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U.S. Bancorp invests for growth by building
deeper relationships with our 14.9 million
customers, developing innovative products
and services, expanding our delivery
capabilities and enlarging the depth and
breadth of our distribution systems.
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U.S. Bancorp, with total assets of
$238 billion at year-end 2007, is a
diverse multi-state financial services
holding company serving more than
14.9 million customers. U.S. Bancorp
is the parent company of US Bank,
the sixth-largest commercial bank
in the nation. U.S. Bancorp offers
regional consumer and business
banking and wealth management
services, national wholesale and
trust services and global payments
services. U.S. Bank operates

2,518 banking offices in 24 states,
primarily in the lower and upper

Midwest and throughout the

Soiuthwest and Northwest, Qur
company'’s diverse business mix of
products and services are provided
through four major lines of business:
Wholesale Banking, Payment
Services, Wealth Management &
Securities Services and Consumey
Banking. Information about these
bu;sinesses can be found throughout
this report. U.S. Bancorp is head-
qujartered in Minneapolis, Minnesota.
US Bancorp employs more than
54,000 people.

Visit U.S. Bancorp online at

usbank.com
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“Safe Harbor™ Statement under the Private Securities Litigation Reform Act of 1995: This report contains forward-looking statement about U.S. Bancorp.
Statements that are not historical or current facts, including statements about beliefs and expectations, are forward-looking statements. These statements often
include the words “may,” *could,” “would,” “should,” “believes,” “expects,” “anticipates,” “estimates,” “intends,” “plans,” “targets,” “potentially,” “probably,”
“projects,” “outlook,™ or similar expressions. These forward-looking statements cover, among other things, anticipated future revenue and expenses and the
fature plans and prospects of the Company. Forward-looking statements involve inherent risks and uncertainties, and important factors could cause acrual
results to differ marerially from these anticipated, including changes in general business and economic conditions, changes in interest rates, deterioration in the
credit quality of cur loan portfolivs or in the value of the collateral securing those loans, deterioration in the value of securities held in our investmenr securities
portfalio, legal and regulatory developments, increased competision from both banks and non-banks, changes in customer behavior and preferences, effects of
mergers and acquisitions and related integration, effects of critical accounsing policies and judgments, and management’s ability to effecrively manage credit
risk, market risk, operationat risk, legal risk, and regulatory and compliance risk. These and other risks are discussed throughourt this report, which you should
read carefully, including the sections entitled “Corporate Risk Profile™ beginning on page 33 and “Risk Factors™ beginning on page 113. Forward-looking
statements speak only as of the date they are made, and U.S. Bancorp undertakes no obligation to update them in light of new information of future events,
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Corporate Overview

“we

put the . |
Uus.B taGl
power of ancorp at a Glance

Ranking ' U.S. Bank is 6th
usto

largest U.S.
WOI"k fOI‘ commercial bank
9y Asset size $238 billion
you . Deposits $131 billion
Loans | $154 billion
Earnings per common share (difuted) $2.43
Return on average assets 1.93%
Return on average common equity 21.3%
Mission Statement Efficiency ratio 49.3%
Tangible efficiency ratio 46.6%
L.S. Bancorp unveils its new mission statement — Customers . 14.9 million
it's our employees’ clear, strong commitment to Payment services and mefchant processing Global
Wholesale banking and trust services National

our customers, communities and shareholders.

e . C d business banki
We put our mission into action every day. onsumer and business banking

and wealth managemerit 24 states
Emplovees 54,000
Bank branches 2,518
ATMs | 4,867
NYSE symbol usB
At year-end 2007 .

U.S. Bancorp Business Scope

[l T National

Do

Consumer & Business Banking & Wealth Management | Wholesale Banking & Trust Services

\Q\T\\gﬁi}%\s%
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Points of Pride

(WIS§BankegMagazinelNames! PSYBankfAwarded]
'SHBancorpiloplBankinghilea MR O tstandinggdRating]

Chairman, President and CEQ Richard ~ was awarded an “Quistanding” zating,  nation for the seeond 3'5%? i‘ﬂ g mw- af
Davis, CFO Andrew Cecere, and the highest rating possible, by the Office s “Top Bmkmg,Team.” 'ﬁm m&‘é@é :
the bank on U.S. Banker's annual of the Comprroller of the Currency {OCC} . annouriced in the Octdbcr-?:‘@ﬁ? ﬂxvim
All-Star Banking Team. The ranking for its commitment to the leteer and Powerfr] Wosmes in Banklﬁg“ 1551;&3

January 2008 issue.

AR
BARNING 1EAd

Solid performance landed U.S. Bancorp  In 2007, U.S. Bank Narional Association  ranked U,S Bancorp meﬁﬁr mméﬁg :

Act (CRA). By awarding this rating, and Diane Thormodsgagé

the OCC acknowledged that U.S. Bank  the top 10 Mds't Powerfil

is continuing to meet the credit needs Banking categm@ ary add

of all segments of its communities. garnering the top ceath *ﬂmﬁﬂ

NoplWomenlinlBankingWAGa:n S
U.S. Banker, a SourceMadja publicauien, '

Lines of Business

Payment Services — U.S. Bancorp is a world leader in payment services.
Corporate Payment Systems © Merchant Payment Services & NOVA Information Systems®
© Retail Payment Solutions: Debit, Credit, Spegialty Cards and Gift Cards @ Transactions Services:

ATM and Debit Processing and Services

Wholesale Banking — U.S. Bancorp provides expertise, resources, prompt decision-making and
commitment to partnerships that make us a leader in Corporate, Commercial and Real Estate Banking.
Middle Market Commercial Banking s Commercial Real Estate w National Corporaie Banking w
Correspondent Banking w Dealer Commercial Services m Community Banking e Equipment Finance
w Foreign Exchange w Government Banking wm International Banking w Treasury Management

Small Business Equipment Finance w Small Business Administration {SBA) Division w Title Industry Banking

Wealth Management & Securities Services — U.S. Bancorp provides solutions to help individuals,
businesses and municipalities build, manage, preserve and protect wealth and distribute obligations.
Wealth Management: The Private Client Group w U.S. Bancorp Investments, Inc. m U.S. Bancorp Insurance
Services, LLC w Securities Services: Corporate Trust Services wm Institutional Trust & Custody

w FAF Advisors, Inc. w U.S. Bancorp Fund Services, LLC

Consumer Banking — Convenience, customer service, accessibility and a comprehensive set
of quality products make U.S. Bank the first choice of 13 million-plus consumers.

Community Banking ws Metropolitan Branch Banking m In-store and Corporate On-site Banking
Small Business Banking w Consumer Lending m 24-Hour Banking & Financial Sales w Home Mortgage
m Community Development am Workplace and Student Banking

L

was published in the magazine’s spirit of the Community Reinvestment  Two U.S. Bancorp WOIiet: i

Revenue by Business Line
for the Year-ended 2007
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Selected Financial Highlights

Net Income
{Dollars in Millians)
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Return on
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Net Interest Margin
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(3)Computad as noninterest expense divided by the sum of net interest incoma on a taxable-equivaent basis and nonintersst income excluding securtias gains (losses), net.
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Financial Summary

Year Ended December 31 2007 2006
{Dollars and Shares in Millions, Except Per Share Data) 2007 2006 2005 v 2006 v 2005
Total net revenue (taxable-equivalent basis) .............. $ 13,936 $ 13,638 $ 13,133 2.2% 3.8%
Noninterest eXxpense . ...............viirivrirannanns 6,862 6,180 5,863 11.0 5.4
Provision for creditlosses ............ . . ciiiineinas 792 544 666 45.6 (18.3)
Income taxes and taxable-equivalent adjustments . ........ 1,958 2,161 2,115 9.4) 2.2
Netincome ... ... .. .. . . .. . . . i $ 4,324 $ 4,751 $ 4,489 {9.0) 58
Net income applicable to common equity .............. $ 4,264 $ 4,703 $ 4,489 9.3 48

Per Common Share

Earnings pershare . ..........ouuiimeirinnennnnnn. $ 246 $ 264 $ 245 {6.8)% 7.8%
Diluted earnings pershare ........... ... ... ... ....... 2.43 2.61 2.42 {6.9) 7.9
Dividends declaredpershare .......................... 1.625 1.380 1.230 16.9 13.0
Bookvaluepershare ........... ... .cciiiriiiiiininn, 11.60 11.44 11.07 14 33
Market valuepershare .......... ... ... . ... oL 31.74 36.19 29.89 (12.3) 21.1
Average common shares outstanding . .................. 1,735 1,778 1,831 (2.4} {2.9)
Average diluted common shares outstanding . ............ 1,758 1,804 1,857 {2.5) 2.9

Financial Ratios

Returnonaverageassets ............................. 1.93% 2.23% 2.21%
Return on average common equity ..................... 21.3 23.6 22.5
Net interest margin (taxable-equivalent basis) ............. 3.47 3.65 3.97
Efficiencyratio{a) ......... .o 49.3 454 44.3

Average Balances

T $147,348 $140,601 $131,610 4.8% 6.8%
Investment securities . ........... .. ... i 41,313 39,961 42,103 3.4 5.1)
Eaming assets . ..., i e e 194,683 186,231 178,425 45 4.4
ASSEIS ... e e 223,621 213,512 203,198 47 5.1
Deposits ... ... e e e 121,075 120,589 121,001 4 {.3)
Total shareholders' equity .. ....... ... ... .. ... ........ 20,997 20,710 19,953 1.4 3.8

Period End Balances

LOANS . L e e e e $153,827 $143,597 $136,462 7.1% 52%
Allowance forcreditlosses ..., 2,260 2,256 2,251 {8.8) 2
Investment securities . ........ ... . oo L 43,116 40,117 39,768 7.5 9
ASSElS . .. e e 237,615 219,232 209,465 8.4 4.7
Deposits . ... . e e 131,445 124,882 124,709 53 A
Shareholders™ equity .......... ... ... .. 21,046 21,197 20,086 (-7 55
Regulatory capital ratios

Tier1capital ... . . e e 8.3% 8.8% 8.2%

Total risk-based capital .............. ... . ... ... ... 12.2 12.6 12.5

Leverage . ... ... ... e e, 7.9 8.2 7.6

Tangible commonequity .............. ... .. ... ... 5.1 55 59

fa) Computed as noninteres! expense divided by the sum of net interest income on a taxable-equivatent basis and noninterest income excluding securities gains flosses), net.
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| etter to Shareholders

We are proud of the 2007 financial performance of U.S. Bancorﬁ,
given the challenges presented by the economic environment
during the second half of 2007. It was another year in which
we distinguished our Company from others in the industry.

Fellow Shareholders:

December of 2007 marked my one-year anniversary as CEO of U.S. Bancorp. My first year |
proved to be much more than “business as usnal” for our Company and for most companies
in the financial services industry. Although our Company’s results were somewhat affected

by the rapidly changing economic environment in the latter half of the year, our overall

2007 financial performance clearly demonstrated this Company’s ability to deliver
industry-leading returns, capital generation and quality core earnings for the benefit of
our shareholders. Although our performance, both in terms of our financial results and total
return to shareholders, was relatively superior to that of the industry, 2007 total sharcholder

return was negative, and that was disappointing to me and our management ream.

During the second half of 2007, the banking industry faced issues which included the
deterioration in credit quality resulting from exposure to subprime lending and related
industry segments, as well as liquidity concerns as investors backed away from mortgage-

relared investments and corporate debt offerings.

U.S. Bancorp was not immune to the issues facing the industry, but our Company’s strong

1
balance sheet and capital position, our disciplined approach to interest rate, credit and
operational risk, in addition to our strong fee-based businesses and efficient operations,

minimized their impact on our results. ’

Overall, our credit quality remained strong in 2007, with some expected moderate increases
in net charge-offs and nonperforming assets, reflecting recent changes in the credit cycle. our
net charge-off and nonperforming asset ratios compared favorably 1o our peers, denoting our
limited exposure to the most stressed industry segments and prudent underwriting standards.
Our allowance for loan loss reserves and corresponding coverage rartos were adequate at year
end. We expect the economic environment to continue to have a somewhat negative impact
on our industry. We believe our overall conservative risk profile and prudent approach to crcdit

will serve us well going forward and mitigate its influence on our Company.

Our Company began and ended the year with a strong capital base. The profitability of our
Company has led to industry leading returns on average common equity and average assets, and
this generation of capital has enabled us to return earnings to our sharcholders through both !
dividends and share repurchases. The strength of our earnings and capital base enabled us to
return 111 percent of earnings to sharcholders in 2007. [ am especially proud of the fact that we
were able to, once again, increase our dividend last December. This marked the 36th consecutive
year in which U.S. Bancorp, through its predecessor companies, has increased its annual dividend

I
rate and the 145th consecutive year that a dividend has been paid to our shareholders.

-] U.S5. BANCORP

Total Shareholder Return

U.S. Bancorp

1Year = (7.99%
3Year = 158%
5 Year = 86.0%

S&P 500 Commercial Bank Index

1 Year {22.7}%

3 Year (9.2)% '

5Year = 36.5% ‘
|

S&P 500 Index

1Year = 5.5%
3Year = 28.1%
5 Year = B2.8%

Source: Bloomberg

Earnings Distributed
to Common Shareholders

B X —— B B . Target

132 111

05 06 07

mm Share Repurchase
&8 Common Dividends

®

History of Cash Dividends

J.S. Bancorp {(S&P 500) 1863
Toronto-Dominion Bank 1857

WGL Holdings 1862
Bank of Nova Scotia 1834
Bank of Montreal 1829
JP Morgan Chase & Co

(S&P 500) 1827
Westpac Banking ADS 1817
York Water 1816
Bank of New York Mellon

{S&P 500) 1785

Source: Stancard & Poors

LS. Bancorp has the third-fongest
record of paying a dividend of all
stocks listed on the S&P 500 and is the
ninth-oldest payer of a dividend overall




The financial highlights charts on page 4 and the financial summary on page 5 provide you with a
snapshot of our 2007 performance, but | would like to note two significant items that had an impact
on our results for 2007. We recorded a $107 million asset valuation loss in the fourth quarter related
to the purchase of certain asset-backed commercial paper holdings from several money market funds
managed by our subsidiary FAF Advisors. We also reported charges totaling $330 million representing
our proportionate share of litigation expense involving Visa®and a number of other Visa® banks.
These Visa®related charges should be more than offset by the Company’s proportionate share of the
gains that will be recognized from Visa's initial public offering, anticipated to be completed during
2008. Neither the valuation losses nor Visa® charges reflected the fundamental performance of our

businesses. Together, these items reduced 2007 earnings per share by $.17.

As we manage through these uncertain times, you may be assured that 1, the board of directors and
senior leaders of our Company will continue to manage U.S. Bancorp with transparency, the highest
levels of risk management and the long-term future of the Company as our priorities. We are not
exiting businesses; we are expanding them. We are not pulling back investments in our Company;

we are increasing resources to grow revenue, build relationships, innovare and expand.

To lead our invesrments in growth initiatives, in 2007 we established a new division, the Enterprise
Revenue Office or ERQO, reporting to me. The ERO focuses on developing new ways to build deeper
customer relationships, including new product design, and revenue sharing and incentives within

the Company. We expect these to add hundreds of millions of dollars of incremental revenue over

the next several years.

i believe that the long-term success of our Company lies in our ability to leverage the skill, attitude and
common sense of purpose of our extraordinary employees — all 54,000 of us. | want to ensure thar each
employee has everything he or she needs to excel, by creating a professional, stimulating and challenging

workplace focused on employees and their personal and professional growth and performance.

We are investing in the talent and technology that will create competitive advantages. We are building our
communities. We are expanding our capahilities while holding fast to a corporare culture that values
integrity, transparency, people and performance. | believe that's the kind of company that will best increase

the value of your investment in U.S. Bancorp and the kind of company you can be most proud of.
Our goal is to deliver earnings and a return on your investment that are consistent, predictable and repeatable,

Sincerely,

\

Richard K. Davis
Chairman, President and Chief Executive Officer

February 25, 2008

U.5, BANCORP 7




Building D
U.S. Bank believes the best way to serve its customers
is to know them, know their business, understand their

goals and anticipate their needs. We become full financial
partners and develop long-term relationships.

At US. Bank, we view every transaction as an opportunity to build deeper relationships |
with our customers. We do not pressure customers, [nstead, we listen, we learn and
try to understand every customer better in order to see how we might be a better

bank for them.

Qur customers’ goals are our goals U.S5. Bankers are knowledgeable, responsive
and thorough. They live our mission statement: We put the power of US to work for
you. Whether it's through personal contact on a business call, across the teller line,

on the telephone or even online, our goal is to let customers and prospects know that

we have their financial goals in mind. And that we have the products and services —

and especially the customer service — that can help achieve those goals. At U . S . Bank, we

Sometimes a single employee or product can be the right answer, but more often, V|eW every ’[I'ansac’[lOﬂ
it takes the collaboration and teamwork of financial professionals across many areas as an OppO rtunlty
| of the bank working together to make sure the customer gets the best we have ,
: to offer. Sometimes the answers are simple, but more often, our customers depend tO bU”d deeper
I on our regional, national and global capabilities and our expertise in specialized re|atIOﬂSh | pS W|th
fields to see the big picture and to bring to the table sophisticated solutions to
our customers.

complex questions.

Working together to build deeper, better relationships We have developed
new, more comprehensive reporting and tracking programs that let our bankers '
across all lines of business understand a customer’s full relationship so that more

advantageous recommendations and innovative solutions can be presented.

We have launched new incentive plans that encourage and reward our bankers
working together across businesses, across departments, across our customer base

and across the country, to make U.S. Bank the bank of choice for every customer. )

On the next page, you will read just a few examples of how U.S. Bank builds

deeper relationships that last for years.

8 LL.S. BANCORP




‘From private company to worldwide
health corporation with U.S. Bank
‘Cerner Corporation, headquartered
‘in Kansas City, is the leading U.S.
isupplier of healthcare information
‘technology products with clients
worldwide. Their expertise strengthens
clinical practice and helps solve
healthcare's challenges. Cerner has
been a customer since 1983, when
they were still a private company.
Cerner has grown tremendously
since then. Our expanding capabilities
have allowed us to continue to serve

Cerner’s dermanding financial needs,

‘including credit, treasury management,
lequipment finance, foreign exchange
land syndication and private debt

placement services.

Healthcare Payment Management
and more

BJC HealthCare, 'headquartered in
St. Louis, is one of the largest non-
profit healthcare organizations in the
country and a customer of ours since
its formation in 1993. Our relationship
has grown to meet the expanding
needs of BJC and its 13 hospitals
and multiple health service organiza-
tions throughout mid-Missouri and
southern lllinois, We have brought
the services and expertise of many
lines of business from commercial
lending and treasury management to
consumer banking and payment
services to benefit BJC. In support of
BJC's effort to improve its revenue
cycle, we recently implemented
Healthcare Payment Management,”
a web-based tool to enable collec-
tion of patient payments at the point
of care. We also operate an on-site
retail branch at BJC's Barnes-Jewish

Hospital medical center campus.

Building relationships helps

build companies

We’ve built our relationship with
United Properties, one of the
nation's premier real estate services
and development companies, into

a solid financial partnership that
incorporates multiple operating
accounts, a multi-million dollar
operating line of credit, construction
financing, treasury management,
corporate card, ATMs, capital market
praducts and investment services.
We could not be prouder that our
financing expertise, capabilities and
customer service have provided this
diversified real estate company, with
550 employees and 26 million
square feet of industrial, office and
retail assets management, with the

tools they need to grow.

U.5. BANCORP



Innovatlng Products

U.S. Bancorp possesses the innovative vision, disciplined
investment procedures and operational capability which
are critical in developing products, services and
delivery systems that create customer value, competitive
advantages and new sources of revenue.

Fast-paced change has long been a hallmark of the banking industry, and at no
time has this been more evident than today. Changing customer demands and
expectations have driven innovation, as have relentless competitive pressures.
Technological advances in hardware, software, programming and platforms have
facilitated innovation, making possible transactions, speed and accuracy that would

have been unimaginable just a few short years ago.

Successful history of innovation U.S. Bancorp has a successful track record
of innovation in developing and enhancing products and services, as well as a history

of intellectual property development and patent success.

One of those successes is our PowerTrack® Payment Network, providing online
commercial payment services for payables, receivables, freight, telecom, utilities and
global trade payments. Another is our SinglePoint® suite of treasury management
services from a single point of access. A third is U.S. Bank Access® Online,

a unique commercial card program management tool completely owned and
operated by U.S. Bank. Its functionality is built on Service Oriented Architecture
to leverage the latest technology and ensure scalability and flexibility, solve workflow

problems and support everyday business processes.

New ideas for tomorrow Until recently, many of our innovation efforts were
focused on improving existing products and services and improving their delivery.
Many were driven by near-term needs, with limited cross channel or product
integration. Today, U.S. Bank’s innovation process is newly structured to broaden
efforts at the enterprise level and identify future customer needs, utilizing advanced
market research techniques and the latest technology. A focus is to leverage our
strengths in payments while developing new businesses and products across all

lines of business.

Supporting innovation through investment in emerging industries
U.S. Bank also supports the innovations of pioneering companies outside of our
industry. We finance the work of original and new businesses and provide other

financial services they need to grow their businesses profitably.

10  U.S. BANCORP
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U.S. Bank supports fast-growing
wind energy industry

The U.S. currently leads the waorld
tn wind capacity growth and ranks
third globally in total wind capacity.
U.S. Bank has strong banking
relationships with leading wind
energy companies such as Airtricity
North America, which has a wind
farm portfolio with 214 megawatts
in operation and approximatety

P.0 gigawatts of wind energy in
development. Financing the wind
energy sector helps the nation deal
with envircnmental change and
energy security. U.S. Bank provides
the wind energy sector with treasury
management and investment
services, foreign exchange, credit
cards, letters of credit and financing
for wind farm construction.

Our Electronic Check Service lets
retailers accept checks as easily
and fast as card payments

U.S. Bank Electronic Check Service
is designed to convert consumer
checks to EFT (electronic funds
transfer) transactions using MICR
and check imaging so companies
can process all checks electronically.
It's an integrated end-to-end sclution
that is faster, more economical,
presents less risk to the merchant,
accelerates funds availability and
expedites end-of-day processing

for our customers. Electronic Check
Service also supports a variety

of card-based payment options,
providing companies a single solution
for all of their electronic payment
processing needs. The nation's

top retailers save time, money

and resources using U.S. Bank

Electronic Check Service.

Ground-breaking new fund helps
global development

FAF Advisors, the investment advisor
ta First American Funds, recently
launched the First American Global
Infrastructure Fund, cne of the first
of its type in the industry. The fund
allows FAF Advisors to exhibit
thought leadership and capitatize
on early-mover advantage. Global
infrastructure funds help finance the
repair, replacement, and modernization
of infrastructure worldwide. They
also support new and innovative
technology, including renewabile
energy. Infrastructure funds can also
provide valtuable diversification for
investors. The new fund offers a
highly differentiated sirategy from
its competitors and leverages the
experience of FAF Advisors’ real
estate investment team in fields

related to global infrastructure.

See page 121 for important disclosures.



Expandlng Capablhnes

U.S. Bancorp is continuously expanding its scope of

quality services, its depth of market presence and its
capacity to serve our customers wherever they may

work, live or conduct business.

At U.S. Bancorp, expansion means far more than just geographic extension —
although we continue to grow our businesses across the country and around the world.
More important than a larger franchise footprint is our success in expanding our
product and service benefits, expanding our expertise, and expanding the accessibility,

speed and security of our distribution and delivery systems.

In-market expansion continues Large banking acquisitions are not among

our priorities; however, we continue to look at smaller fill-in opportunities to expand
distribution in existing markets. We have been very successful at this type of
expansion. In February 2007, we completed the acquisition of United Financial Corp.,
the parent company of Heritage Bank in Montana. The transaction strengthened
U.S. Bank’s franchise both by enhancing its existing market presence in certain

regions of Montana and expanding into new regions of the state,

Line of business expansion in 2007 We expanded our payment capabilities
and our commercial payments services in Canada by acquiring a large Canadian
bank’s Visa® purchasing and corporate card portfolio. With our existing U.S. Bank
Canada capabilities, that expansion gave us unparalleled capacity to serve

organizations or government entities of any size in the country.

We continue to grow our wholesale banking platform on a national scale to serve
the sophisticated needs of large corporate and institutional clients. In November, we
opened a national corporate and institutional banking office in midtown New York
City, which also includes the hank’s Wealth Management division. That office bolsters
U.S. Bank's presence on the East Coast where we have been serving our clients’

corporate trust and escrow needs from our 100 Wall Street location for 14 years.

Last year, U.S. Bank purchased AIMS Logistics, a leading services provider to the
logistics industry. Our customers will have the advantage of enhanced global invoice
processing capabilities, and the purchase is expected to add billions of dollars in
invoicing processing volume to the PowerTrack Payment Network, solidifying

U.S. Bank PowerTrack as the leading commercial payment provider.

We continue to expand our payments capabilities in this country and across western
Europe. Closer to home, we continue to increase our presence in growing markets

through traditional and in-store and on-site offices.

12  U.S. BANCORP
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In-store and on-site branches
expand distribution

We successfully open 40 to 50 in-store
and corporate on-site branches
annually and now operate more than
500 of these full-service offices.
Customer response to the convenience
is extraordinary, and we are expanding
economicalty via this capital-efficient
distribution system. Qur dedicated
management team focuses exclusively
on these branches and their unique
characteristics, Non-traditional branch
locations include supermarkets,
retailers, universities, corporate facilities,
airports, hospitals, retirement
centers and other high-traffic
venues, including Churchill Downs

in Louisville, Kentucky, and
Malmstrom Air Force Base outside
Great Falls, Montana.

A world leader in payments
continues to grow

U.S. Bancorp subsidiary NOVA
Information Systems and its
European affiliate Elavon Merchant
Services are global providers of
payment processing. We leverage
that global strength, industry-leading
technology and expertise, and our
expanding reach now processes
transactions on behalf of merchants
bhased in more than 30 countries,
supporting more than 1,000,000
merchant locations. NOVA is the
third largest U.S. credit card
processor, Elaven is a top 4 acquirer
in Europe, and together, we are a
top 10 processor worldwide.
Ever-expanding services include
credit and debit card processing,
electronic check services, gift
cards, dynamic currency conversion,
multi-currency support, and cross-
border acquiring.

Mobile Banking provides
anywhere, anytime access

U.S. Bank is developing new access
for customers using their mobile
phones. Cell phone text alerts keep
customers current an account
activities and now account for
700,000 messages per day.

U.S. Bank, MasterCard Worldwide
and Nokia partnered to introduce

a mobile pitot program in Spokane,
Washington to allow customers to
make purchases by “tapping” their
specially equipped mobile phone at
the point of sale at stores, vending
machines. cinemas, and restaurants.
Soon, customers wilt be able to
view account history and balances
over the mobile web, transfer
funds between accounts, pay bills
and more.




Engaging employees through
knowledge, networking

and opportunity

In an industry that leads in the use and
development of technology, we recognize
it’s people who make technology
effective. In an economic climate that

demands corporate results, we never

forget it's people who deliver those results.

In a competitive environment, we
appreciate that it’s our employees” skills

and attitudes that create customer loyalry.

We have put renewed focus on creating
opportunities for our 54,000 employecs.
We want to recruit the best and keep the
best and develop the full potential of
every employee. Our goal is to give
employees the knowledge and tools they
need to be successful in their work,
combined with recognition, reward and
growth opportunity. We see that engaged

employees connect with corporate goals,
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contribute more to the success of the
company, serve customers well and

ultimately increase shareholder return.

The four-part logo shown above reflects
our primary employee programs. Some
link employees to one another and to the
organization. Others promote professional
and personal growth. Rewards include
performance incentives, as well as other
recognition, perks and benefits. Other
programs offer development and
networking opportunities for employees
in leadership positions and for those

who aspire to be.

People, performance, pride

We recently warked with employees
to produce a short film that features
our employees sharing their pride in
their work at U.S. Bank, in their own
words. It’s a valuable recruiting and

retention tool.

We debured the film at our January
2008 all-employee “Celebration of US”
meetings in 75 different locations across
the country. We celebrated employee
contributions, shared company goals,
strategies and results, and announced
new employee benefit and reward
programs. An example of the new
prog!rams include a Five Star Volunteer
Day, a day off with pay to volunteer
with a non-profit organization of the
employee’s choice. We also announced
the greation of an Employee Assistance
Fund to which employees can voluntarily
contribute to assist fellow employees
who may experience financial stress

due to natural disasters, tllness or

other difficulties, And, we announced

a sp%zcial Appreciation Bonus for 46,000

|
cligible employees.




Iw, \\\ \\}\'\\

1.S. Bancorp focuses on
environmentat sustainability

As part of its environmental
commitent, in the summer of 2007,
U.S. Bancorp created a new position,
the Environmental Policy Dircctor.,
The director’s role is to coordinate
efforts across all business lines and
across our national foorprint o ensure
that U.S. Bank is an environmentally
responsible corporate cicizen and
lcader. Thisis a meaningful undertaking

and will not occur overnight.

The Director formed the Environmental
Task Force with the goal of developing
a company-wide environmental policy
by year cnd 2007. The policy was final-
ized in January. The rask force includes
members from business lines through-
out the company and recommends
environmental initiatives © address the
company’s business pracrices, products

and services, internal operations and

employee involvement.

U.S. Bancorp recognizes the importance
of environmental sustainability. Qur
CUSTOMIETS, COMITNITES, sharcholders,
investors, and employeces expect

11,5, Bancorp to act in an environmen-
rally responsible manner, and it is

our responsibility as good corporate

citizens to respect those expectanons.

Although we have made progress in
recent years, it is our intent to address
environmental sustainability issucs in a
more systematic manner moving forward.
We will he leveraging our interial
expertise, as well as the power of our
employees, to positively impact the
environment through new opportunitics
and our programs ontlined below.
.5, Bancorp has several energy
reduction ininatives currently underway
including the use of Energy Star rated
appliances and equipment, lighting
retro fir upgrades and adding program-
mable thermostats for increased HVAC

control. In addition to the focus on

areas of direct control, we are providing
energy saving tips to our employees s0

they can assist in our efforts.

U.5. Bancorp will serive 1o invest in
new fnancial products and services
that will help sustain our resources and
the environment and promote cnergy
conservation, the reduction of waste
and other environmental iniriagives.
We will pursue OppoTEUDITEs to develop
products and services that will have

a positive Impact on the environment
while assisting our clients in meering
their personal waste reduction, recychng,

and energy conservation goals.

U.S. Bancorp's focus on key issues
“The rask force addresses the following
major issucs: chimate change, forest
protection, internal operations, employee
involvement, environmental investments,

produocts and services.




Building Communities

Putting the power of U.S. Bank

to work for our communities

U.S. Bank is active in the communities
we serve, helping to assure access to
financial resources, information and
expertise that will foster economic
development, create affordable housing,
support the arts, and further educational

and social programs.

We partner with many organizations,
v as well as provide U.S. Bank financial,
volunteer and leadership supporrt 1o a

wide variety of communiry initiatives.

In 2007, nearly $20 million was
contributed in grants to thousands

of charitable organizations through the
U.5. Bancorp Foundation in support

of economic opportunity, education and

artistic and cultural enrichment.

In 2007, thousands of U.S. Bancorp
employees devoted tens of thousands
of hours of volunteer time to support

communities and causes.
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Community Build Day — U.S. Bank
employees’ efforts recognized
More than 5,000 U.S. Bank employees

participated in 194 Community Build

Day events, in 119 cities in 30 states in
2007 helping more than 5,000 families.
The Financial Services Roundtable, a
trade association of 100 of the largest
integrated finarncial services companies in
the nation, sponsors this nationwide
event annually. The Roundtable awarded
1.S. Bank its Community Build Day
Leadership Award in honor of all our
employees nationwide ar an all-employee

celebration in January,

U.S. Bank Development Network
fosters leadership and service
Development Network chapters assist
employees in taking an active role in
their careers and personal development
and community service. Currently

54 Development Network chapters are

active across the U.S.

Five Star Volunteer Day program
and Five Star Volunteer Awards
U.S. Bank has inaugurated Five Star
Volunteer Day which allows employees
up t6 a full day off — with pay —to
volunteer with a non-profit organization
or E\E'cnt. New in 2008, this program
further encourages U.S. Bank employees

to help build their communities.

Each? year U.S. Bank presents the

Five Star Volunteer Award to our most
outstanding employee volunteers. In
2007 we recognized 135 employees in
26 states and the District of Columbia,
chosen from more than 300 nominations.
In honor of their dedication to their
communities, U.S. Bank contributed over
$100,000 to the nonprofit organizations

where they volunteer.




Building Deeper Customer Relationships
el

at A;}g_-Pr.od,ucts and Services
._E‘;_(panding Capabilities and Distribution

The following pages discuss in greater detail the results we

achieved in 2007 by investing resources in the three crucial

| areas listed above. In management’s discussion and analysis of
our ongoing operations, you'll also learn about the strategies,
policies and procedures we employ to keep U.S. Bancorp strong
and our earnings consistent, predictable and repeatable.
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Management’s Discussion and Analysis

OVERVIEW

In 2007, U.S. Bancorp and its subsidiaries {the “Company™)
continued to demonstrate its financial strength and
shareholder focus, despite a particularly challenging
economic environment for the banking industry, Throughout
2007, the mortgage lending and homebuilding industries
experienced stress resulting in higher delinquencies, net
charge-offs and nonperforming loans for the industry,
especially within the sub-prime mortgage sector. The
financial markets experienced significant wrbulence during
the second half of 2007 as the impact of sub-prime mortgage
delinquencies, defaults and foreclosures adversely affected
investor confidence in a broad range of investment sectors
and asset classes. Despite these challenges, the Company’s
prudent credit culture, balance sheet strength and capital
management enabled it to manage through the turbulent
market conditions. The Company’s financial strength
enabled it to remain focused on organic growth and
investing in business initiatives that strengthen its presence
and product offerings for customers. This focus over the past
several years has created a well diversified business,
generating strong fee-based revenues that represented over
50 percent of toral net revenue in 2007. While net interest
income declined in 2007 due to lower net interest margins,
average earning assets increased 4.5 percent year-over-year,
despite a very competitive credit environment in the first half
of the year. By the end of 2007, the Company’s net interest
margin was beginning to stabilize and average earning assets
grew by 11.1 percent, on an annualized basis, in the fourth
quarter, compared with the third quarter of 2007. The
Company’s performance was also driven by the continued
strong credit quality of the Company’s loan portfolios,
despite stress in the mortgage lending and homebuilding
industries and an anticipated increase in consumer charge-
offs, primarily related to credit cards. The ratio of
nonperforming assets to total loans and other real estate was
.43 percent at December 31, 2007, compared with

.41 percent at December 31, 2006. Total net charge-offs
were .54 percent of average loans outstanding in 2007,
compared with .39 percent in 2006. In 2008, credit quality
within the industry is expected to continue to deteriorate.
While the Company’s loan portfolios are not immune to
these economic factors and will deteriorate somewhat, credit
quality trends of the Company are expected to be
manageable through the foreseeable business cycle. Finally,
the Company’s efficiency ratio (the ratio of noninterest
expense to taxable-equivalent net revenue excluding net
securities gains or losses) was 49.3 percent in 2007,
compared with 45.4 percent in 2006, and conrtinues to be an
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industry leader. The Company’s ability to effectively manage
its cost structure has provided a strategic advantage in this
highly competitive environment. As a result of these factors,
the Company achieved a return on average common equity
of 21.3 percent in 2007.

The Company’s strong performance is also reflected in
its capital levels and the favorable credit ratings assigned by
various credit rating agencies. Equity capital of the
Company continued to be strong at 5.1 percent of tangible
assets at December 31, 2007, compared with 5.5 percent at
December 31, 2006. The Company’s regulatory Tier 1
capital ratio was 8.3 percent at December 31, 2007,
compared with 8.8 percent at December 31, 2006. In 2007,
the Company’s credit ratings were upgraded by Standard &
Poor’s Ratings Services. Credit ratings assigned by various
credit rating agencies reflect the rating agencies’ recognition
of the Company’s industry-leading earnings performance and
credit risk profile.

In concert with this financial performance, the
Company achieved its objective of returning at least
80 percent of earnings to sharcholders in the form of
dividends and share repurchases by returning 111 percént of
2007 earnings to sharcholders. In December 2007, the
Company increased it cash dividend by 6.3 percent from
the dividend rate of the fourch quarter of 2006. During
2007, the Company continued to repurchase common shares
under the share repurchase program announced in August
2006.

The Company’s financial and strategic objectives are
unchanged from those goals that have enabled it to deliver
industry-leading financial performance. While net income
declined in 2007 and 15 expected to grow somewhat
moderarely in 2008, the Company’s financial objectives are
to achieve 10 percent long-term growth in earnings per
common share and a return on common equity of at least
20 percent. The Company will continue to focus on
effectively managing C;redit quality and maintaining an
acceptable level of credit and earnings volatility. The
Company intends to achieve these financial objectives by
providing high-quality customer service and continuing to
make strategic investments in businesses that diversify and
generate fee-based revenues, enhance the Company’s
distribution network or expand its producr offerings. Finally,
the Company continues to target an 80 percent return of
earnings to its shareholders through dividends or share
repurchases.

Eamings Summary Tbe Company reported net income of
$4.3 billion in 2007, or $2.43 per diluted common share,
compared with $4.8 billion, or $2.61 per diluted common




share, in 2006. Return on average assets and return on

technology, relationship management and other customer

average common equity were 1.93 percent and 21.3 percent, service initiatives and product innovations. Also, credit

respectively, in 2007, compared with returns of 2.23 percent losses increased in 2007 due to loan portfolio growth,

and 23.6 percent, respectively, in 2006. The decline in the

Company’s net income was driven by several significant
pany ¥ B

itemns discussed below and management’s decision to further deterioration in consumer credit quality experienced

invest in payment services businesses, geographical presence, throughout the banking industry.

SELECTED FINANCIAL DATA

Year Ended Dacember 31

somewhat higher levels of nonperforming assets from stress

in the mortgage lending and homebuilding industries and

{Dollars and Shares in Millions, Except Per Share Data) 2007 2006 2005 2004 2003
Condensed Income Statement
Net interest income (taxable-equivalent basis)(a) .. ... ... $ 6,764 $ 6,790 $ 7,088 $ 7,140 $ 7217
Noninterestincome. . .. .. ... ..., . ... . ... ... .., 7.157 6,832 6,151 5,624 5,068
Securities gains (losses), met . . ... ... ... .. oL 15 14 (108) (105} 245
Totalnetrevenue. . . ... .. . . e 13,936 13,636 13,133 12,659 12,530
Noninterestexpense. . ... ...... ... .. i, 6,862 6,180 5,863 5,785 5,597
Provision for creditfosses . ... ... ... ... ... ..., 792 544 666 669 1,254
Income from continuing operations before taxes . . .. . .. 6,282 6,412 6,604 6,205 5,679
Taxable-equivalent adjustment . . .. ... .............. 75 49 33 29 28
Applicableincometaxes .. ... .......... ... ... ..,. 1,883 2,112 2,082 2,009 1,941
Income from continuing operations . . .. ............ 4 324 4,751 4,489 4,167 3,710
Disconfinued operations (aftertax} . ................. - - - - 23
Netincome. . .. ....... .. .. .. . ... $ 4324 $ 4751 $ 4,489 $ 4167 $ 3,733
Net income applicable to common equity . . . ... ... ... $ 4,264 $ 4,703 § 4,489 $ 4,167 $ 3733
Per Common Share
Earnings per share from continuing operations ... ....... 5 246 $ 264 $ 245 $ 221 $ 193
Diluted earnings per share from continuing operations . . . .. 243 2.61 2.42 2.18 1.92
Earningspershare. . .. ..., ... 0. i 2.46 2.64 2.45 2.21 1.94
Diluted earnings pershare. . . .. ................... 2.43 2.61 2.42 2.18 1.93
Dividends declared pershare . . . .. ................. 1.625 1.390 1.230 1.020 855
Bookvalueparshare . ....... ... ... .. .. . ... 11.60 11.44 11.07 10.52 10.01
Market valuepershare . . . ....................... 31.74 36.19 29.89 31.32 29.78
Average common shares outstanding . ... ............ 1,735 1,778 1,831 1,887 1,924
Average diluted common shares outstanding .. ......... 1,758 1,804 1,857 1,913 1,936
Financial Ratios
Returnonaverageassets . . ...................... 1.93% 2.23% 2.21% 217% 1.99%
Return on average common equity . .. ............... 213 236 225 21.4 18.2
Net interest margin (taxable-equivalent basis} {a). . . ... ... 347 3.65 3.97 4.25 4.49
Efficiencyratio () .. ... ... . . 49.3 45.4 443 453 456
Average Balances
LOans. . . e e e $147.348 $140,601 $131,610 $120,670 $116,937
Loansheldforsale. .. .......................... 4,298 3.663 3.290 3.079 5,041
Investment securities .. ......... ... ... ... ..., 41,313 35,961 42,103 43,009 37,248
Earningassets. . . ...... ... ... ... .. .., 194,683 186,231 178,425 168,123 160,808
ASSBIS . . . L e e 223,621 213,512 203,198 191,593 187,630
Morinterest-bearing deposits . . .. .................. 27,364 28,755 29,229 29,816 31,715
Deposits. . . ... ... ... e e 121,075 120,589 121,001 118,222 116,553
Shert-term borrowings, . . .. .. .. ... ... . . 28,925 24,422 19,382 14,534 10,503
Longtermdebt ... ... . ... 44 560 40,357 36,141 35,115 33,663
Shareholders’equity . . .. ... ... ... ... ... ... . ... 20,997 20,710 19,953 19,459 19,393
Period End Balances
T $153,827 $143,597 $136,462 $124,941 $116,811
Allowance forcreditlosses. . .. .................... 2,260 2,256 2,251 2,269 2,369
Investment securities . . .......... ... ... .. . . ... 43,116 40,117 39,768 41,481 43,334
Assels ... e 237,615 219,232 209,465 195,104 189,471
Deposits . . . ... .. e e 131,445 124,882 124,708 120,741 118,052
Longstermdebt ... ... ... ... ... . ... . e 43,440 37,602 37.069 34,739 33,816
Shareholders' equity . . .. . ... ... . . ... 21,048 21,187 20,086 19,539 19,242
Regulatory capital ratios
Tiertecapital .. ... ... ... . . ... .. e 8.3% 8.8% 8.2% 8.6% 9.1%
Total risk-based capital. . . . ..................... 12.2 12.6 12.5 13.1 13.8
Leverage . . . e e e 7.9 8.2 76 7.9 8.0
Tangible commonequity. . . ....... ... . ... ... 5.1 5.5 5.9 6.4 6.5

{a) Presentad on & fully taxabla-equivalent basis utiizing a tax rate of 35 percent.

(b} Computed as naninterest axpense divided by the sum of net interes! incomea on a taxable-aquivalent basis and nonirteras! iNcome excluding securtias gains flosses), net.
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Total net revenue, on a taxable-equivalent basis for
2007, was $300 million (2.2 percent) higher than 2006,
primarily reflecting a 4.8 percent increase in noninterest
income, partially offset by a .4 percent decline in net interest
income from a year ago. Noninterest income growth was
driven primarily by organic growth in fee-based revenue of
8.6 percent, muted somewhat by $107 million of market
valuation losses related to securities purchased during 2007
from cerrain money marker funds managed by an affiliate.
Refer to the “Market Risk Management” section for further
information on securities purchased from cerrain money
market funds managed by an affiliate. The fee-based revenue
growth was further offset by the net favorable impact in
2006 of $142 million from several previously reported items,
including a $50 million gain related to certain derivatives,
$67 million of gains from the initial public offering and
subsequent sale of equity interests in a cardholder
association, a $52 million gain from the sale of a 401(k)
defined contribution recordkeeping business and a
$10 million gain related to a favorable settlement in the
merchant processing business, offset by a $37 million
reduction in mortgage banking revenue due principally to
the adoption of fair value accounting for mortgage servicing
rights {*MSRs”). The modest decline in net interest income
reflected growth in average earning assets, more than offset
by a lower net interest margin. In 2007, average carning
assets increased $8.5 billion (4.5 percent), compared with
2006, primarily due to growth in total average loans of
$6.7 billion {4.8 percent} and investment securities of
$1.4 billion (3.4 percent). The net interest margin in 2007
was 3.47 percent, compared with 3.65 percent in 2006. The
year-over-year decline in net interest margin reflected lower
credit spreads given the competitive environment, a flat yield
curve during early 2007 and lower net free funds relative to
a year ago. In addition, funding costs were higher as rates
paid on interest-bearing deposits increased and the funding
mix continued to shift toward higher cost deposits and
wholesale funding sources. These adverse factors impacting
the net interest margin were offset somewhat by higher loan
fees.

Total noninterest expense in 2007 increased
$682 million (11.0 percent), compared with 2006,
representing an efficiency ratio of 49.3 percent in 2007,
compared with 45.4 percent in 2006. The increase included
$330 million of charges recognized in 2007 for the
Company’s proportionate share of a contingent obligation to
indemnify Visa Inc. for certain litigation matters, including
the settlement between Visa U.S.A. Inc, and American
Express {collectively “Visa Charge”}. For more information
on the Visa Charge, refer to Note 21 of the Notes o
Consolidated Financial Statements. Additionally, the increase
in noninterest expense was caused by specific management
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decisions to make further investments in revenue-enhancing
business initiatives designed to expand the Company’s
geographical presence, :strengthen corporate and commercial
banking relationship n{anagement, capitalize on current
product offerings, further improve technology and support
innovation of products and services for customers. Growth
in expenses from a year ago also included costs related to
acquired payments businesses, investments in affordable
housing and other tax-advantaged products, an increase in
credit-related costs for other real estate owned and collection
activities, and an increase in merchant airline processing
expenses primarily due to sales volumes and business
expansion with a major airline. The increase in these costs
was partially offset by a $33 million debt prepayment charge
recorded in 2006. { :

The provision for credit losses was $792 million for
2007, an increase of $248 million (45.6 percent) from 2006,
reflecting growth in credit card accounts, increasing retail
loan delinquencies and higher commercial and consumer
credit losses from a year ago. In addition, the provision for
credit losses in 2006 partially reflected the favorable residual
impact on net charge-(,:»ffs, principally for credit cards and
other retail charge-offs, resulting from changes in
bankruptcy laws enacted in the fourth quarter of 2005.

STATEMENT OF INCOME ANALYSIS

Nat Interest Income Ne: interest income, on a taxable-
equivalent basis, was $6.8 billion in 2007, $6.8 billion in
2006 and $7.1 billion in 2005. Average earning assets were
$194.7 billion for 2007, compared with $186.2 billion and
$178.4 billion for 2006 and 2005, respectively. The
$8.5 billion (4.5 percent) increase in average earning assets
for 2007, compared with 2006, was primarily driven by
growth in total average loans of $6.7 billion (4.8 percent)
and average investment securities of $1.4 billion

(3.4 percent). The positive impact on net interest income
from growth in earning assets was more than offset by a
lower net interest margin from a year ago. The net interest
margin in 2007 was 3,47 percent, compared with

3.65 percent and 3.97'percent in 2006 and 20085,
respectively. The 18 basis point decline in 2007 net interest
margin, compared with 2006, reflected the competitive
business environment in 2007, the impact of a flatr yield
curve during the first half of the year and declining net free
funds relative to a year ago. Compared with 2006, credit
spreads tightened by approximately 6 basis points across
most lending products due to competitive loan pricing. The
reduction in net free funds was primarily due to a decline in
non-interest bearing deposits, an investment in bank-owned
life insurance, share répurchases through mid-third quarrer
2007 and the impact of acquisitions. In addition, funding
costs were higher as rates paid on interest-bearing depaosits




ANALYSIS OF NET INTEREST INCOME

2007 2006

{Dollars in Millions) 2007 2008 2005 v 2006 v 2005
Components of Net Interest Income

Income on earning assets {taxable-equivalent basis) (a). . $ 13,309 $ 12,351 $ 10,584 $ 958 $1,767

Expense on interest-bearing liabilities (taxable-equivalent

Dasis) . ... e e 6,545 5,561 3,496 984 2,065

Net interest income (taxable-equivalent basis). . . ... ... .. $ 6,764 5 8790 $ 7,088 $ (26) $ (298)
Net interest income, asreported . . . . ... ............. $ 6,689 $ 6741 $ 7,055 $ (52) $ (314)
Average Yields and Rates Paid

Earning assets yield (taxable-equivalent basis) . . . . . ... 6.84% 6.63% 5.93% 21% T0%

Rate paid on interest-bearing liabilities (taxable-equivatent

basis) . . ... . 3.91 3.55 2,37 .36 1.18

Gross interest margin (taxable-equivalent basis) . .. ... ... 2.93% 3.08% 3.56% {.19)% (.48)%
Net interest margin (taxable-equivalent basis) . . ... ... ... 3.47% 3.65% 3.97% (.18)% (.32)%
Average Balances

Investment securities . . . ....... ... .. . ... . ... .. $ 41,313 $ 39,961 $ 42103 $ 1,352 $(2,142)

Loans .. ... .. e e e 147,348 140,601 131,610 6,747 8,991

EBarningassets . ........ ... ... . ... ... 194,683 186,231 178,425 8,452 7,806

Interest-bearing liabilities. . .. ................... 167,196 156,613 147,295 10,583 9,318

Netfreefunds (b} ........................... 27,487 29,618 31,130 (2,131) {1,512)

(8) Interast and retes are presented on a fully taxable-equivalent basis utiizing a fadera! tax rate of 35

parcent,

(b) Represents noninterest-bearing depesits, alowance for foan losses, unrealized gain (foss) on avaiable-for-sale secunlties, non-saming assels, other noninterest-bearing liabilities and equity.

increased and the funding mix continued to shift toward
higher cost deposits and other funding sources. An increase
in loan fees partially offset these factors. During the second
half of 2007, the financial markets experienced significant
turbulence as the impact of sub-prime mortgage
delinquencies, defaults and foreclosures adversely affecred
investor confidence in a broad range of investment sectors
and asset classes. In response to certain liquidity disruptions,
the increasing risk of a credit crunch and other economic
facrors, the Federal Reserve Bank began to reduce interest
rates beginning in September 2007, in an effort to stimulate
the economy and restore investor confidence in the financial
markets. Since that time, the target Federal Fund rate
declined 100 basis points through year-end and another

125 basis points during January 2008. If the Federal Reserve
Bank leaves rates unchanged from the current Federal Funds
rate of 3.00 percent, the Company would expect the net
interest margin to remain relatively stable ar levels similar to
2007. This outlook is based on expectations that credit
spreads will improve slightly, higher yielding retail loans will
continue to grow, funding and liquidity in the overnight
financial markets will normalize and the Company will
resumne its share repurchase program after the first quarter of
2008.

Average loans in 2007 were $6.7 billion (4.8 percent)
higher than 2006, driven by growth in retail loans,
commercial loans and residential mortgages of $3.3 billion
(7.7 percent), $2.4 billion (5.2 percent) and $1.0 billion
(4.9 percent}, respectively, partially offser by a modest

decline in commercial real estate loans of $.2 billion

{.6 percent). The favorable change in average retail loans
included strong growth in credit card balances of
25.4 percent as a result of growth in branch originated, co-
branded and financial institution partner portfolios, Average
installment loans, including automobile loans, increased
11.2 percent from a year ago. Average home equity loans
increased at a more moderate growth rate of 5.1 percent,
impacted somewhat by the changing trends in residential
home valuations, while retail leasing balances declined
approximately 8.4 percent from a year ago. The increase in
average commercial loans was principally due to growth in
corporate and industrial lending, equipment leasing and
caorporate payments product offerings. The decline in
average commercial real estate balances reflected customer
refinancing activities in the capital markets during the first
half of 2007, a decision by the Company to reduce
condominium construction financing and the impact of a
economic slowdown in residential homebuilding since 2006.

Average investment securities were $1.4 billion
(3.4 percent) higher in 2007, compared with 2006. The
increase principally reflected higher balances in the
municipal securities portfolio and the purchase in the fourth
quarter of 2007 of securities from certain money market
funds managed by an affiliate. This increase was partially
offset by a reduction in mortgage-backed assets due to
prepayments. Refer to the “Interest Rate Risk Management”
section for further information on the sensitivity of net
interest income to changes in interest rates.

Average noninterest-bearing deposits in 2007 were
$1.4 billion (4.8 percent) lower than 2006. The year-over-
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NET INTEREST INCOME — CHANGES DUE TO RATE AND VOLUME (a)

2007 v 2006 2006 v 2005
(Dollars in Millions) Volume Yield/Rate Total ~ Volume Yiald/Rata " Total
Increase (decrease} in
Interest Income
Investment securities. . . .............. $ 70 $ 106 $176 $(100) $ 201 $ 101
Loans heldforsale .. ................ 4 - 41 ‘ 20 35 55
Loans
Commercial. . . .................. 155 19 174 164 304 468
Commercial realestate . . . .......... (12) (13) (25) 51 249 300
Residential mortgages .. ........... 60 70 130 ©167 56 223
Retail .. ....................... 279 199 478 ] 167 a0 577
Totalloans . . ................. 482 275 757 549 1,019 1,568
Otherearningassets. . . .............. (22) 6 (16} 45 (2) . 43
Total earning assets. .. .......... 571 387 958 ' 514 1,253 1,767
Interest Expense
Interest-bearing deposits
Interestchecking . . ............... 25 93 118 5 93 98
Money market savings .. ........... (28) 110 az (32) 243 211
Savingsaccounts. . . ... ... ...l (1) 1 - (1) 5 4
Time certificates of deposit less than
$100,000.................... 34 86 120 17 118 135
Time deposits greater than $100,000. . . . 2 43 45 : 51 331 , 382
Total interest-bearing deposits . . . . . . 32 333 365 40 790 830
Short-term borrowings . . . . ............ 229 60 289 179 a73 552
Longtermdebt. .. ..... ... . ... .. ... 201 129 330 . 145 538 683
Total interest-bearing liabilities . . . . . . 462 522 984 364 1,701 2,065
Increase (decrease) in net interest incoms .. $109 $(135) $ (26} $ 150 $ (448) $ (298)

(a) This tabie shows the components of the change in net intergst income by volume and rate on a taxable-equivalent basis tilizing a tax rate of 35 percent. This table does not take into
account the level of noninterest-bearing funding, nor does it fully reflect changes in the mix of assets end fabiities. The change in interast fot solely due to changes in volume or rates has

been allocated on a pro-rata basis to volume and vield/rate.

year decrease reflected a decline in personal and business
demand deposits, partially offset by higher trust deposits.
The decline in personal demand deposit balances occurred
within the Consumer Banking business line. The decline in
business demand deposits occurred within most business
lines as business customers utilized deposit balances to fund
business growth and meet other liquidity requirements.

Average total savings products increased $.9 billion
(1.7 percent) in 2007, compared with 2006, as increases in
interest checking balances more than offset declines in
money market and savings balances, primarily within
Consumer Banking. Interest checking balances increased
$2.6 billion {(10.9 percent) in 2007, compared with 2006,
due to higher broker-dealer, government and institutional
trust balances. Average money market savings balances
declined year-over-year by $1.3 billion (5.0 percent) as a
result of the Company’s deposit pricing decisions for money
market products in relation to other fixed-rate deposit
products. During 2007, a portion of branch-based money
market savings accounts migrated to fixed-rate time
certificates, as customers took advantage of higher interest
rates for these products.

22 U.S. BANCORP

Average time certificates of deposit less than $100,000
were $.9 billion (6.5 percent) higher in 2007, compared with
2006. The year-over-yéar prowth in time certificates less
than $100,000 was primarily due to branch-based time
deposits, reflecting customer migration to higher rate deposit
products and pricing decisions for these products. Average
time deposits greater than $100,000 were basically
unchanged in 2007, compared with 2006. Time deposits
greater than $100,000 are largely viewed as purchased funds
and are managed at levels deemed appropriate, given
alternative funding sources.

The decline in net interest income in 2006, compared
with 2005, reflected growth in average earning assets, more
than offset by a lower net interest margin. The $7.8 billion
(4.4 percent) increase in average earning assets for 20086,
compared with 2003, was primarily driven by growth in
average loans, partially offset by a decrease in average
investment securities. The 32 basis point decline in net
interest margin in 2006, compared with 2008, reflected the
competitive lending environment and the impact of a flatter
yvield curve. The net interest margin also declined due to
funding incremental asset growth with higher cost whalesale

funding, share repurchases and asset/liability decisions. An




increase in the margin benefit of net free funds and loan fees
partially offset these factors.

Average loans in 2006 were higher by $9.0 billion
(6.8 percent), compared with 2005, driven by growth in
residential mortgages, commercial loans and retail loans.
Average investment securities were $2.1 billion {3.1 percent)
lower in 2006, compared with 2005, principally reflecting
asset/liability management decisions to reduce the focus on
residential mortgage-backed assets given the rising interest
rate environment i 2006 and the mix of loan growth
experienced by the Company. Average noninterest-bearing
deposits in 2006 were $.5 billion (1.6 percent) lower than in
2005. The year-over-year decrease reflected a decline in
personal and business demand deposits, partially offset by
higher corporate trust deposits resulting from acquisitions.
Average total savings products declined $2.1 billion
(3.6 percent) in 2006, compared with 2005, due to
reductions in average money market savings and other
savings accounts, partially offset by an increase in interest
checking balances. Average money market savings account
balances declined from 2005 to 2006 by $2.6 billion
(9.0 percent), primarily due to a decline in branch-based
balances. The decline was primarily the result of the
Company’s deposit pricing decisions for money market
products in relation to other fixed-rate deposit products
offered. During 2006, a portion of branch-based money
market savings balances migrated to fixed-rate time
certificates to take advantage of higher interest rates for
these products. Average nme certificates of deposit less than
$100,000 and average time deposits greater than $100,000
grew $.6 billion (4.3 percent) and $1.6 billion (7.7 percent},
respectively, in 2006 compared with 2005, primarily driven
by the migration of money market halances within the
Consumer Banking and Wealth Management 8¢ Securities
Services business lines, as customers migrated balances to
higher rate deposits.

Provision for Credit Losses The provision for credit losses
is recorded to bring the allowance for credit losses to a level
deemed appropriate by management, based on factors
discussed in the “Analysis and Determination of Allowance
for Credit Losses™ section.

In 2007, the provision for credit losses was
$792 million, compared with $544 million and $666 million
in 2006 and 2003, respectively. The $248 million
{45.6 percent) increase in the provision for credit losses in
2007 reflected growth in credit card accounts, increasing
loan delinquencies and nonperforming loans, and higher
commercial and consumer credit losses from a year ago. In
addition, the provision for 2006 partially reflected the
favorable residual impact on net charge-offs, principally for
credit cards and other retail charge-offs, resulting from
changes in bankruptcy laws enacted in the fourth quarter of

20035. Nonperforming loans increased $87 million

(18.5 percent) from December 31, 2006, as a result of stress
in condominium and other residential home construction.
Accruing loans ninety days past due increased $235 million
{67.3 percent), primarily related to residential mortgages,
credit cards and home equity loans. Restructured toans that
continue to accrue interest increased $127 million

(31.3 percent), reflecting the impact of programs for certain
credit card and sub-prime residential mortgage customers in
light of current economic conditions. Net charge-offs
increased $248 million (45.6 percent) from 2006, primarily
due to an anticipated increase in consumer charge-offs
principally related to growth in credit card balances, and
somewhat higher commercial loan net charge-offs. In
addition, net charge-offs were lower during 2006, reflecting
the beneficial impact of bankruptcy legislation that went
into effect during the fourth quarter of 2005.

The $122 million (18.3 percent) decrease in the provision
for credit losses in 2006, compared with 2003, reflected stable
credit quality in 2006 and the adverse impact in the fourth
quarter of 2005 on net charge-offs from changes in bankruptcy
laws enacted in 2003. Nonpetforming loans, principally
reflecting favorable changes in the quality of commercial loans,
declined $74 million from December 31, 2005. However,
accruing loans ninety days past due and restructured loans thar
continue to accrue interest increased by $186 million over this
same period. Net charge-offs declined $141 million from 2003,
principally due to the impact of changes in bankruptey laws
that went into effect during the fourth quarter of 2005. In
2005, approximately $64 million of incremental net charge-offs
occurred due to the change in bankruptcy laws and a separate
policy change related 1o overdraft balances. As a result of these
changes, bankruptcy charge-offs were lower in 2006, while
customers experiencing credit deterioration migrated further
through contractual delinquencies. Refer to “Corporate Risk
Profile” for further information on the provision for credit
losses, net charge-offs, nonperforming assets and other factors
considered by the Company in assessing the credit quality of
the loan portfolio and establishing the allowance for credit
losses.

Noninterest Income Noninterest income in 2007 was

$7.2 billion, compared with $6.8 billion in 2006 and

$6.0 billion in 2005. The $326 million {4.8 percent) increase
in 2007 over 2006, was driven by strong organic fee-based
revenue growth (8.6 percent) in most fee categories, offset
somewhat by the $107 million in valuation losses related to
securities purchased from certain money market funds
managed by an affiliate. Additionally, 2006 included several
significant items representing approximately $142 million of
incremental revenue, including: higher trading income
related to gains from the termination of certain interest rate
swaps, equity gains from the initial public offering and
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NONINTEREST INCOME

2007 - 2008
(Dollars in Millions) 2007 2006 2005 v 2006 v 2005
Creditanddebitcardrevenue . . ... ... ................ $ 949 $ 800 $ 713 18.6% 12.2%
Corporate payment products revenue . . ... .............. 631 557 488 13.3 141
ATM processing SeviCes . .. ... .o vt it 245 243 229 §:] 6.1
Merchant processingservices . . . .. .. ... ... L L L. 1,101 963 ‘ 770 14.3 © 251
Trust and investment managementfees . ................ 1,339 1,235 1,009 8.4 224
Deposit servicecharges. .. ........... .. ... ... ... .. 1,058 1,023 928 34 10.2
Treasury managementfees. . .. ........... ... ....... 472 441 437 7.0 9
Commercial products revenue . . . .. ................... 433 415 400 4.3 3.8
Mortgage bankingrevenue . .. .... .. .. ... ... ... 259 192 : 432 349 (55.6)
Investment products fees and commissions. . . ............ 146 150 . 152 (2.7 {1.3)
Securities gains (losses), net . ... ... ... . .. 15 14 (106) 71 *
Other . .. e 524 813 ‘ 593 (35.5) 37.1
Total noninterestincome . .. .........ciiii ., 7,172 $6,846 $6,045 4.8% ' 13.3%

* Not meaningful

subsequent sale of the equity interests in a cardholder
association, a gain on the sale of a 401{k} defined
contribution recordkeeping business, and a favorable
settlement in the merchant processing business, offset by
lower mortgage banking revenue due to adopting fair value
accounting standards for MSRs.

The growth in credit and debit card revenue of
18.6 percent was primarily driven by an increase in
customer accounts and higher customer transaction volumes
from a year ago. The increase coincides with the strong
organic growth in credit card balances during the year. The
corporate payment products revenue growth of 13.3 percent
reflected growth in customer sales volumes and card usage,
and the impact of an acquired business. Merchant processing
services revenue was 14,3 percent higher in 2007, compared
with 2006, reflecting an increase in customers and sales
volumes on both a domestic and global basis. Trust and
investment management fees increased 8.4 percent primarily
due to core account growth and favorable equity market
conditions during the year, Deposit service charges were
3.4 percent higher year-over-year due primarily to increased
transaction-related fees and the impact of continued growth
in net new checking accounts. This growth in deposit
account-related revenue was muted somewhat as service
charges, traditionally reflected in this fee category, continued
to migrate to yield-related loan fees as customers utilized
new consumer products. Treasury management fees
increased 7.0 percent over the prior year due, in part, to new
customer account growth, new product offerings and higher
transaction volumes. Commercial products revenue increased
4.3 percent over the prior year due to higher syndication
fees, and foreign exchange and commercial leasing revenue.
Mortgage banking revenue increased 34.9 percent in 2007,
compared with 2006, due to an increase in mortgage
originations and servicing income, partially offset by an
adverse net change in the valuation of MSRs and related
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economic hedging activities given changing interest rates. In
2006, mortgage bankipg revenue included a valuation loss of
$37 million related to 'the adoption of fair value accounting
for MSRs.

Growth in these fee-based revenue categories was
partially offset by slightly lower investment products fees
and commissions and a decline in other income. The
35.5 percent reduction of other revenue in 2007, compared
with 2006, included $107 million in valuation losses
recognized in 2007, related to securities purchased from
certain money market funds managed by an affiliate. In
addition, 2006 results reflected a $52 million gain on the
sale of a 401(k) definéd contribution recordkeeping business,
$67 million of gains on the initial public offering and
subsequent sale of the equity interests in a cardholder
association, a $10 miflion favorable fegal settlement within
the merchant processing business and a $50 million trading
gain related to terminating certain interest rate swaps.

The $801 million (13.3 percent} increase in 2006 over
20085, was driven by organic business growth in several fee
categories, expansion in trust and payment processing
businesses, a favorablée change of $120 million in net
securities gains {losses} and other gains recorded in 2006 of
$179 million. These included the gains from terminated
interest rate swaps, equity gains from the initial public
offering and subsequent sale of the equity interests in a
cardholder association, gains from the sale of a 401(k}
defined contribution recordkeeping business and a favorable
legal settlement in the merchant processing business. The
growth in credit and debit card revenue was principally
driven by higher custdmer transacrion sales volumes and fees
related to cash advances, balance transfers and over-limit
positions. The corporate payment products revenue growth
reflected organic growth in sales volumes and card usage,
enhancements in product pricing and acquired business
expansion. ATM processing services revenue was higher due




to an ATM business acquisition in May 2005. Merchant
processing services revenue reflecred an increase in sales
volume driven by acquisitions, higher same store sales, new
merchant signings and associated equipment fees. The
increase in trust and investment management fees was
primarily due to organic customer account growth,
improving asset management fees given favorable equity
market conditions, and incremental revenue generated by
acquisitions of corporate and institutional trust businesses.
Deposit service charges prew due to increased transaction-
related fees and the impact of net new checking accounts.
Mortgage banking revenue declined primarily due to the
adoption of fair value accounting for MSRs. Other income
increased primarily due to the notable asset gains previously
discussed.

Noninterest Expense Noninterest expense in 2007 was
$6.9 billion, compared with $6.2 billion and $5.9 billion in
2006 and 2005, respectively. The Company’s efficiency ratio
increased to 49.3 percent in 2007 from 45.4 percent in 2006.
The change in the efficiency ratio and the $682 million
(11.0 percenr) increase in noninterest expenses in 2007,
compared with 2006, was principally due to a $330 million
Visa Charge recognized in 2007 for the contingent obligation
for certain Visa U.S.A. Inc. litigation matters. The remaining
expense increase was principally related to higher credic costs,
incremental growth in tax-advantaged projects or specific
management investment in revenue-enhancing business
initiatives designed to expand the Company’s geographical
presence, strengthen corporate and commercial banking
relationship management, capitalize on current product
offerings, further improve technology and support innovation
of products and services for customers. The impact of these
factors was reflecred in various expense categories.
Compensation expense was 3.1 percent higher year-
over-year primarily due ro investment in personnel within
the branch distribution network, Wholesale Banking and

NONINTEREST EXPENSE

Payment Services in connection with various business
initiatives, including the Company’s PowerBank initiative
with Consumer Banking, expanding its corporate banking
team, enhancing relationship management processes and
supporting organic business growth and acquired businesses.
Employee benefits expense increased 2.7 percent year-over-
year as higher medical costs were partially offset by lower
pension costs. Net occupancy and equipment expense
increased 3.9 percent primarily due ro bank acquisitions and
investments in branches. Professional services expense was
17.1 percent higher due to revenue enhancing business
initiatives, higher litigation-related costs, and higher legal
fees associated with the establishment of a bank charter in
Ireland to support pan-European payment processing.
Marketing and business development expense increased

11.5 percent over the prior year due to higher customer
promotion, solicitation and advertising activities. Postage,
printing and supplies increased 6.8 percent due to increasing
customer promotional mailings and changes in postal rates
from a year ago. Qther intangibles expense increased

5.9 percent year-over-year due to recent acquisitions in
Consumer Banking, Wealth Management & Securities
Services and Payment Services. Other expense increased
$444 million (46.6 percent) over the prior year primarily
due to the $330 million Visa Charge, higher costs related to
affordable housing and other tax-advantaged investments, an
increase in merchant processing expenses to support organic
growth in Payment Services, integration expenses related to
recent acquisitions and higher credit-related costs for other
real estate owned and loan collection activities. These
increases were partially offset by $33 million of debt
prepayment charges recorded during 2006.

The $317 million (5.4 percent) increase in noninterest
expenses in 2006, compared with 2005, was primarily
driven by incremental operating and business integration
costs associated with acquisitions, increased pension costs
and higher expense related to certain tax-advantaged

2007 2006
{Dollars in Millions) 2007 2006 2005 v 2006 v 2005
Compensation ... ......c. ittt e $2,640 $2,513 $2,383 51% 5.5%
Employee benefits. . . . . ... ... ... . . o i 494 481 431 2.7 11.6
Net occupancy and equipment . ...................... 686 660 641 3.9 3.0
Professional services. . . .. .. ... ... i i 233 199 166 17.1 19.9
Marketing and business development . . . . ............... 242 217 235 115 (7.7}
Technology and communications . . . ................... 512 505 486 1.4 8.4
Postage, printingandsupplies. . ... ................... 283 265 255 6.8 38
Otherintangibles. . . ... ... ... ... . .. . 376 355 458 5.9 {22.5)
Debtprepayment . ............ ... ... ... ... - 33 54 * {38.9)
Other (8) . .o oot et et e 1,396 952 774 46.6 23.0
Total noninterestexpense . ........... ..o $6,862 $6,180 $5,863 11.0% 5.4%
Efficiencyratio(b}. . . .......... ... ... ... ... ... .. 49.3% 45.4% 44.3%

{a) Included in other expense in 2007 was a $330 million charge related to the Company's contingen! obligation to Visa U.S.A. Inc for indemnification of certain litigation matiers.
(h) Computed as nonintarast expense divided by the sum of net intarast income on a taxable-equivalent basis and noninterest incoma axcluding secunties gains {fossas), net.

" Not meaningful
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investments. This was partially offser by a reduction in other
intangibles expense and lower debt prepayment charges in
2006. Compensation expense was higher primarily due to
corporate and institutional trust and payments processing
acquisitions and other growth initiatives undertaken by the
Company. Employee benefits increased primarily as a result
of higher pension expense. Net occupancy and equipment
expense increased primarily due to business expansion.
Professional services expense was higher primarily due to
revenue enhancement-related business initiatives and higher
legal costs. Technology and communications expense rose,
reflecting higher outside data processing expense principally
associated with expanding a prepaid gift card program and
acquisitions. Other intangibles expense decreased in
connection with the adoption of fair value accounting for
MSRs in 2006, and the impact of eliminating the
amortization and related impairments or reparations of these
servicing rights. Debt prepayment charges declined from
2005 and were related to longer-term callable debt that was
prepaid by the Company as part of asset/liability decisions
to improve funding costs and reposition the Company’s
interest rate risk position. Other expense increased primarily
due to increased investments in tax-advantaged projects and
business integration costs.

Pension Plans Because of the long-term nature of pension
plans, the administration and accounting for pensions is
complex and can be impacted by several factors, including
investment and funding policies, accounting methods and the
plans’ actuarial assumptions. Refer to Note 16 of the Notes
to Consolidated Financial Statements for further information
on funding practices, investment policies and asset allocation
strategies.

The Company’s pension accounting policy follows
generally accepted accounting standards and reflects the long-
term nature of benefit obligations and the investment horizon
of plan assets. Actuarial gains and losses include the impact of
plan amendments and various unrecognized gains and losses
related to differences in actual plan experience compared with
actuarial assumptions, which are deferred and amortized over
the future service periods of active employees. The actuarially
derived market-related value utilized to determine the
expected return on plan assets is based on fair value, adjusted
for the difference between expected returns and actual
performance of plan assets. The unrealized difference between
actual experience and expected returns is included in the
actuarially derived market-related value and amortized as a
component of pension expense ratably over a five-year period.
At September 30, 2007, this accumulated unrecognized gain
approximated $358 million, compared with $249 million at
September 30, 2006. The impact on pension expense of the
unrecognized asset gains will incrementally decrease pension
costs in each year from 2008 to 2012, by approximately
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$38 million, $29 million, $24 million, $15 million and

$12 million, respectively. This assumes that the performance
of plan assets in 2008 and beyond equals the assumed long-
term rate of return (“LTROR”}. Actual results will vary
depending on the performance of plan assets and changes to
assumptions required in the future. Refer to Note 1 of the
Notes to Consolidated Financial Statements for further
discussion of the Company’s accounting policies for pension
plans.

In 2008, the Company anticipates that pension costs
will decrease by approximately $36 million. The decrease
will be primarily driven by utilizing a higher discount rate
and amortization of unrecognized actuarial gains from prior
years, accounting for approximately $14 million and
$37 million of the anti{:ipated decrease, respectively,
partially offset by a $15 million increase related to a change
in the assumption of future salary growth. ;

Due to the complexity of forecasting pension plan
activities, the accountirig method utilized for pension plans,
management’s ability 1o respond to factors impacting the
plans and the hypothetical nature of this information, the
actual changes in pericdic pension costs could be different
than the information provided in the sensitivity analysis:
below. ‘

Note 16 of the Notes to Consolidated Financial Statements
provides a summary of the significant pension plan
assumptions. Because of the subjective nature of plan
assumptions, a sensitivity analysis to hypothetical changes in
the LTROR and the discount rate is provided below:

! Base
LTROR (Dollars in Millions) 7.9% 8.9% 9.9%
Incremental benefit (cost) . .. .. $(25) $— $25
Percent of 2007 net income . . . . (.36)% % .36%
: Basa
Discount Rate (Dollars in Millions) 53% 6.3% 7.3%
Incrementat benefit (cost} . . . .. 3 (56) 3 $42
Percent of 2007 net income . . . . {.80)% %, 60%

Income Tax Expense The provision for income taxes was
$1,883 million (an effective rate of 30.3 percent} in 2007,
compared with $2,112 million {an effective rate of

30.8 percent) in 2006 and $2,082 million (an effective rate
of 31.7 percent) in 20q5. The decrease in the effective tax
rate from 2006 primarily reflected higher tax exempt income
from investment securities and insurance products as well as
incremental tax credits from affordable housing and other
tax-advantaged investments.

Included in 2006 was a reduction of income tax
expense of $61 million related to the resolution of federal
income tax examinations covering substantially all of the
Company’s legal enrities for all years through 2004 and
$22 million related to cerrain state examinations. Inciuded in
the determination of income taxes for 2005 was a reduction




of income tax expense of $94 million relared to the
resolution of income tax examinations. The Company
anticipates that its effective tax rate for the foreseeable
future will remain stable relative to the full year rate for
2007 of 30.3 percent of pretax earnings.

For further information on income taxes, refer to
Note 18 of the Notes to Consolidated Financial Statements.

BALANCE SHEET ANALYSIS

Average earning assets were $194.7 hillion in 2007,
compared with $186.2 billion in 2006. The increase in
average earning assets of $8.5 billion {4.5 percent) was due
to growth in total average loans {4.8 percent), investment

LOAN PORTFOLIO DISTRIBUTION

securities {3.4 percent) and loans held-for-sale (17.3 percent),
partially offset by slightly lower trading and other earning
assets. The change in total average earning assets was
principally funded by increases in wholesale funding.

For average balance information, refer ro Consolidated
Daily Average Balance Sheet and Related Yields and Rates
on pages 112 and 113.

Loans The Company’s loan portfolio was $153.8 billion at
December 31, 2007, an increase of $10.2 billion {7.1 percent)
from December 31, 2006. The increase was driven by
growth in all major loan categories with strong growth in
commercial loans (10.6 percent}, retail loans {6.9 percent),
and residential mortgages (7.0 percent) and more moderate

2007 2006 2005 2004 2003
Parcent Percent Parcent Percent Parcent
At December 31 {Dollars in Millions) Amount  of Total Amount  of Total Amount  of Total Amount  of Total Amount  of Total
Commercial
Commercial . ............. $ 44,832 29.1%|9% 40,640 28.3%| % 37,844 27.7%| % 352210 28.2%| % 33,536 28.7%
Lease financing. . . ......... 6,242 4.1 5,550 3.9 5,098 3.7 4,963 4.0 4,890 4.3
Total commercial . . ... ... 51,074  33.2 46,190 322 42942 314 40,173  32.2 38,526 330
Commercial Real Estate
Commercial mortgages ...... 20,146 1341 19,711 13.7 20,272 149 20,315 163 20,624 17.6
Construction and development. . 9,061 5.9 8,934 6.2 8,191 6.0 7,270 5.8 6,618 57
Total commercial real estate . . 29207 190 28,645 19.9 28,463 209 27,585 221 27,242 233
Residential Mortgages
Residential mortgages . . ... .. 17,099 114 15,316 10.7 14,538 10.7 8,722 7.8 7,332 6.3
Home equity loans, first liens. . . 5,683 3.7 5,969 4.1 6,192 4.5 5,645 45 6,125 5.2
Total residential mortgages. . 22,782 14.8 21,285 14.8 20,730 152 15,367 12.3 13457 115
Retail
Creditcard. . . ... ......... 10,956 71 8,670 6.0 7,137 5.2 6,603 5.3 5,933 5.1
Retail leasing . . . .......... 5,969 3.9 6,960 4.9 7,338 5.4 7,166 5.7 6,029 5.2
Home equity and second
mortgages. . . .......... 16,441 10.7 15,523 10.8 14,979 1.0 14,851 119 13210 113
Other retail
Revolving credit . . . ... ... 2,731 1.8 2,563 1.8 2,504 1.8 2,541 2.0 2,540 22
Installment. . ........... 5,246 3.4 4,478 31 3,582 2.6 2,767 2.2 2,380 2.0
Automobile . ........... 8,970 5.8 8,693 6.1 8,112 6.0 7,419 5.9 7,165 6.1
Student. . ............. 451 3 590 4 675 5 469 4 329 3
Total other retail . . . .. .. 17,398 11.3 16,324 11.4 14,873 10.9 13,196 10.5 12,414 106
Totakretail . .. .......... 50,764 33.0 47,477 3341 44327 325 41,816 334 37,586 32.2
Totalloans .......... $153,827 100.0%| $143,597 100.0%| $136,462 100.0%| $124,941  100.0%| $116,811 100.0%
1CICRd SELECTED LOAN MATURITY DISTRIBUTION
Over One
One Yoar Through Over Five
December 31, 2007 (Dollars in Millions) or Less Five Years Years Total
COmMmMEIGIAL. . . o i e e e e $21,999 $25,092 $ 3,983 $ 51,074
Commercial real estate . . . .. .. . .. . e 9,308 13,182 6,717 29,207
Residential mortgages . . ... ... ... ... ... e 899 2,540 19,343 22,782
Retail . .. . e e e e 18,661 18,607 13,496 50,764
Total loans . . .. . e e e e e $50,867 $59,421 $43,539 $153,827
Total of loans due after one year with
Predetermined interestrates . . . .. ... ... .. ... . ... $ 52,001
Floating interest rates. . . . ... . .. .. i e $ 50,959
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growth in commercial real estate loans (2.0 percent}. Table 6
provides a summary of the loan distribution by product
type, while Table 7 provides a summary of selected loan
maturity distribution by loan category. Average total loans
increased $6.7 billion (4.8 percent} in 2007, compared with
2006. The increase was due to strong growth in retail loans
and moderate growth in commercial loans and residential
mortgages, while average commercial real estate loans were
essentially unchanged from a year ago.

Commercial Commercial loans, including lease financing,
increased $4.9 billion {10.6 percent) as of December 31, 2007,
compared with December 31, 2006. During 2007, the
Company made certain personnel investments and
organizational changes to better emphasize corporare banking,
with an enhanced focus on relationship banking. As a result of
these business initiatives and changing economic conditions, the
Company experienced growth in commercial loans driven by

new customer relationships, utilization of lines of credir and
growth in commercial léasing and corporate payment card
balances. Average commiercial loans increased $2.4 billion
(5.2 percent) in 2007, compared with 2006, primarily due to
these initiatives and an increase in commercial loan demand
driven by general economic conditions in 2007.

Table 8§ provides a summary of commercial loans by
industry and geographical locations.

Commercial Real Estatfe The Company’s portfolio of
commercial real estate loans, which includes commercial
mortgages and construction loans, was essentally unchanged
from a year ago. Total commercial real estate balances
increased $.6 billion (2.0 percent} at December 31, 2007,
compared with December 31, 2006. Average commercial
real estate loans decreased $.2 billion (.6 percent) in 2007,
compared with 2006. Since 2006, growth in commercial real
estate balances has been limited due to capital market

COMMERCIAL LOANS BY INDUSTRY GROUP AND GEOGRAPHY

December 31, 2007 December 31, 2006

Industry Group (Dollars in Millions) Loans Percent Loans Percent
Consumer progducts and SEIVICES . . . . . vt o i vt r e e e $ 9,576 18.8% $ 9,303 20.1%
Financial ServiCeS. . . . . . o i i e e 7,693 15.1 8,375 13.8
Commercial services andsupplies . .. ......... . i 4,144 8.1 4,645 10.1
Capital goods . .. ... i e e 3,982 78 3,872 8.4
Property management and development . ... ... ... ... ... L. 3,239 6.3 3,104 6.7
AGMCURURE . o et e e 2,746 : 5.4 2,436 53
Healthcare .. ... ... o e e s 2,521 4.9 2,328 5.0
Paper and forestry producis, mining and basic materials. . . . ... ........ .. 2,289 4.5 2,190 4.7
Consumerstaples .. .. ... ... . e 2,197 43 1,749 3.8
Transporation . . . . . .. e e 1,897 3.7 1,662 3.6
Private investors . . ... ... e e 1,685 3.3 1,565 3.4
T ' 1 1,576 3.1 1,104 2.4
Information technology . ... . ... ... s 1,085 ‘ 2.1 821 1.8
3T 6,444 12.6 5,036 10.9

727 [ $51,074 - 100.0% $46,190 100.0%
Geography '
Califormia . . .. . e e $ 5,091 10.0% $ 4,112 8.9%
Colorado. . .. ... . e s 2,490 49 2,958 . 6.4
T S 2,899 " 57 2,789 6.0
MINNESOtA . . .. . e e 6,254 ' 12.2 6,842 14.8
MISSOUN . . ot e e e 1,690 3.3 1,862 40
L0 1 2,554 5.0 2672 5.8
LT [ 2,021 4.0 1,870 4.0
Washington. . . . ... .. e e 2,364 4.6 2,212 4.8
WISCONSGIN . . . . . e e e 2,337 ‘ 46 2,295 5.0
lowa, Kansas, Nebraska, North Dakota, SouthDakota . .. ............. .. 5,150 1041 4,308 83
Arkansas, Indiana, Kentucky, Tennessee . ... ... ... ... o iaia i 2,066 4.0 2,070 4.5
Idaho, Montana, Wyoming . . . ... .. ... i e 1,033 2.0 1,015 2.2
Arizona, Nevada, Utah . . .. .. ... ... . . i i 1,947 3.8 1,602 3.5

Total banKing region . . . . . ...ttt e 37,896 74.2 36,607 79.2
Qutside the Company's bankingregion .. .. ........ ... .... ... ... .. 13,178 . 25.8 8,583 20.8

Total . . e e e e e $51,074 ¢ 100.0% $46,190 -100.0%
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COMMERCIAL REAL ESTATE BY PROPERTY TYPE AND GEOGRAPHY

December 31, 2007 December 31, 2006

Property Type (Dollars in Millions} Loans Percent Loans Percent
Business owner occupied . .. .. ... e e $10,340 35.4% $10,027 35.0%
Commercial property

Industrial . . .. ... e 818 2.8 939 33

OfICe . . . e e e 2,424 8.3 2,226 7.8

2 =7 - | 2,979 10.2 2,732 9.5

Othercommercial ... ... ... ... . . ... e 3,184 109 2,745 9.6
Homebuilders

CondominiUmS . . . ... . e e 1,081 3.7 1,117 3.9

Otherresidential . .. ... ... .. .. 3,008 10.3 3,440 12.0
Multifamily . .. .. 4,001 13.7 3,850 13.4
Hotelimotel . .. .. .. e e 1,051 3.6 1,126 3.9
Health care facilities . . . .. ... .. ... . .. . e a 1.1 443 1.6

Total . .. e $29,207 100.0% $28,645 100.0%
Geography
California .. .. e e $ 5,783 19.8% $ 6,044 21.1%
Colorado. . ... . e e e s 1,577 5.4 1,404 4.9
11T T T 1,110 3.8 1,060 3.7
MINNesota. . .. .. .. e e 1,723 5.9 1,833 6.4
MISSOUN . . . e e e 1,577 54 1,461 5.1
ORI0. . e e e e s 1,314 4.5 1,375 4.8
OrBgON. . .. e e 1,840 6.3 1,747 6.1
Washington. . . .. ... . s 2,950 10.1 3,065 10.7
BT T 1,460 5.0 1,547 5.4
lowa, Kansas, Nebraska, North Dakota, SouthDakota . . . ............... 2,103 7.2 1,948 6.8
Arkansas, Indiana, Kentucky, Tennessee . ... ......... .. .. ... . ... ... 1,402 4.8 1,404 4.9
Idaho, Montana, Wyoming . . . . .. .. ... e 1,227 4.2 1,060 37
Arizona, Nevada, Utah .. ... ... .. ... 2,629 9.0 2,406 8.4

Totalbankingregion. . . . ... ... ... e e 26,695 .4 26,354 92.0
Qutside the Company's banking region . .. ......... ... et nn. . 2,512 8.6 2,29 8.0

Total .. e e $29,207 100.0% $28,645 100.0%

conditions in early 2007 that enabled customer refinancing
of projects, a management decision to reduce condominium
construction financing in selected markets, and a slowdown
in residential homebuilding impacting construction lending.
During the fourth quarter of 2007, the Company
experienced growth of 2.4 percent in commercial real estate
loans as developers sought bank financing as liquidity
discuptions in the capital markets occurred. Table 9 provides
a summary of commercial real estate by property type and
geographical locations.

The Company maintains the real estate construction
designation until the completion of the construction phase
and, if retained, the loan is reclassified to the commercial
mortgage category. Approximately $107 million of
construction loans were permanently financed and
reclassified to the commercial mortgage loan category in
2007. At December 31, 2007, $231 million of tax-exempt
industrial development loans were secured by real estate.
The Company’s commercial real estate mortgages and
construction loans had unfunded commitments of
$8.9 billion at December 31, 2007 and 2006. The Company
also finances the operations of real estate developers and

other entities with operations related to real estate. These
loans are not secured directly by real estate and are subject
to terms and conditions similar to commercial loans. These
loans were included in the commercial loan category and
totaled $1.8 billion at December 31, 2007,

Residential Mortgages Residential mortgages held in the
loan portfolio at December 31, 2007, increased $1.5 billion
{7.0 percent) from December 31, 2006. The growth was
principally the result of an increase in consumer finance
originations during the year. The majority of loans rerained
in the portfolio represented originations to customers with
better than sub-prime credit risk ratings. Average residentdal
mortgages increased 1.0 billion (4.9 percent) in 2007,
compared with 2006. The growth in average residential
mortgages from the consumer finance distribution channel
was offset somewhat by lower balances from traditional
branch and morrgage banking channels.

Retail Total retail loans outstanding, which include credit
card, retail leasing, home equity and second mortgages and
other retail loans, increased $3.3 billion (6.9 percent) at
December 31, 2007, compared with December 31, 2006.
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RESIDENTIAL MORTGAGES AND RETAIL LOANS BY GEQGRAPHY

December 31, 2006

December 31, 2007
{Dollars in Millions) Loans ' Percent Loans F’ercent
Residential Mortgages !
Calformia . .. e e e e $ 1,426 ; 6.2% $ 1,356 6.4%
Lo L o T 1,566 l 6.9 1,480 6.9
T 1,450 ' 6.3 1,359 6.4
1L T =T=0 - 2,292 i 101 2,287 - 10.7
MISSOUN . . . . o i e e e e e e e 1,562 ' 6.9 1,516 74
OhiO. . .. e e e e 1,605 i 7.0 1,529 7.2
L= o 968 ' 42 952 4.5
Washington. . . . ... o e i e s 1,266 . 5.6 1,273 6.0
WiSCONSIN . . e e e e e 1,142 i 5.0 1,100 5.2
lowa, Kansas, Nebraska, North Dakota, SouthDakota . .. ............... 1,502 : 6.6 1,512 71
Arkansas, Indiana, Kentucky, Tennessee . . ... ... .. ... ... .. .. . . ... 1,886 | 8.3 1,676 l‘ 7.9
Idaho, Montana, Wyoming . . . ... ... ... 521 i 2.3 470 p 2.2
Arizona, Nevada, Mah . .. ... ... . . . . . e e e 1,267 ! 5.6 1,168 5.5
Totatbankingregion. . ... .. ... . ... .. . 18,453 I 81.0 17,678 . 831
QOutside the Company's bankingregion .. .......... ... ... ... ov.n 4,329 | 19.0 3,607 , 16.9
Total . . . e e e e $22,782 ' 100.0% $21,285 -100.0%
Retail Loans '
Callformia . .o e e e $ 6,261 12.3% $ 5,768 12.1%
ColOrade. . . .. . 2,427 i 4.8 2,284 4.8
OGS v v v e e ettt et e e e e e e e 2,614 ' 51 2,429 ' 5.1
MINNESOtA. . . . . o i e e e 5,247 'o10.3 5,075 ©10.7
MISSOUI . . .. . oo et et e e e 2,522 . 50 2,464 © 52
OO, . . e e e e e e e 3,276 ! 6.5 3,224 6.8
OrBQON . .« . e e e 2,244 ; 4.4 2,024 43
WaShINGION . . oot e e 2,492 i 4.9 2,278 ' 4.8
WiSCOMSIN . . . . . e e e e e 2,529 i 5.0 2,454 " 5.2
lowa, Kansas, Nebraska, North Dakota, SouthDakota . . ................ 3,203 6.3 3,006 6.5
Arkansas, Indiana, Kentucky, Tennessee . . .. .. .. .. ... . ... . e 3,748 ! 7.4 3,588 7.6
[daho, Montana, WYOming . . ... oot r e e e e e 1,564 L 34 1,339 X:
Arizona, Nevada, Utah . .. . ... ... . .. . e e 2,23 ! 4.4 1,964 41
Total banking region . . . . .. vttt e 40,358 ‘795 37,988 80.0
Outside the Company's hankingregion . .. ... . ... ... ... ... ... ... 10,406 20.5 9,489 20.0
Total ... e s $50,764 100.0% $47,477 '100.0%

‘

The increase was primarily driven by growth in credit card,
installment and home equity loans, partially offset by
decreases in retail leasing and student loan balances. Average
retail loans increased $3.5 billion (7.7 percent) in 2007,
principally reflecting growth in credit card and installment
loans. Strong growth in credit cards occurred in branch
originated, co-branded and financial institution partner
portfolins.

Of the total retail loans and residential mortgages
outstanding, approximately 80.0 percent were to customers
located in the Company’s primary banking region. Table 10
provides a geographic summary of residential mortgages and
retail loans outstanding as of December 31, 2007 and 2006.

Loans Held for Sale Loans held for sale, consisting primarily
of residential mortgages and student loans to be sold in the
secondary market, were $4.8 billion at December 31, 2007,
compared with $3.3 billion at December 31, 2006. The
increase in loans held for sale was principally due to an
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increase in residential mortgage loan balances. Average loans

held for sale were $4.3ibillion in 2007, compared with

$3.7 billion in 2006. During 2007, certain companies in the

mortgage banking industry experienced significant disruption

due to their inability to access financing through the capital

markets as investor concerns increased related to the quality

. b . - .
of sub-prime loan originations and related securitizations. The

. ! L .
Company’s primary focus of originating conventional

mortgages packaged th:rough government agencies enabled it

to avoid these issues impacting other mortgage banking firms.

Given these market CO[‘;lditiO[lS and the nature of the

Company’s mortgage blanking business, residential mortgage

originations increased in 2007 by 21.2 percent as customniers

sought more reliable financing alternatives.

Investment Securities.- The Company uses its investment

securities portfolio for several purposes. It serves as a vehicle

to manage interest rate, risk, generates interest and dividend

income from the investment of excess funds depending on




loan demand, provides liquidity and is used as collateral for
public deposits and wholesale funding sources. While it is the
Company’s intent to hold its investment securities indefinitely,
the Company may take actions in response to structural
changes in the balance sheet and related interest rate risk and
to meet liquidity requirements, among other factors.

At December 31, 2007, investment securities, both

available-for-sale and held-to-maturiry, totaled $43.1 billion,

R INVESTMENT SECURITIES

compared with $40.1 billion at December 31, 2006. The
$3.0 billion (7.5 percent} increase reflected securities
purchases of $9.7 billion partially offset by securities sales,
maturities and prepayments. Included in purchases during
2007, were approximately $3.0 billion of securities from
certain money market funds managed by an affiliate of the
Company. These securities primarily represent beneficial

interests in structured investment vehicles or similar

Available-for-Sate Held-to-Maturity
Waeightad- Weighted-
Average Woeighted- Average Weighted-
Amortized Fair  Maturity in Average Amortized Fair Maturity in Average
December 31, 2007 {Dollars in Millions) Cost Value Years  Yield (d) Cost Valug Years  Yield (d)
U.S. Treasury and Agencies
Maturing inone yearorless. .. ............... $§ 134 § 134 A 5.82% § - $ - - %
Maturing after ona year through fiveyears. . . . . . . .. 27 27 32 6.54 - - - -
Maturing after five years throughtenyears ... ... .. 21 21 6.2 552 - - - -
Maturing aftertenyears . .. ........ ... ... ... 225 223 12.4 6.00 - - - -
Total, . .. e, $ 407 § 405 7.5 5.95% $ - § - - -%
Mortgage-Backed Securities (a)
Maturinginone yearorless. . . ............... $ 261 $ 258 .6 5.91% $- $ - - —%
Maturing after one year through five years. . . . ... .. 15,804 15,476 3.4 472 6 6 31 6.29
Maturing after five years throughtenyears . .. ... .. 12,114 11,765 6.7 53 - - - -
Maturing aftertenyears .. ....... . ... ... ... 3121 3,104 12.5 6.36 - - - -
Total. . ... $31,300  $30,603 56 5.12% $6 $6 3.1 6.29%
Asset-Backed Securities {a)(e)
Maturing inoneyearorless. ... .............. $ 5 & 5 A 5.63% $ - $- - %
Maturing after one year through five years. . ... .. .. 1,657 1,663 48 573 - - - -
Maturing after five years through tenyears . ....... 1,260 1,260 5.8 5N - - - -
Maturing after tenyears ... ... ........ ... .. - - - - - - - -
Total, ... $ 2922 § 2928 5.2 5.72% $ - $ - - ~%
Obligations of State and Political
Subdivisions (b)
Maturinginoneyearorless. ................. $ 42 § 42 3 6.83% $4 $4 5 577%
Maturing after one year through five years. . .. ... .. 25 26 32 6.31 g 10 27 6.29
Maturing after five years through tenyears . . .... .. 5,603 5,565 8.3 6.86 16 18 78 6.90
Maturing after tenyears . . ... ... ... ... ... .. 1,461 1,422 20.4 6.49 27 28 15.8 5.45
Total. . ... $ 7,131 $ 7,055 10,7 6.78% $56 $60 10.2 6.03%
Other Debt Securities
Maturing inone yearorless. . . ............... $ 127 & 127 A 3.80% 54 $4 5 4.88%
Maturing after one year through five years. . . . . . . .. 46 37 39 6.27 8 8 24 5.43
Maturing after five years through tenyears ... ... .. 100 a0 9.2 6.32 - - - -
Maturing aftertenyears .. ... ............... 1,567 1,348 34.2 6.37 - - - -
Total, .. e $ 1,840 § 1603 298 6.19% $12 §12 1.8 5.26%
Otherinvestments . ............ .. ...... $ 506 § 448 - 7.16% $ - $ - - %
Total investment securities (¢) . . . ... .. ... ... .. .. $44,106  $43,042 74 5.51% $74 $78 8.3 5.92%

(81 Information related to asse! and mortgage-backed securities inciuded above is prasented based upon weighted-average maturities anticipating future prepayments.
(o) infarmation related to obligations of state and political subtivisions is prasentad based upon yiekd to first optional call date i the securily is purchased at & pramium, yiekd to maturity o

purchased at par or a discount,

(¢l The weightad-average malurty of the avalable-for-sale investment securities was 6.6 years at December 31, 2006, with a comesponding weighted-average yiekd of 5.52 percent. The
weighted-average matunty of the held-to-maturity investment securties was 8.4 years at December 31, 2006, with & comesponaing weighted-average yiold of 6.03 percent,

{d) Average yiekds are presanted on a fully-taxable equivatent basis under a tax rate of 35 percent. Yields on available-for-sae and helg-to-matunly securities are computed based on historical
cost halances. Average yieid end maturity calcuiations exclude equity secunbios that have no stated yield or maturity.

(@) Primanly includes investments in structured investment vehiclas with underlying collateral that includes a mix of varicus mortgage and other esset-backed securities.

2007 2006

Amortized Percent Amortized Parcant

December 31 {Dollars in Millions) Cost of Total Cost of Total
US Treasuryandagencies .. . ... ... .. .. .. i $ 407 8% $ 472 1.2%

Mortgage-backed securities . . ...... ... ... . oo oo 31,308 70.9 34,472 B84.7

Asset-backed securities . . .. ... ... ... L 2,922 6.6 7 -

Obligations of state and political subdivisions. . . ............... 7,187 16.3 4,530 111

Other debt securities and investments . . .. .. ... ............. 2,358 5.3 1,236 3.0
Total investment securities . . . . .. .. ... ... ... ... $44,180 100.0% $40,717 100.0%
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structures and are classified as asset-backed securities within
the consolidated financial statements.

At December 31, 2007, approximately 39 percent of the
investment securities portfolio represented adjustable-rate
financial instruments, compared with 37 percent at
December 31, 2006. Adjustable-rate financial instruments
include variable-rate collateralized mortgage obligations,
mortgage-backed securities, agency securities, adjustable-rate
money market accounts, asser-backed securities, corporate
debt securities and floating-rate preferred stock. Average
investment securities were $1.4 billion (3.4 percent) higher
in 2007, compared with 2006, driven primarily by an
increase in the municipal securities portfolio, partially offset
by a reduction in mortgage-backed assets. The weighted-
average vield of the available-for-sale portfolio was
5.51 percent at December 31, 2007, compared with
5.32 percent at December 31, 2006. The average maturity of
the available-for-sale portfolio increased to 7.4 years at
December 31, 2007, up from 6.6 years at December 31,
2006. The relative mix of the type of investment securities
maintained in the portfolio is provided in Table 11.

The Company conducts a regular assessment of its
investment portfolios to determine whether any securities are

DEPOSITS

The composition of deposits was as follows:

other-than-temporarily impaired considering, among other
factors, the nature of the investments, credit ratings or
financial condition of the issuer, the extent and duration of
the unrealized loss, expected cash flows of underlying
collateral, market conditions and the Company’s ability to
hold the securities through the anticipated recovery period.
At December 31, 2007, the available-for-sale securities
portfolio included a $1,1 billion net unrealized loss,
compared with a net unrealized loss of $600 million at
December 31, 2006. The substantial portion of securities
with unrealized losses were either government securities,
issued by government-backed agencies or privately issued
securities with high investment grade credit ratings and
limited, if any, credic exposure. Some securities classified
within obligations of state and political subdivisions are
supported by mono-line insurers that have recently
experienced credit ratin}; downgrades. Based on
management’s evaluation, the impact of these changes is
expected to be minimal to the Company. The majority of
asset-backed securities at December 31, 2007, represented
structured investments. The valuation of these securities is
determined through estimates of expected cash flows,
discount rates and management’s assessment of various

2007 2006 2005 2004 2003
Percant Percent Percont Percent Percent
December 31 (Dolars in Millions) Amount  of Total Amount  of Total Amount  of Total Ameount  of Total Amount  of Total
Noninterest-bearing deposits . . . . . $ 33,334 254% § 32,128 25.7%| $ 32,214 25.8%| $ 30,756 25.5% $ 32,470 '27.3%
Interest-bearing savings deposits
Interest checking. .. ........ 28,996 22.0 24,937 20.0 23,274 18.7 23,186 19.2 21,404 18.0
Money market savings . . ... .. 24,301 185 26,220 21.0 27,934 22.4 30,478 25.2 34,025 28.6
Savingsaccounts .......... 5,001 3.8 5314 4.2 6,602 4.5 5,728 4.8 5,630 4.7
Total of savings deposits . .. 58,298 443 56,471 452 56810 456 59392 482 61059 513
Tima certificates of deposit less ‘
than $100,000 . .... .. .. ... 14,160 10.8 13,859 111 13,214 10.6 12,544 10.4 13,690 115
Time deposits greater than
$100,000 .
Domestic................ 15,351 1.7 14,868 11.9 14,341 115 11,956 9.9 5,802 49
Foreign . ................ 10,302 7.8 7,556 6.1 8,130 6.5 6,093 5.0 5,931 5.0
Total interest-bearing
deposits . .. ..... ... 98,111 74.6 82,754 74.3 92,495 742 89,985 745 86,582 727
Totaldeposits . . . .......... $131,445 100.0%| $124,882 100.0%| $124,708 100.0%| $120,741  100.0%| $119,052 100.0%
The maturity of time deposits was as follows:
Certificates Time Deposits
December 31, 2007 (Dollars in Millions) Less Than $100,000 Greater Than $100,000 Total
Three MOMthS OF 1858 . . . o oot vttt e e e e e e e e $ 4,809 $19,196 $24,005
Three months through sixmonths. . .. .. .. ... ... . . ... .. . o 3,827 3,528 7,355
Six monthsthrough ONB YBAr . . . . . . .. .. L i e e 2,728 1,537 4,265
2000 . . L e e e e e e 1,663 746 2,409
2010 . e e e e e e 386 272 658
1 506' 242 748
2012 L e e e e e 234 129 363
Thereafter. . .. ... . ... e 7 3 10
- | $14,160 $25,653 $39,813
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market factors, which are judgmental in nature. Based on
management’s teview as of the reporting date, the Company
expected to receive all principal and interest related to
securities within its investment portfolios.

During January 2008, actions by the Federal Reserve
Bank and a related rally in the fixed income markets caused
the fair value of a substantial portion of investment securities
to recover somewhat from their unrealized loss position.
However, credit spreads for certain structured investment
securities widened during the month causing their values to
decline. Given the nature of these structured investments, the
Company is likely to recognize further impairment of these
investments during the next few quarters.

Deposits Total deposits were $131.4 billion at December 31,
2007, compared with $124.9 billion at December 31, 2006.
The $6.5 hillion (5.3 percent) increase in total deposits was
primarily the result of increases in interest checking, time
deposits and noninterest-bearing deposits, partially offset by
a decrease in money market savings accounts. Average total
deposits increased $.5 billion (.4 percent) from 2008,
reflecting an increase in average interest checking and
personal certificates of deposit, partially offset by a decrease
in average noninterest-bearing deposits and money market
savings accounts.

Noninterest-bearing deposits at December 31, 2007,
increased $1.2 billion (3.8 percent) from December 31,
2006. The increase was primarily attributed to an increase in
corporate trust deposits, partially offset by a decline in
consumer and business demand deposits as these customers
utilized deposit balances to fund business growth and meet
other liquidity requirements. Average noninterest-bearing
deposits in 2007 decreased $1.4 billion (4.8 percent),
compared with 2006, due primarily to a decline in business
demand deposits.

Interest-bearing savings deposits increased $1.8 billion
(3.2 percent) at December 31, 2007, compared with
December 31, 2006. The increase in these deposit balances was
primatily related to higher interest checking account balances,
partially offset by a reduction in money market savings
balances. The $4.1 billion (16.2 percent) increase in mterest
checking account balances was due to higher broker-dealer,
government and institutional trust balances. The $1.9 hillion
(7.3 percent) decrease in money market savings account
balances reflected the Company’s deposit pricing decisions for
money market products in relation to fixed-rate time deposit
products and business customer decisions to urilize deposit
liquidity to fund business requirements. Average interest-
bearing savings deposits in 2007 increased $.9 billion
{1.7 percent), compared with 2006, primarily driven by higher
interest checking account balances of $2.6 billion (10,9 percenr),
partially offset by a reduction in money market savings account
balances of $1.3 billion (5.0 percent).

Interest-bearing time deposits at December 31, 2007,
increased $3.5 billion (9.7 percent), compared with
December 31, 2006, primarily driven by an increase in time
deposits greater than $100,000. Time deposits greater than
$100,000 increased $3.2 billion {14.4 percent), including a
$.4 billion {8.9 percent) increase in personal certificates of
deposit, compared with December 31, 2006, as customers
migrated money market balances to these products. Average
time certificates of deposit less than $100,000 increased
$.9 billion {6.5 percent) and average time deposits greater
than $100,000 were basically unchanged in 2007, compared
with 2006, Time deposits greater than $100,000 are largely
viewed as purchased funds and are managed to levels
deemed appropriate given alternative funding sources.

Borrowings The Company utilizes both short-term and long-
term borrowings to fund growth of assets in excess of
deposit growth. Short-term borrowings, which include
federal funds purchased, commercial paper, repurchase
agreements, borrowings secured by high-grade assets and
other short-term borrowings, were $32.4 billion at
December 31, 2007, compared with $26.9 billion at
December 31, 2006. Short-term funding is managed within
approved liquidity policies. The increase of $5.5 billion in
short-term borrowings reflected wholesale funding
associated with the Company’s asset growth and asset/
liability management activities.

Long-term debt was $43.4 billion at December 31, 2007,
compared with $37.6 billion at December 31, 2006, reflecting
the issuances of $3.0 billion of convertible senior debentures,
$1.3 billion of subordinated notes, $1.4 billion of medium-term
notes and $.5 billion of junior subordinated debentures, and
the net addition of $10.1 billion of Federal Home Loan Bank
(“FHLB"} advances, partially offset by long-term debt
maturities and repayments. The $5.8 billion (15.5 percent)
increase in long-term debt reflected wholesale funding
associated with the Company’s asset growth and asset/liability
management activities. Refer to Note 12 of the Notes to
Consolidated Financial Statements for additional information
regarding long-term debt and the “Liquidity Risk
Management” section for discussion of liquidity management
of the Company.

CORPORATE RISK PROFILE

Overview Managing risks is an essential part of successfully
operating a financial services company. The most prominent
risk exposures are credit, residual value, operational, interest
rate, market and liquidity risk. Credit risk is the risk of not
collecting the interest and/or the principal balance of a loan
or investment when it is due. Residual value risk is the
potential reduction in the end-of-term value of leased assets or
the residual cash flows related to asset securitization and
other off-balance sheet structures. Operational risk includes
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risks related to fraud, legal and compliance risk, processing
errors, technology, breaches of internal controls and business
continuation and disaster recovery risk. Interest rate risk is the
potential change of net interest income as a result of changes
in interest rates, which can affect the repricing of assets and
liabilities differently, as well as their market value. Market
risk arises from fluctuations in interest rates, foreign exchange
rates, and security prices that may result in changes in the
values of financial instruments, such as trading and available-
for-sale securities that are accounted for on a mark-to-market
basis. Liquidity risk is the possible inability to fund
obligations to depositors, investors or borrowers. In addition,
corporate strategic decisions, as well as the risks described
above, could give rise to reputation risk. Reputation risk is
the risk that negative publicity or press, whether true or not,
could result in costly litigation or cause a decline in the
Company’s stock value, customer base or revenue.

Credit Risk Management The Company’s strategy for credit
risk management includes well-defined, centralized credit
policies, uniform underwriting criteria, and ongoing risk
monitoring and review processes for all commercial and
consumer credit exposures. The strategy also emphasizes
diversification on a geographic, industry and customer level,
regular credit examinations and management reviews of loans
exhibiting deterioration of credit quality. The credit risk
management strategy also includes a credit risk assessment
process, independent of business line managers, that performs
assessments of compliance with commercial and consumer
credit policies, risk ratings, and other critical credit
information. The Company strives to identify potential
problem loans early, record any necessary charge-offs promptly
and maintain adequate reserve levels for probable loan losses
inherent in the portfolio. Commercial banking operations rely
on prudent credit policies and procedures and individual lender
and business line manager accountability. Lenders are assigned
lending authority based on their level of experience and
customer service requirements. Credit officers reporting to an
independent credit administration function have higher levels of
lending authority and support the business units in their credit
decision process. Loan decisions are documented as to the
borrower’s business, purpose of the loan, evaluation of the
repayrnent source and the associated risks, evaluation of
collateral, covenants and monitoring requirements, and risk
rating rationale. The Company utilizes a credit risk rating
system to measure the credit quality of individual commercial
loans, including the probability of default of an obligor and the
loss given default of credit facilities. The Company uses the risk
rating system for regulatory reporting, determining the
frequency of review of the credit exposures, and evaluation and
determination of the specific allowance for commercial credit
losses. The Company regularly forecasts potential changes in
risk ratings, nonpetforming status and potential for loss and
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: ;
the estimated impact on the allowance for credit losses. In the
- . . . i
Company’s retail banking operations, standard credit scoring
systems are used to assess credit risks of consumer, small .

; Lo . .
business and small-ticket leasing customers and to price

consumer products accArdingly. The Company conducts the
underwriting and collections of its retail products in loan
underwriting and sewic%ng centers specializing in certain retail
products. Forecasts of cl‘elinquency levels, bankruptcies and
losses in conjunction with projection of estimated losses by
delinquency categories and vintage information are regulaily
prepared and are used r:o evaluate underwriting and collection
and determine the specific allowance for credit losses for these
products. Because business processes and credit risks associated
with unfunded credit commitments are essentially the same as
for loans, the Company utilizes similar processes to estimate its
liability for unfunded credit commitments. The Company also
engages in non-lending activities that may give rise to credit
risk, including interest rate swap and option contracts for
balance sheet hedging purposes, foreign exchange transactions,
deposit overdrafts and interest rate swap contracts for
customners, and settlement risk, including Automated Clearing
House transactions, and the processing of credit card

. § L. .
transactions for merchants. These activities are also subject to
]

|
Economic and Other Flactors In evaluating its credit risk, the

credit review, analysis and approval processes.

Company considers changes, if any, in underwriting
activities, the loan portfolio composition {including proHuct
mix and geographic, industry or customer-specific
concentrations), rrendsf in loan performance, the level of
allowance coverage relative to similar banking institutions
and macroeconomic factors.

During 2005 throu[gh mid-2007, economic conditions
steadily improved as reflected in strong expansion of the gross
domestic product index, relatively low unemployment rates,
expanding retail sales lévels, favorable trends related to
corporate profits and consumer spending for retail goods and
services. Beginning in mid-2004 through the second quarter of
2006, the Federal Reserve Bank pursued a measured approach
to increasing short-term rates in an effort to prevent an
acceleration of inflationi and maintain 2 moderate rate of
economic growth. The }ising interest rate environment caused
some softening of residential home and condominium sales.
Nationwide sales of condominium units reached a peak in
mid-2005 and have declined since that timeframe. '

During 2007, economic conditions were mixed. While
gross domestic productfcontinued to expand at a slower rate,
unemployment rates have risen somewhat, inflation continues
to be problematic, retai] sales have slowed and vehicle sales
levels continue to decline. Both consumer and business
bankruptcies have continued to rise from levels experienced in
2006 and industrial prd_duction and corporate profit levels
have began to slow or decline somewhat from prior years. In




addition, the mortgage lending and homebuilding industries
continued to experience increased levels of stress. With respect
to residential homes, inventory levels approximarted a 9.5
month supply at the end of 2007, up from 4.5 months in the
third quarter of 2005. Median home prices, which peaked in
mid-2006, have declined across most domestic markets with
more severe price reductions in California and the Northeast
and Southeast regions,

The decline in residential home values and rising
interest rates through September 2007 began to have a
significant adverse impact on residential mortgage loans.
While residential mortgage delinquencies have been
increasing, these adverse market conditions particularly
affected sub-prime borrowers. In August 2007, the
securitization markets began to experience significant
liquidity disruptions as investor confidence in the credit
quality of asset-backed securitization programs began to
decline. During the fourth quarter of 2007, certain asset-
backed commercial paper programs and other structured
investment vehicles have been unable to remarket their
commercial paper creating further deterioration in the
capital markets. In response to these economic factors, the
Federal Reserve Bank’s monetary policies changed in
September 2007. Since that time, the Federal Reserve Bank
has decreased the target Federal Funds interest rate several
times from its high of 5.25 percent to a rate of 3.00 percent
at January 31, 2008, in an effort to improve liquidity in the
capital markets and investor confidence. Currently, there is
heightened concern that the domestic economy may
experience a recession over the next several quarters, As a
result of this expectation, the equity markets have
experienced significant volatility.

In addition to economic factors, changes in regulations
and legislation can have an impact on the credit
performance of the loan portfolios. Beginning in 2005, the
Company implemented higher minimum balance payment
requirements for its credit card customers in response to
industry guidance issued by the banking regulatory agencies.
This industry guidance was provided to minimize the
likelihood that minimum balance payments would not be
sufficient to cover interest, fees and a portion of the
principal balance of a credit card loan resulting in negative
amortization, or increasing account balances. Also, new
bankruptcy legislation was enacted in October 2005, making
it more difficult for borrowers to have their debts forgiven
during bankruptcy proceedings. As a result of the changes in
bankruptcy laws, the levels of consumer and business
bankruptcy filings increased dramatically in the fourth
quarter of 2005 and declined in early 2006 to levels that
were a third of average bankruptcy filings during 2004 and
early 2005, While consumer bankruptcies have increased
since early 2006, bankruprcy filings in the fourth quarter of

2007 approximated only 50 percent to 60 percent of pre-
2005 levels. In response to the recent sub-prime lending and
market disruption issues, regulators and legislators have
encouraged mortgage servicers to implement restructuring
programs to enable borrowers to continue loan repayments
and dampen the impact of interest rates on homeowners,

Credit Diversification The Company manages its credic risk,
in part, through diversification of its loan portfolio. As part
of its normal business activities, it offers a broad array of
traditional commercial lending products and specialized
products such as asset-based lending, commercial lease
financing, agricultural credit, warehouse mortgage lending,
commercial real estate, health care and correspondent
banking. The Company also offers an array of retail lending
products including credit cards, retail leases, home equity,
revolving credit, lending to students and other consumer
loans. These retail credit products are primarily offered
through the branch office network, home mortgage and loan
production offices, indirect distribution channels, such as
automobile dealers, and a consumer finance division. The
Company monitors and manages the portfolio diversification
by industry, customer and geography. Table 6 provides
information with respect to the overall product
diversification and changes in the mix during 2007.

The commercial portfolio reflects the Company’s focus
on serving small business customers, middle marker and
larger corporate businesses throughout its 24-state banking
region, as well as large national customers. The commercial
loan portfolio is diversified among various industries with
somewhar higher concentrations in consumer products and
services, financial services, commercial services and supplies,
capital goods (including manufacturing and commercial
construction-related businesses), property management and
development and agricultural industries. Additionally, the
commercial portfolio is diversified across the Company’s
geographical markets with 74.2 percent of total commercial
loans within the 24-state banking region. Credit relationships
outside of the Company’s banking region are reflected within
the corporate banking, mortgage banking, auta dealer and
leasing businesses focusing on large national customers and
specifically targeted industries. Loans to morrgage banking
customers are primarily warehouse lines which are
collateralized with the underlying mortgages. The Company
regularly monitors its mortgage collateral position to manage
its risk exposure. Table 8 provides a summary of significant
indusery groups and geographic locations of commercial loans
outstanding at December 31, 2007 and 2006.

The commercial real estate portfolio reflects the
Company’s focus on serving business owners within its
geographic foorprint as well as regional and national
investment-based real estate owners. At December 31, 2007,
the Company had commercial real estate loans of
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$29.2 billion, or 19.0 percent of toral loans, compared with
$28.6 billion at December 31, 2006. Within commercial real
estate loans, different property types have varying degrees of
credit risk. Table 9 provides a summary of the significant
property types and geographical locations of commercial real
estate loans outstanding at December 31, 2007 and 2006. At
December 31, 2007, approximately 35.4 percent of the
commercial real estate loan portfolio represented business
owner-occupied properties that tend to exhibir credit risk
characteristics similar to the middle market commercial loan
portfolio. Generally, the investment-based real estate
mortgages are diversified among various property types with
somewhat higher concentrations in office and retail
properties. While investment-based commercial real estate
continues to perform well with relatively strong occupancy
levels and cash flows, these categories of loans can be
adversely impacted during a rising rate environment. During
2007, the Company continued to reduce its level of exposure
to homebuilders, given the stress in the homebuilding industry
sector. Beginning in mid-20086, construction financing of
condominium projects was significantly curtailed, given the
deterioration in unit pricing in several regions of the country.
From a geographical perspective, the Company’s commercial
real estate portfolio is generally well diversified. However, at
December 31, 2007, the Company had 19.8 percent of its
portfolio within California, which has experienced higher
delinquency levels and credit quality deterioration due to
excess home inventory levels and declining valuations. Credit
losses may increase within this portfolio. Included in
commercial real estate at year end 2007 was approximately
$.9 billien in loans related to land held for development and
$2.6 billion of loans related to residential and commercial
acquisition and development properties. These loans are
subject to quarterly monitoring for changes in local market
conditions due to a higher credit risk profile. Acquisition and
development loans continued to perform well, despite a slow
down in the housing market and softening of demand. The
commercial real estate portfolic is diversified across the
Company’s geographical markets with 91.4 percent of total
commercial real estate loans outstanding at December 31,
2007, within the 24-state banking region.

The Company’s retail lending business utilizes several
distinct business processes and channels to originate retail
credit, including traditional branch lending, indirect lending,
portfolio acquisitions and a consumer finance division. Each
distinct underwriting and origination activity manages unique
credit risk characteristics and prices its loan production
commensurate with the differing risk profiles, Within
Consumer Banking, U.S. Bank Consumer Finance {“USBCF”),
a division of the Company, participates in substantially all
facets of the Company’s consumer lending activities. USBCF
specializes in serving channel-specific and alternative lending
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markets in residential mortgages, home equity and installment
loan financing. USBCF|manages loans originated through a
broker network, correspondent relationships and U.S. Bank
branch offices. Generally, loans managed by the Company’s
consumer finance division exhibit higher credit risk
characteristics, bur are priced commensurate with the
differing risk profile. | '
Residential mortgages represent an important financial
product for consumer customers of the Company and are
originated through the Company’s branches, loan production
offices, a wholesale network of originators and the consumer
finance division. With respect to residential mortgages
originated through these channels, the Company may either
retain the loans on its balance sheet or sell its interest in the
balances into the secondary market while retaining the
servicing rights and customer relationships. Utilizing the
secondary markets enables the Company to effectively
reduce its credit and other asset/liability risks. For residential
mortgages that are retained in the Company’s portfolio,
credit risk is also diversified by geography and by
monitoring loan-to-valiues during the underwriting process.

The following table provides summary information of the
loan-to-values of residential mortgages by distribution

channel and rype at December 31, 2007:

Intorest Percant
{Dollars in Millions} ‘ Only Amortizing Totat of Total

Consumer Finance
Lessthanorequalto 80% .. $ 730 $ 2,279 § 3,009 30.9%

Over 80% through 80% . . . . 819 1637 2456 252
Over 90% through 100% . . . 831 3354 4185 429
Over100% ... ......... - 97 97 1.0
Total. . ............ $2,380 § 7,367 § 9,747 100.0%
Other Retail ‘
Lessthan or equal to 80% . . $2,164 § 9,335 $11,493 88.2%
Over 80% through 90% . . . . 273 637 a10 7.0
Qver 90% through 100% . . . 132 494 626 48
Over100% .. ... ....... - - - -
Total. . ............ $2,569 510,466 $13,035 100.0%

Total Company X
Less than or equal to 80% . . $2,894 $11,614 $14508 63.7%

Over 80% through 90% . ... 1,002 2274 3,366 148

Over 90% through 100% . . . 963 3848 4811 211

Over100% . ........... - 97 97 4
Total. .. . ...... oo... $4949 $17,833 $22,782 100.0%

Note: loan-to-vaiues determined a$ of the data of onigination and cansider mortgaga
insurance, as applicabie, i

Within the consumer finance division approximately
$3.3 billion, or 33.5 pércent of that division, represents
residential mortgages t0 customers that may be defined as
sub-prime borrowers. Of these loans, 34.0 percent had a
loan-to-value of less than or equal to 80 percent of the |
origination amount, while 24.9 percent had loan-to-values of
over 80 percent through 90 percent and 39.1 percent had
loan-to-values of over 90 percent through 100 percent.




DELINQUENT LOAN RATIOS AS A PERCENT OF ENDING LOAN BALANCES

At December 31,
80 days or mare past due excluding nonperforming loans 2007 2006 2005 2004 2003
Commercial
Commercial . .. ... . . ... .. e .08% 06% 06% .05% .06%
Lease financing. . . . ... . .. . - - - 02 04
Totalcommercial. . .. ... .. ... .. e .05 05 .05 .08
Commercial Real Estate
Commercial mortgages. . - . ... .. .o K| - - 02
Constructionand development . . .. ..................... .01 - - .03
Total commercial realestate . . . ..................... .01 - - .02
Residential Mertgages . .. ................. ... ... ... .86 42 32 A48 61
Ratail
Creditcard. .. ... ... . . .. e 1.75 1,26 1.74 1.68
Retailleasing . . ... ... .. . . i i 03 04 .08 14
COtherretail. . ... ... ... .37 24 .23 30 43
Totalretail . . ... . ... .49 37 A9 .58
Total loans . . ... oo e .38% .24% 19% 24% 28%
At December 31,
90 cdays or more past due including nonparforming loans 2007 2006 2005 2004 2003
Commercial. . . ... ... e 43% 57% .69% 99% 1.97%
Commercialreal estate . . ... ...... .. ... ... ... ... .53 .55 73 82
Residential mortgages (a). . . .. ........ .. .. ... L 1.10 .59 .55 74 M
Retail, ... . e 73 .59 52 .53 .65
Totalloans . . . ... .. oo e T74% 57% 58% 75% 1.16%

{a) Detinquent loan ratios exclids advances made pursuant to servicing agreements 1o Government National Mortgage Association (“GNMA®) mortgage pools whose repayments are insured by
the Federal Housing Administration or guaranteed by the Department of Veterans Affairs. Including the guaranteed amounts, the ralio of residential mortgages 90 days or more past due was
5.78 percent, 3.08 percent, 4.35 percent, 5.19 percent and 6.07 percent at December 31, 2007, 2006, 2005, 2004 and 2003, respectively.

The following table provides further information on

residential mortgages for the consumer finance division:

Percent

Interest of
{Dollars in Millions} Only Amartizing Total Division
Sub-Prime Borrowers
Lessthanorequalto80% .. $ 4  $1,108 $1,112 11.4%
Over 80% through 90% . . . . 6 809 815 8.4
Qvar 80% through 100%. . . . 25 1262 1277 134
Over100% ............ - 66 66 7
Total .............. $ 35 $3,235 53,270 33.6%
Other Borrowers
lessthanorequalto80% .. § 726  $1,171 $1,897 19.5%
Over 80% through 50% . . . . B13 828 1,64 16.8
Over 90% through 100%. . . . 806 2102 2908 298
Over100% ............ - 3 31 3
Total . . ............ $2,345 $4,132 $6,477 66.4%
Total Consumer Finance ... $2,380  $7.367 $3,747 100.0%

In addition to residential mortgages, the consumer
finance division had $.9 billion of home equity and second
mortgage loans to customers that may be defined as sub-

prime borrowers at December 31, 2007. Including
residential mortgages, and home equity and second mortgage
loans, the total amount of loans to customers that may be
defined as sub-prime borrowers, represented only 1.7 percent
of total assets of the Company at December 31, 2007. The
Company does not have any residential mortgages whose
payment schedule would cause balances to increase over
time.

The retail loan portfolio principally reflects the
Company’s focus on consumers within its footprint of
branches and certain niche lending activities that are
nationally focused. Within the Company’s retail loan
portfolio approximately 77.4 percent of the credit card
balances relate to bank branch, co-branded and affinity
programs that generally experience better credic quality
performance than portfolios generated through national
direct mail programs.

Table 10 provides a geographical summary of the
residential mortgage and retail loan portfolios.
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Loan Delinquencies Trends in delinquency ratios represent
an indicator, among other considerations, of credit risk
within the Company’s loan portfolios. The entire balance of
an account is considered delinquent if the minimum payment
contracrually required to be made is not received by the
specified date on the billing statement. The Company
measures delinquencies, both including and excluding
nonperforming loans, to enable comparability with other
companies, Advances made pursuant to servicing agreements
to Government National Mortgage Association (“GNMA™})
mortgage pools whose repayments of principal and interest
are substantially insured by the Federal Housing
Administration or guaranteed by the Department of Veterans
Affairs are excluded from delinquency statistics. In addirion,
under cerrain situations, a retail customer’s account may be
re-aged to remove it from delinquent status. Generally, the
intent of a re-aged account is to assist customers who have
recently overcome temporary financial difficulties, and have
demonstrated both the ability and willingness to resume
regular payments. To qualify for re-aging, the account must
have been open for at least one year and cannot have been
re-aged during the preceding 365 days. An account may not
be re-aged more than two times in a five-year period. To
qualify for re-aging, the customer must also have made three
regular minimum monthly payments within the last 20 days.
In addition, the Company may re-age the retail account of a
customer who has experienced longer-term financial
difficulties and apply modified, concessionary terms and
conditions to the account. Such additional re-ages are
limited to one in a five-year period and must meet the
qualifications for re-aging described above. All re-aging
strategies must be independently approved by the Company’s
credit administration function and are limited to credit card
and credit line accounts. Commercial loans are not subject
to re-aging policies.

Accruing loans 90 days or more past due totaled
$584 million at December 31, 2007, compared with
$349 million at December 31, 2006, and $253 million at
December 31, 2005. The increase in 90 day delinquent loans
from December 31, 2006, to December 31, 2007, was
primarily related to residential mortgages, credit cards and
home equity loans. These loans were not included in
nonperforming assets and continue to accrue interest becanse
they are adequately secured by collateral, andfor are in the
process of collection and are reasonably expected to result in
repayment or restoration to current status. The ratio of
50 day delinguent loans to total loans was .38 percent at
December 31, 2007, compared with .24 percent at
December 31, 2006.
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To monitor credit risk associated with retail loans, the
Company also monitors delinquency ratios in the various
stages of collection, including nonperforming status. The
following table providés summary delinquency information
for residenttal mortgages and retail loans:

, As a Percant of
' Ending
Decembaer 31, ' Amount Loan Balances
{Dollars in Millions) 2007 2006 2007 2006
Residential Mortgages .
30-89days . .......... $233  $140 1.02% .66%
90 daysormore .. ..... 196 89 .86 A2
Nonperforming. . . ... ... 54 36 24 A7
Total ............ $483 265 212% 1.25%
Retall i
Credit card : i
30-89days ........... $268 $204 2.44% 2.35%
90 daysormore ....... 212 152 194 175
Nonperforming. . . ...... 14 )| A3 .36
Total ............ $494 §387 4.51% 4.46%
Retail leasing
30-89days . ... i...... $3 $34 65% .49%
90 daysormore .. .... 6 2 .10 ' .03
Nonperforming. . t ...... - - - =
Total ............ $45 & 36 75% .52%
Home equity and second
mortgages
30-89days . ...;...... $107 $ 93 65% .60%
80 daysormore . ...... 64 34 39 . 22
Nonperdorming. .. ... ... 11 14 07 09
Total ..... L $182 14 1.11% 91%
Other retail ‘
30-89days .. ......... $177  $131 | 1.02% .80%
90 days or more ... ... . 62 44 .36 .27
Nonperforming. . . ... ... 4 3 02 02
TJotal ............ $243 5178 1.40% 1.09%




While delinquency ratios have increased, the accelerating
trend in residential and retail delinquency ratios has
occurred primarily within the portfolios originated by the
consurmner finance division.

Within these product categories, the following table provides
information on delittquent and nonperforming loans as a
percent of ending loan balances, by channel:

Consumer Financa Other Retalil
December 31, 2007 2006 2007 2006
Residential Mortgages
J0-89days .. .......... 1.58% B83% 61% .55%
90 daysormore. . ....... 1.33 64 .51 .28
Nonperforming. . ... ... .. 3 19 18 18
Total ............. 3.22% 1.66% | 1.30% .99%
Retail
Credit card
30-89days ............ % % | 2.44% 2.35%
daysormore. . ....... - - 194 175
Nonperforming. . . ... .... - - A3 .38
Total ............. % % | 4.51% 4.46%
Retalil leasing
30-89days .. .......... -% =% B5% .49%
90 daysormore. . ....... - - 10 .03
Nonperforming. . ... ... .. - - - -
Yotal ............. % —e J5%  .52%
Home equity and second
mortgages
30-89days ............ 2.53% 1.64% A%  35%
90daysormore. . ....... 1.78 .79 21 14
Nonperforming . . ........ 1 11 .06 09
Total . ............ 4.42% 2.54% 68% .58%
Other retail
30-89days .. .......... 6.38% 4.30% 88% 711%
90daysormore. ... ..... 1.66 .76 33 .26
Nonperiorming . . .. .. .. .. - - 02 .02
Total ............. 8.04% 506% | 123% .99%

Within the consumer finance division at December 31, 2007,
approximately $227 million and $89 million of these
delinquent and nonperforming residential mortgages and
other retail loans, respectively, were to customers that may be
defined as sub-prime borrowers, compared with $105 million
and $50 million, respectively at December 31, 2006.

The Company expects the accelerating trends in
delinquencies to continue during 2008 as residential home
valuations continue to decline and economic facrors affect
the consumer sectors.

Restructured Loans Accruing Interest On a case-by-case
basis, management determines whether an account that
experiences financial difficulties should be modified as to its
interest rate or repayment terms to maximize the Company’s
collection of its balance. Loans restructured at a rate equal
to or greater than that of a new loan with comparable risk
at the time the contract is modified are excluded from
restructured loans once repayment performance, in
accordance with the modified agreement, has been
demonstrated over several payment cycles. Loans that have
interest rates reduced below comparable market rates remain
classified as restructured loans; however, interest income is
accrued at the reduced rate as long as the customer complies
with the revised terms and conditions.

In late 2007, the Company began implementing a
mortgage loan restructuring program for certain qualifying
borrowers. In general, borrowers with sub-prime credit
quality, that are current in their repayment status, will be
allowed to retain the lower of their existing interest rate or
the market interest rate as of their interest reset date. The
following table provides a summary of restructured loans

that continue to accrue interest:
As a Percent

of Ending

December 31 Amourit Loan Balances
{Dolars in Millions) 2007 2006 2007 2008
Commercial .. ........... $ 21 $ 18 04% .04%
Commercial real estate. . . . . . - 1 - -
Residential mortgages . . . . .. 157 80 68 .38
Creditcard. . . ........... 324 267 2.96 3.08
Otherretail. . ............ 49 39 12 10

Total ............... $551 5405 36% .28%

Restructured loans that accrue interest were higher at
December 31, 2007, compared with December 31, 2006,
reflecting the impact of restructurings for certain residential
mortgage customers in light of current economic conditions.
The Company expects this trend to continue during 2008 as
residential home valuations continue to decline and certain
borrowers take advantage of the Company’s mortgage loan
restructuring programs.

Nonperforming Assets The level of nonperforming assets
represents another indicator of the potential for future credit
losses. Nonperforming assets include nonaccrual loans,
restructured loans not performing in accordance with
modified terms, other real estate and other nonperforming
assets owned by the Company. Interest payments collected
from assets on nonaccrual status are typically applied
against the principal balance and not recorded as income.
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At December 31, 2007, total nonperforming assets were
$690 million, compared with $587 million at year-end 2006
and $644 million at year-end 2005. The ratio of toral
nonperforming assets to total loans and other real estate was
4S5 percent at December 31, 2007, compared with .41 percent
and .47 percent at the end of 2006 and 2003, respectively. The
$103 million increase in total nonperforming assets in 2007
primarily reflected higher levels of nonperforming loans
resulting from stress in residential construction, associated
homebuilding industries and financial services companies.
Partially offsetting the increase in total nonperforming loans,
was a decrease in nonperforming loans in manufacturing and

NONPERFORMING ASSETS (a)

]
transportation industry sectors within the commercial loan
portfolio. Other real est;ate included in nonperforming asse'rs
was $111 million ar December 31, 2007, compared with .
$95 million at December 31, 2006, and was primarily related
to properties that the Company has taken ownership of thiat
once secured residential mortgages and home equity and '
second mortgage loan balances. Other real estate assets were
also higher in 2007 due;to higher residential mortgage loan
foreclosures as consumets experienced financial difficulties;
given inflationary factors, changing interest rates and other
current economic conditions. The following table provides an
analysis of other real est:ate owned (“OREQ”) as a percen!t of
their related loan balandes, including further detail for

At December 31, {Dollars in Millions) 2007 2006 | 2005 2004 2003
Commercial
Commercial . . ....... .. ... $128 $196 < $289 $624
Leasefinancing .. ............ . ..o, 53 40 | 42 91 . 113
Totalcommercial ... ... ... ... ... .............. 181 236 ; 273 380 © 737
Commercial Real Estate ;
Commercial mortgages . .. ... ... ... 84 112 134 175 . 178
Construction and development . .. .. ... .............. 209 38 : 23 25 40
Total commercialrealestate. . .. ........ ... ....... 293 150 ' 157 200 - 218
Residential Mortgages . ............ ... ... .. ... 54 36 . 48 43 i 40
Retail !
Crediteard. . . ... ... . 14 31 : 49 - -
Retailleasing . . . ....... .. ... ... ... ... . ... ... ... - - | - - -
Otherretail ................ ... ... ... ......... 15 17 l 17 17 ; 26
TOtI FEAAIl .+ o v e 29 48 I 66 17 . 25
Total nonperdormingloans . ... ................. 557 470 i 544 640 1,020
OtherRealEstate(b}. ............... ... .. ..... 111 a5 ' 71 72 73
Other Assets . ..........oveuieioneenneenneanne.. 22 22 I 29 36 55
Total nenperforming assets ... ..... .. .. ........ $690 $587 . $644 $748 $1,148
Accruing loans 90 days or more pastdue ... ... ........... $584 $349 ' $253 $294 $329
Nonperforming loans tototalloans . . .. .......... ... .. ... .36% .33% ) A40% 51% B87%
Nenperforming assets to total loans plus otherrealestate (b) .. ..  .45% A1% ' A7% .60% .98%
Net interest lost on nonperformingloans . ... .............. $ 41 $ 39 L § 30 $ 42 '$ 67
Changes In Nonperforming Assets E
Commercial and Retail and
{Dollars in Miltions) Commercial Real Estate i Residential Mortgages (d) Tetal
Baiance December 31,2006 .......................... $406 | $181 $ 587
Additions to nonperforming assets ' '
New nonaccrual loans and foreclosed properties . . . ... ... ... 572 [ 65 637
Advancesonloans. . .. ......... . . ... i, 12 ! - 12
Total additions. . . ... ... .. ... .. ... 584 ! 65 649
Reductions in nonperforming assets ! .
Paydowns, payoffs . ... ... ... ... ... ... . ... . ... (176) | (23) *(198)
Netsales . . ... ... . .. i i e 95) - (95)
Return to performing status . . ... ..................... 49) (3) (52)
Chargeoffs (C) .. ... ... ... ., (185) | {15) ' (200)
Totalreductions. . . .. ... ... ... ... . e (505) (41) | {(546)
Net additions to nonperforming assets . . .. ....... ... 79 | 24 ~ 103
Balance December 31,2007 . ........ ... ... . ... ... $ 485 ) $205 $ 690

fa) Throughcut this document, nonperforming assets and refated ratios do not inchude acceruing joans

50 days or more past duge.

{b) Excludes $102 miion and $83 milion at Dacember 31, 2007 and 2006, respectively, of foreclosed GNMA loans which continue to EC;CFUB inferest,
{€) Charge-offs exclude actions for cerlain card products and loan sales that were not classified as nonperforming at the time the charge -off ocoumed.
{d) Residential mortgage information excludes changes refated to residential mortgages serviced by others.
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residential mortgages and home equity and second mortgage

loan balances by geographical location:
As a Percent of

Ending
December 31, Amount Loan Balances
{Dellars in Millions) 2007 2006 2007 2006
Residential
Michigan ............... $ 22 $17 3.47% 2.90%
Minnesota . ............. 12 11 23 .21
Ohio .................. 10 12 40 .48
Colorado ............... 7 7 .25 .28
Missouri, . .............. 8 3] .22 .25
Al otherstates . .......... 53 38 .21 16
Total residential. . . .. .. .. 110 a1 .28 .25
Commercial .............. 1 4 - Rl
Total OREO .. ......... $111 $95 O07%  07%

Within other real estate in the table above, approximately
$61 million at December 31, 2007, and $41 million at
December 31, 2006, were from portfolios defined as sub-prime.
The Company expects nonperforming assets to increase
moderately over the next several quarters due to continued
stress in residential mortgages and residential construction.
The $57 million decrease in total nonperforming assets
in 2006, as compared with 2005, reflected decreases in
nonperforming commercial, residential mortgages and retail
loans, partially offset by an increase in other real estate
assets as a result of taking more ownership of residential
properties. The decrease in nonperforming commercial loans
in 2006 was also broad-based across most industry sectors
within the commercial loan portfolio. The decrease in
nonperforming retail loans during 2006 was primarily due
to the run-off of nonaccrual accounts from a discontinued
warkout program for customers having financial difficulties
meeting recent minimum balance payment requirements.
Included in nonperforming loans were restructured
loans of $17 million and $38 million at December 31, 2007
and 2006, respectively. At December 31, 2007 and 2006, the
Company had no commitments to lend additional funds
under restructured loans. Restructured loans performing
under the restructured terms beyond a specified timeframe
are reported as “Restructured Loans Accruing Interest.”

Analysis of Loan Net Charge-Offs Total loan net charge-offs
were $792 million in 2007, compared with $544 million in
2006 and $685 million in 2005. The ratio of total loan net
charge-offs to average loans was .54 percent in 2007,
compared with .39 percent in 2006 and .52 percent in 20035.

The year-over-year increase in net charge-offs in 2007,
compared with 2006, was due primarily to an anticipated
increase in consumer charge-offs, primarily related to credit
cards, and somewhat higher commercial loan net charge-
offs. In addition, net charge-offs during 2006 reflected the
beneficial impact of bankruptcy legislation that went into
effect in the fourth quarter of 2005.

Commercial and commercial real estate Joan net charge-
offs for 2007 were $159 million {.21 percent of average
loans outstanding), compared with $88 million {.12 percent
of average loans outstanding) in 2006 and $90 million
{.13 percent of average loans outstanding) in 2005, The
year-over-year increase in net charge-offs primarily reflected
higher levels of nonperforming loans and delinquencies
within these portfolios, especially residential homebuilding
and related industry sectors. Given the continuing stress in
the homebuilding and commercial home supplier industry,
the Company expects commercial and commercial real estate
net charge-offs to continue to increase moderately over the
next several quarters. The decrease in commercial and
commercial real estate loan net charge-offs in 2006
compared with 20035, reflected lower gross charge-ofts,
partially offset by a lower level of recoveries.

Retail loan net charge-offs in 2007 were $572 million
(1.17 percent of average loans outstanding), compared with
$415 million (.92 percent of average loans outstanding) in
2006 and $559 million (1.30 percent of average loans
outstanding) in 2005. The increase in retail loan net charge-
offs in 2007, compared with 2006, reflected growth in the
credit card and installment loan portfolios of 25.4 percent
and 11.2 percent, respectively. It also reflected higher retail
loan delinquency ratios, compared with the prior year. In
addition, net charge-offs for 2006 reflected the beneficial
impact of bankruptcy legislation changes that occurred in
the fourth quarter of 2005. The Company anticipates higher
delinquency levels in the retail portfolios and that the trend
in retail net charge-offs will accelerate, but remain in a
manageable range during 2008. The decrease in retail loan
net charge-offs in 2006, compared with 20085, reflected the
impact of the bankruptcy legislation enacted in the fourth

quarter of 2005 and improved retail portfolio performance.
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NET CHARGE-OFFS AS A PERCENT OF AVERAGE LOANS OUTSTANDING '

|
2006 ;

Year Ended December 31 2007 2005 2004 " 2003
Commercial . .
COMMENCIAl . . .o\ttt e et e 24% 15% L 2% 29% | 1.34%
Leasefinancing. .. ........ ... . ... .. i 61 46 g 85 1.42 y 1.65
Totalcommercial . . . ......... . ... . . . .29 18 ' .20 43 138
Commercial Real Estate f !
Commercial mortgages. . ... ... ... . oL .06 o0 t .03 09 V14
Construction and development . . .. .. .. ....... .. ... ... 1 01 v (.04) 13 '16
Tetal commercial realestate .. .. .................. .08 .01 “ .01 10 14
Residential Mortgages . . .. ........ ..., .28 19 ! .20 .20 .23
Retalil ‘ ‘
Creditcard . . ... ... . ... i e 3.34 2.88 i 420 4,14 1 4,62
Retailleasing . . ......... ... ... ... ... . .. ...... .25 20 | .35 .58 T .86
Home equity and secondmortgages . . ... .. ............ 46 .33 46 54 P70
Otherretail . .. ... ... . . .96 .85 1.33 1.35 179
Total Fetail . . . o\ 147 92 1.30 1.36 168
Tofalloans. . . ... . ... ... .. . 54% .39% i 52% .64% ' 1.07%

The following table provides an analysis of net charge-
offs as a percent of average loans outstanding managed by the
consumer finance division, compared with other retail loans:

Percent of
Average
Year Ended December 31 Average Loans Loans
(Dollars in Millions) 2007 2006 2007 2006
Consumer Finance {a)
Residential morigages . .. §$ 8,129 § 7,414 58% 51%
Home equity and second
mortgages. . . ... ... 1,850 1,971 270 142
Otherretail. . . ........ 414 399 338 4.6
Other Retail
Residential mortgages . . . $12,956 $13,639 06% .02%
Home equity and second
mortgages. .. ...... 14,073 13,175 A7 A7
Ctherretail. . ......... 16,437 15,057 .80 74
Total Company
Residential mortgages . . . $22,085 $21,053 28% 19%
Home equity and second
mortgages. . .. ... .. 15,923 15,146 .46 .33
Otherretail. . ... ...... 16,850 15,456 96 .85

(@) Consumer Finance category included credit onginated and managed by USBCF, as welf
as home equily and second mortgages with a loan-to-value greater than 100 percent
that were originated in the branches.

Within the consumer finance division, the Company
originates loans to customers that may be defined as sub-
prime borrowers. The following table provides further
information on net charge-offs as a percent of average loans

outstanding for this division:

Percent of
Average
Year Ended December 31 Average L.oans Loans
{Dollars in Millions) 2007 2006 2007 2006
Residential Mortgages
Sub-prime borrowers. . . . . . $3,158 $2,602 1.17% .95%
Other borrowers . . . ... ... 5971 4,812 27 .27
Total . ... .......... $9,129 $7.414 58% .51%
Home Equity And Second
Mortgages
Sub-prime borrowers. . . . .. $ 908 § 842 3.41% 1.72%
Other borrowers. . .. .. ... 942 1,129 202 120
Total .. ............ $1,850 $1,971 2.70% 1.42%
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Analysis and Determmatmn of the Allowance for Credtt

Losses The allowance for loan losses provides coverage. for
probable and (:stlmablc:I losses inherent in the Company’s
loan and lease portfolio. Management evaluates the
allowance each quarter to determine that it is adequate to
cover these inherent los;ses. The evaluation of each element
and the overall allowaiice is based on a continuing L
assessment of problem loans, recent loss experience and'
other factors, including regulatory guidance and economic
conditions. Because business processes and credit risks .
associated with unfunc{cd credit commitments are essentially
the same as for loans, t‘{he Company utilizes similar processes
to estimate its liability for unfunded credit commitments,
which is included in other liabilities in the Consolidated
Balance Sheet. Both the allowance for loan losses and the
liability for unfunded Credlt commitments are included in the
Company’s analysis of Cl'Cdlt losses. |

At December 31, 2007, the allowance for credit lossefs was
$2,260 million (1.47 percent of loans), compared with an .
allowance of $2,256 miilion {1.57 percent of loans) at
December 31, 2006, and $2,251 million {1.63 percent of loans)
at December 31, 2005. The ratio of the allowance for credlt
losses to nonperformmg‘loans was 406 percent at December 31,
2007, compared with 42}0 percent and 414 percent at
December 31, 2006 and 2005, respectively. The ratio of the
allowance for credit losses to loan net charge-offs at !
December 31, 2007, wa:s 285 percent, compared with
415 percent and 329 pefcent at December 31, 2006 and 2005,
respectively, Management determined that the allowance for
credit losses was adequate at December 31, 2007,

Several factors were taken into consideration in
evaluating the allowance for credit losses at December 31,
2007, including the risl-f: profile of the portfolios, loan nét
charge-offs during the Everiod, the level of nonperforming




SUMMARY OF ALLOWANCE FOR CREDIT LOSSES

{Dellars in Miltions) 2007 2006 2005 2004 2003
Balance at beginningofyear. ... ... ... L $2,256 $2.251 $2,269 $2,369 $2,422
Charge-0ffs
Commercial
Commercial . ... ... .. . . 154 121 140 244 556
Lease financing . . . ... ... . i e 63 51 76 110 139
Totalcommercial . . ... ... . o e 217 172 218 354 695
Commercial real estate
Commercial mongages . . .. ... ... ... . .. i 16 11 16 29 44
Construction and development . . . ... ... ... L L. 10 1 3 13 13
Total commercialrealestate . . .. ........ ... ... irunn. 26 12 19 42 57
Residential mortgages. . .. . ... ... ... e e 63 43 39 a3 30
Retail
Creditcard . . . .. ... e e e e 389 256 313 282 282
Retail leasing . . . ... ... . 23 25 38 49 57
Home equity and second mortgages . . .. .. .................... 82 62 83 89 105
Otherretail . ... .. ... . 232 193 241 225 268
TJotalretail . ... ... . . e 726 536 675 645 712
Totalcharge-offs. . ... ......... ... ... . . ... ... .... 1,032 763 949 1,074 1,494
Recoveries
Commercial
Commercial . . ... ... . . e e 52 61 95 144 70
leasefinancing . . . ... ... ... .. e 28 27 34 41 585
Totalcommercial . . . ... ... ... e e 80 88 129 185 125
Commercial real estate
Commercial morgages . . . . .. .. i 4 8 10 11 16
Construction and development . . ... ... ... ... .. iiiiia., - - 6 4 2
Total commercialrealestate . . ....... ... ... . ... . ... ... 4 8 16 15 18
Residential mortgages. . . . ... .. ... ... . .. e e 2 2 3 4 3
Retail
Crediteard . . ... ... . 69 36 35 30 27
Retailteasing .. ...... ... ... . . . ... . 7 " 12 10 7
Home equity and second mortgages . .. ... ...... ... ... ... ... 8 12 15 13 12
Othervetail . . ... ... . e 70 62 54 50 50
Totalretail .. ... ... ... . .. . . .. 154 121 116 103 96
Totalracoveries . ... .. . i e e e 240 219 264 307 242
Net Charge-0Offs
Commercial
Commercial ... ....... ... . e 102 60 a5 100 486
Leasefinancing. .. .... . ... . .. i 35 24 42 69 84
Total commercial. . . ... .. ... ... 137 84 87 169 570
Commercial real estate
Commercial mortgages . . . . .. ...t 12 3 6 18 28
Constructionand development . ... ... ............ ... . ...... 10 1 (3) 9 11
Total commercial realestate . . ... ...... .. ... ... .. ... ..... 22 4 3 27 33
Residential mortgages. . . ... ... ..o e 61 41 36 29 27
Retail
Creditcard . .. .. ... ... e e 320 220 278 252 255
Retail leasing . . ... ... ... . .. . ... 18 14 26 39 50
Home equity and second mortgages . . ... ... ... . i 74 50 68 76 93
Otherretail . .. ... ... e e e 162 131 187 175 218
Totalretail .. ... 572 415 559 542 616
Totalnetcharge-offs . .. ...... .. ... ... ... . ... ... .. .. 792 544 685 767 1,252
Provisionfor creditlosses . . . .. ... .. ... . . .. e 792 544 666 669 1,254
Acquisitions and otherchanges . . ... ... ... e 4 5 1 (2) (55}
Balanceatendofyear. ... .. ... . ... . ... $2,260 $2,256 $2.251 $2,269 $2,369
Components
Allowance forloan losses. . ... .. . ... .. ... . . e $2,058 $2,022 $2,041 $2,080 $2,184
Liability for unfunded credit commitments . . ........... ... .. ...... 202 234 210 189 185
Total allowance forcreditlosses. . .. ... ... ... ... ... . ..... $2,260 $2,256 $2,251 $2,269 $2,369
Allowance for credit losses as a percentage of
Period-endloans . ... ... . ... .. ... .. 1.47% 1.57% 1.65% 1.82% 2.03%
Nonperformingloans. . .. .. .. ... ... .. ..., . ... . . . . 406 480 414 355 232
Nonperformingassets . . ... .. ... ... .. ... e 328 384 350 303 206
Netcharge-offs . .. ... ... ... .. ... . . . e 285 415 329 296 189

assets, accruing loans 90 days or more past due, delinquency
ratios and changes in restructured loan balances compared

with December 31, 2006. Management also considered the

uncertainty related to certain industry sectors, and the extent
of credit exposure to specific borrowers within the portfolio.

In addition, concentration risks associated with commercial
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ELEMENTS OF THE ALLOWANCE FOR CREDIT LOSSES

Aflgwance Amount

Allowance as a Percent of Loans

December 31 {Doilars in Millions) 2007 2006 2005 2004 2003 2007 2008 2005 2004 2003
Commercial ‘
Commercial . . ............... $ 860 & 665 $ 656 $ 664 § 696 1.92% 164% 1.73% 189% 2.08%
Lease financing .............. 146 90 105 106 90 2.34 1.62 2.06 214 180
. T
Total commercial . .......... 1,006 755 761 770 786 1.97 1.63 1.77 1.92 ' 2.04
Commercial Real Estate . .
Comiercial mortgages . . ... .... 150 126 115 131 176 74 .64 57 .64 .82
Construction and development . . . . 108 74 53 40 59 1.19 .83 65 55 1 .89
Total commercial real estate . . . . 258 200 168 17 229 .88 70 58 .62 .84
Residential Mertgages .. .. ... .. 131 58 39 33 33 .58 27 19 21 .25
Retail
Creditcard. . .. .............. 487 298 284 283 268 4.45 344 3.98 4,29 4.52
Retail leasing . . . . ............ 17 15 24 44 47 28 .22 .33 81 .78
Home equity and second morigages. . 114 52 62 88 T .69 .33 41 o8 76
Otherretail. . . ............... 247 177 188 195 235 1.42 1.08 1.26 1.48 1.89
Totalretail . .. . ... ... .. .... 865 542 558 610 651 1.70 1.14 1.26 146  1.73
Total allocated allowance . . . . . . 2,260 1,555 1,626 1,584 1,699 1.47 1.08 1.12 1.27 1.46
Available for other factors. . . . . . - 701 725 685 670 = .49 .53 55 .57

Totalallowance . . .. ............. $2,260 $2,256 $2,251

$2,269 52,369 147% 1.57% 1.65% 1.82% 2.03%

real estate and the mix of loans, including credit cards, loans
originated through the consumer finance division and
residential mortgages balances, and their relative credit risks
were evaluated. Finally, the Company considered current
economic conditions that might impact the portfolio.
Management determines the allowance that is required for
specific loan categories based on relative risk characteristics
of the loan portfolio. On an ongoing basis, management
evaluates its methods for determining the allowance for each
element of the portfolio and makes enhancements considered
appropriate. Table 17 shows the amount of the allowance
for credit losses by portfolio category.

Regardiess of the extent of the Company’s analysis of
customer performance, portfolio trends or risk management
processes, certain inherent but undetected losses are
probable within the loan portfolios. This is due to several
factors, including inherent delays in obtaining information
regarding a customer’s financial condition or changes in
their unique business conditions, the judgmental nature of
individual loan evaluations, collateral assessments and the
interpretation of economic trends. Volatility of economic or
customer-specific conditions affecting the identification and
estimation of losses from larger non-homogeneous credits
and the sensitivity of assumptions utilized to establish
allowances for homogeneous groups of loans, loan portfolio
concentrations, and other subjective considerations are
among other factors. Because of these subjective factors, the
process utilized to determine each element of the allowance
for credit losses by specific loan category has some
imprecision. As such, the Company estimates a range of
inherent losses in the portfolio based on statistical analyses
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and management judgment. A statistical analysis attempts to
measure the extent of imprecision and other uncertainty by
determining the volatility of losses over time, across loan
categories. Also, management judgmentally considers loan
concentrations, risks associated with specific industries, the
stage of the business cycle, economic conditions and other
qualitative facrors. In 2007, this element of the allowance
was specifically assigned to each portfolio type to better
reflect the Company’s risk in the specific portfolios. In prior
years, this element of the allowance was separately disclosed
as “allowance available for other factors”.

The allowance recorded for commercial and commercial
real estate loans is based, in part, on a regular review of .
individual credit relationships, The Company’s risk rating
process is an integral component of the methodology utilized
to determine these elements of the allowance for credit losses.
An allowance for credit losses is established for pools of
commercial and commercial real estate loans and unfunded
commitments based on the risk ratings assigned. An analysis
of the migration of commercial and commercial real estate
loans and actual loss experience throughout the business'cycle
is conducted quarterly to assess the exposure for credits with
similar risk characterist:ics. In addition to its risk rating ;
process, the Company Separately analyzes the carrying value
of impaired loans to détermine whether the carrying value is
less than or equal to the appraised collateral value or the
present vatue of expected cash flows. Based on this analysis,
an allowance for credit losses may be specifically established

for impaired loans. The allowance established for commercial




and commercial rea! estate loan portfolios, including impaired
commercial and commercial real estate loans, was

$1,264 million at December 31, 2007, compared with

£955 million and $929 million at December 31, 2006 and
20035, respectively. The increase in the allowance for
commercial and commercial real estate loans of $309 million
at December 31, 2007, compared with December 31, 2006,
reflected the impact of growth in the portfolios and the
change in the process of allocating the allowance for credit
losses 1o the specific loan portfolios during 2007, partially
offset by a reduction in net inherent foss rates.

The allowance recorded for the residential mortgages
and retail loan partfolios is based on an analysis of product
mix, credit scoring and risk composition of the portfolio,
foss and bankruptcy experiences, economic conditions and
historical and expected delinquency and charge-off statistics
for each homogenous group of loans, Based on this
information and analysis, an allowance was established
approximating a rolling twelve-month estimate of net
charge-offs. The allowance established for residential
mortgages was $131 million at December 31, 2007,
compared with $58 million and $39 million at December 31,
2006 and 2003, respectively. The increase in the allowance
for the residential mortgages portfolio year-over-year was
driven by portfolio growth, deterioration in the resale value
of real estate collateral due to the housing market and the
change in the process of allocating the allowance for credit
losses to the specific loan portfolios during 2007. The
allowance established for retail loans was $865 million at
December 31, 2007, compared with $542 million and
$358 million at December 31, 2006 and 20035, respectively.
The increase in the allowance for the retail portfolio in 2007
reflected foreclosures in the home equity portfolio, growth in
the credit card and other retail portiolios and the change in
the process of allocating the allowance for credit losses to
the specific loan portfolios during 2007.

Although the Company determines the amount of each
element of the allowance separarely and this process is an
important credit management tool, the entire allowance for
credit losses is available for the entire loan portfolio. The
actual amount of losses incurred can vary significantly from
the estimated amounts.

Residual Value Risk Management The Company manages its
risk to changes in the residual value of leased assets through
disciplined residual valuation setting at the inception of a
lease, diversification of its leased assets, regular residual
asset valuation reviews and monitoring of residual value
gains or losses upon the disposition of assets. Commercial
lease originations are subject to the same well-defined
underwriting standards referred to in the “Credit Risk
Management” section which includes an evaluation of the
residual risk. Retail lease residual risk is mitigated further by

originating longer-term vehicle leases and effective end-of-
term marketing of off-lease vehicles. Also, to reduce the
financial risk of potential changes in vehicle residual values,
the Company maintains residual value insurance. The
catastrophic insurance maintained by the Company provides
for the potential recovery of losses on individual vehicle
sales in an amount equal to the difference between:
{a) 105 percent or 110 percent of the average wholesale
auction price for the vehicle at the time of sale and (b) the
vehicle residual value specified by the Automotive Lease
Guide (an authoritative industry source) at the inception of
the lease. The potential recovery is calculated for each
individual vehicle sold in a particular policy year and is
reduced by any gains realized on vehicles sold during the
same period. The Company will receive claim proceeds
under this insurance program if, in the aggregate, there is a
net loss for such period. In addition, the Company obtains
separate residual value insurance for all vehicles at lease
inception where end of lease term settlement is based solely
on the residual value of the individual leased vehicles. Under
this program, the potential recovery is computed for each
individual vehicle sold and does not allow the insurance
carrier to offset individual determined losses with gains from
other leases. This individual vehicle coverage is included in
the calculation of minimum lease payments when making
the capital lease assessment. To reduce the risk associated
with collecting insurance claims, the Company monitors the
financial viability of the insurance carrier based on insurance
industry ratings and available financial information.
Included in the retail leasing portfolio was approximartely
$3.8 billion of retail leasing residuals at December 31, 2007,
compared with $4.3 billion at December 31, 2006. The
Company monitors concentrations of leases by manufacturer
and vehicle “make and model.” As of December 31, 2007,
vehicle lease residuals related to sport utility vehicles were
42.2 percent of the portfolio while upscale and mid-range
vehicle classes represented approximarely 23.1 percent and
13.9 percent, respectively. At year-end 2007, the largest
vehicle-type concentration represented approximately
7.8 percent of the aggregate residual value of the vehicles in
the portfolio. No other vehicle-type exceeded five percent of
the aggregate residual value of the portfolio. Because retail
residual valuarions tend to be less volatile for longer-term
leases, relative to the estimated residual at inception of the
lease, the Company actively manages lease origination
production to achieve a longer-term portfolio. At
December 31, 2007, the weighted-average origination term of
the portfolio was 49 months, compared with 50 months at
December 31, 2006. During the past several years, new
vehicles sales volumes experienced strong growth driven by
manufacturer incentives, consumer spending levels and strong
economic ¢onditions, In 2007, sales of new cars have softened
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somewhat relative to a year ago. In part, this is due to
manufacturers reducing sales incentives to consumers, as well
as the overall general weakening of the economy. Current
expectations are that sales of new vehicles will trend
downward in 2008. Given that manufacturers’ inventories of
vehicies have declined somewhat during this period, this trend
in sales should provide suppeort of residual valuations. With
respect to used vehicles, wholesale values for automobiles
during 2004 and 2005 performed better than wholesale
values for trucks resulting in car prices becoming somewhat
inflated and truck prices declining over this period. This has
led to a shift in the comparative performance of these two
segments, resulting in car values experiencing a decrease of

.9 percent in 2007, while truck values have experienced an
improvement of 1.1 percent over the same timeframe. The
overall stability in the used car marketplace combined with
the mix of the Company’s lease residual portfolic have caused
the exposure to retail lease residual impairments to be
relatively stable relative to a year ago.

At December 31, 2007, the commercial leasing portfolio
had $660 million of residuals, compared with $636 million at
December 31, 2006. At year-end 2007, lease residuals related
to trucks and other transportation equipment were 26.6 percent
of the total residual portfolio. Railcars represented 17.5 percent
of the aggregate portfolio, while business and office equipment
and aircrafr were 16.7 percent and 12.9 percent, respectively.
No other significant concentrations of more than 10 percent
existed at December 31, 2007, In 2007, residual values in
general remained stable or were favorable. The transportation
industry residual values improved for marine, rail and aircraft.

Operational Risk Management Operational risk represents
the risk of loss resulting from the Company’s operations,
including, but not limited to, the risk of fraud by employees
or persons outside the Company, the execution of
unauthorized transactions by employees, errors relating to
transaction processing and technology, breaches of the
internal control system and compliance requirements and
business continuation and disaster recovery. This risk of loss
also includes the potential legal actions that could arise as a
result of an operational deficiency or as a result of
noncompliance with applicable regulatory standards, adverse
business decisions or their implementation, and customer
attrition due to potential negative publicity.

The Company operates in many different businesses in
diverse markets and relies on the ability of its employees and
systems 10 process a high number of transactions. Operational
risk is inherent in all business activities, and the management
of this risk is important to the achievement of the Company’s
objectives. In the event of a4 breakdown in the internal control
system, improper operation of systems or improper
employees’ actions, the Company could suffer financial loss,
face regulatory action and suffer damage to its reputation.
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The Company manages operational risk through a risk
management frameworik and its internal control processes.
Within this framework, the Corporate Risk Committee -
{“Risk Committee”) provides oversight and assesses the
most significant operational risks facing the Company within
its business lines. Under the guidance of the Risk i
Committee, enterprise risk management personnel establish
policies and interact wi;th business lines to monitor
significant operating risks on a regular basis. Business lines
have direct and primary responsibility and accountability for
identifying, controlling; and monitering operational risks
embedded in their busi;ness activities. Business managers
maintain a system of controls with the objective of providing
proper transaction authorization and execution, proper '
system operations, safeguarding of assers from misuse or
theft, and ensuring the reliability of financial and other data.
Business managers ensure that the controls are appropriate
and are implemented as designed.

Each business line within the Company has designated
risk managers. These risk managers are responsible for,
among other things, cobrdinating the completion of ongoing
risk assessments and enisuring that operational risk .
management is integrated into business decision-making;
activities. Business continuation and disaster recovery
planning is also critical to effectively managing operational
risks. Each business unit of the Company is required to
develop, maintain and i:est these plans at least annually to
ensure that recovery activities, if needed, can support
mission critical functions including technology, nerworks and
data centers supporting customer applications and business
operations. The Compdny’s internal audit function validates
the system of internal controls through risk-based, regular
and ongoing audit procedures and reports on the
effecriveness of internal controls to executive management
and the Audit Committee of the Board of Directors.

Customer-related business conditions may also increase
operational risk, or the level of operational losses in certain
transaction processing business units, including merchant
processing activities. Ongoing risk monitoring of customer
activities and their financial condition and operational
processes serve to mitigate customer-related operational risk.
Refer to Note 21 of the Notes to Consolidated Financial
Statements for further discussion on merchant processing.

While the Company believes that it has designed
effective methods to minimize operational risks, there is no
absolute assurance thar. business disruption or operational
losses would not occur in the event of a disaster. On an
ongoing basis, management makes process changes and
investments to enhance its systems of internal controls and
business continuity and disaster recovery plans.

Interest Rate Risk Management In the banking industry,
changes in interest rates are a significant risk that can




impact earnings, market valuations and safety and soundness
of an entity. To minimize the volatility of net interest income
and the market value of assers and liabilities, the Company
manages its exposure to changes in interest rates through
asset and liability management activities within guidelines
established by its Asset Liability Policy Committee
{“ALPC”) and approved by the Board of Directors. ALPC
has the responsibility for approving and ensuring compliance
with ALPC management policies, including interest rate risk
exposure. The Company uses Net Interest Income
Simulation Analysis and Market Value of Equity Modeling
for measuring and analyzing consolidated interest rate risk.

Net Interest Income Simulation Analysis One of the
primary tools used to measure interest rate risk and the
effect of interest rate changes on net interest income is
simulation analysis. The monthly analysis incorporates
substantially all of the Company’s assets and liabilities and
off-balance sheet instruments, together with forecasted
changes in the balance sheet and assumptions that reflect the
current interest rate environment. Through this simulation,
munagement estimates the impact on ner interest income of
a 200 basis point upward or downward gradual change of
market interest rates over a one-year period. The simulation
also estimates the effect of immediate and sustained parallel
shifts in the yield curve of 50 basis points as well as the
effect of immediate and sustained flactening or steepening of
the yield curve. This simulation includes assumptions about
how the balance sheet is likely to be affected by changes in
loan and deposit growth. Assumptions are made to project
interest rates for new loans and deposits based on historical
analysis, management’s outlook and repricing strategies.
These assumptions are validated on a periodic basis. A
sensitivity analysis is provided for key variables of the
simulation. The results are reviewed by ALPC monthly and
are wused to guide asset/liability management strategies.

The table below summarizes the interest rate risk of net
interest income based on forecasts over the succeeding

2 months. At December 31, 2007, based on the rate

environment at that time, the Company’s overall interest rate
risk position was liability sensitive to changes in interest rates.
In January 2008, the Federal Reserve Bank lowered the Federal
Funds rate by 125 basis points to 3.00 percent, which resulted
in the overall interest rate risk position of the Company being
slightly liability sensitive. The Company manages its interest
rate risk position by holding assets on the balance sheet with
desired interest rate risk characreristics, implementing certain
pricing strategies for loans and deposits and through the

SENSITIVITY OF NET INTEREST INCOME

December 31, 2007

selection of derivatives and various funding and investment
portfolio strategies. The Company manages the overall interest
rate risk profile within policy limits, ALPC policy limits the
estimated change in net interest income to 4.0 percent of
forecasted net interest income over the succeeding 12 months.
At December 31, 2007, and 2006, the Company was within its
ALPC policy.

Market Value of Equity Modeling The Company also utilizes
the market value of equity as a measurement tool in
managing interest rate sensitivity. The market value of equity
measures the degree to which the marker values of the
Company’s assets and liabilities and off-balance sheet
instruments will change given a change in interest rates.
ALPC policy limits the change in market value of equity in a
200 basis point parallel rate shock to 15 percent of the
market value of equity assuming interest rates ar December 31,
2007. The up 200 basis point scenario resulted in a

7.6 percent decrease in the market value of equity at
December 31, 2007, compared with a 6.7 percent decrease at
December 31, 2006. The down 200 basis point scenarto
resulted in a 3.5 percent decrease in the market value of
equity at December 31, 2007, compared with a 1.8 percent
decrease at December 31, 2006. At December 31, 2007 and
2006, the Company was within its ALPC policy.

The valuation analysis is dependent upon certain key
assumptions about the nature of assets and liabilities with
non-contractual maturities. Management estimates the
average life and rate characteristics of asset and liability
accounts based upon historical analysis and management’s
expectation of rate behavior. These assumptions are
validated on a periodic basis. A sensitivity analysis of key
variables of the valuation analysis is provided to ALPC
monthly and is used to guide asset/liability management
strategies. The Company also uses durarion of equity as a
measure of interest rate risk. The duration of equity is a
measure of the net market value sensitivity of the assets,
liabilities and derivative positions of the Company. The
duration of assets was 1.8 years at December 31, 2007 and
2006, The duration of liabilities was 1.9 years at
Pecember 31, 2007 and 2006. At December 31, 2007, the
duration of equity was 1.2 years, compared with 1.6 years
at December 31, 2006. The duration of equity measures
shows that sensitivity of the market value of equity of the
Company was liability sensitive to changes in interest rates.

Use of Derivatives to Manage Interest Rate and Other Risks
In the ordinary course of business, the Company enters into

December 31, 2006

Down 50 Up 50 Down 200 Up 200 Down 50 Up 50 Down 200 Up 200
immediate Immediate Gradual Gradual Immediate Immediate Gradual Gradual
Net interest income . ... .. ... 54% (1.01)% 128%  (2.55)% A2% {1.43)% 92% (2.85)%
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derivative transactions to manage its interest rate,
prepayment, credit, price and foreign currency risks {“asset
and liabiliry management positions”) and to accommodate
the business requirements of its customers (“customer-related
positions”). To manage its interest rate risk, the Company
may enter into interest rate swap agreements and interest
rate options such as caps and floors. Interest rate swaps
involve the exchange of fixed-rare and variable-rate
payments without the exchange of the underlying notional
amount on which the interest payments are calculated.
Interest rate caps protect against rising interest rates while
interest rate floors protect against declining interest rates. In
connection with its mortgage banking operations, the
Company enters into forward commitments to sell mortgage
loans related to fixed-rate mortgage loans held for sale and
fixed-rare mortgage loan commirments. The Company also
acts as a seller and buyer of interest rate contracts and
foreign exchange rate contracts on behalf of customers. The
Company minimizes its market and liquidity risks by taking
similar offsetting positions.

All interest rate derivatives that qualify for hedge
accounting are recorded at fair value as other assets or
liabilities on the balance sheet and are designated as either
“fair value” or “cash flow” hedges. The Company performs
an assessment, both at inception and quarterly thereafter,
when required, to determine whether these derivatives are
highly effective in offsetting changes in the value of the
hedged items. Hedge ineffectiveness for both cash flow and
fair value hedges is recorded in noninterest income. Changes
in the fair value of derivatives designated as fair value
hedges, and changes in the fair value of the hedged items,
are recorded in earnings. Changes in the fair value of
derivatives designated as cash flow hedges are recorded in
other comprehensive income until income from the cash
flows of the hedged items is realized. Customer-related
interest rate swaps, foreign exchange rate contracts, and all
other derivative contracts that do not qualify for hedge
accounting are recorded at fair value and resulting gains or
tosses are recorded in trading account gains or losses or
mortgage banking revenue. Gains or losses on customer-
related derivarive positions were not material in 2007,

By their nature, derivative instruments are subject to
market risk. The Company does not utilize derivative
instruments for speculative purposes. Of the Company’s
$57.5 billion of total notional amount of asset and liability
management positions at December 31, 2007, $24.4 billion
was designated as either fair value or cash flow hedges or
net investment hedges of foreign operations. The cash flow
hedge derivative posirions are interest rate swaps that hedge
the forecasted cash flows from the underlying variable-rate
debt. The fair value hedges are primarily interest rate swaps
that hedge the change in fair value related to interest rate
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changes of underlying fixed-rate debt and subordinated
obligations,

The Company uses forward commitments to sell
residential mortgage loans to hedge its interest rate risk
related to residential mortgage loans held-for-sale. The
Company commits to sell the loans at specified prices in a
future period, typically within 90 days. The Company is
exposed to interest raté risk during the period between
issuing a loan commitment and the sale of the loan into the
secondary marker. In connection with its mortgage banking
operations, the Company held $2.8 billien of forward
commitments to sell mortgage loans and $3.7 billion of
unfunded mortgage Ioazn commitments at December 31,
2007, that were derivatives in accordance with the '
provisions of the Statement of Financial Accounting
Standards No. 133, “Accounting for Derivative Instruments
and Hedge Activities.” The unfunded morrgage loan
commitments are reported at fair value as options in
Table 18. The Company also utilizes U.S. Treasury futures,
options on U.S. Treasui'y futures contracts, interest rate '
swaps and forward con:lmitments to buy residential
mortgage loans to economically hedge the change in fair
value of its residential M5SRs.

Derivative instruments are also subject to credit risk
associated with counterparties to the derivative contracts.
Credit risk associated with derivatives is measured based on
the replacement cost should the counterparties with
contracts in a gain position to the Company fail to perform
under the terms of the contract. The Company manages this
risk through diversification of its derivative pusitions among
various counterparties, requiring collateral agreements with
credit-rating thresholds; entering into master netting
agreements in certain cases and entering into interest rate
swap risk participation agreements. These agreements
transfer the credit risk related to interest rate swaps from the
Company to an unaffiliated third-party. The Company also
provides credit protection to third-parties with risk
participation agreements, for a fee, as part of a loan
syndication transaction.

At December 31, 2007, the Company had $219 million
in accumulated other cgmprehensive income related to
realized and unrealized losses on derivatives classified as
cash flow hedges. Unrealized gains and losses are reflected in
earnings when the relatéd cash flows or hedged transactions
occur and offset the rel:%red performance of the hedged
items. The estimated amount to be reclassified from
accumulated other comprehensive income into earnings
during the next 12 months is a loss of $106 million.

The change in the fair value of all other asset and
liability management derivative positions attribured to hedge
ineffectiveness recorded in noninterest income was not
material for 2007, ’ ;




LCLICRE] DERIVATIVE POSITIONS
ASSET AND LIABILITY MANAGEMENT POSITIONS

Weighted-
Maturing Raﬁ;’:ﬁg;
Fair Maturity
December 31, 2007 (Dollars in Millions) 2008 2009 2010 2011 2012 Thereafter Total Value In Years
Interest Rate Contracts
Receive fixed/pay floating swaps
Notionalamount .. ................ $ - 5 - $ $ - $- $3750 $ 3750 §$ 17 40.87
Weighted-average
Receiverate. .. ................ % =% —e % -% 6.32% 6.32%
Payrate. . .................... - - - - - 5.41 5.41
Pay fixedfreceive iloating swaps
Notionalamount ... ............... $ 7,650 $4,000 $- $ - $ - $4429 $15979  $(307) 3.00
Weighted-average
Receiverate. . . . ............... 515% 511% =% =% % 5.08% 5.12%
Payrate. .. ................... 513 4,49 - - - 5.22 4.99
Futures and forwards
Buy ....... $12459 & - $- $ - $- $ - $12459 & (51) 12
Sell .. ... ... e 11,427 - - - - - 11,427 (33) 16
Options
Written. . ... ... ... .. ... ... $10689 $ - 5 § - $- $ - $10683 $ 10 2
Foreign Exchange Contracts
Cross-currency swaps
Notional amount .. .. .............. $ - & - 5~ $ - $ - $1913 $§1913 $196 8.80
Weighted-average
Receiverate. . . ................ —% ~% -% ~% % 4.24% 4.24%
Payrate...................... - - - - - 4.87 487
Forwards. ... .............c.vurnn.. $1411 8§ - 3 $ - $5- 8 - 51111 § (15) .03
EquityContracts. . .. _._.............. $ - 5 40 $— $33 $- & -% 73 $ (@ 2.33
Credit DefaultSwaps . ................ $ 5 § 5 $— $25 $21 $ - % 56 § 1 3.60
CUSTOMER-RELATED POSITIONS
Waighted-
Maturing aaﬁiﬁﬁg
Fair  Maturity
December 31, 2007 (Doflars in Millions) 2008 2009 2010 2011 2012 Thereafter Totat Value  In Years
Interest Rate Contracts
Receive fixed/pay floating swaps
Notionalamount. . . .. .............. $1,647 $2212 $2,230 $1,340 $1,606 $5,126 $14260 $386 5.10
Pay fixed/receive floating swaps
Notionalamount. . . . ............... 1,647 2,204 2,214 1,358 1,695 5135 14,253 {309) 5.08
Options
Purchased ...................... 572 621 284 201 86 175 1,939 1 2.25
Written. . . ... ... ... 565 621 284 20 86 175 1,932 1 2.25
Risk participation agreements
Purchased . ..................... 3 34 13 17 94 209 370 1 6.23
Written. . .. ....... ... .. . e 25 112 145 51 84 21 628 (1) 4.98
Foreign Exchange Rate Contracts
Forwards, spots and swaps
Buy . ... . $3113 $ 274 $ 78 $ 18 $ 3 % - $3486 $109 A4
Sell ... 3,058 268 77 20 3 - 3,426 (95) 44
Options
Purchased ...................... 252 8 48 - - - 308 {6) .68
Written . . ... ... . 237 8 48 - - - 293 6 71

The Company enters into derivatives to protect its net
investment in certain foreign operations. The Company uses
forward commitments to sell specified amounts of certain

foreign currencies to hedge fluctuations in foreign currency
exchange rates. The net amount of gains or losses included
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in the cumulative translation adjustment for 2007 was not
material.

Table 18 summarizes information on the Company’s
derivative positions at December 31, 2007. Refer to Notes 1
and 19 of the Notes to Consolidated Financial Statements
for significant accounting policies and additional
information regarding the Company’s use of derivatives.

Market Risk Management In addition to interest rate risk,
the Company is exposed to other forms of market risk as a
consequence of conducting normal trading activities. These
trading activities principally suppart the risk management
processes of the Company’s customers including their
management of foreign currency and interest rate risks. The
Company also manages market risk of non-trading business
activities, including its MSRs and loans held-for-sale. Value
at Risk {(“VaR”) is a key measure of market risk for the
Company. Theoretically, VaR represents the maximum
amount that the Company has placed at risk of loss, with a
ninety-ninth percentile degree of confidence, to adverse
market movements in the course of its risk taking activities.

VaR modeling of trading activities is subject to certain
limitations. Addirionally, it should be recognized that there
are assumptions and estimates associated with VaR modeling,
and actual results could differ from those assumptions and
estimates. The Company mitigates these uncertainties through
regular monitoring of trading activities by management and
other risk management practices, including stop-loss and
position limits related to its trading activities. Stress-test
maodels are used to provide management with perspectives on
market events that VaR models do not capture.

The Company establishes market risk limits, subject to
approval by the Company’s Board of Directors. The
Company’s market valuaticn risk for trading and non-
trading positions, as estimated by the VaR analysis, was
$1 million and $135 million, respectivety, at December 31,
2007, compared with $1 million and $30 million,
respectively, at December 31, 2006. The Company’s VaR
limit was $45 million at December 31, 2007.

During the second half of 2007, the financial markets
experienced significant turbulence as the impact of mortgage
delinquencies, defaults and foreclosures adversely affected
investor confidence in a broad range of investment sectors
and asset classes. Given that the Company’s owned
investments are principally U.S. Treasury securities, notes
issued by government-sponsored agencies or privately issued
securities with high investment grade credit ratings, the
Company believes these securities are not other-than-
temporarily impaired as of December 31, 2007, despite
being subject to changes in market valuations. As problems
in the sub-prime mortgage market emerged, certain securities
backed by mortgages experienced both credit and liquidity
issues, and investors became hesitant to purchase many types

50 U.S. BANCORP

)

of asset-backed securities, even those with little or no
exposure to sub-prime mortgages. The money market funds
managed by an affiliate of the Company, FAF Advisors, held
certain investments with exposure to the liquidity and credit
issues of the asset-backed securities markets. In the fourth
quarter of 2007, the Company purchased certain securities
at amortized cost from! certain money market funds
managed by FAF Advisors to maintain investor confiderice in
the funds. Given the ndture and credit ratings of the
remaining holdings of these money market funds, the
Company does not inteénd to purchase additional
investments from the tunds.

As a result of purchasing these structured investments,
the Company recognized valuation losses of $107 million in
its financial statements in the fourth quarter of 2007, The
Company continues to monitor changes in market
conditions, including the underlying credir quality and
performance of assets collateralizing these structured
investments. Given the nature of these securities and
widening credit spreads for similar assets, further
deterioration in value is likely to occur over the next few
quarters and may result in the recognition of further
impairment by the Company.

Liquidity Risk Management ALPC establishes policies, as well
as analyzes and manages liquidity, to ensure that adequate
funds are available to meet normal operating requirements in
addition to unexpected customer demands for funds, such as
high levels of deposit withdrawals or loan demand, in a
timely and cost-effective manner. The most important factor
in the preservation of liquidity is maintaining public
confidence thar facilitatés the retention and growth of a large,
stable supply of core deposits and wholesale funds.
Uttimately, public confidence is generated through profitable
operations, sound credit quality and a strong capital position.
The Company’s performance in these areas has enabled it to
develop a large and reliable base of core funding within its
market areas and in domestic and global capital markets.
Liquidity management i§ viewed from long-term and short-
term perspectives, as well as from an asset and liability
perspective. Management monitors liguidity through a regular
review of maturity profiles, funding sources, and loan and
deposit forecasts to minimize funding risk.

The Company maintains strategic liquidity and
contingency plans that are subject to the availability of asset
liquidity in the balance sheet. Monthly, ALPC reviews the
Company’s ability to meet funding requirements due to
adverse business events. These funding needs are then
matched with specific asset-based sources to ensure sufficient
funds are available, Also, strategic liquidity policies require
diversification of wholesale funding sources to avoid
concentrations in any orie market source. Subsidiary
companies are members of various Federal Home Loan Banks




DEBT RATINGS

Dominion
Standard & Bond
Moody's Poor’s Fitch Rating Service

U.5. Bancorp

Short-term borrowings . . . . ... vt e e,
Senior debt and medium-termnotes . . . ..., ... ... . ...
Subordinateddebt . . . ... ... ... L. L
Preferred stock . . .. ... ... . i
Commercial paper . . . ... . .. ... . . e

U.S. Bank National Assoclation

Shortterm time deposits. . .. ... .. ... ... . . oL
Longtermtimedeposits . . ... ... ... ... .. ...
Bank notes . . ... .o it e e e
Subordinated debt . . . .. ...
Commargial paper . . .. ... ... .. ... ... ... ...

Fi+  R-1 {middie)

....... Aa2 AA AA- AA
....... Aa3 AA- A+ AA (low)
....... Al A+ A+

....... P-1 A1+ Fl+ R-1 (middle}
....... P-1 A1+ Fl+ R-1 (high)
....... Aal AA+ AA AA (high)
....... Aal/P-1 AD+A-14+ AA-IF1+ AA (high)
....... Aaz AA A+ AA
....... P-1 A1+ F1+ R-1 (high)

{“*FHLB”) that provide a source of funding through FHLB
advances. The Company maintains a Grand Cayman branch
for issuing eurodollar time deposits. The Company also issues
commercial paper through its Canadian branch, In addition,
the Company establishes relationships with dealers to issue
national marker retail and institutional savings certificates and
short-term and medium-term bank notes. The Company’s
subsidiary banks also have significant correspondent banking
networks and corporate accounts. Accordingly, the Company
has access to national fed funds, funding through repurchase
agreements and sources of stable, regionally-based certificates
of deposit and commercial paper.

The Company’s ability to raise negotiated funding at
competitive prices is influenced by rating agencies’ views of
the Company’s credit quality, liquidity, capital and earnings.
On February 14, 2007, Standard 8 Poor’s Ratings Services
upgraded the Company’s credit ratings to AA/A-1+. At
December 31, 2007, the credit ratings outlook for the
Company was considered “Positive” by Fitch and “Stable”
by Standard & Poor’s Ratings Services, Moody’s Investors
Service and Dominion Bond Ratings Service, The debt
ratings noted in Table 19 reflect the rating agencies’
recognition of the Company’s sector-leading core earnings
performance and lower credit risk profile.

The parent company’s routine funding requirements
consist primarily of operating expenses, dividends paid to
shareholders, debt service, repurchases of commen stock and
funds used for acquisitions. The parent company obtains
funding to meet its obligations from dividends collected
from its subsidiaries and the issuance of debt securities.

Under United States Securities and Exchange
Commission rules, the parent company is classified as a

]

“well-known seasoned issuer,” which allows it to file a
registration statement that does not have a limit on issuance

capacity. “Well-known seasoned issuers” generally include

those companies with outstanding common securities with a
market value of at least $700 million held by non-affiliated
parties or those companies that have issued at least $1 billion
in aggregate principal amount of non-convertible securities,
other than common equity, in the last three years. However,
the parent company’s ability to issue debt and other
securities under a registration statement filed with the United
States Securities and Exchange Commission under these rules
is limited by the debt issuance authority granted by the
Company’s Board of Directors andfor ALPC policy.

At December 31, 2007, parent company long-term debt
outstanding was $10.7 billion, compared with $11.4 billion at
December 31, 2006. The $.7 billion decrease was primarily
due to repayments of $2.6 billion of convertible senior
debentures and $1.4 billion of maturities of subordinated and
medium-term notes, partially offset by the issuances of
$3.0 billion of convertible senior debentures and $.5 bilkion of
junior subordinated debentures. Total parent company debt
scheduled to mature in 2008 is $.5 billion. These debt
obligations may be met through medium-term note and
capital security issuances and dividends from subsidiaries, as
well as from parent company cash and cash equivalents.

Federal banking laws regulate the amount of dividends
that may be paid by banking subsidiaries without prior
approval, The amount of dividends available to the parent
company from its banking subsidiaries after meeting the
regulatory capital requirements for well-capitalized banks
was approximately $1.1 billion at December 31, 2007. For
further information, see Note 22 of the Notes to
Consolidated Financial Statements.

Off-Balance Sheet Arrangements Off-balance sheet
arrangements include any contractual arrangement to which an
unconsolidated entity is a party, under which the Company has
an obligation to provide credit or liquidity enhancements or
market risk support. Off-balance sheet arrangements include
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CONTRACTUAL OBLIGATIONS

'

!
Payments Due By Period

Over One Over Thres .

One Year Through Through Over Five !
Dacember 31, 2007 (Dollars in Millions) or Lass Three Years [Five Years Years , Total

Contractual Obligations (a) ;

Longtermdebt(b) ............ ... ... .. ... $10,486 $9.401 $5,887 $17,666 $43,440
Capitalleases .. ...... . ... ... ... . . 20 r 18 34 a3
Operatingleases . ........... ... ... ... ... ... 168 297 ‘ 226 358 :1,049
Purchaseobligations . . . . ....................... 143 141 ! 35 1 320
Benefit gbligations (€} . . ........ ... ... . . oL 39 78 L 82 209 1408
TOE + o e e $10,847 $9.937 ' $6,248 $18,268 $45.300

} B
{a) Unrecognized tax positions of $296 million at December 31, 2007, are excluded as the Company cannot make & reasonably reﬁabié estimate of the period of cash settiement with the

respecti/e taxing authonty:

[b) In tha banking industry, interest-bearing obiigations are principally utiized to fund interest-bearing assets. As such, intarest charges on refated contractual obiigations were excluded fom
reported amounts as the potential cash outflows would have comesponding cash inflows from interest-bearing assets. I )
(c) Amounts anly include obligations reiated to the unfunded non-qualified pension plans and post-retiremant medical plan. .

certain defined guarantees, asset securitization trusts and
conduits. Off-balance sheet arrangements also include any
obligation under a variable interest held by an unconsolidated
entity that provides financing, liquidity, credit enhancement or
market risk support.

In che ordinary course of business, the Company enters
into an array of commitments to extend credit, letters of
credit and various forms of guarantees that may be
considered off-balance sheet arrangements. The nature and
extent of these arrangements are provided in Note 21 of the
Notes to Consolidated Financial Statements.

Asset securitizations and conduits may represent a
source of funding for the Company through off-balance
sheet structures. Credit, liquidity, operational and legal
structural risks exist due to the nature and complexity of
asset securitizations and other off-balance sheet structures.
ALPC regularly monitors the performance of each off-
balance sheet structure in an effort to minimize these risks
and ensure compliance with the requirements of the
structures. The Company uses its credit risk management
processes to evaluate the credit quality of underlying assets
and regularly forecasts cash flows to evaluate any potential
impairment of retained interests. Also, regulatory guidelines
require consideration of asset securitizations in the
determination of risk-based capital ratios. The Company
does not rely significantly on off-balance sheet arrangements
for liquidity or capital resources.

The Company sponsors an off-balance sheet conduit, a
qualified special purpose entity {“QSPE”), to which it
transferred high-grade investment securities, funded by the
issuance of commercial paper. Because (QSPEs are exempt
from consolidation under the provisions of Financial
Accounting Standards Board Interpretation No. 46R
(“FIN 46R”), “Consolidation of Variable Interest Entities”,
the Company does not consolidate the conduit structure in
its financial statements. The conduit held assets of
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$1.2 billion at December 31, 2007, and $2.2 billion at,
December 31, 2006. These investment securities include
primarily (i) private label asset-backed securities, which are
insurance “wrapped” by mono-line insurance companiés and
(i) government agency mortgage-backed securities andf
collateralized mortgage obligations. The conduit had
commercial paper liabilities of $1.2 billion at December 31,
2007, and $2.2 billion! at December 31, 2006. The Company
provides a liquidity faéility to the conduit. Utilization of the
liquidity facility would be triggered if the conduit is unable
to, or does not, issue commercnal paper to fund its asscts A
liability for the estimate of the potential risk of loss for the
Company as the liquidity facility provider is recorded on the
balance sheet in other liabilities. The liability is adjusted
downward over time a[s the underlying assets pay down with
the offset recognized as other noninterest income. The
liability for the liquidi%y facility was $2 million and
$10 million at December 31, 2007 and 2006, respectivély. In
addition, the Compan}!r recorded its retained residual interest
in the investment seculrities conduit of $2 million and
$13 million at December 31, 2007 and 2006, respectivély.

} .
Capital Management The Company is committed to managing
capital for maximum shareholder benefit and maintaining
strong protection for depositors and creditors. The Comp:fmy
has targeted returning SO percent of earnings to its common
shareholders through a'combination of dividends and share
repurchases. During 2007, the Company returned 111 pefcent
of earnings. The Company continually assesses its business
risks and capital position. The Company also manages its,
capital to exceed reguldtory capital requirements for well-
capitalized bank holding companies. To achieve these capital
goals, the Company eﬁploys a variety of capital management
tools, including dividends, common share repurchases, and the
issuance of subordinatc;d debt and other capital instrumerits.
Total shareholders’ equ:ity was $21.0 billion at December 31,




REGULATORY CAPITAL RATIOS

At Decernber 31 (Dollars in Millions) 2007 2006
U.S. Bancorp
e 1 CaDHAl . . . L e e e $17,539 $17,036
As a percent of risk-weighted assets. . . . . .. . L e s 8.3% 8.8%
As a percent of adjusted quarterly average assets (leverageratio}. . . .. .. ... ... . . . i aa 7.9% 8.2%
Total risk-based capital . . . . . .. $25,925 $24,405
Ags a percent of risk-weighted assets. . . . . . . ... e e e, 12.2% 12.6%
Tangible COMMON BAUITY . . . . .. L e e e $11,820 $11,703
Asapercentoftangibleassets . ... ..., ... .. ... ... e 5.1% 5.5%
Bank Subsidiaries
U.S. Bank National Association
Tier 1 capital . . . o o e e e e e e e 6.5% 6.5%
Total risk-based Capilal . . .. ... . e e e e 104 10.8
=TT T T 6.2 6.1
U.S. Bank National Association ND
L T e T 13.3% 12.9%
Total risk-based capital . . . . .. ... . e e 16.8 16.7
LIRS - T 1.7 11.3
Well-
Bank Regulatory Capital Requirements Minimum Capitalized
L= I T 1 -1 4.0% 6.0%
Total risk-based capital . . . . ... ... e e 8.0 10.0
LBVeIagE . . . . . e e 4.0 5.0

2007, compared with $21.2 billion at December 31, 2006. The
decrease was the result of share repurchases and dividends,
partially offset by corporate earnings.

On December 11, 2007, the Company increased its
dividend rate per common share by 6.25 percent, from $.40
per quarter to $,425 per quarter. On December 12, 2006,
the Company increased its dividend rate per common share
by 21.2 percent, from $.33 per quarter to $.40 per quarter.

On December 21, 2004, the Board of Directors
approved and announced an authorizartion to repurchase
150 million shares of common stock during the next
24 months. On August 3, 2006, the Company announced
that the Board of Directors approved an authorization to
repurchase 150 million shares of common stock through
December 31, 2008. This new authorization replaced the
December 21, 2004, share repurchase program. During
2006, the Company repurchased 62 million shares under the
2004 authorization and 28 million shares under the 2006

authorization, The average price paid for all shares
repurchased in 2006 was $31.35 per share. In 2007, the
Company repurchased 58 million shares under the 2006
authorization, The average price paid for shares repurchased
in 2007 was $34.84 per share. For a complete analysis of
activities impacting shareholders’ equity and capital
management programs, refer to Note 14 of the Notes to
Consolidated Financial Statements.

The following table provides a detailed analysis of all shares
repurchased under the 2006 authorization during the fourth
quarter of 2007:

Total Number Maximum Number

of Shares of Shares that May

Purchased as Average Yet Be Purchased

Part of the Price Paid Under the

Time Pariod Program per Share Program
QOctober ... ... 168,766 $32.74 64,320,188
November. . ... 272 31.04 64,319,816
December. . ... 58,439 31.97 64,261,477
Total . ..... 227477 $32.54 64,261,477
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Banking regulators define minimum capital
requiremnents for banks and financial services holding
companies. These requirements are expressed in the form of
a minimum Tier 1 capital ratio, total risk-based capital
ratio, and Tier 1 leverage ratio. The minimum required level
for these ratios is 4.0 percent, 8.0 percent, and 4.0 percent,
respectively. The Company targets its regulatory capital
levels, at both the bank and bank holding company level, to
exceed the “well-capitalized” threshold for these ratios of
6.0 percent, 10.0 percent, and 5.0 percent, respectively. All
regulatory ratios, at both the bank and bank holding
company level, continue to be in excess of stated “well-
capitalized” requirements.

Table 21 provides a summary of capiral ratios as of
December 31, 2007 and 2006, including Tier 1 and tortal
risk-based capital ratios, as defined by the regularory
agencies. During 2008, the Company expects to target
capital level ratios of 8.5 percent Tier 1 capital and
12.0 percent total risk-based capital on a consolidated basis.

FOURTH QUARTER RESULTS

FOURTH QUARTER SUMMARY

The Company reported net income of $342 million for the
fourth quarter of 2007, or $.53 per diluted common share,
compared with $I,194‘ million, or $.66 per diluted common
share, for the fourth quarter of 2006. Return on average
assets and return on ayverage common equity were

1.63 percent and 18.3 percent, respectively, for the fourth
quarter of 2007, compared with returns of 2.18 percent and
23.2 percent, respectively, for the fourth quarter of 2006.
Several significant items impacted the Company’s quarterly
results, including a $215 million Visa Charge and

$107 million for valuation losses related to securities
purchased from certain money market funds managed by an
affiliate. The cumulative impact of these charges in the
fourth quarter of 2007 was approximately $.13 per diluted
commeon share. The Company’s results for the fourth quarter
of 2006 included a $52 million gain related to the sale of a
401(k) recordkeeping business, a $22 million debt
prepayment charge and a reducrion in tax liabilities related

to the resolution of various income tax examinations.

Thres Months Ended

December 31,
(In millions, Except Fer Share Data) : 2007 2006
t
Condensed Income Statement
Net interest income (taxable-equivalentbasis)(a) . .. .. ... ... i i e e $1,763 $1,695
NONIMEIEST IMCOME . . . . . ittt a e ettt it e me e et e et e 1,773 1,718
Securities gains (I0SSES), NBL. . . . ... it e P 4 1
TOtal MEE TBVBNUE . o . o oot vt e e et e e e | ............ 3,540 3424
NONINIErST BXPBMSE . . . .« . oo et ettt et et e e e e PR 1,934 1612
Provision for Cradit I0BSES . . . . . . ..ot e e e 225 169
INCOME DAfOrE tAKES . . . . v v it et et et e e e e 1,381 1,643
Taxable-aquivalent adjustment . . . . . ... e e s 22 15
Applicable income taxes . . . . .. ... e s b e 417 434
1 T
Yoo - e $ 942 $1,194
Net income applicableto common equity. . . ... .. .. . e s $ 927 $1,179
Per Commeon Share
Barmings PEFSNAIE . . . . .. oottt e e e e $ 54 $ .67
Diluted AMINGS PEr Share . . . .. .. ot e e s 53 .66
Dividends declared per Share . . . ... ... ..ttt e e 425 400
Average common Sharas outsStanding . . . . . oo e 1,726 1,761
Average diluted common sharesoutstanding . . . . ... ... ..o e 1,746 1,789
Financial Ratios
Return On average asSolS . . . . . . o oo ot i e 1.63% 2.18%
Return on average COmMMON GQUILY . . . . . - o oo i i et e et it s e e m e e 18.3 23.2
Net intersst margin (taxable-equivalentbasis) (@) .. ... ... ... ... ... ... e 3.51 3.56
EHICIency ratio (D) . . . .. oo e e e 547 472

(a) Interest and rates ara prasented on a fully taxable-equivalent basis uliizing a lax rate of 35 percant.

) Gomputad as noninterest expense divided by the sum of net intares! income on & taxable-equivalent basis and noninterest income excluding securtias gains flosses), net.
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Total net revenue, on a taxable-equivalent basis for the
fourth quarter of 2007, was $116 million (3.4 percent)
higher than the fourth quarter of 2006, reflecting a
4.0 percent increase in net interest income and a 2.8 percent
increase in noninterest income, Net interest income increased
from a year ago, driven by growth in earning assets,
somewhat higher credit spreads, an increase in yicld-related
loan fees and lower funding rates. Noninterest income
growth was driven primarily by organic growth in fee-based
revenue of 12.3 percent, muted somewhat by the
$107 million market valuation losses recorded in the fourth
quarter of 2007 and a $52 million gain recognized in the
fourth quarter of 2006 related to the Company’s sale of a
401(k) recordkeeping business.

Fourth quarter net interest income, on a taxable-
equivalent basis was $1,763 million, compared with
$1,695 million in the fourth quarter of 2006. Average
earning assets for the period increased over the fourth
quarter of 2006 by $10.6 billion (5.6 percent), primarily
driven by a $7.8 billion (5.4 percent} increase in average
loans. The positive impact to net interest income from the
growth in earning assets was partially offset by a lower net
interest margin. The net interest margin in the fourth quarter
of 2007 was 3.51 percent, compared with 3.56 percent in
the fourth quarter of 2006, reflecting the competitive
environment in early 2007 and declining net free funds
relative to a year ago. The reduction in net free funds was
primarily due to a decline in noninterest-bearing deposits, an
investment in bank-owned life insurance, share repurchases
through mid-third quarter of 2007 and the impact of
acquisitions. An increase in loan fees from a year ago and
improved wholesale funding rates partially offset these
factors.

Noninterest income in the fourth quarter of 2007 was
$1,777 million, compared with $1,729 million in the same
period of 2006. The $48 million (2.8 percent) increase was
driven by strong organic fee-based revenue growth, offset
somewhat by the $107 million valuation losses related to
securities purchased from certain money market funds
managed by an affiliate, recognized in the fourth quarter of
2007, and the $52 million gain on the sale of a 401(k)
recordkeeping business recorded in the fourth quarter of
2006. After consideration of these factors, noninterest
income grew by approximately 12.3 percent year-over-year.
Credit and debit card revenue and corporate payment
products revenue were higher in the fourth quarter of 2007
than the fourth quarter of 2006 by $71 million (33.8 percent)
and $24 million (17.0 percent), respectively. The strong
growth in credit and debit card revenue was primarily driven
by an increase in customer accounts and higher customer
transaction volumes from a year ago. Approximately
7.6 percent of the growth in credit card revenues was the

result of the full year impact of a favorable rate change from
renegotiating a contract with a cardholder association.
Corporate payment products revenue growth reflected
organic growth in sales volumes and card usage and the
impact of an acquired business. Merchant processing services
revenue was higher in the fourth quarter of 2007 than the
same quarter a year ago by $35 million (14.3 percent),
primarily reflecting an increase in customers and sales
volumes. Trust and investment management fees increased
$25 million (7.8 percent) year-over-year, due to core account
growth and favorable equity market conditions. Deposit
service charges grew year-over-year by $13 million

(5.0 percent) driven by increased transaction-related fees and
the impact of continued growth in net new checking
accounts. Additionally, deposit account-related revenue,
traditionally reflected in this fee category, continued to
migrate to yield-related loan fees as customers utilize new
consumer products. Treasury management fees increased
$10 million (9.3 percent} due, in part, to new customer
account growth, new product offerings and higher
transaction volumes. Commercial products revenue increased
$17 million (16.3 percent) year-over-year due to higher
syndication fees and foreign exchange and commercial
leasing revenue. Mortgage banking revenue grew $23 million
{92.0 percent) over the prior year due to an increase in
mortgage servicing income and production gains. These
favorable changes in fee-based revenue were partially offset
by a decline in other income of $167 million (78.4 percent)
compared with the fourth quarter of 2006, The decline in
other income was primarily due to the $107 million in
valuation losses related to securities purchased in the fourth
quarter of 2007 from certain money market funds managed
by an affiliate and the $52 million gain on the sale of a
401(k) defined contribution recordkeeping business recorded
in the fourth quarter of 2006. This decline was partially
offset by increased revenue from investment in bank-owned
life insurance programs. Securities gains {losses) were lower
year-over-year by $7 million.

Norminterest expense was $1,934 million in the fourth
quarter of 2007, an increase of $322 million (20.0 percent)
from the fourth quarter of 2006. The increase included the
$215 million Visa Charge in the fourth quarter of 2007 and
$22 million of debt prepayment charges recorded in the
fourth quarter of 2006. Compensation expense was higher
year-over-year by $69 million (11.1 percent), due to growth
in ongoing bank operations and acquired businesses.
Employee benefits expense increased $17 million
{16.7 percent) year-over-year as higher medical costs were
partially offset by lower pension costs. Net occupancy and
equipment expense increased $9 million (5.4 percent) from
the fourth quarter of 2006 primarily due to acquisitions and
branch-based business initiatives. Postage, printing and
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supplies expense increased $6& million (9.0 percent) from the
fourth quarter of 2006, due primarily to changes in postage
rates. Other expense increased in the fourth quarter of 2007
from the same quarter of 2006 by $236 million

{84.6 percent}, due primarily to the Visa Charge and higher
credit-related costs for other real estate owned and loan
collection activities. These increases were partially offset by
debt prepayment charges recorded in the fourth quarter of
2006,

The provision for credit losses for the fourth quarter of
2007 was $225 million, an increase of $56 million
(33.1 percent) from the fourth quarter of 2006. The increase
in the provision for credit losses from a year ago reflected
growth in credit card accounts, increasing retail loan
delinquencies and higher commercial losses. Net charge-offs
in the fourth quarter of 2007 were $225 million, compared
with net charge-offs of $169 million during the fourth
quarter of 2006.

The provision for income taxes for the fourth quarter of
2007 increased to an effective tax rate of 30.7 percent from
an effective tax rate of 26.7 percent in the fourth quarter of
2006. The lower tax rate in the fourth quarter of the prior
year compared with the current quarter was primarily due to
the resolution of federal income tax examinations for all
years through 2004 and certain state tax examinations
during the fourth quarter of 2006, which reduced the
Company’s tax liabilities.

LINE OF BUSINESS FINANCIAL REVIEW

Within the Company, financial performance is measured by
major lines of business, which include Wholesale Banking,
Consumer Banking, Wealth Management & Securities
Services, Payment Services, and Treasury and Corporate
Support. These operating segments are components of the
Company about which financial informarion is available and
is evaluated regularly in deciding how to allocate resources
and assess performance.

Basis for Financial Presentation Business line results are
derived from the Company’s business unit profitability
reporting systems by specifically atcributing managed
balance sheet assets, deposits and other liabilities and their
related income or expense. Goodwill and other intangible
assets are assigned to the lines of business based on the mix
of business of the acquired entity. Within the Company,
capital levels are evaluated and managed centrally; however,
capital is allocated to the operating segments to support
evaluation of business performance. Business lines are
allocated capital on a risk-adjusted basis considering
economic and regulatory capital requirements. Generally, the
determination of the amount of capital allocated to each
business line includes credit and operational capital
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allocations following ;:1 Basel II regulatory framework
adjusted for regulatory Tier 1 leverage requirements, Interest
income and expense i§ determined based on the assets and
labilities managed byitbe business line. Because funding and
asset liability management is a central function, funds °
transfer-pricing methtidologics are utilized to allocate a cost
of funds used or credi:r for funds provided to all business line
assets and liabilities, r;espectively, using a matched funding
concept. Also, each bl.;lSil’lESS unit is allocated the taxable-
equivalent benefit of tax-exempt products. The residual
effect on net interest ifglcome of assetfliability management
activities is included in Treasury and Corporate Support.
Noninterest income arF:d expenses directly managed by each
business line, including fees, service charges, salaries and
benefits, and other direct revenues and costs are accounted
for within each segment’s financial results in a manner
similar to the consolic{atcd financial statements. Occupancy
costs are allocated based on utilization of facilities by the
lines of business. Generally, operating losses are charged to
the line of business when the loss evenr is realized in a -
manner similar to a lo;an charge-off. Noninterest expenses
incurred by centrally rhanaged operations or business lines
that directly support another business line’s operations are
charged to the applicable business line based on its
utilization of those serivices primarily measured by the
volume of customer activities, number of employees or other
relevant factors. Thesc allocated expenses are reported as net
shared services expensé within noninterest expense. Certain
activities that do not directly support the operations of the
lines of business or for which the line of business is not
considered financially accountable in evaluaring their
performance are not charged to the lines of business. The
income or expenses associated with these corporate activities
is reported within the ﬁ"reasury and Corporate Support line
of business. The provision for credit losses within the
Wholesale Banking, C(f)nsumer Banking, Wealth
Management & Securities Services and Payment Services
lines of business is based on net charge-offs, while Treasury
and Corporate Suppor%r reflects the residual component of
the Company’s total cc:msolidated provision for credit losses
determined in accordance with accounting principles |
generally accepted in the United States. Income taxes are
assessed to each line oi:: business at a standard tax rate with
the residual tax expense or benefit to arrive at the
consolidated effective tax rate included in Treasury and
Corporate Support. |

Designations, assiénments and allocations change from
time to time as managément systems are enhanced, methods
of evaluating performafnce or product lines change or
business segments are li'ealigned to better respond to the;
Company’s diverse customer base. During 2007, certain,
organization and meth?dology changes were made and,




accordingly, 2006 results were restated and presented on a
comparable basis. Due to organizational and methodology
changes, the Company’s basis of financial presentation
differed in 2005. The presentation of comparative business
line results for 2005 is not practical and has not been
provided.

Wholesale Banking Wholesale Banking offers lending,
equipment finance and small-ticket leasing, depository,
treasury management, capital markets, foreign exchange,
international trade services and other financial services to
middle market, large corporate, commercial real estate, and
public sector clients. Wholesale Banking contributed
$1,093 million of the Company’s net income in 2007, a
decrease of $100 million (8.4 percent), compared with 2006.
The decrease was primarily driven by lower roral net
revenue, higher total noninterest expense and an increase in
the provision for credit losses.

Total net revenue decreased $72 million (2.6 percent) in
2007, compared with 2006. Net interest income, on a
taxable-equivalent basis, decreased $81 million (4.2 percent)
in 2007, compared with 20086, driven by tighter credit
spreads and a decline in average noninterest-bearing deposit
balances as business customers managed their liquidity to
fund business growth or to generate higher returns by
investing excess funds in interest-bearing deposit and sweep
products. The decrease was partially offset by growth in
average loan balances of $1.3 billion (2.6 percent) and the
margin benefit of deposits. The increase in average loans
was primarily driven by commercial loan growth during
2007 offset somewhart by declining commercial real estate
loan balances. The $9 million (1.0 percent) increase in
noninterest income in 2007, compared with 2006, was due
to increases in treasury management and commercial
products revenue. These favorable increases in wholesale
banking fees were partially offset by market-related
valuation losses in the second half of 2007.

Noninterest expense increased $39 million (4.2 percent)
in 2007 compared with 2006, primarily as a result of
increases in personnel expenses related to investments in
select business units. The provision for credit losses
increased $47 million to $51 million in 2007, compared
with $4 million in 2006. The unfavorable change was due to
an increase in gross charge-offs driven by higher levels of
nonperforming loans from a year ago. Nonperforming assets
were $334 million at December 31, 2007, compared with
$241 million at December 31, 2006, representing .60 percent
of loans outstanding at December 31, 2007, compared with
47 percent of loans outstanding at December 31, 2006. The
increase in nonperforming loans during the year is
principally related to continued stress in residential
homebuilding and related industry sectors. Refer to the
“Corporate Risk Profile” section for further information on

factors impacring the credit quality of the commercial and
commercial real estate loan portfolios.

Consumer Banking Consumer Banking delivers products and
services through banking offices, telephone servicing and
sales, on-line services, direct mail and ATMs. It encompasses
community banking, metropolitan banking, in-store
banking, small business banking, consumer lending,
mortgage banking, consumer finance, workplace banking,
student banking and 24-hour banking. Consumer Banking
contributed $1,746 millicn of the Company’s net income in
2007, a decrease of $45 million {2.5 percent), compared
with 2006. Within the Consumer Banking business, the
retail banking division contributed $1,641 million of the
total net income in 2007, or a decrease of 4.7 percent,
compared with 2006. Mortgage banking contributed
$105 million of the business line’s net income in 2007, an
increase of 52.2 percent from the prior year.

Total net revenue increased $148 million {2.7 percent)
in 2007, compared with 2006. Net interest income, on a
taxable-equivalent basis, increased $24 million (.6 percent)
in 2007, compared with 2006. The year-over-year increase in
net interest income was due to growth in average loans of
$3.1 billion {4.3 percent), higher loan fees and the funding
benefir of deposits. Partially offsetting these increases were
reduced spreads on commercial and retail loans due to
competitive pricing within the Company’s markets and lower
noninterest bearing deposit balances. The increase in average
loan balances reflected strong growth in all loan categories,
with the largest increase in retail loans. The favorable
change in retail loans was principally driven by an increase
in installment and home equity loans, partially offset by a
reduction in retail leasing balances due to customer demand
for installment loan products and pricing competition. The
year-over-year decrease in average deposits reflected a
reduction in savings and noninterest-bearing deposit
products, offset somewhat by growth in time deposirs and
interest checking. Average time deposit balances grew
$1.5 billion {7.8 percent} in 2007, compared with the prior
year, as a portion of noninterest-bearing and money market
balances migrated to fixed-rate time deposit products.
Average savings balances declined $1.7 billion (8.0 percent)
in 2007, compared with 2006, principally related to a
decrease in money market account balances. Fee-based
noninterest income increased $124 million (7.3 percent) in
2007, compared with 2006, driven by growth in mortgage
banking revenue and an increase in deposit service charges.
Mortgage banking revenue grew due to gains from stronger
loan production and higher servicing income in 2007, as
well as the impact of adopting fair value accounting for
MSRs in the first quarter of 2006. The growth in deposit
services charges was muted somewhat from past experience
as deposit account-related revenue traditionally reflected in
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deposit service charges, continued to migrate to yield-related
loan fees as customers utilized new consumer products.

Total noninterest expense increased $138 million
(5.5 percent) in 2007, compared with the prior year. The
increase was primarily attributable to higher compensation
and employee benefits expense which reflected business
investments in customer service and various promotional
activities, including further deployment of the PowerBank
initiative. Additionally, the increase included the net addition
of 23 in-store and 23 traditional branches during 2007 and
higher credit related costs associated with collection
activities and other real estate owned.

The provision for credit losses increased $82 million
{33.1 percent) in 2007, compared with 2006. The increase
was attributable to higher net charge-offs driven by an
increase in nonperforming assets of 15.5 percent from a year

ago. As a percentage of average loans outstanding, net
charge-offs increased 1o .44 percent in 2007, compared, with
.35 percent in 2006. Commercial and commercial real estate
loan net charge-offs increased $13 mitlion and retail loan
and residential mortgage charge-offs increased $69 million
in 2007, compared wi%h 2006. Nonperforming assets were
$327 million at December 3 1, 2007, compared with

$283 million at Decerrilber 31, 2006, representing .45 percent
of loans outstanding ajr December 31, 2007, compared with
.40 percent of loans outstanding at December 31, 2006.
Refer to the “ Corpora:te Risk Profile” section for further
information on factors impacting the credit quality of the

loan portfolios.

Wealth Management & Securities Services Wealth

Management & Securities Services provides trust, private

LINE OF BUSINESS FINANCIAL PERFORMANCE

Wholesale Consumer
Banking Banking .
! Parcent Percent

Year Ended December 31 (Doltars in Millions) 2007 2006 Change 2007 2006 Change
Condensed Income Statement
Net interest income (taxable-equivalentbasis) . . .. ............. ... $1,830 3% 1,911 (4.2)% | $ 3,906 $ 3,881 6%
Nonimterest income . . .. ... . i e e 901 881 23 1,820 1,698 7.2
Securities gains (losses), net . . . . ... ... L . - 11 * 2 - *

Total netrevenue . . .. ... e e e e e 2,731 2,803 {2.6) 5,727 5,579 27
Noninterest expense . . ... ... ... i 945 906 43 2,601 2,466 5.5
Ctherintangibles . ....... .. . . .. i e 16 16 - 51 48 6.3

Total noninterestexpense ... ............ .. ..ot iin. 961 g22 - 4.2 2,652 2514 5.5

Income before provision and incometaxes. . .. .............. 1,770 1,881 {5.9) 3,075 3,065 3

Provisicnforcreditlosses. . . . ....... ... ... ... . ... . . . .. ... ... 51 4 * 330 248 331
Income before incometaxes. . ... ... .. it 1,719 1,877 (8.4) 2,745 2,817 (2.6)
Income taxes and taxable-equivalent adjustment . . . . ... ... ... ... .. 626 684 . (8.5) 999 1,026 {2.6)

NetinCOme . ... . e e e e

Average Balance Sheet

Commercial . . . ... ... e e
Commercialrealestate . . ........... ... .. .. . ... .. ... ...
Residentialmortgages. . . .. ... ... ... ... ... ...
Retail ... e

Total doans . ..o e e e
Goodwill . ... .. e e

Otherintangibleassets .. .. ........ ... . ... . ... ..., ...
ASSElS L L

Noninterest-bearing deposits. . ... ... .. ... . i i i
Interestchecking . ... ... .. e
Savings products . .. ... ... e
Timedeposits ... ... ... .. . ... ...

Total deposits . . ... . e e e e
Shareholders' equity . ... ... ... i e e

co. 51093 § 1,193 (8.4)

... 535013 $33,354 5.0%
... 16,788 17,196 (2.4) 11,064 10,797 25

$ 1746 $ 1791 ' (25)

$ 6420 § 6357 1.0%

o 75 56 339 21,852 20,534 5.0
o 68 45 511 35,780 34,067 5.0
... 51,944 5065t 26 74816 71,755 4.3
.. 1,329 1,329 - 2,215 2,131 3.9
38 53 . (28.3) 1,636 1,450 128

... 57085 56,076 1.8 85,549 81,597 48
... 10529 11898  (10.0) 12,014 12654  (5.1)
... 5278 3523 498 17.718 17,597 7
... 5516 5498 . 3 19,410 21,101 (8.0}
L. 11,262 12402 (9.2) 20,008 18,638 7.8

... 325585  33,12% (1.6) 69,240 69,990 (1.4
... 5790 5690 1.8 6,411 6,451 {(8)

" Mot meaningfid
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banking, financial advisory, investment management, retail
brokerage services, insurance, custody and murual fund
servicing through five businesses: Wealth Management,
Corporate Trust, FAF Advisors, Institutional Trust and
Custody and Fund Services. During 2007, Wealch
Management & Securities Services contributed $592 million
of the Company’s net income, a decrease of $5 million
{.8 percent) compared with 2006. The decrease was
primarily attributed to valuation losses related to securities
purchased from certain money market funds managed by
FAF Advisors. The decrease was partially offset by core
account fee growth and improved equity market conditions
relative to a year ago.

Total net revenue increased $4 million (.2 percent) in
2007, compared with 2006. Ner interest income, on a
taxable-equivalent basis, decreased $6 million {1.2 percent)

from the prior year. The decrease in net interest income was
due to the unfavorable impacts of deposir pricing and
tightening credit spreads, partially offset by earnings from
deposit growth. The increase in total deposits was
attributable to growth in noninterest-bearing deposits,
interest checking and time deposits, principally due to
acquired businesses and growth related to broker-dealer and
institutional trust customers, Noninterest income increased
$10 million {.7 percent) in 2007, compared with 2006,
primarily driven by core account fee growth and favorable
equity market conditions. Strong organic growth of

8.1 percent was substantially offset by the $107 miilion of
valuation losses realized by this line of business in 2007.

Total noninterest expense increased $9 million
(.9 percent) in 2007, compared with 2006, primarily due to
the completion of cerrain acquisition integration activities,

Woalth Management & Payment Treasury and Consolidated
Securities Services Services GCorporate Support Company
Parcent Percent Parcant Percent
2007 2006 Change 2007 2006 Changea 2007 2008 Changa 2007 2006 Change
§ 50 $ 507 (12)% | 3 738 $ 658 122% [ $ (2100 $& (167) (25.7)% | $ 6,764 $ 6,790 {4)%
1,456 1,446 g 2,936 2,579 13.8 44 228 (80.7) 7,157 6,832 4.8
- - - - - - 13 3 * 15 14 7.1
1,857 1,953 2 3,674 3,237 13.5 {153) 64 * 13,936 13,636 2.2
932 926 8 1,362 1,232 10.6 646 295 * 6,486 5,825 1.3
91 88 34 218 203 7.4 - - - 376 355 59
1,023 1,014 9 1,580 1,435 101 646 295 * 6,862 6,180 11.0
934 939 (.5) 2,094 1,802 16.2 (799) (231) N 7.074 7.456 (5.1)
_ 2 3 (33.3) 404 284 42.3 5 5 - 792 544 45.6
932 936 {4) 1,690 1,518 11.3 (804) {236} * 6,282 6,912 9.1}
_ 340 339 3 615 552 114 (622) (440) (41.4} 1,958 2,161 (9.4)
$ 592 $ 597 (.8} $ 1,075 $ 966 11.3 $ (182) % 204 * $ 4324 $ 4,751 (9.0)
$ 2,027 $ 1,796 129% | $ 4216 $ 3,800 109% | $ 136 $§ 133 23% | § 47,812 $ 45,440 5.2%
678 702 (3.4) - - - 62 65 (4.6) 28,592 28,760 {.8)
454 459 (1.1) - - - 4 4 - 22,085 21,053 4.9
2,356 2,413 (2.4) 10,616 8,779 20.9 39 44 (11.4) 48,858 45,348 7.7
5,515 5,370 2.7 14,832 12,579 17.9 241 246 (2.0) 147,348 140,601 4.8
1,554 1,400 1.0 2,494 2,426 2.8 8 3 " 7,600 7,289 4.3
414 472 (12.3) 1,003 1,125 (2.8) 12 3 * 3,193 3,103 29
8,057 7,806 3.2 20,389 17,456 16.8 52,541 50,577 39 223,621 213,512 4.7
4317 3,890 8.2 413 341 21.1 a 72 26.4 27,364 28,755 (4.8)
3,106 2,426 28.0 12 4 - 3 2 50.0 26,117 23,552 10.9
5,638 5,618 4 21 19 10.5 53 30 76.7 30,638 32,266 (5.0}
3,779 2,901 30.3 4 3 333 1,813 2,072 (12.5) 36,956 36,016 2.6
16,840 14,935 12.8 450 367 22.6 1,960 2,176 (9.9) 121,075 120,589 4
2,467 2,369 4.1 4,874 4,677 42 1,455 1,523 {4.5) 20,997 20,710 14
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Payment Services Payment Services includes consumer and
business credit cards, stored-value cards, debit cards,
corporate and purchasing card services, consumer lines of
credit, ATM processing and merchant processing. Payment
Services are highly inter-related with banking products and
services of the other lines of business and rely on access to
the bank subsidiary’s settlement network, lower cost funding
available to the Company, cross-selling opportunities and
operatiny, efficiencies. Payment Services contributed

$1,075 million of the Company’s net income in 2007, or an
increase of $10% million {11.3 percent), compared with
2006. The increase was due to growth in total net revenue,
driven by loan growth and higher transaction volumes,
partially offset by an increase in total noninterest expense
and a higher provision for credir losses.

Total net revenue increased $437 million (13.5 percent}
in 2007, compared with 2006. The 2007 increase in net
interest income of $30 million (12.2 percent}, compared
with the prior year, was due to growth in higher yielding
retail credit card loan balances, partially offset by the
margin impact of merchant receivables and growth in
corporate payment card balances. The increase in fee-based
revenue of $357 million {13.8 percent) in 2007 was driven
by organic account growth, higher sales transaction volumes
and business expansion initiatives. Credit and debit card
revenue was higher due to an increase in customer accournts
and balance transfers, higher customer transaction volumes,
a favorable rate change from renegotiating a contract with a
cardholder association and an increase in cash advance and
prepaid card fees from a year ago. Corporate payment
products revenue increased, reflecting organic growth in
sales volumes and card usage, and the impact of an acquired
business. Merchant processing services revenue grew 14.1
percent domestically and 17.6 percent in the European
business division compared with a year ago. This organic
growth was due to an increase in the number of merchants
serviced, sales transactions and related sales volumes and
merchant equipment and other related fees.

"Total noninterest expense increased $145 million
{10.1 percent) in 2007, compared with 2006, due primarily
to operating costs to support organic growth, higher
collection costs and investments in new business initiatives,
including costs associated with marketing programs and
acquisitions.

The provision for credit losses increased $120 million
{42.3 percent) in 2007, compared with 2006, due to higher
net charge-offs, which reflected average retail credit card
portfolio growth of 25.4 percent and somewhat higher
delinquency rates from a year ago. As a percentage of
average loans outstanding, net charge-offs were 2.72 percent
in 2007, compared with 2.26 percent in 2006.
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Treasury and Corporate Support Treasury and Corporaté
Support includes the Company’s investment portfolios,
funding, capital management and asset securitizarion
activities, interest rate risk management, the net effect of
transfer pricing related to average balances and the residual
aggregate of those expenses associated with corporate
activities that are managed on a consolidated basis. During
2007, Treasury and Cotporate Support recorded a ner loss
of $182 million, compared with net income in 2006 of
$204 million.

Tortal net revenue decreased $217 million in 2007,
compared with 2006, primarily due to a decrease in both
net interest income and noninterest income from a year
ago. The decline in net interest income reflected the impact
of issuing higher cost wholesale funding to support earning
asset growth. The decrease in noninterest income was .
primarily due to gains recognized in 2006 related ro the
initial public offering and subsequent sale of equity
interests in a cardholder association, trading gains realized
related to terminating certain interest rate derivatives, and
a gain related to the sale of a 401(k) recordkeeping
business.

Total noninterest expense increased $351 million in
2007, compared with 2006. The year-over-year increase was
primarily driven by a $330 million charge related to a
contingent obligation for certain Visa U.S.A. Inc, litigation,
including the settlement between Visa U.S.A. Inc and
American Express announced in the third quarter of 2007.

The provision for credit losses for this business unit
represents the residual aggregate of the net credit losses
allocated to the reportable business units and the Company’s
recorded provision determined in accordance with
accounting principles generally accepted in the Unired Srares.
Refer to the “Corporat¢ Risk Profile” section for further
information on the provision for credit losses, i
nonperforming assets arfnd factors considered by the
Company in assessing the credit quality of the loan portfolio
and establishing the allowance for credit losses.

Income taxes are assessed to each line of business at a
managerial tax rare of 36.4 percent with the residual rax
expense or benefit to arrive at the consolidated effective tax
rate included in Treasury and Corporate Support. The
consolidated effective tax rate of the Company was ‘
30.3 percent in 2007, cjompared with 30.8 percent in 2006.
The decrease in the effective tax rate from 2006 primarily
reflected higher rax exefmpt income from investment
securities and insurance products as well as incremental tax
credits from affordable housing and other tax-advantaged
investments.




ACCOUNTING CHANGES

Note 2 of the Notes to Consolidated Financial Statements
discusses accounting standards adopted in the current year,
as well as, accounting standards recently tssued but not yer
required to be adopted and the expected impact of these
changes in accounting standards. To the extent the adoption
of new accounting standards affects the Company’s financial
condition, results of operations or liquidity, the impacts are
discussed in the applicable section{s) of the Management’s
Discussion and Analysis and the Notes to Consolidated
Financial Sratements.

CRITICAL ACCOUNTING POLICIES

The accounting and reporting policies of the Company
comply with accounting principles generally accepted in the
United States and conform to general pracrices within the
banking industry. The preparation of financial statements in
conformity with generally accepted accounting principles
requires management to make estimates and assumptions,
The financial position and results of operations can be
affected by these estimates and assumptions, which are
integral to understanding the Company’s financial
statements, Critical accounting policies are those policies
that management believes are the most important to the
portrayal of the Company’s financial condition and results,
and require management to make estimates rhat are difficult,
subjective or complex. Most accounting policies are not
considered by management to be critical accounting policies.
Several factors are considered in determining whether or not
a policy is critical in the preparation of financial statements.
These factors include, among other things, whether the
estimates are significant to the financial statements, the
nature of the estimates, the ability to readily validate the
estimates with other information including third-parties or
available prices, and sensitivity of the estimates to changes in
economic conditions and whether alternative accounting
methods may be utilized under generally accepted
accounting principles. Management has discussed the
development and the selection of critical accounting policies
with the Company’s Audit Committee.

Significant accounting policies are discussed in Note 1
of the Notes to Consolidated Financial Statements. Those
policies considered to be critical accounting policies are
described below.

Allowance for Credit Losses The allowance for credit losses
is established to provide for probable losses inherent in the
Company’s credit portfolio. The methods utilized to estimate
the allowance for credit losses, key assumptions and
quantitative and qualitarive informarion considered by
management in determining the adequacy of the allowance

for credit losses are discussed in the “Credit Risk
Management” section.

Management’s evaluation of the adequacy of the
allowance for credit losses is often the most critical of
accounting estimates for a banking institution. It is an
inherently subjective process impacted by many factors as
discussed throughout the Management’s Discussion and
Analysis secrion of the Annual Report. Although risk
management practices, methodologies and other tools are
utilized to determine each element of the allowance, degrees
of imprecision exist in these measurement tools due in part
to subjective judgments involved and an inherent lagging of
credit quality measurements relative to the stage of the
business cycle. Even determining the stage of the business
cycle is highly subjective. As discussed in the “Analysis and
Determination of Allowance for Credir Losses” section,
management considers the effect of imprecision and many
other factors in determining the allowance for credir iosses.
If not considered, inherent losses in the portfolio related to
imprecision and other subjective factors could have a
dramaric adverse impact on the liquidity and financial
viability of a bank.

Given the many subjective factors affecting the credit
portfolio, changes in the allowance for credit losses may
not directly coincide with changes in the risk ratings of the
credit portfolio reflected in the risk rating process. This is
in part due to the fiming of the risk rating process in
relation to changes in the business cycle, the exposure and
mix of loans within risk rating categories, levels of
nonperforming [oans and the timing of charge-offs and
recoveries. For example, the amount of loans within
specific risk ratings may change, providing a leading
indicator of improving credit quality, while nonperforming
loans and net charge-offs continue at elevated levels. Also,
inherent loss ratios, determined through migration analysis
and historical loss performance over the estimated business
cycle of a loan, may not change to the same degree as net
charge-offs. Because risk ratings and inherent loss ratios
primarily drive the allowance specifically allocated 10
commercial loans, the amount of the aliowance for
commercial and commercial real estate loans might
decline; however, the degree of change differs somewhat
from the level of changes in nonperforming loans and net
charge-offs. Also, management would maintain an
adequate allowance for credit losses by increasing the
allowance during periods of economic uncertainty or
changes in the business cycle.

Some factors considered in determining the adequacy
of the allowance for credit losses are quantifiable while
other factors require qualitative judgment. Management
conducrs an analysis with respect to the accuracy of risk
ratings and the volatility of inherent losses, and utilizes
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this analysis along with qualitative factors, including
uncertainty in the economy from changes in wnemployment
rates, the level of bankruptcies and concentration risks,
including risks associated with the weakened housing
marker and highly leveraged enterprise-value credits, in
determining the overali level of the allowance for credit
losses. The Company’s determination of the allowance for
commercial and commercial real estate loans is sensitive to
the assigned credit risk ratings and inherent loss rates at
December 31, 2007. In the event that 10 percent of loans
within these portfolios experienced downgrades of rwo risk
categories, the allowance for commercial and commercial
real estate would increase by approximately $168 million
at December 31, 2007. In the event that inherent loss or
estimated loss rates for these portfolios increased by

10 percent, the allowance determined for commercial and
commercial real estate would increase by approximately
$95 million ar December 31, 2007. The Company’s
determination of the allowance for residential and retail
loans is sensitive to changes in estimated loss rates. In the
event that estimated loss rates increased by 10 percent, the
allowance for residential mortgages and retail loans would
increase by approximately $82 million at December 31,
2007. Because several quantitative and qualitative factors
are considered in determining the allowance for credit
losses, these sensitivity analyses do not necessarily reflect
the nature and extent of future changes in the allowance
for credit losses. They are intended to provide insights into
the impact of adverse changes in risk rating and inherent
losses and do not imply any expectation of future
deterioration in the risk rating or loss rates. Given current
processes employed by the Company, management believes
the risk ratings and inherent loss rates currently assigned
are appropriate. It is possible that others, given the same
information, may at any point in time reach different
reasonable conclusions that could be significant to the
Company’s financial statements. Refer to the “Analysis and
Determination of the Allowance for Credit Losses” section
for further information.

Estimations of Fair Value A portion of the Company’s assets
and liabilities are carried at fair value on the Consolidated
Balance Sheet, with changes in fair value recorded either
through earnings or other comprehensive income in
accordance with applicable accounting principles generally
accepted in the United States. These include all of the
Company’s trading securities, available-for-sale securities,
derivatives and MSRs. The estimation of fair value also
affects loans held-for-sale, which are recorded at the lower
of cost or fair value, The determination of fair value is
important for certain other assets, including goodwill and
other intangible assets, impaired loans, other real estate
owned and other repossessed assets, that are recorded at
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either fair value or fair value less costs-to-sell when
acquired, and are periodically evaluated for impairment
using fair value estimates. ‘

Fair value is generally defined as the amount at which
an asset or liability could be exchanged in a current
transaction between willing, unrelated parties, other than in
a forced or liquidation sale. Fair value is based on quored
market prices in an active market, or if market prices are
not available, is estimaied using models employing
techniques such as matrix pricing or discounting expected
cash flows. The significant assumptions used in the models,
which include assumptions for interest rates, discount rates,
prepayments and credit losses, are independently verified
against observable market data where possible. Where
observable market data is not available, the estimare of fair
value becomes more subjective and involves a high degree of
judgment. In this circumstance, fair value is estimated based
on management’s judgment regarding the value that market
participants would assign to the asset or liability. This
valuation process takes into consideration factors such as
market illiquidity. Impzecision in estimating these factors can
impact the amount recorded on the balance sheet for a
particular asset or liability with related impacts to earnings
or other comprehensive income.

Trading and availdble-for-sale securities are generally
valued based on quoted market prices. However, certain
securities are traded less actively and therefore, may not be
able to be valued based on quoted market prices. The
determination of fair value may require benchmarking to
similar instruments or performing a discounted cash flow
analysis using estimates of future cash flows and
prepayment, interest and default rates. An example is
interests held in entities collateralized by mortgage andfor
debt obligations as paft of a structured investment. For more
information on investment securities, refer to Note 4 of the
Notes to Consolidated Financial Statements.

As few derivative contracts are listed on an exchange,
the majority of the Company’s derivative positions are
valued using valuation techniques that use readily observable
market parameters. Certain derivatives, however, must be
valued using techniques that include unobservable
parameters. For these instruments, the significant
assumptions must be estimated and therefore, are subject to
judgment. These instruments are normally traded less
actively. An example includes certain long-dated interest rate
swaps. Table 18 provides a summary of the Company’s
derivative positions.

Mortgage Servicing Rights Mortgage servicing rights are
capitalized as separate assets when loans are sold and
servicing is retained or may be purchased from others. MSRs
are initially recorded at fair value and at each subsequent
reporting date. Becausjc MSRs do not trade in an active
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market with readily observable prices, the Company
determines the fair value by estimating the present value of
the asset’s future cash flows utilizing market-based
prepayment rares, discount rates, and other assumptions
validated through comparison to trade information, industry
surveys and independent third party appraisals. Changes in
the fair value of MSRs are recorded in earnings during the
period in which they occur. Risks inherent in the MSRs
valuation include higher than expected prepayment rates
and/or delayed receipt of cash flows. The Company may
utilize derivatives, including futures and options contracts to
mitigate the valuation risk. The estimated sensitivity to
changes in interest rates of the fair value of the MSRs
portiolio and the related derivative instruments at
December 31, 2007, to an immediate 25 and 50 basis point
downward movement in interest rates would be an increase
of approximately $1 million and a decrease of
approximately $8 million, respectively. An upward
movement in interest rates at December 31, 2007, of 25 and
50 basis points would decrease the value of the MSRs and
related derivative instruments by approximately $14 million
and $49 million, respectively. Refer to Note 9 of the Notes
to Consolidated Financial Statements for additional
information regarding M5Rs.

Goadwill and Other Intangibles The Company records all
assets and liabilities acquired in purchase acquisitions,
including goodwill and other intangibles, at fair value.
Goodwill and indefinite-lived assets are not amortized but
are subject, at a2 minimum, to annual tests for impairment.
Under certain situations, interim impairment tests may be
required if events occur or circumstances change that would
more likely than not reduce the fair value of a reporting
segment below its carrying amount. Other intangible assets
are amortized over their estimated useful lives using straight-
line and accelerated methods and are subject to impairment
if events or circumstances indicate a possible inability to
realize the carrying amount.

The initial recognition of goodwill and other intangible
assets and subsequent impairment analysis require
management to make subjective judgments concerning
estimates of how the acquired assets will perform in the
future using valuation methods including discounted cash
flow analysis. Additionally, estimated cash flows may extend
beyond ten years and, by their nature, are difficult to
determine over an extended timeframe, Events and factors
that may significantly affect the estimates include, among
others, competitive forces, customer behaviors and attrition,
changes in revenue growth trends, cost structures, _
technology, changes in discount rates and specific industry
and market conditions. In determining the reasonableness of
cash flow estimates, the Company reviews historical
performance of the underlying assets or similar assets in an

effort to assess and validate assumptions utilized in its
estimates.

In assessing the fair value of reporting units, the
Company may consider the stage of the current business
cycle and potential changes in market conditions in
estimating the timing and extent of future cash flows. Also,
management often utilizes other information to validate the
reasonableness of its valuations including public market
comparables, and multiples of recent mergers and
acquisitions of similar businesses. Valuation multiples may
be based on revenue, price-to-earnings and tangible capital
ratios of comparable public companies and business
segments. These multiples may be adjusted to consider
competitive differences including size, operating leverage and
other factors. The carrying amount of a reporting unit is
determined based on the capital required to support the
reporting unit’s activities including its tangible and
intangible assets. The determination of a reporting unir’s
capital allocation requires management judgment and
considers many factors including the regulatory capital
regulations and capital characteristics of comparable public
companies in relevant industry sectors. In certain
circumstances, management will engage a third-party to
independently validate its assessment of the fair value of its
business segments,

The Company’s annual assessment of potential goodwill
impairment was completed during the second quarter of
2007. Based on the results of this assessment, no goodwill
impairment was recognized.

Income Taxes The Company estimates income rax expense
based on amounts expected to be owed to various tax
jurisdictions. Currently, the Company files tax returns in
approximately 144 federal, state and local domestic
jurisdictions and 13 foreign jurisdictions. The estimated
income tax expense is reported in the Consolidated
Statement of Income. Accrued taxes represent the net
estimated amount due or to be received from taxing
jurisdictions either currently or in the future and are
reported in other assets or other liabilities on the
Consolidated Balance Sheet. In estimating accrued taxes, the
Company assesses the relative merits and risks of the
appropriate tax treatment considering starurory, judicial and
regulatory guidance in the context of the tax position.
Because of the complexity of tax laws and regulations,
interpretation can be difficult and subject to legal judgment
given specific facts and circumstances. It is possible that
others, given the same information, may at any point in time
reach different reasonable conclusions regarding the
estimated amounts of accrued raxes.

Changes in the estimate of accrued taxes occur
periodically due to changes in tax rates, interpretations of
tax laws, the status of examinations being conducted by
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various taxing authorities, and newly enacted statutory,
judicial and regulatory guidance that impact the relative
merits and risks of tax positions. These changes, when they
occur, affect accrued taxes and can be significant to the
operating resutlts of the Company. Refer to Note 18 of the
Notes to Consolidated Financial Statements for additional
information regarding income taxes.

CONTROLS AND PROCEDURES

Under the supervision and with the participation of the
Company’s management, including its principal execurive
officer and principal financial officer, the Company has
evaluated the effectiveness of the design and operation of its
disclosure controls and procedures (as defined in

Rules 13a-15(¢} and 15d-15{¢} under the Securities Exchange
Act of 1934 (the “Exchange Act”}). Based upon this
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evaluation, the principal executive officer and principal
financial officer have concluded that, as of the end of the
period covered by thié report, the Company’s disclosure
controls and procedures were effective.

During the most recently completed fiscal quarter, there
was no change made in the Company’s internal controls over
financial reporting (as defined in Rules 13a-15(f} and *
15d-15(f) under the Eﬁcchange Act) that has materially '
affected, or is reasonably likely to materially affect, the
Company’s internal control over financial reporting.

The annual report of the Company’s management on
internal control over financial reporting is provided on'
page 65. The attestation report of Ernst & Young LLP, the
Company’s independent accountants, regarding the
Company’s internal control over financial reporting is

provided on page 67.
i




Report of Management

Responsibility for the financial statements and other information presented throughout this Annual Report rests with the
management of U.5. Bancorp. The Company believes that the consolidated financial statements have been prepared in
conformity with accounting principles generally accepted in the United States and present the substance of transactions based
on the circumstances and management’s best estimares and judgment.

In meeting its responsibilities for the reliability of the financial statements, management is responsible for establishing and
mainraining an adequate system of internal control over financial reporting as defined by Rules 13a-15(f) and 15d-15(f) under
the Securities Exchange Act of 1934, The Company’s system of internal controls is designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of publicly filed financial statements in accordance with
accounting principles generally accepted in the United States.

To test compliance, the Company carries out an extensive audit program. This program includes a review for compliance with
written policies and procedures and a comprehensive review of the adequacy and effectiveness of the internal control system,
Although control procedures are designed and tested, it must be recognized that there are limirts inherent in all systems of
internal control and, therefore, errors and irregularities may nevertheless occur. Also, estimartes and judgments are required to
assess and balance the relative cost and expected benefits of the controls. Projection of any evaluation of effectiveness 1o future
periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

The Board of Directors of the Company has an Audit Committee composed of directors who are independent of U.S. Bancorp.
The committee meets periodically with management, the internal auditors and the independent accountants to consider audit
results and to discuss internal accounting control, auditing and financial reporting matters.

Management assessed the effectiveness of the Company’s internal controls over financial reporting as of December 31, 2007. In
making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission in its Internal Control-Integrated Framework. Based on our assessment and those criteria, management believes
that the Company designed and maintained effective internal control over financial reporting as of December 31, 2007,

The Company’s independent accountants, Ernst & Young LLP, have been engaged to render an independent professional
opinion on the financial statements and issue an attestation report on the Company’s system of internal control over financial
reporting. Their opinion on the financial statements appearing on page 66 and their attestation on the system of internal
controls over financial reporting appearing on page 67 are based on procedures conducted in accordance with auditing

standards of the Public Company Accounting Oversight Board {United States).
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Report of Independent Registered Public Acgscounting Firm on
the Consolidated Financial Statements ;

The Board of Directors and Shareholders of U.S. Bancorp: ’ :

We have audited the accompanying consolidated balance sheets of U.S. Bancorp as of December 31, 2007 and 2006, and the
related consolidated statements of income, shareholders’ equity, and cash flows for each of the three years in the period ended
December 31, 2007. These financial statements are the responsibility of the Company’s management. Onr responsibility is to

express an apinion on these financial statements based on our audits. 3

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial |
statements are free of material misstatement. An audit includes examining, on a test bar;is, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting p!rinciplcs used and significant estimates
made by management, as well as evaluating the overall financial statement presentationf. We believe that our audits provide a
reasonable basis for our opinion, 1 :

|
In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial

I
position of U.S. Bancorp at December 31, 2007 and 2006, and the consolidated results of its operations and its cash flows for
each of the three years in the period ended December 31, 2007, in conformity with U.S| generally accepred accounting
principles. ' {

We also have audited, in accordance with the standards of the Public Company Accoun:ting Oversight Board (United Sta:tes},
1J.S. Bancorp’s internal control over financial reporting as of December 31, 2007, base4 on criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our
report dated February 20, 2008 expressed an unqualified opinion thereon. '

Sanct ¥ MLLP

Minneapolis, Minnesota
February 20, 2008
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Report of Independent Registered Public Accounting Firm on
Internal Control Over Financial Reporting

The Board of Directors and Shareholders of U.S. Bancorp:

We have audited 1.5, Bancorp’s internal control over financial reporting as of December 31, 2007, based on criteria established
in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO criteria}. U.S. Bancorp’s management is responsible for maintaining effective internal control over
financial reporting, and for its assessment of the effectiveness of internal control aver financial reporting included in the
accompanying Report of Management. Qur responsibility is to express an opinion on the Company’s internal control over
financial reporting based on our audi,

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audir to obtain reasonable assurance about whether effective internal
control over financial reporting was maintained in all material respects. Qur audir included obtaining an understanding of
internal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluaring the design and
operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we considered
necessary in the circumstances, We believe that our audit provides a reasonable basis for cur opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, U.S. Bancorp maintained, in all material respects, effective internal contro! over financial reporting as of
December 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (Unired States), the
consolidated balance sheets of U.S. Bancorp as of December 31, 2007 and 2008, and the related consolidated statements of
income, shareholders’ equity, and cash flows for each of the three years in the period ended December 31, 2007 and our report
dated February 20, 2008, expressed an unqualified opinion thereon.

Banet ¢ MLLP

Minneapolis, Minnesota
February 20, 2008
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U.S. Bancorp
Consolidated Balance Sheet

At December 31 {Dollars in Millions) 2007 2006
Assets
Cash and due from DANKS . . . o . vttt e e e i e e e e e e e $ 8,884 $ 8,639
Investment securities
Held-to-maturity (fair value $78 and $92, respsctively) . . .. .. - oot e e 74 87
Available-for-8ale . . . . . e e e e e i e 43,042 40,030
Loans Neld for SaIE . . . . . . .o it e e e e e e e 4,819 3,256
Loans
COMMBICIAl . . . .. . e e e e e e e 51,074 | 46,190
Commercial real @Slate . . . . . . . . e e 29,207 © 28,845
Residential MOMgages . . . . . . i r et e e e e e 22,782 21,285
Batall, . . . v o e e e e e e e 50,764 47,477
TOMAI I0ANS . . .« o v o et e e e 153,827 143,597
Less allowancaforloan losses . . .. ... .. .. . i e e (2,058) (2,022)
Net Joans . ... e e e e e 151,769 141,575
Premises and 8quUipment . . .. . ... e e e R 1,779 1,835
[T 7o 1 | 7,647 7,538
Other Intangible 8SSBIS . . . . . . ... ot e e e e e 3,043 3,227
[0 43T T T3 = 1 ¢ NN 16,558 13,045
B [T I V=T - 1 - S N $237,615 $219,232
Liabilities and Shareholders’ Equity
Deposits
NonINterest-DEanNg . - . . . . . e e e e e $ 33,334 $ 32,128
LY L= o= 1T [ 72,458 70,330
Time deposits greater than $100,000 . . . . .. . . L e i 25,653 22,424
TOal dBPOSI S . . . o . ot e e e e e s 131,445 , 124,882
Short-term bBOmOWINGS. . . . oottt e e e e 32,370 26,933
Longtermdebt . .. ... .. e e e 43,440 37,602
Other A ilES . . . . ot it e e e e e e e e e 9,314 8,618
Totalliabilities. . . .. ... e [N 216,569 198,035
Shareholders’ equity
Preferred stock, par value $1.00 a share (liquidation prefarence of $25,000 per share) — authorized:
50,000,000 shares; issued and outstanding: 2007 and 2006 —40,000shares. . .. ............. ... 1,000 1,000
Common stock, par value $0.01 a share — authorized: 4,000,000,000 shares; issued: 2007 and 2006 —
1,972,643,007 ShArES . . . ... e e i s 20 20
CapItal SUMPIUS . . .ttt i e e e e 5,749 5,762
Retainead Barmings . . . . . . . e e 22,693 21,242
Less cost of common stock in treasury: 2007 — 244,786,039 shares; 2006 — 207,928,756 shares . . ... ... (7.480) (6,091)
Other comprehensive INCOME. . . . . ... ... ittt e (936) (736)
Total shareholders’ equity . . . .. . - .. .. Lo e 21,046 21,197
Total liabilities and shareholders’ equity . . . . . . . ..o .o i e s $237,615 $219,232

See Notes to Consolidated Financial Statements,
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U.S. Bancorp
Consolidated Statement of Income

Yaar Ended December 31 {Dollars and Shares in Millions, Except Per Share Data) 2007 2006 2005
Interest Income
LOANS . . o oot e e $10,627 $ 9,873 $ 8,306
Loans heldforsale . . ... ... .. . ... it i i i e 277 236 181
Investment SBCURtIeS . . . . . ... . e e 2,095 2,001 1,554
Other interest INCOMe . . . ... . i e e i e e e 137 153 110
Totalinterest iNCOME. . . . ... e e e e 13,136 12,263 10,551
Interaest Expense
DEPOSIS . v e e e e 2,754 2.389 1,559
Short-term bormowings . . . . . . . ... e 1,433 1,203 630
Long-term debt. . . .. ... . e e 2,260 1,930 1,247
Jotal interesl X PENS . . . . i i e e e e 6,447 5,522 3,496
Nefinterest INCOME . . . .. .. .. . . i e e e 6,689 6,741 7,055
Provisionfor credit losses. . . . . .. . . L e e e e 792 544 666
Nel interest income after provision forcreditlosses. . ... ....... ... ........... 5,887 6,197 6,389
Neninterest Income
Creditand debitcard revenue . . .. .. ..ot e e e e 949 800 713
Corporate payment produclS FeVENUS . . . . . . . . ...ttt i et it ma e eeen e 631 567 488
ATM Processing SBIVICES . . . . . .. oottty it e i s s st 245 243 229
Merchan! processing SaMVICES . . v . . vt ittt e e e e e e 1,101 963 770
Trust and investment managementfees .. ....... ... . ... i i 1,339 1,235 1,009
Depositservice charges. . . .. .. ... ... . 1,058 1,023 028
Treasury managementfees. ... ... ... .. ... ... e e 472 a4 437
Commercial products revenue . . . . ... .. .. . i e e e 433 415 400
Morigage banking revenue . . . ... .. . e e 259 192 432
Investment products fees and commissions . . .. ... ... ... .. 1486 150 152
Securities gains (l0sses), MBt . . . ... L e e 15 14 (106)
L0 524 813 593
Total noninterast income . . . .. ... .. . e 7172 6,846 6,045
Noninterest Expense
ComPenNsation . . . .. . .. e e e e 2,640 2,513 2,383
Employee benefits. . .. ... . e e e 494 481 431
Net cccupancy and equIpmEnt . . . ... ... .. .. e 686 660 64
Professional services. . . .. .. . L. e e e 233 199 166
Marketing and businessdevelopment . . . .. ... ... ... L 242 217 235
Technology and communicalions . . . . .. .. ... ..ttt s 512 505 468
Postage, printing and supplies. . . . .. .. ... . .. 283 265 255
Otherintangibles. . . .. ... ... ... . . e 376 355 458
Debtprepayment . ... ... .. ... e - 33 54
L1 (3 T 1,396 952 774
Jotal noninterest expense . . .. .. .. L e e e s 6,862 6,180 5,863
Income before incometaxes . . ... .. ... e e 6,207 6,863 6,571
Applicableincometaxes. . .. .. .. ... . 1,883 2,112 2,082
Nt INCOME . . . . ot e e e e $ 4324 $ 4,751 $ 4,489
Net income applicable to common equity. . . .. ...... ... ... $ 4,264 $ 4703 $ 4,489
Per Common Share
Earnings per COmMmON Share . . . . . . ..o ottt i s et it st e $ 246 $ 264 $ 245
Diluted earnings percommon Share . . . . .. ... ... i e $ 243 $ 2.61 $ 242
Dividends daclared percommonshare . .. .. ... ... . i i e $ 1625 $ 1.39 $ 1.23
Average common sharesoutstanding . . .. .. ... ... . e 1,735 1,778 1,831
Average diluted common sharesoutstanding . .. .. ... ... .. . e 1,758 1,804 1,857

See Notes 1o Consolidated Financial Statements.
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U.S. Bancorp

Consolidated Statement of Shareholders’ Equity

Common Other Total
Shares Preterred Common Capital Retaired’ Treasury Comprehensive Shareholders’
{Dollars and Shares in Millions) Qutstanding Stock Stock Surplus Earnings Stock Income Equity
Balance December 31, 2004. ... 1,858 $ - $20 $5,902 $16,758  $(3,125) $ (18) $19,539
Netincome. .................. 4,489 4,489
Unrealized loss on securities available- :
forsale ................... (539) (539)
Unrealized loss on derivatives . ... .. (58) (58)
Foreign currency translation. . . ... .. 3 '3
Realized loss on derivatives. . .. .. .. (74) 74
Reclassilication for realized losses . . . 39 39
Minimum pensicn liability. . . . ... ... (38) (38)
incometaxes ................. 254 - 254
Total comprehensive income. . . ‘ 4,076
Cash dividends declared on common '
stock. . . ... .. e {2,246) (2.246)
Issuance of common and treasury
stock. . .. .. e e 19 {81) 525 444
Purchase of treasury stock . . ... ... {62) {1,807) (1,807}
Stock option and restricted stock
gramts . . ... .. 84 84
Shares reserved to meet deferred
compensation obligations . . . . . .. 2 . (5) o {4)
Balance December 31, 2005. ... 1,815 38 - $20 $5,807  $19,001 $(4,413) $(429) $20,086
Change in accounting principle. . . . .. 4 (237 (233)
Netincome................... 4,751 4,751
Unrealized gain on securities
available-for-sale. . . . ......... 67 67
Unrealized gain on derivatives . . . . .. 35 35
Foreign currency translation. ... .. .. (30) {30}
Realized loss on derivatives. . . .. ... , (199) (199)
Reclassification for realized losses . . . ‘ 33 33
Change in retirement obligation . . . . . (18) (18)
Incometaxes ................. 42 42
Total comprehensive income. . . ' 4,681
Cash dividends declared
Preferred . . .. .............. {48) {48}
Common..........c.oouvin.. (2,466) (2,466)
Issuancs of preferred stock . . ... ... 1,000 {52) 948
Issuance of common and treasury
stock. . ... ... ... L 40 {99) 1,144 1,045
Purchase of treasury stock .. ... ... {90} (2.817) (2,817)
Stock option and restricted stock
gramts . ... ... 4 4
Shares reserved to meet deferred
compensation obligations . . . . . .. 2 (5) (3)
Balance December 31, 2006. ... 1,765 $1,000 $20 $5,762  $21,.242  $(6,091) $(736) $21,197
Netincome. . ................. 4,324 4,324
Unrealized loss on securities available-
forsale ................... (482} (482)
Unrealized loss on derivatives . . . . .. (299) {299)
Foreign currency translation. . .. .. .. 8 8
Reclassification for realized losses . . . a6 96
Change in retirement obligation . . ... 362 352
Incometaxes . ................ 125 . 125
Total comprehensive income. . . 4,124
Cash dividends declared )
Preferred . .. ............... (60) (60}
Common . .........covovunnn {2,813) (2,813}
Issuance of commaon and treasury
stock. . .. ... 21 (45) 627 582
Purchase of treasury stock . ... .. .. (58) {2,011) . (2,011)
Stock option and restricted stock
gants . . ............. ... 32 32
Shares reserved to meet deferred |
compensation obligations . . . .. .. (5} (5
Balance December 31, 2007.... 1,728 $1,000 $20 $5,749  $22,693  $(7,480) $(936) $21,046

Sea Notes to Consoiidated Financial Statements.
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U.S. Bancorp
Consolidated Statement of Cash Flows

Year Encled December 31 (Dollars in Millions) 2007 2006 2005
Operating Activities
T T o 4 - N $ 4324 $ 4751 $ 4,489
Adjustments to reconcile net income to net cash provided by operating activities
Provision for credit losses. . . . .. . . ... e 782 544 666
Depreciation and amortization of premises and equipment. . . . . ... ... . ... ... 243 233 231
Amortizationof intangibles . . . .. ... ... ... L L 376 355 458
Provision for deferred incometaxes . . .. ... ... ... e (97) {3) (301)
Gain on sales of securities and otherassets, net . . . ......... .. .. ... . ... {570) (575) {316)
Loans originated for sale in the secondary market, net of repayments . . .. .. .. ... (27,395) (22,231) {20,054)
Proceeds from sales of loans heldforsale ... ... ... .. ... ... ... ......... 25,389 22,035 19,490
Other, Bt . . e (460} 320 {1,186)
Net cash provided by cperatingactivities . . . ... ... ... ... ... ... . .. ... 2,602 5,429 3,477
Investing Activities
Proceeds from sales of available-for-sale investment securities . . . .. .. ... ... ... 2,135 1,441 5,039
Proceeds from maturities of investment securities . . . .. ... ... ... ... . .. ... 4,211 5,012 10,264
Purchases of investment securities. . . . . .. ... ... ... ... .. .. e (9,8186) (7.080) (13,148)
Net increase in loansoutstanding. . . .. .. ... . i it e (8,015) (5,003) {(9,095)
Proceeds fromsalesofloans .. . ... ... ... . . .. . e 41 616 837
Purchases of l0ans . ... ... . e e (2,599) (2,922) (3,568)
Acquisitions, netof cash acquired . ... ... ... .. . e e (111) (600) (1,008)
L 3T T N (1,232) {313) (1,159)
Net cash used ininvesting activities . .. . ........... ... ... .. .. .. ... (15,006) (B,849) (11,838)
Financing Activities
Net increase (decreasa) indeposits . . . ... ... ... ... e 6,255 (392} 3,968
Net increase in shortterm borrowings. . .. . .. ... ... . ... .. ... ... .. ... 5,371 6,612 7.116
Proceeds from issuance of long-termdebt . . . ... ... .. o oL 22,395 14,255 15,519
Principal payments or redemption of long-termdebt . ... .. ... ... ... ..., . ..., (16,836) (13,1209 {12,848)
Proceeds from issuance of preferredstock . . ....... .. .. ... . oo - 948 -
Proceeds from issuance of common stock . . . ... ... ... L L L L. 427 910 371
Repurchase of common stock . . . ... .. .. . e (1,983) (2,798) (1,855)
Cash dividends paid on preferred stock. . . . . ... ... ... ... L ... (60) {33) -
Cash dividends paidoncommon stock . . . . ... ... ... . .. ... .. ... .. {2,785) {2,359) (2,245)
Net cash provided by financing activities . . ............. ... ... . ... . .. 12,784 4,023 10,026
Changeincashandcashequivalents . .. .......... ... v vivinean, 380 603 1,665
Cash and cash equivalents at beginningofyear . . . ......................... 8,805 8,202 6,537
Cash and cash equivalents atendofyear ... ..... ... ... ... .......... $ 9,185 $ 8,805 5 8202
Supplemental Cash Flow Disclosures
Cash paid for INCOmME taXES . . . . . o i e e e e e s $ 1,878 § 2,263 $ 2131
Cash paid for interest. . . ... ... i e e e e 6,360 5,338 3,365
Net noncash transfers to foreclosed property . . . . ... ... .. ... .. 180 145 98
Acquisitions
ASSElS AcqUIred . . . .. . e e e § 635 3 1,603 $ 1,545
Liabilities assumed . . . . .. .. .. (393) (899) (393)
Net . e $ 242 $ 704 $ 1,152

Ses Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

SIGNIFICANT ACCOUNTING
POLICIES

U.S. Bancorp and its subsidiaries {the “Company”) is a
multi-state financial services holding company headquartered
in Minneapolis, Minnesota. The Company provides a full
range of financial services including lending and depository
services through banking offices principally in 24 states. The
Company also engages in credit card, merchant, and ATM
processing, mortgage banking, insurance, trust and
investment management, brokerage, and leasing activities
principally in domestic markets.

Basis of Presentation The consolidated financial statements
include the accounts of the Company and its subsidiaries
and all variable interest entities for which the Company is
the primary beneficiary. The consolidation eliminates all
significant intercompany accounts and transactions. Certain
items in prior periods have been reclassified to conform to
the current presentation,

Uses of Eatimates The preparation of financial statements in
conformity with generally accepted accounting principles
requires management to make estimates and assumptions
that affect the amounts reported in the financial statements
and accompanying notes. Actual experience could differ
from those estimates.

BUSINESS SEGMENTS

Within the Company, financial performance is measured by
major lines of business based on the products and services
provided to customers through its distribution channels. The
Company has five reportable operating segments:

Wholesale Banking Whaolesale Banking offers lending,
equipment finance and small-ticket leasing, depository,
treasury management, capital markets, foreign exchange,
international trade services and other financial services to
middle market, large corporate, commercial real estate and
public sector clients.

Consumer Banking Consumer Banking delivers products and
services through banking offices, telephone servicing and
sales, on-line services, direct mail and ATMs. It encompasses
community banking, metropolitan banking, in-store
banking, small business banking, consumer lending,
mortgage banking, consumer finance, workplace banking,
student banking and 24-hour banking.
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Wealth Management & Securities Services Wealth
Management & Securities Services provides trust, private
banking, financial advisory, investment management, retail
brokerage services, insirance, custody and mutval fund
servicing through five businesses: Wealth Management,
Corporate Trust, FAF Advisors, Institutional Trust &
Custody and Fund Services.

Payment Services Payvment Services includes consumer and
business credit cards, stored-value cards, debit cards,
corporate and purchasing card services, consumer lines of
credit, ATM processing and merchant processing.

Treasury and Corpora'te Support Treasury and Corporate
Support includes the Company’s investment portfolios,
funding, capital management and asser securitization
activities, interest rate risk management, the net effect of
transfer pricing related to average balances and the residual
aggregate of those expenses associated with corporate
activities that are managed on a consolidated basis.

Segment Results Accounting policies for the lines of
business are the same as those used in preparation of the
consolidated financial statements with respect ro activities
specifically attributable to each business line. However, the
preparation of business line results requires management to
establish methodologies to allocate funding costs and
benefits, expenses and other financial elements to each line
of business. For details of these methodologies and segment
results, see “Basis for Financial Presentation” and Table 23
“Line of Business Finjanc:ia] Performance” included in
Management’s Discussion and Analysis which is
incorporated by reference into these Notes 1o Consolidated
Financial Statements.

SECURITIES

Realized gains or losses on securities are determined on a
trade date basis baséd on the specific carrying value of the
investments being sold.

Trading Securlties Debt and equity securities held fot resale
are classified as rrading securities and reported at fair value.
Realized gains or losses are reported in noninterest income.

Available-for-sale Securities These securities are not trading
securities but may be sold before maturity in response to
changes in the Company’s interest rate risk profile, funding
needs or demand for collateralized deposits by public
entities. Available-for-sale securities are carried at fair value
with unrealized net gains or losses reported within other

;




comprehensive income in shareholders’ equity. When sold,
the amortized cost of the specific securities is used to
compute the gain or loss. Declines in fair value that are
deemed other-than-temporary, if any, are reported in
noninterest income.

Held-to-maturity Securities Debt securiries for which the
Company has the positive intent and ability to hold 1o
maturity are reported at historical cost adjusted for
amortization of premiums and accretion of discounts.
Declines in fair value that are deemed other than temporary,
if any, are reported in noninterest income.

Securities Purchased Under Agreements to Resell and
Securities Sold Under Agreements to Repurchase Securities
purchased under agreements to resell and securities sold
under agreements to repurchase are generally accounted for
as collateralized financing transactions and are recorded at
the amounts at which the securities were acquired or sold,
plus accrued interest. The fair value of collateral received is
continually momitored and additional collateral obtained or
requested to be returned to the Company as deemed
appropriate.

EQUITY INVESTMENTS IN OPERATING
ENTITIES

Equity investments in public entities in which ownership is
less than 20 percent are accounted for as available-for-sale
securities and carried at fair value. Similar investments in
private entities are accounted for using the cost method.
Investments in entities where ownership interest is between
20 percent and 50 percent are accounted for using the equity
method with the exception of limited partnerships and
limited lability companies where an ownership interest of
greater than § percent requires the use of the equity method.
If the Company has a voting interest greater than 50 percent,
the conselidation method is used. All equity investments are
evaluated for impairment ar least annually and more
frequently if certain criteria are met.

LOANS

Loans are reported net of unearned income. Interest income
is accrued on the unpaid principal balances as earned. Loan
and commitment fees and certain direct loan origination
costs are deferred and recognized over the life of the loan
and/or commitment period as yield adjustments.

Commitments to Extend Credit Unfunded residential
mortgage loan commitments entered into in connection with
mortgage banking activities are considered derivatives and
recorded on the balance sheet at fair value with changes in
fair value recorded in income. All other unfunded loan
commirments are generally related to providing credit

facilities to customers of the bank and are nort acrively
traded financial instrruments. These unfunded commitments
are disclosed as off-balance sheet financial instruments in
Note 21 in the Notes to Consolidated Financial Statements.

Allowance for Credit Losses Management determines the
adequacy of the allowance based on evaluations of credit
relationships, the loan portfolio, recent loss experience, and
other pertinent factors, including economic conditions. This
evaluation is inherently subjective as it requires estimates,
including amounts of future cash collections expected on
nonaccrual loans, which may be susceptible to significant
change. The allowance for credit losses relating to impaired
loans is based on the loan’s observable market price, the
collateral for certain collateral-dependent loans, or the
discounted cash flows using the loan’s effective interest rare.

The Company determines the amount of the allowance
required for certain sectors based on relative risk
characteristics of the lean portfolio. The allowance recorded
for commercial loans is based on quarterly reviews of
individual credit relationships and an analysis of the
migration of commercial loans and actual [oss experience.
The allowance recorded for homogeneous consumer loans is
based on an analysis of product mix, risk characteristics of
the portfolio, bankruptcy experiences, and historical losses,
adjusted for current trends, for each homogenous category
or group of loans. The allowance is increased through
provisions charged to operating earnings and reduced by net
charge-offs.

The Company also assesses the credir risk associated
with off-balance sheet loan commitments, letters of credit,
and derivatives and determines the appropriate amount of
credit loss liability that should be recorded. The liability for
off-balance sheet credit exposure related to loan
commitments and other financial instruments is included in
other liabiliries.

Nonaccrual Loans Generally commercial loans (including
impaired loans) are placed on nonaccrual status when the
collection of interest or principal has become 90 days past
due or is otherwise considered doubtful. When a loan is
placed on nonaccrual status, unpaid accrued interest is
reversed. Future interest payments are generally applied
against principal. Revolving consumer lines and credit cards
are charped off by 180 days past due and closed-end
consumer loans other than loans secured by 1-4 family
properties are charged off at 120 days past due and are,
therefore, generally not placed on nonaccrual status. Certain
retail customers having financial difficulties may have the
terms of their credit card and other loan agreements
madified to require only principal payments and, as such,
are reported as nonaccrual.
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Impaired Loans A loan is considered to be impaired when,
based on current information and events, it is probable that
the Company will be unable to collect all amounts due {both
interest and principal) according to the contractual terms of
the loan agreement.

Restructured Loans In cases where a borrower experiences
financial difficulties and the Company makes certain
concessionary modifications to contractual terms, the loan is
classified as a restrucrured loan. Loans restructured at a rate
equal to or greater than that of a new loan with comparable
risk at the time the contract is modified may be excluded from
restructured loans in the calendar years subsequent to the
restructuring if they are in compliance with the modified terms.

Generally, a nonaccrual loan that is restructured
remains on nonaccrual for a period of six months to
demenstrate that the borrower can meet the restructured
terms. However, performance prior to the restructuring, or
significant events that coincide with the restructuring, are
considered in assessing whether the borrower can meet the
new terms and may result in the loan being returned to
accrual status at the time of restructuring or after a shorter
performance period. If the borrower’s ability to meet the
revised payment schedule is not reasonably assured, the loan
remains classified as a nonaccrual loan.

Leases The Company engages in hoth direct and leveraged
lease financing. The net investment in direct financing leases
is the sum of ail minimum lease payments and estimated
residual values, less unearned income. Unearned income is
added to interest income over the terms of the leases to
produce a level yield.

The investment in leveraged leases is the sum of all lease
payments (less nonrecourse debt payments) plus estimated
residual values, less unearned income. Income from
leveraged leases is recognized over the term of the leases
based on the unrecovered equity investment.

Residual values on leased assets are reviewed regularly
for other-than-temporary impairment. Residual valuations
for retail automobile leases are based on independent
assessments of expected used car sale prices at the end-of-
term. Impairment tests are conducted based on these
valuations considering the probability of the lessee returning
the assct to the Company, re-marketing efforts, insurance
coverage and ancillary fees and costs. Valuations for
commercial leases are based upon external or inrernal
management appraisals. When there is other than temporary
impairment in the estimated fair value of the Company’s
interest in the residual value of a leased asset, the carrying
value is reduced to the estimated fair value with the
writedown recognized in the current period.

Loans Held for Sale Loans held for sale (“LHFS”) represent
mortgage loan originations intended to be sold in the
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secondary market and other loans that management has an
active plan to sell. LHFS are carried ar the lower of cost or
market value as determined on an aggregate basis by type of
loan. In the event management decides to sell loans
receivable, the loans aré transferred at the lower of cost or
fair value. Loans transferred to LHFS are marked-to-market
(“MTM”) at the time of transfer. MTM losses related to the
sale/transfer of non-homogeneous leans that are
predominantly credit-related are reflected in charge-offs.
With respect to homogéneous loans, the amount of
“probable” credit loss, determined in accordance with
Statement of Financial Accounting Standards No. 5,
“Accounting for Contirigencies,” methodologies utilized to
determine the specific allowance allocation for the portfolio,
is also included in charge-offs. Any incremental loss
determined in accordance with MTM accounting, that
includes consideration of other factors such as estimates of
inherent losses, is reported separately from charge-offs as a
reduction to the allowance for credit losses. Subsequent
decreases in fair value are recognized in noninterest income.

Other Real Estate Other real estate {(“ORE™), which is
included in other assets, is property acquired through
foreclosure or other proceedings. ORE is carried art fair
value, less estimated selling costs. The property is evaluated
regularly and any decreases in the carrying amount are !
included in noninterest expense.

DERIVATIVE FINANCIAL INSTRUMENTS

In the ordinary course of business, the Company enters into
derivative transactions to manage its interest rate,
prepayment, credit, price and foreign currency risk and to
accommodate the business requirements of its customers. All
derivarive instruments are recorded as either other assets,
other liabilities or short-term borrowings at fair value,
Subsequent changes in a derivative’s fair value are
recognized currently in earnings unless specific hedge
accounting criteria aré met.

All derivative instruments that qualify for hedge
accounting are recorded at fair value and classified either as
a hedge of the fair value of a recognized asset or liability
{“fair value™ hedge} or as a hedge of the variability of cash
flows to be received or paid related to a recognized asset or
liability or a forecasteld transaction {“cash flow” hedge).
Changes in the fair value of a derivative that is highly
effective and designated as a fair value hedge and the
offsetting changes in the fair value of the hedged item are
recorded in income. Changes in the fair value of a derivative
that is highly effectivé and designated as a cash flow hedge
are recognized in other comprehensive income until income
from the cash flows of the hedged item is recognized. The
Company performs an assessment, both at the inception of




the hedge and on a quarterly basis thereafter, when required,
to determine whether these derivatives are highly effective in
offsetting changes in the value of the hedged items. Any
change in fair value resulting from hedge ineffectiveness is
immediately recorded in noninterest income.

If a derivative designated as a hedge is terminated or
ceases to be highly effective, the gain or loss is amortized to
earnings over the remaining life of the hedged asset or
liability (fair value hedge) or over the same period(s) that the
forecasted hedged transactions impact earnings (cash flow
hedge). If the hedged item is disposed of, or the forecasted
transaction is no longer probable, the derivative is recorded
at fair value with any resulting gain or loss included in the
gain or loss from the disposition of the hedged item or, in
the case of a forecasted transaction that is no longer
probable, included in earnings immediately.

REVENUE RECOGNITION

The Company recognizes revenue as it is earned based on
contractual terms, as transactions occur, or as services are
provided and collectibility is reasonably assured. In certain
circumstances, noninterest income is reported net of
associated expenses that are directly related to variable
volume-based sales or revenue sharing arrangements or
when the Company acts on an agency basis for others.
Certain specific policies include the following:

Credit and Debit Card Revenue Credit and debit card
revenue includes interchange income from credit and debit
cards, annual fees, and other transaction and account
management fees. Interchange income is a fee paid by a
merchant bank to the card-issuing bank through the
interchange network. Interchange fees are set by the credit
card assoctations and are based on cardholder purchase
volumes. The Company records interchange income as
transactions occur. Transaction and account management
fees are recognized as transactions occur or services are
provided, except for annual fees, which are recognized over
the applicable period. Volume-related payments to partners
and credit card associations and expenses for rewards
programs are also recorded within credit and debit card
revenue. Payments to partners and expenses related to
rewards programs are recorded when earned by the partner
ot custormer.

Merchant Processing Services Merchant processing services
revenue consists principally of transaction and account
management fees charged to merchants for the electronic
processing of transactions, net of interchange fees paid to
the ¢redit card issuing bank, card association assessments,
and revenue sharing amounts, and are all recognized at the
time the merchant’s transactions are processed or other

services are performed. The Company may enter into

revenue sharing agreements with referral partners or in
connection with purchases of merchant contracts from
sellers. The revenue sharing amounts are determined
primarily on sales volume processed or revenue generated
for a particular group of merchants. Merchant processing
revenue also includes revenues related to point-of-sale
equipment recorded as sales when the equipment is shipped
or as earned for equipment rentals.

Trust and Investment Management Fees Trust and
investment management fees are recognized over the period
in which services are performed and are based on a
percentage of the fair value of the assets under management
or administration, fixed based on account type, or
transaction-based fees.

Depaosit Service Charges Service charges on deposit
accounts primarily represent monthly fees based on
minimum balances or transaction-based fees. These fees are
recognized as earned or as transactions occur and services
are provided.

OTHER SIGNIFICANT POLICIES

Intangible Assets The price paid over the net fair value of
the acquired businesses (“goodwill”} is not amortized. Other
intangible assets are amortized over their estimated useful
lives, using straight-line and accelerated methods. The
recoverability of goodwill and other intangible assets is
evaluated annually, at a minimum, or on an interim basis if
events or circumstances indicate a possible inability to
realize the carrying amount. The evaluation includes
assessing the estimated fair value of the intangible asset
based on market prices for similar assets, where available,
and the present value of the estimated future cash flows
associated with the intangible asset.

Income Taxes Deferred taxes are recorded to reflect the tax
consequences on future years of differences between the tax
basis of assets and liabilities and the financial reporting
amounts at each year-end.

Mortgage Servicing Rights Mortgage servicing rights
(“MSRs”} are capitalized as separate assets when loans are
sold and servicing is retained or may be purchased from
others. MSRs are initially recorded ar fair value, if
practicable, and at each subsequent reporting date. The
Company determines the fair value by estimating the present
value of the asset’s future cash flows utilizing market-based
prepayment rates, discount rates, and other assumptions
validated through comparison to trade information, industry
surveys and independent third party appraisals. Changes in
the fair value of MSRs are recorded in earnings during the
period in which they occur. Risks inherent in the MSRs
valuation include higher than expected prepayment rates
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and/or delayed receipt of cash flows. The Company utilizes
furures, forwards and interest rate swaps to mitigate the
valuation risk. Fair value changes related to the MSRs and
the futures, forwards and interest rate swaps, as well as
servicing and other related fees, are recorded in mortgage
banking revenue.

Pensions For purposes of its retirement plans, the Company
utilizes a measurement date of September 30. At the
measurement date, plan assets are determined based on fair
value, generally representing observable market prices. The
actuarial cost method used to compute the pension liabilities
and related expense is the projecred unit credit method. The
projected benefit obligation is principally determined based
on the present value of projected benefit distributions at an
assumed discount rate. The discount rate utilized is based on
match-funding maturities and interest payments of high
quality corporate bonds available in the market place to
projected cash flows as of the measurement date for future
benefit payments. Periodic pension expense {or income)
includes service costs, interest costs based on the assumed
discount rate, the expected return on plan assets based on an
actuarially derived market-related value and amortization of
acruarial gains and losses. Pension accounting reflects the
long-term nature of benefit obligations and the investment
horizon of plan assets and can have the effect of reducing
earnings volatility related to short-term changes in interest
rates and market valuations. Acruarial gains and losses
include the impact of plan amendments and various
unrecngnized gains and losses which are deferred and
amortized over the future service periods of active
employees. The market-related value utilized to determine
the expected return on plan assets is based on fair value
adjusted for the difference between expected returns and
actual performance of plan assets. The unrealized difference
between actual experience and expected returns is included
in the market-related value and amortized as a component
of pension expense ratably over a five-year period. The
overfunded or underfunded status of the plans is recorded as
an asset or liability on the balance sheet, with changes in
that status recognized through other comprehensive income.

Premises and Equipment Premises and equipment are stated
at cost less accumulated depreciation and depreciated
primarily on a straight-line basis over the estimated life of
the assets, Estimated useful lives range up to 40 years for
newly constructed buildings and from 3 to 20 years for
furniture and equipment.

Capitalized leases, less accumulated amortization, are
included in premises and equipment. The lease obligations
are included in long-term debr. Capiralized leases are
amortized on a straight-line basis over the lease term and the
amortization is included in depreciarion expense.
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Statement of Cash FlO\;VS For purposes of reporting cash
flows, cash and cash equivalents include cash and money
market investments, deLfined as interest-bearing amounts due
from banks, federal funds sold and securities purchased
under agreements to resell.

Stock-Based Compenéatlon The Company grants stock-
based awards, including restricted stock and options to
purchase common stock of the Company. Stock option
grants are for a fixed riumber of shares to employees and
directors with an exercise price equal to the fair value of the
shares at the date of grant. Stock-based compensation for
awards is recognized in the Company’s results of operations
on a straight-line basis over the vesting period. The
Company immediately recognizes compensation cost of
awards to employees that meet retirement status, despite
their continued active employment. The amortization of
stock-based compensation reflects estimated forfeitures
adjusted for actual forfeiture experience. As compensation
expense is recognized; a deferred tax asset is recorded that
represents an estimaté of the future tax deduction from
exercise or release of restrictions. At the time stock-based
awards are exercised, cancelled, expire, or restrictions are
released, the Company may be required to recognize an
adjustment to tax expense.

Per Share Calculations Earnings per share is calculated by
dividing net income applicable to common equity by the
weighted average number of common shares outstanding
during the year. Diluted earnings per share is calculated by
adjusting income and ourstanding shares, assuming
conversion of all potentially dilutive securities, using the
treasury stock method. )

[TITE) ACCOUNTING CHANGES

Business Combinations In December 2007, the Financial
Accounting Standards Board (“FASB”) issued Statement of
Financial Accounting Standards No. 141 (revised 2007)
(“SFAS 141R ™), “Business Combinations”, effective for the
Company beginning on January 1, 2005. SFAS 141R
establishes principles and requirements for the acquirer in a
business combinatign, including the recognition and
measurement of the idenrtifiable assets acquired, the
liabilities assumed and any noncontrolling interest in the
acquired entity as of the acquisition date; the recognition
and measurement of the goodwill acquired in the business
combination or gain from a bargain purchase as of the
acquisition dare; and the determination of additional
disclosures needed to enable users of the financial statements
to evaluate the nature and financial effects of the business
combination. Undér SFAS 141R, nearly all acquired assets
and liabilities assuimed are required to be recorded ar fair
value at the acquisition date, including loans. This wili




eliminate separate recognition of the acquired allowance for
loan losses on the acquirer’s balance sheet as credit related
factors will be incorporated directly into the fair value of the
loans recorded at the acquisition date. Other significant
changes include recognizing transaction costs and most
restructuring costs as expenses when incurred. Early
adoption is not permitted. The Company is currently
assessing the impact of this guidance on potential future
business combinations that may occur on or after the
January 1, 2009 effective date.

Noncontrolling Interests In December 2007, the FASB issued
Statement of Financial Accounting Standards No. 160
{“SFAS 1607), “Noncontrolling Interests in Consolidated
Financial Statements, an amendment of ARB No. 517,
effective for the Company beginning on January 1, 2009.
SFAS 160 will change the accounting and reporting for
minority interests, which will be recharacterized as
noncontrolling interests and classified as a component of
equity, separate from the Company’s own equity, in the
consolidated balance sheet. This Statement also requires the
amount of net income attributable to the entity and to the
noncontrolling interests to be shown separately on the face
of the consolidated statement of income. SFAS 160 also
requires expanded disclosures that clearly identify and
distinguish between the interests of the entity and those of
the noncontrolling owners. The Company is currently
assessing the impact of this guidance on its financial
statements.

Lean Commitments In November 2007, the Securities and
Exchange Commission {“SEC”) issued Staff Accounting
Bulletin No. 109 (“SAB 109"}, “Written Loan Commitments
Recorded at Fair Value Through Earnings”, which revises
and rescinds portions of Staff Accounting Bulletin No. 103,
“Application of Accounting Principles to Loan
Commitments.” SAB 109 is effective for written loan
commitments issued or modified by the Company beginning
on January 1, 2008. SAB 109 provides the SEC’s views on
the accounting for written loan commitments recorded at
fair value through earnings under accounting principles
generally accepted in the United States, and specifically
states that the expected net future cash flows related to the
servicing of a loan should be included in the measurement of
alt such written loan commitments. The adoption of SAB 109
is not expected to have a material impact on the Company’s
financial statements.

Fair Value Option In February 2007, the FASB issued
Statement of Financial Accounting Standards No. 159
{“SFAS 159}, “The Fair Value Option for Financial Assets
and Financial Liabilities”, effective for the Company
beginning on January 1, 2008. This Statement provides
entities with an option to report selected financial assets and

liabilities at fair value, with the objective to reduce both the
complexity in accounting for financial instruments and the

volatility in earnings caused by measuring related assets and
liabilities differently. The Company’s adoption of SFAS 159
is not expected to have a2 material impact on the Company’s

financial statements.

Fair Value Measurements In September 2006, the FASB
issued Statement of Financial Accounting Standards No, 157
(“SFAS 1577}, “Fair Value Measurements™, effective for the
Company beginning on January 1, 2008, This Statement
defines fair value, establishes a framework for measuring fair
value, and expands disclosures about fair value
measurements. This Statement provides a consistent
definition of fair value which focuses on exit price and
prioritizes market-based inputs obtained from sources
independent of the entity over those from the entity’s own
inputs that are not corroborated by observable market data.
SFAS 157 also requires consideration of nonperformance
risk when determining fair value measurements.

This Statement expands disclosures about the use of fair
value 1o measure assets and liabilities in interim and annual
periods subsequent to initial recognition. The disclosures
focus on the inputs used to measure fair value, and for
recurring fair value measurements using significant
unobservable inputs, the effect of the measurements on
earnings or changes in net assets for the period. The
Company’s adoption of SFAS 157 will result in cerrain
changes in the measurement of fair value and, at the time of
adoption, is expected to reduce earnings per diluted common
share by two cents in the first quarter of 2008,

Uncertainty In Income Taxes In June 2006, the FASB issued
Interpretation No. 48 (“FIN 48"}, “Accounting for
Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109, Accounting for Income Taxes”, effective
for the Company beginning on January 1, 2007. FIN 48
clarifies the recognition threshold a tax position is required
to meet before being recognized in the financial statements.
FIN 48 also provides guidance on disclosure and other
matters. The adoption of FIN 48 did not have a material

impact on the Company’s financial statements.

[TIZE] RESTRICTIONS ON CASH AND DUE
FROM BANKS

The Federal Reserve Bank requires bank subsidiaries to

maintain minimurn average reserve balances. The amount of

the reserve requirement was approximately $1.0 billion at
December 31, 2007.
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INVESTMENT SECURITIES ’ '

The amortized cost, gross unrealized holding gains and losses, and fair value of held-to-maturity and available-for-sale securities
at December 31 was as follows:

2007 2006 )
Amortized  Unreatized Unrealized Fair Amortized  Unrealized  Unrealized " Fair
December 31 (Dollars in Millions) Cost Gains Losses Valua . Cost Gains Losses Value

Held-to-maturity {a) .
Mortgage-backed securities . . . ... ... ... ... $ 6 $- & - 8 ] $ 7 $ - 5§ - 8§ 7
Obligations of state and political subdivisions. . . . 56 4 - 60 ' 67 5 - 72
Other debt securities . .. ................ 12 - - 12 13 - - 13
Total held-to-maturity securities . . ........ 3 74 $4 % - % 78 $ 87 $ 5 § - §$ 92

Available-for-sale (b) .

U.S. Treasury and agencies. . . ............ $ 407 31 $ (3) % 405 § 472 $ 1 $ (8) §& 467
Mortgage-backed securities. . .. ........... 31,300 48 (745) 30,603 34,465 103 {781) 33,787
Asset-backed securities {(c) . .............. 2,922 6 - 2,928 7 - - 7
Obligations of state and political subdivisions. . . . 7131 18 {94) 7,055 4,463 82 {6) 4,539
Other securities and investments . . ... ... ... 2,346 5 {(300) 2,051 . 1,223 13 {6} 1,230
Totat available-for-sale securities . . . ... ... $44,106 $78  $(1,142) $43,042 $40,630 $199 $(799) $40,030

(e} Meld-to-atunity securities are carmied &t historical cost adjusted for emartization of premivms and accretion of discounts. .
() Avaitable-for-sale secunties are camied at fair value with unrealized net gains or losses reported within other comprehensive income i shareholders' equity.
{c) Primanly includes investments in structurad investment vehiclas with underfying collateral that inchudes a mix of vanious morigage andl other assel-backed Securibias.

The weighted-average maturity of the available-for-sale included in Management’s Discussion and Analysis which is
investment securities was 7.4 years at December 31, 2007, incorporated by reference into these Notes to Consolidated
compared with 6.6 years at December 31, 2006. The Financial Statements.
corresponding weighted-average yields were 5.51 percent Securitics carried at $39.6 billion at December 31,
and 5.32 percent, respectively. The weighted-average 2007, and $35.8 billion at December 31, 2006, were

maturity of the held-to-maturity investment securities was
8.3 years at December 31, 2007, compared with 8.4 years at
December 31, 2006. The corresponding weighted-average

pledged to secure public, private and trust deposits,
repurchase agreements and for other purposes required by
taw. Securities sold under agreements to repurchase where

yields were 5.92 percent and 6.03 percent, respectively. the buyer/lender has the right to sell or pledge the securities

For amortized cost, fair value and yield by marurity were collateralized byfsecurities with an amortized cost of
date of held-ro-maturity and available-for-sale securities $10.5 billion at December 31, 2007, and $9.8 billion at
outstanding at December 31, 2007, refer to Table 11 December 31, 2006, respectively.

The following table provides information as to the amount of interest income from taxable and non-taxable investment

securities: ;
Year Ended December 31 (Dollars in Millions) ) 2007 2006 2005
TAXADIE . - o oo e e e e e e e e $1,833 $1,882 '$1,938
NOM-aXab e . . . . e e e 262 119 16

Total interest income from investment securities .. ........ ... ... ... ... L . $2,095 $2,001 $1,954

The following table provides information as to the amount of gross gains and losses realized through the sales of available-for-
sale investment securities:

Year Ended December 31 {Dollars in Millions) . 2007 2006 2005
REANZEA GAINS . -+« v o e e e e e e e e e e .. §15 $15 $ 13
Realized l0588S . . . .. . . i e e e e . - (N (119)

Net realized gains {I0SSES). . . . . . .o vt e e $15 $14 - %(108)
Income tax {benefit) on realized gains (l0SS@S) . . . . . ... .. .. e $6 $5 $ (40
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Included in available-for-sale, asset-backed investment
securities, are structured investment securities which were
purchased in the fourth quarter of 2007 from certain money
market funds managed by FAF Advisors, Inc., an affiliate of
the Company. Some of these securities evidenced credit
deterioration subsequent to origination, but prior to
acquisition by the Company. Statement of Position No. 03-3
(“SOP 03-37), “Accounting for Certain Loans or Debt
Securities Acquired in a Transfer”, requires the difference
between the total expected cash flows for these securities
and the initial recorded investment to be recognized in
earnings over the life of the securities, using 3 level yield. If

subsequent decreases in the fair value of these securities are
accompanied by an adverse change in the expecred cash
flows, an other-than-temporary impairment will be recorded
through earnings. Subsequent increases in the expected cash
flows will be recognized as income prospectively over the
remaining life of the security by increasing the level yield.

At December 31, 2007, the gross undiscounted cash
flows that were due under the contractual terms of the
purchased securities subject to SOP 03-3, were $2.5 billion,
which included payments receivable of $33 million.

Changes in the carrying amount and accretable yield for the year ended December 31, 2007, are as follows:

Accratable  Carrying
[Doltars in Millions) Yield Amount
Balance at beginning of period . . . .. .. s $ - 5 -
PUMCNASES (@) . . . .. . e e e e e e e 107 2,445
Payments reCeived . . . . . .. . e e e e e e e e - (20)
F T ({3 2) 2
Balance at end of PeROd . . . . o oot e e e e e e e e $105  $2427

(a) The Camying amount of purchases represents the fair value of the secuntiss on thel date.

The Company conducts a regular assessment of its
investment portfolios to determine whether any securities are
other-than-temporarily impaired considering, among other
factors, the nature of the securities, credir ratings or
financial condition of the issuer, the extent and duration of
the unrealized loss, expected cash flows of underlying

collateral, marker conditions and the Company’s ability to
hold the securities through the anticipated recovery period.

At December 31, 2007, certain investment securities
included in the held-to-maturity and available-for-sale
categories had a fair value thar was below their amortized
cost.

The following rable shows the gross unrealized losses and fair value of the Company’s invesiments with unrealized losses that

are not deemed to be other-than-temporarily impaired based on the period the investments have been in a continuous unrealized

loss position:

Less Than 12 Months 12 Months cor Greater Total
Fair  Unrealized Fair  Unrealized Fair  Unreatized
{Dollars in Millions) Value Losses Value Losses Value Losses
Held-to-maturity
Obligations of state and political subdivisions . .. ... ............ $ 10 $ - 8% 1 § - 18 n 5 -
Total. . . e $ 10 $§ - |8 1 $ - (&8 1 $ -
Available-for-sale
US. Treasury and agencies . . . . . . oo v vt v et i $ 23 $ - |8 230 $ (3 |% 253 5 (I
Mortgage-backed securities . . ... ... ... .o L 3,238 (63} | 23,524 (682) | 26,762 (745)
Asset-backed securities. . . .. ... .. ... . L 5 - - - 5 -
Obligations of state and political subdivisions . . . . ............... 4,853 (89) 197 {5) 5,050 (94)
Other securities and investments. . .. ... ... .. .. . ... ... 1,573 (277) 198 (23) 1,771 (300}
TOtAl. . e $9,692 $(429) | $24,140 $(713) | $33,841 $(1,142)

Generally, the unrealized losses within each investment
category have occurred due to rising interest rates over the
past few vears. The substanrial portion of securities that
have unrealized losses are either government securities,
issued by government-backed agencies or privately issued
securities with high investment grade credit ratings.

Unrealized losses within other securities and investments are
also the result of a modest widening of credit spreads since
the initial purchase date. In general, the issuers of the
investment securities do not have the contractual ability to
pay them off at less than par at marurity or any earlier call
date. As of the reporting date, the Company expects to
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-

receive all principal and interest related to these securities. or maturity, they are not considered to be other-than-

Because the Company has the ability and intent to hold its temporarily impaired as of December 31, 2007,

, investment securities until their anticipated recovery in value

D] LOANS AND ALLOWANCE FOR CREDIT LOSSES

| The composition of the loan portfolio at December 31 was as follows:

| (Dollars in millions) . 2007 , 2006
Commercial l
COMIMEICIAl . . . . . e e e e e e e e $ 44,832 $ 40,640
Lease iMaNCINg . . . . . oo e e e e e 6,242 5,550
Total COMIMIEICIAl . . . . o . v s e i e r e e e e e e e e e e e e 51,074 46,190
Commercial Real Estate
COMMEICIAl MOMGATES . . . . o et e e e e e e et e et e e e e 20,146 19,711
Construction and development . . . . . . . . . e e 9,061 8,934
Total commercial real @State . . . . . . v . ot i e e e e e e e 29,207 28,645
Residential Mortgages . :
Residential morgages . . . . ... ... 17,099 15,316
Home equity loans, first lens. . . . .. .. o e e e e e 5,683 5,969
Tolal residential mortgages . . . . .. .. v it i e P 22,782 21,285
Retail
Credit GBI . . . o e e e e e e e e e 10,956 8,670
Retailleasing . . . ... o e e P 5,969 6,960
Home equity and second morgages. . . . . . . . . it PN 16,441 15,523
Qther retall
Revolving credit . . . ... ... . .. e P 2,731 2,563
[EAT= P U3 7= 4 e 5,246 4,478
AOMODI . . . L . e e e e e e 8,870 8,693
L (1 T 1= 11 451 590
Total other retail . . . . . . . e e 17,398 16,324
Total rlall . . . . e e e e e e e 50,764 47 477
TOWAIIOMS. « . v vt e ettt e et e e e e e e $153,827 $143,597

Loans are presented net of unearned interest and
deferred fees and costs, which amounted to $1.4 billion and
$1.3 billion at December 31, 2007 and 2006, respectively.
The Company had loans of $44.5 billion at December 31,
2007, and $44.8 billion at December 31, 2006, pledged at
the Federal Home Loan Bank (“FHLB™). Loans of
$16.8 billion at December 31, 2007, and $16.2 billion at
December 31, 2006, were pledged ar the Federal Reserve
Bank.

The Company primarily lends to borrowers in the
24 states in which it has banking offices. Collateral for
commercial loans may include marketable securities,
accounts receivable, inventory and equipment. For details of
the Company’s commercial portfolio by industry group and
geography as of December 31, 2007 and 2006, see Table 8
included in Management’s Discussion and Analysis which is
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incorporated by reference into these Notes to Consclidated
Financial Statements. |

For detail of the Company’s commercial real estate
portfolio by property type and geography as of December 31,
2007 and 2006, see Table 9 included in Management's
Discussion and Analysis which is incorporated by referénce
into these Notes to Consolidated Financial Statements. Such
loans are collateralized by the related property.

Nonperforming agsets include nonaccrual loans,
restructured loans not performing in accordance with
modified terms, other real estate and other nonperforming
assets owned by the Company. For details of the Company’s
nonperforming assets as of December 31, 2007 and 2006,
see Table 14 included in Management’s Discussion and'
Analysis which is incorporated by reference into these Notes
to Consolidated Financial Statements.




The following table lists information related to nonperforming loans as of December 31:

(Doltars in Millions} 2007 2006
Loans on nonaccrual Stalls . . . .. . e e e e e $540 $432
REStrUCIUTEd JOBNS . . . . . L e e e e e 17 38
Total NoNPerormIng IOANS . . . . . . oot e e e 8557 $470
Interest income that would have been recognized at origingl contractuatterms . .. ... ... ... ... . oL % 860 $ 55
Amount recognized as iNterast iNCOME . . . . . . .. .. ... ... i e e 19 16
FOIQONE TEVEMUE . . . v o v ittt e ittt et e e e e e e et e e et e et 3 4 $ 39
Activity in the allowance for credit losses was as follows:
({Dollars in Millions) 2007 2006 2005
Balance atbeginning of year. . . . .. .. .. L e e $2,256 $2,251 $2,269
Add

Provision charged lo operating @xpense . . . . .. .. ... ..t e 792 544 666
Deduct

Loanscharged off . .. .. ... . ... . . e e 1,032 763 849

Less recoveries of loanscharged off . . . .. ... ... . ... .. .. e 240 219 264

Netloanscharged off . . . .. ... .. . .. e 792 544 685
Acquisitions and other CRangeS . . . . . .. .ot i e e e e e 4 5 1
Balance atend of year(a). . . . .. . . .. e e e $2,260 $2,256 $2,251
Components

Allowance forloanlosses . ... .. .. i e $2,058 $2,022 $2,041

Liability for unfunded credit commitments . . . ... ... ... ... .. e 202 234 210

Total allowancs forcredit Iosses . . .. o ... . . e $2,260 $2,256 $2,251

{8) ircluded in this analysis is activily related to the Company’s liability for unfunded commitments, which is separately recorded in other liabilities in tha Consolidated Balance Sheét.

A portion of the allowance for credit losses is allocated to commercial and commercial real estate loans deemed impaired.

These impaired loans are included in nenperforming assets. A summary of impaired loans and their related allowance for credit

losses is as follows:

2007 2006 2005
Recorded Valuation Recorded Valuation Recordad Valuation

(Dollars in Miltions} Investment Allowance Investment Allowance Investment Allowance
Impaired loans

Valuation allowance required. . . .. ... .. $314 $34 $346 $44 $388 $37

No valuation allowance required . . ... .. 107 - - - - -
Total impairedloans. . .. ... ........... $421 $34 $346 $44 $388 $37
Average balance of impaired loans during the

VAT o o ot i e e $366 $344 : $412
Interest income recognized on impaired loans

duringtheyear. .. ................ - 4 2

Commirments to lend additional funds to customers
whose commercial and commercial real estate loans were
classified as nonaccrual or restructured at December 31,
2007, totaled $12 million.

In addition to impaired commercial and commercial
real estate loans, the Company had smaller balance
homogenous loans that are accruing interest at rates
considered to be below market rate. At December 31, 2007,
2006 and 20085, the recorded investment in these other
restructured loans was $551 million, $405 million and
$315 million, respectively, with average balances of
$466 million, $379 million, and $278 million during 2007,

2006 and 20035, respectively. The Company recognized
estimated interest income on these loans of $29 million,
$35 million, and $20 million during 2007, 2006 and 2005,
respectively.

For the years ended December 31, 2007, 2006 and
20035, the Company had net gains on the sale of loans of
$163 million, $104 million and $175 million, respectively,
which were included in noninterest income, primarily in
mortgage banking revenue.

The Company has equity interests in two joint ventures
that are accounted for utilizing the equity method. The
principal activity of one entity is to provide commercial real
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estate financing that the joint venture securitizes and sells to
third party investors. The principal activity of the other
entity is to provide senior or subordinated financing to
customers for the construction, rehabilitation or
redevelopment of commercial real estate. In connection with
these joint ventures, the Company provides warehousing
lines to support the operations. Warehousing advances to the

LEASES

joint ventures are mad¢ in the ordinary course of business
and repayment of these credit facilities occurs when the
securitization is completed or the commercial real estate
project is permanently refinanced by others, At December 31,
2007 and 2006, the Company had $2.3 billion and

$1.3 billion, respectively, of cutstanding loan balances to
these joint ventures.

The components of the net investment in sales-type and direct financing leases at December 31 were as follows:

(Daars in Millions) ; 2007 2006
Aggregate future minimum lease paymentsto bereceived . .. ... ... L L $12,919 $13,178
Unguaranteed residual values accruing tothelessor'sbenefit . .. .. ... ... o o o e 391 374
Uneamed IMCOME . . . o i e e e e e e e e e e e e e e (1,636) (1,605)
Imitial direct COSIS . . . . oo e e s EERERERRER 253 265

Total net investment in sales-type and direct financing leases(a) . . .. .. ............. .......... $11,927 $12,212

{a} The accumulated alwance for uncollectible minimum lease payments was $120 mifon and $100 milon at December 31, 2007 anid 2006, respectively.

The minimum future lease payments to be received from sales-type and direct financing Ie{ases were as follows at

December 31, 2007:
{Dollars in Millions)

.......................................... $3,612
................... R B 1<
................... e . 301
.......................................... 1,850
.......................................... 829
.......................................... 264

ACCOUNTING FOR TRANSFERS AND SERVICING OF FINANCIAL ASSETS AND

VARIABLE INTEREST ENTITIES

FINANCIAL ASSET SALES

When the Company sells financial assets, it may retain
interest-only strips, servicing rights, residual rights to a cash
reserve account, and/or other retained interests in the sold
financial assets. The gain or loss on sale depends in part on
the previous carrying amount of the financial assets involved
in the transfer and is allocated between the assets sold and
the retained interests based on their relative fair values at the
date of transfer. Quoted markert prices are used to determine
retained interest fair values when readily available. Since
quotes are generally not available for retained interests, the
Company estimates fair value based on the present value of
furure expecred cash flows using management’s best
estimates of the key assumptions, including credit losses,
prepayment speeds, forward yield curves, and discount rates
commensurate with the risks involved. Retained interests
and labilities are recorded at fair value using a discounted
cash flow methodology at inception and are evaluated at

least quarterly thereafter.
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Conduit and Securitization The Company sponsors an off-
balance sheet conduit, a qualified special purpose entity
{“QSPE”), to which it transferred high-grade investment
securities, funded by tj'ne issuance of commercial paper.!
Because QSPE’s are exempt from consolidation under the
provisions of Financial Interpretation No. 46R (“FIN 46R”),
“Consolidation of Variable Interest Entities,” the Company
does not consolidate the conduit structure in its financial
statements. The conduit held assets of $1.2 billion at
December 31, 2007, and $2.2 billion at December 31, 2006.
These investment securities include primarily (i) private label
asset-backed securitieé, which are insurance “wrapped” by
monoline insurance companies and (ii} government agency
mortgage-backed securities and collateralized mortgage
obligations. The conduit had commercial paper liabilities of
$1.2 billion at December 31, 2007, and $2.2 billion at.
December 31, 2006. The Company benefits by transferring
the investment securities into a conduit that provides
diversification of funding sources in a capital-efficient
manner and the gener"ation of income.




The Company provides a liquidity facility to the
conduit. Utilization of the liquidity facility would be
triggered if the conduit is unable to, or does not, issue
commercial paper to fund its assets. A liability for the
estimate of the potential risk of loss the Company has as the
liquidity facility provider is recorded on the balance sheet in
other Habilities. The liability is adjusted downward over
time as the underlying assets pay down with the offset
recognized as other noninterest income. The liability for the

liquidity facility was $2 million at December 31, 2007, and
$10 million at December 31, 2006. In addition, the
Company recorded its retained residual interest in the
investment securities conduit of $2 million at December 31,
2007 and $13 million at December 31, 2006. The Company
recorded $2 million in revenue from the conduit during
2007 and $8 million during 2006, including fees for
servicing, management, administration and accretion income
from retained interests.

Sensitivity Analysis At December 31, 2007, key economic assumptions and the sensitivity of the current fair value of residual

cash flows to immediate 10 percent and 20 percent adverse changes in those assumptions for the investment securities conduit

were as follows:

December 31, 2007 {Dollars in Miltions}

Current Economic Assumptions Sensitivity Analysis (a)

Fair value of retainedinterests. . .. .....................
Weighled average life (inyears). . . .. .. ... ... ... .....
Expected Remaining Life(in Years). .. . ................
Impact of 10% adversachange . .. .. ...................
Impact of 20% adversechange . . .. ....... ... ... .. ...,

(a) The residual cash flow discount rata was 2.9 percent at December 31, 2007. The investments ara AAA/Aaa rated or insured investments, therefore, cradit losses are assumed 1o be zern
with no impact for interest rate movernent, Also, interest rate mavements create nc matenial impact to the value of the residual interest, as the invastment secunties conduit is mostly match

funded.

These sensitivities are hypothetical and should be used
with caution. As the figures indicate, changes in fair value
based on a 10 percent variation in assumptions generally
cannot be exrrapolated because the relationship of the
change in the assumptions to the change in fair value may
not be linear. Also, in this table the effect of a variation in a
particular assumption on the fair value of the retained
interest is calculated without changing any other
assumptions; in reality, changes in one factor may result in
changes in another (for example, increases in market interest
rates may result in lower prepayments and increased credit
losses), which might magnify or counteract the sensitivities.

Cash Flow Information During the years ended

December 31, 2007 and 2006, the investment conduit
generated $11 million and $15 million of cash flows,
respectively, from servicing, other fees and retained interests.

VARIABLE INTEREST ENTITIES

The Company is involved in various entities that are
considered to be variable interest entities {“VIEs”), as
defined in FASB Interpretation No. 46R. Generally, a VIE is
a corporation, partnership, trust or any other legal structure
thar either does not have equity investors with substantive
voting rights or has equity investors that do not provide
sufficient financial resources for the entity to supporr its
activities. The Company’s investments in VIEs primarily
represent private investment funds that make equity
investments, provide debt financing or partnerships to
support community-based investments in affordable housing,

development entities that provide capital for communities
located in low-income districts and historic rehabilitation
projects that may enable the Company to ensure regulatory
compliance with the Community Reinvestment Act.

With respect to these investments, the Company is
required to consolidate any VIE in which it is determined to
be the primary beneficiary. At December 31, 2007,
approximately $382 million of total assets related to various
VIEs were consolidated by the Company in its financial
statements. Creditors of these VIEs have no recourse to the
general credit of the Company. The Company is not required
to consolidate other VIEs as it is not the primary beneficiary.
In such cases, the Company does not absorb the majority of
the entities’ expected losses nor does it receive a majority of
the entities’ expected residual returns. The amounts of the
Company’s investment in these unconsolidated entities
ranged from less than $1 million to $69 million with an
aggregate amount of approximately $2.2 billion at
December 31, 2007. While the Company believes potential
losses from these investments is remote, the Company’s
maximum exposure to these unconsolidated VIEs, including
any tax implications and unfunded commitments, was
approximately $3.7 billion at December 31, 2007, assuming
that all of the separate investments within the individual
private funds are deemed worthless and the community-
based business and housing projects, and related tax credits,
completely failed and did not meet certain government

compliance requirements.
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PREMISES AND EQUIPMENT

Premises and equipment at December 31 consisted of the following:

(Dollars in Millions} 2007 2006
111 P $ 335 $ 331
Buildings and improvements . . . ... e e s 2,432 2,372
Furniture, fixtures and equipment. . . . .. .. o e e e e e 2,463 2,352
Capitalized building and equipment IBases. . . . . . .. . it i e e e e 164 163
ConsIruCON IN PIOGrESS. « . . . . . oot e 8 11
5,402 5,229
Less accumulated depreciation and amortization . . .. ... ... . e e (3.623) (3,394)
171 7= $1,779 $ 1,835

LS MORTGAGE SERVICING RIGHTS

The Company’s portfolio of restdential mortgages serviced
for others was $97.0 billion and $82.9 billion at

December 31, 2007 and 2006, respecrively. Effective
January 1, 2006, the Company records MSRs initially at fair
value and at each subsequent reporting date, and records
changes in fair value in noninterest income in the period in
which they occur. Prior to January 1, 2006, the initial
carrying value of MSRs was amortized over the estimated
life of the tangible asser and changes in valuation, under the
lower-of-cost-or-market accounting merhod, were recognized
as impairments or reparation within other intangible
expenses.

In conjunction with its MSRs, the Company 'may utilize
derivatives, including futures, forwards and interest rate
swaps to offset the effect of interest rate changes on the fair
value of MSRs. The net impact of assumption changes an
the fair value of MSRs, excluding decay, and the related
derivatives included in mortgage banking revenue was a net
loss of $35 million and $37 million for the years ended
December 31, 2007, and 2006, respectively. Loan servicing
fees, not including valuation changes, included in mortgage
banking revenue were %353 million and $319 million for the
years ended December 31, 2007 and 2006, respectively.

Changes in fair value of capitalized MSRs are summarized as follows:

Year Ended December 31 {Doltars in Millions} ) 2007 2006 2005
Batance at beginning of period . . . . . ... . e e $1,427 $1,123 $866
Rights purchased. . . . . .. . ... i it e e e e e N 14 52 27
Rights capitalized. . . . . ... ... .. . e e e 440 398 369
RIghts S0ld . . . . . o e e e {130} - -
Changes in fair value of MSRs: '
Due to change in valuationassumptions {a). . . .. ... ... . i i (102) 25 -
Otherchangesinfairvalue {(b) ... ... ... .. . .. . . (187) (172} -
AMOrtization . . . . .. e e e e e - - {197)
Reparation (Impairment) . . . ... . e e e - - 53
Change in accounting pringiple. . . . .. .. e e - - 5
Balance atendofperiod . . . .. .. ... . e e veo. 31462 $1,427 $1,123

{a) Principally reflects changes in discount rates and prepayment speed assumptions, prmarly anising from interest rate changes.
{b} Primanily represents changas due to collaction/roalization of expected cash flows over time {decay),

The Company determines fair value by estimating the present value of the asset’s future cash flows utilizing marker-based '

prepayment rates, discount rates, and other assumptions validated through comparison to trade information, industry surveys,

and independent third party appraisals. Risks inherent in the MSRs valuation include higher than expected prepayment rates

and/or delayed receipt of cash flows. The estimared sensitivity to changes in interest rates,of the fair value of the MSRs
portfolio and the related derivative instruments at December 31, 2007, was as follows:

{Dollars in Millions)

Down Scenario Up Scenario
! 50bps  25bps | 25bps | 50bps

Netfairvalue . ... ... ... . . . .. i

........................... $(8) $1 | $(14)  $(49)
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The fair value of MSRs and its sensitivity to changes in
interest rates is influenced by the mix of the servicing
portfolio and characteristics of each segment of the
portfolio. The Company’s servicing portfolio consists of the
distiner portfolios of Mortgage Revenue Bond Programs
(“MRBP”}, government-insured mortgages and conventional
mortgages. The MRBP division specializes in servicing loans
made under state and local housing authority programs.
These programs provide mortgages to low-income and
moderate-income borrowers and are generally government-

insured programs with a favorable rate subsidy, down
payment and/or closing cost assistance. Mortgage loans
originated as part of government agency and state loans
programs tend to experience slower prepayment rates and
better cash flows than conventional mortgage loans. The

rate agency loans (FNMA, FHLMC, GNMA, FHLB and
various housing agencies) with limited adjustable-rate or
jumbo mortgage loans.

A summary of the Company’s MSRs and related characteristics by portfolio as of December 31, 2007, was as follows:

servicing portfolios are predominantly comprised of fixed-

{Dollars in Millions) MREBP Government Conventional Total
Servicing portfolio . . .. ... . e $10,926 $10,171 $75,917 $97,014
Fairmarket value. . .. ... ... e e $ 23 $ 166 $ 1,065 $ 1,462
VAl (OS] " . e e e e e e 211 163 140 151
Weighted-average servicingfees (bps) .. .. ... ... . ... ... .. ... ... 40 41 32 34
Multiple (value/servicingfees) .. ... ... . i e e 5.28 3.98 4.38 4.44
Weighted-average noterate. . . .. ... ... ... . i 5.92% 6.27% 5.99% 6.01%
AGE (M YEAIS) . . . ottt e e 2.9 3.1 2.7 2.8
Expected life (inyears). . . ... . i e e 9.0 6.2 6.3 6.6
DHSCOUNt FAtE . . .. .. e e e 11.1% 10.9% 10.0% 10.2%
* Vaiue is cafculated as fair market value divided by the ssrvicing portfolio,
LR INTANGIBLE ASSETS
Intangible assets consisted of the following:
Estimated Amortization Balance

Decamber 31 (Dollars in Millions) Life (a) Method (b} 2007 2006
Goodwill . . . ... . e e $ 7,647 $ 7,538
Merchant processingcontracts . . . ... ... ... ... ... .. ... ... 9 years/8 years SU/AC 704 797
Coredepositbenefits .. ... ... ... ... . ... ... . ... . ... ... 11 years/5 years SW/AC 154 212
Mortgage servicingrights (€} . . ....... ... ... ... . .. . .. .. 1,462 1,427
Trustrelationships. . .. ... ... . . e 15 years/7 years SUAC 346 431
Other identifiedintangibles. . .. .. ...... ... ... ... .. ... ... 8 years/5 years SUAC 377 360

Total .. e $10,690 $10,765

(a) Estimated ke roprosents the amontization period for assets subject to the straight line method and the weighted average amortization period for intangibles subject to accelerated methods. If
mare thar ome amartization method is used for a category, the estimated kife for each method is calculated and reported! separataly.

(b) Arnortization methods:  SL = siraight ine method
AC = soceerated methods generafly based on cash flows
() Mortgage servicing rights ere recortdded &t fair valus, and are not amortizod,

Aggregate amortization expense consisted of the following:

Year Ended December 31 (Dollars in Millions) 2007 2006 2005
Merchant processing CoONtracts . . . . ..ttt i e $154 $149 5138
Coredepositbenefits . . . . .. .. .. ... 68 65 74
Mortgage servicing rights (8). . . . . . . .. i i e e e - - 144
Trust relationshipS . . . L e e 76 n 47
Other identified intangibles . . . . ... ... . L e e e 78 70 55

= | $376 $355 $458

{a) Eftective January 1, 2006, mortgage servicing rights are recorded at fair value and are no longer amortized. The year ended December 31, 2005, inciudes mortgage servicing rights
reparation of $53 mdlion.
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Below is the estimated amorrization expense for the next five years:

{Daollars in Millions}

BOOB. . - . ottt e $332
2009, . . et e e e e 287
103+ N 224
103 P e 172
T T T PP 128

The following table reflects the changes in the carrying value of goodwill for the years ended December 31, 2007 and 2006:

Wholesale Consumer Wealtn Payment Consdlidated

{Dollars in Millions) Banking Banking Mdnagement Services Company
Batance at December 31,2005 .. ... ................ $1,330 $2,106 . $1,374 $2,195 $7.,005
Goodwillacquired . . ... ... ... . ... ... - 70 171 265 506
Other (a) . ... .o e e - - _ - 27 27
Batance at December 31,2006 .. ... ................ $1,330 $2,176 " $1,545 $2,487 $7,538
Goodwillacquired . . ... ... ... . - a1 19 24 - B4
COther(a) ... ... - - : - 25 25
Balance at December 31,2007 ... ... ... ... ... ..., $1,330 $2.217 $1,564 $2,536 $7.,647

{a) Other changes in goodwill inciude the effect of loreign exchange transfation.

LEEXR] SHORT-TERM BORROWINGS (a)

The following table is a summary of short-term borrowings for the last three years:

2007 2006 2005
(Dollars in Millions) Amount Rate Ammi.mt Rate Amount . Rate
At year-end ;
Federalfundspurchased . . . ............. ... ... ... $ 2,847 1.88% | $ 2,554 4.97% | $ 3,133 3.93%
Securities sold under agreemenils to repurchase . . . ... .. 10,541 4.1 9,763 4.57 10,854 3.65
Commercial paper. . . .. ... . e 11,229 417 9,974 4.90 4,419 3.89
Other short-term borrowings . . . ... ... ... ... ...... 7,783 5.04 4,642 3.95 1,794 3.89
Total .. .. e $32,370 4.16% | $26,933 4.62% | $20,200 3.76%
Average for the year .
Federal funds purchased (b}. . . . .. ................ $ 273 9.63% | $ 3,458 8.30% { $ 2,916 6.63%
Securities sold under agreements to repurchase . . .. .. .. 10,939 4.53 10,680 424 11,849 2.93
Commercial paper. . . .. ... ... it e 9,265 4.75 6,631 4.72 3,326 o an
Other short-term borrowings . . . ... .. ... ... ... ... 5,990 5.54 3,653 5.17 1,291 3.57
Total .. e $28,925 5.29% | 24,422 5.08% | $19.382 3.56%
Maximum month-end balance i
Federal funds purchased . ... ...... ... ... ... . ... $ 4419 $ 5,886 $ 4,659
Securities sold under agreements to repurchase . .... ... 12,181 13,988 14,931
Commercial PAPer. . . . ..\t vt e e 11,229 9,974 4,419
Other short-termborrowings . . . ... ................ 7,783 6,620 1,794

{8} Interest and rates are presanted on a fully laxabie-equivalent basis utilizing e tax rate of 35 percent.
(b} Average federal funds purchased rates includle compensation expense for corporate card and corporate trust balances.
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LIICRE LONG-TERM DEBT

Long-term debt (debt with original maturities of more than one year) at December 31 consisted of the following:

{Dollars in Millions) Rate Type Rate ()  Maturity Date 2007 2008
U.S, Bancorp (Parent Company)

Subordinated NOtES. . . .. .. ... ... e Fixed 6.875% 2007 § - § 220

Fixed 7.30% 2007 - 74

Fixed 7.50% 2026 199 199

Convertible seniordebentures . .. ... .. ... ... i i Floating 3.30% 2035 24 402

Floating 3.68% 2035 447 668

Fioating 3.18% 2036 456 2,500

Floating 3.12% 2037 3,000 -

Medium-term notes. . . .. ... ... . L. e e

Junior subordinated debentures . .. . ... ... .. ...

Capitalized lease obligations, mortgage indebtedness and other (b}

Subtotal. . . ... e

Subsidiaries

Subordinatednotes. . . . ... ... ... ...

Federal Home Loan Bank advances ... ........ ...,

Bank mOteS . . . . L e e

Capitalized lease obligations, mortgage indebtedness and other (b)

Subtotal. ... ..

e Fixed 3.13%-5.30%

2008-2010 1,500 2,575

Floating 4.89%-4.90%  2009-2010 1,000 1,000

. Fixed 6.30%-10.20%  2031-2067 4,058 3,497
Floating 6.13%-6.22% 2027 - 310

Cee 24 (26)
e 10,708 11,419
e Fixed 6.50% 2008 300 300
Fixed 6.30% 2008 300 300

Fixed 5.70% 2008 400 400

Fixed 7.125% 2009 500 500

Fixed 6.375% 2011 1,500 1,500

Fixed 6.30% 2014 963 963

Fixed 4.95% 2014 1,000 1,000

Fixed 4.80% 2015 500 500

Fixed 3.80% 2015 369 369

Fixed 4.375% 2017 1,315 -

Floating 5.52% 2014 550 550

B Fixed .50%-8.25%  2008-2026 5,309 348

Floating  4.85%-5.34%  2008-2017 11,848 6,749
e Fixed 3.40%-5.92%  2008-2012 2,430 3,350
Floating 4.62%-5.20%  2008-2047 5135 9,145

e 313 209
cee 32,732 26,183
. $43,440 $37,602

(&) Waighted-average interest rates of medium-terrn notes, Faderal Home Loan Bank advances and bank notas were 4.54 percent, 5.00 parcent and 4.89 percant, raspectively.
{b) Cther includes debt issuance fees and unrealized gains and losses end deferred fees refating to denivative instruments.

Convertible senior debentures issued by the Company pay
interest on a quarterly basis until a specified period of time
{five or nine years prior to the applicable maturity date).
After this date, the Company will not pay interest on the
debentures prior to maturity. On the maturity date or on
any earlier redemption date, the holder will receive the
original principal plus accrued interest. The debentures are
convertible at any time on or prior to the maturity date. If
the convertible senior debentures are converted, holders of
the debentures will generally receive cash up to the accreted
principal amount of the debentures plus, if the market price

of the Company’s stock exceeds the conversion price in
effect on the date of conversion, a number of shares of the
Company’s common stock, or an equivalent amount of cash
at the Company’s option, as determined in accordance with
specified terms. The convertible senior debentures are
callable by the Company and putable by the investors at a
price equal to 100 percent of the accreted principal amount
plus accrued and unpaid interest. During 2007, investors
elected to put debentures with a principal amount of

$2.6 billion back to the Company.
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The table below summarizes the significant terms of the floating-rate convertible senior debentures issued during 2006 and

2007 at $1,000 per debenture:

{Doltars in Millions)

Origina! face amount . . ... ... .. $2,500
Amount outstanding at
December 31,2007 . ........ $456
Issuedate. . ............... September 20, 2006
Interestrate (@) ............. LIBOR minus 1.75%
Interest rate at
December 31,2007 ... ..... 3.18%

Callabledates . .............
Putabledates. . . ............

September 20, 2007, and thereafter

September 20, 2007, 2008, 2011 and
every five years, thereafter

Conversion rate in shares per
$1,000 debenture at

December 31,2007 ... ... .. 26.4869
Conversion price per share at
December 31,2007 .. .... .. $37.75

Maturitydate . . ............. September 20, 2036

$3,000
$3,000

February 6, 2007
LIBOR minus 1.75%

3.12%
February 6, 2008, and thereafter

February 6, 2008, 2009, 2012, 2017 and
every five years, thareafter

24426

$40.94

February 6, 2037

{a} The interest rata index represents three month London Interbenk Offered Rate ("UBOR")

During 2007, the Company issued $536 million of fixed-rate
junior subordinated debentures to a separately formed
wholly-owned trust for the purpose of issuing Company-
obiigated mandatorily redeemable preferred securities at an
interest rate of 6.30 percent. In addition, the Company
elected to redeem $312 million of floating-rate junior
subordinated debentures. Refer to Note 13, “Junior
Subordinated Debentures” for further information on the
nature and terms of these debentures.

The Company’s subsidiary, U.S. Bank National
Association, may issué fixed and floating rate subordinated
notes to provide liquidity and support its capital
requirements. During 2007, subordinated notes of
$1.3 billion were issued by the subsidiary.

The Company has an arrangement with the FHLB
whereby based on collateral available (residential and
commercial mortgages), the Company could have borrowed
an additional $9 billign at December 31, 2007.

'

Maturities of long-term debt outstanding at December 31, 2007, were:

{Dollars in Millions) . Coriir::; Consolidated
BO0B . . o et e . $ 502 $10,486
2008 L L e e e e e e e e e 1,003 7,389
1 1 992 2,012
P22 £ I 28 2,580
01 1 7 3,297
Tharealter. . . .. .. e e e e P 8,176 , 17,666
L = $10,708 $43,440
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EXZEE] JUNIOR SUBORDINATED DEBENTURES

As of December 31, 2007, the Company sponsored and
wholly owned 100% of the common equity of nine trusts
that were formed for the purpose of issuing Company-
obligated mandatorily redeemable preferred securities
{“Trust Preferred Securities™) to third-party investors and
investing the proceeds from the sale of the Trust Preferred
Securities solely in junior subordinated debt securities of the
Company (the “Debentures”). The Debentures held by the
trusts, which totaled $4.1 billion, are the sole assets of each
trust. The Company’s obligations under the Debentures and
related documents, taken together, constitute a full and
unconditional guarantee by the Company of the obligations
of the trusts. The guarantee covers the distributions and
payments on liquidation or redemption of the Trust Preferred
Securities, but only to the extent of funds held by the trusts.
The Company has the right to redeem the Debentures in
whole or in part, on or after specific dares, at a redemption
price specified in the indentures plus any accrued but unpaid
interest to the redemption date. The Company used the
proceeds from the sales of the Debentures for general

corporate purposes.

In connection with the formation of USB Capital IX,
the trust issued redeemable Income Trust Securities (“1TS”)
to third party investors, investing the proceeds in Debentures
issued by the Company and entered into stock purchase
contracts to purchase preferred stock to be issued by the
Company in the future. Pursuant to the stock purchase
contracts, the Company is required to make contract
payments of .65 percent, also payable semi-annually,
through a specified stock purchase date expected to be
April 15, 2011. Prior to the specified stock purchase date,
the Trust is required to remarket and sell the Debentures to
third party investors to generate cash proceeds to satisfy its
obligation to purchase the Company’s Series A Non-
Cumulative Perpetual Preferred Stock (“Series A Preferred
Stock™) pursuant 1o the stock purchase contracts. The
Series A Preferred Stock, when issued pursuant to the stock
purchase contracts, is expected to pay quarterly dividends
equal to the greater of three-month LIBOR plus 1.02 percent
or 3.50 percent. In connection with this transaction, the
Company also entered into a replacement capital covenant
which restricts the Company’s rights to repurchase the TS
and to redeem or repurchase the Series A Preferred Stock.

The following table is a summary of the Debentures included in long-term debt as of December 31, 2007:

Securities  Debentures Earliest
Issuance Trust {Dollars in Millions) Issuance Date Amount Amount Rate Typa Rate Maturity Date Redemption Date
Retail
USB Capital XH . . ........ February 2007 $ 535 $ 536 Fixed 6.30 February 2067  February 15, 2012
USB Capital Xi .......... August 2006 765 766 Fixed 6.60 September 2066 September 15, 2011
USB Capital X. . ......... April 2006 500 501 Fixed 6.50 April 2066 April 12, 2011
USB Capital VIlI .., ...... December 2005 375 387 Fixed 6.35 December 2065 December 29, 2010
USB Capital VIl . . .. ...... August 2005 300 309 Fixed 5.88 August 2035 August 15, 2010
USB Capital VI . ......... March 2005 275 284 Fixed 5.75 March 2035 March 9, 2010
Vail Banks Statutory Trust Il. . March 2001 7 7 Fixed 10.18 June 2031 June 8, 2011
Vail Banks Statutory Trust 1 . . February 2001 17 17 Fixed 10.20 February 2031 February 22, 2011
Institutional
USB Capital IX . ......... March 2006 1,250 1,251 Fixed 5.54 April 2042 April 15, 2015
Total . .............. $4,024 $4,058
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[TISET] SHAREHOLDERS' EQUITY

At December 31, 2007 and 2006, the Company had
authority to issue 4 billion shares of common stock and

50 million shares of preferred stock. The Company had
1,728 million and 1,765 million shares of common stock
outstanding at December 31, 2007 and 2006, respectively,
and had 482 million shares reserved for future issuances,
primarily under stock option plans and shares that may be
issued in connection with the Company’s convertible senior
debentures, at December 31, 2007. At December 31, 2007,
the Company had 40,000 shares of preferred stock
outstanding.

On March 27, 2006, the Company issued depositary
shares representing an ownership interest in 40,000 shares of
Series B Non-Cumulative Perpetual Preferred Stock with a
liquidation preference of $25,000 per share {(the “Series B
Preferred Stock”). The Series B Preferred Stock has no stated
maturity and will not be subject to any sinking fund or other
obligation of the Company. Dividends on the Series B
Preferred Stock, if declared, will accrue and be payable
quarterly, in arrears, at a rate per annum equal to the
greater of three-month LIBOR plus .60 percent, or
3.50 percent. Op April 15, 2011, or thereafter, the Series B
Preferred Stock is redeemable at the Company’s option,
subject to the prior approval of the Federal Reserve Board,
at a redemption price equal to $25,000 per share, plus any
declared and unpaid dividends, without accumulation of any
undeclared dividends. In connection with the issuance of the
Series B Preferred Stock, the Company also entered into a
replacement capital covenant, which restricts the Company’s
rights to redeem or repurchase the Series B Preferred Stock.
Except in certain limited circumstances, the Series B
Preferred Stock will not have any voting rights.

The Company has a preferred share purchase rights
plan intended to preserve the long-term value of the

Company by discouraging a hostile takeover of the
Company. Under the plan, each share of common stock
carries a right to purchase one one-thousandth of a share of
preferred stock. The rights become exercisable in certain
limited circumstances involving a potenrial business
combination transaction or an acquisition of shares of the
Company and are exercisable at a price of $100 per right,
subject to adjustment. Following certain other events, each
right entitles its holder to purchase for $100 an amount .of
common stock of the Company, or, in certain circumstances,
securities of the acquirer, having a then-current market value
of twice the exercise pfice of the right. The dilutive effect of
the rights on the acquiring company is intended to
encourage it to negotiate with the Company’s Board of
Directors prior to attempting a takeover. If the Board of
Directors believes a proposed acquisition is in the best
interests of the Company and its shareholders, the Board
may amend the plan or redeem the rights for a nominal
amount in order to petmit the acquisition to be completed
without interference from the plan. Unril a right is exercised,
the holder of a right has no rights as a shareholder of the
Company. The rights expire on February 27, 2011,

On December 21,2004, the Board of Directors
approved an authorization to repurchase 150 million shares
of outstanding common stock during the following
24 months. In 2005, all share repurchases were made under
this plan. On August 3?, 2006, the Board of Directors
approved an authorization to repurchase 150 million shares
of outstanding common stock through December 31, 2008.
This new authorization replaced the December 21, 2004,
repurchase program. During 2006, the Company ,
repurchased 62 million shares of common stock under the
2004 authorization and 28 million shares under the 2006
authorization. During 2007, ail share repurchases were made

under the 2006 authorization.
|

The following table summarizes the Company’s common stock repurchased in each of the last three years:

{Dollars and Shares in Millions) Shares Value
- 1 58 ’$2.01 1
0 90 2,817
200 L e

.................. 62 1,807
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Shareholders’ equity is affected by transactions and valuations of asset and liability positions that require adjustments to
Accumulated Other Comprehensive Income. The reconciliation of the transactions affecting Accumulated Other Comprehensive
Income included in shareholders’ equity for the years ended December 31, is as follows:

{Dollars in Milliohs)

2007

Unrealized loss on securities available-for-sale ... .............
Unrealized loss onderivatives .. ... ... . ... ... ........
Foreign currency tramslation. . ... ... ... ... . ... . ... ...
Realizedloss onderivatives. . ... ... ... ... . i,
Reclassification for realized losses .. .. ....... ... ... ........
Change in retirement abligation . . ........... .. ... ... .. ...

2006

Unrealized gain on securities available-for-sale . . ... ...........
Unrealized gain onderivatives . . ............. ... ........
Forgigncurrency translation . . . . .. .. ... ... .. L oo
Realized loss onderivatives . . .. .......... . . oo,
Reclassification for realizedlosses .. ................... ...
Change in retirement obligation . . .............. .. ........

2005

Unrealized loss on securities available-for-sale .. ..............
Unrealized loss onderivatives . . ... ........ .. ... .. ... ...
Foreign currency translation. . .................. per e
Realizedloss onderivatives . . . ... ... ... .. .. .. ... ..,
Reclassification for realizedlosses . .. .......... ... ... . ...
Minimum pension liability . . . .. ..., ... .. .. .. . ...

Regulatory Capital The measures used to assess capital
include the capital ratios established by bank regulatory
agencies, including the specific ratios for the “well
capitalized” designation. Capital adequacy for the Company
and its banking subsidiaries is measured based on two risk-
based measures, Tier 1 and roral risk-based capiral. Tier 1
capital is considered core capital and includes common
sharcholders’ equity plus qualifying preferred stock, trust
preferred securities and minority interests in consolidated
subsidiaries {included in other liabilities and subject to
certain limitations), and is adjusted for the aggregate impact
of certain items included in other comprehensive income.
Total risk-based capital includes Tier 1 capital and other
items such as subordinated debt and the allowance for credit
losses. Both measures are stated as a percentage of
risk-weighted assets, which are measured based on their
perceived credit risk and include certain off-balance sheet
exposures, such as unfunded loan commitments, letters of
credir, and derivative contracts. The Company is also subject
to a leverage ratio requirement, a non risk-based asset ratio,
which is defined as Tier 1 capital as a percentage of average
assets, adjusted for goodwill and other non-qualifying
intangibles and other assets.

Transactions Balances

Pre-tax Tax-effact Net-of-tax Net-of-Tax

$(482) %183 $(299) $(659)

(299) 115 {184) {191)

8 (3) 5 (6)

- - - (28)

96 (38) 58 -

352 (132) 220 {52)

$(325) $125 $(200) $(936)

$ 67 $ (25) $ 42 $(370)

35 (14) 21 (6)

{30) 1 (19) (12)

(199) 75 (124) (77)

33 {12) 21 -

(398) 150 {248) {271)

$(492) $185 $(307) %(736)

$(539) $ 205 $(334) $(402)

(58) 22 {36) (27)

3 {1) 2 7

{74) 28 (46) 1%

39 (15) 24 -

(38} 15 {23) (23)

$(667) $ 254 $(413) $(429)
The following table provides the components of the

Company’s regulatory capital:
December 31
{Doflars in Millions) 2007 2006

Tier 1 Capital

Common shareholders' equity .. . ... $ 20,046 5 20,197

Qualifying preferred stock . . . . ... .. 1,000 1,000
Qualifying trust preferred securities . . 4,024 3,639
Minority interests. . . . ........... 695 694
Less intangible assets
Goodwill . . .......... ... ... {7,534) (7,423)
Other disatlowed intangible
assets . . ........ .. ... (1.421) (1,640)
Other(a) . ..o e 729 569
Total Tier 1 Capital . . . ... ... 17,539 17,036
Tier 2 Capital ‘
Allowance for credit losses . . ... ... 2,260 2,256
Eligible subordinated debt. . . .. . ... 6,126 5,199
Other ...................... ~ 4
Total Tier2 capital . . ... .. .. 8,386 7,459
Total Risk Based Capital . . . . . $ 25925 § 24,485
Risk-Weighted Assets. . .. .. ... .... $212,592 $194,659

(a} includes the impact of items included in other compranensive incoma, such as
unrealized gaing/fiosses) on available-for-sala secunties, accumulated net gains on cash
flow hedges, pension kabilty adjustments, etc.
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Minority interests principally represent preferred stock of
consolidated subsidiaries. During 2006, the Company’s
primary banking subsidiary formed USB Realty Corp., a real
estate investment trust, for the purpose of issuing

5,000 shares of Fixed-to-Floating Rate Exchangeable Non-
cumulative Perpetual Series A Preferred Stock with a
liquidation preference of $100,000 per share {“Series A
Preferred Securities”} to third party investors, and investing
the proceeds in certain assets, consisting predominately of
mortgage-backed securities from the Company. Dividends on
the Serics A Preferred Securities, if declared, will accrue and
be payable quarterly, in arrears, at a rate per annum of
6.091 percent from December 22, 2006 10, but excluding,
January 15, 2012, After January 15, 2012, the rate will be
equal to three-month LIBOR for the related dividend period
plus 1.147 percent. If USB Realty Corp. has not declared a
dividend on the Series A Preferred Securities before the
dividend payment date for any dividend period, such
dividend shall not be cumulative and shail cease to accrue

[TIERE] EARNINGS PER SHARE

The components of earnings per share were:

{Dollars and Sharas in Millions, Except Per Share Data)

and be payable, and USB Realty Corp. will have no
obligation to pay dividénds accrued for such dividend
period, whether or not dividends on the Series A Preferred
Securities are declared for any future dividend period.

The Series A Preferred Securities will be redeemable, in
whole or in part, at thé option of USB Realty Corp. on the
dividend payment datejoccurring in January 2012 and each
fifth anniversary thereafter, or in whole but not in part,lat
the option of USB Reajty Corp. on any dividend date before
or after January 2012 that is not a five-year dare. Any .
redemption will be subject 1o the approval of the Office of
the Comptroller of the Currency.

For a summary ofi the regulatory capital requirements
and the actual ratios as of December 31, 2007 and 2006, for
the Company and its bank subsidiaries, see Table 21
included in Managemént’s Discussion and Analysis, which is
incorporated by reference into these Notes to Consoclidared

Financial Statements.

2007 2006 2005

NelinCOME. . . .. . e e i e
Preferred dividends . . . .. .. . ... .. .. ... e,

Met income applicable to commenequity . ...............

Average common shares outstanding . . .. ........ ... oL,

.................. ... $4,324 $4,751 $4,489
.................. e (60) (48) -

....................... $4,264 $4,703 $4,489

Net effect of the exercise and assumed purchase of stock awards and conversion of outstanding

convertiblenotes .. ... ... ... ... ... ... .
Average diluted common shares outstanding . .. ...............

Eamingspercommonshare . . ........ ... ... . ... .
Diluted earnings per commonshare . .. .....................

.................. L., 1,735 1,778 1,831
....................... 23 26 26
....................... 1,758 1,804 1,857
....................... $ 2.46 % 2.64 $ 2.45

.................. ... $243 $ 2.61 $ 242

For the years ended December 31, 2007, 2006 and 2005,
options to purchase 13 million, 1 million and 16 million
shares, respectively, were outstanding but not included in the
computation of diluted earnings per share because they were
antidilutive. Convertible senior debentures that could
potentially be converted into shares of the Company’s
common stock pursuant to a specified formula, were not
included in the computation of diluted earnings per share to
the extent the conversions were antidilutive.

EMPLOYEE BENEFITS

Employee Investment Plan The Company has a defined
contribution retirement savings plan which allows qualified
employees to make contributions up to 75 percent of their
annual compensarion, subject to internal Revenue Service
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limits, through salary deductions under Section 401(k) of the
Internal Revenue Code. Employee contributions are invested,
at the employees’ direction, among a variety of investment
alternatives, Employée contributions are 100 percent
matched by the Company, up to four percent of an
employee’s eligible annual compensation. The Company’s
matching contributign vests immediately. Although the
matching contribution is initially invested in the Company’s
common stock, an employee can reinvest the matching
contributions among various investment alrernatives, Total
expense was $62 million, $58 million and $53 million in
2007, 2006 and 200lS, respectively.

Pension Plans Pension benefits are provided to substantially
all employees based on years of service, multiplied by a
percentage of their final average pay. Employees become
vested upon completing five years of vesting service. In




addition, two cash balance pension benefit plans exist and
only investment or interest credits continue to be credited to
participants” accounts. Plan assets consist of various equities,
equity mutual funds and other miscellaneous assets.

In general, the Company’s pension plans’ objectives
include maintaining a funded status sufficient to meet
participant benefit obligations over time while reducing
long-term funding requirements and pension costs. The
Company has an established process for evaluating all the
plans, their performance and significant plan assumptions,
including the assumed discount rate and the long-term rate
of return {(*LTROR™). Annually, the Company’s
Compensation Committee {“the Committee™), assisted by
outside consultants, evaluates plan objectives, funding
policies and plan investment policies considering its long-
term investment time horizon and asset allocation strategies.
The process also evaluates significant plan assumptions.
Although plan assumptions are established annually, the
Company may update its analysis on an interim basis in
order to be responsive to significant events that occur during
the year, such as plan mergers and amendments.

In addition to the funded qualified pension plans, the
Company maintains non-qualified plans that are unfunded
and the aggregate accumulated benefit obligation exceeds
the assets. The assumptions used in computing the present
value of the accumulated benefit obligation, the projected
benefit obligarion and net pension expense are suthstantially
consistent with those assumptions used for the funded
qualified plans.

Funding Practices The Company’s funding policy is to
contribute amounts to its plans sufficient to meet the
minimum funding requirements of the Employee Retirement
Income Security Act of 1974, plus such addirional amounts
as the Company determines to be appropriate. There were

no minimum funding requirements in 2007 or 2006, and the
Company anticipates no minimum funding requirement in
2008. Any contributions made to the plans are invested in
accordance with established investment policies and asser
allocarion strategies.

investment Policies and Asset Alfocation In establishing its
investment policies and asset allocation straregies, the
Company considers expected returns and the volarility
assaciated with different strategies. The independent
consultant performs modeling that projects numerous
outcomes using a broad range of possible scenarios,
including a mix of possible rates of inflation and economic
growth. Starting with current economic informarion, the
model bases its projections on past relationships between
inflation, fixed income rates and equity returns when these
types of economic condirions have existed over the previous
30 years, both in the U.S. and in foreign countries.

Generally, based on historical performance of the
various investment asset classes, investments in equities have
outperformed other investment classes but are subject to
higher volatility. While an asset allocation including bonds
and other assets generally has lower volatility and may
provide protection in a declining interest rate environment, it
limits the pension plan’s long-term up-side potential. Given
the pension plans’ investment horizon and the financial
vigbility of the Company to meet its funding objectives, the
Commitree has determined that an asset allocation strategy
investing in 100 percent equities diversified among various
domestic equity categories and international equities is
appropriate, At December 31, 2007 and 2006, plan assets of
the qualified retirement plans included mutual funds that
have asset management arrangements with related parties
totaling $1.3 billion and $1.2 billion, respectively.

The following table, which is unaudited, except for the actual asser allocations at December 31, 2007 and 2006, provides a

summary of asset allocations adopted by the Company compared with a typical asset allocation alternative:

2008
Asset Allocation Expected Returns
Typical December 2007 December 2006 Standard

Asset Class Asset Mix Actual Target Actual Target Compound Deviation
Domestic Equities

targeCap. . .......... ... ... ... 32% 55% 55% 55% 55% 9.0% 16.0%

MdCap.............. .. .. .... 10 17 19 16 18 10.0 21.0

SmallCap. .................... 5 5 6 6 6 10.0 21.0
International Equities . . . . .. ... .. .. 15 20 20 19 20 8.0 19.0
Fixedincome . .................. 32 - - - -
Alternative Investments . . . .. ...... 6 2 - 2 -
Other. . ....... ... i innonn - 1 - 2 -
Total Mix Or Weighted Rates . .. .. .. 100% 100% 100% 100% 100% 9.5 16.5

LTROR assumed . .. ............. 7.9% 8.9% (a) 8.9%

Standard deviation . . ... ....... ... 10.8% 16.5% 16.0%

(8) The LTROR assumed for the target asset alfocation strategy of 8.9 parcent is based on a renge of estimates evalated by the Company which weve cantarad around the compound
axpected retum of 9.5 parcent reduced for estimated asset management and administrative fees.
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! - . -

In accordance with its existing practices, the
independent pension consultant utilized by the Company
updated the analysis of expected rates of return and
evaluated peer group dara, market conditions and other
factors relevant to determining the LTROR assumptions for

| pension costs for 2007 and 2006. The analysis performed
indicated that the LTROR assumption of 8.9 percent, used
in both 2007 and 2006, continued to be in line with
expected returns based on current economic conditions and
the Company expects to continue using this LTROR in
2008. Regardless of the extent of the Company’s analysis of
alternative asset allocation strategies, economic scenarios

and possible outcomes, plan assumptions developed for the

factors. As a result of the modeling imprecision and

|

|

|

|

|

|

]

|

|

| LTROR are subject to imprecision and changes in economic
uncertainty, the Company considers a range of potential

expected rates of return; economic conditions for several
scenarios, historical performance relative to assumed rates of
return and asset allocation and LTROR information for a

peer group in establishing its assumptions.

Postretirement Medical Plan In addition to providing
pension benefits, the Company provides health care and '
death benefits to certain retired employees through a retiree
medical program. Generally, all active employees may
become eligible for retiree health care benefits by meeting
defined age and service requirements. The Company may
also subsidize the cost of coverage for employees meeting
certain age and service requirements. The medical plan
contains other cost-sharing features such as deductibles and
coinsurance. The estimated cost of these retiree benefit

payments is accrued during the employees’ active service,

The Company uses a measurement date of September 30 for its retirement plans. The following rable summarizes benefit

obligarion and plan asset activity for the retirement plans:

Pension Plans Postretirement Medical Plan

{Doltars in Millions) 2007 . 2008 2007 - 2006
| Projected Benefit Obligation
Benefit obligation at beginning of measurementperiod . ... ........... $2,127 $2,147 $238 5245
BeIVICE COBE. . . . it e e 70 70 6 5
Interest COSt. . . .. .. e s 126 1i8 14 13
Plan participants’ contributions . . . ......... ... .. .. . L oL - - 15 17
Actuarial (gain} loss. . .. ... ... e 12 (84) (34) (9
Benefil payments . . ... ... .. e {122} (124) (35) (35)
Acquisitionsandother . ... ... ........ ... ... . e 12 ) - 2 2
Benefit abligation at end of measurementperiod{a) . .. ... ........... $2,225 1$2,127 $206 '$238
Fair Value Of Plan Asseots
Fair value at beginning of measurementperied .. ... ............... $2,578 $2,419 $183 $ 39
Actualreturnonplanassets . .. ... .. ... .. . i i e 468 260 g N 4
Employercontributions, . . ... ... .. ... e 19 23 5 155
Plan participants’ contributions . . .. .......... ... o0 i - - 15 17
Benefitpayments . ... ... .. i e (122) (124) {35) ~ (35)
Fair value at end of measurementperiod . .. ... .................. $2,943 | $2,578 5177 $183
Funded Status
Funded status at end of measurement period .. ................... $ 718 $ 451 $(29) $ (55)
Fourth quarter contribution . . ... ......... ... ... . .. o .. 5 ‘ 4 - -
Recognized amOUNL. . . . . ..ttt e $ 723 ~$ 455 ${29) $ (55)
Components Of The Consclidated Balance Sheet
Noncurrent benefit asset . . . . ... . . ... ... $ 992 $ 704 $ - $ -
Current benefitliability . . .. ... . ... ... .. . (21 {13) - -
Noncurrent benefit liability. . .. .. .. ... ... L i (248) . {(236) {29) ' {55)
ReCOUNIZEd AMOUNL. . . . . oottt et e e $ 723 . § 455 $(29) $ (55)
Accumulated Other Comprehensive Income '
Netactuarial {gain) 108S . . . .. . .. .. e $ 159 $ 480 $ (50} $(13)
Priorservice (creditycost . .. . ... ... .. . . L (26) (32) (4} (4)
Transition (asset) obligation. . . .. .. ... ... ... . .. L. - — 4 4
Recognized amount. . ... ... . ... 133 . 448 (50) {13)
Deferred tax asset (liability). . . . .. .. ... ... . . L o i 50 ) 169 (19) (5)
Net impact on other comprehensive income. . .. ... .. ... ... ... $ 83 % 279 $ (31} § (8)

(2} At December 317, 2007 and 2008, the accumulated benefit obligation for afl qualified pension pians was $1.8 bilion,

The following table provides information for pension plans with benefit obligations in excess of plan assers:

{Dollars in Millions) ) 2007 2006
Projected benefit 0bligation. . . ... oo\ttt e e e [ $274 $249
Accumulated benefit obligation . . . .. ... e s 265 248

Fairvalueofplanassets ............. ... ... ... . ... ...
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The following table sets forth the components of net periodic benefit cost and other amounts recognized in accumulated other

comprehensive income for the reticement plans:

Pansion Plans

Postratiramant Medical Plan

{Dollars in Millions}) 2007 2006 2005 2007 2006 2005
Components Of Net Periodic Benefit Cost
ServiCE COSt . ... . e $ 70 $ 70 $ 63 $ 6 $5 $5
Interestcost . . ... ... .. . ... e 126 118 112 14 13 16
Expected return onplan assets . ........ ... .. . ..., (199) (191) {194) (8) (1) (1}
Prior service (credit) cost and transition (asset) cbligation
amortization . . . ... ... e (6) (6) (6} - - -
Actuarial (gain) loss amortization . ... ................ 63 90 58 - - -
Net periodic benefitcost . . ........ ... .. ... ... ...... $ 54 § 81 $ 33 314 $17 320
Other Changes In Plan Assets And Benefit Obligations
Recognized In Accumulated Other Comprehensive
Income
Current year acluarial (gain)loss . .. ................. $(258) $(154) $ - %(37) $(15) $ -
Actuarial (gain) loss amortization .. ... ............... (63) {90) - - - -
Prior service (credit) cost and transition (asset) obligation
amortization . . .. .. .. ... 6 6 - - - -
Total recognized in accumulated other comprehensive income . . . $(315) $(238) $ - $(37) $(15) 3 -
Total recognized in net periodic benefit cost and accumulated
other comprehensive income (a){b) . . . .. .. ............ $(261) $(157) $ 33 $(23) $ 2 $20

(a) The estimaled net Joss and prior service credit for the defined benefit pension plans that wik be amortized from accumulated other comprehensive incoma into net pariodic benalit cast in

2008 ara $32 milion end $(6) millicn, respectively.

(b} The estimated net gain for the postretirement medical plan that will be armortized from accumulated othar comprahensive income into net periodic benafit cost in 2008 is $4 midlion.

The following table sets forth weighted average assumptions used to determine end of year obligations:

Pension Plans

Paostretirament Medical Plan

{Dollars in Millions}) 2007 2006 2007 2006
DS COUNt P () . . . ot it o e e e e e e e e 6.3% 6.0% 6.1% 6.0%
Rate of compensation increase, determined on a liability weighted basis. . ... ........... 3.2 22 * "
Health care cost trend rate(b)
PO 0 A B5 . . . . . o e e e 8.0% 8.0%
AREr age B5. . . . . e e e e 8.0 10.0
Effiect on accumulated postretirement benefit obligation
One percent iNCIBASE . . . . .. ot ittt ittt et e e e e e e e e e $12 $ 15
ONe PerCent QBCIBASE . . . . . v ot i it e e e e e (1) {13)

(@) For 2007, the discount rate was developed using Towers Pemin's cash flow matching bond model with & modified duration for the pension plans and postretiament madical plan of 12.5 and
7.9 years, respectively. For 2006, the discount rate was developed using Towers Panin's cash flow malching bond moda with a moaklied duration of 12.6 years for &l ernpioyee benegiit plans.
{b} The pro-65 and post-65 rates are assumed 10 decrease gradualy to 5.5 pervent by 2012 and 6.0 parcent by 2013, respectively, and rermain at these jovels thereafter.

* Not appécable

The following table sets forch weighted average assumptions used to derermine net periodic benefit cost:

Pension Plans Paostratirement Medical Plan

{Dollars in Millions) 2007 2006 2005 2007 2006 2005
Discountrate . .. ... ... e e 6.0% 5.7% 6.0% 6.0% 5.7% 6.0%
Expected returnonplanassets. . .. .. ... ... ., 8.9 8.9 8.9 3.5 KE) 35
Rate of compensationincrease . . . . .......... .. .. .. .., 35 3.5 35 * * *
Health care cost trend rate(a)

Priortoage B5. . . . ... .. .. ... ... 8.0% 9.0% 10.0%

Afterage B85 ... ... ... .. e 10.0 11.0 12.0
Effect on total of service cost and interest cost

Onepercentingréase . . .......ccx it inin ... $ 1 $ 1 1

Onepercent decrease. . . ... .. o..o vt on. {1) (1) (1)
(@) The pre-65 and post-65 rates are assumad to decrease gradually to 5.5 parcent and 6.0 percent, respectively, by 2012 and remain &t these levels thereafior.
" Not appiicable.
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In 2008, the Company expects to contribute $21 million to its non-qualified pension plans and to make no contributions t¢ its

postretirement medical plan.

The following benefit payments are expected to be paid from the retirement plans:

Pension Postretirement

(Dollars in Millions) Plans Medical Plan (a)
Estimated Future Benefit Payments

2008 . . . .. e e e e e e e e e $147 $ 18

b4 O 132 19

=1 o 134 19

B0TT . o ottt e e e e e 139 19

2 1 1 141 20

2018 = 20T . e e e e e e e e 771 106

{a} Net of participant contributions.

Federal subsidies expected to be received by the postretirement medical plan are not significant to the Company.
i

STOCK-BASED COMPENSATION

As part of its employee and director compensation programs,
the Company may grant certain stock awards under the
provisions of the existing stock compensation plans, including
plans assumed in acquisitions. The plans provide for grants of
options to purchase shares of common stock at a fixed price
equal 10 the fair value of the underlying stock at the darte of
grant. Option grants are generally exercisable up to ten years
from the date of grant. In addirion, the plans provide for grants

. of shares of common stock or stock units that are subject to

' restriction on transfer prior to vesting. Most stock awards vest
over three to five years and are subject to forfeiture if certain

STOCK OPTIONS AWARDS

|
vesting requirements aré not met. Stock incentive plans of
acquired companies are generally terminated at the merger
closing dates. Option holders under such plans receive the
Company’s common stock, or options to buy the Company’s
stock, based on the conversion terms of the various merger
agreements. The historical stock award information presented
below has been restated to reflect the options originally granted
under acquired companies’ plans. At December 31, 2007, there
were 68 million shares (subject to adjustment for forfeitures)
available for grant under various plans,

The following is a summary of stock options outstanding and exercised under various stock options plans of the Company:

Weighted-
! Average
‘Weighted- Remaining Aggregate
Stock ' Average Contractual Intrinsic Value
Year Ended Dacember 31 Options/Shares Exqrcisa Price Term {in millions)
2007 '
Number outstanding at beginningof period. . .. .. ... ... .. . .. 97,052,221 $25.42
Granted . . . ... e e e e 13,810,737 35.81
EXOrGiSed . . . . . e e (17,595,906) 23.66
Cancelled (2) . . . .. ... e (2,055,588) 30.59
Number outstanding atend of period (b) . ...... ... ... ... ... . ... 91,211,464 $e7.22 4.9 $ 413
Exercisableatendofperiod. . .. ...... .. ... . .o i 62,701,270 $24.82 35 $ 434
2006
Number outstanding at beginningofperiod. . . .................... 125,983,461 $24.38
Granted . .. ... e e 12,464,197 30.16
EXBrCISEO . . . o s {38,848,953) 23.39
Cancelled (@) .. ... ..o i (2,546,484) 28.09
Number outstanding atend ofperied{b) .. ... ... ... .. 97,052,221 $25.42 5.1 $1,045
Exercisableatendofperiod. . .. . ... .. ... . e 71,747,675 $24.01 4.0 $ 874
2005 ‘
Number cutstanding at beginningof peried. . . .. .. ... ... ... ... ... 134,727,285 $23.41
Granted . . .. . e e e e 12,489,062 30.14
EXBICISOU. . . ..ot e {17.719,565) - 2098
Cancelled (@) . .. ... . e (3,513.321) 25.07
Number outstanding atend of period (b} .. ... ... ... ... Lo, 125,983,481 $24.38 5.0 $ 694
Exercisableatendofperiod. . . ....... . ... .. ... ... o0 000 100,110,188 - $23.64 4.3 $ 628

(a) Options canceffed includaes both non-vasted (i.e., forfaitures) and vested options.

) OutstanJing options includo stock-based awards that may be forfoited in future penods, however the impact of the estimaled fodeifuras is raffiactad in compensation expense. .
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Stock-based compensation expense is based on the estimated fair value of the award at the date of grant or modification. The |
fair value of each option award is estimated on the date of grant using the Black-Scholes option-pricing model, requiring the
use of subjective assumptions. Because employee stock options have characteristics that differ from those of traded options,
including vesting provisions and trading limitations thar impact their liquidity, the determined value used ro measure
compensation expense may vary from their actual fair value. The following table includes the weighted average estimated fair
value and assumptions utilized by the Company for newly issued grants:

2007 2006 2005
Estimated fair value. . . .. .. ... e $5.38 $6.26 $6.65
Risk-free interest rates. . . .. .. .. L e 4.7% 4.3% 3.6%
Dividend ywield . . .. . e e e e e e e 4.3% 4.0% 3.5%
Stock volalility agtor . . . . e e e e e e e e e .20 .28 .29
Expected life of OptiOns (INYears) . . . . ... . e e e e e 5.0 54 54
Expected stock volatility is based on several factors respectively. The intrinsic value of options exercised was
including the historical volatility of the Company’s srock, $192 million, $346 million and $161 million for 2007, 2006
implied volatility determined from traded options and other and 2005, respectively.
factors. The Company uses historical data to estimate option Cash reccived from option exercises under all share-
exercises and employee terminations to estimate the based payment arrangements was $400 million, $885 million
expected life of options. The risk-free interest rate for the and $367 million for 2007, 2006 and 2005, respectively.
expected life of the options is based on the U.S. Treasury The tax benefit realized for the tax deductions from option
yield curve in effect on the date of grant. The expecred exercises of the share-based payment arrangements totaled
dividend yield is based on the Company’s expected dividend $73 million, $131 million and $60 million for 2007, 2006
yield over the life of the options. and 20035, respectively. To satisfy option exercises, the
The aggregate fair value of option shares vested was Company predominantly uses treasury stock.
$61 million and $81 million for 2007 and 2006,
Additional information regarding stock options outstanding as of December 31, 2007, is as follows:
Options Outstanding Exercisable Options
Weighted-
Avarage Waightad- Weighted-
Remaining Average Average
Contractual Exercise Exercise
Range of Exercise Prices Shares Life (Years} Price Shares Price
$989-%15.00 ....... ... ... ... 204,105 27 $13.00 204,105 $13.00
$15.01-%2000 . ....... ... ... .. 9,785,014 3.3 18.86 9,667,620 18.86
$20.01-825.00 ... ... ... ... 25,079,176 3.5 22.16 24,994,894 22.18
$25.01-330.00 . . ... ... ... 32,130,581 4.4 29.13 21,915,735 28.91
$30.01-835.00 . ... ... e 12,168,727 8.6 30.92 5,666,996 30.77
$35.01-8$36.90 . ... ... ... ... 11,843,861 89 36.06 251,920 36.00
91,211,464 4.9 $27.22 62,701,270 $24.82
RESTRICTED STOCK AWARDS
A summary of the status of the Company’s restricted shares of stock is presented below:
2007 2006 2005
Weightad- Weighted- Weighted-
fverage Grant- Average Grant- Average Grant-
Year Ended Dacemnber 31 Shares Date Fair Value Shares Date Fair Value Shares Date Fair Value
Nonvested Shares
Number outstanding at beginning of
period . .. ..... .. ... .. ... ... 2,919,901 $27.32 2,644,171 $26.73 2,265,625 $25.06
Granted . .. ... . .............. 952,878 35.69 1,040,201 30.22 1,024,622 30.03
Vested .. .................... {1,292,748) 25.31 (493,730) 28.91 (481,323) 25.58
Cancelled . . ..o, (211,946) 31.05 (270,741) 29.75 (164,753) 27.60
Number outstanding at end of period . . . 2,368,085 $31.45 2,919,901 $27.32 2,644,171 $26.73
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The total fair value of shares vested was $45 million,
$15 miliion, and $15 million for 2007, 2006 and 20035,
respectively.

Stock-based compensation expense was $77 million,
$101 million and $132 millien for 2007, 2006 and 2005,
respectively. At the time employee stock options expire, are
exercised or cancelled, the Company determines the tax
benefit associated with the stock award and under certain

INCOME TAXES

The components of income tax expense were:

circumstances may be réquired to recognize an adjustment to
tax expense. On an after-tax basis, stock-based compensation
was $48 million, $64 million and $83 million for 2007, 2006,
and 2005, respectively. As of December 31, 2007, there was
$118 million of total unrecognized compensation cost related
to nonvested share-based arrangements granted under the
plans. That cost is expected to be recognized over a weighted-
average period of 3 years as compensation.

{Doilars in Miflions}) 2007 2006 2005

Federal ‘

L0717 =71 $1,732 $1.817 $2.107

Deferred . . . . e (95) 1 {281)
Federal INCOMB IAX . . . .\ vttt et et e e et e 1,637 1,818 1,826

State

L0 1= 2 248 298 276

Defermred. . .. .. e e e 2) (4) 20)
Stateincometax. .. ... ... ... e 246 294 256
Totalincome tax provision. . . . .. .. ... . $1,883 $2,112 $2,082

A reconciliation of expected income tax expense at the federal statutory rate of 35 percent to the Company’s applicable income

tax expense follows:

2007 2006 2005

(Doltars in Millions)
Tax at statutory rate {35 Percent) . . ... .. .. .. e e e $2,173 $2,402 $2,300
State income tax, at statutory rates, net of federat tax benefit . .. .. ... ... ... ... 160 191 166
Tax effect of
TaxX Credits . . . . . . e et e e e {220) (212) (184)
Tax-eX8mMpPtinCOMe . . . . .. .. e e e {130) {91) (70}
Resolution of federal and state income tax examinations . . ................... (57) (83) (94)
OB B BIMS . . . i i i e e e e e e e (43) {95) (36)
Applicable INCOME taXES . . . . . ... ottt e e $1,883 $2,112 $2,082

The tax effects of fair value adjustmenrs on securities
available-for-sale, derivative instruments in cash flow hedges
and certain tax benefits related to stock options are recorded
directly to shareholders’ equity as part of other
comprehensive income.,

In preparing its tax returns, the Company is required to
interpret complex tax laws and regulations and utilize income
and cost allocation methods to determine its taxable income,
On an ongoing basis, the Company is subject to examinations
by federal, state and local government taxing authorities that
may give rise to differing interpretations of these complex laws,
regulations and methods. Due to the nature of the examination
process, it generally takes years before these examinations are
completed and matters are resolved. Included in each of the
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last three years were reductions in income fax expense and
associated liabilities related to the resolution of various federal
and state income tax examinations. The federal income tax
examination resolutions cover substantially all of the
Company’s legal entities for the years through 2004. The
Company also resolved several state income tax examinations
which cover varying years from 1998 through 2005 in different
states. The resolution of these cycles was the result of
negotiations held between the Company and representatives of
various taxing authorities throughout the examinations. During
2007, the Internal Revenue Service commenced examination of
the Company’s tax returns for the years ended December 31,
2005 and 2006. The years open to examination by state and
local government authorities vary by jurisdiction.




Effective January 1, 2007, the Company adopted the provisions of FIN 48. The adoption of FIN 48 did not result in a

cumulative-effect accounting adjustment for the Company. The Company classifies interest and penalties related to unrecognized

tax positions as a component of income rax expense, At January 1, 2007, the Company’s total amount of unrecognized tax
positions were $364 million, of which $237 million related to unrecognized tax positions that if recognized, would affect the

effective tax rate. [n addition, the amount accrued for the payment of interest on unrecognized tax positions was $22 million.

A reconciliation of the change in the federal, state and foreign unrecognized tax positions balance from January 1, 2007 to

December 31, 2007 follows:

{Dollars in Millions)

Balance at January 1,2007. . .. ... . L i e
AddIIONS . . . .. L e

The total amount of unrecognized tax positions that, if
recognized would impact the effective income tax rate as of
December 31, 2007, was $192 million. During the year ended
December 31, 2007, the Company recognized approximately
$13 million in interest and had approximately $35 million
accrued for the payment of interest at December 31, 2007.

The Company completed its analysis of uncertain tax
positions as of December 31, 2007. While certain
examinations may be concluded, statutes may lapse or other

developments may occur. The Company does not believe
that a significant increase or decrease in the uncertain tax
positions will occur over the next twelve months.

Deferred income tax assets and liabilities reflect the tax
effect of estimated temporary differences between the
carrying amounts of assers and liabilities for financial
reporting purposes and the amounts used for the same items
for income tax reporting purposes.

The significant components of the Company’s net deferred tax liability as of December 31 were:

{Doltars in Millions) 2007 2006
Deferred Tax Assets
Allowance for credit I0SSeS . . . . .. .. ... e e e e e $ 879 $ 8N
Securities available-for-sale and financial instruments . . . ... ... . ... . . ... L 538 278
SOCK COMPERSAlON . . . . . e e 232 255
Othar investment basis differences . . ... .. .. . e e e 184 a5
ACCIUEO B DN . . . . . e e e e e e e e 111 135
Accrued severance, pension and retirement benefits . .. ... . ... 67 68
Federal, state and foreign net operating loss carryforwards . . . ... .. ... ... ... . . . ... . ... 66 66
Othar deferred 1ax asse1s, Mt . . . . .. ittt e e e e e 25 10
Gross defermed 1ax ass8lS . . . . . .. . e e e e 2,102 1,778
Deferred Tax Liabilities
Leasing activilies . . . . . . . L e e e e e e e (2,139) (2,327)
Pension and postretirement benefits . . . . . .. L e e e e (392) (167)
Mortgage senicing Mghis. . . .. ... . . e e e e (390) {290}
0 1 - (80) (48)
Deferrad f8ES . . . . . e e (59) (81)
Intangible @sset basis . . . . . .. . ... e e (20) {29)
Accelarated QepreCialion . . . . . . e e e e e e (9) (13)
Other deferred tax liabilities, el . . . . . .. . . e e e s (226) (240)
Gross deferred tax liabilities. . . . ... .. 0 i e e (3,315} (3,195)
Valuation alowance . . . .. .. e e et e e e e (66) (66)
Net Deferred Tax Liability. . . . . ... .. e e e e e $(1,279) $(1,483)

The Company has established a valuation allowance to
offset deferred tax assets related to federal, state and foreign
net operating loss carryforwards which are subject to
various limitations under the respective income tax laws and
some of which may expire unused. The Company has

approximately $413 million of federal, state and foreign net
operating loss carryforwards which expire at various times
through 2024,

Certain events covered by Internal Revenue Code
section 593{e}, which was not repealed, will trigger a
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recapture of base year reserves of acquired thrift institutions.
The base year reserves of acquired thrift institutions would
be recaptured if an entity ceases to qualify as a bank for
federal income tax purposes. The base year reserves of thrift
institutions also remain subject to income tax penalty
provisions that, in general, require recapture upon certain
stock redemptions of, and excess distributions to,
stockholders, At December 31, 2007, retained earnings
included approximately $102 million of base year reserves
for which no deferred federal income tax liability has been
recognized.

[TIZEE] OERIVATIVE INSTRUMENTS

In the ordinary course of business, the Company enters into
derivative transactions t0 manage its interest rate,
prepayment, credit, price and foreign currency risks and to
accommodate the business requirements of its customers.
The Company does not enter into derivative transactions for
speculative purposes. Refer to Note 1 “Significant
Accounting Policies” in the Notes to Consolidated Financial
Statements for a discussion of the Company’s accounting
policies for derivative instruments. For information related
to derivative positions held for asset and liability
management purposes and customer-related derivative
positions, see Table 18 “Derivative Positions,” included in
Management’s Discussion and Analysis, which is
incorporated by reference in these Notes to Consolidated
Financial Statements.

ASSET AND LIABILITY MANAGEMENT
POSITIONS

Cash Flow Hedges The Company has $16.0 billion of
designated cash flow hedges at December 31, 2007. These
derivatives are interest rate swaps that are hedges of the
forecasted cash flows from the underlying variable-rate debt.
All cash flow hedges are highly effective for the year ended
December 31, 2007, and the change in fair value attributed
to hedge ineffectiveness was not material.

At December 31, 2007 and 2006, accumulated other
comprehensive income included a deferred after-tax net loss
of $219 million and $83 million, respectively, related ro cash
flow hedges. The unrealized loss will be reflected in earnings
when the related cash flows or hedged transactions occur
and will offset the related performance of the hedged items.
The occurrence of these related cash flows and hedged
transactions remains probable. The estimated amount of
after-tax loss to be reclassified from accumulated other
comprehensive income inte earnings during 2008 is
$106 million. This includes gains related to hedges that were
terminated early and the forecasted transactions are still
probable.
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Fair Value Hedges The Company may use derivarives thar
are primarily interest rate swaps that hedge the change in
fair value related to intérest rate changes of underlying
fixed-rate debt, junior subordinated debentures and deposit
obligations. In addition, the Company may use forward
commitments to sefl Eesiidentinl mortgage loans to hedge its
interest rate risk related to residential mortgage loans held
for sale. The Company ‘commits to sell the loans at specified
prices in a furure period, typically within 90 days, and is
exposed to interest rate risk during the period between
issuing a loan commitment and the sale of the loan into'the
secondary market.

The Company has $7.3 billion of designated fair value
hedges at December 31, 2007. All fair value hedges are .
considered highly effective for the year ended December 31,
2007. The change in fair value artributed to hedge
ineffectiveness was a loss of $7 million for the year ended

December 31, 2007,

Net Investment Hedges The Company enters into derivatives
to protect its net investment in certain foreign operations. The
Company uses forward, commitments to sell specified amounts
of certain foreign currencies and foreign denominated debt to
hedge its capital volatility risk associated with fluctuations in
foreign currency exchange rates. The net amount of gains or
losses included in the cumulative translation adjustment for
2007 was not significant.

Other Derivative Positions The Company has derivative
positions that are used for interest rate risk and other risk
management purposes but are not designated as cash flow
hedges or fair value hedges in accordance with the
provisions of Statement of Financial Accounting Standards
Ne. 133, “Accounting for Derivative Instruments and
Hedging Activities.” .

At December 31, 2007, the Company had $2.8 billion of
forward commitments to sell residential mortgage loans o
hedge the Company’s interest rate risk related to $3.7 billion of
unfunded residential mortgage loan commitments. Gains and
losses on mortgage ba;lking derivatives and the unfunded loan
commitments are included in mortgage banking revenue on the
statement of income. At December 31, 2007, the Company
also held U.S. Treasurgf futures, options on U.S. Treasury
futures contracts, forward commitments to buy residential
mortgage loans and interest rate swaps to economically hedge
the change in fair value of its residential MSRs.

CUSTOMER-RELATED POSITIONS

The Company acts as a seller and buyer of interest rate
contracts and foreigrll exchange rate contracts on behalf of
customers, At December 31, 2007, the Company had
$40.9 billion of aggregate customer derivative positions,
including $33.4 billion of interest rate swaps, caps and




floors, and $7.5 billion of foreign exchange rate contracts.
The Company minimizes its market and liquidity risks by
taking similar offsetting positions. Gains or losses on
customer-related transactions were not significant for the
year ended December 31, 2007.

ESTET) FAIR VALUES OF FINANCIAL
INSTRUMENTS

Due to the nature of its business and its customers’ needs,
the Company offers a large number of financial instruments,
most of which are not actively traded. When market quotes
are unavailable, valuation techniques, including discounted
cash flow calculations and pricing models or services, are
used. The Company also uses various aggregation methods
and assumptions, such as the discount rate and cash flow
timing and amounts. As a result, the fair value estimates can
neither be substantiated by independent market
comparisons, nor realized by the immediate sale or
settlement of the financial instrument. Also, the estimates
reflect a point in time and could change significantly based
on changes in economic factors, such as interest rates.
Furthermore, the disclosure of certain financial and
nonfinancial assets and liabilities 1s not required. Finally, the
fair value disclosure is not intended to estimate a market
value of the Company as a whole. A summary of the
Company’s valuation techniques and assumptions follows.

Cash and Cash Equivalents The carrying value of cash,
amounts due from banks, federal funds sold and securities
purchased under resale agreements was assumed to
approximate fair value.

Securities Investment securities were valued using available
market quotes. In some instances, for securities that are not
widely traded, market quotes for comparable securities were
used.

Loans The loan portfolio includes adjustable and fixed-rate
loans, the fair value of which was estimated using
discounted cash flow analyses and other valuation
technigues. To calculate discounted cash flows, the loans
were aggregated into pools of similar types and expected
repayment terms. The expected cash flows of loans
considered historical prepayment experiences and estimaced
credit losses for nonperforming loans and were discounted

using current rates offered to borrowers of similar credit
characteristics. The fair value of adjustable rate loans is
assumed to be equal to their par value.

Deposit Liabilities The fair value of demand deposits,
savings accounts and certain money market deposits is equal
to the amount payable on demand at year-end. The fair
value of fixed-rate certificates of deposit was estimated by
discounting the contractual cash flow using the discount
rates implied by high-grade corporate bond yield curves.

Short-term Borrowings Federal funds purchased, securities
sold under agreements to repurchase, commercial paper and
other short-term funds borrowed have floating rates or
short-term maturidies. Their par value is assumed 1o
approximate their fair value.

Long-term Debt The estimated fair value of medium-term
notes, bank notes, and subordinated debt was determined by
using discounted cash flow analysis based on high-grade
corporate bond yteld curves. Floating rate debt is assumed to
be equal to par value. Capital trust and other long-term debt
instruments were valued using market quotes.

tnterest Rate Swaps, Equity Contracts and Options The
interest rate options and swap cash flows were estimated
using a third-party pricing model and discounted based on
appropriate LIBOR, eurodollar futures, swap, treasury note
vield curves and equity market prices.

Loan Commitments, Letters of Credit and Guarantees The
fair value of commitments, letters of credit and guarantees
represents the estimated costs to terminate or otherwise
settle the obligations with a third-party. Residential
mortgage commitments are actively traded and the fair value
is estimated using available market quotes. Other loan
commitments, letters of credit and guarantees are not
actively traded. Substantially all loan commitments have
floating rates and do not expose the Company to interest
rate risk, assuming no premium or discount was ascribed ro
loan commitments because funding could oceur at market
rates. The Company estimates the fair value of loan
commitments, letters of credit and guarantees based on the
related amount of unamortized deferred commitment fees,
adjusted for the probable losses for these arrangements.
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The estimated fair values of the Company’s financial instruments at December 31 are shown in the table below.

(Dollars in Millions)

2007 2006
Canrying Fair Carrying Fair
Amount Value Amount Value

Financial Assets

Cashandcashequivalents . . .........................
Investment securities . . .. ... ... ...
Loans heldforsale . ............ ... .. .. .. ... . ... ...

Totalassels. . . ... . e

Financial Liabilities

Deposits . .. ... e e e
Shorttermborrowings . . ... .. .. .. o e
Longtermdebt . . ... ... .. .. L

.............. $ 918 $ 9185 | % 8805 $ 8,805

43,116 43,120 40,117 40,122

.............. 4819 4819 | 325 3,256
.............. 151,769 151,512 | 141,575 140,188
.............. 208,889 $208,636 | 193,753 $192,371
.............. 28,726 25,479
.............. $237,615 $219,232
.............. $131,445 $131,460 | $124,882  $124,762

32,370 32,580 26,933 26,948
43,440 43,006 37,602 37,766

Total financial liabilities. . . . .. .. .. .. . e 207,:255 $207,055 189,417 §1 BIB,476
Nonfinancial liabilities . ... .......... ... . ... ... .. . 9,314 8,618
Shareholders" eguity . . ... ... . i e 21,0486 21,197

Total liabilities and shareholders’equity . .. .............. ........... $237;615 $219,232

Derivative Positions
Asset and liability management positions

Interestrateswaps . . .. .. ... ... o
Futuresandforwards. . ... ....... .. ... . i
Foreign exchangecontracts . . .. ....................
OptiONS . .. .. e e
Equitycontracts . . .. ... ... ... ... .. .. . ... ...
Creditdefaultswaps . ........... ... i,

Customer related positions

Interestratecontracts . ............ ... ... ..
Foreign exchangecontracts . . ......................

.............. $ (290) $ (290){$ 53 $ 53

.............. -(84) (84) 3 3
.............. 181 181 15 15
.............. 10 10 (1) (1)
.............. (3) (3) 4 4
.............. 1 1 (1) )
.............. 79 79 58 58

14 14 9 .9

The fair value of unfunded commirments, standby letters of credit and other guarantees is approximately equal to their

carrying value. The carrying value of unfunded commitments and standby letters of credit.was $313 million. The carrying value

of other guarantees was $290 million.

CEZEI] GUARANTEES AND CONTINGENT
LIABILITIES

COMMITMENTS TO EXTEND CREDIT

Commitments to extend credit are legally binding and
generally have fixed expiration dates or other termination
clauses. The contractual amount represents the Company’s
exposure to credit loss, in the event of default by the
borrower, The Company manages this credit risk by using
the same credit policies it applies to loans, Collateral is
obtained to secure commitments based on management’s
credit assessment of the borrower. The collateral may
include marketable securities, receivables, inventory,
equipment and real estate. Since the Company expects many
of the commitments to expire without being drawn, total
commitment amounts do not necessarily represent the
Company’s future liquidity requirements. In addition, the
commitments include consumer credit lines that are
cancelable upon norification to the consumer.
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LETTERS OF CRI%DIT '

Standby letters of credii are commitments the Company issues
to guarantee the performance of a customer to a third-party.
The guarantees frequently support public and private
borrowing arrangements, including commercial paper
issuances, bond financings and other similar transactions. The
Company issues commercial letters of credit on behalf of
customers to ensure payment or collection in connection with
trade transactions. In the event of a customer’s
nonperformance, the Company’s credit loss exposure is the
same as in any extension of credit, up to the letter’s
contractual amount. Management assesses the borrower’s
credit to determine the necessary collateral, which may
include marketable securities, receivables, inventory,
equipment and real estate. Since the conditions requiring the




Company to fund letters of credit may not occur, the
Company expects its liquidity requirements to be less than the
total outstanding commitments. The maximum potential
future payments guaranteed by the Company under standby
letter of credit arrangements at December 31, 2007, were
approximately $12.7 billion with a weighted-average term of
approximately 23 months. The estimated fair value of
standby letters of credit was $80 million at December 31,
2007.

The contract or notional amounts of commitments to extend
credit and letters of credit at December 31, 2007, were as
follows:

Less Than After
{Dollars in Millions) One Yoar One Year Total
Commitments to extend credit
Commercial . ........... $16,031 $43,636  $59,667
Corporate and purchasing
cards(a) .. .......... 11,364 - 11,364
Consumer credit cards . . . . . 54,363 - 54,363
Other consumer .. ....... 3,220 15,313 18,533
Letters of credit
Standby. ... ........... 6,633 6,021 12,654
Commercial . . .......... 298 57 355

{2} Primarily cancelable at the Comparny’s discretion.

LEASE COMMITMENTS

Rental expense for operating leases amounted to

$207 million in 2007, $193 million in 2006 and $192 mitlion
in 2005. Future minimum payments, net of sublease rentals,
under capitalized leases and noncancelable operating leases
with initial or remaining terms of one year or more,
consisted of the following at December 31, 2007:

Capitalized Operating

{Dollars in Millions) Leases Leases
2008 . ... ... . $11 $ 168
2009 . ... ... L 10 156
2010 . ... 10 141
2000 L. 9 121
2012 . ... 9 105
Thereafter. . . .............. 34 358
Total minimum lease payments. . . $83 $1,049
Less amount representing

interest . . ............... gs'
Present value of net minimum

lease payments ........... $54

GUARANTEES

Guarantees are contingent commitments issued by the
Company to customers or other third-parties. The
Company’s guarantees primarily include parent guarantees
related to subsidiaries’ third-party borrowing arrangements;
third-party performance guarantees inherent in the
Company’s business operations, such as indemnified

securities lending programs and merchant charge-back
guarantees; indemnification or buy-back provisions related
to cerfain asset sales; and contingent consideration
arrangements related to acquisitions. For certain guarantees,
the Company has recorded a liability related to the potential
obligation, or has access to collateral to support the
guarantee or through the exercise of other recourse
provisions can offset some or all of the maximum potential
future payments made under these guarantees.

Third-Party Borrowing Arrangements The Company
provides guarantees to third-parties as a part of certain
subsidiaries’ borrowing arrangements, primarily representing
guaranteed operating or capital lease payments or other debr
obligations with maturity dates extending through 2013.
The maximum potential future payments guaranteed by the
Company under these arrangements were approximately
$331 million at December 31, 2007. The Company’s
recorded liabilities as of December 31, 2007, included

$1 million representing outstanding amounts owed to these
third-parties and required to be recorded on the Company’s
balance sheet in accordance with accounting principles
generally accepted in the United States.

Commitments from Securities Lending The Company
participates in securities lending activities by acting as the
customer’s agent involving the loan of securities. The
Company indemnifies customers for the difference between
the marker value of the securities lent and the marker value
of the collateral received. Cash collateralizes these
transactions. The maximum potential future payments
guaranteed by the Company under these arrangements were
approximately $13.9 billion at December 31, 2007, and
represented the market value of the securities lent to third-
parties. At December 31, 2007, the Company held assets
with a market value of $14.3 billion as collateral for these
arrangements.

Assets Sales The Company has provided guarantees to
certain third-parties in connection with the sale of certain
assets, primarily loan portfolios and low-income housing tax
credits. These guarantees are generally in the form of asset
buy-back or make-whole provisions that are triggered upon
a credit event or a change in the tax-qualifying status of the
related projects, as applicable, and remain in effect until the
loans are collected or final tax credits are realized,
respectively. The maximum potential future payments
guaranteed by the Company under these arrangements were
approximately $500 million ar December 31, 2007, and
represented the proceeds or the guaranteed portion received
from the buyer in these transactions where the buy-back or
make-whole provisions have not yer expired. Recourse
available to the Company includes guarantees from the
Small Business Administration {for SBA loans sold), recourse
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against the correspondent that originated the loan or the
private mortgage issuet, the right to collect payments from
the debtors, and/or the right to liquidate the underlying
collateral, if any, and retain the proceeds. Based on its
established loan-to-value guidelines, the Company believes
the recourse available is sufficient to recover future
payments, if any, under the loan buy-back guarantees.

Merchant Processing The Company, through its
subsidiaries, provides merchant processing services. Under
the rules of credit card associations, a merchant processor
retains a contingent liability for credit card transactions
processed. This contingent liability arises in the event of a
billing dispute between the merchant and a cardholder that
is ulfimately resolved in the cardholder’s favor. In this
situation, the transaction is “charged-back” to the merchant
and the disputed amount is credited or otherwise refunded
to the cardholder. If the Company is unabie to collect this
amount from the merchant, it bears the loss for the amount
of the refund paid to the cardholder.

A cardholder, through its issuing bank, generally has
until the latter of up to four months after the date the
transaction is processed or the receipt of the product or
service to present a charge-back to the Company as the
merchant processor. The absolute maximum potential
liabilicy is estimated to be the total volume of credit card
transactions that meet the associations’ requirements to be
valid charge-back transactions at any given time.
Management estimates that the maximum potential
exposure for charge-backs would approximate the total
amount of merchant transactions processed through the
credit card associations for the last four months. For the last
four months this amount totaled approximately $73.0 billion,
In most cases, this contingent liability is unlikely to arise, as
most products and services are delivered when purchased
and amounts are refunded when items are returned to
merchants. However, where the product or service is not
provided until a future date {“future delivery”), the potential
for this contingent liability increases. To mitigate this risk,
the Company may require the merchant to make an escrow
deposit, may place maximum volume limitations on future
delivery transactions processed by the merchant at any point
in time, or may require various credit enhancements
(including letters of credit and bank guarancees). Also,
merchant processing contracts may include event triggers to
provide the Company more financial and operational control
in the event of financial deterioration of the merchant.

The Company’s primary exposure to future delivery is
related to merchant processing for aiclines, cruise lines and
large tour operators. The Company currently processes card
transactions in the United States, Canada and Europe for
airlines, cruise lines and large tour operators. In the event of
liquidation of these merchants, the Company could become
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financially liable for réfunding tickets purchased through the
credit card associations under the charge-back provisions.
Charge-back risk related to these merchants is evaluated in a
manner similar to credit risk assessments and, as such,
merchant processing contracts contain various provisions to
pratect the Company in the event of default. At

December 31, 2007, the value of airline, cruise line and
large tour operator tickets purchased to be delivered ac a
future date was $4.0 billion, with airline tickets representing
91 percent of that amount. The Company held collateral of
$943 million in escrow deposits, letrers of credit and
indemnities from financial institutions, and liens on various
assets. With respect to future delivery risk for other
merchants, the Company held $52 million of merchant
escrow deposits as collateral. In addition to specific
collateral or other credit enhancements, the Company
maintains a liability for its implied guarantees associated
with future delivery. Ar December 31, 2007, the liability was
$33 million primarily related o these airlines, cruise lines
and large tour operators processing arrangements,

In the normal course of business, the Company has
unresolved charge-backs thar are in process of resolution.
The Company assesses the likelihood of its potential liability
based on the extent and nature of unresolved charge-backs
and its historical loss experience. At December 31, 2007, the
Company had a recorded liability for potential tosses of
$17 million.

{
Contingent Consideration Arrangements The Company has
comntingent payment obligations related to certain business
combination transactions, Payments are guaranteed as long
as certain post-acquisition performance-based criteria are
met or customer relationships are maintained. At

December 31, 2007, the maximum potential future
payments required to be made by the Company under these
arrangements was approximately $13 million. If required,
the majority of thesé contingent payments are payable
within the next 12 months.

Minimum Revenue Guarantees In the normal course of
business, the Company may enter into revenue share
agreements with third party business partners who generate
customer referrals or provide marketing or other services
related to the generation of revenue. In certain of these
agreements, the Company may guarantee that a minimum
amount of revenue share payments will be made to the third
party over a specified period of time. Ar December 31,
2007, the maximurh potential future payments required to
be made by the Coi’npany under these agreements was

$24 million. '

Other Guarantees The Company provides liquidity and
credit enhancement facilities to a Company-sponsored
conduir, as more fully described in the “Off-Balance Sheet




Arrangements” section within Management's Discussion and
Analysis. Although management believes a draw against
these facilities is remote, the maximum potential future
payments guaranteed by the Company under these
arrangements were approximately $1.2 billion at
December 31, 2007. The recorded fair value of the
Company’s liability for the credit enhancement liquidity
facility was $2 million at December 31, 2007, and was
included in other liabilities.

The Company has also made financial performance
guarantees related to the operations of its subsidiaries. The
maximum potential future payments guaranteed by the
Company under these arrangements were approximately
$2.1 billion at December 31, 2007.

OTHER CONTINGENT LIABILITIES

Visa Restructuring and Card Association Litigation The
Company’s payment services business issues and acquires
credit and debit card transactions through the Visa 11.5.A.
Inc, card association {“Visa U.5.A.7} or its affiliates
(collectively “Visa”). On October 3, 2007, Visa completed a
restzucturing and issued shares of Visa Inc. common stock to
its financial institution members in contemplation of its
initial public offering (“IPO™) anticipated in the first quarrer
of 2008 (the “Visa Reorganization”). In addition, the
Company and certain of its subsidiaries have been named as
defendants along with Visa U.5.A. and MasterCard
International {the “Card Associations”), as well as several
other banks, in antitrust lawsuits challenging the practices of
the Card Associations (the “Visa Litigation”). Visa U.S.A.
member banks have a contingent obligation to indemnify
Visa Inc. under the Visa U.S.A. bylaws {which were modified
at the time of the restructuring in October 2007) for
potential losses arising from the Visa Litigation. The
Company has also entered into judgment and loss sharing
agreements with Visa U.S.A. and certain other banks in
order to apportion financial responsibilities arising from any
potential adverse judgment or negotiated settlements related
to the Visa Litigation.

As a part of the Visa Reorganization, the Company
received its proportionate number of Class U.S.A. shares of
Visa Inc. common stock. In connection with the IPO, it is
expected that a portion of these shares will be redeemed for
cash, with the remaining shares to be converted to Class A
shares three years after the IPO or upon settlement of the
Visa Litigation, whichever is later. Additionally, Visa Inc. is
expected to set aside a portion of the proceeds from the IPO

in an escrow account for the benefit of member financial
institutions to fund the expenses of the Visa Litigation as
well as the members’ proportionate share of any judgments
or sertlements that may arise out of the Visa Litigation, On
November 7, 2007, Visa announced the settlement of the
portion of the Visa Litigation involving American Express,
and accerdingly, the Company recorded a $115 million
charge in the third quarter of 2007 for its proportionate
share of this settlement.

In addition to the liability related to the settlement with
American Express, Visa U.S.A. member banks are required
to recognize the contingent obligation to indemnify Visa lnc.
under the Visa U.S.A. bylaws for potential losses arising
from the remaining Visa Litigation at the estimated fair
value of such obligation in accordance with Financial
Accounting Standards Board Interpretation No. 45,
“Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness
of Others.” The contingent obligation of member banks
under the Visa U.S.A. bylaws has no specified maximum
amount. While the estimation of any potential losses related
to this litigation is highly judgmental, the Company
recognized a charge of approximately $215 million in the
fourth quarter of 2007.

Upon completion of the anticipared 1PO, the Company
expects to recognize a gain related to its interest in Visa Inc,
The amount of the gain will be based on the fair value of
any Visa Inc. shares utilized to establish the escrow account
(limited ro the amount of the obligation recorded) and the
Visa Inc. shares redeemed for cash. The Company expects
the value of these Visa Inc. shares to exceed the aggregate of
the $115 million and $215 million litigation charges
recorded by the Company in the third and fourth quarter of
2007, respectively.

Other The Company is subject to various other litigation,
investigations and legal and administrative cases and
proceedings that arise in the ordinary course of its
businesses. Due to their complex nature, it may be years
before some matters are resolved. While it is impossible to
ascertain the ultimate resolution or range of financial
liability with respect to these contingent matters, the
Company believes thar the aggregate amount of such
liabilities will not have a material adverse effect on the
financial condition, results of operations or cash flows of the
Company.
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LEIT¥E] u.S. BANCORP (PARENT COMPANY)

CONDENSED BALANCE SHEET

December 31 [Dollars in Millions) 2007 2006
Assets
Deposits with subsidiary banks, principally interest-beardng . . ... . ... ... . . o o e $ 5948 $ 9,903
Available-for-sale seCUMLES . . . . . . . . .. e 3,735 253
Investments in bank and bank holding company subsidiaries. . . . ...... .. .. L e oo 21,204 22,003
Investments in nonbank suUbSIdianies . . . . ... .. L e e e e e 650 297
Advances to bank subsidiaries . . .. . ... L e e e e 100 1,000
Advances o nonbank subsidianies . ... .. .. ... e e e A 726 496
Other asSels . . . . . .. e e e e e 1,594 - 794
Qo] T T T - $33,957 $34.746
Liabilities And Shareholders’ Equity
Short-term funds BOMmOWEd . . . . . .. . e e e e $ 1,148 $ 1,055
Long-term debt . . . . . . e e e e e e 10,708 11,418
Other abilfies . . .. . e e e e e e 1,055 1,075
Shareholders’ @guUItY . . . . . . . . . e e e i 21,046 21,197
Total liabilities and shareholders' equity. . . .. .. it e e $33,957 $34,746
CONDENSED STATEMENT OF INCOME
Year Endod December 31 (Dollars in Millions) ) 2007 2006 2005
Income
Dividends from bank and bank holding company subsidiaries. . .. ..................... v $3,541 $4,205 $2,609
Dividends from nonbank subsidianes . . . . .. ... ... .. e 224 - -
Interest from subsidiaries . . . ... ... L e e e 587 538 200
L0 1= o T4 =S (27) 43 22
oAl MCOME . . . . o oot e e | 4,325 4,786 2,831
Expense
Interest on short-term funds borrowed - .. ... .. . L . 5 54 25
Interest on long-term debt . . . . .. ... s 663 630 31
L0 T o o= T | 34 59 93
Total BXpPBNSE . . . . e e ‘ 748 743 429
Income before income taxes and equity in undistributed income of subsidiaries. . .. ... .... .., . 3577 4,043 2,402
Income tax credit . . . . .. .. e e e e e e (63) (58} (73)
Income of parent COMPANY . . . . . ... oo e e e e e e e e 3,640 4,101 2,475
Equity in undistributed income of subsidiaries . . .. ... .. ... L Lo 684 650 2014
TR T T T - S $4,324 $4,751 $4,489
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CONDENSED STATEMENT OF CASH FLOWS

Year Ended December 31 (Dollars in Millions} 2007 2006 2005
Operating Activities
Nt COMIE . . . i e e e e $ 4,324 $ 4,751 54,489
Adjustments to reconcile net income to net cash provided by operating activities
Equity in undistributed income of subsidiaries. . . .. .. ... ... ... . oL (684) (650) (2,014)
LT o T 4 (77) 128
Net cash provided by operating activities. . ... ... .. .. .. .. i 3,644 4,024 2,603
Investing Activities
Proceeds from sales and maturities of investment securities . . ......... ... ... . ... .. 3 11 13
Purchases of investment secunities . . . . .. .. ... . ... . ... . .ttt e (3,618} (154) -
Investments in subsidiaies . . ... . ... ... .. e e e e (208) 4] (43}
Equity distributions from subsidiaries . . . . ... ... L 663 107 39
Net increase in short-term advances to subsidiaries. . . .. ... ... ... ... . .. . . . o .. (230) (486} (5}
Long-term advances to subsidiaries. . . ... ... ... .. L L - (1,000) -
Principal collected on long-term advances to subsidiaries . .. ................ ... . ..., 1,000 - -
e, Bt . L . . e e e e e e (32) (18) (18)
Net cash usedininvestingactivities . . . . ... .. ... . .. i i {2,394) {1,547) (14)
Financing Activities
Net increase (decrease} in shortterm borrowings . . ... .. ... .. .. .. . o L. (12) 273 99
Proceeds from issuance ot tong-termdebt . . .. ... ... . e 3,536 6,550 5,879
Principal payments or redemption of longtermdebt. . .. . ... ... oL oo (4,328} (5,947) {1,862)
Proceeds from issuance of preferred stock . . . . . ... .. L e - 948 -
Proceeds from issuance of commonstock . . . .. ... L L L Lo 427 910 371
Repurchase of common stOCK . . . . . ... L e e e e (1,983) (2,798) (1,855)
Cash dividends paidon preferred stock . . .. .. ... ... ... {60) {33) -
Cash dividends paid on cOmmOn Stock . . . ... L. L i e {2,785) {2,359) (2,245}
Net cash provided by (used in) financing activities . ........... ... ... ... ..... (5,205) {2,456) 487
Change in cash and cash equivalents. . . . ... ... ... ... .. .. ... . i na.. (3,955) 21 3,076
Cash and cash equivalenis at beginningofyear ... ...... . ... ... . . . . oL, 9,903 9,882 6,806
Cash and cashequivalentsatendofyear. .. .. ........... ... ... ..o $ 5,948 $ 9,903 $ 9,882

Transfer of funds (dividends, loans or advances} from
bank subsidiaries to the Company is restricted. Federal law
requires loans to the Company or its affiliates to be secured
and generally limits loans to the Company or an individual
affiliate to 10 percent of each bank’s unimpaired capital and
surplus. In the aggregate, loans to the Company and all
affiliates cannot exceed 20 percent of each bank’s
unimpaired capital and surplus.

Dividend payments to the Company by its subsidiary
banks are subject to regulatory review and staturory
limitations and, in some instances, regulatory approval, The
approval of the Comptroller of the Currency is required if

total dividends by a national bank in any calendar year
exceed the bank’s net income for that year combined with its
retained net income for the preceding rwo calendar years, or
if the bank’s retained earnings are less than zero.
Furthermore, dividends are restricted by the Comptroller of
the Currency’s minimum capital constraints for all national
banks. Within these guidelines, all bank subsidiaries have the
ability to pay dividends without prior regulatory approval.
The amount of dividends available to the parent company
from the bank subsidiaries at December 31, 2007, was
approximately $1.1 billion.
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U.S. Bancorp

Consolidated Balance Sheet — Five Year Summary

_ % Change
December 31 (Dollars in Millions} 2007 2006 2005 2004 2003 2007 v 2006
Assets
Cashandduefrombanks. .. ...................... $ 8884 3 8632 $ 8004 $ 6336 $ 8630 2.8%
Held-to-maturity securities. . . ... ... ... . 00 74 B7 109 127 152 (14.9)
Available-for-sale securities . . . .. ... ... .. 43,042 40,030 39,659 41,354 43,182 7.5
Loansheldforsale ........ ... ... ... . ... .. ... .. 4,819 3,256 3,030 2,813 2,857 48.0
LOaNS .. o e e e e e e 153,827 143,587 136,462 124,941 116,811 71
Less allowance forloanlosses . .................. (2,058) (2,022) (2,041) {2.080) (2,184) (1.8}
NetIoans. . . .. ..ot e 151,769 141,575 134,421 122,861 114,627 7.2
Otherassets. . . .. .ot e e s 29,027 25,645 24,242 21,613 20,023 13.2
Totalassets. . .. ... . $237,615  $219,232  $209.465 $195,104  $189,471 8.4%
Liabilities and Shareholders' Equity
Deposits
Noninterest-bearing. . . .. ... . ... ... ... ... .. .. ... $ 33,334 $ 32128 $ 32214 5 30,756 $ 32470 3.8%
Interest-bearing . ......... ... . ... .0 0, 98,111 92,754 92 495 89,885 86,582 5.8
Tolaldeposits. . . . ......... ... ... .. ..., 131,445 124,882 124,709 120,741 119,062 5.3
Short-termborrowings . . ... ... ... ... 32,370 26,933 20,200 13,084 10,850 20.2
Longtermdebt . . .. ... ... L 43,440 37,602 37,069 34,739 33,816 15.5
Other liabilities ... ..... ... ... ... i 9,314 8,618 7401 7,001 6,511 8.1
Total liabilities . .......... . ... ... .. ... ... 216,569 198,035 189,379 175,565 170,229 ! 9.4
Shareholders' equity. . . . ... ... ... .. 21,046 21,197 20,086 13,539 19,242 {.7)
Total liabilities and shareholders’ equity . . ... ...... $237,615 $219,232  $200,465 $195,104  $189,471 8.4%
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U.S. Bancorp

Consolidated Statement of Income — Five Year Summary

% Change
Year Ended December 31 {Dollars in Millions) 2007 2008 2005 2004 2003 2007 v 2006
Interest Income
Loans . . ... . e e $10,627 $ 9,873 $ 8,306 $7.125 $7.231 7.6%
Loans heldforsale . .. .......... ... ... ... . .... 277 236 181 134 243 17.4
Investment securities . . ... ... .« 2,095 2,001 1,954 1,827 1,684 4.7
Otherinterestincome . .. ..., .. ... ... .. ... ... 137 153 110 100 100 (10.5)
Total interestincome. . . .. ................. 13,136 12,263 10,551 9,186 9,258 71
Interest Expense
Deposits . ........ .. ... 2,754 2,389 1,559 a04 1,097 15.3
Short-termborrowings . . .. ........ ... ... ..., 1,433 1,203 690 263 167 19.1
longtermdebt. .. .......... ... . ... ... . ..., 2,260 1,930 1,247 a8 805 171
Total interestexpense. , . . ................. 6,447 5,522 3,496 2,075 2,069 16.8
Netinterestincome . . .. ..., .. ... ... ... .... 6,689 8,741 7.055 7.111 7,189 (.8)
Provision forcreditlosses. . .. ... ... .. .. o i, 792 544 666 669 1,254 45.6
Net interest income after provision for credit losses. . . . . . 5,897 6,197 6,389 6,442 5,935 {4.8)
Noninterest Income
Creditand debitcardrevenue . .. .. ............... 949 800 713 649 561 18.6
Corporate payment products revenue . . .. ........... 631 557 488 407 361 13.3
ATM processing Semvices . ... ..o ot i 245 243 229 175 166 8
Merchant processingservices . . .. .. ... ... .. ... 1,104 963 770 875 561 143
Trust and investment managementfees .. .. .. .. ... .. 1,339 1,235 1,009 981 954 8.4
Depositservicecharges. . .. ..........ovivn o, 1,058 1,023 928 807 716 3.4
Treasury managementfees. . ... ................. 472 441 437 467 466 7.0
Commercial productsrevenue . . . ................. 433 415 400 432 401 4.3
Mortgage bankingrevenue . . ... ... ... oL, 259 192 432 397 367 349
Investment products fees and commissions. . . .. ... ... 146 150 152 156 145 (2.7)
Securities gains {losses), net . ........... ... .. ... 15 14 (106) (105) 245 7.1
Other .. ... e 524 813 593 478 370 (35.5)
Total noninterestincome . .. ... .. ... ... L, 7172 6,846 6,045 5,519 5,313 4.8
Noninterest Expense
Compensation ... ...... ... e 2,640 2,513 2,383 2,252 2177 5.1
Employeebenefits. . .. ... ... .. .. ... L. 494 481 431 389 328 27
Net occupancy and equipment . .. ... .. ... ... ... 686 €60 641 831 644 349
Professional services. . .. .. ............. ... ... 233 199 166 149 143 171
Marketing and business development. . .. ..... ... .. 242 217 235 194 180 115
Technology and communications . . . ............... 512 505 466 430 418 1.4
Postage, printing and supplies. . .- .. .............. 283 265 255 248 246 6.8
Otherintangibles. . .. ............ ... ... ... 376 355 458 550 682 5.9
Debtprepayment ... ... ... ... ... ... .. ..., - 33 54 155 - '
Other ... .. e 1,396 952 774 787 779 46.6
Total noninterestexpense . . .. .............. 6,862 6,180 5,863 5,785 5,597 11.0
Income from continuing operations before income taxes . . . . 6,207 6,863 6,571 6,176 5,651 {9.6)
Applicable incometaxes. . .. ... .. ... L 1,883 2,12 2,082 2,009 1,941 (10.8)
Income from continuing operations. . . . . ......... .., 4,324 4,751 4,489 4,167 3,710 {9.0)
Discontinued operations (aftertax). . ... ............ - - - - 23 -
Netincome ... ..., ... .ty $ 4,324 $ 4,751 $ 4,489 $4,167 $3,733 {9.0)
Net income applicable to common equity. . .. ... ...... $ 4,264 $ 4,703 $ 4,489 $4,167 $3,733 (9.3)

= Nct meaningful

U.S. BANGORP 109




U.S. Bancorp

Quarterly Consolidated Financial Data

2007 _ 2006 ‘
First  Second Thid  Fourth Fist  Second Third  Fourth

{Dollars in Millions, Except Per Share Data) Quarter Quarter Quarter Quartar Quarter Quarter Quarter Quarter
Interest Income
LOBRS & ottt ittt e e $2,578 %2616 $2,703 32,730 $2,307 $2425 $2,545 52,596
Loansheldforsale. . .. ............. .. ........ 59 70 76 72 51 57 64 64
Investmentsecurities .. ......... ... ... ... .. ... 516 516 522 541_ 490 500 500 ' 511
Other interestincome . . . .. ... ... ... .. ... .. ... 34 34 33 36 43 36 40 34

Total interestincome . . . .. ... .. .. ... ... .. 3,187 3,236 3,334 3,379 2,891 3,018 3,149 3,205
Interest Expense
Deposits. . .. ... . e s 875 663 694 722 503 578 640 668
Shortterm borrowings . . ... ... ... L L L L. 328 379 374 352 270 270 321 342
Longtermdebt . .. ... . ... .. L 535 562 599 564 403 434 528 515

Totalinterestexpenss . . ... .. ... oo 1,538 1,604 1,667 1,638 1,176 1,332 1,489 1,525
Netinterestincome . . ........ ... ... . ... ... 1,649 1,632 1,667 1,741 1,715 1,686 1,660 1,680
Provision for creditlosses . ... .................. 177 191 199 225 115 125 135 169
Net interest income after provision for credit losses . . . . . 1,472 1,441 1,468 1,51é 1,600 1,561 1,525 1,511
Noninterest Income '
Creditand debitcardrevenue . . ... ... ... .. ..... 205 228 235 281 182 202 206 210
Corporate payment products revenue . .. .. ......... 145 157 164 165 127 139 150 141
ATM processing Services. . . ... vvevevrennona.. 59 62 62 62; 59 61 63 60
Merchant processing services . . .. ............... 250 285 287 279 213 253 253 244
Trust and investment managementfees. . . . ... ... .. 322 342 331 344 297 314 305 319
Deposit servicecharges . ... ................... 243 272 271 272 232 264 268 259
Treasury managementfees . .. .................. 111 126 118 117 107 116 i 107
Commercial products revenue . . .. ............... 100 105 107 121 104 107 100 104
Mortgage banking revenue . ... ................. 67 68 76 48 24 75 68 25
Investment products fees and commissions . .. .. ... .. 34 38 36 38 38 42 34 36
Securities gains {fosses), net. . . .. .. ... ... ... 1 3 7 4 - 3 - 11
Ofher. . .. 159 169 150 48 23 179 190 213

Total noninterestincome . . ................ 1,696 1,855 1,844 1,777 1,614 1,755 1,748 1,729
Noninterest Expense ' '
Compensation. . . . ... ... ...ty 635 659 656 690 633 627 632 621
Employeebenefits . . . . ... ... ... ... i 133 123 119 119 133 123 123 102
Net occupancy and equipment. . . ... ... ... ...... 165 171 175 175 165 161 168 166
Professional services . .. ....... ... ... ... ... .... 47 59 &6 71 35 41 54 69
Marketing and business development . .. ........... 48 64 66 64 40 58 58 61
Technology and communications .. ............... 125 126 127 134 117 127 128 133
Postage, printing and supplies . . . ................ 69 71 70 73 €6 66 €6 67
Otherintangibles . . . .. ......... ... ... .. ... 94 95 94 93 85 89 89 92
Debtprepayment. . .. ... ... ... ... ... ..., - - - = - 1 - 22
ther. .. e s 229 272 380 515 226 227 220 279

Total noninterest expense. . . . . .. e 1,545 1,640 1,743 1,934 1,500 1,530 1,638 1,612
Income before incometaxes . .............. ..., 1,623 1,656 1,569 1,359 1,714 1,786 1,735 1,628
Applicable incometaxes . .. .. ... ... .. ... ... 433 500 473 417 561 585 532 434
Netincome., . ... ..t $1,130  $1,156 $1,096 § 942 $1,153 $1,20t  $1,203 §1,194
Net income applicable to common equity . . ... ....... $1,115  $1,141  $1,081 § 927 $1,153  $1,184 $1,187 $1,179
Earnings percommon share . ................... $ 64 § 66 $ 63 § .54 $ 64 $ 66 $§ 67 § 67
Diluted earnings per common share . . ... .......... $ 63 $ 65 $ 62 § .53 $ 63 $ 66 $ 66 $ .66
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U.S. Bancorp
Supplemental Financial Data

Earnings Per Common Share Summary 2007 2006 2005 2004 2003
Earnings per common share from continuing operations . . . .. .. $ 246 $ 264 $ 245 $ 221 $ 193
Disconfinued operations . ... .. ......... ... ... ... - - - - .01
Earnings percommonshare. . ... ............. . ... .... 2.46 2.64 2.45 $ 22 1.94
Diluted earnings per common share from ¢ontinuing operations . . 2.43 2.61 2.42 § 218 1.92
Discontinued operations . ... ....... .. i - - - - .01
Diluted earnings percommonshare .................... $ 243 2.61 $ 242 $ 218 $ 193
Dividends declared percommonshare. . . ... ............. $ 1.625 $ 1,390 $ 1.230 $ 1.020 $ .85
Ratios
Returmmonaverageassets .. ........ ... .. i, 1.93% 2.23% 221% 217% 1.99%
Return on average commonequity ..................... 21.3 2386 22.5 21.4 19.2
Average total equity to average assets. . . .. .. ... .. ... ... 24 97 9.8 10.2 103
Dividends per common share to net income per common share . . €6.1 52.7 50.2 46.2 441
Other Statistics (Dollars and Shares in Millions)
Commoen shares outstanding{a) . . . .................... 1,728 1,765 1,815 1,858 1,923
Average common shares outstanding and common stock
equivalents
Eamings percommonshare . .......... ... .c...... 1,735 1,778 1,831 1,887 1,924
Diluted earnings per commonshare ... ............... 1,758 1,804 1,857 1,913 1,936
Numberof shareholders (b) . .. ....... ... ... ... .. ... ... 63,837 66,313 69,217 71,492 74,341
Commoendividendsdeclared .. ....................... $ 2,813 $ 2,466 $ 2,246 $ 1,917 $ 1,645
{a) Defined as total commen shares less common stock heid in treasury at Decemnber 31,
{n) Eased orr number of common stock shareholders of record at Decemnber 31,
STOCK PRICE RANGE AND DIVIDENDS
2007 2006
Sales Pnice Sales Price
Closing Dividends Closing Dividends
High Low Price Declared High Low Price Declared
Firstquarter . .................... $36.84 $34.40 $34.97 $.400 $31.31 $28.99 $30.50 $.330
Secondquarter .. ................. 35.18 32.74 32.85 $.400 31.89 30.17 30.88 $.330
Thirdquarter. . . . ................. 3417 29.09 32,53 $.400 3342 30.54 33.22 $.330
Fourthquarter.................... 34.21 30.21 31.74 $.425 36.85 32.96 36.19 $.400

The common stock of U.5. Bancorp is traded on the New York Stock Exchange, under the ticker symbol “USB.” At January 31,

2008, there were 63,721 holders of record of the Company’s common stock.

STOCK PERFORMANCE CHART

The following chart compares the cumulative total
shareholder return on the Company’s common stock during
the five years ended December 31, 2007, with the
curnulative total return on the Standard & Poor’s 500
Commercial Bank Index and the Standard & Poor's 500
Index. The comparison assumes $100 was invested on
December 31, 2002, in the Company’s common stock and in
each of the foregoing indices and assumes the reinvestment
of all dividends.
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U.S. Bancorp

Consolidated Daily Average Balance Sheet and

Year Ended December 31 2007 2006
Average Yields Average Yields
{Dollars in Mitlions}) Balances Intarest and Rates Balances Interest and Rates
Asseots
Investment securities . . . .. ... ... .. . . e 41,313 § 2,239 5.42% $ 39961 § 2,063 5.16%
Loansheldforsale .. ............... i ivern.n. 4,298 277 6.44' 3,663 236 6.45
Loans (b) :
Commercial . . . ... ... ... ... . e 47,812 3,143 6.57 45,440 2,969 6.53
Commercialrealestate . . . .................. ... 28,592 2,079 727 28,760 2,104 7.32
Residentialmortgages . . . .. .. .. ... ... ... ... 22,085 1,354 6.13 21,053 1,224 5.81
Retail .. ... ... e 48,859 4,080 8.35 45,348 3,602 794
Totalloans .. .......... ... ... ian. 147,348 10,656 7.23 140,601 9,899 7.04
Otherearningassets . . ... ... .. . i rronnn. 1,724 137 7.95 2,006 153 7.64
Totalearningassets. . . ................ ... 194,683 13,309 6.84 186,231 12,351 6.é3
Allowance forloan 1osses . . . . . ....... ... it (2,042} ' (2,052) '
Unrealized gain (loss) on available-for-sale securities . . .. .. (874) {1,007)
Otherassets (C) ... ........ ... . i, 31,854 30,340
Totalassets . ................ ..., $223.621 $213,512
Liablilities and Shareholders' Equity
Noninterest-bearingdeposits . . . . ... ........... . ..., $ 27.364 $ 28,755
Interest-bearing deposits
Interestchecking . . .......... ... .. .. L ... 26,117 351 1.34 23,552 233 .89
Money marketsavings. . .. ........... ... ... ..., 25,332 651 257 26,667 568 213
Savings accounts . . . ..ot e 5,306 19 .35 5,589 18 .36
Time certiticates of deposit less than $100000 . ... .. .. 14,654 644 4.40 13,761 524 3.81
Time deposits greater than $100,000. . . . ........... 22,302 1,089 4.88 22,255 1,044 4.69
Total interest-bearing deposits . . . .. ... ....... 93,711 2,754 2.94. 91,834 2,389 2.60
Short-termborrowings . . .. ... .. ... .. L 28,925 1,531 5.29 24,422 1,242 5.08
tongtermdebt........... ... ... . e 44,560 2,260 5.07 40,357 1,930 478
Total interest-bearning liabilities . . . .............. 167,196 6,545 391 156,613 5,561 3.55
Otherliabilities (d) . . . .. ... ... ... ... i, 8,064 7,434
Shareholders’ equity
Preferredequity . . ... ... .. 1,000 767
Commonequity . .......co i 19,997 19,543
Total shareholders’ equity ... ................. 20,997 f 20,710
Total liabilities and shareholders’ equity . . .. .. ... $223,621 $213,512
Nstinterestincome . . .............iuiiernnn.. $ 6,764 $6,790
Grossinterestmargin. . .. ... .. ... ... 2.93% _3.08% |
Gross interest margin without taxable-equivalent increments. . 2.89 3.d5
Percent of Earning Assets : .
Interestincome. . .. ... ... .. .. .. .. 6.84% 6.63%
INterest BXPeNSE . . . . vt v et m e e 3.37. 2.98
Netinterestmargin ... ..., ... ... ... .. .. 3.47% 3.65%
Net interest margin without taxable-equivalent increments . . . 3.62%

3.43%

(a) interest and rates are presentod on & fully taxable-equivalent basis uliizing a tax rate of 3% porcent,

(b) Interest income and ratas on foans includs foan fees. Nonaccrual foans are included in average foan balances.
(¢} includies approximataly $1,427 million of saring assets from discontinued operations in 2003.

(6) Includes approximately $1,034 milion of interest-bearing kabilities from discontinued operations in 2003.
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Related Yields and Rates (a)

2005 2004 2003 2007 v 2006
% Change
Average Yields Average Yialds Average Yields Avaragse
Batances Intergst  and Rates Balances Inarest  and Rates Balances Intarest  and Rates Balances
$42103 § 1,962 4.66% $ 43,009 $1,835 4.27% $ 37,248 $1,697 4.56% 3.4%
3,290 181 5.49 3,079 134 4.35 5,041 243 4.82 17.3
42,641 2,501 5.87 39,548 2213 5.62 41,326 2,315 5.60 5.2
27,964 1,804 6.45 27,267 1,543 5.66 27,142 1,585 5.84 {.6)
18,036 1,001 5.55 14,322 812 5,87 11,696 713 6.10 4.9
42,969 3,025 7.04 39,733 2,577 6.49 36,773 2,633 7.16 7.7
131,610 8,331 6.33 120,670 7,145 5.92 116,937 7,246 6.20 4.8
1,422 110 7.77 1,365 100 7.33 1,582 100 6.32 (14.1)
178,425 10,584 5.93 168,123 9,215 5.48 160,808 9,286 5.77 4.5
(2,008) (2,303) (2,467) 5
(368) (346) 120 13.2
27,239 26,119 29,169 5.0
$203,198 $191,593 $187,630 4.7
$29,229 $ 29,816 $ 31,715 (4.8)
22,785 135 .59 20,933 71 34 19,104 B84 44 10.9
29,314 358 1.22 32,854 235 72 32,310 318 .98 (5.0}
5,819 15 .26 5,866 15 26 5612 21 .38 (5.2)
13,199 389 2895 13,074 31 2.61 15,493 451 2.9 6.5
20,655 662 3.20 13,679 242 1.77 12,319 223 1.81 2
91,772 1,559 1.70 86,406 04 1.05 84,838 1,097 1.29 20
19,382 690 3.56 14,534 263 1.81 10,503 167 1.59 18.4
36,141 1,247 3.45 35,115 908 2.59 33,663 805 2.39 10.4
147,295 3,496 2.37 136,055 2,075 1.53 129,004 2,069 1.60 6.8
6,721 6,263 7,518 8.5
- - - 30.4
19,953 19,458 19,393 3
19,953 19,458 19,393 1.4
$203,198 $191,593 $187,630 4.7%
$ 7,088 $7.140 $7.217
3.56% 3.85% 417%
3.54 3.93 4.15
5.93% 5.48% 5.77%
1.96 1.23 1.28
3.97% 4.25% 4.49%
3.95% 4.23% 4.47%
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Company Information

General Business Description U.S. Bancorp is a multi-state
financial services holding company headquartered in
Minneapolis, Minnesota. U.S. Bancorp was incorporated in
Delaware in 1929 and operates as a financial holding
company and a bank holding company under the Bank
Holding Company Act of 1256. U.S. Bancorp provides a full
range of financial services, including lending and depository
services, cash management, foreign exchange and trust and
investment management services. It also engages in credit
card services, merchant and ATM processing, mortgage
banking, insurance, brokerage and leasing.

U.S. Bancorp’s banking subsidiaries are engaged in the
general banking business, principally in domestic markets.
The subsidiaries range in size from $39 million to
$139 billion in deposits and provide a wide range of
products and services to individuals, businesses, institutional
organizations, governmental entities and other financial
institutions. Commercial and consumer lending services are
principally offered to customers within the Company’s
domestic markets, to domestic customers with foreign
operations and within certain niche national venues. Lending
services include traditional credit products as well as credit
card services, financing and import/export trade, asset-
backed lending, agricultural finance and other products.
Leasing products are offered through bank leasing
subsidiaries. Depository services include checking accounts,
savings accounts and time certificate contracts. Ancillary
services such as foreign exchange, treasury management and
receivable lock-box collection are provided to corporate
customers. UL.S. Bancorp’s bank and trust subsidiaries
provide a full range of asset management and fiduciary
services for individuals, estates, foundations, business
corporations and charitable organizations.

U.S. Bancorp’s non-banking subsidiaries primarily offer
investment and insurance products to the Company’s
customers principally within its markets and mutual fund
processing services to a broad range of mutual funds.

Banking and investment services are provided through a
network of 2,518 banking offices principally operating in
24 states in the Midwest and West. The Company operates a
network of 4,867 branded ATMs and provides 24-hour,
seven day a week telephone customer service. Mortgage
banking services are provided through banking offices and
loan production offices throughout the Company’s markers.
Consumer lending products may be originated through
banking offices, indirect correspondents, brokers or other
lending sources, and a consumer finance division. The
Company is also one of the largest providers of Visa®
corporate and purchasing card services and corporate trust
services in the United States. A wholly-owned subsidiary,
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NOVA Information Systems, Inc. (“NOVA™), provides
merchant processing sérvices directly 1o merchants and
through a network of banking affiliations. Affiliates of
NOVA provide similar merchant services in Canada and
segments of Europe. These foreign operations are not
significant to the Company.

On a full-time equivalent basis, as of December 31,
2007 U.S. Bancorp employed 52,277 people.

Competition The commercial banking business is highly
competitive. Subsidiary banks compete with other
commercial banks and, with other financial institutions,
including savings and loan associations, mutual savings
banks, finance comparnies, mortgage banking companies,
credit unions and investment companies. In recent years,
competition has increased from institutions not subject to
the same regulatory restrictions as domestic banks and bank
holding companies.

Government Policies The operations of the Company’s
various opetating units are affected by state and federal
legislative changes and by policies of various regulatory
authorities, including those of the numerous states in which
they operate, the United States and foreign governments.
These policies include, for example, statutory maximum
legal lending rates, domestic monetary policies of the Board
of Governors of the Federal Reserve System, United States
fiscal policy, international currency regulations and
monetary policies, U.S. Patriot Act and capital adequacy and
liquidity constraints imposed by bank regulatory agencies.

Supervision and Regulation As a registered bank holding
company and financial holding company under the Bank
Holding Company Act, U.S. Bancorp is subject to the
supervision of, and regalation by, the Board of Governors of
the Federal Reserve System. '

Under the Bank Holding Company Act, a financial .
holding company may éngage in banking, managing or
controlling banks, furnishing or performing services for
banks it controls, and conducting other financial activities.
U.S. Bancorp must obtain the prior approval of the Federal
Reserve Board before acquiring more than § percent of the
outstanding shares of another bank or bank holding
company, and must provide notice to, and in some situations
obtain the prior approval of, the Federal Reserve Board in
connection with engaging in, or acquiring more than
5 percent of the outstaﬁding shares of a company engagéd
in, a new financial activiry.

Under the Bank Holding Company Act, U.S. Bancoip
may acquire banks throhghout the United States, subject
only to state or federal deposit caps and state minimum age
requirements.




National banks are subject to the supervision of, and
are examined by, the Comptroller of the Currency. All
subsidiary banks of the Company are members of the
Federal Deposit Insurance Corporation and are subject to
examination by the FDIC. In practice, the primary federal
regulator makes regular examinations of each subsidiary
bank subject to its regulatory review or participates in joint
examinations with other federal regulators. Areas subject to
regulation by federal authorities include the allowance for
credit losses, investments, loans, mergers, issuance of
securities, payment of dividends, establishment of branches
and other aspects of operations.

Properties U.S. Bancorp and its significant subsidiaries occupy
headquarter offices under a long-term lease in Minneapolis,
Minnesota. The Company also leases seven freestanding
operations centers in Cincinnati, Denver, Milwaukee,
Minneapolis, Portland and St. Paul. The Company owns ten
principal operations centers in Cincinnati, Coeur d'Alene,
Fargo, Milwaukee, Owensboro, Portland, St. Louis and St.
Paul. At December 31, 2007, the Company’s subsidiaries
owned and operated a total of 1,485 facilities and leased an
additional 1,429 facilities, all of which are well maintained.
The Company believes its current facilities are adequate to
meet its needs. Additional infermation with respect to premises
and equipment is presented in Notes 8 and 21 of the Notes to
Caonsolidated Financial Statements.

Risk Factors There are a number of factors, including those
specified below, that may adversely affect the Company’s
business, financial results or stock price. Additional risks
that the Company currently does not know about or
currently views as immaterial may also impair the
Company’s business or adversely impact its financial results
or stock price,

Industry Risk Factors

The Company’s business and financial results are
significantly affected by general business and economic
conditions The Company’s business activities and earnings
are affected by general business conditions in the United
States and abroad. These conditions include short-term and
long-term interest rates, inflation, monerary supply,
fluctuations in both debt and equity capital markets, and the
strength of the United States economy and the local
economies in which the Company operates. For example, an
economic downturn, an increase in unemployment, a decline
in real estate values or other events that affect household
and/or corporate incomes could result in a deterioration of
credit quality, a change in the allowance for credit losses, or
reduced demand for credit or fee-based products and
services. Changes in the financial performance and condition
of the Company’s borrowers could negatively affect
repayment of those borrowers’ loans. In addition, changes in

securities market conditions and monetary fluctuations could
adversely affect the availability and terms of funding

necessary to meet the Company’s liquidity needs.

Changes in the domestic interest rate environment could
reduce the Company's net interest income The operations of
financial institutions such as the Company are dependent to
a large degree on net interest income, which is the difference
between interest income from loans and investments and
interest expense on deposits and borrowings. An institution’s
net interest income is significantly affected by marker rates
of interest, which in turn are affected by prevailing economic
conditions, by the fiscal and monetary policies of the federal
government and by the policies of various regulatory
agencies. Like all financial institutions, the Company’s
balance sheet is affected by fluctuations in interest rates.
Volatility in interest rates can also result in the flow of funds
away from financial institutions into direct investments.
Direct investments, such as U.S. Government and corporate
securities and other investment vehicles {including mutual
funds) generally pay higher rates of return than financial
instirutions, because of the absence of federal insurance

premiums and reserve requirements.

Changes in the ilaws, regulations and policles governing
financial services companies could alter the Company’s
business environment and adversely affect operations The
Board of Governors of the Federal Reserve System regulates
the supply of money and credit in the United States. lts fiscal
and monetary policies determine in a large part the
Company’s cost of funds for lending and investing and the
return that can be earned on those loans and investments,
both of which affect the Company’s net interest margin.
Federal Reserve Board policies can also materially affect the
value of financial instruments that the Company holds, such
as debt securities and mortgage servicing rights.

The Company and its bank subsidiaries are heavily
regulated at the federal and state levels. This regulation is to
protect depositors, federal deposit insurance funds and the
banking system as a whole. Congress and state legislatures
and federal and state agencies continually review banking
laws, regulations and policies for possible changes. Changes
in statutes, regulations or policies could affect the Company
in substantial and unpredictable ways, including limiting the
types of financial services and products that the Company
offers and/or increasing the ability of non-banks to offer
competing financial services and products. The Company
cannot predict whether any of this potential legislation will
be enacted, and if enacted, the effect that it or any
regulations would have on the Company’s financial

condition or results of operations.
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The financial services Industry is highly competitive, and
competitive pressures could intensify and adversely affect
the Company’s financial resuits The Company operates in a
highly competitive industry that could become even more
competitive as a result of legislative, regulatory and
technological changes and continued consolidation. The
Company competes with other commereial banks, savings
and loan associations, mutual savings banks, finance
companies, mortgage banking companies, credit unions and
investment companies. In addition, technology has lowered
barriers to entry and made it possible for non-banks to offer
products and services traditionally provided by banks. Many
of the Company’s competitors have fewer regulatory
constraints and some have lower cost structures. Also, the
potential need to adapt to industry changes in information
technology systerns, on which the Company and financial
services industry are highly dependent, could present
operational issues and require capital spending.

Changes in consumer use of banks and changes in
consumer spending and saving habits could adversely
affect the Company's financial results Technology and other
changes now allow many consumers to complete financial
transactions without using banks. For example, consumers
can pay bills and transfer funds directly withour going
through a bank. This “disintermediation” could result in the
loss of fee income, as well as the loss of customer deposits
and income generated from those deposits. In addition,
changes in consumer spending and saving habits could
adversely affect the Company’s operations, and the
Company may be unable to timely develop competitive new
products and services in response to these changes thar are
accepted by new and existing customers.

Acts or threats of terrorism and political or military actions
taken by the United States or other governments could
adversely affect general economic or industry conditions
Geopolitical conditions may also affect the Company’s
earnings. Acts or threats of terrorism and political or
military actions taken by the United States or other
governments in response 1o rerrorism, or similar activity,
could adversely affect general economic or industry
conditions.

Company Risk Factors

The Company's allowance for loan losses may not be
adequate to cover actual losses Like all financial
institutions, the Company maintains an allowance for loan
losses to provide for loan defaults and non-performance.
The Company’s aliowance for loan losses is based on its
historical loss experience as well as an evaluation of the
risks associated with its loan portfolio, including the size
and composition of the loan portfolio, current economic
conditions and geographic concentrations within the
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portfolio. The strength of the United States economy and the
local economies which the Company does business may be
different than expected, resulting in, among other things, an
increased deterioration in credit quality of our loan
portfolio, or in the value of collateral securing those loans.
The Company’s allowance for loan losses may not be
adequate to cover actual loan losses, and future provisions
for loan losses could materially and adversely affect its:
financial results.

The Company may suffer losses in its loan portfolio despite
its underwriting practr‘fces The Company seeks to mitigate
the risks inherent in it§ loan portfolio by adhering to specific
underwriting practices. These practices often include:
analysis of a borrower’s credit history, financial statements,
tax returns and cash flow prejections; valuation of collateral
based on reports of independent appraisers; and verification
of liquid assets. Although the Company believes that its
underwriting criteria are appropriate for the various kinds of
loans it makes, the Company may incur losses on loans that
meet these criteria,

The Company’s investment portfolio values may be
adversely impacted by changing interest rates and
deterioration in the crédit quality of underlying collateral
within a structured investment The Company generally
invests in government securities, securities issued by
government-backed agéncies or privately issued securities
highly rated by credit rating agencies that may have limited
credit risk, but, are subject to changes in market value due
to changing interest rates and implied credir spreads.
However, certain securities represent beneficial interests in
structured investments which are collateralized by residential
mortgages, collateralized debt obligations and other simjlar
asset-backed assets. While these structured investments are
highly rated by credit rating agencies ar the time of initial
investment, these credit ratings are subject to change due to
deterioration in the credit quality of the underlying
collateral. During recent months, these structured securities
have been subject to significant market volatility due to the
uncertainty of the credit ratings, deterioration in credit losses
occurring within certain types of residential mortgages,
changes in prepayments and the lack of transparency refated
to the structures and the collateral underlying the structured
investment vehicles. Given recent market conditions and
changing economic facfors, the Company may have
valuation losses or recognize impairment related 10
structured investments.

Maintaining or increasipg the Company’s market share may
depend on lowering prices and market acceptance of new
products and services The Company’s success depends, in
part, on its ability to adapt its products and services to
evolving industry standards. There is increasing pressure to
provide products and sérvices at lower prices. Lower prices




can reduce the Company’s net interest margin and revenues
from irs fee-based products and services. In addition, the
widespread adoption of new technologies, including internet
services, could require the Company to make substantial
expenditures to modify or adapt the Company’s existing
products and services. Also, these and other capital
investments in the Company’s businesses may not produce
expected growth in earnings anticipated at the time of the
expenditure. The Company might not be successful in
introducing new products and services, achieving market
acceptance of its products and services, or developing and
maintaining loyal customers.

Because the nature of the financial services business
involves a high volume of transactions, the Company faces
significant operational risks The Company operates in many
different businesses in diverse markers and relies on the
ability of its employees and systems to process a high
number of transactions. QOperational risk is the risk of loss
resulting from the Company’s operations, including, but not
limited to, the risk of fraud by employees or persons outside
of the Company, the execution of unauthorized transactions
by employees, errors relating to transaction processing and
technology, breaches of the internal control system and
compliance requirements and business continuation and
disaster recovery. This risk of loss also includes the potential
legal actions that could arise as a result of an operational
deficiency or as a result of noncompliance with applicable
regulatory standards, adverse business decisions or their
implementation, and customer attrition due to potential
negative publicity. In the event of a breakdown in the
internal control system, improper operation of systems or
improper employee actions, the Company could suffer
financial loss, face regulatory action and suffer damage to its
reputation.

The change in residual value of leased assets may have an
adverse impact on the Company’s financlal resuits The
Company engages in leasing activities and is subject to the
risk that the residual value of the property under lease will
be less than the Company’s recorded asset value. Adverse
changes in the residual value of leased assets can have a
negative impact on the Company’s financial results. The risk
of changes in the realized value of the leased assets
compared to recorded residual values depends on many
factors ourside of the Company’s control, including supply
and demand for the assets, collecting insurance claims,
condition of the assets at the end of the lease term, and
other economic factors.

Negative publicity could damage the Company’s reputation
and adversely impact its business and financial results
Reputation risk, or the risk to the Company’s earnings and
capital from negative publicity, is inherent in the Company's
business. Negative publicity can result from the Company’s

actual or alleged conduct in any number of activities,
including lending practices, corporate governance and
acquisitions, and actions taken by government regulators
and community organizations in response to those activities.
Negative publicity can adversely affect the Company’s ability
to keep and attract customers and can expose the Company
to litigation and regulatory action. Because most of the
Company’s businesses operare under the “U.S. Bank” brand,
actual or alleged conduct by one business can result in
negative publicity about other businesses the Company
operates. Although the Company takes steps to minimize
reputation risk in dealing with customers and other
constituencies, the Company, as a large diversified financial
services company with a high industry profile, is inherently
exposed to this risk.

The Company’s reported financial results depend on
management's selection of accounting methods and certain
assumptions and estimates The Company’s accounting
policies and methods are fundamental to how the Company
records and reports its financial condition and results of
operations. The Company’s management must exercise
judgment in selecting and applying many of these accounting
policies and methods so they comply with generally accepred
accounting principles and reflect management’s judgment of
the most appropriate manner to report the Company’s
financial condition and results. In some cases, management
must select the accounting policy or method to apply from
two or more alternatives, any of which might be reasonable
under the circumstances, yet might result in the Company's
reporting materially different results than would have been
reported under a different alternative.

Certain accounting policies are critical to presenting the
Company’s financial condition and results. They require
management to make difficult, subjective or complex
judgments abour matters that are uncertain. Materially
different amounts could be reported under different
conditions or using different assumptions or estimates. These
critical accounting policies include: the allowance for credit
losses; estimations of fair value; the valuation of mortgage
servicing rights; the valuation of goodwill and other
intangible assets; and income taxes. Because of the
uncertainty of estimates involved in these martters, the |
Company may be required to do one or more of the
following: significantly increase the allowance for credit
losses and/or sustain credit losses that are significantly
higher than the reserve provided; recognize significant
impairment on its goodwill and other intangible asser

balances; or significantly increase its accrued taxes liability.
For more information, refer to “Critical Accounting
Policies™ in this Annual Report.

Changes in accounting standards could materfally impact
the Company’s financial statements From time to time, the
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Financial Accounting Standards Board changes the financial
accounting and reporting standards that govern the
preparation of the Company’s financial statements. These
changes can be hard to predict and can materially impace
how the Company records and reports its financial condition
and results of operations. In some cases, the Company could
be required to apply a new or revised standard retroactively,
resulting in the Company’s restating prior period financial
statements.

Acquisitions may not produce revenue enhancements or
cost savings at levels or within timeframes originally
anticipated and may result in unforeseen integration
difficuities The Company regularly explores opportunities to
acquire financial services businesses or assets and may also
consider opportunities to acquire other banks or financial
institutions. The Company cannot predict the number, size
ot timing of acquisitions.

Difficulty in integrating an acquired business or
company may cause the Company not to realize expected
revenue increases, cost savings, increases in geographic or
product presence, and/or other projected benefits from the
acquisition. The integration could result in higher than
expected deposit attrition {run-off), loss of key employees,
disruption of the Company’s business or the business of the
acquired company, or otherwise adversely affect the
Company’s ability to maintain relationships with customers
and employees or achieve the anticipated benefits of the
acquisition, Also, the negative effect of any divestitures
required by regulatory authorities in acquisitions or business
combinations may be greater than expected.

The Company must generally receive federal regulatory
approval before it can acquire a bank or bank holding
company. In determining whether to approve a proposed
bank acquisition, federal bank regulators will consider,
among other factors, the effect of the acquisition on the
competition, financial condition, and future prospects. The
regulators also review current and projected capital ratios
and levels, the competence, experience, and integrity of
management and its record of compliance with laws and
regulations, the convenience and needs of the communities
to be served (including the acquiring institution’s record of
compliance under the Community Reinvestment Act) and
the effectiveness of the acquiring institution in combating
money laundering activities. In addition, the Company
cannot be certain when or if, or on what terms and
conditions, any required regulatory approvals will be
granted. The Company may be required to sell banks or
branches as a condition to receiving regulatory approval.

If new laws were enacted that restrict the abllity of the
Company and its subsidiaries to share information about
customers, the Company’s financial resuits could be
negatively affected The Company’s business model depends
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on sharing informarion among the family of companies
owned by U.S. Bancorp to better satisfy the Company’s
customer needs. Laws?that restrict the ability of the
companies owned by U.S. Bancorp to share information
about customers could negatively affect the Company’s
revenue and profit.

The Company's businéess could suffer if the Company fails
to attract and retain skilled people The Company’s success
depends, in large part, on its ability to attract and retain key
people. Competition for the best people in most activities the
Company engages in can be intense. The Company may not

1

be abie to hire the best people or to keep them.

The Company relies on other companies to provide key
components of the Company’s business infrastructure
Third party vendors provide key components of the
Company’s business infrastructure such as internet
connections, nerwork access and mutual fund distribution.
While the Company has selected these third party vendors
carefully, it does not control their actions. Any problems
caused by these third parties, including as a result of their
not providing the Corﬁpany their services for any reason or
their performing their :services poorly, could adversely affect
the Company’s ability to deliver products and services to the
Company’s customers and otherwise to conduct its business.
Replacing these third party vendors could also entail

¢

significant delay and expense.

Significant ltegal actioiws could subject the Company to
substantial uninsured liabilities The Company is from time
to time subject 1o claims related to its operations. These
claims and legal actions, including supervisory actions by the
Company’s regulators, could involve large monetary claims
and significant defense costs. To protect itself from the cost
of these claims, the Cdmpany maintains insurance coverage
in amounts and with deductibles that it believes are
appropriate for its operations. However, the Company’s
insurance coverage maly not cover all claims agamnst the
Company or continue to be available to the Company at a
reasonable cost. As a result, the Company may be exposed
to substantial uninsured liabilities, which could adversely
affect the Company’s results of operations and financial
condition.

The Company is expos!ed to risk of environmental liability
when it takes title to properties In the course of the
Company’s business, the Company may foreclose on and
take title to real estate. As a result, the Company could be
subject to environmental liabilities with respect to these
properties. The Company may be held liable 1o a
governmental entity or to third parties for property damage,
personal injury, investilgation and clean-up costs incurred by
these parties in conneciion with environmental
contamination or may be required to investigate or clean up




hazardous or toxic substances or chemical releases at a
property. The costs associated with investigation or
remediation activities could be substantial. In addition, if the
Company is the owner or former owner of a contaminated
site, it may be subject to common law claims by third
parties based on damages and costs resulting from
environmental contamination emanating from the property.
If the Company becomes subject to significant
environmental liabilities, its financial conditien and results
of uperations could be adversely affected.

A natural disaster could harm the Company's business
Natural disasters could harm the Company’s operations
through interference with communications, including the
interruption or loss of the Company’s websites, which would
prevent the Company from gathering deposits, originating
loans and processing and controlling its flow of business, as
well as through the destruction of facilities and the
Company’s operational, financial and management
information systems.

The Company faces systems failure risks as well as
security risks, including “hacking” and “identity theft” The
computer systems and network infrastructure the Company
and others use could be vulnerable to unforeseen problems.
These problems may arise in both our internally developed
systems and the systems of our third-party service providers.
Our operations are dependent upon our ability to protect
computer equipment against damage from fire, power loss
or telecommunication failure. Any damage or failure that
causes an interruption in our operations ¢ould adversely
affect our business and financial results. In addition, our
computer systems and network infrastructure present
security risks, and could be susceptible to hacking or identity

theft.

The Company relies on dividends from its subsidiaries for
its liquidity needs The Company is a separate and distinct
legal entity from its bank subsidiaries and non-bank
subsidiaries. The Company receives substantially all of its
cash from dividends paid by its subsidiaries. These dividends
are the principal source of funds to pay dividends on the
Company’s stock and interest and principal on its debt.
Various federal and state laws and regulations limit the
amount of dividends that our bank subsidiaries and certain
of our non-bank subsidiaries may pay to the Company. Also,
the Company’s right to participate in a distribution of assets
upon a subsidiary’s liquidation or reorganization is subject
to prior claims of the subsidiary’s creditors.

The Company has non-banking businesses that are subject
to various risks and uncertainties The Company is a
diversified financial services company, and the Company’s
business model is based on a mix of businesses that provide
a broad range of products and services delivered through

multiple distribution channels. In addition to banking, the
Company provides payment services, investments, mortgages
and corporate and personal trust services. Although the
Company believes its diversity helps lessen the effect of
downturns in any one segment of its industry, it also means
the Company’s earnings could be subject to various specific
risks and uncertainties related to these non-banking
businesses.

The Company's stock price can be volatile The Company’s
stock price can fluctuate widely in response to a variety of
factors, including: actual or anticipated variations in the
Company’s quarterly operating results; recommendations by
securities analysts; significant acquisitions or business
combinations; strategic partnerships, joint ventures or
capital commitments by or involving the Company or the
Company’s competitors; operating and stock price
performance of other companies that investors deem
comparable to the Company; new technology used or
services offered by the Company’s competitors; news reports
relating to trends, concerns and other issues in the financial
services industry; and changes in government regulations.

General market fluctuations, industry factors and general
economic and political conditions and events, including
terrorist attacks, economic slowdowns or recessions, interest
rate changes, credit loss trends or currency fluctuations, could
also cause the Company’s stock price to decrease regardless of
the Company’s operating results,

Website Access to SEC Reports U.5. Bancorp’s internet
website can be found at usbank.com. U.S. Bancorp makes
available free of charge on its website its annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports
on Form 8-K, and amendments to those reports filed or
furnished pursuant to Section 13 or 15(d) of the Exchange
Act, as well as all other reports filed by U.S. Bancorp with
the SEC, as soon as reasonably practicable after
electronically filed with, or furnished to, the SEC.

Certifications U.S. Bancorp has filed as exhibits to its annual
report on Form 10-K the Chief Executive Officer and Chief
Financial Officer certifications required by Section 302 of
the Sarbanes-Oxley Act. U.S. Bancorp has also submitted the
required annual Chief Executive Officer certification to the
New York Stock Exchange.

Governance Documents The Company’s Corporate
Governance Guidelines, Code of Ethics and Business
Conduct and Board of Directors committee charters are
available free of charge on the Company’s web site at
usbank.com, by clicking on “About U.S. Bancorp,” then
“Corporate Governance.” Shareholders may request a free
printed copy of any of these documents from the Company’s
investor relations department by contacting them at
investorrelations@usbank.com or calling (866) 775-9668.
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Executive Officers

Richard K. Davis

Mr. Davis is Chairman, President and Chief Executive Officer of
U.S. Bancorp. Mr. Davis, 50, has served as Chairman of UL.S. Bancorp
since December 2007, Chief Executive Officer since December 2006
and President since October 2004. He also served as Chief Operating
Officer from October 2004 until December 2006. From the time of the
merger of Firstar Corporation and U.5. Bancorp in February 2001 until
October 2004, Mr. Davis served as Vice Chairman of U.S. Bancorp.
From the time of the merger, Mr. Davis was responsible for Consumer
Banking, including Retail Payment Solutions (card services}, and he
assumed additional responsibility for Commercial Banking in 2003.
Mr. Davis has held management positions with our Company since
joining Star Banc Corperation, one of our predecessors, in 1993 as
Executive Vice President.

Jennje P. Carlson

Ms. Carlson is Executive Vice President of U.S. Bancorp. Ms. Carlson,
47, has served as Executive Vice President, Human Resources since
January 2002. Until thar time, she served as Executive Vice President,
Deputy General Counsel and Corporate Secretary of U.S. Bancorp
since the merger of Firstar Corporation and U.S. Bancorp in February
2001. From 1995 until the merger, she was General Counsel and
Secretary of Firstar Corporation and Star Banc Corporation.

Andrew Cecere

Mr. Cecere is Vice Chairman and Chief Financial Officer of

U.S. Bancorp. Mr. Cecere, 47, has served as Chief Financial Qfficer of
U.S. Bancorp since February 2007, and Vice Chairman since the merger
of Firstar Corporation and U.S. Bancorp in February 2001. From
February 2001 until February 2007 he was responsible for Wealth
Management 8¢ Securities Services. Previously, he had served as an
executive officer of the former U.S. Bancorp, including as Chief
Financial Officer from May 2000 through February 2001.

William L. Chenevich

Mr. Chenevich is Vice Chairman of U.S. Bancorp. Mr. Chenevich, 64,
has served as Vice Chairman of U.S. Bancorp since the merger of Firstar
Corporation and U.S. Bancorp in February 2001, when he assumed
responsibility for Technology and Operations Services. Previously, he
served as Vice Chairman of Technology and Operations Services of
Firstar Corporation from 1999 to 2001.

Richard C. Hartnack

Mr. Hartnack is Vice Chairman of U.S. Bancorp. Mr. Hartnack, 62, has
served in this position since April 2005, when he joined U.S, Bancorp to
assume responsibility for Consumer Banking. Prior to joining U.S. Bancorp,
he served as Vice Chairman of Union Bank of California from 1991 to
2005 with responsibility for Community Banking and Investment Services.

Richard J. Hidy

Mr. Hidy is Executive Vice President and Chief Risk Officer of

U.S. Bancerp. Mr. Hidy, 45, has served in these positions since 2003.
From 2003 until 2005, he served as Senior Vice President and Deputy
General Counsel of U.S. Bancorp, having served as Senior Vice
President and Associate General Counsel of U.S. Bancorp and Firstar
Corporation since 1999,

120 U.5. BANCORP

Joseph C, Heesley *

Mr. Hoesley is Vice Chairman of U.S. Bancorp. Mr. Hoesley, 53, has served
as Vice Chairman of U.S. l?ancorp since June 2006, From June 2002 until
June 2006, he served as Executive Vice President and National Group
Head of Commercial Real Estate at U.S. Bancorp, having previously served
as Senior Vice President m?d Group Head of Commercial Real Estate at
U.S. Bancorp since joining U.S. Bancorp in 1992,

Pamela A. Joseph

Ms. Joseph is Vice Chairman of U.S. Bancarp. Ms. Joseph, 48, has served
as Vice Chairman of U.S. Bancorp since December 2004, Since November
2004, she has been Chairri‘lan and Chief Executive Officer of NOVA
Information Systems, Inc.,;a wholly owned subsidiary of U.S. Barncorp.
Prior to that time, she had been President and Chief Operating Officer of
NOVA Information Systerns, Inc, since February 2000.

Lee R. Mitau

Mr. Mitau is Executive Vice President and General Counsel of

U.S. Bancorp. Mc. Mimu,-‘59, has served in these positions sincé 1995.
Mzt Mitau also serves as Corporate Secretary. Prior to 1995 he was a
partner at the law firm of Dorsey & Whitney LLP.

Joseph M. Otting

Mr. Orting is Vice Chairman of U.S. Bancorp. Mr. Otting, 50, has
served in this position since April 2005, when he assumed responsibility
for Commercial Banking. Previously, he served as Executive Vice
President, East Commerctal Banking Group of U.S. Bancorp from June
2003 to April 2003, He served as Marker President of U.S. Bank in
Oregon from December 2001 until June 2003.

P.W. Parker '

Mr. Parker is Executive Vice President and Chief Credit Officer of
U.S. Bancorp. Mr. Parker, 51, has served in this position since October
2007. From March 2005 until October 2007, he served as Executive
Vice President of Credit Portfolio Management of U.S. Bancorp, having
served as Sentor Vice President of Credir Portfolio Management of
U.S, Bancorp since January 2002.

Richard B. Payne, Jr.

M. Payne is Vice Chairman of U.S. Bancorp. Mr. Payne, 60, has served
in this position since July 2006, when he joined U.S. Bancorp to assume
responsibility for Corporate Banking,. Prior to joining U.S. Bancorp, he
served as Executive Vice President for National City Corporation in
Cleveland, with responsibility for Capital Markets, since 2001.

Diane L. Thormodsg‘grd

Ms. Thormodsgard is Vice Chairman of U.S. Bancorp. Ms, Thormodsgard,
57, has served as Vice Chairman of U.S. Bancorp since April 2007, when
she assumed responsibility for Wealth Management & Securities Services.
From 1999 until April 2007, she served as President of Corporate Trust and
Institutional Trust & Custody services of U.S. Bancorp, having previously
served as Chief Administrative Officer of Corporate Trust at U.S. Bancorp
from 1995 1o 1999,




Directors

Richard K. Davis"®

Chairman, President and Chief Executive Officer

U.S. Bancorp
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NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
Tuesday, April 15, 2008, at 11:00 a.m. Pacific time

The Benson Hotel
Mayfair Ballroom

309 Southwest Broadway
Portland, Oregon 97205

Date and Time:

Place:

Items of Business:

Record Date:

Voting by Proxy:

March 7, 2008

1.
2.

The election of five directors, each for a one-year term.

The ratification of the selection of Ernst & Young LLP as our
independent auditor for the fiscal year ending December 31,
2008.

A shareholder proposal urging our Board of Directors to
establish a policy that our sharcholders be given an opportunity

-to annually ratify the compensation paid to the executive

officers named in our proxy statement.

A shareholder proposal urging our Board of Directors to
establish a policy separating the roles of the Chairman of the
Board and the Chief Executive Officer.

Any other business that may properly be considered at the
meeting or any adjournment of the meeting,

You may vote at the meeting if you were a shareholder of record at
the close of business on February 25, 2008.

If you cannot attend the annual meeting in person, you may vote
your shares by telephone or internet by no later than 11:59 p.m.
Eastern time on April 14, 2008 (as directed on the enclosed proxy
card), or by completing, signing and promptly returning the enclosed
proxy card by mail. We encourage you to vote by telephone or
internet in order to reduce our mailing and handling expenses. If
you choose to submit your proxy by mail, we have enclosed an
envelope for your use, which is prepaid if mailed in the United
States,

By Order of the Board of Directors

Lee R. Mitau
Secretary
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: PROXY STATEMENT
2008 ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON APRIL 15, 2008

The Board of Directors of U.S. Bancorp is soliciting proxies for use at the annual meeting of
shareholders to be held on April 15, 2008, and at any adjournment of the meeting. This proxy
statement and the enclosed proxy card are first being mailed or given to shareholders on or about
March 7, 2008. ‘

QUESTIONS AND ANSWERS ABOUT THE ANNUAL MEETING AND VOTING

What is the purpose of the meeting?

At our annual meeting, sharcholders will act upon the matters outlined in the Notice of Annual
Meeting of Sharcholders, These matters include the election of directors, ratification of the selection of
our independent auditor, and consideration of two shareholder proposals. Also, management will report
on our performance during the last fiscal year and, once the business of the annual meeting is
concluded, respond to questions from shareholders.

Who is entitled to vote at the meeting?

The Board has set February 25, 2008, as the record date for the annual meeting. If you were a
shareholder of record at the close of business on February 25, 2008, you are entitled to vote at the
meeting.

As of the record date, 1,732,211,652 shares of our common stock were issued and outstanding and,
therefore, eligible to vote at the meeting.

What are my voting rights?

Holders of our common stock are entitled to one vote per share, Therefore, a total of 1,732,211,652
votes are entitled to be cast at the meeting. There is no cumulative voting.

How many shares must be present to hold the meeting?

In accordance with our bylaws, shares equal to at least one-third of the voting power of our
outstanding shares of common stock as of the record date must be present at the meeting in order to
hold the meeting and conduct business. This is called a quorum. Your shares are counted as present at
the meeting if;

* you are present and vote in person at the meeting; or

* you have properly submitted a proxy by mail, telephone or internet.

How do I vote my shares?

If you are a shareholder of record as of the record date, you can give a proxy to be voted at the
meeting in any of the following ways:

s over the telephon:e by calling a toll-free number;
+ electronically, using the internet; or
* by completing, signing and mailing the enclosed proxy card.

The telephone and internet voting procedures have been set up for your convenience. We encourage
you to save corporate expense by submitting your vote by telephone or internet. The procedures have
been designed to authenticate your identity, to allow you to give voting instructions, and to confirm
that those instructions have been recorded properly. If you are a shareholder of record and you would
like to submit your proxy by telephone or internet, please refer to the specific instructions provided on




the enclosed proxy card. If you wish to submit your proxy by mail, please return your signed proxy card
to us before the annual meeting,

If you hold your shares in “street name,” you must vote your shares in the manner prescribed by your
broker or other nominee. Your broker or other nominee has enclosed or otherwise provided a voting
instruction card for you to use in directing the broker or nominee how to vote your shares, and
telephone and internet voting is also encouraged for shareholders who hold their shares in street nanie.

What is a proxy?

It is your designation of another person to vote stock you own. That other person is called a proxy. If
you designate someone as your proxy in a writien document, that document also is called a proxy or a
proxy card. When you designate a proxy, you also may direct the proxy how to vote your shares. We
refer to this as your “proxy vote.” Two executive officers, Richard K. Davis and Lee R. Mitau, have
been designated as the proxies for our 2008 annual meeting of shareholders.

What is a proxy statement?

It is a document that we are required to give you, in accordance with regulations of the Securities and
Exchange Commission, when we ask you to designate proxies to vote your shares of our common stock
at a meeting of our shareholders. The proxy statement includes information regarding the matters to be
acted upon at the meeting and certain other information required by regulations of the Securities and
Exchange Commission and rules of the New York Stock Exchange,

What is the difference between a shareholder of record and a “street name” holder?

If your shares are registered directly in your name, you are considered the shareholder of record with
respect to those shares.

If your shares are held in a stock brokerage account or by a bank, trust or other nominee, then the
broker, bank, trust or other nominee is considered to be the shareholder of record with respect to
those shares. However, you still are considered the beneficial owner of those shares, and your shares
are said to be held in “street name.” Street name holders generally cannot vote their shares directly
and must instead instruct the broker, bank, trust or other nominee how to vote their shares using the
voting instruction card provided by it.

How do I vote if my shares are held in the U.S. Bancorp 401 (k) Savings Plan?

If you hold any shares in the U.S. Bancorp 401(k) Savings Plan, your completed proxy card or
telephone or internet proxy vote will serve as voting instructions to the plan trustee. However, your
voting instructions must be received at least five days prior to the annual meeting in order to count. In
accordance with the terms of the plan, the trustee will vote all of the shares held in the plan in the
same proportion as the actual proxy votes submitted by plan participants at lcast five days prior to the
annual meeting.

What does it mean if I receive more than one proxy card?

if you receive more than one proxy card, it means that you hold shares registered in more than one
account. To ensure that all of your shares are voted, sign and return each proxy card or, if you submit
your proxy vote by telephone or internet, vote once for each proxy card you receive.

Can I vote my shares in person at the meeting?

If you are a shareholder of record, you may vote your shares in person at the meeting by completing a
ballot at the meeting. Even if you currently plan to attend the meeting, we recommend that you also




submit your proxy as described above so that your vote will be counted if you later decide not to attend
the meeting.

If you are a street name holder, you may vote your shares in person at the meeting only if you obtain a
signed letter or other document from your broker, bank, trust or other nominee giving you the right to
vote the shares at the meeting.

If you are a participant in the U.S. Bancorp 401(k) Savings Plan, you may submit a proxy vote as
described above, but you may not vote your 401(k) Savings Plan shares in person at the meeting.

What vote is required for the election of directors or for a proposal to be approved?

Election of each director requires that the number of shares voted “FOR” a director nominee must
exceed the number of votes cast “AGAINST” that nominee. The affirmative vote of a majority of the
voting power of our common stock present and entitled to vote on the matter is required for the
ratification of the selection of our independent auditor and the approval of each other proposal.

How are votes counted?

You may vote “FOR,” “AGAINST” or “ABSTAIN” for each nominee for the Board of Directors and
on the other proposals.

If you submit your proxy but abstain from voting on one or more matters, your shares will be counted
as present at the meeting for the purpose of determining a quorum. Shares not present at the meeting
and shares voting “ABSTAIN" have no effect on the election of directors. If you abstain from voting on
the proposal ratifying the selection of our independent auditor or on either of the sharcholder
proposals, your abstention has the same effect as a vote against that proposai.

If you hold your shares in street name and do not provide voting instructions to your broker or other
nominee, your shares will be considered to be “broker non-votes” and will not be voted on any
proposal on which your broker or other nominee does not have discretionary authority to vote under
the rules of the New York Stock Exchange. Shares that constitute broker non-votes will be counted as
present at the meeting for the purpose of determining a quorum, but will not be considered entitled to
vote on the proposal in question. Your broker or other nominee has discretionary authority to vote
vour shares on the election of directors and the ratification of Ernst & Young LLP as our independent
auditor, even if your broker or other nominee doees not receive voting instructions from you, Your
broker or other nominee may not vote on either of the sharcholder proposals without instructions from
you.

Who will count the vote?

Representatives of Broadridge Investor Communication Services, our tabulation agent, will tabulate the
votes and act as independent inspectors of election.

How does the Board recommend that I vote?

You will vote on the following management proposals:

« Election of five directors; Douglas M. Baker, Jr., Joel W. Johnson, David B. O'Maley, O’dell M.
Owens, M.D., M.PH. and Craig D. Schnuck; and

* Ratification of the selection of Emst & Young LLP as our independent auditor for the fiscal
year ending December 31, 2008.

The Board of Directors recommends that you vote FOR the election of each of the nominees to the
Board of Directors, and FOR the ratification of Ernst & Young LLP as our independent auditor for
the fiscal year ending December 31, 2008.




You will also vote on the following shareholder proposals:

* A sharcholder proposal urging our Board of Directors to establish a policy that our shareholders
be given an opportunity to annually ratify the compensation paid to the executive officers named
in our proxy statement; and

* A shareholder proposal urging our Board of Directors to establish a policy separating the roles
of the chairman of the board and the chief executive officer.

The Board of Directors recommends that you vote AGAINST the shareholder proposals.

What if I do not specify how I want my shares voted?

If you submit a signed proxy card or submit your proxy by telephone or internet and do not specify
how you want to vote your shares, we will vote your shares:

* FOR the election of all of the nominees for director;

* FOR the ratification of the selection of Ernst & Young LLP as our independent auditor for the
fiscal year ending December 31, 2008;

* AGAINST the shareholder proposal urging our Board of Directors to establish a policy that our
shareholders be given an opportunity to annually ratify the compensation paid to the executive
officers named in our proxy statement; and

* AGAINST the shareholder proposal urging our Board of Directors to establish a policy
separating the roles of the Chairman of the Board and the Chief Executive Officer.

Can I change my vote after submitting my proxy?

Yes. You may revoke your proxy and change your vote at any time before your proxy is voted at the
annual meeting. If you are a shareholder of record, you may revoke your proxy and change your vote
by submitting a later-dated proxy by telephone, internet or mail, or by voting in person at the meeting.
Attending the meeting will not revoke your proxy unless you specifically request to revoke it. To
request an additional proxy card, or if you have any questions about the annual meeting or how to vote
or revoke your proxy, you should write to Investor Relations, U.S. Bancorp, 800 Nicollet Mall,
Minneapolis, MN 55402 or call (866) 775-9668.

If you are a participant in the U.S. Bancorp 401{k) Savings Plan, you may revoke your proxy and
change your vote as described above, but only until April 10, 2008. If you hold your shares in street
name, contact your broker or other nominee regarding how to revoke your proxy and change your vote.

Will my vote be kept confidential?

Yes. We have procedures to ensure that, regardless of whether sharcholders vote by mail, telephone,
internet or in person, all proxies, ballots and voting tabulations that identify shareholders are kept
permanently confidential, except as disclosure may be required by federal or state law or as expressly
permitted by a shareholder. We also have the voting tabulations performed by an independent third

party.

How can I attend the meeting?

You may be asked to present valid picture identification, such as a driver’s license or passport, before
being admitted to the meeting. If you hold your shares in street name, you also will need proof of
ownership to be admitted to the meeting. A tecent brokerage statement or letter from your broker or
other nominee are examples of proof of ownership.




Please let us know whether you plan to attend the meeting by marking the attendance box on the proxy
card or responding affirmatively when prompted during telephone or internet voting.

Who pays for the cost of proxy preparation and solicitation?

We pay for the cost of proxy preparation and solicitation, including the reasonable charges and
expenses of brokerage firms, banks or other nominees for forwarding proxy materials to street name
holders. We have retained MacKenzie Partners, Inc. to assist in the solicitation of proxies for the
annual meeting for a fee of approximately $25,000, plus associated costs and expenses.

We are soliciting proxies primarily by mail. In addition, our directors, officers and regular employees
may solicit proxies by telephone, facsimile or personally. These individuals will receive no additional
compensation for their services other than their regular salaries.

What are the deadlines for submitting shareholder proposals for the 2009 annual meeting?

In order for a shareholder proposal to be considered for inclusion in our proxy statement for the 2009
annual meeting, the written proposal must be received at our principal executive offices at 800 Nicollet
Mall, Minneapolis, Minnesota 55402, Attention: Corporate Secretary, on or before November 7, 2008.
The proposal must comply with Securities and Exchange Commission regulations regarding the
inclusion of shareholder proposals in company-sponsored proxy materials.

Qur bylaws provide that a shareholder may nominate a director for election at the annual meeting or
may present from the floor a proposal that is not included in the proxy statement if proper written
notice is received by the Secretary of U.S. Bancorp at our principal executive offices in Minneapolis,
Minnesota, at least 120 days in advance of the anniversary of the date the proxy statement for the prior
year’s annual meeting was released to sharcholders. For the 2009 annual meeting, notices of director
nominations and shareholder proposals to be made from the floor must be received on or before
November 7, 2008, The notice must contain the specific information required by our bylaws. You may
request a copy of our bylaws by contacting our Corporate Secretary, U.S. Bancorp, 800 Nicollet Mall,
Minneapolis, Minnesota 55402, telephone (651) 466-3000. Sharcholder proposals and director
nominations for which notice is received by us after November 7, 2008, may not be presented in any
manner at the 2009 annual meeting.

How can I communicate with U.S. Bancorp’s Board of Directors?

You or any other interested party may communicate with our Board of Directors by sending a letter
addressed to our Board of Directors, non-management directors, lead director or specified individual
directors to:

The Office of the Corporate Secretary
U.S. Bancorp

BC-MN-H210

800 Nicollet Mall

Minneapolis, MN 55402

Any such letters will be delivered to the independent lead director or to a specified director if so
addressed. Letters relating to accounting matters will also be delivered to our chief risk officer for
handling in accordance with the Audit Committee’s policy on investigation of complaints relating to
accounting matters.




How can 1 elect to access proxy statements and annual reports electronically instead of receiving paper copies
through the mail?

You can request electronic delivery if you are a shareholder of record or if you hold your shares in
street name. In fact, we encourage you to request electronic delivery of these documents if you are
comfortable with the electronic format because it saves us the expense of printing and mailing the
materials to you and helps preserve environmental resources. You can choose this option by:

* following the instructions provided on your proxy card or voter instruction form;
+ following the instructions provided when you vote over the internet; or
* going to http:/lenroll.icsdelivery.comfusb and following the instructions provided.

If you choose to view future proxy statements and annual reports over the internet, you will receive an
e-mail message next year containing a link to the internet website where you can access our proxy
statement and annual report. The e-mail also will include instructions for voting over the internet. You
may revoke this request at any time by following the instructions at h#tp:/fenroll.icsdelivery.com/usb. Your
election to view proxy materials online is permanent unless you revoke it later.

Do you have plans to implement the new rules that allow companies to direct their shareholders to an on-line
copy of the proxy materials, rather than sending them paper copies?

As you may have heard, new rules now allow companies to choose to mail their shareholders a notice
that their proxy materials can be accessed over the internet, instead of sending a paper copy of the
proxy statement and annual report. Shareholders of companies who choose this delivery method can
always request delivery of a paper copy of the proxy materials. We have decided not to adopt this new
delivery method for this year’s annual meeting materials. We are considering carefully how to realize
the cost savings opportunity and environmental benefits of avoiding the printing and mailing of these
documents to shareholders who do not request paper copies, while still maintaining a meaningful and
convenient proxy process for our shareholders.

Important Notice Regarding the Availability of Proxy Materials for the
Shareholder Meeting to be Held on April 15, 2008:

Our proxy statement and 2007 Annual Report are available at www.usbank.com/proxymaterials.




SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Our executive officers and directors are encouraged to own our common stock to further align
their interests with our shareholders’ interests. These guidelines consist of ownership of (i) stock valued
at five times current annual salary for our chief executive officer, (ii) stock valued at four times current
annual salary for our other executive officers and (iii) 10,000 shares of stock for our directors.

The following table shows how many shares of our common stock were beneficially owned as of
February 4, 2008, by:

+ each current director,

« each of the executive officers named in the Summary Compensation Table in this proxy
statement, and

+ all of our directors and executive officers as a group.

Unless otherwise noted, the shareholders listed in the table have sole voting and investment power with
respect to the shares of common stock owned by them, and such shares are not subject to any pledge.

Amount and Percent of
Nature of Beneficial Common Stock

Name of Beneficial Owner Ownership™@ Outstanding
Douglas M. Baker, Jr. ... ... 0 *
Victoria Buyniski Gluckman . ........ ... ... ... ... o 218,195® *
ANArew CECEIE « o o o ot e e e e e 1,184,103® *
Witliam L. Chenevich . .. ..ottt e e e 1,004,843%) *
Arthur D. Colling, J&. . ... oo e 176,955 *
Peter Fl COOIS .« oo oot i e et 183,711 *
Richard K. Davis ., . . o oot oo it e e e et een e 3,193,122 *
Joel W JONNSOM .« o oot e e e e e e e e e e et 166,091 *
Pamela A, JOSEPh . ..ottt 604,452() *
Olivia F Kirtley. . . ..ot 21,274 *
Jerry WoLevin. . ..ottt 207,9044 *
Lee R MILAU . oottt e e et et e e et e e e s 780,9601%) *
David M. Moffett . ... ... i i et 2,762,755 *
David B. O'Maley . ..ot oi ittt i 319,026110) *
O'dell M. Owens, MM D, M.PH. ........ ... ... .. .t 146,3543) *
Richard G. Relten . . oo vt e e et e et e e e e 118,1883 *
Craig D. SChnUCK .. ..o oottt 124,217301) *
Warren R, Staley . . ..ottt 175,812¢) *
Patrick T SIOKES « . e et e e e e e e 133,018CX12) *
All directors and executive officers as a group (26 persons) .. ....." 11,227,485U%) 0.64%

*  Indicates less than 1%.

(1) Includes the following shares subject to options exercisable within 60 days after February 4, 2008:

Name

Name Shares Name Shares Shares
Ms. Buyniski Gluckman . 131,321  Mr. Johnson .. ...... 145,027 Mr. O'Maley . . ... ... 128,092
Mr. Cecere . . ... .... 1,050,555 Ms. Joseph . ... ... .. 546931 Dr.Owens ......... 72,974
Mr. Chenevich . . . .. .. 920,141 Ms. Kirtley . . .. ... .- 9253 Mr. Reiten . ........ 72,236
Mr. Collins . . ....... 143250 Mr. Levin.......... 148,386  Mr, Schnuck .. ... ... 91,838
Mr.Coors ......... 143,693 Mr. Mitau ......... 622,187 Mr. Staley . ........ 158,971
Mr.Davis.......... 2,845331  Mr. Moffett . ... ..., 2,513,997 Mr. Stokes . .. ... ... 80,341

(2) Some of our directors and officers have deferred cash compensation or stock option gains under
our deferred compensation plans. Some of these deferred amounts will be paid out in shares of




our common stock upon the director’s or officer’s retirement or other termination of employment
or service with U.S. Bancorp. The number of shares to which the directors and officers would be

entitled had their employment or service with U.S. Bancorp terminated as of February 4, 2008, is
included in the table, as follows: Ms. Buyniski Gluckman, 6,286 shares; Mr. Davis, 59,266 shares;

Mr. Johnson, 3,205 shares; Ms. Kirtley, 3,205 shares; Mr. Moffett, 202,881 shares; Mr, O’Maley,
5,793 shares; Dr. Owens, 58,136 shares; Mr. Reiten, 24,155 shares; and Mr. Stokes, 17,089 shares,
The directors and officers have no voting or investment power as to these shares.

(3) Includes the following number of vested restricted stock units that are distributable in an
equivalent number of shates of our common stock when the holder ceases to serve on the Board
unless the holder’s service is terminated for cause: Ms. Buyniski Gluckman and Mr. Owens, 15,244
units; Messrs, Collins, Levin and Stokes, 18,466 units; Messrs. Coors and O'Maley, 18,143 units;
Messrs. Johnson, Reiten and Staley, 12,667 units; Ms. Kirtley, 4,816 units; and Mr. Schnuck, 15,566
units. The directors have ne voting or investment power over any of these units,

{4) Includes 31,175 shares of restricted stock subject to future vesting conditions; 341 shares held by
Mr. Cecere’s wife, as to which Mr, Cecere has no voting or investment power; and 7,087 shares
held in the U.S. Bancorp 401(k) Savings Plan.

(5) Includes 23,000 shares of restricted stock subject to future ;resting conditions; and 2,265 shares
held in the U.S. Bancorp 401(k) Savings Plan.

(6) Includes 27,384 shares of restricted stock subject to future vesting conditions; 60,999 shares held in
a trust of which Mr. Davis’s wife is trustee and as to which Mr. Davis has no voting or investment
power; 168,075 shares held in a trust of which Mr. Davis is trustee; and 10,054 shares held in the
U.S. Bancorp 401(k) Savings Plan.

{7y Includes 29,170 shares of restricied stock subject to future vesting conditions and 1,173 shares held
in the U.S. Bancorp 401(k) Savings Plan,

(8) Includes 12,800 shares of restricted stock subject to future vesting conditions; and 553 shares held
in the U.S. Bancorp 401({k) Savings Plan.

(%) Includes 1,106 shares held in the U.S. Bancorp 401(k) Savings Plan.

(10) Includes 57,873 shares held in three trusts of which Mr. O’Maley’s wife is trustee.
(11) Includes 9,756 shares held in a trust of which Mr. Schnuck is trustee.

(12) Includes 17,122 shares held in a trust of which Mr. Stokes is trustee.

(13) Includes 66,552 shares held in the U.S. Bancorp 401(k) Savings Plan for the accounts of certain
executive officers; 235,881 shares of restricted stock subject to future vesting conditions; 180,554 ‘
restricted stock units that are distributable in an equivalent number of shares of our common
stock; 186,367 shares payable to certain directors and executive officers pursuant to our deferred
compensation plan; and 9,313,638 shares subject to options exercisable within 60 days after
February 4, 2008. Does not include any of our common stock beneficially owned by Mr. Moffett
because he was not one of our executive officers on February 4, 2008,

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934 requires our executive officers and directors
to file initial reports of ownership and reports of changes in ownership of our securities with the
Securities and Exchange Commission. Executive officers and directors aré required to furnish us with
copies of these reports. Based solely on a review of the Section 16(a) reports furnished to us with
" respect to 2007 and written representations from the executive officers and directors, we believe that all
Section 16(a) filing requirements applicable to our executive officers and directors during 2007 were
satisfied. During January 2008, due to an administrative error, William L. Chenevich filed a Form 4
report one day late disclosing his award of restricted stock units and stock options.




PROPOSAL 1—ELECTION OF DIRECTORS

Our Board of Directors currently has 14 members. Until 2007 our Board was divided into three
classes and the members of each class were elected to serve a three-year term with the term of office
for each class ending in consecutive years. At last year’s annual meeting, our sharcholders approved
amendments to our Restated Certificate of Incorporation that provided for the phased-in elimination of
the classification of our Board and the annual election of our directors. These amendments resulted in
the directors at our 2008 annual meeting and thereafter being elected to one-year terms, but did not
shorten the term of any director elected prior to our 2008 annual meeting.

Jerry A. Grundhofer served as Chairman and a director during 2007 until his retirement as a
director on December 11, 2007. Warren R. Staley, whose term expires at this year's annual meeting, has
decided to retire from the Board and is not seeking re-election. The Board of Directors has determined
to decrease the size of the Board to 13 directors upon Mr. Staley’s retirement from the Board at our
2008 annual meeting. :

Douglas M. Baker, Jr., Joel W. Johnson, David B. O’Maley, O’dell M. Owens, M.D., M.PH,, and
Craig D. Schnuck have been nominated by the Governance Committee for election to the Board to
serve until the 2009 annual meeting or unti! their successors are elected and qualified. Mr. Baker, who
was elected to our Board in January 2008, was initially identified as a possible director candidate based
upon a suggestion provided to the Governance Committee by one of our independent directors.

Each of the nominees has agreed to serve as a director if elected. Proxies may not be voted for
more than five directors. If, for any reason, any nominee becomes unable to serve before the election,
the persons named as proxies will vote your shares for a substitute nominee selected by the Board of
Directors. Alternatively, the Board of Directors, at its option, may reduce the number of directors that
are nominated for election.

The election of each nominee requires that the number of votes cast “FOR” the nominee’s
election exceed the votes cast “AGAINST” that nominee’s ¢lection.

The Board of Directors ‘recommends a vote FOR election of the five nominated directors. Proxies
will be voted FOR the election of the five nominees unless otherwise specified.

The nominees for election as directors and the directors whose terms of office will continue after
the meeting have provided the following information about themselves. Dates listed for the nominees
and continuing directors include service as directors of predecessor companies to U.S. Bancorp.

DIRECTOR NOMINEES FOR TERMS ENDING IN 2009

DOUGLAS M. BAKER, JR.: Age 49, director since January 2008. Mr. Baker is
the Chairman, President and Chief Executive Officer of Ecolab Inc., a provider
of cleaning, sanitizing, food safety and infection control products and services.
He joined Ecolab in 1989 and held various leadership positions within the
company before being named President and Chief Operating Officer in August
2002. He was promoted to Chief Executive Officer in July 2004, and became
Chairman of the Board in May 2006.




l
i

JOEL W. JOHNSONI Age 64, director since 1999. Mr. Johnson is the retired
Chairman and Chief Executive Officer of Hormel Foods Corporation, a meat
and food processing éompany, and he is Vice Chairman of the Hormel ‘
Foundation. He joined Hormel in 1991 as Executive Vice President, Sales and
Marketing, and was elected President in 1992. He served as President until May
2004 and as Chief Executwe Officer from 1993 through December 2005. He
served as Chairman from 1995 through October 2006. Mr. Johnson also serves
as a director of Ecolab Inc. and Meredith Corporation,

|
|

DAVID B. O’MALEY:i Age 61, director since 1995. Mr. O’Maley is Chairman,
President and Chief Executive Officer of Ohio National Financial Services, Inc.,
an intermediate insura{mce holding company that markets insurance and financial
products through its affiliates, including its parent company, Ohio National
Mutual Holdings, Inc! Mr. O’Maley has held these positions since 1994 and has
been with Ohio Natlonal since 1992. Mr. O’Maley also serves as a director of
The Midland Company, Inc.

|

O’DELL M. OWENS, M.D., M.PH.: Age 60, director since 1991. Dr, Owens
has been providing se{vices as an independent consultant in medicine, business,
education and work site employee benefits since 2001. He has been Coroner of
Hamilton County, Oh10 since November 2004. Dr. Owens has also served as the
President and Chairman of the Board for Project GRAD (Graduatlon Really
Achieves Dreams), a rlnatlonal non-profit organization formed to improve
inner-city education, smce 2001. From 2002 to 2003, Dr. Owens served as
President, Chief Executlve Officer and a member of the Board of Trustees of
RISE Learning Solutlons a national non-profit organization that uses
technology to provide trammg for adults who care for children. From 1999 to
2002, Dr. Owens served as Senior Medical Director of United Healthcare
Insurance Company of Ohio, a provider of healthcare coverage and related
services.

CRAIG D. SCHNUCK{: Age 59, director since 2002. Mr. Schnuck is the former
Chairman and Chief Executive Officer of Schnuck Markets, Inc., a supermarket
chain. He was elected 'Presadem of Schnuck Markets in 1984 and served as
Chief Executive Offlcer from 1989 until January 2006. He served as Chairman
from 1991 until December 2006. Mr, Schnuck is still active in the Schnuck
Markets business and serves as Chairman of its Executive Committee.
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DIRECTORS WITH TERMS ENDING IN 2009

PETER H. COORS: Age 61, director since 1996. Mr. Coors is Vice Chairman
of Molson Coors Brewing Company, a producer, marketer and seller of beer,
and Chairman of Coors Brewing Company, a subsidiary of Molson Coors
Brewing Company. He has been associated with Coors Brewing Company since
1970 and was named Chairman in 2000. He served as Vice Chairman and Chief
Executive Officer of Coors Brewing Company and as Vice President of Adolph
Coors Company from 1993 te 2000. Mr. Coors served as Chairman of Adolph
Coors Company from 2000 until its February 2005 merger with Molson, Inc.,
which created Molson Coors Brewing Company.

RICHARD K. DAVIS: Age 50, director since 2006. Mr. Davis is Chairman,
President and Chief Executive Officer of U.S. Bancorp. He has served as
Chairman since December 2007, as President since October 2004 and as Chief
Executive Officer since December 2006. He also served as Chief Operating
Officer of U.S. Bancorp from October 2004 until December 2006. From the
time of the merger of Firstar Corporation and U.S. Bancorp in February 2001
until October 2004, Mr. Davis served as Vice Chairman of U.S. Bancorp. From
the time of the merger, Mr. Davis was responsible for Consumer Banking,
including Retail Payment Solutions (card services), and he assumed additional
responsibility for Commercial Banking in 2003. Mr. Davis has held management
positions with our company since joining Star Banc Corporation, one of our
predecessors, in 1993 as Executive Vice President. Mr. Davis also serves as a
director of Xcel Energy.

PATRICK T. STOKES: Age 65, director since 1992. Mr. Stokes is the
Chairman and retired Chief Executive Officer of Anheuser-Busch

Companies, Inc., the holding company parent of Anheuser-Busch, Incorporated,
a producer and distributor of beer. He has served as Chairman of Anheuser-
Busch Companies, Inc. since December 2006 and has been affiliated with
Anheuser-Busch since 1969. He served as Senior Executive Vice President of
Anheuser-Busch Companies, Inc. from 2000 to 2002 and as President and Chief
Executive Officer from 2002 until December 2006. Mr. Stokes also serves as a
director of Ameren Corporation.
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DIRECTORS V\l’ITH TERMS ENDING IN 2010

VICTORIA BUYNISKI GLUCKMAN: Age 56, director since 1990.

Ms. Buyniski GIuckman is President and Chief Executive Officer of United
Medical Resources, lrlc a third-party administrator of employer healthcare
benefits that is a sublsidiary of UnitedHealth Group Incorporated. She has held
these positions since(founding United Medical Resources in 1983, Ms. Buyniski
Gluckman also served as Chairman of United Medical Resources until its
acquisition by Unite(?Health Group in’December 2005. Commencing with that
transaction, Ms. Buyniski Gluckman assumed the additional duties of Chief
Executive Officer of Mldwest Security Administrators, another third-party
administrator of employer healthcare benefits thdt is also a subsidiary of
UnitedHealth GroupI Ms. Buyniski Gluckman also serves as a director of Ohio
National Financial Services, Inc.

ARTHUR D. COLLINS JR.:  Age 60, director since 1996. Mr. Collins is
Chairman and retlred Chief Executive Officer of Medtronic, Inc., a leadlng
medical device and technology company. Mr. Collins joined Medtronic in 1992
and served as Chief Operatmg Officer from 1994, to 1996 and President and
Chief Operating Ofﬁcer from 1996 to 2002. He served as Chief Executive
Officer from April 2002 to August 2007 and has served as Chairman since 2002.
Mr. Collins also serves as a director of The Boeing Company and Cargill,
Incorporated.

OLIVIA F. KIRTLEY: Age 57, dircctor since 2006. Ms. Kirtley, a certified
public accountant, is a business consultant on strategic and corporate
governarnce issues. She has served in this capacity during the past five years.
From 1991 to 2000, Ms. Kirtley held the positions of Vice President and Chief
Financial Officer of Vermont American Corporatlon an international
manufacturer and malrketer of power tool accessories. Ms. Kirtley served as
Chairman of the Américan Institute of Certified Public Accountants from 1998
to 1999. Ms. Kirtley dlso serves as a director of Papa Johns International, Inc.
and ResCare, Inc.

JERRY W. LEVIN: Age 63, director since 1995. Mr. Levin is Chairman and
Chief Executive Offio:er of JW Levin Partners LLC, a management and
investment firm, and Vice Chairman of Clinton Group, a private diversified
asset management company. He has served in these capacities at JW Levin
Partners and Clinton Group since February 2005 and December 2007,
respectively. Since September 2006, Mr. Levin has served as Chairman of
Sharper Image Corporatlon a specialty retailer. Mr. Levin served as interim
Chief Executive Offlcer of Sharper Image from September 2006 until April
2007. From 1998 unti] January 2005, Mr. Levin served as the Chairman and
Chicf Executive Officer of American Household, Inc. (formerly Sunbeam
Corporation), a leadiog consumer products company. Mr. Levin also serves as a
director of Ecolab Inc., Saks Incorporated and Wendy's International, Inc.
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s RICHARD G. REITEN: Age 68, director since 1998. Mr. Reiten is the
50 Chairman and retired Chief Executive Officer of Northwest Natural Gas
Company, a distributor of natural gas. Mr. Reiten joined Northwest Natural Gas
in 1996 as President, a position he held until 2001, and Chief Operating Officer,
a position he held until 1997. He served as Chief Executive Officer of
Northwest Natural Gas from 1997 to 2002 and served as Chairman from 2000
until February 2005. He was elected as Chairman again in December 2006.

Mr. Reiten also serves as a director of Building Materials Holding Corporation,
Idacorp, Inc. and National Fuel Gas Company.

CORPORATE GOVERNANCE

Our Board of Directors and management are dedicated to exemplary corporate governance. Good
corporate governance is vital to the continued success of U.S. Bancorp. Our Board of Directors has -
adopted the U.S. Bancorp Corporate Governance Guidelines to provide a corporate governance
framework for our directors and management to .effectively pursue U.S. Bancorp’s objectives for the
benefit of our shareholders. The Board annually reviews and updates these guidelines and the charters
of the Board committees in response to evolving “best practices” and the results of annual Board and
committee evaluations. Qur Corporate Governance Guidelines, as well as our Code of Ethics and
Business Conduct, can be found at www.usbank.com by clicking on About U.S. Bancorp and then
Corporate Governance. Sharcholders may request a free printed copy of our Corporate Governance
Guidelines and our Code of Ethics and Business Conduct from our investor relations department by
contacting them at investorrelations@usbank.com or by calling (866) 775-9668.

”

Director Independence

Our Board of Directors has determined that each of our directors other than Richard K. Davis
and Victoria Buyniski Gluckman has no material relationship with U.S. Bancorp and is independent.
Ms. Buyniski Gluckman could not be deemed independent under the rules of the New York Stock
Exchange because, during fiscal year 2005, U.S. Bancorp paid for dental plan benefits administration
services totaling more than $100,000 to United Medical Resources, Inc., a company that was wholly-
owned by Ms. Buyniski Gluckman in 2005. Mr. Davis is not independent because he is an executive
officer of U.S. Bancorp.

Each of our Audit, Governance and Compensation Committees is composed only of independent '
directors. Qur procedures for assessing director independence are described in detail under the heading
“Certain Relationships and Related Transactions—Review of Related Person Transactions” in this proxy
statement,

Our Board has adopted certain standards to assist it in assessing the independence of each of our ‘
directors. Absent other material relationships with U.S. Bancorp, a director of U.S. Bancorp who '
otherwise meets the independence qualifications of the New York Stock Exchange listing standards may
be deemed “independent” by the Board of Directors after consideration of all of the relationships
between U.S. Bancorp, or any of our subsidiaries, and the director, or any of his or her immediate
family members (as defined in the New York Stock Exchange listing standards), or any entity with
which the director or any of his or her immediate family members is affiliated by reason of being a
partner, officer or a significant shareholder thereof. However, ordinary banking relationships (such as
depository, lending, transfer agency, registrar, trust and custodial, private banking, investment
management, securities brokerage, cash management and other services readily available from other
financial institutions) are not considered by the Board in determining a director’s independence, as the
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Board considers these relationships to be categorically immaterial. A banking relationship is considered
“ordinary” if;
same terms as those prevailing at the time for comparable
5

» the relationship is on substantially th
transactions with non-affiliated perso

—,:s—ru

+ with respect to an extension of credit, it has been made in compliance with applicable law,
including Regulation O of the Board|of Governors of the Federal Reserve and Section 13(k) of
the Securities Exchange Act of 1934,

* no event of default has occurred and|is continuing beyond any period of cure; and

+ the relationship has no other extraordinary characteristics.

In assessing the independence of our-directors, our Governance Committee and full Board
carefully considered all of the business relationships between U.S. Bancorp and our directors or their
affiliated companies, other than ordinary balnking relationships. This review was based primarily on
responses of the directors to questions in a questionnaire regarding employment, business, familial,
compensation and other relationships with Us. Bancorp and our management. Where relationships
other than ordinary banking relationships edisted, the Board determined that, except in the cases of
Ms. Buyniski Gluckman and Mr. Davis, non'e of the relationships between U.S. Bancorp and the
directors or the directors’ affiliated compames impair the directors’ independence because the amounts
involved are immaterial to the directors or to those companies when compared to their annual income
or gross revenues. The Board also determined that, for all of the relationships between U.S. Bancorp
and our directors or the directors’ affiliated [companies, none of the relationships had unique
characteristics that could influence the director’s impartial judgment as a director of U.S. Bancorp.

The business relationships between U.S! Bancorp and our directors or the directors’ affiliated
companies that were considered by the Board were:

» U.S. Bank National Association, U.S.| Bancorp’s principal banking subsidiary, purchases certain
products and services from, and subleases certain office space to, Ecolab Inc., of which Douglas
M. Baker is Chairman, President and! Chief Executive Officer;

+ U.S. Bank operates a branch and seven ATMs in certain facilities owned by Medtronic, Inc., of
which Arthur D. Collins, Jr, is Chairman and served as Chief Executive Officer during a portion
of 2007;

+ U.S. Bancorp subsidiaries distribute fixed and variable rate annuities and other life insurance
products through a selling agreement|with affiliates of Ohio National Financial Services, Inc., of
which David B. O’Maley is Chairman, President and Chief Executive Officer, and U.S. Bancorp
also purchases certain insurance products from affiliates of Ohio National Financial Services;

the son of O'Dell M. Owens, M.D., M.PH., is a non-executive employee of U.S. Bank; and

» U.S. Bank acts as a marketing sponsor of, and operates ATMs in, certain adventure parks that
are owned by Busch Entertainment Corporation, a wholly-owned subsidiary of Anheuser-Busch
Comparnies, Inc., of which Patrick T. $t0kes is currently Chairman.

The Board also considered the relationship l:aetween U.S. Bancorp and Craig D. Schnuck that is
described later in this proxy statement under the heading “Certain Relationships and Related
Transactions.” ‘

Director Qualifications and Selection Process

Director Qualification Standards. U.S. Bancorp will only consider as candidates for director
individuals who possess the highest personal|and professional ethics, integrity and values, and who are
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committed to representing the long-term interests of our shareholders. In evaluating candidates for
nomination as a director of U.S. Bancorp, the Governance Committee will also consider other criteria,
including current or recent experience as a chief executive officer of a public company or as a leader of
another major complex organization; business and financial expertise; geography; experience as a
director of a public company; gender and ethnic diversity on the Board; independence; and general
criteria such as ethical standards, independent thought, practical wisdom and mature judgment, In
addition, directors must be willing to devote sufficient time to carrying out their duties and -
responsibilities effectively, and should be committed to serving on the Board for an extended period of
time. One or more of our directors must possess the education or experience required to qualify as an
audit committee financial expett.

Director Nominee Selection Process. The selection process for director candidates includes the
following steps: (1) identification of director candidates by the Governance Committee based upon
suggestions from current directors and executives and recommendations received from shareholders;
(2) possible engagement of a director search firm to provide names and biographies of director
candidates for the Governance Committee’s consideration; (3) interviews of candidates by the Chair of
the Governance Committee and two other Governance Committee members; (4) reports to the Board
by the Governance Committee on the selection process; (5) recommendations by the Governance
Committee; and (6) formal nomination by the Board for inclusion in the slate of directors at the
annual meeting. Director candidates recommended by shareholders are given the same consideration as
candidates suggested by directors and executive officers. A sharcholder seeking to recommend a
prospective candidate for the Governance Committee’s consideration should submit the candidate’s
name and sufficient written information about the candidate to permit a determination by the
Governance Committee whether the candidate meets the director selection criteria set forth in our
Corporate Governance Guidelines to the Secretary of U.S. Bancorp at the address listed on page 5 of
this proxy statement.

Roard Meetings and Committees

The Board of Directors conducts its business through meetings of the Board and the following
standing committees: Audit, Governance, Compensation, Credit and Finance, Community Reinvestment
and Public Policy, and Executive. The standing committees regularly report on their deliberations and
actions to the full Board. Each of the standing committees has the authority to engage outside experts,
advisors and counsel to the extent it considers appropriate to assist the committee in its work. Each of
the standing committees has adopted and operates under a written charter. These charters can be
found on our website at www.usbank.com by clicking on About U.S. Bancorp and then Corporate
Governance. Shareholders may request a free printed copy of any of these charters from our investor
relations department by contacting them at investorrelations@usbank.com or by calling (866) 775-9668.

The Board of Directors held eight meetings during fiscal year 2007. Each director atiended at least
75% of the total meetings of the Board and Board committees on which the director served during the
fiscal year. :
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The following table shows -the membership of each Board committee.

Committee Membership

Community
Reinvestment
i Credit and and

Name Audit | Governance Compensation Finance Public Policy Executive
Victoria Buyniski Gluckman . . . . . .. [ ' - -
—Arthur D. Collins, Jr. ........ e " Chair o v
Peter H. Coors ............ L I - » I o T
Richard K. Davis. .. ... ... O e Chair
Joel W. Johnson ........ .. .. Iv‘_ ) ) , [ '
OliviaF Kirtley. . .............. Vice Chair I B ‘
Jerry WoLlevin. .. .............. T S Chair o
David B. O'Maley .. .......... » v b |
O'dell M. Owens, MD., MPH. ... » o Chair  +
_thhardGRexten.........‘.,...._‘l_/ 7 ,m . 2
Craig D. Schnuck . ............. ] o I
:Warren R. Staley ............. Chair d v
Patrick T Stokes ......... ..... Ti o Chair b

Audit Committee

The Audit Committee is responsible for assisting the Board of Directors in monitoring the quality
and integrity of our financial statements, our compliance with legal and regulatory requirements, the
qualifications and independence of our independent auditor, and the performance of our internal audit
function and independent auditor. The Audlt Committee has sole authority to retain and terminate the
independent auditor and is directly responsllble for the compensation and oversight of the work of the
independent auditor. The Audit Committee reviews and discusses with management and the
independent auditor the annual audited and quarterly financial statements (including the disclosures
under “Management’s Discussion and Ana]ysm of Financial Condition and Results of Operations™),
reviews the integrity of the financial reporting processes, both internal and external, reviews the
qualifications, performance and independenice of the independent auditor, and prepares the Audit
Committee Report included in the proxy statement in accordance with the rules and regulations of the
Securities and Exchange Commission. The f&udit Committee has adopted and operates under a written
charter. All of the Audit Committee members meet the independence and experience requirements of
the New York Stock Exchange and the Sec1:1rities and Exchange Commission. The Audit Committee
charter generally prohibits Audit Committe¢c members from serving on more than two other public
company audit committees. Qur Board of Directors has identified Warren R. Staley and Olivia F
Kirtley, our Audit Committee Chair and Vilce Chair, respectively, as audit committee financial experts
under the rules of the Securities and Exchange Commission. The Audit Committee held ten meetings
in 2007. During three of the meetings, the Audit Committee met in private session with the chief
financial officer, the chief risk officer, the director of internal audit and the director of credit risk
assessment, and during five of the meetings! met in private session with our independent auditor and
alone in executive session without members' of management present.
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Governance Committee

The Governance Committee reviews and makes recommendations to the Board regarding our
corporate governance principles and processes, including policies related to director retention,
resignation and retirement. The Governance Committee also manages the performance review process
for our current directors, recommends new directors, recommends qualified members of the Board for
membership on committees, conducts a preliminary assessment of the independence of all Board
members, reviews charters of all Board committees, reviews and evaluates succession plans for
executive officers, oversees the evaluation of management, and makes recommendations to the Board
regarding any shareholder proposals. All of the Governance Committee members meet the
independence requirements of the New York Stock Exchange. The Governance Committee held eight
meetings in 2007. During each of the six regularly scheduled meetings and one special meeting, the
Governance Committee held an executive session without members of management present.

Compensation Committee

The Compensation Committee establishes our compensation policy, determines the compensation
paid to our executive officers and non-employee directors, recommends executive incentive
compensation plans and equity-based plans, and approves other compensation plans and retirement
plans. The Compensation Committee approves corporate goals related to the compensation of the chief
executive officer, evaluates the chief executive officer’s performance and compensates the chief
executive officer based on this evaluation. All of the Compensation Committee members meet the
independence requirements of the New York Stock Exchange. The Compensation Committee held
seven meetings in 2007. During each meeting, the Compensation Committee held an executive session
without members of management present. :

Credit and Finance Committee

The Credit and Finance Committee is responsible for reviewing lending and credit policies,
management’s assessment of the balance of loan growth and credit risk, and management’s assessment
of the adequacy of credit management information systems and allowance for loan and lease losses.
The Credit and Finance Committee is also responsible for reviewing and approving policies relating to
interest rate sensitivity, liquidity and capital adequacy, and reviewing interest rate sensitivity, liquidity,
capital, securitizations, derivatives activity and investment portfolio position reports for compliance with
approved policies. The Credit and Finance Committee reviews market risk management policies and
risk limits and reviews reports of trading activities and risk exposure for compliance with such policies.
The Credit and Finance Committee also approves and makes recommendations to the Board of
Directors regarding the issuance or repurchase of debt and equity securities, reviews and evaluates
potential mergers and acquisitions, and reviews other actions regarding U.S. Bancorp’s capital stock.
The Credit and Finance Committee held seven meetings in 2007. During the six regularly scheduled
meetings, the Credit and Finance Committee held an executive session without members of
management present.

Community Reinvestment and Public Policy Committee

The Community Reinvestment and Public Policy Committee is responsible for reviewing our
activities with respect to community development, sustainability and compliance with the Community
Reinvestment Act and fair lending regulations. The Community Reinvestment and Public Policy
Committee held six meetings in 2007. During the five regularly scheduled meetings, the Community
Reinvestment and Public Policy Committee held an executive session without members of management
present.

Executive Committee

The Executive Committee has authority to exercise all powers of the Board of Directors between
regularly scheduled Board meetings. The Executive Committee did not meet in 2007.
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Role of Lead Director

Our Board of Directors has established guidelines with respect to the role of our lead director. In
the absence of an independent chairman, the|lead director has the following responsibilities:

* lead executive sessions of the Board’s independent or n0n—management directors, and preside at
any session of the Board where the chairman is not present;

* act as a regular communication channel between our independent directors and the chief
executive officer;

* set the Board’s agenda jointly with the|chief executive officer;

* approve Board meeting schedules to assure there is sufficient time for discussion of all agenda
items;

* oversee the scope, quantity and timing of the flow of information from management to the
Board;

* be the representative of the indcpendelnt directors in discussions with major U.S. Bancorp
shareholders regarding their concerns and expectations;

* have the authority to call special Board meetings or special meetings of the independent
directors; )

* approve the retention of consuliants who report directly to the Board;

* assist the Board and company officers in assuring compliance with and implementation of the
U.S. Bancorp Corporate Governance Guidelines;

* advise the independent Board committee chairs in fulfilling their designated roles and
responsibilities to the Board;

|
* review shareholder communications addressed to full Board or to lead director; and

* interview, along with the chair of the Governance Committee, all Board candidates, and make
recommendations (o the Governance Committee and the Board.

Majority Vote Standard for Election of Directors

Our Amended and Restated Bylaws provide that in uncontested elections a nominee for director
will be elected to the Board if the number of votes cast “FOR” the nominee’s election exceeds the
number of votes cast “AGAINST” that nominée’s election. The vote standard for directors in a
contested election is a plurality of the votes cast at the meeting,

Our Corporate Governance Guidelines prlovide that director nominees must submit a contingent
rvsignation in writing to the Governance Committee, which becomes effective if the director fails to
receive a sufficient number of votes for re- elec't;on at the annual meeting of shareholders and the
Board accepts the resignation. The Board will nominate for election or re-election as director only
candidates who have tendered such a contmge'nt resignation.

The Corporate Governance Guidelines further provide that if an incumbent director fails to
receive the required vote for re-clection, our Governancc Committee will act within 90 days after
certification of the shareholder vote to determine whether to accept the director’s resignation, and will
submit a recommendation for prompt consideration by the Board. The Board expects the director
whose resignation is under consideration to abstain from participating in any decision regarding that
resignation. The Governance Committee and the Board may consider any factors they deem relevant in
deciding whether to accept a director’s remgnatlon




If each member of the Governance Committee fails to receive the required vote in favor of his or
her election in the same election, then those independent directors who did receive the required vote
will appoint a committec amongst themselves to consider the resignations and recommend to the Board
whether to accept them. However, if the only directors who did not receive the required vote in the
same election constitute three or fewer directors, all directors may participate in the decision regarding
whether {0 accept the resignations.

Each director nominee named in this proxy statement has tendered an irrevocable resignation as a
director in accordance with our Corporate Governance Guidelines, which resignation will become
effective if he fails to receive the required vote for election at the annual meeting and the Board
accepts his resignation.

Executive Sessions of the Board

Our non-employee directors meet in executive session at each regular meeting of the Board
without the chief executive officer or any other member of management present, and the independent
directors meet alone on an annual basis. The lead director presides at all of these sessions. The role of
lead director is rotated annually among the Chairs of each committee other than the Audit Committee
and Executive Committee. The Chair of the Credit and Finance Committee is currently acting as the
lead director.

Director Policies

Policy Regarding Service on Other Boards. Our Board of Directors has established a policy that
restricts our directors from serving on the boards of directors of more than three public companies in
addition to their service on our Board of Directors unless the Board determines that such service will
not impair their service on the U.S. Bancorp Board. In accordance with this policy, the Board has
determined that Jerry W. Levin’s and Richard G. Reiten’s service on our Board would not be impaired
by their service on four other public company boards of directors.

Policy Regarding Attendance at Annual Meetings. 'We encourage, but do not require, our Board
members 1o attend the annual meeting of shareholders. Last year all of our directors attended the
annual shareholders’ meeting.

Retirement Policy. Our Board of Directors has established a guideline that an independent
director retire at the first annual meeting of shareholders held after his or her 72nd birthday.

EXECUTIVE COMPENSATION
Compensation Discussion and Analysis

Compensation Philosophy

Guiding Principles. U.S. Bancorp’s compensation philosophy is to structure compensation awards
to members of our executive management that directly align their personal interests with those of our
shareholders. Our executive compensation program is intended to attract, motivate, reward and retain
the management talent required to achieve our corporate objectives and increase shareholder value,
while at the same time making the most efficient use of shareholder resources. This compensation
philosophy puts a strong emphasis on pay for performance, and uses equity awards as a significant
component in order to correlate the long-term growth of shareholder value with management’s most
significant compensation opportunities.

The three primary components of total direct compensation for our senior executives are:

*+ base salary;
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» ‘annual cash incentive bonus opportunity; and

* long-term, equity-based mcentlve compensation,

On a longer-term basis, we also prowde members of senior management with retirement benefits that
are earned over their career with U.S. Bancorp,

The relative weighting of the three components of compensation is designed to strongly reward
long-term performance, by heavily emphasizing the proportion of long-term equity compensation.

» Base pay is targeted at or below mcdi;cm market levels for each executive and typically represents
only 12-18% pescent of total compensation.

* The targets for the annual cash incentive component are based around the 60™ percentile level
of target bonuses for our peer group. lThe actual payments recetved as annual cash incentive
bonuses depends on the achievement Iof annual performance objectives that are established in
advance of the performance year being measured. These objectives relate to financial and
operational goals as well as performarilce compared to peers, and are described further below
under “Components of our Compensaltion Program.” If the performance objectives are met, this
component would represent approximately 20-30% of total compensation.

* The long-term equity component is the most significant portion of total annual compensation.
Equity compensation represents an opportunity to earn value in future years, but only to the
extent there is long-term growth in she:treholder value through stock appreciation. Assuming
annual cash bonuses are pald at target levels, the long-term equity component of compensation
is targeted to make up approximately 50—70% of total compensation.

Stock Ownership. The Compensation CcI:Jmmlttee believes that the ownership of U.S. Bancorp
common stock by senior management clearly|ahgns their interests with those of our other shareholders.
Therefore, that committee established stock ownership guidelines for executive officers in 2002, The
requirement for the chief executive officer is ownership of stock valued at five times current annual
salary. The stock ownership requirement for other executive officers is ownership of stock valued at
four times current annual salary. All of the executive officers named in the Summary Compensation
Table in this proxy statement currently hold s'ufflment amounts of our common stock to meet or exceed
the stock ownershlp requirements, in addition to holding significant amounts of vested, in-the-money
options to acquire our common stock (which ldo not count toward the stock ownership requirements).

Company-wide Pay Philosophy. Qur company firmly believes that, while the strategic and
leadership responsibilities of executive management require commensurate levels of compensation, the
contributions of our other managers and employees are also critical to our long-term success. These
individuals must also have compensation opportunities that are competitive in the marketplace and in
proportion to their contributions and respon51b111t1es Their compensation program should involve
greater risks and rewards as they gain semorlty with U.S. Bancorp. Accordingly, in 2007, which was a
challenging year for U.S. Bancorp because 0f| economic and marketplace conditions, our senior
management employees who were not executive officers received annual cash bonuses that were below
target levels, but were not negatively affected| to the same degree as the executive management
bonuses. As described below, members of out managing committee (which is made up of our chief
executive officer and his direct reports) received no cash bonus for 2007, and instead received a
long-term equity award vesting in three years |with a value of 50-65% of their target cash bonus. The
bonus pool for members of management who!were not executive officers was funded at 68% of target,
and the broad-based bonus pool for all employees below the managerial level (who are not eligible for
any other incentive bonuses) was funded at 72% of target levels. This approach to funding incentives
softened the effects of the challenging economlc environment for those employees who had less
responsibility for driving corporate strategy and generally have less opportunity to benefit from
favorable economic conditions and long-range strategic decisions.
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In addition, in 2008, we revised the existing cash bonus incentive plan for senior managers who
were not executive officers to establish a direct, formulaic relationship between the actual performance
of the company and individual business lines and the amount of the performance bonus pool carned.
Accordingly, under this structure a fully funded incentive plan is included in the annual financial plan
and provides full cash bonuses for the achievement of corporate goals that are set at the beginning of
the fiscal year. The incentive pools are then increased or decreased, using a pre-defined multiplier to
magnify the positive or negative percentage correlation between actual results and plan. This structure
increases transparency and predictability for our employees, giving them confidence that incentive
compensation will be paid if corporate goals are met by limiting discretionary modifications of the
bonus pool by executive management, and clearly aligning their incentives with corporate performance
and sharcholder interests.

Components of our Compensation. Program

Base Pay. The levels of base salaries for our executive officers are generally targeted at or below
the median level of our peer group, typically in the range of the 45 to 50" percentile. An individual’s
relative position to the median pay level is based on a variety of factors, including experience and
tenure in a position, scope of responsibilities, individual performance and personal contributions to
corporate performance. Annual increases, if any, are based on these same factors. Highly experienced
and long-tenured executives would not typically receive an increase in base pay each year. The median
pay levels are determined from survey information provided by nationally recognized consulting firms
that gather compensation data from many companies. The specific companies included in the peer
group are Jisted below under “Compensation Determination and Policies—Use of Consultants and Peer
Group Analysis.” The base pay component of total compensation is paid in cash on a semi-monthly
basis.

Annual Cash Incentives. Executive officers also have an opportunity to receive cash incentives to
reward them for achieving the corporate and business line financial objectives established in advance by
the Compensation Committee, as well as individual performance goals. These awards are granted under
our 2006 Executive Incentive Plan (“EIP”), which is administered by the Compensation Committee.

The Compensation Committee sets a target level annually for each executive’s annual cash bonus
amount. The target levels are intended to give executives the opportunity for total annual cash
compensation to be at approximately the 50" percentile level of our peer group, assuming corporate
performance meets target levels. The target annual incentive awards for each executive officer are
expressed as a percentage of base salary, and the median target bonus level of the peer group is used
as the basis for setting target bonus levels. Cash bonus targets for the executive officers named in the
Summary Compensation Table in this proxy statement ranged from 120% to 200% of base salary. As
described above, annual bonus targets are sct at levels that make more than half of an officer’s total
cash compensation dependent upon our financial results. The individual targets are discussed below
under “Performance of Individual Named Executive Officers.” ’

At the end of the year, the Compensation Committee reviews the following performance
information in order to determine the amount of an individual’s target that will be awarded:

* Earnings per share (“EPS”);
* Return on equity (“ROE”); and

» Corporate performance relative to the performance of our peer group with respect to a variety
of performance indicators, including:

* Total shareholder return (“TSR”);
« ROE;
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* Return on assets (“ROA”);

» Efficiency ratio; and
* EPS growth.

For 2006 and 2007, the Compensatlon Committee set “threshold,” “target” and “superior” goals at
the beginning of each fiscal year for the company’s EPS goals, and a minimum ROE level. For 2008,
the committee set only an EPS “target.” Although no specific weight is assigned to performance
relative to peers, the expectation is that siglnificant weight should be given to it, in part to neutralize
positive or negative economic and industry|factors that are outside the control of management.

To determine actual, individual awards, the Compensation Committee also considers other
performance measures, including credit quz:rlity, line of business performance measured against the
annual financial plan, and individual performance and for executive officers other than our chief
executive officer, the recommendation of our chief executive officer. The maximum award that can be
given under the EIP is based on net income. The terms of the plan set a ceiling of 0.2% of net income
for the performance year as the maximum hward that can be given under the EIP for that year, and
the factors described above are then unsed by the Compensation Committee to determine the
appropriate lesser amount for an executive’s incentive bonus award.

The Compensation Committee also re\!Jiews and sets targets for the Annual Incentive Plan, the
Relationship Manager Incentive Plan and the Performance Bonus Plan. These annual bonus plans
apply to our management and employees other than the chief executive officer and the other executive
officers named in the Summary Compensatron Table below. Consistent with our pay for performance
philosophy, all employees are eligible for some form of incentive opportunity. The Compensation
Committee also considers the recommendatlons of the chief executive officer and related rationale for
the compensation of each of the executive officers other than the chief executive officer.

Long-term Incentive Awards. Executlve officers are also eligible for a long-term incentive
oompensatron award. These awards are granted under the U.S. Bancorp 2007 Stock Incentive Plan,
which is administered by the Compensatlon! Committee. Stock options, restricted stock, restricted stock
units and other performance-based stock a“:rards may be granted under the plan. The range of the
potential dollar amounts of the long-term incentive awards is primarily based on the peer group
compensation surveys discussed above. Thelinitial targets are set at the 75" to 80" percentile of our
peer group, which is intended to bring total target compensation levels up to approximately the 55" to
65" percentile level of the peer group if corporate and individual performance targets are met.

U.S. Bancorp is at approximately the 66'™ phrcentrle in terms of asset size, and 76" percentile in terms
of market capitalization, within our peer group. Individual long-term incentive awards have generally
been above this range, bringing total direct compensation (total cash and long-term awards) up to the
65" to 90" percentile of the peer group. The factors considered in setting these awards include
corporate performance and individual respo:nsibilities and performance. Stock options granted to
executive officers in 2007 vest ratably over four years from the grant date. The stack options have an
exercise price equal to the closing market price on the date of grant. Approximately 2,400 managers
including our chief executive officer are currently eligible for annual equity awards under this plan.

For the past four years, the long-term component of compensation has been provided in the form
of stock options that vest ratably over four ilears The Compensation Committee has used stock
options, rather than other forms of long- term incentives, because they create value for the executive
only if shareholder value is increased through an increased share price. The Compensation Committee
strongly believes that stock options are inherently performance-based. We believe this creates strong
alignment between the interests of management and sharcholders. We also believe that the use of stock
options helps us attract and retain talented txecutives. U.S. Bancorp executive officers each hold
significant amounts of vested, in-the-money |optiorrs.
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Compensation Determination and Policies

Determination of Compensation. The Compensation Committee of the Board of Directors is
composed entirely of independent outside directors and is responsible for setting our compensation
policy. The Compensation Committee also has responsibility for setting each component of
compensation for the chief executive officer with the assistance and guidance of an independent
professional compensation advisor. The Compensation Committee also sets the total compensation
amount and composition for members of the Board of Directors. The chief executive officer and the
executive vice president of human resources, with the help of an independent compensation consultant,
develop initial recommendations for all components of compensation for the direct reports of the chief
executive officer and present their recommendations to the Compensation Committee for review and
approval. .

Use of Consultants and Peer Group Analysis. The Compensation Committee retains Deloitte
Consulting to provide expertise regarding competitive compensation practices, peer analysis, and
recommendations to the Compensation Committee for guidance in setting the pay of the chief
executive officer and, in 2006, the chief operating officer. Deloitte Consulting also provides an overview
of the compensation recommendations for the other Managing Committee members. Using the peer
information as a point of reference, the Compensation Committee then focuses on corporate and
individual performance in determining each component of compensation. In setting the compensation
of our chief executive officer, and in 2006, our chief operating officer, the Compensation Commitiee
used the same financial services peer group for comparative compensation data that it uses for annual
financial performance comparisons. This peer group is comprised of the following companies: Bank of
America Corporation; BB&T Corporation; Comerica Incorporated; Fifth Third Bancorp; KeyCorp;
National City Bancorporation; The PNC Financial Services Group, Inc.; Regions Financial Corporation;
SunTrust Banks, Inc.; Wachovia Corporation; Washington Mutual, Inc.; and Wells Fargo & Company.
Most but not all of these peer group banks are also included in the Standard & Poor’s 500 Commercial
Bank Index, which is used in the stock performance chart presented on page 111 of our 2007 Annual
Repott. The same peer group was used for comparative compensation data in setting the pay of our
other executive officers. In 2006, the following additional companies were included in the survey data
for the other executive officers: AmSouth Bancorp; The Bank of New York Company, Inc.; LaSalle
Bank Corporation; and State Street Corporation. We used this expanded peer group in 2006 to better
reflect the peer group we compete with in the market for executive talent and to get a larger sample of
comparative compensation data, because each peer group company may not have a comparable
position for each of our senior employees. In 2007, these additional companies did not participate in
the compensation surveys. All peer group data for 2007 and 2006 was based on annual survey
information and publicly available data that is updated by the use of the consultants’ estimates, because
final compensation data for the peer group for the current calendar year is not yet available when the
Compensation Committee makes its determinations.

Policies for Equity Award Grants. Stock options are a critical component of our compensation
strategy and our goal of aligning management’s interests with those of shareholders. Stock option
awards have historically been made once a year at the January meeting of the Compensation
Committee. Beginning in 2007, stock option awards to members of the Managing Committce were
approved at the January Compensation Committee meeting and the grant date and price were based
on the closing price on the first day of the “trading window period™ following the regularly scheduled
January meeting of the Board of Directors of U.S. Bancorp. The “trading window period” is the period
of time in each calendar quarter in which our directors and officers who are not in possession of
material nonpublic information are free to buy or sell our securities. The “trading window period” is
generally open for a period of 20 trading days commencing on the first trading day after the day on
which we release our quarterly or annual operating results. Prior to 2007, these stock option awards
were made with an exercise price equal to the opening market price of our common stock on the date
of grant, which had consistently and uniformly been the day after the Compensation Committee
meeting. We have never had a program or practice of timing our equity grants to the release of
non-public information with the purpose of affecting the value of executive compensation.
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During 2007, new hire equity grants were made only four times duting the year. The grant date
and price were based on the closing price oln the first day of the “trading window period” following the
date of hire. The number of shares used for each grant is determined based upon our stock price at the
close of trading on the grant date and the esumated value of an option to purchase one share of our
common stock, as determined by the BlackScholes option-pricing model. New hire grants are made
using authority to make grants delegated b)J the Compensation Committee to our chief executive officer
in his capacity as a director. All delegation complles with applicable state law, the charter of the
Compensation Committee and our appllcable equity compensation plans. Prior to 2007, equity grants to
new hires were made on the first day of emlployment. Offer letters may have specified the dollar value
of the equity grant, but the actual number of shares subject to the grant depended on our stock price
at the opening of trading on the first day of employment and the estimated value of an option to
purchase one share of our common stock, as determined by the Black-Scholes option-pricing model.

Delegated authority may not be used to make grants to anyone who is an officer described in
Section 16 of the Securities Exchange Act or who is a covered executive under Section 162(m) of the
Internal Revenue Code, as amended. Those: grants must be, and are, made by the Compensation
Committee at a regularly scheduled or special meeting.

The Compensation Committee has maintained a consistent policy -a‘gainst repricing stock options, |

Tax Deductibility of Pay. Under Section 162(m) of the Internal Revenue Code, compensation in .
excess of $1 million that is not paid pursuant to a plan approved by sharcholders and does not satisfy
the performance-based exception of Section| 162(m) is not deductible as a compensation expense to
U.S. Bancorp. Compensation decisions for thc executive officers are made with full consideration of the
implications of Section 162(m). Although the Compensation Committee intends to'structure
arrangements in a manner that preserves dc'ductlblhty under Section 162(m), it believes that
maintaining flexibility is important and rese{'ves the right to pay amounts or make awards that are
nondeductible, The EIP and the U.S. Bancorp 2007 Stock Incentive Plan were approved by our
shareholders and include the provisions necessary to make payments and grant awards that satisfy the
performance-based exception under Section|162(m). Annual incentive bonuses under the EIP and stock
option awards granted under the 2007 Stock Incentive Plan are intended to meet the performance-
based exception under Section 162(m). It is|currently expected that all compensation in respect of the
2007 fiscal year for the exccutive officers named in the Summary Compensation Table in this proxy
statement will be deductible under Section 162(m).

Total Compensation and Tally Sheets. The total annual compensation of the executive officers
named in the Summary Compensation Table below is reviewed and approved by the Compensation
Committee. In 2007, the total annual compensatxon of the named executive officers generally fell within
the 65™ to 90" percentile range of total compensatlon for the comparable executive in the peer group.
This positioning reflects a number of factorsl, including our relative size and market capitalization
within our peer group. However, the compensation of our chief executive officer was just above the
25" percentile as described below under “Pf':rformance of Individual Named Executive Officers.” In
addition to the review of total annual compensatlon a tally sheet was prepared for the chief executive
officer summarizing his total compensation for the past three calendar years, the current value of
outstanding vested and unvested equity awards {both options and restricted stock) based on year-end
fair market value (using the Black-Scholes option-pricing model for stock options), deferred
compensation balances, pension benefits and the value of any perquisites. For the other executive
officers named in the Summary Compensatlon Table in this proxy statement, the compensation
amounts, equity awards, equity values, pensnon benefits and deferred compensation amounts for the
tables in this proxy statement were reviewed by the Compensation Committee. The Compensation
Committee believes these amounts were appropriate based on the compensation philosophy and
structure described above. The tally sheets a'nd other compensation information were reviewed in
setting the current compensation amounts for 2008.
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During 2007 the Compensation Committee reviewed the change-in-control agreements we have
with certain of our executive officers. The committee compared the provisions of these agreements with
the change-in-control agreements entered into by the companies in our peer group, and determined
that the provisions of our current agreements are appropriate and should be kept in place. The
committee also took into account that we have a relatively young management team, that we have a
new chief executive officer, that the financial services industry is a consolidating industry, and that
change-in-control agreements encourage executive officers to focus on long-term corporate growth and
performance.

Recoupment of Annual Incentives. The Compensation Committee will evaluate the facts and
circumstances surrounding any restatement of earnings (should one occur) and, in its sole discretion,
may accordingly adjust compensation of our chief executive officer, the members of the Managing
Committee, and others as it deems appropriate, especially related to annual cash incentive awards. The.
Compensation Committee will pay annual cash incentive awards on or after the date that our Annual
Report on Form 10-K is filed with the Securities and Exchange Commission.

2007 Compensation Levels

As described above, the core components of compensation for each of the officers named in the
Summary Compensation Table consisted of base salary, annual cash bonus potential and long-term
incentive awards. The level for each of these components was determined by the Compensation
Committee consistent with the principles described above.

A key principle of our incentive philosophy is pay for performance. The targets set for corporate
performance in 2007 and 2006 and our actual performance results are set forth below:

Company Targets

2007 EPS 2007 ROE 2006 EPS 2006 ROE

Threshold/Minimum ................ $2.74 20%  $2.54 18%
TATEEL . oot e e $2.77 — $2.57 —
SUPERIOT .+ .\ oot et e $2.82 — $2.65 —
Actual. .. ... ... $2.43 21.3%  $2.61 23.6%

Performance Relative to Peers

U.S. Bancorp  Peer Group Median  Peer Group Rank

TSR.. ... o (7.9%) (27.1%) |
Return on Equity .. ............ 21.3% 11.1% 1
Return on Assets . ............. 1.93% 1.00% 1
Efficiency Ratio . .............. 49.3% 62.2% 1
EPSGrowth.................. (6.9%) (21.8%) 4

In 2007, our fully diluted EPS amount decreased in comparison to the prior year for the first time
in over five years. As a result, one of the minimum corporate financial objectives set under the EIP was
not met. However, the minimum ROE was exceeded, and at the time that compensation decisions were
being made, from the peer results that were available it was clear that our performance would be
among the best of our peer group for all of the measures listed above. The Compensation Committee
pave significant weight to our performance relative to our peer group in considering whether to grant
annual bonuses. While general economic conditions in 2007 resulted in significantly decreased
performance for many financial institutions, and 2007 was not a year in which all of our financial
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expectations were met, we were able to achieve results that led our peer group by standard financial
industry performance measures. |

Because the threshold EPS measure was not met, the Compensation Committee determined not to
pay cash bonuses to the executive officers fbr 2007. However, because of U.S. Bancorp’s leading
performance in its peer group, as well as the unusual economic and industry conditions in 2007, the
Compensation Committee determined to pay the executive officers a percentage of their target cash |
bonus amount in the form of restricted stoc!k that vests fully on the third anniversary of the grant date,
or, for certain individuals, in restricted stock units that will vest and be settled on the third anniversary
of the grant date. Making the award in the form of equity subject to vesting requirements, rather than
cash, was meant to recognize performance under challenging circumstances, but at the same time
require a commitment to continue to work toward better financial performance over the next three
years in order to realize the maximum value of the award. In recognition of exceptional individual
performance and based on the recommendation of our chief executive officer, Andrew Cecere, our
Chief Financial Officer, and Pamela Joseph, our Vice Chairman of Payment Services, received 65% of
the value of their target EIP bonus in the form of restricted stock. The rest of our executive officers,
including our chief executive officer, received approximately 50% of the value of their target EIP bonus
amount in the form of restricted stock or restricted stock units. The restricted stock units have the
same economic value to the recipient as the shares of restricted stock, but restricted stock units were
granted to individuals approaching retirement age because granting restricted stock to them may have
adverse tax consequences for them.

In 2007, the Compensation Committee}continued to award iong-term incentives in the form of
stack options. For the stock option awards discussed below, the number of option shares awarded was
based on the same estimated value of an op])tion to purchase one share of our common stock,
determined using the Black-Scholes option-ipricing model, used for financial reporting purposes under
FAS 123R. The option awards vest ratably dver four years and have a ten-year life. Also, the
compensation discussion below uses the opt;ion awards made in January after the end of the relevant
fiscal year, because these awards are the ones used by the Compensation Commitiee in reviewing total
compensation packages for 2007 and 2006. i['he significant assumptions used in the calculation of the
estimated Black-Scholes value of the January 2008 and 2007 awards were as follows:

Estimated life of option . . 2008 -|5 years Risk free interest rate ... 2008 - 3.5%

2007 -|5 years 2007 - 4.7%
Dividend yield of stock .. 2008 -|4.75%  Volatility . . ... ........ 2008 -*18.7%
2007 -|4.25% 2007 - 20.3%

Performance of Individual Named Executive Officers

Mr. Davis became our chief executive officer on December 12, 2006, and his 2007 pay increase
reflects his promotion to this position. Mr. Davis’s base pay in 2007 was $850,000, an increase of
$225,000 over his pay in 2006 when he was our chief operating officer. As discussed above, Mr. Davis
did not receive a cash incentive bonus undelr the EIP for the year ended December 31, 2007. His total
cash compensation for 2007 was $850,000, whlch represented a decrease of $1,275,000 from 2006.
Based on the chief executive officer peer group analysis, his total cash compensation was below the
25" percentile level. However, in lieu of a cash incentive bonus, he received a special award of
restricted stock with a value on grant date of $850,000, which was 50% of the value of his target cash
bonus award under the EIP. This grant recognized the outstanding leadership Mr. Davis demonstrated
during his first year as chief executive officer during a difficult macro-economic environment. The
restricted stock will vest at the end of three'years. Mr. Davis also received a long-term incentive award
on January 16, 2008, in the form of optionsito acquire 1,457,726 shares of our common stock with an
estimated Black-Scholes value of $5,000,000. The exercise price was equal to the closing market price
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on the date of grant. This award was estimated to be at approximately the 51* percentile of the 2007
chief executive officer peer group, and was the same as his 2006 award (made on January 17, 2007).
His total direct compensation for 2007 (base pay, special restricted stock award and 2007 long-term
incentive award) was $6,700,000, a decrease of $425,000 (6.0%) over 2006. As discussed above, the
Compensation Committee considered our financial and operating performance for 2007, including the
decrease in our fully diluted EPS, the decrease in TSR for the year, our high ROE and our high _
relative performance in our peer group in arriving at this compensation package. The Committee has
not established a specific weighting for each factor nor a defined formula to calculate bonuses and
long-term incentive compensation, but rather, it considers all factors together. However, in 2007, our
relative performance on all financial and shareholder return measures against the peer group
performance was a key factor in making the special restricted stock award. In contrast to annual bonus
payments under our EIP, the amount of the long-term equity award is typically not impacted
significantly by a single year’s performance, and is meant to be a long-term incentive that promotes
higher level performance over a several-year period. However, for 2007 Mr. Davis’s award was at the
median level for a chief executive officer in our peer group, when normally it would be targeted at the
70™ to 75" percentile. The lower award reflects the fact that U.S. Bancorp’s 2007 performance did not
meet all of management’s financial objectives.

Mir. Davis’s base pay in 2006 was $625,000, which was the same as his pay in 2005. Based on our
peer group, Mr. Davis’s base pay was at approximately the 76" percentile for chief operating officers.
His 2006 pay reflected his anticipated promotion to the chief executive officer position, which occurred
in December 2006. His base pay in comparison to our chief executive officer peer group data was
betow the 25™ percentile. Mr. Davis received a cash incentive bonus of $1,500,000 in February 2007 for
the year ended December 31, 2006. This was a decrease of $250,000 over 20035, but it was 120% of his
target level. For 2006, it is estimated that this award was at approximately the 36 percentile of the
chief executive officer peer group. His total cash compensation for 2006 was $2,125,000 and
represented a decrease of $250,000 over 2005. Based on the 2006 chief executive officer peer group
analysis, his total cash compensation was below the 25" percentile level. Mr. Davis also received a
Jong-term incentive award on January 17, 2007, in the form of stock options to acquire 919,118 shares
of our common stock with an estimated Black-Scholes value of $5,000,000. The exercise price was equal
to the closing market price on the date of grant. This award was estimated to be at approximately the
45% percentile of the 2006 chief executive officer peer group and was an increase of $1,500,000 over his
2005 award (made on January 17, 2006). His total direct compensation for 2006 (base pay, cash
incentive bonus and long-term incentive award) was $7,125,000, an increase of $1,250,000 (21.3%) over
2005. During 2005, Mr. Davis did not serve as our chief executive officer. It was estimated his total
direct compensation for 2006 was at approximately the 36'" percentile of the 2006 peer group. In
arriving at the 2006 compensation amounts, the Compensation Committee considered our financial and
operating performance for 2006, including the increase in EPS and high ROE, both of which exceeded
targets. The Compensation Committee awarded Mr. Davis a cash incentive award equal to 120% of the
target award level established a year earlier, based on our having exceeded financial goals for the year
and on his strong leadership. The Compensation Committee also took into consideration the actual
increase in the EPS of the peer group of banks relative to our increase, the efforts of Mr. Davis in
preparing U.S. Bancorp for a successful transition from the previous chief executive officer and the
overall economic environment in which the above target returns were achieved.

Mr. Cecere became our Vice Chairman and Chief Financial Officer on February 28, 2007, after
previously serving as our Vice Chairman, Wealth Management. Mr. Cecere’s base pay in 2007 was
$445,850, which was an increase of $45,850 (11.5%) from 2006. His pay increase reflected this
promotion. After this increase, his base pay was at 87% of the median pay for a chief financial officer,
“which was about the 22" percentile for a chief financial officer, based on our 2007 peer group data
base. This level of pay reflected his short tenure as chief financial officer. As discussed above, i
Mr. Cecere did not receive a cash incentive bonus under the EIP for the year ended December 31,
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2007. His total cash compensation for 2007 \Ivas $445,850, which represented a decrease of $579,150
from 2006. Based on our 2007 peer group derlta this was among the lowest for a chief financial officer.
However, in lieu of a cash incentive bonus, he received a special award of restricted stock with a value
on grant date of $440,000, which was 65% of his target cash bonus. On the recommendation of our
chief executive officer, Mr. Cecere received 65% of his target bonus amount due to his exceptional
individual performance. The restricted stockjwill vest at the end of three years. Based on the cash value
on grant date of this restricted stock award, lit was at approximately the 25" percentile of the 2007 peer
group for cash incentive awards. Mr. Cecere also received a long-term incentive award on January 16,
2008, in the form of options to acquire 874, 636 shares of our common stock with an estimated Black-
Scholes value of $3,000,000. The exercise prlce was equal to the closing market price on the date of
grant. This award was estimated to be among the highest in the peer group for his position. It was an
increase of $1,250,000 over his 2006 stock option award (made on January 17, 2007). The size of his
2007 award reflected his comparably low base pay, his promotion during the year and his excellent
performance in his new position, particularly during a very difficult economic period. His total direct
compensation for 2007 (base pay, special reétricted stock award and 2007 long-term incentive award)
was $3,885,850, an increase of $1,110,850 (40%) over 2006. The large increase was primarily due to his
promotion to the chief financial officer posntlon As discussed above, the Compensation Committee
considered our financial and operating performance for 2007, including the decrease in our fully diluted
EPS, our decrease in TSR, our high ROE a[nd our high relative performance in our peer group in
arriving at the compensation package described. In particular, our relative performance on all financial
and shareholder value measures against the'peer group performance was the key factor in awarding the
restricted stock award.

M. Cecere’s base pay in 2006 was $40d,000, which was the same as his pay in 2005. Within our
peer group, there was not a good match to the position of Vice Chairman, Wealth Management. We
used a mix of two comparable areas of responsibility at peer group companies to provide some
compensation guidelines for his position, as|well as comparisons to our other vice chairs. Based on
these two areas of responsibility, his base pay was estimated to be 75% of the median. Mr. Cecere
received a cash incentive bonus of $625,000(in February 2007 for the year ended December 31, 2006.
This was an increase of $75,000 over 2005, and it was 125% of his target level. His total cash
compensation for 2006 was $1,025,000 and represented an increase of $75,000 over 2005. Based on
peer group analysis, his total cash compensation was at approximately 75% of the median total cash
compensation. Mr. Cecere also received a long-term incentive award on January 17, 2007, in the form
of options to acquire 321,691 shares of our common stock at an exercise price equal to the fair market
value on the date of grant, with an estlmdted Black-Scholes value of $1,750,000. This award was about
138% of median long-term awards of the peer group and was estimated to be at approximately the
60™ percentile of the peer group. It was an increase of $150,000 over his 2005 award (made on
January 17, 2006). His total direct compensétion (base pay, cash incentive bonus and 2006 long-term -
incentive award) was $2,775,000, an increase of 8.8% over 2005. It was estimated his total direct
compensation was at approximately the 50 percentile of the peer group. The Compensation
Committee awarded Mr. Cecere a cash incentive award equal to 125% of the target award level
established a year earlier, based on his business line having met its overall goals for revenue growth,
expense control and business line targeted results and the overall increase in corporate EPS and high
ROE. The Compensation Committee also t'pok into consideration the relative increase in the EPS of
the peer group of banks in comparison to our increase and the overall economic environment in which
the above-target returns were achieved.

Mr. Chenevich serves as-our Vice Chairman, Technology and Operations Services. Mr. Chenevich’s
base pay in 2007 was $475,000, which was unchanged from 2006. His base pay was at approximately the
54 percentile, based on our 2007 peer group data base. As discussed above, Mr. Chenevich did not
receive a cash incentive bonus under the EIP for the year ended December 31, 2007. His total cash
compensation for 2007 was $475,000, which; represented a decrease of $565,000 from 2006. Based on
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our 2007 peer group data, this was among the lowest for a vice chair serving as a chief information
officer with operations responsibilities. However, in lieu of a cash incentive bonus, he received a special
award of restricted stock units with a value on grant date of $300,000. The restricted stock units will
vest at the end of three years. The cash value of this award was below the 25" percentile for the 2007
peer group data for cash incentives. Mr. Chenevich also received a long-term incentive award on
January 16, 2008, in the form of options to acquire 728,863 shares of our common stock with an
estimated Black-Scholes value of $2,500,000. The exercise price was equal to the closing market price
on the date of grant. This award was estimated to be among the highest in the peer group for his
position. It was an increase of $250,000 over his 2006 award (made on January 17, 2007). His total
direct compensation for 2007 (base pay, special restricted stock award and 2007 long-term incentive
award) was $3,275,000, a decrease of $15,000 (0.5%) over 2006. As discussed above, the Compensation
Committee considered our financial and operating performance for 2007, including the decrease in our
EPS, the decrease in our TSR for the year, our high ROE and our high relative performance in our
peer group in arriving at the compensation package described. In particular, our relative performance
on all financial and shareholder measures against the peer group performance was the key factor in
awarding the restricted stock unit award. In contrast to annual bonus payments under our EIP, the
amount of the long-term equity award is typically not impacted significantly by a single year’s
performance and is meant to be-a long-term incentive that promotes higher level performance over a
several-year period. In Mr. Chenevich’s case, the value of his long-term awards remained at the same
level from 2004 to 2006, with the approximately 11% increase in 2007 reflective of his long service, high
performance level and relative position of his cash pay to the peer group. :

Mr. Chenevich’s base pay in 2006 was $475,000, which was an increase of $25,000 (5.6%) over his
pay in 2005. Based on our 2006 peer group, this was at approximately the 49™ percentile for a vice
chair serving as a chief information officer with operations responsibilities. Mr. Chenevich received a
cash incentive bonus of $565,000 in February 2007 for the year ended December 31, 2006. This was a
decrease of $60,000 (9.6%) over 2005, and it was 95% of his target level. His total cash compensation
for 2006 was $1,040,000, which represented a decrease of $35,000 (3.3%) over 2005. Based on peer
group analysis, his total cash compensation was at approximately the 49" percentile level.

Mr. Chenevich also received a long-term incentive award on January 17, 2007, in the form of options to
acquire 413,603 shares of our common stock at an exercise price equal to the fair market value on the
date of grant, with an estimated Black-Scholes value of $2,250,000. This award was estimated to be at
approximately the 75® percentile of the peer group and was the same as his 2005 stock option award.
His total direct compensation (base pay, cash incentive bonus and 2006 long-term incentive award) was
$3,290,000, a decrease of $35,000 (1.1%) over 2005. It was estimated his total direct compensation was
at approximately the 69" percentile of the peer group. The Compensation Committee awarded

Mr. Chenevich a cash incentive award equal to 95% of the target award level established a year earlier.
The award level was slightly less than his target because the overall corporate goals for revenue growth
and business line targeted results were not met, but his individual performance was superior and his
business line met its financial plan, which contributed to the overall increase in corporate EPS and high
ROE. The Compensation Committee also took into consideration the relative increase in the EPS of
the peer group of banks in comparison to our increase and the overall economic environment in which
the above-target returns were achieved.

Ms. Joseph serves as our Vice Chairman, Payment Services. Ms. Joseph’s base pay in 2007 was
$500,000, which was an increase of $50,000 from 2006. Within our peer group, there was not a good
match to the specific responsibilities and lines of business that Ms. Joseph lcads. As a result, the
Compensation Committee used comparisons to our other vice chairs to benchmark her pay. She had
the second highest base pay of our vice chairs. Her business lines contributed approximately 22% of
pur net income in 2007. The amount of Ms, Joseph’s target cash bonus was approximately in the
middle of the range of target bonuses for our vice chairs. The amount of her target bonus takes into
consideration her higher level of base pay. As discussed above, Ms. Joseph did not receive a cash
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incentive bonus under the EIP for the year ended December 31, 2007. Her total cash compensation for
2007 was $500,000, which represented a dechdsc of $450,000 tfrom 2006. However, in lieu of a cash
incentive bonus, she received a special award of restricted stock with a value on grant date of $325,000,
which was 65% of her target cash bonus. On the recommendation of our chief executive officer,

Ms. Joseph received 65% of her target bonus amount due to her exceptional individual performance
and the performance of the lines of business she manages. The restricted stock will vest at the end of
three years. Ms. Joseph also received a lon'g-term incentive award on January 16, 2008, in the form of
options to acquire 583,090 shares of our common stock with an estimated Black-Scholes value of
$2,000,000. The exercise price was equal to| the closing market price on the date of grant. This award
was the third highest award among our vice chairs. This award was an increase of $500,000 over her
2006 award (made on January 17, 2007}, Her total direct compensation for 2007 (base pay, special
restricted stock award and 2007 long-term incentive award) was $2,825,000, an increase of $375,000
(15.3%) over 2006. As discussed above, the Compensation Committee considered our financial and -
operating performance for 2007, including the decrease in our fully diluted EPS, the decrease in our
TSR for the year, our high ROE and our hligh relative performance in our peer group in arriving at
her compensation package. In particular, the relative performance on all financial and shareholder
measures against the peer group performance was the key factor in granting the restricted stock award.
In contrast to annual bonus payments undelr our EIP, the amount of the long-term equity award is
typically not impacted significantly by a smg]e year’s performance and is meant to be a long-term
incentive that promotes higher level perforllnance over a several-year period. In Ms. Joseph’s case, the
large increase in the long-term incentive aul'ard was meant to reflect her high long-term importance to
U.S. Bancorp. In addition, her business lines have been among our strongest and most consistent areas
of growth.

Ms. Joseph’s base pay in 2006 was $450,000, which was the same as her pay in 2005, Within our
peer group, there was not a good match tojthe specific responsibilities and lines of business that
Ms. Joseph leads. We used comparisons to our other vice chairs 1o benchmark her pay. In 2006, she
had the fourth highest base pay of our vice|chairs. Ms. Joseph received'a cash incentive bonus of
$500,000 in February 2007 for the year ended December 31, 2006. This was an increase of $50,000 over
2005, and it was 111% of her target bonus. |Her total cash compensation for 2006 was $950,000, which
represented an increase of $50,000 over 2005. The amount of Ms. Joseph total cash compensation was
approximately in the middle of the range of total compensation for our vice chairs. Ms. Joseph also -
received a long-term incentive award in the|form of stock options on January 17, 2007, to acquire
275,735 shares of our common stock with an estimated Black-Scholes value of $1,500,000. The exercise
price was equal to the closing market price|0n the date of grant. It was an increase of $100,000 over
her 2005 award (made on January 17, 2006). Her total direct compensation {(base pay, cash incentive
bonus and 2006 long-term incentive award)|was $2,450,000, an increase of $150,000 (6.5%) over 2005.
It was estimated her total direct compensation was approximately in the middle of our vice chairs. The
Compensation Committee awarded Ms. Jos%:ph a cash incentive award equal to 111% of the target
award level established a year earlier, based on her business lines having met their overall goals for
revenue growth, expense control and business line targeted results and the overall increase in corporate
EPS and high ROE. The Compensation Committee also took into consideration the relative increase in
the EPS of the peer group in comparison to our increase and the overall economic environment in
which the above-target returns were achieved.

Mr. Mitau serves as our Executive Vlce President and General Counsel. Mr. Mitau’s base pay in
2007 was $375,000, which was unchanged from 2006. His base pay was at approximately the
45" percentile, based on our 2007 peer grotllp data base. As discussed above, Mr. Mitau did not receive
a cash incentive bonus under the EIP for tHe year ended December 31, 2007, His total cash
compensation for 2007 was $375,000, whxch|represented a decrease of $405,000 from 2006. Based on
our 2007 peer group data, this was among tlhe lowest for the chief legal officer. However, in lieu of a
cash incentive bonus, he received a special award of restricted stock units with a value on grant date of
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$225,000, which was 50% of his target cash award. The restricted stock units will vest at the end of
three years. Based on the cash value of this award, it was below the 25" percentile for the 2007 peer
group for cash incentive bonuses. Mr. Mitau also received a long-term incentive award on January 16,
2008, in the form of options to acquire 379,009 shares of our common stock with an estimated Black-
Scholes value of $1,300,000. The exercise price was equal to the closing market price on the date of
grant. This award was estimated to be among the highest in the peer group for his position. It was an
increase of $100,000 over his 2006 award (made on January 17, 2007). His total direct compensation for
2007 (base pay, special restricted stock award and 2007 long-term incentive award) was $1,900,000, a
decrease of $80,000 (4.0%) over 2006. As discussed above, the Compensation Committee considered
our financial and operating performance for 2007, including the decrease in our fully diluted EPS, the
decrease in TSR for the year, our high ROE and our high relative performance within qur peer group
in arriving at the compensation package described. In particular, our relative performance on all
financial and shareholder measures against the peer group performance was the key factor in granting
the restricted stock unit award. In contrast to annual bonus payments under our EIF, the amount of the
long-term equity award is typically not impacted significantly by a single year’s performance and is
meant to be a long-term incentive that promotes higher level performance over a several-year period.
In Mr. Mitaw’s case, his long-term awards have remained the same level for the prior three years, with
the approximately 8% increase this year reflective of his long service, high performance and relative
position of his cash pay to the peer group.

Mr. Mitau’s base pay in 2006 was $375,000, which was an increase of $20,000 (5.6%) over his pay
in 2005. Based on our 2006 peer group, this was at approximately the 47" percentile for an Executive
Vice President and General Counsel. Mr. Mitau received a cash incentive bonus of $405,000 in
February 2007 for the year ended December 31, 2006. This was a decrease of $20,000 (4.7%) over
2005, and it was 90% of his target level. His total cash compensation for 2006 was $780,000, which was
the same as his 2005 pay. Based on peer group analysis, his total cash compensation was at
approximately the 43% percentile level. Mr. Mitau ‘also received a long-term incentive award in the
form of stock options on January 17, 2007, to acquire 220,588 shares of our common stock at an
exercise price equal to the fair market value of our common stock on the date of grant, with an
estimated Black-Scholes value as of the date of grant of $1,200,000. This award was estimated to be at
approximately the 75" percentile of the peer group and was the same as his 2005 award. His total
direct compensation (base pay, cash incentive bonus and long-term incentive award) was $1,980,000,
which was the same as his 2005 total. It was estimated his total direct compensation was at
approximately the 63™ percentile of the peer group. The Compensation Committee awarded Mr. Mitau
a cash incentive award equal to 90% of the target award level. The award level was less than his target
because the overall corporate goals for revenue growth and business line targeted results were not met,
but his individual performance was high and corporate performance showed an increase in corporate
EPS and high ROE. The Compensation Committee also took into consideration the relative increase in
the EPS of the peer group in comparison to our increase and the overall economic environment in
which the above-target returns were achieved.

Mr. Moffett’s compensation is described in this proxy statement because he was our principal
financial officer for a portion of 2007. Mr. Moffett retired as our Vice Chairman and Chief Financial
Officer effective on February 27, 2007, and entered into a non-executive employment agreement with
us. Pursuant 1o this agreement, he provided services to us as special advisor to our chief executive
officer for a period of one year following his retirement as chief financial officer. Under this
agreement, Mr. Moffett reccived a base salary of $240,000, with no eligibility for any bonus or
long-term incentive awards. His existing option and restricted share grants continued to vest and
remained outstanding consistent with their terms during the term of the agreement. Mr. Moffett’s total
base pay in 2007 was $291,678, which was a decrease of $258,322 (47.0%) over his base pay in 2006.
Mr. Moffett did not receive a bonus for the year ended December 31, 2007.

3




|
|
| .

Mr. Moffett’s base pay in 2006 was $550 000, which was an increase of $25,000 (4.8%) over his pay
in 2005. Based on our 2006 peer group, thls was at approximately the 57™ percentile for chief financial
officers. Mr. Moffett received a cash mcentgve bonus of $1,000,000 in February 2007 for the year ended
December 31, 2006. This was a decrease ot] $250,000 over 2005, but it was 121% of his target level. His
total cash compensation for 2006 was $1,550,000, which represented a decrease of $223,000 over 2003.
Based on peer group analysis, his total cash]‘ compensation was at approximately the 57 percentile
level. Mr. Moffett also received a long-term incentive award in the form of stock options on -
January 17, 2007, to acquire 460,300 shares of our common stock at an exercise price equal to the fair
market value on the date of grant, with an estimated Black-Scholes value of $2,500,000. This award was
estimated to be at approximately the 68 percentile of the peer group and was the same as his prior
year’s award (received on January 17, 2006). His total direct compensation (base pay, cash incentive
bonus and 2006 long-term incentive award) 'was $4,050,000, a decrease of $225,000 over 2005. It was
estimated his total direct compensation was'at approximately the 62°® percentile of the peer group. In
arriving at the 2006 compensation amounts, the Compensation Committee considered our financial and
operating performance for 2006, including the increase in EPS and high ROE. The Compensation
Committee awarded Mr. Moffett a cash incentive bonus equal to 121% of the target award level
established a year earlier, based on U.S. Bancorp exceeding its financial goals for the year and, in
particular, the contributions of the treasury and tax departments of his financial group to our overall
superior performance through investment management and a lower effective tax rate in 2006. The
Compensation Committee took into consideration the actual increase in the EPS of the peer group of
banks and the overall economic environment in which the above-target returns were achieved.

Compensation Committee Report

The Compensation Committee has reviewed and discussed the Compensation Discussion and
Analysis with management. Based upon this.review and discussion, the Compensation Committee
recommended to the Board of Directors that the Compensation Discussion and Analysis be included in
this proxy statement and in our Annual Report on Form 10-K for the year ended December 31, 2007.

Compensation Committee Pt‘ the Board of Directers of U.S. Bancorp
|

Jerry W. Levin, Chair . Warren R, Staley

Arthur D, Collins, Jr, : Patrick T. Stokes
Peter H. Coors
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Summary Compensation Table

The following table shows the cash and non-cash compensation for each of the last two fiscal years

awarded to or earned by individuals who served as our chief executive officer or chief financial officer
and each of our three other most highly compensated executive officers during fiscal year 2007.

Summary Compensation Table

Change in
Pension Value
and
Non-Equity  Non-Qualified
Incentive Deferred
Stock  Option Plan Compensation  All Other
Salary Awards Awards Compensation Earnings Compensation  Total
Name and Principal Position Year ()Y (9P 3 s %™ %) %)
Richard K. Davis. . . . ........ HK)7 850,032 46,158 2,874,827 — 609,672 14,1709 4,394,859
Chairman, President and 2006 625,024 99,678 2,421,794 1,500,000 1,248,437 21,563 5,916,496
Chief Executive Officer
Andrew Cecere™ . ... ....... 2007 445,850 111,331 1,296,800 — 177,356 12,4328 2,043,769
Vice Chairman and 2006 400,015 145,028 1,337,754 625,000 100,023 12,023 2,619,843
Chief Financial Officer
William L. Chenevich . . . ... ... 2007 475,018 150,624 2,291,506 —_ 501,385 27,52800 3,446,061
Vice Chairman, Technology 2006 475,018 196,215 1,819,626 565,000 1,283,938 28,562 4,368,359
and Operations Services
Pamela A. Joseph .. ......... 2007 500,019 '258,014 943,483 — 267,773 95,0000 1,978,289
Vice Chairman, 2006 450,017 437,235 816,817 500,000 246,451 9,244 2,459,764
Payment Services
leeR Mitau . ... .......... 2007 375,014 87,586 2,258,103% — 240,704 17,3870 2,978,794
Executive Vice President 2006 375,014 117,320 1,684,245 405,000 260,968 11,963 2,854,510
and General Counsel ’
David M. Moffeut®™, ... ... ... 2007 291,678 46,158 1,860,688 — 620,953 21,10004 2,840,577
Former Vice Chairman 2006 550,021 99,678 1,863,678 1,000,000 1,393,171 32,441 4,938,989

and Chief Financial Officer

9]

(2)

3

Includes any amounts deferred at the direction of the executive officer pursuant to the U.S. Bancorp 401{k} Savings Plan
and the U.S. Bancorp 2005 Executive Employees Deferred Compensation Plan, as applicable.

The amounts in this column are calculated based on FAS 123R and equal the financial statement compensation cost for
restricted stock awards as reported in our 2007 consolidated statement of income for the fiscal year. Under FAS 123R, a
pro-rata portion of the total expense at the time the restricled award is granted is recognized over the applicable service
period generally cortesponding with the vesting schedule of the grant. The expenses reported in this column relate to
restricted stock grants originally made on December 17, 2002, and January 201, 2004. The original total cost of these awards
was based on the number of shares awarded and the fair market value of the U.S. Bancorp common stock on the date the
grant was made. Except for Mr. Moffett, who retired from his position as Chief Financial Officer on February 27, 2007, we
made special restricted stock awards to these officers in January 2008. The 2008 awards are discussed in the Compensation
Discussion and Analysis section of this proxy statement, In accordance with FAS 123R, none of the compensation expense
related to the January 2008 awards arc included in this column.

The amounts in this column are caleulated based on FAS 123R and equal the finuncial statement compensation cost for
stock option awards as reported in our consolidated statement of income for the fiscal year. Under FAS 123R, a pro-rata
portion of the total expense at time of grant is recognized over the applicable service period generally corresponding with
the vesting schedule of the grant. Since January 2004, we typically have made annual grants to the officers named above,
and to the other members of the Managing Committee, in January of each year. The initial expense is based on the fair
value of the stock option grants as estimated using the Black-Scholes option-pricing model. The assumptions used to arrive
at the Black-Scholes value are disclosed in Note 17 to our consolidated financial statements inciuded in our 2007 Annual
Report on Form 10-K. Except for Mr. Moffett, we made stock option awards to these officers in January 2008. The 2008
awards are discussed in the Compensation Discussion and Analysis section of this proxy statement. In accordance with
FAS 123R, none of the compensation expense related to the January 2008 awards arc included in this column.,
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The amounts in this column relate to awards granted under our 2006 Executive Incentive Plan. That plan and these awards
are discussed in the Compensation Discussion and Analysis section of this proxy statement.

The amounts in this column represent the increase in the actuarial net present value of all future retirement benefits under
the U.S, Bancorp Pension Pian and the U.S. Bancorp Non-Qualified Retirement Plan. The increase in value is primarily
due to the increase in the age of the officers and the officers’ years of service. All of the pension benefits for Messrs, Davis,
Moiffett, and Chenevich and Ms. Joseph are ba led on their respective highest five consecutive years average pay. For
Messrs. Cecere and Mitau, the aggregate supplemental benefits are based on their respective final three consecutive years
average pay and their remaining pension bencms are based on their respective highest five consecutive years average pay,
Pay includes both base pay and cash incentive awards earned in the applicable year. The net present value of the pension
benefits as of December 31, 2006 and 2007 used to calculate the net change in pension benefits were determined using the
same assumptions used to determine our pcnsmn obligations and expense for financial statement purposes. See Note 16 to
our consolidated financial statements inctuded in our 2007 Annual Report on Form 10-K for these specific assumptions.
Additional information about our Penston Plan and Non-Qualified Retirement Plan is included below under the heading
“Pension Benefits.” We have not provided abovée-market or preferential earnings on any nonqualified deferred
compensation and, accordingly, no such amounts are reflected in this column.

Includes parking reimbursement of $2,880; a matchmg contribution by U.S. Bancorp into the 401(k} Savings Plan of $9,000;
home security system costs of $2.228; and a noncash award of $61. On a few occasions during 2007 Mr. Davis used
corporate aircraft for personal purposes, which includes a family member accompanying him on a business-refated flight,
and in each case, Mr. Davis reimbursed the con{pany for all aggregate incremental cost to the company of such usage.

Mr. Cecere served as our Vice Chairman, Wealth Management until February 27, 2007, and assumed the role of Vice
Chairman and Chief Financial Officer on February 28, 2007.

Includes parking reimbursement of $2,880; a maiching contribution by U.S. Bancorp into the 401(k) Savings Plan of $9,000;

home security system costs of $475; a health beneﬁt rebate of $25; and a noncash award of $52.
|

Under the terms of our standard stock option agreement, at age 59 with ten years of service, an employee meets certain
retirement eligibility criteria that allow the option to continue to vest after termination of employment and give the
employee the full remaining term of the option to exercise. In 2006, we changed our accounting practices as part of our
adoption of FAS 123R to record the expense of ¢ an option over the period to the date an employee meets these retirement
criteria, if that period is less than the vesting nme period of the stock option. Because of this change, Mr. Chenevich’s and
Mr, Mitau's option expense was higher than the average level of their respective annual awards over the last four years.
Mr. Chenevich and Mr. Mitau will meet the retitement eiigibility criteria in April 2009 and April 2008, respectively. In
addition, as shown in the Grants of Plan Based Awards Table, Mr, Mitau received two “reload” stock option grants that
also contributed to his higher than average opnon expense.

Includes executlvc physical of $9,062; parking relmbursement of $2,880; a matching contribution by U.5. Bancorp into the
401(k) Savings Plan of $9,000; home security system costs of $5,018; and reimbursement of firancial planning expenses of
$1,567. i

Consists of a matching contribution by U.S. Bancorp into the 401(k) Savings Plan.

Includes executive physical of $3,392; parking reimbursement of $2,880; a matching contribution by U.S. Bancorp into the
401(k) Savings Plan of $9,000; and reambursement of financial planning expenses of $2,116.

Mr. Moffett retired from his position as our VICC Chairman and Chief Financial Officer on February 27, 2007. Mr, Moffett
continued to provide services to us during 2007 a discussed further below under the heading “Potential Payments Upon
Termination or Change in Control—Agreement with David M. Moffett.”

Includes executive physical of $7,195; parking re1mbursemcnl of $2,880; a matching contribution by U.S. Bancorp into the

401(k) Savings Plan of $9,000; home security systcm costs of $350; and reimbursement of financial planning expenses of
$1,475. |
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Grants of Plan-Based Awards

The following table summarizes the 2007 grants of equity and non-equity plan-based awards to the

executive officers named in the Summary Compensation Table. The first line of information for each
executive contains information about the 2007 cash awards that each executive was eligible for under
our 2006 Executive Incentive Plan, and the remaining information relates to stock options granted
under our 2001 Stock Incentive Plan or our 2007 Stock Incentive Plan.

Grants of Plan-Based Awards

All Other
Date of All Other Option Grant
Compensation Stock Awards: Exercise  Date Fair

Estimated Future Payouts Under

Committee .y Awards: Number of or Base  Value of
Meeting at NOH-Equ\l‘);al:ldC:(!lllt“B Plan Number of Securities  Price of  Stock and

Which Grant Shares of Underlying  Option Option

Grant Was Threshold Target Maximum Stock or Options Awards Awards

Name Date Approved 6] % ($)®  Units (#) #) ($/5h) H™

Richard K. Davis . . . .. — — 510,000 1,700,000 8,648,000 — — — —
1/17/079  1/15/07 — — — — 919,118 35.7600 5,000,000
Andrew Cecere .. .. .. — — 202,500 675,000 8,648,000 -— — — —_
117074 115/07 — — — — 321,691 35.7600 1,750,000
William L. Chenevich . . — —_— 178,125 593,750 8,648,000 — — — —
17/07%  1/15/67 — —_ -_— — 413,603 35.7600 2,250,000
Pamela A. Joseph. . . .. — — 150,000 500,000 8,648,000 — — —_ —
11707 115007 — _ — — 275,735 35,7600 1,500,000
Lee R. Mitau . . ... .. — _ 135,000 450,000 8,648,000 — — — —
11707 1/15/07 — — — —_ 220,588 35,7600 1,200,000
A19/07 4720199 — —_ — —_— 116,342 34.3300 222,112
10/31/07%  4/20/99 — — — — 127,347 33.1600 214,348
David M. Moffett . . . .. — — —n —7 - — — — —
/1707 1/15/07 — — — — 459,559 357600 2,500,000

D

@

3)

*)

These columns show the potential payments for each of the named executive officers under our EIP Additional information
regarding our EIP is included above in *Compensation Discussion and Analysis—Components of our Compensation
Program—Annual Cash Incentives.” Generally, the actual bonus incentive amounts paid based on our performance are
reported in the Non-Equity Incentive Plan Compensation column in the Summary Compensation Table. However, as
discussed above in the Compensation Discussion and Analysis section of this proxy statement, no cash incentive bonus
amounts were paid to these officers for 2007.

Our EIP provides the opportunity for each participant in the plan to carn a bonus incentive amount equal to or less than
0.2% of our net income for the performance year. Our net income for the 2007 fiscal year was $4.324 billion, and 0.2% of
net income was $8.648 million.

The Black-Scholes option pricing model was used to estimate the grant date fair value of the options in this cotlumn. Use. of
this model should not be construed as an endorsement of its accuracy. All stock option pricing models require predictions
about the future movement of the stock price. The assumptions used to develop the grant date valuations for the options
granted on January 17, 2007, were: risk-free rate of return of 4.7%, dividend rate of 4.25%, volatility rate of 20.3%,
quarterly reinvestment of dividends, and an average term of five years. The assumptions used to develop the grant date
valuations for the “reload” options granted on April 19, 2007, and discussed further below, were: risk-free rate of return of
4.54%, dividend rate of 4.25%, volatility rate of 19.91%, quarterly reinvestment of dividends, and an average term of six
months. The assumptions used to develop the grant date valuations for the “reload” options granted on October 31, 2007,
were the same, cxcept that the risk-free rate of return was 4.23% and the volatility rate was 18.41%. No adjustments have
been made for non-transferability or risk of forfeiture. The real value of the options in this table will depend on the actual
performance of our common stack during the applicable period and the fair market value of our common stock on the date
the options are exercised.

These options were granted on January 17, 2007, for 2006 performance and vest at 25%» per year on the anniversary of the
grant date.
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| {5) These options are “reload” options granted on April 19, 2007. They vested on October 19, 2007, in accordance with the

terms of the original option grant. Under the tefms of certain stock option grants originally made in 1999, if the option
exercise price was paid by surrendering shares of our stock owned by the option holder for at least six months prior to the

exercise, the option holder was granted a number of reload options equal to the number of shartes surrendered, but having

previously owned shares to pay the income taxes due on the exercise, additienal reload options were granted on those

‘ an exercise price equal to the fair market price 4t the time of the exercise. To the extent the option holder also surrendered

surrendered shares. The original stock option grants permitted a holder to exercise and reload up to three times. The
reload options vest six months after the date of grant and expire on the same date as the original option grant. All options
with a reload feature held by any of the officers in this table will expire in 2009.

{6} These options are reload options granted on October 31, 2007. They will vest on April 30, 2008, in accordance with the

terms of the original option grant.

(7) Mr. Moffett retired from his position as our Vicé Chairman and Chief Financial Officer on February 27, 2007, and was not

. eligible for a cash incentive bonus award.

Outstanding Equity Awards at Fiscal Year-End

The following table shows the unexercised stock options, unvested restricted stock, and other
equity incentive plan awards held at the end of fiscal year 2007 by the executive officers named in the
Summary Compensation Table,

Qutstanding quuity Awards At Fiscal Year-End
i
1 Option Awards Stock Awards
Market
Number, of Number of Value of
Securities Securities Number of  Shares or
Underlying Underlying Shares or Units of
Unexercised ~ Unexercised Option Units of Stock That
Options Options Exercise Option Stock That  Have Not
“# | #) Price  Expiration  Have Not Vested
Name Exercisable  Unexercisable % Date Vested (#) s)w
Richard K. Davis . ............... a 919,118% 357600 11772017 — —
137,07{:‘3) 411,223 30,0000 1/17/2016 — -—
259,505‘"" 2595054 30.4000 1/18/2015 -— -—
215,17S|‘5? 71,7256 28,5000 11202014 — —
235,591 -— 214938 12/17/2012 — —_—
261,76$ — 19.1001 12/18/2011 — -
352,380 — 21.5410 12122010 —_ —
196,326 — 212306 12/14/2009 — -
347,344 - 287006 1/12/2009 — —
271,836 236310 11/20/2008 -~ -
Andrew Cecere .. ............... — 321,691 35.7600 11772017 — —
62,662“” 187,988 30.0000 1/17/2016 — —
118,63 15(4) 118 6310 30.4000 11812015 —_ —
31,0754 93,2256} 28.5000 1/20/2014 — —
156,054 — 21.4938 12/17/2012 — —
86,462 — 19.1001 12/18/2011 —_ —
171,156 — 23.1824 2/27/2011 — —
191,040 — 29.1518 -+ 4/20/2009 - —_
— — — — 17,0000 539,580
William L. Chenevich, . . .. ......... — 413,60319 35.7600 171712017 — -
88,119P 264,358 300000  1/17/2016 — -
166,8251% 166,825¢ 304000 1/18/2015 — —
41,950 125,850® 28.5000 1/20/2014 — —
154,796, — 21,4938 12/17/2012 — —
28,638| — 21,5410 12/12/2010 — —
122,932 — 32,9633 4/26/2009 — P
—_ : — — — 23,000 730,020
\
j
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Option Awards

Stock Awards

Number of Number of

Securities

Securities

Underlying Underlying

Market

Value of
Number of Shares or
Shares or Units of

Unexercised Unexercised Option Units of Stock That
Options Options Exercise Option Stock That  Have Not

#) {#) Price Expiration Have Not Vested

Name Exercisable  Unexercisable % Date Vested (#) ($)"
Pamela A. Joseph . . .. ... ... ... — 27573512 35.7600 11772017 — —_
54,8290 164,490 30.0000 11772016 — —
103,802¢% 103,802 30.4000 1/18/2015 - —
28,8594 9,620 28.5000 1/20/2014 —_ —
67,457 — 21.4938  12/17/2012 — —
106,700 — 21.9309 7/24/2011 — —
— — — — 36,8501 1,169,619
— — — — 1,661 52,720
Lee R Mitau. .. ................ — 220,588 35.7600 111772017 —_ —
’ 46,9973 140,991 30.0000 1/17/2016 _ —
88,973 88,9734 30.4000 1/18/2015 — —
23,3009 69,90019 28.5000 1/20/2014 —_ —
66,952 — 21.4938  12/17/2012 —_ —_
1,567 — 29.1518 4/20/2009 — —
108,126 — 33.2500 412012009 — —
— 127,34700 33,1600 4/20/2009 — —
116,34200 — " 343300 4/20/2009 - —
-_— — — — 12,800t) 406.272
David M. Moffet . . .............. — 459,5591% 35.7600 171772017 — —
97,910 293,731 30.0000 1/17/2016 — -_—
185,3614 185,361 30,4000 1/18/2015 - -
195,000 65,000 28.5000 172042014 — —
235,591 — 21.4938  12/17/2012 — —
261,768 — 19.1001  12/18/2011 — —
352,380 — 21.5410  12/12/2010 —_ —
196,326 — 21.2306  12/14/2009 —_ —
347,346 — 28.7006 1/12/2009 - —
271,836 — 23.6310  11/20/2008 — —

(1) The amounts in this column are calculated using a per share value of $31.74, the closing market price of a share of our

@

€)

“)

)

(6)

U

(®)

common stock on December 31, 2007, the last business day of the year.

These non-qualified stock options vest at the rate of 25% per year, with vesting dates of Januvary 17, 2008, 2009, 2010 and

2011. :

These non-qualified stock options vest at the rate of 25% per year; 25% vested on January 17, 2007, with remaining vesting

to occur on January 17, 2008, 2009 and 2010.

These non-qualified siock options vest at the rate of 25% per year: 25% vested each year on ‘January 18, 2006 and 2007
with remaining vesting to occur on January 18, 2008 and 2009.

These non-qualified stock options vest at the rate of 25% per year; 25% vested each year on January 20, 2005, 2006 and

2007 with remaining vesting to occur on January 20, 2008,

These non-qualified stock options were subject to performance-accelerated vesting. The performance acceleration criteria

were not met and the options will vest on January 20, 2009, the fifth anniversary of the grant date.

This restricted stock was subject 1o performance-accelerated vesting, The performance acceleration criteria was not met and
the restricted stock will vest on January 20, 2009, the fifth anniversary of the grant date.

This restricted stock vests at the rate of 33% on the third anniversary of the grant date, 33% on the fourth anniversary, and
34% on the fifth anniversary; 33% vested on January 20, 2007, with remaining vesting to occur on January 20, 2008 and

2009.
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{9) This restricted stock vests at the rate of 25% per;year; 25% vested each year on January 20, 2005, 2006, and 2007 with
remaining vesting to occur on January 20, 2008, |

(10) These options are “reload” non-qualified stock or'm'ons, which will vest in full on April 30, 2008, Under the terms of certain
stock option grants originally made in 1999, if the: option exercise price was paid by surrendering shares of our stock owned
by the optien holder for at least six months prior'to the exercise, the option holder was granted a number of reload options
equal to the number of shares surrendered, but having an exercise price equal to the fair market price at the time of the
exercise. To the extent the option holder also surrcndercd previously owned shares to pay the income taxes due on the
exercise, additional reload options were granted an those surrendered shares. The original stock option grants permitted a
holder to exercise and reload up to three times. The reload options vest six months after the date of grant and expire on
the same date as the criginal option grant. All opnons with a reload feature held by any of the officers in this table will
expire in 2009.

{11} These options are “reload” non-qualified stock options, which vested in full on October 19, 2007.

Option Exercises and Stock Vested

The following table summarizes mformatxon with respect to stock option awards exercised and
restricted stock and restricted stock unit awards vested during fiscal 2007 for each of the executive
officers named in the Summary Compensatlon Table.

I
Option E.{ercises and Stock Vested

Option Awards Stock Awards
Number of Shares Value Realized on Number of Shares Value Realized on

Acquired on Exercise Exercise Acquired on Vesting Vesting
Name L(#) o (#) ($)®
Richard K. Davis .............. | — - 27,000 858,870
Andrew Cecere., . .............. b — 17,000 540,770
William L. Chenevich .., ........ 268,700 1,532,853 23,000 731,630
Pamela A. Joseph . ............. 40,000 500,864 19,810 699,095
Lee R. Mitau . .. ....... e 353,498 2,384,841 15,000 477,150

David M. Moffett . ............. 22'6,530 3,745,742 27,000 858,870
|

(1) Value determined by subtracting the exc{cise price per share from the market value per share of
our common stock on the date of exercise.

(2) Value determined by multiplying the number of vested shares by the closing market price of a
share of our common stock on the vesting date, or on the previous business day in the event the
vesting date is not a business day. i

|

Pension Benefits \

Defined Benefit Pension Plans. ‘The 1J.S.'Bancorp Pension Plan was created through the merger of
the former U.S. Bancorp’s career average pay defined benefit plan, known as the “Cash Balance
Pension Plan,” and the former Firstar Corporatlon s non-contributory defined benefit plan, which was
primarily a final average pay plan. Under the,U.S. Bancorp Pension Plan, benefits are calculated using
a final average pay formula, based upon the employee’s years of service and average salary during the
five consecutive years of service in which compensation was the highest during the ten years prior to
retirement, with a normal retirement age of 65. Substantially all employees are eligible to receive
benefits under the U.S. Bancorp Pension Plan. Participation requires one year of service with
UJ.S. Bancorp or its affiliates, and vesting of benefits under the plan requires five years of service.

l
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Although no new benefits are accrued under the former Cash Balance Pension Plan and Firstar
Corporation’s plan for service after 2001, benefits previously earned under those plans have been
preserved and will be part of a retiree’s total retirement benefit. In order to preserve the relative value
of benefits that use the final average pay formula, subsequent changes in compensation (but not in
service) may increase the amount of those benefits.

Federal laws limit the amount of compensation we may consider when determining benefits
payable under qualified defined benefit pension plans. We also maintain a non-contributory,
non-qualified retirement plan that pays the excess pension benefits that would have been payable under
our current and prior qualified defined benefit pension plans if the federal limits were not in effect.
This non-qualified plan also provides additional supplemental benefits for certain of our executive

. officers.

Messrs. Davis, Moffett and Chenevich earned benefits under the former Firstar Corporation’s plan
that will be included in their ultimate retirement benefits. Messrs. Cecere and Mitau earned benefits
under the former U.S. Bancorp Cash Balance Pension Plan that will be included in their ultimate
retirement benefits. Ms. Joseph became an employee in 2001 and did not earn benefits under either of
these prior plans.

Supplemental Retirement Benefits. Most of our executive officers, including all of the officers
named in the Summary Compensation Table in this proxy statement, are eligible for a supplemental
benefit that augments benefits earned under the U.S. Bancorp Pension Plan and the non-qualified
excess benefits discussed above. The supplemental benefit ensures that eligible executives receive a
total retirement benefit equal to a fixed percentage of the executive’s final average compensation. For
purposes of this supplemental benefit, final average compensation includes annual base salary, annual
bonuses and other compensation awards as determined by the Compensation Committee. Eligibility for
these supplemental benefits is determined by the Compensation Committec based on individual
performance and level of responsibility. Vesting of the supplemental benefit is generally subject to
certain conditions, including that an executive officer provide a certain number of years of service
determined by the Compensation Committee. Each of Messrs. Davis and Moffett is eligible for an
amount of total retirement benefits at age 62 equal to 60% of the average compensation during his five
consecutive years of service in which he is most highly compensated, and each is fully vested in these
benefits. Mr. Chenevich is eligible for an amount of total retirement benefits at age 65 equal to 55% of
his average compensation during his five consecutive years of service in which he is most highly
compensated. Ms. Joseph is eligible for an amount of total retirement benefits at age 62 equal to 55%
of the average compensation during her five consecutive years of service in which she is most highly
compensated. She will become vested in the supplemental benefit at age 55. Messrs. Cecere and Mitau
are eligible for an amount of total retirement benefits at age 65 equal to 55% of the average
compensation during their final three years of service, reduced by their estimated retirement benefits
from Social Security. Messrs. Cecere and Mitau become fully vested in the supplemental benefit at age
60, with their vesting percentage increasing on a pro rata basis up to that age. The standard form of
payment of the supplemental benefit is a ten year certain, single life annuity. Alternatively, each of
Messrs. Davis, Chenevich, Cecere and Mitau and Ms. Joseph have, and Mr. Moffett had, the option of
electing to receive (i) a lump sum distribution of their supplemental retirement benefits or (i) various
forms of joint and survivor annuity benefits. These elections must be made 12 months prior to the
applicable officer’s retirement date. The amount of the lump sum distribution equals the actuarial
equivalent of the annuity form of payment and is calculated using the same actuarial assumptions for
our pension plan obligations discussed in Note 16 to our consolidated financial statements included in
our 2007 Annual Report on Form 10-K. The means of calculating the various joint and survivor annuity
benefits are described in the pension plan. Mr. Moffett will receive his supplemental benefit in the
form of a ten year certain, single life annuity benefit.
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Pension Benefits Table. The following table summarizes information with respect to each plan that

provides for payments or other benefits a
executive officers named in the Summary Compensation Table.

Name
Richard K. Davis . . . . ...

Andrew Cecere . ......,

William L. Chenevich . . .,

Pamela A. Joseph . . . .. ..

Lee R. Mitau . ........

David M. Moffett. . . .. ..

Pension Benefits

3

t, following, or in connection with the retirement of any of the

Number of Present Value
Years of Payments
| Credited Accumulated  During Last
. Service Benefits Fiscal Year
Plan Name (#) ($)n )
U.S. Bancorp Non-Quekified Retirement Plan:
Supplemental Benefits 14 4,655,188 —
Excess Benefit 14 689,888 —
U.S. Bancorp Pensioln Plan 14 158,655 —_—
' Total 5,503,731 —
U.S. Bancorp Non-Qualified Retirement Plan;
Supplemental Bentfits 22 296,129 —
Excess Benefit 22 420,444 —
U.S. Bancorp Pcnsio;n Plan 22 257,612 —
Total 974,185% —
U.S. Bancorp Non-Qualified Retirement Plan:
Supplemental Benefits®} 9 3,757,939 —
Excess Benefit 9 718,084 —
U.S. Bancorp Pension Plan 9 244,968 —
Total 4,720,991 —
U.S. Bancorp Non-Qualified Retirement Plan:
Supplemental Bengfits® 14 551,180 —
Excess Benefit 14 196,875 —
U.S. Bancorp Pensioin Plan 14 62,732 —
Total 810,787 —
U.S. Bancorp Non-Qualified Retirement Plan:
Supplemental Bem'laﬂts 12 787,401 -
Excess Benefit 12 680,090 —_
U.S. Bancorp Pension Plan 12 243,488 —
Total 1,710,979% —_—
U.S. Bancorp Non-Qualified Retirement Plan:
Supplemental Bene::ﬁts 14 5,670,794 —
Excess Benefit | 14 768,546 —
U.S. Bancorp Pension Plan 14 232,229 —_
Total : 6,671,569% —

(1) The measurement date and material actuarial assumptions applied in quantifying the present value
of the current accrued benefits are discussed in Note 16 to our consolidated financial statements
included in our 2007 Annual Report 6n Form 10-K. These assumptions include the use of a 6.3%
discount rate and the RP 2000 mortality table projected to 2006. The average pay used for the
benefit calculations was historical pay through the measurement date (September 30, 2007).

The amounts in this column were calculated based on the earliest age at which the applicable
officer is entitled to receive unreduced retirement benefits, and ignore any vesting requirements.
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The earliest age of unreduced retirement benefits is 62 for Messrs. Davis and Moffett and
Ms. Joseph, 63 for Mr. Chenevich and 65 for Messrs. Cecere and Mitau.

In the event of the death of one of the officers in this table, a pre-established percentage of the
officer’s pension benefits will be paid to the officer’s beneficiary. The actual percentage paid to the
beneficiary is dependent on the form of payment of benefits elected by the officer. The default
percentage is 50% to the officer’s spouse. The supplemental benefits applicable to Messrs. Davis,
Chenevich and Moffett also provide for an additional lump sum payment based on certain
actuarial calculations. Except with respect to Ms. Joseph, the present value of the payments to an
officer’s beneficiary would not exceed the total present value of accumulated benefits shown in this
column. The amounts payable upon the death of Ms. Joseph are discussed below under the
heading “Potential Payments Upon Termination or Change-in-Control—Employment Agreement
with Pamela A. Joseph.”

Messrs. Davis and Moffett and Ms. Joseph are eligible to begin receiving their vested pension
benefit payments upon retirement and reaching age 55. The benefits for Messrs. Davis and Moffett
and Ms. Joseph are reduced by certain early retirement benefit formulas specified in the applicable
plan for each year prior to the officer reaching age 62. These early retirement benefit formulas
reduce the annual pension benefit amount payable to these officers due to the longer benefit
payment period related to the earlier commencement of benefits. Assuming that Messrs. Davis and

" Moffett and Ms. Joseph had retired at the end of 2007 and their benefit payment commenced

4

)

(6)

upon reaching age 55, the present value of their total accumulated pension benefits calculated
under these early retirement benefit formulas would be approximately $1,135,000 greater,
$1,135,000 greater and $101,000 greater, respectively, than the total present value of accumulated
benefit amount disclosed for them in this table. Mr. Moffett retired from his position as our Vice
Chairman and Chief Financial Officer on February 27, 2007, at age 55. He continued to provide
services to us during 2007 as discussed below under the heading “Potential Payments Upon
Termination or Change in Control—Agreement with David M. Moffett.”

Messrs. Cecere and Mitau are eligible to receive their vested supplemental benefits under the
U.S. Bancorp Non-Qualified Retirement Plan upon retirement at any age. The excess benefit
under that plan and the pension benefits under the U.S. Bancorp Pension Plan are payable after
retirement and after reaching age 55. The vested benefits are reduced by certain early retirement
benefit formulas specified in the applicable plan for each year prior to the officer reaching age 65.
These early retirement benefit formulas reduce the annual pension benefit amount payable to
these officers due to the longer benefit payment period related to the earlier commencement of
benefits. Assuming that Mr. Cecere retired at age 55, the present value of his total accumulated
pension benefits under the early retirement formulas would be approximately $48,000 greater than
the total present value amount disclosed in this table. Assuming that Mr, Mitau retired at his
current age of 59, the present value of his total accumulated pension benefits under the early
retirement formulas would be approximately $27,500 greater than the total present value amount
disclosed in this table.

Includes amounts which the named executive officer may not currently be entitled to receive
because those amounts are not vested.

Mr. Chenevich is currently vested in 75% of his pension benefits. The vesting schedule of his

‘pension benefits requires that he work until age 65 to be vested in 100% of his benefits. He is

otherwise not eligible for early retirement pension benefits, If Mr. Chenevich had retired at the
end of 2007 and had immediately commenced receiving benefit payments, the present value of his
benefits would be 75% of the aggregate benefit amount disclosed in this table,
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Nongualified Deferred Compensation |
Under the U.S. Bancorp 2005 Executive Employees Deferred Compensation Plan, members of our
senior management, including all of our executive officers, may choose to defer all or a part of their
cash compensation. The minimum amount that can be deferred in any calendar year is $1,000. Cash

compensation that is deferred is deemed to be invested in any of the following investment alternatives
selected by the participant: ,

* shares of our common stock, based‘on the fair market value of:'the common stock on the date of
deferral, with dividend equivalents deemed reinvested in additional shares; or

* one of several mutual funds.

Although the plan administrator has €stablished procedures permitting a plan participant to
reallocate deferred amounts among these Iinve:stment alternatives after the initial election to defer, the
election 1o defer is irrevocable, and the deferred compensation will not be paid to the executive officer
until his or her retirement or earlier termination of employment. At that time, the participant will
receive, depending upon the investment alternative selected by the executive officer, payment of the
amounts credited to his or her account unlder the plan in a lump-sum cash payment, in shares of our
common stock or in up to 20 annual cash 1nstallments If a participant dies before the entire deferréd
amount has been distributed, the undistributed portion will be paid to the participant’s beneficiary. The
benefits under the plan otherwise are not transferable by the participant.

Prior to the establishment of the U.S.|Bancorp 2005 Executive’ Employees Deferred Compensation
Plan, members of our senior management could defer compensation into a prior U.S. Bancorp deferred
compensation plan. The provisions of our 2005 plan are substantially similar to those under our prior
plan, with the primary differences being the inclusion of provisions in our 2005 plan that are required
to comply with the American Jobs Creatio!n Act, including restrictions that apply to distributions. In
addition, under our prior plan, a participant could defer the profit amount associated with
U.5. Bancorp stock options or other equity awards. Messrs. Davis and Moffett have deferred amounts
under our prior plan, and Mr. Moffett aIS(;) deferred amounts under our 2005 plan.

The following table summarizes infonjilation with respect to the partiqipation of the executive
officers named in the Summary Compensation Table in any defined contribution or other plan that
provides for the deferral of compensation on a basis that is not tax-qualified.

Nonqualified Deferred Compensation

Executive Registrant + Aggregate Apgregate )
Contributions  Contributions Earnings  Withdrawals/ Aggregate Balance

in Last FY in Last FY in Last FY  Distributions at Last FYE
Name ) ($) NOL $) )
Richard K. Davis ............ | - — . (163532) — 1 1,855,1930
Andrew Cecere. ............,. — — — — -—
William L. Chenevich . ... ... L. — — — — : -—
Pamela A. Joseph . ........... | — — — — —
LeeR Mitau . .............. S — — —_— —
David M. Moffett ............ 98316440 — - (133,165) — 15,747,7249

(1) The amounts reported in this column |rcpresent the change during the last fiscal year in the value
of the underlying mutual fund or U.S.|Bancorp stock fund in which the executive officers’ deferred

!
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amounts were deemed to be invested and any increases in the deferred amounts due to dividends
payable upon those funds.

(2) Of this amount, $776,000 represents deferrals of cash compensation from prior years that were
reported in the Summary Compensation Table in our proxy statement for the relevant years. The
remaining balance represents the cumulative earnings on the original deferred amounts.

(3) This contribution is the net after FICA tax amount of Mr. Moffett’s 2006 annual cash incentive
bonus that was paid in January 2007 and was disclosed in the Summary Compensation Table in our
2007 proxy statement.

(4) Of this amount, (i) $6,307,430 represents deferrals of cash compensation from prior years that was
reported in the Summary Compensation Table in our proxy statement for the relevant years,
(ii) $3,673,171 represents deferrals of the profit amount associated with exercises of our stock
options in prior years that was reported in the Aggregated Option Exercises in Last Fiscal Year
and Fiscal Year-End Option Values table for the relevant years and (iii) the balance represents the
cumulative increase in value of the investment alternatives in which the deferred amounts are
deemed to be invested.

Potential Payments Upon Termination or Change-in-Control

Payments Made Upon Termination. Except as discussed below under “Employment Agreement
with Pamela A. Joseph” and “Potential Payments Upon Change-in-Control,” if the employment of any
of Messts. Davis, Chenevich, Cecere or Mitau or Ms. Joseph is voluntarily or involuntarily terminated,
no additional payments or benefits will accrue or be paid to him or her, other than what the officer has
accrued and is vested in under the benefit plans discussed above in this proxy statement including
under the heading “Pension Benefits.” Except with respect to Ms. Joseph or in connection with a
change-in-control of U.S. Bancorp, a voluntary or involuntary termination will not trigger an
acceleration of the vesting of any outstanding stock options or shares of restricted stock.

Payments Made Upon Disability. Under the terms of the U.S. Bancorp Non-Qualified Retirement
Plan, Messrs. Davis, Chenevich, Cecere and Mitau, Ms. Joseph and all of our executive officers with a
non-qualified supplemental pension benefit are eligible for a disability benefit that is equal to 60% of
their current annual compensation. The definition of disability is the same as that used for the
disability plan covering all employees. The definition of annual compensation is the same definition as
is used to calculate supplemental pension benefits under this plan, without using a five-year average.
The disability benefit would be reduced by any benefits payable under the U.S. Bancorp Pension Plan,
Social Security or worket’s compensation. The payments continue until the participant dies, ceases to
have a disability or reaches their normal retirement age.

If the employment of any of our officers who have received equity compensation awards, including
Messrs. Davis, Chenevich, Cecere or Mitau, is terminated due to disability, the terms of our standard
stock option and restricted stock agreements provide that the vesting and other terms of the stock
options and restricted stock will continue as if the termination of employment did not occur. No
financial information for the event of disability is set forth in the Potential Payments Upon Disability,
Death or Termination After a Change in Control table below for the stock options and restricted stock
held by Messrs. Davis, Chenevich, Cecere or Mitau, as there is no immediate financial impact upon the
occurrence of any of these events. Financial information for the event of disability is included in that
table for Ms. Joseph because a termination of Ms. Joseph due to disability will entitle her to the
payments discussed below under “Employment Agreement with Pamela A. Joseph.”

Payments Made Upon Death. In the event of the death of any of Messrs. Davis, Chenevich,
Cecere or Mitau or Ms. Joseph, the benefits discussed above under the heading “~—Payments Made
Upon Termination” would be payable. Additionally, our standard stock option and restricted stock
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agreements contain terms that provide for the acceleration of any unvested stock options or shares of
restricted stock upon the death of the officer. The stock option agreements generally provide that the.
administrator of the officer’s estate has a thlree—year period after death during which to exercise the
options. Ms. Joseph's estate is entitled to certain additional payments upon her death as discussed
below under “Employment Agreement with [Pamela A. Joseph.”

Potential Payments Upon Change-in-Control.  We have entered into change-in-control agreements
with Messrs. Davis, Chenevich, Cecere and Mltau The change-in-control agreements provide that if
within 24 months after a change-in-control of U.S. Bancorp the officer is terminated either by
U.S. Bancorp (other than for cause or dlsablllty) or by the officer for good reason, then the officer will
be entitled to a lump-sum payment ‘consisting of (a} the officer’s prorated base salary through the date
of termination plus the prorated amount of any bonus.or incentive for the year in which the
termination occurs, based on the target meIJS for the officer for that year, and (b) a severance
payment equal to three times the sum of thé officer’s highest base salary, on an annualized basis, paid
by U.S. Bancorp during the prior five years blu% the highest bonus earned by the executive with respect
to any single vear during the prior five years, We will also pay any excise taxes the officer may incur as
a result of these payments and any income and excise taxes on the excise tax payments. The terms

“cause,” “‘good reason’” and “change- m—control” are defined in the agreements. In the event of a
termination following a change-in-control, the officer would also be entitled to the Benefits listed above
under the heading “—Payments Made Upon: Termination.”

QOur standard stock option and restricted] stock agreements contain terms that provide for
acceleration of the vesting of any unvested stock options or shares of restricted stock if an officer is-
terminated within 12 months after a change ’m-control of U.S. Bancorp other than for cause. The
accelerated options may be exercised at any time during the 12 months following the officer’s
termination, i

Employment Agr¢ement with Pamela A. Joseph. In connection with our acquisition of Nova
Information Systems, Inc., we entered into an employment agreement with Ms. Joseph on May 7, 2001.
The agreement had a two-year term and automatically renews for successive one-year terms unless
either party gives written notice of termmanbn at least 180 days prior to the expiration of the
then-current term. The employment agreement provides for base salary and annual bonus
compensation opportunities, medical, life anb disability insurance for Ms, Joseph and other employee
benefits on the same basis afforded to our snmlarly situated employees. Upon the occurrence of a
change-in-control of U.S. Bancorp, all of Ms Joseph’s unvested non-qualified retirement benefits,
supplemental retirement benefits, stock options restricted stock and similar rights will immediately vest.
In addition, Ms. Joseph is entitled to a tax g'ross -up in respect of excise taxes imposed on
change-in-contro! payments or benefits under Section 4999 of the Internal Revenue Code.

Upon a termination of Ms. Joseph’s employment at any time for any reason (including death or
disability, and other than a termination by us for “cause,” a termination by Ms. Joseph without “good
" o N . .
reason,” or a termination due to expiration of the employment term), Ms. Joseph is entitled to:

* a payment cqual to two times her annlual base salary (“Base Salary Severance™);

* a pro-rata portion of her annual bonus in respect of the calendar year in which the termination
OCCUrs; . |

* accelerated vesting of unvested supplemental retirement benefits, stock options, restricted stock
and similar rights; and

+

* medical, life and disability insurance coverage for two years (or until such earlier time as
Ms. Joseph shall become an employee of another company providing such benefits).
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In addition, following a change-in-control of U.S. Bancorp, upon a termination of employment by
Ms. Joseph without “good reason” or due to the expiration of the employment term, Ms. Joseph is
entitled to the payments and benefits described in the foregoing bullets, other than the pro-rata bonus.
In the event we become obligated to pay Base Salary Severance, Ms. Joseph will be prohibited from
competing with us in specified ways during the two-year period following termination of her
employment. In the event that Ms. Joseph experiences a termination of employment that does not give
rise to Base Salary Severance, we have the option to pay Ms. Joseph her annual base salary for one
year or two years or not at all and to prohibit Ms. Joseph from competing against us in spec1f|ed ways
for a period equal to the period of base salary continuation.

Agreement with David M. Moffetr.  In connection with Mr. Moffett’s retirement as our Vice
Chairman and Chief Financial Officer effective on February 27, 2007, he entered into a non-¢xecutive
employment agreement with us pursuant to which he provided services to us as special advisor to our
chief executive officer for a period of one year following his retirement as Chief Financial Officer.
Under this agreement, Mr. Moffett received a base salary of $240,000, with no eligibility for any bonus
or long-term incentive awards. His existing option and restricted share grants continued to vest and
remained outstanding consistent with their terms during the term of the agreement. Effective on the
date of Mr. Moffett’s retirement as Chief Financial Officer, the benefits under his change-in-control
agreement were terminated.

Pension Benefits. No information regarding pension amounts payable to Messrs. Davis, Chenevich,
Cecere or Mitau is shown in the Potential Payments Upon Disability, Death or Termination After a
Change in Control table below. Applicable pension amounts payable to the executive officers are
discussed above under the heading “Pension Benefits.”

The table below shows potential payments to the executive officers named in the Summary
Compensation Table upon disability, death, involuntary termination or termination upon a
change-in-control of U.S. Bancorp. The amounts shown assume that termination was effective as of
December 31, 2007, the last business day of the year, and are estimates of the amounts that would be
paid to the executives upon termination in addition to the base salary and bonus earned by the
executives during 2007. The actual amounts to be paid can only be determined at the actual time of an
executive’'s termination.
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Potential Payments Upon Disability, Death, Involuntary Termination or Termination After a
Change-in-Control

Name

Richard K. Davis

Andrew Cecere

William L. Chenevich

Pamela A. Joseph

Payments
Upon
Involuntary or
Good Reason

. Payments Termination
Annual Upon After a
‘ Disability Poayments  Inveluntary Change-In-
Payments Upon Termination Control
Type of Paymént (%) Death($) (%) Occurs($)
Base Pay . ......... IR 510,000 — — 2,550,000
Bonus . ........... P — — — 5,250,000
Total Spread Value of Acceleration:
Stock Options™ . . .. ... .. ..., — 1,295,655 — 1,205,655
Restricted Stock® ... ........ —_ —_— — —_
Excise Tax Gross Up Payment® . . . — — — —
Total 510,000 17295655 — 9,095,655
|
|
Base Pay ................ ... 270,000 — — 1,350,000
BORUS .« .o vaennn S — — — 1,875,000
Total Spread Value of Alceleration:
Stock Options®™ . .. .|......... — 788,114 — 788,114
Restricted Stock® _ ... ... ... — 539,580 — 539,580
Excise Tax Gross Up Paymemt® , . . — — — —
Total | 270,000 1,327,694 — 4,552,694
| .
Base Pay ... ....... I ......... 285,000 — — 1,425,000
Bonus ! — — — 1875000
Total Spread Value of Atceleration: .
Stock Options™ . .. .. ... ... .. — 1,091,282 — 1,091,282
Restricted Stock™® , ., . ..., ... —_ 730,020 — 730,020
Excise Tax Gross Up Pa)I'ment‘” C — — — —
Total i 285,000 1,821,302 — 5,121,302
Base Pay . ......... b —4 1,000,000 1,000,000 1,000,000
Bonus . ........... oo, — — — —
Total Spread Value of Acceleration:
Stock OptionsV. .. ... ...... — 456475 456475 456,475
Restricted Stock® .. 1. .. ... .. —® 1222339 1222339 1,222,339
Supplemental Retirement Benefits . . — 2448991 2,448,991 2,448,991
Health and Welfare Benéfits. . . . . . —_ —_ 14,924 14,924
Excise Tax Gross Up Payment® | . — — — —
Total —® 5,127,805 5,142,729 5,142,729
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Payments

Upon
Involuntary or
Good Reason
Payments TFermination
Annual Upon After a
Disability = Payments  Involuntary Change-In-
Payments Upon Termination Control
Name Type of Payment $) Death($} (%) Occurs($)
Lee R. Mitau
Base Pay ................... 225,000 — — 1,125,000
Bonus . ............c.0.0iuu... — — —_ 1,275,000
Total Spread Value of Acceleration:
Stock Options™ . . .. ......... — 591,025 —_ 591,025
Restricted Stock® . . ......... — 406,272 — 406,272
Excise Tax Gross Up Payment® . . . — — — —
Total 225,000 997,297 — 3,397,297
David M. Moffett® '
Base Pay . .................. 144,000 —_— — —
Bonus . . ... ... .o 0 — — —— —
Total Spread Value of Acceleration:
Stock Options®® . . .. ... ... .. — 970,076 — —

Restricted Stock® ... ........ —_ — — —
Excise Tax Gross Up Payment® . . . — — — -

Total 144,000 970,076 -— —

(1

(2)

()

(4)

(5)

(6)

Value computed for each stock option grant by multiplying (i) the difference between (a) $31.74, the closing
market price of a share of our common stock on December 31, 2007, the last business day of the year and
(b) the exercise price per share for that option grant by (ii) the number of shares subject to that option grant.

Value determined by multiplying the number of shares that vest by $31.74, the closing market price of a share
of our common stock on December 31, 2007, the last business day of the year.

In the case of a change-in-control, the standard calculations as specified under the Internal Revenue Code
Section 280(g) regulations were applied to the various benefits the executive officers would receive in order to
determine if any 280(g) excise taxes would be triggered and if so, what amount of 280(g) gross-up payments
would be required under the terms of the change-in-control agreements.

As discussed above under “Employment Agreement with Pamela A. Joseph,” a termination of Ms, Joseph
due to disability would not entitle her to any annual payments, but she would be entitled to the all of the
payments described in the Payments Upon Involuntary Termination column of this table.

As discussed above under “Employment Agreement with Pamela A, Joseph,” Ms. Joseph is also entitled to
the payments described in this column following a change-in-contrel of U.S. Bancorp, upon a termination of
employment by Ms. Joseph without “good reason” or due to the expiration of the employment term under

-her employment agreement.

As discussed above under “Agreement with David M. Moffett,” Mr. Moffett retired as our Vice Chairman
and Chief Financial Officer effective February 27, 2007, and ceased to be an employee of U.S. Bancorp on
February 29, 2008.
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DIRECTOR COMPENSATION

Fees for 2007. For 2007, our non-cmi)loyee directors received the following cash fees:

Annual retainer for service onthe Board ............ ... . ....... $ 80,000
Additional annual retainer for Audit Committee chair . ... ........... $ 25,000
Additional annual retainer for other committee chairs . .. ... ......... $ 10,000
Additional annual retainer for Atidit Committee members .. .......... $ 7,500
Annual retainer for non-management chairman of the board ... ....... $500,000

In addition, for 2007, each non-employee director was granted restricted stock units and options to
purchase shares of our common stock, each with a grant date value of $60,000 calculated in accordance
with FAS 123R. Based on our closing stock price on the date of grant and the Black-Scholes value for
stock options, these directors were granted 1,678 restricted stock units and options to purchase 33,088
shares of our common stock. !

The restricted stock units were granteid under our 2001 Stock Incentive Plan and vest in four
equal, annual increments beginning one year after the date of grant. Each director is entitled to receive
additional restricted stock units having a fair market value equal to the amount of dividends he or she
would have received had restricted stock been awarded instead of restricted stock units. The additional
restricted stock units are fully vested when granted. Restricted stock units are distributable in an
equivalent number of shares of our common stock if (i) the director retires in accordance with our
director retirement policy, (ii) the directorTs service is terminated without cause, or (iii) the director
voluntarily leaves service on the Board for] any reason after 10 years of service. Only vested units are
distributable when the director’s board service ends under other circumstances, except that all units are

forfeited if the director’s service on the Board is terminated for cause.

All of the stock options granted to our directors were granted under our 2001 Stock Incentive
Plan, have a 10-year term, and vest in four equal, annual increments beginning one year after the date
of grant. Prior to 2007, the exercise price of these stock options equaled the opening market price of

our common stock on the date the option Wwas granted. Beginning in 2007, the exercise price is our
closing stock price on the date of grant. Optlons vest immediately and are exercisable for the remaining
term of the option if (a) the director retlrt?s in accordance with our director retirement policy, (b) the
director’s service is terminated without cause, or (c) the director voluntarily leaves service on the Board
for any reason after 10 years of service. If the director voluntarily leaves service on the Board after less
than 10 years of service, then the vested options may be exercised for a period of three years, The
options terminate immediately when the director’s board service ends under other circumstances.

The Compensation Committee retaing Deloitte Consulting to provide expertise regarding
competitive compensation practices, peer analys1s and recommendations to the Compensation
Committee for guidance with respect to dlrector compensation. To determine actual director
compensation, we reviewed director compénsation information for a peer group of 12 diversified
financial services and financial holding companies. Our market capitalization was in the 76th percentile
of the market capitalization of that peer group. Compensation for our directors was designed to result
in compensation for our directors that was competitive with that provided by the peer group. It was
estimated that our total average director compensation for 2007 was at approximately the
75% percentile of the peer group.

Director Stock Ownership Guidelines. :The Compensation Committee established stock ownership
guidelines for each director of ownership of 10,000 shares of our common stock. New directors must
satisfy this guideline within three years after joining the Board. Existing directors have until the third
anniversary of the adoption of the policy tf) satisfy the guideline.
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Deferred Compensation Plan Participation. Under the U.S. Bancorp 2005 Outside Directors
Deferred Compensation Plan our non-employee directors may choose to defer all or a part of their
cash fees. The minimum amount that can be deferred in any calendar year is $1,000. Cash fees that are
deferred are deemed to be invested in any of the following investment alternatives selected by the
participant: ‘

* shares of our common stock, based on the fair market value of the common stock on the date of
deferral, with dividend equivalents deemed reinvested in additional shares; or

* one of several mutua! funds.

Although the plan administrator has established procedures permitting a plan participant to
reallocate deferred amounts among these investment alternatives after the initial election to defer, the
election to defer is irrevocable, and the deferred compensation will not be paid to the director until his
or her termination of service on the Board. At that time, the director will receive, depending upon the
investment alternative selected by the director, payment of the amounts credited to his or her account
under the plan in a lump-sum cash payment, in shares of our common stock or in up to 20 annual cash
installments. If a participant dies before the entire deferred amount has been distributed, the
undistributed portion will be paid to the participant’s beneficiary. The benefits under the plan otherwise
are not transferable by the participant.

Prior to the establishment of the U.S. Bancorp 2005 Outside Directors Deferred Compensation
Plan, our non-employee directors could defer their cash fees into a prior U.S. Bancorp deferred
compensation plan. The provisions of our 2005 plan are substantially similar to those under our prior
plan, with the primary differences being the inclusion of provisions in our 2005 plan that are required
to comply with the American Jobs Creation Act, including restrictions that apply to distributions. In
addition, under our prior plan, a director could defer the profit amount associated with U.S. Bancorp
stock options or other equity awards.

Additional Stock Options. Through 2007, directors could also choose to convert all or a part of
their cash fees into options to purchase common stock under our 2001 Stock Incentive Plan. Directors
who chose to convert their cash compensation into stock options received a number of stock options
equal to (a) 150% of the amount of cash compensation deferred, divided by (b) the estimated value of
an option to purchase one share of our common stock, as determined by the Black-Scholes option
valuation method. The exercise price of the stock options equaled the fair market value of our.common
stock on the date the options were granted. The options have a ten-year term and vest in four equal,
annual increments beginning one year from the date of grant. The terms governing vesting and exercise
of these options are the same as those granted to all directors as part of their annual retainer.
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Director Compensation Table. The following table shows the compensation of the members of our

Board of Directors during fiscal year 2007. |

Director Compensation

Fees Earned

or Paid in Stock Option

Victoria Buyniski Gluckman ........... I .......... 80,000 87,964 111,572 279,536
Arthur D. Collins, Jr. ................ . 90,0001 87,964 126,057¢ 304,021
Peter H. Coors . . ..o i i e i e 80,000 87,964 ‘80,986 248,950
Serry A. Grundhofer® ... ............ P 500000 62,015 59998 622,013
Joel W, Johnson ., . ................. r .......... 87,500(4)‘ 72,651 98,079% 258,230
Olivia EKirtley .................... PPN 87,5009 20,316 28,114 135,930
Jerty WoLevin ..o L TP 90,000¢0 87,964 126,057 304,021
David B.OMaley. .................. ‘ .......... 80,000 87,964 120,691%) 288,655
Odell M.Owens ................... D 97,500 87,964 71,571 257,035
Richard G. Reiten . _................ e 87,500(6’_ 87,728 71,341 246,569
Craig D. Schnuck .. ................. e 80,000 55,547 67,1501 202,697
Warren R. Staley . .................. , .......... 105,000 74,140 108,888¢) 288,028
Patrick T Stokes. .. ... ... oo 90,000©" 87,964 71,571 249,535
(1) Richard K. Davis, our Chairman, President and Chief Executive Officer, is not included in this

2

table because he was an employee of U S. Bancorp during 2007 and thus received no
compensation for his service as director, The compensation he received as an employee of
U.S. Bancorp is shown in the Summary /Compensation Table. Douglas M. Baker, Jr., is not
included is this table because he did not join our Board until January 2008.

The amounts in this column are calculaied based on FAS 123R and equal the financial statement
compensation expense as reported in our 2007 consolidated statement of income for the fiscal
year. Each director received a restricted stock unit grant in 2007 of 1,678 units with a FAS 123R
full grant value of $60,000. In addition, each director other than Mr, Grundhofer and Ms. Kirtley
received 480 units as dividend equwa]ents with a FAS 123R full grant value of $16,300.

Mr. Grundhofer received 60 units as dnildend equivalents with a FAS 123R full grant value of
$2,010 and Ms. Kirtley received 79 unlts as dividend equivalents with a FAS 123R fuil grant value
of $2,656.

All of the restricted stock units granted to a director are distributable in an equivalent number of
shares of our common stock upon certam events including, among other things, a director
voluntarily leaving service on our Board for any reason after 10 years of service or a director
retiring in accordance with our director retirement policy. FAS 123R requires compensation
expense to be fully reported in the year of grant for the directors with 10 years of service and are
pro-rated over the vesting period of the *Iaward for the other directors.
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)

(4)

()
(6)

Each director other than Mr. Grundhofer and Ms. Kirtley held 10,904 restricted stock units as of
December 31, 2007. Mr. Grundhofer held 144,729 units, all of which had been granted in respect
of his service as chief executive officer, and Ms. Kirtley held 2,153 units.

The amounts in this column are calculated based on FAS 123R and equal the financial statement
compensation expense as reported in our 2007 consolidated statement of income for the fiscal
year. Under FAS 123R, a pro-rata portion of the total expense at time of grant is recognized over
the applicable service period generally corresponding with the vesting schedule of the grant. The
initial expense is based on the fair value of the stock option grants as estimated using the Black-
Scholes option-pricing model. The assumptions used to arrive at the Black-Scholes value are
disclosed in Note 17 to our consolidated financial statements included in our 2007 Annual Report
on Form 10-K.

The full grant date FAS 123R value of option awards granted in 2007 are as follows:

Messrs. Coors, Grundhofer, Owens, Reiten and Stokes: 11,029 options with a fuli grant date value
of $60,000; Ms. Buyniski Gluckman and Messrs. O’Maley and Schnuck: 33,088 options with a full
grant date value of $180,000; Messrs. Collins and Levin: 35,845 options with a full grant date value
of $195,000; Mr. Johnson and Ms. Kirtley: 35,156 options with a full grant date value of value of
$191,250; and Mr. Staley: 39,981 options with a full grant date value of $217,500.

The directors held options as of December 31, 2007, as follows:

Vested Unvested Vested Unvested

Name Options Options Name Options  Options
Ms. Buyniski Gluckman .. 117,537 44,718 Mr.O'Maley ......... 102,113 71,838
Mr. Collins .......... 116,182 °~ 74,995 Dr.Owens........... 64,705 22,659
Mr.Coors ........... 122,829 50,179 Mr. Reiten. .. ........ 63,967 22,659
Mr. Grundhofer .. ... .. 3,318,789 3,146,985 . Mr. Schnuck ......... 66,235 70,607
Mr. Johnmson ......... 119,401 72,312 Mr. Staley . .......... 129,513 82,213
Ms. Kirtley .......... 464 36,551 Mr. Stokes. . ......... 72,072 22,659
Mr. Levin ........... 121,318 74,995
Mses. Buyniski Gluckman and Kirtley and Messrs. Collins, Johnson, Levin, O’Maley, Schnuck and

Staley elected to convert their cash fees into options to purchase common stock under our 2001
Stock Incentive Plan in accordance with the procedures discussed above under the heading
“Additional Stock Options.” The number of additional options they received equaled (i} 150% of
the amount of cash compensation deferred, divided by (i) the estimated value of an option to
purchase one share of our common stock, as determined by the Black-Scholes option valuation
method. The FAS 123R full grant value of the 50% stock premium they received over what they
would have received in cash compensation equals $40,000 for Ms. Buyniski Gluckman and
Messrs. O’Maley and Schnuck; $45,000 for Messrs. Collins and Levin; $43,750 for Mr. Johnson and
Ms. Kirtley; and $52,500 for Mr. Staley. In accordance with FAS 123R, the 2007 financial
statement compensation expense related to this stock premium is included in the Option Awards
column of this table.

Mr. Grundhofer retired from our Board of Directors on December 11, 2007.

Messrs. Reiten and Stokes chose to defer their cash fees under the U.S. Bancorp 2005 Outside
Directors Deferred Compensation Plan.
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CERTAIN RELATIONS;HIPS AND RELATED TRANSACTIONS
Compensation Committee Interiocks and Imic{ér Participation

During fiscal year 2007, the following individuals served as members of our Compensation
Committee: Arthur D. Collins, Jr., Peter Hl Coors, Jerry W. Levin, Warren R. Staley and Patrick T.
Stokes. None of these individuals has ever served as an officer or employee of U.S. Bancorp or any of
our subsidiaries or has any relationships with U.S. Bancorp or any of our subsidiaries requiring
disclosure under “Other Transactions” below. The Compensation Committee members have no
interlocking relationships requiring dlsclosure under the rules of the Securities and Exchange
Commission. ;

Other Transactions

During 2007, U.S. Bancorp and our bankmg and investment subsidiaries engaged in transactions in
the ordinary course of business with some of our directors and the entities with which they are
associated. All loans, loan commitments and sales of notes and other banking services in connection
with these transactions were made in the ordinary course of business, on substantially the same terms,
including current interest rates and collateral, as those prevailing at the time for comparable
transactions with others not related to the lénder and did not involve more than the normal risk of
collectibility or present other unfavorable fe;atures.

In addition, during 2007, U.S. Bank National Association, U.S. Bancorp’s principal banking
subsidiary, operated 33 branches and 72 ATMs in grocery stores owned by Schnuck Markets, Inc., of
which Craig D. Schnuck, one of our dlrectors beneficially owns approximately 13% of the outstandm;,
capital stock. Mr. Schnuck’s sister, Nancy A! Diemer, and his four brothers, Scott C. Schnuck, Todd R.
Schnuck, Mark J. Schnuck and Terry E. Schhuck, also each beneficially own approximately 13% of the
outstanding capital stock of Schnuck Markeﬁs. In addition, each of Mr. Schnuck’s brothers is a director
of, and holds the following officer positions with, Schnuck Markets: Scott C. Schnuck, Chairman and
Chief Executive Officer; Todd R. Schnuck, President; Mark J. Schnuck, Vice President; and Terry E.
Schnuck, Assistant Secretary. Rent and fee payments by U.S. Bank to Schnuck Markets were
approximately $1.7 million in fiscal year 2007. The consolidated gross revenues of Schnuck Markets in
2007 were approximately $2.4 billion. These transactions were conducted at arms’ length in the ordinary
course of business of each party to the transaction. As discussed above under the heading “Director
Independence,” the Board of Directors has dctermmed that this relationship is immaterial to
Mr. Schnuck and that Mr. Schnuck is an mdependent director.

|
Review of Related Person Transactions

U.S. Bancorp has written procedures for reviewing transactions between U.S. Bancorp and its
directors and executive officers, their 1mmed1dte family members and entities with which they have a
position or relat:onshlp These procedures are intended to determine whether any such related person
transaction impairs the independence of a dlrector or presents a conflict of interest on the part of a
director or executive officer.

We annually require each of our directors and executive officers to complete a directors’ and
officers’ questionnaire that elicits informati()l? about related person transactions. Our Governance
Committee and Board of Directors annually review all transactions and relationships disclosed in the
director and officer questionnaires, and the Board makes a formal determination regarding each
director’s independence under our Corporate Governance Guidelines.

In addition to the annual review, wrltten notices are sent to the directors prior to each quarterly
Board meeting reminding each director to dmcuss any proposed transaction involving the director and
U.S. Bancorp with our General Counsel's office prior to engaging in any such transaction. Members of
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our legal department are also instructed to inform our General Counsel’s office of any transaction
between a director and U.S. Bancorp that comes to their attention.

Upon receiving any notice of a related person transaction involving a director, our General
Counsel will discuss the transaction with the Chair of our Governance Committee. If the transaction
has not yet occurred and any likelihood exists that the transaction could impair the director’s
independence or would present a conflict of interest for the director, our General Counsel will discuss
the transaction and its ramifications with the director before the transaction occurs.

If the transaction has already occurred, our General Counsel and the Chair of our Governance
Committee will review whether the transaction could affect the director’s independence and determine
whether a special Board meeting should be called to consider this issue. If a special Board meeting is
called and the director is determined to no longer be independent, such director, if he or she serves on
any of the Audil, Governance or Compensation committees, will be removed from such committee
prior to (or otherwise will not participate in) any future meeting of the committee. If the transaction
presents a conflict of interest, the Board will determine the appropriate response.

Upon receiving notice of any transaction between U.S. Bancorp and an executive officer that may
present a conflict of interest, our General Counsel will discuss the transaction with the Chief Executive
Officer (or, if the transaction involves the Chief Executive Officer, the Chair of the Audit Committee)
to determine whether the transaction would present a conflict of interest. If the transaction has already
occurred and a determination is made that a conflict of interest exists, the General Counsel, Chief
Executive Officer and Executive Vice President for Human Resources will determine the appropriate
response.

U.S. Bancorp’s procedures for reviewing related person transactions do not require the approval or
ratification of such transactions. Accordingly, the related person transactions described above were not
approved or ratified by U.S. Bancorp.

AUDIT COMMITTEE REPORT AND PAYMENT OF FEES TO AUDITOR

Audit Committee Report

The Audit Committee of the Board of Directors is responsible for assisting the Board in
monitoring the integrity of the financial statements of U.S. Bancorp, compliance by U.S. Bancorp with
legal and regulatory requirements, and the independence and performance of U.S. Bancorp’s internal
and external auditors.

The consolidated financial statements of U.S. Bancorp for the year ended December 31, 2007,
were audited by Ernst & Young LLP, independent auditor for U.S. Bancorp.

As part of its activities, the Audit Committee has:
1. Reviewed and discussed with management the audited financial statements of U.S. Bancorp;

2. Discussed with the independent auditor the matters required to be discussed under Statement
on Auditing Standards No. 61 (Communications with Audit Committees), Statement of Auditing
Standards No. 99 (Consideration of Fraud in a Financial Statement Audit), and under the
Securities and Exchange Commission, U.S. Public Company Accounting Oversight Board and
New York Stock Exchange rules;

3. Received the written disclosures and letter from the independent auditor required by
Independence Standards Board Standard No. 1 (Independence Discussions with Audit
Committees); and

4. Discussed with the independent auditor their independence.
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Based on the review and discussigns r!eferred to above, the Audit Committee recommended to the
Board of Directors that the audited consolidated financial statements of U.S. Bancorp for the year
ended December 31, 2007, be included in U.S. Bancorp’s Annual Report on Form 10-K filed with the
Securities and Exchange Commission.

Audit Committee of the Board of Directors of U.S. Bancerp

Warren R. Staley, Chair j Q'dell M. Owens, M.D., M.PH.

Olivia F. Kirtley, Vice Chair ‘ Richard G. Reiten

Joel W. Johnson ‘

!
Audit Fees E
The aggregate fees billed to us by Ern:st & Young LLP for 2007 and 2006 for the audit of our

consolidated financial statements included in our Annual Reports on Form 10-K, reviews of our
financial statements included in each of our Quarterly Reports on Form 10-Q, and audits of financial
statements of our subsidiaries required by regulation, were $6.8 million for 2007 and $6.0 million for
2006. Of that amount, $1.4 million in 2007 land $0.9 million in 2006 related to procedures required by
regulators, comfort letiers, consents and assistance provided with our régulatory filings.

Audit-Related Fees ;

The aggregate fees billed for audit-reldted services provided to us by Ernst & Young LLP were
$0.7 million during each of 2007 and 2006. These fees represent services including audits of pension
and other employee benefit plan financial statements, audits of the financial statements of certain of
our subsidiaries and affiliated entities, and reviews of internal controls not related to the audit of our
consolidated financial statements. '

Tax Fees

The aggregate fees billed for tax comphance including the preparation of and assistance with
federal, state and local income tax returns, sales and use filings, foreign and other tax compliance,
provided to us by Ernst & Young LLP durllng 2007 and 2006 were $9.6 million and $5.9 million,
respectively. The aggregate fees billed for tax planning and other tax services provided to us by Ernst &
Young LLP during 2007 and 2006 were $3. & milkion and $3.4 million, respectively. Included in other tax
services was (i} $2.7 million paid in 2007 for support in completing the business integration of various
subsidiaries into Elavon Financial Services, our Irish banking subsidiary; and (ii) $2.1 million paid in
2006 for structural analysis related to filing'a banking application in Ireland to support our
pan:-European payment processing businesses. In addition, other tax services included $0.3 million and
$0.8 million for services associated with business acquisitions in 2007 and 2006, respectively. In regard
to tax services, we engage Ernst & Young ﬂLP to assist us with tax compliance services, including
preparation and assistance with tax returns and filings, which we believe is more cost efficient and
effective than to have only our employees conduct those services. The Public Company Accounting
Oversight Board and certain investor groups have recognized that the involvement of an independent
auditor in providing certain tax services may enhance the quality of an audit because it provides the
auditor with better insights into a company’s tax accounting activities,

All Other Fees
Ernst & Young LLP did not provide us any other services during 2007 or 2006.
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Administration of Engagement of Independent Auditor

The Audit Committee is responsible for appointing, setting compensation for and overseeing the
work of our independent auditor. The Audit Committee has established a policy for pre-approving the
services provided by our independent auditor in accordance with the auditor independence rules of the
Securities and Exchange Commission. This policy requires the review and pre-approval by the Audit
Committee of all audit and permissible non-audit services provided by our independent auditor and an
annual review of the financial plan for audit fees. To ensure that auditor independence is maintained,
the Audit Committee annually pre-approves the audit services to be provided by our independent
auditor and the related estimated fees for such services, as well as the nature and extent of specific
types of audit-related, tax and other non-audit services to be provided by the independent auditor
during the year.

As the need arises, other specific permitted services are pre-approved on a case-by-case basis
during the year. A request for pre-approval of services on a case-by-case basis must be submitted by
our controller or chief risk officer. These requests are required to include information on the nature of
the particular service to be provided, estimated related fees and management’s assessment of the
impact of the service on the auditor’s independence. The Audit Committee has delegated to its Chair
pre-approval authority between meetings of the Audit Committee. Any pre-approvals made by the
Chair must be reported to the Audit Committee. The Audit Committee will not delegate to
management the pre-approval of services to be performed by our independent auditor.

All of the services providéd by our independent auditor in 2007 and 2006, including services
related to the Audit-Related Fees, Tax Fees and All Other Fees described above, were approved by the
Audit Committee under its pre-approval policies.

PROPOSAL 2—RATIFICATION OF SELECTION OF AUDITOR

Ernst & Young LLP began serving as our independent auditor for the fiscal year ended
December 31, 2003. The Audit Committee has selected Ernst & Young LLP as our independent
auditor for the fiscal year ending December 31, 2008.

While we are not required to do so, U.S. Bancorp is submitting the selection of Ernst &
Young LLP to serve as our independent auditor for the fiscal year ending December 31, 2008, for
ratification in order to ascertain the views of our shareholders on this appointment. If the sclection is
not ratified, the Audit Committee will reconsider its selection. Representatives of Ernst & Young LLP
are expected to be present at the annual meeting, will be available to answer sharcholder questions and
will have the opportunity to make a statement if they desire to do so.

The Board of Directors recommends that you vote FOR ratification of the selection of Ernst &
Young LLP as the independent auditor of U.S. Bancorp and our subsidiaries for the fiscal year ending
December 31, 2008. Proxies will be voted FOR ratifying this selection unless otherwise specified.
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PROPOSAL 3—SHAREHOLDER PROPOSAL TO ESTABLISH A POLICY TO ANNUALLY RATIFY
THE COMPENSATION PAID TO THE EXECUTIVE OFFICERS NAMED IN OUR PROXY
STATEMENT

The Board of Directors unanimously recommends that you vote AGAINST the shareholder
proposal set forth below.

Shareholder Proposal

The American Federation of State, Cqunty and Municipal Employees Pension Plan, 1625 L Street,
N.W,, Washington, D.C. 20036, the owner of 11,728 shares of our common stock, has advised us that it
plans to introduce the following resolution.at the annual meeting. In accordance with rules of the
Securities and Exchange Commission, the text of The American Federation of State, County and
Municipal Employees Pension Plan resolutjon and supporting statement is printed verbatim from its
submission.

RESOLVED, that shareholders of U.S. Bancorp request the board of directors to adopt a policy
that provides shareholders the opportunity at each annual sharecholder meeting to vote on an
advisory resolution, proposed by mana‘gement to ratify the compensation of the named executive
officers (“NEQOs”) set forth in the proxy statement’s Summary Compensation Table (the “SCT”)
and the accompanying narrative disclosure of material factors provided to understand the SCT (but
not the Compensation Discussion and rAnalysm) The proposal submitted to sharcholders should

make clear that the vote is non-bmdmg and would not affect any compensation paid or awarded to
any NEO.

The reasons given by The American Federation of State, County and Municipal Employees
Pension Plan for the resolution are as follows:

In our view, senior executive compensation at U.S. Bancorp has not always been structured in ways
that best serve shareholders’ interests. For example, in 2006 Chairman and former CEO Jerry

Grundhofer received $291,414 for personal use of the corporate aircraft and another $9,071 for tax
gross-ups. As Chairman, Mr. Grundhofer remains entitled to continued business travel usage of the

Company’s corporate aircraft, .
[
We believe that existing U.S. corporate governance arrangements, including SEC rules and stock

exchange listing standards, do not provide shareholders with sufficient mechanisms for providing
input 10 boards on senior executive compensat1on In contrast to U.S. practice, in the United
Kingdom, public compamee allow shareholders to cast an advisory vote on the “directors’
remuneration report,” which discloses executive compensation. Such a vote isn’t binding, but gives
shareholders a clear voice that could help shape senior executive compensation. A recent study of
executive compensation in the U.K. before and after the adoption of the shareholder advisory vote
there found that CEO cash and total compensation became more sensitive to negative operating
performance after the vote’s adoption. (Sudhakar Balachandran et al., “Solving the Executive
Compensation Problem through Sharepolders Votes? Evidence from the U.K.” (Oct. 2007).)

Currently ULS. stock exchange listing s;tandards require shareholder approval of equity-based
compensation plans; those plans, however, set general parameters and accord the compensation
committee substantial discretion in making awards and establishing performance thresholds for a
particular year. Shareholders do not héve any mechanism for providing ongoing feedback on the
application of those general standards 'to individual pay packages. .

Similarly, performance criteria submitted for shareholder approval to allow a company to deduct
compensation in excess of $1 million are broad and do not constrain compensation committees in
setting performance targets for parncular senior executives. Withholding votes from compensation
committee members who are standing for reelection is a blunt and insufficient instrument for
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registering dissatisfaction with the way in which the committee has administered compensation
plans and policies in the previous year.

Accordingly, we urge U.S. Bancorp’s board to allow sharcholders to express their opinion about
senior executive compensation by establishing an annual referendum process. The results of such a
vote could provide U.S. Bancorp with useful information about shareholders’ views on the
company’s senior executive compensation, as reported each year, and would facilitate constructive
dialogue between shareholders and the board.

We urge shareholders to vote for this proposal.

Board of Directors’ Recommendation

All of the members of your Board of Directors recommend that you vote AGAINST this proposal.
The Board believes that this proposal is unnecessary and would be harmful to U.S. Bancorp and our
shareholders for the following reasons:

U.S. Bancorp’s executive compensation program is intended to attract, motivate, reward and retain
the senior management talent required to achieve our corporate objectives and increase shareholder
value. Qur compensation program is designed and administered by the Compensation Committee of
our Board, which is composed entirely of independent directors and considers carefully many different
compensation structures and amounts in order to provide appropriate compensation for our senior
executives. For the reasons described below, we believe that adopting this proposal is unnecessary and
would put our company at a competitive disadvantage.

QOur company has been a top performer among its peers for many years, and our Compensation
Committee has designed the compensation packages for our senior executives to be competitive with
the compensation offered by those peers with whom we compete for management talent. Targets for
base salaries, annual cash bonuses and long-term incentive awards for management in 2007 were based
on competitive data. Base salaries were generally targeted at the 45 percentile of our peer group
companies. Target levels for annual cash bonuses are intended to give our executives the opportunity to
increase total annual cash compensation to about the 60" percentile level, Target levels for long-term
incentive awards are set at 70" to 75" percentile of our peer companies. The large proportion of our
executive officers’ total compensation that is stock-based is intended to align their interests with those
of our shareholders, place more of their compensation at risk and emphasize a long-term strategic view.
Compensation actually awarded to executives is based on achievement of corporate and individual
objectives as well as performance relative to our industry peers,

U.S. Bancorp’s performance compared to its peers is much higher than its target compensation as
compared to its peers. In 2006 and 2007, our company outperformed all of its peers in total
shareholder return. Over the past ten years, the total annual return of our common stock was 8.9%,
compared with an average of 3.9% for companies in the S&P 500 Commercial Bank Index, and our
ten-year total shareholder return ranks first among our peer banks.

U.S. Bancorp’s performance is also reflected in our consistently industry-leading return on assets,
return on equity and efficiency ratio. For 2007, our return on assets was 1.93% compared to a peer
group median of 1.0%. For this period, U.S. Bancorp’s return on equity was 21.3% compared to a peer
group median of 11.1%, our efficiency ratio was 49.3% compared to a peer group median of 62.2%,
and our company has consistently far exceeded its peers in these measures for many years. In light of
our exceptional record of performance, it seems particularly inappropriate to target our company for
this proposal.

Our corporate governance policies are designed to ensure that the Board is responsive to
shareholder concerns regarding executive compensation and other issues, Under these policies, any of
our shareholders may communicate directly with our Board of Directors 1o voice disagreement with our
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compensation policies. An advisory vote, on the other hand, is inefficient in that it would not provide
our Compensation Committee with any meaningful insight into specific shareholder concerns regarding
executive compensation that it could address when considering U.S. Bancorp’s remuneration policies.

Our Board of Directors is concerned that subjecting executive compensation arrangements to a
shareholder vote each year would put our company at a competitive disadvantage. We are concerned
that adopting this practice could negatively affect shareholder value by creating the impression among
our senior executives that our compensation opportunities may be limited or negatively affected by this
practice when compared with opportunities at our competitors, who are not subject to this requirement.
Moreover, approval of the proposal is not in the best interests of our shareholders because
implementation of the proposal would place substantial pressure on our Compensation Committee to
compensate executive management below competitive levels. If our compensation were decreased below
competitive levels, U.S. Bancorp would be%at a significant disadvantage in recruiting, motivating,
rewarding and retaining management employees.

Finally, U.S. Bancorp’s bylaws prov1de for the election of directors by a majorlty (rather than a
plurality) vote. Because of the majority vote requirement, our shareholders exercise considerable
influence over the Board. Our directors are accountable to our shareholders regarding U.S. Bancorp’s
executive compensation policies because a substanual lack of shareholder support at an annual meeting
can result in one or more directors not being re-elected. In our Board’s opinion, the majority voting
requirement is a more effective means of ensuring Board accountability than the non-binding
referendum on executive compensation prdposcd by the proponent.

The Board of Directors recommends that you vote AGAINST this proposal. Proxies will be voted
AGAINST the proposal unless you vote in |favor of it,

PROPOSAL 4—SHAREHOLDER PROPOSAL TO ESTABLISH A POLICY SEPARATING THE
ROLES OF THE CHAIRMAN OF THE BOARD AND THE CHIEF EXECUTIVE
OFFICER

The Board of Directors unanimously rlecommends that you vote AGAINST the shareholder
proposal set forth below.

Shareholder Proposal |

Gerald R. Armstrong, 820 Sixteenth Sfreet, No. 705, Denver, Colorado 80202-3227, the owner of
9,871 shares of our common stock, has advised us that he plans to introduce the following resolution at
the annual meeting. In accordance with rules of the Securities and Exchange Commission, the text of
Mr. Armstrong’s resolution and Supporting|stalemcnt is printed verbatim from his submission.

That the shareholders of U.S. BANCORP request their Board of Directors to establish a policy
separating the roles of the Chairman of the Board and the Chief Executive Officer (or President)
whenever possible, so that an indepen(?cm director who has not served as an executive officer of
the corporation serves as the Chairman of the Board of Directors.

The reasons given by Mr. Armstrong for the resolution are as follows:

As the primary purpose of the Board c:)f Directors is to protect shareholders’ interests by providing
the independent oversight of management, including the Directors serving as Chairman of the
Board and President and/or Chief Executive Officer, the proponent believes that the separation of
these roles will promote greater accountability to the Board of Directors and to the shareholders
whose capital has created the corporation.

I
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An independent Chairman of the Board could have provided independent oversight that would
have prevented donations to the senatorial campaign in 2004 of a member of the Board of
Directors, Peter H. Coors.

From 2002 through most of 2004, Jerry Grundhofer served as both Chairman of the Board and
President. Late in 2004, Richard K. Davis became the chief operating officer and President.

In 2004, Mr. Grundhofer and his unemployed spouse both contributed the maximum permitted
amounts to the campaign of Mr. Coors. Mr. Davis followed Mr. Grundhofer’s actions by also
making donations.

Mr. Coors received these donations while serving as Chairman of the Compensation Committee of
U.S. Bancorp’s board of directors,

Just whose ‘sniff test’ does this pass?

It is the opinion of the proponent of this proposal that Messrs. Grundhofer and Davis were wrong
in making donations and that Mr, Coors was wrong in accepting the contributions.

The Proponent believes that an independent Board Chairman would have followed accepted
practices and prohibited this conduct by all parties.

Moreover, the increases in compensation which followed the making of the donations leads to
other questions.

Many respected institutional investors support the proposed separation. CalPER’s Corporate Core
Principles and Guidelines state: “the independence of a majority of the Board is not enough” and
that “the leadership of the Board must embrace independence, and it must ultimately change the
way in which directors interact with management.”

In order to ensure that our Board can provide the strategic director for our corporation with
greater independence, respect, and accountability, please vote “FOR?” this proposal.

Board of Directors’ Recommendation

All of the members of your Board of Directors recommend that you vote AGAINST this proposal.
The Board believes that this proposal is unnecessary and would be harmful to U.S. Bancorp and our
shareholders for the following reasons:

Our Board of Directors is committed to the principle of independence from management and to
the highest standards of corporate governance. None of our directors is a current or former employee
of U.S. Bancorp except our chairman, Mr. Davis. Our Governance, Audit and Compensation
Committees are composed entirely of independent directors. Our Corporate Governance Guidelines
further reflect our strong commitment to indépendence. In these Guidelines, our Board of Directors
has adopted a flexible policy regarding the issue of whether the positions of chairman and CEO should
be separate or combined. This policy allows the Board to evaluate regularly whether the company is
best served at any particular time by having the CEO or another director hold the position of
chairman. If the position of chairman is not held by an independent director, an independent lead
director is elected with powers virtually identical to those of an independent chairman.

Qur Board recently considered this issue carefully in connection with the election of a new
chairman following the departure of our former chairman in December 2007. When the Board selected
Mr. Davis as chairman, it also reaffirmed the strong role of the lead director, whose specific duties are
described in the “Corporate Governance” section of this proxy statement. The powers and duties of
chairman and lead director differ only in that the chairman presides over the normal business portion
of the meetings of the Board. Since the lead director may call for an executive session of independent
directors at any time, and has joint control over the agenda and the information provided to directors
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for Board meetings, the Board does not bLlieve that the ability to preside over the normal Board
meeting business sessions limits the ability of the Board to have open exchanges of views, and to
address any issues the Board chooses, indépendently of the chairman. In addition, much of the work of
the Board is conducted through its committees, none of which is chaired by the chairman of the Board.

At this time, the Board believes there: are a number of important advantages to combining the
positions of chairman and CEO. The CEOQ is the director most familiar with our business and industry
and is best situated to lead discussions on important matters affecting the business of U.S. Bancorp.
Combining the CEO and chairman positions creates a firm link between management and the Board
. and promotes the development and implementation of corporate strategy. Importantly, the Board
believes that requiring an independent cha:irman at this time would effectively undermine Mr. Davis,
especially at this stage in our company’s history. None of our peers currently has an independent
chairman, and only 13% of the S&P 500 clompames have one. An independent chairman has the effect
of diffusing authority within the company and diminishing the stature of the CEO among employees
and our peers. Accordingly, failing to elect! a CEQ as chairman, especially a CEQ who has only recently
succeeded to the position, sends a message to the company, and the industry, of a lack of confidence in
the new CEQ. The Board does not lack that confidence, and refuses to send such a message.

The proponent’s statement in support!of his proposal is essentially a non sequitur. He suggests that
separating the roles of chairman and CEO would somehow lead to a prohibition on personal political
contributions to candidates who are dlrectors The proponent also asserts, without any substantiation,
that such a prehibition is “accepted prdctlcc ’ The proponent further suggests, again without any
substantiation, a link between such contrlbutlom and executive compensation decisions. The Board
believes such suggestions are baseless and prov1de no rational support for the proposal to separate the
roles of chairman and CEO.

The Board currently believes that comibining the roles of chairman and CEO contributes to a more
efficient and effective Board, does not undlermine the independence of the Board, and certainly has no
bearing on the ethical integrity of the directors.

The Board of Directors recommends that you vote AGAINST this proposal. Proxies will be voted
AGAINST the proposal unless you vote in favor of it.

i
ANNUAL REPORT T;O SHAREHOLDERS AND FORM 10-K

Our 2007 Annual Report to Shareholders, including financial statements for the year ended
December 31, 2007, accompanies this proxy statement. The 2007 Annual Report to Shareholders is also
available on our website at www.usbank.corﬁ/proxymaréﬁals. Copies of our 2007 Annual Report on
Form 10-K, which is on file with the SEC, are available-to any shareholder who submits a request in
writing to Investor Relations, U.S. Bancorp, 800 Nicollet Mall, Minneapolis, Minnesota 55402, Copies
of any exhibits to the Form 10-K are also available upon written request and payment of a fee covering
our reasonable expenses in furnishing the éxhibits.

“HOUSEHOL]I)ING” OF PROXY MATERIALS

The Securities and Exchange Commission has adopted rules that permit companies and
intermediaries such as brokers to satisfy delivery requirements for proxy statements and anaual reports
with respect to two or more shareholders sharing the same address by delivering a single proxy
statement or annual report, as applicable, addressed to those shareholders. This process, which is
commonly referred to as “householding,” plotentially provides extra convenience for shareholders and
cost savings for companies. Although we do not household for our registered shareholders, some
brokers household U.S. Bancorp proxy materials and annual reports, delivering a single proxy statement
and annual report to multiple shareholders sharing an address unless contrary instructions have been
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received from the affected shareholders. Once you have received notice from your broker that they will
be householding materials to your address, householding will continue until you are notified otherwise
or until you revoke your consent. If, at any time, you no longer wish to participate in houscholding and
would prefer to receive a separate proxy statement or annual report, or if you are receiving multiple
copies of either document and wish to receive only one, please notify your broker. We will deliver
promptly upon written or oral.request a separate copy of our annual report and/or proxy statement to a
shareholder at a shared address to which a single copy of either document was delivered. For copies of
either or both documents, shareholders should write to Investor Relations, U.S. Bancorp, 800 Nicollet
Mall, Minneapolis, Minnesota 55402, or call (866) 775-9668.

OTHER MATTERS

We do not know of any other matters that may be presented for consideration at the annual
meeting. If any other business does properly come before the annual meeting, the persons named as
proxies on the enclosed proxy card will vote as they deem in the best interests of U.S. Bancorp.

Lee R. Mitau
Secretary

Dated: March 7, 2008
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LOCATION OF U.S. BANCO:RP ANNUAL MEETING OF SHAREHOLDERS

Tuesday, April '15, 2008 at 11:00 a.m. Pacific time
The Benson Hotel
Mayfair Ballroom
309 Southwest Broadway
IPortland, Oregon
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Beneficial owners of common stock held in street name by a broker or bank will need proof of
ownership to be admitted to the meeting. A recent brokerage statement or a letter from your broker or

bank are examples of proof of ownership.
' |




EEbancorp

Five Star Service Guaranteed @

800 Nicoilet Mall

Minneapolis, Minnesota 55402
(651) 466-3000

March 7, 2008

Dear Shareholders:

You are cordially invited to join us for our 2008 annual meeting of shareholders, which
will be held on Tuesday, April 15, 2008, at 11:00 a.m., Pacific time, in the Mayfair Ballroom at
The Benson Hotel, 309 Southwest Broadway, Portland, Oregon. For your convenience, a map
showing the location of The Benson Hotel is provided on the back of the accompanying proxy
statement. Holders of record of our common stock as of February 25, 2008, are entitled to
notice of and to vote at the 2008 annual meeting.

The Notice of Annual Meeting of Shareholders and the proxy statement describe the
business to be conducted at the meeting. We also will report at the meeting on matters of
current interest to our sharcholders.

The proxy statement contains two shareholder proposals which your Board of Directors
believes are not in the best interests of our shareholders. Your Board urges you to vote
against these proposals.

We hope you will be able to attend the meeting. However, even if you plan to attend in
person, please vote your shares promptly to ensure that they are represented at the meeting.
You may submit your proxy vote by telephone or internet as described in the following materi-
als or by completing and signing the enciosed proxy card and returning it in the envelope
provided. If you decide to attend the meeting and wish to change your proxy vote, you may do
so automatically by voting in person at the meeting.

If your shares are held in the name of a broker, trust, bank or other nominee, you will
need proof of ownership to be admitted to the meeting, as described under “How can I attend
the meeting?” on page 4 of the proxy statement.

We look forward to seeing you at the annual meeting.

Sincerely,

\

Richard K. Davis
Chairman, President and Chief Executive Officer



n r VOTE BY INTERNET - www proxyyote,com

co A Use the Internet to transmit your voting instructions and for electronic

3 i - delivery of information up until 14:59 P.M. Eastern Time on April 14, 2008.
Have your proxy card in hand when you access the web site and follow the

U.S. BANCORP instructions to obtain your records and to create an electronic voting

INVESTOR RELATIONS instruction form,

800 NICOLLET MALL ELECTRONIC DELIVERY OF FUTURE SHAREHOLDER
BC-MN-H23K COMMUNICATIONS
. If you would like to reduce the costs incurred by U.S. Bancorp in mailing

MINNEAPGLIS, MN 55402 4302 proxy materials, you can consent to receiving all future proxy statements,
proxy cards and annual reports electronically via e-mail or the Internet. To
sign up for elecironic delivery, please follow the instructions abave to vote
using the Internet and, when prompted, indicate that you agree to receive
or access shareholder communications electronically in fulure years.

VOTE BY PHONE - 1-800-690-6903
Use any touch-tone telephone to transmit your voting instructions up until
11:59 PM. Eastem Time on Apxil 14, 2008, Have your proxy card in hand
- when you call and then follow the instructions.

VOTE BY MAIL

Mark, sign and date your proxy card and return it in the postage-paid
envelope we have provided or retum it to U.S. Bancorp, /o Broadridge,
51 Mercedes Way, Edgewood, NY 11717,

U.S. BANCORP

The Board of Directors recommends a vote FOR all the listed nominees and Item 2 and AGAINST Items 3 and 4.

Vote on Directors Vote on Proposals
Itemn 1 - Election of Directors to serve until the annual ~ For Against Abstain For Against Absta
meeting in 2009.
1a. Douglas M. Baker, Jr. (] 0} 0 Itemn 2 - Ratify selection of Ernst & Young LLP as  (J 0 8]
independent auditor for the 2008 fiscal year.
1b. Joel W. Johnson (] 0 0 item 3 - SHAREHOLDER PROPOSAL: 0 0 O
Annual ratification of executive officer
compensation.
1c. David B. O'Maley Q O 0
ltem 4 - SHAREHOLDER PROPOSAL:
Separate the roles of chairman and chief
1d. O'dell M. Owens, M.D., M.P.H. ] 0 0 executive officer. (1] 0 &]
1e. Craig D. Schnuck 0O 0O 0
For address changes and/or comments, please check this box
and write them on the back where indicated. ]

Yes No

Please indicate if you plan to attend this meeting. (J (1]

Note: Please sign as name appears hereon. Joint owners
should each sign. When signing as attorney, execulor,
administrator, trustee or guardian, please give full title
as such.

Signature [PLEASE SIGN WITHIN BOX] Date Signature {Joint Owners} Date




[Sbancorp

Important Notice Regarding the |A\.railability of Proxy Materials for the
Annual Meeting of Shareho%ders to be held on April 1§, 2008:
Our proxy statement and 2007 Annual Report are available at www.usbank.com/proxymaterials.
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PROXY
SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS
FOR THE 2008 ANNUAL MEETING OF SHAREHOLDERS
April 15, 2008

The undersigned having received the Notice of Annual Meeting of Shareholders and proxy statement, revoking any proxy
previously given, hereby appoint{s) Richard K. Davis and Lee R. Mitau, and either of them, as proxies to vote as dlrected all
shares the undersigned is (are) entitled to vote atthe U.S. Bancorp 2008 Annual Meeting of Shareholders and authonze(s) each
to vote in his discretion upon other business as may properly'lcome before the meeting or any adjournment or postponement
thereof. If this signed proxy card contains no specific voting instructions, these shares will be voted "FOR" all

nominees for director, "FOR™ Item 2, "AGAINST" ltems3 and 4, and in the discretion of the named proxies on all
other matters.

|
IF YOU DO NOT VOTE BY TOUCH-TONE PHONE OR VIA THEINTERNET,
PLEASE MARK, SIGN AND DATE THIS PROXY CARD ON THE REVERSE SIDE
AND RETURN IT IN THE ENCLOSED ENVELOPE.

Address Changes/Comments:

{If you noted any Address Changes/Comments above, please mark corresponding box on the reverse side.}




'Cor'porate Information L = .

Executive Offices
U.S. Bancorp

800 Nicollet Mall
Minneapolis, MN 55402

Common Stock Transfer Agent
and Registrar

BNY Mellon Investor Services acts as our
transfer agent and registrar, dividend
paying agent and dividend reinvestment
plan administrator, and maintains all
shareholder records for the corporation.
Inquiries related to shareholder records,
stock transfers, changes of ownership,
lost stock certificates, changes of address
and dividend payment should be directed
to the transfer agent ar:

BNY Mellon Shareowner Services

P.O. Box 3580135

Pittsburgh, PA 15252-8015

Phone: 888-778-1311 or 201-680-6578
Internet: bnymellon.com/shareowner

For Registered or Certified Mail:
BNY Mellon Shareowner Services
500 Ross St., 6th Floor
Pittsburgh, PA 15219

Telephone representatives are available
weekdays from 8:00 a.m. to 6:00 p.m.
Central Time, and auromared support
is available 24 hours a day, 7 days

a week. Specific informarion about your
account is available on BNY Mellon’s
interner sire by clicking on the Investor
ServiceDirect® link.

Independent Auditor

Ernst & Young LLP serves as the
independent auditor for U.S. Bancorp’s
financial statements.

Common Stock Listing and Trading
U.S. Bancorp common stock is listed and

traded on the New York Stock Exchange

under the ticker symbol USB.

The paper utilized in this annual
report is cartified by the Forast
Stewardship Council. The paper
contains a mix of pulp that is
denved from FSC cartified well-
managed forests, post-consumer
recyclod paper fbers and other
controfled scurces.

Dividends and Reinvestment Plan
U.S. Bancorp currently pays quarterly
dividends on cur common stock on or
about the 15th day of January, April, July
and October, subject to approval by our
Board of Directors. U.S. Bancorp share-
holders can choose to participate in a plan
that provides automatic reinvestment of
dividends and/or optional cash purchase
of additional shares of U.S. Bancorp
common stock. For more information,
please contact our transfer agent,

BYN Mellon Investor Services.

Investor Relations Contacts
Judith T. Murphy

Senier Vice President, Investor Relations
judith.murphy@usbank.com

Phone: 612-303-0783 or 866-775-9668

Financial Information

U.S. Bancorp news and financial results
are available through our website and
by mail,

Website For information about

ULS. Bancorp, including news, financial
results, annual reports and other
documents filed with the Securities and
Exchange Commission, access our

home page on the internet at usbank.com,
click on About U.S. Bancorp, then
Investor /Shareholder Information.

Mail At your request, we will mail to
you our quarterly earnings, news releases,
quarterly financial data reported on
Form 10-Q and additional copies of our
annual reports. Please contact:

U.S. Bancorp Investor Relations
800 Nicollet Mall

Minneapolis, MN 55402
investorrelations@usbank.com
Phone: 866-775-9668

Media Requests

Steven W. Dale

Senjor Vice President, Media Relations
steve.dale@usbank.com

Phone: 612-303-0784
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Privacy

U.S. Bancorp is committed to respecting
the privacy of our customers and
safeguarding the financial and personal
informarion provided to us. To learn more
about the U.S. Bancorp commitment to
protecting privacy, visit usbank.com and
click on Privacy Pledge.

Code of Ethics

U.S. Bancorp places the highest
importance on honesty and integrity.
Each year, every U.S, Bancorp employee
certifies compliance with the letter and
spirit of our Code of Ethics and Business
Conduct, the guiding ethical standards
of our organization. For details abour
our Code of Erhics and Business Conduct,
visit usbank.com and click on About
U.S. Bancorp, then Ethics at U.S. Bank.

Diversity

U.S. Bancorp and our subsidiaries are
committed to developing and maintaining
a workplace that reflects the diversity of
the communities we serve. We support

a work environment where individual
differences are valued and respected and
where each individual who shares the
fundamental values of the company has
an opportunity to contribute and grow
based on individual merit.

Equal Employment
Opportunity/Affirmative Action

U.S. Bancorp and our subsidiaries are
committed to providing Equal Employment
Opportunity to all employees and applicants
for employment. In keeping with this
commitment, employment decisions are
made based upon performance, skill and
abilities, not race, color, religion, national
origin or ancestry, gender, age, disability,
veteran status, sexual orientation or any
other factors protected by law. The corpo-
ration complies with municipal, state and
federal fair employment laws, including
regulations applying ro federal contractors.

U.S. Bancorp, including each of our
subsidiaries, is an Equal Opportunity
Employer committed to creating a
diverse workforce.
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