





From time to time, U.S. Bancorp and its affiliates are subject to various judgments, lidgation, and related
financial cvents (hereafter, collectively “matters™). The Company does not currently believe that the ultimate
resolution of any such matter will have a material adverse effect on the financial condition of the Company or
of the Company's ability to perform in connection with this RFP.  The above-noted matters are often highly
conftdential, so we may be litnited in our ability to disclose detailed information. Nevertheless, for further
information regarding certain current matters, please see our most recent 10-IC and 10-Q).
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The following information appears in accordance with
the Private Securities Litigation Reform Act of 1995:

This report containg forward-looking statements about U.S. Bancarp.
Statements that are not historical or current fagis, including statements
about beliefs and sxpectatians, are forward-looking statements and are
based on the information available to, and assumptions and estimates
made by, managemsnt as of the date hereof. These forward-looking
statemenits cover, among other things, anticipated futurs revenus

and expenses and the future plans and prospects of U.S. Bancorp,
Forward-looking statements inv 3 inherent risks and uncertainties,
and important factors could cause actual results to differ materially
fromn those anticipated. A reversal or slowing of the corrert economic
recavery or another severs contraction could adversely affect

115, Bancorp's ravenues and the valucs of its assets and liabilities.
Global financial rmarkets could experience arec  nce of significant
turbulence, which could reduce the availability of funding te cerlain
financial institutions and lead to a tightening of credit, a reduction

of business activity, and increased market valatility, Stress in the
commercial real estate markets, as well as a downturn in the residential
real estate markets could cause credit losses and detericration in asset
values. In addition, changess to staluiies, regulations, or regulatory
policies or practicas could affecl U.5. Bancorp in substantial and
unpredictable ways, L8, Bancorp's results e ateo be adversely
aflected by deterioration in general business and ecenomic conditions;
changes in interast rates; deterioration in the credit quality of its loan
portfalios or in the value of the collateral securing those loans;
deterioration in the value of securitiss held in iLs investmeant securitiss
portfolio; lagal and regulatory developments; litigation; increased
competition from both banks and nan-banks; changss in customer
behavior and preferences; breaches in data security; effects of mergers
and acquisitions and related intagration; effects of critical accounting
policies and judgments; and management's ability to effectively rnanage
credit risk, market risk, operational risk, compliance risk, strategic risk,
interest rate risk, liguidity risk and repulational risk.

Additional factors could causs actual results to differ from expectations,
including the risks discussed in the "Corporate Risk Profile” section on
pages 38-60 and the *Risk Factors" section on pages 146-156 of this
repart. However, factors other than these also could adversely affact
LIS, Bancorp's results, and the reader should not consider lhese factors
to be a complete set of all potential risks ar uncertainties. Forward-
looking statements speak only as of tho date horeof, and U.S. Bancorp
undertakes no obligation to update them in light of new information or
future events,



Management’s Discussion and Analysis

Overview

U.8. Bancorp and its subsidieries (the "Company”) delivered
record financial perfarmence in 2017. In a year whore the
economy expanded at a moderate rate and the labor market
continued to strengthen, the Company had record net revenue,
net income and diluted earnings per share, while investing in
technology and innovation to drive growlh and improve
efliciencies in the future,

The Company eamed $6.2 billion in 2017, an increase of
5.6 percent over 20186, principally dua to total net revenue
growth. Net interest income incraased as a result of the impact of
rising interest rates and loan growth, while noninterest incoms
increased due to higher payment sarvices revenue, trust and
investment management feas and treasury managerment fees.
The Company's return on average assets and return on average
cormmon equity were 1.33 percent and 13.2 percent,
respectivaly.

The Company remains deeply committed to value creation for
shareholders, and during the third quarter of 2017, increased its
dividend rate per common share by 7.1 percant. Overall, the
Company returned 77 percent of its eamings to commeon
shareholders through dividends and common share repurchases.
This result was accomplished by generating steady growlh in
commercial and consumer lending and total deposits, by building
momentum in its care business, parlicularly within Wealth
Managernant and Invastment Services and Payment Services,
and by maintaining a very strong capital bass,

The Company's commoen equity tier 1 to risk-waighted assets
ratio using the Basel Ill standardized approach and Basel 11|
advanced approachas, as if fully implemerted, were 9.1 percent
and 11.6 parcant, respectively, at December 31, 2017 — each
above the Company's targeted ratio of 8.5 percent and well
above the minimum ratio of 7.0 percent raguired when fully
implamented. In addition, refer to Table 23 for a summary of the
statutory capital ratios in sffect for the Company at Decembear 31,
2017 and 2016, Further, credit rating organizations rate the
Company's debt among the highest of any bank in the world.
This comparativa financial strength provides the Company with
favorable funding costs, strong liquidity and the ability to attract
new customers.

In 2017, average loans and deposits increased $8.7 billion
{3.3 percent} and $20.7 billion (6.6 percent), respectively, over

2018, reflecting growth from new and existing customers, Loan
growlh included increases in cormmerciel loans, residertial
mortgages, credit card loans and other retall Ioans. These
increases were partially offset by a decline in commercial real
estate loans, due ta disciplined underwtiting and customers
paying down balances, and loans covared by loss sharing
agreements with the Federal Deposit Insurance Carporation
{"FDIC") ("coverad"” loans), which is a run-ofi portfolio. Deposit
growlh included increases in noninterest-bearing, total savings
and time depasits.

Tha Company's provision for credit lossas increased
$66 milion (5.0 percent) in 2017, comparcd with 2016, Net
charge-offs increased 361 million {4.8 percent in 2017,
compared with 2016, primarily due to higher credit card and
other retail loan net charge-offs, partially offset by lower nat
charge-offs related to residential morlgages and commercial ioan
recoveries, The provision for credit losses was $60 million higher
than nel charye-ulls in 2017, cumpearsd with $55 million higher
than net charge-ofis in 2016. The incraass in the allowance for
credit Iosses during 2017 reflected loan porifolio growlh, along
with tha maturing of vintages within the credit card portfolio and
exposuras related to 2017 weather events, partially offset by
improvements in tha energy and residential mortgage portfolios.

Tha Company's strong revenue base and financial discipline
position it well for growth in 2018. The Cormpany generated
record revenue in 2017 and is operating from a position of
strength as it enters 2018. The Company experienced total loan
growlh, deposit growth, net interest income growth, and
nonirtsrest income growth in 2017. In addition, its capital position
remained strong. Tha econamic environmart is favorable and tax
reform legislation enacted in late 2017 has provided tha
Company an opportunity 1o accslerata investrnent in its
businesses, employees and communities, while at the same tims
enhancing shareholder valus. With the ongoing benefit provided
by a lower corporate tax rate, the Company plans to increase its
investments in technology and innovation, with a focus on
enhancing the customer exparience and improving opsrational
efficiency that drives long-term growth and creates valua for
shareholders.



Selected Financial Data

Year Endod Ducomiber 31

{Uolars and Sharos In Milions, Except Per Shara Detal 2017 2018 2015 2014 23
Condensed Income Statement
Mat MEEraSL INCOIMIE L. e e e e e e a e e e F 12,241 $ 11,528 § 11,001 % 10,775 % 10,604
Taxable aquivalont acfusiment&d oo oo s - 205 202 M3 222 204
Mot intarast income flakable-equivalent basls®™ . oo oo e 12,446 11,731 11,214 10,9897 10,828
Monimterest Ineome ... ... .. oo o e e e e P 9,554 9,568 9,092 9,161 8,785
Securities gains [OSSE8), MOt . .. .. . i e e e e a7 22 - 3 g
Total MEL FEVBIIUE . o\ o et et et e e et e e e e e e 22,057 21,208 20,306 20,161 19,602
NORIMEMEEST BNRBMNSE L o o e e e e e 12,945 11,676 10,831 10,715 10,274
| Irovision for Gredit I0SSE5 ..o o e e e s 1,380 1,324 1,132 1,229 1,340
INCOME DEIMETENEE .. vt et et e et e e e e e e 7722 3,308 8,243 8,217 7,988
Income taxes and taxable-squivalent adjustrment ... 1,469 2,364 2310 2,309 2 056
L= I 14 = 6,253 6,944 5,933 5,808 5,732
Nel (incorne) loss attributable to noncontraling Imerests ..o 0o e (35} (58] {54} 57 104
Nel income atirbutable 1o .S BANGOID <« v vt e e e e e et & 5,218 3 5808 % 5879 $ 5851 $ 5.836
Met income applicabls to U.5. Bancorp commaon shareholdars .00 5 5813 % 5.589 $ 5,608 § 5,583 § 5552
Per Common Share
EAMINgs Par SHAME ..ottt i ae e or e e e e e e e $ 383 % 355 $ 218 $ 3.0 $ a0z
Diluted samings Per BREME oo e e e e e e e 3.561 3.24 216 3.08 a.00
Oividands doclared per share ... 0. P 1160 1.070 1.010 985 anh
Book valus per SharelE! . ..o e i 26.34 24.63 73,28 21.63 19.92
Marked valug per 8hare ... . e e i 53.58 61.37 42 67 44,95 40,40
Average common sharos outstanding ..o e e e 1,677 1,718 1,764 1,803 1,830
Average diuted comrmon shares oulstanding ... .o oo e 1,683 1,724 1,772 1,813 1,843
Financial Ratios
Returm on averaga assels . .. o e e e e e 1.39% 1.36% 1.44% 1.04% 1.65%
Return on average CoMmMmMon eqUItY ... ..o oot e ettt i 13.8 134 14.0 14.7 15.8
Met interest margin (taxable-aouivalant basisiet .. .o e 3.06 am 3.05 3,23 3.44
Efflcioncy Fatiol] L . .o e e e e e f8.5 54.9 53.8 53.2 524
Mat charge-offs ag a percent of average loans outstanding ... ............. . 48 47 A7 55 B4
Average Balances
2T . $27B537 267,811 F2E0,459 $241 682 £227,474
Loans hald for Sl ... . o e e e s 2,674 4181 0,784 3,148 8,723
InslmBnt SECUNTESE L e e e e e e 111,820 107 922 103,161 90,327 75,046
Earning @SSBLS . . oo vu et e e e e e . 406,421 389,877 367,445 340,594 315,139
e T . 448 6682 433313 403,865 260,004 352,680
Noninterast-bearing deposifs ..o cr i e 81,933 81,176 79,208 73,158 69,020
T 333,514 312,810 287,151 266,640 250,457
Short-tarm DOMOWINGS ...t e e e 15,022 18,8908 27,960 30,252 27 .BE3
Longtermdebl . ... o e 35,601 36,220 33,566 26,536 21,280
Total U.S. Bancorp sharsholders' eguity .o 48,466 47,339 44,813 42,837 39917
Period End Balances
= T S $280,432 $273,207 $260,849 4547 851 $235,235
Investmant secUrties .. . i e e s 112,499 109,275 105,587 101,043 79,855
BT = 462,040 445,964 421,853 402,629 364,021
=T 1)1 S P 347,215 324,690 300,400 282 733 262,123
Long-torm aeEbt . oo e 32,259 33,323 32,078 32,260 20,048
Total U.5. Bancorp shareholdars’ egquity ... ..o oo o e e 43,040 47,298 46,131 43,479 4,113
Asset Quality
MONEEIGITING BESEIE 2 oo e ettt e et a e ¥ 1200 $ 1,603 § 1,523 & 1,808 § 2037
Allowance for crodit 05585 .. ... o e e e e e e 447 4,357 4,306 4375 4,537
Allnwance for credit loases as a percentage of period-end loans . ............ .. . 1.58% 1.59% 1.66% 177 % 1.93%
Capital Ratios
Common equity tier 1 capitallel ..o oo e 9.95% 3.4% a96% 9T 9. 4%
Tier 1 capilallel L e e e e e 10.8 11.0 11.3 1.3 11.2
Total isk-based capllale ... ... e 129 13.2 13.3 13.6 13.2
lewgragal ... ..., e e e e e e e e s B9 2.0 9.5 4.3 a.6
Common equity tier 1 capltal to risk-weighted assets for lhe Bascel Il transitional
advanced SPEroAchBS . ... v e e e e 12.0 122 125 12.4
Common equity tier 1 capllal to risk-weighted assels estimated for the Base! [l fully
implermented standardized approach® ..o e 3.1 9.1 .1 an 8.8
Common equity tier 1 capital to Hsk-woighted assets estimated for the Basel I fully
implemnented advanced approaches™ .. ... o e 18 1.7 1.8 11.8
Tangible comman equity to tangible assats™ ..., .. e 7.6 7.5 7.6 sl 7.7
Tangible common equity to risk-weighled assela® ..o oo oo Ca 9.4 9.2 9.2 9.3 9.1

() Uititzes a tax rate of 35 percent, for the periads presented, for 1hose sssots and Kabilltkes whose income or espense iz not clided Ky faderal ncome tax purposes

by Gee Non-CAAP Finsnolsl Measuras bogirning o page 56,

o) Crfculated as (.8, Bancorp common sharehnlders' equilty dived by common shares aulstanding at end of the periac.

fdl Exchuctes Lnreslized ek nd 05595 on avpiaiie-fr-sake Mesiment securitics and any pramitms or discounts reorched refatecd to e traresfor of invastoont socurithes st fal valve from
ottt for-sate (o Geid-ro-matLrity.

fal Dooomber 31, 2017, 2008, 2015 and 2074, cafculated wrder the Basal I fransitions! stendurdized approact, Dooombor 31, 2013 catcuiated under Sagat |,
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Earnings Summary ‘ihe Corpany reported net income
attributable to U.3. Bancorp of $6.2 billion in 2017, or $3.51 per
diluted common share, compared with $5.9 bilion, or $3.24 per
diluted commeon shars, in 2016. Return on average assels and
return on avarage commeon equity were 1.39 percent and

13.8 percant, respectively, in 2017, compared with 1.36 percent
and 13.4 percent, respectively, in 2016. The results for 2017
included a benefit of $810 million related to the estimated impact
of the Tax Cuts and Jab Act {"tax reform”) onacted by Congress
inlate 2017 on the Company’s tax related assets and liabilities,
partially offset by a $608 million increase in reserves for regulalory
and legal matters, as well as $152 million, net of tax, of expsnses
related to a charitable contribution to the U.S. Bank Foundation
and a special bonus awarded to certain eligible employees.
Combined, these notable items increased 2017 diluted samings
per common share by $0.09.

Total net revanue tor 2017 was $748 million (3.5 percent)
higher than 2018, reflecting a 6.2 percent increass in net interest
income (6.1 percant on a taxable-equivalent basis), and a
0.4 percent increase in noninterest income. The increase in net
interest income from the prior year was mainly a result of the
impact of rising interest rates and loan growlh, The increase in
noninterast income was primarily driven by higher payment
services revenue, trust and investment management fees, and
tremsury manegement fees, partially offset by lower mortgage
banking revenue and lower equity investment income.

Noninterest expense in 2017 was $1.3 bilion {10.8 percent]
higher than 2016, reflecting business growth, incremental costs
related to compliance programe, investrments in the business and
the 2017 cheritable contribution, special bonus end increase in
reserves for regulatory and legal mattars. Compensation expense
increased primarily due to the impact of hiring to support
business growlh and compliance programs, merit increases,
higher variable compensation and the 2017 special bonus
awarded to eligible employees. Marksting expense increased due
to higher charitable contributions, while ather expense was higher
due to an increase in reserves related to regulatory and legal
matters, as well as tha impact of an FDIC insurance surcharge
which began in late 2016,

Statement of Income Analysis

Net Interest Income Net interest income, on a taxable-
enuivalent basis, was $12.4 bilion in 2017, compared with
$11.7 billion in 2016 and $11.2 billian in 2015, The £715 million
(6.1 parcent) increase in net interest income, on a taxable-
eqUivalent basis, in 2017 compared with 2016, was principally
driven by the impact of rising interest rates and loan growth.
Average earning assets were $16.5 bilion (4.2 percent) higher in
2017, compared with 2018, driven by increases in loans, ather
garning assets and investment sacurities. The net interest margin,
on a taxable-equivalent basis, in 2017 was 3.06 percent,
compared with 3,01 parcent in 2016 and 3.0% percent in 2015.
The increase in the met interest margin in 2017, comparad with
20186, was principally due to higher interest rates and changes in
the loan portfolio mix, partially offset by rising funding costs and
higher cash balances. Refer to the "Interest Rate Risk
Management” section for further information on the sensitivity of
the Company's net interest income to changes in interest rates,
Average total loans were $276.5 bilion in 2017, compared
with $267.8 bilion in 2016, The $8.7 bilion (3.3 percent) increase
was drivan by growth in commercial loans, residential mortgages,
credit card loans and other retail loans, partially offset by
decreases in commercial real estate and covered loans. Average
commercial loans increased $3.9 billion (4.2 percent) driven by
higher demand for loans from new and existing customers. The
$3.1 billion (5.6 percent) increase in residential martgages
reflected arigination activity, Average credit card balances
increased $416 million {2.0 percent) due ta customer growth. The
$3.1 billion (5.8 percent) increass in average other retail ioans
was primerily due to higher auto, installment and retail leasing
loans, partially offset by decreases in home equity loans and
continued runoff of student loan balances. Average commercial
real estate loans decreased $963 million (2.2 percent] in 2017,
compared with 2016, primarily the result of disciplined
undenwriting of construction and development loans, and
customers paying down balances by accessing the capital
markets. Average covered loans decreased $776 million (15.4
percent}, the result of portfolio run-off,



RIETER Analysis of Net Interest Incomet®

2017 2016

Year Lnded Uecamber 31 (Dollars In Millicns) 2017 2016 oG v 2016 v 2015
Components of Net Interest Income

Income on earning assets ftaxabla-equivalent basis) ... ... .. ... $ 14,508 $ 13,375 $ 12,619 $ 1,223 $ 66

Expense on interest-bearing liahilities (taxable-equivalent basis) ... 2152 1,844 1,405 08 239
Nt interest income {taxable-aquivalent basisi® .. ......... ... ... $ 12,446 $ 11,781 11,214 £ 715 $ 517
Met intarest income, asreported ... L L e 12,241 $ 11,528 $ 11,001 § 713 $ A7
Average Yields and Rates Paid

Earning assets yield {taxable-equivalenl basis) . ................ 3.59% 3.43% 3.43% 6% %

Rate paid on inlerest-bearing liabiltiss (taxable-squivalent basis) .. . 71 A7 52 14 b
Gross interest margin {laxable-equivalentbasia) ............. ... 2.88% 2.88% 2.91% 2% {.05)%
Met intarest margin {taxable-equivalentbasig) .......... ... 3.06% 3.01% 3.06% 05% {.G4)%
Average Balances

Investment securitiesl® . .. .. e $111,B20 $107,922 $103,1861 $ 3,898 $ 4,761

NS« et e e e e e s 278,837 26¢ .81 250,459 8,726 17,352

Barming @888 . .t i e 408,421 389 877 367,445 16,644 22,432

Intarest-bearing liabilitles . ... . oo o e 302,204 287,760 269,474 14,444 18,286

i} It snc rates are presenied on 8 Rl taxebic cquivainat bosis utifzhg & tax rete of 38 porcont for the porook preserted.

bl Sor Mon-AAR Fnanclsl Messures beginning on pago 66

ot Txolirfes unreafized gains sod fusses on svalable-for-salt investmont securities and &Ny pramiums of discounts reonided rofated to Mie tracsfer of Nvestent secunlies at far vaise fam

avaiishic-for-salie b held-lo-meturity.

Avarage investment securities in 2017 wara $3.9 billion
{3.6 percent) higher than 2016, primarily due to purchases of U.5.
Treasury end U.S. government mortgage-becked securitias, net
of prepayments and maturities, in supporl of liquidity
management requirernents.

Average tatal deposits for 2017 were $20.7 billion
(8.6 percent) higher than 2016. Average noninterest-bearing
deposits for 2017 were 5757 million {0.9 percent} higher than the
priar year, reflecting increases in Wealth Management and
Inveatment Services, and Consumar and Business Banking
balances, offset by a decreass in Corporate and Commercial
Banking belances. Average total savings deposits for 2017 were
$19.2 hillion (9.7 percent) higher than 2016, a result of growth
across all business lines. Average time deposits for 2017 were
$751 milion (2.3 parcent) higher than 2016. Changss in time
deposits are largsly related to those deposits managed as an
alternative to other funding sources such as wholesals borrowing,
based largely on relative pricing and liguidity characteristics.

The $517 million (4.6 percent) increase in net interest income,
on a taxable-equivalent basis, in 2016 compared with 2015, was
principally driven by loan growth partially offset by a lower net
interast margin. Average eaming assets were $22.4 billion
{6.1 percent) higher in 2018, compared with 2015, driven by
increasss in [eans and in investment securities. The decrease in
the net interest margin was principally due to lower yields an
purchased securities, lower reinvestment rates on maturing
securities and maintaining higher cash balances.

Average total loans increased $17.3 billion (6.9 percent) in
2018, compared with 2015, driven by growth in commercial,
comimercial real estate, residential mortgage, credit card and
other retail loans, partially offset by a decrease in covered loans.
Average commercial and commercial real estate loans increased
$8.0 billion (9.5 percent) and $625 million (1.5 percent),
respectively, driven by higher demand for loans from new and
existing customers. The $3.8 billion 7.4 percent) increase in
residential morlgages reflectad highear origination activity,
including strong refinancing activitias, in 2016 compared with
2015, Average credit card balances increased $2.4 bilion
{13.5 percent} in 2016, compared with 2015, due to custormer
growth, including a portfolio acqguisition in lats 2015 which
increased average 2016 credit card balances by $1.6 bilion, The
$3.3 billion {6.6 psrcant) increase in average other retail loans
was primarily dus to higher auto and installment loans, student
loans, and horme equity and second mortgage loan balances.
Average covered loans decraased $759 million {156.2 percent} in
2016, compared with 2015, tha result of portiolio run-off.

Average investment securities in 2016 were $4.8 bilion
{4.6 percent) higher than 2015, primarily due to purchases of U.S.
Treasury and U.S. government mortgage-backed securities, net
of prepayments and maturities, in suppart of liquidity
managsmant,
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Net Interest Income — Changes Due to Rate and Volume®

3017 v 3016 3016 v 2015
Year Endad Decemnber 31 {Dollars in Milllars} Wolume ield/Rate Tutal Wolurme Yield/Rate Toral
Increase (decrease) in
Interest Income
Invesiment securities ... .. .. . i s i $ 79 $ 68 $ 147 $ 98 $ 37 $ 61
Lloansheldforsale . ... ... . i i {22 12 {10) {57} 5] 52
Loans
Commercial ... . e e e e 109 426 535 216 99 315
Commercial real estate . ... . .o i e {38) 128 90 24 24 48
Residential MOMgages ... ... ..o i i i 115 {5} 110 146 42 104
Creditcard .. .. .. e e 45 115 160 265 3 268
Otherretall ... e i 128 33 158 134 (40) 94
Total Ioans, excluding covered loans . ... ooy insn 356 687 1,053 785 44 829
Coveredloans .. .. .o e {37) 12 {25) {41) {30) {71)
Total o8NS .. o e e 318 703 1,028 744 14 758
Olher eaming @s5ets . ... i i 57 1 58 3z {43 {11)
Totaleamingassets ... e 433 740 1,283 B17 {61} 756
Interest Expense
Interest-bearing deposits
Interest checking ..o 0 e e 4 38 42 3 9 12
Monoy market savings .. ... o e a6 259 295 H 116 147
Savings acCoUNtS . ... e e e e a 3 9 {2) 4 o) (&)
Time deposits . .. .. ... i i e 5 79 84 {14) 16 2
Total intarest-bearing deposits .......... ... ... ... .. 48 371 418 34 131 165
Short-term bomrowings .. .. oo e {65} 124 59 {72} g1 19
Long-termdabt ... ... . (13) 43 30 55 - b5
Total interest-bearing liabilites . .. ...... ... o {30} 638 508 17 200 233
Increase (decreass) in net interest iNCome .. ..........oevun.. $463 $os2 $ 715 $800 $(283) $517

fa) this bk shows the camponents of the changs in et interest inoorme by volume and rate on a taxalie-equivelent basts utiisng & tax rebes of 35 pereent for the pertods presented, This tabie
oes nof ke nlo aocou the lavel of noninterasi-beaning Rindig, ror doos it Ry Tiect changes i the mix of assets and lebiftics. The chango in isteros! nat Sofaly dUa to cRanges In volume

ar r3tas has boon alocated on & oro-rata hasis o vokime aod pekdrate

Average total deposits for 2016 were $25.7 billion
{8.8 percent) higher than 2015, Average noninterest-bearing
deposits for 2016 ware $2.0 billion (2.5 percent) higher than the
prior year, mainly in Consumer and Business Banking and
Corperate and Commercial Banking. Average total savings
deposits for 2016 were $26.2 billion {15.2 percent) highsr than
2015, reflecting growth in Corpaorate and Commercial Banking,
(Consumer and Business Banking, and Wealth Management and
Investment Services balances. Averaga time deposits which are
managed based largely on relative pricing and liquidity
characteristics, decreased $2.6 billien (7.2 percent) in 2018,
corpared with 2015,

Provision for Credit Losses The provision for credit losses
reflects changes in the size and credit quality of the entire
portfolio of loans. The Company maintains an allowance for credit
losses considered appropriate by management for probable and
estimable incurred losses, based on factors discussad in the
"Analysis and Determination of Allowance for Credit Losses”
section,

In 2017, the provision for credit losses was $1.4 billion,
compared with $1.3 bilion and $1.1 billion in 2016 and 2015,
respectively. The provision for credit losses was higher than net
charge-offs by $60 million in 2017, higher than net charge-offs by
$565 milion in 2016 and lower than net charge-offs by $40 million
in 2015, The increase in the allowance for credit losses during
2017 reflected loan portfolio growlh, the maturity of vintages
within the credit card portfolio and exposures related to 2017
weather events, partially offset by improvements in the energy
and rasidential mortgage porticlios. Nonperforming assets
decreasad $403 milion {26.1 percent} from Decembear 31, 2016
1o Dacemnber 31, 2017, primarily driven by improvaments in
commercial loans, residential mortgages and other real estate
owned ("ORED"), partially offset by an increass in nonperforming
commercial real estate loans. Net charge-offs increased
$61 mitlion (4.8 percent) in 2017 from 2018 primarily due 1o
higher credit card and othar retail loan net charge-offs, partially
offset by lower net charge-offs related to residential mortgages
and commercial loan recoveries,



The increase in the allowance for credit losses during 2016
was driven by loan portfolio growth and stress in the energy
portfolio, partially offset by improvements in residentiel mortgage
and home equity loans and lines. Nonpearforming assets
increased $80 million (5.3 percent) from December 31, 2015 to
Decernber 31, 2016, primarily driven by an increase in
nonperforming commercial loans within the energy portfolio,
parlially offsst by improvemenis in the Company’s rasidential
portfolio due to improving economic conditions. Net charge-offs
increesed $97 million (3.3 percent) in 2016 from 2015 primarily
due to higher commercial loan nst charge-ofis and lower
commercial real estate loan recoveries, partially offset by lower
charge-offs related to residential mortgages and home equity
loans.

Refer to "Corporate Risk Profile” for further information on the
provision for credit losses, net charge-offs, nonperlorming assets
and other factors considered by the Company in assessing the
credit quality of the loan portiolio and establishing the allowance
for credit losses.

Noninterest Income

Noninterest Income Nonintarest income in 2017 was

$9.6 billion, compared with $9.6 billion in 2016 and $9.1 bilion in
2015, The $34 million (0.4 percent) increase in 2017 over 2016
was primarily due to increases in payment services revenue, trust
and investment management fees, and treasury management
fees, as well as higher gains on sales of investment securities,
partially offset by decresses in marfgage banking revenue and
other noninterast income. Payment services revenus was higher
in 2017, compared with 2016, due to a 6.4 percent increase in
credit and debit card revenue and a 5.8 percent increass in
corporate payment products revenus, both driven by higher sales
volumes. Trust and investrment managemsnt fees were

6.7 parcent higher due to favorable markst conditions, and net
asset and account growth, while treesury management fees
increased 6.0 percent due 10 higher transaction volume.
Morlgage barking revenue decreased 14.8 percent in 2017,
compered with 2016, primarily due to lower origination and sales
volumes from home refinancing activities which were higher in the
prior year, and lower marging on morgage loan sales. Other
revenue was 13.4 percent lower in 2017 compared with 2016,
nrimarily due to lower equity investment income, which was
higher in 2016 due to the sale of the Company's membership in
Vise Europe Limited (*Visa Europe”) to Visa Inc. during that year.

2017 2HE
‘Year Ended December 31 [Dollars in Milliong) 2017 2018 2015 v 2018 v 2015
Crodit and debit card revenUE ... e e e e e $1,252 B1,177 $£1,070 B.4% 10.0%
Corporate payment produCIS FeVENUE .+ v vt v et e it 753 712 708 5.8 B
Merchant processing S8rviCaS .. .. . et i i e e 1,580 1,692 1,547 (1) 2.9
ATM Processing SBIVICES . .. . .. o e e st e 362 338 318 7.1 6.3
Trust and investment managementfees ... .o i e 1,522 1,427 1,321 B.7 8.0
Deposit 88rvica ChaNgBE ... ... o i vt e e e i e s 751 725 702 3.6 3.3
Treasury Managamant feES ... ... ittt e 618 583 561 6.0 3.9
Commercial products rVENUE . .. L. i e i 848 871 867 2.5) B
Mortgage banking reVENUS ... ... o e s s 834 878 a06 14.8) 81
Investment products faes . ..o o e s 163 168 185 32 {14.8}
Securities gains (08Se8), TIBL . oL o e e i e s 5¢ 22 - . *
1= 860 933 907 {13.4) 9.5
Tatal RO ErESt OIS « L . ot e i e i e e aneaa o neeann $9,611 $0,577 53,092 A% 52%

* Mot moaningfid.
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The $485 milion (5.3 percent) increase in 2016 over 2015 was
primarity due to higher payrment services revenue, trust and
investment menagement fees, end mortgags banking revenue, as
well as the impact of the Visa Europa sals. Credit and debit card
revenue increased 10.0 percent in 2016 compared with 2015,
reflecting higher trensection volumes including the impact of
acquired portfolios. Merchant processing services revenue was
2.9 percent higher as a result of an increase in product fees and
higher transaction volumes, Trust and investment management
fees increased 8.0 parcant in 2016, compared with 2015,
reflecting lowar money merket fee weivers, along with account
growth, an increass in assets under management and improved
markat conditions. Mortgage banking revenue increased
8.1 percent in 2016 aver 2015, driven by higher origination and
sales volumes. In addition, other revenLie was 9.5 percent higher
in 2016 comparad with 2015, reflacting the 2016 Visa Europe
sale and the impact of a 2015 student loan market valuation
adjustment, partially offset by lower equity investrment income and
a 2015 gain racorded on the sale of a deposit portiolio.

Noninterest Expense Moninterest expense in 2077 was

$12.9 billicn, compared with $11.7 billion in 2016 and

$10.9 biliion in 2015. The Company’s efficiency ratio was

68.8 percent in 2017, compared with 54.9 percent in 2016 and
63.8 percent in 2015, The $1.3 billion {10.8 percent) increasea in
noninterest expense in 2017 over 2016 was primarily dua to
higher compensation expense, marketing and business
development expense and other expense, partially offset by lower
professional services expense. Compansation axpense increased
10.2 percent in 2017 over 2016, principally due to the impact of
hiring to support business growth and compliance programs,
merit increases, higher variable compensation related to business
production and the 2017 special bonus awarded to eligible
employees. Employes bensfits expense was 6.0 percent higher
primarily driven by increased medical costs. Marketing and
business development expensa was higher 24.6 percent,
primarily dus to an increase in charitable contributions to the U.3.

Noninterest Expense

Bank Foundation. Other expeanse increased 28.5 percent in 2017,
compared with 2018, primarily due to the impact of the increase
in reserves related to legal and regulatory metters recarded
during 2017 and the FDIC insurance surcherge which began in
lete 2016. During 2017, the Company recorded e $608 million
accrual for regulatory and legal maters releted to Bank Secrecy
Act/anti-money laundering compliance program adequacy and
investigations by the United States Attarney's Office in Manhattan
into that program and U.S. Bank Nationel Association’s legacy
relationship with a payday lending business associated with a
farmer customer. Offsetting these increases was a decrease in
professional services expense of 16.5 percent, primarily due to
fewer consulting services as compliance programs near maturity,
The $745 million (6.8 percent) increase in noninterest expense
in 2016 over 2015 was primarily dus to higher compensation
costs, professional services, marksting and business
development, technology and communications, and other
nonirterest expenseas, parially offset by lowar ernployee benefits
expense, Compensation expense incraased 8.3 parcent in 2016
over 2015, principally dus to the impact of hiring to support
business growth and compliance programs, merit increases, and
higher variable compensation. Professional sarvices expense
increased 18.7 percent primarily due to compliance programs
and implementation costs of capital investrments 1o support
business growth. Marketing and business developmant expsrss
increased 20.5 percent in 2016 over 2018, resulting from the
support of naw business developrment and an incraass in
charitable contributions to tha U.S. Bank Foundation. Technology
and communications expanse incraased 7.7 percent prirmarily
dus to capital investmants and costs related to acquired
rorfolios. Further, other naninterest expense increassd
8.6 percent in 2016 over 2015, raflecting the impact of the FDIC
surcharge, which began in lata 2016, and higher acoruals related
to regulatory and legal matters. Offsetting these increases was a
4.1 percent decrease in employee benefits expense rmainly due to
lower pension costs.

2017 2016
Year Ended Dacembar 31 {Delfars in Millions} 2017 2016 2ms w2016 v 2015
COMPENEELON « ot et ettt e et e e e e e $ 5,746 § 5,212 $ 4,812 10.2% 8.3%
Employea banefils .. .. e e e e 1,186 1,119 1,167 8.0 {4.1)
Net occupancy and equiDment . ... v i e e e 1,019 483 991 3.1 {3
Professional services ... .. . e e 419 B2 423 {(i6.5) 187
Marketing and business development ... ... o i i e 542 436 361 24.56 20.6
Technology and COMMUNICELIONS .. .ot e e e e e iee e ar7 955 BE7 2.3 7.¢
Postags, printing and sUpplies ... ... o e 323 811 207 3.8 4.¢
Qlherintangiblas . .. ..o e e AP, 175 179 174 {2.2) 2.9
L0813 2 558 1,975 1,819 2956 a.6
Total NonNINerest BXPeMSE e i e e 312,845 $11,676 £10,931 10.9% B8.8%
Eflciency ratiof ... e e 58.8% 54.9% 53.8%

{3} See Non-GAAR Firancisl Menstres boginning on page 66,



Pension Plans Because of the long-term nature of pensgion
plans, the related accounting is complex and can be impacted by
several factors, including investment funding policies, accounting
rmethods and actuarial assumptions.

The Compeny's pengion accounting reflects the long-term
nature of the benefit obligations and the investment horizon of
plan assets. Amounts recordad in the financiel staterments reflect
actuarial assumptions ebout participant benefits and plen asset
retutnis. Changes in actuarial essumptions and differences in
actual plan experience, compared with actuarial assumptions, are
deferred and recognized in expense in future pericds. Diffsrences
related to participant bensfits are recognized in expense over the
future service period of the employees. Differences related to the
expacted return on plan assets are included in expense over a
period of approximately 15 years.

Pension expense iz expected to dscreass by $57 million in
2018 primarily dus 1o expected earnings on higher plan assets
due to Company contributions in 2017, partially offsat by a lower
discount rate. Becauss of the complexity of forecasting pansion
plan activities, the accounting methods utilized for pension plans,
the Company's ability to respond to factors affecting the plans
and the hypothetical nature of actuarial assumptions, the actual
pension expense decrease may differ from the expected amount.
Additionally, as a result of new pension accounting guidance
effective January 1, 2018, non-service cost components will be
reclessified to other noninterest expense. The combination of the
decreased pension expense and the adoption of the new
stendard will result in an increase in 2018 employes benafits
expense of $13 million and a decreese in other noninterast
expense of $70 million, compared with 2017,

Refer to Naote 16 of the Notes to the Consalidated Financial
Statements for further information on the Company's pension
plan funding practices, investment policies and asset allocation
strategies, and accounting policies for pension plans.

The following table shows an analysis of hypathetical changes in
the discount rate and long-term rate of retum {"LTROR"):

Doy 100 Up 100
Discount Rate (Dollars in Millons) Basis Poims Basiz Poirls
Incremental benefit {expense) ....... ${112} $ 93
Percent of 2017 net income ........ {1.35)% 1.18%

Down 100 Up 100
LTROR (Collars in Milllons) Basis Pciris Basis Points
Incremertal banefit (fexpenag) ... ... % (52) $ 52
Parcent of 2017 netincome . ..... .. {.B2)% .B2%

Income Tax Expense In lata 2017, tax reform legislation was
snacted that, amang other provisions, reduced the federal
statutory rate for corparations from 35 percent to 21 percent
gffective in 2018. In accordance with generally accepted
accounting principles {*GAAP"), the Gompany ravalued its
deferred tax assets and liabilities at Decembar 31, 2017, resulting
in an estimated net tax baneafit of $910 million, which the
Gompany recarded in 2017, The 2017 provision for income
taxes, reflecting this benefit, was $1.3 billion {an effactive rate of
16.8 percent), compared with a provision for income taxes of

$2.2 bilion (an effective rate of 26.7 percent) in 20186 and
$2.1 bilion {an effective rate of 26.1 percent) in 2015.

For furlher information on incorme taxes, refer to Note 18 of
the Motes to Congolidated Financial Stetements.

Balance Sheet Analysis

Average earning assets were $406.4 billion in 2017, compered
with $389,9 billion in 2016. The increass in average eaming
assats of $16.5 bilion (4.2 percent) was primarily due to
increases in loans of $8.7 bilion (3.3 percent), other earning
assets of $4.5 billion (45.4 percent) and investment securities of
$3.9 billion {3.6 percent).

For average balence information, refar to Consolidated Daily
Average Balance Sheet end Related Yields and Rates on pages
144 and 145,

Loans The Company's loan portfolio was $280 4 billion at
December 31, 2017, compared with $273.2 bilion at

Decermber 31, 20186, an increase of $7.2 billon {2.6 percent). The
increase was driven by increases in commerciel loans of

$4.2 pilion (4.5 percent), cther retail loans of $3.5 billion (6.4
percent), residential mortgages of $2.5 billion (4.4 percent} and
credit card loens of $431 million (2.0 percent), partially offset by a
decreass in commercial real estate loans of $2.6 billion (6.1
percent} and covered loans of $716 million {18.6 percent).

Table 6 provides a summary of the loen distribution by product
type, whils Tabla 12 provides a summary of the selected loan
maturity distribution by loan category. Average total loans
increased $8.7 billion (3.3 percent) in 2017, compared with 2016.
The increase was due to growth in most loan portfolio classes in
2017.

Commercial Commercial loans, including lease financing,
increased $4.2 billion (4.6 percent) at December 31, 2017,
compared with December 31, 2016, Average commarcial foans
increased $3.3 billion (4.2 percent) in 2017, compared with 2016.
The growth was primarily driven by higher demand from new and
existing customers. Table 7 provides a summary of commercial
loans by industry and geographical locations.

Commercial Real Estate The Company's portfolio of
commercial real estate loans, which includes commerciat
mortgages and construction and development loans, decreased
$2.6 billion (6.1 percant) at December 31, 2017, comparsd with
Decamber 31, 2016, primarily the result of disciplined
underwriting of construction and development loans and
customers paying down balances by accassing the capital
markets for funding. Average commarcial real estate loans
decreased $083 million (2.2 percent) in 2017, compared with
2016. Tabls 8 provides a summary of commercial real estate
loans by property type and geographical location.

Tha Company reclassifies construction loans to the
commercial morlgage category if permanent financing is provided
by the Company. In 2017, approximately $621 milion of
construction loans wers raclassified to the commercial mortgage
category. At December 31, 2017 and 2016, $161 million and
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Loan Portfolio Distribution

2017 2016 2015 2014 2013
Parcent Paorcent Fercerd Percard Percent
At Decembrer 31 (Dellars in Millions) Amount  of Total Amount  of Total Amcunt  of Total Amount  of Total Arnount  of Total
Commercial
Commercial ........... $ 91,958 328%| $ 87928 32.2%| § 83116 31.9%| & 74895  302%| § 64762  27.5%
Lease financing ........ 5,603 2.0 5,468 2.0 5,286 20 5,381 2.2 5271 2.3
Total commercial ... .. 87,561 34.8 93386 342 88402 339 80377 324 70,083 238
Commercial Real Estate
Commercial morgages . . 29367 108 31,6502 116 3,773 122 33,360 1358 32183 137
Construction and
development ..., ... .. 11,086 4.0 11,508 4.2 10,364 3.9 9,435 3.8 7.702 3.3
Total commeicial real
estate ......... ... 40,4643 14.5 43,098 158 42137 16.1 42,795 17.3 33,885 17.0
Residential Mortgages
Residential mortgages .. . 46,685  16.6 43,632 16.0 405,426 155 38586 106 375645 158
Home equity loans, first
liens . ............... 1:3,088 4.7 13,642 50 13,071 5.0 13,021 5.2 13,611 5.8
Tetal residential
mortgages . ... ..... 58,783 21.3 57,274 210 53,486 205 51613 208 51,1568 21.7
CreditCard ... ......... 22180 7.9 21,748 74 21,02 8.1 18,5148 7.h 18,021 7T
Other Retail
Retaill leasing .......... 7,588 2.8 6,316 2.3 5,232 2.0 5,871 2.4 5,929 2.5
Home equily and second
mortgages . ....... ... 16,327 5.8 16,368 6.0 16,364 6.3 15,916 6.4 15,442 6.6
Revolving credit .. ...... 3,183 1.1 3,282 1.2 3,354 1.3 3,308 1.3 3,276 1.4
Instalment ............ 8,989 3.2 8,087 3.0 7,030 2.7 6,242 2.5 5,709 24
Auatomebile ..o 18,934 6.8 17,5671 6.4 16,587 6.3 14,822 6.0 13,743 5.8
Student ... ... 1,903 7 2,239 .8 2,619 1.0 3104 1.3 3,573 1.5
Total oher retaill ... .. 57,324 204 53864 197 51,206 196 49264 19.8 47,678 202
Total loans, excluding
coverad loans .. .. 277,311 gp.9 269,371 9B.6 256,253 982 242570 9.8 226,773 964
Covered Loans ........ 3,121 1.1 3,836 1.4 4,596 1.8 6,281 2.1 8,482 3.6
Totalloans . ... ... $280,432 100.0% | $273,207 100.0% | $260,840 100.0%| $247,851 100.0% | $235.235 100.0%

$146 million, respectively, of tax-exempt industrial development
loans were secured by real estate. The Company’s cammercial

martgage and construction and development loans had unfunded

commitments of $10.1 billion and $10.7 bilion at December 31,

2017 and 2016, respeactively.

The Cormpany also finances the operations of real estate
developars and other entities with operations related 1o real

ostate. These loans are not secured directly by real estate but are

subject to terms and conditions similar to commercial loans.

These loans were included in the commercial loan category and
totaled §7.0 billion and $6.4 bilion at December 31, 2017 and
2016, respectively.



Commercial Loans by Industry Group and Geography

2017 2016
At Decemnbar 31 {Oialias in Midions) Loans Porcent Loans Parcent
industry Group
LT 17T (1120 O S $14,710 15.1% $13,779 14.8%
Aeal estate, rental and [BASING .. ..ottt it e 12,461 12.8 10,553 1.3
Bt tmadE . . ..o ot e e e e e 2,852 9.2 7,573 8.1
FIManGe A IMSUIBIICE . o . o vt s et e e e e e e e i rt et e b e s an e e e e 8,639 8.8 8,728 9.3
L et R A= 8 - DT A 7.383 7.6 7,552 8.1
Healthcare and social a88iSlance .. . o r i oo ettt et e e 8517 6.7 6,345 6.8
PUblic admimistration . ... v e e e e 5116 5.2 4,546 419
Arts, enterlainment and recreation .. L L e 3,853 34 3,340 3.6
Professional, scientific and technical BerviCeS vt e iii e i e ns 3,499 3.6 3,744 4.0
a0 wrs 00 = U = V== S Y 3,414 a5 3,167 34
L0 Y= (1o T 3,403 3.5 3,597 3.8
Transport @Nd SLOTEGE . .« v v vttt e e e 3,198 3.3 3,561 3.8
L= 1,933 2.0 1,747 1.8
L0 === 0V, = = 1,698 1.7 1,625 1.7
1T 1,690 1.6 1,646 1.8
Agriculture, forestry, fishing and hunting ... .. . C . oo 1,429 1.5 1,448 15
[0 = R T 9,766 10.0 10,435 11.2
= 7= [ A A P $97,561 100.0% | $93,386 100.0%
Geography
[0 1700 1= P O U OO $14,086 14.4% $12,677 13.6%
1075 [o = 1o [« JEN SR U I 3,979 4.1 4,362 4.7
1A= PPN 5,245 5.4 4,636 50
T TRt === TR 7,406 7.6 7,093 7.6
0T 3,626 3.6 3,636 3.8
6o g 4,330 45 4,270 4.6
6 =" (o T T 2,044 21 2,030 22
422 =1 a1 e e I 3,689 3.8 3,447 3.7
LAt =11 T 3,639 3.6 3512 3.8
lowa, Kansas, Nebraska, Morth Dakota, South Dakota ... v e o i e e e 4,806 449 4,900 5.2
Arkansas, Indiana, Kentucky, TBNMBESER .. .. . .o urerart i ieeerencararnaars ns 5206 5.3 5,188 55
Idaho, Montana, WOmING .o e e e e i e 1,225 1.3 1,251 1.3
Arizona, Nevada, New Maxico, tah ... oo o i i i 3,836 3.9 3,487 a7
Total banking reqion ... . e e e e e 62,526 64.5 50,429 f4.7
Florida, Michigan, New York, Pennsylvania, TEXES ... .oov oo oo 16,408 16.8 15,467 16.6
F NI (T 1= 1= = TP U I 18,227 18.7 1/,490 18.7
Total outside Company's banking region .. ... oo 34,635 35.5 32,957 35.3
e T | I $97, 561 100.0% $93,386 100.0%

Residential Mortgages Rasidential morlgages hald in the loan
portfolio at December 31, 2017, increased $2.5 billion

(4.4 percent) over December 31, 2016, as origination activity
more than offset the effect of customers paying down balances
during 2017 . Average residential martgages increased $3.1 billion
(5.6 percant) in 2017, compared with 2016. Hesidential
mortgages originated and placed in the Company’s loan portfolio
include wall-sacured jumbo mortgagss and branch-originated
first lien home equity loans to borrowears with high credit quality.

Credit Card Total credit card loans increased $431 million

{2.0 percent) at December 31, 2017, compared with

Decernber 31, 20186, reflecting new and existing customer growlh
during the year. Average credit card balances increased

$416 million (2.0 percent) in 2017, comparsed with 2016.
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Commercial Real Estate Loans by Property Type and Geography

2017 2016
M Nacombar 31 Dolars in Millions) Loans Percor Loans Percent
Properly Type
BUSINESs OWNEr OO OUDIEE .« Lt ity ittt b v e e e e e et e e e 10,205 25.2% F10,899 25.3%
Cammercial property
LT = 1,580 3.9 1,631 2.8
L3 5023 i2.4 5,536 12.8
=3 1 4,502 11.1 4,897 11.6
T COMIMIEIGIAl oo v e e e e e e e 3,757 9.2 4,064 9.4
Uiy e e e 8,922 22.0 9,607 223
HOtal MOt . .. e e e e 3,719 9.2 3,791 8.8
Residantial MomeD U dars . . v e e e 2,489 6.2 2,311 5.4
Healhoare macilites .« . e e e e 266 7 262 B
Tt L e e e s $40,463 100.0% $43,008 100.0%
Geography
L0 117 = 3 9,558 23.6% 510,734 24.9%
L0 Lo T 1,764 4.4 1,819 4.2
1 S 1,605 4.0 1,678 3.8
T T = N 2,031 50 2A7T 5.4
<3 1,359 3.3 1,372 3.2
L0 o 1,445 3.6 1,482 a4
L= 2 1,847 4.6 2,094 4.9
BA k=TT T 3 S 3,499 8.4 3,435 8.0
B4 L= 1 2,038 5.0 2,161 5.0
lowa, Kansas, Nebraska, North Dakota, South Dakota . ... .. ... .. . et 2210 5.5 2,312 5.4
Arkansas, Indiana, Kertucky, TENNESSEE . .o e e i e e 1,889 47 1,810 4.2
Idaho, Montana, Wyoming ... e e e e et 1,163 249 1,271 2.9
Arizona, Nevada, New Mexico, Utah .. . i i e e 3134 7.7 3,257 7.6
Total banking ragion . ... .. e e e 33,540 g2.9 35,582 826
Mlorida, Michigan, New York, Pennaylvania, TEXAS ... ovr v i e et ee e e 3,688 a1 3,829 8.9
Allother Statem .. L e e e e e e e 3,235 B.O 3,687 8.5
Tolal outside Company's banking region . ... . o s 6923 17.1 7,516 17.4
Total ... ... L S U, $£40,463 100.0% $43,098 100.0%

Other Retail Total other retail loans, which include retail leasing.,
home equity end second mortgages end other reteil Ioans,
increased $3.5 billion (6.4 percent) et December 31, 2017,
compared with December 31, 20186, reflecting higher retalil
leesing loans, auto loans and instellment loans, parlially offset by
lower studant loans, home equity loans and revolving credit
balances. Average other retail loans increased $3.1 billion (5.9
pearcent) in 2017, compered with 2016, The increase was
primarily due to higher auto, installment and retail leasing loans,
partially offset by decreases in student loans and home equity
Inans. (f the total residential mortgages, credit card and other

retail loens outstanding at December 31, 2017, approximately
72.7 percent were to customers located in the Company's
primery benking region compared with 73.3 percent at
Decemnber 31, 2016. Tebles 9, 10 and 11 provide a geographic
surnmary of residentiel mortgages, credit card loans and othar
retail loans cutstanding, respectively, as of Dacember 31, 2017
and 2018, The collaterel for $2.2 billion of residential morlgages
and other retail loans included in covered loans at December 31,
2017 was in California, compared with $2.6 billion et

Dacernber 31, 2016.



Residential Mortgages by Geography

201 ¢ 2016
At Decernber 31 ({Dhilars in Milllrs) Loans Percont Laans Percent
L1 1< PP $16,914 28.3% $15,115 26.4%
[0 =T L J U 2,280 5./ 3,219 56
T = 3,109 52 3,071 5.4
TRVt N 4,247 7.1 4,200 7.3
4T [E=T= 1 R 1,748 249 1,834 3.2
05« P 2,145 3.8 2,230 3.9
LT Lo T I 2,413 4.0 2,292 4.0
BT oY ] T 3,403 5.7 3,277 5.¢
LAt a T o U Y 1,526 2.5 1,546 2.7
lowa, Kansas, Nebraska, North Dakota, SouthDakata . ... . oo vt ies 2,086 35 2,146 3.8
Arkansas, Indiang, Kentucky, TBNNESSEE .. ... v ii et i it e i s 3,166 5.3 3,220 5.6
[daho, Montana, Wyoming .. oo i i i 1,204 2.2 1,276 2.2
Arizona, Nevada, New Mexico, Utah ... ... ... A 4,489 7.5 4,203 7.4
Total banking region . oo o v e e e e 43,820 83.5 47,629 83.2
Florida, Michigan, New York, Penngylvania, TEXES ... v eriereriiinianninans 4,448 7.4 4,191 7.3
BN = 1 =1 1= e 5415 91 5,454 9.5
Total outside Company’s banking region .. ..o e i i e e 9,863 16.5 9,545 16.8
<, PP e $50,783 100.0% $57.274 100.0%
Credit Card Loans by Geography
2017 2016
At Decarnbar 31 (Dollars in Milllars Loans Peroent Loans Parcart
0 7 1= QD $ 2,245 10.1% $ 2,188 10.1%
a1 o J R O 772 3.5 761 3.5
1 1,089 4.9 1,072 4.9
¥ U= o) = 1,271 a7 1,287 59
[ L=t 3] | R g N 725 3.3 77 3.3
0T 1,185 5.4 1,179 5.4
L@ - o o L e e 666 3.0 657 3.0
VEBNINGION L e i e s 857 38 860 4.0
1= = T 980 4.5 1,007 4.6
|owa, Kansas, Nebraska, Norh Dakota, SouthDakota ... oo e 1,048 4.7 1,036 4.8
Arkansas, Indiana, Kentucky, TENMNESSEE .. .. i i ee b i iiarees 1,803 7.2 1,580 7.3
[daho, Momtana, Wyoming ... ..o e e i i i e e e 376 17 376 1.7
Arizona, Nevada, New Maxico, Utah . ... . e e 1,092 4.9 1,044 4.8
Tatal banking region . .. oo e 13919 62.8 13,764 63.3
Fiorida, Michigan, New York, Pennsylvania, TEXAS ... e e e iiiiaae i 4,183 18.9 4,076 18.¥
Al other Stats .. . . i e e e e e 4,068 18.3 3,908 18.0
Total outside Company’s banking region ... .. e e e 8,261 37.2 7,985 38.7
1= TR $22,180 100.0% $21,743 100.0%
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Other Retail Loans by Geography

017 2018

At Decermbier 21 (Dollars in dillions) Loans Percent | pang Parcent
L0 ! R % 9,119 15.9% % 6,468 15.7%
164 =T o 2,144 3.8 2,058 38
IS . et e e e e e 3,183 5.6 3,111 53
0T L=" T c= U 3,619 6.3 3,537 6.6
LT 2,142 3.7 2,141 4.0
L 2,800 4.9 2,64 5.1
L0 Lo 1545 2.7 1,565 28
B2 L] o T 1,735 3.0 1,696 3.1
OB .« o e e e s 1,662 2.7 1,565 249
lowa, Kansas, Nebraska, North Dakota, South Dakota ... ... o o oo ians. 2,534 4.4 2,355 4.4
Arkansas, Indiana, Kentucky, TeMMESSe . ... .. it it et e e 3,108 5.4 3,001 5.6
ldaho, Montana, YWyoming ... .. o o i e e e e 1,033 1.8 4978 1.8
Arizong, Nevada, New Mexico, Ltah .. o o e e 2,958 5.2 2772 52

Total Banking region . ... .. o e e 37 492 65.4 36,031 56.9
Florida, Michigan, New York, Pennsylvania, Texas ... ... i iie e ianes 11,647 201 9,807 18.2
Al other SlaTES .. . e e e e 8,285 14.5 8,026 14.9

Total outside Company's banking Mgion ... ... o e s 19,832 346 17.833 33.1

TOtal s 357,324 100.0% $53.864 100.0%

The Company generally refains portfolio loans through
maturity; however, the Company's intent may change over time
based upon various factors such as ongoing assat/liability
management activities, assessment of product profitability, credit
risk, liquidity needs, and capital implications, If the Company's
intent or ability to hold an existing portfolio loan changes, it is
transferred to Ipans held for sale.

Loans Held for Sale Loans held for sale, consisting primarily of
residential mortgages to be sold in the secondary market, were

$3.6 billion at December 31, 2017, comparad with $4.8 billion at
December 31, 2016. The decreass in loans held for sale was
principally due to a lower level of mortgage loan closings in late
2017, compared with the same period of 2016. Almost all of the
residential mortgage loans the Company originates or purchases
for sale follow guidelines that allow the loans to be sold into
existing, highly liguid secondary markets; in parlicular in
government agency transactions and to government sponsorad
enterprises ("GSEs").



Selected Loan Maturity Distribution

COver One
Cre Your Through Cheer |Fiva

Al Decembzer 31, 2017 {Dallars in Millions) or Lesy Five Years fears Testal
COMIMEITIAL .+« ottt e e et e et e e et e et e et e e e e e $34,858 % 57,132 $ 5571 T 97,561
Commercial el BFtatE . . . o ittt e e e e 11,402 22,117 5,944 40,483
Residential MOTIOAGEE . .« .o e it c i taa e e e aaeaaas 2,678 8,670 48,635 59,783
L= | = o 22,180 . - 22,180
LTl = | T 10,529 32,285 14,510 57,324
Cavered o8NS . o . e e et s 373 470 2,278 2,121

I = = e $61,920 B120,674 577,838 £280,432
Total of loans due after one year with

Predetermined interast rates . ... . oo i % 81,962

Floating INterest FAEES . o0t e e e e e et b s e e $106,650

Investment Securities The Company uses its investmert
securities porlfolio to manage interest rate risk, provide liquidity
{including the ability to meet regulatary raguirements), generate
interest and dividend income, and as callateral for public deposits
and wholesale funding sources. While the Company intends to
hold its investment securities indefinitely, it may sell
available-for-sale securities in response to structural changes in
the balance sheat and related interest rate risk end to meat
liquidity reguirements, among cther factors.

Investment securities totaled §112.5 biilion at December 31,
2017, compared with $109.3 billion at Degember 31, 2016. The
$3.2 bilion (3.0 percent) increase reflected 3.1 billion of net
investment purchases and a $121 million favorable change in net
unreglized gaing (losses) on available-for-sale investrment
sacurities.

Average investrnent securities were $111.8 billion in 2017,
compared with $107.9 bilien in 2016, The weighted-average
yield of the available-for-sale portiolio was 2.25 percent at
December 31, 2017, compared with 2.08 percent at
December 31, 2016. The weighted-average maturity of the
available-for-sale portiolio was 5.1 years at bath December 31,
2017 and 2018, The weighted-average yield of the
held-to-maturity portfalio was 2.14 percent at December 31,
2017, compared with 1.93 percertt at Dacember 31, 2016, The
weighted-average maturity of the held-to-maturity portfalio was
4.7 years at December 31, 2017, compared with 4.6 years at
Dacember 31, 2018. Investment sacurities by type are shown in
Table 13,

The Company's available-for-sale securitias are cartied at fair
vallg with changes in fair value reflected in other comprehensive
incoma {loss) unless a security is deemed to be other-than-
tamporarily impaired, At December 31, 2017, the Company's net
unrealized losses on available-for-sale securities were
$580 million, compared with $701 million at December 31, 2018.
The favorable chenge in net unrealized gains (losses} was
primarily due to increases in the fair value of state and palitical
securities as a result of changes in interest rates, Gross
unraalizad losses on available-for-sale securities totaled
£888 million at December 31, 2017, compared with $1.0 billion at
Dacember 31, 2016, The Gompany conducts a regular
assessmart of its investment portfolio to determine whathar any
securities are other-than-terporarily impaired. When assessing
unrealized lossas for other-than-temporary impairment, the
Company considers the nature of the investment, the financial
condition of the issusr, the extent and duration of unrealized
losses, expected cash flows of underlying assets and market
conditions. At Decernber 31, 2017, the Company had no plans to
sell securities with unrealized losses, and believes it is more likely
than not that it would not be required to sell such securities
before recovery of their amorlized cost.

Hefer to Motes 4 and 21 in the Notes to Consolidatad
Financial Staternents for further inforration on investment
s8cuIities.
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investment Securities

Available-for-Sale

Held-to-haturlty

Welghtod- Waighterd-
Aworage Weightad- Average  Weightod-
Amartized Falr  Maturity in Averags Armortized Falr  Malurity in Ayarane
At Dacembyr 31, 2007 (Dollars in Milions) Cost Walug Yoars “Yiald®l Cost Wallie Years el
U.S. Treasury and Agencies
Maturinginoneyeararless . ... ... u... $ 4985 § 4965 5 B5%| % - % - - -5
Maturing after one vear through five years ... ... 16,6583 16,465 3.4 1.67 1,794 1,776 3.5 1.81
Maturing after five years through ten years ..., ... 1,918 1.8¥1 8.7 1.84 3,387 3,280 6.1 1.80
Matuning aftertenyears .. ......... .. .o ol - - - - - - - -
Total . e $23.586  $23,301 3.0 1.51% | % 5181 § 5,066 52 1.80%
Maortgage-Backed Securitiesta
Maturing inoneyearorlass .. ... ... .. $ g 3% &0 5 433%| $ 85 % 85 5 2.99%
Maturing afler one year through five years .. .. ... 17,637 17,424 4.4 2.08 23,307 22,968 3.8 210
Maturing afler five years through tenyears ... . ... 18,391 18,173 5.8 2.22 15,497 15305 8.7 23
Maturing alter lenyears . ... ..o oo 2343 264 17.8 2.47 261 261 12.3 2.37
Tatal o e $38,456 $38,037 5.6 218% | $239,150 $38619 4.6 2.19%
Asset-Backed Securitiest
Maturing inoneyearorless .. ......... ... ... % - 8% - - “%| % - % 1 4 2.12%
Maluring after one year through five years . ...... 328 332 3.7 3.00 4 4 3.2 2.28
Maturing after five years through len years ... ... BS a7 6.0 3.23 2 3 5.6 2.25
Maturing aftertenysars ... .. L. e - - - 4 16.3 2.06
Total o $ 413 § 419 4.0 3.04% | § 8 § 12 4.1 2.27%
Obligations of State and Political
Subdivisionsioiich
Maturing in oneyearorless . ........... ... $ 183 % 184 2 YA | B - 8§ - - - %
Maturing afler one year through five years ..., . 6652 686 a.2 5.83 1 1 3.7 7.82
Maturing aftar five years through ten years ... ... 4,428 4,532 a7 533 & B 8.2 2.53
Maturing aftertenyears ... .. o0 e 95¢ g54 18.8 502 - -
Total oo e $ 6,240 % 6,358 9.6 541% | % 8 & 7 7.6 3.24%
Other Debt Securities
Maturing in oneyearorless. . ......... . c..o.... $ % - - ~%| ¥ - % - —%
Maturing after one year through five years ....... - - - - 19 19 2.5 2.26
Maturing after five years thiough ten years ... ..., - - - - -
Maturing aftertenysars ... L e - - - - - - -
Total .o e 5 - % - % % 19 § 19 2.5 2.26%
Other Investments . ...................... £ 22 § 22 - 1% % - % - - %
Total investment securities'd ... .. .. ... $68,717  $68,13¢ £.1 2.25% | $44,362 $43,723 4.7 2.14%

fa) Information related to gsset snd rontgage-backed soouritios includen above is presented hesed upon welphted-gversge rmaturiies anticinating fulure Grepaumant s.

ft frformation related fu abligations of state and political subdivsions s presenfed based tpon Weid to frst oplional call date if the sonudly is ourchased at & pramium, yiatd to maturity i

pirchased gt bar o & dizeourt.

fo) Maturily calcolalions for obligastions of state amd poitical subdivisions are based on the frst optional cull date foar scountios with a fair vl above par end contractust maturity for securities with

& fair value eguest foor below gar.

fudt The weighfed-average matunty of the svaiahis foe-sale mMestment sectrlties was 5. 1 pears al December 37, 2015, with 7 corasponding welghtad-average k! of 2,06 percent The wei ted-
guardge maturty of tho hokd-to-maturity invesiment securiiss was 4 8 yaars af Decarnber 31, 20716, with 7 comesponding weighted-average vield of 1,93 percent.

fo) Whightod-average peids for ablizations of state and polite! subedisions s prosenied on o Ll darable squivaiant basis under e federdl fcome tax ke of 35 porcont 105 the poriods prosortod,
Yioids on avaiahie-for-sale and Reld-to-maiunity investrent secuniivs ame competed basod an armorized cost balances, exciiding sny prermilins or diseonnts rocoriod mistod to the fransfor of
rvesiment securilios at i value from avalalie-for-sake to held-to-rmatunily. Weightod average yield and matuty caloulations exclide squity securitics Mhat have no stated yiatd or matuty.

2017 2016

Armortizerd Puruont Amortized Percent

At Decamber 31 [Pulicis i Milluns) Gzt of Total Cost ot lotal
S, Treasury and BOBMOIES . .. .ttt v et e s it i ra e b e aee ceeanneetns $ 28,767 25 5% 3 22 560 20.5%

Mongage-backed S8CUMLBS . ... . .. i i i i e e 77,606 66.5 81,698 74.3

Asset-backed BECUITHEE ... .. .. s 419 4 483 4

Obligations of state and political subdivisions ..o ... oo i i s 5,246 5.5 5173 4.7

Other debt securities and INvastments ... .. . o i i i e e e e 41 - 62 A
Total Investment SECUNIES . .. i it e e e s $113,079 100.0% $109,976 100.0%




Deposits

The compasition of deposits was as follows:

201¢ 2016 2015 2014 2013
Percort Percent Petrent Poroent Parcent
At Docornber 31 [Dollars in dilitons) Amount  of Total Amount  of I'otal Armourt of Total Amount  of Tatal Amount - of Total
MNoninteresl-bearing deposits ........ § B7557 252%|§ 8600/ 257%| % 83,766 270%| § 77,323 27.0%| $§ 76,941 204%
Interest-bearing deposits
Interest checking .. ... ... .. ... 74520 215 66,2808 198 59,169 197 55,068 195 52,140 199
hManey market savings . ... ... 107873 3141 109,947 328 86,159 28.7 76,536 2741 53,772 228
Savingsaccounts ... ..o 43,8308 128 41,783 125 8,468 128 35,249 124 32,468 124
Total savings deposits ... ... ..., 226,302 BL.2 218,028 652 183,796  61.2 166,843  59.0 144,381 551
Time deposits less than $100,000 . ... 7315 2.1 8,040 2.4 9,050 3.0 10,609 3.8 11,784 4.5
Time deposits greater than $100,000
Domestic. .......cooiiiiainnn 10,792 3.1 7,230 2.2 7,272 2.4 10,636 3.8 8,527 3.8
Foreign .. ... ... ..o i 15,249 4.4 15,185 4.5 16,516 5.5 17,322 B.1 18,450 7.4
Total interest-bearing deposits . . .. 259,658 748 248,433 743 216,834 721 205,410 72.¢ 185,182 706
Total daposils . . .ovvw i $347,215  100.0%)] $334.590 100.0%)| $300,400 100.0%| $282,733 100.0%/ $262,123 100.0%

The maturity of time deposits was as follows:

Tirme Duposits Time Deposits Greater Than §100,600

At Decombor 31, 2017 (Oallars in Milions) Less Than 100,000 Domestic Foruign Total
THree MOMNS O 8BS « v vttt e e e e v e e e e e i ia bt banens $1,102 $ 4,828 15,122 $21,083
Three months through six months ... o 1,079 1,922 85 3,096
Sk rmonths through ONe year ... o . . e i i i nnraes 1,685 1,202 42 3,019
3= L= =11 = 3,448 2,750 - 6,198

Tl oo e e e e e e e e e h e $7,315 510,792 $15,240 $33,366

Deposits Total deposits wera $347.2 bilion at Decembar 31,
2017, compared with $334.6 billion at December 31, 2016, The
£12.6 hillion {2.8 parcent} increase in total deposits reflected
increases in total savings, time and noninterest-bearing deposits.
Average total deposits in 2017 increased $20.7 billion (6.6
percent) over 2016.

Interest-bearing savings deposits increased $8.3 bilion
f3.8 percent} at December 31, 2017, compared with
December 31, 2016. The increase was ralated o higher interest
checking and savings account balances, parlially offset by lower
money market deposit balances. Interest checking balances
increased $8.2 bilion {12 .4 percent) primarily dus to higher
Wealth Management and Investrent Services, Consumer and
Business Banking, and Corporate and Commercial Banking
balances, Savings account balances increased $2.0 billion (4.8
percent), primarily due to higher Consumer and Business Banking
balances. Money market deposit balances decreased $2.0 billion
{1.B percent}, primarily due to lower Corporate and Commercial
Banking balances, partially offeet by higher Wealth Management
and Investment Services balances. Average interest-bearing
savings deposits in 2017 increased $19.2 bilion (9.7 percent),
compared with 2016, raflacting growth across all business lines.

Interest-bearing time deposits at December 31, 2017,
inoreasad $2.9 billion (8.5 percent), compared with December 31,
20186, Average time deposits increased $751 million
2.3 percent} in 2017, compared with 2016, The increases were
primarily driven by increases in thoss deposits managed as an

alternative to other funding sources such as wholesale borrowing,
based largsly on relative pricing and liquidity characteristics.
Noninterest-bearing deposits at December 31, 2017,
increased $1.5 billion (1.7 parcent) from December 31, 2016.
Awerage noninterest-bearing deposits increasad £757 million
{0.9 percent) in 2017, compared with 2016. The increases were
primarily due to higher Wealth Management and Investment
Services, and Consumer and Business Banking balances,
partially offset by lowsr Corporate and Commercial Banking
balances.

Borrowings The Company utilizes both shorl-term and long-term

borrowings as part of its asset/iability management and funding

strategios. Short-term borrowings, which include federal funds

purchasad, commercial paper, repurchass agreements,

borrowings sscured by high-grade assets and othar shorl-term

borrowings, were §16.7 bilion at December 31, 2017, compared

with $14.0 billion at December 31, 2018. The $2.7 billion

{19.3 percent) increass in shart-term barrowings was primarily due

1o higher other short-term borrowings balances, parlially offsat by

lower commercial paper and federal funds purchased balances.
Long-term debt was $32.3 billion at December 31, 2017,

compared with $33.3 bilion at December 31, 2016. The

$1.0 billion {3.2 percent) decrease was primarily due to

$6.9 billion of bank note and medium-term note repayments and

maturities and a $3.1 bilion decrease in Federal Home Loan

Bank {(“FHLB" advances, partially offsst by the issuances of

$3.9 billion of medium-term notes and $4.9 billion of bank notes.
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Refer to Notes 12 and 13 of the Notes to Consolidatad
Financial Statements tor additional information regarding short-
term borrowings and long-term debt, and the “Liquidity Risk
Management” saction for discussion of liguidity management of
the Company.

Corporate Risk Profile

Overview Managing risks is an essential part of successfully
operating a financial services company. The Compary’s Board of
Directors has approved a risk management frameawaork which
establishes governance and risk management requiremernits for all
risk-taking activities. This framewaork includes Company and
business line riek appetite statsments which set boundaries for
the types and amaount of risk that may be underlaken in pursuing
business objectives and initiatives. The Board of Directors,
primarlly through its Risk Management Committee, oversees
performance relative to the risk management framework, risk
appetite staterments, and other palicy requirements.

The Executive Risk Commitlee ("ERC™), which ig chaired by
the Chief Risk Gfiicer and includes the Chief Executive Officer and
other members of the executive management team, overseas
execution against the risk management framework and risk
appstite statements. The ERC focuses on currant and emerging
risks, including strategic and reputational risks, by directing timely
and comprehensive actions. Senior operating committees have
also been sstablished, each responsible for ovarseeing a
specifind categary of risk.

Tha Company’s maost prominent risk exposuras are credi,
interest rate, market, liquidity, operational, compliance, strategic,
and reputational. Credit risk is the rigk of not collacting the
intarast and/or the principal balance of a loan, investment or
derivative cortract when it is due. Interest rate risk is the potential
reduction of net interest income or miarket valuations as a result
of changes in interest rates. Market rigk arisas from fluctuations in
interest rates, foreign exchange rates, and security prices that
may result in changes in the values of financial instrurments, such
as trading and available-for-sale securities, mortgage loans held
for sale {"MLHFS"), mortgags sarvicing rights ("“MSRs") and
derivatives that are accounted for on a fair value basis. Liquidity
risk is the possible inability to fund obligations ar new busingss at
a reasonable cost and in a timely manner. Operational risk is the
risk of logs resulting from inadequate or falled internal procasses,
peaple or systems, or from external events, ncluding the risk of
loss resulting from breaches in data security. Operational risk can
also include the risk of loss due to failures by third parties with
which the Company does business. Complianca risk is the risk of
loss arising from violations of, or nonconformance with, laws,
rules, regulations, prescribed practices, internal policies, and
procedures, or ethical standards, potentially exposing the
Company to fines, civil money penalties, payment of damages
and the voiding of contracts. Strategic risk is the risk to currant or
projected financial condition arising from adverse business
decisions, poor implementation of business decisions, or lack of
responsivenass to changes in the banking industry and operating

environment. Reputational risk is the risk to current or anticipated
earnings, capital, or franchise or enterprise value arising from
niegative public opinion. This risk may impair the Company’s
competitiveness by affecting its ability to establish new
relationships, offer new services or continue serving existing
relationships. In addition to the risks identified above, other risk
factors exist that may impact the Campany. Refer to “Risk
Factors” beginning on page 148, for a detailed discussion of
these factors,

The Company's Board and managamant-level governance
committees are supporled by a “three lines of defensa" model for
astablishing effectiva checks and balances. The first line of
defensa, tha business lines, manages risks in confarmity with
establishad limits and palicy reguirements. In turn, business line
leaders and their rik officers establish programs to ensure
conformity with these limits and policy requirements. The second
line of defense, which includss the Chief Risk Officer's
organization as well as policy and oversight activities of corparate
supporl functions, translates risk appetite and strategy into
actionable risk limits and policies. The second line of defense
monitors first line of dsfense conformity with limits and policies,
and provides reporting and escalation of emerging rizks and
other concerns to senicr management and the Risk Management
Committea of the Board of Directors. The third line of defanse,
internal audit, is responsible for providing the Audit Committee of
the Board of Directors and senior managemesnt with
independent assessment and assurance regarding the
effectiveneass of the Company's governance, risk management,
and control processes.

Management regularly provides reports to tha Risk
Management Commitlee of the Board of Directors, The Risk
Managernent Commillee discusses with management tha
Company's risk management performance, and provides a
summary of key risks to the entire Board of Biractors, covering
tha status of existing matters, areas of potential future concern
and specific information on certain types of loss events. The Risk
Management Committee congiders quarierly reports by
management assessing the Company's performance relative to
the risk appetite statements and the associated risk limits,
including:

- Qualitative considerations, such as the macroaconomic
environment, regulatory and compliance changes, litigation
developments, and technology and cybersecurity;

— Capital ratios and projections, including regulatory measures
and stressed scenarios;

— Credit measures, including adversely rated and nonperforming
lcans, leveraged transactions, credit concentrations and lending
lirmits;

— Interest rate and market risk, including market value and net
income simutation, and trading-relatsd Value at Risk {“vaR";

— Liguidity risk, including funding projections under various
stressed scenarios;



- Operational and compliance risk, including losses stemming
fram events such as fraud, processing errors, control breaches,
breaches in data security or adverse business decisions, as well
as reporting on technology performance, and various legal and
regulatory compliance measures; and

— Reputational and strateqgic risk considerations, impacts and
responses.

Credit Risk Management The Company's stratagy for credit
risk managament includes wall-defined, centralized credit
policies, uniform underwriting ctiteria, and ongoing risk monitcring
and review processes far all commercial and consumar credit
exposures. The strategy also emphasizes diversification an a
gaographic, industry and customer level, regular credit
examinations and management reviews of loans exhibiting
deterioration of credit quality. The Risk Managament Committes
oversees the Company's cradit risk management process.

In addition, credit quality ratings as defined by the Company,
are an impoartant part of the Company's overall credit risk
management and evaluation of its allowance for credit losses,
Loans with a pass rating rapresent those loans not classified on
the Company's rating scale for problemn credits, as minimal risk
has been identifiad, Loans with a special manticn or classified
rating, including loans that are 90 days or more past dus and still
accruing, nonaccrual loans, those loans considered troubled debt
restructurings {(“TDH="), and loans in a junior lien position that are
current but are behind a madified or delinguent loan in a first lien
position, encompass all loans held by the Company that it
considers to have a potential or well-defined weakness that may
put full collection of contractual cash flows at risk. The
Company's internal credit quality ratings for consumer loans are
primarily based on delinguency and nonperforming status, except
for a limited population of larger loans within thosa portfolios that
are individually evaluated. For this limited population, the
determination of the internal credit quality rating may alsc
consider collateral value and customer cash flows. The Company
strives to identify potential problern loans early, record any
necessary charge-offs promptly and maintain appropriate
allowance levels for probable incurred loan losses. Refer to Notes
1 and 5 in the Notas to Congolidated Financial Statements far
furlher discussion of the Company's loan portfolios including
internal credit quality ratings.

The Company categorizes its loan portfalic into three
segments, which fs the level at which it develops and documents
a systematic methodology to determine the allowancs for credit
losses. The Company's three loan portfolio segments ars
commercial lending, consumer lending end covered loans.

The commercial lending segrment includes loans and leases
made to small business, middle market, larga corporate,
commercial real estats, financial institution, non-profit and public
sector custorners, Key rigk characteristics relevant to commercial
lending segment loans includs the industry and geography of the
borrowet's business, purpose of the loan, repayment source,
barrower's debt capacity and financial tlexibility, loan covenants,
and nature of pledged collateral, if any. These risk characteristics,
among others, are considered in determining estimates about tha

likelihood of default by the borrowers and the severity of loss in
the event of default. The Company considars these risk
characterigtios in assigning internal risk ratings to, or forecasting
losses on, these loans, which are the significant factors in
determining the allowance for credit losses for loans in the
commarcial lending segment.

The consumer lending segment represents loans and leases
mada to consumer customers, including residential morlgages,
credit card loans, and other retail loans such as revolving
consumer lines, auto loans and leasas, home equity loans and
lines, and student loans, a run-off portfolio. Home equity or
sacond mortgage loans are junior lien closad-and accounts fully
disbursed at origination. Thess loans typically are fixed rata loans,
sacured by residential real gstate, with a 10- or 15-yaar fixed
payment amarlization schadule. Home equity lines are revolving
accounts giving the borrowar the ability to draw and repay
balances repeatedly, up to a maximum commitment, and are
sacured by residential real estata. Thase include accounts in
either a first or junior lien position. Typical terms on home equity
lines in the partfolio are variable rates benchmarked to the prime
rate, with a 10- or 15-year draw pericd during which a minimum
payment is eguivalent to the monthly interest, followed by a 20-
or 10-year amortization pericd, respsctively, At December 31,
2017, substantially all of the Company's home equity lines were
in the draw period. Approximately $1.3 billion, or 9 percent, of the
outstanding home equity line balances at December 31, 2017,
will anter the amaortization period within the next 36 months. Key
risk characteristics relevant to consumer lending segment loans
primarily relate to the borrowers' capacity and wilingness o
repay and include unemployment rates and other economic
factors, customear payment history and credit scores, and in
some cases, updated loan-to-value {"LTV") information reflecting
current market conditions on real estate based loans. Thess risk
characteristics, among others, are reflected in forecasts of
delinguency levels, bankruptcies and losses which are the
primary factors in determining the allowance for credit losses for
the cansurmer lending segment.

The covered loan segment represerts loans acquired in FDIC-
assisted transactions that are covered by loss sharing
agreements with the FDIC that greatly reduce the risk of future
credit losses to the Company. Key risk characteristics for covered
segment loans are consistent with the segment they would
otherwise be included in had the loss share coverage not been in
place, but consider the indemnification provided by the FDIC.

The Company further disaggregates its loan portfolio
segments into various classes based on their underlying risk
characteristics. The two classes within the commercial lending
segment are cornmercial loans and commercial real estate loans.
Tha three classes within the consurner lending segmant are
residantial morlgages, credit card loans and other retail loans.
The covered loan segment consists of only one class.

Because business processes and credit risks associated with
unfunded credit commitments are essantially the sarme as for
loans, the Company utilizes similar processas to estimate its
liability for unfunded cradit commitmants. The Company also
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engages in non-lending activities that may give rise to credit risk,
including derivative transactions for balance sheet hedging
purposes, forefgn exchange transactions, deposit overdrafts and
interest rate contracts for customers, investrments in securities
and other financial assets, and ssttlament risk, including
Automated Clearing |House transactions and the processing of
credit card transactions for merchants, These activities are
subject to credit review, analysis and approval processes.

Economic and Other Factors In evaluating its credit risk, the
Company considers changes, if any, in underwriting activities, tha
loan portfolio compesition (including product mix and geographic,
industry or customer-specific concentrations), collateral valuas,
trends in loan performance and macroeconomic factors, such as
changes in unemployment rates, gross domestic product and
consumer bankruptey fiings.

Over the past several years, economic conditions have
generally stabilized and the financial markets have slowly
improved. During 2017, the domestic economy expanded at a
modarate rate and the labor market continued to strengthen.
Caonsumer spending has grown due to ongoing job gains and
relatively high levels of houssehold wealth and consumer
confidence. Business invastment has also strengthened
moderately, including an upturn in investment in the energy
sector as oil prices have stabilized. In late 2017, tax reform
legislation was enacted that reduced the federal statutory tax rate
from 35 parcent to 21 percent effective in 2018, The Federal
Reserve Bank continued to slawly increase shorl-term interest
rates during 2017, in conjunction with the improving economy.
Periodic increases in interest rates are anticipated to continua
over the next few years, as economic conditions are expactad to
continue to improve. In addition, global economic conditions
improved during 2017, raflecting higher consumer confidancs,
increased business investment and reduced political risks,
Flowever, uncertainty ramains around the impact of recant or
futlre changes in domestic economic, trade and tax policies,
Current or anticipated changes 10 these policias that lassen their
expansionary eftect on the domestic economy could slow the
expansion of the domestic and global economias,

Credit Diversification The Company manages its cradit risk, in
part, through divarsification of its loan portfolio which is achieved
through limit setting by product type criteria, such as industry,
and identification of credit concantrations. As part of its nonmal
business activities, the Company ofters a broad array of
traditional commercial lending productis and specialized products
such as asset-based lending, commarcial iease financing,
agricultural credit, warehousa mortgage lending, small businsss
lending, commercial real estate lending, health care lending and
carrespondent banking financing. The Company also offers an
array of consumer lending products, including residantial
mortgages, credit card loans, auto loans, retail leases, home
equity loans and lineg, revolving credit and other consumer loans.
Thasa consurner lending products are primarily oftered through
the branch office network, home mortgaga and loan production

offices, mabile and on-line banking, and indiract distribution
channals, such as auto dealers. The Company monitors and
managses the partfolic diversification by industry, custorner and
geongraphy. Table 6 pravides information with respsct to the
overall product diversification and changes in the mix during
2017,

The commercial loan class is diversified among various
industries with higher concentrations in manufacturing, retail
trade, finance and insurance, wholesale trade, and real estate,
rental and leasing, Additionally, the commercial loan class is
diversified across the Company's geographical markets with
B4.5 percent of total commercial loans within the Company's
Consumer and Business Banking region. Credit relationships
outside of the Company's Consumar and Business Banking
region relate to the corporata banking, mortgage barking, auto
dealer and |sasing businessas, focusing on large national
customers and specifically targeted industries, such as
healthcare, utilities, energy and public administration. Loans to
morgage banking customers are primarily warahouse lines which
arg collateralized with the underlying morgages. The Company
ragularly monitars ite mortgage collateral position to manage its
risk exposure, Table 7 provides a summary of significant indistry
groups and geographical locations of commercial loans
outstanding at December 31, 2017 and 2016,

The commercial real estate loan class reflects the Company's
focus on serving busingss owners within its geographic foatprint
as well as regional and national invastment-based real estate
owners and builders. Within the commercial real estate loan
class, different properly types have varying degrees of credit risk,
Tabla 8 provides a summary of tha significant property types and
gecgraphical locations of commercial real estate loans
outstanding at December 31, 2017 and 2016, At December 31,
2017, approximately 25.2 percent of the commercial real estate
lcans represented business owner-accupied properties that tend
to exhibit less credit risk than non owner-occupied properties.
The investment-based real estata mortgages are diversified
amaong various properly types with somewhat higher
concentrations in rmulti-family, office and retail properties. From a
geographical perspective, the Gompany's commercial real estate
loan class is genarally wall diversified. However, at December 31,
2017, 23.6 percent of the Company's cammercial real astate
loans were secured by collateral in Galifornia, which has
historically exparienced higher credit quality deterioration in
recessionary periods dua to excess invertory levels and declining
valuations. Included in commercial real estate at year-end 2017
was approximately $423 million in loans relatad to land held for
development and $521 million of loans related to residential and
commercial acquisition and development properties. These loans
are subject to quarterly monitoring for changes inlocal market
conditions due to a higher credit risk profile. The commercial real
estate loan class is diversified across the Company's
gecgraphical markets with 82,9 percent of total commercial raal
estate loans outstanding at December 31, 2017, within the
Company's Consumer and Business Banking region.



The Comipany's consumer landing segment utilizes several
distinct business processes and channals 10 ofiginate consumer
credit, including traditional branch landing, mobile and cn-line
banking, indirect lending, correspondant banks and loan brokers.
Each distingt underwriting and origination activity manages
uniqus credit risk characteristics and prices its loan production
commensurate with the differing risk profiles.

Residential mortgage criginations are generally limited to
prime barrowers and are performed through the Company's
branches, loan production ofices, mobile and on-line services,
and a wholesale network of originators. The Company may retain
residential mortgage loans it originates an its balance shast or sell
the loans into the secondary market while retaining the servicing
righits and customer relationships. Utilizing the secondary marksts
enables the Company to effectively reduce its credit and other
asset/liability risks. For residential mortgages that are retained in
the Company's portfolio and for home equity and second
mortgages, credit risk is also diversified by gaography and
managed by adherence to LTV and borrower credit criteria during
the underwriting process.

The Company estimates updated LTV information on its
outstanding residential morlgages guarterly, based on a method
that combines automated valuation model updates and relevarit
horne price indices. LTV is the ratio of the loan's outstanding
principal balance to the current estimate of property value. For
home equity and second morlgages, combined loan-to-value
{“CLTV" is the combination of ths firsl mortgage original principal
balance and the second lien outstanding principal balance,
relative to the current estimate of property valug, Certain tloans do
not have a LTV or CLTY, primarily due to lack of availability of
relevant automated valuation madel and/or home price indices
values, or lack of necessary valuation data on acquired loans.

The following tables provide summary information of residential
mortgages and home equity and second mortgages by LTV and
borrower type at December 31, 2017:

Fesidential Mortgages Interesl Parcent

Dollars in Milioris) Qnty Amortizing Total of Total
Loan-to-Yalue
Less than or equal to 80% ... .. £1.918 $49,274 $51,192 85.6%
Over B0% through 90% ..., .. 12 3515 3,527 58
Over 80% through 100% . ... .. g 748 e 13
Over100% ..ot 2 656 ag58 1.1
Mo LTV available ......... ... 5 36 4 A
Loans purchased from GNMA
mortgage pools@ ... ... - 3608 3B08 60
Tatal $1,946 $57,837 $53,783 100.0%
Borrower Type
Prime borrowers . ... ... ... £1,946 $53,051 $54,097 92.0%
Sub-prime borrowers ....... .. - 816 16 1.4
Qther borrowears ... ... ..., - a2 362 B
Loans purchased from GNMA
mortgage pools® ... - 3,608 3808 80
TOMl e $1,948 $57,837 $59,783 100.0%

fal Aupresents founs purchagsed from Government Nationa! Mortgage Associatan (GiA")
martgege pocls whose papments sre prmarly insured by the Foderal Housing
Admrinistration or guaranteed by the United States Dapartment af Vetorans AMais

Horne Equity and Second Mortgages Porcont
{Dollars in Millors) Lines  Loans Total of Total

Loan-to-Value

lessthanorequalto 80% ... $11,773 § 619 $12,392 75.9%

Ower 80% through 80% ...... 2048 715 2,763 189
Qwer 90% through 100% ... .. 530 110 700 43
Over 100% ... ... .o0icnn 358 23 382 2.3
No LTV/CLTY available . ... ... 758 12 80 B
Total .o s $14,845 $1,479 $16,327 100.0%
Borrower Type
Prime borrowers .. .......... $14,5758 $1,401 $15,879 97.9%
Sub-prime borrowers .. ... 51 68 120 7
Cdher borrowers ... ... 219 9 228 1.4

Total . ... 314,848 $1.479 $16,327 100.0%
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The total amount of consumar lending segment residaential
morlgage, home equity and second morlgags [oans to
custcmers that may be defined as sub-prime borrowers
represented only 0.2 percent of the Company’s total assets at
December 31, 2017 and 2016, The Company considsrs
sub-prime loans to be those made to horrowers with a risk of
default significantly higher than thoss approved for prime lending
programs, as reflected in cradit scores obtained from
independent agencies at loan origination, in addition to other
credit underwriting criteria, Sub-prime portfolios include only
loans originated according to the Company's underwriting
programs specifically designed to serve customers with
waakensd credit histories. The sub-prime designation indicators
have been and will continue to be subject to re-evaluation over
time as borrower characteristics, payment performance and
economic conditions change. The sub-prime loans originated
during periods from June 2008 and after are with borrowsrs who
met the Company’s program guidelines and have a cradit score
that generally is at or below a threshold of 620 to 650 depending
on the program. Sub-prime lcans originatad during periods prior
o June 2009 were based upon program leval guidslines without
regard to credit score,

Home equity and second morlgages were $16.3 billion at
December 31, 2017, compared with $16.4 billion at
December 31, 2016, and included $4.6 bilion of home equity
lines in a first lien position and $11.7 billion of home equity and
second morgage loans and lines in a junior lien position. Loans
and lines in a junicr lien position at December 31, 2017, included
approximately $4.% bilion of loans and lines for which the
Company also servicad the related first lien loan, and
approximately $8.8 bilion where the Company did not service the
related first lien loan. Tho Company was able to determine the
status of the related first lisns using information the Cornpany has
as the servicer of the first lien or information reported on
customer credit bureau files. The Company also evaluates other
indicators of credit risk for these junior lien loans and lines
including delinquency, estimated average CLTV ratios and
updated weighted-average credit scores in making its
assessment of credit risk, related loss estimates and determining
the allowence for credit losses.

The following table provides a summary of delinguency statistics
and other credit quality indicators for the Company’s junior lien
positions at Decemiber 31, 201 7;

Junier Licns Behind

Compery Cwnad
or Servicad Third Parly

[Dollars in Millions) Firet Lian  First Lien Taotal
Total ..o 54,916 8,799 11,716
Percant 30 - 89 days past due .. 3BY% B0% A45%
Pearcant 90 days or more past

dug .. 05% 09% .07%
Weightad-average CLTV ....... 2% 68% 70%
Weighted-average credit score .. 777 7ve 774

See the "Analysis and Determination of the Allowance for
Credit Losses" section for additional information on how the
Company determines the allowance for credit losses for loans in
a junior lien position.

Credit card and other retail loans are divarsified across
customer segment and geographies. Diversification in the credit
card porifolio is achieved with broad customer relationship
distribution through the Corpany’s and tinancial institution
pariner branches, retail and affinity partners, and digital channels.

Tables 8, 10 and 11 provide a geographical summary of the
residential mortgage, credit card and other retail loan partfolios,
respectivaly,

Covered assets were acquired by the Company in FDIC-
assisted transactions and include loans with characteristics
indicative of a high credit risk profile, including a substantial
concentration of loans in California and loans with negative-
amorization payment options. Because these loans are covered
under loss sharing agresments with the FDIC, the Company’s
financial exposure 1o losses from these assets is substantially
reduced. To the extent actual losses exceed the Company's
estimates at acquisition, the Cormpany's financial risk would only
be its share of those losses under the loss sharing agresments.
As of Decernber 31, 2017, the loss share coverage provided by
the FOIC has expired on all previously covered assets, except for
residential mortgages and home equity and second mortgage
loans thet remain covered under loss sharing agreements with
remaining terms up through the fourth quarter of 2019,



Delinguent Loan Ratios as a Percent of Ending Loan Balances

At Decernber 31

90 days or more past due excluding nonpedorming loans 2017 2045 20§15 2014 N3
Commercial
0001 =111 U PRI 06% .06% Q6% 05% 0B%
Lease inanCing . ..o e s - - - - -
Tolal GOMIMEIGIAL . . .. v e e e e e e e e e e e .06 .06 05 05 08
Commercial Real Estate
Commercial MofGages ..o e e e e - .01 - 02 oz
Caonstruction and development .. ... oo e .0b 05 a3 14 30
Tolal commercial real astate . .. oo i i e e o1 .02 .03 05 a7
Residential Mortgages™® ... .. ... .. .. . e .2z 27 .33 A0 65
Cradit Card ... . . e e e 1.28 1.16 1.09 1.13 117
Other Retail
Retal Ieasing ..o e i e 03 .02 .02 02 -
Home aquity and secaond Mofgages .« v ce v et it e s 28 25 25 .28 22
401 = A8 13 A1 A2 4
Total other rataill . . e e e e A7 g5 A5 A5 18
Total loans, excluding covarad loans ... ..o i e 21 20 21 23 a1
Covered Loans . ... . .. e e e e 474 £.53 6.31 7.48 5.63
B o | e =L A TR R 26% .28% 32% 28% 51%
At December 31
A0 days or more past dus including nanpertonming loans 2014 201a ama 2014 2013
0 T 2T 3 1= o~ = | O 3% H7Y 25% A9% 27%
Commercial real Bstate . .. o e e e a7 .31 33 .65 83
Hesidential mortgagesal L . . i e e 96 1.31 1.68 207 216
[ = | A= 1 » [ 1.28 1.18 1.13 1.30 1.60
L=l = €= 1L 46 45 A6 53 58
Total loans, excleding covared I0aNS ... .. i i i e i e 57 71 Bf B3 a7
LTS Yo o= = S 4,93 5.68 5.48 7.74 7.8
o= U o= = T T O R P I B2% 8% 78% 97% 1.79%

fat Deflriguent kan retios axciuga B1.9 bition, 82 5 Wiion, 2.0 bitkoa, 53 1 bilion, and 3.7 kiWion at December 31, 2017, 2018, 2075, H014, and 2013, respectively, of loens purchasod from
CMMA rrorigage pools Whase repawnonts sre oriarly nsued by the Faderal | iousing Adroiristration or guarantesd by the United States Dopadroent of Veterans Affais. nckaing those
Joars, the et of residentis! mortgagos B0 days or rore past oue trckiding st ronpedoarming fosnes was 4 18 percent, 5,73 percant, 7,15 porcent, & 02 percent, and 9 34 percant at

Decernbier 31, 2017, 2018, 2015, 2014, and 2013, respectively,

ot Ustineguent oar redlas exchade student foans that are guarsnieed by the faders! govemnment. Incucty these ioans, the ratlo of totaf othar ralai foans &1 dups or rcre mast dus including aif
Aonperforming joans was 56 percard, .63 percent, 78 percent, B4 percent, and 83 parcent gt Decermber 51, 2017, 2016, 2016, 2074, and 2013, rospecively.

Loan Delinquencies Trends in delinquency ratios are 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 contractually
required to be made is not received by the specified date on the
billing statement. The Gompany measures delinquencies, both
including and excluding nonperforming loans, te enable
comparability with other companies. Dalinguent loans purchased
from Government National Morlgage Association ("GNMA”)
mortgage pools whose repayments are primarily insured by the
Federal Housing Administration or guaranteed by the United
States Department of Veterans Affairs, as well as student loans
guaranteed by the federal government, are excluded from
delinquency statistics. In addition, in certain situations, a
consurmer lending customer's account may be re-aged to
remove it from delinquent status, Generally, the purpose of
re-aging accounts is to assist customers who have recently
avercome temporary financial difficulties, and have demonstrated
both the ability and wilingness ta resume regular payments. To
qualify for re-aging, the account must have been open for at least

nine months 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 90 days. In addition, the Company may re-age the
consumer lending accourt of a customer who has experienced
longer-term financial difficulties and apply modified,
concessionary terms and cenditions 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. Al
re-aging strategies must be independently approved by the
Company's risk management department. Commercial lending
loans are generally not subject to re-aging policies.

Accruing loans 90 days or more past due totaled $720 million
14572 million excluding covered lpans) at Decernber 31, 2017,
compared with $764 million {(£552 millien excluding covered
loans) at December 31, 2016, and $831 million (3541 million
exciuding covered loans) at Decembear 31, 20158, Accruing loans
90 days or mare past due are not included in nonperforming
assets and continue to acorue interest because they are
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adeguately secured by collaleral, ars in the process of collection
and are reasonably expected to result in repayment or restaration
to current status, or are managed in homogeneous partfolios with
specified charge-off imeframes adhering to regulatory guidelines.
The ratio of accruing loans 90 days of rnore past due to total
loans was 0.28 percent (0.21 percent excluding covered loans} at
December 31, 2017, compared with 0.28 percent {0.20 percent
excluding coverad loans) at Decamber 31, 2016, and

0.32 percent {0.21 percent excluding covered loans) at
December 31, 2015.

The following table provides summary dslinquency information for
residantial mortgages, credit card and other retail loans included

in the consumer lending segrmant:
Az a Percent of Ending

Arnount Loan Balances
At Dacermioer 31
{Daliars in Milions) 201Y 2016 207 016
Hesidential Mortgages(@
30-83days .............. £198 F151 33% 26%
90 daysaormore .......... 130 156 22 27
Nonperfarming .. ......... 442 595 NE 1.04
Total ... $770 $802 1.28% 1.57%
Credit Card
SU-B8days ...l $302 $284 1.374% 1.31%
daysormore .......... 284 253 1.28 1.16
Nonperforming ........... 1 3 - .o
Total ...l 587 $540 2 65% 2.48%
Other Retail
Retail Leasing
30-89days ... ... $33 ¢ 18 A% 2B%
S0 daysormore ... ...... 2 1 .03 02
Nonperfarming .. ... ...... a 2 10 03
Total .. ... oo $43 & 21 Hd% 33%
Hame Equity and Second
Mortgages
30-8%days ... ..., 578 3 B0 AR 2%
0 daysormore .......... 45 A .28 .25
Nonparforming ..o.o..... ... 126 128 77 .78
Tolal ... $249 $209 1.53% 1.40%
Othertot
G0-89days ..., $265 $208 B0% Bf%
9 daysormore ........ .. 48 4 A5 13
Nonperforming . .......... 34 27 A0 .09
Total ... $347 3274 1.05% .88%

{5} Excloces BIBS milion of Dans 30-89 days past due and §1.9 bilion of laans &0 days or
more past chie at Dpcember 31, 2017, purchased frorn CRMA marigagn pools that
carttinue: o Aconn itferas!, compered with 323 milion snd' 82 % bifion at Decamber 37,
2018, rspoctivoly,

th) Inchudes rovolving credt, instatment, autoruobife and stedent ioans,

The following table provides surnmary delinquency information for

covered loans:
As a Percent of Ending

Amount Loan Balancos
At December 31
({Dallars in Millians) 2017 2018 2017 2015
30-89days .......... % 50 3 55 1.61% 1.43%
S0 daysormare ...... 148 212 4,74 5.53
Nonperforming ....... 6 3] .19 16
Total . ............. $204 $273 5.54% 7.12%

Resiructured Loans In cerlain circumstances, the Company
may modify the terms of a loan to maximize the collection of

amounts due when a borrower is experiencing financial difficulties
or is expected to experience difficulties in the near-term. In most
cases the modification is either a concessionary reduction in
interest rate, extension of the maturity date or reduction in the
principal balance that would otherwise not be considered.

Troubled Debt Restructurings Conceassionary modifications are
classified as TDRs unless the modification results in only an
insignificant delay in the payments 1o be received. TDRs accrue
interest if the borrower complies with the revised terms and
conditions and has demonstrated repayment performance at a
level commensurate with the modified terms over several
payment cycles, which is generally six months or greater. At
December 31, 2017, pedorming TDRs were $4.0 billion,
compared with $4.2 billion, $4.7 billion, $5.1 billion and

$6.0 bilion at Decarnber 31, 2016, 2015, 2014 and 2013,
respectively. Loans classified as TDRs are congsiderad impaired
loans far reporling and measurement purposes.

The Company continues to work with custorners to modify
loans for borrowers who are experiencing financial difficutties,
including those Ioans acquired through FDIC-assisted
acquisitions. Many of the Company's TDRs are determinad on a
case-by-casa basis in connection with ongoing loan collection
processes. The modifications vary within sach of the Company's
loan classes. Commercial lending segmeant TDRs genarally
include extensions of the maturily date and may be accompanied
by an increasa or decrease to the interest rate. The Cornpany
may also work with the borrower to maks other changas to the
loan to mitigate losses, such as obtaining additional collateral
and/or guarantees to suppor the loan.

Tha Company has also implemanted cartain residential
morlgaga loan restructuring programs that may result in TORs.
The Company modifies residertial mortgage loans under Federal
Housing Administration, Unitad Stales Depariment of Veterans
Affairs, and its own internal programs. Under these programs, the
Company offers qualifying homsowners the opportunify to
permanently modify their [oan and achiave more affordable
monthly payments by providing loan concessions. These
concessions may includs adjustments to interest rates,
conversion of adjustable ratas to fixed rates, extensions of
rnaturity dates or deferrals of payments, capitalization of accrued
intersst and/or outstanding advances, or in limited situations,
partial forgiveness of loan principal. In most instances,
participation in residential mortgage loan restructuring programs
requires the customer to complete a short-term trial period. A
permanent loan modification is contingent on the customer
successfully completing the trial period arrangement and the loan
documents are not madified until that time. The Company reports
loans in a trial pericd arrangament as TORs and continues ta
report thern as TDRs after the trial period.

Credit card and other retail loan TORs are generally part of
distinct restructuring programs providing customers modification
solutions over a spacified tima pariod, generally up to 60 months,

In accordanca with regulatory guidancs, the Company
considers secured consumer loans that have had debt
discharged through bankruptey where the borrower has not



reaffirmed the debt to be TDRs. If the loan amount exceeds tha
collateral value, the loan is charged down to collateral value and
tha remaining amount is reporled as nongerfarming.
Modifications to loans in the covared segment are similar in
nalurs to that described above for non-covered loans, and the
evaluation and determination of TOR status is similar, except that
acquired loans restructured afler acquisition are not considered

TORs for purposes of the Company's accounting and disclosure
if the loans evidenced credit daterioration as of the acquisition
date and are accounted for in pocls. Losses associated with
maodifications on covered loans, including the economic impact of
interest rate reduclions, are generally eligible for reimbursement
under the loss sharing agreements.

The fallowing table provides a summary of TDRs by loan dlass, including the delinquency status for TDRs that continue to ascrue interest

and TDRs included in nonperforming assets:

As a Percent of Perfurming TDRs

At Decarmber 31, 217 Performing 30-88 Days 90 Days or Mo MNonperforming Todal
{Uallars in Millions) TORs Past Due Past Due TDR=2 TORs
COMITENGIAl o v v ve e v enens e e $ 301 2.2% 1.2% 1448 $ 445
Commercial real estate . ... ... ... e R 138 3.1 - 30t 168
Residenlial morgages ... ..o ve e i e 1,604 34 4.7 338 1,843
Craditcard ... oo T e 229 1.0 5.4 16 230
Ctherratall ... oL e R 134 6.5 4.7 524 1866
TORs, excluding GNMA and covered loans .v.ovvvvevieny .- 2,306 3.8 4.1 566 2,872
Loans purchased from GNMA morlgage pools® , ... ... ... 1,681 - - - 1,681m
Coveradloans . ... ..o i e e 32 3.3 8.0 4 26
Total ... . e P $4,012 2.3% 2.4% $570 $4,589

fa) Primarfy morcsoms ians fess than Sie moning from e madifcation dete that heve not mat ihe porormance period required to retrm o acers slatus (Gensrally s months) snd smait

business cradit cards with a modiffed rate equal fo O porcont,

{0} Frimany raprasems oans fess Hian s months fram the moctfication date that heve not rmat the perormancs period regquired o refurn 1o acorus! status (goeneray six months),

o) Primarlly rapresertts fans with a modifed rate equal to O percent

id} Inctides K337 mition of rosicenitad mortgsge foans to bomowors that have had dett olscharged through hankruptey and B42 mfion In tdal period arrangoments or previousty placed n trial

perod arrannerrants bul nol successuly completad,

fe) Includes 75 mikon of othor rofal fusns to borowers that have had debt dischanged through tankruptey and §71 miort in trisf pedlod arrangemants or previouisly placed i tris! perfodt

arrangerments bt mal succosshimly cormpleted,
{1 Inchides B264 miian of Federal Housing Administration and Unitad States Deperrment of Veterans

Affairs rostdontial mortgege loans to borowers that feve had dott discharged through

Barkruptoy snd B344 milion in il perod arangements or praviously phaced in il peniod arangements out nol successily completed,
(@) Appronsnatey £.0 percent and 46.0 percont of the tots! TOR foans purshased om GRMA mongage poals are 30-89 davs past o and 9 days or mare past due, respectively, hut are not
chrasiticd gz deffugUant 85 thelr rapaymsnts am insured by the Federal Housing Administration or uarsnieed by the United Stafes Dopartroert of Velersns Afels
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Short-term Modifications The Company makes shori-term
modifications that it does not congider to be TDRs, in limited
circumstances, to assist borrowers expetiencing temparary
hardships. Consumer lending programs include paymeni
reductions, deferrals of up to three past dus payments, and the
ability to return to current status if the borrower makas required
payments. The Company may also maka short-term
rmodifications to commercial lending loans, with the most
sommon medification being an extension of the maturity date of
three months or less. Such axtensions generally are used whan
the maturity date is imminent and the borrower is experiencing
some level of financial stress, but the Company believes the
borrower will pay all contractual amounts owed, Shorl-term
modifications wara not material at December 31, 2017,

Nonperforming Assets The level of nonperforming assets
represents another indicator of the potential for future credit
lossas. Nonperforming assets include nonacerual loans,
restructured loans not performing in eccordance with moedified
terms and not accruing interest, restructured loans that have not
met the performance period required to return to accrual status,
OREO and other nonperforming assets owned by the Company.
Nonperforming assets are generally either originated by the
Company or acquired under FDIC kass shariny aygreemenls Lhat
substantially reduce the risk of credit losses to the Company.
Interest payments collected from assets on nonaccrual status are
generally applied againet the principal balance and not recorded

as income. However, interest incame rmay be recognized for
interest payments if the remaining carrying amount of the loan is
belisved 1o be collectible,

At December 31, 2017, total nonperforming assets were
%1.2 hillion, compared with $1.6 bilion at December 31, 2018
and $1.5 billion at December 31, 2015, The 5403 million
{25.1 percent) decraase in nonperforming assets, from
Dacembar 31, 2016 to December 31, 2017, was primarily driven
by improvaments in commercial loans, rasidential mortgages and
OREOQ due to continued improving economic conditions, partially
offset by an increase in nonparforming commercial real estate
loans. Nonperforming covered assets at December 31, 2017
were $27 million, compared with $32 million at December 31,
2018 and $10 milion at Decermber 31, 2015, Tha ratio of total
nonperiorming asssts to total loans and other real estate was
0.48 percent at December 31, 2017, comparad with
0.89 percent at December 31, 2016, and 0.58 percent at
Decernbar 31, 2015.

OREQ, excluding covered assets, was $141 million at
Decamber 31, 2017, compared with $188 million at
December 31, 2016 and $280 milion at December 31, 2015, and
was related to foreclosed propertiss that praviously secured loan
balances. These balances exclude foraclosed GNMA loans
whose repayments are primarily insured by the Federal Housing
Administration or guaranteed by the United States Departmant of
Yeterans Affairs.

The fallowing table provides an analysis of OREQ, excluding coversd assets, as a percent of their related loan balances, including
geographical location detall for residential (residential mortgage, horms equity and second mortgage) and commercial {commercial and

commercial real estate) loan balances:

Az a Percent of Ending

At Dacember 31 Arnount Loan Balances
[Cxcllars in #Alhans) s 2018 2017 26
Residential
i $14 %15 .E32% .35%
Gl OIE e e e e e 13 4 .06 .02
gLt 11 12 A8 19
B YOI L g 9 1.01 1.16
L= 0 DR g 11 38 B0
Al Ot Bl e L o e e e 21 124 19 20
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Nonperforming Assets@

At December 31 {Dollars in Milions) 217 2016 2015 2014 2013
Commerclal
(5 anTnn = e = NI $ 225 $ 443 £ 160 % 90 £ q22
Laass fiMANGINIG . .o v ot e e e i i e 24 40 14 13 12
Total CommMErCial . ... e e e e i 249 483 174 112 i34
Commercial Real Estate
Commercial MOMOAGES .+ o v i et e e e i e naanns 108 87 a2 175 162
Construction and development ... ... oo e 34 v 35 84 121
Total commercial real eslate ... o e 142 124 i27 259 303
Residential Mortgages®™ . ....... ... ... .o A42 596 712 £84 770
Credit Gard . ... ... e e 1 3 3 30 78
Other Retail
Retail [8a8ing . .« oo e e a 2 3 1 1
Home aquity and second mongages ... ... oo i i i 126 128 136 170 167
014 34 27 23 16 23
Total ctherratall . ... e e 168 157 162 187 191
Total nonperforming loans, excluding covered loans . ... ..ol 1,002 1,362 1,184 1,452 1,476
Covered LOANS ... . oot e e e §] 5] 8 14 127
Total nonperforming loana .. ..o e 1,008 1,368 1,182 1,466 1,603
Other Real Estatel=id) . ... .. . 141 186 280 288 327
Covered Other Real Estatel® ... . ... ... . . ... .. i 21 26 32 37 g7
Other AsSsSels . . ... . . e e e 30 23 19 17 10
Total NoNperformiNg @886t . ..ottt e i i e £1,200 $1,602 $1,523 $1,808 $2,037
Total nonperforming assets, excluding covered assets ............... 1,173 $1,571 $1,483 81,78¢ $1,813
Excluding covered assets
Acoruing loans 90 days ormore pastdue® . Lo § 572 $ 552 $ 541 $ 550 § 713
Nonperforming loanstototalloans . ... o oo \36% A% AG% B0% B5%
Nonperforming assets to total loans plus other real estatel® ... .. .. A2% 58% HB% 2% .B0%
Including covered assets
Accruing loans 90 days or more past duell .. oL § 720 $ 764 T 831 $ 945 $1,188
Nonperfarming loans to total loans ..o e e .36% .50% A6% 59% .68%
MNonperforming assets to tolal loans plus other real estatef® ... .. ... A3% 589% .58% T3% B6%
Changes in Nonperforming Assets
Residerial
Commarizl snd Maortgages,
Comimoreil Credit Card and Gowverad
{Dollars in Millions) Real Estatr Other Retail Agsets Toral
Balance December 31, 2016 ... .. . . . it e $623 $948 $3z2 $1,803
Additions to nonperforming assats
MNew nonaccrual loans and foreclosed properties .. ... ool 558 a9z 22 973
AVENCES ON OGNS . e e e e e e e 28 1 - 29
Total AdaitONS . .. e e e e 587 383 22 1,002
Reductions in nonperforming assets
Paydowns, payolfs ... e {415) 210 {8 B33)
= == S {50) (i72) {19) (241}
Returnto performing status ... ... o o {43) 142) - {185}
Charge-0s L e {298) {48) - {346)
Total reductions . ..o e {806) 6572} {27} {1,405)
Net additions to (reductions in) nonperformingassets............ ... 219 (179 {5} {403)
Balance December 31, 2017 .. ... 5404 $760 $27 $1,200

{a Throughout this document, nonpertorming assets and refaled rativs do not inclide aocmang losns S0 dhys or mare past due

{n) Exciudes $1.9 bitton, £2.5 hilion, $2 3 bition, $3 1 biion amd $3.7 Llon st December 31, 2017, 2018 2015, 2014 and 2013, respectively, of lnans purchazed frorm GNMA rongage poos
thert are S0 denves o more past dug thal Conbinue 10 aoorn inkerest, ax thel repawnenis anc primardly insured by the Federal Housing Administration or guarmotesd by the Unired States

Dopartmont of Veterans Affairs

fc) Foroohand GNAMA loars of $267 mition, $373 milion, $535 midion, $847 milion and B327 milion at Crocember 31, 2017, 2016, 2015, 2014 and 2013, respoctivaly, conbinue (o socrue nferest
and aro mcardnd ax other 859608 snd exciged (Fo ronpanfurraing sssels Decause ey are insund fy the Federal Hovsing Adrmintstration or guaraniecd by the Linfled Stefes Depertrment of

\Valarans Affairs
fd) Inchudes equity Mvestmems i entifies whose princioal assets are afther reo! cstate olwned,

fe) Charge-offs exclude actions for certain card products and fosn sales that wore nat clessifed as nonperforming at the me the charge-off sectred
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Net Charge-offs as a Percent of Average [Loans QOutstanding

Year Endod Docornbar 31 2017 2016 205 2014 2003
Commercial
COMIMIECIAl o i e e e e e 27% 35% 26% 26% T89%
[ =T T 21 34 27 A7 06
Total commercial ... .o e e 28 35 .26 .26 18
Commercial Aeal Estate
Commercial MOMGagES oo oottt e e e e et e i aiaa e .03 .01 .02 {.03) 08
Construction and developmment ... o . i i e i .0} {.08) {.33) {.05) .87
Total commercial real @state . ... . . i e - {-03} {07 (.03} (.05
Residential Mortgages . . .. ... . . .ot 06 1 21 .38 57
Credit Card . ... e 3.78 3.30 3.61 3.73 3.90
Other Retail
Retail asing . ... e a4 09 09 .03 02
Home equity and 5e00nd MOMOA0ES .. o e et bttt s e ia b e e {.03) a1 24 .61 1.33
L0, 3= 75 KAl B5 71 81
Tatal other retall .. .. e 44 A2 A5 B0 .59
Total Inans, excluding covered lOans ... ... e e i i e et .49 A8 A8 57 .BH6
Covered Loans . ... .. .. i e e e e - - - 15 .32
Tl OBNS L e e e e e A8% A% AT% 55% B4%

Analysis of Loan Nef Charge-offs Total loan net charge-offs
wars $1.3 billion in 2017, compared with $1.3 bilion in 2016 and
$1.2 bilion in 2015. The $61 milion (4.8 percent) increase in total
net charge-ofis in 2017, compared with 2018, was primarily due
to higher credit card and other retail loan net charge-offs, partially
offset by lower net charge-ofis related to residential mortgages
and commercial loan recoveries, The ratio of total loan net
charga-offs to average loans outstanding was 0.48 parcent in
2017, compared with 0.47 percent in 2016 and 0.47 percent in
2075,

Commarcial and commercial real astate loan net charge-affs
for 2017 were $264 milion (0,19 parcant of average loans
outstanding}, compared with $312 million (0.23 percant of
average lcans outstanding} in 2016 and $191 million
{0.16 percent of average loans outstanding) in 2015, The
decrease in net charge-ofis in 2017, compared with 2016,
reflected higher commercial loan recoveries in 2017, The increasa
in net charge-ofis in 20186, compared with 2015, reflected higher
commercial loan net charge-offs and lower commercial real
astate recoveries in 20186.

Residential mortgaga loan nat charge-offs for 2017 ware
37 million {0.06 percent of average loans outstanding),
comparad with $80 million {0.11 percent of averags loans
outstanding} in 2016 and $109 milion {0.21 percent of avarage
lcans cutstanding) in 2015. Credit card loan net charga-offs in
2017 were $786 million (3.76 percent of average loans
outstanding}, compared with $676 million (3.30 percent of
average loans outstanding} in 2016 and $651 milion
{3.61 percent of average loans outstanding) in 2015, Cther retail
loan net charge-offs for 2017 ware $243 million (0.44 percenit of
average loans outstanding), compared with $221 million
{0.42 pearcent of averaga loans outstanding) in 2016 and
$221 million (3.45 percant of average loans outstanding} in 2015.
The increase in tatal rasidential morlgage, credit card and othar

retail loan net charge-offs in 2017, compared with 2016, reflected
higher credit card and other retail loan net charge-offs due to
portfolio growth and maturity of vintages within the credit card
portfalio, parlially offset by lower residential mortgages net
charge-offs dus to continued improvement in economic
conditions during 2017. The decrease in total residantial
morgage, credit card and other retall loan net charge-offs in
20186, compared with 2015, reflacted improvement in econormic
conditions during 2016.

Analysis and Determination of the Allowance for Credit
Losses The allowance for credit losses reserves for probable and
estimable losses incurrad in the Company's loan and lease
portiolic, including unfunded cradit commitrnents, and includes
cartain amounts that do not represant loss exposure to the
Company because those losses are recoverabls under loss
sharing agreements with the FDIC, The allowance for credit
losses is increasad through provigions charged to eamings and
reducad by net charge-offs. Management evaluates tha
adeqguacy of the allowance for incurred losses on a quarterly
basis. Tha evaluation of each elernent and the overall allowance is
based on a continuing assessment of problem loans, racent loss
arperience and other factors, including external factors such as
regulatory guidance and economic conditions. Because business
processes and cradit riske associated with unfunded credit
commitments are essentially the same as for loans, the Company
utilizes similar processas to astimate its liability for unfunded
credit commitmants, which is includad in other liabilities in the
Consolidated Balance Sheet. Bath the allowance for loan losses
and tha liability for unfunded credit commitments are includad in
the Company's analysis of credit losses and reportad rasarve
ratios.

At December 31, 2017, the allowance for credit losses was
$4.4 pillion {1.58 percent of period-end loans), compared with an
allowance of $4.4 bifion (1,59 percent of period-end loans) at



Cecember 31, 2016. The ratio of the allowance for credit losses
to nonperforming loans was 438 percent at December 31, 2017,
compared with 318 percent at December 31, 2016. Tha ratio of
the allowance for credit losses to annual lcan net charge-offs at
December 31, 2017, was 332 percent, compared with

343 parcant at December 31, 2016, reflecting higher total net
charge-offs during 2017, Management determined the allowance
for credit losses was appropriate at December 31, 2017,

The allowanca racorded for loans in the commercial lending
segment is based on reviews of individual credit relationships and
considers the migration analysis of commercial lending segment
loans and actual loss experience. For each loan type, this
historical loss experisnce is adiusted as necessary to consider
any relevant changes in portiofic composition, lending policies,
underwriting standards, risk management practices or economic
conditions. The results of the analysis are evaluated quarlarly to
confirm the selected loss experience is appropriate for each
commercial loan type. The allowance recorded for impaired loans
greater than $5 milion in the commarcial lending segment is
based on an individual loan analysis utilizing expacted cash flows
discounted using the original effective interest rate, the
observabla markst price of the loan, or the fair value of the
callateral, less salling costs, for collateral-dependent loans, rather
than the migration analysis. The allowancs recarded for all othar
commercial lending segment loans is determined an a
homeogenous poal basis and includes consideration of product
mix, risk charactaristics of the portfolio, delinguency status,
bankruptey experience, portfolio growth and histarical losses,
adjusted for current trends. Tha allowance established for
sommercial lending segment loans was $2.2 billion at
Decernber 31, 2017, compared with $2.3 bilion at December 31,
20186, reflscting improved credit quality in the energy portfalio.

The allowance recorded for TDR loans and purchased
impaired loans in the consumer lending segment is datermined
on a homogenous pool basis utilizing axpected cash flows
discounted using the original sffective Interest rate of tha pool, or
the prior quarter affective rate, respectively. The allowance for
collateral-dependent loans in the consumer lending segment is
determined based on the fair value of the collateral less costs to
zell, The allowance recorded for all other consumer lending
sagment loang is determined on a homogenous poal basis and
includes consideration of product mix, risk characteristics of the
partfolia, hankruptcy experience, delinguency status, refreshed
LTV ratios when possaible, portfolio growth and historical losses,
adjusted for current trends, Credit card and other retail loans
90 days or more past due are generally not placed on nonacsrual
status because of the relatively short period of time to charge-off
and, therefora, are axcluded frorn nonpertorming loans and
rmeasures that include nonperforming loans as part of the
Galculation.

When evaluating the appropriateness of the allowance for
credit losses for any loans and lines in a juniar lien position, the
Campany considers the delinquency and modification status of

the first lien. At Decernber 31, 2017, the Company servicad the
first lien on 42 percant of the home equity loans and lines in a
junior lisn position. The Company also considers information
received from iis primary regulatar on the status of the first liens
that are serviced by other large sarvicers in the industry and the
status of first lien mortgage accounts reported on customer cradit
bureau files. Ragardless of whather or not the Company services
the first lien, an assessment is made of economic conditions,
problem loans, recent loss axperience and other factors in
determining the allowance for credit losses. Based on the
available information, the Company estimated $289 million or
1.8 percent of its total home squity portfolic at December 31,
2017, representad non-delingquent junior liens where the first lien
was delinquent or modified.

The Company uses historical loss experience on the loans and
fines in a junior lien position where tha first lien is servicad by the
Company, or can be identified in credit bureau data, to establish
loss estimates for junior lien loans and lines the Company
sarvices that are current, but the first lien is delinguent or
modified. Historically, the number of junior lien defaults has been
a small percentaga af the total portfolio {approximately 1 percent
annually], while the long-term average leoss rate on loans that
default has been approximately 90 percant. In addition, the
Company obtainsg Updated credit scares on its homs equity
portfolio sach guarer, and in some cases more frequently, and
uses thiz information to qualitatively supplement its loss
estimation methods. Credit score distributions for the portfolio are
monitored monthly and any changes in the distribution are one of
the faciors considsred in assessing the Company’s loss
astimates. In its evaluation of the allowance for credit losses, the
Company also considers the increased risk of loss associated
with home equity lines that are contractually scheduled to convert
from a revohving status to a fully amortizing payment and with
residenitial lines and loans that have a balloon payoff provision,

The allowance established for consumer lending segment
loans was $2.2 billion at December 31, 2017, cormnpared with
$2.1 billion at December 31, 2018, The $122 million (5.9 percent
incraase in the allowance for consumer lending segment loans at
Decembear 31, 2017, compared with December 31, 2016,
reflected overall portfolio growth, along with the maturing of
vintages within the credit card portfolio and exposures relatad to
2017 waather events, partially offset by continued improvement in
housing market conditions.

The allowanca for the covered loan segment is evaluated each
quarter in a manner similar to that describad for non-covered
loans, and reprasents any decreases in expected cash flows on
those loans after the acquisition date. The provision for credit
losses for coveraed loans considers the indemnification provided
by the FDIC. The allowance established for covered loans was
%31 milion at December 31, 2017, compared with $34 million at
December 31, 2016, reflecting expected credit losses in excass
of initial fair value adjustmants,

49



50

Summary of Allowance for Credit Losses

{Dallars in tdillions) 207 2016 2015 2014 a0
Balanice at beginning of vear . ... .. .o e e e, B485T7 $4,306 $4,375 $4,537 $4,733
Charge-Offs
Commercial
Commeraial . e e e . 387 328 289 278 212
Leasa financing . . oo e e e e s 27 29 25 27 34
Total COMMBITIAL . .. .o e e e e e e e 414 417 314 305 245
Commearcial real estate
Commercial MOMGEGES ... o e e e e e 28 12 20 21 71
Construction and development ...... ... ..o i L 2 10 2 15 21
Total commercial real estate ... . ..o e e e 30 22 22 25 92
F!ealdentlalmongages......,.......,..............,..............,...... [ha] 85 135 216 297
Creditcard .. ..., e 887 759 TG 726 739
CHher retail
Retall leasing ... ... oo e s S 18 B g 5] 5
Home equity and second Mortgages . ... o i e e 31 40 73 121 »ar
L = 308 283 238 257 241
Totalother retail . .. oL e e e e 355 332 3219 384 523
Covarad [oansil e e e - - - 13 3r
Total charge s e e 1,751 1,618 1,616 1,679 1,834
Recoveries
Commercial
SOMIMEICIAL . . o e et e e et e i e e 140 81 B4 9¢ 85
Leasefinancing ....... ... ... .. oo 10 11 1 18 21
Total COMMETCIAl . . e e e e e s 150 92 85 110 126
Commercial real eslate
Commercial MOMgageEs ... o e e e e 20 16 15 20 45
Construction and development ... ... i e e 10 19 24 19 80
Total commercial real estale ... oo o e e e 30 35 <l 49 125
deenhalmoﬂgag@s....,.,......,.....,........,..................... 28 25 26 21 25
Creditcard ... ... ... 101 83 75 67 83
Cihar ratail
Ratall leasing ... s 5] 4 3 4 4
Home aquity and second morgages ... e o oo e e ela] 29 a5 26 26
L1 70 [513] 60 66 75
Total othar retail .. .o e e 12 111 93 35 105
L= =t = T - - - 2 5
oAl FECOVBIIES L L e e s 421 246 344 345 469
Net Charge-Cffs
Commeria
OMIMIETCIAl L. e e e e e 247 jelors 205 186 117
Ledase fiNanCiNG ... e e e e e, 17 i8 14 o 3
Total COMMErCal - - .- . e e e e 264 325 219 195 120
Commercial real eslate
Commercial MOMGAagES .. ..ottt e e a {4} 5 )] 26
Construction and development ... ... oo e s (2] i 33 (4] (2]
Total commercial real estate ... o e e e - {13) {28) {13} {33
Residential MOAgAgas ... oo o i e e s ar 18] 109 185 272
Cradit CaFd oo e e e e e 786 676 651 B58 656
Hher ratail
Retail leasing . 10 5 5] 2 1
Homsequnyandsecondmongage% o (5] 1 28 ') 211
Cther ... .. . 238 215 178 181 206
Totaiotherretall 243 221 221 288 418
Cavared loanai . e e e e - - — 11 32
Totalnet charge-0fs L. .. o e e e e 1.330 1,269 1,172 1,334 1,465
Provision for credit 08388 . e e e 1.380 1,224 1,132 1,229 1,340
Otherchanges® ... ... ... . .. e e - {4) {299 &7) {71}
Balance at end Of year ... . e e BT 34,367 54,306 $4.375 $4,537
Components
Allowanae for loan losses . 3,925 $3,813 £3,863 $4,039 $4.250
| jability for unfunded credit commitments . 482 544 443 338 287
Total allowance for creditlosses ... ...l L 34,417 &4,357 $4.306 $4,375 $4.637
Allowance for Credit Losses as a Percentage of
Period-end loans, excluding coverad 10aNs ... .. o o o e 1.58% 1.60% 1.67% 1.78% 1.84%
MNonperforriing loans, excluding caveredloans . ... .o o 438 317 360 37 297
Monparforming and accruing loans 90 days or more pdSt due, excludlng covered
loans ... .. e e e 279 226 247 215 201
Monperfarming aqsets excludlng Covered BSSELE L . 374 75 288 245 242
Net charge- offs, pr‘ludrng coverad loans .. e e 330 3 364 az6 306
e I R 1.58% 1.59% 1.65% 1.77% 1.93%
O O NG AN . e e e 438 318 361 298 283
MNanperforming and accruing loans 80 days armore past OUE . oo i 266 204 213 181 183
MNanperforming assets ..., .. e 368 272 283 242 223
Net charge-offs | 337 343 367 328 310

fal Rolgtes o covarod inan charge-offs and racovanes nol retnbursable by the FENC,

B Includes net changes in cradit fosses to be reimbursed by the FDIC and reductions in the aliowance for covered loans whara e reversal of & previpusly recorded alowance v affse! hy an

asEnCiaied decreass in the indemnifcalion ssset, and the impect of any loan szies



Elements of the Allowance for Credit Losses

Allowsance Amount

Allowance as a Parcunt of oans

At Docombor 31 (Dallars in Millons) 017 2016 2015 2014 2013 217 2016 2005 2014 2013
Commercial
COMMErGIAl .. e e e eaaa s $1,208  $1.576  $1,231  $1,094  $1.019 1.41% 1.56% 1.48% 1.46% 1.57%
Leasefinancing ......oocii i 74 74 56 52 46 1.32 136 1.06 87 1.08
Total commercial «..ovvee i 1,372 1,450 1,287 1,146 1,078 1.41 1585 146 143 163
Commercial Real Estate
Commercial morgages . ... ..ooiei o 295 282 285 479 532 1.00 B9 90 144 1865
Construction and development . ... .. 536 530 438 247 244 483 461 424 2862 317
Total commetrcial real estate ... coveea . 831 g1z 724 726 776 205 1688 172 170 1.85
Residential Mortgages ..........oocvviiiias 449 510 631 787 875 75 B89 118 152 1.71
CreditCard ........ ... ... ..ol 1,056 934 883 BeO 884 476 429 420 475 4.91
Cther Retail
Retall lsasing ...... . coii i 21 11 12 14 14 .26 A7 .23 .24 .24
Home equity and second mortgages ......... 288 300 448 470 487 1.83 183 273 295 322
L1 = N 253 306 283 287 270 1.08 .98 86 1.04  1.03
Total other retail ... ... . o 675 617 743 71 781 1.18 115 145 157 164
Covered LOans . . . ... o i 31 34 38 65 146 .99 B8 B3 123 1.73
Totalallowance ......... . .ciiiiinn .. $4.417 $4,357 $4,306 $4,375 54,537 1.58% 1.59% 1.85% 1.77% 1.93%

In addition, the evaluation of the appropriate allowance for
credit losses on purchased non-impaired loans acguired after
January 1, 2009, in the various loan segments considers credit
discounts recorded as a par of the initial determination of the fair
value of the loans. For thess loans, no alowance for credit losses
is recorded at the purchase date. Credit discounts representing
the principal losses expacted over the life of the loans are a
component of the initial fair valus, Subsequent to the purchase
date, the methods utilized to estimate the required allowance for
cradit losses for these loans is similar to originated loans;
howsver, the Company records a provision for cradit losses anly
when the reguired allowance, net of any expected reimibursement
under any loss sharing agreements with the FDIC, exceeds any
remaining credit discounts.

The evaluation of the appropriate allowance for credit losses
for purchased impaired loang in the various loan segments
considers the expected cash flows to be collected from the
borrower, These loans are initially recorded at fair value end,
therefore, no eliowance for credit losses is recorded at the
purchase date.

Subsequent to the purchase date, the expected cash flows of
purchased loans are subject to eveluetion. Decreases in expected
cesh flows are recognized by recording an allowance for cradit
losses with the related provigion for credit losses reduced for the
amount reimburseble by the FDIC, where applicable. If the
expecied cesh flows on the purchased loans increase such that a
previously recorded impairment allowance can be reversed, the
Cornpany records a reduction in the allowance with a releted
reduction in losses reimbursable by the FDIC, where epplicable.
Increases in expected cash flows of purchased loans, when there
are no raversals of previous impairmant allowances, are
recognized over the remeining life of the loans and rasulting
decreasss in expacted cash flows of the FDIC indemnification

assets are amorlized over the shorter of the remaining

contractual term of the indsmnification agreements or the
remaining life of the loans. Refar to Note 1 of the Notes to
Consolidated Financial Staternents, for mare informatian.

The Company's methodology for determining the appropriate
allowance for credit losses for all the loan segments also considers
the imprecision inherent in the methodologies used. As a result, in
addition to the amounts determined under the methodologies
described above, management alsc considers the potential
impact of other qualitative factors which include, but are not
limited to, szonomic factors; geographic and other concaritration
risks; delinguency and nonacerual trends; current business
conditions; changas in lending policy, undenwriting standards and
other relevant business practices; results of intemnal review; and
the regulatory environment. The consideration of these items
results in adjustrmenits to allowance amounts included in the
Company's allowance for credit losses for each of the abave loan
segments. Table 19 shows the amount of the allowance for credit
losses by loan class end underlying portfolio category.

Although the Company determines the amount of each
slemant of the allowance separately and considers this process
to be an importanit credit management tool, the entire allowance
for credit losses is available for the entire loan portfolio. The actual
emount of losses incurred can vary significantly from the
estimated amounts.

Residual Value Risk Management The Company meneges its
risk to changes in the residual valus of leased assets through
disciplined residual veluation setting at the inception of a lease,
diversification of its leesed assets, regular residual asset valuation
reviews and monitoring of residual value gains of losses upon the
disposition of asgets. Lease originations are subject to the same
well-defined undearwriting standards referred to in the “Credit Risk
Managsment” section which includes en evaluation of the residual
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value risk. Retail lsase rosidual value risk is mitigated further by
effective end-of-term marketing ot off-lease vehicles.

Included in ihe retail lsasing portfolio was appraximately
$5.9 bilion of retall leasing residuals at December 31, 2017,
compared with $4.9 Lillion at December 31, 2016. The increase
reflected overall growth in the retail leasing pertfolio during 2017.
The Company monitors concentrations of leases by manufacturer
and vehicle “make and model." As of Dacember 31, 2017, vehicle
lease residuals related to sport utility vehicles were 46.6 percent
of the portfalio, while auto and truck classes reprezented
approximately 25.2 percent and 18.0 percent of the portfolio,
respectivaly. At yaar-end 2017, the largest vehicle type
represented 14.1 percent of the aggregate residual value of the
vahicles in the partfolio. Thig risk i gensrally mitigated by
collateral, as well as residual value guaranitees provided by the
manutacturer in certain circurmnstances, At December 31, 2017,
the weighted-average origination term of the portfolio was 40
months, unchanged from December 31, 2016, At December 31,
2017, the commercial leasing portiolio had $510 million of
residuals, compared with $468 million at December 31, 2016, At
year-end 2017, lease residuals related to business and office
equipment represented 32.2 percent of the total residual
portfolio, while trucks and other transporation equipment
reprosentsd 29.1 percent and aircratt represented 11.3 percant.

Operational Risk Management Operational rigk is the risk of
loss resulting from inadequate or failed internal processes,
paopla, or systemns, or from external events, including the risk of
loss mesulting frem fraud, litigetion and breaches in data security.
The Company operates in many different businesses in diversa
markets and relies on tha ability of its employees and systems to
process a high number of transactions. Operational risk is
inherant in all businass activitias, and the management of this risk
is important to the achieverment of the Comipany's objactives.
Business lines have direct and primary respongibility and
accountability tor idantifying, controlling, and monitoring
oparational risks embedded in their business activities. The
Company maintaing a system of controls with the objective of
providing proper transaction authorization and exacution, proper
systemn operations, proper ovaraight of third parties with whom it
doas business, safeguarding of assets from misuse or theft, and
ansuring the reliahility and security of financial and othar data.

Business continuation and disaster recovary planning is also
critical to effectively managing operational risks, Each business
unit of the Company is required to develop, meintain and test
these plans at least annually to ensure that recovery activities, if
needed, can suppor mission critical functions, including
tachnology, netwarks and dete centera supporting customer
applications end business operations,

While the Compeny believes it has designed effective
processes to minimize aperational risks, there is no absalute
assurance that business disruptian or operationel losses would
not ocour from an external event or internal control breakdown,
On an angoing basis, management makes process changes and
investrnents ta enhance its systems of internal contrals and
business continuity and disaster recovery plans.

In tho past, the Company has experienced attack atternpts on
its computer systems, including various denial-of-service attacks
on customer-facing websites. The Company has not experienced
any material losses relating to these attempts, as a result of its
controls, processes and systems to protect its networks,
computers, soffware and data from attack, damage or
unauthorized access. However, atlack attempts on the
Company's computer systems are increasing and the Company
continues to develop and enhance its controls and processes to
protect against these attempts.

Compliance Risk Management The Company may suffer legal
or regulatory sanctions, material financial loss, or damage to its
reputation through failure to comply with laws, regulations, rules,
standards of good practice, and codes of conduct, including
those relatad to compliance with Bank Secrecy Act/anti-money
laundering requirements, sanctions compliance reguirements as
administered by the Ofiice of Foreign Assets Contral, consumer
protection and other requirements. The Company has controls
and processes in place for the assessment, identification,
monitering, management end reporling of compliancs risks and
issues.

The significant increase in regulation and regulatory oversight
initiatives over the past several years has substantially increased
the impartance of the Company's compliance risk management
personnel and activities. For exarpls, the Consumer Financial
Protection Bureau ("“CFPB") has authority to prescribe rules, or
issue orders or guidelines pursuant to any federal consumer
financial law. The CFPB regulates and examines the Company, its
bank and other subsidiaries with respect to mattars that relate to
these laws and consumer financial services and products. The
CFFB's rulemaking, examination and enforcernent authority
increases anforcemnant risk in this area including the potential for
fines and penalties. Refer to “Supenvision and Ragulation” in the
Company's Annual Bepor on Form 10-K for further discussion of
the regulatary framewark applicabla to bank holding companies
and their subsidiaries, and the substantial changes to that
regulation.

Interest Rate Risk Management In the banking industry,
changes in interest rates are a significant risk that cen impact
earnings, markst valuations and tha safety and soundness of an
entity. To manags the impact on net interest income and the
market valus ot assets and liabilities, the Company manages its
axposure to changes in interest rates through asset and Fability
managamnant activities within guidelines established by its Asset
Liabitity Committae (“ALCO"} and approved by the Board of
Directors. The ALCO has the responsibility for approving and
ensuring compliance with the ALCO management policies,
including interest rate risk exposura. The Compeny uses net
interest incorme simulation analysis and market value of equity
maodeling for measuring and analyzing consaolidated interest rate
risk. The Company has esteblished policy limits within which it
managos the overall interest rete risk profile, and at

Dacember 31, 2017 and 2016, the Company was within thosa
limits.



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 interast income is simulation analysis. The
monthly analysis incorporates substantially all of the Gompany's
assets and liabilities and off-balance sheet instruments, together
with forecasted changes in the balance sheet and assumptions
that reflect ihe current interest rate environmant, Through this
simulation, management estimates the impact on net interest
income of a 200 basis point (“bps”) upward or downward gradual
change of market intarest rates over a one-year pericd. The
simufation also estimates the effect of iImmediate and sustained
parallel shifts in the vield curve of 50 bps as well as the effect of
immediate and sustained flattaning or stespening of the yield
curve. This simutation includes assumptions about how the
balance shest is likely to be affected by changes in loan and
deposit growth. Assumptions are made o project interest rates
for new loans and deposits based on historical analysis,
management’s outlook and re-pricing strategies. These
assumptions are reviewad and validated on a periodic basis with
sengitivity analysis being provided for key variables of the
simulation. The results are reviewed monthly by the ALCO and
are usad to guide asset/liability managsment strategies.

The Company manages its interest rate risk position by
holding assets with desired interest rate risk characteristics on its
"balance sheet, implemeriting certain pricing strategies for loans
and deposits and selecting derivatives and various funding and
investment portfolio strategias.

Table 20 surnmarizes the projected impact to net interest
income aver the next 12 months of various potential interast rate
changes. The sansitivity of the projected impact to net interest
income over the next 12 months is dependent on balance sheet
growth, product mix, deposit behavior, pricing and funding
decisions. While the Company utilizes assumptions based on
historical information and expected behaviors, actual outcomes
sould vary significantly. For example, if deposit outflows are more
limited {"stable" than the assumptions the Gompany used in
preparing Table 20, the projected impact to net interest income
would increase to 1.78 percent in the “Up 50 basis point {"bps”)"
and 3.96 percent in the "Up 200 bps” scenarfos.

Market Value of Equity Modeling The Company also manages
interest rate sensitivity by utilizing market value of equity
madeling, which measures the degree to which the market values
of tha Company's assets and liabilities and off-balance sheet
instrurments will change given a changs in intarast rates. The
valuation analysis is dependent upon certain key assumgptions
about the nature of assets and liabilities with non-contractual
maturities. Managament estimates the average life and rate
characteristics of asset and liahility accounis based upon
historical analysis and ranagameant's expectation of rate
behavior. Retail and wholesals loan prepayment assumptions are
based on several key factors, including but net limited to, age,
loan term, product type, seasonality and underlying contractual

rates, as well as macroeconomic factors including
unemployment, housing price indices, geography, interest rates
and commiercial real estate price indices. These factors are
updated regularly based on historical experience and forward
market expectations. The balance and pricing assumptions of
deposits that have no stated maturity are based on historical
performance, the competitive environment, customer bahavior,
and product mix. These assumptions are validated on a periodic
basiz. A sensitivity analysis of key variables of the valuation
analysis is provided to the ALCO monthly and is used to gquide
asset/liability management strategies.

Management measures the impact of changaes in market
interest ratas under & number of scenarios, including immediate
and sustained parallsl shifts, and flattening or steepaning of the
yield curva. A 200 bps increase would hava resulted in a 3.1
percent decrease in tha market valus of equity at December 31,
2017, compared with a 1.9 percent decrease at December 31,
2016. A 200 bps decrease, where possibla given current rates,
would have resulted in a B.0 percant decreass in the market value
of equity at December 31, 2017, compared with an 8.1 percent
decrease at Dacernber 31, 2016,

Use of Derivatives to Manage Interest Rate and Other Aisks
To manage the sensitivity of earnings and capital to interest rate,
prapayrent, credit, price and forsign currency fluctuations (asset
and liability managament positions), the Company enters into
derivative transactions. The Company uses dativatives for asset
and liability managemant purposes primarily in the following ways:

— To convert fixed-rate debt from fixad-rata payments to floating-
rate payments,

— To convert the cash flows associated with floating-rate debt
from floating-rate payments to fixed-rata payments;

— To mitigate changes in value of the Company's unfunded
mortgags loan commitments, funded MLHFS and M3Rs;

— To mitigate remeasurement volatility of fareign currency
denominated balancses; and

— To mitigate the volatility of the Company's net investment in
foreign operations driven by fluctuations in foreign currency
exchange rates.

The Gompany may entar into derivative cortracts that are
gither exchange-traded, centrally cleared through clearinghouses
or ovar-the-counter. In addition, the Company enters into interest
rate and foreign exchange derivative contracts to support the
business requiramants of its customers {customer-related
positions). The Company minimizes the market and liquidity risks
of custorer-related positions by sither entering into similar
ofisetting positions with broker-dealers, or on a portfofio basis by
entering into other derivativa or non-derivative financial
instruments that partially or fully offset the exposure from these
customer-related positions. The Company doss not utilize
derivatives for speculative purposas,

53 wamem



Sensitivity of Net (nterest Income

Decernber 31, 2017

December 31, 2016

Uown50bps  Up&0bps  Down 200 bps  Up 200 bps Down50bps  UpB0bps  Down200bps  Up 200 bps
lmmediate  lmmediate Gradial Gradual Irmmediate  Immediate Gradnal Gradual
Net interest income ... v {2.07)% 1.13% 1.72% {2.82)% 1.52% . 1.82%

© GGivon e kvl of intorast rates, downwiand rate scenark ts oot cormoeted.

The Company does not designate all of the derivatives that it
enters into for risk management purposes as accounting hedges
because of the inefficiency of applying the accounting
requirernents and may instead slect fair value accounting for the
related hedgead itarns. In particular, the Company enters into
interest rato swaps, swaptions, forward commitrnents fo buy
to-be-announced securities ("TBAS", U.S. Treasury and
Eurodallar futures and options on U.S. Treasury futures 1o
mitigats fluctuations in the value of its MSRs, but does not
designate those derivatives as accounting hedges, The estimatsed
net sensitivity to changes in interest rates of the fair value of the
M5Rs and the related derivative instruments at Decermnber 31,
2017, to an immadiata 25, 50 and 100 bps downward movernent
in interest rates would be a decrease of approximately $4 million,
£15 million and $87 million, respectively, An imrmediate upward
movemnent in interest rates at December 31, 201/, of b, 50 and
100 bps would resuit in a decrease of approximately $1 million,
%7 million and $34 million, in the fair value of the MSRs and
related derivative instrumants, respectively, Refer to Nota 8 of the
Notes to Gonsolidated Financial Staternents for additional
infarmation regarding MSRs,

Additionally, the Company uses forward commitmants to sell
TBAs and other commitrments to ssll residential maortgage loans
at specified prices to economically hadgs the interest rate risk in
its residenitial mortgage loan production activities. At
December 31, 2017, the Company had £4.4 bilion of forward
commitments to sell, hedging 2.2 billicn of MLHFS and
$2.3 billion of unfunded morgage loan commitments. The
forward commitments to sell and the unfunded rmartgage loan
commitmeants on loans intended to be sold are considered
derivatives under the accounting guidance related to accounting
for darivative instruments and hedging activities. The Company
has alacted the fair value aption for the MLHFS.

Darivatives are subject to credit risk associated with
counterparties to the contracts. Credit risk associated with
derivatives is measured by the Company based on the probability
of counterparty default. The Company manages the credit risk of
its derivative positions by diversifying its positions among various
counterparties, by entering into mastsr netting arrangements,
and, where possible, by requiring collateral arrangements. The
GCompany may also transfer counterparty credit risk related to
interest rate swaps to third parties through the use of risk
participation agresments. In addition, certain interest rate swaps,
interest rate forwards and cradit contracts are required 1o be
centrally cleared through clearinghouses to further mitigate
counterparty credit risk.

For additional information on derivatives and hedging
activities, rafar to Notes 19 and 20 in the Notes to Consolidated
Financial Staternants.

Market Risk Management In addition to interest rate risk, the
Company is exposed to other forms of market risk, principelly
related to trading activities which support customers' strategies
to manage thair own foreign currency, interest rate risk and
funding activities. For purposes of its internal capital adequacy
assessment process, the Company congiders rigk arising from its
trading activities emplaying methodologies consistent with the
requiraments of regulatory rules for market risk. The Company's
Markat Risk Committes ("MRC"), within the framework of the
ALCO, oversees market risk managemant. The MRC monitors
and raviews the Company's trading positions and establishes
poiicies for market risk management, including exposure limits for
each portfolio. The Company uses a VaR approach to measure
general market risk. Thearetically, VaR represents the statistical
risk of loss the Company has to adverse market moverments over
a one-day time horizon. |he Cornpany usas the Historical
Simulation method to calculate VaR for its trading businesses
measured at tha ninsty-ninth percentile using a ane-year look-
back peried for distributions derived from past market data. The
market factors used in the calculations include those pertinent to
market rigsks inhererit in the underlying trading portfolios,
principally those that affect the Company's corporate bond
trading business, forsign currency transaction business, client
derivatives business, loan trading business and municipal
securities business. On average, the Company expects the
one-day VaR to be excesded by actual losses two to three times
per year for its trading businesses. The Company monitors the
offactiveness of its risk programs by back-testing the
pearformance of its VaR models, regularly updating the historical
data used by the VaR models and stress testing, If the Company
ware to experience market losses in excess of the estimatad VaR
rmors often than expected, the VaR models and associated
assumptions would be analyzed and adjusted.

The everage, high, low and period-end one-day VaR amourits for
the Company's trading positions were as follows:

Year Ended Degernber 31

[Dallars in Millians 2017 2016
AVBMROE Lo v ane e re it $1 $1
HIgh o e e e 2 2
Low ..o o e 1 1
Period-end ... ... .. e 1 1

Tha Company did not experience any actual trading losses for
its combined trading businesses that exceeded VaR during 2017
and 2016. The Company stress tests its market risk
measurements to provide management with perspectives an
markat events that may not be capturad by its VaR models,



including waorst case historical market movement combinations
that have not necessarily occurred on the same date.

The Company calculates Stressed VaR using the same
underlying methodology and medel as VaR, except that a
historical continuous one-year lock-back period is utilized that
reflects a period of significant financial stress appropriate to the
Company's irading portfolio. The period selscted by the
Company includas the significant market volatility of the last four
months of 2008.

The average, high, iow and period-end one-day Stressed VaR
armounts for the Company's trading positions were as follows:

Year Endad Docembor 31

[Dallars in #ilions) 2017 2018
AVEIAGE © . v vt s e e veaa e e et $4 $4
High oo s s} 7
MY v ettt e e e e 2 2
Pariod-end .. .. .oo i e 4 5

Valuations of positions in the client detivatives and foreign
currency transaction businesses are based on discounted cash
flow or other valuation technigues using market-based
assumptions. These valuations are comparsd to third party
quotes or other market prices to determine if thers are significant
variances. Significant variances are approved by the Company’s
market risk management depariment. Valuation of positions in
the corporate bond trading, loan trading and municipal securities
husinesses are based on trader marks. These trader marks ars
evaluated against third party prices, with significant variances
approved by the Company's risk management department.

The Company also measurss the market risk of its hedging
activities related to residential MLHFS and MSRs using the
Histarical Simulation method. The VaRs are measured at the
ninety-ninth percertile and employ factors pertinent to the market
risks inherent in the valuation of the assets and hedges. The
Company monitors the effectiveness of the models through back-
testing, updating the data and regular validations. A three-year
look-back period is used to obtain past market data for the
models.

The average, high and low YaR amounts for the residential MLHFS

and related hedges and the MSRs and related hedges were as
follows:

YYaar Endod Docomber 31
{DCollars in Millicrss) 2017 20316

Residential Mortgage Loans Held For Sale
and Helated Hedges

AVEIEDE . vttt e 5 - $ -
High o s 2 2
Lowy e -
Meortgage Servicing Rights and Related

Hedges

BVBTAGE Lot e e e e e 57 $9
FIGR © v e e e e 10 11
LOW e e e s 6 4

Liquidity Risk Management The Company's liguidity risk
management process is designed to identify, measure, and
manage the Company's funding and liquidity risk to meset its daily
funding needs and to address expected and unexpected
changes in its funding requirernents. The Company engages in
various activities to manage its liquidity risk. These activities
include diversifying its funding sources, stress testing, and
holding readily-marketable assets which can be used as a source
of liguidity if needed. In addition, the Company's profiteble
operations, sound credit quality and strang capital position have
enabled it to develop a large and reliable base of core deposit
funding within its market areas and in domestic and global capital
markets.

The Company's Board of Directors approves the Company's
liquidity policy. The Risk Management Committes of the
Company’'s Board of Directors oversees the Company's liquidity
risk managsement proceass and approves the contingency funding
plan. The ALCO reviews the Company's liquidity policy and limits,
and regularly assesses the Company's ability to meet funding
raquirements arising from adverse company-specific or market
avents.

The Company's liquidity policy reguires it to maintain
diversified wholesale funding sources to avoid maturity, entity and
market concentrations. The Company operates a Cayman
lslands branch for issuing Eurodollar time depasits. In addition,
the Company has relationships with dealers to issue naticnal
miarket retail and institutional savings cerlificates and short-term
and medium-term notes. The Company also maintains a
significant correspondsent banking network and relationships.
Accordingly, the Company has access to naticnal federal funds,
funding through repurchase agreements and sources of stable
certificates of deposit and commarcial paper.

The Company regularly projects its funding needs under
various stress scenarios and maintains a contingency funding
plan consistent with the Company's access to diversified sources
of contingent funding. The Company maintains a substantial level
of total available liquidity in the form of on-balance sheet and
off-balance sheet funding sources. These liquidity sources include
cash at the Federal Reserve Bank and certain European central
banks, unancumbered liquid assets, and capacity to borrow at
the FHLB and the Federal Reserve Bank's Discount Window.
Unencumbered liquid assets in the Company’s available-for-sale
and held-to-maturity investrmant portfolios provide asset liquidity
through the Gompany's ability to sell the securities or pledge and
borrow against them. At Dacemnber 31, 2017, the fair value of
unencumbered available-for-sale and held-to-matutity investrent
securities totaled $100.3 bilion, compared with $100.6 billion at
Decernber 31, 2016. Refer to Table 13 and "Balance Sheet
Analysis” for further information on investment securities
miaturities and trends. Assst liquidity is further enhancad by the
Company's practice of pledging loans to access secured
borrowing facilities through the FHLE end Federal Rasarve Eank.
&t December 31, 2017, the Company could have borrowed an
additional $57.7 billion from the FHLB and Federal Resarve Bank
based on collateral available for additional borrowings.
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Debt Ratings

Crorminion
Standard & Bongd
Moody's Puor's Fitch Rating Searvre
U.S. Bancorp
Long-termissuer rating . ... o e e e e e Al At Ab- Ab
ShOM-Term IS8T FAlNG . . o o i i bt e A-1 Fl+ R-1 {middig)
Seniorunsecured debt L Lo e A1 At Ah- AL
Subordingatad debt . . . e e e Al A At AL low)
Junior subordinaled debt . L A2 BBBE AL low)
Preferred stock ... .. A3 BEB BBB A
CommerGial PADEY .. o e e e e e s P-1 M+
U.5. Bank National Assaciation
Long-termissuar rating . ... oo i e Ad Al Ab-
Short-Term iSsUBr FatING . ... e i e e e e eas P-1 A-1+ F1+ R-1 [high)
LoNg-term deposits o e e Aad AA Addhigh)
Fo e = aa g e = Ta P-1 Fl+
Senior unsecured deblt ... .. Al Ab- Ad\- Addhighy
Subordinated debt .. ... A1 A At AR
COmmBICIEl PADEL + .. et et e e e e P-1 A+ Fi+
Counterparty risk assessment . . ... e e Aa2{cri/P-1{cr)

The Company's diversified deposit base provides a sizeable
source of relatively stable and low-cost funding, while reducing
the Company's reliance on the wholesale markets. Total deposits
were $347.2 billion at December 31, 2017, compared with
$334.6 billion at December 31, 2016, Refar to Table 14 and
“Balance Sheet Analysis" for further information on the
Company's deposits.

Additional funding is provided by long-term debt and short-
term borrowings. Long-term dabt was $32.2 billion at
Decemier 31, 2017, and is an important funding source because
of its multi-year barrowing structure. Refer to Note 13 of the
Motes to Gonsolidated Financial Statements for information an
the terms and maturities of the Company's long-term debt
issuances and "Balance Sheet Analysis” for discussion on long-
term debt trends. Shorl-term borrowings were $16.7 billion at
December 31, 2017, and supplement the Company’s other
funding sources. Refer to Note 12 of the Nates to Gonsolidated
Financial Statements and “Balance Sheet Analysis” for
information on the terms and trends of the Gompany's short-term
borrowings.

The Company's ability to raise negotiated funding at
competitive prices is influenced by rating agencias' views ot the
Company's credit quality, liquidity, capital and sarnings. Table 21
dstails the rating agencies' maost recent assessments.

In addition to assessing liquidity risk on a consolidated basis,
the Company manitors the parent company's iquidity. The parent
company's routine funding reqguirements consist primarity of
operating expenses, dividends paid to shareholders, debt
service, repurchases of common stock and funds used for
acquisitions. The parent company cbtains funding to meet its
obligations from dividends collected from its subsidiaries and the
issuance of debt and capital securities. The Company establishes
limits for the minimal number of months into the future whers the
parent company can meet existing and forecastad obligations
with cash and securities held that can be readily monstized. The

Company measuras and manages this limit in both normal and
adverse conditions. | he Company maintains sufficient funding to
meet expected capital and debt service obligations for 24 months
without the support of dividends from subsidiaries and assuming
access to the wholesale markets is maintained. The Company
raintaing sUfliciert liquidity to meet expected capital and debt
service abligations for 12 months under adverse conditions
without the support of dividends from subsidiarias or access to
the wholesale markets. The parent company is currently well in
excess of reguired liguidity minimums.

Undar United States Securities and Exchange Commission
rules, the parent company is classified as a “well-known
seasonad issuer," which allows it to file a registration statement
that doss not have a limit on issuance capacity. “Wall-known
seasoned issuers” generally include those companies with
outstanding comman securities with a market valus of at least
$700 million held by non-affitated parties or those companies
that have issued at least $1 billion in aggregats principal amount
of non-converlible securitiez, ather than common equity, in the
last three years. However, the parant company’s ability to issue
debt and other securitiss under a registration statement filed with
the United States 3ecuritiss and Exchange Gommission under
these rules is limited by the debt issuance authority granted by
the Company's Board of Directers and/or the ALCO policy,

At December 31, 2017, parent company long-term debt
outstanding was $15.8 billion, compared with $13.0 billion at
Decemnber 31, 2018. The increase was primarily due to the
issuance of $3.9 billon of medium-term notes, partially offset by
$1.3 billion of medium-term note repayments. As of
Decemnber 31, 2017, there was $1.5 bilion of parant company
debt scheduled to mature in 2018, Future debt maturities 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.



Contractual Obligations

Paymers Due By Period

Oiyor One Cwer Three
One Year Through Through e Five

At Decernber 31, 2017 (Dollars in Millions) of Less Throe Yoars Five Years Yoars latal
Cantractual Obligationst

Long-term debtel .. e % 2,572 $11,048 $6,289 $12,350 $32,259

Operating [Bases . .. oot vt e e 277 460 344 553 1,644

Benefit obligationsk? ... . e e e 23 49 55 179 306

TiMe dePOostS .ot i e e e 27,158 4,282 1,911 5 33,356

Contractual interest paymentstd ..o e 1,176 1,288 882 1,096 4,432

Equily investment commitments . ... oo i 2,000 721 26 57 2,804

L1 =T 366 35 15 115 531

L1 T RN E T $23,572 $17,683 $9,502 514,365 $75,332

fal Uinrecagnized tax positions of $2H7 milion at Decernbar 31, 2017, are esciuded @ the Corpany cannol makn & reasonsbily reliable estimate of the perod of cash settiement with the

respectia taxing suthonly,
() Includes abitgations under capital forses,
{} Amaunts only Includs obiigations refated fo Hie unfunded non-qualified pension olans.,
(ol Inefuctes accrued hterest and future contraciual inerust obligations

fe Prirmerdly bictedus purchase abligations fov goods and serndces coverad by noncancelinhie contracts Nchiding cancedstian feos.

Dividend payments to the Gompany by its subsidiary bank are
subject to regulatory review and statutory limitations and, in some
instances, regulatory approval. In general, dividends to the parent
company from its banking subsidiary are limited by rules which
compars dividends to net income for ragulatorily-defined periods.
For furthar information, see Note 23 of tha Notes to Consclidated
Financial Statements,

The Company is subjact to a regulatory Liquidity Coverage
Ratio ("LGR") requirement which requires banks to maintain an
adequate level of unencumbered high guality liquid asssts to
meet estimated liquidity neads over a 30-day stressed period. At
December 31, 2017, the Company was compliant with this
reguirement.

Eurnpean Expaosures The Company provides merchant
processing and corporata trust services in Europe either directly
or through banking affiiations in Europe. Operating cash for thase
businasses is deposited on a short-term basis typically with
cerlain European central banks. For deposits placed at other
Europaan banks, exposure is mitigated by the Company placing
deposits at multiple banks and managing the amounts on deposit
at any bank based on institution-specific deposit limits. At
Decermber 31, 2017, the Company had an aggragata armount on
deposit with European banks of approximately $10.7 billion,
predominately with the Central Bank of Ireland and Bank of
England.

In addition, the Company provides financing to domestic
multinational corporations that generate revenue from customers
in European countries, transacts with various Europsan banks as
counterparties to certain denvative-related activities, and through
a subsidiary, manages money markat funds that hold certain
investrments in European soveraign dett. Any deterioration in
economic conditions in Europe is unlikely to have a significant
gffact on the Company related to these activities.

Off-Balance Sheet Arrangements Off-balance shaet
arrangements include any contractual arrangements to which an
unconsolidated entity is a parly, uncer which the Company has

an obligation to provide credit or liguidity enhancements or
market risk support. Off-balance sheet arrangements also include
any obligation relatad to a variable interest held in an
unconsolidatad entity that provides financing, liquidity, credit
enhancement or market risk support. The Company has not
utilized private label asset securitizations as a source of funding.

Commitments to extend credit are legally binding and
generzlly have fixed expiration dates or other termination clausas.
Many of the Company's commitments to extand credit expire
without being drawn and, therefore, total commitment amounts
do not necessarily represent future liquidity requirernents or the
Company's exposure 1o credit loss. Commitments to extend
credit also include consumer credit lines that are cancelable upon
notification to the consurmer. Total contractual amounts of
cormmitments 10 extend credit at December 31, 2017 were
$305.2 billion, The Company also issues and confirms various
types of letters of credit, including standby and commarcial, Total
contraciual amounts of letters of credit at December 31, 2017
wera $11.3 billicn. For more information on the Company's
comimitments to extend cradit and letlers of credit, refer to
Note 22 in ihe Notes to Consolidated Financial Statements.

The Company's ofi-balance shest arrangements with
unconsolidated entities primarily consist of private investment
funds or partnerships that make equity investrments, provide debt
financing or support community-based investments in
tax-advantaged projects. In addition to providing investmeant
returns, those arrangemants in many cases assist the Gornpany
in complying with requiremants of the Community Reinvestment
Act. The investments in these entities generate a retum primarily
through the realization of federal and state income tax credits and
other tax bensfits, such as tax deductions from operating lossas
of the investments, over specifiad time periods. The entities in
which the Company invests are generally considered variable
interest entities (*VIEs"), The Company's racorded net investment
in these antities as of December 31, 2017 was approximately
$2.3 billion.

57



The Gompany also has non-controling financial investmeants in
private funds and partnerships considered VIEs. The Company's
recorded investment in these entities was approximately
$30 milion at December 31, 2017, and the Company had
unfunded commitments to invest an additional $21 million. For
more information on the Company’s interests in unconsolidated
VIEs, refer to Note 7 in the Notes to Consaolidated Financial
Statemenits.

Guarantses are contingent commitments issued by the
Campany to custormars or other third parties requiring the
Company to perform if certain conditions exist or upon the
occurrence or nonocclrrence of a specified event, such as a
scheduled payment to be mads under contract. The Company's
primary guarantees include commitments from securities lending
activities in which indemnifications are providad to customers;
indemnification or buy-back provisions related to sales of loans
and tax credit investments; and merchant charge-back
guarantees through the Company’s involvermnent in providing
merchant processing servicas, For certain guarantees, the
Company may have access to collateral to support the
guarantee, or through the axarcise of other recourse provisions,
be able to offset some or all of any payments made under thass
guarantees.

The Company and certain of its subsidiaries, along with other
Visa U.S.A. Inc. member banks, have a contingsnt quarantee
obligation to indemnify Visa Inc. for potential losses arising from
antitrust lawsuits challenging the practices of Visa U.S.A. Inc. and
MasterCard International. The indemnification by the Company
and other Visa U.S.A. Inc. member banks has no maximum
amount. Refer to Nota 22 in the Notes to Consolidated Financial
Statements for further details regarding guarantess, other
cornmitments, and contingent liabilities, including masximurm
potential future payments and current carrying amounts.

Capital Management The Company is commitled to managing
capital to maintain strong protection for depositors and creditors
and for maximum shareholder benefit. The Company continually
assesses its business risks and capital position. Tha Company
alsc manages its capital to exceed regulatory capital
reguirements for banking organizations. To achieve its capital
goals, the Company employs a variety of capital management
tools, including dividends, cemmaon sharve repurchases, and the
issuance of subordinated debt, non-cumulative perpetual
preferred stock, commaon stock and other capital instruments.

On September 19, 2017, the Company announced its Board
of Directors had approved a 7.1 percent increase in the
Company's dividend rate per common share, from $0.28 per
guarter to $0.30 per guartar,

‘The Company repurchased approximately 50 million shares of
its commaon stock in 2017, comparad with approximately
61 million shares in 2016. The average price paid for the shares
repurchased in 2017 was $52.89 per share, compared with
B£42.63 per share in 2016. As of December 31, 2017, tha
approximata dollar value of shares that may yet be purchased by
tha Company under the current share repurchase program
appraved by the Board of Directors was $1.3 billion. For a mare
complete analysis of activities impacting shareholdars' equity and
capital managemnent programs, refer to Note 14 of the Notes to
Consofidated Financial Statements,

Total LS. Bancorp sharsholders’ equity was $49.0 billion at
December 31, 201/, comparad with $47.3 billion at
Decarmber 31, 2016. The increase was primarily tha result of
corporate earnings, a preferred stock issuance and changes in
unrealized gaing and losses on available-for-sale investment
securities included in other comprehensive incoma {loss). This
increase was parlially offset by commeon share repurchases,
dividands and the redemption of 1.1 billion of preferred stock.

Beginning January 1, 2014, the regulatory capital
requirements effective for the Company follow Basel (ll, subject to
cartain transition provisions from Basel | over the following faur
years to fullimplementation by January 1, 2018. Basel ill includes
two comprehensive methodologies far calculating risk-weighted
assets: a general standardizad approach and more rigk-sensitive
advanced approaches, with the Company's capital adequacy
being evaluated against the methodology that is most restrictive,
Under Basel lll, banking regulators define minimum capital
requirements for banks and financial services holding companies,
Thase reguirements are expressed in the form of a minimum
common equity tier 1 capital ratio, tier 1 capital ratio, total rigk-
based capital ratio, and tier 1 leverage ratio. The minimum
required level for these ratios at December 31, 2017, was
5.76 percent, 7.25 percemt, 5.25 percent, and 4.0 percent,
respectively. Tha Company targets its regulatory capital levels, at
both the bank and bank holding company level, to exceed the
“well-capitalized” threshold for these ratios. &t December 31,
2017, the minimum “well-capitalized" threshold for the common
aquity tier 1 capital ratio, tier 1 capital ratio, total risk-based
capital ratio, and tier 1 leverage ratio was 6.5 percent,
6.0 percent, 10.0 percent and 5.0 percent, respectively. The
most recent notification from the Office of the Comptroller of the
Currency categorized the Company's bank subsidiary as “well-
capitalized" under the FDIC Improvermnent Act prompt corrective
action provisions that are applicable to all banks. There are no
conditions or events sincs that notification that management
believes have changed the risk-based category of its covered
subsidiary bank,



Regulatory Capital Ratios

1.3, Bank Mational

1 5. Bancorp Asanciation
A Decambear 31 (Dollars in Milles) 2017 2018 2017 20168
Basal lll transitional standardized approach:
Common equity tier 1 capital . ... e & 34,369 § 33,720 $ 57,6686 § 36914
Tier 16aptal ..o e 39,606 39,421 37,701 37,114
Total risk-based capital ... .. . e e 47,603 47,355 45,466 44 853
Risk-weighted assets . ... ... e e 367,771 358,237 361,973 352,023
Camrmon equity tier 1 capital as a percent of riskweighted assets .. ........... 9.3% 3.4% 10.4% 10.5%
Tier 1 capital ag a percant of risk-weighted assets ... ... ns 10.8 1.0 10.4 105
Total risk-based capilal as a percent of risk-weighled assets ................- 12.9 132 126 127
Tier 1 capital as a percent of adjusted quarterly average assets (leverage ratio) .. . B.9 9.0 2.6 5.6
Basel Ill transitional advanced approaches:
Common equity tiar 1 capital . ... o e $ 34,369 $ 33,720 $ 37,586 $ 36,0814
= e =PI S 38,806 33,421 37,701 37114
Total risk-based capital ... .. ... e e 44,477 44,264 42,414 41,737
Risk-weighted agsets ... . . o e 287,21 277,141 281,659 271,920
Common equity tier 1 capital as a percent of risk-weighted assets . ............ 12.0% 12.2% 13.3% 13.68%
Tier 1 capital as a percent of risk waighted assets . ....... .. .. .. oo iiis 13.8 14.2 134 13.6
Total risk based capital as a percent of risk-weighled assets .. ... .. ... 15.5 16.0 15.1 15.3
Bank Regulatory Capital Requirements
well-
Minimum Capitallzed
2017
Common equity tier 1 capital as a percent of risk-weighted assets . ... . oo oviiiiii e 5.750% 8.500%
Tiar 1 capital as a percent of risk-walghted assels . . . oo o i e 7.250 8.000
Total risk-based capital as a percant of risk-weighted assets ... . ..o oo 8.250 10.000
Tiar 1 capital as a percent of adjusted quarterly average assets (leverageratio) . .......... oo 2.000 5.000
2016
Commen equity tier 1 capital as a percent of risk-weighted assets . ... oo o i 5.125% 6.500%
Tier 1 capital as a percent of risk-weighted assets ... . ... .o v 6.625 8.000
Total risk based capital as a percant of risk-weighled assets ... ... i i 8.625 10.000
Tier 1 capital as a percerit of adjusted quarlerly average assets {evarage ratio) ... oo v e i 4.000 5.000

As an approved mortgage seller and servicer, U.S. Bank
National Association, through its morlgage banking division, is
required to maintain various levels of shareholder's equity, as
specified by various agancies, including the United States
Department of Housing and Urban Development, Governrment
National Mortgage Association, Federal Home Loan Morlgage
Corporation and the Federal National Mortgage Association, At
December 31, 2017, U.S. Bank Naticnal Association met these
requirarnents.

Table 23 provides a summary of statutory regulatory capital
ratios in effect for the Company at December 31, 2017 and 20186,
Effective January 1, 2018, the Company will be subject to a
rsqgulatory Supplernentary Leverags Hatio {"SLH") requiremment for
banks calculating capital adequacy wsing advanced approaches

under Basel IIl, The SLR is defined as tier 1 capital divided by
total leverage exposure, which includes both on- and off-balance
sheet exposures. At December 31, 2017, the Company’s SLR
exceeded the applicable minimum SLR requiremsnt.
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The Gompany believes corlain capital ratios in addition to
statutory regulatory capital ratios are useful in evaluating its
capital adequacy. The Company's tangible common equity, as a
percent of tangible assets and as a percent of risk-weightad
assets calculated under the transitional standardized approach,
was 7.6 percent and 9.4 percent, respectively, at December 31,
2017, compared with 7.5 percent and 9.2 percent, raspectivaly,
at December 31, 2016. The Company's common equity tier 1
capital to risk-weighted assets ratio using the Basel |l
standardized appreoach as if fully implemented was 8.1 percent at
December 31, 2017 and 2016. The Company's common equity
tier 1 capital to risk-weighted assets ratio using the Base! il
advanced approaches as if fully implamented was 11.6 percent
at Decemnber 31, 2017, comparsd with 11.7 percent at
December 31, 20186,

Fourth Quarter Summary

The Company reported net income attributable to U.S. Bancorp
of $1.7 billion for the fourth quarter of 2017, or $0.97 per diluted
common share, comparad with $1.5 billian, or $0.82 per diluted
common share, for the fourth quarter of 2016. Return on average

Fourth Quarter Results

assets and return an average common equity were 1.46 percent
and 14.7 percent, respectively, for the fourth quarter of 2017,
compared with 1.32 percert and 13.1 percent, respectively, for
the fourth quarter of 2016, The results for the fourth quarter of
2017 included the $910 rnillion benefit related to the estimated
impact of tax reform on the Company's tax related assets and
liabilities, partially ofisst by the $608 million increase in reserves
for regulatory and legal matters, as well as the $152 million, net of
tax, of expenses related to the charitable contribution to the LS,
Bank Foundation and the special bonus awarded to certain
eligible employees.

Total net revenue for the fourth quarter of 2017, was
203 million {3.7 percent) higher than the fourth quarter of 2018,
reflecting a 6.4 percent increase in net interest income and a
0.4 percent increase in noninterest income. The increase in net
interest income from the fourth quarter of 2016 was mainly a
result of the impact of rising interest rates and loan growlh. The
noninterest income increase was principally due to higher
payment services revenue, trust and investment management
fees and deposit service charges, offset by a decrease in
morigage banking revenue and lower eqguity investment income.

Thies Moriths Ended
Dacember 31

2017 2016

{Dnllars and Snares In Millions, Excopt Per Share Dala)

Condensed Income Statement

R 0 === o] o 1= $3,144 2,955

Taxable-equivalent AdiUSIMENTE L L e 53 49
Net interast income {taxable-equivalent Dasis) bl . . . . e e s 3,197 3,004

NI B B M OITIE |« L i e e e e e e e e e e e 2,431 2,425

Secunties gains (0BEES), Ml . ... .. e i e e e e e 10 8
TOlAl MBE TBVBIIUG . o o o e et e e e e e e e e e 5,638 5,435

el 1A= = 3,939 3,004

POy B DN O GBI IS8 L o oo i e e e e e 335 342
I OITIE DBl B LB .« . ot ot i et e i i e i e e e e e e e e 1,364 2,088

Income taxes and taxable-equivalent adiUstmant . . . L e e {322 598
L= AT 1,686 1,49
MNat {income) loss altributable to Noncomtroling erests . . . o e [4) {13}
Netincome atlributable to LS. BancormD ... .o 1,682 51,478

Per Common Share

Eamings pershars ... e e
Diluted earnings pershare .. ... .. o i e e
Dividends declared pershare ... .. .. i i i e s
Average common shares outstanding .. ... .ol
Avarage diluted common shares outstanding ... oo i e n s

Financial Ratios

Return on average assets . . .. L i e e
Hetum on average CoOmMMOon Uity .. .. i e e e
Net interest margin {taxable-equivalent bagis)@® ... ... ... .. ... ...
Efficiancy ratiol . . e e e

........................................ 51,611 $1,391

......................................... 5 97 $ 82
........................................ =T $ .82
....................................... § 30 $ .28
......................................... 1,659 1,700
......................................... 1,664 1,705
........................................ 1.46% 1.32%
....................................... 147 13.1
...................................... 3.08 2.98
......................................... 70.0 55.3

fa) Uilifzes o tux ute of 35 porment, for the periods presentad, for thuse assets and fahiitas whose income or Bxpense & not incluided for fndonal NGome tax pLrooses

i) See MNor-GAAR Fironcial Moasurcs haginning on page 56



Noninterest expense in the fourth quarter of 2017 was
$935 million (31.1 percent) higher than the fourth guarter of 2016,
reflecting business growth, incremental costs related to
compliancs programs and investments in the business.
Compensation expense increased primarily due to the impact of
hiring to support business growth and compliance programs,
merit increases and higher variable compsnsation related to
revenue growth. Marketing expense increased dua to higher
charitable contributions, while other expense was higher due to
an increase in reserves related to regulatory and legal mattars.

Fourth quarler 2017 net interest income, on a taxable-
equivalent basis, was $3.2 billion, compared with $3.0 bilion in
the fourth quarler of 2016. The $193 million (6.4 percent}
increase was principally driven by the impact of rising interest
rates and loan growth. Average eaming assels were $11.5 billion
(2.9 percent) higher in the fourth quarler of 2017, compared with
the fourlh quarter of 2018, reflscting increases of $7.1 billion (2.6
percent) in average loans, $2.9 bilion (2.6 percent) in average
investment securities and $2.7 billion {19.4 percent} in averags
other earning assets. The net intersst margin, on a {axable-
equivalent basis, in the fourlth quarler of 2017 was 3.08 percent,
compared with 2.98 percant in the fourth quarter of 2016, The
increase in net interest margin was primarily due to higher interest
rates and changes in the loan portfolio mix, parially offset by
higher funding costs and higher cash balances.

Nonimerest income in the fourth quarter of 2017 was
$2.4 bilion, representing an increase of $10 million (0.4 percent)
over the fourth quarter of 2016. The increase reflected highar
payment sanvices revenus, trust and investment managemert
fees, and deposit service charges, parlially offset by lower
martgage banking revenue and cther noninterest income.
Payment services revenue was higher due to an increase in
corparate payments products revenue of 18 milion (10.5
percent) and an increase in credit and debit card revenue of
$17 million (5.4 percent}, both driven by highar sales volumes.
These increases were parlially offset by a decrease in merchant
processing services revenus of $4 million (1.0 percent} mainly due
to the Company exiting certain joint ventures in the second
quartsr of 2017, Trust and investment management feas
increased $26 million (7.1 percent) in the fourth quarter of 2017,
compared with the sarme period of the prior year, principally due
to favorable market conditions, and net asset and account
growth. Depostt service charges increasad $12 milion (6.5
percent) primarily due to higher transaction volumes and accourt
growth. Mortgage banking revenue decreased $38 million {15.8
percent) primarily dus to lower origination and sales volurnes from
home refinancing activities which were higher in the fourth quarler
of 2016 and lower margins on moergage loan sales. Other
income decraased $37 million (14,7 percent primarily dus to
lowar equity investment incoms in the fourth quarter of 2017,

Noninterest expeanse in tha fourlh quarter of 2017 was
$3.9 billion, compared with $3.0 billion in the same period of
2016, representing an increase of $935 milion £31.1 percent).
The increase was primarily due to higher compensation,
marketing and other expenses, parlially offset by lower

professional sarvices expense. Compensation expense increased
$142 million {(10.5 parcent) over the same period of the prior year,
principally dus to the impact of hiring to suppor business growth
and compliance programs, merit increases, higher variable
compensation related 1o business production and a special
bonus awarded 1o sligible employees. Employes bangfits
expense was higher $43 million {16.5 percent), primarily driven by
increased rmedical costs. Marketing and business developrnant
expense increased $144 milion primarily due to a charitable
contribution to the U.S. Bank Foundation i the fourth quarter of
2017. Other expsnse incraased $617 million primarily due to the
impact of the increass in reserves related to legal and regulatory
matters recorded in the fourth guarler of 2017. Professional
services expense decreased $42 million (26.8 percent) in the
fourlh quarter of 2017, compared with the same pericd of the
prior year, primarily due to fewer consulting services as
compliance programs near maturity.

The provision for credit losses for the fourth quarter of 2017
was $335 million, a decrasse of $7 million (2.0 percent) from the
same period of 2016. The provision for credit losses was
$10 million higher than net charge-cffs in the fourlh quarter of
2017 and $20 million higher than net charge-offs in the fourth
quarter of 2018, The increass in the allowance for credit losses
during the fourth quarter of 2017 reflected loan partfolio growlh,
partially offsst by improvements in the energy and residential
mortgage portfolios. Net charge-ofis were $325 million in the
fourth quarler of 2017, compared with $322 million in the fourth
guarter of 2016, The net charge-off ratic was 0.46 percent in the
fourlh quarter of 2017, compared with 0.47 percent in the fourth
guarler af 2016.

The provision for income taxes for the fourth quarter of 2017
reflected the estimated $910 milion net tax bensfit of the
Company revaluing its deferred tax assets and liabilities due to
the enactment of fedsral tax reform legislation, rasulting in an
affective tax benefit rate of 28.6 percent for the period. This
compares with an effective tax expense rate of 26.9 percent for
the fourth quarter of 2018,

Line of Business Financial Review

The Company’s major lines of business ara Corporate and
Commercial Banking, Consumer and Business Banking, Wealth
Management and Investment Services, Payment Services, and
Treasury and Corporate Support. These operating segments are
components of the Company about which financial information is
prepared and is evaluated regularly by management in dsciding
how to allocate resources and assess performanca.

Basis for Financial Presentation Business line results are
derived from the Gompany's business unit profitability reporting
systerns by specifically attributing managed balance sheet assets,
deposits and other liabilities and their related incorme or expanse.
The allowanca for cradit losses and related provision expensa are
allocated to the linas of business based an the related loan
balances managad. Goodwill and other intangible assets are
assigned to the lines of business based on the mix of business of
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an entity acquired by the Company. Within the Company, capital
levels are evaluated and managed centrally; however, capital is
allocated to the operating segments to support avaluation of
business perfarmance. Business lines are allocated capital on a
risk-adjusted hasis considering economic and regulatory capital
requirerngnts. Generally, the determination of the amount of
capital allocated to each business line includes credit and
operational capital allocations following a Basel lll regulatory
framaework. Interest income and expense is determined based on
the assets and liabilities managed by the business line. Because
funding and asset liability rmanagement is a central funclion, funds
transfer-pricing methodologies are utilfized to allocate a cost of
funds usad or credit for funds provided to all business line assets
and liabilities, respectively, using a matched funding concept.
Also, each business unit is allocated tha taxable-equivalent
banefit of tax-exempt products. The residual effect on net intarast
income of asset/iahility managerment activities is included in
Treasury and Corporate Supporl. Noninterest income and
expenses diractly managad by each business line, including fees,
senvice chargas, salaries and benefits, and athar diract ravenues
and casts are accounted for within each segment’s financial
resdlts in a manner similar to the consolidated financial
statements. Occupancy costs are allocated based on utilization
of facilities by the lines of business. Generally, operating losses
ara chargad to the line of business when the loss event is realized
in a manner similar to a loan charga-off. Noninterest expenses
incurred by centrally managed operations or business lines that
directly supporl another business line's operations are charged to
the applicable business line based on its utilization of those
services, primarily measured by the volume of customer activities,
number of employees or other relevant factors. These allocated
expenses are reporled as net sharad services expense within
noninterest expense. Certain activities that do nat directly suppor
the operations of the lines of business or for which the lines of
businass are nct considered financially accountable in evaluating
thelr performance are not charged to the lines of business. The
income or expenses associated with these corporate activities is
reported within the Treasury and Corporate Support line of
business. Income taxas are assessed to each line of business at
a standard tax rate with the residual tax expense or benefit to
arrive at the consclidated effective tax rate included in Treasury
and Corporate Support.

Designations, assignments and allocations change from time
to time as management systems are enhanced, methods of
evaluating performance or product lines change or business
segments are realigned to better respond to the Company's
diverse customer base. During 2017, cerlain arganization and
methodology changes were mada and, accordingly, 2016 results
were restated and presented on a comparable basis,

Corporate and Commercial Banking Corporate and
Commercial Banking offers lending, equipment finance and small-
ticket leasing, depository services, treasury management, capital
markets services, intemnational trade services and ather financial
services to middle market, large corporate, commercial real

estats, financial institution, non-profit and public sector clients,
Corporate and Comimercial Banking contributed $1.1 billion of
the Company's net income in 2017, or an increase of

$277 million (32,7 percent), compared with 2016.

Net ravenue increased $182 million (5.8 percent) in 2017,
comparsd with 2016. Net interest income, on a taxable-
equivalent basis, increased $184 million (8.2 percent) in 2017,
compared with 2018, primarily due to the impact of rising rates
on the margin banefit from deposits and growth in average loan
and deposit balances, partially offset by lower rates on loans,
reflecting a competitive marketplace.

Noninterest expsense increased $126 million (8.7 percent) in
2017, cormparad with 2016, reflecting an increase in variable
costs allocated 10 managa the business, highar compensation
expense and the impact of tha FDIC insurance surcharge on
deposit balances. Tha increase in compansation expense
reflected the impact of increased staffing, merit increases and
higher variable compensation. The pravision for cradit losses
decreased 5379 million in 2017, compared with 2016, primarily
due to a favorable change in the resarve allocation and the
continued stabilization in credit quality in the energy portfolio.

Consumer and Business Banking Consumer and Busingss
Banking defivers products and services through banking offices,
telephone servicing and sales, on-line services, diract mail, ATM
processing and mobile devices. It encompasses community
banking, metropolitan banking and indirect lending, as well as
mortgage banking. Gonsurner and Business Banking contributed
$1.3 bilion of the Company's net income in 2017, or a decreaso
of §21 million {1.6 percent}, compared with 2016,

Net revenue increased 5284 million (3.9 percent} in 2017,
compared with 2018. Net intarest incorne, on a taxable-
equivalent basis, increased $365 million (7.7 percent) in 2017,
compared with 2016, primarily due to the impact of rising rates
on the margin benefit from depoesits along with growth in average
loan and deposit balances, partially offset by iower spread on
loans. Nonintersst income decreased $81 million (3.2 percent) in
2017, cormparad with 2016, principally driven by lower mortgage
banking revenus due to lower origination and sales volumes from
home refinancing aclivities and lower margins on mortgage loan
sales. Partially offsetting the impact of lowar mortgage banking
revenus was growth in retall leasing revenue due to stronger
end-of-tarm gains on auto leases and higher ATM processing
services and treasury management fess,

Noninterest expense increased $57 million (1.1 percent) in
2017, compared with 2018, principally due to higher
compensation and employas benefits expenses, higher net
shared services axpenss, and the impact of the FOIC insurance
surcharge on deposit balances, parlially offset by lower mortgage
related costs and professional services expense. The provision
for credit losses increased $261 million in 2017, compared with
2018, primarily due to growih in other retail loans, exposures as a
result of 2017 weather events, and higher releases of reserves
related to residential mortgages in the prior year as a result of
improvernents in the portfolic.



Wealth Management and Investment Services Wealth
Management and Investment Services provides private banking,
financial advisory services, investment management, retail
brokerage services, insurance, trust, custody and fund servicing
through five businesses: Wealth Management, Corporate Trust
Services, U.S. Bancorp Assat Management, Institutional Trust &
Custody and Fund Services. Wealth Management and Invastment
Senvices contributed $498 million of the Company's net income
in 2017, or an increase of $119 million (31.4 percent}, compared
with 2018.

Net revenue increased $283 milion (13.3 percant) in 2017,
corpared with 2016, Net interest income, on a taxable-
equivalent basis, increased $226 million (42.1 percent} in 2017,
comparad with 2018, principally due to the impact of rising rates
on tha margin benefit from deposits along with higher average
loan and deposit balances. Noninterest income increased
$67 million (3.6 percent) in 2017, compared with 2018, reflecting
favorable markst conditions and net asset and account growlh.

Noninterest expense increased $93 million (6.1 percent) in
2017, compared with 2016, primarily the result of higher
compensation expense, reflacting the impact of higher staffing
and metit increases, higher net shared services expense, and
higher FDIG insurance surchargss.

Payment Services Payment Services includss consumer and
husiness credit cards, stored-value cards, debit cards, corporate,
governmertt and purchasing card services, consumer lines of
credit and merchant processing. Payment Services contributed
$1.2 billion of the Company’s net income in 2017, or a decrease
of $135 million {10.3 percent), compared with 2016.

MNet revenue increassed $133 million {2.3 percent) in 2017,
compared with 2016, Net interest income, on a taxable-
equivalent basis, increased $82 million (3.8 percent) in 2017,
compared with 2018, primarily due to higher average loan
volumes and rising interest rates, in addition to growth in loan
feas, Noninterest income increased $51 million (1.4 percent) in
2017, comparad with 2016, primarily dus to higher credit and
debit card revenue and corporate payment products revenue,
both driven by higher sales. These increases were partially offset
by the impact of a gain on the sale of an equity investment during
2016.

Noninteresl expensse increased $162 million (6.0 percent) in
2017, compared with 20186, principally due to higher net shared
services expense, driven by implementation costs of capital

investrnents to supporl business growth, and higher
compensation and employee bensfits expenses, reflecting higher
staffing to support business investment and compliance
programs, and merit increases. The provision for credit lossas
increased $213 million (24.5 percent) in 2017, compared with
20186, due to an unfavorable change in the reserve allocation due
to portfolio growth and higher loss rates, as well as highar net
charge-offs.

Treasury and Gorporate Support Treasury and Corparate
Supperl includas the Company's investmant portfolios, funding,
capital management, interest rate risk management, income
taxes not allocatad to the business lines, including most
investrments in tax-advantaged projects, and the residual
aggregate of those expenses associaled with corporate activities
that are managed on a consolidated basis. Treasury and
Corporate Support recorded net income of $2.1 billion in 2017,
compared with $2.0 billion in 2016.

Net revenue dacreased $133 million (4.3 percent} in 2017,
compared with 2016. Net interest incoms, on & taxable-
equivalent basis, dacreased $142 millicn (6.9 percent) in 2017,
compared with 2016, principally due to the impact of rising rates
on the margin benefits on deposits credited to the business lines,
partially offset by growth in the investment portfolic. Total
noninterest income increased $3 million {0.8 percent) in 2017,
compared with 2016, primarily dus to higher gains on sales of
invastment securities, partially offset by lower income from equity
investmants,

Noninterest expense increased $831 million {93.7 percent) in
2017, compared with 2016, principally dus to the impact of the
increase in reserves related to legal and regulatory matlers
recorded during 2017, higher charitable contributions to the U.5.
Bank Foundation and the 2017 special bonus awarded to cerlain
eligible employees, The provision for credit Iosses was $32 million
lower in 2017, comparad with prior year, primarily due to [ower
net charge-offs.

Income taxes are assessed 10 each line of business at a
managerial tax rate of 36.4 percent with the residual tax expense
or benefit to arrive at the consolidated effective tax rate included
in Treasury and Gorporate Support. Income tax expernse
decraased $1.0 billion in 2017, compared with 2016, primarily
dug to the impact of 2017 tax reform on the Company's tax
related assets and liabilities.
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Line of Business Financial Performancs

Corporate and Conaumer and
Commercial Barking Business Banking

Year Fnded Decemioer 31 Poroont Porcent
(Nallars in Millions) 2017 B Changc 2017 2016 Chanego
Condensed Income Statement
Net interast income (taxable-squivalent basisy .. ........... § 2425 ¢ 224 8.2% 3 5117 § 4752 fA%
Noninterest INCOME ... . o e e e e 900 B8G9¢ 3 2,445 2,526 (3.2)
Securities gains flosses), nat . ..., ... .. . . o oL {2 2 b - - -

Totalnetrevenue ... oo 3,322 3,140 he 7,562 7,2/8 3.9
Noninterest @xDanNSE . .. .t e e s 1,566 1,440 8.8 5117 5,068 1.2
Olherintangibles . ..o e e e e e 4 4 30 a2 {6.3)

Total nonintarest expense ... ... . oo 1,670 1,444 8.7 5,14¢ 5,080 1.1
Incoma bafore pravision and incorme taxes .. ... .. .. ... 1,762 1,606 3.3 2,416 2188 10.4
Provision for credit l08ses . .. ... o oo o e 14} 365 ‘ 354 23 *
Income before INComMetaxes ... ..o oo i e 1,766 1,331 2.7 2,061 2,085 (1.8]
Income taxes and taxable-equivalent adjustment ... .. ... ... 643 485 22.6 750 763 1.7
MNBLINGOME . e e e 1.123 848 32.7 1,311 1,332 {1.6)
Met (income) loss attributable to noncontroling interests .. ... - - - - B
Mat income attribulable to US. Bancorp .. ..o oL F 1123 § 846 327 $ 1311 4 1,332 {1.6)
Average Balance Sheet
COMMEICIAl . . e § 73,558  § 70,856 3.8% $ 10,4652 & 10,352 (1.8)%
Commercial realestate ... . .. o oL 20,456 21,183 (3.4) 18,437 18,231 1.1
Residential mortgages ... e i e 5} 8 (25.0) 55,260 53,402 4.8
Credilcard .. o e e - - - -
Otherretail ... ... .. o - 2 . 53,296 H0,247 6.1

Total loans, excluding coveredloans .. ................. 94,000 92,0449 21 137,856 132,232 4.3
Covered [0ans . ... o e e - - 3,445 4,186 7.9

Total JoaMS . e e 34,000 42 049 2.1 141,301 136,428 36
Goodwill L. i e 1,647 1,847 - 3,681 3,682 -
Other intangibleassats ... ... .. o L L 13 17 {£23.5) 2,739 2,422 134
RSBl L. L e e i 102,586 100,670 2.0 155,835 151,759 2.7
Noninterest-bearing daposits . ... oo i 36,001 35912 (2.5) 27,983 27 516 1.7
Interestchecking ... . . oo e 3,350 8,616 15.5 47,332 43,6083 B.6
Savings producls .. oL e e 45,773 42,300 8.2 60,6832 H7 442 5.6
TiMe deposits . o e e 16,136 13,077 23.4 12,9032 14274 {8.6)

Totaldeposita ... .. .. 107,860 100,905 5.2 148,850 142,825 4.2
Total U.S. Bancorp shareholders’ aguity ... ... ..., 9,872 8.996 9.7 11,468 11,192 2.5
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Weatth Maragsment and Mayment | reasury and Cunsolidated
Investment Sonvices Serdres Corporale Support Cormpany
Parcart Pernent Percent Percer
2M7F 2016 Changs 2017 2016 Change 27 2016 Changs 2mr 2HG  Change
$ 763 $ 537 424A%| 2223 8 2,141 3.8% 1918 § 2080 699 % 12,446 § 11,731 6.1%
1,646 1,088 3.6 3,613 3,682 1.4 950 981 3.2 9,554 8,556 -
- - - - - - 80 20 * a7 22
2,409 2,126 13.3 5,836 5,703 23 2,928 3,061 {4.3) 22,057 21,308 2.5
1,608 1,611 6.4 2,761 2,601 6.2 1,718 887 93.7 12,770 11,497 111
20 24 (16.7) 121 118 17 - - - 176 179 (2.2)
1628 1,535 6.1 2,882 2,720 6.0 1,718 BE7 957 12,845 11,676 10.9
781 591 221 2,854 2,883 {1.0) 1,210 2,174 {44.3) 89,112 8,632 5.4
{1} {4) 75.0 1,082 j=lale) 24.5 a3t 1 ” 1,380 1,324 5.0
782 535 314 1,872 2,114 {11.4 1,241 21473 {42.9) 7722 8,308 7.1y
284 216 315 682 770 {11.4) {890} 130 - 1,469 2,364 (37.9)
498 379 314 1,130 1,344 (11.5) 2,131 2,043 4.3 6,253 5,944 5.2
- - - {13) [32) 58,4 {22} {24] 8.3 {35) [66) 375
$ 498 $§ 379 31.4 & 1177 § 1312 (10.3) 2109 § 2018 4.5 $ 6218 $ 5885 5.6
$ 3434 $ 2916 17.B%| $ 8082 § 7,535 7.3% 687 384 78.8% | $ 95904 § 92,043 4.2%
508 H23 (2.9} - - - 2,676 3,103 {13.8) 42,077 43,040 {2.2)
2,818 2272 240 - - - - - - 58,784 55,682 586
- - - 20,906 20,480 2.0 - - - 20,906 20,490 2.0
1,660 1,657 6.6 480 524 {12.2) - 8h,418 52,330 59
2,420 7,265 1589 23,448 28,5439 3.1 3,363 3,487 (3.6 243,087 263,585 3.6
- - - - : - o 30 {83.3) 3,450 4,226 {18.4)
2,420 7,266 15.9 23,448 28,549 3.1 3,568 3,617 4.2) 276,537 267 811 3.3
1,668 1,667 A 2,465 2,463 A - - - 9,361 9,353 -
81 101 {19.8) 401 433 {18.7) - - - 3,234 3,033 6.6
11,588 10,358 11.9 35,020 34,389 1.8 143,553 136,237 5.4 448,582 433,313 3.5
14,819 13,716 8.0 1,037 951 9.0 2,093 2,081 .B 51,933 81,176 el
10,628 9,477 121 - - 43 40 7.5 57,953 61,726 10.1
42,305 36,570 173 102 97 5.2 457 491 (6.9 149,859 136,900 9.5
4,003 3,676 3.3 - - 717 1,781 {53.7) 33,759 33,008 2.3
72,3658 653,639 137 1,139 1,048 8.7 3,310 4,333 {24.7) 333,514 312,810 5.6
2373 2,382 {.4] 6,269 5,389 {1.9) 18,484 18,380 B 48,466 47,339 2.4
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Non-GAAP Financial Measures

In addition to capital ratios defined by banking regulators, the
Company considers varicus other measures when evaluating
capital utilization and adequacy, including;

— Tangible comman equity to tangible assets,
— Tangible common equity to risk-weighted assats,

— Common equity tier 1 capital to risk-weighted assets estimated
for the Basel Il fully implemented standardized approach, and

— Common equity tier 1 capital to risk-weighted assets estimated
for the Basel I fully implemented advanced approaches.

These capital measures are viewed by management as useful
additional methods of refiecting the level of capital available to
withstand unexpected negative rmarket or economic conditions.
Additionally, presentation of these measures allows investors,
analysts and banking regulators 1o assess the Company's capital
position relative to other financial services companies. These
measures differ from currently effective capital ratios definad by
banking regulations principally in that the nurmerator of the
currently effective ratios, which are subject to cartain transitional
provisions, tempeorarily excludes a portion of unrealized gains and

losses related to available-for-sale securities and retirernent plan
abligations, and includes a porion of capital related to intangible
assets, other than MSRs. These capital measures are not defined
in GAAP, or are nat currentiy effective or defined in federal
banking regulations. As a result, these capital measures disclosed
by the Company may be considered non-GAAP financial
measures.

The Company also discloses net interest income and related
ratios and analysis on a taxable-equivalent basis, which may also
be considered non-GAAP financial measures, The Company
believes this prasantation to be the preferred industry
maasurameant of net interest income as it provides a relevant
comparison of net interest income arising from taxeble and
tax-exempt sources. In addition, certain performance measures,
including the efficiency ratio and net interest mergin utilize net
interest income on a taxeble-equivalent besis.

There may be limits in the usefulness of these measures to
investors. As a result, the Campany encourages readers to
consider the consolidated finencial statements and other financial
information contained in this report in their entirety, and not to rely
on any single financial meesure.



The following table shows ths Company's calculation of these Nen-GAAP financial measurses:

At December 31 (Dollars in kMillions) 2017 016 2005 2014 2013
TOMEl BOUIEY . oo ot e e et et e e e e e e $ 49,666 $ 47,933  § 46,817 $ 44,168 $ 41,807
Prafemad stock ... .o o e {5,419) {5,601) {5,501) {4,756 {4,758)
MNoncormroling INerests .. .. . e e e e {626} {B35) {686) {689) {B94)
Goodwill fnet of deferred tax liability)™ ... oo 8,613) (8,203) {8,298) {8,403) {8,343)
Intangibla asaets, other than mortgage servicing righls ... ... o0 {(583) 712 {838) {£24) {849)
Tangible common equity® .. ... e e 24,426 32,882 31,497 29 496 27,185
Tangible common equity (as caloulated above) ... oo 34,425 32,882 31,497 28,496 27,165
AU L e e {550} {55) 67 172 224
Common aquity tier 1 capilal eslimated for the Basel [l fully implemented
standardized and advanced approaches® ... . o o e 33,875 32,82/ 31,564 28,668 27,389
Tier 1 capital, determined in accordance with prescribed regulatory requirements
using Basel ldafinition ... ... o 33,386
Frafarred B OGK o e e e e {4,75E)
Noncontrolling interests, less preferred stock not eligible for Tier 1 capital .. ... .. {6BE)
Tier 1 comron equity using Basel 1 definitiont . ... o o 27,942
QLo T L T 462,040 445 964 421,853 402,529 364,021
Coodwill {net of deferred tax liabiligdt . ..o o o {8,613 {8,203) (8,205} (8,403} {8,343)
Intangible assets, other than mortgage servicingrights ... ... .o o1 (683} (712} (838) {824) {849)
Tangible assetald . L. e e 452,844 437,049 412,720 383,302 354,829
Risk-weighted assets, determined in accordance with presciibed transitional
standardized approach regulatory requirementsi e oL oo 367,771 358,237 341,360 317,398 287,919
e T T 4,473 4,027 3,882 11,110 13,/12
Risk-weighted assets estimated for the Basel Il fully implemented standardized
APProachil L. e 372,244 362,264 345 262 328,508 311,831
Risk-weighted assets, determinad in accordance with prescribed transitional
advanced approaches regulatory requirements ... ... oo 287211 277,141 261,668 248,596
F o1 == 4,769 4,295 4,089 3,270
Risk-weighted assets estimatad for the Baset [l fully implermented advanced
=TT 0= ] T 241,880 281,436 280,767 261,866
Ratios
Tangible common equity to tangible assetsEA . o o Lo 7.6% 7.5% 7.6% f 0% 7%
Tangible common equity to risk-weighted assetsivel . . o o o 8.4 9.2 9.2 9.3 8.1
Tier 1 cormmaon equity Lo risk-weighted assats using Basel | definitionidds .. 94
Cormmon equity tier 1 capital to sk weighted azsets estirmated for the Basel [l
fully implementsd standardized approachit¥® ... o oo 9.4 9.1 a1 2.0 as
Common equity lier 1 capital to risk-weighted assets estimated for the Basel |l
fully implernented advanced approachestfi ..o oL o oo 11.6 1.7 11.9 11.8
‘Thras Morths Endod
Decemizer 31 ‘Yaur Ended December 31
3017 2016 2017 2016 2015 2014 2013
Net imterastincorme ... .t e e $3,144  $2,955 $12,241  $11,528  $11,0001  $10,7v6  $10,604
Taxable-equivalent adjustment® . ............. .. 0. 53 49 205 203 213 222 224
Net interast incorme, on a taxable-equivalent basis . ... .. 3,187 3,004 12,448 11,731 11,214 10,997 10,828
Nat interest incarme, on a laxable-equivalent basis {as
calculated above) ... .. e 3,197 3,004 12,446 11,731 11,214 10,947 10,828
Nonimterast inCome . ... . e e 2,441 2,431 9,611 98577 9,082 a,164 8,774
Less: Securities gains losses), net ... . o e 10 g 57 22 - 3 )
Total net revenue, excluding net securities gains
flossasi . 5,628 5429 22,000 21,286 20,306 20,158 18,593
Noninterest expensel . ... ... e 3,839 3,004 12,945 11,676 10,931 10,718 10274
Efficiancy ratiol L, . e e 70.0%  55.3% £58.8% 54.9% 53.8% 53.2% 52.4%

1) Incluces ool related fo cenain investments in unconsathiod Saaneial institutions per prescobed reguiatony requinements boginning fMarch 37, 2074,

(8] friefudes net (guins) osses o cash fow fedgss inchaded i accumetod ofher compretensive income floss) and othar adiustments.

) December 31, 2017, 2016, 2015 and 2014, catculated vndar the Dasol i fransitiona! standerdized approach; December 31, 2013 caltuated undor Raset £

4] Inciudes higher fsk-wekghting for unfunded loan commilmants, investrment socunitios, resiential morgages, MSAS snd other adusiments.

{5 Frimarify retects higher fski-weohting for MERs

&) [itifizes a fax rate of 35 paent, for the perdods presented, for those assots and lishilities wiiose hoome or expanse 1S nof included for ladaral incoma lax pumoses

BY mamp



Accounting Changes

Note 2 of the Notes to Consalidated Financial Statements
discusses accounting standards recently issued but not yet
raquired to be adopted and the expected impact of thase
changses in accounting standards. Ta the extent the adoption of
new accounting standards materially affects the Company's
financial condition or results of operationg, the iImpacts are
discussed in the applicable section{s) of the Managament's
Discussion and Analysis and the Notes to Consclidated Financial
Statements,

Critical Accounting Policies

The accounting and reperling palicies of the Company comply
with accounting principles generally accepted in the United States
and conform to general practices within the banking industry. The
preparation of financial statements in confarmity with GAAP
requires management to make estimates and assumptions. The
Company's financial position and results of operations can be
affected by these estimates and assurnptions, which are integral
to understanding the Company's financial statements, Critical
accounting policics are those policios managemont bolioves ara
the most important to the partrayal of the Company's financial
condition and results, and require managament to make
estimates that are difiicult, subjective or comiplex, 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 party sources or
available prices), sensitivity of the estimates 1o changes in
economic conditions and whether alternative accounting
methods may be utilized under GAAR, Management has
discussed the development and the selection of critical
accounting policies with the Company's Audit Committee.
Significant accourting policies are discussed in Note 1 of the
Notes to Consgolidated Financial Statements. Those policies
considerad to be critical accounting policies are described below.

Allowance for Credit Losses The allowance for credit losses is
established to provide for probable and estimable lossas incurred
in the Company's credit portiolio. The methods utilized {0
estimate the allowance for credit losses, key assumptions and
guantitative and qualitative information considered by
management in determining the appropriate allowance for credit
losses are discussed in the "Credit Risk Management” secfion.
Management's evaluation of the appropriate allowance for
credit losses is oflen the most critical of all the accounting
astimates for a banking institution. It is an inherently subjective
process impactad by many factors as discussed throughout the
tManagement's Discussion and Analysis section of the Annual
Report. Although methodologies utilized to determine each
elament of the allowance reflect management's assessment of

cradit risk as identified through assessments completed of
individual credits and of homogenous pools aflected by material
credit events, degrees of imprecision exist in these measurement
tools due in parl to subjective judgrments involved and an inherent
lag in current conditions and events that affect credit loss reserve
gstimates. As discussed in the "Analysis and Detarmination of
Allowance for Credit Loasas” section, managemant considars the
effect of changes in economic conditions, risk management
practices, and other factors that cantribute to imprecision of loss
astirnates in determining the allowance for credit lasses. If not
considered, incurred losses in the credit portfolio related to
imprecision and other subjective factors could have a dramatic
adverss impact on the liquidity and financial viability of a banking
institution.

Given the many subjective factors affecting the credit portfolio,
changes in tha allowanca for credit losses may not directly
coincide with changes in the risk ratings of the credit partfolio
reflacted in the risk rating process. This is in part due to the
timing of the risk rating process in relation to changes in the
business cycle, the exposure and mix of loans within risk rating
categaries, levels of nonperforming loans 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 changing credit quality, while nonperforming loans
and net charge-offs rmay be slower to reflact changes. Alsc,
inherent loss rates applicable to risk rated loans, determined
through migration analysis and historical loss performance over
the estimated business cycle, may not change to the same
degree as net charge-offs. Becauss risk ratings and inherent loss
ratios primarily drive the allowance specifically allocated to
commercial lending segment loans, the degree of change in the
commercial lending allowancs may differ from the level of
changes in nonperforming loans and nat charge-offs, Also,
management would maintain an appropriate allowance for credit
losses by updating aggregate allowance rates to reflect changes
in economic uncertainty or business cycle canditions.

Some factors considered in determining the appropriate
alowance for credit losses are quantifiable while other factors
require qualitative judgment. Managemeant conducts an analysis
with respact to the accuracy of risk ratings and the volatility of
inherant losses, and utilizes this analysis along with qualitative
factors that can affect the precision of credit loss estimates,
including economic canditions, such as changes in
unemployment or bankruptey rates, and concentration risks,
such as risks associated with specific industries, collateral
valuations, and loans to highly leveraged entarprises, in
determining the overall level of the allowance for credit losses.
The Gompany's determination of the allowance for commercial
lending segment loans is sensitive to the assigned credit risk
ratings and inherent loss rates at December 31, 2017, Inthe
evant that 10 percent of period ending loan balances {including
unfunded commitments) within each risk category of this
segment of the loan portfolio experienced downgrades of twa risk
categories, the allowance for credit losges would increase by
approximately $234 milion at December 31, 2017, The Company



believes the allowance for credit losses appropriately considers
the imprecision in estimating credit losses based on credit risk
ratings and inherent loss rates but actual losses may differ from
those estimates. In the event that inherent loss or estimated loss
rates for cornmercial landing segment loans increased by

10 percent, the allowance for cradit losses would increase by
approximately $170 milion at December 31, 2017, The
Company's determination of the allowance for consumer lending
segment loans is sensitive to changes in estimated |oss rates and
estimated impairments on restructured oans. In the event that
gstimated Iosses for this segmeant of the loan portfolio increased
by 10 percent, the allowance for credit losses would increase by
approximately $174 million at December 31, 2017, Because
several gquantitative and qualitative factors ara considered in
determining the allowance for credit losses, these sensitivity
analyses do not nacessarily reflect the nature and extent of future
changes in the allowance for credit losses. They ars intended to
provide insights into the impact of adverse changes in risk rating
and inherent losses and da not imply any expectation of futura
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.

Fair Value Estimates A portion of the Company's assets and
liabilities are carried at fair value on the Consclidated Balance
Sheet, with changes in fair value recorded either through earnings
or other comprehensive income (loss) in accordance with
applicable accounting principles generally accepted in the United
States. These include all of the Company’s availatle-for-sale
irvestment securities, derivatives and other trading instruments,
M5Rs and MLHFS. The estimation of fair value also affects other
lcans heid for sale, which are recorded at the lower-of-cast-or-fair
value. The determination of fair valus is important for certain other
assets that are periodically evaluated for impairment using fair
value estimatss, including goodwill and other intangible assets,
impaired loans, OREO and cther repossessed assats.

Fair value is generally dafined as the exit price at which an
asset or liability could be exchanged in a current transaction
between wiling, unrelated parliss, other than in a forced or
liquidation sale. Fair valug is based on guoted market prices in an
active market, or if market prices are not available, is estimated
using models employing techniques such as matrix pricing or
discounting expected cash flows. The significant assumptions
used in the modals, which include assurnptions for interest rates,
discount rates, prepayments and credit losses, are independently
verified against observable market data where possibls, Wheare
observable market data is not available, the estimate of fair value
becomes more subjective and involves a high degree of
judgrment. In this circumstance, fair value is estimated based on
managerment’s judgment regarding the value that market
paricipants would assign to the asset or liability. This valuation

process takes imo consideration factors such as market illiguidity.
Imprecision in estimating these factors can impact the amount
recorded on the balance sheet for a particular assst or ligbility
with related impacts to sarnings or other comprehensiva income
{loss).

When available, trading and available-for-sale securities arg
valued based on quoted market prices, However, cerlain
securities are traded less actively and, therefore, guoted market
prices may not be available. The determination of fair value may
reguire benchrarking to similar instruments or performing a
discourited cash flow analysis using estimates of future cash
flows and prepayment, intersst and default rates. For more
infarmation on investrment securities, refer 1o Note 4 of the Notes
to Consolidated Financial Statements,

As fow darivative contracts are listed on an exchange, the
majority of the Company’s derivative positions are valued using
valuation teshnigues that use readily observable market inputs.
Certain derivatives, however, must be valued using techniques
that include unobservalile inputs. For these instrumnents, the
significanit assumnptions must be estimated and, therefore, are
subject to judgment. Note 19 of the Nates to Consclidated
Financial Statements provides a summary of the Company’s
derivative positions.

Rafer to Note 21 of the Notes to Consolidated Financial
Staternents for additional information regarding sstimations of fair
value,

Purchased Loans and Related Indemnification Assets In
accordance with applicable authoritative accounting guidance
effective for the Company beginning January 1, 2009, all
purchased loans and relatad indemnification assets arising from
loss-sharing arrangements with the FDIC are recorded at fair
value at date of purchase, Tha initial valuation of these loans and
the related indemnification assets requires management to maksa
subjective judgments concerning estimates about how the
acquired loans will perform in the future using valuation methods
including discounted cash flow analysis and independent third
party appraisals. Factars that may significantly affect the initial
valuation include, among others, market-based and industry data
related to expected changes in interesl rates, assumptions
related to probability and severity of credit losses, estimated
tirning of cradit losses including the foreclosure and liquidation of
collateral, expected prepaymant rates, required or anticipated
loan modifications, unfunded loan commitments, the specific
terms and pravisions of any loss sharing agreements, and
specific industry and market conditions that may impact discount
rates and independent third parly appraisals.

On an ongoing basis, the accounting for purchased loans and
refated indemnification assets follows applicable authoritative
accounting guidance for purchased non-impaired loans and
purchased impaired loans. Refer to Notes 1 and 5 of the Notes ta
Consolidated Financial Statements for additional information. In
addition, refer to the *Analysis and Determination of the
Allowance for Gredit Losses" section for information on the
determination of tha required allowance for credit losses, if any,
for these loans,

69



v 70

Mortgage Servicing Rights MSRs ara capitalized as separate
assats when loans are sold and servicing is retained, or may be
purchased from athers. The Company records MSRs at fair
value. Because MSHs do not trade in an active market with
readily abservable prices, the Company dstermines the fair value
by estimating the present value of the assat's future cash flows
utilizing market-based prepayment rates, option adjusted spread,
and other assumptions validated through comparison to trade
information, industry surveys and indspendent third party
valuations. Changes in the fair value of MSRs are recorded in
earnings during the period in which they occur. Risks inharent in
the valuation of MSRs include higher than expectad prapayment
rates and/or delayed receipt of cash flows. The Company utilizes
derivatives, including interest rate swaps, swaptions, forward
commitments to buy TBAs, U.S. Treasury and Eurodollar futures
and options on U.S. Treasury futures, to mitigate the valuation
risk. Refer to Notes 8 and 21 of the Notes to Consolidated
Financial Statements for additional information on the
assumptions used in determining the fair value of MSRs and an
analysis of the sensitivity to changes in intarast rates of the fair
value of the MSHs portfolio and the related derivative instruments
used to mitigate the valuation risk,

Goodwill and Other Intangibles The Company records all
assets and liakilities acquired in purchase acquisitions, including
goodwill and other intangibles, at fair value. Goodwill is not
amartized but is subject, at a minimum, to annual tests for
impairment. In certain situations, interim impairment tests may be
required it events occur or circurnstances change that would
more likely than not reduce the fair value of a reporting unit below
its carrying amount, Other intangible assets are emortized 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 reslize the carrying
amount.

The inftial recognition of goodwill and other intangible assets
and subsaquent impairment analysis require management to
make subjective judgrments concerning estimates of how the
acguired 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
dificult to determine over an extendsd timeframe. Events and
factors that may significantly affact the estimates includs, among
others, compstitive 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 sffort to assess and
validate assumptions utilized in its estimates.

In assessing the fair value of reporling units, the Company
considers the stage of the currant business cycle and potantial
changas in market conditions in estimating the timing and extent
of future cash flows. Also, managemert often utilizes other
infarmation to validate the reasonablensss of its valuations,
including public market comparables, and multiplas of recent

mergers and acquisitions of similar businesses. Valuation
multiples may be based on revenue, price-to-sarmings 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
detarmined based an the amount of equity required for the
reporting unit's activities, considering the specific asssts and
liahilities of the reporting unit. The Company delermines the
amount of equity for each reporing unit on a risk-adjusted basis
considering economic and regulatory capital requirements, capital
markets activity in the Company’s Gorparate and Commercial
Banking segrment and includes deductions and limitations related
to cerlain types of assats including MSRs and purchased credit
card relationship intangibles. The Company does not assign
corporate assets and liabilities to reporling units that do not rslate
to the opsrations of the reporting unit or are not considered in
determining the fair value of the reporting unit, These asssts and
liabilities primarily relate to the Company's investmsnt securities
partfolio and other investmenits (including dirsct equity
investmants, bank-owned life insurance and tax-advantaged
investmants) and corporate debt and othar funding liabilities. In
the most recent goodwdll impairment test, the portion of the
Company's total equity allocated to the Treasury and Gorporate
Support operating segment included approximately $2 billion in
exgess of the economic and regulatory capital requirements of
that segment.

The Company's annual assessment of potential goodwill
impairment was completed during the third quarter of 2017.
Based an the results of this assessmant, no goodwill impairment
was recognized. The Company continues to monitor goodwill
and other intangible assets for impairment indicators throughout
the vear.

Income Taxes The Company estirmates income tax expense
based an amounts expected to be owed to the various tax
jurisdictions in which it operates, including federal, state and local
domestic jurisdictions, and an insignificant amount to foreign
[urisdictions. The sstimated income tax expense is reported in tha
GConsolidated Statement of Income. Accrued taxes are reponed
in other assets or other liabilities on the Consolidated Balance
Sheet and represent the net astimated amount due to orto be
received from taxing jurisdictions either currently or deferred to
future pariods. Deferred taxes arise from differences betwean
assats and liabilities measured for financial reporting purposes
varsus income tax raporling purposes. Deferred tax assets are
recagnized if, in management’s judgmant, their realizability is
determined to ba more likely than not. Uncertain tax positions
that meet the more likely than not recognition threshold are
measured to determine the amount of benefit to recognize, An
uncerlain tax position is measured at tha largest amount of
benefit ranagernent belisves is mare likely than not to be realized
upon setlement. In estimating accrued taxes, the Company
assesses the relative merits and risks of the appropriate tax
treatrment considering statutory, judicial and regulatory guidance
in the context of tha 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 athers, given the same information, may at any
point in time reach different reasonable conclusions regarding the
estimated amounts of accrued taxes.

Changes in the estimate of accrued taxes occur periodically
dus to changss in tax rates, interpretations of tax laws, the status
of examinations bseing conductad by various taxing authorities,
and newly anacted statutory, judicial and regulatory guidance that
impacis tha relative merits and risks of tax positions. These
changes, when they occur, affect accrued taxes and can be
significant to the operating results of the Gompany. Refer to
Mote 18 of the Notes to Consclidated Financial Statements for
additional information regarding incoma taxes.

Controls and Procedures

Under the supervision and with the participation of tha
Company's managemant, including its principal executive officer
and principal financial officer, the Company has evaluatad the

effectiveness of the design and operation of its disclosure
controls and procedures {as defined in Rules 13a-15(g} and
16d-156(e} under the Securities Exchange Act of 1834 (the
“Exchange Act"). Based upon this evaluation, the principal
executive officer and principal financial officer have concluded
that, as of the end of the period coveared by this report, the
Company's disclosure controls and procedures were affective.

During the most recently completed fiscal quarier, there was
no change mads in the Company's intarnal contrals over financial
reparting (as defined in Rules 13a-15{f) and 15d-15(f) under the
Exchange Act) that has materially affected, or is reasonably likely
o materially affect, the Company's internal control over financial
reporling.

The annual report of the Company’s managemant on internal
control over financial reporting is provided on page 72. The
attestation report of Ermnst & Young LLP, the Comparny's
independent accountants, regarding ihe Company's imernal
contral over financial reporting is provided on page 74.
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Report of Management

Responsibility for the financial statements and other information presented throughout this Annual Report rests with the management of
L&, Bancorp. The Compary believes the consolidated tinancial 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 hest
estimatas and judgment.

In mesting its responsibilitias for the reliability of the financial staterents, management is responsible for establishing and maintaining an
adequate systern of internal control over financial raporting as defined by Rules 13a-15(f) and 15d-15(f under the Securities Exchange Act
of 1934. The Company’s system of internal cantrol is designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of pukblicly filed financial staternents in accordance with accounting principles generally accepted in the
United States.

To test compliance, the Company carries out an axtensive audit program. This program includes a review for compliance with written
policies and procadures and a comprehensive review of the adequacy and effectiveness of the system of internal control. Although control
procedures are designed and tested, it must be recognized that thera are limits inherent in all systerns of internal control and, therefore,
errors and iregularities may nevertheless occur. Also, estimates and judgments are required 1o assess and balance the relative cost and
expected bensfits of tha controls. Projection of any svaluation ot effectiveness to future periods are subject to the risk that contrals may
becoma inadeguate 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. Bancarp, The Audit
Commitlee meets periadically with management, the internal auditors and the independent accountants to consider audit results and to
discuss intermal accounting control, auditing and financial reporting matters,

Muartagsinent assessed Lhe effecliveness of the Company's system of Internal control over financial reporting as of December 31, 2017, 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 (2013 framework). Based on our assassment and those criteria, managament
believes the Company designed and maintained effactive internal contral over financial reporting as of December 31, 2017,

Tha Company's independent accountants, Emst & Young LLP, have been angaged to render an independent professional opinion on the
financial staternents and issue an attestation report on the Company's internal control over financial reporting. Their opinion on the
financial staternents appearing on page 73 and their attestation on intermal control over financial reporting appearing on page 74 are
based on procedures conducted in accordance with auditing standards of the Public Company Accounting Oversight Board

{United Statas).



Report of Independent Registered Public Accounting Firm
To the Shareholders and the Board of Directors of U.3. Bancorp

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of U.S. Bancorp {the Compary} as of December 31, 2017 and 2016,
and the related consolidated statements of income, comprshansive income, shareholders’ equity, and cash flows for each of the three
yaars in the peficd ended December 31, 2017, and the related notes {collectively refermed to as the “financial statements”). In our opinion,
the financial statements present fairly, in all material respects, the consolidated financial position of the Company at December 31, 2017
and 2016, and the consclidated results of its oparations and its cash flows for each of the three years in the period anded December 31,
2017, in comformity with L.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Gversight Board (United Statas) (PCAOB}, the
Company's internal control over financial reporting as of December 31, 2017, based on criteria established in Internal Gontrol-Integrated
Framework issued by the Committea of Sponsoring Organizations of the Treadway Commissian (2013 framework), and our reporl dated
February 22, 2018 expressed an ungualified opinion thereon,

Basis for Opinfon

These financial staterments are the responsibility of the Company's management. Our responsibility is to express an opinion on the
Company's financial statements based on our audits. We are a public accounting firm registered with the PGAOB and are required 1o be
independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of
the Securities and Exchange Commission and the PCACB.

Wa conducted our audits in accordance with the standards of tha PCAOB. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial staternents are free of material misstaternent, whether due to error or fraud. Our
audits included performing procedures to assess the risks of material misstaternent of the financial staterments, whether due to error or
fraud, and perlorming procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding
the amounts and disclosures in the financial statements. Our audits also included svaluating the accounting principles used and significant
estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe that our audits
provide a reasonable basis for our opinion.

Gant ¥ MLL?

We have served as the Company's auditor since 2003.

Minneapolis, Minnesota
February 22, 2018
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Report of Independent Registered Public Accounting Firm
To the Shareholders and the Board of Directors of U.S, Bancorp

Opinion on Internal Control over Financial Reporting

We have audited LS. Bancorp's internal control over financial reporling as of December 31, 2017, based on criteria established in Internal
Control—Integrated Framework issued by the Committes of Sponsoring Organizations of the Treadway Commission (2013 framework)
(the GOS0 critsria). In our opinion, U.S. Bancorp (the Company} maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2017, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) (PCACE), the
consolidated balance sheets of U.S. Bancorp as of December 31, 2017 and 2016, and the related consolidatad statements of income,
comprehensive income, shareholdars’ squity and cash flows for each of the three years in the period ended December 31, 2017, and the
related notes {collectively referred to as the “financial statements”) of the Company and our report dated Fshruary 22, 2018, expressed an
ungualified opinion thareon.

Basis for Opinion

The Company's management is responsible for maintaining eflective internel control over financial reporting and for its assessment of the
effectiveness of internal conitrol over financiel reporting included in the eccompanying Report of Management. Our responsibility is to
express an gpinion on the Company's internal control over financial reporting based on our audit, We are a public accounting firm
registered with the PCAOB and ere reguired to be indapendent with respect ta the Gompany in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audit in accardance with the standerds uf e PCAOB. Thuose staiddrds réquire that we plan and perform the audit to
obtain reasonahble assurance about whether effective internal control over financial reporting was maintained in all material respects,

Our audit included obtaining an understanding of internal control over financial raporting, assessing the risk that a material weakness
exists, testing and evelueting the design and operating effectiveness of internal control based on the assessed rigk, and performing such
other procedures as we considered necessary in the circumstances. We belisve that our audit provides e reasonable basis for our
QpRIRIoN.

Definition and Limitations of Internal Control Over Financial Reporting

A company's internal control over financial reporting is a process designed 1o provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposas in accordance with generally accepted accounting
principles. A company's internal cantral over financial reporting includes those policies and pracedures that (1) pertain to the maintenence
of records that, in reasonable detail, accurataly and fairly reflect the transactions and dispositions of the assets of the cormpany; (2} provide
raasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that recaipts and expenditures of the company are being made only in accordance with
autharizations of management and directors of the company; and {3) provide reasonable assurance regarding prevention ar timely
detaction of unautharized acquisition, use, or disposition of the company's assels that could have a material sffsct on tha financial
statamants.

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 inadeguats because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate,

Samet ¥ MLLP

Minneapolis, Minnescte
February 22, 2018
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U.S. Bancorp
Consolidated Balance Sheet

At December 31 Lobars 1 Milhons) 2m7 2016
Assets
Cash and due Trom BanKS . L e e e e e e $ 19,505 $ 15705
Invastment securities
Held-to-maturity {fair value $43,723 and $42,435, respactivaly) . ... ..ottt o e 44 362 42,991
Avallable-for-sale ($6849 and $756 pledged as collateral, respectivaly)® . L . o e 88,137 66,284
Loans held for sale (including $3,534 and $4,822 of mortgags loans carried at fair value, respectively) . ............ 3,554 4,826
Loars
[ Ty T | 97 561 03,386
Comnmercial real @tatD . o e e e e e 40,463 43,098
LTy e g = 59,783 br2¢4
L0 = 0 T A 22,180 21,/48
L0 T 1 b¥,324 53,864
Tatal [0ans, exCluding GOVErem 08NS . .. ot e e e e e e e e e e ey 277,311 269,371
L0 1= o Lo 3,121 3,836
Qo= = RPN 280,432 273,207
Lass allowance far I0am I088EE . ..o ot e e e e e e e e {3,925} {3,813}
R =00 L= 276,507 269,394
PrOMISeS AN U IO .. oo e e e e e e e e e e e e 2,432 2,443
GOl L e e e e e e 9,434 9,344
OAher IMlang Dl e B8BTS .« . o e e e e e 3,228 3,303
Other assels (including $238 and $314 of trading securities at fair valus pledged as collateral, respectivelyya ... ... 34,881 31,674
Tolal B88E15 .. e e e e e e $462,040 $445,964
Liabilities and Shareholders’ Equity
Deposits
OIS - AN . .. e i e e e e § 87,557 % 86,097
erEst-Deain g L e e e e e e e e 253,658 248,493
ot BE SIS o o e e e e e e e e e e e 347,215 334,580
SO B O OIS o ot et e e e e e e e e e e e 16,651 13,863
oM el L o e e e e e e e e 32,259 33,323
OthEr DS . o e e e e e e e e e e 16,249 16,155
Total labilies o e e e e 412,374 398,031
Shareholders' equity
LSSz Lo =" o] 5419 5,501
Commaon stock, par value $0.01 a share — authorized: 4,000,000,000 shares; issued: 2017 and 2016 —
2 G, T G, T SNarEG . . L. e e e 21 21
L0 =TT 8,464 8,440
Lo T e =T ] N 54,142 60,1561
Less cost of common stock in treasury: 2017 — 470,080,231 shares; 2016 — 428,813,585 shares . ... . ...... {17,602) {15,280
Acoumulated other Comprenensve INCOME (0B8] . .. vt e it e et e e e e {1,404} {1,535)
Total U.S. Bancorp sharehalders aguity . ... oo oo i e e e 48,040 47,298
O OMrC g I e ElS . oL o i e e e e e e, 826 635
= 49,6686 47,933
Total liahilities and equily .. ..o e e e e e e e $462,040 $445,964

(@l inoludfes ooty colls ter plecgred By the Company whare countorpanties have the nittit ko sail or pledae the coliaters!,
(L) noludes e deposits grestar than $260,000 balincns nf $6.8 hiion and &3 0 bilion at ODecember 31, 2017 and 2016, respectively.
Sen Motos fo Consolidated Financial Stalaments.



U.S. Bancorp
Consolidated Statement of Income

“Year Ended Dacember 31 (Dallars and Shares in Millons, Except Per Share Data) 2017 2016 20115
Interest Income
17T T PO $11,827 $10,810 $10,059
LoANS NI O 8Ol L 4 ot et et it i e e e e e e e e 144 159 208
[T LRI A= o1 L= = 2232 2,078 2,001
L= T L Y=ot Vet = It 182 126 136
I === 0T 14,385 13,167 12,402
Interest Expense
9= =) = 1,044 a22 457
Fo T L R T I TP 319 263 245
[0 VoI 1= e =" 1 784 754 689
Total INErest BXDENSE ... v i e it i i e e 2144 1,639 1,401
R T 1= AL < R A 12,241 11,528 11,001
ProVISION TOr Credi IO0BEEE .« ot vt it i e e ey 1,390 1,324 1,132
Met interest income afler provision for aredit I0SSES . .. .. o i i e 10,851 10,204 9,863
Noninterest Income
Cradit and debit Card revante . . L. e e 1,252 1177 1,070
Corporate payment products FEVENLIE ... . ..t e e e e e e 753 712 708
hMerchant processing SaMVITEE L . o ot it e e e 1,690 1,582 1,547
AT DI OCEEEING SBIVICEE . . . o ettt s et e e 362 338 318
Trust and investment Managemenl 888 . ... . i e e e e e e e 1,522 1.427 1,321
Deposil S8MVICE ChEIGEE o\ ottt e et e et e e e o1 725 702
Treasury MANAgement fBES . ..o o e e 618 583 561
Commercial ProducES FBVENUE . . ...ttt e et e e e e 849 871 867
hMortgage banking rEVeNLIE . ... ..ttt et e e 834 979 906
Investment products fBBE ... .o e e e 163 158 185
Securities gains {osses), net
Realizad gains {JoSSES), NBL . ..o e i e e e 57 27 1
Total other-than-temparary IMpPEIrmEnt ... .. .. . e e et ittt e m e eas - G} (1)
Portion of athar-than temporary impairment recognized in other comprehensive income floss) ....... — il -
Total securities gains {l0sSaS), NBT . ... it e e 57 22 —
L] (7= 860 993 Q07
Total NONIMBIEEt MO OMIE . . oo it i it e e e e e e i s 3,611 8,577 9,082
Noninterest Expense
07T g =TT o T P 5,746 5,212 4,812
Employes benefits .. . e e e e 1,186 1,119 1,167
Net oocupancy and BOUIDIMENT . .. L. . et e e e e e 1,018 988 991
e E w1 U 0 = R G N 419 502 423
tarketing and business davelopmant . ... ... . e s 542 435 361
Tachnology and CommUNICATIONS .. ... e e e e e e e 977 95 agy
Postage, printing and supplies ... . .o 323 311 297
LT =0T 110 = 175 178 174
0] = 2,668 1,975 1,819
Total NOnINtErest SXPEINSE .. . . .t et e e e i e e 12,945 11,676 10,831
INCOME BEfOre IMCOm e KBS .« o ot i e e e e i e e e 7,617 8,105 8,030
Apphcable INCOME TEXBE .. .. . e e e 1,264 2,161 2,097
K=o = S O 5,253 5,944 5,933
Net (income) loss attributable to noncantroling interests . ... ... oo oo o {35) {56) {54]
Net income attributable 10 U8, BANCOMD ..o ottt e et et et e $ 6,218 § 5.888 $ 5.879
Net income applicable to U.S. Bancorp common shareholders ... . o oo o $ 5913 $ 5589 $ 5,608
ESrnings Par COMIMON SREME . .. o\ v sttt e s e s e e et e e e e a e e e $ 3.53 $ 32s $ 318
Diluted earnings Per COMMON SHAME . . .+« v e e et e e s e e et ae e et ae i $ 351 $ 324 $ 3.8
Dividends declared per COMMAON SHANS . .. .o n i e e e e e s 3 116 5 107 § 1.01
Average common shares oulstanding ... ..o e e 1677 1./18 1,764
Averaqe diluted common shares oulstanding . ... . . L e s 1,663 1,724 1,772

Ses Noteg to Consofdated Firancial Staternants.
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U.S. Bancorp
Consolidated Statement of Comprehensive Income

Year Lnded Decemnber 31 (Dallars in Milllons) 207 216 2015
= LT ToT 3 $6,203 $6,044 $5,833
Other Gemprehensive Income {Loss)
Changes in unrealized gains and losses on securities available-for-sale .. ... ... ... ... ... . . ... 178 [B58) {457)
Cther-than-temporary impairment not recognized in earnings on securities avallable-forsals . .......... {1} -
Changes in unrealized gains and Iosses ondervative hedges . ... .. o i e e e i5) 74 {256}
Foraign currenoy TranSIAToN . .. . o e e e e e i {#) {28} 20
Changes in unrealized gaine and losses on retiemsnt plans ... .. o e e e 41) {255) {142)
Reclassification to earnings of realized gaing and oS8 . .. .0ttt e e e 77 247 393
lncome taxes related to other comprehensive INComa{ossl .. .. .. . i i e e e (76 305 88
Total other comprehensive INComMe {J0SS] . ... . e e e 131 {516) 123
COMBEEREISIVE NGOITIE .« . ot i it et et e et e et e e e e 6,384 5,428 5,810
Comprehensive (income) leoss atlibulable to nencontroling interesls .. ... o o e it {35) {56) {64)
Comprehensive income attributatle to LS. BancorD . ... ...ttt e it e e e £6,349 5,372 $5,756

Sew Motes to Consofidated Fnarniaf Stakcmonts.



U.S. Bancorp
Consolidated Statement of Shareholders’ Equity

.8, Bancorp Shareholders

Acournulated Total .S

Cnmron Olher Bancorp
Shares Preferred Common  Capital Petained  lreasury Cornprehensive Sharsholders' Moncontroling Testal

(Dotlars and Shares in Millons) Qulstanding Stock Stock  Swplus  Earnings Stock  Income [Loss) Equity Intarasts Lepualy
Balance December 31, 2014 . ... .. 1,786 $4,756 $21 $8,213 $42,530 $(11,2485) $ (896) $43,479 $609 $44,168
Net income floss) ... ... ... ... 5,878 5,879 54 5933
Cther comprehensive income (loss) . . . 123) {(123) {123)
Preferred stock dividends . ......... {247} 247) {247)
Cormmon stock dividends . ......... 1,785) {1,785} {1,785)
lssuance of preferred stock ... ... .. 745 745 745
lssuance of commaon and treasury

slock ... 1 {55} 366 311 a1
Purchase of treasury stock . ... ... .. {52} (2,248) [2,248) {2,246)
Distribulions to noncontrolling

interasts ... .o s {55] {b5)
Met other changes in noncontrolling

nterests ... oo e - {2 &)
Stock option and restricted stock

rants . 118 118 118
Balance December 31, 2015 ... . .. 1,745 §5,501 $21_$8.3/6 $46.377 $(13,125} $(1.019  $46.131 3686 468817
Netincome{loss) ................ 5,888 5,588 56 5944
Other comprehensive income

floss) ..o {B18) {516) {518)
Preferred siock dividends .. ... .. {281) {281) {281)
Commaon stock dividends .. ... ... {1,842) 1,842) {1,842)
Issuance of common and freasury

stock L. 13 {71} 445 374 374
Purchase of treasury stock . ........ B1) {2,600) {2,600} {£,800)
Distributions to noncontretling

interests .. .. ..o o - {56} {56}
Purchase of noncontrolling

nterests ... oo o 1 g9 10 fts10)] {40}
MNet other changes in noncontroling

imterests . ... .. oo - {1 (M
Stock option and restricted stock

grants ..o e 134 164 134
Balance December 31, 20106 ... ... 1,697 § 5,501 $21 $8,440 $50,151 $(15,280) $(1.535)  $47,208 $635 $47,933
Netincome floss) ... ... .. ... 6218 6,218 35 B,253
Other comprehensive income

flossh .. 131 i1 131
Preferred stock dividends . ....... .. 267) 267) {287)
Common stock dividends .. ...... .. {1,950} 1,950) {1,960)
lssuance of preferred stock .. .. .. .. 993 8993 993
Redemption of preferred stock ... .. {1,075) (10) {1,085} {1,085)
lsauance of comman and treasury

SHCK e 8 {138) 300 162 162
Purchase of treasury stock .. ... ... {49) {2,622 (2,622 {2,622)
Digtributions to nencontrolling

interests .. ... ... s - {47) (47}
MNet other changes in nongontrolling

interests ... o e e - 3 3
Stock option and restricted stock

Grants ... e 162 162 162
Balance December 31, 2017 .. .. .. 1,656 $5,419 21 $8.464 $54,142 ${17,602) B(1,404)  $49,040 $626 349,666

See Notes to Consolidated Financial Stataments
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U.S. Bancorp
Consolidated Statement of Cash Flows

Yoar Ended Decemizer 31 (Dollacs in Mililarzs) 2017 2018 2015
Operating Activities
Net income altributable to U.S. BanCorD .. oo % 5,218 F 5,888 $ 5,879
Adjustments to reconcila net income to net cash provided by oparating activities
Provision for cradit 0888 ... e e e 1,300 1,324 1,132
Depreciation and amortization of premises and squipmant ... .. o o e 293 201 307
Amortization ofintangiblas ... .. . 1/5 178 174
(Gain) loss onsale of loans held forsals . .. ... .. o 0 i i e e (F72) {254) {993)
{Gain) loss on sale of securities and otherassets ....... .. ..o it it ittt i {502) {617) {403)
Loans originated for sale in the sscondary market, net of repayments . ... ... .. oo uins {35,743) 42,867} {43,312}
Proceads from sales of loans held forsale ... .. . . o o o 37 462 41,605 45,211
LT 1 {2,049) 487 787
Net cash provided by operating activities .. ... ... .. oo e 5,472 5,336 8,782
Investing Activities
Proceeds from sales of available-for-sale investmenl securities .. ... 0 iieenenn. .. 3,084 9,877 680
Proceeds from maturitiss of held-to-maturity inveslment securities .. ... ... ... ... .. ..., 8,306 02,733 10,567
Proceeds from maturities of available-for-sale investment securitios ... ... ... . vl onns . 13,042 14,625 13,385
Purchases of held-to-maturity investment securilies . ... ... .o i i i i {9.712) {9,171} {3,234}
Purchases of available-for-gale investment Securities . .. ... .. o i i {17,860 (29,684) {20,502}
Net increase in loans outstanding ... .. .o o i e e e {8,054) {13,383} {11,788}
Proceeds from salas of [0aNS ... .. o i 2,458 2,604 1,723
Purchases of Ioans ... o e e {3,040) {2,887) {4.475)
L0 3= T {350) 322 {1,526
Net cash used in investing activilles . ... .. o i e e (12,126) {17,958} (21,150
Financing Activities
Net increase N deposiS .. .. o e e 12,625 34,1692 18,280
Net increase (decraase] in shorl-tenm BOrowings . .. ..o oo e e e 2,688 (13,914} {2,016}
Proceeds from issuance of long-term debit .. ... .. o o e 8,434 10,715 5,087
Principal paymants or redemption of long-termdsht ... .. .. L {10,617 (9,405) {5,311}
Proceeds from iasuance of preferred stack . ..o oo 993 — 745
Proceeds from issuance of common stock ... o 169 355 245
Fepurchase of prefarmed stock . ... o e e e s {1,085 — —
Fepurchase of COMMOoN 81Ok .. . ot e e e e e {2,6831) {2,558 {2,190)
Cash dividends paid on preferred stock ..o {284) (261 {£242)
Cash dividends paid on Common stooK . ... o i e e e e 1,828 {1,810 {(1.777)
Purchase of noncontrolling infarests ... o . e e — {40)
Net cash provided by financing activities .. ... ... . o 9,454 17,180 12,861
Changeincashand dus from banks ... .. . o i i i i s 3,800 4 858 433
Cash and due from banks at beginning of year ... ... .. .. . o e e 15,705 11,147 10,654
Cash and due from banks at end of year ... . .. o o e $ 19,505 315,705 511,147
Supplemental Cash Flow Disclosures
Cash paid for INeome Taes L .. o e i e e e e $ 55 % 595 $ 742
Cash paid for INtarest ... e e e 2,086 1,591 1,434
MNet noncash transfers to foreclosed property ... ..o i e 163 156 204

Soa Notes o Consofidated Financis Statements,



Notes to Consolidated Financial Statements

Significant Accounting Policies

.5, Bancorp is & multi-state financial services haolding cormpany
headguartered in Minnsapolis, Minnescta. U.S. Bancorp and its
subsidiaries {the “Campany”) provide a full range of financial
services, including lending and depository services through
banking offices principally in the Midwest and West regions of the
United States. The Company alsa engages in cradit card,
merchant, and ATM processing, mortgage banking, cash
management, capital markets, insurance, trust and investmeant
management, brokerags, 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 {("VIEs") for which the Company has both
the power to direct the activities of the VIE that most significantly
impact the VIE's ezonomic performance, and the abligation to
ebsorb losses or right to receive benefits of the VIE that could
potentially be significant to the VIE, Gonsolidation eliminates all
significant intercompany accounts and transactions. Certain
iterns in prior periods heve been reclassified to conform to the
current prasentation.

Uses of Estimatas The preperation of financial statements in
sonformity with accounting principles generally accepted in the
United States requires management to make astimates and
assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual exparience 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
custorners through its distribution channels. The Gompany has
five reportable operating segments:

Corporate and Commercial Banking Corporate and
Commercial Banking offers lending, equipment finance and small-
ticket leasing, depository servicas, traasury management, capital
markets services, international trade services and other financial
servicas to middle market, large corporate, commercial real
estate, financial institution, non-prafit and public sactor clients.

Consumer and Business Banking Consumer and Businass
Banking delivers products and services through banking offices,
telephone senicing and sales, on-line services, direct mail, ATM
processing and mobile devicas. It encompassas community
banking, metropolitan banking and indirect landing, as well as
mortgage banking.

Wealth Management and Investment Services YWaalth
Management and Investment Services provides private banking,
financial advisory services, Investment managemant, retail
brokerage services, insurance, trust, custody and tund servicing
through fiva businesses: Wealth Managemant, Corporate

Trust Services, U.5. Bancorp Asset Management, Institutional
Trust & Custody and Fund Services.

Payment Services Paymant Services includes consumer and
husiness credit cards, stored-value cards, debit cards, corporate,
governmant and purchasing card services, consurmer lines of
credit and merchart processing.

Treasury and Corporate Support Treasury and Corporate
Support includes the Cormpany's investment portfolios, funding,
capital management, interast rate risk managerent, incoms
taxes not allocated to business lines, including most investments
in tax-advantaged projects, 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 statemenits with respect to activities specifically
attribitable to each business line. However, the preparation of
business line results requires managsmeant to allocate funding
costs and benefits, expenses and other financial elements to
each line of business. For details of these mathodologies and
segment results, see “Basis for Financial Presentation” and Table
25 "Linse of Buginess Financiel Performancs” included in
Managsment's Discussion and Analysis which is incorporated by
referance into these Notes to Consclidated Financial Statemants.

Securities

Realized gains or loszes on securities are determined on a trade
date basis based on the specific amaortized cosl of the
investments sold.

Trading Securities Debt and sguity securities held for rasale are
classified as trading sacurities and ars included in othar assets
and reported at fair valua. Changes in fair value and realized gains
or losses are reported in noninterest incoms.

Available-for-sale Securities These securities are not trading
securitias but may be sold before maturity in response to
changes in the Company's interest rata risk profile, funding
needs, demand for collateralized deposits by public entities or
other reasons. Available-for-sale securities ara carriad at fair vaiue
with unrealized net gains or losses reported within other
comprehensive incoma {loss). Declines in falr value for credit-
relatad other-than-temporary impairment, if any, are reportad in
nohintarest income.

Held-to-malurity Securities Debt securities for which the
Cormpany has the positive intent and ability to hold to maturity are
reported at historical cost adjustad for amortization of premiums
and acerstion of discounts. Declines in fair value for cradit-ralated
othar-than-temparary impairment, if any, ara reported in
nonintersst incomsa,
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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 accounted for as collateralized
financing transactions with a receivable or payable recorded at
the amounts at which the securities were acquired or sold, plus
acorued interest. Collateral requirements are continually
monitared and additional collateral is received or provided as
required. The Company records a receivable or payable for cash
collateral paid or received.

Equity Investments in Operating Entities

Equity investmenits in public antities in which the Company's
ownership is less than 20 percent are generally accounted for as
available-for-sale securities and are carried at fair value. Similar
investrnents in private entities are accounted for using the cost
methaod. Investments in entities where the Company has a
significant influance {generally between 20 percent and

50 percent ownarship), but does not contral the entity, are
accounted for using the equity method. Investments in limited
partnerships and limited liability companies where the Company’s
ownership interast is greater than 5 percent are accounted for
using the equity methed. Al equity investrants are avaluated for
impairment at least annually and more frequently if carlain criteria
are met.

Loans

The Company offers a broad array of lending products and
categorizes its loan porfolio into three segments, which is the
leval at which it develops and documents a systematic
methodology to determine the allowance for cradit losses. The
Company's three loan portfolio segments are commarcial
lending, consumer lending and covered loans, The Compary
further disagaregates its loan portiolio segments into various
classes based on their underlying rigk charactaristics. The two
classes within the comrercial lending segment are comrmercial
loans and commercial real estata loans. The three classes within
the consumer lending segment are residential mortgages, credit
card loans and other retail loans. The covered loan segment
consists of only one class.

The Company's accounting methods far loans difter
depending on whether the loans are originated or purchased, and
for purchased loans, whether the toans were acquired at a
discount related to evidence of credit deterioration since date of
origination.

Originated Loans Held for Investment Loans the Company
originates as held for investment are reported at the principal
amount outstanding, net of unearned income, net deferred loan
fees or costs, and any direct principal charge-offs. 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 ovar the life of the loan and/or
commitmeant period as yvield adjustments.

Purchased Loans All purchased loans (non-impaired and
impaired} acquired after January 1, 2009 are initially measured at
fair value as of the acquisition date in accordance with applicable
authoritative accounting guidance. Credit discounts are included
in the determination of fair value. An allowanca for credit losses is
not recorded at the acguisition date for loans purchased after
January 1, 2008. In accordance with applicable authoritative
accounting guidance, purchased non-impaired loans acguired in
a business combination pricr to January 1, 2003 were generally
recorded at the predecessor's carrying value including an
allowance for cradit losses.

In determining the acquisition date fair value of purchased
impaired loans, and in subseguent accounting, the Company
generally aggregates purchased consumer loans and certain
smaller balance commercial loans into pools of loans with
commaon risk characteristics, while accounting for larger balance
commercial loans individually, Expected cash flows at the
purchase date in excess of the fair value of loans are recorded as
intarest income over the life of the loans if the timing and amount
of the future cash flows is reasonably estimabla. Subseqguent to
the purchase date, increases in cash flows ovar those expected
at the purchase date are recognized as interest income
prospectively. The present value of any decreases in expected
cash flows, other than from decreases in variable interest rates,
after the purchase date is recognized by recording an allowance
for credit losses. Revelving foans, including lines of credit and
credit cards loans, and leases are excluded from purchased
impaired loans accounting.

For purchased loans acquired aHer January 1, 2009 that are
not deerned impaired at acquisition, credit discounts representing
the principal losses expected aver tha life of the loan are a
component of the initial fair value. Subsequent to the purchase
date, the methods utilized to sstimate the reguired allowance for
credit losses for these loans is similar to originated loans;
however, tha Company records a provision for credit Iogzes anly
when the requirad allowance exceeds any remaining credit
discounts. The remaining difterences between the purchase price
and the unpaid principal balance at the date of acquigition are
recorded in interest income over the life of the loans.

Covered Assets Loans covered under loss sharing or similar
cradit protection agreements with the Federal Deposit Insurance
Corporation ("FDIC") are reported in loans along with the ralated
indesmnification asset. Foreclosed real astate covered under
similar agreements is recorded in other assets. In accordance
with applicable authoritative accounting guidance effective far the
Company beginning January 1, 2009, all purchesed loans and
related indemnification assets are recorded at fair value at the
date of purchase.

EHective January 1, 2013, the Company amorlizes any
reduction in expected cash flows from the FDIC resulting from
increases in expected cash flows from the coversd assets (when
there are no previous valuation allowances to reverse} over the
shorler of the remaining contractual term of the indemnification
agreements or the remaining life of the covered assats. Prior to



January 1, 2013, the Company considered such increases in
expected cash flows of purchased loans and decreases in
expected cash flows of the FDIC indemnification assets together
and recognized them over the remaining life of the loans.

Commitments to Extend Credit Unfunded commitments for
resideritial mortgage loans intended to be held for sale are
considered derivatives and recorded in other assets and other
liabilities on the Consolidated Balance Shest at fair value with
changes in fair value recorded in noninterest income. All ather
unfunded loan commitrments are not constdered derivatives and
are not reported on the Consolidated Balance Sheet, For loans
purchased afar January 1, 2008, the fair value of the unfunded
credit commitments iz generally considered in the determination
of the fair value of the lnans recorded et the date of acquisition.
Reserves for credit exposurs on all ather unfunded credit
commitments ere recorded in other liakilities.

Allowance for Credit Losges The allowance for credit losses is
sstablished for probeble and estimabla losses incurred in the
Company's loan and lease portfolio, including unfunded credit
commitments, and includes certain amounts that do not
represent loss exposure to the Company because those losses
are recovereble under loss sharing agreements with tha FDIC.
The allowence for credit losses is increased through provisions
charged to eernings and reduced by net charge-offs.
Managemenit evaluates the adeguacy of the allowance for
incurred losses on a guarterly basis,

The allowance recorded for loans in the commercial lending
segment is based on reviews of individual credit relationships and
considers the migration analysis of commercial lending segment
loans and actual loss experience. For each loan type, this
histarical loss experience is edjusted as necessary to congider
any relsvant changes in portlolio compasition, lending policies,
underwriting standards, risk management practices or economic
conditions. The results of the analysis are evaluated quartarly to
confirm the selected loss experience is appropriate for each
commerciel loan type. The allowance recorded for impeired loans
greater than $5 million in the commercial lending segment is
based on an individual loan analysis utilizing expected cash flows
discounted using the ariginal effective intarest rate, the
obsanvable market price of the loan, or the fair value of the
collateral, less seling costs, for collateral-dependent loans, rether
than tha migration analysis. The ellowance recorded for all other
commercial lending segment loans is determined on a
homogenous pool basie and includes consideration of product
mix, risk charecteristics of the portfolio, delinguency status,
bankruptcy experiencs, portfolio growth and histaricel losses,
adjusted for current trends. Tha Company also considers the
impacts of any loan modifications made to commercial lending
segmant loans and any subsequent paymant defaults to its
axpectations of cash flows, principal balance, and current
expectations about the borrower's ability to pay in determining
the allowancs for credit losses.

The allowancs recorded for Troubled Debt Restructuring
[“TDR" loans and purchased impeired loans in the consumer

lending segment is determined on a homaogenous pool basis
utilizing expected cash flows discounted using the original
effective interast rate of the pool, or the prior quarter effective
rata, respactively. The allowance for collateral-dependent loans in
the consumer lending segment is determined based on the fair
value of the collateral less costs 10 sell. The allowance recorded
for all other consurner lending sagment loans is determined on a
homogenous poot basis and includes cansideration of praduct
mix, risk characteristics of the portfolio, bankruptcy experience,
delinquency status, refreshed loan-to-value ratios when possible,
portfolio growth and historical losges, adjusted for current trends.
The Company alsa considars any modifications made to
consurmer lending segment loans including the impacts of any
subsequent payment defaults since modification in determining
the allowance for credit losses, such as the borrower's ability to
pay under the restructured terms, and the timing and amount of
payments.

The allowance for the covered loan segment is evaluated each
guarler in a mannear similar to that described for non-covered
loens and reflects decreases in expected cash flows of thosa
loens efier the acquisition date. The provision for credit losses for
covered loans considers the indemnification provided by the
FDIC,

In addition, subaequent payment defaults on Ioan
modifications congsidered TDRs are considered in the underlying
factors used in the determination of the appropriateness of the
allowanca for credit losses, For each loan segment, the Company
estimates future loan charge-offs through a veriety of analysis,
trends and underlying assumptions. With respect to the
commarcial landing segment, TDRs may be callectively evaluated
far impairment where obiserved performance histary, including
defeults, is a primary driver of the loss allocation. For commarcial
TDRs individually evaluatad for impairment, attributes of the
borrower are tha primary factors in determining the allewance for
credit loases. However, historical loss expariance is also
incorporated into the allowence methodology applied ta this
category of loans. With respect to the consumer lending
segment, performance of the portfolio, including defaults on
TDRs, is considered when estimating future cash flows,

The Comipany's methodotogy for determining the appropriate
allowance for credit lossas for each loan segment also considers
the imprecision inharant in the methodologies used. As a result, in
addition to the amounits determined under the methodologies
described ebove, management also considers the potential
impact of cther qualitative factors which include, but are not
limited to, economic factors; geagraphic and other concentration
risks; delinguency and nonacerual trends; current business
conditions; changes in lending policy, underwriting standards and
other relavant business practices; results of internal review; and
the regulatory environment. The consideration of these items
results in adjustments to allowance armounts included in the
Company's allowance for credit losses for eech of the above loan
segments.

The Compeny also assesses the credit risk associeted with
off-balance sheet loan commitments, letters of credit, and
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derivatives. Credit risk associated with detivatives is reflected in
the fair values recorded for those positions. The liability for
off-balance sheet credit expasure related to loan commitments
and other credit guarantees is included in other liabilities.
Because business processes and credit risks associated with
unifunded credit commitments are essentially the same as for
loans, the Company utilizes similar processes to estimats its
liability for unfunded credit commitmeants.

Credit Quality The credit quality of the Company's loan
portfolios is assessed as a function of net credit losses, levals of
nanperforming assets and delinguencies, and credit quality
ratings as defined by the Company.

For all loan classes, loans are considered past dus basad on
the number of days delinquent except for monthly amorizing
loans which are classified delinguent based upon the number of
contractually required payments not made {for example, two
missad payments is considered 30 days delinguent). When a loan
is placed on nonaccrual status, unpaid eccruad intarast is
reversed, reducing interest income in the current period.

Commercial lending segment loans are ganerally placed on
nanacecrual status when the collection of principal and intersst
has become 00 days past due or is athorwise considered
doubtiul. Commercial lending segment loans are genarally fully ar
parlially charged down to the fair value of the collateral securing
the loan, leas costs to sell, when the loan is placed on
nonaccrual.

Consumer lending segment loans are generally charged-off at
a specific number of days or paymsnts past due. Residential
mortgages and other retail loans secured by 1-4 family properlies
are generally charged down to the fair value of the collateral
securing the loan, less costs 1o sell, at 180 days past due.
Residential mortgage loans and lines in a first lien position are
placed on nonaccrual status in instances where a parlial
charge-off accurs unless the loan is well secured and in the
process of collection. Pesidential mortgage loans and linesin a
junior lien position secured by 1-4 family properties are placed on
nonaccrual status at 120 days past due or when they are behind
a first lien that has become 180 days or greater past due or
placed on nonaccrual status. Any secured consumer lending
segment loan whose borrower has had debt discharged through
bankruptcy, for which the loan armount exceeds thea fair valus of
the collateral, is chargad down to the fair value of tha related
collataral and tha remaining balance is placed on nonaccrual
status. Credit card loans continue to accrue intarest until the
account is charged-off. Credit cards are charged-olf at 180 days
past due. Other retail loans not secursd by 1-4 family properties
are charged-off at 120 days past due; and revolving consumar
lines are charged-cfl at 180 days past due. Similar to credit
cards, other retail loans are generally not placed an nonaccral
status because of the relative short period of time to charge-of,
Cerlain retail customers having financial difficulties may have tha
terms of their credit card and other loan agresments modified to
require only principal payments and, as such, are reported as
nenaccrual.

For all loan clagses, interest payments received on nonaccrual
loans are generally recorded as a reduction to a loan's carrying
amount while a loan is on nonacerual and are recognized as
interest income upon payoff of the loan. However, interest
income may be recognized for interest payments if the remaining
carrying amount of the loan is belisved to be collectinle. In certain
circumstances, loans in any class may be restored to accrual
status, such as when a loan has demonstrated sustained
repayment performance or no amounts are past due and
prospacts far future payment are no longer in doubt; or when the
loan becomes well secured and is in the process of collection,
Loans where there has been a partial charge-ofl may be returned
to accrual status if all principal and interest (including amounts
previously charged-off) is expected 1o be collected and the loan is
current.

Covered Ioans not considered to be purchased impaired are
evaluated for delinguency, nonaccrual status and charge-off
sonsistent with the class of loan they would be included in had
the loss share coverage not been in place. Generally, purchased
impaired loans are considered accoruing loans. However, the
timing and amount of future cash flows for some loans is not
reasonably astimabls, and those loans are classified as
nonacorual loans with interest income not racognized until the
timing and amount of the future cash flows can be reasanably
estimated,

The Cormpany classifies its loan portfolios using internal credit
guality ratings on a gquartsily basis. These ratings includa pass,
special mention and classified, and are an important part of the
Company's overall credit risk management process and
evaluation of the allowance tor credit losses. Loans with a pass
rating represant those loans not classified on the Company's
rating scale for problem credits, as minimal credit risk has been
identified, Spacial mention loans are those loans that have a
potential weakness deserving management’s close attention.
Classified loans are those loans where a well-defined weakness
has heen identified that may put full collection of contractual cash
flows at risk. It is possible that athers, given the same information,
may reach different reasonable conclusions regarding the credit
quality rating classification of specific loans,

Troubled Debt Restructurings In cerain circumstances, the
Company may modify the terrns of a loan to maximizs the
collaction of amounts due when a borrower is experiencing
financial difficulties or is expectad to experience difficulties in the
near-term. Concessionary modifications are classifiad as TDRs
uniess the modification results in only an insignificant delay in
payments o be recaived. The Company racognizes intarest on
TDEAs if the borrower complias with the revised terms and
conditions as agreed upon with the Cormpany and has
demenstrated repayment performance at a level commensurate
with the madified terms over several payment cycles, which is
generally six months or greater. To the extent a previous
restructuning was insignificant, the Company considers the
cumulative effect of past restructurings relatad to the receivable
when datermining whether & current restructuring is a TDR.



Loans classified as TDRs are considered impaired loans for
reporing and measurameant purposes.

The Company has implemented certain restructuring
programs that may result in TORs. However, many of the
Company’s TORs ers also determined on e case-by-case basis in
connection with ongaing Ioan collection processes.

For the commercial lending segrment, modificetions generally
result in the Company working with borrowers on a cese-by-cese
basis. Commercial and commerciel real estata modifications
generally includs exiensions of the maturity date and may be
accormpanied by an increasa or decrease to the interest rate, which
may not be deemed a market intersst rate. In addition, the
Comparty may work with the borrower in identifying other chenges
that mitigate loss to the CGompany, which may include additional
collateral or guarantess to support the loan. To a lesser exdent, the
Company may waive contractual principal. The Company classifies
all of the above concessions as TORs to the exlent the Company
determines that the bormower is experiencing financial difficulty.

Modifications for the consumer lending segment are ganerally
part of programs the Company has initiated. The Company
modifies residential martgage loans under Federal Housing
Administration, United States Department of Veterans AHairs, or
its own intarnal programs. Under these programs, the Comparny
offers qualifying homeaowners the opportunity to parmanently
modify their loan and achieve more affordable monthly payments
by providing loan concessions. These concessions may include
adjustments to imerest rates, conversion of adjustable rates to
fixed rates, axtansion of maturity dates or deferrals of payments,
capitalization of accruad intsrest and/or outstanding advances, or
in limited situations, partial forgiveness of loan principal. In most
instances, participation in residential mortgaga loan restructuring
programs requires the customsr to complete a shorl-term trial
period. A permanent loan modification is contingent on the
customer successfully completing the trial period arrangement,
and the loan documents are not modifiad until that time. The
Company reports loans in a trial period arrangament as TDRs
and continues to report them as TDRs after the trial period.

Credit card and other retail loan TDRs are genarally part of
dislinct restructuring programs providing customars experiencing
financial difficulty with modifications whereby balances may be
amortized up to 60 moniths, and generally include waiver of fees
and reduced interest rates.

In addition, the Company considers secured loans to consumer
borrowers that have debt discharged through bankruptcy where the
borrower has not reaffimmed the debt to be TDRs.

Modifications to loans in the covered segment are similar in
nature to that described above for non-covared loans, and the
evaluation and determination of TDR status i3 similar, except that
acquired loans restructurad after acquisition are not considered
TDRs for accournting and disclosure purposes If the loans
evidenced credit deterioration as of the acquisition date and are
acoounted for in pools. Losses associated with the modification
on covered loans, including the sconomic impact of interest rate
reductions, are generally eligible for reimbursement under loss
sharing agresments with the FDIC.

Impaired Loans For alf loan classes, a loan is considered to be
impaired whan, based on current events or information, itis
probable the Company will be unable to collect all amounts due per
the contractual terms of the loan agreement. Impaired loans includa
all nonaccruel and TDR loans. For all loan clesses, interast income
on TDR loans is recognized under the modified terms and
conditions if the borrower has demonstrated repayment
performance at a level commensurate with the modified terms ovar
several payrent cycles. Interest income is generally not recognized
on other impaired loans unitl the loen is paid off. However, interest
income may be recognized for interest peyments if the ramaining
carrying amount of the foan is believed to be collectible.

Fectors used by the Cormpany in determining whether all
principel and interest paymerits due on commercial and
commercial real estate loans will be collected and, therefore,
whathar those loans are impaired include, but are not limited to,
the financial condition of the borrower, collataral and/or
guarantees on the loan, and the borrower's estimated future
ability to pay based on industry, geographic location and certain
financial ratios. The evaluation of impairment on residartial
rortgages, credit card loans and other retall loans is primarily
driven by delinquency status of individual loans or whether a loan
has been modified, and considers any government guarantee
wharse applicable. Individual covared loans, whose future losses
are covered by l0ss sharing agreemants with the FDIC that
substantially raduce the risk of credit losses to the Gompany, are
avaluated for impairment and accounted tor in a manner
consistent with the class of loan they would have been included
in had tha Yoss sharing coverage not been in placa.

Leases The Company's lease portfolio includes both direct
financing and leveragad leases. The net invastment in direct
financing leases is the sum of ell minimum lease payments and
estimated residual valuss, less unearned income. Uneamed
income is recorded in interest income over the terms of the
lsases to produce a level yield.

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

Residual values on leased assets are reviewsd ragularly for
other-than-temporary impairment. Residual valuations for retall
automobile leases are based on independent assessments of
expected used car sals prices at the end-of-term. Impairment
tests are conducted based on these valuations cansidering the
probability of the lessee retuming the asset to the Company,
re-marksting efforts, insurance coverags and ancillary fees and
costs. Valuations for commercial leases are based upon external
or internal management appraisals. When thera is impairment of
the Company's interest in the residual valus of a leased asset, the
camying value is raduced to the estimated fair valus with the
writedown recognized in the current period.

Other Real Estate Other real estate owned ("OREQ") is included
in other assets, and is properly acquired through foreclosure or
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other proceedings on defaulted loans, OREQ is initially recorded
at fair value, less estimated selling costs, The fair value of OREO
is evaluated regularly and any decreases in value along with
halding costs, such as taxes and insurance, are reported in
noninterest expense.

Loans Held For Sale

Loans held for sale ("LHFS™ represent morlgage loans intended
to be sold in the secondary markst and other loans that
management has an active plan to sell. LHFS are carried at the
lower-of-cost-or-fair value as determined on an aggregate basis
by tyoe of loan with the exception of loans for which the
Company has elected fair value accounting, which are carried at
fair valus. The credit component of any writedowns upon the
transfer of loans to LHFS is reflected in loan charge-ofis.

Whare an election is made to carry the LI FS at falr value, any
changs in fair value is recognized in noninterest income. Where
an slection iz made to carry LHFS at lower-of-cost-or-fair value,
any furlher decreases are recognized in noninterest income and
increases in fair value above the loan cost basis are not
recognized until the loans are sold, Fair value elections are made
at the time of origination or purchase based on the Company’s
Tair value election policy, The Company has elected fair value
accounting for substantially all its mortgage loans held for sale
"MLHFS".

Derivative Financial Instruments

In the ordinary course of business, the Company enters into
derivative transactions to manage varicus risks and to
accommodate the business requirements of its customers,
Dervative instruments are raported in other assets or cther
liabilities at fair value. Changss in a derivative's fair value are
recognized currently in samings unless specific hedge accounting
criteria are met,

Al derivative instruments that qualify and are designated for
hedga accounting are recorded at fair value and classified as
either a hedge of the fair value of a recognized assat or liability
{"fair valus hedge"; a hedge of a forecasted transaction or the
variability of cash flows to be received or paid relatad to a
recognized asset or liability {“cash flow hedge"); or a hedge of the
valatilify of a net investment in foreign operations driven by
changes in foreign currency exchangs rates ("net investrment
hedge"). Changas in the fair value of a derivative that is highly
effective and designated as a fair valus hedge, and the oftsefting
changes in the fair value of the hedged item, are recorded in
eernings. Changes in the fair valus of a derivative that is highly
eflective and designated a3 a cash flow hedge ere recorded in
othar comprehensive income (loss) urtil cash flows of the hedged
itern are realized. Any change in fair value resulting from hedge
ineffectiveness is immediately recorded in noninterest income.
Changes in the fair value of net investment hedges that are highly
effective are racorded in other comprehensive income {loss). The
Company performs an assessment, at inception and, at a

minirnum, quarterly thereafter, to determine the effectiveness of
the derivative in offsetling changes in the value or cash flows of
the hedged itern(s).

If a detivative designated as a cash flow hedge is terminated
or ceasss to ba highly eftective, the gain or loss in other
comprehansive income {loss) is amortized to earnings over the
period the forecasted hedged transactions impact eamings, If a
hedged forecasted transaction is no longer probabls, hedge
accounting is ceased and any gain or loss includad in other
comprahensive income (loss) is reported in sarmings immediately,
unless the forecasted transaction is at least reasonably possible
of occurring, whereby the amounts remain within other
comprehensive income {loss),

Revenue Recognition

In the ordinary course of business, tha Company recognizes
incorme derived from various revenue generating activities. Certain
revenues are generated fram contracts where they are
recognized when, or as services or products are transferred to
customers for amounts the Company expects to be antitled.
Revenue generating activities related to financial assets and
liabilities are also recognized; including mortgage servicing fass,
loan commitment fees, foreign currency remeasuremeants, and
gains and lesses on securities, equity investments and
unconsalidated subsidiaries. Certain spacitic policies include the
following:

Credit and Debit Card Revenue Cradit and debit card revenue
includes interchange from credit and debit cards processed
through card association networks, annual fees, and cther
transaction and account management fees. Interchange rates are
generally set by the credit card associations and based on
purchase volumes and other factors. The Company records
imerchange as services are provided, Transaction and account
rmanagement fees are recognized a3 services are provided,
axcept for annual fees which are recognized over the applicable
period. Costs for rewards programs and certain payments to
pariners and credit card associations are also recorded within
credit and debit card revenus when services are provided. The
Company predominately records credit and debit card revenue
within the Payment Services line of business.

Corporate Payment Products Revenue Corporate payment
products revenue primarily includes interchange from corporate
and purchasing cards processed through card association
networks and revenue from propristary network transactions. The
Carnpany records corporate payment products revenue as
services ere provided. Certain payments to credit card
associations and customers are also recorded within corporete
peyment products revanus as services are provided. Corporate
payment products revenue is recorded within the Peyment
Services line of business.

Merchant Processing Services Merchant processing services
revenue consists principally of merchant discount and other
transaction and account management fees charged to merchants



for the electronic processing of card association network
transactions, less interchange paid to the card-issuing bank, card
association assessments, and revenue sharing amounts. All of
these are recognized at the time the merchant's 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
ara determined primarily on sales wolume procassed or revenus
generated for a particular group of merchants. Merchant
processing ravenue also includes revenuss related to
point-of-sale equipment recorded as sales when the squipment is
shipped or as earned for squipment rentals. The Gompany
racords merchant processing services revenue within the
Payment Services line of business.

ATM Processing Services ATM transaction processing and
settlernent services are provided to financial institutions and other
clients. Processing revenue is recognized at the time the services
are performed. Certain payments to partners and card
associations are also recorded within ATM processing services
revenue as services are providad. ATM processing services also
include fees eamed as parl of the Company-owned ATM
network, The Company records ATM processing services
revenue within the Consumer and Business Banking line of
business.

Trust and Investment Management Fees Trust and
investment management fees are recognized over the pericd in
which services ars performed and are based on a percentage of
the falr value of the assets under management or administration,
fixed based on account type, or transaction-based fess, Services
provided to clients include trustee, transfer ager, custodian,
fiscal agent, escrow, fund accounting and administration
sarvices. Senvices provided to mutual funds may include seling,
distribution and marketing services. Trust and investrment
management fees are predominately recorded within the Wealth
Menagement and Investment Services line of business.

Deposit Service Charges Depasit service charges include
service charges on deposit accounts received under depasitory
agreements with customers to provide access to deposited
funds, serve es a custadian of funds, and when applicable, pay
interest on deposits. Checking or savings accounts may contain
fees for various services used on a day to day basis by a
customer. Fees are recognized as services are delivered to and
consumed by the customer, or as penalty fees are charged.
Deposit service charges are reported primarily within the
Consumer and Business Banking fine of business.

Treasury Management Fees Treasury management fees
include fees for a broad range of praoducts end services that
enables customers to manage their cesh more efficiently. These
products and services include cash and investment management,
receivables menagement, disbursement services, funds transfer
services, and information reporling, Revenue is recognized as
products and services are provided to customers. The Company

reflects a discount calculated on monthly average collected
customer balances. Total treasury management fees are reportsd
primarily within the Corporate and Commercial Banking and
Consumer and Buginess Banking lines of business.

Commercial Products Revenue Commercial products revenue
primarily includes revenue related to ancillary sarvices provided to
Corporate and Commercial Banking and Gonsumer and Business
Banking customers, including standby letter of credit fees,
non-yield related loan fees, capital markets related revenus, sales
of direct financing leases, and loan and syndication fees. Sales of
direct financing leases are recognized at the point of sale. In
addition, the Compary may lead or participate with a group of
undenariters in raising investment capital on behalf of sacurities
issUers and charge underwriting fees. These fees are recognized
at securities issuance. The Company, in its role as lead
underwriter, arranges deal structuring and use of outside vendors
for the underwtiting group. The Company recognizes only those
fees and expenses related to its underariting commitrment.

Mortgage Banking Revenue Martgage banking revenue
includes revenue derived from mortgages ariginatad and
subseguenitly sold, genarally with servicing retained. The primary
componernits include: gains and losses on morigage sales;
senvicing revenue; changes in fair value for mortgage loans
originated with the intent to sell and measured at fair value under
the fair value option, changes in fair value for derivative
commitments to purchase and originate mortgage loans,
changes in the fair value of morlgage servicing rights {"MSRs");
and the impact of risk management activities associated with the
mortgage origination pipeline, funded loans and MSRs. Net
interest incorme from morlgage loans is recorded in interest
income. Refer to Other Significant Policies in Note 1, as well as
Nate 9 and Note 21 for a further discussion of M3Rs, Mortgage
banking revenue is reported within the Gonsumer and Business
Banking line of business.

Investment Products Fees Investment products fees include
commissions related to the execution of requested security
trades, distribution fees from sals of mutual funds, and
investrment advisary fees. Commissions and investment advisory
feas are recognized as services are dslivered to and utilized by
the custorner. Distribution fees are received over time, are
dependent an the consumer maimaining their mutual fund asset
position and the value of such position. These revanues are
estimated and recognized at the point a significant reversal of
revenue becomes remote. Investment products tees are
predominetely reparted within the Wealth Management and
Investment Services line of business.

Other Noninterest Income Other nonintersst income is
primarily related to financial assets including income on
unconsolidatad subsidiaries and equity method investments,
gains on sale of ather investments and carporate owned life
insurance procesds, The Company reports othar noninterest
income across all lines of husiness.
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Other Significant Policies

Goodwill and Other Intangible Assets Goodwill is recorded on
acquired businesses if the purchase price exceeds the fair value
of the net assets acquired. Other intangible assets are racorded
at their fair value upon completion of a business acquisition or
cerain other transactions, and generally represent the value of
customer contracts or relationships. Goodwill is not amertized
but is subjact, at & minimum, to annual tests for impairment at a
reporting unit level. In certain situations, an interim impairment
test may ba required if avents occur or circumstances change
that would mare likely than not reduce the fair value of a reporting
unit below its carrying amount. Other intangible assets are
amortized over their estimated usaful lives, using straight-line and
accalaratad methods and are subject to impalrment if events or
circumstances indicate a possible inability to raalize the carrying
amount. Determining the amount of gocdwill impairment, if any,
includes assessing the current implied fair value of the reporting
unit as if it were heing acquired in a business combination and
comparing it to the carrying amount of the reporting unit's
goodwill. Determining the amount of cther intangible asset
impairment, if any, includas assessing the present value of the
estimated future cash flows associated with the intangible assat
and comparing it to tha carrying amaunt of the asset,

Income Taxes Defarad taxes are recorded 1o reflect the tax
consequences on future years of differences between the tax
hasis of asscts and liabilities and their financial reporting carrying
amounts. The Company uses the deferral method of accounting
on investments that generate investment tax credits. Under this
method, the investment tax credits are recognized as a reduction
1o the related asset. Beginning January 1, 2014, the Company
presents the expense on certain qualified afordable housing
investments in tax expense rather than nonintergst expense.

Mortgage Servicing Rights MSRs are capitalized as separate
assets whan loans are sold and servicing is retained or if they are
purchased from others. MSRs are recorded at fair value. The
Company determines the fair value by estimating the present
value of the asset's future cash flows utilizing market-based
prepayment rates, option adjusted spread, and other
assumptions validated through comparison to trade information,
industry surveys and independent third party valuations. Changes
in the fair value of MSRs are recorded in earnings as morigage
banking revenue during the period in which they ocour,

Pensions For purposes of its pension plans, the Company
utilizes its fiscal year-end as the measurement date. At the
measurament date, plan assets are determined based on fair
valus, ganerally representing observable markst prices or the net
asset value provided by the funds’ trustes or administrator. The
actuarial cost method used to compute the pension liabilities and
related expense is the prajectad unit credit method. The
projected benefit obligation is principally determined based on the
present value of projected benefit distributions at an assurned
discount rate, Tha discount rate utlizad is based on the
investment yield of high quality corporate bonds available in tha

marketplace with maturities equal to projected cash flows of
future benefit payments as of the measurement date. Pericdic
pension expense (or income) includes senvice costs, Interest
costs based on the assumad discaunt rate, the expacted return
on plan assets based on an actuarially derived market-related
value and amartization of actuarial gains and losges. Pension
accounting reflacts the long-term nature of benefit obiigations
and the investment harizon of plan assets, and can have the
effect of reducing eamings volatility related o short-term changes
in interast rates and market valuations. Actuarial gains and losses
include the impact of plan amendments and various
unrecognized gains and losses which are defarred and amorlized
over the futura service periods of active employaas. The market-
related value utilized to determine the expacted return on plan
assets is based on fair value adjustad for the difference between
expected returns and actual pertormance of plan assets. The
unrealized difference between actual experience and expected
returns is included in expense over a pericd of approximately
fifteen years. The overfundad or underfunded status of the plans
is racorded as an assst or liability on the Consolidated Balance
Sheet, with changes in that status recognized through other
comprehansive income (nss)

Premises and Equipment Premises and equipment are stated
at cost less accumulatad 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 fumiture and equipment.

Capitalized lsases, less accumulated amorization, are
included in premises and equipment. Capitalized lease obligations
are included in long-term debt. Capitalized leasas are amorlized
on a straight-line basis aver the lease term and the amortization is
included in depreciation expense.

Stock-Based Compensation The Gompany grants stock-
hased awards, which may include rastricted stock, restricted
stock units and options to purchase commoen stock of the
Gompary. Stock option grants are for a fixed number of shares
to employees and directars with an exarcise price egual to the fair
value of the shares at the date of grant. Restricted stock and
restricted stock unit grants are awarded at no cost to the
recipient. Stock-based compensation for awards is recagnized in
the Company’s resuits of operations over the vesting period. The
Company immediataly recognizes compensation cost of awards
to employees that meet retirement status, despite their continued
active employment. The amortization of stock-basad
compensation reflects estimated forfeitures adjusted for actual
forfeiture experience. As compensation expense is recognized, a
deferred tax asset is recorded that represents an estimate of the
future tax deduction from exercise or release of restrictions. At
the time stock-based awards are exercised, cancelled, expire, ar
restrictions are released, the Company may be required to
recognize an adjustment to tax expense, depending on the
market price of the Company's common stock at that time.



Per Share Calculations Earnings par common share is
calculated using the two-class method under which earnings are
allocated to common shareholders and holders of participating
securities. Unvestad stock-based compensation awards that
contain nonforfeitable rights to dividends or dividend equivalants
are considered parlicipating secuiities under the two-class
method. Met income applicable to U.S. Bancorp commaon
shareholders is then divided by the weighted-average number of
common shares outstanding to determine sarnings per common
share. Diluted samings per commen share is calculated by
adjusting income and outstanding shares, assuming conversion
of all potentially dilutive securities.

Accounting Changes

Stock-Based Compensation Effective January 1, 2017, the
Company adopted accounting guidance, issued by the Financial
Accounting Standards Board ("FASE") in March 2018, simplifying
the accounting for stock-based compensation awards issued to
employees. The guidance requires all excess tax benefits and
deficiencies that pertain to stock-based compensation awards to
be recognized within incoms tax expense instead of within capital
surplus. The adoption of this guidance did not have a material
impact on the Company's financial statements.

Revenue Recognition Effective January 1, 2018, the Company
adopted accounting guidance, issued by the FASB in May 2014,
clarifying the principles for recognizing revenue from cérlain
contracts with customers. The guidance does not apply to
revenue asscciated with inancial instruments, such as loans and
securities, The adoption of this guidance will not be material to
the Company's financial statements.

Financial Instruments — Hedge Accounting Effective
January 1, 2018, the Company adopted accounting guidance,
issued by the FASB in August 2017, related to hedge accounting.
This guidance makes targeted changes to the hedge accounting
modsl to simplify the application of hedge accounting and more
closely align financial reporting to an entity's risk management
activities. This guidance expands risk management strategies that
qualify for hedge accounting, simplifies certain effectivenass
assessmenl requirements, eliminates separate measurament and
reporting of ineflectiveness and changes cerlain presentation and
disclosure requirements for hedge accounting aclivities. The
adoption of this guidance will not be material to the Company's
financial statements.

Accounting for Leases In February 2016, the FASE issued
accounting guidance, effective for the Company on January 1,

2019, related to tho accounting for leases. This guidance requires
lessees to recognize all leases on the Consolidated Balances
Sheet as leass asssets and lease liabilities based primarily on the
present value of future lsase payments. Lessor accounting is
largely unchanged. A modified retrospective approach is required
at adoption which reguires all prior periods presented in the
financial statements to be restated, with a cumulative effect
adjustrment to retained earnings as of the beginning of the earliest
pariod presented. This guidance also requires additional
disclosures regarding leasing arrangements. The Company
expects the adoption of this guidance will not be material to its
financial statements.

Financial Instruments — Credit Losses In.June 2016, the
FASR issued accounting guidance, effective for the Gompany na
later than January 1, 2020, related to the impairmenit of financial
instruments. This guidance changes existing impairmsnt
recognition to a model that is based on expected losses rather
than incurred losses, which is intended to result in more timaly
recognition of credit losses. This guidance is also intended to
reduce the camplexity of current accounting guidance by
decreasing the number of credit impairment models that entities
use 1o account for debt instruments. A modified retrospective
approach is required at adoption with a cumultative sffect
adjustment to retained earnings as of the adoption dats. The
guidance alzo raguires additional credit quality disclosurss for
loans, The Company is currently evaluating the impact of this
guidance on its financial statements, and expects its allowance
for credit losses to increase upon adoption. The extent of this
increase will continue to be evaluated and will depend on
economic conditions and the composition of the Company's loan
portfolia at the time of adoption.

Restrictions on Cash and Due from
Banks

Banking regulatars require bank subsidiaries to maintain minimurm
average reserve balances, either in the form of vault cash or
reserve balances held with central banks or other financial
institutions. The amount of required reserve balances were
approximataly $3.1 bilion and $3.0 bilion at December 31, 2017
and 2018, respactively, and primarily represent those requirsd to
be held at the Federal Reserve Bank. In addition to vault cash, the
Gompany held balances at the Federal Reserve Bank and other
financial institutions of $2.4 billion and $2.9 hilicn at

December 31, 2017 and 2018, respsectively, to meet these
requirements. These balances are included in cash and due from
banks on the Consolidated Balance Sheet.
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Investment Securities

The amortized cost, ather-than-temporary impairment recorded in other comprehensive income {loss), gross unrealized holding gains and
losses, and fair value of held-to-maturity and available-for-sale investment securities at December 31 were as follows:

2017 2016
Unroalizod Losses Unrealized Losses
Amortized  Unreallqed Othor than- Amorlaed  Uproalized  Other-than-
[Dolass in Millions) Cost Calng Temporarys Otherll Fair Value Cust Gains  Temporany Otherl  Fair Value
Held-to-maturity®
U.S. Treasury and agencies . . ......... $ 5,181 $ 5 & $(120) $ 5,066 | & 5246 g 12 $- % {132 % 5,126
Maortgage-backed securities
Residantial
AJENTY .. . e 38,150 48 {ar9) 38,619 37,706 85 - (629) 37,262
Non-agency non-primetd ... - - - - 1 - - 1
Asset-backed securitios
Collateralized debt obligations/
Collateralized loan obligations ... .. - 4 - - 4 - 5 - 5
Other .o 51 2 - - g 2} 3 - 1
Obligations of state and political
subdivisions ... &} 1 - 7 6 1 - 7
Obligations of foreign governments ..., . 7 - - - 7 9 9
Other debt securities . ............... 12 - — 12 15 - — {1) 14
Total held-to-maturity ... ... .. ..., $44,362 $ 80 $ - $699) $42,723 | $42,991 $106 $- & (662 $42,435
Available-for-salel!
118, Treasury and agencies .. ..., .. ... $23,686 $ 3 $- Be68) $23.301 | $17,514 11 - & {198 $17,127
Wortgage-backed securities
Residential
AGBNCY ot 38,450 P52 - {571} 38,031 43,558 225 - {648) 43,138
Non-agency
Primald - - 240 5] 3 1) 242
Non-primed oo - - - - 178 20 (3 - 185
Commercial agency . ... .. ... ... 8 - - - 3] 16 - - - 15
Other asset-backed securities ... ..., 413 B - - 419 475 g - - 483
Obligations of state and political
subdivisions ... .. L L e, §,240 147 - {29) 6,358 5,167 ob - {183y 5039
Carporate debt securities ... .. ... - - i1 - - {2) 9
Olher imvestments ... ... ... 22 - - 22 27 g - — 36
Total avallable-for-sale ... ........ $68.717 $308 $- ${p88) $68,13¢ | $66,985 $334 $6) ${1.029) $66,284

fal 1feld-to-matuty investmernt securifies are caried 2t historical cost ar at fal value at the fime of tanstor from the avaladle-Fr-sals (o Deft-to-matunty catogony, adiusted for amortizstion of

pramiums and scorelion of discournts and cromit-refled other-than-termpacsry brpsirnent.

) Avaatwe-for-sale Fivestivent secunties ano carricd of fair vaiue with unresteed net gaing or osses roportod within scoumuisted ather comprebensie INcome floss) i sharsholders’ aquity,

fc) Frime securitles are those designated A= such by tha issusr at orlgination When an lssuer desigration is unavatiabie, the Cormouny delermines at aooisition oate the calegonzation based on
a5get poof charscienstics Euch as weightno-avorage cradlt score, an-to-valie, fan oo, armvaionce of fow documentalion foares) and dest peramanca (such 25 pool delioLences and
securily mearket spresds). When the Compary determtines the designalion, pame soouritios teoically have & wei wed-aversge: crodit soom of 725 or tibher and & lvarn-to-value of 87 peroant or
duwer; howeover, athor pool characlonstics may restit i designations that doviato fom these credlf score snd foan-to-value firesholds,

fel) fractuctes sl sonurts oot mesting the conailions 1o be desigrafed as prime

fa) Aeprescnts impairment nod ralated io credi? for thuse vestrient seountios that have heon determined fo be other-than-fomporanily impaired,
ffl fioprescnts unngafacd KISSes on Avestment securithes that have mo! boon datermined to be ather-Hen-tempordly modd,

The weighted-averaga maturity of the available-for-sale
investment securities was 5.1 years at Dagember 31, 2017 and
2018. The corresponding weighted-average vields were
2.25 percent and 2.06 percent, respectively, The weighted-
average maturity of the held-to-maturity investment securities was
4.7 years at December 31, 2017 and 4.6 years at December 31,
2016, The corresponding weighted-average vields were
2.14 percent and 1.93 percent, respectively.

For amortized cost, fair valus and yield by maturity date of
held-to-maturity and available-for-sale investment securities
outstanding at Decamber 31, 2017, refer to Table 13 included in

Management's Discuasicn and Analysis, which is incorporated by
raferance into these Notes to Consolidated Financial Stataments.

Investment securities with a fair value of $12.8 bilion at
December 31, 2017, and $11.3 bilion at December 21, 2018,
ware pledged to secure public, private and trust deposits,
repurchase agreements and for other purposes reguired by
sontractual obligation or law. Included in these amounts were
securities where the Company and certain counterparties have
agreements granting the counterparties the right to =ell or pledge
the securities. Investment securities securing these types of
arrangsments had a fair vatue of $683 million at December 31,
2017, and £755 miilicn et December 31, 2016,



The following table provides information albout the amourit of interest income from texable and non-taxable investrment securities:

Year Ended Docomber 31 (Dollars in Millicns) 2017 2016 2014
LI = o] = T B2 043 $1.878 $1,778
TS TA T = o] < O 189 200 223

Todal interest incoma from iInvestmEnt SECUMLIES .oy v iy e e i i b aee e e e $2 232 $2.078 2,001

The following table provides information about the amout of gross gains and losses realized through the sales of available-for-sale

investment securities:

Year Endad Decermber 31 (Oollars in Millions) 2017 2016 2015

T 7= [ 2 R R R $75 $a3 &7

[P e = v SR {18} (B6) )
Net reBlized Gaing (I08888) 1\ v e et et e ettt e e e e §57 27 $1i

Income tax (benafit) on net realized gains (108Se8) .. ...

................................... $ 22 $10 §-

The Company conducts e regular assessment of its
investment securities with unrealized losses to datermine whether
investment securities are other-than-terporarily impaired
considering, among other factors, the nature of the investment
securities, the credit ratings or financial condition of the issuer,
the extent and duration of the unrealized loss, expected cash
flows of underlying collateral, the existence of any government or
agency guarantees, market conditions and whether the Company
intands to sell or it is more likaly than not the Company will be
required to =ell the investment securities. The Company
determines other-than-termparary impairment racorded in

earnings for debt securities not intended to be sold by estimating
the future cash flows of each individual investment security, using
markat information where aveilable, and discounting the cash
flowes at the original effective rale of the investment security,
Other-than-tsmporary impairment recorded in other
comprehensive income (loss) is measured as the difference
between that discounted amount and the fair value of each
investrnent security, The total amount of other-than-temporary
impairment recorded was immaterial for the years ended
Decernber 31, 2017, 2016 and 2015,

At Decernber 31, 2017, cerlain investment securitiss had a fair value below amortized cost. The following table shows the gross
unrealized losses and fair value of the Company's investrment securities with unrealized losses, aggregated by investment categary and
length of time the individual investment securities have been in continuous unrealized loss positions, at December 31, 2017

Leas Than 12 Months 12 Months or Greater Total
Fair Unraalized Far Urrealized Fair Urrealized
[Dollars in ko) Value Losses Walug Loszes Valug Losses
Held-to-maturity
US. Treasuryandagencies .. ... ..o oo nuns 3 2,109 3 (18 $ 2,506 $102) $ 4,705 $i120)
Residential agency mortgage-hacked securities ... .. 17,484 {152 15,308 (427) 32,792 {579)
iher asset-backed securities ... oo - - 2 - 2 -
Ctherdebtsacurities ... ... . 0 veee i - - 12 - 12 —
Total held-to-maturity ... .. e $19,593 (170} $17.918 $i529) $37,511 $(589)
Avallable-for-sale
S, Treasuryand agencies . ..., . ceiee i ons $13,911 $128) % 9124 F(160) $23,035 $i288)
Residential agency morlgage-backed securities ... ... 9132 {75} 20,635 {496) 20,767 57 1)
Otligalions of state and political subdivisions ......... 151 {1} 1,313 (28) 1,464 {29)
Otherinvesiments . ... .o oo - - 1 - 1 -
Total available-for-sale ... ... oo $23,194 ${204) $31,073 $(554) $54,267 $1888)

The Gompany does not consider these unrealized losses to
be credit-related. These unrealized losses primarily relate to
changes in interest rates and market spreads subsequent to
purchase. A substantial portion of invastment securities that have
unrealized losses are either U.S. Treasury and agencies, agency
morlgaga-backad or state and political sacurities. In general, the
issuers of the investment securitias are contractually prohibited

from prepayrment at less than par, and the Company did not pay
significant purchase premiums for these investment securities, At
Decernber 31, 2017, the Company had no plans to sell
investrnent securities with unrealized losses, and believes it is
more likely than nat it would not be required to sell such
invastment securities before recavery of their amortized cost.
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BB L oans and Allowancs for Credit Losses

The composition of the loan portfolio at December 31, disaggregated by class and underlying specific portfolio type, was as follows:

{Dollars in Millions) 2017 2016
Commercial
L = $ 91,958 % 8v.928
LI =T e 5,603 5,458
L 6= Ut T4 10T~ = a7,561 93,386
Gommercial Real Estate
Lo T gla gl o T (o= = 28,367 31,592
Constiuction and developmmemt . .. e e e e e e 11,096 11,508
Total commercial real SBtate . . . L. e e 40,453 43,088
Residential Mortgages
Rasidential MoMgagES . . . i e e 48,685 43,632
Home equity 10ans, irst BanS L v i e e e e 13,008 13,642
Total residential MO GaBE .t ittt e et s e e e e e et 59,783 57274
Cradil Card . e e e e e e e e 22,180 21,749
Other Retail
L= = == =t 7,988 6,316
Homa equity and 800N MOMGAEES « . . o\ttt e et e et et e e et e et e s 16,327 16,369
Re Ol g Gradlt L e e e, 4,183 3,282
Ly =1 LT Y £.939 3,087
LT 14T T 18,934 17,571
LU 1,803 2,239
QLI U (=" 1= = 1 R 57,324 53,864
Total I0ans, excluding covEred I08NS . . ..ot i it i i e e 277,511 269,371
Coverad LOamS .. . e e e e e e e 3421 3,836
Lo $o80,432 $273,207

The Company had loans of $83.3 bilion at December 37,
2017, and £84.5 bilion at December 31, 2016, pladged at tha
Federal Horme Loan Bank, and loans of $68.0 billion at
Decembear 31, 2017, and $66.5 bilion at December 31, 20186,
pledgad at the Federal Reserve Bank.

The rngjority of the Company's loans are 1o borrowers in the
stetes in which it has Consumer and Business Banking offices.
Collateral for commercial loans may includs marketable
securities, accounts receivable, inventory, sguipment end real
estate. For details of the Cornpany's commercial portfalio by
industry group and gecgraphy as of Dacemnber 31, 2017 and
2016, see Table 7 included in Management's Discussion and
Analysis which is incarporated by referenca into thase Notes to
Consolidated Financial Staternents,

For detail of the Company's commarcial real estate portiolio
by property typs and geography as of December 31, 2017 and
2016, s88 Table & included in Management's Discussion and

Analysis which is incarporated by reference into these Notes to
Consolidated Financial Statements, Collateral for such loans may
include the related prapertly, markstable securities, accourts
receivable, inventory and equipment.

Originated loans are reported at the principal amount
outstanding, net of unearned interest and deferred fees and
costs. Net unearned intersst and deferred fees and costs
amounted to E830 milion at December 31, 2017, and
$872 million at December 21, 2016, All purchased loans and
related indemnification assets ara racorded at fair value at the
date of purchase. The Company evaluates purchassd loans for
impairmant at the date of purchase in accordance with applicable
authoritative accounting guidance. Purchasad loans with
evidence of cradit daterioration since origination for which it is
probable that all contractually reguired paymerts will not be
collected are considered “purchasad impaired loans." All other
purchased loans are considersd “purchased nonimpaired loans.”



Ghanges in the accretable balance for purchased impaired loans for the years ended Decemnber 31, were as follows:

[Dollars in Milions) 217 2016 a5
Balance at beginning of period . .. .. . e e e e e $ 694 $957 51,309
F Yoot =11o) TP GOSN {386) {392) (382}
0] T {83} {110) {132
Reclassifications from nonaccretable differencal . . e 129 244 163
01 o T=7 {d) {1) {1}
Balance at 8nd of DEMOO . .ottt et ettt et e et e e e e e e $ 350 $ 833 $ 957

da) Priroanily roeles (o changas it axpectog crodit perirmeEnce,

Allowance for Credit Losses The allowance for credit lossas is

sstablished for probable and estimable losses incurred in the
Company's loan and lease portfolio, including unfunded credit

Activity in the allowance for credit Iosses by portfolio class was as follows:

commitments, and includes cerain amourits that do not
reprasent loss expasure to the Gompary because those losses
ara recoverable under loss sharing agreements with the FDIC.

Total Loans,
Commercial Hesidential Credit Other Excluding Cavered Tatal
[Doliars in Millions) Comrmercial Peal Estate Mortgages Card Raotall Corvared Loans Loans | pang
Balance at December 31,2016 .......... $1,460 $912 $510  F 934 F517 $4,323 $34 84,357
Add
Provigion for credit losses ... . ... 186 19 {24] ans 304 1,393 {3) 1,390
Dedugt
Loanscharged-off ... ... ... 0 414 30 65 887 3585 1,751 - 1,761
Less recoveries of loans charged-off .. ... (150) {30) {28) {101 {112) 421 - 421)
Net loans charged-offl ............... 264 - 37 786 243 1,330 - 1,330
Otherchanges® .. ... . oo oot - - - - - - -
Balance at December 31,2017 .......... $1.372 821 $449  $1,056 3678 $4.386 31 84,417
Balance at December 31,2015 .......... $1,287 $724 $631 § 883 743 $4,268 £38  $4,306
Add
Provigion for creditlosses ... ... . o .. 488 75 B1) 728 4 1,325 {1} 1,324
Daduct
Loans charged-off ... ....... .. ... ... 417 22 85 B8 332 1,615 - 1,615
Less racoveries of loans charged-ofl ... .. {92} (35) {25) (B3} {111} {3486) - {346)
Met loans charged-off . ..... ... ... 325 (13 B0 676 221 1,269 - 1,289
Otherchangestsl ... ..o oo i - - - 1) - {1) {3} {4
Balance at December 31, 2016 . ......... $1,450 812 $510  $ 934 %617 $4.323 $34 4,387
Balance at December 31,2014 .......... $1,148 5728 $7a7 % 880 7T 24,310 $B85 $4375
Add
Provision for credit losses . ... ... oot 361 {30} {47) 654 183 1,131 1 1,132
Deduct
Loans charged-off ... ... ..... ...... 314 22 135 728 318 1516 - 1,618
Less recovaries ol loans charged-off ..., {a5) (50) {26} {7h) {38) {344} - {344)
Net loans charged-offl ... ... ..... 219 28) 109 6851 221 1,172 - 1,172
Other changes® ... ..o ivin.. {1 - - - {n {28) (29)
Baiance at December 31, 2015 .......... $1.287 $ro4 $631 % 883 5743 $4.268 $£38 4,306

fa) Inciudes net changes in crodit losses to be reimbursed by the FONC and meductions o the aliowance for caverad ioans whore the reversal of & previously recarded sfowance was offvet Ly 5o

assockted decrease in tha dnmndcation asset, and e jmoact of any ioan sales
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Additional detail of the allowancs for credit losses by portfolio class was as follows:

Tetal Loans,
Gommearclal  Rosidontial Cradit {iher Excluding  Covorod Tatal
{Dellars in Millions) Commearcial Real Estate Mortgagos Card RHetall  Covered Loans Loans Loans
Allowance Balance at December 31, 2017
Related to
Loans individually evaluated for impairment®@ ... ... .. § 23 £ 4 I - &8 - § - $ 27 $- 5 o7
TDRs collectivaly evaluated forimpairment ... ..... 14 4 139 60 18 236 1 237
Other loans collectively evaluated for impairment .. ... 1,335 BB 310 996 [alal] 4118 4118
Loans acquired with dateriorated credit quality ... ... - 5 - - - o] 30 35
Total allowance for creditlosses ................ $1,372 $531 $448  %1,0568 $678 $4.396 531 &4.417
Allowance Balance at December 31, 2016
Related to
Loans individually evaluated for impairmant® . ... .. $ 50 g 4 $ & $ F 54 - & 54
TDRs collectively evaluated for impairment ... ...... 12 4 180 B85 20 281 282
QOther loans cofleclively evaluated for impairment ... .. 1,488 788 320 8680 587 3,882 : 3,982
Loans acquired with deteriorated credit quality .. .... - 5 - - - [s] 33 39
Total allowance for creditlosses ... ... .. .v.. $1,450 $a12 $510 & 934 617 $4,323 $34 84,357
fal Represants the allowarice for crodit ingscs ralated to bans grester than B4 rifiur classifed 25 nonperorming or TORS.
Additional detail of loan balances by porifolio class was as follows:
Total Loans,
Commerclal  Roesidontial Credit CAher Exvluding  Govored Total
{Dollars in Millions) Commercidl  Redl Estate  Mortgages Card Retall  Covered Loans  Loanst Loans
December 31, 2017
Loans individually evaluated for impairmenti . ... . ... £ 337 § 1% - & - % & 408 ¢ - § 408
TDRs collectivaly evaluated for impairment ... ...... 148 145 3,624 230 186 4,233 a6 4,268
Cther loans collectively evaluated for impairment .. .. 97,076 40174 66,268 21,950 57,138 272,598 1,073 273,669
Loans acquired with dateriorated credit quality .. .. .. 73 1 - - 2,012 2,086
Totalloans .. ..o e e 397,561 540,460  $59.783 $22180 857,324 $277,311  $3.121  $280,432
December 31, 2016
Loans individually evaluated for impairments . .. ... .. $ 623 & 70 % F - % - $ 693 % $ 693
TDRs collectivaly svaluated for impairmenl ......... 145 146 3,678 222 173 4,364 35 4,399
Olher loans collactively evaluated for impairment ... 92611 42,751 53,5686 21527 53,681 2641/5 1,663 265,728
Loans acquired with deteriorated credit quality ... ... 7 131 1 - - 133 2248 2,387
TOtE 08NS .o e e $93,386  $43,098 857,274 §21,748 $53,864 260,371 83,836 $273,207

f@) Anproscnts inens graglar fhan £5 miflon classified g5 nonperforming or TORS.

[} fncludes expected refmbursements from s A0 undor i0ss shanng aqreaments
Credit Quality The credit quality of the Company's loan
portfolios is assessed as a function of net cradit losses, levels of
nonperforming assets and delinguencies, and credit quality

ratings as defined by the Company. These credit quality ratings
are an important part of the Company's overall credit rigk
management and evaluation of its allowance for credit losses,



The following table provides a summary of loans by portfolio class, including the delinquency status of those that continue to acorue

interest, and those that are nonperforming:

Accruing
A0-B9 Days A0 Days or
(Dallars in Millions) Current Past Due More Past Do Monperferming Trital
December 31, 2017
COMMEITIAL .. e e e et et anas $ 97,005 $ 250 § &7 $ 249 $ 9/ 561
Commercial real estate ... .o o e 40,279 36 B 142 40,463
Residential marlgagesd . ... . e s 58,0138 198 130 442 59,783
Craditcand . .. . e s 21,583 302 284 1 22180
CRhar rgtail . ..o e h& 685 376 95 168 57,324
Total loans, excluding covered l0ans ... vvvree o v 274645 1,162 572 1,002 277,311
Coverad [OANS ... e e e it e 281/ 50 148 6 3,421
Tolal Ioans oo s R277,482 $1,212 $720 $1.008 $280,432
December 31, 2016
COMMBIGIEL Lo e et e et e iia e $ 92,588 % 262 $ 52 $ 482 % 93,386
Commercial reat estate ... . e e 42,022 44 g 124 43,008
Residential mortgagesi! ... ... L e e 56,372 151 156 595 57,274
Credit Card .. . e e e e 21,209 284 253 3 21,749
Olherretail ... . . o i e 53,340 284 83 157 53,864
Total loans, excluding covered loans .. ... ..o oL 268,431 1,026 Bh2 1,362 269,371
Covered [OANS ..ot e i e e i 3,663 =]s] 212 5] 3,826
TAl IOENS © v vty e e e $269,994 $1,081 $764 $1,365 $273,20/

fal At Pacembor 1, 2017, 385 mion of foans 30 89 days past due und £ 9 billion of foans 50 days or rore past dua purchased from Govemment Mations! Mortgage Associalion [GNAY)
margags pocis whnose repaynents arg instrad Dy ihe Fodoral Howsing Administration or grnrartesd by the United States Department of Votorans Affalrs, were clessiied as curont, cormpsmd

with B273 mition and B2.5 biton gt Decambear 37, 2018, rospectvely.

Total nonperforming assets include nonaccrual loans,
restructurad loans not performing in accordance with medified
terms, other real estate and other nonpearforming assets owned
by the Company. For details of the Company's nonperforming
essets as of Decamber 31, 2017 and 2016, sea Table 16
included in Management's Discussion and Analysis which is
incorporated by reference into these Notes to Consolidated
Financial Staterments.

At December 31, 2017, the armourt of foreclosed residential
real estate held by the Company, and included in ORECQ, was
$156 million ($135 million excluding covered assets), compared
with $201 milllion {$175 million excluding covered assets) at
Decermnber 31, 2016. These amounts exclude $267 million and

$373 million at Decernber 31, 2017 and 2016, respactively, of
foreclosed residential real estate related to mortgage loans whose
payrnents are primarily insured by the Federal Housing
Administretion or gueranteed by the United States Department of
Veterans Affeirs. In addition, the amount of residential mortgage
lnans secured by residential real estate in the process of
foreclosure at December 31, 2017 and 2016, was $1.7 billion
and $2.1 bilion, respectively, of which $1.3 billion and

$1.8 billion, respectively, related to loans purchased from
Government National Mortgage Association {"GNMA"] mortgage
pocls whose repayments are insured by the Faderal Housing
Administration or guaranteed by the United States Deparlrment of
Yeterans Affairs,
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The following table provides a summary of loans by portfalio class and the Company's internal credit quality rating:

Criticized
Spental Total

{Dollars in Millions) Fass tention Classifiadial Criticized Total
December 31, 2017
COMMETTIAl o e e e e e e e % 9v,.207 $1,130 $1,134 g 2,264 $ 97,561
Commercial real estate . ... . e e e e 29,162 648 653 1,301 40,463
Residential mortgagestt . o e 53,141 16 626 642 59,783
Credit Card . . i e 21,695 - 285 285 22,180
Otharrelal . e e 57,009 5] 309 315 57,324

Total loans, excluding coverad 10805 .. ..ot vt it eees 272,504 1,800 3,007 4,807 277,311
COVErEd oINS . o i e i e e 3,072 - 49 49 3,121

Total oaNS . e e e e $275,57A 51,800 $3,056 5 4,866 3;2&0,432
Total outstanding cormmitrments .. .. ... e e £534,072 $3.142 $3.987 $ /129 $591,201
December 31, 20186
COMMEICIAl ot o e e et et e $ 89,739 1,741 $1,928 5 3,847 & 83,386
Commercial real 88late . . e e e e 41,634 6683 am 1,464 43,088
Residential morgagest . . . e b6 457 10 BO7 817 57,274
Cradit card . e 21,493 - 256 256 21,749
CAhEr ratall L e e e e 53,576 6 282 288 53,864

Totai loans, excluding covered [0ans .. ... ..ot 262,889 2,400 4,072 8,472 269,371
Covaret 08NS . . o et e e e e e e e e 3,766 - 70 70 3,836

Total Joans . e 266,665 £2.400 $a4,142 $ 6.542 £273.207
Total outstanding COMMIMENES .. ... et e e e iieins 8562,704 $4.920 $5,629 $10,549 $573,253

{4 Classified rating on consumer loans primanly based on definquoncy statys,

() At Docnmbor 31, 2077, B1 3 bilion of GRNMA luens D90 days or mare past dug and $1 7 Blilon of restructiured GRMA inans whoss rapayments sre fesdred by the Fodon Housing
Administration or guaranteed by the United States Dgpartment of Valerens Affelrs were classifed with a pass rating, compared with B2 & Lilur and §7 6 bilian at Decamber 37, 2076,

rospectivaty,

For all loan classes, a loan Is considered to be impaired when, based on current events or information, it is probable the Gormpany will be
Unable to collect all amounts due per the contractual terms of the loan agreement. A surnmary of impaired loans, which include all

nonaccrual and TOR loans, by portfolio class was as follows:

Cormmitrnents
Morod-cnd Unpaid to Lend
Recordod Principe WallJatlan Additioral
{hzllars in Milliorsp Investmentsl Balance Alleawanco Funds
December 31, 2017
L0 T =" o A $ 550 g 915 F 44 $199
Commercial real Balate ... . . e e e 280 586 11 -
Residential Morgages . . ... . o oo i e 1,946 2,339 116 1
Credil Car . e e e e e e 230 230 80 -
Otherretal L. e e e 302 400 22 4
Total loans, excluding GNMA and covered loans . ... oo . . 3,308 4,480 253 204
Loans purchased from GNMA Mongage pools .. ..o e e e e e e s 1,681 1,681 25 -
Covered IOaMS L e e 38 44 1 -
TOlAl e e $5,027 $6,205 3279 $204
December 31, 2016
COMIMEITIAL © e e e et e e e e e e e $ =49 $1.364 T 68 $284
Commercial real estale . ... . .. e e e e e 293 697 10 -
Residential monOages . .. o e e e e 2,274 2,847 153 -
L7 = ) L 222 222 B4 -
Other melail ... e e 281 456 22 4
Total loans, excluding GNMA and covered loans ... ... . oo, 3,918 5,586 s 288
Loans purchased from GNMA MoAgage pools ... .o oo i e e 1,574 1,574 28 -
O T ot T a6 42 1 1
T oAl . e e e e e e £5,529 $7,202 £346 1269

fa) Stibustantialiy ail loans classiticd as impsired at December 31, 2017 and 2076, had an associled aiowarnce for crecit josses The total amount of interest income recognized during 2077 on
Juang clessified as impaired af Decamber 31, 2017, excluding tose acquintd with deferarated credit quaiily, was F204 million, cormgared 10 what would have besn recogrizsd at the onginaf

contractua! tomms of the ioans of $265 milion,



Additional information on impaired loans for the years ended December 531 follows:

Avarage lnterest
Recordix] lncome
(Dallars In Millions) Investmert Aecngnized
2017
COMITIBTGIAL « o e e e e e e e e et e e e e e e e e e e e e e e e $ 683 £ 7
COMMErGial Toal BEIAIE . o . v et et e e e e e e i e 273 11
Residentiol MOMGAOES . . . ¢ o v o ettt et it r e e e e e e s e e 2,135 103
[T 110 = e [ 229 3
L1 = =11 DU GG UGG 287 14
Toatal loans, excluding GNMA and covered J0ANS . v v r e e et e 3,607 138
Loans purchased from GNMA morgags OIS . ... oo e e e 1672 65
[T = o [ o = = R 37 1
e =) AR PO $5,316 $204
2016
FOTeTe 1 01 = o =) EEPAPRT AU PO $ 799 $ g
[T 0 1 a1 = = U e L= =1 = < R 324 16
T i =L o e =" <= S T 2422 124
(=] 10 = o 214 4
[0 L=l = =1 K 293 13
Total Inans, excluding GNMA and coverad [0aNS . .. .o i i e e i e 4,062 165
Loans purchased from GNMA MORgAgE PODIS L 1 v . vttt a e e e e 1,620 71
(070 = a1 =1 1= TSSO AU I 38 1
1o 1=)  SC G $5,710 $237
2015
COMITBICIEL v o e e s s e e e e e e e e e e e e e e e e e s $ 383 313
(00 el Lot U= = = 1= T 433 16
T o =Y L 1= Ul ag o= =Y J R O T 2,666 12
572 (1 =1 'o N S 221 4
L0 0TV =171 R G 336 14
Total loans, excluding GNMA and covarad I0aNS . ... i i e i e 4,039 178
Loans purchased from GNMA MOMGAgE POOIS . ..o o v v ettt ot e e s 2,079 895
ST a N =Tt o o = n - RIS 42 1
B o)=Y T T S P IR $6,160 274
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Troubled Debt Restructurings In certain circumstances, the Gompany mey modify the terms of a loan to maximize the collection of
amounts due when a barrower is experiencing financial difficulties or is expected to experience difficulties in the near-term. The following
table provides a summary of loans modified as TDRs for the years ended Decernber 31, by portfolio class:

Pre-tadification Post Modification

Outstanding Cutstanding
Murnber Lean Loan
(Dolars in tdillions) of Loans Ralance Balanoe
2017
L0y 1= o 2,758 3 380 $ 328
Commercial real 8stale . .. .. i 128 82 78
Residential Momgagas ... .. e e e 800 90 a8
00 = T 7= 33,615 161 162
L6, L= =T 3,881 78 131
Total Ioans, excluding GNMA and coversd l0anNs . o.u e v i i e e 41,182 792 724
Loans purchased from GNMA morlgage pocls ... o i e e 6,751 881 887
Lt = T 11 2 2
Q1= Ty 47.984 $1,675 $1,603
2016
COMMENCIAl . .. o e e e e e 2,452 § 44 $ 699
Commercial real estate . .. .. e e e 102 250 256
Residential MoOmgagEE . . e e e e e, 1,576 168 178
Crait Card o e 31,354 151 163
Otherrelal ... ... ... ... ..., e e e e 2,735 4 40
Tatal loans, excluding GNMA and covered 0aNS . ... .. e e e 37,659 1,463 1,326
Loans purchased from GNMA montgage pools ..o o e 11,260 1,274 1,267
LT Tt 39 [5] 7
o= = o T 48,955 I2,743 $2.600
2015
CrTITIEITIA] .« L oo e et e e e e e e e e e 1,607 T 385 $ 396
Commercial roml BEtalE . . . L e e e e s 108 78 76
Residential mortgages . ... .. . o e e s 2,080 260 258
L0 =T o= o 26,772 133 134
L0431 ol =< | 2,530 54 54
Total loans, excluding GNMA and covered loans . .. ... .. e 33,087 910 318
Loans purchased from GNMA moAgage pools .. ..o i i v et e e 8,199 864 862
LT = 16 5 5
Total loaNG . L e e e e e 41,372 51,779 $1,785

Hasidential morlgages, home equity and second morigages,
and |oans purchasad from GNMA martgage pools in the table
albove include trial pericd arrangements offerad to customers
during the periods presented. The post-modification balances for
these Ioans reflect the current outstanding balance uritil a
permanent modification is made. In addition, the post-
madification balances typically include capitalization of unpaid
accrued interest and/or fees under the various modification
programs. For those loans medified as TDRs during ihe fourth

quarter of 2017, at December 31, 2017, 37 residential
mortgages, 25 home equity and second mortgage loans and 983
loans purchasad from GNMA mortgage pools with outstanding
balances of 35 million, $2 million and $125 millicn, respectivaly,
were in a trial period and have estimated post-modification
balances of $5 millon, $2 million and $125 million, respectively,
assuming permanent modification occurs at the end of the trial
pariod.



The following table provides a summary of TDR loans that defaulted ffully or partially charged-off or became 80 days or more past dus) for
the years ended December 31, that were modified as TDRs within 12 months previous to default:

Murnbier Armount
(Dollars in Milliores) of Loans Defaultad
2017
L7511 1= = | T 724 & 63
LT el 1= Wi U 1 LI 1= 1= TSRS S P 36 3
Residertial MOMGEIEE . .. ottt et e e e e e e A 374 Ll
=T 118 =« S e 8,372 36
L1 T= = =1 S O P 415 5
Total loans, excluding GNMA and covered 08NS o vy ot e e e e 9,929 144
Loans purchased rom GNMA MOMgags POOIS ... ..t it a ot 1,368 177
70N L= 1= [ (o 71 L= S I P P 4 -
S ST 1 T P P S 11,294 $£321
2016
L1 1= = R 521 $ 24
LT a0 1 =T U = LI == 1< 27 12
o LAl L g ot 1= < = A 132 17
[T e =L N 6,827 30
[0 = = 1| 434 9
Total loans, excluding GNMA and Coverad IDAMS ... ..o i e i a e e e i e 7,951 a2
Loans purchased from GNMA MOAGAGE POOIS o« o v o i e i e e ettt e e i e e s 202 25
LY== o =1 = P 4 1
Qe =Y 115712 = A S S B.157 $118
2015
L08R OO O 404 F 21
COMMErCIa] O] BBt . o L. o e et e et e aie et e e et ir e s 18 g
ReSIAENIAl MOMGEGES « ¢ vttt it e e e et e e e i e e e 273 36
[OTa= a0 s APPSO U UPDU A 5,286 29
(01 == =1 SN PPN 626 12
Total loans, excluding GNMA and coverad 108N . e e e 707 1068
Loans purchased from GNMA mortgage poolS .. ... oo o e et i 598 7h
Loy == I T= x 1= S I I I 5 1
e Lo =T = A S T TP e 8,310 $182

In addition to tha defaults in the table above, the Company
had a total of 1,768 residential mortgage loans, home equity and

second mortgage loans and loans purchased fram GNMA

mortgage pools for the year ended December 31, 2017, whers

borrawers did not successfully complete the trial period

arrangerment and, therefore, are no longer eligible for a
permanent modification under the applicable modification
program. These loans had aggregate outstanding balances of
$206 milion for the year ended December 31, 2017,

Covered Assets Covered assets reprasent loans and other assets acquired from the FDIC, subject to loss sharing agreemenits, and
include expected reimbursements fromn the FDIC, The carrying amount of the covered assets at December 21, consisted of purchased
impaired loans, purchased nonimpaired Ioans and other assets as shown in the following table:

2017 2016

Purchasod Purchased Purchased Purchased

Impaired Monirmpaired Impaired Monimpaired
{2oltars in Millons) Loans Loans Oher Total L.oang Loans Cther Taotal
Residential mortgage loans ... ... ... ..., $2,012 400 $ - $2a412 2,248 $506 - §2.754
Otherrelailloans ... oo iieea - 151 - 151 - 278 - 278
Losses reimbursable by the FDICE .. ... .. .. - 320 320 - - 381 331
Unamortized changss in FOIC asset® ... ..., - - 238 238 - 423 423
Covered loans ... ... .. o e 2,012 551 568 3,121 2,248 784 804 3,836
Foreclosed realestate .. ... . ... ... ., - - 21 21 - - 286 26
Total coverad ssets v ee e $2,012 %551 $679 $3,142 $2,248 $784  $830  $3,8362

fa) Relstes to foss sharing agreemants with remeining tedns Lo through the fourth guartor of 2018
(B Aupresents dacreases i expectad rombursements by the FINC 85 a rasult of docrzases in expected osses an the covered loans. Those amounts are snortted 85 8 redUction ip inforast
Incore on cuvered Bans over e shortor of he expecled Gfe of the respeckive coverad Inans or the rernating coniractual tenm of the indomnification agreerments
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Interast incorne is recognized on purchased impaired loans
through accretion of the diflerence between the canying amaount
of those loans and thair expected cash flows. The initial
determination of the fair value of the purchased loans includes the

Leases

impact of expected credit losses and, therefors, no allowancs for
cradit Iosses is recorded at the purchase date, To the axtant
crodit deterioration ocours after the date of acquisition, the
Company records an allowance for credit [osses.

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

(Dwllars iy Milliors) 2017 2016
Aggregate future minimum lease payments 1o be recelved ... o $12,709 $11,257
Unguaranteed residual values accruing (0 the lessor's Bensfit . ... i i i e e e e e e 1,731 1,175
Q=T =t e = {1,205} 1,023
Imitial directcostas ... .. o e e b e e e e e e e e e e e e e e 274 237

Total net investment in sales-lype and direct financing leases® .. 0 i i i e e e e e $13,509 $11,646

@) The acoumuiatad alfowance for urcollectde mivimum kase papments was 24 millian and 83 meillion st December 31, 2017 and 2018, respechivaly,

The minimum future lease payments 1o be received from sales-type and direct financing leases wers as follows at December 31, 2017:

Nollars in Millions}

Accounting for Transfers and Servicing of Financial Assets and Variable Interest

Entities

The Company transfers financial assets in the normal course of
business. The majority of the Company's financial asset transfers
are residential martgage loan sales primarily to government-
sponsored enterprises ["GSEs", transfers of tax-advantaged
investmenits, commercial loan sales through paricipation
agreemenits, and other individual or portiolio loan and securities
sales. In accordance with the acoounting guidance for asset
transfers, the Company considers any ongaing involvement with
transferred assets in determining whethar the assets can be
derecognized from the balance shest. Guarantees provided to
certain third parties in connection with the transfer of assets are
further discussed in Note 22,

Far loans sold under parlicipation agreements, the Company
also considers whether the terms of the loan participation
agreement meet the accounting definition of a participating
interest. With the exception of servicing and cerlain parformance-
based guarantass, the Company's continuing invalvemeant with
financial assets sold is minimal and generally Imited to market
customary representation and warranty clauses. Any gain or loss
on sale depends on the previous carrying amourt of the
transferred financial assets, the consideration received, and any
liabilities incurred in exchange for the transferrad assets, Upon
transfer, any senvicing assets and other interests that continue to
be held by the Company ars initially recognized at fair value. For
further information on MSRs, refer to Nate 9. On a limited basis,
the Gornpany may acquire and package high-grade corporate
bonds for select corporate customers, in which the Compary
generally has no cantinuing involvement with these transactions.
Additionally, the Company is an authorized GNMA issusr and
issuas GNMA securities on a regular basis. The Compary has no

=100

other asset sacuritizations or similar asset-backed financing
arrangements that ara off-balance sheet.

The Company also provides financial support primarily
through the use of waivers of management fees associated with
various unconsolidated registered money market funds it
manages. The Compary provided $23 million, $45 milion and
$112 million of support to the funds during the years ended
December 31, 2017, 2016 and 2015, respectively.

The Company is involved in varigus entities that are
considered to be VIEs. The Company's investments in VIEs are
primarily related to investments promoting affordable housing,
community development and renewabls energy sources, Some
of these tax-advantaged investments support the Company's
ragulatory compliance with the Gommunity Reinvestment Act.
The Company's investments in these entitias generata a return
primarily through the realization of fedaral and state income tax
credits, and ather tax benefits, such as tax deductions from
operating losses of the investments, over specified time periods.
These tax credits are recognized as a reduction of tax expense
or, far investments qualifying as investment tax credits, as a
reduction to the related investrent asset. The Company
recognized federal and state income tax crediis related to its
aftordabls housing and other tax-advantaged investrments in tax
expense of 5711 million, $638 milion and $733 million for the
years ended December 31, 201/, 2016 and 2015, rospactively.
The Company also recognized $1.5 billion, $1.4 billion and
$1.2 billion of investment tax credits for the years ended
Cecember 31, 2017, 2016 and 2015, respectively. The Company
recagnized $741 million, $672 million and $692 million of
expenses related to all of these investments for the years ended



December 31, 2017, 2016 and 2015, respectively, of which
$317 ritlion, $251 milion and $261 millicn, respactively, were
included in tax expanse and the remaining amounts ware
included in noninterast expense.

The Company is not reguired to consolidate VIEs in which it
has concluded it does not have a controliing financial interest,
and thus is not the primary beneficiary. In such cases, the
Company does nat have both the power to direct the entities’
most significant activities and the obligation to absorb losses or
the right to receive benefits that could potantially be significant to
the VIEs.

The Company's investments in these unconsclidated VIES are
carried in other assets on the Gonsolidated Balance Sheet. The
Company's unfunded capital and other commitments related to
these unconsolidated VIEs are generally cartied in other liabilities
on the Consolidated Balance Sheet, The Company’s maximum
exposure to loss from these unconsclidated VIEs include the
investrnent recorded on the Company's Consoclidated Balance
Sheel, net of urfunded capital commitments, and previously
recorded tax credits which remain subject to recapture by taxing
autharities based on compliance features required to be met at
the project level. While the Company believes potential losses
from these investments are rernote, the maximum expasure was
determined by assuming a scenario where the community-based
business and housing projects complately fail and do not meet
certain gavarnment compliance requirements rasulting in
recapture of the related tax credits.

The following table provides a surmmary of investments in
comrmunity development and tax-advantaged ViEs that the
Company has not consolidated:

At December 31 (Dollars in Millions) 207 2ma
Investment carrying amount . ... $ 5660 $ 5,008
Unfunded capital and other

COMMIEMENTS .. e e ee e 2,770 2,477
Maximum exposureto loss ..ot 12,120 10,373

The Company also has noncontrolling financial investments in
private investment funds and partnerships considered to be VIEs,
which ara not consolidated. The Company’s recorded investrment
in these entities, carried in other assets on the Consolidated
Balance Sheet, was approximately $20 million at December 31,
2017, and $28 milion at December 31, 2016, The maximum
exposure 1o loss related to these VIEs was $51 million at
December 31, 2017 and $50 milion at December 31, 2016,

Premises and Fquipment

Premises and eguipment at December 31 consisted of the following:

representing the Company's investment balanca and its
unfunded cormmitrants to invest additional amounts.

The Company's individual net investments in unconsolidated
VIEs, which excluds any unfunded capital commitrments, ranged
from less than $1 million to $56 million at Decernber 31, 2017,
compared with less than §1 million to $40 milllion at
December 31, 2016.

The Gompany is required to cansolidate VIEs in which it has
soncluded it has a controlling financial interest, The Compariy
sponsors entities to which it transfers its interssts in
tax-advantaged investments to third parties. At December 31,
2017, approximatsly $3.5 bilion of the Company's assets and
$2.5 billion of its liabilities included on the Consclidated Balance
Sheet were related to community devslopment and
tax-advartaged investrent VIEs which the Comparny has
conzolidated, primarily related to these transfers, These amounts
comparad to $3.5 billion and $2.6 billion, respactively, at
December 31, 2016, The majority of the assets of these
consolidated VIEs are reported in other assets, and the liabilities
are reported in long-term debt and other liabilities. The assats of
a particular VIE are the primary source of funds to settle its
abligations. The creditars of the VIEs do not have recourse to tha
general credit of the Gompany. The Company’s expasure 1o the
consolidated VIEs ks generally limited to the carrying value of its
variable interests plus any related tax credits previously
recognized or tranaferred to others with a guarantes.

The Company also sponsars a conduit to which it previously
transferred high-grade investment securities. The Company
consalidates the conduit because of its ability to managa the
activities of the conduit. At December 31, 2017, $18 million of the
held-to-maturity investment securities on the Company's
Consclidated Balancs Sheet were related to the conduit,
compared with $24 millicn at December 31, 2016.

In addition, the Company spansors a municipal bond
securities tender option bond program. The Company controls
the activities of the program's entities, is entitled to the residual
returng and provides liquidity and remarketing arrangernents to
the program. As a result, the Company has consclidated the
program’s entities. At Decembier 31, 2017, §2.5 billion of
available-for-sale investment securities and $2.3 billion of shaort-
term borrowings on the Consolidated Balance Shest were related
to the tender option bond program, compared with $1.1 hillion of
available-for-sale investment securities and $1.1 billion of short-
term borrowings at December 31, 2016.

{Dallars inbdillions) 2017 26
T [ T $ 520 $ 516
Buildings and IMProvemBits . .. ... . .t ettt et i e e e e e e 3,425 3,383
Furniturg, fixtures and OUIEmBIT . .. ... e e e e i e et e e e e 2,951 2,798
Capitalized building and eqUIpMENt I88S8S . . ... ot ot e 130 125
[0 a b oo N e = e T R T RS 35 29
7,061 5,851

Less aceurnulated depraciation and amortizalion ... ... . {4,629) {4,408}

< - O T T N TR I TR R R SRR IR C R E § 2,432 $ 2,443
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Mortgage Servicing Rights

The Company serviced $234.7 bilion of residertial mortgage economically hadge MSHs were net gains of $15 million, $7 million
loans for others at Decernber 31, 2017, and $232.6 billion at and $23 million for tha years ended December 31, 2017, 2016
Decarnber 31, 20186, which include subserviced mortgages with and 2015, respectively. Loan servicing and ancillary fess, not
no corresponding MSRs asset. The net impact included in including valuation changes, included in mortgage banking
mortgage banking revenue of fair value changes of MSRs due to revenue were 5746 million, $750 milion and $728 million for the
changes in valuation assumptions and derivatives used to years ended Decemnber 31, 2017, 2016 and 2015, respeactivaly,
Changes in fair value of capitalized MSRs for the years ended December 31, are summarized as follows:
Mollers in Millions) 2017 2016 2015
Balance at beginming of Dorod .. .. e e $2.591 F2.512 $2,438
Hights pUrChasen L e 13 43 23
Rights CapHalZad .. e e e e s 445 524 632
Changes in fair value of MSRs
Due to fluctuations in markel interest ratesll L L. oL L i e e e e e {24) {55) 58)
e to ravised assumptions or modelst . L e e e 18 18 10
Other Ghanges In falr valletl L L e e e e (399) {(452) {439
Balanceatend ofperiod ... ... ... .. .. i e e £2,645 $2,591 $2,612

{a} Includias changes It MEA valve assouiated with changes in martet infersst rates, including estimated prepeymant rstos and anticioaled Samings on esorw depamis

b} ncludas changes it MSR valle not caused by changns in market infarest rates, sucht s changes in cost (o sondoo, anpcikay incorme and option euusted spread, a3 wel 25 #ha impact of any
mookel changes.

() Primarily represents changes due o realization of cxpectad cash flaws over ime idscey).

The estimated sensitivity to changes in intorest rates of the fair value of the MSRs portlolio and the related derivative instruments as of
December 31 follows:

2017 2016
Chmem Diown Down Up Up Up Dcawn Diovwir Do Up Up Up

{Cclaes in dlllors) 100bps  S0bps 25bps  25hps  S0bps  100bms 100bps 50bpa Phbps  20bps  50bps 100 bps
MSH porlfolio ... 200 $E31) §109  $95 $177 $302 Bi476) $209)  $98) 8o $19  FIZ70
Derivative instrument hedgas .. ... 453 216 105 (98) (184)  (238) 375 180 BE B4 (16w {314)

Net sensitivily . ............... $E7 3¢5 % @ s & A DB $101) S8 HO F 103 B b4

The fair value of M5Rs and their sensitivity to changes in with limited adjustable-rate or jumbo mortgage loans. The HFA

interest rates is influenced by the mix of the servicing portfolio division specializes in servicing loans made under state and local
and characteristics of each segrnant of the portfolio. The housing authority programs. These programs provide mortgages
Company's servicing portfolio consists of the distinct portfolios of tox low-income and moderate-income borrowers and are generally
government-insured mortgages, conventional mortgages and government-insured programs with a favorable rate subsidy,
Housing Finance Agency {"HFA") mortgages. The servicing down payment and/or closing cost assistance.

poitfolios are predominantly comprised of fixed-rate agency loans

A summary of the Company's MSRs and related characteristics by portfolio as of December 31 follows:

2017 2016

Dolars n Milliors} HFA Guvormment  Convertionalis Total HFA Govarnment  Corrventonals Tostal
Servicing portfolio ... .. ... ... . e $40,737  $356,/56 3155353 $232.846 | $34,746 337,530  $157,771 $230,047
Fairvalle .....oo e $§ 400 5 428 F 1767 § 2645 |$ 398 ¢ 422 ¢ 1771 & 2501
Value (bpsi® .. .. 110 116 114 114 115 112 112 113
Weighted-average servicing fees {bps) .. .. oL ... 35 34 27 29 36 34 27 30
Multiple {valuefservicing fees) ... ... . ... 317 3.38 4,24 3.86 318 3.29 4.15 3.77
Weighted-average noterate .. ... ... ..., 4.45% 3.92% 4.02% 4.08% 4.37% 3.95% 4.02% 4.06%
Weighted-average age (inyears) ... .. . vve vy 3.0 4.3 4.2 4.0 2.9 3.8 3.8 3.7
Weighled-average expected prepaymenit

{constant prepaymentrate) ... ... L. 8.8% 11.6% 7% 10.0% 0.4%, 11.3% 9.8% 0.0%
Weighted-overage expected life (in years) ....... 7.y 6.4 8.9 7.0 8.0 6.8 8.8 7.0
Waighted-avarage oplion adjusted spreadth .. ... 9.9% 9.2% 7.2% 3.0% 9.9% 9.2% 7.2% 8.0%

fa) Acpresents principal balance of mortgages having corespooding MR assat,

ft) Calouiated as fair vale divided by the serviciag corthii.

o) Aepressnts kans 527 primartly 1o G5Es,

fd) Ciption adiusted spread s the freurernertal spread addod (o the Fst-fres rate 1o reflect aptionality ard othar rsk inharant in the MSHs
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Intangible Assets

Intangible assets consisted of the following:

Eslmated  Amortization Balanue
At December 31 (Crodlars in Millicns) Llff Methodie) 2017 2016
LT 1| OO DN el $ 9,434 §$ 9,344
Mearchant processing CONTaCIS .. v et vr e et et 7 years/8 years SL/AC 89 108
Core deposit banafits ... .. .. i e e 22 years/h years SWAC 131 1681
Morlgage senvicing AghtE . . e e e [cl 2,645 2,691
TrUST ralationshiDs .« o o e 10 years/7 years SLAG 45 a3
Other identified INtANGIDIES . ...t i e e e e 6 years/d years SL/AC 318 384
Tl o e e e e e e $12,662 $12,647
(@) Fstimatod e represents the amonization porior far assets subject to the stralght ine mathod and the welghted sverage or ife of the undoang cash fows amartizatiun pedod fr intangibies
subpec! 1 acoofrated methods, I more than ane amartizstion methad s used for 8 category, the asfimatod if: for each method s eatculated and reportod sopartely.
) Armartization methoos: SL = straipht line method
AC = acuelsrated methods ganeraly basnd on cuash flows
fo) Goodwit is evatisted far impairment, but rot aaronteed. Morddame sendcing rights sre recorded at fair vaive, snd are nod amonizoo,
Aggregate amorlization expense consisted of the following:
vear Ended Decembar 31 [Dullars in Millions) 2017 2018 2015
Merchant ProCeSaiNg COMIIACTS « « « « v v et e et et ittt s e e e et e e e e e e e bt r b e $ 24 % 28 $ 35
Care depasit Benelils . ... . . e e e e e 30 34 40
LT = o= = A A N I 14 18 21
Cther identiied INtAngDIES . . .. o e e e 107 101 78
LI T e $175 $179 $174
The estimated amoriization expense for the next five years is as follows:
{Dallars in Millions)
22 1 = T $i48
22 = T T T 115
0120 S 33
40 2. 7
21122 T T T TR ET TR 51
The following table reflects the changes in the carrying valus of goodwill for the vears ended Decembar 31, 2017, 2016 and 2015:
Consumer and
Caorporata and Business  Weatth Managsmentand  Payrnent Treasury and  Gonsolldatod
(Dullars In Miflionz Commercial Banking Banking Investment Services  Scrvices  Corporate Support Company
Balance at December 31, 2014 .......... $1,648 $3,680 §1,670 32,41 e $3,38%
Foreign exchange translation and other . .. 1} 1 {3 [(25) - (28)
Balance at December 31,2015 .. ........ $1,647 33,681 $1,567 32,466 - $9,361
Foreign exchange translation and other . . - - (1) {16) {17)
Balance at December 31,2016 .. ........ $1,647 33,681 $1,5668 $2,450 - $9,344
Goodwillacquired . ... oo a - - 62 - B2
Foraign exchange translation and other ... - - 3 25 28
Balance at December 31,2017 .......... $1,647 $3,681 $1,569 $2537 5- $9,434
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Deposits

The composition of deposits at December 31 was as ollows:

{Dcllars I Millions 207 2006
NNt DB ANy OIS . o o e e e e e e e e e s % 87,557 % 86,097
Interest-bearing deposils
LY== 0] 1= o o T 74,520 66,298
T T L = Ly 107,973 109,947
SaAVINGS BECOUNLS Lo L ot ettt e s i et s e e e e e e e e e e e e 43,809 41,783
QA= o= =] 33,256 30,465
Total Inleresl-beanng Qe pomlE - i i e e e e e e 269,668 248,493
2.5 o L= o= DN F347,215 $334,590
The maturities of 1ima deposits outstanding at December 31, 2017 wera as follows:
(Dellars in billiores)
20T e e e e $27,158
1 S 2,712
0 1,570
87 1,226
2 e e G5
L= 4= 5
L2 $33,356
L3k Short-Term Borrowings®
The following table is a summary of short-term borrowings for the last thres years:
2016 2015
{Daaltars in Millicns) Arnclant Fieater Amount Rats Amount Hata
At year-end
Federal lunds purchased ... ... ... o e e % 252 T0% $ 447 30% §  B4r 254%
Securilies sold under agresmanits 1o repurchase ... ... .. 803 B 501 2 1,082 02
Commercial BapEr ..o e s 8,303 68 10,010 20 22022 21
Other short-term borrowings . ..o . oo e 7,205 213 2,705 1.00 4116 .68
Total oo e $16,651 1.231% $13,963 .43% Bor BT 2T%
Average for the year
Federal funds purchased® ... ... ... ... .. .... $ 528 34.5/% $ 1,015 17.17% 51,162 156.05%
Securities sold under agreements to repurchase . ... ..., 17 44 891 .18 a73 10
Commearcial DOPET ... . o e 8,236 48 14,827 .28 21,892 12
Other shorl term borrowings . ... .. .o ooy, 5,341 1.490 3,173 1.6/ 3,926 113
Total®d . . $16.002 2.18% $19,906 1.34% §27,960 B9%
Maximum menth-end balance
Federalfunds purchased .. ..... . ... ... ... ... ... F 600 § 248/ $ 1,868
Securities sold under agreements to repurchase .. ... ... 827 1,177 1,124
Commercial Paper ..o e e, 3,950 21,441 23101
Cther shor-lerm borowings . ... oo i ann e 7,283 6,771 7.656

fal Inlerest nd rates sre gresentnd on @ Ry taxabie-squivalent basls LS & tax rate o 35 porcent for the periods presented.

(b Average federal finds purchasce and total short-tamn borovings mates uckids amounts paid by the Company to cerat corporste cand custnmars for pasiig oListanding nonintersst-besdng
corporate card balsncos within cortain Hmeframes per specific sgreerients, (hese antivtics reduce the Company’s short-terr furwting nocds, ana i they did not acour, e Campany woukd e
sther funding attematives, incliaging the vse of faderal funds purclwssd e maoun! of this compensation expense paid by the Cornpeany and includad in feders! funds purchased ard sl

short-torm borowings rates for 2017, 2016 and 2045 was BI78 milion, 171 milion and $175 mifion, respectively.
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Long-Term Debt

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

t0cllars in kilions) Rate 1ypa Ratetl taturity Date 2017 et
U.S. Bancorp (Parent Company)
Supordinated NCTBE . . .. o e Fixad 2.950% 2022 % 1,300 § 1,800
[ixed 3.6800% 2024 1,000 1,000
Fixed 7.500% 2026 189 199
Fixed 3.100% 2026 1,000 1,000
MEdIUM-AETT MBS o v vt e v e e v et Fixed B80% - 4,125% 2018 - 2027 11,299 8,800
Floating 1.76¢% - 2.005% 2018 - 2022 1,000 60
T 7= 1. N {£9) {4
SUBIOLAl . e e e 15,763 13,045
Subsidiaries
Federal Home Loan Bank advances . ... oo iveee s Fixed 1.250% - 8.250% 2018 - 2026 208 10
Floating 1.557% - 1.973% 2018 - 2026 5,272 8,559
Bank Nolas ... oo e e Fixed 1.400% 2.800% 2019 - 2025 6,200 6,800
Floating 1.063% - 1.858% 2018 - 2057 3,810 3,898
£ 11 7= 1,000 1.011
T o 10 =1 AR GO 16,480 20,278
14 < | $32,268 $33,325

) Wolghied-average interast rates of modium-fenn nates, Federal ffome Laan Harnk acvenees and bank notas wore 2.51 percertt, 1.83 percant and 1.86 porcent, respectively,
) achides deit fssuance feas and Larcaliznd gains and i0sses and defarrad amourndts retating to dervative instuments
fo) tnctucdos corsoliduked community daveiopmont and lxr-advantaged nvastment Viks, capitalzed leese obigations, dnbt imsuance Jfeps, and unrealizad gains and losses end defered amounls

retalting ta darivative NSUMents,

The Company has arrangements with the Federal Home Loan
Bank and Federal Reserve Bank whereby the Company could
heve borrowed an additional $87.7 bilion and $31.4 billion at
December 31, 2017 and 2016, respectively, bassd on collateral

available.

Shareholders’ Equity

At December 31, 2017 and 2016, the Company had autharity to
issue 4 bilion shares of common stock and 60 million shares of
preferred stock. The Company had 1.7 billion shares of cornmon

Maturities of long-term debit outatanding at December 31, 2017,

wWels:
Parerit

[Dxllars in Mllions) Company Congolidater
B0UB e % 1,499 $ 2572
1 T 1,497 2,001
2020 i - 3,047
20 e 2,198 2,215
20 e 3,780 4,074
Thereafler.......ooov i 5,787 12,360
TOWE v e $15,769 $32,269

stock outstanding at Decamber 31, 2017 and 20186. The
Company had 59 milion shares reserved for future issuances,
primarily under its stock incentive plans at December 31, 2017,

The number of shares issusd and outstanding and the carrying amount of each cutstanding series of the Company's preferrad stock were

as follows:
2017 208
Shares Sharos

Issucd and Liquidation Carrying lssued and Licylictation Carrylng
At Decemiper 31 (Dolars in Millions) Cutstarding Praferenca Digcount Amount Ourtstanedriy Preference Liscount Amount
SeHES A L 12,510 $1,251 B145  $1,106 12,510 $1,251 5145  $1,106
Sefies B L 40,000 1,000 - 1,000 40,000 1,000 - 1,000
SeresF .o e 44,000 1,100 12 1,088 44,000 1,100 12 1,088
SEMHEE (3 ety - - - - 43,400 1,085 10 1,075
SariesH o i 20,000 &00 13 487 20,000 500 13 487
Sares ] . e 30,000 Ya0 5 745 30,000 750 5 745
Sares J o e 40,000 1.000 7 993 - - - -
Total praferred stock® ... .. ... 186,510 6,601 182 $5,419 189,910 $5,686 $185 $5,501

fab The par value of ait shares issued and outstanding st December 31, 2017 amd 2018, wag &1 00 por st
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During 2017, the Gompany issued depositary shares
representing an ownership interest in 40,000 shares of Series J
Non-Cumulative Parpetual Preferred Stock with & liquidation
preference of $25,000 per share (the "Series J Preferrad Stock”).
The Serfes J Preferrad Stock has no stated maturity and will not
be subject to any sinking fund or other obligation of the Company.
Dividends, if declared, will accrue and be payable semiannually, in
arrears, at a rate per annum eqgual to 5.300 percent from the date
of issuance to, but excluding, April 15, 2027, and thereafter will
accrue and be payable quarlerly at a floating rate per annum equal
10 three-month UBOR plus 2.914 percent, The Series J Preferrad
Stock is redeemable at the Company's ogtian, in whole or in part,
an or after April 15, 2027, The Series J Preferred Stock is
redeemable at the Comparny’s option, in whole, but nat in par,
prior to April 15, 2027 within 90 days following an ofticial
administrative or judicial decision, amendmant to, or change in the
laws or regulations that would not allow the Company to treat tha
full liquidation value of the Serias J Preferred Stock as Tier 1
capital for purposes of the capital adequacy guidelines of the
Federal Reserve Board.

During 2015, the Company issued depositary shares
reprasenting an ownership interest in 30,000 shares of Series |
Non-Cumulative Parpetual Preferred Stock with a liguidation
preferencs of $25,000 per share (the "Series | Preferrad Stock™).
The Seties | Praferred Stock has no stated maturity and will not
be subject to any sinking fund or other abligation of tha
Company. Dividends, if declared, will accrue and be payable
serniannually, in arrears, at a rate per annum equal to
5.126 percent from the date of izsuance to, but excluding,
January 15, 2021, and thereafter will acorus and be payable
quarterly at a floating rate per annum equal to three-month
LIBOR plus 3.486 percent. The Series | Preferred Stock is
redgamable at tha Company’s optian, in whole or in part, on or
after January 15, 2021. The Series | Preferred stock is
redeemable at the Company's option, in whole, but not in part,
prior to January 15, 2021 within 90 days following an official
administrativa or judicial decision, amendment to, or changs in
the laws or regulations that would not allow the Company to treat
the full liguidation value of tha Series | Preferred Stock as Tier 1
capital for purposes of the capital adaguacy guidelines of the
Faderal Reserve Board,

During 2013, the Company issued depositary shares
rapresenting an ownership intarest in 20,000 shares of Series H
Nan-Curnulative Perpetual Preferred Stock with a liquidation
preferenca of 325,000 per share {the “Setiss H Preferred Stock™).
The Serias H Prefarred Stock has no stated maturity and will not
be subjsct to any sinking fund or other obligation of the
Company. Dividends, if declared, will accrue and be payable
quarterly, in arrears, at a rate por annum equal to 5.15 porcont.
The Series H Preferred Stock is redeemable at the Gompany's
option, in whole or in part, an or after July 15, 2018, The Series H
Preferred stock is redeamable at the Company's option, in whole,
but not in part, pricr to July 15, 2018 within 80 days following an
official administrative or judicial decision, amendment to, or
change in the laws or regulations that would nat allow the
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Company to treat the full liguidation value of the Series H
Preferred Stock as Tier 1 capital for purposes of the capital
adequacy guidelines of the Federal Reserve,

During 2012, the Company issued depositary shares
reprasenting an ownership interast in 44,000 shares of Series F
Non-Cumulative Perpetual Preferred Stock with a liguidation
preference of $25,000 per share (the “Sarles F Preferred Stock’),
The Series F Preferred Stock has no stated maturity and will not
be subject to any sinking fund or othar obligation of the
Company. Dividends, if declared, will accrue and be payabla
quarlerly, in arrears, at a rate per annum equal to 6.50 percent
from the date of issuance to, but excluding, January 15, 2022,
and thereafter at a floating rate par annum squal to three-month
LIBOR plus 1.468 percent. The Series F Preferred Stock is
redeermabile at the Company's option, in whole or in part, on or
after January 15, 2022, The Series F Freferred Stock is
redeemable at the Company’s option, in whole, but not in part,
prior o January 15, 2022 within 90 days following an official
administrative or judicial decision, amendment to, or change in
the laws or regulations that would not allow the Company to treat
the full liquidation value of the Saries F Preferrad Stock as Tier 1
capital for purposes of the capital adequacy guidelines of the
Federal Reserva Board. During 2012, the Company also issusd
depositary shares representing an ownership interest in
43,400 shares of Series G Non-Cumulative Perpetual Preferrad
Stock with a liguidation preference of $25,000 per share (the
“Series G Preferred Stock”). During 2017, the Company
redesmed ali outstanding shares of the Series G Preferred Stock
at a redemption price equal to the liguidation preference amount.
The Company included a $10 million loss in the compuitation of
sarnings per diluted commen share for 2017, which represents
the stock issuance costs recorded in preferred stock upon the
issuance of the Series G Preferred Stock that were reclassifiad to
retained earnings an the dats the Company provided notice of its
intent to redeem tha outstanding shares.

During 2010, the Company issued depositary shares
representing an cownership interest in 5,746 shares of Series A
Non-Cumulative Perpetual Preferred Stock (tha "Series A
Preferred Stock”) 1o investars, in exchange for thair portion of
USE Capital IX Income Trust Securities. During 2011, the
Company issued depositary shares representing an ownership
interest in 6,764 shares of Series A Praferred Stock to USB
Capital X, thereby settling the stock purchase contract
established betwean the Company and LUSB Capital X as part of
the 2006 issuance of USB Capital IX Income Trust Securities, The
preferred shares were issued to USB Capital IX for the purchass
price specified in the stock forward purchase contract. The
Series A Preferred Stock has a liquidation preference of $100,000
par share, no stated maturity and will not be subject to any
sinking fund or other obligation of the Company. Dividends, if
declared, will accrue and be payable quarterly, in arrears, ata
rate per annum equal to the greater of three-month LIBOR plus
1.02 percent or 3.50 percent. The Series A Praferred Stock is
redesmnable at the Company's option, subject to prior approval
by the Federal Reserve Board,



During 2006, the Company issued depositary shares
representing an ownership interest in 40,000 sharas of Seties B
Non-Cumulative Perpetual Preferred Stock with a liquidation
prefarence of $25,000 per share {the "Series B Preferrad Stock™).
The Series B Praferred Stock has no stated maturity and will not
be subject to any sinking fund or other obligation of the

During 2017, 2016 and 2015, the Company repurchased

shares of its common stock under various authorizations

approved by its Board of Directors. As of December 31, 2017,
the approximats dollar value of shares that may yet be purchased
by the Company under the current Board of Directors approved

authorization was $1.3 killion,

Company. Dividends, if declared, will accrue and be payable
quarterly, in arrears, at a rate par annum equal to the greater of

three-month UBOR plus .80 percent, or 3,50 percent. The Series

B Preferred Stock is redeemable at tha Company's option,
subject to the prior approval of the Federal Reserve Board.

The following tabte summarizes the Company’s common stock

repurchased in each of the last three years:

iDollars and Shares in Millians) Shares Yalua
2017 o e 49 %2622
POTE e e a1 2,600
2018 L i e 52 2,248

Shareholders’ equity is affected by transactions and valuations of asset and liability positions that require adjustments to accumulated
other comprehensive income (joss). The reconciliation of the transactions affecting accumulated other comprehensive income (loss)
included in shareholders’ equity for the yaars ended December 31, is as follows:

Unrealired Gains
(I osses) on
Securtles
Byallable-For-

Unrealized Gains
{Losses) on Securities
Transierrad From
Available-| or-Sale to

Unrealized Gaing
tLosses] on

Linredlized Gains
[Losses) on

[oraign Currency

{Dollars in #illions) Sale Held-To-Mahrity  Derivalive Hodges  Retlrement Plans Translation Tatal
2017
Balance at begiming of period ... ... . ... B431) $o5 % &5 ${1,113) B71) {1,635
Changes in unrealized gaing and losses ... .. 178 - (5} 41) - 132
Foreign currency translation adjustment® . . ., - - - - &) 2
Feclassification to samings of realized gains
andlosS8eS e e {(57) {13) 30 117 - 77
Applicable incometaxes ................. {47) s ) {29) 4 (76}
Balance atendofperiod . ... .o $ia57) £17 § 71 $i1.0686) T $(1.404)
2016
Balance at beginning of period . ............. $111 £36 $ (67} ${1,058) £43) $0,019)
Changes in unrealized gains and losses ... .. {858) - 74 {255) - {1,038
Other-than-temparary impairmant not
recognized in earnings on securities
availlable-for-sale ......... ... .0 {1 - - - - {1y
Forelgn cumency translation adjustmentt . .. - - - - {£8) {28)
Reclassification to earnings of realized gains
andlosses ... s 22 {18 124 163 - 247
Applicable incometaxes ......... ... ... 338 7 {76) 3h - 305
Balance atend of period .. ....... ... ... .. B4371) £25 $ 55 B(1.413) $(71) $(1.535)
2015
Balance at beginning of period . ......... ... %392 52 $172) $(1,106} $52) & (896}
Changes in unrealized gains and losses ... .. {457 - (25) (142 - {624)
Foreign currency translation adjustmenti® . .. - - - - 20 20
Reclassification to earnings of realized gains
ANdIOSSES . e - {25} 195 223 - 393
Applicable incometaxes .......... .. . ... 176 g {65) {31) {1] B&
Balance atend ofperiod .. ... ... ... ., F111 %36 3 (67 $(1.056) 4z} $(1.019

(a) FAsprasents Me impact of changes ) kraign cumency axchange rates on the Corpeny's neestment in foreign opomations andd relgted hedges
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Additional detall about the impact to net income for items reclassified out of accumulated other comprehensive incoma (loss) and into

oarnings for the years ended December 31, is as follows:

Impzict to Net Income Adfected Lina e in the

{Oollars in Millizns} ohirs 20168 2015 Consoldated Staternant of Income
Unrealized gains (losses) on securitios available-for-sale
Realized gains (losses) onsale of securities .. ... ... ... .. .l $ 57 5 27 5 o1 Tetal securities gains {losses), nel
Cther-lhan-temporary impairment recognized i eamings ............ - {5) 1}
5¢ 22 - Total befare tax
22} {9 - Applicable income taxes
36 13 - Net-of-tax
Unmealized gains {losses) on securities transferred from available-for-sale to
held to-maturity
Amortization of unrealized gains ... ... e 13 i8 25 Interest income
{5) {7} {9 Applicable incoms taxes
8 11 16 Net-cf-tax
Unrealized gains {osses] on derivative hedges
Realized gains {losses) on derivative hedgas ... v o veeein e {30 {124) (185}  Interest expense
11 48 75 Applicable income taxes
(19) {76) (120)  Net-of tax
Unrealized gains {losses) on retiremenrt plans
Actuarial gains (losses) and prior service cost {credil) amorization .. ... . 11 (163 {223)  Employes benefits expense
445 63 a5 Applicable incorne taxes
{2 {100} {138}  Net-oftax
Total impact to Net INGOme . ... . . e e e e e n £ {48 $(152) $(242}

Regulatory Capital The Company uses certain measures
defined by bank regulatory agencies to assess its capital.
Beginning January 1, 2014, the regulatory capital requirerents
effective for the Garnpany follow Basel lll, subject to certain
transition provisions from Bassl | over the following four years to
full implementation by Jaruary 1, 2018, Basel Il includes two
cornprehensive methodologies for calculating risk-weighted
assets: a general standardized approach and more risk-sensitive
advanced approaches, with the Company's capital adeguacy
being evaluated against the methodology that is most restrictive.
Tier 1 capital i3 considered core capital and includes cormmon
shareholders’ equity adjusted for the aggregate impact of certain
iterns included in other comprehensive incorne {(loss) {"common
equity tier 1 capital”), plus qualifying preferred stock, trust
prefarred securities and noncontrolling interests in consclidated
subsidiaries subject to certain limitations. Total risk-based capitel

108

includes Tier 1 capital and other iterns such as subordinated debt
and the allowance for credit losses. Capital measures are stated
as a percentage of risk-weighted assets, which are measured
based on their perceived credit and operational risks and include
certein off-balance sheet exposures, such as unfunded loan
commitments, letters of credit, and derivative contracts. Under
the stendardized approach, the Compary is also subject ta a
leverage ratio requirement, a non risk-based asset ratio, which is
defined as Tier 1 capital as a percentage of average essets
adjusted for goodwill and other non-qualifying intangibles and
other assets.

For a sumrmary of the regulatory capital requirements and the
actual ratios as of December 31, 2017 and 2018, for the
Company and its bank subsidiary, see Table 23 included in
Managerment’s Discussion and Analysis, which ig incorporated by
reference into these Notes to Consolidated Financial Statements.



The following table provides the companents of the Company's regulatory capital at December 31:

{Dollars in Milions) 2017 2016
Basel lll transitional standardized approach:
CommOon ShAreholdam GOUILY .« vt v ettt e e ettt et et e e e e et $ 43,621 $ 41,797
Less intangible assets
Goadwill inat of deferred tax liability} ... ... e e e e 8,613 {8,203)
Cther disallowed iMtangible 8es8ata . .. o i e e e {466) {427)
[0 =G {173) 553
Total common equity ier 1 CapItal ... oo v i e e e s 34,369 33,720
Quakifying prafarrad BLOCK .. .. oo b 5,419 5,601
Noncontrolling interests sligible for tier 1 capital ... ... o e e 117 203
L6 =T {99 {3)
Tatal tler 1 Capital ... o e e e e e e e 38,806 39,421
Eligible portion of allowance for credit Ioss8s ... ..o o L e 4417 4,357
Subordinated debt and noncontrolling interests eligible forlier 2 capital ... oo 3,280 3576
L6, 5= - 1
Total tier 2 Capital . ..o b 7,697 7,934
Total risk-basad CaPIAL . .. ..o e aa i $ 47,503 $ 47,055
et == X< N B367,771 $358,237
Basel Il transitional advanced approaches:
Comman shareholders’ @QUILY ... ..ot oot o e i e 3 43,621 & 41,797
Less intangible assets
Goodwill {net of deferred tax liability) ... oo o {8,613} (8,203
Other disallowed intangible G886tS . .. . . 0 i e i e e e {466) {(427)
[T G {173) 563
Total commeon aguity ier 1 capilal .. .. .o e e e 34,369 33,720
Qualifying Prefemed SIOCK . .. oot e e e 5419 5,601
Noncontrolling interests aligible fortier 1 capital ... o i s 117 203
MBI e e e e [99) (3)
Total lier 1 GAPIEAL . . or o e e e e 39,806 38,421
Eligible portion of allowance for credit I08585 .. . . oo e e e s 1,391 1,266
Subordinated debt and noncentrolling interests eligible fortier 2 capital ... .o i i e 3,280 3,578
L0013 = — 1
Total tier 2 Capital ... i e e e e 4,871 4,843
Total HEk-DASET CAPIAL . .. v 4t e et ettt s e e e e et e e e e § 44,477 $ 44,264
RiSK-WaIgNtEa BSEEIS .« v v vt ettt e e e e e et $237,211 277,141

{8) Inciudes the impact of loms included tn other comprahensiva Income fnss), such as unrealtzed gaing (losses) o avalable-fur-sale seotrities, accumuliated not gains or cash fow hedges,
penslon fabitty adfustments, ., and Hie portion of deformed fax assets rokated f0 net operatng ioss and tax croait campinwands nof efpibie for commeon equity tier 1 capial.

b taciudes the remaining portion of defermed tax assets not eligibie for total tior T capstal,

Noncentralling interests principally represent third party
investors’ interests in consolidated entities, including preferred
stock of consolidated subsidiaries. During 2008, the Company's
banking substdiary formed UUSB Realty Corp., a real estate
invastment trust, for the purpose of issuing 5,000 shares of
Fixed-to-Floating Rate Exchangeable Non-cumulative Perpetual
Series A Prefarred Stock with a liguidation preference of
$100,000 per share {“Serles A Preferred Securities”) to third party
inveslors. Dividends on the Series A Prefarred Securities, if
declared, will accrue and be payable quarterly, in arrears, ata
rate per annum equal to three-month LIBOR plus 1.147 percent.
If USB Realty Corp. has not declared a dividend on the Serigs A
Preferred Securities before the dividend payment date for any
dividend period, such dividend shall not be cumulative and shall

cease to ascrue and be payable, and USB Really Corp. will have
no obligation to pay dividends accrued for such dividend period,
whether or not dividends on the Serles A Prefarred Securities are
declared for any futurs dividend period.

The Series A Prefarrad Securities will be redeemable, in whole
or in part, at the option of USE Realty Corp. on each fifth
anniversary after the dividend payment date occurring in January
2012. Any redemption will be subject to the approval of the Office
of the Comptroller of the Currency. During 2016, the Gompany
purchased 500 shares of the Series A Prafarred Securities held
by third party investors at an amount below their carrying
amount, recording a net gain of $9 million directly to retained
earnings. As of December 31, 2017, 4,500 shares of the Series A
Preferred Sscurities remain outstanding.
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Earnings Per Share

The companents of earnings per share ware:

Year Ended Docembser 31

{Dollars and Stares in Milions, Excepl Per Share Data) 2017 2016 2015
Net income atrbutable to LS. BancorD .. .ot e e e e e e e e 86,218 45,568 $5,679
Prafarmed divigenads .. ... o e e e e s {267} {281) {247)
Impact of preferred stock redemption® L. L e e {10) - -
Impact of the purchase of noncontrolling interestal) . i e e - 9 -
Eamnings allocated to parlicipating stock awards .. ... e 28) {27) (24

MNet income applicable to U.S. Bancorp common shareholders . ... . i i iiiiine e nens $5,913 $£5.580 35,608
Average common shares OUESTanAINIG . .. oottt e e e 1,677 1,718 1,764
Nel effect of the exercise and assumed purchase of stock awards ... ..o i i an L. f ] 2]
Average diluted common shares autetanding . . oL 1,683 1,724 1,772
Camings Per ComMON SIS . . . e e et e e e $ 3.53 $ 325 + 3.18
Diluted sarminga Par COMMON SNAIE . .. o\ oo et et e e et e e e e e % 3.51 § az24 + 3.16

{a} Noprosonts stock ssuance costs ofanally recorded i prsfarrod stock upon the issuance of the Company's Seres (3 Frofornd STook thal wers reciassified to relsined BArinNgS O #he oaie the

Campany announced s intent to redeaim e outstanding sharms

ftl Rrproscnts the gifarence betweat the cam iy sraunt and amariat paid by e Compeny (o purchese Bird pamy invaskon Roldings of the preferied stack of USE § kel o, i ronsoldod

subsidiany of the Company.

Options outstanding at Decearnber 31, 2017, 2016 and 2015,
to purchase 1 milion common shares, were not included in the
computation of diluted eamings per share for the years ended

Employee Benefits

Employee Retirement Savings Plan The Compary has a
defined contribution retirement savings plan that covers
substantially all its employees. Qualified employess are allowed to
contribute up to 75 percent of their annual compensation, subject
to Intarnal Revenue Service limits, thiough salary deductions
under Section 401(k) of the tnternal Revenue Code, Emiployes
contributions are invested at their direction amaong a variety of
investment alternatives. Employee contributions are 100 percent
matiched by the Company, up to four percent of each smpioyee's
gligible annual compensetion. The Company's matching
contribution vests immediately and is invested in the same
manner as sach employee’s future contribution slactions. Totel
expense for the Company's matching contributions was

$156 million, $142 milion and $131 milion in 2017, 2016 and
2015, respectively.

Pension Plans The Company has a tax qualified noncontributory
defined benefit pension plan that provides benefits to
substantially all its employees. Participants receive annual cash
balance pay credits based on eligible pay muttiplied by a
percantage determined by their age and years of servics.
Participants also receive an annual interest credit, Employees
becoma vested upon completing three years of vasting service,
lor parlicipants in the plan before 2010 that slected to stay under
their existing formula, pension benefits are provided to eligible
employees based on years of service, multiplied by a percentage
of their final average pay. Additicnally, as a result of plan mergers,
a portion of pension benefits may alsc be provided using a cash
balance benefit formula where only interest credits continue to be
credited 1o participants’ accounts.
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Dacember 31, 2017, 2016 and 2015, respectively, because they
were antidilutive,

In general, tha Company's gualified pension plan's funding
objectives include maintaining a funded status sufficient to mest
participant benefit obligations over time while reducing long-term
funding requirements and pensicn costs. The Company has an
established process for evaluating the plan, its performance and
significant plan assumpticns, including the assumed discount rate
and the long-term rate of retumn {("LTROR"). Annually, the
Company’s Compensation and Human Resources Comimittes
{the "Committes”), assisted by outside consultants, evaluates
plan objectivas, 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 ars 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 mergsrs and amendments.

The Company's funding policy is to contribute amounts to its
plan sufficient to meet the minimum funding requirermants of the
Employee Retirement Income Security Act of 1974, as amended
by the Pension Protection Act, plus such additional amaunts as
the Company dstermines to be appropriate. The Company
contributed $1.2 bilion and $358 million to its qualified pension
plan in 2017 and 2016, respectively, and does not expect to
contribute te the plan in 2018, Any contributions mads to the
gualified plan are invested in accordance with established
investment policies and asset allocation strategies.

In addition 1o the funded qualified pension plan, the Company
maintaing a non-gualified plan that is unfunded and provides
benefits to certain employees. The assumptions used in



computing the accumulated benefit obligation, the projected Postretirement Welfare Plan In addition to providing pension

benefit obligation and net pension expense are substantially banefits, the Company providas health cara and death benefits to
consistent with those assumptions used for the funded qualified carlain former employees who retired prior to January 1, 2014,
plan. I 2018, the Company expacts to contribute $23 million to Employees retiring afler Decamber 31, 2013, are not eligible for
its non-qudlified pension plan which eguals the 2018 expected retires health care benefits. The Company expects to contribute
benefit paymants. $5 million to its postretirement welfare plan in 2018,

The following table summarizes the changes in benefit obligations and plan assets for the years ended December 31, and the funded

status and amounts recognized in the Consolidated Balance Sheat at December 31 for the retirernant plans:

Postretiremant
Pension Plans Welfare Plan
(Dollars in Millions) 2017 2016 2017 2016
Change In Projected Benefit Obligation
Benefit obligation at beginning of measurement period . ... ... ..o il i e 55073 $ 4,650 75 $93
F T o 1 e 187 177 - -
1] =01 =1 e 220 211 2 3
Participants’ contribUONS . .. ... e i s - - 8 10
ACtuarial 088 [QaIM) . .ottt e e e e e 430 234 {1) {14}
Lumpsumsstlements .. ... . e e {45) (61} - -
Benafit payments . ... o e {145} {138) {18) {19}
Federal subsidy onbenefits paid .. ... .. e e e - - 2 2
Benefit obligation at end of measurement period® ... ... .o oo e $ 5,720 $ 5,073 163 $75
Change In Fair Value Of Plan Assets
Fair value at beginning of measurement period ... ... oo i e $3,769 $ 3,355 $8z2 $ac
Actual returm an PN ASSEIS .. .. e e 665 230 10 2
Employar GomtribUbionS . ... .. e 1,238 383 5 7
Participants’ contrbutions . ... ..o - - 2) 10
Lump sum sallEmMents .. ... e e e e {44) {61} - -
Benefit payments .. . . o e {1485} {138) (18) {19
Fair value at end of measurement DEriod . .. ... vt e 5,482 $ 3,769 $a7 82
Funded {Unfunded) Status . ...... ... . .. . e $ (238 {1,304} $19 $ 7
Components Of The Consolidated Balance Sheet
Noncurrent Denefit @8S8t ... .. o e e e $ 270 $ - $19 § 7
Currenl benafit ability .. ..o e e e 23) {27) - -
Noreurrent benefit lability . ... oo e i {485) (1,282) - -
RECOONIZEA AMOUME v e v v vt et et et e e e e e et et e m et s a e $ (238 $(1,304) $19 $ 7
Accumulated Other Comprehensive Income {Loss), Pretax
Nat actuanial Qain OSS) . . oot e i ${1,822) $(1,901) $68 $ 66
Net prior sardce credil {COSt) ... .o . e - 2 22 25
FIBCOGMIZEE BMOUNT 4 44 v b et ua e et ey e ee e e e e e e e r vt et g s e o e ae e e {1,822 $(1,899) $90 $ o1
{5 At Decamber 31, 2017 and 2018, the sccumulated benelt abligation for all persiun plans was $5.2 Do and $4 6 bilfon
The following table provides information for pension plans with benefit obligations in excess of plan essets at December 31:
{Dollars in Miliong) 2014 2016
Pension Plans with Projected Benefit Obligations in Excess of Plan Assets
Frojected benefit 0bIgatioN . . o e e e 508 35073
Yo [0 =Rl = Y=< =1 S - 3,764
Pension Plans with Accumulated Benefit Obligations in Excess of Plan Assets
Projected benefit obligation . ... ... . e e $508 £5,0/3
Accumnulated benefil ohligation . ... . . e e 485 4,625
Fair valle Of Dlan @amets . ... i e e e et e e e e e - 3,769
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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 (loss) for the years ended December 31 for the retirermant plans:

Ponsion Flans Prgtrotirornent Wolfare Plan

tDullars in Millians} o017 2016 2015 2017 2016 2018
Components Of Net Periodic Benefit Cost

SBIVICE COBL . oot e e e e e s %187 8177 $188 % 5 - $-

IMberest comt .. e e e e 220 211 185 2 3 3

Expectedreturnonplanassets .. ... ... ... . oo, 284 (266) (223) 2 {1 (1

Pricr service cost (credit) and transition obligation (asaet) amortization . . {2) {5) {4} {3) {3) 665

Actuarfal loss {gain) amortization . ... ... .. . o 127 175 234 (9 {4 {4
Nat perfodic Denafit COSt . . ..o $248 $ 292 $ 390 $t9) 3 (5) $(5)
Other Changes In Plan Assets And Benefit Obligations

Recognized In Other Comprehensive Income (Loss)

Net actuarial gain {oss) arising duringtheyear .................... % fag $r270) $i148) 37 $15 4

Net actuarial loss {gain) amortized duringtheyear . ................... 127 175 234 {5) {4 {4

Net prior service cost {credit) and transition obligation {assel) amortized

AUANG e YEar « e e e e 2 {5} {4 463] {3t {3

Total recognized in other comprehensive income {loss) ... .. ... % 77 $(100) $ 84 1) £a $3)
Total recognized in net periodic benefit cost and other comprehensive

INCOmE (oSS e $171} ${392) B(306) ta $13 $2

{a) The pretux estimated actiarial ss igain) for the penslon plans that wil be amartized from aceimuiztad offar comprehensive o ffloss) ta oet pookz bonafit cast in 2074 Js 146 milion,
() The pretax estimatod actuanal Dss igaln) and priar seivkee cust (recit] for the posirotimmans wellane pian 1hat wit be amaortied from acomuisied athor comprehansive ncome les) inta net
peradic beneft cost in 2013 arc $85) milon and $3) mifion, respectiely.

The following table sets forlh weighted average assumptions used to determine the projected benefit obligations at December 31:

Postratirement
Pensinn Plans Walfare Plan

{Dutlars in Milions) 2017 2018 2017 2016
I T =1 3.84% 4.27% 3.34% 3.57%
Rate of compansation Moreasal L . e e e s 3.56 3.58 * *
Health care cost trand rate for the next vear®™ .. . . i i 6.75% 7.00%
Effect on accumulatad postretirernent benefit obligation

Ly ot ety | o =T S & 3 E 4

ONe PBICeNt QB0TGASE . . .. i e i e e e e e e e {d) {4)

fa) The iscount ratos ware deveinped Lsg a cash fuw matching bond madcl with & modified duration for the guusifed pension plas, non-qualificd ponsion plan and postratirerment welire plan of
Th A, 12 G, and 6.7 years, respectively, fov 2077, and 15 8, 121 and & 2 yoars, regoactively, for 2016

{t) Dotommicod on an aclive labiih-welghted basis,

{c) The 2077 and 2018 rates are assuimed (o decresse gracually to 5 00 percent by 2025 and remain al this feved theresfar

* Mot appiicable
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The following table sets forih weighted average assurmnptions used to determine net periodic benefit cost for the years ended

Decernber 31:

[Dollars in hibonz)

Penslan Plans Poglretirernent Welare Plan

Discount ratelh . L. i e
Expacted return on planassets® . ..o oo
Rata of compensalion increasalel ., ... i e e

Health care cost trend ratetd

Pror 0 a08 B . oot e e
AREr age B . o e e i

Effect on interest cost

Cne percenl INCIBASE ... ... et ia e ian i e e ian s
One parcent dBCreass . . .oy v it e e e e

20 2016 2018 2017 2016 2015
4.2/% 4.45% 4.13% 3.57% 3.59% 3.46%
726 ¥.50 7.50 3.50 1.50 1.60
3.58 4.06 4.07 ) ¥ *

7.00% 6.60% 7.00%
7.00 6.50 7.00

f@l The discount mins were developed Using a cash fiow matching bond model with a modifiod curation for the gualifed pension plan, non-gualificd ponsion plan sod postetirement weltire plan of
18,5, 12 1, and 6.2 yoars, respectiely, for 2017, and 15.0, 11,8 and 6 3 years, respectivaly, far 2016

) WAtT the Refp of an indopondent persion consultant, the Company cnasiders several Sources when dovainoing s espected Jong-tent] rates of relurn on plan assets HEEUMONONE, Nchudieg, ot
reet Hrted to, past ratums and estirmates of fiLre Fellms given IRc pkns” asset allucation, aconamic conditians, and peer groue LTROR Information. Tho Compary defernines its expectad

frgg-ber rates of ralum refRCimg cumrent sCononic Conaitions and pan assets.
fiz] Deterenined on an acthve fabifty wokghted basi,

(i) The 2017 pre-B5 and post-65 ratas ar both assurmned (0 decrease gradually to 5 00 percent by 2025 and remain af that vl thoresfter, The 2016 and 2075 pre 65 and post-G5 rates are both

assumacd to decresse graduaty te 5.00 poreont Ly 20105,
* Nt applicable
Investment Policies and Asset Allocation In establishing its
investmant policies and asset allocation strategies, the Company
considers expacted returns and the volatility associated with
diffarent strategias, An independent consultant performs
modeling that projgcts numerous oulcomes using a broad range
of possible scenarios, including a mix of possible rates of inflation
and aconomic growth. Starting with current economic
infarmation, the model bases its projections on past relationships
between inflation, fixed income rates and equity returns when
these types of economic gonditions have existed over the
previous 30 years, both in the United Siates and in foraign
countries. Estimated future raturns end other actuarially
determined adjustments ars also considered in calculating tha
astimated return an assets.

Generally, based on historical performanca of the various
investmant asset classes, investments in equities have
outperformed other investrnent classes but are subject to higher
volatility. In an effort to minimize volatility, while recognizing the
long-tarm up-sids potential of investing in equities, the Committee
has determinad that a target asset allocation of 43 percent global
equities, 30 percent debt securities, 7 percent domastic
mid-small cap equities, 5 parcent emerging markets equities,

5 percent real estate aquitiss, 5 percent hedge funds and
5 parcant private equity funds is appropriate.

At December 31, 2017 and 2016, plan assats of the qualified
pension plan included an asset management arrangement with
related party totaling $798 million and $48 million, raspectively.

In accordance with authoritative accounting guidancs, the
Company groups plan assets into a three-level hierarchy for
valuation techniques used to measure their fair value based on
whether the valuation inputs ara observable or unobservabls.
Refer to Note 21 for furlher discussion on these levels,

The assets of the qualified pension plan include investments in
equity and L., Treasury securities whosa fair values are
delermined based on quoted prices in active markets and are
classified within Level 1 of the fair value hierarchy, The qualified
pansion plan also invests in U.S. agency, corporate and municipal
dabt securities, which are all valued based on observable market
prices or data by third-parly pricing services, and mutual funds
which are valued based on quaoted net asset values providaed by
the trustee of the fund; these assets are classified as Leval 2,
Additionally, the qualifiad pension plan invests in certain assets
that are valued based on net assat values as a practical
axpadient, including invastments in collective invastmant funds,
hedge funds, and private equity funds,; the net asset values are
pravidad by the fund trustee or administrator and are not
classified in the fair value hierarchy.
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The following table summarizes plan investrment assets measured at fair value at December 31:

Postretirerment
Cualificd Ponsion Plan Waltara Plan
2017 2016 2017 2016
{Coltars In Millions) Lol 1 Level 2 Level 3 Taotal Leval 1 Level 2 Lewvel 3 Total Level 1 Lewal 1
Cash and cash equivalerts . .......... $ ro7e g - & v $43 & - $ 8§ 49 $36 $a2
Debtsecurities ... ....... ..., 517 723 1,240 362 877 - 4939 - -
Caorporate slock
Real estale equity securities® . ... ... 216 - - 216 169 - 169 - -
Mutual funds
Deblsecurities . ... ... ... uis, - 206 - 205 - 164 - 164 - -
Ernerging marksts equity securities . . - 120 - 120 - 155 - 155 - -
Other . e e - - 2 2 - 1 1
$1,460 1,048 52 2,510 580 2898 $1 1,477 36 B2
Flan invastment assets not classifled in
fair valus higrarchy:
Collective investrment funds
Comestic equity securilies ... ... .. 1,327 Y 29 -
Mid-small cap equily securities .. .. 346 303 - -
International equity securities ....... 934 725 22 -
Hedgefundsd .. ................... 200 188 - -
Mrivate equity fundsiet ... .. L 165 99 - -
Total plan investment assats at fair
Valle . oo e $5,482 $3,769 $57 $az
fa) dnciudes an empluyer condmution made i fte 2017, which was iivested consistont with the plan’s tarnget asset siocation, subsoquont (o Decamber 31, 2017,
b At Decernber 31, 2077 and 2076, sacurities included F105 eniion and £08 mifion in domestic equities, respectively, and $171 millon and $7 1 rifon in leteroationa oqutios, respontiny
fe} A Decernber 31, 2007 and 2076, sacirittes hoiuded L348 mallion amd $307 milion in domestic equitles, respectily.
[ This category consists of scuaral invastment strategies dlversifed seross sovars! hedge fund managers.
g} This categury consists of scvoral imestment stiategles diversified scrass savers! private equily fund msnagers
{ft These hvestments arc valod based on net asset value per share as & grchical expediant; falr values are proviced (o rononci &0 total invesiment assets of the pleirig ot fair vaiic
The following table summarizes the changes in fair valug for qualified pension plan investment assets measured at fair value Using
significant unobservable inputs (Level 3) for the years ended December 31:
2017 2(HA 2(HS
{CxAlnrs i illions) Other Other Other
Balance at beginning of DaROd . .. ...t e e e e e e e ¢ $1 $2
Unrealized gains (losses) relating to aseets stillheld at end ofyear .o oo v o cn s - - 1
Purchases, sales, and setlements, Met .. . .. .o i e e 1 - -
Balance at end of pariOd .. .. . e e e e B2 $1 $1
The following benafit payments are expected to be paid from the retiremenit plans for the years ended December 31:
Pansion Postretirernent Medicars Part 1
(Drexllars I Millicans Plars Witelfare Plari Sulskly Receipts
5 5 201 $10 32
5 215 9 1
0 232 g 1
L 250 3 1
2 e e e e e 260 a 1
2O — 2l L e e e e e 1,564 29 4

fa) et of srpected retires contibetions and befors Medicare Part D subsidy.
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Stock-Based Compensation

As part of its employee and director compensation programs, the
Company cutrently may grant certain stock awards under the
provisions of its stock incentive plan. The plan provides for grants
of options to purchase shares of cormmen stock at a fixed price
equal to the fair value of the underlying stock at the date of grant.
Option grants ars generally exercisable up to ten years from the
date of grant. In addition, the plan provides for grants of shares of
common stock or stock units that are subject to restriction on
transfer prior to vesting. Most stock and unit awards vest ovar

three to five years and are subject to foreiture if cerlain vesting
raquirements are not met. Stock incentive plans of acquired
companies are generally terminated at the merger closing dates.
Participants under such plans receiva the Company's common
stock, or options to buy the Company's common stock, based
on the conversian terms of the various merger agreements. At
December 31, 2017, there were 37 million shares {subject to
adjustmenit for forfeitures) available for grant under the
Company's stock incantive plan.

Stock Option Awards
The following is a summary of stock options outstanding and exercised under prior and axisting stock incentive plans of the Company:
Weighted- Waighted Averagn Aggregale
Stock fyrage Remaining Intrinzic Value
‘Year Ended Decermizer 31 Options/Shares Excruise Price Contractua Term fir millions)
2017
Number outstanding at beginning of period . ... e s 17,069,241 $29.95
=g (=Y 1,066,188 5497
=T 1= L {5,3809,741) 29.58
CanCelladi . L e e (67,221) 43,31
Number outstanding at end of periodt ... o oo e 12,668 467 532186 4.5 $272
Exercisableatend of period ... ... i e 9,647,037 Bo7.87 33 %248
2016
Number outstanding at beginning of periad ... .. oo e n s 28,725,708 $29.82
L= = I 1,644,288 39.60
=)o <= [ P {10,163,668) 31.09
Cancallad® . .. . e e {147,087} 35.18
Murnber outstanding atend of period® ... o ool 17,069,241 $29.95 4.1 365
Exercisableat end of period ... o ov i 13,806,142 $27.53 3.1 $330
2015
Nurnber outstanding at beginningofperiod ..o oo oo 33,649,198 $29.31
[ 7= T =" e 1,122,697 44,28
Exercisad ... e e {8,721,834) 29.59
Cancalleditl ... i {324,353) 32.93
Number outstanding at end of period® ...t 25,725,/08 $29.82 36 $331
Exarcisable at end of PEHOT . .« . oottt et e o0 A48 095 $28.68 30 $314

{a) Optinns cancoffed fotide both nor-vested (.o, foroitures) snd vested oplions

) Cutstanding options fciuoe stock-baged awarts that may be fodifed b future pariods The impact of the estiveled forfeltures s reflectad in compensation expense

Stock-based compensation expense is based on the astimated
fair value of the award at the date of grant or modification. The
fair value of each option award 15 estimated on the date of grant
using the Black-Scholes option-pricing model, requiring the use
of subjective assurnptions. Because employee siock aptions
have characleristics that differ rom those of traded options,
including vesting provigions and trading limitations that impact

thair liquidity, the determined value used to measure
compensation expense may vary from the actual fair value of the
employee stock options. The following table includas the
weighted-average estimated fair value of stock options granted
and the assumptions utilized by the Company for newly issued
grants:

Yoar Ended December 31 amr 2016 2015
EStMEtan FRIF VAILE o oo e ottt sttt e e e et e e n e e e e e e e e $14.66 §$10.28 $12.23
B R = =R R = = b 1= TR TS T U S 2.0% 1.3% 17%
Y11= I = I I 2.G% 2.6% 2.6%
Stock volatlity TaOIOr .o o e e 35 36 a7
Expectad life of ODUONS i YBEMS] . ..o vt ittt e e e e e e e e e e e 5.5 5.5 5.5
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Expected stock volatility is based on several factors including
the historical valatility of the Cormpany's common stock, implied
volatility determined from traded options and other factors. The
Campany uses historical data to estimate option exercises and
employee terminations to estimate the expected life of options.

The following summarizes certain stock option activity of the Company:

The risk-free interest rate for the expected life of the options is
based on the U.S. Treasury yield curve in effect on the date of
grant. The expected dividend vield is based on the Company's
expected dividend yield over the life of the options.

Year Ended Decernbier 31 [Dollars in Millions) 2017 2016 2015
Fair value of options veatad . . . . i e e e e $ 13 $ 18 % 25
Intringic valle of OpHoNS EXarCISEa . . . . e e e e 127 138 130
Cash recaived from options BXerciSe . .. ..o e e 159 316 257
Tax benefit realized from options BXEMTIBE L. . 0t e e e e e e e 49 53 50
To satisfy opticn exercises, the Company predominantly uses treasury stock.
Additional information regarding stock options outstanding as of Decembear 31, 2017, is as follows:
Cutztanding Options Lxercisable Qptions
‘Weighted-
Average Wheighted - Weighted-
Remaining Average Average
Comractual Exerclsa Exernize
Raige of Exercize Prices Sharos Life (Years) il Shares Price
Bt 02— 82000 . e 1562979 1.2 $11.95 1,562,979 $11.95
B0 — 825,00 .ot e e 1,363,504 2.2 23.85 1,383,504 23.85
FoB.01 —B30.00 ... 3,861,570 3.4 28.21 3,661,570 28.21
B30.01T = B30.00 Lot s 1,619,505 28 3337 1,518,505 33.37
B35.01 = BA0. 00 L s 1,634,333 8.1 39.48 355,492 3949
B 0T = BA5. 00 L e 1,871,681 6.6 42.33 1,184,802 41.82
B50.01 — o001 e e 1,064,885 &1 H4.9/ a5 55.01
12,688,467 4.5 $32.15 0. 647,937 $o7.87
Restricted Stock and Unit Awards
A summary of the status of the Company’s restricted shares of stock and unit awards is presented below:
2017 2016 015
Weighted- Weighted- Wilohtod -
Average Grar- Anurago Grant- Ayorage Grart -
Diate |-ar Diate Fair Date Fair
“Year Ended Decombir 31 Shares Yalue Shares Valua Shares Valuz
Qutstanding at beginning of period ........ 8268507 $39.50 8,894,831 $38.44 7.821,801 $34.09
Granted .. ..o 2,850,927 54.45 4,873,421 39.65 2,897,396 44.24
Vested ... oo {3,295,378) 40.66 (3,089,038) 37.25 (3,428,/36) 33.27
Cancelled ... .. o {374,103 43.91 {439, 710) 40.18 {495,400) 38.68
Cutstanding al end of penod ... ... ... ... ¥, 446,955 $44.49 8,265 607 $38.50 65,894,831 $38.44

The total fair value of shares vested was $180 million,
$128 million and $152 million for the years anded December 31,
2017, 2016 and 2015, respectively. Stock-based compensation
expense was 163 million, $150 million and $125 millian for the
years ended Decemnber 31, 2017, 2016 and 2015, respsactively.
Cn an after-tax basis, stock-based compensation was
$101 million, $93 million and $78 million for the years ended

RRL:]

December 31, 2017, 2016 and 2015, respectively. As of
December 31, 2017, there was $191 million of tatal unrecognized
compensation cost related to nonvestad share-based
arrangernents granted under the plans. That cost i3 expected to
be recognized aver a weighled-average period of 2.5 years as
compensation expense.



Income Taxes

The components of income tax expense were.

vear Lnded December 31 [Dollas in Millions) 207 2016 2015

Federal

I =" O $ 2,086 $2,585 $1,956

I = 7= o AR G G AP pR {1,180) (711} {223)
(=T = N e 1= = < PSSO GO 9086 1,874 1,733

State

LT = | 21 337 346

I 1) = PR 157 (1)) 18
S ATE NGO A+ ot et ettt et o e ettt e et et e e e e 358 287 364
Total INGOME TEX PIOVISION 44+ 4 v a s e e e en e et et e e m e e st s b e e e e e ee e e as e e e s vt b et e $ 1,264 $2,161 $2,087

A reconciliation of expected income tax expense at the fedsral statutcry rate of 36 percent to the Company’s applicable income tax
expense follows:

Year Ended Decermnber 31 (Dollars in Millions) 2017 2016 2015
=T = Y == T 52,631 §2,837 $2,310
State income tax, at statutory rates, net of federal taxberefit .. ... oo 281 244 237
Tax effect of
Prevalualion of tax related assats and liabilitiesal L . . . o e 910 - -
Tax credits and benefits, net of related BXPENSBS . .. ... it i i i e i e {774 {710} {+00)
Tax-EXEIMIEINCOMIE |+ o o e e e et e e et et s e e e {200) {(196) {201}
Nencontrolling IMLBIESIS L. .. .ottt e e e e e {12 20y 19)
Nondeductible legal and regulatony 8XPEMSES .. oot i e e s it e 213 20 -
00 3Tt 1= O a5k {24 {30y
ADDIICADIE IMODME TAXES . .\ vttt u ot e e e e et v aa s e s s et et et e e e e $1,264 $2,161 $2,007

fa) It tabe PAT7, fax reform egidation was enacted that, among othor provislons, reduced the fedaral statutary rate for corpurations from 35 percant to 21 porcent effective in 2018 in accordance
with genarsiy acrnoplod accounting prnciples, the Gampany rovatued its dekerred tay assets and fabiitins at Oscemnber 31, 2017, resuiting i an estimated not o benefit of 3910 mifon, which
tha Company recordod in 2017

B fncludas excees tax bonofits assovialed with Stock-hased compensaion unider sceounting guidance ciectia Janusry 1, 2017, Previously, thase benafits wore rocaned i capital SLrohs.

jol tncludas the resalition of certain tax matters with taxing authoritics in the frst gusrter of 2015

The tax effects of fair valus adjustments on securities rise to differing interpretations of these complex laws, regulations
available-for-sale, derivative instruments in cash flow hedges, and metheds. Due to the nature of the examination process, it
forsign currency translation adjustments, and pension and post- generally takes years before these examinations are completed
retirement plans are recorded directly to shareholders’ equity as and matters are resolved. Federal tax examinations for all years
part of other comprehensive income {l0ss). ending through December 31, 2010, are completed and

In preparing its tax returns, the Company is raguired to rasolved. The Company's tax returns for the years ended
interpret complex tax laws and regulations and utilize income and Decernber 31, 2011 through 2016 are under examination by the
cost allocation methods 1o determine its taxable income. On an Internal Revenue Service. The years cpen to examination by state
ongoing basis, the Company is subject to examinations by and local government authorities vary by jurisdiction,

federal, state, local and foreign taxing autherities that may give

A reconailiation of the changes in tha federal, state and foreign unrecognized tax position balances ara summarized as follows:

“Year Ended Dooember 31 (Dallars in Millkons} 2017 2016 2014
Balance at baginning of PerOd ... .. ot e e e $ao2 F243 $267
Additions {reductiong) for tax positions taken IN prioryears . .. ... ... oo 3 57 {17}
Additions for tax positions faken N the CUMeNtYear ... . o oo i i e e s e g9 12 13
e AR = = 0L, =R P {23 {6} {(17)
L AT =Y =1 =110 1= R {4) (4) {d
Balance at 8nd of PO . ... .t vt e et et e e e e e e e e e e et e ey g $287 g302 $245
The total amount of unirecognized tax positions that, if December 31, 2017, the Company's unrecognized tax position
recagnized, would impact the effective income tax rate as of balance included $53 million in accruad interest. During the years
Dacember 31, 2017, 2016 and 2015, were 3265 millian, ended December 31, 2017, 2016 and 2015 the Company
$234 milion and $165 million, respectively. |he Company recorded approximataly $16 milion, $7 millon and ${1) million,
classifies interast and penaltias related te unrecognizad tax respectively, in intarest on unrecognized tax positions.

positions a3 a component of incoma tax expense. At
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Deferred incoma tax assets and liabilities reflect the tax effect
of estimated temporary differences between the carrying
amounts of assets 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 dsferred tax asset (liability) follows:

At Docompar 21 (Dallars in Millionz) 2017 20106
Deferred Tax Assets
lederal, state and foreign net operating loss and cradit camforwards ... ... et i i e s % 2,249 $ 971
Allowance TOr Cradit IO 8BS .« o ottt e e 1,116 1,667
ACCTUE BXDBNSES . . ottt e e e e e e e e e e e 468 806
Fartnerships and other INvestMBENt A8SETE .. . Lt e et et e et e e et e 252 521
Securities available-far-sale and inancial INStrUMAantS . . . ... . ot e e e e e e e e e 111 220
BHOCk COMIDENSEHION L. o et e e e 79 120
Pengion and postretirement benefits .. . - 394
Olhier deferred tax Assets, NMat .« o i e e e e 215 291
GBross defermed b Agsale .« . L . e e 4,490 4,880
Deferred Tax Liabilities
LT 11T 1= A (2,277 {3,096
Goodwill and other INtangiDle 88888 .« .. ... e e e {693) {262)
Mortgage samviGing MRS ... e e {604} {883
LT {160} {234
Pension and postratirement Denalits . ... ..o . i e e e (20 -
o {4 {B60)
Other dafarrad tax iabilites, NBL . . . ... oo et e e e {(131) {113)
Gross defered T Iabilties o e e e e {3,689) {6,348}
A O GBI .« . oL ot e e e e e e e e (128) {121)
Net Deferred Tax Asset (Liability) . .. ..o i e et e e i e e $ 473 & {479

The Company has approximately 1.7 billion of federal, state
and foreign net operating loss carnviorwards which expire at
various times through 2037. A substantial portion of these
carryforwards relate o state-only net operating losses, which are
subject to a full valuation allowance as they are not expected to
be realized within the carryforward period. Management has
determined it is more likely than not the other net deferred tax
assels could be realized through carry back to taxable income in
prior years, fulure reversals of axisting taxable temporary
differences and future taxable income.

In eddition, the Company has $2.1 bitlion of federel credit
carrylorwards which expire at various times through 2037 which

Derivative Instruments

In the ordinary course of business, the Compary enters into
derivative transactions to manage various risks and to
accommodate the busingss requiraments of its customers, The
Company recognizes all derivatives on the Consolidated Balance
Sheet at fair velue in other assets or in other liabilities. On the date
the Company enters into a derivative contract, the derivative is
designated as sither a fair value hedge, cash flow hedge, net
investrmant hadge, ar a designetion is not made asitis a
customer-related trensaction, an economic hedgs for asset/
liabilify risk manegement purposes or another stand-alone
derivative created through the Company's operations {“free-
standing derivative). When a derivativa is designated as a fair
value, cash flow or net investment hedge, the Company performs
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are not subject to a valuation allowance as management beligves
that it is more likely than not that the credits will be utilized within
the carryforward period.

At December 31, 2017, retained samings included
approximately $102 million of base yaar reserves of acquired thriff
institutions, for which no deferred federal income tax liability has
been recognized. These base yaar reserves would be recaptured
if certain subsidiaries of the Gompany cease to guelify as a bank
for tederel income tax purposes. The base year reserves also
remain subject to income tax penalty provisions that, in general,
require recapture upon certain stock redemptions of, and excess
distributions to, stockholdars.

an assessment, at inception and, at & minimum, guarterly
thereafler, to determine the effectivenass of the derivative in
offsetting chenges in the value or cash flows of the hedged
itern(s).

Fair Value Hedges These derivatives are interest rate swaps the
Company uses to hedge the change in fair value relatad to
interest rate changes of its underlying fixed-rate debt. Changes in
the fair valua of derivatives designeted as fair value hedges, and
changes in the fair value of the hedged items, are recorded in
earnings. All fair value hedges were highly effective for the year
ended December 31, 2017, and the change in fair value
aftributed to hedge ineffectiveness was not material.



Cash Flow Hedges Those derivatives are interest rate swaps
the Gomparny uses to hadge the forecasted cash flows from its
underlying variable-rate debt. Changes in the fair value of
derivatives designated as cash flow hedges are recorded in other
comprehensive income {loss) urtil the cash flows of the hedged
items are realized. If a derivative designated as a cash flow hedge
is terminated or ceases to be highly affective, the gain or loss in
other comprehensive income (loss) is amortized to garnings over
the period the forecasted hedged trensactions impact earnings. If
a hedged forecasted transaction is no longer probable, hedge
accounting is ceased and any gain or loss included in cther
comprehensive income {loss) is reported in earnings immediately,
unless the forecasted transaction is at least reasonably possible
of occurring, whereby the amounts remain within other
comprehensive income (loss). At December 31, 2017, the
Compeny had $71 million {net-of-tax} of realized and unrealized
gains on derivetives classified as cash flow hedges recorded in
other comprehensive income (loss), compared with $55 million
{net-of-tax) of realized and unrealized gains et December 31,
20186, The estimated emaount to be reclassified from other
somprahengive income (loss) inta earnings during the next 12
moriths is a gain of $4 million {net-of-tax). This amount includes
gains and losses related to hedges that were terminated eerly for
which the forecasted transactions are still probable. All cash flow
hedges were highly effective for the year ended Decemibrer 31,
2017, and the change in fair value attributed to hedge
ineffectiveness was not material,

Net Investment Hedges The Company uses forward
commitments to sell specifisd amounts of certain foreign
currencies, and non-derivetive debt instruments, to hedge the
volatility of its net investment in foreign operations driven by
fluctuations in foreign currency exchange rates. The
insffectivensss on all net invastrment hedges was not material far
the year ended Decermber 31, 2017, At December 31, 2017, the
carrying amount of non-derivative debt instrurnents designatad as
net investment hadges was $1.2 bilion. There wers no
non-detivative debt instruments dasignatad as net investmeant
hedges at December 31, 2016,

Other Derivative Positions The Company enters into fres-
standing derivatives to mitigate interest rate risk and for other risk
ranagernent purposes. These derivatives include forward
commitmenits to sell to-be-announced securities {"TBAs") and
other commitments 1o sell residantial morlgage loans, which ars
used to economically hedge the interest rate risk related to
residential MLHFS and unfunded mortgage loan commitments.
The Company alzo enters into interest rate swaps, swaptions,
forward commitmants to buy TBAs, U.S. Treasury and Eurcdollar
futures end options on U.S. Treasury fuiures to economically
hedge the change in the fair value of the Company's MSRs. The
Company also enters into foreign currency forwards to
economically hedge remeasurement gains and losses the
Company recagnizes on foreign currency denominated assets
and liabilities. In addition, the Company acts as a seller and buyer
of interest rate derivatives and foreign exchangs contracts for its
custormers. The Company mitigates the market and liguidity risk
associeted with thase customer derivatives by entering inte
similar offsetling positions with broker-dealers, or an a portfolic
basis by entering into other derivative or non-derivetive finencial
instrurnents that partially or fully offset the exposure from these
customer-related positions. The Company's customer derivatives
and related hedges are monitored and reviewed hy the
Compeny's Market Risk Commillee, which esteblishes policies
for market risk management, including exposure limits far sach
partfolio. The Comparty also has derivative contracts that are
created through its operations, including certain unfundsd
mortgage loan commitments and swap agreements related to the
sale of a partion of its Class B common shares of Visa Inc. Refer
to Note 21 for further information on these swap agresments.

For additional information on the Company’s purpose for
entering into derivetive transactions and its overall risk
management strategies, refer to "Management Discussicn and
Analysis — Use of Derivatives to Manags Interest Rate and Cther
Risks", which is incorporated by reference into these Notes to
Consolidated Financial Staterments.
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The following table summarizes the assst and liability management derivative positions of the Company;

Asset Derivatives

Ligbility Derivatives

Weighted-Average

Weighted-Averans

Remaining Remaining
Nedlonal Falr Maturity MNartional =4 Mati ity
[Dultars In Millicnsy Wallae Walua In Yaars Waluo Value In Yaarg
December 31, 2017
Fair value hedges
Intersst rate contracts
Receive lixed/pay flosting swaps .............. ... ... $1,000 & 28 B70 | $ 3800 %16 1.55
Cash flow hedges
Interest rale confracts
Pay fixed/receive floating swaps . .......... ... ..., 3772 5 673 - - -
Net investment hedges
Foraign exchange forward contracts .. ........._........ - - - 373 8 05
Cthar sconomic hedges
interest rate contracts
Futures and forwards
BUy . e 1,832 I 10 1,326 2 .04
Sell oo e e 152 10 .89 4,511 10 03
Cptions
Purchased ... .. .. . . e 4,985 B85 7.57 - - -
Written .o e e 1,285 21 .10 5 - 05
Receive fixed/pay floating swaps .............. .. co 2,019 5 16.49 5,469 - B.43
Pay fixed/receive floatingswaps ... ..o il 4,844 21 7.69 46 1 £6.70
Foreign exchangs forward contracts ............. .. ..... 147 1 .02 669 8 .04
Equitycontracls . ... ... . o 45 - 1.10 88 1 .58
Creditcontracls ... i i i e 1,559 - 341 3,779 1 3.16
L - - - 1,164 125 2.50
Tolal . e e $383,579 $163 $21,050 172
December 31, 2016
Fair value hedges
Interest rate contracts
Receive fixed/pay floating swaps ... oit, $ 2580 348 428 | 51260 %12 2.32
Cash flow hedges
Interest rate contracts
Pay fixed/receive floating swaps . ... ... .o oL 3272 108 8.63 2,787 35 B3
Nel investment hadges
Forsign exchange forward contracts .......... .. 0. 1,347 15 04 - -
Othsr sconomic hedges
Interest rate contracts
Futures and forwards
L 1,748 13 .09 1,722 18 04
Sal e 2,278 129 .08 4,214 43 .09
Options
Purchased ...... ... ... .. . it 1,565 43 8.60 - - -
WriEn . e e 1,073 25 .07 12 1 06
Receive (ixed/pay floating swaps . ... ... ... ..., 5,452 26 11.48 1,561 16 £.54
Pay fixed/recelve floating swaps .. ... ..o ia il 4,705 13 6.51 2,320 9 7.80
Foreign exchangs forward contracts ... oo oot 849 5] 02 BB7 5] 02
Cauitycomtracls . ... .. . o e e M - AQ 102 1 57
Creditcontracts . ... .. . 1,897 - 3.38 3,674 2 3.57
e e e 19 - 03 230 106 3.42
TOtBE $27.266  $427 $19,339  $249

{al includes dardvative labifty sap agreements rolabon (0 1he safe of @ porthn of the Company's Ciass A camman shares of Yisa ine Mo Wea swap agrasmeants had g toral nothena! value, i
vallie and vesighted averaye remaining matuily of £1 2 bilion, $125 rilive and 250 pears ot Docamber 31, 201 7, respectively, campand m 8917 mitian, B108 milion rd 3 50 years af
Dhecermber 31, 2016, respectively. i addition, inciudes shart-tany undaniteg nurchasn and saia commiiments vAith tolel ssset and lebilty notions vaties of $15 mifur at Decenber 397,
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The following table summarizes the customer-related derivative positions of the Company:

Asget Dervatives

Lianinty Derivatives

Waighlod-dverane

Weighted Avorage

Motivril [ air Rernaining Maolicnal Falr Remairing
{Dallars in kflicng) Valug Valua Waturity In Yoars Value Walug aturty In Ycars
December 31, 2017
Intersest rate contracts
Receive fixed/pay floating swaps .......... .. ..ot % 28,681 $ 679 571 | $59890 § 840 4.27
Pay fixed/receive floatingswaps . ... ......ooienae, 63,038 860 4.20 26,093 602 576
QOptions
Purchased ... oo i e 23,091 22 1.61 880 14 4.24
WIS L i e 880 15 4.24 27 056 20 1.50
Futures
Sal o e 7,007 4 1.21 - -
Foreign exchange rate contracts
Forwards, spots and swaps . ... 24,089 6856 B1 23,440 6536 B3
Optionz
PUrChEsEed o e e e e 4,026 83 1.20 - - -
BT =T YA - - - 4,026 83 1.20
Total .« e i $156,6822 $2,313 £140,485  $2,195
December 31, 2016
Interest rate contracts
Racsive fixed/pay floating ewaps ... ............... § 38501  § 930 407 | $ 39,403 § 832 4.89
Pay fixed/receive floatingswaps . ....... oo 36,671 612 4.99 40,324 996 4.07
QOptions
Purchased . .o oo s 14,545 51 1.85 1256 2 1.37
BT =" 125 3 1.87 13,618 50 1.70
Futures
L 306 - 1.96 7111 7 890
Foreign exchange rate contracts
Forwards, spots and &waps ... .. e i nas 20,664 849 .08 18,640 825 B0
Options
Purchased ... . e e 2376 88 1.67 - . -
BN i - - - 2,376 a8 1.67
Total o e e $113,188 $2,543 $122,487 $2,610
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The tabla below shows the effective portion of the gains {losses) recognized in other comprehensive income {loss) and the gains {losses)
reclassified from other comprehensive income {loss} into earnings (net-of-tax) for the years ended December 31:

Gains {Lesses) Rocognized in Other

Gaing | ossost Reclkssifiod from
Other Comprehensive Incorna {Loss)

Camgrehengive Incoma (Loss) intia Earriirogs

{Cxallarg n Mo 5) 23017 2016 015 2017 2016 2015
Asset and Liability Management Positions
Cash flow hedges

Interast rate contracls® ... .. L e &3 $46 $ 15 $19) 878 {120
MNaet investrent hedges

Foreign exchange forward cortracts ... ... o ol iial (56} 33 101 - - -

Non-derivative dabt instruments ... ... .. .o o e {16} - -~ - - -

Mote: Ineffectivancas on cash flow and net nvestiment hedges was rot matcrial for the years ended December 31, 2017, 2016 and 20715

fa) Gaing {Losses) roclassiffed from other comprehensive ncorme fioas) into inferas! axpense,

The table below shows the gains (losses) recognized in earnings for fair value herlges, othar sconomic hedges and the customer-relatad

positions for the years ended December 31:

Locatlon of Gaing (Losses)

{Daollars in Milllonsy Recognized in Earnings 2017 2016 2015
Asset and Liability Management Positions
Fair value hedges®
Interast rate COMMrAcS ... oo i e Cther noninteresl income £ (26) & (31} 5 7
Cther sconomic hedges
Interest rate contracls
Futures and forwarmds ... ... . o e e i Mortgage banking revanue 24 101 185
Purchased andwrilenoptions . ............ ... o il Mortgage banking revenue 237 331 121
Receive fixed/pay floating swaps ... .. ... o i i Mortgage banking revenus 2545 226 138
Pay fixedfreceive floatingswaps . ..... .. ... . oo il Morlgage banking revenus {220) {140 {33)
Foreign exchange forwardcontracts ... ... . oo Commaercial products revenug {59 {14) 108
Equity contracts ... oo Compensation expensze 1 1 1
Credit contracls ... .. e e Other noninlerest income 3 1 2
L0 Cther noninterest income 1) (39) -
Customer-Related Positions
Interest rate conlracts
Receive fixed/pay floating awaps . .. oo oo e Cther nonirterest income (676} {708) 360
Pay fixedfreceive floating swaps ... ... o Cther noninterest income 943 763 {320}
Purchased and writtenoptions ..o vu oo Cther nonirterest incoma {24 {5 3
L= Other nanirterest income {3 {8 1
[oreign exchange rate contracts
Forwards, spots and BWapS ... oot o e e Commercial products revenus 892 B8 74
Purchased and wittten options ... ..o e Commercial products revenue 2 (1) 2

fal Gaires fLossns) on foms hedgad by interest rate cortracts inck oo i nonirterest income faspense), were 28 mition, £37 mitfon and B7) mfion for the yesrs endod Decombor 31, 2017, 2078
ared 2015, respoctively. The ineffecthve povtion wes frnmmatcrial for $ha years ended December 31, 2017, 2014 and 2015,
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Darivatives are subject to credit risk associated with
courterparties to the derivative contracts. Tha Company
measures that credit risk using a credit valuation adjustrment and
includes it within the fair value of the derivative. The Company
manages courterparly credit risk through diversification of its
derivativa positions among various counterparties, by entering
into derivative positions that ars centrally cleared through
clearinghouses, by entering into mastsr netling arrangements
and, where possible, by requiring collateral arrangements. A
master netting arrangement allows two countarparties, who have
multiple darivative contracts with each other, the ability to net
settle amounts under all contracts, including any related
collateral, through a single payment and in a single currency.
Callateral arrangements generally requirs the counterparty to
deliver collateral (typically cash or U.S. Treasury and agency
secUrities) equal to the Company's net derivative raceivable,

aubject to minimum transfer and credit rating requirernants.

The Company's collateral arrangaments are predeminately
bilateral and, therefore, contain pravisions that require
collateralization of the Company's net liability derivative positions.
Raquired collateral coverage is based on net liability thresholds
and may be contingent upon the Company's credit rating from
two of the nationally recognized statistical rating organizations. If
the Company's cradit rating were to fall below credit ratings
thresholds established in the collataral arrangements, the
counterparties to the derivatives could requsst immediate
additional collateral coverage up to and including full collateral
coverage for derivatives in a net liability position. The aggragate
fair valus of all derivatives under collateral arrangements that ware
in a net liability position at December 31, 2017, was $577 million.
At December 31, 2017, the Company had $527 milion of cash
posted as collateral against this net liability position,

Netting Arrangements for Certain Financial Instruments and Securities Financing

Activities

The Company's derivative partfolio consists of bilateral
over-the-counter trades, cerlain interast rate derivatives and
credit contracts required to be centrally cleared through
clearinghouses per current regulations, and exchange-traded
positions which may include U.S. Treasury and Eurodollar futures
or options on LLS, Treasury futures. Of the Company's

£354.9 bilion total notional amount of derivative positions at
December 31, 2017, §189.8 bilion related to bilateral
over-the-countar trades, $146.1 billion related to thase centrally
cleared through clearinghouses and $19.0 billion related to those
that were exchange-traded. Irrespective of how derivatives are
traded, the Company's darivative contracts typically include
offsetling rights (referred to as netting arrangements}), and
depending on expected volume, credit risk, and counterparty
preference, collateral maintenance may be required. For all
derivatives under collateral support arrangements, fair value is
determined daily and, depending on the collateral maintenance
requirements, the Company and a counterparly may receive ar
dsliver collateral, based upon the net fair value of all derivative
positions betwaen the Company and the counterparty. Collateral
is typically cash, but securities may be allowed under collateral
arrangements with certain counterparties. Recelvables and
payebles related to cash collateral are included in cther essets
and other liabilities on the Consolidated Balance Sheet, along
with the releted derivative asset and liability fair values. Any
securities pledged to counterparlies as collateral remain on the
Congolidated Balance Sheet. Securities received from
counterparties as colleteral are not recognized on the
Consolidaled Balance Sheet, unless the counterparty defaults, In
peneral, securities used as collateral can be sold, repledged or
otherwise used by the party in possession. No restrictions exist
on the use of cash collateral by either party. Refer to Note 18 for
further discussion of the Gornparny’s derivetives, including
collateral arrangements.

Ag part of the Company’s treasury and broker-dealer
operations, the Company executes transactions that are freated
as securities sold under agreements to repurchase or securities
purchased under agreements to resell, both of which are
accounted far as collateralized financings. Securnities sold under
agreements o repurchase include repurchase agreements and
securities loaned transactions, Securities purchased under
agreements 1o resell include reverse repurchase agresments and
securities borrowed transactions. For securities sold under
agreements to repurchase, the Company records a liability for the
cash received, which is included in short-term borrowings on the
Consolidated Balance Shest, For securities purchased under
agreements to resell, the Company recards a recelvable for the
cash paid, which is included in other assets on the Consolidated
Balanca Sheet,

Securities transferred to counterparlias under repurchase
agreements and securities loaned transactions continue to be
recognized on the Consolidated Balancs Shest, are measured at
fair value, and are included in investment securitiss or other
assets. Securities received from counterpartias under reverse
repurchase agreements and securities borrowed transactions are
not recognized on the Consolideted Balance Sheet unless the
counterparty defaults. The securities trensferred under
repurchase and reverse repurchase trensactions typically are U.S.
Treasury and agency seclUrities, residential agency mortgage-
backed securities or corporate debt securities. The securities
loansd or borrowed typically are corporate debt securities traded
by the Company's broker-dealer. In general, the securities
transferred can be sold, repledged or otherwise used by the party
in possession. Mo restrictions exist on the use of cash collateral
by either parly. Repurchase/reverse repurchase and securitios
loaned/borrowed transactions expose the Company to
courterparty risk. The Company menages this risk by perorming
assessments, independent of business line managers, and
gstablishing concentration limits on each counterparty.
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Additicnally, these transactions include collateral arrangements
that reguire the fair values of the underlying securities to be

determined daily, resulting in cash being obtained or refunded to
counterparties to maintain specifisd collateral levels.

The following table surnmarizes the maturities by category of collateral pledged for repurchase agreements and sacurities loaned

transactions:
Creerright and Less Than
[Daollars in Milions) Continuous 30 Days Total
December 31, 2017
Repurchase agreements
LS, Treasuny and G0eMTIEE . . .. i it it e e e $ 25 3 - $ 25
Residential agency mortgage-backed secunities .. ... o i e e s 644 30 674
Corparate debt SeCUMIES . .. .. e e e 104 - 104
Total repUrChasE GBI L ot o i e et et e e e e e 73 30 803
Securities loaned
Corporate debl 88CUNLES L ... e i e e e e e e 111 111
Total securilies loaned . ... o e e e 111 - 111
Gross amount of recogrizad TabileS . .. s e e i e e $884 $30 $ 914
December 31, 2016
Repurchase agreements
LS, Treasury and BENCIES oo i e e e e e $ 60 $ - ¥ 60
Residential agency morlgage-backed SeCUnlies . ... o e e e e, ae1 30 711
Carporate debt secuUrties .. .. o e 30 - 30
Total rEpUrChase AgIEEMENIS « .. i it e e et e e 71 30 801
Securities loaned
Corporate debt S8CUNtES L .. . e e e e ey 223 223
Total secUrties loaned . .. .. e e e e 223 - 223
Gross amount of recognized abiltes ... o e Fuv4 F30 $1.024

Tha Company executes ite derivative, repurchase/reverse
repurchase and securities loaned/borrowed transactions under
the respective industry standard agreaments, These agreements
include master netting arrangamants that allow for multiple
contracts executed with the same counterparty to be viewed as a
single arrangerment. This allows for net settlement of a single
amount on a daily basis. In the event of default, the rmaster
netting arrangement provides for closs-out netting, which allows
all of these positions with the defaulting counterparly to be
terminated and net settled with a single payment amount,

The Company has elected to offset the assets and liabilities
under netting arrangernents for tha batance sheet presentation of
tha majority of its derivative counterparlies, excluding ceriain
centrally cleared darivative contracts due to current uncerlainty
about tha legal enforceability of netting arrangements. The netting
occurs at tha counterparly level, and includes all assets and
liabilities ralated fo tha derivative contracts, ingluding those
associated with cash collateral received or delivered. The
Company has not elected to ofiset the asssts and liabilities under
netting arrangements for the balance sheet prasentation of
repurchase/freverse repurchase and secutities loaned/borrowed
transactions.

The fallowing tables provide information on the Company’s netting adjustments, and items not offset on the Consclidated Balance Sheet

but available for offset in tha event of dafault:

Grogs Anournts

Gross Ameounts Not Oifsst on

Mot Amounts
the Consolidated Balance Sheet

Gross Offset on b Prosontod on the
Recognlrad Consulidated Consdlidated l'inancial Collateral Met
[Dollars in Millions} Agsuts Balance Shocti Balance Shest Instrumentsk Rereivedit Amaunt
December 31, 2017
Derivative assets® ... ... .......... $1,759 H(652) $1,107 $110) & (5 T 992
Reverse repurchase agreements . ... ... .. 24 - 24 24 - -
Securities borrowed ... ..o 823 - 923 {896} 27
Total .. e $2,706 F652) $2,004 B134) B(E01) %1019
December 31, 2016
Darivative asseta® ... ... ... ... .. ... $2,122 F(uB4d) 31,138 % (78) F(10) $1,050
Revarsa repurchase agreements .. ........ 77 - 7 (501 17 .
Securities borrowed ... ..ol 944 - 944 (10} (908} 25
Total Lo e 33,143 $(084) 32,159 ${148) B(E3B) $1.075

{3} fnciudes F50 milion and B2 10 milion of cash colisteral reialed payables that were nefted against dedvative assets at Docombor 37, 2017 and 2078, raspectivaty,
{b) For derivathve sssets this noludis any derivalive Tabiity fir valuos that coutd be atfsct in the svant of counteraany dafault; for reverse repurchase agreaments this includes any repurchese
sgreerant payaties Hhat could be offset in the event of countorpanty dofawl, for sacurdiias borowed this includas any securities foaned payabies that coutd be offsat i the event of

coLrfergwrty oefsul.

{u) e the fair value of secorties recoived by the Campany fram ik covntarparty, Thase secunbies are not ncluded an the Consolidated Balence Sheet unikess Hie cotterparly deibults,
jult Exclodes B723 mitior and §848 mifon ar Decamber 31, 2007 and 2016, raspochivaly, of derlalive assels not subiect fo nattar Srengements or where uncertaily exists regardfng fepal

enforceabiffy of the netting arangemants
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Gross Amouats Mor Criset on

Grosy Armounts Met Arnounts .
Gross Offsct on the Presentad on the the Consulidated Ralance Sheat

Recagnized Counsollduatod Consalidated Firarysial Collateral Met

[Dollars in Milions) Liabilties Balancs Shoote Balance Sheet Insramontsh Pledgedi! Arnourt
December 31, 2017

Derivative labilitiesd ... ..ot 31,629 ${1,130) I 449 $110) P - $333

Bepurchase agreements ... 803 - 803 {24 {774 :

Securties loaned .. ... e i 111 - 111 - {1109 1

Total e 32,543 $i1,130) 31,413 ${134) £{359) $330
December 31, 2016

Derivative iabilitiesd ... ... ... 31,951 ${1,188) I /66 $ {78) i - $688

Bepurchase agreemsnts ..........o.uvavs 801 - a0 {60 {741 -

Securities oaned .. ..o 223 - 223 {10) {211 2

Total ..o e 32,975 $(1,188) $1,790 E{148) F{952) $630

) frchicies £528 miflon sna BATT ron of cash colliers rdated recelvabios thal were nettod agatst derative labiities at Dacembar 31, BOTF and 2016, respechial,
b For derivative fabiites IS INclades Gy dometive asset fai valuss that coukd be offset in the ovent of counterparty default; for repurchase agracmicnts til nchides sny reverse replrchase
agresrment recsivabies that coukd be offsot in the ovent of courteruarly defaut; for securitios aned his includes any sectiities borrowed racelatis that could be offuet in the aven? of

counterpany default,

{7} frcturfos the fair vale of secunlies pledgad by the Company to the counterpsrty. These securitios arc includen on the Congolidaled Bakince Sheet Uniess the Compirny defuults.
ft Fcidos $736 milon arc $908 milion at Decembar 31, 2017 and 2018, respectively, of derivalive atiiitics not subject 0 netting srrangements or whers Lincartaioty casts mgarding legal

enforceakiity of the nefting arangements,

Fair Values of Assets and Liabilities

The Company uses falr value measurements for the initial
recording of cerlain assets and liabilities, periodic remeasurement
of certain assets and liabilities, and disclosures. Derivatives,
trading and available-for-sale investment securities, MSRs and
substantially all MLHFS are recorded at fair value on a recurring
basis, Additionally, from time to tims, the Company may be
required to record at fair value other asssts on a nonrecurring
hasis, such as loans held for sals, oans hald for investment and
certain other assets. These nonrecurting fair value adjustments
typically involve application of lower-of-cost-or-fair value
accounting or impairment write-downs of individual assets.

Fair valus is defined as the exchange price that would be
receivad for an asset or paid to transfer a liability (an exit price) in
the principal or most advantageous market for the asset or liability
in an orderly transaction betwesn market participants on the
reasurernent date. A fair value measurement reflects all of the
assumptions that market participants would use in pricing the
asset or liability, including assurmnptions about the risk inharant in
a paricular valuation technique, the sffect of a restriction on the
sals or use of an asset and the risk of nonperformance.

The Company groups its assets and liabilities measured at
fair value into a three-level hierarchy for valuation technigues used
ta measura financial agsets and financial liabilities at fair value.
This hierarchy is based on whether the valuation inputs are
observable or uncbservable. These levels are:

- Level 1 — Quoted prices in active markets for identical assets
or liabilities. Levet 1 includss LLS. Treasury securities, as well as
exchange-traded instruments,

- Level 2 — Observable inputs other than Level 1 prices, such as
quoled prices for similar assets or Yiabilities, quated prices in
markets that are not active; or other inputs that are observable
or can ba corrohorated by observable market data for
substantially the full term of the assets or liabilities, Level 2

includes debt securities that are traded less freguently than
exchange-traded instruments and which are typically valued
using third party pricing services, derivative contracts and other
assets and liabilities, including securities, whose value is
determined using a pricing modal with inputs that are
chservable in the market or can be derived principally from or
corroborated by observable market data; and MLHFS whose
values are determined using quoted prices for similar assets or
pricing models with inputs that are obssrvable in the market or
can be corroborated by observable market data.

— Leval 3 — Unobservable inputs that are suppartad by little or

no markat activity and that are significant to the fair value of the
assets or liabilities. Level 3 assets and liabilities include financial
instruments whose values are determined using pricing rodels,
discounited cash flow methodolagies, or similar technigues, as
well as instruments for which the determination of fair valus
requires significant management judgment or estimation. This
category includes MSRs, cerlain debt securities and certain
derivative contracts.
When the Company changes its valuation inputs for
measuring financial assets and financial liabilitias at fair value,
either dus to changes in current market conditions or other

factors, it may need to transfer those assets or liabilities to

another laval in the hierarchy based on the new inputs used. The
Company recognizes these transfers at the end of the reporting
period in which the transfers occur. During the years ended
Decernber 31, 2017, 2016 and 2015, there were no transfers of

financial assets or financial liabilities between the hierarchy levels,

The Gompany has processes and controls in place to
increase the reliability of estimates it makes in determining fair

valus measurements. ltems quoted on an exchange are verified
to the guoted price. Items provided by a third parly pricing

service are subject to price verification procedurss as described
in mors detall in the specific valuation discussions below. Far fair
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value measurements modeled internally, the Company's valuation
models are subject to the Company's Model Risk Governance
Palicy and Program, as maintained by the Company's rigk
rmanagement department. The purpose of model validation is to
assess the accuracy of the models' input, processing, and
reporing components. All models are required to be
independently reviewed and approved prior to being placed in
usa, and are subject to formal change control pracedures. Under
the Company's Model Risk Governance Policy, models ara
required to be reviawed at least annually to ensure thay are
operating as intended. Inputs ino the modsls are market
observable inputs whenever available. When market observable
inputs are not available, the inputs are developed based upon
analysis of historical expearience and evaluation of other relevant
market data. Significant unobservable madel inputs are subject to
review by senior managerment in corparate functions, who are
independent from the madeling. Significant unobservable madel
inputs ars also compared to actual results, typically on a quarterly
basis. Significant Level 3 fair value measuremants are also
subject to corporate-level raview and are benchmarked to market
transactions or other market data, when available. Additional
discussion of processas and controls are provided in the
valuation methodologias section that follows.

The following section describes the valuation methodologies
used by the Company to measure financial assets and liabilities at
fair value and for estimating fair value for financial instruments not
recorded at fair value as required under disclosure quidance
related to the fair value of financial instruments. In addition, the
following section includes an indication of the lavel of the fair
value hierarchy in which the assets or liabilities are classified.
Where appropriata, the description includes information about the
valuation models and key inputs to those maodels, During the
years endad Dacember 31, 2017, 2016 and 2015, thera were no
significant changes to the valuation technigues used by the
Company to measure fair value.

Cash and Due From Banks The carrying value of cash and due
from banks approximate fair valus and are classified within
Level 1. Fair value is provided for disclosure purposes only.

Federal Funds Sold and Securities Purchased Under
Resale Agreements The carrying value of federal funds sold
and securities purchased under resale agreements approximate
fair value becauss of the relatively short time betwean the
origination of the instrument and its expected realization and ara
classified within Level 2. Fair value is provided for disclosure
purposes anly.

Investment Securities When guoted market prices for idertical
securities are available in an active market, thase prices are used
to determine fair value and thase securities are classified within
Level 1 of the fair value hierarchy. Level 1 investment securities
include U.S, Treasury and exchange-traded securities.

For other securities, quoted market prices may not be readily
available for tha specific securities. When possible, the Company
datarmines fair value based on market observable information,
including quoted market prices for similar securities, inactive
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transaction prices, and broker guotes. These securities are
classified within Level 2 of the fair value higrarchy, Level 2
valuations are generally provided by a third party pricing senvice,
The Company reviews the valuation methodologies utiized by the
pricing service and, on a guartetly basis, revisws the security level
prices provided by the pricing service against management’s
expectation of fair value, based on changes in various
benchmarks and market knowledge from recent trading activity.
Additionally, each quarter, the Company validates the fair value
provided by the pricing services by comparing them to recent
observable market trades {where available), broker provided
quotes, or othar independent secondary pricing sources. Prices
obtained from the pricing service are adjusted if they are found to
be inconsistent with relevant market data. Level 2 investrment
seclrities are predominantly agency mortgage-backed securities,
certain other asset-backed securities, obligations of state and
political subdivisions and agency debt securities.

The fair value of securities for which there are no market
trades, or where trading is inactive as compared to normal
market activity, ara classified within Level 3 of the fair valus
hiararchy. The Company determines tha fair value of thase
securities by using a discounted cash flow methodology and
incorporating observable market information, where available.
Thesa valuations are modeled by a unit within the Company's
treasury department. The valuations use assumptions regarding
housing prices, interest rates and borrower performance. Inputs
are refined and updated at lsast quarlerly to reflect market
developments and actual performance. The primary valuation
drivers of these securities are the prepayment rates, detault ratas
and default severities associated with the underlying callataral, as
well as the discount rate used to calculate the present value of
the projected cash flows. Level 3 fair values, including the
assumptions used, are subject to review by senior management
in corporate functions, whao ara indspendent from the modeling.
The fair value measurements are also compared to fair values
provided by third parly pricing services and broker provided
quotes, where available. Securities classified within Level 3
include non-agency mortgage-backed securities, non-agency
commercial mortgage-backed securities, certain asset-backed
securities and certain corporate debt securities. At December 31,
2017, the Company did not have any available-for-sale
invastment securities classified within Level 3.

Mortgage Loans Held For Sale MLHFS measured at fair valus,
for which an active secondary market and readily available market
prices exist, are initially valued at the transaction price and are
subsequently valued by comparison to instruments with similar
collateral and risk profiles. MLHFS are classified within Level 2,
The valuations of MLHFS ars developed by the martgage banking
division and are subject to independent price verification
procedures by corporate functions. Included in mortgage banking
revenus were net gaing of $84 milion, $33 milion and $27 million
for the years ended December 31, 2017, 2016 and 2015,
respactively, from the changes to fair value of these MLHFS
under fair value option accounting guidance, Changes in fair valus
dus to instrument specific credit risk ware immatsrial. Interest



income for MLHFS is measured based on contractual interest
rates and reporled as interast income on the Consolidated
Staternent of Income. Eleciing to measure MLHFS at fair valus
reduces certain timing differences and better matches changas in
fair value of these assets with changas in the value of the
darivative instrurnents used to economically hedge them without
the burden of complying with the requirements far hedge
accounting.

Loans The loan portfolio includes adjustable and fixed-rate loans,
the fair value of which is estimated using discountad cash flow
analyses and other valuation technicjues. The expected cash
flows of loans consider historical prapayment experiences and
estimated credit losses and are discounted using current rates
offered to borrowers with similar credit characteristics. Generally,
loan fair values reflect Level 3 information. Fair value ts provided
for disclosura purposas only, with the exception of impaired
collateral-based loans that are measured at fair valus on &
non-recurring basis utilizing the underlying collataral fair value,

Mortgage Servicing Rights MSRs are valued using a
discounted cash flow methodology, and are classified within
Level 3. The Company determines tair valus of the M3Rs by
projecting future cash flows for different interest rate scenarios
using prepayment rates and ather assumptions, and discounts
these cash flows using a risk adjusted rate based on option
adjusted spread lavels. The MSR valuations, as well as the
assumptions used, are developed by the morlgags banking
division and are subjacl to review by senior management in
corparate functions, who ars independent from the modeling.
The MSR valuations and assumptions are validatad through
compatison to trade information when available, publicly available
data and industry survays and are also compared to independsnt
third party valuations each quarter. Risks inherent in MSR
valuation include higher than expected prepayment rates and/or
delayed recsipt of cash flows. Thers is minimal observable market
activity for MSRs on comparable porticlios and, therefore, the
determination of fair value requires significant management
judgment. Refer to Note 9 for further information on MSR
valuation assumptions.

Derivatives The majority of derivatives held by tha Company are
execUted over-the-countar or centrally cleared through
clsatinghouses and are valued using standard cash flow, Black-
Derman-Toy and Monte Garlo valuation technigues. The models
incorporats inputs, depending on the type of derivative, including
interast rate curves, foreign exchange rates and volatility, Tha
inputs into these madels are subject to independent review by
corporate functions, Additionally, the Company's valuations are
compared to counterparly valuations, where available, Al
derivative values incorporate an assessment of the risk of
counterparty nonperformance, measured based on the
Company's evaluation of cradit risk as well as external
assassments of credit risk, where available. The Company
monitors and manages its nonperlormandce risk by considering its
ability to net derivative positions under master netting
arrangements, as well as collateral received or provided under

collateral arrangements, Accardingly, the Company has elected
to measure the fair value of derivatives, at a countarparty level, on
a net basis, The mgjority of the derivatives are classified within
Level 2 of the fair value hisrarchy, as the significant inputs to the
models, including nonperformance risk, are obsservable. However,
certain derivative transactions are with counterparlies where risk
of nonperforrmanca cannot be observed in the market and,
therefore, the credit valuation adjustments result in these
derivatives being classified within Level 3 of the fair value
hierarchy. The credit valuation adjustmenits for nonperforrmance
risk are determined by the Company's treasury department using
credit assumptions provided by the risk management
department. The credit assumpticns are compared to actual
resUlts quarterly and are recalibrated as appropriate.

The Company also has other derivative contracts that are
created through its operations, including commitments to
purchase and originate mortgage loans and swap agreements
executad in conjunction with the sale of a porlion of its Class B
common shares of Visa Inc. (the "Visa swaps”). The mortgage
loan cornmitments are valued by pricing maodels that include
market observable and uncbservable inputs, which result in the
commitments being classified within Level 3 of the fair valua
hierarchy. The unobservable inputs include assumptions about
the percentage of commitments that actually become a closed
loan and the MSR value that is inherent in the underlying loan
value, both of which are developed by the Company’s mortgaga
banking division. The closed loan percentages for the morigage
loan commitrments are monitored on an on-going basis, as thesa
percentages are also used for the Company’s economic hedging
activities. The inherent MSR value for the commitments are
generated by the same models used for the Company's MSRs
and thus ara subjact to the same processes and controls as
described for tha MSRs above, The Visa swaps reguire payments
by either the Comparty or the purchaser of tha Visa Inc. Class B
commaon shares when there ars changes in the convarsion rate of
the Visa Inc. Class B common shares to Visa Inc. Class A
commion shares, as well as guarterly payments to the purchaser
based on specified terms of the agreemeants, Management
reviews and updates the Visa swaps fair value in conjunction with
its raview of Visa Inc, related litigation contingsndcies, and the
associated escrow funding. The fair value of the Visa swaps are
calculated by the Company's corporate davelopment department
using a discounted cash flow methodology which includes
unobservable inputs about the timing and settlemert amournts
related to the resolution of cerlain Visa Inc. ralatad litigation. The
expected litigation rasolution impacts the Visa Inc. Class B
common shars to Visa Inc. Class A common share canversion
rate, as wall as the ultimate termination date for the Visa swaps.
Accordingly, the Visa swaps are classified within Level 3. Refer to
Mota 22 for further information on the Visa Inc. restructuring and
relatad card association litigation.

Other Financial Instruments Other financial instrumants
include cost method equity investments and certain community
developmant and tax-advantaged related assets and fiabiltiss,
The majority of the Company's cost methed equity investments
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are in Federal Home Loan Bank and Federal Reserve Bank stock,
far which tha carrying amaounts approximate fair value and are
vlassified within Level 2. Investments in other equity and limited
partnership funds are estimated using fund provided net asset
values, These equity investments are classified within Level 2. The
community development and tax-advantaged related asset
balances primarily represent the underlying assets of
consolidated community development and tax-advantaged
sntities. The community developmant and tax-advantaged related
liabilities represent the undetlying liabilities of the consolidated
entities (included in long-tarm debt) and liabiities related to othaer
third party interests ({included in cther liabilities). The carrying value
of the community development and tax-advantaged related asset
and other liahility balances are a reasonahle estimate of fair value
and are classified within Level 3. Refer to Note 7 for further
inforration on community development and tax-advantaged
related assets and liabilities. Fair value is provided for disclosure
purposes only.

Deposit Liabilities The fair value of demand deposits, savings
accounts and cerlain money market deposits is equal to the
amount payable on demand. The fair value of fixed-rate
cerificatas of deposit is estimated by discounting the contractual
cash flow using current market rates. Deposit liabilities are
classified within Level 2. Fair valus is providad for disclosure
purposas only.

Short-term Borrowings Fedsral funds purchased, securities
s0ld undar agreements to repurchase, commarcial papar and
cther short-term funds borrowed have floating rates or shorl-term
maturities. Tha fair value of short-term borrowings is determined
by discounting cantractual cash flows using current market rates.
Short-term borrowings are classified within Level 2. Included in
shorl-tarm borrowings is the Company's obligation on securities
sold shor, which is required to be accounted for at fair value per
applicable accounting guidancs. Fair valua for othar short-term
borrowings is provided for disclosure purposes only.

Long-term Debt The fair value for most long-term debt iz
detarmined by discounting contractual cash flows using current
market rates. Long-term debt is classified within Level 2. Fair
value is provided for disclosure purposes anly.

Loan Commitments, Letters of Gredit and Guarantees The
fair value of commitments, letters of credit and guaranteas
represents the estimated costs to terminate or otherwize settle
tha obligations with a third party. Other loan commitments, letters
of credit and guarantees are not actively traded, and the
Company estimates their fair valus based on the ralated amaount
of unameortized deferred commitment fees adjusted for the
probable losses for these arrangements. These arrangements are
classified within Level 3. Fair value is providad for disclosure
purposes anly,
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Significant Unobservable Inputs of
Level 3 Assets and Liabilities

The following section providss information on the significant
inputs used by the Caompany to datermine the fair value
measurements of Level 3 assets and liabilities recorded at fair
value on the Consclidated Balance Sheet. In addition, the
following section includes a discussion of the sensitivity of the fair
value measurements to changes in the significant inputs and a
description of any interrelationships between these inputs for
Level 3 assets and liabilities recorded at falr value on a recurring
basis. The discussion below excludes nonracurring fair value
measurements of collateral value used for impairment measures
for loans and OREO. These valuations utilize third parly appraisal
or broker price opinions, and are classifiad as Level 3 due to the
significant judgment involvad.

Available-For-Sale Investment Securities The significant
unobsarvable inputs used in the fair valus measurement of the
Company's modeled Level 3 availlable-for-sale investment
securities are prepayment rates, probability of default and loss
severities associated with the underlying collateral, as well as tha
discounit margin used to calculate the present value of the
projectad cash flows. Increases in prepayment ratas for Level 3
securities will typically result in higher fair values, as increased
prepayment rates accelerate the recaipt of expected cash flows
and raduce axposura to credit losses, Increases in the probability
of default and loss severities will rasult in lower fair values, as
these increases reduce expectad cash flows. Discount margin is
the Company's estimate of the current market spread shove tha
respective benchmark rate. Higher discount margin will result in
lowear fair values, as it reduces the presert value of tha expacted
cash flows,

Prepayment rates generally move in the opposite direction of
markat interest rates. In tha current environment, an increase in
the probability of default will generally be accompanied with an
increase in loss severity, as both are impacted by underlying
collateral values. Discount margins are influsncad by market
expectations about the security's collateral performance and,
therefore, may directionally move with probability and severity of
default; hawever, discount margins are also impacted by broader
market forces, such as cormnpeting investment yields, sector
liquidity, economic naws, and other macroeconomic factors. At
Pecernbar 31, 2017, the Company did not have any
available-for-sale investment securities classified within Level 3.

Morigage Servicing Rights Tha significant unchservable inputs
used in the fair value measurement of the Company’s M5Rs are
expected prepayments and tha option adjustad spread that is
added to the risk-free rate to discount projected cash flows.
Significant increases in either of thess inputs in isolation would
result in a significantly lower fair value measurement. Significant
decreasas in either of these inputs in isolation waould result in a
significantly higher fair value measurement. There is no direct
interrelationship between prepayments and option adjusted
spread. Prepayment rates gensrally move in the opposite
diraction of market interest rates. Option adjusted spraad is
generally impacied by changes in market return raquirements.



The following table shows the significant valuation assumption rangss for MSRs at December 31, 2017:

Minirrium Maximum fueraga
CXpectod DIEDEYITIENE . ¢ vt e et ettt e et e et e e 6% 17% 10%:
Oplion adiusted Spread <. .o i i i i i b 7 10 a

Derivatives The Company has two distinct Level 3 derivative
portfalios: (i} the Company's commitments to purchase and
originate mortgage loans that meet the requirements of &
derivative and (i) the Company's asset/liability and custorner-
related detivatives that are Level 3 dus to unobservable inputs
related to measurement of risk of nonperformance by the
vounterparty. In addition, the Company's Visa swaps are
classified within Level 3.

The significant unohservable inputs used in the fair value
measurement of the Company's derivative commitments to

purchase and originate mortgage loans are the percentage of
commitrnents that actually become a closed loan and the MSR
value that is inherent in the underlying loan value, & significant
increase in the rate of loang that close would result in a larger
derivative asset or liability. A significant increase in tha inherent
MSR value would result in an increase in the derivative asset or a
reduction in the derivative liability. Expected loan close rates and
the inherernt MSR values are directly impacted by changes in
market rates and will generally move in the sama direction as
interest rates.

The following table shows the significant valuation assurmption ranges for the Company's derivative commitments to purchase and

originate mortgage loans at December 31, 2017:

MWinlrmuirm Maximum Avorage
Expectad [0am ClOSE 1aID - ..o i i e e e e e 8% 100% 80%
Inherant MSR value (basis points Per lO8M) oo o u e e i e aa {1) 184 117

The significant unobservable input used in the fair value
measurement of certain of the Company’s asset/liability and
customer-related derivatives is the cradit valuation adjustrment
related 1o the risk of counterparty nonperformance. A significant
increass in the credit valuation adjustmeant would result in a lower
fair value measurement. A significant decraase in the credit
valuation adjustment would reault in a higher fair value
measurement. The credit valuation adjustment is impacted by
changes in the Company's assessment of the counterparty's
credit position. At Decermber 31, 2017, the minimum, maximurm
and average credit valuation adjustment as a percentage of the

derivative contract fair value prior to adjustment was 0 percent,
98 percent and 2 percent, respectively.

The significant unobservable inpuis used in the fair valug
measurement of the Visa swaps are management's estimats of
the probability of certain litigation scenarios, and the timing of the
resolution of the related litigation loss estimates in excass, or
shortfall, of the Company's proportional share of escrow funds.
Anincrease in the loss estimaie or a delay in the resolution of the
rélated litigation would result in an increase in the derivative
liahility, & decrease in the loss estimate or an acceleration of the
rasolution of the related litigation would result in a decrease in tha
derivativa liakility.
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The following table summarizes the balances of assets and liabilities measurad at fair valus on a recurring basis:
[Doltars in killions) Level 1 Lewa| 7 Lowal 3 Metting Total

December 31, 2017
Available-for-sale securities

LS. Treasury and G0enCIBS . ... oot e e go2.572 $ 729 g - 3 - $23,301
Mortgage-hacked securities
Residantial
L T - 38,031 - - 38,031
Cammercial
B L T - ¢] - - 6
Asset-backed securities
L 1= - 419 - - 419
Cbligations of state and political
SUbdMISIONS L L e - 6,358 - 5,358
Other imvestments ... ... e e 22 - - - 22
Total available for-2ale ... ... e e 22 594 45543 - - 88,137
Morgage loans held forsale ... ... . . o i e - 3,534 - - 3,534
Morgage senvicing rights ... ... i e - 2,645 - 2,645
Darvative @888t . . .. i e e 5] 1,960 416 652) 1,830
Other 8ssets . .. . e e e 154 1,163 - - 1,317
Tolal L e 22,764 $52,200 £3,1681 5 {652} 77,463
Darivative liabilitias ... .. ... . e i - $ 1,958 § 409 $(1,130) § 1,237
Short-term borrowings and other ligbilitieste .. ... . L o o, 101 6534 - - 995
Tt e e 5 10 $ 2,852 $ 409 ${1,130) § 2,232

December 31, 2016
Available-for-sale securities

LS. Treasury and 80ENGCIES . v v et e et $16,2355 g 72 3 - § $17,12¢
Mortgage-backed securities
Residential
AN L e e e e - 43,138 43,138
Non-agency
PrmE e e - - 242 242
MNan-primel® . - 195 - 195
Commercial
AN et e e e e e e e e - 16 - 15
Asset-backed securities
11 T 481 2 - 483
Obligations of state and political subdivisions ......... ... ... ... - 5,038 - - 5,039
Corporate debtsecurities .. ... .. o o e - - 2] - 9
Olherinvestments ... .. e e e e e 36 - - - 36
Total available-for-sala ... .. o e 16,3591 49 445 448 66,284
Mortgage loans held for sale ... e s . 4,822 - 4,822
Morgage servicing rights ... . . . o e e - 2,59 - 2,591
Dervative 888t . . o e e e s - 2,416 554 {984) 1,988
Othar 888818 . .. .. i e e e 183 1,137 - - 1,320
L0 $16,574 $57.820 $3.583 % {984) $77.003
Darivative liabiliies ... .. .. 3 7 § 2,469 £ 383 $(1,185) t 1,674
Short-term borrowings and other ligbilitiest) . ... .. o o0 0o e 142 938 - 1,080
Tatal . e e e $ 149 $ 3,407 $ 383 $(1,185) $ 2,754

fal Frire securties dre thute deslarsied a3 such hy tho fssuer af arigitatiar, When an fsier designation iz ungvaiable, #he Company delermines at sogtesition ool the categonization based on
a8zl pool charactersties [such & weightod-average credit scara, oan-to-valse, luen fype, prevelence of iow documentation loans) end desl performance {such 25 pool delinquencies and
secunty rnanket sonessdsh

it frclucies all secudbes not menting the conditions fo be designated as price

) Primardy roprosonts e Company's ohligation on secunies suld short roquired o e accounted far at fair vaiue per applitable AOCOLNENG Quidance
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The following table presents the changes in fair value for all assets and liabilities measurad at falr value on a recurring basis using

significant unobsarvable inputs (Level 3) for the years ended December 31:

Met Change
in Unraalized
Met Gains Galns [Loszeas)
[Losses) Rlating to
Mt Gaing Inciuded in Agnets anrd
Haginning (Losses) Other Lnd of Liakilfifles
of Perod  Included In - CGomprehensive Principal Parod Held at
[Dellars in Millions) Balance Netlncomo  Income {Loas) Purchases  Sales Payments fssuances Sefflements  Balance  End of Porind
2017
Available-for-sale securilies
Maorigage- backed securities
Residential non-agency
Prime® ... .. .o $ 240 § - 3 (2 $-%23) $ B F - 2 -5 $
Nor-prime® .o 0 o 195 - {i7) - (178 {3 - - -
Anset-backed securities
Other ... .. e e e 2 - - - &) - - - - -
Corporate debt securities .. ..., 9 - 2 - {1 - - - - -
Tatal available-for-zale ... ..... 448 - {17)e - (422 (9) - - - -
Morgage servicing rights ........... 2,591 {404yt - 13 - - 4450 - 2,645 {404}
Net derivative assets and liabilities . ... 171 317 1 {10 - - {572 107 {52y
2016
Available-for-sale securities
Mortgage-backed securities
Residential non-agency
Primel ... ... $ 318 3 (0 5 - $- & - @5 5 - $ - ¢ 242 $ -
Non-primst ... ... .. 240 {1) {2} - 42} - 185 {2
Asset-backed securities
Other ... o s 2 - - - - - 2 -
Corporate debt sacurities .. ....... 9 - - - - - - - 9 -
Total available for-sale . ....... 569 (2ym {2} - {117) - - 448 {2)
Mortgage servicingrights ........... 2512 {488 - 43 - - 5240 - 2,591 {488)
Nel dertvative assets and liabilities .. . . 498 3320 - 2 (14} - - {B47) 171 {257
2015
Available-for-sale securities
Mortgage-backed securities
Residential non-agency
Primetal .. e 3 406 3 - % (M 5-85 $ @3 $ $ - & 318 5 4
Non-primatt ... 280 {1} {1} - - {38} - - 240 {1)
Assat backed securities
Other ..o e i 62 4 {2) {51) {11} - 2 -
Corporate debt securities ......... 9 - - - - - - - 9 -
Total available-for-sale ........ 756 304 {7)e) - Bl (132 - - 569 (5}
Morgage servicingrights ........... 2,338 {487 - 29 - - 8320 - 2512 fag 7
Net derivative assets and liabilifies . ... 574 rerdl - 1 13) - - (771} 498 1350

{5 Mrime securtkes are those designated a5 such by Hie fmuer af arigination. When an issuer dosignation iz unavaliatble, the Company detarmimas at acquizition cale e categorizatian based on
asset pool charsctenistics (such a8 weightog-average credit scure, Joan-to-vakss, faan fype, provafence of ow documentation fosns) and deat partarmance (such a5 podl defquencies and

souty marke! spresos),
() tnchados el securtivs not mesting the conditions To be desigrated &g prime,
=l fnciudod in modgage barikdg revenus.
() Approwimatoly 21 milion inciuded 0 other norintercs! income and F228 millkon ncluded in mongage banking rovenue
fa) Inchided in changes in unrealized galng and losses on sacunfins avalabie-fv-safy,
1 Ranesants AMSAs capitatzed durng the perdod.,
@ Appraximately K77 milfon inchided in ather noninterest Income and $25 million included fr morgage banking ravenus,
ih} Approsnately 3 milion included in securities gains ffosses) ad B milion includnd i friterest Fcome,
il Apevoxinalely $77) mikan inchaded in other noninterest come arnd $409 million included i rrurtgage barking ravenue
6l Apprasioately $27E6) milon incluged in ather nuntaterest ncome and $18 million irciucded i reortgsge banking ravenue
) Inofuciesd 1 imterest come

i Approstnately $289 milion included In alhier noninterest heorme snd 3418 mifion inchudod in smorigage banking revenue,

iml Aporosimiatety J52 mlitar notadad i otter noninterest icueme and 343 mifon icludad i mongage bevking revenue
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The Company is also required pericdically to measure cartain othar financial assets at fair value on a nonrecurring basis. These
measurernents of fair value usually result from the application of lowsr-of-cost-or-fair value accaounting or write-downs of individual assets.

The following table summarizes the balances as of the measurement date of assets measured at fair value on a nonrecurming basis, and

still hald as of December 31:

2017 206
(Dollars in Millions} Level 1 Lo 2 Level 3 Tolal Lavel 1 Lo & Leval 3 Total
Loansi® .. & - $150 %180 & $- $59 $59
Otherasgetst .. ... ... ... ... ... - - il 31 - - 80 g0

fal Represents the carrprg valie of fuans far wiinh adiustmants were bagsed on the falr value of the collstersl, excluding ioans iy charged off,
bl Primardly represents the falr value of fomniosod proportias that were measured at falr value based on an @pprisal or Hroker price oEnion of the colistars) subsaquent fo thelr lrtis! gcogiiston,

The following table summarizes losses recognized related to nonrecurring fair valus measurements of individual assets or portfolios for the

years ended December 31;

[Dollars in Milllens) 2017 2018 015
I T $171 3192 $17s
OB B | Lt i i e e e e e e e e e e 20 32 42

{al Ropresenis writs-downs of student loans Retd fur sk based on non-binding qusted prices recaived for the portkally that were sobsequently tranaforead 19 foans, and wilta-downs of ioans

which werg basad on tha feir vaiue of the colaters), avcleiag koans iy chamgod off,
(t) Frimarty reprasenis refated fosses of Rreclosed properties thad wene moasurcd at e value subseduent fa their lnitial seqguision

Fair Value Option

The following table summarizes the differences between the aggregate fair value carrying amount of MLUIFS for which the fair value option
has been elected and the aggregate unpaid principal amount that the Company is contractually obligatad 1o recsive at maturity as of

Decamber 31:

207 201e
Crarrying Carrying
Fair Value Aggregate Anncnint Owesr Fair Value Aggregate Amount Crer
Carrying Urpaid Under} Unpsaid Carrying Unpaid {Under] Unpaid
{Dollars in Millans) Amournt Principal Princlpal Amount Prneipal Pnngipsl
Tolalloans ... .o 33,634 $3,434 $100 34,822 84,763 $59
Nonacerual loans ... oo e o e 1 2 {1 2 3 {1}
Loans S0 daysormore pastdug ............... 1 1 E 1 1 -

Disclosures About Fair Value of Financial
Instruments

assets and liabilities that are not financial instruments, such as the
value of goodwill, long-term relationships with deposit, credit

card, merchant processing and trust customers, othar purchased

The following tabie surmmarizes the estimated fair value for
financial instrumsnts as of December 31, 2017 and 20186, and
includes financial instruments that are not accountad for at fair
value. In accordancs with disclosure guidance related to fair
values of financial instruments, the Company did not include

liabilities. Additionally, in accardance with the disclosure

under the equity method are excluded.
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guidanes, insurance cantracts and investrnents accounted for

intangibles, premises and equiprment, deferrad taxes and ather



The estimated fair values of the Company’s financial instruments as of December 31, are shown in the table below:

2017 2018
Carmying Fair value Cairying Faiir Walue

(Drofears in Millions) Amount Lawel 1 Loved 2 Level 3 Total Amount Level 1 Leavel 2 | ovel 3 Total
Financial Assels
Cash and due rombanks ... % 18,505 $19,508 § - % - $ 19606 |8 15705 $157056 § -5 - $ 15,705
Federal funds sold and

securities purchased under

resals agreements ... ... 93 - ad - 93 138 - 138 138
Investment securities

held-to-maturity ......... 44,362 4,613 39,095 16 43,723 42 691 4,606 37,810 20 42,435
Loans held for salet® ... ... 20 - - 20 20 4 - - 4 4
logans ..o 276,507 ~ 27939 279,351 269,394 - - 273,422 273,422
Cther financial instruments . . 2,393 - 1,03¢ 1,564 240 2,362 - 920 1,449 2,368
Financial Liabilities
Deposits .........c..ovunn 347,218 346,979 - 346,979 334,580 — 334,361 - 334,361
Short-term borrowingatt . ... 16,656 - 15,447 - 15,447 12,861 - 12,706 - 12,708
Long-term debt ........... 32,2568 - 32,377 - 32,377 33,323 - 33,678 - 33678
Cther liabilites ............ 1,556 - - 1,556 1,568 1,702 - - 1,702 1,702

il Exchudes rnorlguges held for Sate for which the fair vetse apgiun uodier Appicabie sooounting guithnce was slected
in) Exrurtas the Cormpany's obiigation or sacurilics soid short requied fo be accounted for 2 R vatue per sppicatle accounting guidance.

The fair value of unfunded commitments, deferred non-yield
ralated loan fees, standby letters of credit and other guerantees is
approximately aqual to their cerrying value. The carrying value of
unfunded commitments, deferred non-yield related loan fees and

Guarantees and Contingent Liabilities

Visa Restructuring and Card Association Litigation The
Company's payrment senvices business issues credit and debit
cards and acquires cradit and debit card transactions through the
Visa U.S.A. Inc. cerd association or its affiiates {collectively
“Visa"). In 2007, Visa complsted a restructuring and issued
shares of Visa Inc. common stock to its financial institution
members in conternplation of its initial public offering (“"IPC")
completed in the first quartar of 2008 (the “Visa Recrganization”}.
As a parl of the Visa Rearganization, the Company received its
proportionata number of shares of Visa Inc. common stock,
which were subseguently conwverted to Class B shares of Visa
Inc. {“Class B shares"). Visa U.S.A. Inc. ("Visa U.5.A.") and
MasterCard International (collectively, the “Card Associations”)
are defandants in antitrust lawsuits challanging the practices of
the Gard Associations {the "Visa Litigation”). Visa U.S8.A. member
banks have a contingent obligation to indermnify Visa Inc. under
the Visa U.8.A. bylaws {which wers modified at the time of the
restructuring in October 2007) faor potential losses arising from the
Visa Litigation, The indemnification by the Visa U.S.A. member
banks has no specific maximum amaunt.

Using procseds from its IPO and through reductions to the
conversion ratio applicable to the Class B shares held by Visa
U.S8.A. member banks, Viza Ing. has funded an escrow account
for the benefit of member financial institutions to fund their
indemnification obligations associated with the Visa Litigation. The
raceivable related to the escrow account is classified in other
liabilities as a direct offset to the related Visa Litigation contingant

standby letters of credit was $555 milion and $618 million at
December 31, 2017 and 2016, raspectively. The carrying value of
other guarantees was $192 milion and $186 milion at

Decamber 31, 2017 and 2016, respactively,

liability, On Oetober 19, 2012, Visa signed a setllameant
agreement to resolve class action claims assaciatad with the
multi-district intarchange litigation pending in the United States
District Court for the Eastern District of New York. This case is the
largast of the remaining Visa Litigation mattars. The district court
approved tha settlernent, but that approval was appealad by
certain class membears. On June 30, 20186, the United States
Court of Appeals for the Second Circuit revarsed the approval of
the settlernent and remanded the case to the district courl for
further proceedings consistant with the appellate ruling. On
Newvamber 23, 2016, certain class membars filed a petition with
the United States Supreme Court asking it to review the Sacond
Circuit's decision to reject the settlement. On March 27, 2017,
the Supreme Court denied the class members' pstition. The case
is proceeding in the district court.

At December 31, 2017, the carrying amount of the
Company's liability related to the Visa Litigation matlers, net of its
share of tha escrow fundings, was $19 milion. During 2017, the
Company sold 2.2 million of its Class B shares. These salas, and
any previous sales of its Class B shares, do not impact tha
Compary’s liability for the Visa Litigation matters or the receivabla
ralated to tha sscrow account. Upon final settlamant of the Visa
Litigation, the ramaining 2.7 milion Class B sharss held by the
Company will be sligible for conversion to Class A shares of Visa
Inc., which ars publicly traded. The Class B shares ara excluded
from the Company's financial instruments disclosures included in
tNote 21,
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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 1o oredit 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 borrowsar, Tha collateral may include marketable securitios,
receivables, invenitory, equipment and real estate. Since the
Company expects many of the commitments to expire without
baing drawn, total commitment amounts do not necessarily
represent the Company's future liquidity requiraments, in
addition, the commitments include consumear credit lines that are
cancelable upon notification to the consumer.

The contract or national amounts of unfunded commitments to
extend credit at December 31, 2017, excluding those
commitments considered derivatives, were as follows:

Toerm
Loss Than Graaler Than

[Lollars in Millions} One Yoar One Year Talal
Commercial and

carmmercial real

estate loanz ...... $ 28,903 $100,648 $129,551
Carporate and

purchasing card

loansl ... 26,002 - 26,002
Residantial

morlgages........ 2186 3 218
Retail credit card

loanskE L. 106,285 - 106,285
Other ragtail loans ... 13,707 23,600 37,30/
Covered loans ... ... - 126 126
Other ... .. ..., 5,672 5,6/2

(l Primarily cancelable at the Comparny’s discretion.

Lease Cormmitments Rental expense for operating leases
totaled $338 million in 2017, $326 million in 2018 and

$328 milion in 2015, Future minimum payments, net of sublease
rentals, under cepitalized leases and noncancelable operating
leases with initial or remaining terme of one year or more,
consisted of the following at December 31, 2017

Capitalized Operating
{Dollars in Milions) Leases Leases
201 e e § 17 § 277
2010 e 16 250
2020 e e s 14 210
2021 ..., e e 11 185
2022 e 9 159
Tharaafter ... ... ... 35 563
Total minimum lease paymenls ......... 102 31,6844
Less amount represerting inlerest . ... ... 34
Present value of nel minimum lease
PAYIMENTS .. e 68
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Other Guarantees and Contingent
Liabilities

The following table is 2 summary of other guarantess and
contingent liabllitfes of the Company at Decamber 31, 2017:

taxirnurm
Potartial
Coltateral Carrying | uture
(Ciollars in Milions) Hold Arnourt Payments
Standby letters of credit ., . |, $ - & 52 $10,857
Third party borrowing
arrangerments ... L - 7
Securities lending
indemnifications . ..... ... 2912 - 2,828
Aszetsales ... ..... ... ... - 125 6,683
Marchant processing . ... .. 481 50 95,780
Tender option bond program
guarantes . ......... . ... 2,607 - 2,337
Minimurmn revenue
guarantees . ............ - 7
Other .................... - 1¢ 1,290

Letters of Credit Standby letters of credit are commitrments the
Company issues to guarantee the performance of a customer to
a third party. The guarantees frequantly support public and
private borrowing arrangements, including commercial paper
issuances, bond financings and other similar transactions. The
Company also issues and confirms commercial letters of credit
on behalf of custormers to ensure payment or callection in
sonnection with trade transactions. In the event of a customer's
or counterparly’s nonperformance, the Company's credit loss
exposure is similar to that in any extension of credit, up to the
lefler's contractual amaount, Management assesses the
borrawer's credit to determina the necessary colleteral, which
may include marketable securities, receivebles, inventary,
equipment and real estate. Sinca the conditions requiring the
Company to fund letters of credit may not occur, the Company
expects its liguidity 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, 2017, were approximataly
$10.9 billion with a weighted-average term of approximatoly 20
months. The estimated fair value of standby letters of credit was
approximately $52 million at December 31, 2017.

The contract or notional amaunt of letters of credit at
December 31, 2017, were as follows:

Tarrmn
| e55 Then Greater | han
[Lcliars in Milliansy Onc Year One Year Tetal
Standby . ... 34,891 $5,966 $10,857
Commercial ........... 398 24 422




Guarantees Guarantess are contingent commitments issued by
the Company to customers or other third parlies. The Company's
guarartees primarily include parent guerentees related to
subsidiaries’ third perty borrowing arrangements; third party
performance guarantees inherant in the Company’s business
operations, such as indemnified securities lending progrems and
merchant charge-back guerentees; and indsmnification or
buy-beck provisions related to certein esset sales. For certein
guarentees, the Company has recorded a liability related to the
potentiel obligetion, or has access to collaieral to support the
guarartss or through the exerciss of other recourse provisions
can offset some or all of the maximum potential future payments
rmade under thase guarentees.

Third Party Borrowing Arrangements The Company provides
guarantees to third parties as e parl of certain subsidiaries’
baorrowing arrangements. The maximum potentiel future payments
guaragntesd by the Company under these arrangernents weare
approximately $7 milion at December 31, 2017.

Commitments from Securities Lending The Cormparny
participatas in securities lending activities by ecting as the
custormer's agant involing the loan of securities. The Company
indemnifies customers for the difference betwsean the fair value of
the securities lent and the fair value of the collateral received.
Cash collataralizes these trangactions. The maximum potential
future payrnents guaranteed by the Company under these
arrangements were approximately $2.8 billion at December 31,
2017, and represent the fair value of the securities lent to third
parties. At Decernber 31, 2017, the Company held $2.9 billion of
cash as collataral for these arrangements.

Asset Sales The Company has provided guarantees to cerlain
third parties in connection with the sale or syndication of certain
assets, primarily loan portfolios and tax-advantaged invesimants,
These guarantess are genarally in the form of asset buy-back or
make-whols provisions that are triggered upon a credit event or a
change in the tax-qualifying status of the related projects, as
applicatle, and remain in effect urtil the loans are collected or final
tax credits are reglized, respectively. The maxirmum potential future
payments guarariteed by the Company under these arrangements
were approximately $6.7 bilion at December 31, 2017, and
represented the proceeds raceived from the buyer ar the
guaranteed portion in these transactions where the buy-back or
make-whale provisions have not yet expired. At December 31,
2017, the Company had reserved $112 million for potential losses
related to the sale or syndicetion of tax-advantaged investments.
The maximum potential future paymants do not include loan
sales where the Company provides slandard representation and
warranties to the buyer against losses related to loan undenwriting
documentetion defects that may have existed at the time of sele
that generally ere identified after the occurrence of a triggering
event such as delinquency. For these types of loan sales, the
maximum potential future payments is generally the unpaid
principal balance of loans sald measured at the end of the current
reporting period. Actual losses will be significantly less than the
maximum exposure, as only a fraction of loans sold will have a

representation and warranty breach, and any losses on
repurchase would generally be mitigated by any collateral held
eqgeinst the loans,

The Company ragularly sells loans to G5Es as part of its
mortgage banking activities. The Company providas custormary
representations end warranties to GSEs in conjunction with these
sales. These representations and warrenties generally raquire the
Company to repurchese assets if it is subseguently detarmined
that a loan did not meet specified criteria, such as a
documnentation dsficiency or rescission of mortgage insurence. If
the Company is unable to cure or refute a repurchase request,
the Company is generally obligated to repurchase the loan or
otherwise reimburse the counterparty for losses. At
December 31, 2017, the Company had reserved $13 million for
potantial losses from representation and warranty obligations,
comparsd with $19 milion at Dacernber 31, 2016, The
Company's reserve reflects management's best estimate of
losses for reprassantation and warranty cbligations. The
Company's repurchase reserve is modeled at the loan level,
taking into consideration the individual credit quality and borrower
activity that has transpired since origination. The modsl applies
credit quality and economic risk factors to derive a probability of
default and potential repurchase that are based on the
Company's historical loss experience, and estimates loss severity
based on expected collateral value. The Company also considers
qualitative factors that may result in anticipatad losses differing
from historical loss trends.

As of December 31, 2017 and 2016, the Company had
%9 million and $7 million, respectivaly, of urresolved
rapresentation and warranty claims from GSEs. The Company
doas not have a significant amount of unresolved claims from
investars cther than GSEs.

Merchant Processing The Company, through its subsidiaries,
provides merchant procassing services, Under the rules of cradit
card associations, a merchant processaor retains a contingsnt
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 ultimatsly 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 refundesd to the cardhalder. If the Company is unable
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
later of up to four moniths affer the date the transection is
processed or the receipt of the product or service to present a
charge-back to the Compeny as the merchant processor. The
absolute maxirmum potential liebility is estimated to be the totel
volume of credit card transactions that mest the associations’
requirements to be valid charge-back transactions at any given
time. Management estimates that the maximum potential
exposure for charge-backs would approximats the total amount
ol merchanl ransactions processed through the credit card
associetions for the last four months. For the last four months this
amount totaled approximately $95.8 bilion. In most cases, this
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contingent liability is unlikaly to arise, as most products and
services are delivered when purchased and amounts are
refunded when items are returned to merchants. However, whers
the product or service has been purchased but is not provided
until a future date (“future delivery"), the potential for this
contingent liability increases. To mitigete this tisk, the Company
may require the mearchant to make an escrow deposit, place
maximum volume limitations an future delivery transactions
processed by the méerchant at any point in time, or require
various credit enhancements {including letters of credit and bank
guarantees). Also, merchant processing contracts may include
event triggers to provide the Gompany more financial and
operational contral in the event of financial deterioration of the
merchant.

The Gompany currently processes card transactions in the
United States, Canada, Europe and Meaxico through wholly-
owned subsidiaries and joint ventures with cther financial
institutions. In the event a merchant wes unable to fulfill product
or senvices subject to future delivery, such as airline tickets, the
CGompany could become financially liable for refunding the
purchase price of such products or services purchased through
the credit card associations under the charge-back provisions.
Charge-back risk refated to these merchants is evaluated in a
rnanner similar to credit risk assessments and, as such, mercharnt
processing contracts contain various provisions to protect the
Company in the avent of default. At December 31, 2017, the
value of girline tickets purchased to be delivered at a future date
through card transactions processed by the Company was
$6.6 billion. The Gompany held collateral of $378 million in
escrow deposits, leers of credit and indemnities from financial
institutions, and liens on varicus essets. With respect to future
delivery risk for other merchents, the Company held $3 million of
merchant ascrow deposits es collateral. In addition to specific
collateral or other credit enhancements, the Company mainteins
a liability for its implied guarantees associated with future delivery.
At December 31, 2017, the liability was $37 milion primerily
ralated to these airline processing arrangements.

In the normal course of business, the Company has
unresclved charge-backs. The Company assesses the likelihood
of its potential liability based on the extent and nature of
unresclved charge-backs and its historical loss experience, At
Decernber 31, 2017, the Company held $100 million of merchant
escrow deposits as collateral and had a recorded liahility for
potential losses of $1.3 million.

Tender Option Bond Program Guarantee As discussed in
Note 7, the Company spansors a municipal bond securities
tender option bond program and congalidates the program’s
entitiss on its Consolidated Balance Sheet. The Company
provides financial performance guarantees releted to the
program's entities. At December 31, 2017, the Company
guarenteed $2.3 billion of borrowings of the program’s entities,
included on the Consolidated Balance Sheet in short-tarm
borrowings. The Company also included on its Consolidated
Balance Sheet the relatad $2.5 billion of avaitable-for-sale
investrnent securitios serving as collateral for this arrangsment,
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Minimum Revenue Guarantees In the normal course of
business, the Company may enter into revenue share
agreements with third party business pariners who generate
customer referrals or provide marketing or other services related
to the generation of ravenua. In cerlain of these agreements, the
Company may guarantes that a minimurm amount of revenue
share payments will be made to the third parly over a specified
period of ime. At December 31, 2017, the maximum potential
futlre payrments required to be made by the Company under
these agreements were $7 million,

Other Guarantees and Commitments As of December 21,
2017, the Company sponsored, and ownad 100 percent of the
common equity of, LISE Capital IX, a wholly-owned
unconsalidated trust, formed for the purpose of issuing
redeemable Income Trust Securities ("TS") to third party
investors, originally investing the proceeds in junior subordinatad
debt securities {"Debentures”) issued by the Company and
entering into stock purchase contracts to purchase the
Company's preferred stock in the future. As of Decamber 31,
2017, all of the Debartures issued by the Company have sithar
matured or been retired. Total assets of USB Capital [X wera
$682 million at Decernber 31, 2017, consisting primarily of the
Company's Series A Preferred Stock. The Company's abligations
under the transaction documents, taken together, have the affect
of providing a full and uncanditionel guarantee by the Company,
on a junior subordinated basis, of the payment obligations of the
trust to third party investors totating $681 million at Decernber 31,
2017.

The Company has elso made other financial performance
guarantess and commitments primarily related to the operations
ofits subsidiaries. At December 31, 2017, the maximum polentiel
future payments guaranteed or committed by the Company
under these arrangements were appraximately $603 million.

Litigation and Regulatory Matters The Company is subject to
various litigation and regulatory matters that arise in the ordinary
course of its business. The Company establishes reserves for
such matters when potential logses become probable and can be
reasonably estimated. The Company belisves the ultimate
resolution of existing legal and regulatory matters will not have a
material adverse effect on the finansial condition, results of
operations or cash flows of the Company. However, in light of the
uncertainties inherent in these mattars, it is possible that the
ultimate resolution of one or mors of these matters may have a
material adversa eftect on the Company's results from operations
for a padicular period, end future changes in circurnstances or
additional information could result in additional accruals or
resolution in excess of established accruals, which could
adversely affect the Compeny's reaults from oporations,
potentially materially.

Litigation Matters in the last several years, the Gompany and
other large financial institutions have been sued in their capacity
as trustee for residential mortgage—backed securities trusts.
Among these lewsuits are actions originally brought in June 20141
by a group of institutional investors, including BlackRock and



PIMCO funds, against six bank trustess, including the Company.
The actions brought by these institutional investcrs against the
Company clirrently are pending in the Supreme Courl of the
State of New York, New York County, and in the United States
District Court for the Southern District of New York. In these
lawsuits, the invastors allege that the Company's banking
subsidiary, U.S. Bank National Association {"U.5. Bank™), as
trustee caused them to incur substantial losses by failing to
enforce loan repurchass obligations and falling o abide by
appropriate standards of care after events of default allegedly
occurred. The plaintiffs seek monetary damages in an unspecified
amount and also seek equitable relief.

Reguiatory Matters The Company is continually subject to
examinations, inquires and investigations in areas of increasing
ragulatory scrutiny, such as complianca, risk managament, third
party risk management and consurner proiection. In addition, the
Compary is currently subject to examinations, inquires and
investigations by government agencies and bank regulators
concerning mortgage-relatad practices, including those relatad to
foreclosure-related expenses submittad to the Faderal Housing
Adrinistration or G5Es for reimburserment, lander-placed
insurance, and notices and filings in bankruptcy cases.

The Cornpany is cooperating fully with all pending
examinations, inquiries and investigations, any of which could
lead to adminigtrative or legal proceadings or settlements.
Rermadies in these proceedings or sehlements may includa fines,
panaltiss, restitution or alterations in the Cormpany's businass
practices {(which may increase tha Company's operating
expenses and decrease its revenue).

On February 13, 2018, the Company entared into a deferred
prosecutian agreement (the "DPA") with the United States
Attorney's Office in Manhatan that resclves its investigation of tha
Company concerning & legacy banking relationship between U.5.
Bank and payday lending businesses associated with former
customer Scott Tucker and L.S. Bank's legacy Bank Secrecy
Acl/anti-moeney laundering compliance program. Under the terms
of tha DPA, the Company settled all allegations with the United
States Attormney's Office for the sum of $528 million {which is
being credited for the amount of the civil money penalty paid to
the Office of the Comptroller of the Currency {the "OCC"), as
described below for a net payment ta the LU.S, Attarmey's Office
of $453 million} and agreed to, among other things, continue its
angoing afforts to implement and maintain an adsquate Bank
Secrecy Act/anti-monsy-laundering compliance program and to
provide related reports to the U.S. Attorney's Office. The DPA
defers prosecution for a period of two years, subject to the
Company's cornpliance with its terms. If the Company violates
the DPA, its term could be extended up to an additional one year,
or the Company could be subject to a prosecution or civil action
based on the matters that are the subject of the DPA.

In addition, the Company and certain of its affiiates entered
into related regulatory settlements with the OCC, the Financial
Crimes Enforcement Network ("FInCEN") and the Board of

Governors of the Federal Reserve Systern ("Federal Reserve").
U.S. Bank consented to the igsuance of a consent order and
enlered into e stipulation and congent to the issuence of an order
for a civil money penalty with the QCC, and was assassed a Civil
maoney penalty of $75 million by the OCC, resulting from the
QCC's 2016 Consent Order (as described below} and related
review of the Company's legacy Bark Secrecy Act/anti-money
laundering comgliance program. U.S. Bank also entered into a
related stipulation and order of dismissal with FInCEN, which
requires, amang other things, an ongoing commitment to provide
resources to its Bank Secracy Act/anti-monsy laundering
compliance program and related reporting to FInGEN and
provides for payment of a civil monay penalty of $185 million
twhich will be deerned satisfiad if the Company pays the penalty
required under the DPA and also pays $70 million to FInCEN}. In
addition, the Company and USB Americas Holding Company, a
subsidiary of U.S. Bank, entered into a consant order to cease
and desist and ordar of assessment of a civil monay panalty with
the Federal Reserve concerning deficiencies in the Company's
firm-wide Bank Secrecy Act/anti-money laundering compliance
program and sanctions compliance program, which raquires the
payment of a civil money penalty of $15 million and, among othar
things, enhancernents related to those programs.

The Company has paid a total of $613 million for the penalties
described above, The Company had pravicusly accruad amounts
to cover each of these matters, which wera reflacted in the
Company's Gonsolidated Balance Sheet at Dacembar 31, 2017.

In October 2015, the Company entered into a Consent Order
with the QGG concarning deficiencies in the Company's Bank
Secrecy Acl/anti-money laundering compliance pregram, and
requiring an ongoing review of that program. Some of the
sompliance program enhancernents and other actions required
by the Consent Crder have already been, or are currently in the
pracess of being, implernented, and are not expected o ba
material to tha Company.

In April 2017, the Gompany and certain other large financial
institutions sntered intoe Gonaent Ordars with the OCG and the
Faderal Raserve relating to residential mortgage servicing and
foreclosure practices. In June 2015, the Company entarad into
an agreemant to arend the 2011 Consent Crder it had with the
COCC. The OCC terminated the amended Consent Order in
February 2016. The Faderal Reserve terminated its 2011 Congent
Order in January 2018,

Cutfook Due to their complex naturs, it can be vears befare
litigation and regulatory matters are resolvad, The Cornpany may
be unable to develop an estimate or range of loss where matters
are in early stages, there are significant factual or legal issues to
be resolved, darmages are unspecified or uncerlain, or thera is
uncertainty as to a litigation ¢lass being cerlified or the outcomes
of pending motions, appeals or proceedings. For those litigation
and requlatory matters whera the Company has information to
develop an estimate or range of loss, the Company believes the
upper end of the range of reasonably possible losses in
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aggregats, in excess of any reserves established for matters
where a 1053 is considered probable, will not be material to its
financial condition, results of aperations or cash flows. The
Company's estimates are subject to significant judgmeant and

EEEER U.S. Bancorp (Parent Company)
Condensed Balance Sheet

uncertainties, and the matters underlying the estimates will
change from time to time. Actual results may vary significantly

from the current sstimates,

At Decornber 31 {Dollars in #illions) 2017 2018
Assets
Due from banks, pringipally IMerest-Deaning L vt e i et e e e e e I 9,157 3 7,800
Available-for-sale BB0UMIEE . ... e e e 983 225
Investments N bank SUDSIIRNEE ... .. e e 46,435 44,955
Investrmrenits In Mo ANk UGBS .« .. ottt e e e e e e e e e 2,540 2,326
Avances 1o DANK SUDSI NS . L . o e e e e e e e e 3,200 3,800
Advances 1o NONDANK SUDSI NS . .ttt e e e e e e e e e e e e e 2055 1,265
L0 1 1,079 1,052
= 465,529 $61,423
Liabilities and Shareholders’ Equity
SO term NS DO OWE L e e e e $ 1 $ 22
LN O B . 15,768 13,045
L0 T S 719 1,058
B O e Oy . oo o e e e e e e e e e e s 48,040 47,298
Total lighilities and shareholdars’ BgUILY . ..ot e e e e e e e e $65,526 361,423
Condensed Income Statement
Yoor Ended December 31 {Ocllars in Milions v 2016 205
Income
Dividends fram bank subsidianas .. ... .o 0 e $4,800 $2,100 £3,900
Dividends from nonbank subsIdianes ... v e i e e e e i 5 4 3
Interest from SUbSIdiamEs . .. e e e e s 158 140 120
L0 aT= T T 41 57 50
QL= N = 5,005 2,301 4,078
Expense
I DB IBE L oo e i e e e e e e e e 402 az7 292
R B DEMBE Lt it e e e e e e 124 123 105
Total B DENEE .« Lt i e e e e e e e e 526 450 397
Income before income taxes and equity in undistributad income of subsidiaries ... et 4,479 1,851 3,681
Feuln] s )= oo g gl I = <= (176) {an) {207)
NG0B O PEFSILGOMIAINY o e et e i e e e et e et e e e e e e e e eaes 4,565 1,944 3,848
Equity in undistributed income of subsidiaries ... o e e 1,663 3,940 1,391
Nat income attributable 10 U8, Bancorp . ... i e e e $6,218 $5,8688 35,879
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Condensed Statement of Cash Flows
Year Ended Duecembor 31 (Dellars in Millions)

2017 2016 2015

Operating Activities

Net income attrbutable 10 LB, BAMGOMD .« v v v et vt e e et i e e it e e et e e e i $6,218 $ 5,888 3 5,879
Adjustrmenls 1o reconcile nat income to net cash provided by opsrating activities
Equity in undistributed income of subsidiaies .. ... ... . e e e {1,563} (3,940) {1,991)
[0 L= 2= 1 {(125) 75 507
Met cash provided by aperating activities ... ... . 4,530 2,023 4,385
Investing Activities
Proceeds from sales and maturities of investment securities .. ..o i 100 232 153
Purchases of investment SaCUMTIES « .. oo v e e it arr e s iie s m i e {B44) {120) {41
Met increase in shorl-term advances to subsidiares ... . o v i e e {790} {442) {£73)
Long-tarm advances to subsidianes .. ... oL - {¢50) (500)
Principal collacted on long-term advances to subsidiaries . .. ... o 500 100 -
01T = 12} {12 {6)
Net cash used in investing activities . .. ... .. o i e {1,048} {992} {673}
Financing Activities
Net decreass in shomt-Term Do WIS L. . et it r et e 21 {3} {152}
Froceeds from issuance of lang-termdebt .. ... o L o 3,820 3,550 -
Principal paymenls or redemption of long-termdebt . ... oo o {1,280) {1.926) {1,760}
Proceads from issuance of prefermed Stock ... .o . o e 9293 - 745
Proceads from issuance of CommMOon Stock .. . o i i e e 158 355 295
Repurchase of preferred StOCk .. ... o o o {1,085) - -
Repurchase af GOMMON SHOCK ...ttt e {2,631) {2,556) (2,190}
Cash dividends paid on prefarmed SLOCK ... ... e e {284) {267} (R42)
Cash dividends paid on commaon stoCK ... .. e e {1,928) {1,810} (1,777}
Nel cash used in financing BCtVIIES . .. ... ooy {2,127) {2,657} (5,071}
Change incash and dus from banks . .. .. . v cra i e 1,357 {1,626) {1,348}
Cash and due from banks at baginning 0T YeaK . ... vy e 7,800 2,426 10,776
Cash and duefrombanks at end of Year ... i i e e e % 9,167 §7.800 3 9,426

Transfer of funds (dividends, loans or advances) from bank
subsidiaries to the Company Is restricted. Federal law reguires
loans to the Comparty or its affilates to be secured and generally
limits loans to the Gompany or an individual affiliate to 10 percent
of sach 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.

Subsequent Events

The Company has evaluated the impact of events that have
oceurred subseguent to Decamber 31, 2017 through the date
the consolidated financial statements were filed with the United
States Securities and Exchangs Commission. Based on this

Dividend payments to the Company by its subsidiary bank are
subject to regulatory review and statutory limitations and, in some
instances, regulatory approval. In general, dividends by the
Company's bank subsidiary to the parent company are limited by
rules which compare dividands to net income for regulatorily-
defined periods. Furthermors, dividends are restricted by
minimum capital constraints for all national banks.

evaluation, the Company has determined none of these events
were required to be recognized or disclosed in the consolidated
financial staternents and related notes.
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U.S. Bancorp

Consolidated Balance Sheet — Five Year Summary (Unaudited)

% Change
At Docemibor 21 (Dollars in #dillions) 2T 2016 2015 2014 2013 2017 v 2018
Assets
Cashandduefrombanks ......... . .00uas. % 19,505 % 15,705 B 11,147 $§ 10,654 $ 8,477 24.2%
Held-to-maturily securities ... ... ... .. ... 44,362 42991 43,530 44974 368,320 32
Available-for-sale securities . ..... .. ... .. 68,137 66,284 61,997 56,069 40,935 248
loansheldforsale ........ .. . ..o eeiii... 3,554 4,828 3,184 4,782 3,268 (26.4)
Loans ... e 280,432 213,207 260,849 247,851 235,235 2.6
Less allowance for loanlosses . ... ... ..., (3.925) {3,813) (3,863) {4,039) {4,250} (2.9
Metloans ....... ... i 276,507 269,394 256,986 243,812 230,285 2.8
Otherassets . ... .. .. i i iiiiiinan, 43,978 46,764 44,049 42,228 41,436 6.9
Totalassats ... ... o i $462,040 $445,964 $421,853 $402 529 $364,021 36
Liabilities and Shareholders' Equity
DCeposits
Moninterest-bearing ........ ... .. . ... ... % 87,557 $ 86,007 $ 83,768 $ 77420 $ 76,941 1.7%
Interest-bearing . ... ... .. oo e 259,658 248,483 216,634 206,410 185,182 4.5
Tataldeposils ... 347,215 334,580 200,400 282,733 262123 3.8
Short-term borrowings ... .. o o 16,651 13,963 27,87 29,6893 27,608 19.3
long-termdebt . ... ... .. o 32,259 33,323 32,0/8 32,260 20,049 3.2)
Other liabilitiss ... ... 18,249 16,155 14,681 13,475 12,434 .B
Total liabilties .. ........ .. ... .. ... 412,374 398,031 375,036 358,361 322,214 36
Tolal U.S. Bancorp sharsholdars' equity ........ 48,040 47,2438 46,131 43,479 41,113 a7
Noncontrolling irterssts ... . . oL 626 635 686 689 694 {1.4)
Tolalequity .. ... e 48,666 47,933 465 817 44 168 41,807 3.6
Tolal liabilities and squity ... . ... ... ... .. $462,040 $445,964 $421,853 $402,528 364,021 3.6




U.S. Bancorp

Consolidated Statement of Income — Five-Year Summary

(Unaudited)

% Change

‘Year Lnded Dacember 31 (Dollars In Millions) 2017 2016 2015 2014 2013 2017 w2016
Interest Income
" = P $11,827 $10,810 $10,059 $10,113 $10,277 9.4%
loansheldforsale ....... .. ... . oL 144 154 208 128 203 6.6)
Imvestment securities .. ... e 2232 2,078 2,001 1,866 1,631 7.4
Otherintersst income . ... ... .. o 182 125 136 121 174 45.6

Totalinterestincome . ... ... . o i 14,385 13167 12,402 12,228 12,285 9.3
Interest Expense
DBROSITE . o o e e e 1,041 g22 4b¢ 465 561 67.4
Short-term DOmowings ... oo i 319 263 245 263 353 21.3
long-termdebt . ... .o e 784 754 599 725 767 4.0

Tatalinterestexpense ... ... .o e e 2144 1,629 1,401 1,453 1,681 3048
Net irterest INCOME .. ... oo ie e e e 12,241 11,628 11,001 10,775 10,604 6.2
Provigion for credil logses .. ... oo 1,390 1,324 1,132 1,229 1,340 5.0
Mgt irterest income after provision for credit losses .. .. 10,851 10,204 9,663 9,546 9,264 6.2
Noninterest Income
Creditand debit cardrevenue ... ... i 1.252 1,177 1,070 1,021 965 8.4
Corporate payment products revenue . ....... .. ... 753 12 708 724 706 58
Merchanl processing services ... ooy 1,580 1,592 1,547 1511 1,458 {13
ATM processing services ... e e 382 338 318 221 327 7.1
Trust and investrnent management fess . ......... .. 1522 1427 1,321 1,252 1,139 6.7
Deposit servicecharges .......... ... i 51 725 702 693 &670 36
Treasury managementfess ... ... .. .. .ol 618 583 561 545 538 6.0
Commercial productsrevenue . ... ... 849 a8v1 asv7 854 859 {2.5)
Morlgage banking revenue ... ... .o o e e 2834 978 906 1,009 1,856 {14.8)
Investment productsfees .. ... o e 163 158 185 191 178 3.2
Securities gains {osses), net . ... e 57 22 - 3 g -
L1 2 T=" B6O 993 907 1,040 569 3.4

Total noninterast income .. .. ... oo e 9,611 9,577 9.092 9,164 8,774 4
Noninterest Expense
Compensation ... ... o e 5,746 5,212 4,812 4,523 4,371 10.2
Employee benafits ... ... oo o 1,186 1,119 1,187 1.041 1,140 6.0
Net occupancy and eguipment ... 1,019 988 991 987 949 3.1
Professional semvices ... . o e s 418 502 423 414 381 {16.5}
Marketing and business development .............. 542 4325 361 382 257 24.8
Technology and communications ... ... oo 977 jelots) 887 863 B48 2.3
Postage, printing and supplies .. ... oo 323 31 297 328 310 38
Ctherirtangibles . ... .. oo 175 178 174 199 223 2.2
L0 T P 2,558 1,975 1,819 1,978 1,695 20.5

Total noninterestexpense ... . . oo aan 12,845 11,676 10,931 10,715 10,274 10.8
Income before incometaxes ... ... e 7617 8,105 8,030 7,995 7,764 {.3)
Applicable income taxes .......... ..o ool 1,264 2,161 2,097 2,087 2,032 (41.5)
Net INGOME © o e e e e e e e e 6,253 5,844 5,833 5,908 5732 5.2
Net {income) loss attributable to noncontrolling

Ierasts . e {35} (56 {54 {57) 104 375
Nst income attributable to U.S. Bancorp ... ... $ 6,218 § 5,688 $ 5,879 $ 5,851 T 5636 5.6
Nat income applicable to U.S. Bancorp common

shareholdars ... ... .. ... e e i F 5913 + 5,680 § 5,608 $ 5,583 % b,6E2 58

* Not mcaningful
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U.S. Bancorp
Quarterly Consolidated Financial Data (Unaudited)

2017 2016
Flrst Sacond Third Forth Flrst Becond Therd Fruath
\Dolkars i dlllns, Fecops Per Share Uata) Cluartar Ciuarter Quarter Clarier Cuartar Cuaartar Chrarer Clarter
Interest Income
LOENS o e e $2.797 2,901 £3,059 $3,070 $2.644 $2 664 $2,7561 $2,771
loansheldforsale .. .. ..o o i i, 35 29 40 40 3 36 43 44
Investrnent securities . ... ... .. L. 530 555 568 579 517 523 515 523
Other intemst incoms .. ... i nn . 38 46 47 &1 23 29 H a8
Total interestincome ... ...l 3,400 3,631 3,714 3,740 3,221 3,252 3320 3,374
Interest Expense
Deposits ..o e e 199 238 283 31 139 152 181 170
Short-term borrowings . ... ..o il 66 I a0 86 65 66 70 62
Long-termdebt ... ... ... ... 0 L. 140 149 186 169 182 189 196 187
Totalinterestexpenze ... .. .. o . 455 514 579 586 386 407 427 419
Netinterastincome ... ... .. .. oL 2,845 3017 3,135 3,144 2,838 2,845 2,803 2,955
Provision forcreditlosses ................... 345 350 360 335 330 327 325 342
Net interest income after provision for credit
losses ... 2,600 2,667 2,775 2,809 2505 2518 2,668 2,613
Noninterest Income
Cradit and debit card revenue ... ... ... 282 313 308 333 266 296 299 316
Corporate payment products revenue . ........ 179 184 201 189 170 181 190 171
Merchant processing services ... ... ... ... ..., 378 407 405 400 373 403 412 404
ATM processing semvices . ... . oo B85 80 o2 95 80 84 87 =¥
Trust and investment management fees . ..., ... 368 360 380 384 339 358 362 e
Deposit service charges ... oo oo 1¥¢ 184 192 188 168 179 92 186
Treasury managerment feas .. ... ... .o ... 1583 160 153 152 142 147 147 147
Commarcial products revenue . .............. 20¢ 210 221 211 197 238 219 217
Martgage bankingrevenuo ... L .. 207 212 213 202 187 238 314 240
Investrnant produscts fees ... .. ... 40 41 39 43 40 39 41 38
Securilies gains fosses), net ... L. oL 29 9 9 10 3 3 10 B
THher . e 214 223 209 214 184 386 172 251
Tolal noninterestincome ... ... .. .. ..., 2,329 2,419 2,422 2,441 2,149 2,552 2,448 2,431
Noninterest Expense
Compensation .......... ..o 1,381 1,416 1,440 1,489 1,249 1,277 1,328 1,357
Cmployes benefits ... ... .. . . . oo oL 314 287 281 304 300 2¢8 280 261
Net ocoupancy and equipment .. ... .., 247 255 258 289 248 243 250 24¢
Professional services ... .. oo el 98 105 104 114 a8 121 127 156
Markeling and business devalopment ......... Q0 108 Qz 2561 77 149 102 107
Technology and communications . ............ 235 242 246 254 233 241 243 238
Poslage, printing and suppiies ............... 81 81 az 79 79 I 80 75
Ctherintangibles ... ........ ... ... ... . 44 43 44 44 45 Ad 45 45
Cther .o e 446 485 4492 1,135 420 562 475 518
Total neninlerest expense ... v o 2944 3,023 3,039 3,839 2,749 2,992 2,931 3,004
Income bafare incometaxes ... ... L 1,985 2,083 2,158 1,311 1,804 2,078 2,082 2,040
Applicable incometaxes .. ..., . ... 499 551 589 {375) 504 542 5686 549
Metincome . ... .. o oo e 1,486 1,612 1,569 1,686 1,401 1,536 1,516 1,491
Net (incorne) loss attributable 1o noncontroling
NEEFESIS .« vee e e (13) 12) ) (4 {18) U4 (14) {13)
Nat income attributable to U.S. Bancarp .. ... .. $1,473 $1,500 $1,563 1,662 $1,386 $i.5022 $1.502 31,478
Net income applicable to U.S. Bancorp com mon
Shareholdars . ..o oo oo $1,387 $1.,430 $1,485 $1.611 $1,329 $1,435 $1.434  $1,391
Earnings per common share .. ............... § .82 $ .85 £ .Bg $ 97 & 77 g .82 $ B4 H .82
Diluted earnings per common share .. .. ... ... $ 22 $ .85 $ .88 5 97 $ .78 $ .83 $& B4 § B2
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U.S. Bancorp
Supplemental Financial Data (Unaudited)

Earnings Per Common Share Summary 2017 2018 2016 204 2013
Eamnings per commonshare . ... i s $ 3.5 $ 325 & 318 $ 3.10 F 302
Diluted earmings per ComMmon share ... ..o oot e iir i aaas 3.51 3.24 3.18 3.08 3.00
Dividends declared percommaonshara ... oiaioio oL 1.160 1.070 1.010 985 885
Ratios
Raturnonaverage assets ... ... o oo i s 1.39% 1.36% 1.44% 1.54% 1.65%
Return on average common equily ... ... e e 13.8 18.4 14.0 14.7 15.8
Avearage total U.S. Bancorp shareholders” equity to average assets . ... 10.8 10.8 11.0 1.3 1.3
Dividends per common shara to net income per common share ... ..., 3249 328 31.8 3 29.3
QOther Statistics (Dollars and Shares in Milliona)
Common shares outstanding® ... . oo e 1,658 1.697 1,745 1,786 1.825
Average common shares outstanding and common stock equivalents
Earnings per Comman 8Nare ... ... . e e 1,677 1,718 1,764 1,803 1,839
Diluted sarnings per commonshare .. ... ... oo oo 1,683 1,724 1,772 1,813 1,849
Number of shareholderst! L. L e 33,841 38,794 40,666 44,114 46,632
Common dividends declared .. .. ..o e e e $ 1,350 $ 1,842 % 1,785 F 1,745 $ 1,631
{a) Defired as totsl comvmon sharss JBes common stock ek in treamury ot Decernber 31,
b Based o aunber of common stock sharshoidors of recond ar Oncemiber 37
Stock Price Range and Dividends
2017 2018
Sales Price Sales Price
Clasing Dhvidends Clesing Dwidends
High Lo Frice Daclared High Lo Price Declared
First quartar ... . .ochveennns $56.61 F49.09 $51.50 $.280 F41.82 F37.07 $40.59 $.255
Secondguarter .. ...l 53.46 49,55 51.92 280 43.84 38.48 40.33 255
Thirdquarler .. oo e innns 54.35 49.54 53.58 L300 44 26 38.63 42.89 280
Fourth guarter ....... ... ., 56.43 51.14 5£3.58 L300 52,88 42,37 51.37 280

The common stock of U.S, Bancorp is traded an the New York Stock Exchange, under the ticker symbaol "USB." At January 31, 2018,

there were 38,705 holders of record of the Company's common stock.

Stock Performance Chart

The following chart comparss the cumulative total shareholder return on the Company’s commeon stock during the five years ended
December 31, 2017, with tha cumulative total return on the Standard & Poor's 500 Index and the KBW Bank Index. The comparison
assumes $100 was invested on December 31, 2012, in the Gompany's comrmon stock and in each of the foregaing indices and assumes
thie reinvestment of all dividends. The comparigons in the graph are based upon historical data and are not indicative of, nor intended to

forecast, future performance of the Company's commaon stock.
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U.S. Bancorp
Consolidated Daily Average Balance Sheet and Related Yields
and Rates®@ (Unaudited)

a7 218
Average Yigtds Averags Yields
‘fear Ended December 31 (0ollars in Millions) Balances IMerast  and Rates Ralancus Intarest  and Ratos
Assets
Investmant securties .. .. oL e $111,820 § 2328 2.08% $10v,922 8 2,184 2.02%
Loansheld forsale ..o o e e 3,574 144 4.04 4,181 154 3.70
Loangitt
COMMETTIAN .« o e e e e e 95,904 3,131 3.26 92,043 2,596 2.82
Commercial real 8slale . .. o o e e 42,077 1,788 4.25 43,040 1,688 3.84
Residential mMongages ... .. oo e e HhE,784 2,180 3.71 655,682 2,070 3.72
Creditcard ... e e 20,906 2,397 11.46 20,480 2,237 10.92
Otherrelall .o e e bh 416 2,272 410 52,330 2,114 4.04
Total loans, excluding covered loans ... oo ool .. 273,087 11,768 4.31 263,585 10,715 4.08
Covared IDANT . . o e e e e it 3,450 175 a.07 4,226 200 4,43
LI = o= 278,537 11,943 4.32 267 811 10,815 4.08
Olher eaming aSsets ... .. .. i e 14,490 183 1.26 9,963 125 1.26
Total earming 8s8eES ... . o e e e 408,421 14,598 3.58 389,877 13.3/5 3.43
Allowance for loan l0S8e8 . . ... o o i e i (3,862 {3,837)
Unraalized gain {lossh on investment securities ... . ... ... ... (348} 503
LT = 46,371 46,680
TOAl A85ETS oo v e e $448,582 $433,513
Liabilities and Shareholders’ Equity
Noninterest-bearingdeposits . .. .. . oo o i e e $ 81,933 & 81,178
Interest-bearing deposits
Interest checking ... .. o e e 67,953 84 Az 61,726 42 07
Moneymarkatsavings ... .. . i i e 108,476 844 61 96,518 349 36
Savings ACCOUNIS L. ot e e e e e 43,393 32 07 40,382 34 .09
TimMe deposits . . e e e e 33,729 281 83 33,008 197 B0
Total interest-bearing deposits ... ... ... ... . oL 251,581 1,041 4 231,634 622 27
Shart-term BOmowWiNGs . ..o e e 15,022 327 218 19,9086 268 1.34
Longtermdalt . . e e 35,680 784 2,20 36,220 754 2.08
Total interest-bearing liabilities . ... ... .o i 302,204 2,152 71 287,760 1,644 .5Y
Olherliabilities . ... o e e e e e e 15,348 16,389
Shareholdars’ aquity
Preferred equity .. e 5,490 5,501
COMMON &QUITY .. e e e e e e e e 42,976 41,838
Total LS, Bancorp shareholders' equity ... ... .. .. ... 48,466 4¥,339
Nonconlrolling interests .. .o o o e 631 849
Tolal BOUILY oo e e e e e e 49,097 47,988
Total lizbilties and equity . ... ... . i i $448,582 $433,313
MNet Interast inCome ... .. .. i e e e e e 312,446 11,731
Gross INterest MAargin . ... e e e e iy 2.88% 2.86%
Gross interest margin without laxable-equivalent increments ..., .. 2.83% 2.81%
Percent of Earning Assets
INMEEFESTINCOME . Lt e e i e i e aea s 3.58% 3.43%
INBrBSt BXPBNEA . .. . e i e .53 42
MNet interast margin . ... . e e i i e 3.06% 3.01%
Nat interssl margit without laxable-sguivalent increrments ... ..., 3.01% 2.96%,

t Mot meaniveiul
f) Jriberest and mios aro proscoteed oo a fully taxebic cquivalont basis ullizeg 3 tax rate of 35 percent for the perdods presertted.
iy frtersst ncame o ratos on bans inciids ioan foes. Monacorual feans are koluded in sverage loan befances.
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2015 2014 2013 2017 v 2016
% Chango
Average Yields fworage “iglds Avarage Yields Average
Balanoos Interest  and Rates Balances Interost and Rates Balances Irerast  and Rates Balances
$103,161  § 2120 2.05% $ 80327 1,991 2.20% § 75,046 § 1,767 2.36% 3.6%
5,784 208 3.58 3,148 128 4.08 5,723 203 3.56 {14.5)
84,083 2281 2.71 75,734 2,228 2.94 B67,274 2,168 3.22 4.2
42,415 1,650 3.80 40,692 1,575 3.88 328,237 1,588 416 {2.2)
51,840 1,966 3.79 51,818 2,001 3.86 47,982 1,959 4.08 58
18,057 1,969 10.80 17,635 1,817 10.30 16,813 1,681 10.06 20
49,079 2,020 4,12 48,353 2141 4.43 47,125 2,318 4.92 54
245,474 9,886 4.03 234,132 49,762 417 217,431 9,/25 4,47 3.6
4,985 271 5.42 7,560 452 597 10,043 643 6.41 {18.4)
250,459 10,15¢ 4.06 241,682 10,214 4.23 227,474 10,368 4.56 3.3
8,041 136 1.69 5,827 121 2.08 5,896 175 2.03 454
367,445 12,619 3.43 340,994 12,454 3.65 315,138 12,613 3.97 4.2
{4,035) 4,187) {4,373} {7
710 465 633 *
44,745 42,731 41,281 {7
$408,865 £380,004 $352,680 35
$ 79,203 § 73,455 $ 59,020 8%
55,974 20 .05 53,248 35 07 48,7892 36 07 101
79,266 182 .24 63,977 117 18 55,812 7B 14 10.3
37,160 40 A A 34,186 46 4 31,816 49 A5 7.5
35,558 185 55 41,764 267 64 46,217 400 B8 2.3
207,848 457 22 183,185 4856 24 181,437 561 31 8.5
27,960 249 .83 30,252 267 88 27 683 3&7 1.29 (24.5)
33,566 699 2.08 26,535 725 2.73 21,280 767 3.80 (1.7)
268,474 1,405 82 249,972 1,457 58 230,400 1,685 73 50
14,6686 13,063 11,973 (6.4
4 B3G 4,756 4,804 {.2)
39,977 238,081 35,113 2.7
44,813 42 837 39,917 2.4
BHI B87 1,370 2.9
45,502 43,524 41,287 2.3
5408,866 $380,004 $362,680 3.5
$11,214 $10,897 510,828

2.91% 3.07% 3.24%

2.85% 3.00% 37%

3.43% 3.65% 3.97%

.38 A2 .53
3.05% 3.23% 3.44%
2.99% 3.16% 3.37%
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Company Information

General Business Description U.S. Bancorp is a multi-state
financial services holding company headguartered in Minneapaolis,
Minnesota. U.8. Bancorp was incorporated in Delaware in 1829
and operates as a financial holding company and a bank holding
company undar the Bank Holding Company Act of 1856, The
Company providas a tull range of financial servicas, including
lending and depository services, cash management, capital
markets, and trust and investrment management services. It also
engagas in credit card services, merchant and ATM processing,
mortgage banking, insurance, brokerage and lsasing.

U.S. Bancorp's banking subsidiary, .5, Bank National
Association, is engaged in the general banking business,
principally in domestic markets. .S, Bank National Association,
with $357 billion in deposits at December 31, 2017, provides a
wide range of products and services to individuals, businesses,
institutional organizations, governmental entities and cther
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 to large national custormers operating in specific industries
targated by the Company. Lending services include traditional
credit products as well as credit card services, iease financing
and import/experl trade, asset-backed lending, agricultural
finance and ather products. Depository services include checking
accounts, savings accounts and time certificate contracts.
Ancillary services such as capital markets, treasury managemant
and recaivable lock-box collection are provided to corporate
customers. LS. 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.

Other U.S. Bancorp non-banking subsidiaries offer investment
and insurance products to the Company's customers principally
within its markets, and fund administration services to a broad
range of mutual and ather funds,

Banking and investment services are provided through a
network of 3,067 banking offices principally opsrating in the
Midwest and West regions of the Unitad States, through on-line
services and over mobile devices. The Company operates a
network of 4,771 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 markets. Lending products may be
originated through banking ofiices, indirect correspondents,
brokers or other lending sources. The Company is also ona of the
largest providers of corparate and purchasing card services and
corporate trust services in the United States. A wholly-owned
subsidiary, Elavon, Inc. {*Elavon"}, provides merchant processing
services directly to merchants and through a network of banking
affiliations. Wholly-owned subsidiaries, and afiiliates of Elavon,
provide similar merchant services in Canada, Mexico and
segments of Europe, The Company also provides corporate trust
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and fund administration services in Europe. These fareign
operations are not significant to the Company.

On a fultime equivalent basis, as of December 31, 2017,
U.S. Banceorp employed 72,402 people.

Risk Factors An invastment in the Company involvas risk,
including the possibility that the value of the invastment could fall
substantially and that dividends or other distributions on the
investment could be reduced or eliminated. Below are risk factors
that could adversely affect the Company's financial results and
condition and the value of, and return on, an investmert in the
Company.

Regulatory and Legal Risk

The Company is subject to extensive and evolving
government regulation and supervision, which can
increase the cost of doing business, limit the Company’s
abilily to make investments and generate revenue, and
lead to costly enforcement actions Banking regulations are
primarily intended to protect depositora' funds, ths federal
Deposit Insurance Fund, and the United States financial systern
as a whole, and not the Company's debt holders or
shareholders. These regulations, and the Company’s inability to
act in certain instances without receiving prior regulatory
approval, affect the Company's lending practices, capital
structure, investment practices, dividend policy, ability to
repurchase common steck, and ability 1o pursue strategic
acquisitions, armong other activities.

Federal and state regulation and supervision have increassad in
racent years due to the implementation of the Dodd-Frank Walll
Street Reform and Cansumer Protection Act {the “"Dodd-Frank
Act"y and other financial reform initiatives, The Company expects
that there wil continue to be gignificant regulatory activity into
2018 and in future yvears, as a result of current and future
initiatives intended to provide economic stimulus, financial market
stability, and enhancement of the liquidity and solvency of
financial institutions. New national political leadership has
introduced some uncertainty into the direction and timing of any
future regulation, however, Whils an overall reduction in the
regulation of tha financial services sector could result in some
operational and cost benefits, any potential new regulations or
maodifications to existing regulations and supervisory expectations
may necessitate changes to the Company's existing regulatary
compliance and risk managemenit infrastructure.

Changes to statutes, regulations or regulatory policies, or their
interpretation or implementation, and/or the continued
heightening of regulatory practices, requirements cr expectations,
could affect the Company in substantial and unpredictable ways.
For example, the Guidelinas for Heightened Standards of the
Office of the Comptroller of the Currency {the “OCC"} and the
Federal Reserve Board's Enhanced Prudential Supervision Rules
have required and will continus to reguire significant Board of
Directors oversight and management focus an govermnance and



risk-management activities. The OCC also now raguires national
hanks with average total consolidated assets of $50 billion or
more to develop and mainitain a recovery plan subject to
regulatory review, which could present new challsnges and
demands on resources in stressed scenarios.

The financial services industry continues to face scrutiny from
bank supervisors in the examination process and stringent
enforcement of regulations on both the federal and state levels,
particularly with respect to morlgage-related practices, siudent
lending practices, sales practices and related incentive
compensation pragrams, and other consumer compliance
matters, as well as compliance with Bank Secrecy Act/anti-
money laundering requirements and sanctions compliance
requirements as administered by the Ofiice of Foreign Assets
Contral, U.S. Benk Netional Assaciation entered into a Consent
Order with the QCC in October 2015 that concerns deficiencies
in its Bank Sacrecy Act/anti-maney laundering compliance
program, and raguires an ongoing review of that program, and in
February 2018, the OCC issued a related Consent Order for a
Civil Money Penalty of 75 million. Also in February 2018, U.S.
Bank Netionel Association entered into a releted settlement
agreement with the Financial Crimes Enforcement Netwark
{“FINCEN", which required, among other things, an angoing
commitment to provide resources to its Bank Secrecy Act/anti-
money laundering compliance program and related reporting to
FinCEN, as well as the paymenit of a civil monsy penalty of
$70 million to FinCEN, and the Company entered into a related
settlernent agresment with the Board of Governors of tha Federal
Reserve Systerm (the "Federal Reserve), which required, among
other things, enhancermnents to the Company's firm-wide Bank
Secrecy Acl/anti-monsy laundering complience program and
sanctions compliance program and payment of a civil maney
penalty of $15 million to the Federal Reserve. If the Company or
U.5. Bank Netionel Association do not make satisfactory
progress toward addressing the requirements of these regulatory
orders, they may be required to enter imta further orders and
sattlernents, pay fines or other peneltiss or further madify their
business practices (which may increase the Company’s operating
expenses and decrease its revenue).

Federal law grants substantiel enforcement powsrs to federal
banking regulators and law enforcement. This enforcement
authority includes, arnong other things, the ability to assess
significanit civil or criminal monetary penalties, fines, or restitution;
10 issue cease and desist or removal orders; and to initiate
injunctive actions against banking organizations and institution-
affiiated parties. These enforcement actions may be initiated for
violations of laws and regulations and unsafe or unsound
practices, Foreign supervisors also have increased regulatory
scrutiny and enforeement in areas related o consumer
compliance, manay laundering, and information technology
systems and controls, amang others. Any future enforcement
action could have a material adverse impact on the Company.

In general, the amounts paid by financial institutions in
settlement of proceedings or investigations and the severity of
other terms of regulatory settlernents are likely to remain elevated

in the near term. In somo cases, governmenital authorities have
required criminal pleas or other extraordinary terms as parl of
such setllernents, which could have significant conseguencss for
a financial institution, including loss of customers, restrictions on
the ability to access the capital markets, and the inability to
operate certain busineszes or offer certain products for a period
of time. In February 2018, the Company entered into a deferred
prosecution agreement (the "Deferred Prosecution Agreement”)
with the LS, Attormey's Office in Manhattan to resolve an
investigation of the Company conceming a legacy banking
relationship between U.S. Bank National Association and payday
lending businesses associated with formar customer Scott
Tucker and U.S. Bank National Association's legacy Bank
Secrecy Act/anti-money laundering compliancs program. If the
Company viclates the terms of the Deferred Prasecution
Agreasmant, the term of the Deferred Prosecution Agreement
could be extendsd, or the Company could be subjecttc a
prosecution or civil action basad on the matters that are the
subject of the Deferred Prosscution Agreement, any of which
could result in edditionel fines, penalties, settlernents, payments
or restrictions or other meterially adverse impacts on the
Company's business, reputation or brand. Moreover, the
Daferred Prosecution Agreement end the regulatory orders with
the OCC, Federal Reserve and FINCEN discussed above do not
preclude additional enforcement actions by bank regulatory,
governmentel or law enforcement agencies or private litigation.
Violations of laws and regulations or deemed deficiencies in risk
menegement practices also may be incorporated into the
Companiy's confidential supenvisory ratings. A downgrede in
these retings, or these or cther regulatory actions and
settlements can limit the Company's ability to conduct
expansionary activities for a pericd of time and require new ar
additional reguletory epprovals before sngaging in cerlain other
business activities.

Compliance with new reguletions and superviscry initiatives
may continue to increase the Company's costz. In addition,
regulatory changes may reduce the Compeny's revenugs, limit
the types of financial services and products it may offer, alter the
investments it makes, affect the manner in which it operatas its
businesses, increase its litigation and regulatory costs should it
feil to appropriately comply with new or medified laws and
regulatory requirements, and increase the ability of non-banks to
offer competing financial services and products. See “Supervisian
and Regulation" in the Company's Annual Report on Form 10-K
for additional information regarding the extensive regulatory
framework applicable to the Company.

More siringent requirements related to capital and liquidity
have been adopted by United States banking regulators
that may limit the Company's ability to return earnings to
shareholders or operate or invest in its business United
States banking regulators have adopted mare stringent capital-
and liquidity-related standards applicable to larger banking
organizalions, including the Company. The rules require banks to
hzld more and higher quality capital as well as suficient
unenclimbered liquid assets to meet cerlain stress scenarios

147



defined by regulation. The implemantation of these rules including
the common equity tier 1 capital conservation buffer, or additional
capital- and liquidity-related rules, could require the Company to
take furlher steps to increase its capital, increase its investrent
security holdings, divest assets of operations, or otharwisa
change aspects of its capital and/or liquidity maasures, including
in ways that may be dilutive to sharsholders or could limit the
Company's abifity to pay common stock dividends, repurchase
its common stock, invest in its businesses or provide loans to its
customers. See “Supervision and Regulation” in the Company’s
Annual Report on Form 10-K for additional information regarding
the capital and liquidity requirements under the Dodd-Frank Act
and Basel [ll.

Additionel requirements may be imposed in the future, Tha
Basel Cormmittee hes recently finalized a package of revisions to
the Basel Ill fremework, unofiicially known as Basel IV, The
changes are meant to improve the calculation of risk-weighted
assets and the comparability of capital ratios. Federal banking
reguletors are expected to undertake rule-making action in future
yeers to implement these revisions in the United States. The
ultimate impact on the Company's capital and liguidity will
depend on the final rule-makings and the implementation process
thereafter.

The Gompany is subject to significant financial and
reputational risks from potential legal liability and
governmental actions The Company faces significant legel
risks in its business, and the volume of claims and amaount of
darmages and penalties claimed in litigation and governmental
proceedings against it and other finencial institutions have
increased in recant yvears, Customers, clients and other
counterparties have grown mare litigious and are meking claimsa
for substantial or indeterminate amounts of damages, while
banking regulators and certain other governmentel authorities
have demanstrated an increased focus on enforcement. In
addition, govammental authorities have, at times, sought criminal
penalties against companies in the financial services sector for
violations, and, at times, have required an admission of
wrongdeing from financial institutions in cannection with resolving
such matters. Criminal convictions or edmissions of wrongdoing
in a settlsment with the govermment can lead to greater exposure
in civil litigation and reputational harm,

A3 an example of increased risks arising from litigation, the
Company and ather large financial institutions have been sued
over the past several years in their capacity as trustee for
residential mortgage-backed securities ("RMBS") trusts, The
plaintiffs in these actions allege that the significent losses they
incurred as investors in the RMBS trusts were caused by the
frustess' fallurs to enforce loan repurchase obligations and to
abide by appropriate stenderds of cere afier events of default
allsgedly occurred, while elso arguing to broaden the trustess’
duties. Although the Compeny has denied liability and belisvas it
has meritorious defenses in these cases, any finding of liability or
new or enhanced duties in ons or mors of these cases against
the Company, or another financial institution, could result in a
significant financial lass or require a medification to the
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Company's busingss practices, which could negatively impact
the Company's financial rosults,

Substantial legal liakility or significant governmental action
against the Company could materially impact its financial
candition and results of oparations or cause significant
reputational harm to the Compary, which in turn could adversely
impact its business prospects. Also, tha resolution of a litigation
or regulatory matter could result in additional accruals {for
instance, the $608 milion accrued liability reflected in the
Company's financial results for the fourth quarter of 2017 relating
to the matters the Company has resolved with the OCC, the U.S.
Attorney's Office, end FInCEN relating to the Company’s legacy
Bank Secrecy Act/anti-money laundering compliance program) or
exceed established aceruals for a particular period, which could
meterially impact the Company’s results from operations for that
period.

The Company may be required to repurchase mortgage
loans or indemnify mortgage loan purchasers as a result of
breaches in contraciual representations and warranties
When the Company sells mortgage loens thet it has origineted to
various parties, including GSEs, it is required to make customery
representations and werrenties to the purchaser about the
mortgage loans and the manner in which they were originatod.
The Company may be required to repurchase mortgage loans or
be subject to indemnnificetion cleims in the event of a breach of
contractual representations or warranties that is not remedied
within a cerlain period. Coentrects for residential morigage loan
sales to the GSEs include various types of specific remedies and
penalties that could be applied if the Company does not
adeguately respond to repurchese requests, If economic
conditions and the housing market deteriorate or the GSEs
increase their claims for breached representations and
warranties, the Company could have increased repurchase
abligations and increased losses on repurchases, requiring
material increeses to its repurchase reserve.

The Company is exposed 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 teke
fitle to reel estate. As a result, the Company could be subject to
environmental liabilities with respect to these properlies. The
Company may be held liable to a governmental entity or to third
parties for property damage, personal injury, investigation end
clean-up costs incurred by these parlies in connection with
environmental contamination or may be required to investigate or
clean up hazardous ar 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 demeges and
costs resulting from environmantal contamination emanating from
the property. If the Company becomes subject to significant
ervironmental liabilities, its financial condition and results of
operations could be adversely aftected.



Economic and Market Conditions Risk

Deterioration in business and economic conditions could
adversely affect the financial services industry, and a
reversal or slowing of the current economic recovery could
adversely affect the Company’s lending business and the
value of loans and debt securities it holds The Company’s
business activities and earnings are affected by general busingss
conditions in the United States and abroad, including factors
sugh as the level and volatility of short-term and long-term
interest rates, inflation, home prices, unermployment and under-
employment levels, hankruptcies, household income, consumer
spending, fluctuations in both dsbt and equity capital markets,
liquidity of the global financial markets, the availability and cost of
capital and credit, investor sentiment and confidancs in the
financial markets, and the strength of the domestic and global
economies in which the Company operates. The deterioration of
any of these conditions can adversely affect the Company’s
consumer and commercial businesses and securities portfolios,
its level of charge-offs and provision for craclit losses, its capital
levels and liquidity, and its results of operations.

Given the high percentage of the Company's assets
repregented directly or indirectly by loans, and the importances of
lending to its overall business, weak economic conditions are
likely to have a negative impact on the Company’s business and
results of oparations, A reversal or slowing of the current
8Conomic recovery or another severe contraction could adversely
impact loan utilization rates as well as delinguencies, defaults and
the ability of customars to mest obligations under the loans. The
value to the Company of other assets such as investment
securities, most of which are debt securities or other financial
instrurments supported by loans, similarly would be negatively
impacted by widespraad decreases in credit quality resulting from
a weakening of the economy. Downward valuation of dabit
securities could also negatively impact tha Company's capital
position.

Stress in the commercial real estate markets, or a downturn in
the residential real estate markets, could cause cradit losses and
detertaration in asset values for the Company and other financial
institutions. A downturn in used auto prices from its current levels
could result in increased credit losses and impairment of residual
lease values far the Company. Additionally, the current
environrment of heightened scrutiny of financial institutions, as well
as a continuad focus on the pace and sustainahility of the
economic recovery, has resulted in incraased public awareness
of and sensitivity to banking fees and practices.

Any deterioration in global economic conditions, including
those that could follow a withdrawal of the United Kingdom from
the European Union and other political trends toward nationalism,
could slow the recovery of the domestic economy or negatively
impact the Campany’s borrowers or other counterparties that
have direct or indirect exposure to these regions. Such global
disruptions can undermina investor confidence, cause a
contraction of available credit, or craate markst volatility, any of
which could have significant adversa effects on the Company's
businesses, results of operations, financial condition and liquidity,

gven if the Company’s direct exposure to the affected region is
limitad.

Recent changes to tax palicy in the United States could alse
adversely impact certain segments of the domestic economy,
which could negativaly affect derand for loans and fee-based
financial services. The implications of the Tax Cuts and Job Act's
repatriation provisions are alsoc uncerlain, with passible negative
effects on demand for loans, deposits and other sarvices. Any
further changes o economic or trade policies could also erode
consumer corfidencs lavals, cause adverse changes in payment
patterns, lead to increases in dslinguencies and default rates in
certain industries or regions, or have other negative rmarket or
custormer impacts. Such devalopments could increase the
Company's loan charge-offs and provision for credit losses. Any
future economic deterioration that affects household or corporate
incomes could algo result in reduced demand for cradit or
fee-based products and services.

Changes in interest rates could reduce the Company’s net
interest income The Company's earnings are dependenttoa
large degree on net interest income, which is the differenca
between interest income from loans and investments and interest
expense on deposits and borrowings. Net intarest income is
significantly affected by market rates of interest, which in turn are
affected by prevalling economic conditions, by the fiscal and
monetary palicies of the federal government and by the policies of
various regulatory agencias, Like all financfal institutions, the
Company's financial position is affected by fluctuations in intarest
rates. Volatility in interest rates can also result in the flow of funds
away from financial institutions into direct investrments. Direct
investments, such as United States government and corporate
securities and other investrment vehicles (including mutual funds),
generally pay higher rates of return than financial institutions,
because of the absence of faderal insurance premiums and
reserve reguirements.

In addition, interest rate indices on many of the Comparny’s
outstanding financial instruments are subject to change based on
regulatory developments, which could adversely affect the
Company's ravenue, expenses, and the valua of those financial
instrumeants. In July 2617, the United Kingdom's Financial
Conduct Authority, which regulates the London interbank offared
rate {"LIBOR"), announced that it intends to stop persuading or
compelling banks to submit LIBOR rates after 2021. The
transition from LIBOR to ancther benchrmark rate could have
adverse impacts on the Company's assets, liabilities and financial
condition. Furihermore, the interest rates on floating-rate
obligations, loans, deposits, derivatives, and other financial
instruments that currently use LIBOR as a benchmark rate, as
well as the revenus and expenses associated with those financial
instrurnents, could be acversely affected.
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Credit and Mortgage Business Risk

Heightened credit risk could require the Company to
increase its provision for credit losses, which could have a
material adverse effect on the Company’'s resulis of
operations and financial condition When the Company lends
money, of commits to lend money, it incurs credit risk, or the risk
of logses if its borrowers do nat repay their loans. As one of the
largest lenders in the United States, the credit performance of the
Company's loan portfolios significantly aflects its financial results
and condition. The Company incurred high levels of losses on
lzans during the most recent financial crisis and racovery period,
and if the current economic environment were to deteriorate,
mors of its customars may have difficulty in repaying their loans
or other obligations, which could result in a higher level of credit
losses and higher provisions for credit losses. The Company
reserves for credit losses by establishing an allowance through a
charge to earnings to provide for loan defaults and
nonperforrmanca. The amount of the Company's allowance for
loan lossas is based an its histarical loss experience as well as an
avaluation of the risks associated with it loan portfolio, including
the size and compasition of the loan portfolio, current econormic
conditions and geographic concentrations within the portfolio,
The stress on the United States economy and tha local
economies in which the Company does business may be greater
ar last longer than expected, resulting in, among other things,
greater than expected deterioration in credit quality of the loan
porifolio, or in the value of collateral sscuring those loans.

In addition, the process the Company uses to estimate losses
inherant in its credit expasure requirss dificult, subjective, and
complex judgments, including forecasts of economic conditions
and haw these economic predictions might impair the ability of its
borrowers to repay their loans, These sconomic predictions and
their impact may no longer be capable of acourate estimation,
which may, in turn, impact the reliability of the process. As with
any such assessments, the Company may fail to identify the
proper factors or to accurately estimate the impacts of the factors
that the Company does identify. Tha Company also makes loans
to borrowers where it does nct have or servica the loan with the
first lien on the property securing its loan. For loans in a junior lien
position, tha Gompany may not have access to infarmation on
the position or perforrmance of the first lien when it is held and
serviced by a third party, which may adversely affect the
accuracy of the loss estimates for loans of these types. Increases
in the Company’s allowance for loan losses may not be adequate
to cover actual loan logses, and future provisions for loan losses
could materially and adversely affect its financial results, In
addition, the Company's ability to assess the creditworthiness of
its customers may be impairad if the models and approaches it
uses 1o select, manage, and underwirite its customers becomne
less predictive of future behaviors.

A concentration of credit and market risk in the Company's
loan portfolio could increase the potential for significant
losses The Company may have higher credit risk, or experience
higher credit lossas, to the extent its loans are concentrated by
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loan type, industry segment, borrower type, or location of the
borrowor or collateral. For example, the Company's credit risk
and cradit losses can increass if borrowers who engage in similar
activitios are uniguely or disproportionately affected by economic
or markat conditions, or by regulation, such as regulation related
to climate change. Deteriaration in economic conditions or real
estate values in states or regions where the Company has
relatively larger concentrations of residential or commercial real
estate could result in higher credit costs. In particular,
deterioration in real estate values and underlying economic
conditions in California could result in significantly higher credit
losses to the Company.

Changes in interest rates can impact the value of the
Company's mortgage servicing rights and morlgages held
for sale, and can make its mortgage banking revenue
volatile from quarter to quarter, which can reduce its
earnings The Company has a portfolio of MSRs, whichis tha
right 1 service a morlgage loan—collect principal, interest and
gacrow amounts —for a fea. The Company initially carries its
MSHRs using a fair value measuremant of the present value of the
sstimated future net servicing income, which includes
assumptions about the likelihood of prepayment by borrowers.
Changes in interest rates can affect prepayment assumptions
and thus fair value. As interest rates fall, prepayments tend to
increase as borrowers refinance, and the fair value of M3Rs can
decrease, which in turn reduces the Company's sarnings.
Further, it is possible that, because of economic conditions and/
or a weak or deteriorating housing market, even if interest rates
were 1o fall or remain low, morigage originations may also fall or
any increase in mortgage ariginations may not be enough to
offsat tha decrease in the M5Rs’ value caused by the lower rates.

A decline in the soundness of other financial institutions
could adversely affect the Company’s rasults of operations
The Company's ability to engage in routing funding or ssttlement
transactions could be adversely affected by the actions and
commercial scundness of other domestic or foreign financial
institutions. Financial services institutions are intarrelated as a
result of trading, clearing, counterparty or other ralationships. The
Company has exposure to many different counterparlies, and the
Company routinaly exscutes and settles transactions with
counterparties in the financial servicas industry, including brokers
and dealers, commercial banks, investment banks, mutual and
hadge funds, and other institutional clients. As a result, defaulis
by, or evan rumars or guestions about, the soundness of ane ar
rnore financial services institutions, or the financial services
industry generally, could lead to losses or defaults by the
Caompany or by other institutions and impact the Company's
predominately United States—based businesses or the less
significant merchant processing, corporate trust and fund
administration sarvices businesses it operates in foraign
countries, Many of these transactions expose the Company to
credit risk in the event of a default by a counterparty or client. In
addition, the Company's cradit risk may be further increased
whan the collateral held by the Company cannot be realized upon



or g liquidated at prices not sufficient to recover the full amount of
the financial instrurment exposure dua the Company. There is no
assurance that any such losses would not adversely affect the
Company's results of operations.

Change in residual value of leased assets may have an
adverse impact on the Company's financial results The
Company engages in leasing activities and is subject ta the risk
that the residual value of the property under lease will be less
than the Cornpany's racorded asset value. Adverse changes in
the residual value of leasad asssts 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 outside of tha Company's
contral, including supply and demand for the assets, condition of
the assets at the end of tha lsase term, and other economic
factors.

Operations and Business Risk

A breach in the securily of the Company’s systems, or the
systems of certain third parties, could disrupt the
Company's businesses, result in the disclosure of
confidential information, damage its reputation and create
significant financial and legal exposure Although the
Company devotes significant resources to maintain and regularly
upgrads ite systems and processes that are designed to protect
the sacurity of the Company's computer systams, software,
networks and other technology assats, as well as its intellectual
property, and to protect the confidentiality, integrity and
availability of information belonging to the Company and its
customers, the Company's security measures may not be entirely
affective. Many financial services institutions, retailers and other
companies engaged in data processing have raparted breaches
in the sacurity of their websites or other systams, some of which
hava involved sophisticated and targeted attacks intsnded to
obtain unauthorized access 1o confidential information, destray
data, disable or degrade service, ar sabhotage systermns, ottan
through the introduction of computsr viruses or malware, cyber
attacks and other means. The data breach expearienced by a
major credit reporting institution in 2017, through which the
personal information of as many as 145.5 million of its customers
was compromised, illustrates the cybersecurity risks facing the
financial services industry, The Company and certain other large
financial institutions in the United States have exparienced saveral
well-publicized episodes of apparently related attacks from
technically sophisticated and well-resourced third parties that
were intended to disrupt normal business activities by making
internat banking systemns inaccessible to customers for extanded
pariods. These "denial-of-service” attacks require substantial
resources to defend and could result in system outages that
affect customer satisfaction and behavior.

Attacks on financial or other institutions impoertant to the
overall functioning of tha financial system could also adversely
affect, diractly or indirectly, aspects of the Company's
businesses. As a rasult of the increasing consolidation,

interdependeance and complexity of financial entities and
tachnology systems, a technology fallure, cyber attack, or other
information or security breach that significantly degrades, deletes
or compromises the systems or data of one or more financial
entitiss could hava a material impact on counterparlias or other
market participants, including the Company. This consolidation,
interconnectivity and complaxity increases the risk of aparational
failure, on both an entity-specific and an industry-wide basis.

Third parties that facilitate the Company’s business activities,
including exchanges, clearinghouses, payment and ATM
networks, financial intermediaries or vendors that provide services
or tachnology solutions for the Company's operations, could also
be sourcas of operational and security risks to the Gompany,
including with respect to breakdowns or failures of their systems,
misconduct by thelr employess or cyber attacks that could affact
their ability to deliver a product or service to the Gompany or
rasult in lost or compromised information of the Company or its
custormners, The Company's ability to implement back-up systems
or other safeguards with respect to third parly systems is much
more limitad than with respect to its own systems. Furlharmare,
an attack on ar failure of a third party system may not be revaaled
to tha Company in a timely manner, which could compromise the
Gompany's ability to respond effeclively. Some of thesa third
parties may engage vendors of thair own as they provide services
ot tachnology sclutions for the Gompany's opsrations, which
introduces the risk that these “fourth parties” could be the sourca
of opsrational and security failuras.

In addition, during the past several years a number of retailers
and hospitality companies have disclosad substantial cyber
sacurity breaches affecting debit and cradit card accounts of their
custormars, some of whom were the Company's cardholders.
These attacks involving Company cards are likaly to continue and
could, individually or in tha aggregate, have a material adverse
affect on tha Company’s financial condition or resufts of
operations.

It is possible that the Gompany may not be able to anticipata
or to implernent effective prevantive measures against all security
breaches of these types, aspecially because the techniques usad
change frequently, generally increasa in sophistication, often are
not recognized until launched, and sometimes go undetected
even whan succassful, and, in addition, becauss security attacks
can originate from a wide variety of sourcas, including organized
crime, hackers, tarrorists, activists, hostile foreign governments
and other external parties. Those parties may also atternpt to
fraudulently induca employees, customnars or other users of the
Company's systems to disclose sensitive information in order to
gain access to the Campany's data or that of its custornars or
clierts, such as through “phishing” schemes. Thess risks may
increase in the future as the Company continues to increase its
mabile payments and other internet-based product offerings and
expands its internal usage of web-basad products and
applications. In addition, the Gompany's customars offen use
their own devices, such as computers, smart phones and tablet
computers, to make payrments and manage thelr accounts. The
Company has limited ability to assure the safety and security of

151



its custorners' transactions with the Company to the extent they
are using their own devices, which could be subject to similar
threats.

If the Company's socurity systems were penetrated or
circumvented, or if an authorized user intentionally or
unintentionally ramoved, lost or destrayed operations data, it
could cause serious negative consequences for the Company,
including significant disruption of the Company’s operations,
misappropriation of confidential information of the Company ar
that of its customers, or damage to computers or systems of tha
Company or those of its customers and courtterparties. These
consequences could result in violations of applicable privacy and
other laws; financial loss to the Company or to its customers; loss
of confidence in the Company's security measures; customer
dissatisfaction; significant litigation exposure; regulatory fines,
penalties or intervention; reimbursement or other compensatory
costs; additional compliance costs; and harm to the Company's
reputation, all of which could adversely affect the Company.

The Gompany relies on its employees, systems and third
parties fo conduct its business, and certain failures by
systems or misconduct by employees or third parties
could adversely affect its operations The Company operates
in rany differsnt businesses in diverse merkets and relies on the
ability of its employees and systemns to process a high number of
transactions. The Company's business, financial, accounting,
data processing, and other opereting systems and facilities may
stop aperating properly or become disebled or damaged as a
résult of a number of fectors, including events that are out of its
control. In addition to the risks posed by information security
breaches, as discussed above, such systems could be
compromised because of spikes in tfransaction volume, slectrical
or telecommunications outages, degradation or loss of internst or
wabsite availability, natural disasters, political or social unrest, and
terrorist acts. The Company's business operations may be
adversely affected by significant disruption to the operating
systerns that supporl its businesses and customers.

The Company could elso incur losses resulting from the risk of
fraud by employees or persons outside of the Company,
unauthorized access to its computer systems, the execution of
unauthorized trensections by employees, srrors relating to
transaction procassing 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, fines or civil money penalties that could
arise as a result of an operational deficiency or as a result of
noncompeliance with appliceble reguletory standards, adverse
business decisions or theilr implementation, and customer attrition
due to potentiel negative publicity.

Third parlies provide key components of the Company's
business infrastructure, such as internst connections, network
access and mutual fund distribution. While the Comparny has
selected these third parties carefully, it doss not control their
actions, Any problems caused by third party service providers,
including as a result of not praviding the Company their services
for any reason or performing their services pocrly, could
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adversely affect the Company’s ability to deliver products and
sarvices to the Company's customers and otherwise to conduct
its business. Replacing third party service providers could also
entail significant delay and expense. In addition, faflure of third
party service providers to handle current or higher volumes of use
could adversely affect the Company's ability to deliver products
and services to clients and otherwise to conduct business,
Technclogical or financial difficulties of a third party servics
provider could adversely affect the Company's businesses to the
extent those difficulties result in the interruption or discontinuation
of services provided by that party.

Operational risks for large institutions such as the Company
have generally increassed in recent years, in part because of the
profiferation of new technologies, the use of internet services and
telecommunications technologies to conduct financial
transactions, the increased number and complexity of
transactions being processed, and the increased sophistication
and activities of organized crime, hackers, terrorists, activists, and
other external parlies. If personal, confidential or proprietary
information of customers or clients in the Company’s possession
weore to be mishandled or misused, the Compary could suffer
significant regulatory consequences, reputational damage and
financial logs. This mishandling or misuse of private data could
include, for exemple, situations in which the information is
erroneously provided to parties who are not permitted to have the
information, either by fault of the Company's systerns,
employees, or third party service providers, or where the
information is intercepted or otherwise ingappropriately taken by
third parties. In the event of a breakdown in the internal contral
system, improper operation of systems or improper employee or
third party acticns, the Company could suffer financial loss, face
legal or regulatory action and suffar damage to its reputation.

The Gompany could lose market share and experience
increased costs if it does not effectively develop and
implement new technology The financiel services industry is
continually undergoing rapid technological chenge with frequent
intraductions of new tachnology-driven products and services,
including innavative ways that custormers can make payments or
manage their accounts, such as through the use of digital wallets
or digital currencies. The Company's continued success
depends, in part, upon its ability to address customer needs by
using technaology to provide praducts and services that
customers want to adopt, and create additional sfficiencies in the
Company's operetions. Developing and deploying new
technology-driven products and services can also involve costs
that the Compeny may not recover and divert resources away
from other product devslopment efforts. The Company may not
be able 1o effectively devslop and implement profitable new
technology-driven products and services or be successful in
marketing these products and services to its customers. Failure
to successfully kesp pace with technologicel change affecting the
financial services industry could harm the Gompany's competitive
position and negatively affect its revenue and profit,



Negative publicity could damage the Company’s reputation
and adversely impect its business and financial results
Reputational risk, or the rigk 1o the Company's business, earnings
and capital fromn negative public opinion, is inherent in the
Company’s business and increased substantially becauss of the
financial crisis beginning in 2008. The reputation of the financial
services industry in general has been damaged as a result of the
financial crisis and other matters affecting the financial services
industry, including mortgage foreclosure issues and, more
recently, concems about impraoper salas practices related to retail
customers. Negative public opinicn about the financial services
industry generally or the Company specifically could advarsely
affect the Gompany's ability to keep and attract customers, and
expose the Gompany to litigation and regulatory action. Negative
public opinian can result from the Company's actual or alleged
conduct in any number of activities, including landing practices,
martgage servicing and foreclosure practices, corporate
govemance, executive compensation, incentive-based
compensation paid to and supervisicn of sales personnsl,
requlatory compliance, margers and acquisitions, and related
disclosure, sharing or inadeguats protection of custornar
information, and actions taken by government regulators and
community organizations in response to that conaduct. Because
most of the Company's businesses operate under the "U.S.
Bank” brand, actual or alleged conduct by one business can
result in negative public opinion about ather 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 business and financial performance could
be adversely affected, directly or indirectly, by natural
disasters, by terrorist activities or by international
hostilities Naither the occurrence nor the potential impact of
natural disasters, terrorist activities or intamationat hostilities can
be predicted. However, these occurrences could impact the
Company directly (for example, by interrupting the Company's
systerns, which could prevent the Company from cbtaining
deposits, originating loans and processing and controlling its flow
of business; causing significant damage to the Company's
facilities; or otherwise preventing the Company from conducting
business in the ordinary course), or indirectly as a result of their
impact on tha Company's barrowers, depositors, other
customners, suppliers or other counterparties (for example, by
damaging properties pledged as collateral for the Gompany's
loans or impairing the ability of cerlain borrowers to repay their
loans). The Company could also suffer adverss consequences to
the extent that natural disasters, terrorist activitiss or international
hostilities affect the financial markets or the sconomy in general or
in any particular region. These types of impacts could lead, for
example, to an increase in delinguencies, bankruptciss or
defaults that could result in the Company experiencing higher
lavels of nonperforming assets, nst charge-offs and provisions for
cradit losses,

The Company's ability to mitigate the adverse consequences
of these occurrances is in part dependent on the guality of the
Company's resiliency planning, and the Company's ability, if any,
to anticipate the nature of any such event that occurs. The
adverse impact of natural disasters, terrorist activities or
international hostilities also could be increased to the extent that
there is a lack of preparedness on the part of national or regional
emeargency responders or on the part of other organizations and
businesses that the Company transacts with, particularly those
that it depends upon, but has no control over, Additionally, the
nature and level of natural disasters may be exacerbated by
global climate changs.

Liquidity Risk

If the Company does not effectively manage its liquidity, its
business could suffer The Company's liquidity is essential far
the oparation of its business. Market conditions, unfareseen
outflows of funds or other events could negatively affect the
Company's level or cost of funding, affecting its ongoing ability to
accommodate liability maturities and deposit withdrawals, meet
contractual obligations, and fund asset growth and new business
transactions at a reasonable cost and in a timely manner. If the
Company's access to stable and low-cost sources of funding,
such as customner deposits, is reduced, the Gompany might need
to use altsrnative funding, which could be more expensive or of
limited availability. Any substantial, unexpected or prolonged
changes in the level or cost of liquidity could adversely affect the
Company's business.

Loss of customer deposits could increase the Company’s
funding costs The Company relies on bank deposits to be a
low-cost and stable source of funding. The Company competes
with banks and other financial services companies for deposits. If
the Company's compstitors raise the rates they pay on deposits,
the Company's funding costs may increase, either because the
Company raises its rates to avoid losing deposits or because the
Company loses depasits and must rely on more expensive
sources of funding. Higher funding costs reduce the Company's
net interest margin and net interest income. Checking and
savings account balances and ather forms of customer deposits
may dacrease when customers perceive alternative investments,
such as the stock market, as providing a better risk/return
tradeaff. When customers move money out of bank deposits and
into other investments, tha Company may lose a relativety
low-cost source of funds, increasing the Company’s funding
costs and reducing the Compary's net interest income.

A downgrade in the Company’s credit ratings could have a
material adverse effect on its liquidity, funding costs and
access to capital markets The Company's credit ratings are
impartant to its liquidity. A reduction in one or more of the
Company's credit ratings could adversely affect its liquidity,
increasa its funding costs or limit its access to the capital
markets. Further, a downgrade could decrease the number of
investors and counterparties wiling or abla, contractually or
otherwise, to do business or lend to the Company, theraby
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advarsaly affecting the Company's competitive pasition. The
Gompany's credit ratings and credit rating agencies' autlooks are
subject to ongoing review by the rating agencies, which consider
a number of factors, including the Company’s own financial
strength, performance, prospects and operations, as well as
factors not within the control of the Company, including
conditions affecting the financial services industry generally. There
can be no assurance that the Company will maintain its current
ratings and outlooks.

The Company relies on dividends from its subsidiaries for
its liquidity needs, and the payment of those dividends are
limited by laws and regulations The Company is a separate
and distinct lsgal entity from U.S. Bank National Association and
ita non-bank subsidiaries. The Company receives a significent
poricn of its cash from dividends paid by ite subsidiaries. These
dividends are the principel 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 IJ.S. Benk National Association and certain of its
non-bank subsidiaries may pay to the Company without
ragulatory approvel. Also, the Company's right to participete in a
distribution of assets upon a subsidiary's liquidetion or
reorganization is subject to prior claims of the subsidiary's
creditors, except to the extant that eny of the Company's claims
es a creditor of that subsidiary may be recognized.

Competitive and Strategic Risk

The financial services industry is highly competitive, and
competitive pressures could intensify and adversely affect
the Company’s financial results The Caompeny operates in a
highly competitive industry that could become even mare
competitive as a result of legislative, regulatory and technological
changes, as well as continusd industry consolidation, which may
ncreese in connection with current economic end market
conditions. This consolidation may produce larger, better-
capitalized and more geographically diverse companies that ere
capable of offoring a wider arrey of financial products and
services at more competitive prices. The Company compates
with other commercial banks, savings and loan associations,
mutual savings banks, finence companigs, mortgage banking
companies, credit unions, investment companies, credit cerd
companies, and a variety of other financial services and advisory
companies. In addition, technology has lowered barriers to entry
and made it possible for non-hanks to offer products and
services that traditionally wers banking products, and made it
possible for technology companies to compete with financial
institutions in providing slectronic and internet-based financial
salutions, Compctition with non banks, including technology
companias, to provide finencial products and services is
axpected to intensify. Many of the Company's compstitors have
fewer regulatory constraints, and some have lower cost
structures. Also, the polential need to adapt to industry changes
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in infarmation technology systems, on which the Company and
financial services industry are highly dependent, could present
operational issues and require capital spending. The Company's
ability to compete successfully depends on a number of factors,
inciuding, ameng athers, its ability to develop and execuie
stratagic plans and initiatives; developing, maintaining and
building long-term customer relationships based on guality
service, competitive prices, high sthical standards and safe,
sound assets; end industry and general economic trends. A
failure to compete effectively could contribute to downward price
pressure on the Company's products or services or a toss of
market share.

The Company may need to lower prices on existing
produets and services and develop and introduce new
products and services to maintain market share The
Cormpany's success depends, in part, on its ability to adapt its
products and services to evalving industry standards, There is
increasing pressure to provide products and services at lower
prices. Lower prices can reduce the Company's net interest
margin and revenues fram its fee-based products and services. In
addition, the adoption of new technologies or further
developmenits in current technologies, such as mobile phones
and tablet computers, could require the Company to make
substantial expenditures to modify or adapt its existing products
and services. Also, these and other cepitel investrnents in the
Company’s businesses may not produce expected growdh in
earnings anticipated at the time of the expenditure. The Company
might not be successful in developing or introducing new
products end services, adapting to changing customer
preferences and spending and saving habits, achieving markst
acceptance of its products and services, or sufficiently developing
and maintaining loyal customer relationships.

The Company's businass could suffer if it fails to attract
and retain skilled employees The Company's success
depends, in large part, on its ability to attract and rstain key
employeas. Competition for the best people in most activities the
Company engages in can be intense. The Company may not be
able to hire the best people or to keep them. Recent strong
scrutiny of compensation practices has resulted in, and may
continua to result in, additionel regulation and legislation in this
area. As aresult, the Company may not be able to retain key
employees by providing adequate compensalion. In addilion,
there is the potential for changes in immigration policies in
multiple jurisdictions and 1o the extent that immigration policies or
work euthorizetion programs wers to unduly restrict or otherwise
make it mare difficult for qualifisd employees to work in, or
transfer among, jurisdictions in which the Company has
operations or conducts its business, the Company could be
adversely affacted. There is no essurance that these
developmants will not cause increased tumover or impede the
Company's ability to retain and attract the highest caliber
employeas.



The Company may not be able to complete future
acquisitions, and completed acquisitions may not produce
revenue enhancements or cost savings at levels or within
timeframes originally anticipated, may result in unforeseen
integration difficulties, and may dilute existing
shareholders' interests Tha Company regularly exploras
opporunities to acquire financial services businessas or assets
and may also congider opportunities to acquire other banks or
financial institutions, The Company cannot predict the number,
size or timing of acquisitions it might pursue.

The Gompany must gensrally receive federal regulatory
approval before it can acquire a bank or bank holding company.
The Company’s ability to pursue or complata an attractive
acquisition could be negatively impacted by regulatory delay or
other regulatory issuas, The Company cannot be certain whan ar
if, or on what terms and conditions, any required regulatory
approvals will be granted. For example, the Company may be
required to sell branches as a condition to receiving regulatory
approval for bank acquisitions. If the Company commits certain
regulatory violations, including those that result in a downgrade in
certain of the Company's bank regulatory ratings, governmental
authorities could, as a conseguence, precluds it from pursuing
future acquisitions for a period of time.

There can be no assurance that acquisitions the Company
completes will have the anticipated positive resuits, including
results related to expected revanus increases, cost savings,
increases in geographic or product presence, and/or other
projected benefits. Integration effors could divert management's
attention and resources, which could adversely affect the
Company’s aperations or results. The integration could result in
highet than expected customer loss, deposit attrition, loss of key
employees, disruption of the Company's businesses or the
businessas 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. In addition, futurs
acquisitions rmay also expose the Company to increased legal or
regulatory risks. Finally, future acquisitions could be material to
the Company, and it may issue additional shares of stock to pay
for those acquisitions, which would dilute current shareholders'
ownership interests.

Accounting and Tax Risk

The Company’s reported financial results depend on
management’s selection of accounting methods and
certain assumptions and estimates, which, if incorrect,
could cause unexpecied losses in the future The Company's
accounting palicies and methods are fundamentel to how the
Company racords and reporls its financial condition and rasults
of opsrations. The Company's management must exercise
judgment in selecting and applying many of these accounting
policies and methods so they comply with generally accepted
accounting principles end reflect management’s judgment

regarding the most appropriate manner to report the Compariy's
financial condition and results of operations. In some cases,
management must selsct the accounting policy or method to
apply from two or more alternatives, any of which might be
reasonable under the ciroumstances, yst might result in the
Company's reporting matsrially different results than would have
been reported under a different alternative.

Certain accouniing policies are critical to presenting the
Company's financial condition and results of operations. They
require management to make difficult, subjective or complex
judgments about matters that are uncartain. Materially different
amounts could be reparted under different conditions or using
different assumptions or estimates. These critical acoounting
policies include the allowance for credit losses, estimations of fair
value, the valuation of purchasad loans and related
indermnification assets, the valuation of MSRs, the valuation of
goodwill and other intangible assets, and income taxes. Because
of the uncenainty of estimates involved in these matters, the
Company may be required to do ane or more of the following:
significantly increase the allowance for credit losses and/or
sustain credit losses that are significantly higher than the raserve
provided, recognize significant impairment on its goodwill and
other intangible asset balancss, or significantly increase its
accrued taxes liability. For mora information, refer to “Critical
Accounting Policies” in this Annual Heport.

Changes in accounting standards could materially impact
the Company's financial statements From time to time, the
Financial Agcounting Standards Board and the United States
Securities and Exchange Commission change the financial
accounting and reporting standards that govern the praparation
of the Company's financial statements. These changses can be
hard to predict and can materially impact how the Company
records and reports its financial condition and results of
operations. The Company could be required to apply a new or
revised standard retroactively of apply an existing standard
differently, on a retroactive basis, in each case potentially
resulting in the Company restating prior period financial
staterments. As an exampls, the Financial Accounting Standards
Board issued accounting guidance, effective for the Company no
later than January 1, 2020, related to the impairmesnt of financial
instruments, particulatly the allowance for loan losses. This
guidance changes existing impairment recognition ta a maodsl
that is based on expectad losses rather than incurred losses,
which is intended to result in maore timely recognition of credit
losses. This guidance will be adopted by way of a cumulative
effect adjustment recorded to baginning retained earnings upon
the effective date. The Company is currently evaluating the
impact of this guidance on its financial statements.

The Company’s investments in certain tax-advantaged
projects may not generate returns as anticipated and may
have an adverse impact on the Company’s financial results
The Company invests in certain tax-advantaged projects
promoting affordable housing, community development and
reneweble energy resources. The Company's investments in
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these projects are designed to generate a return primarily through
the realization of federal and state income tax credits, and other
tax benefits, over specified time periods. The Company is subject
to he risk that previously recorded tax credits, which remain
subject to recaptura by taxing authorities based on compliance
features reguired to be met at the project lavel, will fail to meat
certain governmant compliance raquirements and will not be able
1o be realized. The possible inakility to realize these tax cradit and
other tax benefits can have a negative impact on the Comparny’s
financial results. The risk of not being able to realize the tax
credits and other tax benefits depends on many factors outsida
of tha Company's control, including changes in the applicabla tax
code and the ability of the projects to be completad.

Risk Management

The Company’s framework for managing risks may not be
effactive in mitigating risk and loss to the Company The
Company's risk management framework seaks to mitigate risk
and loss, The Company has established processes and
procedurss intended to identify, measure, monitor, report, and
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analyze the types of risk to which it is subject, including liguidity
risk, credit risk, market risk, interest rate risk, compliance risk,
strateqgic risk, repulational risk, and operational risk related to its
employeas, systems and vendors, among others. However, as
with any risk managemarnt framewark, there are inherent
limitaticns to the Company's risk management strategies as there
rmay exist, or develop in the future, risks that it has not
appropriately anticipatad or identified. The Company reliss on
guantitative models to measure certain risks and to estimals
cerlain financial values, and these madsals could fail to predict
future events of exposures accurately. The financial and credit
crises that began in 2008 and the resulting regulatory reform
highlighted both the importance and some of the limitations of
managing unanticipated risks, and the Company's regulators
remain focused on ensuring that financial institutions build and
maintain robust risk management palicies. If the Company's risk
management framawark proves inaffective, the Gompany could
incur litigation and negativa regulatory consequences, and suffer
unexpected lossas that could affact its financial condition or
results of operations.



Executive Officers

Andrew Cecere

Mr. Cecers is President and Chief Executive Officer of

U.5. Bancorp. Mr. Gecere, 57, has served as President of U.S.
Bancorp since January 2016 and Chief Executive Officer since
April 2017 . He also served as Vice Chairman and Chief Operating
Officer from January 2015 to January 2016 and was U.3,
Bancorp's Vice Chairman and Chief Financial Officer from
February 2007 until January 2015. Until that time, he served as
Vice Chairman, Wealth Management and Investrment Services of
U.S. Bancorp since the merger of Firstar Corporation and

U.5. Bancorp in February 2001, Previously, he had served as an
executive ofiicer of the former U.3. Bancorp, including as Chief
Financial Officer from May 2000 through February 2001,

Jennie P. Carlson

Ms. Carlson is Exscutive Vice President and Chief Human
Resources Officer of U.S. Bancarp. Ms. Carlson, 57, has served
in this position since January 2002, Until that time, she served as
Executive Vice President, Deputy Genaral Counsel and Corporate
Secretary of U.S. Bancorp since the merger of Firstar Corporation
and U5, Bancorp in February 2001, From 1995 until the merger,
she was General Counsel and Secretary of Firstar Corporation
and Star Banc Corporation.

James L. Chosy

Mr. Chosy is Executive Vice President and General Counsel of
U.S. Bancorp. Mr. Chosy, 54, has served in this position since
March 2013. He also served as Corporate Secretary of U.S,
Bancorp from March 2013 until April 2016, From 2001 to 2013,
he served as the General Counssl and Secretary of Piper .Jaffray
Companies. From 1995 to 2001, Mr, Chosy was Vice President
and Asscciate General Gounsel of U.S. Bancorp, having also
served as Assistant Secretary of ULS. Bancorp from 1995
thraugh 2000 and as Secretary from 2000 until 2001,

Terrance R. Dolan

ir. Dolan is Vice Chairman and Chief Financial Officer of U.S.
Bancorp. Mr. Dolan, 56, has served in this position since August
2016. From July 2010 to July 2016, he served as Vice Chairman,
Wealth Management and Investment Services, of U.S. Bancorp.
From September 1998 to July 2010, Mr. Dolan served as U.S.
Bancorp’s Controller. He additionally held the titls of Executive
Vice President from January 2002 urtil June 2010 and Senior
Vice President from Septembiar 1988 until January 2002.

John R. Elmore

Mr. Elmore is Vice Chairman, Comimunity Banking and Branch
Delivery, of .S, Bancorp. Mr. Elmore, 61, has served in this
position since March 2013. From 1999 to 2013, he served as
Executive Vice Presidant, Comrmunity Banking, of U.S. Bancorp
and its predecessor company, Firstar Corporation.

Leslie V. Godridge

Ms. Godridgs is Vice Chairman, Corporate and Commercial
Banking, of U.5. Bancorp. Ms, Godridge, 62, has served in this
position since January 2016. From Fabruary 2013 until December
20185, she served as Executive Vice Prasident, National
GCorporate Specialized Industries and Global Treasury
Management, of U.S. Bancorp. From February 2007, whan she
joined LS. Bancorp, until January 2013, Ms. Godridge served as
Exacutive Vice President, National Corporate and Institutional
Banking, of U.5, Bancorp. Prior to that time, she served as Senior
Executive Yice President and e member of the Executive
Committee at The Bank of New York, where she was head of
BNY Agset Management, Private Banking, Consumer Banking
and Regicnal Commercial Banking from 2004 to 2006,

Gunjan Kedia

Ms. Kedia is Vice Chairman, Wealth Management and Investment
Services, of U.S. Bancorp. Ms. Kedia, 47, has served in this
position since joining U.S. Bancorp in December 2016, From
October 2008 until May 2016, she served as Executive Vice
Prasident of State Street Corporation where she led the care
investment servicing business in Norlh and South America and
sarved as a member of State Street's management committes,
its senior most strategy and policy committee. Previously,

Ms. Kedia was an Executive Vice President of global product
management at Bank of New York Mellon from 2004 ta 2008,

James B. Kelligrew

Mr. Kelligrew is Vice Chairman, Corporate and Commercial
Banking, of U.S. Bancorp. Mr. Kelligrew, 52, has served in this
position since January 2016, From March 2014 until December
2015, he served as Executive Vice President, Fixed Income and
Capital Markets, of U.S. Bancorp, having served as Executive
Vice President, Credit Fixed Incorme, of U.S, Bancorp from May
2009 to Mairch 2014, Prior to that time, he held various
leadership positions with Wells Fargo Securities from 2003 to
2009, and with Bank of America Securities from 1993 to 2003,
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Shailesh M. Kotwal

Mr. Katwal is Vice Chairman, Payment Services, of U.S. Bancarp.
Mr. Katwal, 53, has senved in this position since joining U.5.
Bancaorp in March 2015, From July 2008 until May 2014, he
served as Executive Vice President of TD Bank Group with
respansibility for retail banking products and services and as
GChair of its enterprise payments council. From 2006 urtl 2008,
he served as President, International, of eFunds Corporaticn.
Previously, Mr. Kotwal served in various leadership roles at
American Exprass Company from 1983 until 20086, including
responsibility for cperations in North and South America, Europe
and the Asia-Pacific regions.

P.W. Parker

Mr. Parker is Vice Chairman and Chief Risk Officer of

U.S. Bancorp. Mr. Parker, 61, has served in this position since
December 2013. From Octaber 2007 until December 2013 he
served as Executive Vice President and Chief Credit Officer of
U.S. Bancorp. From March 2008 until October 2007, he served
as Executive Vice President of Credit Portfolio Managsment of
U.S. Bancorp, having served as Senior Vice President of Credit
Portfolio Management of U.S. Bancorp since January 2002,

Katherine B. Quinn

Mz, Quinn is Vice Chairman and Chisf Administration Officer of
.S, Bancorp, Ms, Gluinn, 53, has servad in this position since
April 2017, From September 2013 to April 2017, she served as
Executive Vice President and Chief Strategy and Reputation
Officer of ULS, Bancorp and has served on U.S. Bancorp's
Managing Committee since January 2015, From September
2010 until January 2013, she served as Chief Marketing Officer of
WellPoint, Inc. (now known as Anthem, Inc.), having served as
tlead of Corporate Marketing of WellPoint from July 2005 until
September 2010, Prior to that tirme, she served as Chief
Marketing and Strategy Officer at The Hartford from 2003 until
2005,
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Mark G. Runkel

Mr. Runkel is Executive Vice President and Chisf Credit Officer of
U.S. Bancorp. Mr. Runkel, 41, has served in this position since
December 2013, From February 2011 until December 2013, ha
served as Senior Vice President and Cradit Risk Group Manager
of U.S. Bancorp Retail and Payment Services Credit Risk
Managemenit, having served as Senior Vice President and Risk
Marager of U.S. Bancorp Retail and Small Business Cradit Risk
tanagerment from June 2002 unlil February 2011. From March
2005 until May 2009, he served as Vice President and Risk
Manager of U.S. Bancorp.

Jeffry H. von Gillern

Mr. von Gillern is Vice Chairman, Technology and Operations
Senvices, of U.5, Bancorp, Mr, von Gillern, 52, has servad in this
paosition since July 2010, From April 2001, when he joinad

U.S. Bancorp, urtil July 2010, Mr. von Gillern served as Exacutive
Vice President of U.S. Bancorp, additionally serving as Chief
Information Officer from July 2007 until July 2010,

Timothy A. Welsh

Mr. Welsh is Vice Chairman, Consumer Banking Sales and
Support, of U.S. Bancorp. Mr. Welsh, 52, has served in this
position since joining U.S. Bancorp in July 2017, From July 2006
until June 2017, he served as a Senior Partner at McKinsey &
Company where he specialized in financial services and the
consumer experience. Previously, Mr. Welsh served as a Partner
at McKinsey & CGompany from 1898 to 20086,
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LS. Bancorp
£00 Nicollst Mall
Minneapoliz, MM 55402

Computershare acts as our trangter agent

and registrar, dividend paying agent and dividend
reinvestment plan administrator, and maintaing all
shareholder recerds for the corperation. Inguiries
related to sharehclder racords, stock transfers,
changes of ownership st slock cenificates,
changes of address and dividend payment should
be directed to the transfer agent at:

Computershare

P.O. Box 505000

Lovigvils, KY 40233

Phone: 888.7/8.1311 or

201.680.6578 (international cals)

Internet: www.compulershare. com/investor

Registered or Cerified Mail:
Computershars

462 South 4™ Street, Suite 1600
Louigvile, Ky 40202

Telephone representatives are available weekdays
from 8:00 a.m. to 6:00 p.m., Central Time, and
automated suppaort is available 24 hours a day,

7 days a week, Specific information about your
account is available on Computershare’s Investor
Center website,

Jennifer A, Thompaon, CFA

Senicr Vice President

Investor Relations
jsn.thompsonf@usbank.com

Phone: 612.303.0775 or 866.755.9668

LS. Bancorp news and financial results aro
available through our website and by mail,

Website: For information about .S, Bancorp,
including news, financial results, annual reports
and other documents filed with

the Securities and Exchange Commission,
access our home page on the interneat

at usbank.com and click on About Us.

Mail: At vour request, we will mail to you sur
quarterly earnings, news releases, quarterly
financial data reporled on Farm 10-C, Form

10-K and additional copies of our annual reporls.

Please contact:

.5, Bancorp lnvestor Helations
800 Nicollet Mall

Minngapolis, MN 55402
investorrelations@usbank.com
Phaone: 866.775.9668

Oana E. Ripley

Chief Communications Officer
Public Affairs and Communications
dana.ripley@usbank,com

Phone: 612.303.3167

LS. Rancorp is committed to raspecling the
privacy of our customers and safeguarding

the financial and personal information provided
to us. To learn mare aboul the LS, Bancorp
commitment to pratecting privacy, visit usbank.
com and click an Privacy.

U5, Bancorp is committed to providing
eady access to our products and services
s all of our customers, including people
with disabilities, can succoed financially,
To learn more, visit usbank.cam and click
on Accessibility.

At LS. Bancorp, our commitment to high
ethical standardls guides everylhing we do.
Demonstrating this commitment Lhrough aur
words and actions is how sach of us does

the right thing every day for our customers,
shareholders, communities and sach other. Cur
shyle of sthical leadership is why we were named
a World's Most Ethical Company in 2018 by the
Ethisphere Ingtitute.

Each year, every employea carifics compliance
with the letter and spirit of our Code of Ethics and
Business Conduct,

For details about our Code of Ethics and
Busingss Conduct, visit usbank.com and click
an About Us and then Investor Relations and then
Corporate Governance,

At U5, Bancorp, embracing diversity and
fostering inclusion are buginess imperatives. We
view everylhing we do through a diversity and
inclusion lens to despen our relationships with
aur stakeholders: our employees, customers,
shareholders and communities.

1J.5, Rangorp and our subsidiaries are commitied
¢ providing Equal Employment Opportunity to

all employees and applicants for employment.

In keeping with this commitment, employment
dscisions are mads based on abilities, not race,
color, religion, national origin or ancestry, gender,
age, disability, veteran status, sexual orientation,
marital status, gender identity or expression,
gaenetic information ar any other factors protected
by law, The corporation complies with municipal,
state and federal fair employment laws, including
regulaticne applying to federal contractors.

L5, Bancarp, including cach of our subsidiarias,
is an egual opporiunity employer committed to
creating a diverse warkforce.
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