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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the Quarterly Period Ended March 31, 2019
Commission File Number 001-11302

Exact name of registrant as specified in its charter:

Ohio 34-6542451

State or other jurisdiction of incorporation or organization: I.R.S. Employer Identification Number:
127 Public Square, Cleveland, Ohio 44114-1306

Address of principal executive offices: Zip Code:

(216) 689-3000

Registrant’s telephone number, including area code:

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
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reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted
pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that
the registrant was required to submit and such files). Yes No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller
reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller
reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer Non-accelerated filer

Smaller reporting company Emerging growth company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for
complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act.

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes No

SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT:

Title of each class Trading Symbol(s) Name of each exchange

on which registered

New York Stock
Common Shares, $1 par value KEY Exchange
Depositary Shares (each representing a 1/40t interest in a share of Fixed-to-Floating Rate KEY Prl New York Stock
Perpetual Non-Cumulative Preferred Stock, Series E) Exchange
Depositary Shares (each representing a 1/40th interest in a share of Fixed Rate Perpetual KEY PrJ New York Stock
Non-Cumulative Preferred Stock, Series F) Exchange
Depositary Shares (each representing a 1/40th interest in a share of Fixed Rate Perpetual KEY PrK New York Stock
Non-Cumulative Preferred Stock, Series G) Exchange

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date.

Common Shares with a par value of $1 each 1.008.288.522 shares
Title of class Outstanding at May 1, 2019
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PART I. FINANCIAL INFORMATION

Item 2. Management’s Discussion & Analysis of Financial Condition & Results of Operations

Intr ion

This section reviews the financial condition and results of operations of KeyCorp and its subsidiaries for the
quarterly periods ended March 31, 2019, and March 31, 2018. Some tables may include additional periods
to comply with disclosure requirements or to illustrate trends in greater depth. When you read this
discussion, you should also refer to the consolidated financial statements and related notes in this report.
The page locations of specific sections and notes that we refer to are presented in the Table of Contents.

References to our “2018 Form 10-K” refer to our Form 10-K for the year endedecember 31, 2018, which
has been filed with the SEC and is available on its website (www.sec.gov) and on our website
(www.key.com/ir).

Terminology

Throughout this discussion, references to “Key,” “we,” “our,” “us,” and similar terms refer to the consolidated
entity consisting of KeyCorp and its subsidiaries. “KeyCorp” refers solely to the parent holding company, and
“KeyBank” refers to KeyCorp’s subsidiary bank, KeyBank National Association.

We want to explain some industry-specific terms at the outset so you can better understand the discussion
that follows.

We use the phrase continuing operations in this document to mean all of our businesses other than our
government-guaranteed and private education lending businesses and Austin. The education lending
business and Austin have been accounted for as discontinued operations since 2009.

We engage in capital markets activities primarily through business conducted by our Commercial Bank
segment. These activities encompass a variety of products and services. Among other things, we trade
securities as a dealer, enter into derivative contracts (both to accommodate clients’ financing needs and to
mitigate certain risks), and conduct transactions in foreign currencies (both to accommodate clients’ needs
and to benefit from fluctuations in exchange rates).

For regulatory purposes, capital is divided into two classes. Federal regulations currently prescribe that at
least one-half of a bank or BHC’stotal risk-based capital must qualify as Tier 1 capital. Both total and
Tier 1 capital serve as bases for several measures of capital adequacy, which is an important indicator of
financial stability and condition. Banking regulators evaluate a component of Tier 1 capital, known as
Common Equity Tier 1, under the Regulatory Capital Rules. The “Capital” section of this report under the
heading “Capital adequacy” provides more information on total capital, Tier 1 capital, and the Regulatory
Capital Rules, including Common Equity Tier 1, and describes how these measures are calculated.
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The acronyms and abbreviations identified below are used in the Management’s Discussion & Analysis of
Financial Condition & Results of Operations as well as in the Notes to Consolidated Financial Statements
(Unaudited). You may find it helpful to refer back to this page as you read this report.

ALCO: Asset/Liability Management Committee.
ALLL: Allowance for loan and lease losses.

A/LM: Asset/liability management.

AQOCI: Accumulated other comprehensive income (loss).

APBO: Accumulated postretirement benefit obligation.
ASC: Accounting Standards Codification.

Austin: Austin Capital Management, Ltd.

BHCs: Bank holding companies.

Board: KeyCorp Board of Directors.

Cain Brothers: Cain Brothers & Company, LLC.
CCAR: Comprehensive Capital Analysis and Review.
CMBS: Commercial mortgage-backed securities.
CME: Chicago Mercantile Exchange.

CMO: Collateralized mortgage obligation.

Common Shares: KeyCorp common shares, $1 par
value.

DIF: Deposit Insurance Fund of the FDIC.
Dodd-Frank Act: Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010.

EBITDA: Earnings before interest, taxes, depreciation,
and

amortization.

EPS: Earnings per share.

ERISA: Employee Retirement Income Security Act of
1974.

ERM: Enterprise risk management.

EVE: Economic value of equity.

FASB: Financial Accounting Standards Board.

FDIC: Federal Deposit Insurance Corporation.
Federal Reserve: Board of Governors of the Federal
Reserve System.

FHLB: Federal Home Loan Bank of Cincinnati.
FHLMC: Federal Home Loan Mortgage Corporation.
FICO: Fair Isaac Corporation.

First Niagara: First Niagara Financial Group, Inc.
FNMA: Federal National Mortgage Association, or
Fannie

Mae.

FSOC: Financial Stability Oversight Council.

GAAP: U.S. generally accepted accounting principles.
GNMA: Government National Mortgage Association, or
Ginnie Mae.

HelloWallet: HelloWallet, LLC.

HTC: Historic tax credit.

KBCM: KeyBanc Capital Markets, Inc.

KCC: Key Capital Corporation.

KCDC: Key Community Development
Corporation.

KEF: Key Equipment Finance.

KEF: Key Equipment Finance.

KIBS: Key Insurance & Benefits Services, Inc.
KMS: Key Merchant Services, LLC.

KPP: Key Principal Partners.

KREEC: Key Real Estate Equity Capital, Inc.
LCR: Liquidity coverage ratio.

LIBOR: London Interbank Offered Rate.
LIHTC: Low-income housing tax credit.

LTV: Loan-to-value.

Moody’s: Moody’s Investor Services, Inc.

MRC: Market Risk Committee.

MRM: Market Risk Management group.
N/A: Not applicable.
NASDAQ: The NASDAQ Stock Market LLC.

NAV: Net asset value.

N/M: Not meaningful.
NMTC: New market tax credit.

NOW: Negotiable Order of Withdrawal.

NPR: Notice of proposed rulemaking.

NYSE: New York Stock Exchange.

OCC: Office of the Comptroller of the Currency.
OCI: Other comprehensive income (loss).
OREQ: Other real estate owned.

OTTI: Other-than-temporary impairment.

PBO: Projected benefit obligation.

PCI: Purchased credit impaired.

S&P: Standard and Poor’s Ratings Services,

a Division of The McGraw-Hill Companies, Inc.

SEC: U.S. Securities and Exchange Commission.

TCJ Act: Tax Cuts and Jobs Act.

TDR: Troubled debt restructuring.

TE: Taxable-equivalent.

U.S. Treasury: United States Department of the
Treasury.

VaR: Value at risk.

VEBA: Voluntary Employee Beneficiary
Association.
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ISDA: International Swaps and Derivatives Association. VIE: Variable interest entity.
KAHC: Key Affordable Housing Corporation.

Forward-looking statements

From time to time, we have made or will make forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. These statements do not relate strictly to historical or current
facts. Forward-looking statements usually can be identified by the use of words such as “goal,” “objective,”
“plan,” “expect,” “assume,” “anticipate,” i

” ” L]

intend,” “project,” “believe,” “estimate,” or other words of similar meaning.
Forward-looking statements provide our current expectations or forecasts of future events, circumstances,

results or aspirations. Our disclosures in this report contain forward-looking statements. We may also make
forward-looking

5
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statements in other documents filed with or furnished to the SEC. In addition, we may make forward-looking
statements orally to analysts, investors, representatives of the media, and others.

Forward-looking statements, by their nature, are subject to assumptions, risks, and uncertainties, many of
which are outside of our control. Our actual results may differ materially from those set forth in our
forward-looking statements. There is no assurance that any list of risks and uncertainties or risk factors is
complete. Factors that could cause our actual results to differ from those described in forward-looking
statements include, but are not limited to:

deterioration of commercial real estate market fundamentals;

defaults by our loan counterparties or clients;

adverse changes in credit quality trends;

declining asset prices;

our concentrated credit exposure in commercial and industrial loans;

the extensive regulation of the U.S. financial services industry;

changes in accounting policies, standards, and interpretations;

operational or risk management failures by us or critical third parties;

preaches of security or failures of our technology systems due to technological or other factors and
cybersecurity threats;

negative outcomes from claims or litigation;

failure or circumvention of our controls and procedures;

the occurrence of natural or man-made disasters, conflicts, or terrorist attacks, or other adverse external
events;

evolving capital and liquidity standards under applicable regulatory rules;

disruption of the U.S. financial system;

our ability to receive dividends from our subsidiaries, including KeyBank;

unanticipated changes in our liquidity position, including but not limited to, changes in our access to or the
cost

of funding and our ability to secure alternative funding sources;

downgrades in our credit ratings or those of KeyBank;

a reversal of the U.S. economic recovery due to financial, political or other shocks;

our ability to anticipate interest rate changes and manage interest rate risk;

uncertainty regarding the future of LIBOR;

deterioration of economic conditions in the geographic regions where we operate;

the soundness of other financial institutions;

tax reform and other changes in tax laws, including the impact of the TCJ Act;

our ability to attract and retain talented executives and employees and to manage our reputational risks;
our ability to timely and effectively implement our strategic initiatives;

tncreased competitive pressure;

our ability to adapt our products and services to industry standards and consumer preferences;
unanticipated adverse effects of strategic partnerships or acquisitions and dispositions of assets or
businesses;

our ability to realize the anticipated benefits of the First Niagara merger; and

our ability to develop and effectively use the quantitative models we rely upon in our business planning.

Any forward-looking statements made by us or on our behalf speak only as of the date they are made, and
we do not undertake any obligation to update any forward-looking statement to reflect the impact of
subsequent events or circumstances. Before making an investment decision, you should carefully consider
all risks and uncertainties disclosed in our 2018 Form 10-K and any subsequent reports filed with the SEC
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by Key as well as our registration statements under the Securities Act of 1933, as amended, all of which
are or will upon filing be accessible on the SEC’s website at www.sec.gov and on our website at
www.key.com/ir.
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Long-term financial targets

a) See the section entitled “GAAP to Non-GAAP Reconciliations,” which presents the computations of certain financial measures related to “cash efficiency.” The section includes tables that reconcile
the GAAP performance measures to the corresponding non-GAAP measures, which provides a basis for period-to-period comparisons.

(

See the section entitled “GAAP to Non-GAAP Reconciliations,” which presents the computations of certain financial measures related to “tangible common equity.” The section includes tables that
reconcile the GAAP performance measures to the corresponding non-GAAP measures, which provides a basis for period-to-period comparisons.

(a)

Positive Operating Leverage

Generate positive operating leverage and a cash efficiency ratio in the range of 54.0% to 56.0%.

During the first quarter of 2019, total revenue was down 2.1% while noninterest expense continued to be a
positive story as it was down 4.3% from the year-ago quarter. Overall, our cash efficiency ratio was down

100 basis points from the year-ago quarter. We expect to reach our targeted cash efficiency ratio range of
54.0% to 56.0% in the second half of 2019.

Moderate Risk Profile

Maintain a moderate risk profile by targeting a net loan charge-offs to average loans ratio in the range of
.40% to .60% through a credit cycle.

During the first quarter of 2019, our net loan charge-offs to average loans ratio remained below our

targeted range. We continue to remain consistent and disciplined in our credit underwriting and portfolio
management and are committed to maintaining our moderate risk profile in 2019.

Financial Return

A return on average tangible common equity in the range of 16.00% to 19.00%.

During the first quarter of 2019, we repurchased $199 million of Common Shares. On April 18, 2019, we
announced our 2019 capital plan which included $1.0 billion of Common Share repurchases beginning in

the third quarter of 2019. We remain committed to consistently delivering on our stated priorities of
supporting organic growth, increasing dividends, and prudently repurchasing Common Shares.
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Selected financial data

Our financial performance for each of the last five quarters is summarized in Figure 1.

Figure 1. Selected Financial Data

dollars in millions, except per share amounts

FOR THE PERIOD

Interest income

Interest expense

Net interest income

Provision for credit losses

Noninterest income

Noninterest expense

Income (loss) from continuing operations before income taxes

Income (loss) from continuing operations attributable to Key

Income (loss) from discontinued operations, net of taxes

Net income (loss) attributable to Key

Income (loss) from continuing operations attributable to Key common shareholders
Income (loss) from discontinued operations, net of taxes

Net income (loss) attributable to Key common shareholders

PER COMMON SHARE

Income (loss) from continuing operations attributable to Key common shareholders
Income (loss) from discontinued operations, net of taxes

(a)

Net income (loss) attributable to Key common shareholders

Income (loss) from continuing operations attributable to Key common shareholders — assuming dilution
Income (loss) from discontinued operations, net of taxes — assuming dilution

Net income (loss) attributable to Key common shareholders — assuming dilutio#\a)
Cash dividends paid

Book value at period end

Tangible book value at period end

Weighted-average common shares outstanding (000)

Weighted-average common shares and potential common shares outstanding (000) ©)
AT PERIOD END

Loans

Earning assets

Total assets

Deposits

Long-term debt

Key common shareholders’ equity

Key shareholders’ equity

PERFORMANCE RATIOS — FROM CONTINUING OPERATIONS

Return on average total assets

Return on average common equity

(©)

Return on average tangible common equity

Net interest margin (TE)

. )
Cash efficiency ratio
PERFORMANCE RATIOS — FROM CONSOLIDATED OPERATIONS

Return on average total assets

2019

First

$1,304
327
977

62

536
963
488
406

407
386

387

$.38

.38

.38

.38

a7
14.31
11.55
1,006,71

2018

Fourth

$1,297
297
1,000
59

645
1,012
574
482

484
459

461

$.45
.45
.45
.45
A7
13.90
11.14

7 1,018,61

1,016,504 1,030,41

$90,178
127,296
141,515
108,175
14,168
14,474

15,924

1.18
10.98
13.69
3.13
61.9

117

$89,552
125,803
139,613
107,309
13,732
14,145
15,595

% 1.37
13.07
16.40
3.16
59.9

% 1.37

Third Second
$1,239  $1,205
253 226
986 979
62 64
609 660
964 993
569 582
482 479
. 3
482 482
468 464
. 3
468 467
$.45 $.44
.45 .44
.45 .44
.45 .44
A7 12
13.33 13.29
10.59 10.59

4 1,036,479

7 1,049,976
$89,268 $88,222
125,007 123,472
138,805 137,792
105,780 104,548
13,849 13,853
13,758 14,075
15,208 15,100

% 1.40 %1.41
13.36 13.29
16.81 16.73
3.18 3.19
58.7 58.8

% 1.39 % 1.40

First

$1,137
193
944

61

601
1,006
478
416

418
402

404

$.38
.38
.38
.38
105
13.07
10.35

1,052,652 1,056,037
1,065,793 1,071,786

$88,089
122,961
137,049
104,751
13,749
13,919
14,944

%1.25 %
11.76
14.89
3.15
62.9

% 1.24 %
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Return on average common equity 11.01 13.13 13.36 13.37 11.82
Return on average tangible common equity © 13.72 16.47 16.81 16.84 14.97
Net interest margin (TE) 3.12 3.14 3.16 3.17 3.13
Loan-to-deposit © 85.1 856 870 869 869
CAPITAL RATIOS AT PERIOD END

Key shareholders’ equity to assets 125 % 1117 %1096 %1096 %10.90 %
Key common shareholders’ equity to assets 10.25 10.15 9.93 10.21 10.16
Tangible common equity to tangible assets © 8.43 8.30 8.05 8.32 8.22
Common Equity Tier 1 9.81 9.93 9.95 10.13 9.99
Tier 1 risk-based capital 10.94 11.08 1.1 10.95 10.82
Total risk-based capital 12.98 12.89 12.99 12.83 12.73
Leverage 9.89 9.89 10.03 9.87 9.76
TRUST ASSETS

Assets under management $38,742 $36,775 $40,575 $39,663 $39,003
OTHER DATA

Average full-time-equivalent employees 17,554 17,664 18,150 18,376 18,540
Branches 1,158 1,159 1,166 1,177 1,192

(a) EPS may not foot due to rounding.

(b) Assumes conversion of Common Share options and other stock awards and/or convertible preferred stock, as applicable.

© See the section entitled “GAAP to Non-GAAP Reconciliations,” which presents the computations of certain financial measures related to “tangible common equity” and “cash efficiency.” The section
includes tables that reconcile the GAAP performance measures to the corresponding non-GAAP measures, which provides a basis for period-to-period comparisons.

(d) Represents period-end consolidated total loans and loans held for sale divided by period-end consolidated total deposits.

8
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Strategic developments

Our actions and results during the first quarter of 2019 supported our corporate strategy described in the
“Introduction” section under the “Corporate strategy” heading on page 39 of 018 Form 10-K.

We continued to grow profitably during the first quarter of 2019. Excluding our efficiency initiative
expenses, net income from continuing operations attributable to Key common shareholders increased from
the first quarter of 2018. Our cash efficiency ratio improved to 61.9%, a decrease of over 100 basis points
when compared to the year-ago quarter. Compared to the year-ago period, noninterest expense declined
$43 million. Our lower expense level reflects Key's efficiency initiative efforts across the franchise, both in
personnel and nonpersonnel, reflecting lower average full-time equivalent employees and significant
progress on our $200 million cost savings target. TE net interest income increased $33 million compared to
the year-ago quarter, driven by earning asset growth and the benefit from higher interest rates.

On April 3, 2019, we closed our acquisition of Laurel Road Bank’s digital lending business as weacquire
and expand targeted client relationships. The acquisition of Laurel Road allows us to expand national,
digital-only lending capabilities, boost our client experience through compelling digital tools, and deliver a
holistic banking experience to a targeted segment of consumers.

During the first quarter of 2019, we effectively managed risk and rewards as net loan charge-offs were
;29% of average loans, below our targeted range. Net loan charge-offs for the three months ended

March 31, 2019, increased from the same period one year ago, this was primarily due to an increase in
gross loans charged off in our commercial lease financing portfolio.

Maintaining financial strength while driving long-term shareholder value was again a focus during the
first quarter of 2019. At March 31, 2019, our Common Equity Tier 1 and Tier 1 risk-based capital ratios
stood at 9.81% and 10.94%, respectively. Consistent with our 2018 capital plan, we completed $199 million
of Common Share repurchases and the Board declared a common share dividend of $.17 per Common
Share. On April 18, 2019, we announced our 2019 capital plan. Share repurchases of up to $1.0 billion
were included in the 2019 capital plan which is effective from the third quarter of 2019 through the second
quarter of 2020. A potential dividend increase was also included in our 2019 capital plan. In the third
quarter of 2019, the Board plans to consider a potential increase in our quarterly Common Share dividend,
up to $.185 per Common Share.

During the first quarter, we were recognized for our efforts to engage a high-performing, talented, and
diverse workforce. The Association of ERGs and Councils announced Key made their annual list of Top
25 US Employee Resource Groups, Business Resource Groups, and Diversity Councils. Also, during the
first quarter, the Human Rights Campaign named us one of the Best Places to Work for LGBT Equality.
These awards reflect the environment we have created where employees are treated with respect and are
empowered to bring their authentic selves to work.

Demographics

In the first quarter of 2019, Key revised its management structure and changed its basis of presentation into
two business segments, Consumer Bank and Commercial Bank. Note 19 (“Business Segment Reporting”)
describes the products and services offered by each of these business segments and provides more
detailed financial information pertaining to the segments, including changes in basis of presentation.

Consumer Bank serves individuals and small businesses throughout our 15-state branch footprint by
offering a variety of deposit and investment products, personal finance and financial wellness services,
lending, mortgage and home equity, credit card, treasury services, and business advisory services. The
Consumer Bank also purchases retail auto sales contracts via a network of auto dealerships. The auto
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dealerships finance the sale of automobiles as the initial lender and then assign the contracts to us
pursuant to dealer agreements. In addition, wealth management and investment services are offered to
assist non-profit and high-net-worth clients with their banking, trust, portfolio management, life insurance,
charitable giving, and related needs.

Commercial Bank delivers a broad suite of banking and capital markets products to its clients, including
syndicated finance, debt and equity capital markets, commercial payments, equipment finance, commercial
mortgage banking, derivatives, foreign exchange, financial advisory, and public finance. Commercial Bank
is also a significant servicer of commercial mortgage loans and a significant special servicer of CMBS.
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Supervision and regulation

The following discussion provides a summary of recent regulatory developments and should be read in
conjunction with the disclosure included in our 2018 Form 10-K under the heading “Supervision and
Regulation” in Item 1. Business and under the heading “Il. Compliance Risk” in ltem 1A. Risk Factors.

Requlatory capital requirements

The final rule to implement the Basel Ill international capital framework (“Basel llI”) was effective January 1,
2015, with a multi-year transition period ending on December 31, 2018 (“Regulatory Capital Rules”). The
Basel Il capital framework and the U.S. implementation of the Basel Il capital framework are discussed in
more detail in Iltem 1. Business of our 2018 Form 10-K under the heading “Supervision and Regulation —
Regulatory capital requirements.”

Under the Regulatory Capital Rules, standardized approach banking organizations, such as KeyCorp and
KeyBank, are required to meet the minimum capital and leverage ratios set forth in Figure 2 below. At
March 31, 2019, Key had an estimated Common Equity Tier 1 Capital Ratio of 9.74% under the fully
phased-in Regulatory Capital Rules. Also, at March 31, 2019, based on the fully phased-in Regulatory
Capital Rules, Key estimates that its capital and leverage ratios, after adjustment for market risk, would be
as set forth in Figure 2.

Figure 2. Pro Forma Ratios vs. Minimum Capital Ratios Calculated Under the Fully Phased-In

Regulatory Capital Rules
Key
March 31, Minimum

Ratios (including capital conservation buffer) 2019 January 1, 2019

Pro forma

Common Equity Tier 1 @ 9.74 % 4.5 %
Capital conservation buffer ®) 2.5

Common Equity Tier 1 + Capital conservation buffer 7.0

Tier 1 Capital 10.86 % 6.0

Tier 1 Capital + Capital conservation buffer 8.5

Total Capital 12.87 % 8.0

Total Capital + Capital conservation buffer 10.5
Leverage © 9.89 % 4.0

(a) See section entitled “GAAP to Non-GAAP Reconciliations,” which presents the computation of Common Equity Tier 1 capital under the fully phased-in regulatory capital rules.

) Capital conservation buffer must consist of Common Equity Tier 1 capital. As a standardized approach banking organization, KeyCorp is not subject to the countercyclical capital buffer of up to
2.5% imposed upon an advanced approaches banking organization under the Regulatory Capital Rules.

(c) As a standardized approach banking organization, KeyCorp is not subject to the 3% supplemental leverage ratio requirement, which became effective January 1, 2018.

Revised prompt corrective action framework

The federal prompt corrective action (“PCA”) framework under the FDIA groups FDIC-insured depository
institutions into one of five prompt corrective action capital categories: “well capitalized,” “adequately
capitalized,” “undercapitalized,” “significantly undercapitalized,” and “critically undercapitalized.” In addition to
implementing the Basel Ill capital framework in the United States, the Regulatory Capital Rules also revised
the PCA capital category threshold ratios applicable to FDIC-insured depository institutions such as
KeyBank, with an effective date of January 1, 2015. The revised PCA framework table in Figure 3 identifies
the capital category thresholds for a “well capitalized” and an “adequately capitalized” institution under the
PCA Framework.

M
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Figure 3. "Well Capitalized" and "Adequately Capitalized" Capital Category Ratios under Revised
PCA Framework

Prompt Corrective Action Capital Category

Ratio Well Capitdleguately Capitalized
Common Equity Tier 1 Risk-Based 6.5 % 4.5 %

Tier 1 Risk-Based 8.0 6.0

Total Risk-Based 10.0 8.0

Tier 1 Leverage ©) 5.0 4.0

(a) A “well capitalized” institution also must not be subject to any written agreement, order, or directive to meet and maintain a specific capital level for any capital measure.

(b) As a “standardized approach” banking organization, KeyBank is not subject to the 3% supplemental leverage ratio requirement, which became effective January 1, 2018.

We believe that, as of March 31, 2019, KeyBank (consolidated) satisfied the risk-based and leverage
capital requirements necessary to be considered “well capitalized” for purposes of the PCA framework.
However, investors should not regard this determination as a representation of the overall financial
condition or prospects of KeyBank

10
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because the PCA framework is intended to serve a limited supervisory function. Moreover, it is important to
note that the PCA framework does not apply to BHCs, like KeyCorp.

Recent regulatory capital-related developments

See ltem 1. Business of our 2018 Form 10-K under the heading “Supervision and Regulation — Regulatory
capital requirements — Recent regulatory capital-related developments” for a discussion of recent regulatory
capital-related developments.

ital planning an I in

See Item 1. Business of our 2018 Form 10-K under the heading “Supervision and Regulation — Regulatory
capital requirements — Capital planning and stress testing” and “Supervision and Regulation — Regulatory
capital requirements — Recent developments in capital planning and stress testing” for an overview of capital
planning and stress testing requirements as well as recent developments in those areas.

Additional recent developments regarding capital planning and stress testing are discussed in ltem 1.
Business of our 2018 Form 10-K under the heading “Supervision and Regulation — Other Regulatory
Developments — Economic Growth, Regulatory Relief, and Consumer Protection Act.”

Liquidity r iremen

See ltem. 1 Business of our 2018 Form 10-K under the heading “Supervision and Regulation — Regulatory
capital requirements — Liquidity requirements” for a discussion of liquidity requirements, including the Liquidity
Coverage Rules.

Recent developments regarding liquidity requirements are discussed in Item 1. Business of our 2018 Form
10-K under the heading “Supervision and Regulation — Other Regulatory Developments — Economic Growth,
Regulatory Relief, and Consumer Protection Act.”

Resolution planning

BHCs with at least $50 billion in total consolidated assets, like KeyCorp, are required to periodically submit
to the Federal Reserve and FDIC a plan discussing how the company could be rapidly and efficiently
resolved if the company failed or experienced material financial distress. Insured depository institutions with
at least $50 billion in total consolidated assets, like KeyBank, are also required to submit a resolution plan
to the FDIC. These plans are due annually unless the requirement to submit the plans is deferred by the
regulators. On December 1, 2017, KeyCorp submitted its resolution plan to the Federal Reserve and the
FDIC. KeyBank submitted its resolution plan to the FDIC on June 20, 2018. KeyCorp was not required to
submit a resolution plan to the Federal Reserve and FDIC for 2018 because the FDIC and Federal Reserve
deferred such requirement (for 14 firms, including KeyCorp) until December 2019. KeyBank will not be
required to submit a resolution plan to the FDIC in 2019 because the FDIC extended the next filing due
date for all depository institution resolution plan submissions until no sooner than July 1, 2020. The Federal
Reserve and FDIC make available on their websites the public sections of resolution plans for the
companies, including KeyCorp and KeyBank, that submitted plans. The public sections of the resolution
plans of KeyCorp and KeyBank are available at
http://www.federalreserve.gov/supervisionreg/resolution-plans.htm and
https://www.fdic.gov/regulations/reform/resplans/.
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In April 2019, the Federal Reserve and FDIC released a proposal to modify the resolution planning
requirements applicable to large BHCs. Under this proposal, BHCs with less than $250 billion in total
consolidated assets would no longer be required to submit a resolution plan unless they have $75 billion or
more in certain risk-based indicators. If this proposal is adopted, KeyCorp will no longer be subject to
resolution planning requirements. Comments on this proposal are due by June 21, 2019. On April 16, 2019,
the FDIC issued an advance notice of proposed rulemaking (“ANPR”) requesting public comment on
potential changes to its rule imposing resolution planning requirements on large insured depository
institutions, including potential modifications to the rule in the following areas: (i) creation of tiered
resolution planning requirements based on institution size, complexity, and other factors; (ii) revisions to the
frequency and required content of plan submissions, including elimination of plan submissions for a
category of smaller and less complex institutions; (iii) improvements to the process for periodic
engagements between the FDIC and institutions on resolution-related matters; and (iv) revision of the $50
billion asset threshold in the current rule. The FDIC indicated that it is considering two alternate approaches
with respect

11
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to the tiering of resolution plan requirements. Under each of these approaches, institutions would be placed
into three groups with the first two groups required to submit resolution plans with streamlined content
requirements and the third group not required to submit a resolution plan. The FDIC would engage with
institutions in all three groups on a periodic basis on a limited number of items related to resolution planning
and would conduct periodic testing of the resolution planning capabilities of these institutions. Comments
on this ANPR are due by June 21, 2019. Any changes to this rule will impact KeyBank. The FDIC extended
the due date for the next resolution plan submission for all institutions until after the rulemaking is
completed.

Economic Growth, R latory Relief. an nsumer Pr ion A

See ltem 1. Business of our 2018 Form 10-K under the heading “Supervision and Regulation — Other
Regulatory Developments — Economic Growth, Regulatory Relief, and Consumer Protection Act”
(“EGRRCPA”) for a discussion of the EGRRCPA and NPRs related to its implementation.

Volcker Rule

The Volcker Rule is discussed in detail in Iltem 1. Business of our 2018 Form 10-K under the heading
“Supervision and Regulation — Other Regulatory Developments — Volcker Rule.”

Deposit insurance

In December 2016, the FDIC issued a final rule that imposes recordkeeping requirements on insured
depository institutions with two million or more deposit accounts (including KeyBank) in order to facilitate
rapid payment of insured deposits to customers if the institutions were to fail. The rule requires those
insured depository institutions to: (i) maintain complete and accurate data on each depositor’s ownership
interest by right and capacity for all of the institution’s deposit accounts; and (ii) develop the capability to
calculate the insured and uninsured amounts for each deposit owner within 24 hours of failure. The FDIC
will conduct periodic testing of compliance with these requirements, and institutions subject to the rule must
submit to the FDIC a certification of compliance, signed by the bank’s chief executive officer, and a deposit
insurance coverage summary report on or before the mandatory compliance date and annually thereafter.
The final rule became effective on April 1, 2017, with a mandatory compliance date of April 1, 2020. On
March 29, 2019, the FDIC issued a proposal to amend certain aspects of this rule. Among other things, the
proposal would (i) provide covered institutions with the option to extend the compliance date to no later
than April 1, 2021, upon notification to the FDIC; (ii) clarify the certification requirement; (iii) revise the
actions that must be taken for deposit accounts insured on a pass-through basis (where the bank’s account
holder is holding funds on behalf of the beneficial owners of the funds); and (iv) streamline the process for
submitting exception requests to the FDIC. Comments on this proposal are due by May 13, 2019.

mmunity Reinvestment A
See ltem 1. Business of our 2018 Form 10-K under the heading “Supervision and Regulation — Other

Regulatory Developments — Community Reinvestment Act” for an overview of the Community Reinvestment
Act and recent developments related to it.
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Results of ration
Earnings overview

The following chart provides a reconciliation of net income from continuing operations attributable to Key
common shareholders for the three months ended March 31, 2018, to the three months ended March 31,
2019 (dollars in millions):

The following discussion explains the key factors that caused these elements to change.

Net interest income

One of our principal sources of revenue is net interest income. Net interest income is the difference
between interest income received on earning assets (such as loans and securities) and loan-related fee
income, and interest expense paid on deposits and borrowings. There are several factors that affect net
interest income, including:

the volume, pricing, mix, and maturity of earning assets and interest-bearing liabilities;

the volume and value of net free funds, such as noninterest-bearing deposits and equity capital;
the use of derivative instruments to manage interest rate risk;

tnterest rate fluctuations and competitive conditions within the marketplace;

asset quality; and

fair value accounting of acquired earning assets and interest-bearing liabilities.

To make it easier to compare both the results across several periods and the yields on various types of
earning assets (some taxable, some not), we present net interest income in this discussion on a “TE basis”
(i.e., as if all income were taxable and at the same rate). For example, $100 of tax-exempt income would
be presented as $126, an amount that, if taxed at the statutory federal income tax rate of 21%, would yield
$100.

Figure 4 shows the various components of our balance sheet that affect interest income and expense and
their respective yields or rates over the past five quarters. This figure also presents a reconciliation of TE
net interest income to net interest income reported in accordance with GAAP for each of those

quarters. The net interest margin, which is an indicator of the profitability of the earning assets portfolio less
cost of funding, is calculated by dividing annualized TE net interest income by average earning assets.
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TE net interest income was $985 million for the first quarter of 2019, compared to TE net interest income of
$952 million for the first quarter of 2018. The increase in net interest income reflects the benefit from higher
interest rates and higher earning asset balances, partially offset by a decline in purchase accounting
accretion and lower loan fees. First quarter 2019 net interest income included $22 million of purchase
accounting accretion, a decline of $11 million from the first quarter of 2018. In 2019, we expect TE net
interest income to be in the range of $4.0 billion to $4.1 billion, with our outlook assuming no additional
interest rate increases in 2019.

Average loans were $89.6 billion for the first quarter of 2019, an increase of $2.7 billion compared to the
first quarter of 2018, reflecting broad-based growth in commercial and industrial loans and growth in
indirect auto lending, partially offset by continued paydowns in home equity lines of credit. For 2019, we
anticipate average loans to be in the range of $90 billion to $91 billion.

Average deposits totaled $107.6 billion for the first quarter of 2019, an increase of $5.0 billion compared to
the year-ago quarter, reflecting growth in higher-yielding deposit products, as well as strength in our retail

banking franchise and growth from commercial relationships. For 2019, we anticipate average deposits to
be in the range of $108 billion to $109 billion.

14
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Figure 4. Consolidated Average Balance Sheets, Net Interest Income, and Yields/Rates and
Components of Net Interest Income Changes from Continuing Operations

Three months ended March Three months ended March Change in Net interest

31, 2019 31,2018 income due to
dollars in millions Q::::g: Interest (a) ;i::::/(a) Q:g:g: Interest (a) ;i:::/(a) Volum¥ield/Rate Total
ASSETS
Loans ®). )
Gommercial and industrial $45098 $ 532 468 % $42733 § 434 411 % $35 § 63  $98
Real estate — commercial mortgage 14,325 179 5.07 14,085 165 4.76 3 1 14
Real estate — construction 1,561 21 5.48 1,957 22 4.64 5 )4 1)
Commercial lease financing 4,497 41 3.66 4,663 41 3.53 4l )1 —
Total commercial loans 66,381 773 4.7 63,438 662 4.23 32 79 111
Real estate — residential mortgage 5,543 56 4.02 5,479 54 3.95 1 1 2
Home equity loans 10,995 137 5.07 11,877 134 4.56 (10 )13 3
Consumer direct loans 1,862 37 8.06 1,766 33 7.53 2 2 4
Credit cards 1,105 32 11.80 1,080 30 11.32 1 1 2
Consumer indirect loans 3,763 39 413 3,287 35 4.29 5 (1 ) 4
Total consumer loans 23,268 301 5.23 23,489 286 4.91 1 )16 15
Total loans 89,649 1,074 4.85 86,927 948 4.41 31 95 126
Loans held for sale 1,121 13 4.74 1,187 12 4.10 (1 )2 1
Securities available for sale 2 € 20,206 129 251 17,889 95 206 13 2t 34
Held-to-maturity securities ®) 11,369 68 2.41 12,041 69 2.30 @ )3 )
Trading account assets 957 8 3.36 907 7 2.99 — 1 1
Short-term investments 2,728 16 2.28 2,048 8 1.51 3 5 8
Other investments ‘& 654 4 269 723 6 296 (1 ) )@ )
Total earning assets 126,684 1,312 417 121,722 1,145 3.78 41 126 167
Allowance for loan and lease losses (878 ) (875 )
Accrued income and other assets 14,314 14,068
Discontinued assets 1,066 1,304
Total assets $141,186 $136,219
LIABILITIES
NOW and money market deposit accounts $60,773 130 .87 $53,503 46 .34 7 77 84
Savings deposits 4,811 1 .08 6,232 5 .29 1 )@ ) 4 )
Certificates of deposit ($100,000 or more) 8,376 47 2.25 6,972 27 1.58 6 14 20
Other time deposits 5,501 24 1.79 4,865 13 1.12 2 9 1
Total interest-bearing deposits 79,461 202 1.03 71,572 91 .51 14 97 111
Federal funds purchased and securities sold under repurchase agreements 409 1 .89 1,421 4 1.1 3 )— 3 )
Bank notes and other short-term borrowings 649 4 2.75 1,342 6 1.87 4 )2 2 )
Long-term debt " @ 13,160 120 367 12465 92 205 5 23 28
Total interest-bearing liabilities 93,679 327 1.42 86,800 193 .90 13 121 134
Noninterest-bearing deposits 28,115 30,984
Accrued expense and other liabilities 2,622 2,241
Discontinued liabilities (g) 1,066 1,304
Total liabilities 125,482 121,329
EQUITY
Key shareholders’ equity 15,702 14,889
Noncontrolling interests 2 1
Total equity 15,704 14,890

Total liabilities and equity $141,186 $136,219
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Interest rate spread (TE) 275 % 288 %

Net interest income (TE) and net interest margin (TE) 985 3.13 % 952 315 % $28 $ 5 33
b

TE adjustment ®) 8 8

Net interest income, GAAP basis $ 977 $ 944

(a) Results are from continuing operations. Interest excludes the interest associated with the liabilities referred to in (g), calculated using a matched funds transfer pricing methodology.

) Interest income on tax-exempt securities and loans has been adjusted to a taxable-equivalent basis using the statutory federal income tax rate of 21% for the three months ended March 31,
2019, and March 31, 2018.

(c) For purposes of these computations, nonaccrual loans are included in average loan balances.

(d) Commercial and industrial average balances include $133 million and $120 million of assets from commercial credit cards for the three months ended March 31, 2019, and March 31, 2018,
respectively.

(e) Yield is calculated on the basis of amortized cost.

(f) Rate calculation excludes basis adjustments related to fair value hedges.

(g)A portion of long-term debt and the related interest expense is allocated to discontinued liabilities as a result of applying our matched funds transfer pricing methodology to discontinued
operations.
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Provision for credit losses

Our provision for credit losses was $62 million for the three months ended March 31, 2019, compared to
$61 million for the three months ended March 31, 2018. The increase of $1 million in our provision for credit
losses was related to an increase in net loan-charge offs during the first quarter of 2019 compared to one
year ago. In 2019, we expect the provision to slightly exceed net loan charge-offs to provide for loan
growth.

Noninterest income

As shown in Figure 5, noninterest income was $536 million for the first quarter of 2019, compared to $601
million for the year-ago quarter. Noninterest income represented 35% of total revenue for the three months
ended March 31, 2019, compared to 39% for the three months ended March 31, 2018. In 2019, we expect
noninterest income to be in the range of $2.5 billion to $2.6 billion.

The following discussion explains the composition of certain elements of our noninterest income and the
factors that caused those elements to change.

Figure 5. Noninterest Income

( )Other noninterest income includes operating lease income and other leasing gains, corporate services income, corporate-owned life insurance income, consumer mortgage income, mortgage
servicing fees, and other income. See the "Consolidated Statements of Income" in Item 1. Financial Statements of this report.
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Tr nd investmen rVi incom

Trust and investment services income consists of brokerage commissions, trust and asset management
fees, and insurance income. The assets under management that primarily generate these revenues are
shown in Figure 6. For the three months ended March 31, 2019, trust and investment services income
decreased $18 million, or 13.5%, compared to the same period one year ago. This decrease was primarily
related to the sale of KIBS in May of 2018, which contributed $15 million of income in the first quarter of
2018.

A significant portion of our trust and investment services income depends on the value and mix of assets
under management. At March 31, 2019, our bank, trust, and registered investment advisory subsidiaries
had assets under management of $38.7 billion, compared to $39.0 billion at March 31, 2018. Assets under
management were down, as shown in Figure 6, as the market continued to recover from the market decline
that occurred during the second half of 2018.

Figure 6. Assets Under Management

L March 31,December 31,September 30,June 30,March 31,
in millions

2019 2018 2018 2018 2018
Assets under management by investment type:
Equity $23,299 $ 21,325 $ 24,958 $24,125 $ 23,629
Securities lending 761 774 1,049 977 837
Fixed income 10,817 10,696 10,946 11,276 11,098
Money market 3,865 3,980 3,622 3,285 3,439
Total assets under management $38,742 $ 36,775 $ 40,575 $39,663 $ 39,003
Investment banking an lacement f

Investment banking and debt placement fees consists of syndication fees, debt and equity financing fees,
financial adviser fees, gains on sales of commercial mortgages, and agency origination fees. Investment
banking and debt placement fees decreased $33 million, or 23.1%, from the year-ago quarter. The decline
reflected market disruption from the government shutdown early in the first quarter of 2019, as well as the
timing of closing certain transactions.
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Cards and payments income, which consists of debit card, consumer and commercial credit card, and
merchant services income, increased $4 million, or 6.5%, from the year-ago quarter. The increase was
primarily due to higher debit card, credit card, and merchant fees.

rVi har n i n

Service charges on deposit accounts decreased $7 million, or 7.9%, for the three months ended March 31,
2019, compared to the same period one year ago.

her noninterest incom

Other noninterest income includes operating lease income and other leasing gains, corporate services
income,

corporate-owned life insurance income, consumer mortgage income, mortgage servicing fees, and other
income. Other noninterest income decreased $11 million, or 6.3%, from the year-ago quarter. This
decrease was primarily attributable to a decrease in other income due to higher losses on principal
investments and lower recoveries in excess of charge-offs. Corporate services income was also lower as a
result of a decrease in derivative trading income. Partially offsetting these decreases was an increase in
operating lease income and other leasing gains due to higher rental income earned on operating leases.

Noninterest expense

As shown in Figure 7, noninterest expense was $963 million for the first quarter of 2019, compared to $1
billion for the first quarter of 2018. Figure 7 gives a breakdown of our major categories of noninterest
expense as a percentage of total noninterest expense for the first quarter of 2019. In 2019, we expect
noninterest expense to be in the range of $3.85 billion to $3.95 billion.
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Figure 7. Noninterest Expense

@ Other noninterest expense includes equipment, operating lease expense, marketing, FDIC assessment, intangible asset amortization, OREO expense, net, and other expense. See the
"Consolidated Statements of Income" in ltem 1. Financial Statements of this report.

Personnel

Personnel expense, the largest category of our noninterest expense, decreased by $31 million, or 5.2%, for
the three months ended March 31, 2019, compared to the same period one year ago. This decrease was
driven by lower salaries expense, incentive compensation, and employee benefits costs, and was partially
offset by higher severance expense related to efficiency initiative actions taken during the quarter.

Net occupancy

Net occupancy expense decreased $6 million, or 7.7%, for the first quarter of 2019, compared to the same
period one year ago. The decrease during the first quarter of 2019 was primarily due to lower rental
expenses and real estate taxes. These decreases were partially offset by an increase in lease termination
fees.

her noninter xpen

Other noninterest expense includes equipment, operating lease expense, marketing, FDIC assessment,
intangible asset amortization, OREO expense, and other miscellaneous expense categories. Other
noninterest expense decreased $11 million, or 4.6%, from the year-ago quarter. The decline in other
expense was primarily driven by lower FDIC assessment expense, which reflected the elimination of the
FDIC quarterly surcharge, a decrease in marketing expenses, and a decrease in intangible asset
amortization. These declines were partially offset by an increase in other miscellaneous expenses partially
as a result of the announced closure of branches.
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Income taxes

We recorded tax expense of $82 million for the first quarter of 2019 and $62 million for the first quarter of
2018.

Our federal tax expense differs from the amount that would be calculated using the federal statutory tax
rate, primarily because we generate income from investments in tax-advantaged assets, such as
corporate-owned life insurance and credits associated with renewable energy and low-income housing
investments, and make periodic adjustments to our tax reserves. Tax expense for the three months ended
March 31, 2019, and March 31, 2018, was affected by net discrete income tax benefits of $5

million and $26 million, respectively. Excluding the discrete income tax expense, the tax expense for the
first quarter of 2019 was $87 million.

Additional information pertaining to how our tax expense (benefit) and the resulting effective tax rates were
derived is included in Note 13 (“Income Taxes”) beginning on page 144 of ou2018 Form 10-K.

Busin ment R l

Key previously reported its results of operations through two business segments, Key Community Bank and
Key Corporate Bank, with the remaining operations recorded in Other. In the first quarter of 2019, Key
underwent a company-wide organizational change, resulting in the realignment of its businesses into two
reportable business segments, Consumer Bank and Commercial Bank, with the remaining operations that
do not meet the criteria for disclosure as a separate reportable business recorded in Other. The new
business segment structure aligns with how management reviews performance and makes decisions by
client, segment and business unit. Prior period information was restated to conform to the new business
segment structure.

This section summarizes the highlights and segment imperatives, market and business overview, and
financial performance of our two major business segments (operating segments): Consumer Bank and
Commercial Bank. Note 19 (“Business Segment Reporting”) describes the products and services offered by
each of these business segments and provides more detailed financial information pertaining to the
segments. Dollars in the charts are presented in millions.

Consumer Bank

Highligh n ment imperativ

Simplification and digitalization to drive growth and operating leverage
Relationship-based strategy with a focus on financial wellness as a differentiator
Deliver ease, value, and expertise to help guide our clients to the right approach to meet their goals

Mark n in verview

As the banking industry moves forward, so do our clients. Anticipating our client's needs not only today, but
for tomorrow and into the future, has become one of the biggest challenges for the banking industry. We
view these challenges as an opportunity to help our current client base meet their own goals, as well as
attract new and diverse clients. In an increasingly digital world focused on specialized convenience, we
have made meaningful steps to meet those demands through new digital portals and the acquisitions of
HelloWallet in 2017 and Laurel Road in 2019. These platforms place us in a unique position to develop long
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lasting and meaningful relationships with our current and prospective clients. Financial wellness is a core
tenet of our customer relationships and we see it in three different ways: diagnose, enhance, and sustain.
Our goal is to get our clients to a place where they can comfortably sustain their current financial position
so we can be there for them when they are ready to grow. Clients no longer go to a branch to conduct
transactions only, they go to seek advice and gain new perspectives on issues they may be facing. Overall,
we have a passion to help our clients through:

Ease - enabling simple and clear banking with no surprises

Value - knowing our clients and valuing each relationship
Expertise - provide our clients with industry-leading expertise and personalized service
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Net income of $164 million for the first quarter of 2019 is an increase of $33 million, or 25.2%, from the
year-ago quarter.

Taxable-equivalent net interest income increased by $41 million, or 7.4%, from the first quarter of 2018.
The increase in net interest income was primarily driven by strong growth in deposits.

Average loans and leases decreased $244 million, or .8%. This is largely driven by a $854 million, or 7.3%,
decline in home equity balances which is in line with industry trends. This decline in home equity balances
was partially offset by growth in indirect auto loans.

Average deposits increased $3.9 billion, or 5.7%, driven by growth in money market and certificates of
deposit, reflecting strength in Key’s relationship strategy.

Provision for credit losses increased $11 million as compared to the first quarter of 2018 to reflect modest
shifts in asset quality.

Noninterest income decreased $15 million, or 6.6%, from the year-ago quarter driven by lower service
charges on deposit accounts.

Noninterest expense decreased $29 million, or 5.0%, from the year-ago quarter demonstrating strong
expense management and the elimination of the FDIC quarterly surcharge.

Commercial Bank

Highligh n ment imperativ

Bolve complex client needs through a differentiated product set of banking and capital markets capabilities
Drive targeted scale through distinct product capabilities delivered to a broad set of clients

21

61



Edgar Filing: KEYCORP /NEW/ - Form 10-Q
Table of conten

Utilize industry expertise and broad capabilities to build relationships with narrowly targeted client sets
Market an in verview

Building relationships and delivering complex solutions for middle market clients requires a distinct
operating model that understands their business and can provide a broad set of product capabilities. As
competition for these clients intensifies, we have positioned the business to maintain and grow our
competitive advantage by building targeted scale in businesses and client segments. Strong market share
in businesses such as real estate loan servicing and equipment finance highlight our ability to successfully
meet customer needs through targeted scale in distinct product capabilities. Clients expect us to
understand every aspect of their business. Our seven industry verticals are aligned to drive targeted scale
in segments where we have a deep breadth of industry expertise. Healthcare is the largest sector of the
economy and one of our targeted verticals. Our acquisition of Cain Brothers in 2017 is one example of how
we have expanded our business capabilities to further enhance our reputation as a trusted advisor to
current and prospective clients. Our business model is positioned to meet our client needs because our
focus is not on being a universal bank, but rather being the right bank for our clients.

mmary of ration

Recorded net income attributable to Key of $253 million for the first quarter of 2019, compared to $276
million for the year-ago quarter.

Taxable-equivalent net interest income decreased by $6 million, or 1.5%, compared to the first quarter of
2018, driven by lower purchase accounting accretion and loan spread compression.

Average loan and lease balances increased $3.1 billion, or 5.7%, compared to the first quarter of 2018
driven by broad-based growth in commercial and industrial loans.

Average deposit balances increased $1.6 billion, or 5.0%, compared to the first quarter of 2018, driven by
growth in core deposits.

Provision for credit losses decreased $13 million compared to the first quarter of 2018, as credit quality
remained stable.

Noninterest income decreased $25 million, or 7.7%, from the prior year. The decline was largely due to
tower investment banking and debt placement fees and corporate services income, which reflected less
favorable market conditions. This decrease was partially offset by higher core business growth.
Noninterest expense decreased by $14 million, or 3.7%, from the first quarter of 2019. The decline reflects
the benefit of efficiency initiatives, strong expense discipline, and the elimination of the FDIC quarterly
surcharge.

22

62



Edgar Filing: KEYCORP /NEW/ - Form 10-Q
Table of conten

Financial ndition
Loans and loans held for sale

Figure 8. Breakdown of Loans at March 31, 2019

(8) Other consumer loans include Consumer direct loans, Credit cards, and Consumer indirect loans. See Note 3 (“Loan Portfolio”) ltem 1. Financial Statements of this report.

At March 31, 2019, total loans outstanding from continuing operations were $90.2 billion, compared to

$89.6 billion at December 31, 2018. For more information on balance sheet carrying value, see Note 1
(“Summary of Significant Accounting Policies”) under the headings “Loans” and “Loans Held for Sale” on page
99 of our 2018 Form 10-K.

Commercial loan portfolio

Commercial loans outstanding were $66.7 billion at March 31, 2019, an increase of $435 million, or .7%,
compared to December 31, 2018, primarily driven by an increase in commercial and industrial loans. Figure
9 provides our commercial loan portfolios by industry classification at March 31, 2019, and December 31,
2018.
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Figure 9. Commercial Loans by Industry
March 31, 2019 (a:::mercial Commercial Commercial  Total commercial Percent of
dollars in millions industrial real estate lease financing loans total
Industry classification:
Agriculture $ 989 $ 179 $ 116 $ 1,284 1.9 %
Automotive 2,072 445 35 2,552 3.8
Business products 1,654 120 57 1,831 2.7
Business services 2,814 135 229 3,178 4.8
Chemicals 918 43 56 1,017 15
Commercial real estate 5,744 11,046 28 16,818 25.2
Construction materials and contractors 1,871 212 222 2,305 3.5
Consumer discretionary 3,562 496 466 4,524 6.8
Consumer services 3,470 734 194 4,398 6.6
Equipment 1,613 92 74 1,779 2.7
Finance 5,431 55 360 5,846 8.8
Healthcare 3,191 1,760 357 5,308 7.9
Materials manufacturing and mining 1,112 53 41 1,206 1.8
Oil and gas 1,832 57 54 1,943 2.9
Public exposure 2,737 86 1,019 3,842 5.8
Technology 922 29 65 1,016 15
Transportation 1,382 219 828 2,429 3.6
Utilities 4,549 3 300 4,852 7.3
Other 611 — 6 617 9
Total $ 46,474 $ 15,764 $ 4,507 $ 66,745 100.0 %
December 31, 2018 (a:::mercial Commercial Commercial  Total commercial Percent of
dollars in millions industrial real estate lease financing loans total
Industry classification:
Agriculture $ 1,045 $ 176 $ 120 $ 1,341 2.0 %
Automotive 2,140 448 46 2,634 4.0
Business products 1,596 127 50 1,773 2.7
Business services 2,779 136 228 3,143 4.7
Chemicals 933 43 56 1,032 1.6
Commercial real estate 5,808 10,830 28 16,666 25.1
Construction materials and contractors 1,756 207 221 2,184 3.3
Consumer discretionary 3,675 516 489 4,680 71
Consumer services 3,354 746 195 4,295 6.5
Equipment 1,586 89 81 1,756 2.6
Finance 5,178 459 357 5,994 9.0
Healthcare 2,999 1,743 369 5,111 7.7
Materials manufacturing and mining 1,093 46 41 1,180 1.8
Oil and gas 1,739 51 57 1,847 2.8
Public exposure 2,656 73 1,054 3,783 5.7
Technology 996 28 64 1,088 1.6
Transportation 1,377 229 829 2,435 3.7
Utilities 4,357 4 321 4,682 71
Other 686 — — 686 1.0

Total $ 45,753 $ 15,951 $ 4,606 $ 66,310 100.0 %
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Commercial and industrial. Commercial and industrial loans are the largest component of our loan
portfolio, representing 52% of our total loan portfolio at March 31, 2019, and 51% at December 31, 2018.
This portfolio is approximately 84% variable rate and consists of loans originated primarily to large
corporate, middle market, and small business clients.

Commercial and industrial loans totaled $46.5 billion at March 31, 2019, an increase of $721 million, or
1.6%, compared to December 31, 2018. The growth was broad-based and spread across most industry
categories, including increased lending in the finance, healthcare, utilities, and construction materials and
contractors.

Commercial real estate loans. Our commercial real estate portfolio includes both mortgage and
construction loans, and is originated through two primary sources: our 15-state banking franchise, and
KeyBank

Real Estate Capital, a national line of business within the Commercial Bank that cultivates relationships
with owners of commercial real estate located both within and beyond the branch system.
Nonowner-occupied properties, generally properties for which at least 50% of the debt service is provided
by rental income from nonaffiliated third parties, represented 80% of total commercial real estate loans
outstanding at March 31, 2019. Construction loans, which provide a stream of funding for properties not
fully leased at origination to support debt service payments over the term of the contract or project,
represented 9% of commercial real estate loans at period end.
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At March 31, 2019, commercial real estate loans totaled $15.8 billion, which includes $1.4 billion of

construction loans. Compared to December 31, 2018, this portfolio decreased $187 million, or 1.2%. We
continue to focus primarily on owners of completed and stabilized commercial real estate in accordance
with our relationship strategy.

As shown in Figure 10, our commercial real estate loan portfolio includes various property types and

geographic

locations of the underlying collateral. These loans include commercial mortgage and construction loans in

both

Consumer Bank and Commercial Bank.

Figure 10. Commercial Real Estate Loans
Geographic Region

dollars in millions
March 31, 2019

Nonowner-occupied:
Retail properties
Multifamily properties
Health facilities

Office buildings
Warehouses
Manufacturing facilities
Hotels/Motels
Residential properties
Land and development
Other

Total nonowner-occupied
Owner-occupied

Total

Nonperforming loans
Accruing loans past due 90 days or more

Accruing loans past due 30 through 89 days

December 31, 2018
Nonowner-occupied:
Retail properties
Multifamily properties
Health facilities

Office buildings
Warehouses
Manufacturing facilities
Hotels/Motels
Residential properties
Land and development
Other

Total nonowner-occupied
Owner-occupied

Total

West Southwest Central Midwest Southeast Northeast National

$111 § 45
455 227
70 39
257 7
64 36
% —
I p—
17 5
37 9
1,132 368
834 13
$1,966% 381
$2 —
$126 § 45
452 210
L —
270 7
66 34
P R—
% —

3
17 4
46 9
1,215 309
837 25
$2,052$ 334

$116 $189 § 211
1,003 672 1,109
93 42 146
223 113 166
25 31 78
37 3 26

7 — 6

9 3 22

5 2 —
34 59 4
1,552 1,114 1,768

291 504 97
$1,843$1,618 $ 1,865

— 811 $9
— 3 4
$1 4 —
$142 $174 § 184
914 608 1,153
49 59 153
224 90 165
20 47T
3% 3 25
19— 6
- 3 21

5 2 —
61 53 4
1470 1,039 1,782

283 493 58
$1,753 $1,532 $ 1,840

$ 627
1,617
658

791

249

54

202

86

42

344
4,670
1,388

$ 6,058

$ 674
1,708
724
851

38

204

135

48

323
4,995
1,439

$ 6,434

Total 'FI:Z:::Ie nt of Construction
$323 $1622 103 % $ 87
636 5,719 36.3 1,067
380 1,428 9.1 21
109 1,666 10.6 7
200 683 4.3 4
99 245 15 16
67 377 24 —
— 120 .8 6
— 7 4 48
219 706 45 11
2,033 12,637 80.2 1,331
— 3,127 198 89
$2,033 15,764 100.0 % $ 1,420
$ 49 $86 N/M 2
. 25 N/M $ 7
— 26 N/M 6
$302 $1,647 103 % $ 82
693 5,738 36.0 1,163
385 1,468 9.2 20
119 1,726 10.8 120
203 731 46 48
91 235 1.5 20
62 386 24 —
— 162 1.0 53
. 76 5 52
151 647 4.0 11
2,006 12,816 80.3 1,569
— 3,135 19.7 97
$2,006 $15951100.0 % $ 1,666

Commercial
Mortgage

$ 1,535
4,652
1,407
1,595
679

229

377

114

23

695
11,306
3,038

$ 14,344

$ 84
18
20

$ 1,565
4,575
1,449
1,605
684

215
386

109

23

636
11,247
3,038

$ 14,285
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Nonperforming loans $— — e $— e $— $— $— N/M — $ —
Accruing loans past due 90 days or more — — — — $— — — — N/M $ — —
Accruing loans past due 30 through 89 days — — $— — — — — — N/M — —
West — Alaska, California, Hawaii, Idaho, Montana, Oregon, Washington, and Wyoming

Southwest -Arizona, Nevada, and New Mexico

Central — Arkansas, Colorado, Oklahoma, Texas, and Utah

Midwest — lllinois, Indiana, lowa, Kansas, Michigan, Minnesota, Missouri, Nebraska, North Dakota, Ohio, South Dakota, and Wisconsin

Southeast -Alabama, Delaware, Florida, Georgia, Kentucky, Louisiana, Maryland, Mississippi, North Carolina, South Carolina, Tennessee, Virginia, Washington D.C., and West Virginia
Northeast —Connecticut, Maine, Massachusetts, New Hampshire, New Jersey, New York, Pennsylvania, Rhode Island, and Vermont

National — Accounts in three or more regions

nsumer loan portfoli

Consumer loans outstanding increased by $191 million, or .8%, from December 31, 2018, driven by
approximately $400 million of consumer direct loans purchased from Laurel Road Bank prior to the
acquisition of Laurel Road Bank's digital lending business. We also experienced growth in indirect auto
lending, partly offset by continued declines in home equity lines of credit.
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The home equity portfolio is comprised of loans originated by our Consumer Bank within our 15-state
footprint and is the largest segment of our consumer loan portfolio, representing 46% of consumer loans
outstanding at March 31, 2019.

We held the first lien position for approximately 60% of the home equity portfolio at both March 31, 2019,
and March 31, 2018. For loans with real estate collateral, we track borrower performance monthly.

Regardless of the lien position, credit metrics are refreshed quarterly, including recent FICO scores as well

as updated loan-to-value ratios. This information is used in establishing the ALLL. Our methodology is

described in Note 1 (“Summary of Significant Accounting Policies”) under the heading “Allowance for Loan

and Lease Losses” beginning on page 101 of our2018 Form 10-K.

Figure 11. Consumer Loans by State

Real e_slate_Horr_le C_onsumerCre dit por]sumer

— residentiabjuity direct indirect Total

mortgage loans loans cards loans
March 31, 2019
New York $ 1,124  $2,796 $ 397 $391 $ 717 $5,425
Ohio 480 1,493 374 236 551 3,134
Washington 748 1,670 224 99 10 2,751
Pennsylvania 274 706 82 51 292 1,405
California 49 26 12 4 36 127
Colorado 289 495 75 33 2 894
Connecticut 1,074 397 32 24 141 1,668
Texas 1 14 8 3 16 42
Oregon 375 893 76 46 3 1,393
Indiana 98 416 109 45 63 731
Other 1,103 1,940 776 154 1,890 5,863
Total $ 5615 $10,846% 2,165 $1,086% 3,721 $23,433

Real e_state_Horr_le C_onsumerCre dit por]sumer

— residentiabjuity direct indirect Total

mortgage loans loans cards loans
December 31,2018
New York $ 1,117  $2,881 $ 402 $415 $ 730 $5,545
Ohio 479 1,538 383 252 506 3,158
Washington 714 1,714 234 104 11 2,777
Pennsylvania 275 726 83 52 276 1,412
California 49 27 13 4 38 131
Colorado 256 509 76 35 2 878
Connecticut 1,090 413 30 23 143 1,699
Texas 1 15 8 4 18 46
Oregon 366 905 80 47 3 1,401
Massachusetts 255 50 27 5 341 678
Other 911 2,364 473 203 1,566 5,517
Total $ 5513 $11,142% 1,809 $1,144% 3,634 $23,242

Figure 12 summarizes our loan sales for the first three months of 2019 and all of 2018.
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Figure 12. Loans Sold (Including Loans Held for Sale)

. Commercial . .

L . Commercial Residential
in millions Commercial Lease Total

Real Estate _. . Real Estate

Financing

2019
First quarter $ 301 $ 1,536 34 $ 225 $2,096
Total $ 301 $ 1,536 34 $ 225 $2,096
2018
Fourth quarter $ 157 $ 4,918 $ 104 $ 331 $5,510
Third quarter 247 2,242 52 302 2,843
Second quarter 253 2,266 144 308 2,971
First quarter 141 2,251 66 284 2,742
Total $ 798 $ 11,677 $ 366 $ 1,225 $14,066
26
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Figure 13 shows loans that are either administered or serviced by us, but not recorded on the balance
sheet; this includes loans that were sold.

Figure 13. Loans Administered or Serviced
March 31,December 31,September 30,June 30, March 31,

in millions 2019 2018 2018 2018 2018
Commercial real estate loans $300,989 $ 291,158 $ 270,771 $256,062% 246,089
Residential mortgage 5,304 5,209 5,046 4,893 4,585
Education loans 727 766 804 845 888
Commercial lease financing 924 916 892 915 873
Commercial loans 562 549 534 518 498

Total $308,506 $ 298,598 $ 278,047 $263,233$252,933

In the event of default by a borrower, we are subject to recourse with respect to approximately $4.2 billion
of the $308.5 billion of loans administered or serviced at March 31, 2019. Additional information about this
recourse arrangement is included in Note 16 (“Contingent Liabilities and Guarantees”) under the heading

“Recourse agreement with FNMA.”

We derive income from several sources when retaining the right to administer or service loans that are

sold. We earn noninterest income (recorded as “mortgage servicing fees”) from fees for servicing or
administering loans. This fee income is reduced by the amortization of related servicing assets. In addition,
we earn interest income from investing funds generated by escrow deposits collected in connection with the
servicing loans. Additional information about our mortgage servicing assets is included in Note 8 (“Mortgage
Servicing Assets”).

Securities

Our securities portfolio totaled $32.1 billion at March 31, 2019, compared to $30.9 billion at December 31,
2018. Available-for-sale securities were $20.9 billion at March 31, 2019, compared to $19.4 billion at
December 31, 2018. Held-to-maturity securities were $11.2 billion at March 31, 2019, and $11.5 billion at
December 31, 2018.

As shown in Figure 14, all of our mortgage-backed securities, which include both securities available for

sale and held-to-maturity securities, are issued by government-sponsored enterprises or GNMA and traded

in liquid secondary markets. These securities are recorded on the balance sheet at fair value for the
available-for-sale portfolio and at amortized cost for the held-to-maturity portfolio. For more information

about these securities, see Note 5 (“Fair Value Measurements”) under the heading “Qualitative Disclosures of
Valuation Techniques” and Note6 (“Securities”).

Figure 14. Mortgage-Backed Securities by Issuer
March 31,December 31,
2019 2018

FHLMC $5,803 $ 7,048
FNMA 11,771 10,076
GNMA 14,108 13,637
Total @ $31,772 $ 30,761

in millions

(a) Includes securities held in the available-for-sale and held-to-maturity portfolios.
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riti vailable for sal

The majority of our securities available for sale portfolio consists of federal agency CMOs and
mortgage-backed securities. CMOs are debt securities secured by a pool of mortgages or
mortgage-backed securities. These mortgage securities generate interest income, serve as collateral to
support certain pledging agreements, and provide liquidity value under regulatory requirements.

Figure 15 shows the composition, yields, and remaining maturities of our securities available for sale. For
more information about these securities, including gross unrealized gains and losses by type of security
and securities pledged, see Note 6 (“Securities”).
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Figure 15. Securities Available for Sale

Agency
us. Residential Agency Agenc
T States and - donti gency -
o reasury, ales and  co||ateralized Residential c ial Oth Weighted-Average
dollars in millions Agencies Political ommercia ther Total
g ’ ~¢'  Mortgage Mortgage-backedyortgage-backedSecurities Yield ®

and S”bd"”sm"%bligalions Securities @ Securities (@)

Corporations (@)
March 31, 2019
Remaining maturity:
One year or less 157 $ 2 $ 94 $ 8 — 15 $276 2.35 %
After one through five years$ 112 4 11,042 1,167 $ 3,175 $ 10 15,510 2.47
After five through ten years — — 2,944 958 1,155 — 5,057 2.78
After ten years 1 — — 10 — — 11 3.26
Fair value $ 270 $ 6 $ 14,080 $ 2,143 $ 4,330 $ 25 $20,854 —
Amortized cost 272 6 14,277 2,138 4,392 17 21,102 2.55 %
Weighted-average yield ® 2.07 % 535 % 2.40 % 2.71 % 2.97 % — 255 %—

. . 1.1 4.2

Weighted-average maturity 2.1 years years 4.2 years 4.7 years 4.3 years 1.0 years years
December 31,2018
Fair value $ 147 $ 7 $ 13,962 $ 2,105 $ 3,187 $ 20 $19,428 —
Amortized cost 150 7 14,315 2,128 3,300 17 19,917 246 %

(a) Maturity is based upon expected average lives rather than contractual terms.
(b) Weighted-average yields are calculated based on amortized cost. Such yields have been adjusted to a TE basis using the statutory federal income tax rate of 21%.

Held-to-maturi riti
Federal agency CMOs and mortgage-backed securities constitute essentially all of our held-to-maturity

securities. The remaining balance is comprised of foreign bonds. Figure 16 shows the composition, yields,
and remaining maturities of these securities.
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Figure 16. Held-to-Maturity Securities
Qg:irc‘i?:\tial Agency Agency

dollars in millions Collateralized Residential Commercial Other_ . _Total Weighted-Average
Mortgage I\Sllortg_age-baacked MO"Q?QG"?:)Cke" Securities Yield (b
Obligations (@ ecurities (= Securities

March 31, 2019

Remaining maturity:

One year or less $ 48 — — $4 $52 1.97 %

After one through five years 4,725 — $ 2,055 11 6,791 2.35

After five through ten years 1,989 $ 475 1,927 — 4,391 2.51

After ten years — — — — — —

Amortized cost $ 6,762 $ 475 $ 3,982 $ 15 $11,234 2.41 %

Fair value 6,593 469 3,920 15 10,997 —

Weighted-average yield ®) 211 % 2.70 % 2.89 % 325 % 241 Y%o—

Weighted-average maturity 4.5 years 6.7 years 5.9 years igars \sfgars

December 31,2018

Amortized cost $ 7,021 $ 490 $ 3,996 $ 12 $11,519 2.41 %

Fair value 6,769 476 3,865 12 11,122 —

(a) Maturity is based upon expected average lives rather than contractual terms.
(b) Weighted-average yields are calculated based on amortized cost. Such yields have been adjusted to a TE basis using the statutory federal income tax rate of 21%.

Deposits and other sources of funds

Figure 17. Breakdown of Deposits at March 31, 2019

Deposits are our primary source of funding. At March 31, 2019, our deposits totaled $108.2 billion, an
increase of $866 million compared to December 31, 2018. The increase reflects strength in our franchise
through the penetration of existing retail and commercial relationships, as well as clients shifting to
higher-yielding deposit products.

Wholesale funds, consisting of short-term borrowings and long-term debt, totaled $15.1 billion at March 31,
2019, compared to $14.6 billion at December 31, 2018. The increase from December 31, 2018, was largely
the result of an increase in long-term debt.

Capital

The objective of capital management is to maintain capital levels consistent with our risk appetite and of a
sufficient amount to operate under a wide range of economic conditions. We have identified three primary
uses of capital:

1. Investing in our businesses, supporting our clients, and loan growth;

2. Maintaining or increasing our Common Share dividend; and

3. Returning capital in the form of Common Share repurchases to our shareholders.

The following sections discuss certain ways we have deployed our capital. For further information, see the
Consolidated Statements of Changes in Equity and Note 18 (“Shareholders' Equity”).
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201 ital plan

On April 18, 2019, we announced our 2019 capital plan. Share repurchases of up to $1.0 billion were
included in the 2019 capital plan which is effective from the third quarter of 2019 through the second
quarter of 2020. A potential dividend increase was also included in our 2019 capital plan. In the third
quarter of 2019, the Board plans to consider a potential increase in our quarterly Common Share dividend,
up to $.185 per Common Share.

Dividen

Consistent with our 2018 capital plan, we paid a quarterly dividend of $.17 per Common Share for the first
quarter of 2019. Further information regarding the capital planning process and CCAR is included under the
heading “Capital planning and stress testing” in the “Supervision and Regulation” section beginning on page
15 of our 2018 Form 10-K.

mmon shar ndin

Our Common Shares are traded on the NYSE under the symbol KEY with 34,241 holders of record at
March 31, 2019. Our book value per Common Share was $14.31 based on 1.013 billion shares outstanding
at March 31, 2019, compared to $13.90 per Common Share based on 1.020 billion shares outstanding at
December 31, 2018. At March 31, 2019, our tangible book value per Common Share was $11.55,
compared to $11.14 per Common Share at December 31, 2018.

Figure 18 shows activities that caused the change in outstanding common shares over the past five
quarters.

Figure 18. Changes in Common Shares Outstanding

2019 2018
in thousands First Fourth Third Second First
Shares outstanding at beginning of period 1,019,503 1