81.3 billion as of December 31, 2013. The decrease was largely due to
seasonality, partially offset by growth in the domestic card loan portfolio in the second and third quarters of
2014.

Consumer Banking: Our Consumer Banking business generated net income from continuing operations of $289
million and $953 million in the third quarter and first nine months of 2014, respectively, compared with net income
from continuing operations of $345 million and $1.2 billion in the third quarter and first nine months of 2013,
respectively. The decrease in net income for these periods was primarily attributable to compression in deposit
spreads in retail banking, partially offset by higher net interest income generated by growth in our auto loans.
Period-end loans held for investment in our Consumer Banking business increased by $299 million to $71.1 billion as
of September 30, 2014, from $70.8 billion as of December 31, 2013, due to growth in our auto loan portfolio
outpacing the run-off in our acquired home loan portfolio.

Commercial Banking: Our Commercial Banking business generated net income from continuing operations of $182
million and $490 million in the third quarter and first nine months of 2014, respectively, compared with net income
from continuing operations of $162 million and $536 million in the third quarter and first nine months of 2013,
respectively. The increase in net income for the third quarter 2014 compared to the third quarter 2013 was primarily
driven by higher net revenue related to growth in our commercial loan portfolio, partially offset by increases in
operating expenses associated with continued investments in business growth and the Beech Street Capital
acquisition. The decrease in net income for the first nine months of 2014 compared to the first nine months of 2013
was primarily due to a higher provision for credit losses, reflecting an allowance build in the first nine months of 2014
compared to an allowance release in the first nine months of 2013. Period-end loans held for investment in our
Commercial Banking business increased by $4.8 billion to $49.8 billion as of September 30, 2014, from $45.0 billion
as of December 31, 2013. The increase was driven by strong loan originations in the commercial and industrial and
commercial and multifamily real estate businesses.

Business Outlook

We discuss below our current expectations regarding our total company performance and the performance of each of
our business segments over the near-term based on market conditions, the regulatory environment and our business
strategies as of the time we filed this Report. The statements contained in this section are based on our current
expectations regarding our outlook for our financial results and business strategies. Our expectations take into
account, and should be read in conjunction with, our expectations regarding economic trends and analysis of our
business as discussed in “Part —Item 1. Business” and “Part [—Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations” in our 2013 Form 10-K. Certain statements are forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995. Actual results could differ materially
from those in our forward-looking statements. Except as otherwise disclosed, forward-looking statements do not
reflect: (i) any change in current dividend or repurchase strategies; (ii) the effect of any acquisitions, divestitures or
similar transactions that have not been previously disclosed; or (iii) any changes in laws, regulations or regulatory
interpretations, in each case after the date as of which such statements are made. See “Forward-Looking Statements” in
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this Report for more information on forward-looking statements included in this Report and “Item 1A. Risk Factors” in
our 2013 Form 10-K for factors that could materially influence our results.

Total Company Expectations

We continue to expect 2014 pre-provision earnings, excluding non-recurring items, of approximately $10 billion. On a
quarterly basis, we expect both operating expenses and marketing to increase in the fourth quarter of 2014. On an
annual basis, we expect operating expenses and marketing to be higher in 2015 than 2014. Both the quarterly and
annual expectations are driven by loan

Capital One Financial Corporation
(COF)
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growth, as well as investments to drive future growth, be a digital leader and keep pace with rising industry regulatory
requirements. We expect that future card growth will likely drive allowance builds in coming quarters.
We expect growth in full-year revenues in 2015, driven by strong growth in average loans. While the efficiency ratio
will vary from quarter to quarter, we expect the full-year 2015 efficiency ratio to be between 53% and 54%, excluding
non-recurring items.
The Federal Reserve did not object to our capital plan submitted in the 2014 CCAR cycle. Pursuant to the capital plan,
we expect to maintain our quarterly dividend of $0.30 per share, subject to approval by the Board of Directors. In
addition, the Board of Directors authorized the establishment of a share repurchase program to repurchase up to $2.5
billion of shares of our common stock through the end of the first quarter of 2015. Under this program, we
repurchased approximately $1.5 billion of our shares in the second and third quarters of 2014, and we expect to
repurchase an additional $1.0 billion over the next two quarters.
The timing and exact amount of any common stock repurchases will depend on various factors, including market
conditions, our capital position and amount of our retained earnings. Our 2014 Stock Repurchase Program does not
include specific price targets, may be executed through open market purchases or privately negotiated transactions,
including utilizing Rule 10b5-1 programs, and may be suspended at any time. See “MD&A—Capital Management—Capital
Planning and Regulatory Stress Testing” for more information.
Business Segment Expectations
Credit Card: In our Domestic Card business, we expect increases in the net charge-off rate in the fourth quarter of
2014 and first quarter of 2015 primarily driven by seasonality. Longer term, we expect loan growth to impact the
Domestic Card net charge-off rate in 2015. While this impact on the net charge-off rate will be modest at first, we
expect it to grow throughout 2015. Overall, we expect the quarterly Domestic Card net charge-off rate throughout
2015 to be in the mid-to-high three percent range. We also expect allowance additions resulting primarily from future
loan growth. We believe that our Domestic Card business continues to be well-positioned and will continue to deliver
strong and resilient returns.
Consumer Banking: In our Consumer Banking business, we expect auto returns will continue to decline, but remain
within ranges that support an attractive business. In addition, we expect the impact of the prolonged low interest rate
environment to continue to pressure the returns of our retail banking business, even if rates rise in 2015.
Commercial Banking: In our Commercial Banking business, competition continues to increase, pressuring margins
and returns. As competition continues to increase, we expect the pace of the growth in our Commercial Banking
business will be slower in 2015 and closer to overall industry growth rates. We continue to expect our focused and
specialized approach to deliver strong results in 2015.
CRITICAL ACCOUNTING POLICIES AND ESTIMATES
The preparation of financial statements in accordance with U.S. GAAP requires management to make a number of
judgments, estimates and assumptions that affect the reported amount of assets, liabilities, income and expenses in the
consolidated financial statements. Understanding our accounting policies and the extent to which we use management
judgment and estimates in applying these policies is integral to understanding our financial statements. We provide a
summary of our significant accounting policies under “Note l—Summary of Significant Accounting Policies” in our 2013
Form 10-K.
We have identified the following accounting policies as critical because they require significant judgments and
assumptions about highly complex and inherently uncertain matters and the use of reasonably different estimates and
assumptions could have a material impact on our reported results of operations or financial condition. These critical
accounting policies govern:
Loan loss reserves
Asset impairment
Fair value of financial instruments
Representation and warranty reserves

Customer rewards

reserves
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We evaluate our critical accounting estimates and judgments on an ongoing basis and update them, as necessary,
based on changing conditions. Management has discussed each of these critical accounting policies, related estimates
and judgments with the Audit Committee of the Board of Directors.

We provide additional information on our critical accounting policies and estimates under “MD&A—Ceritical Accounting
Policies and Estimates” in our 2013 Form 10-K.

ACCOUNTING CHANGES AND DEVELOPMENTS

Accounting for Investments in Qualified Affordable Housing Projects

In January 2014, the Financial Accounting Standards Board (“FASB”) issued guidance permitting an entity to account
for Investments in Qualified Affordable Housing Projects using the proportional amortization method, if certain
criteria are met. The proportional method amortizes the cost of the investment over the period in which the investor
expects to receive tax credits and other tax benefits, and the resulting amortization is recognized as a component of
income taxes attributable to continuing operations. Historically, these investments were under the equity method of
accounting and the passive losses related to the investments were recognized within non-interest expense. Prior period
results and related metrics have been recast. See “Note ] —Summary of Significant Accounting Policies” for more
information.

CONSOLIDATED RESULTS OF OPERATIONS

The section below provides a comparative discussion of our consolidated financial performance for the third quarter
and first nine months of 2014 and 2013. Following this section, we provide a discussion of our business segment
results. You should read this section together with our “Executive Summary and Business Outlook,” where we discuss
trends and other factors that we expect will affect our future results of operations.

Net Interest Income

Net interest income represents the difference between the interest income, including certain fees, earned on our
interest-earning assets and the interest expense on our interest-bearing liabilities. Interest-earning assets include loans,
investment securities and other interest-earning assets and interest-bearing liabilities include interest-bearing deposits,
securitized debt obligations, senior and subordinated notes, and other borrowings. Generally, we include in interest
income any past due fees on loans that we deem collectible. Our net interest margin, based on our consolidated results,
represents the difference between the yield on our interest-earning assets and the cost of our interest-bearing liabilities,
including the notional impact of non-interest bearing funding. We expect net interest income and our net interest
margin to fluctuate based on changes in interest rates and changes in the amount and composition of our
interest-earning assets and interest-bearing liabilities.

Capital One Financial Corporation
(COF)
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Table 3 below presents, for each major category of our interest-earning assets and interest-bearing liabilities, the

average outstanding balances, interest income earned, interest expense incurred, average yield and rate for the third

quarter and first nine months of 2014 and 2013.
Table 3: Average Balances, Net Interest Income and Net Interest Yield)
Three Months Ended September 30,

(Dollars in millions)

Assets:

Interest-earning assets:

Loans:

Credit card:

Domestic credit card

International credit card

Total credit card

Consumer banking

Commercial banking

Other

Total loans, including loans held for sale
Investment securities

Cash equivalents and other interest-earning
assets

Total interest-earning assets

Cash and due from banks

Allowance for loan and lease losses
Premises and equipment, net

Other assets

Total assets

Liabilities and stockholders’ equity:
Interest-bearing liabilities:

Deposits

Securitized debt obligations

Senior and subordinated notes

Other borrowings

Total interest-bearing liabilities
Non-interest bearing deposits

Other liabilities

Total liabilities

Stockholders’ equity

Total liabilities and stockholders’ equity
Net interest income/spread

Impact of non-interest bearing funding
Net interest margin

10

2014

Average
Balance

$71,776
7,710
79,486
71,237
49,218
125
200,066
62,582

6,242

$268,890
2,907
(3,995 )
3,778
27,943
$299,523

$179,928
10,110
17,267
12,937
$220,242
25,271
9,183
254,696
44,827
$299,523

Interest
Income/
Expense@()

$ 2,594
317
2911
1,100
417

35
4,463
398

26
$ 4,887

$ 271
32
71
16
$ 390

$ 4,497

Yield/
Rate

2013

Average
Balance

1446 % $74,421

16.45
14.65
6.18
3.39
112.00
8.92
2.54

1.67
7.27

0.60
1.27
1.64
0.49
0.71

6.56
0.13
6.69

7,782
82,203
71,886
41,584
166
195,839
63,317

5,640

$264,796
2,553
(4,408 )
3,784
28,194
$294,919

$186,752
10,243
12,314
13,798
$223,107
21,588
9,039
253,734
41,185
$294,919

%

Capital One Financial Corporation

(COF)

Interest
Income/
Expense@()

$ 2,738
318
3,056
1,112
402

4,579
396

23

$ 4,998

$ 309
42
76
11
$ 438

$ 4,560

Yield/

Rate

14.72
16.35
14.87
6.19
3.87
21.69
9.35
2.50

1.63
7.55

0.66
1.64
247
0.32
0.79

6.76
0.13
6.89

%

%
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(Dollars in millions)

Assets:

Interest-earning assets:

Loans:

Credit card:

Domestic credit card

International credit card

Total credit card

Consumer banking

Commercial banking

Other

Total loans, including loans held for sale
Investment securities

Cash equivalents and other interest-earning
assets

Total interest-earning assets

Cash and due from banks

Allowance for loan and lease losses
Premises and equipment, net

Other assets

Total assets

Liabilities and stockholders’ equity:
Interest-bearing liabilities:

Deposits

Securitized debt obligations

Senior and subordinated notes

Other borrowings

Total interest-bearing liabilities
Non-interest bearing deposits

Other liabilities

Total liabilities

Stockholders’ equity

Total liabilities and stockholders’ equity
Net interest income/spread

Impact of non-interest bearing funding
Net interest margin

Nine Months Ended September 30,

2014

Average
Balance

$70,321
7,674
77,995
71,042
47,324
131
196,492
62,411

6,162

$265,065
2,853
4,132 )
3,808
28,581
$296,175

$181,587
10,419
15,822
11,091
$218,919
24,196
9,232
252,347
43,828
$296,175

Interest
Income/
Expense@()

$ 7,491
954
8,445
3,297
1,224
83
13,049
1,223

80
$ 14,352

$ 819
109
226

36

$ 1,190

$ 13,162

Yield/

Rate

14.20
16.58
14.44
6.19
3.45
84.48
8.85
2.61

1.73
7.22

0.60
1.39
1.90
0.43
0.72

6.50
0.12
6.62

%

%

2013

Average
Balance

$76,493
7,998
84,491
73,127
39,909
174
197,701
63,725

6,164

$267,590
2,401
(4,653 )
3,750
29,259
$298,347

$188,877
10,975
12,331
14,955
$227,138
21,293
8,728
257,159
41,188
$298,347

Interest Yield/
Income/ Rate
Expense@()
$ 8,336 14.53 %
970 16.17
9,306 14.69
3,309 6.03
1,158 3.87
51 39.08
13,824 9.32
1,161 243
74 1.60
$ 15,059 7.50
$ 953 0.67
143 1.74
240 2.60
40 0.36
$ 1,376 0.81
$ 13,683 6.69
0.13
682 %

In the first quarter of 2014, we adopted the proportional amortization method of accounting for Investments in
() Qualified Affordable Housing Projects. See “Note 1—Summary of Significant Accounting Policies” for additional
information. Prior periods have been recast to conform to this presentation.
Past due fees included in interest income totaled approximately $368 million and $1.1 billion in the third quarter
) and first nine months of 2014, respectively, and $440 million and $1.4 billion in the third quarter and first nine

months of 2013, respectively.
3

23



Edgar Filing: CAPITAL ONE FINANCIAL CORP - Form 10-Q

Interest income and interest expense and the calculation of average yields on interest-earning assets and average
rates on interest-bearing liabilities include the impact of hedge accounting.
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Net interest income decreased by $63 million, or 1%, from the third quarter of 2013 to $4.5 billion in the third quarter
of 2014. Net interest income decreased by $521 million, or 4% from the first nine months of 2013 to $13.2 billion in
the first nine months of 2014. These decreases were primarily driven by the Portfolio Sale in 2013, partially offset by
growth in lower yielding commercial and auto loans, lower fundings costs and higher yielding investment securities.
Average Interest-Earning Assets: The increase in average interest-earning assets in the third quarter of 2014,
compared to the third quarter of 2013 was due to continued strong growth in commercial, auto and credit card loans,
partially offset by the run-off in our acquired home loan portfolio within our Consumer Banking business and the
Portfolio Sale in the third quarter of 2013. The decrease in average interest-earning assets in the first nine months of
2014 compared to the first nine months of 2013, was primarily driven by the Portfolio Sale in the third quarter of
2013, the run-off in our acquired home loan portfolio within our Consumer Banking business, partially offset by
continued strong growth in commercial, auto and credit card loans. The decrease in average investment securities was
due to sales and paydowns outpacing purchases.

Net Interest Margin: The decrease in our net interest margin in the third quarter of 2014, compared to the third quarter
of 2013, and in the first nine months of 2014, compared to the first nine months of 2013, was primarily due to lower
average loan yields driven by the Portfolio Sale in 2013 and a shift in the mix of the loan portfolio to lower yielding
commercial and auto loans, partially offset by a reduction in our cost of funds and higher yielding investment
securities.

Table 4 displays the change in our net interest income between periods and the extent to which the variance is
attributable to: (i) changes in the volume of our interest-earning assets and interest-bearing liabilities; or (ii) changes
in the interest rates related to these assets and liabilities.

Table 4: Rate/Volume Analysis of Net Interest Income™®)

Three Months Ended Nine Months Ended September
September 30, 30,
2014 vs 2013 2014 vs. 2013
. Total Total
(Dollars in millions) . Volume Rate . Volume Rate
Variance Variance
Interest income:
Loans:
Credit card $(145 ) $(100 ) $45 ) $(@861 ) $(706 ) $(155 )
Consumer banking (12 ) (10 ) 2 ) (12 ) (94 ) 82
Commercial banking 15 65 (50 ) 66 192 (126 )
Other 26 2 ) 28 32 (13 ) 45
Total loans, including loans held for sale (116 ) 47 ) (69 Yy (775 ) (621 ) (154 )
Investment securities 2 5 ) 7 62 24 ) 86
Cash equivalents and other interest-earning assets 3 2 1 6 — 6
Total interest income (111 ) (50 ) (61 )y (707 ) (645 ) (62 )
Interest expense:
Deposits (38 ) (11 ) (27 ) (134 ) (36 ) (98 )
Securitized debt obligations (10 ) — (10 ) (34 ) (7 ) (27 )
Senior and subordinated notes (5 ) 20 (25 )y (14 ) 50 (64 )
Other borrowings 5 (1 ) 6 4 ) (10 ) 6
Total interest expense (48 ) 8 (56 ) (186 ) (3 ) (183 )
Net interest income $63 ) $(58 ) $(5 ) $(521 ) $(642 ) $121

(1) We calculate the change in interest income and interest expense separately for each item. The portion of interest
income or interest expense attributable to both volume and rate is allocated proportionately when the calculation
results in a positive value. When the portion of interest income or interest expense attributable to both volume and
rate results in a negative value, the total amount is allocated to volume or rate, depending on which amount is
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Non-Interest Income

Non-interest income primarily consists of interchange income net of rewards expense, service charges and other
customer-related fees and other non-interest income. Other non-interest income includes the pre-tax net provision
(benefit) for mortgage representation and warranty losses related to continuing operations. It also includes gains and
losses from the sale of investment securities, gains and losses on derivatives not accounted for in hedge accounting
relationships, as well as hedge ineffectiveness.

Table 5 displays the components of non-interest income for the third quarter and first nine months of 2014 and 2013.
Table 5: Non-Interest Income

Three Months Nine Months Ended

Ended September

30, September 30,
(Dollars in millions) 2014 2013 2014 2013
Service charges and other customer-related fees $471 $530 $1,405 $1,614
Interchange fees, net 523 476 1,498 1,407
Net other-than-temporary impairment O ) (11 ) (15 ) (40 )
Other non-interest income:
Benefit for mortgage representation and warranty losses(!) — 13 15 27
Net gains from the sale of investment securities 6 — 18 3
Net fair value gains (losses) on free-standing derivatives 11 (8 ) 37 (11 )
Other 140 91 357 157
Total other non-interest income 157 96 427 176
Total non-interest income $1,142 $1,091 $3,315 $3,157

Represents the benefit for mortgage representation and warranty losses recorded in continuing operations. For the
(1) total impact to the net provision for mortgage representation and warranty losses, including the portion recognized
on our consolidated statements of income as a component of discontinued operations, see “MD&A—Consolidated
Balance Sheets Analysis—Table 14: Changes in Representation and Warranty Reserve.”
Non-interest income increased by $51 million, or 5%, to $1.1 billion in the third quarter of 2014, and by $158 million,
or 5%, to $3.3 billion in the first nine months of 2014, from $3.2 billion in the first nine months of 2013. The main
driver for the increases in non-interest income was an increase in interchange fees, net, due to strong purchase volume
in our credit card loan portfolio, partially offset by a decline in our service charges and other customer-related fees.
Provision for Credit Losses
Our provision for credit losses in each period is driven by net charge-offs, changes to the allowance for loan and lease
losses and changes to the reserve for unfunded lending commitments. We recorded a provision for credit losses of
$993 million and $2.4 billion in the third quarter and first nine months of 2014, respectively, compared with $849
million and $2.5 billion in the third quarter and first nine months of 2013, respectively.
The increase in the provision for credit losses of $144 million in the third quarter of 2014 compared to the third
quarter of 2013 was primarily driven by an increase in the allowance for loan and lease losses due to higher loan
volumes and higher delinquencies in the domestic card loan portfolio, partially offset by lower net charge-offs.
The decrease in the provision for credit losses of $64 million in the first nine months of 2014 compared to the first
nine months of 2013, due to lower net charge-offs driven by improved credit, partially offset by a smaller release of
our allowance for loan and lease losses.
We provide additional information on the provision for credit losses and changes in the allowance for loan and lease
losses within “Credit Risk Profile—Summary of Allowance for Loan and Lease Losses,” “Note 4—Loans” and
“Note 5—Allowance for Loan and Lease Losses.” For information on the allowance methodology for each of our loan
categories, see “Note 1—Summary of Significant Accounting Policies” in our 2013 Form 10-K.
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Non-Interest Expense

Non-interest expense consists of ongoing operating costs, such as salaries and associate benefits, occupancy and
equipment costs, professional services, communications and data processing expenses and other miscellaneous
expenses, as well as marketing costs, acquisition-related expenses and amortization of intangibles.

Table 6 displays the components of non-interest expense for the third quarter and first nine months of 2014 and 2013.
Table 6: Non-Interest Expense()(@)

Three Months Nine Months Ended

Ended September

30, September 30,
(Dollars in millions) 2014 2013 2014 2013
Salaries and associate benefits $1,128 $1,152  $3,414  $3,365
Occupancy and equipment 419 376 1,271 1,104
Marketing 392 299 1,052 946
Professional services 304 328 887 990
Communications and data processing 196 225 595 677
Amortization of intangibles 130 161 409 505
Other non-interest expense:
Collections 90 114 287 362
Fraud losses 67 56 197 161
Bankcard, regulatory and other fee assessments 118 151 345 431
Other 141 247 439 577
Other non-interest expense 416 568 1,268 1,531
Total non-interest expense $2,985 $3,109 $8,896 $9,118

In the first quarter of 2014, we adopted the proportional amortization method of accounting for Investments in
() Qualified Affordable Housing Projects. See “Note 1—Summary of Significant Accounting Policies” for additional
information. Prior periods have been recast to conform to this presentation.
Includes acquisition-related costs of $13 million and $54 million in the third quarter and first nine months of 2014,
(2) respectively, as compared with $37 million and $133 million in the third quarter and first nine months of 2013,
respectively. These amounts are comprised of transaction costs, legal and other professional or consulting fees,
restructuring costs, and integration expense.
Non-interest expense decreased by $124 million, or 4%, to $3.0 billion in the third quarter of 2014, from $3.1 billion
in the third quarter of 2013. Non-interest expense decreased by $222 million, or 2%, to $8.9 billion in the first nine
months of 2014, from $9.1 billion in the first nine months of 2013. The decreases reflect a decline in the amortization
of intangibles and a reduction in acquisition-related costs and provision for litigation matters. These were partially
offset by (i) higher operating expenses attributable to growth in our commercial and auto loan portfolios; (ii) the
change to include auto repossession-related expenses as a component of operating expenses (prior to January 1, 2014
these costs were reported as a component of net charge-offs); and (iii) higher marketing expenses associated with loan
growth, partially offset by lower bankcard, regulatory and other fee assessments and communication and data
processing expenses.
Income Taxes
We recorded income tax provisions of $536 million (32.3% effective income tax rate) and $1.7 billion (32.9%
effective income tax rate) in the third quarter and first nine months of 2014, respectively, compared to income tax
provisions of $575 million (34.0% effective income tax rate) and $1.7 billion (33.4% effective income tax rate) in the
third quarter and first nine months of 2013, respectively. The decrease in our effective income tax rate in the third
quarter of 2014 from the third quarter of 2013, was primarily attributable to increased tax credits and tax exempt
income, as well as the absence of $19 million in discrete tax expense that occurred in the third quarter of 2013. The
decrease in our effective income tax rate in the first nine months of 2014 from the first nine months of 2013 was
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primarily attributable to increased tax credits and tax exempt income, and certain state tax rate reductions, partially
offset by increased discrete tax expense. Our effective income tax rate, excluding the impact of discrete tax items
discussed above, was 32.3% and 32.4% in the third quarter and first nine months of 2014, and 32.8%, and 33.0% in
the third quarter and first nine months of 2013, respectively.
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We provide additional information on items affecting our income taxes and effective tax rate in our 2013 Form 10-K
in “Note 17—Income Taxes.”

Loss from Discontinued Operations, Net of Tax

Loss from discontinued operations reflects ongoing costs, which primarily consist of mortgage loan repurchase
representation and warranty charges, related to the mortgage origination operations of GreenPoint Mortgage Funding,
Inc.’s (“GreenPoint”) wholesale mortgage banking unit that we closed in 2007. Loss from discontinued operations, net of
tax, was $44 million and $24 million for the third quarter and first nine months of 2014, respectively, compared to a
loss from discontinued operations of $13 million and $210 million for the third quarter and first nine months of 2013,
respectively. The pre-tax portions of the net provision for mortgage representation and warranty losses recognized on
our consolidated statements of income as a component of discontinued operations were provisions of $70 million ($44
million net of tax) and $34 million ($21 million net of tax) in the third quarter and first nine months of 2014,
respectively, and provisions of $9 million ($6 million net of tax) and $303 million ($190 million net of tax) in the
third quarter and first nine months of 2013, respectively.

We provide additional information on the net provision for mortgage representation and warranty losses and the
related reserve for representation and warranty claims in “Consolidated Balance Sheets Analysis—Mortgage
Representation and Warranty Reserve” and “Note 14—Commitments, Contingencies, Guarantees, and Others.”
BUSINESS SEGMENT FINANCIAL PERFORMANCE

Our principal operations are currently organized into three major business segments, which are defined based on the
products and services provided or the type of customer served: Credit Card, Consumer Banking and Commercial
Banking. The operations of acquired businesses have been integrated into our existing business segments. Certain
activities that are not part of a segment, such as management of our corporate investment portfolio and asset/liability
management by our centralized Corporate Treasury group, are included in the Other category.

The results of our individual businesses, which we report on a continuing operations basis, reflect the manner in which
management evaluates performance and makes decisions about funding our operations and allocating resources. We
provide additional information on the allocation methodologies used to derive our business segment results in ‘“Note
19—Business Segments” in our 2013 Form 10-K.

We refer to the business segment results derived from our internal management accounting and reporting process as
our “managed” presentation, which differs in some cases from our reported results prepared based on U.S. GAAP. There
is no comprehensive authoritative body of guidance for management accounting equivalent to U.S. GAAP; therefore,
the managed presentation of our business segment results may not be comparable to similar information provided by
other financial service companies. In addition, our individual business segment results should not be used as a
substitute for comparable results determined in accordance with U.S. GAAP.

Below we summarize our business segment results for the third quarter and first nine months of 2014 and 2013 and
provide a comparative discussion of these results. We also discuss changes in our financial condition and credit
performance statistics as of September 30, 2014, compared with December 31, 2013. We provide a reconciliation of
our total business segment results to our reported consolidated results in “Note 13—Business Segments.” Additionally, we
provide information on the outlook for each of our business segments as described above under “Executive Summary
and Business Outlook.”

Credit Card Business

The primary sources of revenue for our Credit Card business are interest income, fees collected from customers and
interchange fees. Expenses primarily consist of the provision for credit losses, operating costs such as salaries and
associate benefits, occupancy and equipment, professional services, communications and data processing expenses
and marketing expenses. Rewards costs are generally netted against interchange fees.

Our Credit Card business generated net income from continuing operations of $624 million and $2.0 billion in the
third quarter and first nine months of 2014, respectively, compared with net income from continuing operations of
$694 million and $2.1 billion in the third quarter and first nine months of 2013, respectively.
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Table 7 summarizes the financial results of our Credit Card business, which is comprised of Domestic Card and
International Card, and displays selected key metrics for the periods indicated.
Table 7: Credit Card Business Results

Three Months Ended September 30, Nine Months Ended September

30,

(Dollars in millions) 2014 2013 Change 2014 2013 Change
Selected income statement data:
Net interest income $2,627 $2,757 5 V% $7,613 $8,391 © ) %
Non-interest income 846 834 1 2,470 2,487 (1 )
Total net revenue() 3,473 3,591 € ) 10,083 10,878 (7 )
Provision for credit losses 787 617 28 1,894 2,073 9 )
Non-interest expense 1,730 1,904 o ) 5,175 5,571 (7 )
Incomg from continuing operations 956 1.070 ar ) 3.014 3.234 7 )
before income taxes
Income tax provision 332 376 (12 ) 1,054 1,135 (7 )
Income from continuing operations, $624 $694 10 ) $1.960 $2.099 7 )
net of tax
Selected performance metrics:
Average loans held for investment® $79,494 $77,729 2 $78,005 $79,523 2 )
Average yield on loans held for 1, 65 1570 ¢ (107 )bps 1444 % 1560 % (116 )bps
investment(
Total net revenue margin® 17.48 18.48 (100 ) 17.24 18.24 (100 )
Net charge-offs $572 $734 22 Y% $2,037 $2,506 19 Y%
Net charge-off rate 2.88 % 3.78 % (90 )bps 3.48 % 4.20 % (72 )bps
Card loan premium amortization
and other intangible accretion® $18 $45 ©0 )% $86 $159 @6 )%
PCCR intangible amortization 90 106 as ) 282 332 (15 )
Purchase volume® 57,474 50,943 13 161,266 146,829 10

. e September 30, December 31,
(Dollars in millions) 2014 2013 Change
Selected period-end data:
Loans held for investment(® $80,631 $81,305 (1 )%
i?t-g day performing delinquency 392 % 3.46 % (24 )bps
30+ day delinquency rate 3.29 3.54 25 )
Nonperforming loan rate 0.09 0.11 2 )
Allowance for loan and lease losses $3,057 $3,214 5 ) %
Allowance coverage ratio(? 3.79 % 3.95 % (16 )bps

We recognize billed finance charges and fee income on open-ended loans in accordance with the contractual
provisions of the credit arrangements and estimate the uncollectible amount on a quarterly basis. The estimated
uncollectible amount of billed finance charges and fees is reflected as a reduction in revenue and is not included in

(1) our net charge-offs. Total net revenue was reduced by $164 million and $480 million in the third quarter and first
nine months of 2014, respectively, and by $154 million and $611 million in the third quarter and first nine months
of 2013, respectively, for the estimated uncollectible amount of billed finance charges and fees. The finance charge
and fee reserve totaled $218 million and $190 million as of September 30, 2014 and December 31, 2013,
respectively.
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Period-end loans held for investment and average loans held for investment include accrued finance charges and
fees, net of the estimated uncollectible amount.

Calculated by dividing annualized interest income for the period by average loans held for investment during the
period. Annualized interest income excludes various allocations including funds transfer pricing that assigns
certain balance sheet assets, deposits and other liabilities and their related revenue and expenses attributable to
each business segment. The transfer of the Best Buy Stores, L.P. (“Best Buy”) loan portfolio to held for sale resulted
in an increase in the average yield for Credit Card of 110 and 119 basis points in the third quarter and first nine
months of 2013, respectively. The sale of the Best Buy loan portfolio was completed on September 6, 2013.
Calculated by dividing annualized total net revenue for the period by average loans held for investment during the
period for the specified loan category. Annualized interest income also includes interest income on loans held for
sale. The transfer of the Best Buy loan portfolio from loans held for investment to loans held for sale resulted in an
increase in the net revenue margin for the total Credit Card business of 123 and 134 basis points in the third quarter
and first nine months of 2013, respectively.

Represents the net reduction in interest income attributable to the amortization of premiums on purchased loans
accounted for based on contractual cash flows and the accretion of other intangibles associated with the 2012 U.S.
card acquisition.
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«6) Consists of credit card purchase transactions, net of returns for the period for both loans classified as held for
investment and loans classified as held for sale. Excludes cash advance and balance transfer transactions.
(7 Calculated by dividing the allowance for loan and lease losses as of the end of the period by period-end loans held
for investment.
Key factors affecting the results of our Credit Card business for the third quarter and first nine months of 2014,
compared with the third quarter and first nine months of 2013, and changes in financial condition and credit
performance between September 30, 2014 and December 31, 2013 include the following:
Net Interest Income: Net interest income decreased by $130 million, or 5%, in the third quarter of 2014 from the third
quarter of 2013, to $2.6 billion, and by $778 million, or 9%, in the first nine months of 2014 from the first nine
months of 2013, to $7.6 billion. The decrease in net interest income was primarily driven by the Portfolio Sale in the
third quarter of 2013.
Non-Interest Income: Non-interest income increased by $12 million, or 1%, in the third quarter of 2014 from the third
quarter of 2013, to $846 million, and decreased by $17 million, or 1%, in the first nine months of 2014 from the first
nine months of 2013, to $2.5 billion. The decrease in the first nine months of 2014 compared to the first nine months
of 2013 was largely due to a reduction in service charges and other customer-related fees, partially offset by increased
interchange fees, net driven by higher purchase volume.
Provision for Credit Losses: The provision for credit losses increased by $170 million, or 28%, in the third quarter of
2014 from the third quarter of 2013, to $787 million, and decreased by $179 million, or 9%, in the first nine months of
2014 from the first nine months of 2013, to $1.9 billion. The increase in the third quarter of 2014 was due to a build in
the allowance for loan and lease losses in the Domestic Card business driven by higher loan volumes and higher
delinquencies, partially offset by lower net charge-offs. The decrease in the provision for credit losses for the the first
nine months of 2014 compared to the first nine months of 2013, was driven primarily by lower net charge-offs, which
was a result of improved credit, partially offset by a smaller release of our allowance for loan and lease losses.
Non-Interest Expense: Non-interest expense decreased by $174 million, or 9%, in the third quarter of 2014 from the
third quarter of 2013, to $1.7 billion, and decreased by $396 million, or 7%, in the first nine months of 2014 from the
first nine months of 2013, to $5.2 billion. The decrease in the third quarter and first nine months of 2014 was largely
due to lower acquisition-related costs, lower operating expenses driven by the Portfolio Sale, lower provision for
litigation matters and operating efficiencies. Non-interest expense also included purchased credit card relationship
(“PCCR”) intangible amortization of $282 million in the first nine months of 2014, compared with $332 million in the
first nine months of 2013.
Loans Held for Investment: Period-end loans held for investment decreased by $674 million, or 1%, to $80.6 billion
us of September 30, 2014, from $81.3 billion as of December 31, 2013. This decrease was largely due to seasonality
partially offset by growth in the domestic card loan portfolio in the second and third quarters of 2014.
Net Charge-off and Delinquency Statistics: Our reported net charge-off rate decreased to 2.88% and 3.48% in
the third quarter and first nine months of 2014, respectively, from 3.78% and 4.20% in the third quarter and
first nine months of 2013, respectively. The extremely low net charge-off rate in the third quarter 2014, based
. on our historical trends, was largely due to continued economic improvement and portfolio seasoning. In
addition, the decrease in net charge-offs are driven by low delinquency inventories in the first nine months of
2014 compared to the first nine months of 2013. The 30+ day delinquency rate decreased to 3.29% as of
September 30, 2014, from 3.54% as of December 31, 2013 and 3.60% as of September 30, 2013.
Domestic Card Business
Domestic Card generated net income from continuing operations of $550 million and $1.8 billion in the third quarter
and first nine months of 2014, respectively, compared with net income from continuing operations of $644 million
and $1.9 billion in the third quarter and first nine months of 2013, respectively. Domestic Card accounted for 90% of
total net revenues in the third quarter and first nine months of 2014 and 2013, for our Credit Card business.
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Table 7.1 summarizes the financial results for Domestic Card and displays selected key metrics for the periods
indicated.
Table 7.1: Domestic Card Business Results

Three Months Ended September 30, Nine Months Ended September

30,
(Dollars in millions) 2014 2013 Change 2014 2013 Change
Selected income statement data:
Net interest income $2,361 $2.,492 5 Y% $6,309 $7,584 (10 Y%
Non-interest income 763 749 2 2,233 2,210 1
Total net revenue() 3,124 3,241 4 ) 9,042 9,794 8 )
Provision for credit losses 738 529 40 1,728 1,823 (5 )
Non-interest expense 1,530 1,713 (11 ) 4,588 4,981 (8 )
Incomg from continuing operations 356 999 14 ) 2726 2,990 © )
before income taxes
Income tax provision 306 355 (14 ) 974 1,064 (8 )
Income from continuing operations, $550 $ 644 as ) $1.752 $1.926 © )
net of tax
Selected performance metrics:
Average loans held for $71,784 $69,947 3 $70331  $71,525 (2 )
investment(2)
Average yield onloans held for )y o, 1565 % (119 )bps 1420 % 1554 % (134 )bps
investment(®
Total net revenue margin® 17.41 18.53 112 ) 17.14 18.26 (112 )
Net charge-offs $508 $642 21 Y% $1,.818 $2,218 18 )%
Net charge-off rate 2.83 % 3.67 % (84 )bps 3.45 % 4.14 % (69 )bps

Card loan premium amortization

and other intangible accretion® $18 $45 60 )% 386 $159 @6 )%
PCCR intangible amortization 90 $ 106 (15 ) 282 332 as )
Purchase volume(® 53,690 47,420 13 150,482 136,524 10

September 30, December 31

(Dollars in millions) 2014 2013 Change
Selected period-end data:

Loans held for investment® $73,143 $73,255 — %
30+ day delinquency rate 3.21 % 3.43 % (22 )bps
Allowance for loan and lease losses $2,746 $2.836 (3 ) %
Allowance coverage ratio(?) 3.75 % 3.87 % (12 )bps

We recognize billed finance charges and fee income on open-ended loans in accordance with the contractual

(1) provisions of the credit arrangements and estimate the uncollectible amount on a quarterly basis. The estimated
uncollectible amount of billed finance charges and fees is reflected as a reduction in revenue and is not included in
our net charge-offs.

(o) Period-end loans held for investment and average loans held for investment include accrued finance charges and
fees, net of the estimated uncollectible amount.

() Calculated by dividing annualized interest income for the period by average loans held for investment during the
period for the specified loan category. Annualized interest income includes interest income on loans held for sale.
The transfer of the Best Buy loan portfolio from loans held for investment to loans held for sale resulted in an
increase in the average yield for the Domestic Card business of 121 and 131 basis points in the third quarter and
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first nine months of 2013, respectively.

Calculated by dividing annualized total net revenue for the period by average loans held for investment during the
period. Annualized interest income excludes various allocations including funds transfer pricing that assigns
certain balance sheet assets, deposits and other liabilities and their related revenue and expenses attributable to
each business segment. The transfer of the Best Buy loan portfolio from loans held for investment to loans held for
sale resulted in an increase in the net revenue margin for the Domestic Card business of 136 and 148 basis points in
the third quarter and first nine months of 2013, respectively.

Represents the net reduction in interest income attributable to the amortization of premiums on purchased loans
accounted for based on contractual cash flows and the accretion of other intangibles associated with the 2012 U.S.
card acquisition.

Consists of domestic card purchase transactions, net of returns, for the period for both loans classified as held for
investment and loans classified as held for sale. Excludes cash advance and balance transfer transactions.
Calculated by dividing the allowance for loan and lease losses as of the end of the period by period-end loans held
for investment.

Because our Domestic Card business accounts for the substantial majority of our Credit Card business, the key factors
driving the results for this division are similar to the key factors affecting our total Credit Card business. The primary
drivers of the decline in net income for our Domestic Card business in the third quarter and first nine months of 2014,
compared with the third quarter and first nine months of 2013, were a decrease in revenue primarily driven by the
Portfolio Sale in the third quarter of 2013 and
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a higher provision for credit losses, partially offset by lower acquisition-related costs and provision for litigation
matters, as well as lower operating expenses attributable to the Portfolio Sale in 2013 and operating efficiencies.

The slight decrease in period-end loans held for investment from December 31, 2013 was primarily due to seasonal
decreases in the first quarter of 2014, partially offset by growth in the second and third quarters of 2014.

International Card Business

International Card generated net income from continuing operations of $74 million and $208 million in the third
quarter and first nine months of 2014, respectively, compared with net income from continuing operations of $50
million and $173 million in the third quarter and first nine months of 2013, respectively. International Card accounted
for 10% of total net revenues in the third quarter and first nine months of 2014 and 2013, for our Credit Card business.
Table 7.2 summarizes the financial results for International Card and displays selected key metrics for the periods
indicated.

Table 7.2: International Card Business Results

Three Months Ended September 30, Nine Months Ended September

30,
(Dollars in millions) 2014 2013 Change 2014 2013 Change
Selected income statement data:
Net interest income $266 $265 — % $804 $807 — %
Non-interest income 83 85 (2 ) 237 277 (14 )
Total net revenue 349 350 — 1,041 1,084 4 )
Provision for credit losses 49 88 44 ) 166 250 34 )
Non-interest expense 200 191 5 587 590 (1 )
Incomg from continuing operations 100 71 A1 783 244 18
before income taxes
Income tax provision 26 21 24 80 71 13
Income from continuing operations, $74 $50 48 $208 $173 20
net of tax
Selected performance metrics:
Average loans held for investment®® $7,710 $7,782 (1 ) $7,674 $7,998 4 )
Average yield on loans held for 1642 % 1635 % 7 bps 16.60 % 16.17 % 43 bps
investment(®)
Total net revenue margin® 18.13 17.99 14 18.09 18.07 2
Net charge-offs $64 $92 B0 )% $219 $288 24 Y%
Net charge-off rate 3.32 % 4.71 % (139 )bps 3.81 % 4.79 % (98 )bps
Purchase volume® $3,784 $3,523 7 % $10,784 $10,305 5 %

September 30, December 31

(Dollars in millions) 2014 2013 Change
Selected period-end data:

Loans held for investment(D $7,488 $ 8,050 (7 ) %
3;);— day performing delinquency 334 % 371 % (37 )bps
30+ day delinquency rate 4.08 4.56 48 )
Nonperforming loan rate 0.98 1.10 a1z )
Allowance for loan and lease losses $311 $378 18 )%
Allowance coverage ratio®) 4.15 % 4.70 % (55 )bps

(1) Period-end loans held for investment and average loans held for investment include accrued finance charges and
fees, net of the estimated uncollectible amount.
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Calculated by dividing annualized interest income for the period by average loans held for investment during the

(2) period. Annualized interest income excludes various allocations including funds transfer pricing that assigns
certain balance sheet assets, deposits and other liabilities and their related revenue and expenses attributable to
each business segment.

3 Calculated by dividing annualized total net revenue for the period by average loans held for investment during the
period.

) Consists of international card purchase transactions, net of returns for the period. Excludes cash advance and
balance transfer transactions.

5) Calculated by dividing the allowance for loan and lease losses as of the end of the period by period-end loans held
for investment.
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The increase in net income in the third quarter and first nine months of 2014 compared to the third quarter and first
nine months of 2013 was primarily due to a reduction in the provision for credit losses attributable to lower net
charge-offs, reflecting the improvement in the credit environment in Canada and the U.K.

Consumer Banking Business

The primary sources of revenue for our Consumer Banking business are net interest income from loans and deposits
and non-interest income from service charges and customer-related fees. Expenses primarily consist of the provision
for credit losses, ongoing operating costs, such as salaries and associate benefits, occupancy and equipment costs,
professional services, communications and data processing expenses, as well as marketing expenses.

Our Consumer Banking business generated net income from continuing operations of $289 million and $953 million
in the third quarter and first nine months of 2014, respectively, compared with net income from continuing operations
of $345 million and $1.2 billion in the third quarter and first nine months of 2013, respectively.

Table 8 summarizes the financial results of our Consumer Banking business and displays selected key metrics for the
periods indicated.

Table 8: Consumer Banking Business Results

Three Months Ended September 30, Nine Months Ended September

30,
(Dollars in millions) 2014 2013 Change 2014 2013 Change
Selected income statement data:
Net interest income $1,425 $1,481 4 V% $4,289 $4,437 € ) %
Non-interest income 179 184 3 ) 499 554 (10 )
Total net revenue 1,604 1,665 4 ) 4,788 4,991 4 )
Provision for credit losses 198 202 (2 ) 481 444 8
Non-interest expense 956 927 3 2,824 2,727 4
Income‘ from continuing operations 450 536 16 ) 1,483 1.820 19 )
before income taxes
Income tax provision 161 191 (16 ) 530 648 (18 )
Income from continuing operations, $289 $345 16 ) $953 $1.172 19 )
net of tax
Selected performance metrics:
Average loans held for
investment:(1
Auto $35,584 $30,157 18 $33,993 $28,780 18
Home loan 31,859 37,852 (16 ) 33,258 40,450 (18 )
Retail banking 3,605 3,655 (1 ) 3,616 3,721 3 )
Total consumer banking $71,048 $71,664 (1 ) $70,867 $72,951 € )
Average yield on loans held for ¢ ;g % 621 % (3 )bps 6.19 % 604 % 15  bps
investment(®
Average deposits $168,407 $169,082 — % $168,925 $170,294 (1 ) %
Average deposit interest rate 0.58 % 0.63 % (5 )bps 0.58 % 0.64 % (6  )bps
Core deposit intangible $26 $34 24 )% $84 $106 Q1 )%
amortization
Net charge-offs 190 170 12 460 423 9
Net charge-off rate 1.07 % 0.95 % 12 bps 0.87 % 0.77 % 10 bps
Net charge-off rate (excluding
Acquired Loans) 1.65 1.64 1 1.37 1.40 G )
Auto loan originations $5,410 $4,752 14 % $15,513 $13,066 19 %
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September 30, December 31

(Dollars in millions) 2014 2013 Change
Selected period-end data:

Loans held for investment:(1

Auto $36,254 $31,857 14 %
Home loan 31,203 35,282 (12 )
Retail banking 3,604 3,623 (1 )
Total consumer banking $71,061 $70,762 —

30+ day performing delinquency rate  3.22 % 3.20 % 2 bps
30+ day performing delinquency rate

(excluding Acquired Loans)® 4.91 332 @)
30+ day delinquency rate 3.82 3.89 7 )
30+ day delinquency rate (excluding

Acquired Loans)® 382 647 ©5 )
Nonperforming loans rate 0.73 0.86 a3 )
Nonperforming loans rate (excluding

Acquired Loans)® 112 1.44 32 )
Nonperforming asset rate® 1.01 1.12 (1)
Nonperforming asset rate (excluding

Acquired Loans)® 1.53 1.86 33 )
Allowance for loan and lease losses ~ $772 $752 3 %
Allowance coverage ratio®) 1.09 % 1.06 % 3 bps
Deposits $167,624 $167,652 — %
Loans serviced for others 7,041 7,665 (8 )

Includes Acquired Loans with carrying values of $24.4 billion and $28.2 billion as of September 30, 2014 and
(1) December 31, 2013, respectively. The average balance of Consumer Banking loans held for investment, excluding
Acquired Loans, was $46.2 billion and $41.4 billion in the third quarter of 2014 and 2013, respectively, and $44.7
billion and $40.3 billion in the first nine months of 2014 and 2013, respectively.
Calculated by dividing annualized interest income for the period by average loans held for investment during the
(2) period. Annualized interest income excludes various allocations including funds transfer pricing that assigns
certain balance sheet assets, deposits and other liabilities and their related revenue and expenses attributable to
each business segment.
3 Calculation of ratio adjusted to exclude the impact from Acquired Loans. See “Credit Risk Profile” and “Note 4—Loans’
for additional information on the impact of Acquired Loans on our credit quality metrics.
) Calculated by dividing nonperforming assets as of the end of the period by the sum of period-end loans held for
investment, foreclosed properties, and other foreclosed assets.
5y Calculated by dividing the allowance for loan and lease losses as of the end of the period by period-end loans held
for investment.
Key factors affecting the results of our Consumer Banking business for the third quarter and first nine months of 2014,
compared with the third quarter and first nine months of 2013, and changes in financial condition and credit
performance between September 30, 2014 and December 31, 2013 include the following:
Net Interest Income: Net interest income decreased by $56 million, or 4%, in the third quarter of 2014 from the third
quarter of 2013, to $1.4 billion, and by $148 million, or 3%, in the first nine months of 2014 from the first nine
months of 2013, to $4.3 billion. The decrease in net interest income was primarily attributable to compression in
deposit spreads in retail banking, partially offset by higher net interest income generated by growth in our auto loan
portfolio.

bl

43



Edgar Filing: CAPITAL ONE FINANCIAL CORP - Form 10-Q

Consumer Banking yields remained relatively flat at 6.2% when comparing the third quarter of 2014 to the third
quarter of 2013 and increased in the first nine months of 2014 to 6.2%, as compared to 6.0% in the first nine months
of 2013. The increase in the first nine months of 2014 from the first nine months of 2013 was driven by changes in the
product mix in Consumer Banking as a result of growth in our auto loan portfolio and the run-off of the acquired
home loan portfolio. The increase in our auto loans in relation to our total consumer banking loan portfolio drove an
increase in the total Consumer Banking yield, even as the average yield on auto loans decreased to 8.5% in the third
quarter of 2014 as compared to 9.7% in the third quarter of 2013, and decreased to 8.7% in the first nine months of
2014, as compared to 10.0% in the first nine months of 2013. This decrease was primarily attributable to a shift to a
higher portion of prime auto loans and increased competition in the subprime auto business. The average yield on
home loans was 3.8% and 3.7% in the third quarter and first nine months of 2014, respectively, compared to 3.5% and
3.3% in the third quarter and first nine months of 2013, respectively. The higher yield in the home loan portfolio was
driven by an increase in expected cash flows as a result of credit improvement on the Acquired Loan portfolio.
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Non-Interest Income: Non-interest income decreased by $5 million, or 3%, in the third quarter of 2014 from the third
quarter of 2013, to $179 million, and by $55 million, or 10%, in the first nine months of 2014 from the first nine
months of 2013, to $499 million. The decrease in non-interest income for the nine months ended 2014 was
attributable to a gain on sale of certain of our mortgage servicing rights (“MSR”) in the second quarter of 2013, as well
as a higher provision for representation and warranty losses within the home loan portfolio.
Provision for Credit Losses: The provision for credit losses decreased by $4 million, or 2%, in the third quarter of
2014 from the third quarter of 2013, to $198 million, and increased by $37 million, or 8%, in the first nine months of
.2014 from the first nine months of 2013, to $481 million. The increase in the first nine months of 2014, as compared
to the first nine months of 2013, was driven by higher net charge-offs due to the growth in our auto loan portfolio and
a smaller release of the allowance for loan and lease losses in the retail and home loan portfolios, offset by a smaller
allowance build in the auto loan portfolio.
Non-Interest Expense: Non-interest expense increased by $29 million, or 3%, in the third quarter of 2014 from the
third quarter of 2013, to $956 million, and by $97 million, or 4%, in the first nine months of 2014 from the first nine
months of 2013, to $2.8 billion. The increase was largely due to the growth in our auto loan portfolio and to a smaller
degree, the change to include the auto repossession-related expenses as a component of operating expenses. Prior to
January 1, 2014, these costs were reported as a component of net charge-offs.
Loans Held for Investment: Period-end loans held for investment increased by $299 million, or less than 1%, in the
.first nine months of 2014 to $71.1 billion as of September 30, 2014 from $70.8 billion as of December 31, 2013,
primarily due to the growth in the auto loan portfolio, mostly offset by the run-off of our acquired home loan
portfolio.
peposits: Period-end deposits decreased by $28 million, or less than 1%, in the first nine months of 2014 to $167.6
billion as of September 30, 2014, from $167.7 billion as of December 31, 2013.
Net Charge-off and Delinquency Statistics: The reported net charge-off rate increased by 12 basis points to
1.07% in the third quarter of 2014 from 0.95% in the third quarter of 2013, and increased by 10 basis points to
0.87% in the first nine months of 2014 from 0.77% in the first nine months of 2013. The increase in the net
charge-off rate reflected a shift in the mix of the portfolio toward auto loans (which typically carry higher net
charge-off rates than our home loan portfolio), as home loans run off. The 30+ day delinquency rate decreased
to 3.82% as of September 30, 2014, from 3.89% as of December 31, 2013.
Commercial Banking Business
The primary sources of revenue for our Commercial Banking business are net interest income from loans and deposits
and non-interest income from customer-related fees. Because we have some investments that generate tax-exempt
income or tax credits, we make certain reclassifications to our Commercial Banking business results to present
revenues on a taxable-equivalent basis. Expenses primarily consist of the provision for credit losses, ongoing
operating costs, such as salaries and associate benefits, occupancy, equipment, professional services, communications
and data processing expenses, as well as marketing expenses.
In the first quarter of 2014, we adopted the proportional amortization method of accounting for Investments in
Qualified Affordable Housing Projects. The proportional amortization method amortizes the cost of the investment
over the period in which we will receive tax credits and other tax benefits, and the resulting amortization is recognized
as a component of income taxes attributable to continuing operations. Historically, these investments were accounted
for under the equity method of accounting and the passive losses related to the investments were recognized within
non-interest expense. See “Note 1—Summary of Significant Accounting Policies” for more information.
Our Commercial Banking business generated net income from continuing operations of $182 million and $490 million
in the third quarter and first nine months of 2014, respectively, compared with net income from continuing operations
of $162 million and $536 million in the third quarter and first nine months of 2013, respectively.
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Table 9 summarizes the financial results of our Commercial Banking business and displays selected key metrics for
the periods indicated.
Table 9: Commercial Banking Business Results(!)

Three Months Ended September 30, Nine Months Ended September

30,
(Dollars in millions) 2014 2013 Change 2014 2013 Change
Selected income statement data:
Net interest income $439 $424 4 % $1,296 $1,227 6 %
Non-interest income 122 87 40 318 264 20
Total net revenue®® 561 511 10 1,614 1,491 8
Provision (benefit) for credit losses 9 31 71 ) 61 (18 )k
Non-interest expense 268 228 18 790 677 17
Incomg from continuing operations 234 252 13 763 332 @8 )
before income taxes
Income tax provision 102 90 13 273 296 (8 )
Incom; from continuing $182 $162 2 $490 $536 © )
operations, net of tax
Selected performance metrics:
Average loans held for
investment:®
ecs‘zgtlénemal and multifamily real ¢, 4 $19,047 18 $21,623  $18201 19
Commercial and industrial 25,512 21,491 19 24,562 20,596 19
Total commercial lending 47,921 40,538 18 46,185 38,797 19
Small-ticket commercial real estate 845 1,038 (19 ) 891 1,102 (19 )
Total commercial banking $48.766 $41,576 17 $47,076 $39,899 18
Average yield on loans held for 5 5 % 3.87 % (48 ) bps 345 % 387 % (42 )bps
investment(®
Average deposits $31,772 $30,685 4 % $31,546 $30,590 3 %
Average deposit interest rate 0.24 % 0.27 % (3 ) bps 0.24 % 0.27 % (3 )bps
Core erqs1t intangible $5 $6 a7 )% $16 $21 24 )%
amortization
Net (recoveries) charge-offs (6 ) 8 H 1 19 95 )
Net (recovery) charge-off rate (0.05 Y% 0.07 % ** 0.00 % 0.06 % (6 ) bps
) e September 30, December 31,
(Dollars in millions) 2011) 4 2013 Change
Selected period-end data:
Loans held for investment: (4
Commercial and multifamily real $22.895 $20.750 10 %
estate
Commercial and industrial 26,071 23,309 12
Total commercial lending 48,966 44,059 11
Small-ticket commercial real estate 822 952 14 )
Total commercial banking $49,788 $45,011 11
Nonperforming loans rate 0.32 % 0.33 % (1 ) bps
Nonperforming asset rate®) 0.35 0.37 2 )
$378 $338 12 %
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Allowance for loan and lease

losses

Allowance coverage ratio®) 0.76 % 0.75 % 1 bps
Deposits $31,918 $30,567 4 %
Loans serviced for others 12,559 10,786 16

** Change is not meaningful.
In the first quarter of 2014, we adopted the proportional amortization method of accounting for Investments in

() Qualified Affordable Housing Projects. See “Note 1—Summary of Significant Accounting Policies” for additional
information. Prior periods have been recast to conform to this presentation.
The average yield on loans held for investment is calculated by dividing annualized interest income for the period
by average loans held for investment during the period. Annualized interest income excludes various allocations
including funds transfer pricing that assigns certain balance sheet assets, deposits and other liabilities and their

@ related revenue and expenses attributable to each business segment. Some of our tax-related commercial
investments generate tax-exempt income or tax credits. Accordingly, we make certain reclassifications within our
Commercial Banking business results to present revenues and yields on a taxable-equivalent basis, calculated
assuming an effective tax rate approximately equal to our federal statutory tax rate of 35%.

3y Some of our tax-related commercial investments generate tax-exempt income or tax credits. Accordingly, we make
certain reclassifications within our
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Commercial Banking business results to present revenues and yields on a taxable-equivalent basis, calculated
assuming an effective tax rate approximately equal to our federal statutory tax rate of 35%.
) Calculated by dividing nonperforming assets as of the end of the period by the sum of period-end loans held for
investment, foreclosed properties, and other foreclosed assets.
5) Calculated by dividing the allowance for loan and lease losses as of the end of the period by period-end loans held
for investment.
Key factors affecting the results of our Commercial Banking business for the third quarter and first nine months of
2014, compared with the third quarter and first nine months of 2013, and changes in financial condition and credit
performance between September 30, 2014 and December 31, 2013 include the following:
Net Interest Income: Net interest income increased by $15 million, or 4%, in the third quarter of 2014 from the third
quarter of 2013, to $439 million, and by $69 million, or 6%, in the first nine months of 2014 from the first nine
months of 2013, to $1.3 billion. The increase was driven by growth in commercial and multifamily real estate and
commercial and industrial loans, partially offset by lower loan yields driven by market and competitive pressures.
Non-Interest Income: Non-interest income increased by $35 million, or 40%, in the third quarter of 2014 from the
.third quarter of 2013, to $122 million, and by $54 million, or 20%, in the first nine months of 2014 from the first nine
months of 2013, to $318 million, primarily driven by increased revenue related to fee-based services and products and
the Beech Street Capital acquisition.
Provision for Credit Losses: The provision for credit losses decreased by $22 million in the third quarter of 2014 to $9
million compared to $31 million in the third quarter of 2013, and increased by $79 million in the first nine months of
2014 to $61 million from a benefit of $18 million in the first nine months of 2013. The decrease in the third quarter of
2014, as compared to the third quarter of 2013, was primarily due to lower net charge-offs and a decrease in the
reserve for unfunded lending commitments. The increase in the first nine months of 2014, as compared to the first
nine months of 2013, was primarily driven by a build in the allowance for loan and lease losses due to growth in the
portfolio. This was partially offset by decreases in net charge-offs and the reserve for unfunded lending commitments.
The allowance for loan and lease losses and reserve for unfunded lending commitments increased by $15 million and
$60 million in the third quarter and first nine months of 2014, respectively, compared to an increase of $23 million
and a decrease of $38 million in the third quarter and first nine months of 2013, respectively.
Non-Interest Expense: Non-interest expense increased by $40 million, or 18%, in the third quarter of 2014 from the
.third quarter of 2013, to $268 million, and by $113 million, or 17%, in the first nine months of 2014 from the first
nine months of 2013, to $790 million, driven by operating expenses associated with continued investments in business
growth and the Beech Street Capital acquisition.
Loans Held for Investment: Period-end loans held for investment increased by $4.8 billion, or 11%, to $49.8 billion as
of September 30, 2014 from $45.0 billion as of December 31, 2013. The increase was driven by loan growth in the
commercial and industrial and commercial and multifamily real estate businesses.
Deposits: Period-end deposits increased by $1.3 billion, or 4%, to $31.9 billion as of September 30, 2014, from $30.6
billion as of December 31, 2013, driven by our strategy to deepen and expand relationships with commercial
customers.
Net Charge-off Statistics: The net recovery rates were 0.05% and 0.00% in the third quarter and first nine months of
2014, respectively compared to net charge-off rates of 0.07% and 0.06% in the third quarter and first nine months of
2013, respectively. The nonperforming loans rate decreased to 0.32% as of September 30, 2014, from 0.33% as of
December 31, 2013. The continued strength in the credit metrics in our Commercial Banking business reflects stable
credit trends and underlying collateral values.
Other Category
Other includes unallocated amounts related to our centralized Corporate Treasury group activities, such as
management of our corporate investment portfolio and asset/liability management, gains and losses on our investment
securities portfolio and certain trading activities. Other also includes foreign exchange-rate fluctuations related to the
revaluation of foreign currency-denominated investments; certain gains and losses on the sale and securitization of
loans; unallocated corporate expenses that do not directly support the operations of the business segments or for which
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the business segments are not considered financially accountable in evaluating their performance, such as certain
acquisition and restructuring charges; a portion of the net provision for representation and warranty losses related to
continuing operations; certain material items that are non-recurring in nature; and offsets related to certain line-item
reclassifications.
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Table 10 summarizes the financial results of our Other category for the periods indicated.
Table 10: Other Results()

Three Months Ended Nine Months Ended September
September 30, 30,
(Dollars in millions) 2014 2013 Change 2014 2013 Change
Selected income statement data:
Net interest income (expense)® $6 $(102 ) #* $(36 ) $372 ) 90 )%
Non-interest income ®) ) (14 ) 64 )% 28 (148 ) k*
Total net revenue (loss) 1 (116 ) kE (8 ) (520 ) 98 )
Benefit for credit losses (1 ) (1 ) — 4 ) (3 ) 33
Non-interest expense 31 50 38 ) 107 143 25 )
Loss from continuing operations before
income taxes (29 ) (165 ) 82 ) (111 ) (660 ) 83 )
Income tax benefit (59 ) (82 ) 28 ) (161 ) (332 ) (52 )
Profit (loss) from continuing operations, net $30 $(83 ) $50 $(328 ) #

of tax

**Change is not meaningful.
In the first quarter of 2014, we adopted the proportional amortization method of accounting for Investments in
() Qualified Affordable Housing Projects. See “Note 1—Summary of Significant Accounting Policies” for additional
information. Prior periods have been recast to conform to this presentation.
Some of our tax-related commercial investments generate tax-exempt income or tax credits, accordingly we make
(o) certain reclassifications within our Commercial Banking business results to present revenues and yields on a
taxable-equivalent basis, with offsetting reclassifications within the Other category, calculated assuming an
effective tax rate approximately equal to our federal statutory tax rate of 35%.
Net profit from continuing operations recorded in Other was $30 million and $50 million in the third quarter and first
nine months of 2014, respectively, compared with a net loss from continuing operations of $83 million and $328
million in the third quarter and first nine months of 2013, respectively. The shift to a net profit from a net loss was
primarily due to higher net revenues, lower funding costs, as well as the absence of the one-time charge associated
with our redemption of trust preferred securities in January 2013.
CONSOLIDATED BALANCE SHEETS ANALYSIS
Total assets increased by $3.3 billion to $300.2 billion as of September 30, 2014, from $296.9 billion, as of
December 31, 2013. Total liabilities increased by $883 million to $256.2 billion as of September 30, 2014, from
$255.3 billion as of December 31, 2013. Stockholders’ equity increased by $2.4 billion to $44.0 billion as of
September 30, 2014 from $41.6 billion as of December 31, 2013. The increase in stockholders’ equity was primarily
attributable to our net income of $3.4 billion in the first nine months of 2014 and $484 million in preferred stock
issuances during the first nine months of 2014, partially offset by $1.5 billion of share repurchases under the 2014
Stock Repurchase Program and $559 million of dividend payments.
Following is a discussion of material changes in the major components of our assets and liabilities during the first nine
months of 2014. Period-end balance sheet amounts may vary from average balance sheet amounts due to liquidity and
balance sheet management activities that are intended to ensure the adequacy of capital while managing our liquidity
requirements for the Company and our customers and our market risk exposure in accordance with our risk appetite.
Investment Securities
Our investment portfolio consists primarily of the following: U.S. Treasury debt; U.S. agency debt and corporate debt
securities guaranteed by U.S. government agencies; U.S. government sponsored enterprise or agency (“Agency”) and
non-agency residential mortgage-backed securities (“RMBS”) and commercial mortgage-backed securities (“CMBS”);
other asset-backed securities (“ABS”); and other investments. The carrying value of our investments in U.S. Treasury,
Agency securities and other securities guaranteed by the U.S. government or agencies of the U.S. government

50



Edgar Filing: CAPITAL ONE FINANCIAL CORP - Form 10-Q

represented 85% and 77% of our total investment securities portfolio as of September 30, 2014 and December 31,

2013, respectively. The change in the portfolio composition is in preparation for the final rules implementing the

Basel III liquidity coverage ratio, for which we provide additional information in “MD&A—Supervision and Regulation.”
During the first nine months of 2014, the fair value of our investment portfolio increased by $1.6 billion, or 3% from

$61.0 billion as of December 31, 2013, to $62.6 billion as of September 30, 2014. This increase was primarily driven
by lower interest rates.
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We had gross unrealized gains of $874 million and gross unrealized losses of $312 million on available-for sale
investment securities as of September 30, 2014, compared with gross unrealized gains of $799 million and gross
unrealized losses of $631 million as of December 31, 2013. The decrease in gross unrealized losses in the first nine
months of 2014 was primarily driven by lower interest rates in the third quarter of 2014. Of the $312 million in gross
unrealized losses as of September 30, 2014, $271 million was related to securities that had been in a loss position for
more than 12 months. We provide information on OTTI recognized in earnings on our investment securities above in
“Consolidated Results of Operations—Non-Interest Income.”
Table 11 presents the amortized cost, carrying value and fair value for the major categories of our portfolio of
investment securities as of September 30, 2014 and December 31, 2013.
Table 11: Investment Securities

September 30, 2014  December 31, 2013

(Dollars in millions) Amortized Fair Amortized Fair
Cost Value Cost Value
Investment securities available for sale
U.S. Treasury debt obligations $4,261  $4,261 $831 $833
U.S. agency debt obligations 1 1 1 1
Corporate debt securities guaranteed by U.S. government agencies 1,001 979 1,282 1,234
RMBS:
Agency( 20,853 20,986 21,572 21,479
Non-agency 3,024 3,497 3,165 3,600
Total RMBS 23,877 24,483 24,737 25,079
CMBS:
Agency(® 4,029 3,983 4,262 4,198
Non-agency 1,809 1,803 1,854 1,808
Total CMBS 5,838 5,786 6,116 6,006
Other ABS® 3,038 3,083 7,123 7,136
Other securities® 1,087 1,072 1,542 1,511
Total investment securities available for sale $39,103 $39,665 $41,632 $41,800
Carrying Fair Carrying Fair

(Dollars in millions) Value Value Value Value

Investment securities held to maturity

Agency RMBS $20,349 $21,038 $17,443 $17,485
Agency CMBS 1,833 1,890 1,689 1,700
Total investment securities held to maturity $22,182 $22,928 $19,132 $19,185

(1) Agency includes Federal National Mortgage Association (“Fannie Mae”), Federal Home Loan Mortgage Corporation
(“Freddie Mac”), and Government National Mortgage Association (“Ginnie Mae”).
ABS collateralized by credit card loans constituted approximately 55% and 65% of the other ABS portfolio as of
September 30, 2014, and December 31, 2013, respectively, and ABS collateralized by auto dealer floor plan

(2) inventory loans and leases constituted approximately 16% and 15% of the other ABS portfolio as of September 30,
2014, and December 31, 2013, respectively. Approximately 89% of the securities in our other asset-backed
security portfolio were rated AAA or its equivalent as of September 30, 2014, compared with 87% as of
December 31, 2013.

3) Includes foreign government/agency bonds, covered bonds, corporate securities, municipal securities and equity
investments primarily related to activities under the Community Reinvestment Act (“CRA”).

Credit Ratings

52



Edgar Filing: CAPITAL ONE FINANCIAL CORP - Form 10-Q

Our portfolio of investment securities continues to be concentrated in securities that generally have high credit ratings
and low credit risk, such as securities issued and guaranteed by the U.S. Treasury and Agencies. Approximately 92%
of our total investment securities portfolio was rated AA+ or its equivalent, or better as of both September 30, 2014
and December 31, 2013, while approximately 6% and 5% was below investment grade as of September 30, 2014 and
December 31, 2013, respectively. We
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categorize the credit ratings of our investment securities based on the lowest credit rating as issued by the following
rating agencies: Standard & Poor’s Ratings Services (“S&P”’), Moody’s Investors Service (“Moody’s”) and Fitch Ratings
(“Fitch”).

Table 12 provides information on the credit ratings of our non-agency RMBS, non-agency CMBS, other ABS and

other securities in our portfolio as of September 30, 2014 and December 31, 2013.

Table 12: Non-Agency Investment Securities Credit Ratings

September 30, 2014 December 31, 2013

Amortized Other ﬁld:::ment Amortized Other ?nelgs‘fment
(Dollars in millions) 1 AAA Investment v 1z AAA Investment v

Cost Grade or NotCost Grade or Not

Grade Grade
Rated Rated

Non-agency RMBS $3,024 — % 3 % 97 % $3,165 — % 4 % 96 %
Non-agency CMBS 1,809 100 — — 1,854 99 1 —
Other ABS 3,038 89 6 5 7,123 87 12 1
Other securities 1,087 2 88 10 1,542 9 82 9

For additional information on our investment securities, see “Note 3—Investment Securities.”

Loans Held for Investment

Total loans held for investment (“HFI”) consists of unrestricted loans and restricted loans held in our securitization
trusts. Table 13 summarizes our portfolio of loans held for investment by business segment, net of the allowance for
loan and lease losses, as of September 30, 2014 and December 31, 2013.

Table 13: Loans Held for Investment

September 30, 2014 December 31, 2013
(Dollars in millions) Loans Allowance Net Loans Loans Allowance Net Loans
Credit Card $80,631  $3,057 $77,574 $81,305 $3,214 $78,091
Consumer Banking 71,061 772 70,289 70,762 752 70,010
Commercial Banking 49,788 378 49,410 45,011 338 44,673
Other 112 5 107 121 11 110
Total $201,592 $4,212 $197,380 $197,199 $4,315 $192,884

Period-end loans held for investment increased by $4.4 billion, or 2.2%, in the the first nine months of 2014. The
increase was due to commercial and industrial and commercial and multifamily real estate loan growth in our
Commercial Banking business, and continued strong auto loan originations outpacing the run-off of the acquired
home loan portfolio in our Consumer Banking business. Overall, there was a decline in our credit card loan portfolio
primarily due to seasonality, partially offset by growth in the second and third quarters of 2014.

We provide additional information on the composition of our loan portfolio and credit quality below in “Credit Risk
Profile,” “MD&A—Consolidated Results of Operations” and “Note 4—Loans.”

Loans Held for Sale

Loans held for sale, which are carried at lower of cost or fair value, increased to $427 million as of September 30,
2014, from $218 million as of December 31, 2013. The increase was primarily driven by higher originations in the
Commercial Banking business and timing of sales of loans.

Deposits

Our deposits represent our largest source of funding for our operations, providing a consistent source of low-cost
funds. Total deposits decreased by $259 million to $204.3 billion as of September 30, 2014, from $204.5 billion as of
December 31, 2013. The decrease in deposits was primarily driven by the run-off of certain deposits, which was
partially offset by the growth in our Consumer Banking and Commercial Banking businesses. We provide information
on the composition of our deposits, average outstanding balances, interest expense and yield below in “Liquidity Risk
Profile.”
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Securitized Debt Obligations

Securitized debt obligations increased by $219 million during the first nine months of 2014, to $10.5 billion as of
September 30, 2014, from $10.3 billion as of December 31, 2013. The increase was driven by issuances of $3.0 billion
of securitized debt obligations during the first nine months of 2014, partially offset by maturities of $2.8 billion. We
provide additional information on our borrowings below in “Liquidity Risk Profile.”

Other Debt

Other debt, which consists primarily of federal funds purchased and securities loaned or sold under agreements to
repurchase, senior and subordinated notes and FHLB advances, totaled $31.7 billion as of September 30, 2014, of
which $12.1 billion represented short-term borrowings and $19.6 billion represented long-term debt. Other debt
totaled $30.4 billion as of December 31, 2013, of which $16.2 billion represented short-term borrowings and $14.2
billion represented long-term debt.

The increase in other debt of $1.3 billion in the first nine months of 2014 was primarily attributable to the issuance of
$7.8 billion of unsecured senior notes, as well as a $1.4 billion increase in federal funds purchased and securities
loaned or sold under agreements to repurchase, partially offset by net maturities of $5.4 billion of FHLB advances and
maturities of $2.4 billion in unsecured senior notes. We provide additional information on our borrowings below in
“Liquidity Risk Profile” and in “Note 8—Deposits and Borrowings.”

Mortgage Representation and Warranty Reserve

We acquired three subsidiaries that originated residential mortgage loans and sold these loans to various purchasers,
including purchasers who created securitization trusts. These subsidiaries are Capital One Home Loans, LLC, which
was acquired in February 2005; GreenPoint, which was acquired in December 2006 as part of the North Fork
acquisition; and CCB, which was acquired in February 2009 and subsequently merged into CONA.

We have established representation and warranty reserves for losses associated with the mortgage loans sold by each
subsidiary that we consider to be both probable and reasonably estimable, including both litigation and non-litigation
liabilities. These reserves are reported on our consolidated balance sheets as a component of other liabilities. The
reserve setting process relies heavily on estimates, which are inherently uncertain, and requires the application of
judgment. We evaluate these estimates on a quarterly basis. We build our representation and warranty reserves
through the provision for mortgage representation and warranty losses, which we report on our consolidated
statements of income as a component of non-interest income for loans originated and sold by CCB and Capital One
Home Loans, LLC and as a component of discontinued operations for loans originated and sold by GreenPoint. In
establishing the representation and warranty reserves, we consider a variety of factors depending on the category of
purchaser. The aggregate reserve for all three entities totaled $1.1 billion as of September 30, 2014, compared with
$1.2 billion as of December 31, 2013.
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The table below summarizes changes in our representation and warranty reserve in the third quarter and first nine
months of 2014 and 2013.
Table 14: Changes in Representation and Warranty Reserve)

Three Months Nine Months Ended

Ended September

30, September 30,
(Dollars in millions) 2014 2013 2014 2013
Representation and warranty repurchase reserve, beginning of period $1,012  $1,156  $1,172  $899
Provision (benefit) for mortgage representation and warranty losses:
Recorded in continuing operations — (13 ) (15 ) (27 )
Recorded in discontinued operations 70 9 34 303
Total provision (benefit) for mortgage representation and warranty losses 70 4 ) 19 276
Net realized losses (2 ) (7 ) (111 ) (30 )
Representation and warranty repurchase reserve, end of period $1,080 $1,145 $1,080 $1,145

(1) Reported on our consolidated balance sheets as a component of other liabilities.

As part of our business planning processes, we have considered various outcomes relating to the future representation
and warranty liabilities of our subsidiaries that are possible but do not rise to the level of being both probable and
reasonably estimable outcomes justifying an incremental accrual under applicable accounting standards. Our current
best estimate of reasonably possible future losses from representation and warranty claims beyond what was in our
reserve as of September 30, 2014, is approximately $2.3 billion, a decline from our estimate of $2.6 billion as of
December 31, 2013. The decrease in the reasonably possible estimate of representation and warranty reserve was
primarily driven by legal developments.

We provide additional information related to the representation and warranty reserve, including factors that may
impact the adequacy of the reserve and the ultimate amount of losses incurred by our subsidiaries, in

“Note 14—Commitments, Contingencies, Guarantees, and Others.”

OFF-BALANCE SHEET ARRANGEMENTS AND VARIABLE INTEREST ENTITIES

In the ordinary course of business, we are involved in various types of arrangements with limited liability companies,
partnerships or trusts that often involve special purpose entities and variable interest entities (“VIE”). Some of these
arrangements are not recorded on our consolidated balance sheets or may be recorded in amounts different from the
full contract or notional amount of the arrangements, depending on the nature or structure of, and accounting required
to be applied to, the arrangement. These arrangements may expose us to potential losses in excess of the amounts
recorded on our consolidated balance sheets. Our involvement in these arrangements can take many forms, including
securitization and servicing activities, the purchase or sale of mortgage-backed or other asset-backed securities in
connection with our home loan portfolio and loans to VIEs that hold debt, equity, real estate or other assets.

Our continuing involvement in unconsolidated VIEs primarily consists of certain mortgage loan trusts and community
reinvestment and development entities. We provide a discussion of our activities related to these VIEs in

“Note 6—Variable Interest Entities and Securitizations.”

CAPITAL MANAGEMENT

The level and composition of our capital are determined by multiple factors, including our consolidated regulatory
capital requirements and internal risk-based capital assessments such as internal stress testing and economic capital.
The level and composition of our capital may also be influenced by rating agency guidelines, subsidiary capital
requirements, the business environment, conditions in the financial markets and assessments of potential future losses
due to adverse changes in our business and market environments.
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Capital Standards and Prompt Corrective Action

Bank holding companies and national banks are subject to capital adequacy standards adopted by the Federal Reserve
and the OCC, respectively. The capital adequacy standards set forth minimum risk-based and leverage capital
requirements that are based on quantitative and qualitative measures of assets and off-balance sheet items. National
banks, as insured depository institutions, are also subject to Prompt Corrective Action (“PCA”) capital regulations,
which require the U.S. federal banking agencies to take “prompt corrective action” for banks that do not meet
established minimum capital requirements.

In July 2013, the Federal Banking Agencies finalized a new capital rule that implements the Basel III capital accord
(the “Final Basel III Capital Rules”) developed by the Basel Committee on Banking Supervision (“Basel Committee”) and
certain Dodd-Frank Act capital provisions and updates the PCA capital requirements. Prior to being revised in the
Final Basel III Capital Rules, the minimum risk-based capital requirements adopted by the U.S. federal banking
agencies followed the Basel I framework, originally promulgated pursuant to the Basel Committee’s Basel I accord,
and the advanced approaches capital rules (“Advanced Approaches”), based upon the framework originally promulgated
as a result of the Basel II accord. The Final Basel III Capital Rules amended both the Basel I and Advanced
Approaches frameworks, establishing a new common equity Tier 1 capital requirement and setting higher minimum
capital ratio requirements. The Company refers to the amended Basel I framework as the “Basel III Standardized
Approach,” and the amended Advanced Approaches framework as the “Basel III Advanced Approaches.”

At the end of 2012, the Company met one of the two independent eligibility criteria set by banking regulators for
becoming subject to the Advanced Approaches capital rules. As a result, the Company has undertaken a multi-year
process of implementing the Advanced Approaches regime for calculating risk-weighted assets and regulatory capital
levels. Certain provisions of the Final Basel III Capital Rules began to take effect on January 1, 2014 for Advanced
Approaches banking organizations, including the Company. The Company will be subject to a parallel run under
Advanced Approaches during which it will calculate capital ratios under both the Basel III Standardized Approach and
the Basel III Advanced Approaches, though it will continue to use the Basel III Standardized Approach for purposes
of meeting regulatory capital requirements. We have notified our regulators of our intent to enter a parallel run
beginning January 1, 2015. By rule, the parallel run must last at least four consecutive quarters. Therefore, the first
quarter of 2016 is the earliest possible date on which the Company would use the Basel III Advanced Approaches
framework in calculating its regulatory capital and risk-weighted assets for purposes of risk-based capital
requirements. Consistent with the experience of other U.S. banks, it is possible that our parallel run will last longer
than the four quarter minimum. Under the Dodd-Frank Act and the Final Basel III Capital Rules, organizations subject
to Basel III Advanced Approaches may not hold less capital than would be required under the Basel III Standardized
Approach. Therefore, even after we exit parallel run, we will continue to calculate regulatory capital and
risk-weighted assets under the Basel III Standardized Approach.

As of January 1, 2014, the new minimum risk-based and leverage capital requirements for Advanced Approaches
banking organizations include a common equity Tier 1 capital ratio of at least 4.0%, a Tier 1 risk-based capital ratio of
at least 5.5%, a total risk-based capital ratio of at least 8.0%, and a Tier 1 leverage capital ratio of at least 4.0%. On
January 1, 2015, the minimum risk-based capital ratio requirements will increase to 4.5% for the common equity Tier
1 capital ratio and to 6.0% for the Tier 1 risk-based capital ratio. The minimum requirements for the total risk-based
capital ratio and the Tier 1 leverage capital ratio will not change from 2014 to 2015.

Insured depository institutions also are subject to PCA capital regulations. Under current PCA regulations, an insured
depository institution is considered to be well-capitalized if it maintains a Tier 1 risk-based capital ratio of at least
6.0%, a total risk-based capital ratio of at least 10.0%, a Tier 1 leverage capital ratio of at least 5.0%, and is not
subject to any written agreement, order, capital directive, or prompt corrective action directive issued by its regulator.
While the Final Basel III Capital Rules increase some of the thresholds for the PCA capital categories and add the new
common equity Tier 1 capital ratio to the PCA regulations, those changes are not effective until January 1, 2015.
Beginning on January 1, 2015, the well-capitalized level for the Tier 1 risk-based capital ratio will increase to 8.0%,
and the well-capitalized level for the common equity Tier 1 capital ratio will be established at 6.5%. The
well-capitalized levels for the total risk-based capital ratio and the Tier 1 leverage capital ratio will not change.
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Prior to 2014, we also disclosed a Tier 1 common capital ratio for our bank holding company, which is a regulatory
capital measure widely used by investors, analysts, rating agencies and bank regulatory agencies to assess the capital
position of financial services companies. There was no mandated minimum or well-capitalized standard for the Tier 1
common capital ratio.

We disclose a non-GAAP tangible common equity ratio (“TCE ratio”) in “MD&A—Summary of Selected Financial Data.
While the TCE ratio is a capital measure widely used by investors, analysts, rating agencies, and bank regulatory

agencies to assess the capital position of financial services companies, it may not be comparable to similarly titled
measures reported by other companies.
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We provide information on the calculation of this ratio in “MD&A—Supplemental Tables—Table A: Reconciliation of
Non-GAAP Measures and Calculation of Regulatory Capital Measures.”

Table 15 provides a comparison of our regulatory capital ratios under the U.S. federal banking agencies’ capital
adequacy standards as of September 30, 2014 and December 31, 2013. Under the Final Basel III Capital Rules,
beginning on January 1, 2014, as an Advanced Approaches banking organization that has yet to enter or exit parallel
run, we began using the Basel III Standardized Approach for calculating our regulatory capital, subject to applicable
transition provisions. In 2014, however, we continue to use Basel I for calculating our risk-weighted assets in our
regulatory capital ratios, as required under the Final Basel III Capital Rules. Beginning on January 1, 2015, we will
begin using the Basel III Standardized Approach for calculating our risk-weighted assets in our regulatory capital
ratios.

Table 15: Capital Ratios(D(@)

September 30, 2014 December 31, 2013
Capital ~ DLMMUM ey Capital ~ DUMIMUM gy
Ratio Capital Capitalized Ratio Capital Capitalized
Adequacy Adequacy
Capital One Financial Corp:
Common equity Tier 1 capital® 1273 % 400 % N/A N/A N/A N/A
Tier 1 common capital® N/A N/A N/A 12.19 % N/A N/A
Tier 1 risk-based capital® 1331 % 5.50 % 6.00 % 12.57 4.00 % 6.00 %
Total risk-based capital©® 15.24 8.00 10.00 14.69 8.00 10.00
Tier 1 leverage” 10.64 4.00 N/A 10.06 4.00 N/A
Capital One Bank (USA), N.A.:
Common equity Tier 1 capital® 11.89 4.00 N/A N/A N/A N/A
Tier 1 risk-based capital® 11.89 5.50 6.00 % 1147 % 400 % 6.00 %
Total risk-based capital©® 15.23 8.00 10.00 14.90 8.00 10.00
Tier 1 leverage” 9.88 4.00 5.00 10.21 4.00 5.00
Capital One, N.A.:
Common equity Tier 1 capital® 12.80 4.00 N/A N/A N/A N/A
Tier 1 risk-based capital® 12.80 5.50 6.00 % 12.67 % 4.00 % 6.00 %
Total risk-based capital© 13.87 8.00 10.00 13.76 8.00 10.00
Tier 1 leverage” 9.10 4.00 5.00 8.96 4.00 5.00

In the first quarter of 2014, we adopted the proportional amortization method of accounting for Investments in

() Qualified Affordable Housing Projects. See “Note 1—Summary of Significant Accounting Policies” for additional
information. Prior periods have been recast to conform to this presentation.
Capital ratios are calculated based on the Basel I capital framework as of December 31, 2013 and are calculated
based on the Basel III Standardized Approach framework, subject to applicable transition provisions, as of

(2 September 30, 2014. Capital ratios that are not applicable are denoted by “N/A.” See “MD&A—Supplemental
Tables—Table A: Reconciliation of Non-GAAP Measures and Calculation of Regulatory Capital Measures” for
additional information.

3y Common equity Tier 1 capital ratio is a regulatory capital measure under Basel III calculated based on common
equity Tier 1 capital divided by risk-weighted assets.

@) Tier 1 common capital ratio is a regulatory capital measure under Basel I calculated based on Tier 1 common
capital divided by Basel I risk-weighted assets.

(5) Tier 1 risk-based capital ratio is a regulatory capital measure calculated based on Tier 1 capital divided by
risk-weighted assets.

(6) Total risk-based capital ratio is a regulatory capital measure calculated based on total risk-based capital divided by
risk-weighted assets.
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(7 Tier 1 leverage ratio is a regulatory capital measure calculated based on Tier 1 capital divided by average assets,
after certain adjustments.
Capital One Financial Corporation exceeded U.S. federal banking agencies’ minimum capital requirements and the
Banks exceeded minimum regulatory requirements and were “well-capitalized” under PCA requirements as of
September 30, 2014 and December 31, 2013. Our common equity Tier 1 capital ratio, as calculated under the Basel III
Standardized Approach, subject to transition provisions, was 12.73% as of September 30, 2014. Our Tier 1 common
capital ratio, as calculated under Basel I, was 12.19% as of December 31, 2013. These numbers are not directly
comparable due to methodological differences in the calculation of the ratios and the transition requirements under the
Final Basel III Capital Rules. For purposes of our capital plan to be completed for the 2015 CCAR Cycle, we will be
assessed on our ability to maintain specified minimum levels of capital under our currently effective Basel 111
Standardized Approach regime, along with a Tier 1 common ratio of 5.0% on a pro forma basis, as calculated under
Basel I, under expected and stressful conditions. We estimate that our Tier 1 common ratio, as calculated under Basel
I, was
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approximately 12.72% as of September 30, 2014. See “MD&A—Supplemental Tables—Table A: Reconciliation of
Non-GAAP Measures and Calculation of Regulatory Capital Measures” for additional information about our Tier 1
common ratio, as calculated under Basel 1.

As described above, we currently are using the Basel III Standardized Approach for calculating our regulatory capital,
subject to transition provisions. The calculation of our Basel IlI Standardized Approach common equity Tier 1 capital
under the Final Basel III Capital Rules includes additional adjustments and deductions not included in the Tier 1
common capital calculation under Basel I, such as the inclusion of the unrealized gains and losses on
available-for-sale investment securities included in AOCI and adjustments related to intangibles. The adjustments are
phased-in at 20% for 2014, 40% for 2015, 60% for 2016, 80% for 2017 and 100% for 2018. Also as described above,
we continue to use Basel I for calculating our risk-weighted assets in our risk-based regulatory capital ratios in 2014,
as required under the Final Basel III Capital Rules. However, beginning on January 1, 2015, we will use the Basel 111
Standardized Approach for calculating our risk-weighted assets in our risk-based regulatory capital ratios.

The following table compares our common equity Tier 1 capital and risk-weighted assets as of September 30, 2014,
calculated based on the Final Basel III Capital Rules, subject to applicable transition provisions, to our estimated
common equity Tier 1 capital and risk-weighted assets as of September 30, 2014, calculated under the Basel III
Standardized Approach, as it applies when fully phased-in. Our estimated common equity Tier 1 capital ratio under
fully phased-in Basel III Standardized Approach is based on our interpretations, expectations and assumptions of
relevant regulations and interpretations provided by our regulators and is subject to change based on changes to future
regulations and interpretations.

See the table and notes below for further discussion on our interpretations, expectations and assumptions used in
calculating this ratio.

Table 16: Estimated Common Equity Tier 1 Ratio under Fully Phased-In Basel III Standardized Approach(

(Dollars in millions) September 30, 2014
Common equity Tier 1 capital under Basel III Standardized $29,116
Adjustments related to AOCI® (412 )
Adjustments related to intangibles® (1,064 )
Other adjustments® (1 )
Estimated common equity Tier 1 capital under fully phased-in Basel III Standardized $27,639
Risk-weighted assets under Basel I $228,759
Adjustments for Basel III Standardized® 5,159

Estimated risk-weighted assets under Basel III Standardized $233,918

Estimated common equity Tier 1 capital ratio under fully phased-in Basel III Standardized® 11.8 %

Estimated Common Equity Tier 1 Ratio under Fully Phased-In Basel III Standardized Approach is a non-GAAP
() financial measure. We believe the ratio is helpful to investors by showing the impact of future regulatory capital
standards on our capital ratios.
@ Assumes adjustments are fully phased-in.
Adjustments to the Basel I approach to calculating risk-weighted assets include higher risk weights for exposures
3) 90 days or more past due or in nonaccrual, high volatility commercial real estate, securitization exposures and
corresponding adjustments to PCCR intangibles, deferred tax assets and certain other assets in the calculation of
common equity Tier 1 capital under the Basel III Standardized Approach.
@ Calculated by dividing estimated common equity Tier 1 capital under the fully phased-in Basel I Standardized
Approach by estimated risk-weighted assets under the Basel III Standardized Approach.
Under the Final Basel III Capital Rules, when we complete our parallel run for the Advanced Approaches, our
minimum risk-based capital requirement will be the greater requirement of the Basel III Standardized Approach and
the Basel III Advanced Approaches. See “Supervision and Regulation—Basel III and U.S. Capital Rules” in our 2013
Annual Report on Form 10-K for additional information. Based on our business mix, we anticipate that we will need
to hold more regulatory capital under the Basel III Advanced Approaches than under Basel I or the Basel 111
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Standardized Approach to meet our minimum required regulatory capital ratios.

Capital Planning and Regulatory Stress Testing

In November 2011, the Federal Reserve finalized capital planning rules applicable to large bank holding companies
like us. Under these rules, bank holding companies with consolidated assets of $50 billion or more must submit a

capital plan to the Federal
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Reserve on an annual basis that contains a description of all planned capital actions, including dividends or stock
repurchases, over a nine-quarter planning horizon beginning with the fourth quarter of the calendar year prior to the
submission of the capital plan (“CCAR cycle”). The bank holding company may take the capital actions in its capital
plan if the Federal Reserve provides a non-objection to the plan. The Federal Reserve’s objection or non-objection
applies specifically to capital actions during the four quarters beginning with the second quarter of the second calendar
year in the planning horizon. The purpose of the rules is to ensure that large bank holding companies have robust,
forward-looking capital planning processes that account for their unique risks and capital needs to continue operations
through times of economic and financial stress. On October 17, 2014, the Federal Reserve issued a final rule to
modify the regulations for capital planning and stress testing. For additional information, see “Part [—Item 2—Management
Discussion and Analysis of Financial Condition and Results of Operations—Supervision and Regulation.”

As a result of the Federal Reserve’s non-objection to our 2014 capital plan, we expect to maintain our quarterly
dividend of $0.30 per share, subject to approval by our Board of Directors. In addition, our Board of Directors has
authorized the repurchase of up to $2.5 billion of shares of common stock through the end of the first quarter of 2015.
Equity Offerings and Transactions

On October 31, 2014, the Company issued and sold 20,000,000 depositary shares (“Depositary Shares”), each
representing a 1/40th interest in a share of Fixed Rate Non-Cumulative Perpetual Preferred Stock, Series D, $0.01 par
value, with a liquidation preference of $25 per Depositary Share (equivalent to $1,000 per share of Series D Preferred
Stock) (the “Series D Preferred Stock™). Dividends will accrue on the Series D Preferred Stock at a rate of 6.70% per
annum, payable quarterly in arrears. The net proceeds of the offering of the 20,000,000 Depositary Shares were
approximately $484 million, after deducting underwriting commissions and offering expenses. Under the terms of the
Series D Preferred Stock, the ability of the Company to pay dividends on, make distributions with respect to, or to
repurchase, redeem or acquire its common stock or any preferred stock ranking on parity with or junior to the Series D
Preferred Stock, is subject to restrictions in the event that the Company does not declare and either pay or set aside a
sum sufficient for payment of dividends on the Series D Preferred Stock for the immediately preceding dividend
period.

Dividend Policy and Stock Purchases

We paid common stock dividends of $0.30 per share in the third quarter of 2014. During the third quarter, we also
paid preferred stock dividends of $15.00 per share on the outstanding shares of our 6.00% fixed-rate non-cumulative
perpetual preferred stock, Series B (“Series B Preferred Stock™) and $13.7153 per share on the outstanding shares of our
6.25% fixed-rate non-cumulative perpetual preferred stock Series C (“Series C Preferred Stock™).

On October 30, 2014, our Board of Directors declared a quarterly dividend of $0.30 per share, payable November 20,
2014 and quarterly dividends on our Series B Preferred Stock and Series C Preferred Stock payable on December 1,
2014. Based on these declarations, the Company will pay approximately $167 million in common equity dividends
and approximately $21 million in total preferred dividends in the fourth quarter of 2014.

The declaration and payment of dividends to our stockholders, as well as the amount thereof, are subject to the
discretion of our Board of Directors and depend upon our results of operations, financial condition, capital levels, cash
requirements, future prospects and other factors deemed relevant by the Board of Directors. As a bank holding
company, our ability to pay dividends is largely dependent upon the receipt of dividends or other payments from our
subsidiaries. Regulatory restrictions exist that limit the ability of the Banks to transfer funds to our bank holding
company. Funds available for dividend payments from COBNA and CONA were $1.6 billion and $138 million,
respectively, as of September 30, 2014. There can be no assurance that we will declare and pay any dividends. For
additional information on dividends, see “Part [—Item 1. Business—Supervision and Regulation—Dividends, Stock Purchases
and Transfer of Funds” in our 2013 Form 10-K.

As disclosed in “Capital Planning and Regulatory Stress Testing” above, we plan to repurchase up to $2.5 billion of
common stock by the end of the first quarter of 2015, through the 2014 Share Repurchase Program approved by our
Board of Directors. Through the end of the third quarter of 2014, we have repurchased approximately $1.5 billion of
shares as a part of this program.
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The timing and exact amount of any common stock repurchases will depend on various factors, including market
conditions, our capital position and amount of retained earnings. Our share repurchase program does not include

specific price targets, may be executed through open market purchases or privately negotiated transactions, including
utilizing Rule 10b5-1 programs, and may be suspended at any time. For additional information on stock repurchases,

see ‘“Part [—Item 1. Business—Supervision and Regulation—Dividends, Stock Repurchases and Transfer of Funds” in our
2013 Form 10-K.
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RISK MANAGEMENT

Overview

We use a risk framework to manage risk. We execute against our risk management framework with the “Three Lines of
Defense” risk management model to demonstrate and structure the roles, responsibilities and accountabilities in the
organization for taking and managing risk. The “First Line of Defense” is comprised of the business areas that through
their day-to-day business activities take risk on our behalf. As the business owner, the first line is responsible for
identifying, assessing, managing and controlling that risk, and for mitigating our overall risk exposure. The “Second
Line of Defense” provides oversight of first line risk taking and management, and is primarily comprised of our Risk
Management organization. The second line assists in determining risk capacity, risk appetite, and the strategies,
policies and structure for managing risks. The second line is both an “expert advisor” to the first line and an “effective
challenger” of first line risk activities. The “Third Line of Defense” is comprised of our internal audit and credit review
functions. The third line provides independent and objective assurance to senior management and to the Board of
Directors that first and second line risk management and internal control systems and governance processes are
well-designed and working as intended. Our risk framework, which is built around governance, processes and people,
consists of the following eight key elements:

Establish governance processes, accountabilities, and risk appetites

ddentify and assess risks and ownership

Develop and operate controls, monitoring and mitigation plans

Test and detect control gaps and perform corrective action

Escalate key risks and gaps to executive management, and when appropriate the Board of Directors

Calculate and allocate capital in alignment with risk management and measurement processes (including stress
testing)

Support with the right culture, talent and skills

€nable with right data, infrastructure and programs

We provide additional discussion of our risk management principles, roles and responsibilities, framework and risk
appetite under “MD&A—Risk Management” in our 2013 Form 10-K.

CREDIT RISK PROFILE

Our loan portfolio accounts for the substantial majority of our credit risk exposure. Our lending activities are governed
under our credit policy and are subject to independent review and approval. Below we provide information about the
composition of our loan portfolio, key concentrations and credit performance metrics.

We also engage in certain non-lending activities that may give rise to credit and counterparty settlement risk,
including the purchase of securities for our investment securities portfolio, entering into derivative transactions to
manage our market risk exposure and to accommodate customers, foreign exchange transactions, and customer
overdrafts. We provide additional information on credit risk related to our investment securities portfolio under
“Consolidated Balance Sheets Analysis—Investment Securities” and credit risk related to derivative transactions in “Note
9—Derivative Instruments and Hedging Activities.”

Loan Portfolio Composition

We provide a variety of lending products. Our primary products include credit cards, auto loans, home loans and
commercial loans. For information on our lending policies and procedures, including our underwriting criteria for our
primary loan products, see “MD&A—Credit Risk Profile” in our 2013 Form 10-K.

Our loan portfolio consists of loans held for investment, including restricted loans underlying our consolidated
securitization trusts, and loans held for sale. Table 17 presents the composition of our portfolio of loans held for
investment, by portfolio segment, as of September 30, 2014 and December 31, 2013. Table 17 and the credit metrics
presented in this section exclude loans held for
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sale, which are carried at lower of cost or fair value and totaled $427 million and $218 million as of September 30,
2014, and December 31, 2013, respectively.
Table 17: Loan Portfolio Composition

September 30, 2014 December 31, 2013

(Dollars in millions) Loans Acquired Total % of Loans Acquired Total % of

Loans Total Loans Total
Credit Card:
Domestic credit card() $73,115 $28 $73,143 363 % $73,192 $63 $73,255 371 %
International credit card 7,488 — 7,488 3.7 8,050 — 8,050 4.1
Total credit card 80,603 28 80,631 40.0 81,242 63 81,305 41.2
Consumer Banking:
Auto 36,253 1 36,254 18.0 31,852 5 31,857 16.2
Home loan 6,804 24,399 31,203 15.4 7,098 28,184 35,282 17.9
Retail banking 3,557 47 3,604 1.8 3,587 36 3,623 1.8
Total consumer banking 46,614 24,447 71,061 35.2 42,537 28,225 70,762 359
Commercial Banking:®
Commercial and multifamily —, g3, 3 22,895 114 20,666 84 20,750 105

real estate
Commercial and industrial 25,924 147 26,071 12.9 23,131 178 23,309 11.8
Total commercial lending 48,756 210 48,966 24.3 43,797 262 44,059 22.3
Ssr?;lc}—tlcket commercial real 822 o 822 0.4 952 o 952 0.5
Total commercial banking 49,578 210 49,788 24.7 44,749 262 45,011 22.8
Other:

Other loans 112 — 112 0.1 121 — 121 0.1
Total loans held for investment $176,907 $24,685 $201,592 100.0 % $168,649 $28,550 $197,199 100.0 %

o Includes installment loans of $171 million and $323 million as of September 30, 2014 and December 31, 2013,
respectively.
«2) Includes construction loans and land development loans totaling $2.2 billion and $2.0 billion as of September 30,
2014 and December 31, 2013, respectively.
Acquired Loans
The substantial majority of our home loan portfolio was acquired in the ING Direct and CCB acquisitions, which were
recorded at fair value at acquisition and subsequently accounted for based on expected cash flows to be collected. The
difference between the fair value at acquisition and expected cash flows represents the accretable yield, which is
recognized in interest income over the life of the loans. The difference between the contractual payments on the loans
and expected cash flows represents the nonaccretable difference or the amount of principal and interest not considered
collectible, which incorporates future expected credit losses over the life of the loans. Decreases in expected cash
flows resulting from further credit deterioration from the previous estimate, will generally result in an impairment
charge recognized in our provision for credit losses and an increase in the allowance for loan and lease losses.
The expected cash flows for our acquired home loan portfolio are significantly impacted by future expectations of
home prices and interest rates. Decreases in expected cash flows that result from declining conditions, particularly
associated with these variables, could result in an increase in the allowance for loan and lease losses and reduction in
accretable yield.
Charge-offs are not recorded until the expected credit losses within the nonaccretable difference is depleted. In
addition, Acquired Loans are not initially classified as delinquent or nonperforming as we expect to collect our net
investment in these loans and the nonaccretable difference is expected to absorb the majority of the losses associated
with these loans. The period-end carrying value of Acquired Loans in our home loan portfolio was $24.4 billion and
$28.2 billion as of September 30, 2014 and December 31, 2013, respectively.
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Table 18 presents the relative size of Acquired Loans in our home loan portfolio, by lien priority.
Table 18: Home Loan: Risk Profile by Lien Priority
September 30, 2014

Loans Acquired Loans Total Home Loans
(Dollars in millions) Amount :17,00?;1 Amount '?o?afl Amount ,(17,00?:1
Lien type:
1st lien $5,762 185 % $24,026 77.0 % $29,788 955 %
2nd lien 1,042 3.3 373 1.2 1,415 4.5
Total $6,804 21.8 % $24,399 782 % $31,203 100.0 %
December 31, 2013
Loans Acquired Loans Total Home Loans
(Dollars in millions) Amount % of Amount % of Amount % of
Total Total Total
Lien type:
1st lien $6,020 17.1 % $27,768 787 % $33,788 958 %
2nd lien 1,078 3.0 416 1.2 1,494 4.2
Total $7,098 20.1 % $28,184 799 % $35,282 100.0 %

See “Note 4—Loans” in this Report for additional credit quality information. See “Note 1—Summary of Significant
Accounting Policies” in our 2013 Form 10-K for information on our accounting policies for Acquired Loans,
delinquent loans, nonperforming loans, net charge-offs and troubled debt restructurings (“TDRs”) for each of our loan
categories.

Credit Risk Measurement

We closely monitor economic conditions and loan performance trends to assess and manage our exposure to credit
risk. Key metrics we track in evaluating the credit quality of our loan portfolio include delinquency and
nonperforming asset rates, as well as net charge-off rates and our internal risk ratings of larger balance commercial
loans. Trends in delinquency rates are a primary indicator of credit risk within our consumer loan portfolios, as
changes in delinquency rates provide an early warning of changes in credit losses. The primary indicator of credit risk
in our commercial loan portfolios is our internal risk ratings. Because we generally classify loans that have been
delinquent for an extended period of time and other loans with significant risk of loss as nonperforming, the level of
nonperforming assets represents another indicator of the potential for future credit losses. In addition to delinquency
rates, the geographic distribution of our loans provides insight as to the credit quality of the portfolio based on
regional economic conditions.

We underwrite most consumer loans using proprietary models, which are typically based on credit bureau data,
including borrower credit scores, along with application information and, where applicable, collateral, and deal
structure data. We continuously adjust our management of credit lines and collection strategies based on customer
behavior and risk profile changes. We use borrower credit scores for subprime classification, for competitive
benchmarking, and in some cases to drive product segmentation decisions.
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The following table provides details on the credit scores of our domestic credit card and auto loan portfolios.
Table 19: Credit Score Distribution

(Percentage of portfolio with estimated credit scores) September 30, December 31, - December 31,

2014 2013 2012
Domestic credit card - Refreshed FICO scores:(D
Greater than 660 68 % 69 % 69 %
660 or below 32 31 31
Total 100 % 100 % 100 %
Auto - At origination FICO scores:(
Greater than 660 46 % 42 % 35 %
621 - 660 16 17 18
620 or below 38 41 47
Total 100 % 100 % 100 %

Credit scores generally represent FICO scores. These scores are obtained from one of the major credit bureaus at
(1) origination and are refreshed monthly thereafter. We approximate non-FICO credit scores to comparable FICO
scores for consistency. Balances for which no credit score is available or the credit score is invalid are included in
the 660 or below category.
Credit scores represent FICO scores. These scores are obtained from three credit bureaus at the time of
@ application and are not refreshed thereafter. The reported FICO score distribution in the table above is based
on the average scores. Balances for which no credit score is available or the credit score is invalid are
included in the 620 or below category.
We present information in the section below on the credit performance of our loan portfolio, including the key metrics
we use in tracking changes in the credit quality of our loan portfolio. We also present adjusted credit quality metrics
excluding the impact from Acquired Loans.
See “Note 4—Loans” in this Report for additional credit quality information. See “Note 1—Summary of Significant
Accounting Policies” in our 2013 Form 10-K for information on our accounting policies for delinquent, nonperforming
loans, net charge-offs and TDRs for each of our loan categories.
Delinquency Rates
We consider the entire balance of an account to be delinquent if the minimum required payment is not received by the
customer’s due date, measured at the reporting date. Our 30+ day delinquency metrics include all loans held for
investment that are 30 or more days past due, whereas our 30+ day performing delinquency metrics include loans that
are 30 or more days past due but currently classified as performing and accruing interest. The 30+ day delinquency
and 30+ day performing delinquency metrics are generally the same for credit card loans, as we continue to classify
the substantial majority of credit card loans as performing until the account is charged-off, typically when the account
is 180 days past due. See “Note 1—Summary of Significant Accounting Policies” in our 2013 Form 10-K for information
on our policies for classifying loans as nonperforming for each of our loan categories.
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Table 20 presents our 30+ day performing and total 30+ day delinquency rates, by portfolio segment, as of
September 30, 2014 and December 31, 2013. It also presents the adjusted rates, which exclude Acquired Loans from
the denominator as they are accounted for based on cash flows expected to be collected over the life of the loans.
Table 20: 30+ Day Delinquencies

September 30, 2014 December 31, 2013

Iigz-f(])?ging 30+ Day Total f’(c?:_f(l)i?ging 30+ Day Total
(Dollars in millions) Amount Rate®)  Amount Rate). Amount Rate)  Amount Rate()
Credit Card:
Domestic credit card $2,347 321 % $2,347 321 % $2,514 343 % $2514 343 %
International credit card 250 3.34 306 4.08 299 3.71 367 4.56
Total credit card 2,597 3.22 2,653  3.29 2,813 3.46 2,881 3.54
Consumer Banking:
Auto 2,227  6.14 2,404  6.63 2,181 6.85 2,375 7.46
Home loan® 45 0.14 277 0.89 55 0.16 323 0.91
Retail banking 19 0.53 31 0.85 25 0.69 52 1.44
Total consumer banking 2,291 3.22 2,712 3.82 2,261 3.20 2,750 3.89
Commercial Banking:
ecs‘t’:tlénemal and multifamily real g 012 63 027 29 014 64 0.31
Commercial and industrial 38 0.15 106 0.41 73 0.31 108 0.46
Total commercial lending 66 0.14 169 0.34 102 0.23 172 0.39
Small-ticket commercial real estate 5 0.55 8 0.92 8 0.79 11 1.17
Total commercial banking 71 0.14 177 0.35 110 0.24 183 0.41
Other:
Other loans 3 3.64 14 12.88 4 3.32 19 15.72
Total $4,962 2.46 $5,556 2.76 $5,188 2.63 $5,833 296

(1) Calculated by loan category by dividing 30+ day delinquent loans as of the end of the period by period-end loans
held for investment for the specified loan category, including Acquired Loans as applicable.
Excluding the impact of Acquired Loans, the 30+ day performing and total 30+ day delinquency rates for home
loan portfolio are 0.65% and 4.07%, respectively, as of September 30, 2014, and 0.78% and 4.55%, respectively, as
of December 31, 2013.

Table 21 presents an aging of 30+ day delinquent loans included in the above table.

Table 21: Aging and Geography of 30+ Day Delinquent Loans

September 30, 2014 December 31, 2013

. . % of % of
(Dollars in millions) Amount Total Loans() Amount Total Loans()
Total loan portfolio $201,592 100.0 % $197,199 100.00 %
Delinquency status:
30 — 59 days $2,582 1.28 $2,617 1.33
60 — 89 days 1,337 0.67 1,344 0.68
90 + days 1,637 0.81 1,872 0.95
Total $5,556 2.76 % $5,833 2.96 %
Geographic region:
Domestic $5,250 2.61 % $5,466 2.77 %
International 306 0.15 367 0.19
Total $5,556 2.76 % $5,833 2.96 %
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Capital One Financial Corporation

38 (COF)

72



Edgar Filing: CAPITAL ONE FINANCIAL CORP - Form 10-Q

Table of Contents

Table 22 summarizes loans that were 90 days or more past due as to interest or principal and still accruing interest as
of September 30, 2014 and December 31, 2013. These loans consist primarily of credit card accounts between 90 days
and 179 days past due. As permitted by regulatory guidance issued by the Federal Financial Institutions Examination
Council (“FFIEC”), we generally continue to accrue interest and fees on domestic credit card loans through the date of
charge-off, which is typically in the period the account becomes 180 days past due. While domestic credit card loans
typically remain on accrual status until the loan is charged-off, we reduce the balance of our credit card receivables by
the amount of finance charges and fees billed but not expected to be collected and exclude this amount from revenue.
Table 22: 90+ Day Delinquent Loans Accruing Interest

September 30, 2014 December 31, 2013

. i % of % of
(Dollars in millions) Amount Total Loans() Amount Total Loans()
Loan category:
Credit card $1,109 1.38 % $1,283 1.58 %
Consumer banking 1 0.00 2 0.00
Commercial banking 6 0.01 6 0.01
Total $1,116 0.55 $1,291 0.65
Geographic region:
Domestic $1,040 0.54 $1,195 0.63
International 76 1.01 96 1.19
Total $1,116 0.55 $1,291 0.65

(1) Delinquency rates are calculated for each loan category by dividing 90+ day delinquent loans accruing interest by
period-end loans held for investment for the specified loan category.
Nonperforming Loans and Nonperforming Assets
Nonperforming assets consist of nonperforming loans, foreclosed property and repossessed assets and the net
realizable value of auto loans that have been charged-off as a result of a bankruptcy. Nonperforming loans generally
include loans that have been placed on nonaccrual status and certain restructured loans whose contractual terms have
been modified in a manner that grants a concession to a borrower experiencing financial difficulty. In addition, we
separately track and report Acquired Loans accounted for based on expected cash flows and disclose our delinquency
and nonperforming loan rates with and without these Acquired Loans. See “Note 1—Summary of Significant Accounting
Policies” in our 2013 Form 10-K for information on our policies for classifying loans as nonperforming for each of our
loan categories.
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Table 23 presents comparative information on nonperforming loans, by portfolio segment, and other nonperforming
assets, as of September 30, 2014 and December 31, 2013. We do not classify loans held for sale as nonperforming, as
they are recorded at the lower of cost or fair value.

Table 23: Nonperforming Loans and Other Nonperforming Assets(!)

September 30, 2014 December 31, 2013

N % of Total % of Total
(Dollars in millions) Amount Loans HFI Amount Loans HFI
Nonperforming loans held for investment:
Credit Card:
International credit card $74 0.98 % $88 1.10 %
Total credit card 74 0.09 88 0.11
Consumer Banking:
Auto 177 0.49 194 0.61
Home loan® 325 1.04 376 1.06
Retail banking 19 0.54 41 1.13
Total consumer banking® 521 0.73 611 0.86
Commercial Banking:
Commercial and multifamily real estate 60 0.26 52 0.25
Commercial and industrial 97 0.37 93 0.40
Total commercial lending 157 0.32 145 0.33
Small-ticket commercial real estate 4 0.42 4 0.41
Total commercial banking 161 0.32 149 0.33
Other:
Other loans 16 14.66 19 15.83
Total nonperforming loans held for investment((®) $772 0.38 $867 0.44
Other nonperforming assets(:
Foreclosed property® $129 0.06 $113 0.06
Other assets©® 167 0.08 160 0.08
Total other nonperforming assets 296 0.15 273 0.14
Total nonperforming assets(”) $1,068 0.53 $1,140 0.58

We recognized interest income for loans classified as nonperforming of $22 million and $27 million in the first

(¢))

(@)

3

“

®

(©)
()

nine months of 2014 and 2013, respectively. Interest income foregone related to nonperforming loans was $33
million and $44 million in the first nine months of 2014 and 2013, respectively. Foregone interest income
represents the amount of interest income that would have been recorded during the period for nonperforming loans
as of the end of the period had the loans performed according to their contractual terms.

The nonperforming loan ratio, excluding Acquired Loans’ impact for our home loan portfolio, total consumer
banking, and total nonperforming loans held for investment was 4.77%, 1.12%, and 0.44%, respectively, as of
September 30, 2014, compared with 5.29%, 1.44%, and 0.51%, respectively, as of December 31, 2013.
Nonperforming loans as a percentage of total loans held for investment, excluding the impact of domestic credit
card loans, was 0.60% and 0.70% as of September 30, 2014 and December 31, 2013, respectively.

The denominator used in calculating the nonperforming asset ratios consists of total loans held for investment and
other nonperforming assets.

Includes foreclosed properties related to Acquired Loans of $84 million and $68 million as of September 30, 2014
and December 31, 2013, respectively.

Includes the net realizable value of auto loans that have been charged-off as a result of a bankruptcy and
repossessed assets obtained in satisfaction of auto loans.
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The nonperforming asset ratio, excluding the impact of Acquired Loans was 0.56% and 0.63% as of September 30,
2014 and December 31, 2013, respectively.
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Net Charge-Offs
Net charge-offs consist of the unpaid principal balance of loans held for investment that we determine are
uncollectible, net of recovered amounts. We exclude accrued and unpaid finance charges and fees and fraud losses
from charge-offs. Net charge-offs are recorded as a reduction to the allowance for loan and lease losses and
subsequent recoveries of previously charged-off amounts are credited to the allowance for loan and lease losses. Costs
incurred to recover charged-off loans are recorded as collection expenses and included on our consolidated statements
of income as a component of other non-interest expense. Our charge-off policy for loans varies based on the loan type.
See “Note 1—Summary of Significant Accounting Policies—Loans” in our 2013 Form 10-K for information on our
charge-off policy for each of our loan categories.
Table 24 presents our net charge-off amounts and rates, by portfolio segment, in the third quarter and first nine months
of 2014 and 2013.
Table 24: Net Charge-Offs

Three Months Ended September 30,

2014 2013
(Dollars in millions) Amount  Rate(D g:g:(iged Amount  Rate(D ?:gél(szged
Credit Card:
Domestic credit card $508 283 % 283 % $642 3.67 % 3.68 %
International credit card 64 3.32 3.32 92 4.71 4.71
Total credit card 572 2.88 2.88 734 3.78 3.78
Consumer Banking:
Auto 176 1.98 1.98 152 2.01 2.01
Home loan 2 0.02 0.11 5 0.06 0.30
Retail banking 12 1.36 1.38 13 1.38 1.40
Total consumer banking 190 1.07 1.65 170 0.95 1.64
Commercial Banking:
Commercial and multifamily real estate (5 ) (0.10 ) (0.10 ) (5 ) (0.11 ) (0.11 )
Commercial and industrial (1 ) (0.01 ) (0.01 ) 9 0.18 0.18
Total commercial lending (6 ) (0.05 ) (0.05 ) 4 0.04 0.04
Small-ticket commercial real estate 0 (0.01 ) (.01 ) 4 1.26 1.26
Total commercial banking (6 ) (0.05 ) (0.05 ) 8 0.07 0.07
Other:
Other loans 0 0.61 ) (061 ) 5 12.17 15.40
Total net charge-offs $756 1.52 1.73 $917 1.92 2.29
Average loans held for investment $199,422 $191,135
Avera}ge loans held for investment (excluding 174318 160,422
Acquired Loans)
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Nine Months Ended September 30,

2014 2013
(Dollars in millions) Amount  Rate(D g:g:(iged Amount  Rate(D ?:gél(szged
Credit Card:
Domestic credit card $1,818 345 9% 3.45 % $2,218 414 % 4.14 %
International credit card 219 3.81 3.81 288 4.79 4.79
Total credit card 2,037 3.48 3.48 2,506 4.20 4.21
Consumer Banking:
Auto 421 1.65 1.65 366 1.69 1.69
Home loan 12 0.05 0.22 13 0.04 0.23
Retail banking 27 1.00 1.01 44 1.58 1.60
Total consumer banking 460 0.87 1.37 423 0.77 1.40
Commercial Banking:
Commercial and multifamily real estate (5 ) (0.03 ) (0.03 ) 3 ) (0.02 ) (0.02 )
Commercial and industrial 3 0.02 0.02 13 0.08 0.09
Total commercial lending 2 ) 0.00 0.00 10 0.04 0.04
Small-ticket commercial real estate 3 0.44 0.44 9 1.04 1.04
Total commercial banking 1 0.00 0.00 19 0.06 0.06
Other:
Other loans 1 0.33 0.33 17 13.31 16.69
Total net charge-offs $2,499 1.70 1.96 $2,965 2.05 2.48
Average loans held for investment $196,068 $192,547
Avera}ge loans held for investment (excluding 169.616 159.359
Acquired Loans)

(1, Calculated for each loan category by dividing annualized net charge-offs for the period by average loans held for
investment during the period.

@) Calculated by excluding Acquired Loans from the denominator.

For information regarding management’s expectations of net charge-offs, see “MD&A—Business Segment Expectations”.

Loan Modifications and Restructurings

As part of our loss mitigation efforts, we may provide short-term (three to twelve months) or long-term (greater than

twelve months) modifications to a borrower experiencing financial difficulty to improve long-term collectability of

the loan and to avoid the need for foreclosure or repossession of collateral.
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Table 25 presents our loans modified in TDRs as of September 30, 2014 and December 31, 2013. It excludes loan
modifications that do not meet the definition of a TDR and Acquired Loans accounted for based on expected cash
flows, which we track and report separately.
Table 25: Loan Modifications and Restructurings

September 30, 2014 December 31, 2013

. . % of Total % of Total
(Dollars in millions) Amount Modifications Amount Modifications
Modified and restructured loans:
Credit card®D $706 43.8 % $780 46.4 %
Auto 399 24.8 355 21.1
Home loan 220 13.6 244 14.5
Retail banking 39 24 64 3.8
Commercial banking 249 15.4 238 14.2
Total $1,613 100.0 % $1,681 100.0 %
Status of modified and restructured loans:
Performing $1,199 743 % $1,250 74.4 %
Nonperforming 414 25.7 431 25.6
Total $1,613 100.0 % $1,681 100.0 %

(1) Amount reported reflects the total outstanding customer balance, which consists of unpaid principal balance,
accrued interest and fees.
The majority of our credit card TDRs involve reducing the interest rate on the account and placing the customer on a
fixed payment plan not exceeding 60 months. We determine the effective interest rate for purposes of measuring
impairment on modified loans that involve a reduction and are considered to be a TDR based on the interest rate in
effect immediately prior to the loan entering the modification program. In some cases, the interest rate on a credit card
account is automatically increased due to non-payment, late payment or similar events. In all cases, we cancel the
customer’s available line of credit on the credit card. If the customer does not comply with the modified payment
terms, then the credit card loan agreement may revert to its original payment terms, with the amount of any loan
outstanding reflected in the appropriate delinquency category. The loan amount may then be charged-off in
accordance with our standard charge-off policy.
Within the Consumer Banking business, the majority of our modified loans receive an extension, while a portion
receive an interest rate reduction or principal reduction. Their impairment is determined using the present value of
expected cash flows, or a collateral evaluation for auto and home loans that were charged down to fair value. In the
Commercial Banking business, the majority of modified loans receive an extension, with a portion of these loans
receiving an interest rate reduction. The impairment on modified commercial loans is generally determined based on
the underlying collateral value. We provide additional information on modified loans accounted for as TDRs,
including the performance of those loans subsequent to modification, in “Note 4—Loans.”
Impaired Loans
A loan is considered impaired when, based on current information and events, it is probable that we will be unable to
collect all amounts due from the borrower in accordance with the original contractual terms of the loan. Generally, we
report loans as impaired based on the method for measuring impairment in accordance with applicable accounting
guidance. Loans defined as individually impaired include larger balance commercial nonperforming loans and TDRs.
Loans held for sale are not reported as impaired, as these loans are recorded at lower of cost or fair value. Impaired
loans also exclude Acquired Loans accounted for based on expected cash flows because this accounting methodology
takes into consideration future credit losses expected to be incurred, as discussed above under “Summary of Selected
Financial Data.”
Impaired loans, including TDRs, totaled $1.9 billion as of both September 30, 2014 and December 31, 2013. TDRs
accounted for $1.6 billion and $1.7 billion of impaired loans as of September 30, 2014 and December 31, 2013,
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Allowance for Loan and Lease Losses

Our allowance for loan and lease losses represents management’s best estimate of incurred loan and lease credit losses
inherent in our held for investment portfolio as of each balance sheet date. The allowance for loan and lease losses is
increased through the provision for credit losses and reduced by net charge-offs. We provide additional information on
the methodologies and key assumptions used in determining our allowance for loan and lease losses in “Note
1—Summary of Significant Accounting Policies” in our 2013 Form 10-K.

Our allowance for loan and lease losses decreased by $103 million from $4.3 billion as of December 31, 2013 and
increased by $214 million, from $4.0 billion as of June 30, 2014, to $4.2 million as of September 30, 2014. The
allowance coverage ratio declined to 2.09% as of September 30, 2014, from 2.19% as of December 31, 2013. The
release in allowance for loan and lease losses in the first and second quarters of 2014 was mainly due to credit
improvements, partially offset by a build in the third quarter of 2014 driven by loan growth and higher delinquency
inventories increasing our loss expectations.

Table 26 presents changes in our allowance for loan and lease losses for the third quarter and first nine months of
2014 and 2013, and details the provision for credit losses recognized on our consolidated statements of income, and
charge-offs and recoveries by portfolio segment.
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Table 26: Allowance for Loan and Lease Losses Activity

(Dollars in millions)

Balance at beginning of period, as reported

Provision for credit losses(!)
Charge-offs:

Credit Card:

Domestic credit card
International credit card
Total credit card

Consumer Banking:

Auto

Home loan

Retail banking

Total consumer banking
Commercial Banking:
Commercial and multifamily real estate
Commercial and industrial
Total commercial lending
Small-ticket commercial real estate
Total commercial banking
Other loans

Total charge-offs
Recoveries:

Credit Card:

Domestic credit card
International credit card
Total credit card

Consumer Banking:

Auto

Home loan

Retail banking

Total consumer banking
Commercial Banking:
Commercial and multifamily real estate
Commercial and industrial
Total commercial lending
Small-ticket commercial real estate
Total commercial banking
Other:

Other loans

Total recoveries

Net charge-offs

Other changes®

Balance at end of period

Three Months
Ended September
30,

2014 2013
$3,998  $4,407
988 829

768 ) 895 )

(117 ) (141 )
(885 ) (1,036 )
(245 ) (210 )
“ ) (6 )
as ) das )
(264 ) (234 )
(1 ) )
(1 ) 12 )
@ ) A3 )
@ ) 4 )
“ ) A7)
@ ) (7 )
(1,155 ) (1,294 )
260 253

53 49

313 302

69 58

2 1

3 5

74 64

6 6

2 3

8 9

2 —

10 9

2 2

399 377

(756 ) 917 )
(18 ) 14

$4,212  $4,333

Nine Months Ended
September 30,

2014 2013
$4,315 $5,156
2,412 2,442
2,599 ) (3,047 )
376 ) 432 )
2,975 ) 3,479 )
(633 ) (545 )
(23 ) (18 )
(44 ) (62 )
(700 ) (625 )
3 ) S )
(11 ) (22 )
(14 ) (27 )
(5 ) (16 )
(19 ) (43 )
(38 ) (22 )
(3,702 ) (4,169 )
781 829

157 144

938 973

212 179

11 5

17 18

240 202

8 8

8 9

16 17

2 7

18 24

7 5

1,203 1,204
(2,499 ) (2,965 )
(16 ) (300 )
$4,212 $4,333
2.09 % 2.26 %

81



Edgar Filing: CAPITAL ONE FINANCIAL CORP - Form 10-Q

Allowance for loan and lease losses as a percentage of loans held for
investment

Capital One Financial Corporation

45 (COF)

82



Edgar Filing: CAPITAL ONE FINANCIAL CORP - Form 10-Q

Table of Contents

The total provision for credit losses reported on our consolidated statements of income consists of a provision for
loan and lease losses and a provision for unfunded lending commitments. The table above only presents the
() provision for loan and lease losses, and does not include the provision for unfunded lending commitments of $5
million and $20 million in the third quarter and first nine months of 2014, respectively, and a provision of $20
million and $54 million in the third quarter and first nine months of 2013, respectively.
Primarily represents foreign currency translation adjustments and the net impact of loan transfers and sales. In the
@ first quarter of 2013, the allowance for loan and lease losses was reduced by $289 million attributable to the
transfer of the Best Buy loan portfolio from HFI to HES, which was subsequently sold in the third quarter of 2013.
Table 27 presents an allocation of our allowance for loan and lease losses by portfolio segment as of September 30,
2014 and December 31, 2013.
Table 27: Allocation of the Allowance for Loan and Lease Losses
September 30, 2014 December 31, 2013

. . %of Total %of Total
(Dollars in millions) Amount Loans HFI Amount Loans HFI
Credit Card:
Domestic credit card $2,746 3.75 % $2,836 3.87 %
International credit card 311 4.15 378 4.70
Total credit card 3,057 3.79 3,214 3.95
Consumer Banking:
Auto 660 1.82 606 1.90
Home loanV 55 0.18 83 0.24
Retail banking 57 1.57 63 1.74
Total consumer banking() 772 1.09 752 1.06
Commercial Banking:
Commercial and multifamily real estate 151 0.66 143 0.69
Commercial and industrial 214 0.82 166 0.71
Total commercial lending 365 0.75 309 0.70
Small-ticket commercial real estate 13 1.52 29 3.05
Total commercial banking 378 0.76 338 0.75
Other:
Other loans 5 5.00 11 9.09
Total allowance for loan and lease losses $4,212 2.09 $4,315 2.19
Total allowance coverage ratios:
Period-end loans held for investment $201,592 2.09 $197,199 2.19
Period-end loans held for investment (excluding Acquired Loans) 176,907 2.37 168,649 2.54
Nonperforming loans® 772 545.63 867 497.69
Allowance coverage ratios by loan category®:
Credit card (30+ day delinquent loans) 2,653 115.23 2,881 111.56
Consumer banking (30+ day delinquent loans) 2,712 28.45 2,750 27.35
Commercial banking (nonperforming loans) 161 234.98 149 226.85

The coverage ratio for home loans and consumer banking, excluding the Acquired Loans’ impact, was 0.48%, and
() 1.61%, respectively, as of September 30, 2014, compared with 0.64% and 1.68%, respectively, as of December 31,

2013.

The allowance for loan and lease losses as a percentage of nonperforming loans, excluding the allowance for loan
@ and lease losses related to our domestic credit card loans, was 189.93% as of September 30, 2014, and 170.59% as

of December 31, 2013.
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LIQUIDITY RISK PROFILE

We have established liquidity guidelines that are intended to ensure we have sufficient asset-based liquidity to
withstand the potential impact of deposit attrition or diminished liquidity in the funding markets. Our guidelines
include maintaining an adequate liquidity reserve to cover our funding requirements as well as any potential deposit
run-off and maintaining diversified funding sources to avoid over-dependence on volatile, less reliable funding
markets. Our liquidity reserves consist of readily-marketable or pledgable assets which can be used as a source of
liquidity, if needed.

Table 28 below presents the composition of our liquidity reserves as of September 30, 2014 and December 31, 2013.
Table 28: Liquidity Reserves

(Dollars in millions) September 30, December

2014 31,2013
Cash and cash equivalents $6,148 $6,291
Investment securities available for sale, at fair value 39,665 41,800
Investment securities held to maturity, at fair value 22,928 19,185
Total investment securities portfolio () 2 62,593 60,985
FHLB borrowing capacity secured by loans 30,456 28,623
Outstanding FHLB advances and letters of credit secured by loans (10,310 ) (8,917 )
Outstanding FHLB advances and letters of credit secured by securities (1,004 ) (7,808 )
Securities encumbered for Public Funds and others (10,330 ) (9,491 )
Total liquidity reserves $ 77,553 $69,683

1y The weighted average life of our securities was approximately 6.1 years and 6.3 years as of September 30, 2014,
and December 31, 2013, respectively.
We pledged securities available for sale with a fair value of $5.8 billion and $10.7 billion as of September 30, 2014
(2) and December 31, 2013, respectively. We also pledged securities held to maturity with a carrying value of $13.7
billion and $8.2 billion as of September 30, 2014 and December 31, 2013, respectively. As of September 30, 2014,
$7.3 billion of the total pledged securities were used to secure our FHLB borrowing capacity.
Our liquidity reserves increased by $7.9 billion, or 11%, in the first nine months of 2014, to $77.6 billion as of
September 30, 2014, from $69.7 billion as of December 31, 2013. This increase was primarily attributable to lower
FHLB advances due to seasonality and an increase in the fair value of our investment securities. See “MD&A—Risk
Management” in our 2013 Form 10-K for additional information on our management of liquidity risk.
Funding
The Company’s primary source of funding comes from deposits. In addition to deposits, the Company raises funding
through the purchase of federal funds, the issuance of brokered deposits, FHLB advances secured by certain portions
of our loan and securities portfolios, the issuance of senior and subordinated notes, loan securitization transactions and
other various types of borrowings. A key objective in our use of these markets is to ensure we maintain access to a
diversified mix of wholesale funding sources.
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Deposits
Our deposits provide a stable and relatively low cost of funds and are our largest source of funding. Table 29 provides
a comparison of the composition of our deposits, average balances, interest expense and average deposit rates for the
first nine months of 2014 and full year 2013.
Table 29: Deposit Composition and Average Deposit Rates

Nine Months Ended September 30, 2014
% of Average
Average  Deposit
Deposits  Rate

Period End Average Interest

(Dollars in millions) Balance  Balance  Expense

Non-interest bearing accounts $25,388  $24,196 N/A 11.8 % N/A
Interest-bearing checking accounts) 40,045 42.260 $155 20.5 0.49 %
Saving deposits? 129,989 129,854 563 63.1 0.58
Time deposits less than $100,000 5,555 5,797 57 2.8 1.30
Total core deposits 200,977 202,107 775 98.2 0.51
Time deposits of $100,000 or more 2,412 2,637 41 1.3 2.09
Foreign time deposits(®) 875 1,039 3 0.5 0.33
Total deposits $204,264 $205,783 $819 100.0 % 0.53

Twelve Months Ended December 31, 2013

% of Average
Average  Deposit
Deposits  Rate

Period End Average  Interest

(Dollars in millions) Balance  Balance  Expense

Non-interest bearing accounts $22,643 $21,345 N/A 10.2 % N/A
Interest-bearing checking accounts) 43,880 43,823 $254 21.0 0.58 %
Saving deposits? 127,667 129,373 714 61.8 0.55
Time deposits less than $100,000 6,299 8,955 161 4.3 1.80
Total core deposits 200,489 203,496 1,129 97.3 0.55
Time deposits of $100,000 or more 2,852 3,938 108 1.9 2.74
Foreign time deposits(®) 1,182 1,611 4 0.8 0.25
Total deposits $204,523  $209,045 $1,241 1000 % 0.59

() Includes Negotiable Order of Withdrawal (“NOW™) accounts.

@ Includes Money Market Deposit Accounts (“MMDA”).

(3) Substantially all of our foreign time deposits are greater than $100,000 as of both September 30, 2014, and
December 31, 2013.

Total deposits decreased by $259 million during the first nine months of 2014, to $204.3 billion as of September 30,

2014, from $204.5 billion as of December 31, 2013. The decrease was primarily driven by the run-off of certain

deposits, which was partially offset by the growth in our Consumer Banking and Commercial Banking businesses as a

result of our continued focus on deepening deposit relationships with existing customers and our continued marketing

strategy to attract new business. Our deposits include brokered deposits, which we obtained through the use of

third-party intermediaries. Those brokered deposits are reported in saving deposits and time deposits in the above

table and totaled $4.3 billion and $6.0 billion as of September 30, 2014 and December 31, 2013, respectively.

FDIC limits the use of brokered deposits to “well-capitalized” insured depository institutions and, with a waiver from

the FDIC, to “adequately capitalized” institutions. COBNA and CONA were “well-capitalized,” as defined under the

federal banking regulatory guidelines, as of both September 30, 2014 and December 31, 2013, and therefore were

permitted to maintain brokered deposits.

Short-Term Borrowings and Long-Term Debt
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We access the capital markets to meet our funding needs through the issuance of senior and subordinated notes, loan
securitization transactions, and federal funds purchased and securities loaned or sold under agreements to repurchase.
We participate in the
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federal funds market regularly to take advantage of attractive offers and to keep a visible presence in the market,
which is intended to ensure that we are able to access the federal funds market in a time of need. In addition, we may
utilize short-term as well as long-term FHLB advances for our funding needs. FHLB advances are secured by our
investment securities, residential home loans, multifamily real estate loans, commercial real estate loans and home
equity lines of credit.
Our short-term borrowings include those borrowings with an original contractual maturity of one year or less and do
not include the current portion of long-term debt. The short-term borrowings, which consist of federal funds
purchased and securities loaned or sold under agreements to repurchase, and short-term FHLB advances, decreased by
$4.1 billion in the first nine months of 2014, from $16.2 billion as of December 31, 2013, to $12.1 billion as of
September 30, 2014. This decrease reflects $30.7 billion in payoffs of FHLB advances, partially offset by $25.3
billion in new advances in the first nine months of 2014.
Our long-term debt, which consists of securitized debt obligations, senior and subordinated notes, and long-term
FHLB advances, increased by $5.7 billion in the first nine months of 2014, from $24.4 billion as of December 31,
2013, to $30.1 billion as of September 30, 2014. The increase was primarily attributable to new senior unsecured debt
issuances of $7.8 billion and securitized debt issuances of $3.0 billion, partially offset by $2.4 billion and $2.8 billion
of senior unsecured note and securitized debt maturities, respectively.
Table 30 provides the average balances and average interest rate of our short-term borrowings for the third quarter and
first nine months of 2014 and 2013. This table also presents the period-end balances, weighted average interest rates
and the maximum month-end outstanding amounts of our short-borrowings as of September 30, 2014 and
December 31, 2013.
Table 30: Short-Term Borrowings

Three Months Ended September 30,

2014 2013
Average Average
(Dollars in millions) Average Interesgt Average Interesgt
Balance Balance
Rate Rate
Federal funds purchased and repurchase agreements $1,781 0.09 % $2,022 011 %
FHLB advances 9,450 0.22 10,755 0.19
Total short-term borrowings $11,231 0.20 $12,777 0.18
Nine Months Ended September 30,
2014 2013
Average Average
(Dollars in millions) Average Interes% Average Interes%
Balance Balance
Rate Rate
Federal funds purchased and repurchase agreements $1,749 008 % $1,534 011 %
FHLB advances 8,075 0.23 12,385 0.23
Total short-term borrowings $9,824 0.20 $13,919 0.22
September 30, 2014 December 31, 2013
Weighted Maximum Weighted Maximum

Outstanding Average Month-End Outstanding Average Month-End

Dollars in millions . .
( ) Amount Interest ~ Outstanding Amount Interest ~ Outstanding

Rate Amount Rate Amount
Federal funds purchased and repurchase $2.330 005 % $2.330 $915 006 % $2.258
agreements
FHLB advances 9,800 0.22 12,500 15,300 0.25 16,600
Total short-term borrowings $12,130 0.18 $16,215 0.24
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Table 31 displays the maturity profile, based on contractual maturities, of our short-term borrowings and long-term
debt including securitized debt obligations, senior and subordinated notes and other borrowings as of September 30,
2014, and the outstanding balances as of December 31, 2013.

Table 31: Contractual Maturity Profile of Outstanding Debt

September 30, 2014

Up to >1Year >2 Years >3 Years >4 Years
1 Year to 2 Years to 3 Years to4 Years to 5 Years

December

(Dollars in millions) >5 Years Total 31,2013

Short-term borrowings:
Federal funds purchased
and securities loaned or
sold under agreements to
repurchase

FHLB advances 9,800 — — — — — 9,800 15,300
Total short-term $12,130 — — — — — 12,130 16215
borrowings

Long-term debt:
Securitized debt
obligations

Senior and subordinated
notes:

Unsecured senior debt 1,637 1,952 3,631 587 4,070 4,058 15,935 10,464
Unsecured subordinated 1,087 . . 314 1,198 2,599 2,670
debt

Total senior and
subordinated notes
Other long-term
borrowings:
FHLB advances 1,013 6 35 12 3 2 1,071 1,016
Total long-term debt) 3,015 6,143 9,498 599 5,525 5,333 30,113 24,439
Total short-term

borrowings and $15,145 $6,143 $9,498  $599 $5,525 $5,333 $42,243  $40,654
long-term debt

Percentage of total 36 % 15 % 22 % 1 % 13 % 13 % 100 %

$2,330 $— $— $— $— $— $2,330 $915

365 3,098 5,832 — 1,138 75 10,508 10,289

1,637 3,039 3,631 587 4,384 5,256 18,534 13,134

(1) Includes unamortized discounts, premiums and other cost basis adjustments, which together result in a net
reduction of $237 million and $236 million as of September 30, 2014 and December 31, 2013, respectively.

We provide additional information on our short-term borrowings and long-term debt under “Consolidated Balance

Sheets Analysis—Securitized Debt Obligations,” “Consolidated Balance Sheet Analysis—Other Debt” and in “Note 8—Depos

and Borrowings.”

Borrowing Capacity

Under our shelf registration statement filed with the U.S. Securities and Exchange Commission on April 30, 2012,

from time to time, we may offer and sell an indeterminate aggregate amount of senior or subordinated debt securities,

preferred stock, depository shares, common stock, purchase contracts, warrants and units. There is no limit under this

shelf registration statement to the amount or number of such securities that we may offer and sell, subject to market

conditions. Our current shelf registration statement will expire three years from the filing date.

In addition to our issuance capacity under the shelf registration statement, we also have access to FHLB advances with

a maximum borrowing capacity of $37.8 billion as of September 30, 2014. This borrowing capacity was secured by

posting $30.5 billion of loans and $7.3 billion of securities as collateral. As of September 30, 2014, we had
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outstanding FHLB advances and letters of credit of $11.3 billion, and $26.5 billion still available to us to borrow
under this program. The ability to draw down funding is based on membership status and the amount is dependent
upon the Banks’ ability to post collateral. Our FHLB membership is secured by our investment in FHLB stock of $519
million and $774 million as of September 30, 2014 and December 31, 2013, respectively, which are determined in
part based on our outstanding advances. We also have access to the Federal Reserve Discount Window but did not
utilize this funding source during 2014 or 2013 outside of standard operational testing.

Credit Ratings

Our credit ratings have a significant impact on our ability to access capital markets and our non-deposit borrowing
costs. Rating agencies base their ratings on numerous factors, including liquidity, capital adequacy, asset quality,
quality of earnings and the
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probability of systemic support. Significant changes in these factors could result in different ratings. Such ratings help
to support our cost effective unsecured funding as part of our overall financing programs. Table 32 provides a
summary of the credit ratings for the senior unsecured debt of Capital One Financial Corporation, COBNA and
CONA as of September 30, 2014 and December 31, 2013.
Table 32: Senior Unsecured Debt Credit Ratings
September 30, 2014 December 31, 2013
Capital One Capital One Capital One Capital One

Financial Bank (USA), ;ailtal Ore, Financial Bank (USA), galzltal One,
Corporation N.A. o Corporation N.A. o
Moody’s Baal A3 A3 Baal A3 A3
S&P BBB BBB+ BBB+ BBB BBB+ BBB+
Fitch A- A- A- A- A- A-
As of October 31, 2014, Moody’s, S&P and Fitch have us on a stable outlook.

MARKET RISK PROFILE

Market risk is inherent in the financial instruments associated with our operations and activities, including loans,
deposits, securities, short-term borrowings, long-term debt and derivatives. Below we provide additional information
about our primary sources of market risk, our market risk management strategies and the measures we use to evaluate
our market risk exposure.

Primary Market Risk Exposures

Our primary source of market risk is interest rate risk. We also have exposure to foreign exchange risk.

Interest Rate Risk

Interest rate risk, which represents exposure to instruments whose yield or price varies with the volatility of interest
rates, is our most significant source of market risk exposure. Banks are inevitably exposed to interest rate risk due to
differences in the timing between the maturities or repricing of assets and liabilities.

Foreign Exchange Risk

Foreign exchange risk represents exposure to changes in the values of current holdings and future cash flows
denominated in other currencies. Changes in foreign exchange rates affect the reported earnings of our foreign
operations and the value of non-dollar denominated equity invested in those foreign operations affect our AOCI and
capital ratios. We measure our total exposure by regularly tracking the value of our net equity invested in our foreign
operations as well as their funding requirements. As of September 30, 2014, our pre-tax earnings, AOCI and capital
ratios exposures to volatility of foreign exchange rates was minimal.

Market Risk Management

We employ several techniques to manage our interest rate and foreign exchange risk, which include, but are not
limited to, altering the duration and re-pricing characteristics of our various assets and liabilities through interest rate
derivatives or mitigating the foreign exchange exposure of certain non-dollar denominated equity or transactions
through derivatives. We execute our derivative contracts in both over-the-counter and exchange-traded derivative
markets. Although the majority of our derivatives are interest rate swaps, we also use a variety of other derivative
instruments, including caps, floors, options, futures and forward contracts, to manage both our interest rate and foreign
currency risk. The outstanding notional amount of our derivative contracts totaled $81.5 billion as of September 30,
2014, compared with $63.4 billion as of December 31, 2013.

Market Risk Measurement

We have prescribed risk management policies and limits established by our Market and Liquidity Risk Policy and
approved by the Board of Directors. Our objective is to manage our asset/liability risk position and exposure to market
risk in accordance with these policies and prescribed limits based on prevailing market conditions and long-term
expectations. Because no single measure can reflect all aspects of market risk, we use various industry standard
market risk measurement techniques and analyses to measure,
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assess and manage the impact of changes in interest rates on our net interest income and our economic value of equity
and foreign exchange rates on our non-dollar denominated earnings and non-dollar equity investments in foreign
operations. We provide additional information below in “Economic Value of Equity.”
We consider the impact on both net interest income and economic value of equity in measuring and managing our
interest rate risk. Because the federal funds rate was lowered to near zero in December 2008 and since then has
remained in a target range of 0% to 0.25%, we use a 50 basis point decrease as our declining interest rate scenario,
since a scenario where interest rates would decline by 200 basis points is unlikely. In scenarios where a 50 basis point
decline would result in a rate less than 0%, we assume a rate of 0%. Below we discuss the assumptions used in
calculating each of these measures.
Net Interest Income Sensitivity
This sensitivity measure estimates the impact on our projected 12-month base-line interest rate sensitive revenue
resulting from movements in interest rates. Interest rate sensitive revenue consists of net interest income and certain
components of other non-interest income significantly impacted by movements in interest rates, including changes in
the fair value of mortgage servicing rights and free-standing interest rate swaps. In addition to our existing assets and
liabilities, we incorporate expected future business growth assumptions, such as loan and deposit growth and pricing,
and plans for projected changes in our funding mix in our baseline forecast. In measuring the sensitivity of interest
rate movements on our projected interest rate sensitive revenue, we assume an instantaneous plus 200 basis point and
minus 50 basis point shock, with the lower rate scenario limited to zero as described above.
Economic Value of Equity
Our economic value of equity sensitivity measure estimates the impact on the net present value of our assets and
liabilities, including derivative hedging activity, resulting from movements in interest rates. Our economic value of
equity sensitivity measures are calculated based on our existing assets and liabilities, including derivatives, and do not
incorporate business growth assumptions or projected plans for funding mix changes. In measuring the sensitivity of
interest rate movements on our economic value of equity, we assume a hypothetical instantaneous parallel shift in the
level of interest rates of plus 200 basis points and minus 50 basis points to spot rates, with the lower rate scenario
limited to zero as described above.
Table 33 shows the estimated percentage impact on our projected base-line interest rate sensitive revenue and
economic value of equity, calculated under the hypothetical interest rate scenarios described above, as of
September 30, 2014 and December 31, 2013. In addition to these industry standard measures, we will continue to
factor into our internal interest rate risk management decisions the potential impact of alternative interest rate
scenarios, such as stressed rate shocks as well as steepening and flattening yield curve scenarios.
Table 33: Interest Rate Sensitivity Analysis

September 30, December 31,

2014 2013
Impact on projected base-line net interest income:
+200 basis points 34 % 4.9 %
—50 basis points (1.6 ) (1.5 )
Impact on economic value of equity:
+200 basis points (5.2 ) (5.7 )
—50 basis points 0.4 ) 0.3

Our projected net interest income and economic value of equity sensitivity measures were within our prescribed
policy limits as of September 30, 2014 and December 31, 2013.

Limitations of Market Risk Measures

The interest rate risk models that we use in deriving these measures incorporate contractual information,
internally-developed assumptions and proprietary modeling methodologies, which project borrower and depositor
behavior patterns in certain interest rate environments. Other market inputs, such as interest rates, market prices and
interest rate volatility, are also critical components of our interest rate risk measures. We regularly evaluate, update
and enhance these assumptions, models and analytical tools as
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we believe appropriate to reflect our best assessment of the market environment and the expected behavior patterns of
our existing assets and liabilities.

There are inherent limitations in any methodology used to estimate the exposure to changes in market interest rates.
The above sensitivity analysis contemplates only certain movements in interest rates and is performed at a particular
point in time based on the existing balance sheet and, in some cases, expected future business growth and funding mix
assumptions. The strategic actions that management may take to manage our balance sheet may differ significantly
from our projections, which could cause our actual earnings and economic value of equity sensitivities to differ
substantially from the above sensitivity analysis.

SUPERVISION AND REGULATION

Basel III and U.S. Capital Rules

On September 3, 2014, the Board of Governors of the Federal Reserve System, the Federal Deposit Insurance
Corporation, and the Office of the Comptroller of the Currency (the “Federal Banking Agencies”) issued final rules
implementing the Basel III liquidity coverage ratio in the United States. The rule (the “Final LCR Rule”) applies to
institutions with $250 billion or more in total consolidated assets or $10 billion or more in total consolidated
on-balance sheet foreign exposure, and their respective consolidated subsidiary depository institutions with $10 billion
or more in total consolidated assets. As a result, the Company and the Banks are subject to the Final LCR Rule.

The Final LCR Rule will require the Company and each of the Banks to hold an amount of eligible high-quality,
liquid assets that equals or exceeds 100% of their respective projected net cash outflows over a 30-day period, each as
calculated in accordance with the Final LCR Rule. The Final LCR Rule phases in the minimum liquidity coverage
ratio (or “LCR?”) standard as follows: 80% by January 1, 2015; 90% by January 1, 2016; and 100% by January 1, 2017
and thereafter. The Final LCR Rule takes effect in January 2015 and requires us to calculate the LCR as of the last
business day of each month from January 2015 until July 2016. As of July 1, 2016, the Final LCR Rule requires us to
calculate the LCR on a daily basis. We expect to meet the requirements of the first phase of the Final LCR Rule when
it takes effect in January 2015. Over the course of 2014, we have been modifying the composition of our investment
portfolio in preparation for the Final LCR Rule, with some of these actions resulting in us purchasing types of
securities that are lower yielding than securities we would otherwise be purchasing if not for the Final LCR Rule.

In July 2013, the Federal Banking Agencies issued a rule implementing the Basel III capital framework (the “Final
Basel III Capital Rules”) developed by the Basel Committee on Banking Supervision ( the “Basel Committee”) as well as
certain Dodd-Frank Act and other capital provisions. For advanced approaches institutions like the Company and
Banks, the Final Basel III Capital Rules included a supplementary leverage ratio based upon the Basel III leverage
ratio. On September 3, 2014, the Federal Banking Agencies issued a final rule that revised the supplementary leverage
ratio consistent with revisions made by the Basel Committee to the leverage ratio, including, among other changes,
modifying the methodology for including off-balance sheet items in the denominator of the supplementary leverage
ratio (the denominator referred to as “total leverage exposure”). The final rule also requires institutions to calculate total
leverage exposure using daily averages for on-balance sheet items and the average of three month-end calculations for
off-balance sheet items. The Company must make publicly available certain disclosures regarding its supplementary
leverage ratio in the first quarter of 2015, including information summarizing the differences between the total
consolidated assets reported in its published financial statements and regulatory reports and total leverage exposure for
purposes of calculating its supplementary coverage ratio. The supplementary leverage ratio becomes effective January
1,2018.

Capital Planning and Stress Testing

On October 17, 2014, the Federal Reserve issued a final rule to modify the regulations for capital planning and stress
testing (the “Final Rule”). The Final Rule changes the annual capital plan and stress test cycle start date from October 1
to January 1, effective for the cycle beginning January 1, 2016. In order to provide a transition to the change in timing,
the Federal Reserve’s decision on a bank holding company’s (“BHC”) 2015 capital plan submission would cover a
five-quarter period-from the second quarter of 2015 through the second quarter of 2016. Subsequent submissions each
would cover a four-quarter period.
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The change in the start date of the annual cycle impacts the as-of dates for data used to project results as well as the
dates that stress test results must be submitted to the regulators and disclosed to the public. For the annual
company-run stress test, a BHC is required to disclose the results within 15 calendar days after the Federal Reserve
discloses the results of that BHC’s supervisory stress test, unless that time was extended by the Federal Reserve. The
Final Rule requires a BHC to disclose results of its mid-
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cycle stress test within 30 calendar days after the BHC submits the results of its mid-cycle stress test to the Federal
Reserve, unless that time period is extended by the Federal Reserve.

The Final Rule also provides a one-year deferral on the use of advanced approaches methodology and will not require
banking institutions that have exited parallel run to use the advanced approaches methodology to estimate their capital
ratios for the 2015 capital plan and stress test cycles.

In addition, the Final Rule shifts the Federal Reserve’s focus from annual capital issuances and distributions to
quarterly capital issuances and distributions by establishing a new cumulative net distribution requirement. With
certain limited exceptions, this requirement provides that—as measured on an aggregate basis beginning in the third
quarter of the planning horizon—to the extent a BHC does not issue the amount of a given class of regulatory capital
instrument that it projected in its capital plan, the BHC must reduce its capital distributions as required by the Final
Rule such that the cumulative net amounts of a BHC’s actual capital issuances and capital distributions for that
category of regulatory capital instrument cannot be less than the cumulative net amounts of capital issuances and
capital distributions projected in the BHC’s capital plan for that category of regulatory capital instrument.

We provide additional information on our Supervision and Regulation in our 2013 Form 10-K under “Part [—Item
1—Business—Supervision and Regulation” and in our Quarterly Reports on Form 10-Q for the quarters ended March 31,
2014, and June 30, 2014 under “Part [—Item 2—Management Discussion and Analysis of Financial Condition and Results
of Operations—Supervision and Regulation.”

FORWARD-LOOKING STATEMENTS

From time to time, we have made and will make forward-looking statements, including those that discuss, among
other things, strategies, goals, outlook or other non-historical matters; projections, revenues, income, returns,
expenses, capital measures, accruals for claims in litigation and for other claims against us, earnings per share or other
financial measures for us; future financial and operating results; our plans, objectives, expectations and intentions; and
the assumptions that underlie these matters.

To the extent that any such information is forward-looking, it is intended to fit within the safe harbor for
forward-looking information provided by the Private Securities Litigation Reform Act of 1995.

Numerous factors could cause our actual results to differ materially from those described in such forward-looking
statements, including, among other things:

general economic and business conditions in the U.S., the U.K., Canada or our local markets, including conditions
affecting employment levels, interest rates, consumer income and confidence, spending and savings that may affect
consumer bankruptcies, defaults, charge-offs and deposit activity;

an increase or decrease in credit losses (including increases due to a worsening of general economic conditions in the
credit environment);

financial, legal, regulatory, tax or accounting changes or actions, including the impact of the Dodd-Frank Act and the
regulations promulgated thereunder and regulations governing bank capital and liquidity standards, including
Basel-related initiatives and potential changes to financial accounting and reporting standards;

developments, changes or actions relating to any litigation matter involving us;

the inability to sustain revenue and earnings growth;

tncreases or decreases in interest rates;

our ability to access the capital markets at attractive rates and terms to capitalize and fund our operations and future
growth;

the success of our marketing efforts in attracting and retaining customers;

increases or decreases in our aggregate loan balances or the number of customers and the growth rate and composition
thereof, including increases or decreases resulting from factors such as shifting product mix, amount of actual
marketing expenses we incur and attrition of loan balances;
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the level of future repurchase or indemnification requests we may receive, the actual future performance of mortgage
{oans relating to such requests, the success rates of claimants against us, any developments in litigation and the actual
recoveries we may make on any collateral relating to claims against us;
the amount and rate of deposit growth;
changes in the reputation of, or expectations regarding, the financial services industry or us with respect to practices,
products or financial condition;
any significant disruption in our operations or technology platform;
our ability to maintain a compliance infrastructure suitable for the nature of our
business;

our ability to control costs;
the amount of, and rate of growth in, our expenses as our business develops or changes or as it expands into new
market areas;
our ability to execute on our strategic and operational plans;

any significant disruption of, or loss of public confidence in, the United States Mail service affecting our

response rates and consumer payments;
any significant disruption of, or loss of public confidence in, the internet affecting the ability of our customers to
access their accounts and conduct banking transactions;
our ability to recruit and retain experienced personnel to assist in the management and operations of new products and
services;
changes in the labor and employment markets;
fraud or misconduct by our customers, employees or business partners;
competition from providers of products and services that compete with our businesses; and
other risk factors listed from time to time in reports that we file with the SEC.
Any forward-looking statements made by us or on our behalf speak only as of the date they are made or as of the date
indicated, and we do not undertake any obligation to update forward-looking statements as a result of new
information, future events or otherwise. You should carefully consider the factors discussed above in evaluating these
forward-looking statements. For additional information on factors that could materially influence forward-looking
statements included in this Report, see the risk factors set forth under “Part [I—Item 1A. Risk Factors” in this Report and
in “Part I—Item 1A. Risk Factors” in our 2013 Form 10-K.
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SUPPLEMENTAL TABLES

Table A—Reconciliation of Non-GAAP Measures and Calculation of Regulatory Capital Measurés

(Dollars in millions)

Tangible Common Equity (Quarterly Average)
Average stockholders' equity

Adjustments:

Average goodwill and other intangible assets®
Noncumulative perpetual preferred stock®)
Average tangible common equity

Tangible Common Equity (Period End)

End of period stockholders' equity
Adjustments:

Goodwill and other intangible assets
Noncumulative perpetual preferred stock®
Tangible common equity

Tangible Assets (Quarterly Average)

Average assets

Adjustments: Average goodwill and other intangible assets®
Average tangible assets

Tangible Assets (Period End)

End of period assets

Adjustments: Goodwill and other intangible assets®
Tangible assets

Non-GAAP TCE ratio

TCE ratio®

Capital Ratios®

Common equity Tier 1 capital ratio(®

Tier 1 common ratio(”

Tier 1 risk-based capital ratio®)

Total risk-based capital ratio®

Tier 1 leverage ratiod9

Risk-weighted assets(1D)

Average assets for the leverage ratio

(Dollars in millions)

Regulatory Capital Ratios Under Basel IIT Standardized Approach®
Common equity excluding AOCI
Adjustments:

AOCIU2(13)

Goodwill®

Intangible Assets®(13)

Other

Common equity Tier 1 capital

Tier 1 capital instruments®)
Additional Tier 1 capital adjustments
Tier 1 capital

September 30, December 31,

2014
$ 44,827

(15,525
(1,338
$27,964

$44,018

(15,472
(1,336
$27,210

$299,523
(15,525
$ 283,998

$ 300,202
(15,472
$ 284,730

9.56

12.73
N/A
13.31
15.24
10.64

$ 228,759
286,070

%

%

%

2013
$ 42,355

(15,847 )
(853 )
$ 25,655

$41,632

(15,784 )
(853 )
$ 24,995

$ 294,040
(15,847 )
$278,193

$296,933
(15,784 )
$ 281,149

8.89 %

N/A

12.19 %
12.57

14.69

10.06

$ 224,556
280,574

Septe