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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS
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BASIS OF FINANCIAL INFORMATION
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*This Management’s Discussion and Analysis of Financial Condition and Results of Operations
contains forward-looking statements as well as a discussion of some of the risks and uncertainties
involved in the Company’s businesses that could affect the matters referred to in such statements.
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FISCAL 1998 AND 1997 RESULTS FOR THE COMPANY

The C,”n’.a achie ed e i cme ,f $3,276 Mi-i " i fisca-
1998,a27% i crease fr of flcca» 1997. Fisca- 1998’ e |'c ohe
i c deda e gai j$345 MNi—i " fr o hesa»e J heCm a s
G- ,ba»C s ,d b si ess, ISI eres i he .'era|.s .f'SPS
Tra sac | " Se‘ ices, | c. ( SPS ), @ dcer”al BRAVO*Card recei -

ab»"ec ( BRAVO ) (see

Dis ,el o8 herei ). Fisca- 1998 e i c.’ne a.c.l c- ded a
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.ed ab, ea d hechargeres »| gfr,ﬂ hec m -a | e effec, j’
a acc. | g cha ge, fisca- 1998| cme ,a8 $3, 048 Mi— |. ,a
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31%, $4 38 fisca 1997. E c- di § he e gal fr .11 hesa»e
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BUSINESS DISPOSI’I,‘.IONS
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,'f;g 5 " gf.f,L gi,Lsc.(’eSec fijesad
. d Creqdi a dTra sac i " Ser.ices b ei eeses.

Asse LMa agemne .
ar er jflsca 1998 heC .h a

. | hef.rh c.;w—

»eed hesae .flsG paC 3 ;; b si ess. TheC.h'a as,‘.rs,"d

|le eres i he a e{.au's ,fSPS a73%— . Db-ic- hed
¢ bsidiar ,f heCm a .| addi |., heCm a ¢4 cer,ai

ed BRAVO Card. The
res i gfryn hese ra sac-

credi card recei ab-es re-a g, ,| cdlsc " i
[

C.h a 'saggregae e re-a gai

S o288 $685 mi-i "

[ T
| add||.,dggf|cca»1998 heCma sdis
PrineO |.5MMaserCard*‘ .rf,l.( P,meO le )yab i ess
ihad’.,eraed LhNa|.sBa fDeaare NA ad|s

C.('res .!de C-eari gb si es6. The gal S res »I gfr m hesa,

1f.,hese b ¢i esses ere o M eria- | he C.h a, 'sres - s .f

CCCRE ,{'fl a cia-c .’dl 1o eria- o “he C o a

" Tc -0. 24T _Thegr
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i cope. Cer@l rec-assifica i 'P‘ h,g e b'ee made X ri o erl.d

an, § o .’f N ,L.Mhec e ear's rese a | "

SECURITIES AND ASSET MANAGEMENT
STATEMENTS OF INCOME

FISCAL Sfiscal fiscal
(dollars in millions) 1998 1997 1996
Revenues:
Investment banking $ 3,340 $ 2,694 $ 2,190
Principal transactions:
Trading 3,291 3,191 2,659
Investments 89 463 86
Commissions 2,317 2,059 1,776
Asset management, distribution
and administration fees 2,848 2,505 1,732
Interest and dividends 13,696 10,455 8,571
Other 182 132 122
Total revenues 25,763 21,499 17,136
Interest expense 12,519 9,633 7,902
Net revenues 13,244 11,866 9,234
Compensation and benefits 6,071 5,475 4,585
Occupancy and equipment 510 462 432
Brokerage, clearing and
exchange fees 538 448 317
Information processing and
communications 666 602 514
Marketing and business
development 487 393 296
Professional services 579 378 282
Other 529 511 382
Total non-interest expenses 9,380 8,269 6,808
Gain on sale of businesses 323
Income before income taxes
and cumulative effect of
accounting change 4,187 3,597 2,426
Provision for income taxes 1,482 1,416 880
Income before cumulative
effect of accounting change 2,705 2,181 1,546
Cumulative effect of
accounting change (117)
Net income $ 2,588 $ 2,181 $ 1,546

SECURITIES AND ASSET MANAGEMENT

Sec 'ri ,jes ad Asse,\Ma ageme /.ﬁides a ,ide ra ge .1;fi a -
‘ i dilid a ad

s 4. Sec ri ,jes a d Asse ,LMa ageme

Cia- r.d cs,serices adi es me  ad.ice

isi, igal b si ess
LL L L

ac,Liei,iesarec.'d c,edi heUS ad hr.'gh h ﬂr,(da d

ic dei ;es,Lh‘e Lba l g, research, i SLI ’.|. asaesa d rad—
igadi e me adasse _Ma ageme ,Lr,d csa dser|ces
f.{l sl - |,ara d| di id a’;c,le S.AN e'nber30 1998, he
Cma sﬂamaad m,m r.lded| eshe ser. ices h.(e

nlh asse J $438 b|~| " The
C,h a had hesec d e;rges fi a cia- ad is ,(sa es ,('ga i7a | "
i he u.S. "J,h 11, 238 r,fesm. a- fi a cia- ad |s,ma d 438
bra ches a N ehber 30, 1998. W| h se era- bra ds icdig
hseasspla ed Ah M gga Sa’..e Dea Wi erAd |s,m(f jmer-

ha '3 9 Mi-i " c-ie ,acc "

T as Dea W| & | erCa |a») Va Kah e | es he s
(VK)MJga Sa»e Dea Wi ﬁrl €6 e ,Lad
Mi-er A ders " &Sh;:rrerd, ,heC on.a has ,!e J; ,he -arges g- J?a,
f T.—ser icesec ri ,jes firm, nth

G erisiy $376 bi-i " a,

LMa agemne
asée Ma ageme 4 era | " j'a‘
Lo asse s der ma ageme
N .’e'nber 30, 1998.

Sec i ies ad Acse Ma agemne achie ed rec .{d
eree esadic e J $13, 244 Mi-i " a’.d $2,705 mi-i "
i flsca» 1998, i creases ,1;12% a d24%, res ec | e, fr on fis-
ca 1997. Fisca- 1998'¢ e, | c.he| cH despa e ga| ,f$182 Mi-,
s G- ,ba Cs ,d
fr m he sa-e ,f hls b ei ess

»I.’ ree »I gfrm hesae f he C.h a
b si ess. Ec»dlg he e, gal
i cmel creaced 16% .$2 523 i " . Fisca- 1998s e, | cme
as, ref—ecsade(‘,l eli hesffem el cme arag rmam res - -
i gfr .h»..,er g raesa -icab-e IS .’—U S ear i gs. | flsca»
1997, Sec i |es a d Asse Ma ageme ,.e ree esa d e,
i Cenei ,\creased 29% a d 41%, res ec,!e , fr yl fisca- 1996. The
C,;n a s fisca- 1998 a d 1997 -e es ,t eree esa d e,

icenei isSec rijesa dAsse Ma ageqne b si ess refiec,ed

as,gg ,l;a» mar e,&f s, Mergers a d.ac

g isi,,,hi ,"s, higher ri ci-

a radi gad c.;missi o €€ €8 rimari- drie b ge era-

fa. ,f’atu;ec " .;nc c .’dl i .rs, i creased c sk.per ,[ad| g " e,
a d he .gi ieacc m -ai . d ma ageme | ’{'Qie asses. |
Jffee b

(N

i " a-e ;e/agedqenergi g mar g s deb, ,r,,-

fisca- 1998, rec ,r’d - es ,t e ree es ere aria—
»J;sesfrma N
f,},' ha '.gc r/ed d g he hlrd ar ef. The res - $ ,f b

'eam oere ar |a~ ,ffse b i creasedc&sf.’l ce | e basedc.ﬂ—
esaji,, as ”E-aﬁl creased o Con € sa|. e e sesasc.’

cia ed ',i,h ,LheC.p a s hlgher»e e jg J)a,b i ess ac | i |ec
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The'.eral g res -% ,tb h ears erefa. ,{atx in ac edb he

C.ha Gf.CS.’aCCTI a|gC|e assesadbldlgfee—

based aese s der ma ageme a d adT'II isral ”-

I es me Ba |g
| esme ba |gree esarederiedfr Ty he der i g ;;
sec ri,jes dferi gs a d fees fr on ad .is e ser .ices. | e me
ba | gre e es nere as f o o 8
FISCAL fiscal fiscal
(dollars in millions) 1998 1997 1996
Advisory fees from merger,
acquisition and restructuring
transactions $1,322 $ 920 $ 848
Equity underwriting revenues 815 888 722
Fixed income underwriting
revenues 1,203 886 620
Total investment banking
revenues $3,340 $2,694 $2,190
| es me Lba L gree esi creased 24%a d a, a| ed rec .(d—e -

esi fisca-1998,¢ r assi g heCm a 's
ca-1997.Re e
fees fr o) Merger, ac

re " s rec ,(d i fis-
esa fisca- 1998 be efi ed fr .Tl i creased ad is e
isi i o2 dres(c rigrasac oS ﬂeﬁ
asi creasedre e esfr o der i | gfi} edi C gnesec ri jes. qusca
19976 re e es ref-ec higher ad is J fees fr o1 Merger, ac isi-
i " a dres reod 5 fasaci .?G, as e-asi creasedre e esfr .;1
der i ig b °»_h e i L ad fl‘l edic o€ sec .ql les.

The Wd’» ~ide merger a d ac isi i. mar g §

remai eeras f.’ hef,'thC sec |e earﬂihn.re ha $2.5
" cedd r-
heUS Drig
cae dar ea/ 1998, he C.ha sdrar § Me .fa

r| |.’ J" facacu s ( erSec r||esDaaCma )a
i gcae dar ear1998 I & dlpg’ec bd ¢ mei
: " ced
merger a dac ISII. ra sacum creased b h.{e ha 80% .er

»
hec,Tl arab-e en;; ,f'1997 Theh|gh € e ,f' a saC|. aC|—

i,L refec‘ed hec. i ig re d ,fc. ,ldal..a dg ,ba|7a|.
acrssha |dsrsec ,’c asc.”na|esa em ed .et adl xS
B mar gsa db si esses hr.ghqs ’aeglcc.'nbl al.s Thes s-
al edg. h,fhehe/gera dac |c||.’hares c. »edvL
heC.ha sg»,ba» fese cea dsr.ghareshare had a &
|| em .ac S ad |s.( fees,  hichi creased 44% i fisca 1998.

Ad e e fees fr on rea-es ae rasaci o828, ere higher as ¢ o

» » A A

ared 1h he r|,( ear, dri e bsr.gees j’harec.’s,'
|da|.'a10|||es| heUS adb rec, e.|gfea»esaehar s
i E ,.e The 8% i creasei ad m,' fees | fisca 1997 -5 ri—
de,

g J;a, mar g f o, merger, ac

mari- ’hlgh ra sacql “ 5 Tes res ».LI g fr ,;1 ,he s,Lr,?g

iSij, adressc rigaciilies, as

es fr .h rea-es ae ad s ,(

~&—as i creased re.e fa sac | " s.
E i der i | gree es decreased 8% i flsca»
1998 a- h sghe v J ig. .ref ec. a high . me ,f e i . .ffe,

igead heCm a' scr.ghare share D ri g hefm haf

,fflsca» 1998, he rimar mar g, f,(e i, iss a ces be efl,ed
frmah|gh " mne jcash| f».ﬂil 03 i a»fq ds,ae e
der-

es ere ad erse affec edb he red cedac i i

as fr snage era- fa. ,(atye €C.o .’nIC e

i gree
wigeree
he rimar nare,|

|r, me CE 1

JNesec, d haf .f he flsca» eard e
ad i gpa»flaua»mares
der i gree esqi cr,eased 23% i fisca- 1997,
.ahigher . me je i ,fferi gea da i'creas,ed mar g
E /,e asc"n ared

'nhe

ifiea .
E i
de L0
share,

cer ai ,@ (iR

rimari-

arijc -ar- i 'Lh he ,i,( ear. | fis-
e

ca 1997, he rimar mar N f.(e iq i a cesas, be efi ed frm

a high . ,he .fcashlf» e i,Lﬂ

L0 y & f

ds a d fr ona

fa. ,ratxe ec, mlce |r. e
Re e

36% i fisca- 1998,

66 a ces .f g»’iaa» high- ieda di es ne g/ade fl edic .he

es'fr ,'n f| edic .‘ne der,fii gi creased

rmarl» drie b higher re e es fr o

sec i |es The rimar mar e, f,’ hese sec i |es be ef| ed fr .h

re-a ,LI & o .;ﬂ ai gres raes rrh|che s ed hr. gh he ear
ad a, [ac ¢ ed ma ies ens O he mar g, a's e.ac fr m e‘| ,ds
',f's{.’gi es .(de‘na d.D i g he-a er ar, jflscar 1998 he
fimar mar g, 2 -8 ac | e ae i creased ,a | | i g ,ba»
fl a Cia- mar gsca sed a recede ed Lde i g f credl

'eadsa d ashn‘ ,f| e 4 refere ces ,’,a’d fi a cia i S/ -

mne fni,,h higher credllra ,LI gc Re e esfr on f|‘ edi c.;;e der—,‘

o1 gi creased 43% i fisca- 1997. The,‘i‘ crease . ae rimari-

a, rib abe . higher ree esfr .‘n high- ie-d deb iss a ces, as

he fa .(atxe mar g.c .'dl i %S o hich e is ed f % m ch .fﬁsca, 1997
e abed ceral hlgh— ied iss ers - Jaal a. rac | era es jfl a c-

. Fisca- ,}9975 fl‘l edic e der"n lgree es as ontre
im ac ed b higher ree es fr o) SEC ri ,i7ed deb isc a ces, res - -
i gfr.;] ,heC.;w a edf.c "

’sc. i hlsb Si esssec ,(a d

a i creasei he mber ,fasse -bac ed ra sac | " ..
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Pri ci a- Tra sac,i,’s
L

Pri ci a [a sac i " sic deree es f; s .he;c r'chases
a desa-es ,fsec fIIESI hich heCma acsas riciaad
gai ¢a d- sses " sec ri ies hedf.( resa-e.
Pri ci a ra sac " {adl gree es ere asf.F.f,s:
FISCAL Sfiscal fiscal
(dollars in millions) 1998 1997 1996
Equities $2,056 $1,310 $1,181
Fixed income 455 1,187 1,172
Foreign exchange 587 500 169
Commodities 193 194 137
Total principal transaction

trading revenues $3,291 $3,191 $2,659

'Pn cia-rasaci, ,{aqd| gree esi creased 3% i fisca- 1998,

'rihari»,‘d e ,.highere ijiesa df.(pig e cha ge radi gre e es,

arja— Jfee b adeci ei fiedi cgyne radi gree es. | fis-
L }’. L » % id L » \
ca- 1997,
ref-ec | g higheé e
E ix
fisca- 1998,'
cash a dderi a | e r,d cs. The i crease i

ri ciqa» radi g ree es i creased 20%, rimari-
.

,\i ,jes a df,('eig eycha ge ,L/adi gree es.

radi g.re e esi creased 57% 53 reqc ,(’d,\

eei rimari- ref-ec i g higher re e

A

esfr,peq|
re e esffme i
L

cash ‘;..d c§ a8 rma,L a, rlb abe hlghe, radl g . % nes

i E r,ea mar g8, hich be efl ed fr m heC,'n a 'si creased
mid-1997.,

:s ae, be efl ed fr .Tl ge era—

sa»es’.a d re&earchc oerage ,f he regi ha bega i

Er.ea e i, rad|gree
fa. ,ratxeharec d||.sad ﬁl*lel e ,(se 'me
|gEMU Ree

i creased,

regar d-

esfrm fad|ge i, denale r,d ccas.

rmarl» de ,l creased ra caC|, " Te.a d he hlgh

-€.e8 ,f mar g, ‘a,l»l, ha & |s$d hr,'gh he ear, ar,lc -

-ar- i ,e radl gre e esi creased
¢

11%i

{ib gd a8

i creased re e

”g rea ed iss es. E ix
fisca- 1997 ref ec | gfa. .’abe mar g c .'dl |.'s ha, Co

$e8C s,.;w'er deha,\da d high ,Lrad|qg % hes The
e r,ere rimari- fr on radi gi e ,\i, ‘cash r.g,\

g pa-e i

hlgherc s .'ne, radl g . " mesa d hec.'

cs,as hesr o8 rages ,fre, r ge era ,ed b ma

haresc. rib ed
I ace jhlgh»e es Jcashl f;,ﬂm U a»f
as, be ef|edfr.h hecr.’.g erf.{ha ce ,{ﬂa f.{elg e ix
mar e,f ar,Jc ar i E r,’ ,ﬁh|ch»ed h|gher radl g . s nes

as US.i es ‘L.}ss ."gh " ‘L,r| crease ,helr §| LI .’s i hese mar gs.

dc. Re e es

Fi‘ edi c .;1e ,[adi gre e esdecreased 62% i fis-
ca- 1998, ref-ec i g sig ifica c - .‘,er ree esfr .h i es e

grade, high- ieda dsec ri |7edf| edi ¢ me sec ri |es Re e es,
fr ,'n i

es me  grade f| ed i c ,he sec 1 les ere ad erse-

affec ed b hese ere ec. mlca dfi a cia L i ,h_e Far Eas,l
R ssiaa demergi g mar es ha, .(;c rred d ri g he ear. These
diffic W C.’dl |.'s ca sed i es»,f refere ces .shn‘ ard
oY S

ri |ec This ega | e affec ed he rad.| g ,f credl se ] | e fi %d

N »l,‘,

hlghe, fl a Cla»l C( me S fi CI a— ,reas r eec -

i c,'nesec ri |ecb yide i gcredl s'reads red ci g’.'naf g, - -
|d|, a ddec, »I g ,he hlsk,gca» rice re-a ,J o Shi & be e

credi -ee &j i e sec rijes a d gq,er Mme  sec rijes. Re e  es

fr o0 high- ied fi‘ ed i c4nesec rijes as otre imacedb he

. b -e c .'di i " X he g ,ba» fi a cia- mar es de .J es ,L,('c’

c.’ce,(sab. hem ac ,fa r,}.}ged ec.’.;ﬂcd ~ 0

o

high- ied ies es. Re e es fr m sec ri ized f| edi c me sec ri-

lesas, dec,l ed, z?.s Derea| e i eres, ra ee w.'ne N
L

o

he U.S.i creased re a me Cecerea d res »edl i creased

feads. FI‘ ed i C one radi g re e fisca»
1997. Re &

| e affec edb hlgh e es jc s mer rad| g .

es i cr%ased 1% i
esfr.h ’adl gi fl edi c.he r,d c§ ere éi—
% Tes, a-arge
an,,
ee & | ef| edi cme r.d cs. Re e esfr& radi gi h|§h- |ed
deb, _Sec fI |ese’1. d fl edic one derl"a ike

,f e, deb iss a cesadi creaeed dema d f.{ credi -

;;l c§ ,ere ar ic -
-ar- fa .’ab im ac edb hese de e, T;e s Sec i |7ed deb rad—
igree

esas.l creased as heCma c.i ,ed,.'f,c’s,r

hmhareseghe b e‘ adlgls»ee,;‘acu i ee era- e
areas. Tradi gre e es be efi ed fr ,h hlgher re ;
igi .,'e».g cad’n.’gagesﬁas,c. -ed Wl,!‘l

i creased sec rij7a i o

es frn rad-
Pt
Cynmercia-
 Tes a di .al es s c res. These
i creases ere j’fse b »"erre £ esfr.h radl gi g.er e
adi

s me gradec.r ,raesec ri |es
L

Ree es fr m f,re|g e cha ge radl g i creased
17% ,L.fec ;d.e esi fisca 1998. The| crease .ae r| mari- i ,L,:Ib-
atLe
'elg e “cha ge mar 8. D i gflsca» 1998 he U.S.d .-arf» c-
he u.s.

he Far Eas 2 d emerg-

hlgh,e es ,fc 5 .ner radl g . " mea d . ,a|| i ,he

a ed agal & mMaj .( c rre cies d e ,.’c .’cer s ab
p

€C 4y o) Se & re o hefiaciacricesi

i g nar g as e.as fr m he Federa- Recer eB .ards decisi DTN

».wer he .er igh -e di grae " hree pcasl.sd g hef,rh
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arer.. Cerai E fo,€a ’.c rre cies a-€ 4 &, erie ced eri .ds j'
d,ai»'i res»|gfrme eca|'s ,fl erec raef»c a|.'s|
,fEMUa d hec,.a ee ,f heR esia r be. D|ff|c =

,l ica-a dec " ,'mcc .'dl |, GDI ceral Asia

a ciaj "
»

. . ali ,'s’. © " »ed
Lh hec. I ed recessi i Ja a , &% c. nb ed - en.ds
hlgh d,’a,l ". i hec fre ¢ mar es. F‘(elg e cha ge radl gre -
‘ fisca- 1997,

_Mar ¢ share a d fr Y high -e es J'

0

i 7 ° - N v
e esi creased 196‘7 rimari- res - i gfrgn he

@© oh a. s i creased c-ie
g H

Pl
d ara

,Lhef,('eig e} cha ge mar es. D ri gfiscé, 1997, ﬂLhe Us.
recia,ed agai s ma crre cies Lhr,’gh .
h a;,he U.S.,ec.’..h a dc. ,i
addi i o ma

,he eard e

,hes,r, N:4:.
,f i f-a | " N
er| ,dc J;I creased . ,a || de o
ig JEMUa d hesre gh j hee r.”,hle he erf‘ma ce J
.’rh i O,her
Asia ¢ rre"cies nere ar,ic -ar- ',a edrig ,he.a,,er ha-f ";ﬁ"
ca- 1997, de ,f cer ai
i c- di gThai-a ds bah,L. ngher ,{adl g 5 Tes a da i creasi g

ed ».F,,»e es

E r. ea c rre cies e erie ced

cer al regardl g he m—
L

he e -5 affec ,ed E [ gglsh,\ ec " .;nc gr Ja a

rimari- he de recia |. C rre cies,

C & onerbase as  c, rib ed o, hei creasei ree es.
(4 1t AN € LIPL »
. . C.;”Iﬂ.(;ld&ﬂ ,[ad| gree es ere c.;1 arab-e s
ri ,(— ear-e e, as higher re e es fr m cr de J» refi ed e erg
»

r,d csa deecyici .ere arja- ,ffceb».emee ecfrm
L gas radl g. Re’.e es fr .h radl gcr de J»a d refi ed
e erg rd csﬁerem acedbeerg nce: ha. fe.d rigm ch

j'ﬂsca» 1998. Dimi ished dema df.{ hese 4; cS§, af,|a~ de

.rgJ g ec " ,mc crisis i he Far Eas , c'. -ed ,ih high
i e ,,(' e es, c. rlb ed ,.’,he deci e i ,\rblces. Eiec ,rici,,\
’adl gree es be efl ,ed fr ,hhigher e-ec rici, rices, ri;ﬂari»

d rog hes nmer ’;n. he ﬁhe

,he 'deha d f.(' e-ec {ic

Ofre r

i creased. The C.;n a 'sc, i ed rese cei he eecrici

mar elg d ,he .?g 4 g dereg -a e J; ,hel d s/ as ,’had afa. S
abeim ac. o ©€C rici. radi gre e

es.Ree esfr o a ra-
\ L

gas radi g decreased a8 seas oab- arm  eaher i cerai

regi ,rs ,f“he US.drig Lhe o erm ,mhc red ced ,he dema d
f ¢,h gne hea | g &, -eadi g N deci ei
igree esicreased42% a dreached rec ¢d-e esi figga 1997,

r ,d cs,

‘he eec rici .
v 9 ' 9

rices. C .;m ‘;I les ,[ad-

be efi,j g fr on higher, re & es fr‘;w radi ‘gi e erg

i c d.| g ,heb.;”n a 'si creased rese cei mar-
es r.d cs
a8 highd ngns jhe earde frc alg.eesfcsmef
dema da di e 1'(»" by flsca» 1998a d fisca- 1997, C.Tl-

»
n,dl ies radl gree es be efl edfr.ﬂ hee a m.. o hec .-

reci.snea_cad a, ra-gas. V,aii i hese

\

»
ner base f ¢ Cc ynM di -re-a ed rd cs, i c- di gderiaies,
L WCo lg og b g’. d

ad he se ,fs ch r.d csf.ms Ta ageme r &es.

Pri CI a ra sac | " i esme ree esaggregai g
$89 mi-i o wererec g |7ed i flsca, 1998 ascyn ared ,ih $463
TNi—i " i fisca 1997. Fisca- 1998 r;, e . e: ref. ecqed he sec .’d
hlghes"_e & f’e e esfr o heC.h a s b i ess,

»hich

5 dd ri % he eara dqq creasew hecarrlg a e ,fcefal

i d%lee i
fimari- res »ed fr o gai . " cera| . .§i i.c ,ha
riaee i, i e me s S chi creasesi ¢ ded
gal sf.’.,h heiija- bic ,ffe. ,fE a
sae .f .§||.'s| F,( Jahesc.( ,fal.'a dJeffem Sn rf|~
C,(' ,f'a,J .'.These gai &  eres bﬁ,? ,ja~ jfse B = Qsesf‘ ona

;‘ heCm a ’s
adgai sff,'n he

i s,j . | 0oa-€ deraqged emergi g mar e,fdeb . ,(,f ﬁ .',Lha L& rred

d ri g he hird arer. Fisca- 1997 re e es rimari- refec,
Lo AL PR L
|qcrea§es| hecarri g a e ,f’cer ai ,f' he C.;] a 's riae
\ . ! s ! 9 ! p A
e i i es e s,i c- di ga i creasere-a ,ed ,,',heC,'n a s
B »

h,gl ge ,fF,( JanesC,( ,(a|.' ae e-asrea-ized gai ¢ " cer-
,?i &I |,’c ha,|rr ree dd ri % he ear. Higher re e e f/.’n

cerai rea-esaead e recaia i esme  gaieas oC 0"
rib ed ,,’fisca» 1997¢ re e es.
€ n”n/“/ , 6

1 )

C ,'nmssl " ree es ri'nafi.i arise fr m age c

sec'rl ies a d sa-es J mn o a
L

,'eslsrace /;;csad

[a sac |, 6
»|sed ad .er-hec. 'ere 1
f ds,f
i _creased 13% i

|.'s C ,ﬂnlw " ree es
f|’s.ca» 1998, ref-ec | g hlgher ree es f".;’l
,he US.adE 70,8
.d c§. Re e

u. S mar g8 be efi ed fr,’n hlgh e es ,f mar e

e ', cash r.g cs, rimari- frm narem
ecfrm

rrhlch

.J creased c sl.per ,[adl g . mes. Re e es fr .;1

as e-aehigherre e esfr m deri a | e
R o
c.? ,5.|b ,ed
E r. ea mar g§ a—c e efi ed f(.’ﬂ Sle8CSE .her ,radi g
edb he ge era- fa. .(at»e

q
erf’{ha ces ,fceral E,.ea e i, haresadfr.y he

i h ,er
o0 Tes, Jhich _ere guemac

© on a 's i creased saes a d research ac idies i he regi "
! ' 9 9 9

Cenmissi g6  deriaie rgd csi creasedas hehigh-e es

mare g2 Li»i L Co ,[ib ed .J creased ¢ s‘mer hedgi g ac ,i -
,jes ad "adi g ,. mes. I-’i.ig‘her c.hhism s fr m he sa-e ,f
h,a»f de a d heC.Tla saddn,’ .f'n,(e ha 1000

fi a cia-ad |s,(cd fi gflsca 1998 as c. ,|b ed he'| crease.,
Cmmsm " ree esi creased 16% | flsca» 1997 rimari-
ref e(:| g hlgh (3 ,'ne, fadl g % nes, af,lc -ar- i ,he ,h'ird

a df.'r,hﬂcca» ar,em ﬂ,Jne he Ne Y.{ S .p Echa gee e
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rie ced s'.ye ,1; ,hg highes, ,{adi g‘i o pei i,f his e Thes,[ 08
re.re ‘.c ed b ma g ,ba» ‘i,‘,L mar gs e ‘c.'raged é
i creased i‘ e ,’ dema d f; e i sec rijes ad res —edi

high e es ,f cash i f- 'w‘ i .-_' af ds’i C gnmissi " re -

e esas,be efi edfrma i creagei heC ¢m aq’s mar ¢ ehare

a dfrgn ,Lhec.“i eds,{e ghi hemare fge i iss a ces.

L

Ne, | eres.

L L L '
| eres a ddiide dree esa di ,eres,e‘ e seareaf ci " ,f'
heeead ni‘ ,f’ L3- asse g a d -iabi-i jes, i c di gfi a cia-
L r V) W Y )

ier me s .W;ed, re erée re rchase a d re _ rchase agreeme §,

‘radl g ¢ ra egies ase ;;la,ed "J‘,h pe C.p a ’.m Si .?a» eec -
,||ecac:|||escs,;1e/ﬂarg| Qsadhe re ai-i g-e e, erm

s,rc,read", Jl eres, ’aesl eresaddudedree es
L L ) ]

a'dl ,gresle‘ e sesh .fd be Jewed |'. ,pe E, f}lderc,r & ,1; -
ci a radi gres -s. Decisi seC -

oS rea | g .0 ricia fa sac | .’si

ri ,jec are based o @ ofra-re ierr,f'aggrega gree esa dc &8
ass .Eia,gd ﬂ,Jh each Lra‘ sac | " 4ser'ies J;{a sac | ."s. This re iérr
" Ji ,pe ,‘e ,ja gai :
a {ade; ,pei ,Ler%s ,Li,‘c bne .}e‘ e se'aes gia,Led "i,,!w fiacig ¢
der T[J ,i g, C n—,\
, 00 he, re e esaes.cla ed 1h rea ed rimar JSEC dar

! fisca 1998 g

oigher-e es ,fre e esfr .‘n el

i ¢ des a assessMe = J?s aes .(;ia ,f:d @
hedgi g he Cm a s si i.’s- ad .e ,Lia»
missi 4
mar g\fa’es. Nell gres re e esi creased 43%
mari- a,‘rib ,abe Y gres ear -
|gasses i cdi gfl a C|a»|s. me § .ﬁeda dcs Loer
mMargi recei ab-e ba’.a ces. H|gher - e% j'sec fi |es ed g ra 5
am.sas hada eres

.s||emac . e,i

i eres e e esi creased 23% i flsca 1997, fef_em g higher-e es
,f’,radl gaciijesa dreai-c s,,;nerfl acigacii ,icdig
‘ fisca 1997, e.i

i creased fi a ci %c & 8 ass ;;ia,gg wi’:h higher a erage -e es J'ba,-

margi i eres .. | eres re e esas  refeced

a ceshee eage, aric -ar- i e i -reaedb ei esses.

Asse Ma ageme , Dis rib

0 dis .fib

e a dAdmi israi, Fees
Lo Ll

Asse Ma ageme i o a dadmi israi " feesi ¢ dere -

e esfr o asse mMa ageme “sef ices,i c- di gf dma age”r’l.e
fees ﬂhiéh are recei ed f ¢ i es me  ma ageme ad f.( '3
ﬂ.’j ga ddis rib J gm ‘,La»f de ( 12b-1 fees ), .heradm -

is [a i efeesa d .r—i gres re e esear ed fr .Tl c ,ues .'de

ceari gadc s 4:1 serices. F d ma ageﬂe fees arise fr m
»

i esme ma age”ne eer ices ,heC.;] a |des .regls ered

ree es. Ne
L

» , »
i esme c on a ies (he F de¢) m a ar| .’s c " ! rac-
8 S L \

2-arra geme §. TheCm a_ recei es Mna ageﬂe fees based
™ "

" each F dc a erage dai- e asse§. The C m a recei es
»

12b- lfeecf.(ser ices i rgides r,’n ,| gad dis rib i gcer
,?i - e -e dedF d. These fees are based . ei her hea erage
dai F d e,tasse,hba;a ces 4 a erage dai- agg/ega e eLF d
saes a d are affec ,ed b cha gesi he .‘era.»e ‘e’.a d\ni‘
. The C m a

ma ageme sef ices r.’lded .segrega ed

fraese,f

der ma ageme 2 dadmi is ra | " as.recei es

fees frgmi €6 Me
4 N

C & gneracc, $ 16 a o a,8C, fac, aara geme §.

Asse ma ageme , dis (b i, a dadmiisrai,
fees ere as f 5 ,ﬂs:
FISCAL fiscal fiscal
(dollars in millions) 1998 1997 1996
Asset management, distribution
and administration fees $2,848 $2,505 $1,732

»
TheCyn a der ma ageme (& eriSi,

Jereasf o oS

$C %, oher asse §

FISCAL fiscal fiscal
(dollars in billions) 1998 1997 1996
Customer assets under
management or supervision
(at fiscal year-end) $376 $338 $278
| fisca- 1998, asse Mma ageme , dis rib ,i " adadmi israi "
L L % 9 9 !

fees i creased 14%, refec | g pe © m a sc " i ige, fa ggic
b Si ess. The| crease i
2 d 12b-1 fees as
'der

es fr m de e, ed

em hasie o he asse  ma ageme re -
' T (98} s

e es rimari- ref»ec,s higherf d ma ageme
& a8 .he/ ree 'es res »I g fr on a higher -e e jasces
ma agene "s er ISI. i o di g re.e
gu {Fhael
arja— Jffee b heim ac, Jﬂaf e de recia i, i cerai

V) e L L (i 4 ML (Wi d L

. a d'ﬂ edi cme 43 cs. S chi creases ere
i fe
s r,g C§res ,| g fr on ,pe d — i g»,\J;a,
fi a cia- mar gs ~hich ,;c rredd ri g ,pe -a ef h’.a»f J;,pe .ear.
Fisc% 1998’6 ree es a—c".me/e ega J e im ac ,gd b ,Lhe,‘
C.;w a 'ssae ,f'i,LsC,ges .’de ,L(Leari gadG ,t;a» © ".'q
b si esses  hich gc rred d ri g fisca- 1998. | fisca- 1997,
. die ,[ib
45%. This i’. crease ref-ec sre e

Cen a cer ai

asse  Ma ageme i o a dadmi israi " fees i creased
es fr m VK, hibh Jasac ired
o OC ,be/ 31, 1996. Fisca 1997 re e es as,
» »

be efi ,gd fr on hlgher—e‘e,s J;f d na ageme

b heC on a
feec a di creased
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i,': emergi g mar g, a d U.S.
ed gr, ,h
i cc'merascec Ree esas,'
nere j hei gi-
N Ll.'a»g» Pa-c ¢ ;; b ei ess JBarca ¢ Ba PLC( Barc»a s)
" A ri3,1997.

As J;N emnber 30, 1998, asse §

i creased $38 bi- |. fr .h f|sc;» ear-e d

ree es fa. i ,Lera,J.ra»e

dmes,ice i,adfi‘edic.ye rd csa dc. i
B ) (]

der ma ageme ,{s er_isi o
» (]

.slle,m ac ed b heCma 's ac |s||.

der Ta age-
me ¢ e, isi
1997. The i crease i asse ¢ der ma ageﬂe JS erisi o i

b fisca- 1998 a d flsca» 1997 refecedc " i ed i f- .ﬂs j C e
L,gwe. aese § a6 e ae a reua J o he a e j ce mer .( -
f,Jﬁ | b,‘kh fisca- 1998 a d fisca- 1997 a rtmae 50% J
,he i crease i der ma ageme L 5® er iSi o

asse s , 7383, r|b—
0

L o
abe ,L.’,Lhe ac |:|~j . j' e e",asce,f rrhl e he remai i g50/o
ref-ec ed mar e.a recia i "

»
N, -| eree E e sce
o h L

FISCAL Sfiscal fiscal
(dollars in millions) 1998 1997 1996
Compensation and benefits $6,071 $5,475 $4,585
Occupancy and equipment 510 462 432
Brokerage, clearing and
exchange fees 538 448 317
Information processing and
communications 666 602 514
Marketing and business
development 487 393 296
Professional services 579 378 282
Other 529 511 382
Total non-interest expenses $9,380 $8,269 $6,808

»
Fisca- 1998’ 02 eres e (;, ses i creased 13‘7'0 w$9,380
Wihi  he :

e sai i d be efi ,sei e eei creased 11%, refec i gi creased

-i
L3

Jii g o, 8 8 e secaggy, en —yeecyn-

e es ,f i ce i ecen e sa ,i " based ,, rec .;d fisca- 1998’.re =

e esa dear i gc,as ,£-asa i creasei he mber fem - -

ees. E(;dlgcmesal.adbeeﬂse ese -i eres
» s » ¢« »

[

»

e e sesi creaced$515h| |, Occ ac ade i me & eee
» » »

i creased 10%, .

» \

higher & ac c.s'si Ne Y.(

ri ci a- ref»em g addi i "e ;:ﬂeee ace a d

ba dH ,'gK g, 26 LE-asi cre-

me a- re .2, rib 'at»e o8 he .'e ig .f 27 sec i |ec bra ch

»
».ga |,’s B/ .}erage ceari ga de cha ge fees | creased 20%, ri-
mari- ref-eci gi creased e e ses re-a ,ed i 'h|gher e es’,f’ rad-
ig

g Me i heg Jga Sec riies mar es. © ,ynissi O aid i

L I »
Co eC|.“,1h heC.ha s-a ch J'TheVa Kam e Sel,(

Ipc.g”neTfs,Ln af das c. rlb ed he| crease. | f.mal.'

f.cessi ga dcmh |ca|.sc55| creasedll%d e .o h|ghe,

daaserlcesadc,‘rm |ca|.sc,cs’eraed ,a i creased

mber j em ».'ees ad c.mi ed e ha ceme s a d mai &
a ceass.glaed lh heCm a si f‘hal, ech ,'.g i fra-
src re Mar ej gadb si ess de £, Phe 8 e se i creased
24%, ref-ec | g higher rae a de er ai mne css ’e,al g .
i creased -€ es J;b 6i ess ac |'| aes .C|a ed o h ac | efi a cia
mar ¢ . Higher ad er isi ga d rm, et a,c.esa.s c. b 'ed

he i crease. Pr jecm "e ser ices e e se i creased 53 %, ri-
mari- ref_eC| ghlgherc ,$ »I gcgsacareﬂ = Q;CE”;” i f,’—
ﬂal.’ ech ,.g i ||a|es I @& dl g heCm a 's re a‘al.s
f, EMU a d Year 2(’).00 (see as Year 2000 a d EMU herei ).
ngher e es j em ,(ar saff a d eh o me

fees de ,."he

i creased e e ,f ,'era,r b si ess acii, as 'c o ! rib ed o he
i crease. O here e ses i creased 4%, ﬂrh|ch ref-ec § hem ac. J
a higher -e e- J;b §i ess ac ! i X

Fisca- 1997'¢ s
21% ,$8 269 i~ |, Wi h| he
em »,’ee cm e sa (N a d be eflc e e"se i creased 19%,

" ari ,?s .Per%,j ge e (=
ol €res e e ses i creased
[N Ly e \

.'—| 'eres e eseca eg,f

refeci g i creased e 66 ,f ice iec m e ea |, based
he -rec ;d fisca- 1997 r;, e esa d ear | ge E c di g c.h-
e ea o a d be efi se e e .’—i e'r.es e e ses i creased
$571 mi-i " i c di g$266 Ni-i ’ j’ o€ | gegsrea, ed

VK a d he g-
Occ
i g he pc ac c.ss ,fVKa di creased jflces acei L d,'
ad H’.,'g K .’g Br . erage <>eqar| gad e cha ge fees i creased
41%, ml.sjVKadhelsl
g ,ba»c s ,d b ei ess ,f Barc-a s, as 're,. as higher -e es ,f’ rad-
f.gesm g

higher da aser-

a»|6| |,a»cs,d bsl ees fBarcas
» L Xé »

a c ade . | me e‘ e eei creased 7%, i ci a- ref_ec—

rimari-_ refec | g | he ac | " a

ig. % mnei ,heg ,?a»sec ri ,]es mar ¢ §. | f.’na ,J "
a dcmh ica i.’sc.ssi creased 17% d e i
|cesc;;sre,a ed .a i creased
c*sreaed VKa dc. i

|f,ma|. ech %% |fras/c re. Marelga dbmeﬁsdee—

mber jeh »,eee i creme a
»

ede ha ceme (3 heCma ’s
Iy

L

’he e e sei creased 33% ref ec | g higher rae-a de er

ai me ,c;,s reai g i creased -e es f b si ess aci.i
L L P L P P L L

aes ,gia,ed ﬂ;,'L,h ac i e fi a cia mar es. Addi i, a- ad er isi g

cssass.cia ed ,ih VK reai- m ba»f de as c, [ib ed
he| crease. Pr Jesm " a-eer |cece e sei creased 34% ref»ec -

i ghigherc, rs »,LI gc;?fasares »Lf.'l f,{'hall.r ,ech (’g ii-
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ISII.S JVKa dBar(;ac as

.0 hef
e e sees i creased 34%, hich i c des g.’ﬂﬂb am ,r |7a |+’ j’

nf"a‘ hem ac jahlghef»ee,fbsl essacu o Al g8
eraJ g e’ e SE..
CREDIT AND TRANSACTION SERVICES
STATEMENTS OF INCOME
FISCAL Sfiscal fiscal
(dollars in millions) 1998 1997 1996
Fees:
Merchant and cardmember $1,647 $1,704 $1,505
Servicing 928 762 809
Commissions 36 27
Asset management, distribution
and administration fees 1
Other 16 12 4
Total non-interest revenues 2,628 2,505 2,318
Interest revenue 2,740 3,128 2,717
Interest expense 995 1,173 1,032
Net interest income 1,745 1,955 1,685
Provision for consumer
loan losses 1,173 1,493 1,214
Net credit income 572 462 471
Net revenues 3,200 2,967 2,789
Compensation and benefits 565 544 486
Occupancy and equipment 73 64 61
Brokerage, clearing and
exchange fees 14 12
Information processing and
communications 474 478 482
Marketing and business
development 924 786 731
Professional services 98 73 52
Other 216 259 286
Total non-interest expenses 2,364 2,216 2,098
Gain on sale of businesses 362
Income before income taxes 1,198 751 691
Provision for income taxes 510 283 257
Net income $ 688 $ 468 $ 434

CREDIT AND TRANSACTION SERVICES

| fisca- 1998, Credi a d Tra sac i " Ser.ices e, i Conei creased
j?$’.163 mi-
he  era | oS
BRAVO recei ab-es. E} c-di g ,his gai ,
fisca- 1998

47% .
= " rea ed
;".SPS ad cer,al

hesae ,f heCm a

i cynei creased 12%. The i crease |

S

$688 ﬂl—.l. ,0oc di ga e, af er-a ga|
eres i

e icgmei

e,

» A
as rimari- a, rib abe
w »

a da».ﬂer fq ISI.'f.'
.fPrmeO |.r ad he ,’eral,s jSPS This i crease abs a‘
,ja; ,ffce b
e e sea d| creme a a ecass;;la ed rrLh hesae .f he .,er-
a | " s .f SPS. | flsca» 1997 $468
h|~|. Fisca- 1997 e, | cone ras .gl ie im ac ed b h|ghe,

he gai he ab ‘e—he i " ed sa-es

».csec rman» s >| g fr m hecae
i creases i 'narel ga db ei ess de e, ‘n'e .
e, | ’(':.”HEI creased 8% ”
a erage € ee ,fc 6 her»@ s, credi card fees a d| geres re -

.d ced i
r se credi card ra sac i "

g 'ee ha ceme ,Lm f|scai 1996,‘a d hlgh,er ge era-
,f{ce ,Lb i creased
CoS herc'edl - #ees a d hlgher .r-i gres & e ees.

The sa-e ,f Prime O LI.’, ,he &e/q,j .?s ,1;SPS ad

BRAVO recei ab-es ref-ec " ,Lh‘e © on a

% me, ar ,Liaw

cer ,?i s sra ,egic deci-
Si " ,L.rf .g S he gr 'F";h ,1;i se is J g Disc .fer Card bra da d
Disc'.yef[‘NOVUS Nem,,'r' . Ref-ec | g ,his re e ed f,g s, ,Lhe
© ,;n a |' ,.d ced ,he Disc ,yer*‘ P-a |
1998a d -a s 52

ekd ri g fisca- 1999.

As a res - ,te ha ceme s made .cera|

T Card i December

ch ,he Disc o€l Cardi a maj ,('f ,(’eig mar-

J;he

Cen a s,eralgssehm hef.r, ar erfflsca»l997
,he'C.y a bega rec ,{d| g charged- ff cardmember fees a d i er-
es . re'e e direc - agal $ hei c.’ne saeme -eiemns

9
h|ch he ~re 4|g| a- rec .ded PIJ he e ha ceme s '
charged- Jf cardmember fees a d i eres re e eb N ere rec {'ded
e. Wh| e hls cha ge had
beie es ,he re ised rese a | " be -
hich charge- ,f’fs affec . ,he C"redl ,’a d
Tra sac | " Sericess aeme § ,fi cme. H ',e er,ei ce ri ,( eri-
.ds ha e bee
j nercha ad ca'dhehber feesa di eres ree e,be ee
flsca» 1998 a d fisca- 1997 has bee affec ed Acc ,('di g, ,he f o

»,‘,1 geec |.sa_c.,L disc ee hecha ges i hecei c.hesa,e—

as a red CI. ,fl eres;ee .m ac
C

" eree ec ,LheC,p a
errefecs he ma eri
res a ed .ref»ec h|s cha ge, he c m afabl»

me  caeg ,’les ec di g he m ac j hlc re(‘,asclﬁca | "

Credi a d Tra sac i o Ser.ices ¢ a s ica-da a ere as f o s

FISCAL fiscal fiscal
(dollars in billions) 1998 1997 1996
Consumer loans at fiscal year-end:
Owned $16.0 $20.9 $22.1
Managed $32.5 $36.0 $35.3
General Purpose Credit Card
transaction volume $58.0 $55.8 $53.6
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» L I »
The - "'%[ -€.e j’c " ¢ mer-Q esa, N fnber 30, 1998 ref-ec § ecess e cash = ..,s aid | he © m a arere o ed ae ser .ic-
heCm a ‘ssae ,f PrimeQO | Topr | he .'era i " j’SPSa dcer— i gfeem hec, s,lda eds a gme § J;I c .he Thesa e .fc "
ai BRAVO recei ab-es d ri g fisca- 1998. s her».a' s hr " gh asse .sec i |7a | , heref ,{e has he effec ,f

Co, €] g JI.'G §.e credl \ cmea d fee | c,he ,’ser ic-
i gfees. TheCm a c.n @ ed asse sec ri |7a|.s ,f$45b|»
- " i fisca 1998 a d $2.8 bi- |. i fisca- '1997 The aese
sec i ,J7a ,J C i fisca-1998 a d 1997 ha e g ec ,ed ma, ri ,Jes

Mercha  a d Cardmenber Fees

Mercha ~a dcardmember feesi c- de. re e esfr g fees charged
L \

.emnercha & 4 credi cardsaes,-ae a me fees, 4erimi fees, )

<y - y - - ' “ ra gi gfryn hree ,10 easfryn hedae fiss a ce

i race fees’. cash ad a ce fees, a dfeesf.; headmi israi " AR L AN Cr

. . » L4 .
j credi card r.grans ad ra eac I " r.pesm g §€er .ICes. The ab-e be- O rese & hec .;n .'e [ 'f’gerjm g fees:
Mercha a d card member fees decreased 3% i fis- ‘ o ‘

ca 1998 a d i cremsed 13% i fisca 1997. E c di g heeffec s inmiions FIscaL Jiscl Jiscl

J he rec-assifica |. ,f charged- jf card’nehbe. fees d|sc ssed Merchant and cardmember fees $ 505 $ 436 $ 307

ab 0& mercha 2 d card nember feec »d ha ei creased 2% i Interest revenue 2,598 2,116 2,025

fisca. 1998. Th|s i creasei fisca 1998 "as a /b abe  higher Interest expense (1,010) (829) (792)
ch di D o ) “d N hi ol q Provision for consumer

mercha  disc ."'Lr’e e e rimari- aes ,?|a,Le wlh i crease loan losses (1,165) (961) (731)

8 e dge era-  gecredicard rasaci, . mereagd ,  Senicing fees $ 928 $ 762 $ 809

he Disc 4er Card ,ffse b »,Wer ree esd e, hesa,e ,f'“he .rEf— . .

a .’s j SPS i Oc ,ber 1998. | addi |. , he/cha .2 d card-  Ser ici g fees are affec ed b he»e S Jsec i |7ed qs hes ’;ead
heﬂber fees be efi ed fr .’ﬂ hlgher .er»ml a d-a efeeea /Ib ab—e be o8 he| eres ied " hesec i |7ed é sad he |ed aid
92 fee i crease i r,d ced d i gflsca» 1998 ada i creasei he| o s, he rag j’cred| - #88 ,, sec fi |7ed @sa d
.pc e ces Jd&l e ad .erm| aCC. §. Par Ia~ J‘j‘e ig he»e e jcardhehber fees ear ed fr m SeC i |7ed @ s. Ser ci g
hece i creases ~3® a decrease i cash ad a ce feec as a res - j' fees ae .| c- de ae effec § ,f i eres raec " [ac c e gred i -
,.?.,Ef cash ad a ce ra sac ,LI "9 mne ’;ma,‘n» ER rlb at»e ~‘;l'n— b lheC.;n a as ar, j|m eres. raens na ageme r.}xra'n.
i,f " cqash ad a cesim ged b heC.n a i a eff; h r.’e Ser.ici gfees i creased 22% | flsca» 1998a d decreased 6% i

cred‘i .Thei creasei fisca 1997 Jasd e .a i crease i fisca- 1997. The i crease i fisca- 1998 ae d e ,.’h.igher ¢ es
hercha d|sc " Jee eass p|a ed ,1 hi creased gr o | h jge = ,f’ e, i eres, caeh fa .’,s a di creased fee re e e,' ar ia~ .ff—
era» r &e credi card ra sac | “ % mea di creased -a e a- sé b i cre'ased credi >$cec fr m sec i |7ed C o8 Ter »,a 3

me feeca d oS- imi fees The| crease i se-imi fees r,asd ® h|ch nere rimari- ares - ,f h|ghe, e es ,fa erage Sec i |7ed
od hlgherl cide ce J‘, oS-Mi, gC rre ces. The i creasei -age @ The deci e flsca» 1997 ser ici gfees 282 rib abe -
ame feeree es asde ,L."a q! creasei hei cide ce J;»a € h|gherc'ed| ! ar la— .ffse b higher cardhehbe, feeca d
ame sa d higher -e es Jidei e acC, §. e,L| gres ree es.

Ser.ici g Fees C,nn/“/ Re e es

Ser ici g fees are re e es deri ed fr ot Co 8 Mer -3 % hich C.;wmsm o (€€ esarise fr o) C & ymer sec fijes ra sac |. s

ha e bee crl,d ,_.’i £6. o8 hr.,gh asse. cec fijza "S- Cash  aes ,gia,ed 'TLh Disc el Br, ,erage Dlrec e ( DBD )

f " fr o hei eres, i;&d,\a d cardmember feee ge (;ra ,ed b eec - C,j a_ s "o ider ,f eec r.’lc br, ,prage ser ices ac |red i

fijzed-@ sare sed o, a i es ¢80 hese-@ea redeermi ed Ja ar 1997 C.’n’nIGSI o €€ esi creased 33% i fisca 1998

fi ed ,(f,,gi grage { { " heiri es me .reihb se he res ,,J gfr,pa i crease i he ’ee J’c s mer radl gaCI |

i es ,(sf,( ‘Gmes j' ri CI a- res »| g fr .n charged .ff .g sad ar,ia~ ,f'fee,Lb jier ree e er rade de .ra i crease i

- a ,_heC.; a afeef.’se‘ ici ,hg RS A e‘ cess cash | er e rades as a gerce age ,f Ca cades. | addij,, fisca-

f-oy® remai i gare aid '»'.Hhe C.;ﬁ a . Theser.ici gfeesa d 19980, ai edaf — ear ,fc,gwhlssl ,'sf;DBD r,hl.eflcca, 1997
ref-ec ,ed o 10m, ,hs
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Asse Ma agemne , Dis rib ,i,’ a dAdni is,/a,/',’ Fees

Asse ma ageme ,disrib | o2 dadmi israi " feesi c dere -

e esfr o as6e Ma ageme. eerices,i c- di gf dma ageme |
9 VL ' 9

fees ﬂhiéh are recei ed b DBD f,(’ 'y .hi gaddisrsib ig
m  af ds. ' ‘

NeLl Le/es,hl c g4ne

Ne,Li ,eres,Li c.‘ye se a ,L.’,he differe ce be,ﬁee i eres re -
e ederiedfr .j1 Credi a d Tra sac i " Ser ‘ice: CoS Mer-@ s

a dsh,f—emi e me aseesa di
fi a ce h,se aese §. Credl a dTra ca(:l. Ser ices aese §, c,

sisi g rmarL Jc.s mer- ,gcear i eree ree gab, hfl ed

gres e e sei c rred N

» »
es. g esea f| eda df»él graesl gres e e seas, |(>'des,

oD heCm a
r.gfan This rgran

he effecc j’| eres raec. facse ered|
» »

,fISI

is desig ed .red ce he ,9

ae ar, gres ra erls na ageme
. ,fear’.l g6 res ,| gfr,‘ncha ges
i gres rags a d is acc m -ished r'mam Lhr.!gh ma ,E:hed
fi acig, rrhlch e ,9|s mna ghl g ,fle re rici geched -es ,1;0.'—
¢ ner-@sad hereaedfi a ci g.

.? TheLf ) "
Tra sac 1 " Ser‘icesé‘erage baa ce sheels adi € reelra ,gsi
ca- 1998, fisca- 1997 a d f,i\sca, 1996 a dcha gesi

icenedrig ,Lh &e fisca- ears:

,;,‘,i g ,Latxes rese | a a- ees j’Credi,La d
fis-

e i eres,

ragsa d mar e -i de ed ariabe ra &s. TheC.ﬂ a icmi ,Ear—
AVERAGE BALANCE SHEET ANALYSIS
FISCAL 1998 FISCAL 1997®) FISCAL 19963
AVERAGE Average Average
(dollars in millions) BALANCE RATE INTEREST Balance Rate Interest Balance Rate Interest
ASSETS
Interest earning assets:
General purpose credit card loans $17,184 13.87% $2,383 $19,512 14.03% $2,738 $17,083 13.99% $2,391
Other consumer loans 1,374 16.70 229 1,773  15.73 279 1,766  14.25 252
Investment securities 496 6.25 31 176 5.45 10 234 5.38 13
Other 1,465 6.61 97 1,680  6.06 101 1,078 5.60 61
Total interest earning assets 20,519 13.35 2,740 23,141 13.52 3,128 20,161 13.47 2,717
Allowance for loan losses (847) (828) (669)
Non interest earning assets 1,517 1,529 1,334
Total assets $21,189 $23,842 $20,826
LIABILITIES AND SHAREHOLDERS' EQUITY
Interest bearing liabilities:
Interest bearing deposits
Savings $ 1,073 4.79% $ 51 $ 963 427% $ 41 $ 1,021 458% $ 47
Brokered 5,656 6.62 375 4,589 6.66 306 3,418 6.93 237
Other time 2,189 6.16 135 2,212 6.12 135 1,921 6.05 116
Total interest bearing deposits 8,918 6.29 561 7,764 6.21 482 6,360 6.29 400
Other borrowings 7,162 6.06 434 11,371  6.07 691 10,307 6.11 632
Total interest bearing liabilities 16,080 6.19 995 19,135 6.13 1,173 16,667 6.18 1,032
Shareholders’ equity/other liabilities 5,109 4,707 4,159
Total liabilities and
shareholders’ equity $21,189 $23,842 $20,826
Net interest income $1,745 $1,955 $1,685
Net interest margin® 8.51% 8.45% 8.36%
Interest rate spread® 7.16% 7.39% 7.29%

(1) Net interest margin represents net interest income as a percentage of total interest earning assets.
(2) Interest rate spread represents the difference between the rate on total interest earning assets and the rate on total interest bearing liabilities.
3) Certain prior-year information has been reclassified to conform to the current year’s presentation.
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RATE/VOLUME ANALYSIS

INCREASE/(DECREASE) DUE TO CHANGES IN: 1998 vs. 1997 1997 s. 1996
(dollars in millions) VOLUME RATE TOTAL TVolume Rate Total
INTEREST REVENUE
General purpose credit card loans $(327) $(28) $(355) | $339 $ 8 $347
Other consumer loans (63) 13 (50) 1 26 27
Investment securities 17 4 21 (3) — (3)
Other (12) 8 ..M.l 33 7 A0
Total interest revenue (353) (35) (388) 400 11 411
INTEREST EXPENSE
Interest bearing deposits:

Savings 5 5 10 (3) (3) (6)

Brokered 71 (2) 69 81 (12)

Other time (1) 1 = 18 1

Total interest bearing deposits 72 7 79 88 (6)
Other borrowings (256) (1) (257) | 64 (5)

Total interest expense (188) 10 .| 151 (10) 141
Net interest income $(165) $(45) $(210) | $249 $21  $270

Ne,Li ,Lefes,ki Cone decreased 11% i fisca- 1998 a d i creased
16% i fisca 1997. E‘ c- di g he effeclri’ he fec»gssifica J " j’
charged- ,f'f cardmember fees disc ssed res.
ﬂ,,,'»d ha e decreased 15% i
fisca 1998 qasde 5 ,Wera erage_e es j " edc.}s mer - ,a 5

g6, e

ic e fisca- 1998. The decrease i

ada-4.er ied , ge era-

il
i edc.s er - .a s a8 rmarl» de .a i crease i sec -

&e credi card é s. The decrease

»
ri |7ed @ sa d hesae"f he Prime O |. a d SPS ,(f,’;;
fisca- 1998
mber ,fcardhehbem a l gad a age ,f r,’

The».ver ied o 8C €& [ §e credi card ? S

yaede ,a_afger
h.k .'a» /a’.es [ b h ears, he effecs ,fcha gesi | eres,r,a es
v PeCapya

s arlab»e rage- ,g ,(»f ,' QWeres be a ,Liaw Jf—

se,kb c.jw arab-e cha ges i heC.ha sc& ,ff dsf.{ he

eres

p “\
reaedfi aci g TheC.gw a beie es ,ha,L ,he effec,k J'cha ges

i mare i qeres,kr,‘ales o e
adi

eres i ¢ mei

eres i ¢ .;1e -3 m',]ga ,ed as a
res - j’is»i idi | eres raeris  Ma ageme
fisca- 1997 ‘,asd e .

age - e% ,fc,'s 'ner».es,sa di g, arlaw ,ffse b he

wicies. The
i creasei e, i highera‘er—
effecs jhlghercharge jfs " i gres re e e The m ac jhl%her
charge J'fs i fisca- 1q997 as i Jga ed b IICI g ac J " in -e-
heforh arer {fisca 1996. ‘
L I g re »

The C ga a

ne ,ed i
. ‘ Jci ags ,he re rici g ,f'as bs@ -
,ja» .(’I " ,f’i s e} is | g credi ,Lcafd recei ab-es .
rage d ri gfisca- 1999. Tt;e © .;n a

i g, -haea ha,eria» in ac 3

afiedi eres.
r o »

d =3 .kbeie e ,his,‘re ric-

o i8i eres raese ®iji de N

,he © on a s mached fi a ci ‘g J:’)jec,tiees.
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L1

Thes
aged - .a ba-a cea drae|f,rha|. rl,h|ch aem
9q h

»
-eme a abe be- o r .eldes a erage ma -
9dCC o,
eda deec ri |7ed .a s:

SUPPLEMENTAL AVERAGE

MANAGED LOAN INFORMATION

FISCAL 1998 FISCAL 1997 FISCAL 1996
AVERAGE Average Average
(dollars in millions) BALANCE RATE Balance Rate Balance Rate
Consumer loans $34,619 14.86%| $34,619 14.83% $31,459 14.83%
General purpose credit card loans 32,684 14.72 32,176  14.72 29,021 14.81
Total interest earning assets 36,580 14.41 36,475 14.38 32,770 14.46
Total interest bearing liabilities 32,141 6.16 32,469 6.17 29,277 6.22
Consumer loan interest rate spread 8.70 8.66 8.61
Interest rate spread 8.25 8.21 8.24
Net interest margin 9.00 8.89 8.90

P/,"/.m,’ f/C & mer L,a L.sses

The {.!IGI .rf;?c,"s her».a gses is ,he aﬂ.r . €cessar S
esabish heaq..wa cef,;»‘; -§sesa a-ee ha heCm a
bele es is ade ae .abs,(besmaed %em |sc.c e - .a
{f,l.a heba—a ceshee dae. TheC.h a ca..‘,a Cef*r’ ,a
i,ssec is ’e% -ar- ea a ed b ma agehe f.( ade ac " a
(f,’ .'b - f,l baslsa d ,ae $787 TII—VI, a N e'nber 30,
1998 a d $884 ‘n'IWI. a, N ehbe/ 30, 1997.
The

e charge .ffs ;;

hich is

. ,.lsl f.{c.s ﬂer»,a ﬁsec
affec ed b
;‘c.'s mer-@ ¢ es ma ed b
fisca- 1998 a d i creased 23%

ca-1998 aed e ,a decrease i

. mea dcha ges i
C geC ,abe decreased 21% i
fisca- 1997. The decrease i fis-
e,Lcha;'.ge- ;;fs res -i gfr - 'F'E[
aerage-e es w edc, & mer- .a S, rimari- a, rib atxe
i creased-e e Jsec fi |7ed ‘; sa’.d/ed ced-e es Jcharge ,ffs
ass &la ed ,1 h he sae j Prime O | " a d SPS recei ab-es, ar-
Ja~ ;‘fse b asema-i cr'e'ase i he e charge- Jf rag .f' he
Disc ef'Card ,(f,’ ,’The r.}m .’f,( @ - fses a_s.r"
he - ,a .csa;,ﬁa cei C'.' eqc,ki,’
il hsec fi |7a i Lo [a sac i .': e ered i IS fi % he hird
ef,f1996 TheC.h a e ecg hls ,a &sa..',a ce ,i—be
f - am e |7ed 0! fleca» 1999 | flsca 1997 he i creasei C "
d e',L hich
he erce age §co6 mer-@a e

as sl
|e,|'nacedb adeci ei '

ar-

s mer- ,a ﬁces = ’marl» 'h|ghe. eLCharge ,tfc

T

res - ed fr m a i crease |

charged .ffa'd a hlghg, e e ,fa eragec 6 'ner»,a s e, sa d-

i g Thqu.h a se‘ ec,a,!.'sab " ,recha‘ge jfraesa d

credi, a| are ¢ bjec L% cer ai ies ha c.»d ca se ac, a
L L

e -8 d|ffer mMa erla. fr .Tl "ha has bee disc ssed ab ;€.

Fac.{sha|f»ece he r.lm f,{c Sher @ ssem(;de

here e-a ddirec | " ,fc .c mer - ,a del e ciesa d charge-

,ffc cha gesi c, s 'nersedlga’.d ahe behal,('s,ba g
rocore ds, heceas.lg,fheC.ya .- .a ,(f,i i eres
ragmgeme sa d helrm ac LS c.’.s mer beha |,(’,a d herae
adhag| de{chagem heC.h a' SC, ,& mer- .a .(f.’
,|,?| c d|"g he .Pera,. T]i‘ ;;aee.r s, r.d csa d- .a ba-a ces
ahi b gfoie .

. C b‘ mer- .a s are c 4 Sidered dgrl _nhe i er
es .( ri CI a a me sbec.he 30 da s as”d e. Cy8 hgr

,a sare charged- ,ff r,he he bec one 180das as. d e, e ce |

i he case f ba ( uec adfad e . rasaci .' , ﬂ,here

= @ sare Charged J‘f ear-ier. L @ deii e ciesa dcharge- J’fc are,

rma,L affec ed b cha gesi ec "o gwicc "pdi i wsa d ha ar
hr .}gh.} he eard e, ,seas.’a,c ¢ mers e di gad a mne |

beha i s DELI gc rags decreased i fisca 1998 as a ref-ec-

|.’JheC.ha mcreasedf.c;s.c‘edl ai, adacc.

c..eC|.s as e-ae hesae .fPrmeO |.,SPSa dBRAVO

Frm me s me heCm a has ;:fereda d ma
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) Thecm arls. ideA
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d e claahe ec raesa. a
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arjc -ar 4 . 1i

Ceoent
hes | -a-a me

r&am.Thedei ec ra,ef.(’c.'c mer-@ ¢

ASSET QUALITY

bei gcq.rmdered ,L.rbe as,

he ini g §

30-89 da s 'as d ea, N ,ember 30 1997 as ¢ m’.ared Lh
N,'ehbe, 30, 1996 -5 fa ,{atx m acedb a Se e;ﬁber 1997
s l; -a-ame ffer a—.FLgcera| cafdhehbers X
il ! h- . The ff

charge- jf ra gs "J he

‘l heir e
(AN (AR

a me .#g,abe reee sdei ec ad e,

-eme a-ma aged-@ i fymai,:

FISCAL 1998 FISCAL 1997 FISCAL 1996
(dollars in millions) OWNED MANAGED Owned Managed Owned Managed
Consumer loans at period-end $15,996 $32,502 $20,917 $35,950 $20,085 $33,316
Consumer loans contractually past due as a percentage of
period-end consumer loans:
30 to 89 days 3.54% 3.69% 3.96% 3.91% 4.45% 4.49%
90 to 179 days 2.67% 2.84% 3.11% 3.07% 2.78% 2.78%
Net charge-offs as a percentage of average consumer loans 6.75% 6.90% 6.78% 6.95% 5.29% 5.43%

N, —l eres, E ’e 5'65
Tq a» .'—i efec 8 e ses i creased 7% .$2 364 i |. i fis-
ca 1998 a d 6% .$2 216 'le " i fisca 1997.
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res >| g fr m DBD's im -eme a | "
Oc er 1998.

| f,mal. r.gesm ga dc.hh |ca|.se e ee

‘fisca- 1998 a d 1997. | fisca- 1998 ».pEf
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i flcca» 1998 as a, rlb ed o

a»e’ e ees aes .C|a ed rrth creased direc mai-a d ,her o
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LIQUIDITY AND CAPITAL RESOURCES

The BaLa’. ce Shee
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fimari-
/ef,ec 1880 ey i cash a dcash e
de &I ed lhc,earl g ,(,ga i7a | .s .(segrega ed der federa-a d
her,eg al.s a deec i |esb.(‘ ’,ed As bsa |a JI.’ J he

Cm a s .aascecc sms Jh|gh» »| |d mar eabesec fi |es
a dsh,( em recei abec arisi g i CI a— fr o1 8eC i |es [a sac-

[ e LI
i oS The hlg,hr A

W'i’xh f»e‘ ibi-i 3 i

id a, ref hese asse ¢ r,ldes heCm a
fiamgadha aglglgbm €68,

»
F di g: d,Ca ila»P
TheChh a
adcaia

,’icies
. 'S se i,('ha agemne _es ab-ishes he ,era—f di g
u . L \

,rmes ,I;,hec.p a ,reie.s ,LheC,p a s e‘f,('—

ma cereaije ,.’,hece ,’icies, mn .’i s he a ai-abi-i 'f’s o /CES
\,f,,heCm a ’.,a,\d
4 heCm a s
qﬁl J heCm a sf d-

aC|||es|s .e ¢ re ade aefl acig .eranlde

,f’fi acig, r% ie"s,y,hef‘,('eig e’ cha ge rie
‘ adi
&I |. The rimar

sereees he. 1di, ,ere'e,ra ese s ,i ;i,
L D

asse X d -iabi-| i
i d-i 'd'

ga |’. idi
ra ge ,f'

.'ke ,L|a» Q\red|,Lra ,j gs a (;I‘ mar g e Jr.rhe ',f.

M% j’ heC ! Sb ei esses areca ia-i e -
si e.Ca iaisre ired ,L.rfl a ce, a'n&g ,‘kr;ef ,hl 286, ,heC,;?. a s
3 'ies, der i ,i g, riciai es me §, ri ae

sgc ri,,iesi e
e i,aculesc sher%sadl €6 me SI fledassesAs
[ (44 P ]

a he © m a s ff|C|e

P
fodi gs.rcem

agn s,.hal ai ,ca|,a»ad
' 9 .

,(der .ohae he ca aC| bﬂ a ceisef " a

7 = c,-aera ized basm.a a~ mec I & d| g eri .ds jf| a cia-

S (€66, C re -, ,heC,;w a bele esi hase 'ffICIe ,ca |,a, snee.
|qs eeds. | addl,l., ,he Cm a aq,eh § L,Phal ai e
e i,4ac s,ldaedbaslsqfeas’e a,q.!,hes m a;aw .1;|,_s
s bsidlarjes e =S bs|d|ar e i c’.a' iare ireme sarede er-
mi edb reg -a ,L,{' re ireme f(ifq -icab-e), asse ,Lhi‘,»e -erage
c ,rsldera d .rs ad earbl g e,"a L « - .
TheC,ha iesre r o€ i bea in ,(—
LY »
a  TMeas re ,fls erf.ma ce, hec.' ,f b he ar |c-
C

»arb si esse iry me i hich heC,h a

» » ¢ e »
his regard, he © .Tl a
B ) »

i

s, .'era igad

i§ eergr, 'sres -s. ln acje ma

ages i ¢ .rs ('lda ,ed ca ia- based o @m .rg .‘kher
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(1] » A
,h| g6, b e ess " 'fn '| |es,’.ca |,a»aea|»ab|»|, a d ra gs J;re,Lr
,ge her th gr a-ca |a» r|C|es reg -a ,( re
he f

;c. fac isca |abace .addfees hecha gi g eeds ,flsb Si-,

ireme sa d
e

fa| gage c g |de,| esad heref,re e, ma ei ad

esees. Thequ Z’i. as, has re, r ed .chareh dersl er a-

ge eraede i ca |aﬂhlch ﬂ,am e cess J he eeds ,flsb Si-
esses ,h".rghc.;]hhs,cf; ‘q
TheC,ha S - id.i,

,ff di gs.rces TheCm a as f,.,,,saf di g’sra—

Y

rchasesa d di ide ds.

,|C|es em hasize di ersifi-
eg ﬂrhlchqlc desig ed .ec re ha, he e Jh'f he C.h a
»|ab|||ese as .(e ceeds hee ec edh d| .8 en;; j heasses
bei gfl a ced. Sh. —er’nf dl g ge era- is ,bal ed a raes
,ea,ed " rL’J..S., E r."(’Ama h re mar ¢ ra ,esf.f',he C. re c b.r
r.ved. Re rchase fasaci .rs are e'ffec ,ed a‘ eg .‘k|a ,ed ra es.
O,herb,rr

ec.’dll,s(seeN ee5a d6

igcssare eg.ia,edde edig " re ai-i g mar-
shec c,lda edfl a ciasae-
i jes ,fb hsh; ema d».g emﬁ aci gea'e
!e e‘.u;.

Lgsge era- £ c-

me Ls). Ma
desig ed ,L." imize e

’ The X mne JT,!’]eC.TI a
 agsi res

.g e ,L,rref’l. a ,(\ZI g rie Joa
’sb.(f

o8€  4cha ges i heam . Jre " rchase fa sac | ,s
L

o 82 di g, he ee J’ he C.;] a ’'ssec |eS| e ,,{Jeca d,

Co86 Mer-@ erecei abe,a d 'eraT mar ¢ C, diig6. A aiabii,

r P LN R :
adcg,jﬁamg, ,heCma ca ar deedg
3 C.'dl |.’s, he . o e jceral /adl ,gaC| ||es heC.h'a s
‘ .f credl The C.Tl a ,

sedsh.{ erhf di gs,”;ces

mar-
LY !

credi 2 | gead he ."era. a ai- ab||
,heref e mai aisae r- s J
L ¢
a_a- imes
i
'L ! P
heca ,ed mar e,ab»e sec rijes e a |
L L

,.mi,,hs ada f,{esee c. rac | " i credi .ca ac:
e L L p

addi | o he C,gﬁ a a,‘eh .rs ,,"nal ai cash a d h -
.?a L-eas 1'10"/9 J}i,s
sa di gsh. erm - sec red b\'@{'yL,g" TheC,;w s hae i
,ace,\ac.’ i ge’.c f di gsraeg, hich f.’.idecac.;”l'fehe si e
.e—earae,i, a i heee '
r g [

TheC.h a
,ff di gf, c,(el

heref'{e mai a| s a».g em deb- .ca |ar|7a|.’ ra |.'a a

,L,f'aseeref digdis} ,Li.'.

eie WS- " g-erm deb . asqa s abes o /C€

e ;lesc Eﬂe/ ,asa di-i idassesa d,

B G- r,llaef,( hecrre .Tl &II.}J‘ISba»a ceshee |

ge era, f| edassesareﬂ a ced 1hf| edra e».g emdeb ad

sec ri ,|e6| e ,,{Jesa da-c rre ,asse,sare fi a ced ﬂ,L,hac.;”n—

bi a,j " ;;sh 'Q'C"?m f digf .g| grag-8-em deb . ,;fi‘ ed

(1)
rae».g emdeb Sya ed .af».glgbamsB hf| edraead

f»;a | gra e». g- e;h deb (| addi |.’ .p o, /CES ,ff ds accecsed

d|fec» b heC.h a GC"edl a dTra sac | " Sef ices b &i ees)

are sed ofi a ce heC.’na §c,8 mer- .a .(f,','C.'s mer

.g fi a ci gie arge | ed .na ch here'rlu ga dd 'al. cha.
acen;lcs J he ,’;1 sfl a ced. TheC.h ea sesderl ale r.d

cs( fimari- i £res rag,c e ¢ a de ,Ta s) ,.asms i

asse a d »iabi»i, mMa agehe . red ceb ,(r ,’,; gcgsa d hedge
i eres rag e \(cee N#e6 hec s,lda ed fi a masa eme c)
TheC ,h a

,( | " Jlsda

s, rces ffi a ci gm 'fb'a

;rerla,ce o € Er a6, ces ,,fl a ce
e L > O

asig ifica -ga ,?era i .’s Ma ¢ access ,L.'g» J?a

: Thec&,a daii—ab,\i»i, j’ sec red

fi a ci gge era- arede e de o ‘,heC.gl a, ssh Goema d

_ '.'g_ erm deb . | %c | addi 1 o ,he @ .;1 a s de’t.) ra 1 gs ca

ha e asig ifica im ac, " cerai radi gree es, aric -ar i
L . & v P ) .

h f'e b ¢i esses  here ,,?ger ermc " erar, erf .('ha ce is

cri ,jca, s chas ,er ,Lhe-c,' er deri a,j e ra nsac,i S

As J:Ja ar 31, 1999, ,he @ on a s credi RE | g6
"ere i .; .?'S: Commercial Senior
Paper Debt
Dominion Bond Rating Service R-1 /a
Duff & Phelps Credit Rating Co. D-1+ AA
Fitch IBCA, Inc. Fl+ AA
Japan Rating & Investment Information, Inc. A-1+ AA
Moody’s Investors Service P-1 Aa3
Standard & Poor’s A-1 A+
Thomson BankWatch, Inc TBW-1 AA

»
D i g fisca- 1998, M.,,d s | es ¢ Serice graded he

C.h a' 'see |. deb ral gf/ o Al .'Aa3.’l' Ja ar 1999, D ff
& Phe- ¢ Credi, Ral gC graded ,heC.;w a ‘see i.('deb Jar
i gfr .;1 AA ,L.’AA. o ’

As heCma\c,’,i esmg»pa»e a e, , ad
deri gs re e esi creasi g- fr .h ari " §C rre cjies, f,(elg c r-

re ¢ ma ageme .isa g eeme J heC.h a 'sfi a C|a» ,l-
L

cies. The C o a be efi s fr o '.’era i g i ee.era differe .
‘ ar,|c -arc re ¢ ,f,e is .ff—
c-ge M .'I L.('S
’f, c. a,| .'m c rre cies a d herec.c J s |f|ed

C rre cies beca se .ea esm a .

se b sreghi a he, c rre C . TheCm a
9 p 9 9

ise re

£ & W ! »

ad .wss,ura gegies ,L,rrgd ce ,he im ac 3 ,f’ ,hese f- c. a,Ll .’s " ,he

C.;n a 'sfi a cia erf sma ce. These ¢ ra egies i c- de e gag-
LY
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igi (M2 agelc.hea d cash f- 4
de ,;1i a,ed|

f...,i, gs, ,he a

ari " hedgi g ac i i ies
f,re|g c rre ciesa d i gf ’e|g c rre C b,r—

r.rlae ‘ flacel €6 me s. s|de heUS

»
Pri ci a»S , /CE6 ,fF di g
The'C .TI a f ds i § ba-a ce shee , a g pa- basis. The

C.;w a sf di gf.‘lfSec rijes a dAese,LMa agehe b si ess

13 ra’.ised, ,hr’..’gh di erse & o rces. These § 4, rCeS i c- de he

Cen a scaia,ic dige i ad-,g erndeb;re rchase
4 L B P L (N )
agreeme s; U.S., Ca adia , E "o dJa a esec.;mercia» a er;
e en .f'credi,; sec red b.’d b,(’r op®; 8€C rijes-e di g;b /fee-

L ) L » ) ) ) L

agreeme §; M ici a-rei es me ’.s; mas er oe6;a dcnmi ed

ad c mm ed -i es jcredl rchase agreeme | ra sac | oS
b o ol 88
are hade o aCga era-ized basis a d heref e r.iide amyesa-

i gs.
-

sec i |es -e d| ga da ,{Hl.r ,;,Lhec.;w a ’.'sba
b»es.’rce ,f’f di g ha sh Goerm  sec red b,(’r

"~ Thef : piredf ¢ heC;’.
Ser ices b si ess i ¢ de he C.h a

di gs, rces
a dTra saq "
I'(‘; di ge i, a d».g—e.hdeb asse sec "I '|'7a|,s c,hhercia

scaiga,
¢

a er, de ,§| §, asse . bac ed c.hhe‘ua» a er, Federa- F de
N @
hr. gh asse _sec rij7a i oS Si gse era- fa sag | o S/ Cres.
Ri ef””dsF dlgC.( .(al.'(RFC)a e",i,ly c ded| he
c.'s ,'|da ed fi a C|a»'ca ene ¢ .f he Cm a , iee es aese -

adch.r emba .es TheCma se.sc.s mner

bac ed c .h mercia- a" er..
The © o a
rchase Federa- F ds a d 5 e'sh ' erh ba

sba N b6|d|ar|ess,|0| de' s|sfr o
Co& Ters,
,es | eres, bearl gds .clcare c-assified b
e’eda d he, mede .ms Sa.i gede .slsc ,Sis
M€ nare de .glsa d cer|f|cae .fde .gl acc.

dlrec»
T

§ s,}d
.ca"dhehbema dea.i gsde &ISf/ .’nl di id a cie s.
Br.efed de &ILSC sm
b heCm a
y | " a ce'f ifica e .f de ;il

rimari- .tcer ifica es j’de .§| ise ed
's ba N bmdlarles 0 her'me de $|S| c deis |—
The Cm a , ,h,'.rgh\Gree ""."(;
,f ,heC,;w a ,ee-% ,‘»ec
r ram.

mai ‘gal s b,(/ .ﬁl grea, ] " shi's whh

Tr s,C.y a ,a i dlrec,s bcldlar
der ash .(n-lem ba'\ .k
TheC.h a

abrad'a gera §f|aC|a|S| ,| sc.’ erarlesad h—

ercfrm h|ch| dra"sf dei a a‘|e J;c rre cies.

a. 's Credi .
\ » L

\ eacs;a i gs, br.’
rimari- ;;
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»
The C.w a
1hagr, j’ba § o8 ’ ’.,( ge era i idi,L
icdg he iss a ce ,fcmherma» aer(| he MSDW Faci-i ).

mai ai'%a se i.{ req,"ei g credi Y
agreeme eeds,
U der he erms ,f he MSDW Facii , he ba §arecm'n| ed
wide 4 $6. O bl—rl " . The MSDW FaC| i
c.ie a GﬂhICh re ire, ah g o he/ h| gs, ha heC,ﬂ a mai -
J'a »eas,t$9.l b|~| " a,La~ ,Jh’.es. The

P
Co ai S es ficie

ai shareh qders’ e
L » \ P

C.;1 a ,‘beieees ha hec & a  res ,Lric,Li oS i .kiTl air ,he
© .ﬁ a 'sabii, N a i sc rre e e J di ide ds. A‘, N e bes
30, 1998, der he MSDW Facii .

b,(r,',Lgs ere " sadig
The Cm a . mai a| $a maserc ra era- faci-i
ha e atxesM,('ga Sa - &C,’I cq ,(aed( MS&C,’ ' ne j
heCm a %sUS.br .er dea-ere bmdlarles - »edge cer a| c,
-a era- .cec re - @ arra geme §,-e ers Jcredl 2 d he, fi a -
). As ar, f he MS&C
MS&C ,'a,s nai ai s'asec redcm'm &d credl agreehe N
jba 5 ha, are ar |es
de/ "J’lIChS ch ba §arec.1m| ed N r.lde
. The credi ’

re ire,am, 8 ,her hi g6, h.all M,$&C ,'hal ,'al

Cia-acg .TlT] .da | o s (] he MS&C . FaC| |
Fam»
s h a gr he mas er %ra gra- faci-i )
$1 875 bi--
 agreeme  C, al s res rlc | € C, be a s »hich
5 eC|f|ed e es
jc .'s ,'Ida ed shareh ders e i'. a dNe ,LCa i,a, ae defi ed. |
1999, he MS&C Face L wdSre e ed. A,LN ,’e'nber 3,9,
.’b,f'. .f,l ge ﬁ%e o852 d| g der he MS&C . Faci,i .
TheC.h a as,mai aisare "I gc.hﬂl ed
fi aci gfacii ha e abesMJga Sa e &C o
Limi ed( MSIL ) heCm a sL ,d e

mdla, , di gffmas' dlcae jba §b

Ja ar
1998,

er a |. a-
—based br . er dea ers b-
.sec rec .T]T]I ed f
,,|d| gabr.ad ra ge ,fcra era-  derre
() he MSIL FaC| i N
a aggregae ,f>$,‘1 85 bi-i o2 aiabei 12 haj,‘.’c rre ciesa d,
effeci ela ar 1,1999, he e f,’The faci»i
,ai IES‘ICI ec’. ea s r,h|ch re ire, ah.gq,her hi gs, ha
MSIL mai a| S ecnﬂede es JShareh dem E i,
Res, rces, each ae defi ed. A, N ehber 30, 1998,
nere o, 82 di g der he MSIL Facu

RFC mai al sase |,(ba" 'credi faci-i 0»‘
he iss a ce jasse -bac edc.hherma aeri heah.

rchass agreeh% S
). S ch ba garecmm ed - r.lde

agreeme C Cc .'-

a dFi a cia
n‘,b f'," nf,i ge

[ 1)
%o

J$26

b| |. U der he erme ,f he asse bac edcmnerma a er r.’

gram, cer a| asse § jRFC LLres bjec a de i heam, ,f’

# FORTY-ONE #*



MORGAN STANLEY DEAN WITTER =

$2.6 bi-i .’a N 4,ember 30, 1998. RFC has e er b,, .’,ed fr m

isee i ,r’ba credl fa'u |,L,\ .
' Ihe © ona a ,ici aes ha i r,,i,~ i>i7e he
MSDW Faci-i , he MS&C o Facii, .( he MSIL Faci-i | f,’ sh .{

,emf di gfrgn ime ,L.',jhe (see N keS hec.s,lda ed fia-

Cia-¢ aeme §).

q 1

Fisca- 1998 a d S bse ’e. ,A‘ckidil
D i gfisca-1998, heCm a
fi, J|s |ab|||es red Celﬁ’&la ce ,
» [ g

»
.Meerases ,e ed heha -

sec redsh,’ erhf d—
i ga’.dl creaseigca ia-. Thesese sc, {ib ed ,a e i crease
icaia g;$4 345 Ni-i " x°‘r$37 922 MNi-i g2 N ehber 30 1998.

D ri gfisca- 1998, heCm a iss edse i o es‘

aggrega| g $9,800 mi-i o 1 @& d| g U S. d,.ar c ‘re c

.es aggrega | g $1,640 i |. , rmarl» s a . |s b-ic
deb, she-f regis fa |. sagme §. These .me's ha e ha, riies

fr m 1999 2028 ada r,E|gh ed a erage ¢ "
5.6% a. N ehber 30, 1998; heCm a
,ai [a sacu's R ai f»él gi eres [fags based fimari- "
sh,{ erm LIBOR radl g e es. A, N ehbe. 30 1998 he aggre-
gac o sadig

o | gres rae ,f

has e eredl .cer

r| CI a- ah.”.L .f he C.h a sSe |.r

s b»ic‘deblshef fegicl
[aji, sagemne §) $45.3 bi-i

N ,ember 30,1998 a d Ja ar 31, 1999 heCm a
addl | " a-deb ,lmlga | " ¢ aggrega | g a r,ma e $2,298 mi.-
= e These .es ha e ha ri |es fr .’n 2000 | 2013

1999 he C,h a 's Bard .1;
rchase s bjec " L.rhar %.C "
L,?$1 t')lfl " ,fnhe’.C o a s
s ;; ‘TheB.ard ,waec .(’ca-e.'a roedase arag o8¢
i g re rchase a h,(‘lra H i c." epc J " Wi,,h’.aﬂa/ds gra ,ed

| deb ,ed ess (as defi edi heC  n a
- (1] g

sasa vl ima e- B,e ee

iss ed

Effec | e Ja ’.ar
Direc .ma h,(|7ed heCm a

dll,sa dcefal herfac .m,

c,;rm

der heC.h a 'se,"
ca- 1998, heC.h a
,c S bce e L% N
31, 1999 heCm a
|scm’n.'s .(;Q

O March 5, 1998 MSDWCa |aTr s, I aDea are

o, bsiess e (he Ca |a,Tr's ) a- & hecmh.}sec -

e .Vedb heC"h a ,ies ed $400 mi- |.' J;
7. 10% Ca |a» Sec f'||es(he Ca’.| a- Sec ri |es ) ha are%ar

. The Ca |,La» Tr s

basedc.h e ea i " -ae.D ri gfis-
rchased $2 925 Mi-i " .f igcenm "
emnber 30, 1998 a d hr. gh Ja ar

rchased a addi o a- $110 mi-i “ o

1

i jes J; 1,h|ch ar

a eedb ,he C.;ﬁ a . ies ed he Ca i a-
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Sec i |esa di esed he r.geedm e 10%J
Deferratx,el LeresLDebe
Febr ar 28, 2038. .
O March 12, 1998, heC.h a
f.{ a add| |. a- $8 bi-i " J deb. sec ri jes, ,arra s
referred s .(;

i hef hj' |s becaneeffeme .
0 A g s, 31 1998 he C.h a redeemed a-
1,000,000 .“sg di shafec ,f’|§’7.3/8%C mn -a | e Preferred
S .c a, .aredem i. rice ,f$200 ercharepTheC.’n a
sim »:1 € ¢ 6 redee med awc,rrec " di g De .§| ar Shares a, 2

|¢S b,{}di aed
. res iss ed b heC.h a ,‘ﬂhich‘ared e
schef regis ra "
s aeme

rchasec. racs ,(a ¢ onbi al. here,f
U

A

as,,

redeh |. rice J$25 er De ﬁl ar Share Each De &I ar Share
re rese ed 1/8 ,tashare J’ heC.n a '67-3/8%C m a|e
Preferred S .

\ L{F\o‘ Ja 28, 1999, he cm"a
Sa-e Fiace, »c aUu. K ¢ bsidiar , cawedf,’ rede'n |,’ a— ,t
he " s.a di g782%Ca |a»U |sa d780%Ca |a»U |s "
N 4 he Ca |a

adMJga

Febr ar 28 1999. The aggrega e rl CI a»a’n.’
U |,§ I, be redeemed is $352 mi-i " . A
A N.*e?ber30 1998, cer a| aesgs J heCm a ,
s chacrea r.'er ,e i me 2 d_easeh dm f.ehe $ ;‘$18
b'”q' o a dg.';jﬂlya d thqI a glb—easses ,f$1 2b|~| o ETE)
i—iid. |
W'L,h ,he C.p a s

add’.l,! .?,%era| eq i i esme ,s.nadﬁl c.r ec,! "

ffage i ad gher riciai esme

aci i ies hfgh— ie-d deb .sec fi ies emergi g nar N deb a dcer-
‘ai c ,.a erawed m ,r gaqge ,tmga | " sadm ,( gage-re-a ed .a
hlgh» g id.

I cq,

r csare
'd » q » »

€C g 1 ad gher ricia

i’,.hi,ks,\ fi age |
i es e aci iies heC.;n a
.(I d|/eC» h..ghf de ma aged b heC.h a )i riag
a d tue hedcm a ies. As ,tN.'ehber 30 1998, he ag%re—

gaeca‘mg ;Le .f heC.ha

hase i i es me s (direc- .
\ L n L \ Lp (S

se i i 6 me SI ri-
E » »

ag hedcm a |es(| c di gdwec | esmne sad ar, er:hi
i eres .) "asb$185 MNi—i o @ dis aggrega ei esme i b-
-ic- hedc o a ies "yf‘ $320 mi-i e

TheCyn a ac',yasa der fi er J;a d as a mar-

e-ma er i m ,(’gage—bac ed aes- hr .'gh sec ri jes, C a era-ized
h.{',gage ;r)»iga,Li .rs adrea ed i s/ me §a d as a mar N

mna eri c .;rmefcia», reside |aa d rea es ae- .a r.d c§. |
,hlc ca qam o ,\,he © .l;n,\a a¢s gl J ,ys i mar e segme § i
yhich-iidi ca ar grea- fr o ime ,,',i'ne. Thecarri g a e
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ereei 'erle ci g- o r-ees j |”' i'_ ,ha
bac ed aes- hr " ghsec rijes a r,l'na ed $1 369 Ni "

_I addi |. ,a, N ehber 30, 1998, he aggrega e
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Lgrad’.e sec, (i jes de - ,he ».f,e/ credl,\ra I ge ,1; ,he
iss e,  hich ica- haereaje high-ees J:i debed essa d,
,heref .f’e, are m ,(’e sesiie ,L.rad erse ec " .;ﬂc c .rdl i '.'" | addi-

i oy he mar e,f(’ -i es me  gradesec rijesa demergi g Mar-

‘ »
e,.asadcec fi‘i7edicrhe shacbee,adha i he
L id L 1) q (Y

f . re be, charac erized b eri .dc || adi-i idi . The
9 ' \ '\. ’. 9

Cena hasi -ace cr,e'dl ad her s . r|C|esa d r&ed res
oCo n o3 & o &iigea dris c oCe (@i f,{' "
i es me  grade sec rijes a d emergi g Mar e-qasa d sec ri-

izedi s r me § ha are admi iseredi a ma erc.’sis e  .ih
9 9 ' D 9 L L

heC,’n a s .eraw rie a ageme ,iciesa d rped res (see

"Ris Ma ageme .-.‘,1 g Ma ageme 6 Disc ssi a dA a sis
J;FI a cia-C, rdl,J.ra.dRes»s ,fO eral.s)

TheCm a
fledasses’.ad here66| idi

3.(!) 1998 a f,|;1ae $181 mi— |. i c. eC|. "ths rlae

qas hasc.hhl he s ,.’f d cer ai
L

esne s, i le ga, N Dehber

e i’. a d he, riciali es ne LacLl |L|e$. AddILI.‘ a-, ,he

Cen a has /.'idedad 'LWC. i e,L.'r.idefiaci g,
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icdig ,(’igi a,j.r, s dicai.' a d radi g ,fse i’.,( sec red

.a 5 ,f' .'—i e me
m .re se §i | e .ad eree ec. .mc c.’d| |.'s ha i es e
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YEAR 2000 AND EMU
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iss e). The oe iac ies ase ,(;i—

nber ,1;fac ,L,;s,
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he e,ce | r'a dra ed’.i ems ~hich "1; eed ,L.'be remedia ed
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e : era ed| e cess j hesea d he, reg -a . re
khe/ U.S. ad

jec’.,L '.'y‘afi .rs sec riq,jes, c .pn#i ies a dba ,{ greg -a ,| .’s, ad

|re"ne G

Cer,?l —U S.% beidiaries are b—

caiaade ac re ireme s m -ga | edb he 'eg -a.d a d
€ 0

e)cha gea h ,@ les J;,he ¢ v .|e6| nhICh ,he .rera ,e."T.hese

¢ beidiaries haec,ei6e - o,eraedi e cees f heira -ica-
» [ [N W S N Y P L \

be-gacaiaade ac re ireme .1 addiji,,Myga Sa-e

re aref .'(,EDM'U f ,f'ﬁsca,,\

. . ' . . A .
Deri .a,];: Pr,\,g cs | c.,a i -e-Ara ,ed ¢ bsidiar ,Lhr.rgh »hich

heCgn a c,dcss me j’isderi ajieaci.ies, has es ab-
L » '3 Co % [ L L 97

-ished cer ai s cra i gresrici " hich ha e bee re.ie ed b

ari oS 1a i gage cies.

EFFECTS OF INFLATION AND CHANGES
IN FOREIGN E;(CHANGE RATES

Beca se ,heC.y a sasse s | .’,argee e .are-i idi a, re

L,
\

he are .Rc|g ifica c affec ,e’d b i f»a;.r. ,y,e er, i f’a{°y mMa
res - i i creaees i he C.h a s e e ees, »hich ma .kbe
readi- rec yerab-ei he fice ,fser ices .ffefed T hee e | f.a—

|. res - s| risi gi gres ra esa d has herad emeeffecs '.’

hesec i |eshares, " he a e )‘fl a cia | 87 me sa d "
he w’zar esf.{c.s’.hercrem se’f. |ces i na ad ense- affec he
s fi a'ua» $||. ad rj’labn

A .(’I.’ J: heCm a ‘sb i esmsc.d cedl
he US. draf N
ca- arefi a cedb d|rec b,(r L g ,fsﬂa -based f

f 'elg e cha ge'ra es affec

C.;w a
c rre cies ,her ha, —U S. drar asses . i—
di gi ,he

o-U.S.
—U S. d,.are e ses. Th éef,(elg
hedgedb a ,ffceh

o)

samnec rre c.Cha gesi

d,;ar re.e ’.es as e-as

e cha ge e 8. res ha anse ad are

f,’e|g c ’re c e‘

i imize ris \,f ssd e ’.'C rrec fc oaj ,rs.

.sreareame mna agedb heC.ha .

DERIVA”.TIVE FINANCIAL INSTRUMENTS
The C .11 a
a earie

aC| G erm .(;le sa d radesf.'ls w ac’(‘i.’
,tfl a cia i s/ he’. . descrlbed as. deri a | e r;;
cs ,; de‘|a|'e.s These r,d ccge era- ae hef‘h,f

f L fes, f,rna,ds, " |.’s 5 a s, ca s, c,.am f».',m 6.2 .“| "
a dsimiari S/ me ¢ hich deri e ,helr a efr .q Clef»l gi er-
es'aesf'e|g echa geraes ,(cmn.g| i, ier me s

adi dlce'.s A- ,f he C.h a "s. radi g/e»a ,ed'. di .isi oS se
L N
deriaie r.d c,s asa i egra- ar, J' heir res ecie radi g
8 ! 9 ' 9 L

s,fa,egiec,a ds ch r,d csare sede e sie ,ma age he
» 3} A :

mar ¢ ¢ g re ha res - sfr .ha arie | ;" r.’fle,La.’ {adi gacli;—
,hec,’s t’lda,ed;‘l a cia-s aeme §). | addi-

cer,ai deriaie ,u; cs, Tlé, at» i geres
[ »

ragadcrec 6,28 heCyn a
¥

i |ec (see N o 9
,3 o a8a dea»e, i
: e ersl ,.derlalec.,‘acs
mee a arle j’ris Ma ageme
,Lhe high» i
ad rea,ed c'ash i s/ me ,fi
r,f’i ,Labi»i "

o 2 d .he‘ fi a C|a»’.eeds ,f’

|,Lsc»|e s. Gi e egra ,ed a, re ,1;der| a ,J e r;; cs

,he de ermi aj " ,f’ ,Pera~ brad—,‘

i g diisi, ad hec, & i ,hich he Cyn a
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Ma ages i s radi g areas, i is o, €3 i gf - - Gae radi g

e e esbe 23 hederi;a,idead der- i gcashi ¢ me Con-
' \ L

"€ sM,(e wef, her|c§acs.(:|aed 1h heCma ‘s deri -
a | eaC| i |es ic di gmareg a d credi r|s§ are ma aged ,

a i egra ,ed basie ﬂl,,h z;ss ;';la,ed cash i S/ me § i a’.na er
c .’s;s e ,|C|es

ﬁl,h ,he C.y a § gera-ris ma ageﬂe

ad r;;ed 'es(see'Ri‘s Ma agehe : f 1 g Ma agehe s
D’l.scsm.'adAa»ms fF|a0|a»C d||.'adRec»sJ
-d be ‘.ed ha

ass.claed nih he se ,fde,l ajes,i 1;a

Oeral.s)lch hle ar|c»a.r|c§”na be

cases deri a | esser e
L.?red ce, ra ,her ,ha & re L.rhar o

ad

i crease heCm a s e
credi Y her re s.
" The ,.k .kl .’a» a e J’den a | e radl gC, 'racs
" sa di ga. N ehber30 1998 ae $2 860 b|~|. (asc,h ared
1 h $2 529 b|~| " a N qember 30, 1997) Whi-e hese am " s
area i dica ,|‘ ,f ,he degree ,f',h;,C.;n a s se"g;d,en a,J es
r 5es he d,

Qrea dha beﬂ,{el dlcale ,fcs e

fq radi g " re rese heC.'n a S mare

. Liza
,{'C/edl ,&e‘ H-H7a
: j?derl a ,J es. The C .;1 a s e‘ é re. ,L.Pha‘ eﬂs [feages
,.'cha gesi i ,eres,fa,,es,f.r'eig c rre c e‘cha gerages ¢ he
fair a- e' J" ,uhe ’.def» i gfi acia-i s/ h,e' s ,(’c .;111 .dl,le:.

The C.;ﬂ a:\ s e’ ,g re L,ycredil
rese ed b he fair a- e .fs ch c. racs re ,(ed ae asee §.
S ch s falr ’.a"» € " sa. d| g as .f N ehbe. 30 1998
$214b|~|. A r”.hae $162b|~|. .t ha credi ri¢ & .}
s re a8 | er ar|ecraedS|geA ,rbe er(ceeN e9
,Lhec.rs ,rida,:ed fi a %la»s_La gme ,f).
TheC,m a
i gres rae, c rre ¢ a de i,L

ris .a. a g I imeisre -
AU ’L L

L,h Co,

ae, sesderiaie rgd cse( rimari-

¢ » L (S

€,a %) Lo 70616 i

.'L gc ﬁsa d hedge i gres rae
SR

asse a d -ia-
bi-i, ma ageme ,red ceb ,(r
rie x(see N .e 6 ,,’,he C .’ 3 |da ed fi a cia-% agme s)

The C oh @
,.,c ha ca r.|dec.s—effec | e:, | .?s

bele s ha, deri ajes are a abe
8 L '
,.'c .;1 € fi a cia-

o ,.’Idl gigcie s"¢h| “
alefl a cia- ;g cs. TheCm a esab»lshedM.(’ga Sa»e
DerlalePr‘; csl c. .)‘fe‘derlale u; cs .ole srbh

e erl derl a| e’.’a sacu’s " "J,,,h ,:| »eAra,Ledc.P
| addll.’, heCm igi
a. sefrega;adidsracidi,ieeschas,hel
S,a ca d Deri alesAss,mal, I c. (ISDA ),
| d s/ Ass;;|a|., heG‘ " .f30a d he U.S. sec mesfwm

Deri a i es P,’IC Gr o r, ides -eadershi i he de e ’ﬂe . J;

rpema d remai sc,’nm ed
»

er ar jes.
N v

2 Dughiscy | i8I geme i

erai "a
,he Sec i ,ies

» »
,iciesa d rac icesi ,rder .ha| ai c.’fide c’e.:i Khe mar g§

f,(dem a | e r.d cs, rl,h|ch is cri |ca nhe © gna s abi-i | R

aws,me Si mee | g heir yera—fi a cia- eeds.

RISK MANAGEMENT

RISK MANAGEMEI;IT POLICY AI:D CONTROL STRUCTURE

Ris \is a i here ,f he C h'a sb 6 ess a d,\ac J i ,jes.
The e} e .".,hlch heCm a NI d effec i e,’.ide ,ifies,
assesses, M, i g8 a d ma ages each ,f he ari " s es ,f re N
i gedi |eac'|||esmcn|ca» .|ss.’dessad ,f|ab|»

»
TheCmg cb. .gd based ,(’fﬁ.’jb i essaC| ||eshe>s

red .ce hem ac, ha ,a,ll ia ar ,|c -ar area , re-a ed areas

ma, hae, |c eree ecasa"h,e TheCm a sees .|de—

if, assess, mn .'|, v, d ma age, i acc Jda ce i h defi ed ,J—
L [ P L) ) )

cies’ia d,\ r.(?ed res, ,he f,;.ffi g i CI a- rie $ i rmed i ,he

C.;w a b si essac|.ijes: mar g e tcred“ns . .rera s
e ¢ ¢

Li id', a dCa |aRes.fcesseC|.

-ega- rie e’l.df di gris (| F di gris is disc esed i Lhe

.fMa ageh’e ’s Disc ssi 4
a dA a,'mc JF|aC|aC d||.adRes s,fO eral.sbegll—

ig o age 23.

\

»

Rls’.x'na ageme a, ,heC,H a isam -i-faceed

1 Less Lhide e de
) .

ica s, ] dg’r;e ad

Y .?erelgh Y h’z: e |/es’.c 082 C .;m -

. epedge s eciaized r.d csa dmar
'see i.( ma ageme

e,Ls.TheC.p a’. apesa amepf,el he

rie \haq ageh’.e 1 f.peesa d has de e, ed ,|C|esa d r.ped res

ha re ires ecific adhl is ra | ead b si ecsf c | " 5 ,.gssls,
i ,he ide ,!flca i o assessme | a dc " ! ?JT' ari .rs re 5. | rec g
e ,f' he i creasi g- a re .fnhe g»’..?a»

fi a cia-ser.ices b ®i ess, ,he C.’n a 'srie ma ageme

arieda d c 4m -€
L I G

L9
cies a d r.ged res are e g |.a, i a rea dares bjec, R
.’ngre|e adh,dmcal, .
The Ma ageme | C.’T’IT]I ee, ¢ .T] .ced f he

C.;n a
ageme
f,{’ha cereaje ,L.!,Lhese

s Mg se ficers, esatxshes he eraw.s ma -
v & I'{'flp I 9oy

,;uecf*he(;.;wa ad'elesheC.;wa S er-

,Jcies. The Ma ageme C .gmi _ee has

crea ,ed se era- R|; \C,\.;wm ees ,L.rassm ,L’.I o 'rl‘»‘?l gad

reie, i g he C.y a 'sris  a ageme rac ices. These Ris

\

© Y mi ees, a6 e ae ,khef c .;mi ees es abished .oyNa agea d
! L\.D ! ! (9% 9 s

mn ,'i (8 ecific fiﬁ:, re ierrlhe ris N ,'i ,L.('i ga d.ric . Na age-

me | ,?mes ad r;;ed reé reali g ,L.“he C.;1 a ' mare
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» » »
a dcredi,ris o e, 6a-€8 rac ices, rici Co8 mMer-a.6ad
YRR g ey, Q.
reser e ade ac ,-ega-e f ’ceab| i a d " era .’a»a des emns
ris s The C,

Affais a d Flm Ris Ma ageme

r,.efc Treas r La,, C'.h Ja cea dG, & me a-
De ar me §, hich are ai de—
e de

.f heCm a b i ess g, assis se |. ma ag’ehe,

ad heRls C.’n’nl ges i ”n.’I,JI ga dc.“.-l g heC.h a
e | /,fl e. addl,! " ,hel ;:{ a A di . vrhlch as "
re G5 gse i ¢ Ja ageme eri g|ca~ eami esa de a 'a &
. The C4n a

9 »

oh

a reriaee erisei each fis arigeadmi israiea db si-
14 Y opL PN (Y \ Lo

De ar me
L

he C.;] a s .rerali .rsa d c.»,[%e '|1‘ .rhe

c'.,. ,J’. es L,rb’.e c,;w'mued ,L,?eh o g adified es, e

ees areas ,.ih -eme S ri¢ ma ageme

L

effec ie ,he Cen a
» r

ad ’ﬂ.’ ,(| gesemsa d .gesces

»
Thefr.’J glcadlsc GSI.’ J heC,h a 'sris na -

agemne r|C|eca d r.ced recf,rls fi C|,.a,r|s 5( her ha
f di'gris 2 The disc ssi " f.c ees " ,heC,'n a ‘esec 1 les ,fad—
i g( rimari- |,§| G,J, |,a, rad| gaC| ||es)a dc.s mer-e d-
i gadrea ,ed ac,j i .je's. TheC.;w a' be,'le e ha hese aC| i |es
ge eragas bs,fa ,Lia» {hl " .1;i,§ ri Ci q»‘|s 5. Thls d|sc’.sm,
$ ,f heC.h a & e

ge era edb heCm a ssa s |ca»a a»sesafef,ﬂard».hl g

ad he esiha gdamn, s mar g re &
g

sagme §.H ’,e er hea a ses sed .assesss ch rie sare
redlc i " . ,f f

3

 reee s, adac a res -8 ma ar sig ifi-
Y

ca - frps cha a sesd e,.ac aee SI ,he’naresl hich

heC on a .'era esa dcer ,al khe, fac,,f'c described be- o

MARKET RISK

Mar e,fis xrefers ,.',he re . ha acha gei he-ee J’ 0€ ¢ g
\ L' \ e . 9 L ) ! ! !

mar g, rices, ra ge, i diees, ,'ali»i ,jes, c .;rea | ,ns. ,(’ .'kher'”naf e

fac',g.‘;s,s chas-i idi , i-res - i »ésesf{'as ecified ’.@ i
s J,f,J,FJad|SCSS| ,fheC.ha Scirrec e & re
'eal g ,|s e Myear i es e SI o,-US.dgarf c,i‘.’a»

crrec e bsldlarles, see N.Ke 11 . he C o6 r'ida,ed

fi a clasaeme s.

TRADING AND RELAT]pED ACTIVITIES
Primar Mar €, Ris E ,f res a_d Mar "‘e Ris Ma agene
D ri gfisca- 19“‘38 heC.h a had e & res .' ~dera ge J

i eres rags, e i rices, f,{elg e cha gerags a dc.hh,d
L

»

»
i, rices a dass .C|a ed ,a i i iesa de reads rea ed ,.’
L

br@ds ecr m Jg,ba»ha, es| r,h|ch| @ q dcsm fadl g
a(:|||esTheC.ha me‘

ed i ,eres"a,erls ae a res -
s} » \.' L » L \ L

,f"nal aiig mar e, ma l ga d r,’rie,ar ‘c'i,i 082 d radi g
[ gres rae ee si,i e fi a cia- i s/ me § (e.g.,
v

j i

h,{,gage re a’.he s, he sha e ,f' he |ed crea d credl

e arisi g
fr .h cha %esl he»e (e ,( ,a’ eres ra gs, he ihi g J
reads f,’ c",r ,ae bq ds a d emergi g mar e,Ldeb,) The
| L.‘Pe iL
sec rijes a de i,\,

© .;1 a q|s e‘,\ ;l;ed ace r,[s aeares - ,f’ha l g mar-
i g
.?ed 1'; .;eig e cha ge

”i,h ma l g mar e,fi f,;eig c'rre cies,

Si e i
pgp L

‘"

deri aies a d mai ai
m 9 9

»
foricar  @iiy6. TheCyn a is e

raerie xi
f.('elg c’.rre ¢ .“|
The Cyn a

iodi'g he e,

Cop, e;: ! "
.?s a d mai aii gf.('elg .8 cha ge &'I,LI.PS
s.c rre c

radi g c.y.em mna f.('eig c rre cies,

de sche mar

¢ d s,er»’i' g, .Fre c'h fra ¢

ad, " a g\"’ g-f ,Gﬂard basis, ,he er ,"The © ,;n a s e‘ ,e’ed S
- j ,radi gi conm di _fea ,ed deri -

ajesad h mca»c.gm Ql ies.
~TheC .h a

,fs ra eg|es hich |'o de di ersifica i o ans

cmh gi, rice ri§ asares

» AN
ma agesm'adlg .gu.sb emn »

I ga ‘afle.L & ."

rchace s, sa-e ;; .§| i .'S,I rea edsec rijesa d
I T ! L) \ L '\.
r .g cs

mMa ages
Dg‘

s resa d ,Lhe
fi a cia»'i s,r' me §, ic diga arie,L '
(e.g.,8,a s, ol  resa dfy ards). TheCyn a
,he mar e,rls ass.(;la,ed 'Lhis radi gac,j i,jec .’aC.y a -

J; deriaie,
oS f

Lde basis, " a radl g di |:|. e
ﬁ c, basm TheC.h a
scha a as

dyidea d 4 a i diid-

vT"’f
mMa ages a d h'.’i,,('si,s mar e,
re e

\m
Cen a

.;r res i Lo nai ai :1 ,(’,f,g .“hal he

be-ie es is  e—di ersified 1h ree ec 4 mar €. ris

) Y B (R 4 o \
facl.('c. Mar ?Ji‘ (i”ni,s haebee a_ roedfy ,heC,qh a, ad
‘ § heCyn a fi ed
i c .;1e, f.('eig e cha gea dc .ph ,di ,jes). 'D’.isc’;e e ha’.r e,Lfis
r,g cs

o -iMIS.

each maj e ,[adl g di isi " ﬂ,{;d yde (e i X
4
-imi g are aesig ed x'y'fad,'. g des sa d, as a r,rr|a,Le,

a d regi oS ha are Con ajbe ih he radi g di.isi
Tradi gdi .isi N r’i.s na agers, des xris  Ma agersa d he Firn Ris "
Ma age’neDLDe arme a-m hl'j.' mar ¢ rie meas res agai &

»ihifa dre ;nhaj g, mar ¢ a d i 1 o€e 's o8 i{rha’.agehe

The Firm Ris M’.a ageme De ar me xi de e de -

»
re ie 8 heC,h a s fadl g (f"ﬁ’ o, areg -ar taacisfr o @ mar-

q%L’IS .

em ec ie ilaiead
aiaiers  Meas reme §a da a- ses. TheC o 2

H7zi gVa- ea‘Rm,\a d .kher a
mna se
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A A

mMeas_ res, & ch as rage ee Si iei , c.' € i e,'a,i»i, ad ,ihe

deca meas reme s ,es ma gmare, r|s a d o266€66 hece -
\ L

LA IPCH
»hich neas res hel'n ac ,, he a e ,fhe |c| g
r;; cms erfrned eri-
,|s' mMa agers, des \ris "

el cha esi mar e C, d|| s'Sresc esi g,

N g 8 .C i (o &) g
,fs ec-
ified chg ges i mar ?1‘63—‘? ,L.('s,f.(’cer ai
,gica~ adreie,edb ; |

ma agers a d ,he Firm Ris  Ma agehe‘

,[adi g di isi o
De ar me

Va- e-a-Ris ”

Thes a is ica- ech i e as Va- e-a ,—Ris \(' VaR ) is " e .f
,heas re, Tl.l ,ma dre e, he
radl g ’.,?,J‘ ,’I & The
Flrh Ris Ma ageme De ar me

o
e o sed’b. ma ageme

’.,g res J he Cm a
Si de e de

mar f v ”F \e‘
Cen a Ca-

c -aesa ddisrib es dal» VaR—based 16  meas res , arig €

L

- e ,f'ha ageme

il »
VaR Mellbv,"d,’,g,Ass m ;’f»‘a dL/”n/,La,L/,”s
TheCm a
al. iy hac flde ce-e e Jm99% His .(ICE:LGITI »al.

es imaesVaR si gam .de based ,, his ,’lca»sm—
i qes
S sr CI gadlsrlb |',> jh

.(’,f oo, @ € Theh
based o dai- ,t;ser ed erce age cha gesi
,(' .r_her mar elfac,{’c( mar e,ric '\fac,,,(’t ) ,.mhich ,he .(,f o
he caee ,f heC.’n a 'sVaR, he I;IE ,(klca, J)Cef—\

he |ca» dai- cha gem ,[adi g

he |ca» cha ges | ,(r,f oo, & € are
Y

g mare i dices

A ,’isse'ci el
a'i. e,|.d|sa r!mae,f./ ears. TheCm'a c.eda
99% VaR c,(res ds

8 he ega| | e cha ge i .’f," oo e

ha based , Jaser ed mar €. re fac ,{ Neeme §, ﬂr.'»d ha_e
bee eceeded r,ihafre ec J’]./o, .ce| 100 ’adl gda s.
The VaR m .dege era— ,a‘ em L98CC o, -iearad

o~ €are ,sres . rlcea di eres rageris adieare .
4 [ 3 » y %
s e .m -ied ,a||
heVaR'nJ;lel (‘,dee

f.(elg e cha ge ra esa d ass .(;la ed . ,a | i IS‘; a  e-asC ,{re—

rmg Mare r|s§ ha arel C.( .(aedl

i, a dC.’ﬂ’n .gl rlces i e/es .12 €8,

»a,l. ,ha,emsah g hese ariab-es. Asac -eme . 4 he se
L U7y L 9o L%y \

J his,,{ica»sih -a ,i " f ,( maj ,( mar eLriS fac J'S, he ('3 .;1 a

»
VaR m .de ses M . e Car- ,sm -a i i ,.'ca _fe .ame= ecific ris
»

i g»pa» ijesa di U.s. c.(h,faea d high- ied b, ds. As

id

N .‘ehber 30, 1998, a s ,fa /'ma e 500 mar g ri¢ fac—

,k,('be chmar xda aser ies vrere i c 7, o2 ,ed i heC o @ sVaR

\

“»

hpec eeri gi eres raes, e i, rices,f,(’eig e‘cha ge ra es,

addi,Li ,,hen;;le
|edesnarer|s fac ,mf,fa r‘ihae 7,500e i, ames

c mn ,dl rices a daes .cia Edm'.'a ,Li»i ,jes. L
a d 60 c-asees ,fc.( ,(aea d high- ied b' ds.
VaR ;uge,cs ch as heCm a carec. i a-

el r| gas Hecm ﬁll.’ J radl g ,(f,l&cha gea dashgg
esads se'hs ca abl |,|es’.|h r.ee. Drig fisca-
,f he Cm a s ,gJ

$I |. adris C erage ere br ade eda d s hea—

e g ech’.l
1998, as ar
e ha ceme ,

r,grah ,f VaR nﬂe
s fehe" 'neh,d’{.glec ﬂeferefl ed. | ¢ dedi ¢ che ha ceme s

reim r,eed ca  re Jm -ied e,a,ll, e ¢i cerai deriaje

r.g csa di eres 'ae re-a ed rls§ i h.{gage'—bac ed ad
hich had he

eres rae s

emergi g- mar e, fl a cia-i s/ me rimar effec
L

T
J’I creasi g,LheVaRf,p \
, Am .rg ,heif be efi s, VaR mn .ges Emi 68 ,jha | " ;;
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VaR f ' Fisca- 1998 » -
The atxe be oo rsse s he res -8 ,f heCm a 'sVaRf,(each
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ered ad heh.gel g j
.§| ,J .’s i "ed a
der cer ,éi ‘

J ."C ge era J g Mar e'.”‘ ere"

i
he ris \charac eris ice .1;: one
»hich ¢ " -d be sig ifica

has f
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i |sVaR m .deu c- decer a| rls §aes,c|a ed .ihm ,('gage-pa’:: ed

»
rie s | ha . heC.h a , d ar ic -ar- diffic -

eec I ,jec qs .;1e c .;m .gl rice
¢ Ja d-i idi,_

» Si ce VaR is based ,
mar e, re fac ,(re r s, VaR sh »d
J‘HheC.J] a sf
ageg dm .'i,.( ris . @ d ,here ca be

nce ri¢ ¢ (8 ch as eec rici,
. ’. 9 L
rie i cerai fi a cia- w; cs.
his ,’ica» da aa d c'ha ges i
be |erred as redlc | e
. ref| a cia eff 'ha ce J|sab|| yna -
,’ass ra ce ha. he
'sac, L 3--§866 4 8 ar lc -arda r,i,”

C .;1 a .'ke‘ ceed ,he VaR

am,, § Si dlca ed be,.w ,(',ha s ch- £SE8 i

100 ,:adl g da s.

0 §C e ha
oCe i

99%/0ONE-DAY VaR

PRIMARY MARKET RISK CATEGORY AT NOVEMBER 30,

(dollars in millions, pre-tax) 1998 1997®
Interest rate $36 $42
Equity price 17 17
Foreign exchange rate 5 7
Commodity price 6 6
Subtotal 64 72
Less diversification benefit® 26 26
Aggregate Value-at-Risk $38 $46

(1) The Interest rate and Aggregate Value-at-Risk for fiscal 1997 have been restated to reflect the esti-
mated impact of enhancements to the Company’s VaR model made during fiscal 1998 described
above.

(2) Equals the difference between Aggregate VaR and the sum of the VaR:s for the four risk categories.
This benefit arises because the simulated 99%/one-day losses for each of the four primary mar-
ket risk categories occur on different days; similar diversification benefits also are taken into account
within each such category.

Thecha gei AggregaeVa e-a. R|s Jr mN ehber30 1997
N, ehber30 1998 rimari- ref ec edared CI. i cer ,?l i er—
es ,Lra eris . .e'l i "S-

I gder o
fi a cia-ser .ices flms heCm a
a, N ehber30 1998f.( herc flde ce-eesa d meh '|7 s

Jer g- .ba»
.es ha | s Aggrega e VaR

»
sfacii ag cop arie " whh

a8 asf.. s $26 Mi-i " f¢,95%/ 4e-da VaRa d $121 mi-i "
f,r99% rr."ee VaR

The atxe be- " rese § he a erage, high a d o
99%l ,,e-da VaR o er hec " ree ,f flsca, 1998 f ,fs bs a
|. a rad| gaC| ||es This meas re .f

Ja—
a- j heCm a
VaR i c,’ ,r'a,es ne. ,he C.;1 a

S s
,‘,_radl g-re-a ,ed mar e,t
re 5. Cer ai mar e, re §i c- dedi ,he eare d VaR disc esed
ab e ar’(.e e ¢ ded‘fr .h hls meas re (i. e h ;se aes .pla ed Lh
cer ai

hedgl g

,heCma sreap radlgaculese i‘ rice ris \i
[ 3 re 1)

rfraee i, di g -iabi-i |es re-a ed
9 ' L

radi g gii,8).

ﬁ’l,l.’ﬁa df

PRIMARY MARKET RISK CATEGORY DAILY 99%/ONE-DAY VaR FOR FISCAL 1998

(dollars in millions, pre-tax) High Low Average
Interest rate $50 $35 $41
Equity price 19 12 15
Foreign exchange rate 10 3 5
Commodity price 8 5 6
Aggregate Value-at-Risk $50 $35 $43

\ \

»
IheC.y a,. ea ages hereas, v.abe ess chVaR h,deb cm—

ari g he o2 ia- de(‘,l es i ,(f,’ " a es ge era edb he
mn ;ger wh ac‘, a radi gres - 8. Des,l,e ,a,l»e mar g Ca, di ,| ,' 3
d i g fisca- ,1\998, here ere da ed ri g  hich heC.ﬂ a

i ¢ rred dai- ,radi gyﬁcesi |s| sl ’.I. a ‘adl gb ei essi

e cess J he99%/ eda VaR thchl c. .(aes hee ha ceme s

he c .h a s VaR m ,de made d ri g fisca- 1998

» »
The char be " rese ¢ heC.h a sdal» 99%/ eda VaRf.(

ifi c,i‘ |. a fadl gaC| i |es .er hec. se .fflcca» 1998:
99% / ONE-DAY VALUE-AT-RISK
fis, arer sec,.dq ar er hi:dq ar er forh arer
60|
55|

Ti-i o8 fd gas

30

25|

20|
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CONSUMER LENDING AND RELATED ACTIVITIES
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TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF
MORGAN STANLEY DEAN WITTER & CO.

We ha e a di ed he acc.h'a | g. c.'s,ldaed sageme § j’
fi a C|a»c.'d||.’ jM.(ga Sa -e Dea Wi er&C,a ds b-
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res .r3|b| '1 is ,L.re‘ ress a " | |. " hesec. ,ida ed fi a -
cia»s,La gme ¢ based "
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s*a ehe s .f i C o€, cash f’; ’,s a d cha ges i shareh dem
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