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Forward-Looking Statements

This Form 10-Q contains forward-looking statements. Statements that are not historical or current facts,
including statements about beliefs and expectations, are forward-looking statements. These statements often include
the words “may,” “could,” “would,” “should,” “believes,” “expects,” “anticipates,” “‘estimates,” “‘intends,”
“plans,” “targets,” ‘“potentially,” “probably,” “projects,” “outlook or similar expressions. These forward-looking
statements cover, among other things, anticipated future revenue and expenses and the future prospects of
U.S. Bancorp. Forward-looking statements involve inherent risks and uncertainties, and important factors could cause
actual results to differ materially from those anticipated, including the following, in addition to those contained in
U.S. Bancorp’s reports on file with the SEC: (i) general economic or industry conditions could be less favorable than
expected, resulting in a deterioration in credit quality, a change in the allowance for credit losses, or a reduced
demand for credit or fee-based products and services; (ii) changes in the domestic interest rate environment could
reduce net interest income and could increase credit losses; (iii) inflation, changes in securities market conditions and
monetary fluctuations could adversely affect the value or credit quality of our assets, or the availability and terms of
funding necessary to meet our liquidity needs; (iv) changes in the extensive laws, regulations and policies governing
financial services companies could alter our business environment or affect operations; (v) the potential need to adapt
to industry changes in information technology systems, on which we are highly dependent, could present operational
issues or require significant capital spending; (vi) competitive pressures could intensify and affect our profitability,
including as a result of continued industry consolidation, the increased availability of financial services from non-
banks, technological developments or bank regulatory reform; (vii) changes in consumer spending and savings habits
could adversely affect our results of operations; (viii) changes in the financial performance and condition of our
borrowers could negatively affect repayment of such borrowers’ loans; (ix) acquisitions may not produce revenue
enhancements or cost savings at levels or within time frames originally anticipated, or may result in unforeseen
integration difficulties; (x) capital investments in our businesses may not produce expected growth in earnings
anticipated at the time of the expenditure; and (xi) acts or threats of terrorism, and/or political and military actions
taken by the U.S. or other governments in response to acts or threats of terrorism or otherwise could adversely affect
general economic or industry conditions. Forward-looking statements speak only as of the date they are made, and
U.S. Bancorp undertakes no obligation to update them in light of new information or future events.
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Selected Financial Data

Three Months Ended

Six Months Ended

June 30, June 30,
Percent Percent
(Dollars and Shares in Millions, Except Per Share Data) 2004 2003  Change 2004 2003  Change
Condensed Income Statement
Net interest income (taxable-equivalent basis) (@) ................... $1,779.4 $1,798.6 (1.1%| $3,558.4 $3,675.3 (.5)%
NONINErest INCOME . .« .o o vt 1,413.4 1,259.8 12.2 2,731.7 2,485.2 9.9
Securities gains (10SSES), NEL. ...ttt (171.7) 21381 * (171.7) 353.8 *
Total net revenue .. ..o oo 3,021.1 3,271.5 (7.7) 6,118.4 6,414.3 (4.6)
NONINErEST BXPENSE .+« v vt vttt 1,232.6 1,646.6 (20.3) 2,687.5 3,001.2 (10.5)
Provision for credit 10SSes .. ..o 204.5 323.0 (36.7) 439.5 658.0 (33.2)
Income from continuing operations before taxes ................ 1,684.0 1,401.9 13.0 2,991.4 2,765.1 8.6
Taxable-equivalent adjustment .. ... 7.0 6.7 4.5 14.2 14.0 1.4
Applicable INCOME taxXES . ..ot e 540.1 480.2 12.5 931.9 942.0 (1.1)
Income from continuing operations ............ ... ... o .. 1,036.9 915.0 13.3 2,045.3 1,799.1 138.7
Discontinued operations (after-tax) ... — 4.9 * — 5.6 *
NEtINCOME .« .« v et e e $1,086.9 $ 9199 127 [$2,045.3 $1,804.7 13.3
Per Common Share
Earnings per share from continuing operations . .................... $ .55 $ 48 14.6% |$  1.07 $ 94 13.8%
Diluted earnings per share from continuing operations............... .54 A7 14.9 1.06 .93 14.0
Eamings per share . ... .55 48 14.6 1.07 .94 13.8
Diluted eamings pershare .. ... .54 48 12.5 1.06 .94 12.8
Dividends declared pershare ... .240 205 171 480 410 171
Bookvalue pershare ... 9.91 10.14 2.3
Market value per share. . ... 27.56 24.50 12,
Average common shares outstanding . ... 1,891.6 1,922.3 (1.6) 1,903.5 1,920.6 (.9)
Average common diluted shares outstanding . ..................... 1,9134 1,931.6 (.9) 1,927.3 1,928.6 (1)
Financial Ratios
Return on average assets . ... 2.19% 1.97% 2.16% 1.96%
Retum on average equity . .. ...t 21.9 19.0 21.3 19.0
Net interest margin (taxable-equivalent basis) ...................... 4.28 452 4.28 4.56
Efficiency ratio (0) ....oovere 38.6 50.6 42.7 49.5
Average Balances
8 $121,161 $117,803 2.9% | $119,985 $117,061 2.5%
Loans held for sale . ... 1,987 3,728 (468.7) 1,716 3,884 (55.8)
Investment securties . ... 42,489 36,142 17.6 43,617 35,187 24.0
EamiNg @SSetS. . oot 166,990 169,425 4.7 166,674 167,784 5.6
AL 190,430 187,065 1.8 190,046 185,375 25
Noninterest-bearing deposits . . ... ... 30,607 32,515 5.9) 29,815 32,669 (8.7)
DEPOSIS . o vttt 117,116 116,151 .8 116,567 115,984 5
Short-term DOMOWINGS . . .« v vt 156,310 8,982 70.5 14,365 9,096 57.9
Long-term debt and junior subordinated debentures ................ 30,354 32,273 (5.9 31,140 30,888 8
Total shareholders’ equity . . ... 19,043 19,435 2.0) 19,314 19,122 1.0
June 30, December 31,
2004 2003
Period End Balances
0N « e et $122,830 $118,235 3.9%
Allowance for 10an 10SSeS ..ot 2,244 2,369 (5.3
Investment securities ... ... 40,285 43,334 (7.0)
ASSETS 190,230 189,286 5
DEDOSItS . v v et 119,927 119,052 7
Long-term debt and junior subordinated debentures ................ 33,665 33,816 (.4)
Total shareholders’ equity . . ... 18,675 19,242 2.9
Regulatory capital ratios
Tangible COMMON EQUILY « .« oo v et 6.3% 6.5%
Tier 1 capital. ..o 8.7 9.1
Total risk-based capital ........ ... 12.9 13.6
LEVEIAgE - . vttt 7.8 8.0

* Not meaningful

(a) Interest and rates are presented on a fully-taxable equivalent basis utilizing a tax rate of 35 percent.
(b) Computed as noninterest expense divided by the sum of net interest income on a taxable-equivalent basis and noninterest income excluding securities gains (losses), net.
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Management’s Discussion and Analysis

OVERVIEW

Earnings Summary U.S. Bancorp and its subsidiaries (the
“Company”’) reported net income of $1,036.9 million
for the second quarter of 2004, or $.54 per diluted
share, compared with $919.9 million, or $.48 per
diluted share, for the second quarter of 2003. Return on
average assets and return on average equity were
2.19 percent and 21.9 percent, respectively, for the
second quarter of 2004, compared with returns of
1.97 percent and 19.0 percent, respectively, for the
second quarter of 2003. The Company’s results for the
second quarter of 2004 improved over the second
quarter of 2003, primarily due to growth in fee-based
products and services, as well as lower credit costs and
controlled operating expenses. Included in the second
quarter of 2004 were net losses on the sale of securities
of $171.7 million, a net reduction of $384.8 million
from net securities gains realized in the second quarter
of 2003. The second quarter of 2004 also included a
$171.1 million reparation of mortgage servicing rights
(“MSR”), a $367.4 million favorable variance over the
second quarter of 2003. Changes in interest rates
relative to the end of the first quarter of 2004 drove the
realization of the MSR reparation during the second
quarter of 2004. The Company’s interest rate risk
management practice of utilizing its securities portfolio
to offset the impact of changes in MSR valuation was
the primary factor in deciding to sell lower-yielding
securities. Operating expenses for the second quarter of
2004 also reflected a reduction in pre-tax merger and
restructuring-related items of $10.8 million
($7.2 million on an after-tax basis), compared with the
second quarter of 2003. The $10.8 million decline in
pre-tax merger and restructuring-related charges was
primarily due to the completion in 2003 of integration
activities associated with the acquisition of NOVA
Corporation (“NOVA”) and other smaller acquisitions.
Total net revenue, on a taxable-equivalent basis,
was $3,021.1 million for the second quarter of 2004,
compared with $3,271.5 million for the second quarter
of 2003, a decrease of $250.4 million (7.7 percent)
from a year ago. The decline in net revenue was
comprised of a 15.7 percent decline in noninterest
income and a 1.1 percent decline in net interest income.
The 15.7 percent decline in noninterest income was
driven by a net reduction in gains (losses) on the sale of
securities, partially offset by favorable fee-based revenue
growth. Fee-based noninterest income experienced
growth in all categories including increases in payment

U.S. Bancorp

services revenue, merchant processing services, mortgage
banking revenue, deposit service charges, trust and
investment management fees and other income. The

1.1 percent decline in net interest income was driven by
a lower net interest margin, partially offset by an
increase in average earning assets. In the second quarter
of 2004, average earning assets increased $7.6 billion
(4.7 percent), compared with the same period in 2003,
primarily due to increases in investment securities,
residential mortgages and retail loans, partially offset by
a decline in commercial loans and loans held for sale
related to mortgage banking activities. The net interest
margin for the second quarter of 2004 was

4.28 percent, compared with 4.52 percent in the second
quarter of 2003. The decline in the net interest margin
primarily reflected growth in lower-yielding investment
securities as a percent of total earning assets, a change
in loan mix and a decline in the margin benefit from net
free funds due to lower interest rates. In addition, the
net interest margin declined year-over-year as a result of
consolidating high credit quality, low margin loans from
Stellar Funding Group, Inc. (“Stellar”), a commercial
loan conduit, onto the Company’s balance sheet
beginning in the third quarter of 2003.

Total noninterest expense was $1,232.6 million in
the second quarter of 2004, compared with
$1,546.6 million in the second quarter of 2003. The
year-over-year decline in noninterest expense of
$314.0 million (20.3 percent) was primarily driven by
the favorable change in MSR intangible valuations of
$367.4 million and a $10.8 million reduction in merger
and restructuring-related charges. These positive
variances were partially offset by increases in incentive-
based compensation, employee benefits, insurance and
other operating expense. Refer to the “Noninterest
Expense” section for further discussion of noninterest
expense items. The efficiency ratio (the ratio of
noninterest expense to taxable-equivalent net revenue
excluding net securities gains or losses) was
38.6 percent for the second quarter of 2004, compared
with 50.6 percent for the second quarter of 2003. The
change in the efficiency ratio primarily reflects the
impact of changes in MSR valuations.

The provision for credit losses was $204.5 million
for the second quarter of 2004, and $323.0 million for
the second quarter of 2003, a year-over-year decrease of
$118.5 million (36.7 percent). Net charge-offs in the
second quarter of 2004 were $204.5 million, compared
with net charge-offs of $322.9 million during the



second quarter of 2003. The decline in the provision
from a year ago primarily reflected lower
nonperforming assets and lower commercial and retail
losses, which were the result of an improving credit risk
profile and collection efforts. Refer to the “Corporate
Risk Profile” section for further information on the
provision for credit losses, net charge-offs,
nonperforming assets and factors considered by the
Company in assessing the credit quality of the loan
portfolio and establishing the allowance for credit
losses.

Net income for the first six months of 2004 was
$2,045.3 million, or $1.06 per diluted share, compared
with $1,804.7 million, or $.94 per diluted share, for the
first six months of 2003. Return on average assets and
return on average equity were 2.16 percent and
21.3 percent, respectively, for the first six months of
2004, compared with returns of 1.96 percent and
19.0 percent, respectively, for the first six months of
2003. The Company’s results for the first six months of
2004 improved over the first six months of 2003,
primarily due to growth in fee-based products and
services, as well as lower credit costs and controlled
operating expenses. Included in the first six months of
2004 were net losses on the sale of securities of
$171.7 million, a net reduction of $525.5 million from
net securities gains realized in the first six months of
2003. A notable favorable item in the first six months
of 2004 was a net $61.8 million reparation of MSR, a
$379.0 million favorable variance over the first six
months of 2003. Changes in interest rates relative to the
end of the first quarter of 2004 drove the realization of
the MSR reparation and the Company’s decision to sell
lower-yielding securities. Net income for the first six
months of 2004 also included a $90.0 million reduction
in income tax expense recognized in the first quarter of
2004 related to the resolution of federal tax
examinations covering substantially all of the
Company’s legal entities for the years 1995 through
1999. In addition, operating results for the first six
months of 2004 included a $35.4 million debt
prepayment charge recognized in the first quarter of
2004, partially offset by a reduction in pre-tax merger
and restructuring-related items of $28.4 million
($18.7 million on an after-tax basis), compared with the
first six months of 2003. The $28.4 million decline in
pre-tax merger and restructuring-related charges was
primarily due to the completion in 2003 of integration
activities associated with the acquisition of NOVA and
other smaller acquisitions.

Total net revenue, on a taxable-equivalent basis,
was $6,118.4 million for the first six months of 2004,
compared with $6,414.3 million for the first six months

of 2003, a decrease of $295.9 million (4.6 percent)
from a year ago. The decline in net revenue was
comprised of a 9.8 percent decline in noninterest
income and a .5 percent decline in net interest income.
The 9.8 percent decline in noninterest income was
driven by a net reduction in gains (losses) on the sale of
securities of $525.5 million, partially offset by increases
in payment services revenue, deposit service charges,
merchant processing services, mortgage banking
revenue, trust and investment management fees and
other income. The .5 percent decline in net interest
income was driven by a lower net interest margin,
partially offset by an increase in average earning assets.
In the first six months of 2004, average earning assets
increased $8.9 billion (5.6 percent), compared with the
same period in 2003, primarily due to increases in
investment securities, residential mortgages and retail
loans, partially offset by a decline in commercial loans
and loans held for sale related to mortgage banking
activities. The net interest margin for the first six
months of 2004 was 4.28 percent, compared with
4.56 percent in the first six months of 2003. The decline
in the net interest margin primarily reflected growth in
lower-yielding investment securities as a percent of total
earning assets, a change in loan mix and a decline in
the margin benefit from net free funds due to lower
interest rates. In addition, the net interest margin
declined year-over-year as a result of consolidating high
credit quality, low margin loans from Stellar, a
commercial loan conduit, onto the Company’s balance
sheet beginning in the third quarter of 2003.

Total noninterest expense was $2,687.5 million in
the first six months of 2004, compared with
$3,001.2 million in the first six months of 2003. The
year-over-year decline in noninterest expense of
$313.7 million (10.5 percent) was primarily driven by
the favorable change in MSR intangible valuations of
$379.0 million and a $28.4 million reduction in merger
and restructuring-related charges. These positive
variances were partially offset by increases in
compensation, employee benefits, insurance and other
operating expense, the latter of which included a
$35.4 million charge related to debt prepayment in the
first quarter of 2004. Refer to the “Noninterest
Expense” section for further discussion of noninterest
expense items. The efficiency ratio (the ratio of
noninterest expense to taxable-equivalent net revenue
excluding net securities gains or losses) was
42.7 percent for the first six months of 2004, compared
with 49.5 percent for the first six months of 2003.

The provision for credit losses was $439.5 million
for the first six months of 2004, and $658.0 million for
the first six months of 2003, a year-over-year decrease
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of $218.5 million (33.2 percent). Net charge-offs in the
first six months of 2004 were $438.4 million, compared
with net charge-offs of $656.7 million during the first
six months of 2003. The decline in the provision from a
year ago primarily reflected lower nonperforming assets
and commercial and retail losses, the result of an
improving credit risk profile and collection efforts. Refer
to the “Corporate Risk Profile” section for further
information on the provision for credit losses, net
charge-offs, nonperforming assets and factors considered
by the Company in assessing the credit quality of the
loan portfolio and establishing the allowance for credit
losses.

On December 31, 2003, the Company completed
the spin-off of Piper Jaffray Companies (‘Piper
Jaffray”). In connection with the spin-off, accounting
rules require that the Company’s financial statements be
restated for all prior periods. Accordingly, historical
financial results related to Piper Jaffray have been
segregated and accounted for in the Company’s
financial statements as discontinued operations. Net
income for the second quarter and first six months of
2003 included after-tax income from the discontinued
operations of Piper Jaffray of $4.9 million and
$5.6 million, respectively, which had an impact on both
periods of $.01 per diluted share. Refer to Note 3 of
the Notes to Consolidated Financial Statements for
additional information regarding discontinued
operations.

LU Analysis of Net Interest Income

STATEMENT OF INCOME ANALYSIS

Net Interest Income The second quarter of 2004 net
interest income, on a taxable-equivalent basis, was
$1,779.4 million, compared with $1,798.6 million in
the second quarter of 2003, which represented a

$19.2 million (1.1 percent) decrease from 2003. Net
interest income for the first six months of 2004, on a
taxable equivalent basis, was $3,558.4 million,
compared with $3,575.3 million for the first six months
of 2003, which represented a $16.9 million (.5 percent)
decrease from a year ago. Average earning assets in the
second quarter and first six months of 2004 increased
$7.6 billion (4.7 percent) and $8.9 billion (5.6 percent),
respectively, over the comparable periods of 2003. The
increase in average earning assets for the second quarter
and first six months of 2004, compared with the same
periods of 2003, was primarily driven by increases in
investment securities, residential mortgages and retail
loans, partially offset by a decline in commercial loans
and loans held for sale related to mortgage banking
activities. The net interest margin for both the second
quarter and first six months of 2004 was 4.28 percent,
compared with 4.52 percent and 4.56 percent,
respectively, for the comparable periods of 2003. The
year-over-year decline in the net interest margin for the
second quarter and first six months of 2004 primarily
reflected growth in lower-yielding investment securities
as a percent of total earning assets, effects of loan

Three Months Ended Six Months Ended

June 30, June 30,
(Dollars in Millions) 2004 2003 Change 2004 2003 Change
Components of net interest income
Income on earning assets (taxable-equivalent basis) (a) .. ... ... $2,243.2 $2,334.5 $(91.3) $4,508.5 $4,673.0 $(164.5)
Expense on interest-bearing liabilites ....................... 463.8 535.9 (72.1) 950.1 1,097.7 (147.6)
Net interest income (taxable-equivalent basis) ................... $1,779.4 $1,798.6 $(19.2) $3,558.4 $3,575.3 $ (16.9)
Net interest income, as reported . . ... e $1,772.4 $1,791.9 $(19.5) $3,544.2 $3,561.3 $ (17.1)
Average yields and rates paid
Eamning assets vield (taxable-equivalent basis)................ 5.39% 5.87% (.48)% 5.43% 5.96% (.63)%
Rate paid on interest-bearing liabilities ...................... 1.38 1.68 (.30) 1.42 1.75 (.33)
Gross interest margin (taxable-equivalent basis) ................. 4.01% 4,19% (.18)% 4.01% 4.21% (.20)%
Net interest margin (taxable-equivalent basis). . .................. 4.28% 4.52% (.24)% 4.28% 4.56% (.28)%
Average balances
Investment securities . ... .. $ 42,489 $ 36,142 $6,347 $ 43,617 $ 35,187 $8,430
LN « ettt 121,161 117,803 3,358 119,985 117,061 2,924
Eaming assets. ... ovv i 166,990 159,425 7,565 166,674 157,784 8,890
Interest-bearing liabilities . . .. ... o 134,819 127,652 7,267 134,893 126,119 8,774
Netfree funds (0) ... ooveee 32,171 31,873 298 31,781 31,665 116
(@) Interest and rates are presented on a fully taxable-equivalent basis utilizing a tax rate of 35 percent.
(b) Represents noninterest-bearing deposits, allowance for loan losses, unrealized gain (loss) on available-for-sale securities, non-earning assets, other noninterest-bearing
liabilities and equity.
U.S. Bancorp 5



repricing, changes in loan mix and a decline in the
margin benefit from net free funds due to lower interest
rates, offset somewhat by a more favorable mix of
funding. In addition, the net interest margin declined for
the second quarter and first six months of 2004 as a
result of consolidating high credit quality, low margin
loans from the Stellar commercial loan conduit onto the
Company’s balance sheet beginning in the third quarter
of 2003.

Total average loans for the second quarter of 2004
were $3.4 billion (2.9 percent) higher than the second
quarter of 2003, and year-to-date average loans were
$2.9 billion (2.5 percent) higher than the first six
months of 2003. During the second quarter and first six
months of 2004, total average loan growth was driven
by growth in average residential mortgages of
$3.0 billion (27.6 percent) and $3.3 billion
(30.9 percent), respectively, and average retail loan
growth of $2.7 billion (7.0 percent) and $2.2 billion
(5.8 percent), respectively. Total average commercial
loans declined by $2.4 billion (5.7 percent) and
$2.7 billion (6.5 percent) during the second quarter and
first six months of 2004, respectively, while average
commercial real estate loans increased by $27 million
(.1 percent) and $.2 billion (.7 percent) over the same
periods. Although the consolidation of loans from the
Stellar commercial loan conduit had a positive impact
on average loan balances year-over-year, soft economic
conditions throughout much of 2003 led to the overall
decrease in average commercial loans. During the
second quarter of 2004, the Company began to
experience growth in commercial loans as the economic
recovery continues to accelerate. At June 30, 2004, total
commercial loans were $40.1 billion, an increase of
$1.1 billion, or an annualized growth rate of
10.9 percent from March 31, 2004. The Company
expects to experience moderate growth in commercial
loans over the next few quarters.

Average investment securities for the second quarter
and first six months of 2004 were higher by $6.3 billion
(17.6 percent) and $8.4 billion (24.0 percent),
respectively, compared with the same periods of 2003,
reflecting the reinvestment of proceeds from declining
average commercial loan balances and deposit growth.
As a general practice, the Company utilizes the
investment portfolio as an economic hedge of the
financial impact resulting from changes in MSR
valuations. During the second quarter of 2004, the
Company realized a $171.1 million reparation of the
value of its MSR portfolio. In connection with realizing
this change in MSR valuations, the Company made a
decision to sell $3.8 billion of fixed-rate securities,
classified as available-for-sale, recognizing a

$171.7 million loss on the sale of securities. Also during
the second quarter of 2004, the Company acquired
$3.9 billion of securities, representing principally
floating and shorter-term fixed-rate mortgage-backed
securities, giving consideration to the Company’s overall
asset/liability position. Refer to the “Interest Rate Risk
Management” section for further information on the
sensitivity of net interest income to changes in interest rates.

Average noninterest-bearing deposits for the second
quarter and first six months of 2004 were lower by
$1.9 billion (5.9 percent) and $2.9 billion (8.7 percent),
respectively, compared with the same periods of 2003,
primarily due to lower deposits associated with
mortgage banking activities and a decline in Federal
government deposits related to their decision in the
third quarter of 2003 to pay fees for treasury
management services rather than maintain compensating
balances. Average interest-bearing deposits were higher
by $2.9 billion for the second quarter of 2004 and
$3.4 billion for the first six months of 2004, increases
of 3.4 percent and 4.1 percent, respectively, compared
with the same periods of 2003. The year-over-year
increase in average interest-bearing deposits during the
second quarter and first six months of 2004 was
primarily driven by growth in average savings product
balances of 11.1 percent and 14.9 percent, respectively.
This increase was partially offset by a reduction in the
average balances of higher cost time certificates of
deposit less than $100,000 during the second quarter
and first six months of 2004 of 17.5 percent and
19.3 percent, respectively, and a reduction in the
average balances of time deposits greater than $100,000
during the second quarter and first six months of 2004
of 3.4 percent and 9.5 percent, respectively, compared
with the same periods of 2003.

Refer to the Consolidated Daily Average Balance
Sheet and Related Yields and Rates on pages 52 and 53
for further information on net interest margin.

Provision for Credit Losses The provision for credit
losses was $204.5 million and $323.0 million for the
second quarter of 2004 and 2003, respectively, a year-
over-year decrease of $118.5 million (36.7 percent). For
the first six months of 2004 and 2003, the provision for
credit losses was $439.5 million and $658.0 million,
respectively, a decrease of $218.5 million (33.2 percent).
The decline from a year ago was primarily the result of
lower nonperforming assets and lower retail and
commercial losses, the result of an improving credit risk
profile due to more favorable economic conditions and
collection efforts. Refer to the “Corporate Risk Profile”
section for further information on the provision for
credit losses, net charge-offs, nonperforming assets and
other factors considered by the Company in assessing
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the credit quality of the loan portfolio and establishing
the allowance for credit losses.

Noninterest Income Noninterest income during the
second quarter of 2004 was $1,241.7 million, a
decrease of $231.2 million (15.7 percent) from the
second quarter of 2003. Noninterest income during the
first six months of 2004 was $2,560.0 million,
compared with $2,839.0 million for the first six months
of 2003, which represented a decrease of $279.0 million
(9.8 percent). The decline in noninterest income during
the second quarter and first six months of 2004 was
driven by a net reduction in gains (losses) on the sale of
securities of $384.8 million and $525.5 million,
respectively, partially offset by strong growth in fee-
based revenue experienced in all other categories of
noninterest income.

Credit and debit card revenue, corporate payment
products revenue and ATM processing services revenue
were higher in the second quarter and first six months
of 2004 by $31.3 million (11.4 percent) and
$54.3 million (10.2 percent), respectively, compared
with the same periods of 2003. Although credit and
debit card revenue grew year-over-year, the growth was
somewhat muted due to the impact of the settlement of
the antitrust litigation brought against VISA USA and
Mastercard by Wal-Mart Stores, Inc., Sears Roebuck &
Co. and other retailers, which lowered interchange rates
on signature debit transactions beginning in August
2003. The year-over-year impact of VISA’s settlement
on debit card revenue for the second quarter and first
six months of 2004 was approximately $7.4 million and
$15.6 million, respectively. This change in the
interchange rate, in addition to higher customer loyalty
rewards expenses, however, were more than offset by

i Noninterest Income

increases in transaction volumes and other rate
adjustments. The corporate payment products revenue
growth reflected growth in sales and card usage. The
favorable variance in ATM processing services revenue
was primarily due to higher transaction volumes.
Merchant processing services revenue was higher in the
second quarter and first six months of 2004 by

$23.3 million (16.4 percent) and $37.1 million

(13.8 percent), respectively, compared with the same
periods of 2003, primarily due to an increase in
transaction volumes. The purchase of two European
merchant acquiring businesses in the second quarter of
2004 contributed approximately $7.1 million of the
increase. The favorable variance in trust and investment
management fees in the second quarter and first six
months of 2004 of $12.8 million (5.4 percent) and
$32.8 million (7.0 percent), respectively, compared with
the same periods of 2003, was principally driven by
improving equity market conditions year-over-year, as
well as new account growth. Deposit service charges
increased in the second quarter and first six months of
2004 by $23.1 million (12.9 percent) and $45.1 million
(13.2 percent), respectively, compared with the same
periods of 2003, primarily due to account growth and
revenue enhancement initiatives. Treasury management
fees grew by $9.7 million (8.7 percent) and

$15.2 million (6.8 percent) in the second quarter and
first six months of 2004, respectively, compared with
the same periods of 2003. The increase in treasury
management fees during the second quarter and first six
months of 2004 was primarily driven by a change in the
Federal government’s payment methodology for treasury
management services from compensating balances,
reflected in net interest income, to fees, during the third

Three Months Ended Six Months Ended

June 30, June 30,
Percent Percent
(Dollars in Millions) 2004 2003 Change 2004 2003 Change
Credit and debit card revenue. . ......covi i $ 158.8 $ 1423 11.6%| $ 300.6 $ 269.7 11.5%
Corporate payment products revenue . ........coovveeenennnn... 102.7 90.9 13.0 197.5 176.9 11.6
ATM ProCESSING SENVICES « .+ v vt ettt et et e et 44.9 41.9 7.2 87.1 84.3 3.3
Merchant ProCessiNg SEMVICES .« « v v v v e vt ettt 165.1 141.8 16.4 306.2 269.1 13.8
Trust and investment management fees. ...t 251.7 238.9 5.4 500.3 467.5 7.0
Deposit SENVICE Charges . .« v v vt 2021 179.0 12.9 387.3 342.2 13.2
Treasury management feeS . ... o v 121.5 111.8 8.7 239.0 223.8 6.8
Commercial products revenuUe . . ... oot 107.4 100.0 7.4 217.8 204.2 6.7
Mortgage banking revenue .. ...t 109.9 90.3 21.7 204.1 185.7 9.9
Investment products fees and commissioNs .. ..ot 42.2 38.1 10.8 81.5 73.2 1.3
Securities gains (10SSES), NEt . v v (171.7) 2131 * (171.7) 353.8 *
O 1071 84.8 26.3 210.3 188.6 1.5
Total noninterest INCOMEe ... ... $1,241.7 $1,472.9 (15.7)%| $2,560.0 $2,839.0 (9.8)%
* Not meaningful
U.S. Bancorp 7



quarter of 2003. During the second quarter and first six
months of 2004, year-over-year commercial products
revenue increased $7.4 million (7.4 percent) and

$13.6 million (6.7 percent), respectively, principally
driven by international product fees, foreign exchange
revenue, capital markets fees and leasing revenue,
partially offset by declines in servicing income resulting
from the consolidation of the commercial loan conduit
onto the balance sheet beginning in the third quarter of
2003. Mortgage banking revenue increased

$19.6 million (21.7 percent) and $18.4 million

(9.9 percent) during the second quarter and first six
months of 2004, respectively, compared with the same
periods of 2003, primarily due to higher loan
production sales and loan servicing revenue. Investment
products fees and commissions revenue increased in the
second quarter and first six months of 2004 by

$4.1 million (10.8 percent) and $8.3 million

(11.3 percent), respectively, compared with the same
periods of 2003, primarily due to higher sales activities
in the Consumer Banking business line. Other income
was higher year-over-year by $22.3 million

(26.3 percent) and $21.7 million (11.5 percent), during
the second quarter and first six months of 2004,
respectively, principally due to lower end-of-term retail
lease residual losses and higher year-over-year income
from equity investments.

Noninterest Expense Second quarter of 2004 noninterest
expense was $1,232.6 million, a decrease of

$314.0 million (20.3 percent) from the second quarter
of 2003. For the first six months of 2004, noninterest
expense was $2,687.5 million, a reduction of

$313.7 million (10.5 percent) from the first six months
of 2003. The year-over-year decline in noninterest

1ELICY- W Noninterest Expense

expense during the second quarter and first six months
of 2004, was primarily due to the favorable change in
MSR valuations and the reduction in merger and
restructuring-related charges. The year-over-year
decrease in MSR impairment for the second quarter and
first six months of 2004 of $367.4 million and

$379.0 million, respectively, was driven by changes in
valuations in each reporting period reflecting
fluctuations in mortgage interest rates and related
prepayment speeds from refinancing activities. Refer to
Note 6 of the Notes to Consolidated Financial
Statements for a sensitivity analysis on the fair value of
MSR to future changes in interest rates. The favorable
variance in merger and restructuring-related charges in
the second quarter and first six months of 2004 of
$10.8 million and $28.4 million, respectively, was
primarily due to the completion of integration activities
associated with NOVA and other smaller acquisitions in
2003. Partially offsetting these favorable variances in
the second quarter and first six months of 2004, were
increases in compensation, employee benefits,
professional services and other expense. Compensation
expense increased during the second quarter and first
six months of 2004, compared with the same periods of
2003, primarily due to an increase in salaries,
performance-based incentives and stock-based
compensation, offset somewhat by lower contract labor
costs. Employee benefits increased primarily as a result
of higher pension expense, training, education and
recruitment costs and payroll taxes. Pension and
retirement expense increased by $5.5 million and

$7.3 million, during the second quarter and first six
months of 2004, respectively, compared with the same
periods of 2003. Professional services rose year-over-

Three Months Ended Six Months Ended

June 30, June 30,
Percent Percent
(Dollars in Millions) 2004 2003 Change 2004 2003 Change
COMPENSALION .« . o ettt e e e $ 572.6 $ 547.6 4.6% | $1,108.4 $1,093.6 1.4%
Employee benefits. .. ..o 91.2 79.6 14.6 191.4 171.8 1.7
Net occupancy and equipment . ... ..ot 153.4 169.5 (3.8) 309.1 320.8 (3.6)
Professional ServiCes .. ... 34.7 329 5.5 67.1 59.3 13.2
Marketing and business development ......... ..., 48.7 51.1 (4.7) 84.0 80.9 3.8
Technology and commuNICatIoNS ..o vttt 102.4 1041 (1.6) 2041 209.0 2.3)
Postage, printing and supplies ... ..o 60.5 61.8 2.1) 1221 122.2 (1
Other iIntangibles . . . ..ot (47.6) 312.3 * 178.5 547.4 (67.4)
Merger and restructuring-related charges. ..o, — 10.8 * - 28.4 *
O o 216.7 186.9 15.9 422.8 368.3 14.8
Total NONINEIESt BXPENSE . e et e $1,232.6 $1,546.6 (20.3)%| $2,687.5 $3,001.2 (10.5)%
Efficiency ratio (8) ... .ooo 38.6% 50.6% 42.7% 49.5%

Not meaningful

(a) Computed as noninterest expense divided by the sum of net interest income on a taxable-equivalent basis and noninterest income excluding securities gains (losses), net.
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year by $1.8 million (5.5 percent) and $7.8 million
(13.2 percent) in the second quarter and first six months
of 2004, respectively, primarily related to revenue
enhancement initiatives. Other expense increased

$29.8 million and $54.5 million in the second quarter
and first six months of 2004, respectively, compared
with the same periods of 2003. This year-over-year
increase during the second quarter of 2004 was
primarily due to higher charge-back exposure associated
with the Company’s airline merchant processing
portfolio, insurance costs, higher deposit fraud losses,
and processing expenses associated with the growth in
payment services revenue. The year-over-year increase
during the first six months of 2004 also included a
$35.4 million charge taken in the first quarter of 2004
related to the prepayment of a portion of the
Company’s long-term debt.

Income Tax Expense The provision for income taxes was
$540.1 million (an effective rate of 34.2 percent) for the
second quarter of 2004 and $931.9 million (an effective
rate of 31.3 percent) for the first six months of 2004,
compared with $480.2 million (an effective rate of
34.4 percent) and $942.0 million (an effective rate of
34.4 percent) for the same periods of 2003. The
improvement in the effective tax rate in the first six
months of 2004 primarily reflected a $90.0 million
reduction in income tax expense in the first quarter of
2004 related to the resolution of federal tax
examinations covering substantially all of the Company’s
legal entities for the years 1995 through 1999.

Refer to Note 12 of the Notes to Consolidated
Financial Statements for further discussion on income
taxes.

BALANCE SHEET ANALYSIS

Loans The Company’s total loan portfolio was

$122.8 billion at June 30, 2004, compared with

$118.2 billion at December 31, 2003, an increase of
$4.6 billion (3.9 percent). The increase in total loans
was driven by growth in retail loans, commercial loans
and residential mortgages. Commercial loans, including
lease financing, totaled $40.1 billion at June 30, 2004,
compared with $38.5 billion at December 31, 2003, an
increase of $1,539 million (4.0 percent). The increase in
commercial loans was driven by increased utilization
under lines of credit and fundings under discretionary
facilities by commercial customers and increases in
corporate card balances. The Company’s portfolio of
commercial real estate loans, which includes commercial
mortgages and construction loans, was $27.2 billion at
both June 30, 2004 and December 31, 2003.

Residential mortgages held in the loan portfolio
were $14.4 billion at June 30, 2004, compared with

U.S. Bancorp

$13.5 billion at December 31, 2003, an increase of

$.9 billion (6.9 percent). The increase in residential
mortgages was primarily the result of decisions to retain
a greater portion of the consumer finance and
traditional branch floating-rate loan production.

Total retail loans outstanding, which include credit
card, retail leasing, home equity and second mortgages
and other retail loans, were $41.2 billion at June 30,
2004, compared with $39.0 billion at December 31,
2003. The $2.2 billion (5.6 percent) increase was driven
by an increase in home equity lines of credit, credit card
receivables, and automobile loans and leases. This
growth was partially offset by a slight decrease in
student loans.

Loans Held for Sale Loans held for sale, consisting of
residential mortgages to be sold in the secondary
markets, were $1,383 million at June 30, 2004,
compared with $1,433 million at December 31, 2003.
The slight decrease of $50 million (3.5 percent) was
primarily due to the timing of loan originations and
sales during the first six months of 2004. Mortgage loan
production is highly correlated to changes in interest
rates with declines in balances during a period of rising
interest rates.

Investment Securities At June 30, 2004, investment
securities, both available-for-sale and held-to-maturity,
totaled $40.3 billion, compared with $43.3 billion at
December 31, 2003. The $3.0 billion (7.0 percent)
decrease primarily reflected the sale of $3.8 billion of
lower-yielding fixed-rate securities, along with maturities
and prepayments across the investment portfolio,
partially offset by purchases of primarily floating-rate
securities. At June 30, 2004, approximately 29.5 percent
of the investment securities portfolio represented
adjustable-rate financial instruments, compared with
22.2 percent as of December 31, 2003. Adjustable-rate
financial instruments include variable-rate collateralized
mortgage obligations, mortgage-backed securities, agency
securities, adjustable-rate money market sweep accounts
and asset-backed securities.

Deposits Total deposits were $119.9 billion at June 30,
2004, compared with $119.1 billion at December 31,
2003, an increase of $875 million (.7 percent). The
increase in total deposits was primarily the result of
increases in time deposits greater than $100,000 and
noninterest-bearing deposits, partially offset by
decreases in savings products and time certificates of
deposit less than $100,000. Noninterest-bearing deposits
were $32.8 billion at June 30, 2004, compared with
$32.5 billion at December 31, 2003, an increase of

$.3 billion (1.0 percent), primarily due to seasonality of
corporate trust deposits.



Interest-bearing deposits totaled $87.1 billion at
June 30, 2004, compared with $86.6 billion at
December 31, 2003, an increase of $559 million (.6

percent). The increase in interest-bearing deposits was

primarily driven by increases in time deposits greater
than $100,000 of $4.0 billion (33.8 percent). These
increases were partially offset by a decline in time

L CX Investment Securities

certificates of deposits less than $100,000 (7.6 percent),
along with declines in money market accounts

(5.5 percent) and interest checking accounts (4.5

percent). Time certificates of deposits are largely viewed

as purchased funds and are managed to levels deemed

appropriate given alternative funding sources. The

decline in time certificates of deposits less than

Available-for-Sale

Held-to-Maturity

Weighted- Weighted-
Average  Weighted- Average  Weighted-
Amortized Fair Maturity in Average Amortized Fair Maturity in Average
June 30, 2004 (Dollars in Millions) Cost Value Years Yield Cost Value Years Yield
U.S. Treasury and agencies
Maturing in one year or 1ess . ........oieiiiiiin... $ 46 $ 46 55 2.77% $ - - — —%
Maturing after one year through five years............. 176 181 213 4.47 — — — —
Maturing after five years through tenyears ............ 1,736 1,715 9.82 3.66 — — — —
Maturing aftertenyears. ... 1,180 1,095 19.00 2.55 — — — —
Total $ 3108 $ 3,087 12.64 3.23% $ - & - — —%
Mortgage-backed securities
Maturing in one year or 1ess . ........oiiiiiiiian... $ 888 $ 887 64 3.33% $ - % - — —%
Maturing after one year through five years............ 17,450 17,086 3.78 4.39 12 12 3.06 5.30
Maturing after five years through tenyears ........... 16,899 16,266 6.82 4.33 — - — -
Maturing aftertenyears ... 1,662 1,544 13.95 2.79 — — — —
Total $36,799  $35,783 5.53 4.27% $12 $12 3.06 5.30%
Asset-backed securities
Maturing in one year or 1ess . ......ovviiiiiiian... $ 28 $ 22 23 4.71% $ - % - — —%
Maturing after one year through five years............ 119 120 1.99 5.69 — — — —
Maturing after five years through tenyears ........... — — — — — — — —
Maturing aftertenyears.. ..o — — — — — — — —
Total oo $ 142 $ 142 1.71 5.54% $ — $ — — —%
Obligations of state and political subdivisions
Maturing inone year or 1ess . ...t $ 127 $ 129 A48 7.47% $11 $ 1 48 5.58%
Maturing after one year through five years............ 121 126 2.53 7.25 36 38 2.78 6.54
Maturing after five years through tenyears ........... 12 13 6.01 7.76 25 26 6.93 6.46
Maturing aftertenyears. ... — — — — 41 41 14.24 6.46
Total $ 260 $ 268 1.69 7.38% $1183  $116 7.63 6.40%
Other debt securities:
Maturing inone year or less . ...t $ 2 3 2 A48 6.47% 3 $ - — —%
Maturing after one year through five years............ 116 116 243 10.29 — — — —
Maturing after five years through ten years ........... 6 5 5.87 217 — - - -
Maturing aftertenyears . ... 499 493 22.83 1.98 — - — -
Total $ 623 § 0616 18.81 3.55% $ - & - — —%
Otherinvestments ............................... $ 809 $ 314 — —% $— % - — —%
Total investment securties . .........o.oeveriiininn.. $41,241  $40,160 6.24 4.21% $125  $128 7.19 6.30%

Note. Information related to asset and mortgage-backed securities included above is presented based upon weighted-average maturities anticipating future prepayments. Average
vields are presented on a fully-taxable equivalent basis. Yields on available-for-sale and held-to-maturity securities are computed based on historical cost balances. Average

vield and maturity calculations exclude equity securities that have no stated yield or maturity.

The weighted-average maturity of the available-for-sale investment securities was 6.24 years at June 30, 2004, compared with 5.12 years at December 31, 2003. The
corresponding weighted-average yields were 4.21% and 4.27%, respectively. The weighted-average maturity of the held-to-maturity investment securities was 7.19 years at
June 30, 2004, compared with 6.16 years at December 31, 2003. The corresponding weighted-averaged yields were 6.30% and 6.05%, respectively.

June 30, 2004

December 31, 2003

Amortized Percent Amortized Percent

(Dollars in Millions) Cost of Total Cost of Total
U.S. Treasury @A G0ENCIES . . . . .t v vttt ettt e e e et e e e e e e $ 3,108 75% | $ 1634 3.7%

Morgage-Dacked SECUIMTIES . . . ..ottt et e e e e e 36,811 89.0 40,243 92.3

ASSEt-DACKEd SECUMHES . . . oot 142 3 250 6

Obligations of states and political SUDAIVISIONS . . . .o v et e e e e 373 9 473 1.1

Other securties and INVESIMENTS . ...ttt et e e e e e e e e e e e 932 2.3 993 2.3
Total INVESIMENt SECUMHES . . . . . o oottt e e e e e e $41,366 100.0% | $43,593 100.0%
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$100,000 reflected a shift in customer demand given
alternative investment opportunities in the current
interest rate environment.

Borrowings The Company utilizes both short-term and
long-term borrowings to fund growth of earning assets
in excess of deposit growth. Short-term borrowings,
which include federal funds purchased, securities sold
under agreements to repurchase and other short-term
borrowings, were $11.6 billion at June 30, 2004,
compared with $10.9 billion at December 31, 2003.
Short-term funding is managed to levels deemed
appropriate given alternative funding sources. The
increase of $.7 billion (6.8 percent) in short-term
borrowings reflected the impact of funding earning
assets. Long-term debt was $31.0 billion at June 30,
2004, a decrease of $.2 billion (.6 percent), compared
with $31.2 billion at December 31, 2003. The decrease
in long-term debt during the first six months of 2004
was primarily driven by maturities of $3.3 billion, and
prepayments of $2.2 billion of Federal Home Loan
Bank (“FHLB”) advances. The first six months of 2004
also included the issuance of $5.5 billion of bank notes.
The prepayment of FHLB advances during the first
quarter of 2004 and the issuance of predominantly
fixed-rate funding was done in connection with
asset/liability management activities. Refer to the
“Liquidity Risk Management” section for discussion of
liquidity management of the Company.

CORPORATE RISK PROFILE

Overview Managing risks is an essential part of
successfully operating a financial services company. The
most prominent risk exposures are credit, residual,
operational, interest rate, market and liquidity risk.
Credit risk is the risk of not collecting the interest
and/or the principal balance of a loan or investment
when it is due. Residual risk is the potential reduction
in the end-of-term value of leased assets or the residual
cash flows related to asset securitization and other off-
balance sheet structures. Operational risk includes risks
related to fraud, legal and compliance risk, processing
errors, technology, breaches of internal controls and
business continuation and disaster recovery risk. Interest
rate risk is the potential reduction of net interest income
as a result of changes in interest rates. Rate movements
can affect the repricing of assets and liabilities
differently, as well as their market value. Market risk
arises from fluctuations in interest rates, foreign
exchange rates, and equity prices that may result in
changes in the values of financial instruments, such as
trading and available-for-sale securities that are
accounted for on a mark-to-market basis. Liquidity risk

U.S. Bancorp

is the possible inability to fund obligations to
depositors, investors or borrowers. In addition,
corporate strategic decisions, as well as the risks
described above, could give rise to reputation risk.
Reputation risk is the risk that negative publicity or
press, whether true or not, could result in costly
litigation or cause a decline in the Company’s stock
value, customer base or revenue.

Credit Risk Management The Company’s strategy for
credit risk management includes well-defined, centralized
credit policies, uniform underwriting criteria, and
ongoing risk monitoring and review processes for all
commercial and consumer credit exposures. The strategy
also emphasizes diversification on a geographic, industry
and customer level, regular credit examinations and
management reviews of loans experiencing deterioration
of credit quality. The Company strives to identify
potential problem loans early, take any necessary charge-
offs promptly and maintain adequate reserve levels for
probable loan losses inherent in the portfolio.
Commercial banking operations rely on a strong credit
culture that combines prudent credit policies and
individual lender accountability. Lenders are assigned
lending grades based on their level of experience and
customer service requirements. Lending grades represent
the level of approval authority for the amount of credit
exposure and level of risk. Credit officers reporting
independently to Credit Administration have higher levels
of lending grades and support the business units in their
credit decision process. Loan decisions are documented as
to the borrower’s business, purpose of the loan,
evaluation of the repayment source and the associated
risks, evaluation of collateral, covenants and monitoring
requirements, and risk rating rationale. The Company
utilizes a credit risk rating system to measure the credit
quality of individual commercial loan transactions. The
Company uses the risk rating system for regulatory
reporting, determining the frequency of review of the
credit exposures, and evaluation and determination of the
adequacy of the allowance for credit losses. The
Company regularly forecasts potential changes in risk
ratings, nonperforming status and potential for loss and
the estimated impact on the allowance for credit losses.
In the Company’s retail banking operations, standard
credit scoring systems are used to assess credit risks of
consumer, small business and small-ticket leasing
customers and to price these products accordingly. The
Company conducts the underwriting and collections of
its retail products in loan underwriting and servicing
centers specializing in certain retail products. Forecasts of
delinquency levels, bankruptcies and losses in conjunction
with projection of estimated losses by delinquency
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categories and vintage information are regularly prepared
and are used to evaluate underwriting and collection and
determine the adequacy of the allowance for credit losses
for these products. The Company also engages in non- and approval processes.
lending activities that may give rise to credit risk,
including interest rate swap and option contracts for
balance sheet hedging purposes, foreign exchange
transactions, deposit overdrafts, and interest rate swap

contracts for customers, and settlement risk, including

Nonperforming Assets (a)

geographic, industry or customer-specific

Automated Clearing House transactions, and the
processing of credit card transactions for merchants.
These activities are also subject to credit review, analysis

In evaluating its credit risk, the Company considers
changes, if any, in underwriting activities, the loan

portfolio composition (including product mix and

concentrations), trends in loan performance, the level of

June 30, December 31,
(Dollars in Millions) 2004 2003
Commercial
COMMEIGIAL .« . o e ettt et et e et e e e e e e e e e e e e e e e e e e e $415.7 $ 6235
LEaSE fIMANCING .« . . et ettt 111.0 113.3
JL Ko=) 10 1= = PSP 526.7 736.8
Commercial real estate
COMMENCIAI MOMGATES .+« v v vttt e ettt ettt et e e e e e e e ettt e e e e e e e e 163.8 177.6
Construction and devEIOPIMENT . . . . . ...ttt ettt e e e e e e 41.3 39.9
Total commercial real EStatE . . . ... e 2061 217.5
Residential mortgages . . ... ... ... ... 417 40.5
Retail
RETAII IBASING .« v vt ettt et e e e N 4
(1S = 18.3 24.8
TOtAl TETAI o et 18.4 25.2
Total NONPEMOMING I08NS . . . o ottt ettt e e e e e e e et e e e e e e e et e 791.9 1,020.0
Other real estate .. ... ... 70.0 72.6
Other @sSets . ... .. 49.0 5565
Total NONPEMTOMING BSSELS « . . . v vttt et ettt e e e e e e e e e e e e e $910.9 $1,148.1
Restructured 10ans acCruing INErESt (D) . ... oottt et et e e e e e e e e $ 4.2 $ 180
Accruing loans 90 days OF MOE PASE AUE (C) + v v v vt e et ettt e et e e et e et e e e et e e e e e e e e $293.2 $ 3294
Nonperforming 10ans 10 tOTAl 08NS . . . ..ottt e e e et e e .64% .86%
Nonperforming assets to total loans plus other real estate . . ... ... 74% 97%
Changes in Nonperforming Assets
Commercial and Retail and
Commercial Residential
(Dollars in Millions) Real Estate Mortgages (e) Total
Balance December 31, 2003 ... . ........ ... ... ... ... $1,082.4 $65.7 $1,148.1
Additions to nonperforming assets
New nonaccrual loans and foreclosed properties ... ..o 366.8 24.1 390.9
AGVANCES ON T0BNS .« . v v e ettt e et e e e e e e e e e e e e e e e 25.8 — 25.8
Total additiONS . . oottt e 392.6 241 416.7
Reductions in nonperforming assets
Paydowns, PayOfS .. (287.7) (17.4) (305.1)
Nl SaAIES ottt (73.6) — (73.6)
Return to performing StatUS . . . ..ottt e (565.6) (10.4) (66.0)
Charge-offS (A) .« v v vt ettt (204.5) 4.7) (209.2)
Total EAUCHONS . o ot e (621.4) (32.5) (653.9)
Net reductions in NoNpPerforming aSSetS . ...ttt (228.8) (8.4) (237.2)
Balance June 30, 2004 . ... .......... ... $ 853.6 $57.3 $ 910.9

(a) Throughout this document, nonperforming assets and related ratios do not include accruing loans 90 days or more past due.
(b) Nonaccrual restructured loans are included in the respective nonperforming loan categories and excluded from restructured loans accruing interest.

(c) These loans are not included in nonperforming assets and continue to accrue interest because they are adequately secured by collateral and/or are in the process of

collection and are reasonably expected to result in repayment or restoration to current status.
(d) Charge-offs exclude actions for certain card products and loan sales that were not classified as nonperforming at the time the charge-off occurred.
(e) Residential mortgage information excludes changes related to residential mortgages serviced by others.
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Delinquent Loan Ratios as a Percent of Ending Loan Balances

June 30, December 31,
90 days or more past due excluding nonperforming loans 2004 2003
Commercial
COMMEICIAL .« o e ettt et e e e e e e e e e e e e e e .06% .06%
LEaSE fINANCING .« . v et ettt e e e e .02 .04
Total COMMEICIAL . . . et ettt e e e e e e e e e e e e e e e e e .05 .06
Commercial real estate
COMMENCIAl MOMGATES .+« « v et e ettt e e e e e e e e e e e e e e e e e e 01 .02
Construction and deveIOPMENT . . .. et e 01 .03
Total commercial real ESALE . . . .« oo 01 .02
Residential mortgages . ... .. ... .. .50 .61
Retail
[T 1807 P 1.78 1.68
RETAI IEASING .+ . v o ettt et e 10 14
ONEr TRHaIl o et et e e e 29 41
)= L= 48 .56
L= U (o 7= 24% .28%
June 30, December 31,
90 days or more past due ineluding nonperforming loans 2004 2003
COMMEICIAL .« e e ettt et e e e e e e e e e e e e e e e e e e 1.37% 1.97%
Commercial real ESIAE . . ... 76 .82
Residential MOMGAGES . . . ..ottt ettt e e e e e e e e 79 91
R S1¢=1 P 52 .62
TOtAl 08NS o ettt .88% 1.14%

allowance coverage and macroeconomic factors.
Economic conditions during the second quarter of 2004
have improved from the second quarter of 2003, as
reflected in higher levels of employment, stronger
corporate earnings and lower credit delinquencies and
business bankruptcies.

Analysis of Nonperforming Assets Nonperforming assets
represent a key indicator, among other considerations,
of the potential for future credit losses. Nonperforming
assets include nonaccrual loans, restructured loans not
performing in accordance with modified terms and other
real estate and other nonperforming assets owned by
the Company. Interest payments on nonperforming
assets are typically applied against the principal balance
and not recorded as income. At June 30, 2004, total
nonperforming assets were $910.9 million, compared
with $1,148.1 million at December 31, 2003. The ratio
of total nonperforming assets to total loans and other
real estate decreased to .74 percent at June 30, 2004,
compared with .97 percent at December 31, 2003. The
improvement in credit quality has been broad-based
across most industry categories reflecting continued
improvement in economic conditions. While
nonperforming assets levels have declined, the relative
level of nonperforming assets reflects the general impact
of soft economic conditions since late 2000, continued
economic stress in the transportation sector, and the
more pronounced effect of the economy on highly
leveraged enterprise-value refinancings. Given the
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Company’s ongoing efforts to reduce the overall risk
profile of the organization and with continued strength
in the economy, nonperforming assets are expected to
continue to trend lower during the remainder of 2004.

The Company had restructured loans of
$71.5 million as of June 30, 2004, compared with
$58.5 million as of December 31, 2003. Commitments
to lend additional funds under restructured loans were
$11.0 million as of June 30, 2004, compared with
$8.2 million as of December 31, 2003. Restructured
loans performing under the restructured terms beyond a
specific timeframe may be reported as accruing. Of the
Company’s total restructured loans at June 30, 2004,
$4.2 million were reported as accruing.

Accruing loans 90 days or more past due totaled
$293.2 million at June 30, 2004, compared with
$329.4 million at December 31, 2003. These loans were
not included in nonperforming assets and continue to
accrue interest because they are adequately secured by
collateral, and/or are in the process of collection and are
reasonably expected to result in repayment or
restoration to current status. The ratio of delinquent
loans to total loans declined to .24 percent at June 30,
2004, compared with .28 percent at December 31,
2003. Improving economic conditions and the
Company’s continued focus on the credit process are
the primary factors for the favorable change from
December 31, 2003. Given the relative level of loans
90 days or more past due, the Company does not
anticipate significant reductions in future periods.
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The following table provides summary delinquency information for residential mortgages and retail loans:

As a Percent of Ending

Amount Loan Balances
June 30, December 31, | June 30, December 31,
(Dollars in millions) 2004 2003 2004 2003
Residential Mortgages
B0-80 daYS v ettt $ 957 $102.9 67% 76%
90 AAYS OF MIOME + v ettt et e e e et e e e e e e e e e e e e e e e e e 72.5 82.5 .50 .61
NONPEOMMING « .« e e ettt e e e e e e e e e e e et e e e e e 41.7 40.5 .29 .30
] $209.9 $225.9 1.46% 1.68%
Retail
Credit Card
B0-80 daYS v vttt $133.2 $150.9 2.19% 2.54%
90 dAYS OF IMOTE « « ¢ ettt e et e e e e e e et e e e e e e e e e e e e e e e 108.3 99.5 1.78 1.68
NONPEITOMNING « .« e e e ettt e e e e e e e et e e e e e e — — — —
] $241.5 $250.4 3.97% 4.22%
Retail Leasing
B0-8B0 daYS ottt $ 64.2 $ 78.8 97% 1.31%
90 dAYS OF MOME .« vt ettt e e e e e e e e e e e e e e 6.5 8.2 10 14
1IN0 11T {070 11076 T A 4 — .01
1 $ 708 $ 87.4 1.07% 1.45%
Other Retail
B0-80 A o ettt $249.1 $311.9 .88% 1.16%
90 AYS OF MIOME + v ettt et e e e et e e e e e e e e e e e e e e e e e 82.5 110.2 29 41
NONPEOMMING .« .« e e ettt e e e e e et e e e e e e e e e e 18.3 24.8 .06 .09
] $349.9 $446.9 1.23% 1.65%

To monitor credit risk associated with retail loans,
the Company monitors delinquency ratios in the various
stages of collection including nonperforming status.

The decline in residential mortgage delinquencies in
the second quarter of 2004, compared with December 31,
2003, reflected the general improvement in economic
conditions, collection efforts and the effect of portfolio
growth on delinquency ratios reported on a concurrent
basis. The decline in retail loan delinquencies as of
June 30, 2004, compared with December 31, 2003,
reflected improving economic conditions as well as
ongoing collection efforts and risk management actions
taken by the Company.

Analysis of Net Loan Charge-offs Total loan net charge-
offs were $204.5 million and $438.4 million during the
second quarter and first six months of 2004,
respectively, compared with net charge-offs of

$322.9 million and $656.7 million, respectively, for the
same periods of 2003. The ratio of total loan net
charge-offs to average loans in the second quarter and
first six months of 2004 was .68 percent and

.73 percent, respectively, compared with 1.10 percent
and 1.13 percent, respectively, for the same periods of
2003. The overall level of net charge-offs in the second
quarter and first six months of 2004 reflected the
Company’s ongoing efforts to reduce the overall risk
profile of the organization, improved economic
conditions, refinancings by customers and higher asset
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valuations. Net charge-offs are expected to continue to
trend modestly lower throughout 2004.
Commercial and commercial real estate loan net
charge-offs for the second quarter of 2004 were
$57.1 million (.35 percent of average loans
outstanding), compared with $161.6 million
(.94 percent of average loans outstanding) for the
second quarter of 2003. Commercial and commercial
real estate loan net charge-offs for the first six months
of 2004 were $141.3 million (.43 percent of average
loans outstanding), compared with $326.4 million
(.96 percent of average loans outstanding) for the first
six months of 2003. The year-over-year decline in
commercial loan net charge-offs of $95.2 million during
the second quarter of 2004 continues to be broad-based
across most industries within the commercial loan
portfolio. The year-over-year decline in commercial real
estate loan net charge-offs of $9.3 million during the
second quarter of 2004 primarily reflects improvements
in business owner occupied commercial real estate.
Retail loan net charge-offs for the second quarter of
2004 were $140.1 million (1.39 percent of average
loans outstanding), compared with $154.8 million
(1.63 percent of average loans outstanding) for the
second quarter of 2003. Retail loan net charge-offs for
the first six months of 2004 were $282.5 million
(1.42 percent of average loans outstanding), compared
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Net Charge-offs as a Percent of Average Loans Outstanding

Three Months Ended Six Months Ended

Jure 30, June 30,
2004 2003 2004 2008
Commercial
COMMEICIAL .+« e e ettt e e e e e e e e e e e e e 42% 1.35% 53% 1.44%
LEaSE fINANCING .« .+« et ettt e e e e e 1.57 2.1 1.66 1.94
Total COMMEICIAl . . v v et e e e e e e e .56 1.44 67 1.50
Commercial real estate
ComMMErCIal MOMGATES .« .+« v v vttt ettt et e e e e e et e e e .04 19 .06 A2
Construction and developMENt . . . ..ottt .04 14 16 .10
Total commercial real BSIAIE . .. ...ttt .04 A7 .09 2
Residential mortgages .......... ... . 21 24 21 24
Retail
Credit Card ..ot 4.21 4.80 4.27 4.98
REtAll IEASING .+« v ettt e et e .61 .88 .66 .93
Home equity and SECONA MOMGATES « « « + « « v vttt ettt e e e ettt e e e e .59 72 59 74
OtNET Tt .\ oottt e e e 1.32 1.59 1.35 1.64
Total retall et 1.39 1.63 1.42 1.69
TOtAl I0BNS ottt .68% 1.10% 73% 1.13%

with $317.9 million (1.69 percent of average loans
outstanding) for the same period in 2003. Lower levels
of retail loan net charge-offs principally reflected
changes by the Company in underwriting, ongoing
collection efforts and other risk management activities.
The decline also reflected lower delinquency ratios from
a year ago as the economy continues to improve.

The Company’s retail lending business utilizes
several distinct business processes and channels to
originate retail credit including traditional branch credit,
indirect lending, student lending and a consumer finance
division. Each distinct underwriting and origination
activity manages unique credit risk characteristics and

prices its loan production commensurate with the
differing risk profiles. Within Consumer Banking, U.S.
Bank Consumer Finance (“USBCF”), participates in all
facets of the Company’s consumer lending activities.
The consumer finance division specializes in serving
channel-specific and alternative lending markets in
residential mortgages, home equity and installment loan
financing. The consumer finance division manages loans
originated through a broker network, correspondent
relationships and U.S. Bank branch offices. Generally,
loans managed by the Company’s consumer finance
division exhibit higher credit risk characteristics, but are
priced commensurate with the differing risk profile.

The following table provides an analysis of net charge-offs as a percentage of average loans outstanding managed by
the consumer finance division, compared with traditional branch-related loans:

Three Months Ended June 30

Six Months Ended June 30

Average Loan Percent of Average Loan Percent of
Balance Average Loans Balance Average Loans

(Dollars in Millions) 2004 2003 2004 2003 2004 2003 2004 2003
Consumer finance (a)

Residential Morgages . . ...t $ 4410 $ 3,282 47%  51% | $ 4294 P 3,133 44%  .50%

Home equity and second morgages . .. .ovvvi e 2,264 2,417 2.31 2.37 2,219 2,483 2.35 2.36

Other retall . ..o 415 352 472 443 409 334 485 4.46
Traditional branch

Residential motgages . .« ve e e $ 9642 $ 7,730 09%  12% | $ 9637 $ 7,437 1% .13%

Home equity and second Morgages « .. .vvvvvevee e 11,611 10,899 25 .35 11,356 10,909 24 .37

Other retall . .v v 14,000 13,182 122 152 13,856 13,037 125 157
Total Company

Residential Mortgages . . .. ..ot $14,052  $11,012 21% .24% | $13,831  $10,570 21% .24%

Home equity and second mortgages . ...ovvveeeiii i 13,775 13,316 .59 72 13,575 13,392 59 74

Other retail . ..o 14,415 13,634 1.32 1.59 14,265 13,371 1.36 1.64

(@) Consumer finance category included credit originated and managed by USBCF, as well as home equity loans and second mortgage loans with a loan-to-value greater than

100 percent that were originated in the branches.

Analysis and Determination of the Allowance for Credit
Losses The allowance for credit losses provides coverage

Company’s loan and lease portfolio. Management

evaluates the allowance each quarter to determine that

for probable and estimable losses inherent in the it is adequate to cover inherent losses. The evaluation of
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each element and the overall allowance is based on a
continuing assessment of problem loans and related
off-balance sheet items, recent loss experience and other
factors, including regulatory guidance and economic
conditions.

At June 30, 2004, the allowance for credit losses
was $2,369.7 million (1.93 percent of loans), compared
with an allowance of $2,368.6 million (2.00 percent of
loans) at December 31, 2003. The ratio of the
allowance for credit losses to nonperforming loans was
299 percent at June 30, 2004, compared with
232 percent at December 31, 2003. The ratio of the
allowance for credit losses to annualized loan net
charge-offs was 288 percent at June 30, 2004,
compared with 189 percent at December 31, 2003.

Several factors were taken into consideration in
evaluating the allowance for credit losses at June 30,
2004, including the risk profile of the portfolios and
loan net charge-offs during the period, the level of
nonperforming assets, the accruing loans 90 days or
more past due, and the lease financing, commercial real
estate, residential mortgages and retail delinquency
categories from December 31, 2003. Management also
considered the uncertainty related to certain industry
sectors, including the transportation sector, the extent
of credit exposure to highly leveraged enterprise-value
borrowers within the portfolio and the fact that
nonperforming assets remain at elevated levels despite
recent improvements. Finally, the Company considered
the improving economic trends, including improving
corporate earnings, changes in unemployment rates, the

level of bankruptcies and general economic indicators.

Residual Risk Management The Company manages its
risk to changes in the residual value of leased assets
through disciplined residual valuation setting at the
inception of a lease, diversification of its leased assets,
regular asset valuation reviews and monitoring of
residual value gains or losses upon the disposition of
assets. Commercial lease originations are subject to the
same well-defined underwriting standards referred to in
the “Credit Risk Management” section which includes
an evaluation of the residual risk. Retail lease residual
risk is mitigated further by originating longer-term
vehicle leases and effective end-of-term marketing of
off-lease vehicles. Also, to reduce the financial risk of
potential changes in vehicle residual values, the
Company maintains residual value insurance. The

catastrophic insurance maintained by the Company

16

provides for the potential recovery of losses on
individual vehicle sales in an amount equal to the
difference between: (a) 105 percent or 110 percent of
the average wholesale auction price for the vehicle at
the time of sale and (b) the vehicle residual value
specified by the Automotive Lease Guide (an
authoritative industry source) at the inception of the
lease. The potential recovery is calculated for each
individual vehicle sold in a particular policy year and is
reduced by any gains realized on vehicles sold during
the same period. The Company will receive claim
proceeds under this insurance program if, in the
aggregate, there is a net loss for such period. In
addition, the Company obtains separate residual value
insurance for all vehicles at lease inception where end of
lease term settlement is based solely on the residual
value of the individual leased vehicles. Under this
program, the potential recovery is computed for each
individual vehicle sold and does not allow the insurance
carrier to offset individually determined losses with
gains from other leases. This individual vehicle coverage
is included in the calculation of minimum lease
payments when making the capital lease assessment. To
reduce the risk associated with collecting insurance
claims, the Company monitors the financial viability of
the insurance carrier based on insurance industry ratings
and available financial information.

Included in the retail leasing portfolio was
approximately $3.6 billion of retail leasing residuals at
June 30, 2004, compared with $3.3 billion at
December 31, 2003. At June 30, 2004, the commercial
leasing portfolio had $778 million of residuals,
compared with $816 million at December 31, 2003. No
significant change in the concentration of the portfolios

has occurred since December 31, 2003.

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

with applicable regulatory standards, adverse business
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Summary of Allowance for Credit Losses

Three Months Ended

Six Months Ended

June 30, June 30,
(Dollars in Millions) 2004 2003 2004 2003
Balance at beginning Of PErOT . . . ...ttt e $2,369.7  $2,408.5 | $2,368.6 $2,422.0
Charge-offs
Commercial
COMMEICIAL .« o e ettt e e e e e e e e 65.9 134.2 148.3 283.2
LEaSE fiNANCING .« « v e ettt e e e e e e 28.0 39.3 60.5 79.8
Total COMMEICIAl . .. v et e e e e e e e e e 93.9 173.5 208.8 363.0
Commercial real estate
Commercial MOMGATES - . . v v vttt ettt e et e e e e e 4.8 12.5 13.9 18.2
Construction and developmeNnt . . ...t 1.4 3.0 6.3 5.1
Total commercial real eState ... ... 6.2 15.5 20.2 23.3
Residential MOorgages . . ..ot 8.2 7.1 16.6 141
Retall
Credit Card ..ot 70.5 71.4 141.2 146.2
Retall 8aSING . . .ottt 1.8 14.4 24.7 29.7
Home equity and SeCoNd MOMGATES .+« « v v vttt et et e ettt e 235 26.8 45.9 54.6
OtNEr Tt . . ot et e 60.2 66.9 121.7 137.3
Total retall .« .o 166.0 179.5 333.5 367.8
Total Charge-0fTS ..ot 274.3 375.6 579.1 768.2
Recoveries
Commercial
COMMEICIAL . o s ettt e e e e e e e e e e e e 30.2 1.3 59.0 22.4
Le8SE fiNANCING .« « o v e ettt e e s 9.1 12.4 20.3 29.9
Total COMMETCIAl . . oot e e e e e e e 39.3 23.7 79.3 52.3
Commercial real estate
CommErCial MOMGAGES .+« v v et et e ettt e e e e e e e e e e e 3.0 3.2 7.5 6.0
Construction and development . . . ... N 5 9 1.6
Total commercial real eState ... ... 3.7 3.7 8.4 7.6
Residential MOMGagES .« . v v vttt et e e 9 6 2.0 1.7
Retall
Credit Card ..ot e 7.8 6.9 151 13.0
Retall 8aSING . . . oot 2.0 1.8 3.9 3.2
Home equity and second MOMGAGES .« .« .« v v vttt e ettt e 3.3 2.9 6.2 5.3
OtNEr Tt . . o ettt 12.8 13.1 25.8 28.4
Total retall .o 25.9 24.7 51.0 49.9
TOtal TECOVEMES . . ettt e e 69.8 52.7 140.7 111.5
Net Charge-offs
Commercial
COMMEITIAL .« o ettt e e e e e e e e e e e e e 35.7 122.9 89.3 260.8
LeaSE fiNANCING « « v e ettt e e 18.9 26.9 40.2 49.9
Total COMMEICIAl . ..ttt e e e e e e e 54.6 149.8 129.5 310.7
Commercial real estate
CommErCial MOMGATES .+« .« v et e ettt et e e e e e e e e e e e 1.8 9.3 6.4 12.2
Construction and development . . .. ..ot e N 2.5 54 3.5
Total commercial real eState . ... ..o 2.5 1.8 11.8 15.7
Residential MOMGagES .+« v v v vttt et e 7.3 6.5 14.6 12.4
Retalil
Credit Card . ..ot 62.7 64.5 126.1 133.2
Retall I88SING .+« « o v ettt e 9.8 12.6 20.8 26.5
Home equity and SeCONd MOMGATES .« « .« v v v vttt et e e e e e e 20.2 23.9 39.7 49.3
Other Ttall . . o et 47.4 53.8 95.9 108.9
TOtAl TETAI .« v v 140.1 154.8 282.5 317.9
Total net charge-offs ..ottt 204.5 322.9 438.4 656.7
Provision for Credit I0SSES . .« . . vttt 204.5 323.0 439.5 658.0
ACQUISItIONS and Other CRaNGES . « . .« .ttt e e e — (41.0) — (65.7)
Balance at end of Period . .. ..o $2,369.7  $2,367.6 | $2,369.7 $2,367.6
Components
AllOWaNCe fOr 108N I0SSES . .« v v vttt et e e e $2,244.4  $2,266.2 | $2,244.4 $2,266.2
Liability for unfunded credit commItMENtS () . ..o v oo 126.3 101.4 126.3 101.4
Total allowance for Credit I0SSES . . .. v vttt et e e e $2,369.7 $2,367.6 | $2,369.7 $2,367.6
Allowance for credit losses as a percentage of
Period-ENd 108NS . . . o oottt e 1.93% 1.98%
NONPEMOMMING I08NS .+« ¢ttt et e e e et e e e e et e e e e e 299 194
NONPEMOMING ASSELS . .+« v vttt et e e ettt e e e e e e e e 260 174
Annualized net charge-0ffS. . ... 288 183

(@) During the first quarter of 2004, the Company reclassified the portion of its allowance for credit losses related to commercial off-balance sheet loan commitments and letters

of credit to a separate liability account.
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decisions or their implementation, and customer
attrition due to potential negative publicity.

The Company operates in many different businesses
in diverse markets and relies on the ability of its
employees and systems to process a high number of
transactions. Operational risk is inherent in all business
activities, and the management of this risk is important
to the achievement of the Company’s objectives. In the
event of a breakdown in the internal control system,
improper operation of systems or employees’ improper
actions, the Company could suffer financial loss, face
regulatory action and suffer damage to its reputation.

The Company manages operational risk through a
risk management framework and its internal control
processes. The framework involves the business lines,
corporate risk management personnel and executive
management. Under this framework, business lines have
direct and primary responsibility and accountability for
identifying, controlling, and monitoring operational risk.
Clear structures and processes with defined
responsibilities are in place. Business managers maintain
a system of controls with the objective of providing
proper transaction authorization and execution, proper
system operations, safeguarding of assets from misuse or
theft, and ensuring the reliability of financial and other
data. Business managers ensure that the controls are
appropriate and are implemented as designed.

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

Customer-related business conditions may also
increase operational risk or the level of operational
losses in certain transaction processing business units,
including merchant processing activities. Ongoing risk
monitoring of customer activities and their financial
condition and operational processes serve to mitigate
customer-related operational risk. Refer to Note 13 of

18

the Notes to Consolidated Financial Statements for
further discussion on merchant processing.

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

Interest Rate Risk Management In the banking industry,
a significant risk exists related to changes in interest
rates. To minimize the volatility of net interest income
and of the market value of assets and liabilities, the
Company manages its exposure to changes in interest
rates through asset and liability management activities
within guidelines established by its Asset Liability Policy
Committee (“ALPC”) and approved by the Board of
Directors. ALPC has the responsibility for approving
and ensuring compliance with ALPC management
policies, including interest rate risk exposure. The
Company uses Net Interest Income Simulation Analysis
and Market Value of Equity Modeling for measuring
and analyzing consolidated interest rate risk.

Net Interest Income Simulation Analysis One of the
primary tools used to measure interest rate risk and the
effect of interest rate changes on rate sensitive income
and net interest income is simulation analysis. The
monthly analysis incorporates substantially all of the
Company’s assets and liabilities and off-balance sheet
instruments, together with forecasted changes in the
balance sheet and assumptions that reflect the current
interest rate environment. Through these simulations,
management estimates the impact on interest rate
sensitive income of a 300 basis point upward or
downward gradual change of market interest rates over
a one-year period. The simulations also estimate the
effect of immediate and sustained parallel shifts in the
yield curve of 50 basis points as well as the effect of
immediate and sustained flattening or steepening of the
yield curve. These simulations include assumptions
about how the balance sheet is likely to be affected by
changes in loan and deposit growth. Assumptions are
made to project interest rates for new loans and
deposits based on historical analysis, management’s
outlook and repricing strategies. These assumptions are
validated on a periodic basis. A sensitivity analysis is
provided for key variables of the simulation. The results
are reviewed by ALPC monthly and are used to guide
hedging strategies. ALPC policy guidelines limit the
estimated change in interest rate sensitive income to
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5.0 percent of forecasted interest rate sensitive income
over the succeeding 12 months.

The table below summarizes the interest rate risk of
net interest income and rate sensitive income based on
forecasts over the succeeding 12 months. At June 30,
2004, the Company’s overall interest rate risk position
was substantially neutral to changes in interest rates.
Rate sensitive income includes net interest income as
well as other income items that are sensitive to interest
rates, including asset management fees, mortgage

banking and the impact from compensating deposit
balances. The Company manages its interest rate risk
position by holding assets on the balance sheet with
desired interest rate risk characteristics, implementing
certain pricing strategies for loans and deposits and
through the selection of derivatives and various funding
and investment portfolio strategies. The Company
manages the overall interest rate risk profile within
policy limits. At June 30, 2004, and December 31,
2003, the Company was within its policy guidelines.

Sensitivity of Net Interest Income and Rate Sensitive Income:

June 30, 2004

December 31, 2003

Down 50

Immediate
Net interest income . ... (.19)%
Rate sensitive income ......... i (.16)%

Immediate

Up 50 Down 300 Up 300 Down 50 Up 50 Down 300 Up 300
Gradual Gradual Immediate Immediate Gradual Gradual
(11)% “% (.30)% 1.30% 19% *% (.02)%
(.28)% “% (.81)% 74% .01% *% (.54)%

* Given the current level of interest rates, a downward 300 basis point scenario can not be computed.

Market Value of Equity Modeling The Company also
utilizes the market value of equity as a measurement tool
in managing interest rate sensitivity. The market value of
equity measures the degree to which the market values of
the Company’s assets and liabilities and off-balance sheet
instruments will change given a change in interest rates.
ALPC guidelines limit the change in market value of
equity in a 200 basis point parallel rate shock to

15 percent of the market value of equity assuming interest
rates at June 30, 2004. Given the low level of current
interest rates, the down 200 basis point scenario cannot be
computed. The up 200 basis point scenario resulted in a
3.7 percent decrease in the market value of equity at

June 30, 2004, compared with a 3.1 percent decrease at
December 31, 2003. ALPC reviews other down rate
scenarios to evaluate the impact of falling interest rates.
The down 100 basis point scenario resulted in a .9 percent
increase at June 30, 2004, and a 1.3 percent increase at
December 31, 2003. At June 30, 2004, and December 31,
2003, the Company was within its policy guidelines.

The valuation analysis is dependent upon certain key
assumptions about the nature of indeterminate maturity of
assets and liabilities. Management estimates the average
life and rate characteristics of asset and liability accounts
based upon historical analysis and management’s
expectation of rate behavior. These assumptions are
validated on a periodic basis. A sensitivity analysis of key
variables of the valuation analysis is provided to ALPC
monthly and is used to guide hedging strategies. The
results of the valuation analysis as of June 30, 2004, were
well within policy guidelines. The Company also uses
duration of equity as a measure of interest rate risk. The
duration of equity is a measure of the net market value
sensitivity of the assets, liabilities and derivative positions
of the Company. The duration of assets was 1.91 years at
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both June 30, 2004 and December 31, 2003. The
duration of liabilities was 2.19 years at June 30, 2004,
compared to 2.18 years at December 31, 2003. After
giving effect to the Company’s derivative positions, the
estimated duration of equity at June 30, 2004 was

1.28 years, compared to 1.35 years at December 31,
2003. The duration of equity measure shows that
sensitivity of the market value of equity of the Company
was relatively neutral to changes in interest rates.

Use of Derivatives to Manage Interest Rate and Foreign
Currency Risk In the ordinary course of business, the
Company enters into derivative transactions to manage its
interest rate, prepayment, and foreign currency risks
(“asset and liability management positions”) and to
accommodate the business requirements of its customers
(“customer-related positions”). To manage its interest rate
risk, the Company may enter into interest rate swap
agreements and interest rate options such as caps and
floors. Interest rate swaps involve the exchange of fixed-
rate and variable-rate payments without the exchange of
the underlying notional amount on which the interest
payments are calculated. Interest rate caps protect against
rising interest rates while interest rate floors protect
against declining interest rates. In connection with its
mortgage banking operations, the Company enters into
forward commitments to sell mortgage loans related to
fixed-rate mortgage loans held for sale and fixed-rate
mortgage loan commitments. The Company also acts as a
seller and buyer of interest rate contracts and foreign
exchange rate contracts on behalf of customers. The
Company minimizes its market and liquidity risks by
taking similar offsetting positions.

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

By their nature, derivative instruments are subject
to market risk. The Company does not utilize derivative
instruments for speculative purposes. Of the Company’s
$29.5 billion of total notional amount of asset and
liability management derivative positions at June 30,
2004, $27.1 billion was designated as either fair value
or cash flow hedges. The cash flow hedge positions are
interest rate swaps that hedge the forecasted cash flows
from the underlying variable-rate LIBOR loans and
floating-rate debt. The fair value hedges are primarily
interest rate contracts that hedge the change in fair
value related to interest rate changes of underlying
fixed-rate debt, subordinated obligations and deposit
obligations. In addition, the Company uses forward
commitments to sell residential mortgage loans to hedge
its interest rate risk related to residential mortgage loans
held for sale. The Company commits to sell the loans at
specified prices in a future period, typically within
90 days. The Company is exposed to interest rate risk
during the period between issuing a loan commitment
and the sale of the loan into the secondary market.
Related to its mortgage banking operations, the
Company held $1.2 billion of forward commitments to
sell mortgage loans and $1.2 billion of unfunded
mortgage loan commitments that were derivatives in
accordance with the provisions of the Statement of
Financial Accounting Standards No. 133, “Accounting
for Derivative Instruments and Hedge Activities.”” The
unfunded mortgage loan commitments are reported at

fair value as options in Table 10.
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Derivative instruments are also subject to credit risk
associated with counterparties to the derivative
contracts. Credit risk associated with derivatives is
measured based on the replacement cost should the
counterparties with contracts in a gain position to the
Company fail to perform under the terms of the
contract. The Company manages this risk through
diversification of its derivative positions among various
counterparties, requiring collateral agreements with
credit-rating thresholds, entering into master netting
agreements in certain cases and entering into interest
rate swap risk participation agreements. These
agreements are credit derivatives that transfer the credit
risk related to interest rate swaps from the Company to
an unaffiliated third-party. The Company also provides
credit protection to third-parties with risk participation
agreements, for a fee, as part of a loan syndication
transaction.

At June 30, 2004, the Company had $81.7 million
in accumulated other comprehensive income related to
unrealized gains on derivatives classified as cash flow
hedges. The unrealized gains will be reflected in
earnings when the related cash flows or hedged
transactions occur and will offset the related
performance of the hedged items. The estimated amount
of gain to be reclassified from accumulated other
comprehensive income into earnings during the
remainder of 2004 and the next 12 months is
$19.8 million and $41.0 million, respectively.

Gains or losses on customer-related derivative
positions were not material for the second quarter and
first six months of 2004. The change in fair value of
forward commitments attributed to hedge ineffectiveness
recorded in noninterest income was an increase of
$3.4 million and a decrease of $4.6 million for the
second quarter and first six months of 2004,
respectively. The change in the fair value of all other
asset and liability management derivative positions
attributed to hedge ineffectiveness was not material for
the second quarter and first six months of 2004.

During the second quarter of 2004, the Company
entered into derivatives to protect its net investment in
certain foreign operations. The Company uses forward
commitments to sell specified amounts of certain foreign
currencies to hedge its capital volatility risk associated
with fluctuations in foreign currency exchange rates.
The net amount of gains or losses included in the
cumulative translation adjustment for the second
quarter of 2004 was not material.
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Table 10 summarizes information on the
Company’s derivative positions at June 30, 2004.

Market Risk Management In addition to interest rate
risk, the Company is exposed to other forms of market
risk as a consequence of conducting normal trading
activities. Business activities that contribute to market
risk include, among other things, proprietary trading
and foreign exchange positions. Value at Risk (“VaR”)
is a key measure of market risk for the Company.
Theoretically, VaR represents the maximum amount
that the Company has placed at risk of loss, with a
ninety-ninth percentile degree of confidence, to adverse
market movements in the course of its risk taking
activities.

VaR modeling of trading activities is subject to
certain limitations. Additionally, it should be recognized
that there are assumptions and estimates associated with
VaR modeling, and actual results could differ from
those assumptions and estimates. The Company
mitigates these uncertainties through regular monitoring
of trading activities by management and other risk
management practices, including stop-loss and position

iE R[] Derivative Positions

limits related to its trading activities. Stress-test models
are used to provide management with perspectives on
market events that VaR models do not capture.

The Company establishes market risk limits, subject
to approval by the Company’s Board of Directors. The
Company’s VaR limit was $20 million at June 30,
2004, compared with $40 million at December 31,
2003. The market valuation risk inherent in its
customer-based derivative trading, mortgage banking
pipeline and foreign exchange, as estimated by the VaR
analysis, was $1.5 million at both June 30, 2004 and
December 31, 2003.

Liquidity Risk Management ALPC establishes policies, as
well as analyzes and manages liquidity, to ensure that
adequate funds are available to meet normal operating
requirements in addition to unexpected customer
demands for funds, such as high levels of deposit
withdrawals or loan demand, in a timely and cost-
effective manner. The most important factor in the
preservation of liquidity is maintaining public
confidence that facilitates the retention and growth of a
large, stable supply of core deposits and wholesale

Weighted-
Average
Remaining
Notional Fair Maturity
June 30, 2004 (Dollars in Millions) Amount Value In Years
Asset and Liability Management Positions
Interest rate contracts
Receive fixed/pay floating SWADS . . . . ..ottt e e e $19,793  $258 5.33
Pay fixed/receive floating SWaDS . . . .« vt 5,775 39 1.68
FUtUrEs and fOrWaras . . . . ... e e e 2,700 3 15
Options
R 1 1,199 5 .20
EQUItY CONIACTS o o ettt e e e e e e e e 49 2 4.75
Customer-related Positions
Interest rate contracts
Receive fixed/pay floating SWaDS . . .. ..ttt $ 6259 $ 41 4.58
Pay fixed/receive floating SWaDS . . . v« vt 6,259 @8) 4.58
Options
PUICNaSEa . 846 I 3.58
R 1 P 846 (1) 3.58
Risk participation agreements (a)
PUICNaSEa . . o 125 — 7.75
O o oo 69 — 2.79
Foreign exchange rate contracts
Forwards, spots and swaps
BUY e 2,075 50 72
Sl 2,023 (44) 73
Options
PUICNaSEd . . — 24
R 1 P — 24
(@) At Jdune 30, 2004, the credit equivalent amount was $1 million and $6 milion for purchased and written risk participation agreements, respectively.
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funds. Ultimately, public confidence is generated
through profitable operations, sound credit quality and
a strong capital position. The Company’s performance
in these areas has enabled it to develop a large and
reliable base of core funding within its market areas and
in domestic and global capital markets. Liquidity
management is viewed from long-term and short-term
perspectives, as well as from an asset and liability
perspective. Management monitors liquidity through a
regular review of maturity profiles, funding sources, and
loan and deposit forecasts to minimize funding risk.

The Company maintains strategic liquidity and
contingency plans that are subject to the availability of
asset liquidity in the balance sheet. Monthly, ALPC
reviews the Company’s ability to meet funding
requirements that could arise as a result of adverse
business events. These funding needs are then matched
with specific asset-based sources to ensure sufficient
funds are available. Also, strategic liquidity policies
require diversification of wholesale funding sources to
avoid concentrations in any one market source.
Subsidiary banks are members of various FHLBs that
provide a source of funding through FHLB advances.
The Company maintains a Grand Cayman branch for
issuing eurodollar time deposits. The Company also
establishes relationships with dealers to issue national
market retail and institutional savings certificates and
short- and medium-term bank notes. Also, the
Company’s subsidiary banks have significant
correspondent banking networks and corporate
accounts. Accordingly, the Company has access to
national fed funds, funding through repurchase
agreements and sources of more stable, regionally based
certificates of deposit.

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

At June 30, 2004, parent company long-term debt
outstanding was $4.6 billion, compared with
$5.2 billion at December 31, 2003. The change in long-
term debt in the first six months of 2004 was driven by
medium-term note maturities of $.6 billion. Total parent
company debt scheduled to mature in the remainder of
2004 is $323 million. These debt obligations may be
met through medium-term note issuances and dividends
from subsidiaries, as well as from parent company cash
and cash equivalents. Federal banking laws regulate the
amount of dividends that may be paid by banking
subsidiaries without prior approval. The amount of
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dividends available to the parent company from its
banking subsidiaries was approximately $1.6 billion at
June 30, 2004.

Off-Balance Sheet Arrangements Off-balance sheet
arrangements include any contractual arrangement to
which an unconsolidated entity is a party, under which
the Company has an obligation to provide credit or
liquidity enhancements or market risk support.
Off-balance sheet arrangements include certain defined
guarantees, asset securitization trusts and conduits.
Off-balance sheet arrangements also include any
obligation under a variable interest held by an
unconsolidated entity that provides financing, liquidity,
credit enhancement or market risk support.

In the ordinary course of business, the Company
enters into an array of commitments to extend credit,
letters of credit, lease commitments and various forms
of guarantees that may be considered off-balance sheet
arrangements. The nature and extent of these
arrangements are provided in Note 13 of the Notes to
Consolidated Financial Statements.

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

The Company sponsors an off-balance sheet
conduit to which it transferred high-grade investment
securities, funded by the issuance of commercial paper.
The conduit held assets of $6.5 billion at June 30,
2004, and $7.3 billion at December 31, 2003. These
investment securities include primarily (i) private label
asset-backed securities, which are insurance “wrapped”
by AAA/Aaa-rated monoline insurance companies and
(i) government agency mortgage-backed securities and
collateralized mortgage obligations. The conduit had
commercial paper liabilities of $6.5 billion at June 30,
2004, and $7.3 billion at December 31, 2003.

The Company provides a liquidity facility to the
conduit. Utilization of the liquidity facility would be
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Capital Ratios

June 30, December 31,
(Dollars in Millions) 2004 2003
Tangible COMMON BOURY .« . . oottt ettt et ettt e e e e e e e e e e e e e e e e et e $11,526 $11,858
As a percent Of tangibIe @SSELS . . . ..ottt 6.3% 6.5%
L= 7= $14,294 $14,623
As a percent Of Msk-Weighted @SSELS . . .o oo v 8.7% 9.1%
As a percent of adjusted quarterly average assets (Ileverage ratio) . ......ovuuu it 7.8% 8.0%
Total fsk-Dased CADIAl . . ... .t $21,255 $21,710
As a percent oOf Msk-weighted @SSELS . . .o oo 12.9% 13.6%

triggered if the conduit is unable to, or does not, issue
commercial paper to fund its assets. A liability for the
estimate of the potential risk of loss the Company has
as the liquidity facility provider is recorded on the
balance sheet in other liabilities. The liability is adjusted
downward over time as the underlying assets pay down
with the offset recognized as other noninterest income.
The liability for the liquidity facility was $38.2 million
at June 30, 2004 and $47.3 million at December 31,
2003. In addition, the Company recorded at fair value
its retained residual interest in the investment securities
conduit of $72.4 million at June 30, 2004, and

$89.5 million at December 31, 2003.

The Company also has an asset-backed
securitization to fund an unsecured small business credit
product. The unsecured small business credit
securitization trust held assets of $439.0 million at
June 30, 2004, of which the Company retained
$99.4 million of subordinated securities, transferor’s
interests of $11.0 million and a residual interest-only
strip of $38.6 million. This compared with
$497.5 million in assets at December 31, 2003, of
which the Company retained $112.4 million of
subordinated securities, transferor’s interests of
$12.4 million and a residual interest-only strip of
$34.4 million. The securitization trust issued asset-
backed variable funding notes in various tranches. The
Company provides credit enhancement in the form of
subordinated securities and reserve accounts. The
Company’s risk, primarily from losses in the underlying
assets, was considered in determining the fair value of
the Company’s retained interests in this securitization.
The Company recognized income from subordinated
securities, an interest-only strip and servicing fees from
this securitization of $8.8 million and $14.9 million
during the second quarter and first six months of 2004,
respectively, and $7.3 million and $17.3 million,
respectively, during the same periods of 2003. The
unsecured small business credit securitization held
average assets of $455.8 million and $590.2 million in
the second quarter of 2004 and 2003, respectively.
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The Company has relationships with certain special
purpose entities. Because the Company’s investment
securities conduit and the asset-backed securitizations
are qualifying special purpose entities (“QSPEs”), which
are exempt from consolidation under the provisions of
the Financial Accounting Standards Board Interpretation
No. 46 (“FIN 46”), the Company does not believe that
FIN 46 requires the consolidation of the conduit or
securitizations in its financial statements. With respect
to other interests in entities subject to FIN 46, the
adoption of FIN 46 did not have a material impact on
the Company’s financial statements.

Capital Management The Company is committed to
managing capital for maximum shareholder benefit and
maintaining strong protection for depositors and
creditors. The Company has targeted returning

80 percent of earnings to our shareholders through a
combination of dividends and share repurchases. In
keeping with this target, the Company returned

97 percent of earnings and 118 percent of earnings
during the second quarter and first six months of 2004,
respectively. Total shareholders’ equity was $18.7 billion
at June 30, 2004, compared with $19.2 billion at
December 31, 2003. The decrease was the result of
corporate earnings offset by share repurchases,
dividends and changes in other comprehensive income
principally reflecting changes in securities valuations
from year-end.

Tangible common equity to assets was 6.3 percent
at June 30, 2004, compared with 6.5 percent at
December 31, 2003. The Tier 1 capital ratio was
8.7 percent at June 30, 2004, compared with
9.1 percent at December 31, 2003. The total risk-based
capital ratio was 12.9 percent at June 30, 2004,
compared with 13.6 percent at December 31, 2003. The
leverage ratio was 7.8 percent at June 30, 2004,
compared with 8.0 percent at December 31, 2003. All
regulatory ratios continue to be in excess of stated “well
capitalized” requirements.
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On December 16, 2003, the Board of Directors
approved an authorization to repurchase 150 million
shares of outstanding common stock over the following

Time Period

24 months. The following table provides a detailed
analysis of all shares repurchased under this
authorization during the second quarter of 2004:

Number Average Remaining Shares

of Shares Price Paid Available to be

Purchased (a) per Share Purchased

......................... 6,795,105 $26.39 101,379,092
......................... 7,647,284 26.56 93,831,808
......................... 6,440,523 28.23 87,391,285
......................... 20,782,912 $27.03 87,391,285

(@) All shares purchased during the second quarter of 2004 were purchased under the publicly announced December 16, 2003 repurchase authorization.

LINE OF BUSINESS FINANCIAL REVIEW

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

Basis for Financial Presentation Business line results are
derived from the Company’s business unit profitability
reporting systems by specifically attributing managed
balance sheet assets, deposits and other liabilities and
their related income or expense. Funds transfer-pricing
methodologies are utilized to allocate a cost of funds
used or credit for funds provided to all business line
assets and liabilities using a matched funding concept.
Also, the business unit is allocated the taxable-
equivalent benefit of tax-exempt products. Noninterest
income and expenses directly managed by each business
line, including fees, service charges, salaries and benefits,
and other direct costs are accounted for within each
segment’s financial results in a manner similar to the
consolidated financial statements. Occupancy costs are
allocated based on utilization of facilities by the lines of
business. Noninterest expenses incurred by centrally
managed operations or business lines that directly
support another business line’s operations are charged
to the applicable business line based on its utilization of
those services primarily measured by the volume of
customer activities. These allocated expenses are
reported as net shared services expense. Certain
corporate activities that do not directly support the
operations of the lines of business are not charged to
the lines of business. Goodwill and other intangible
assets are assigned to the lines of business based on the
mix of business of the acquired entity. The provision for
credit losses within the Wholesale Banking, Consumer
Banking, Private Client, Trust and Asset Management
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and Payment Services lines of business is based on net
charge-offs, while Treasury and Corporate Support
reflects the residual component of the Company’s total
consolidated provision for credit losses determined in
accordance with accounting principles generally
accepted in the United States. Income taxes are assessed
to each line of business at a standard tax rate with the
residual tax expense or benefit to arrive at the
consolidated effective tax rate included in Treasury and
Corporate Support. Merger and restructuring-related
charges, discontinued operations and cumulative effects
of changes in accounting principles are not identified by
or allocated to lines of business. Within the Company,
capital levels are evaluated and managed centrally;
however, capital is allocated to the operating segments
to support evaluation of business performance. Capital
allocations to the business lines are based on the
amount of goodwill and other intangibles, the extent of
off-balance sheet managed assets and lending
commitments and the ratio of on-balance sheet assets
relative to the total Company. Certain lines of business,
such as Trust and Asset Management, have no
significant balance sheet components. For these business
units, capital is allocated taking into consideration
fiduciary and operational risk, capital levels of
independent organizations operating similar businesses,
and regulatory requirements.

Designations, assignments and allocations may
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 our diverse customer base. During
2004, certain organization and methodology changes
were made and, accordingly, 2003 results were restated
and presented on a comparable basis.

Wholesale Banking offers lending, depository, treasury
management and other financial services to middle
market, large corporate and public sector clients.
Wholesale Banking contributed $265.7 million of the
Company’s operating earnings for the second quarter of
2004 and $515.6 million for the first six months of
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2004, increases of $55.2 million (26.2 percent) and
$92.4 million (21.8 percent), respectively, compared
with the same periods of 2003. The increase in
operating earnings in the second quarter of 2004 and
the first six months of 2004, compared with the same
periods of 2003, was driven by reductions in total
noninterest expense and provision for credit losses,
partially offset by a decline in total net revenue.

Total net revenue decreased $21.6 million
(3.5 percent) in the second quarter of 2004 and
$56.6 million (4.6 percent) in the first six months of
2004, compared with the same periods of 2003. Net
interest income, on a taxable-equivalent basis, decreased
4.9 percent and 6.0 percent, respectively, compared with
the second quarter of 2003 and the first six months of
2003 as average loans decreased $2.4 billion
(5.2 percent) and $2.5 billion (5.6 percent) over the
same periods. The decline in average loans was driven,
in part, by soft customer loan demand through early
2004, in addition to the Company’s decisions to tighten
credit availability to certain types of lending products,
industries and customers and reductions due to asset
workout activities. The decline in average loans was
partially offset by the consolidation of the commercial
loan conduit onto the Company’s balance sheet during
the third quarter of 2003. While average total deposits
increased 4.7 percent during the second quarter of
2004, the net interest spread from deposits declined due
to a shift in mix of deposits from lower cost
noninterest-bearing deposits balances (a 14.5 percent
decline) into interest-bearing deposit balances. The
decrease in noninterest-bearing deposits year-over-year
was primarily driven by declines in mortgage escrow
deposits and government deposits, primarily due to a
decision by the Federal government to pay fees for
treasury management services rather than maintain
compensating balances.

Noninterest income decreased $1.1 million
(.6 percent) and $7.1 million (1.8 percent) in the second
quarter of 2004 and the first six months of 2004,
respectively, compared with the same periods of 2003.
The decrease in noninterest income in the second quarter
of 2004 and the first six months of 2004 was primarily
due to declines in commercial products revenue resulting
from the consolidation of the commercial loan conduit
onto the Company’s balance sheet, as well as lower other
fee revenue. These declines were partially offset by
growth in treasury management-related fees, international
banking, foreign exchange and syndication fees,
compared with the same periods of 2003. The increase in
treasury management-related fees was primarily driven by
a change in the Federal government’s payment
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methodology for these services from compensating
balances, reflected in net interest income, to fees during
the third quarter of 2003.

Total noninterest expense was $162.4 million in the
second quarter of 2004 and $322.4 million in the first
six months 2004, compared with $168.0 million in the
second quarter of 2003 and $340.6 million in the first
six months of 2003, declines of $5.6 million
(3.3 percent) and $18.2 million (5.3 percent),
respectively. The $5.6 million decrease (3.3 percent) in
the second quarter of 2004 compared to the same
period of 2003 was primarily due to cost savings
initiatives that reduced personnel-related costs, software
expenses and other expenses. Loan workout expenses
declined in the second quarter of 2004, compared with
the second quarter of 2003, as the credit quality of the
loan portfolio has improved. In addition, noninterest
expense for the business segment in the second quarter
of 2003 included $2.8 million of equipment financing
related repossessed inventory write-downs. Net shared
services costs increased in the second quarter of 2004,
compared with the second quarter of 2003, due to
higher transaction processing costs. The $18.2 million
decrease for the first six months of 2004 was primarily
driven by lower loan workout expenses and equipment
financing related inventory write-downs, partially offset
by increases in net shared services expense due to higher
transaction processing costs.

The provision for credit losses was $8.6 million and
$42.6 million in the second quarter of 2004 and first
six months of 2004, respectively, compared with
$111.4 million and $226.3 million for the same periods
of 2003, declines of $102.8 million (92.3 percent) and
$183.7 million (81.2 percent) year-over-year. The
favorable change in the provision for credit losses for
the Wholesale Banking business segment was due to
improving net charge-offs which declined to .08 percent
of average loans in the second quarter of 2004,
compared with .99 percent of average loans in the
second quarter of 2003. The reduction in net charge-
offs was attributable to improvements in credit quality
driven by initiatives taken by the Company during the
past three years, including asset workout activities and
reductions in commitments to certain industries and
customers. Nonperforming assets within Wholesale
Banking were $523.8 million at June 30, 2004,
compared with $618.0 million at March 31, 2004, and
$950.4 million at June 30, 2003. Nonperforming assets
as a percentage of end-of-period loans were
1.21 percent, 1.44 percent and 2.10 percent as of
June 30, 2004, March 31, 2004, and June 30, 2003,
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11 CRPA Line of Business Financial Performance

Wholesale Consumer
Banking Banking
Percent Percent

Three Months Ended June 30 (Dollars in Millions) 2004 2003  Change 2004 2003  Change
Condensed Income Statement
Net interest income (taxable-equivalent Dasis). .. ...t $ 3993 $ 4198 (4.9% | $ 9004 $ 891.9 1.0%
NONINTEIESE INCOME .+ . oot e e et e e e e e et 189.4 190.5 (.6) 462.0 390.7 18.2
Securities gaiNs (0SSES), NBL. . oottt — — * (171.1) 196.3 *

TOtal NELTBVENUE . . . . e 588.7 610.3 (3.5) 1,191.3 1,478.9 (19.4)
NONINEIEST BXPENSE .+« . e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e ettt et 157.8 168.1 (8.2) 586.7 598.7 (2.2)
Other INtaNGIDIES . . . . . et s 4.6 4.9 6.1) (108.0) 250.5 *

Total NONINEETEST BXPENSE . .« . e e e e e e e e e e e e e e e e e e e e e e e e et e 162.4 168.0 (3.3 477.7 849.2 (43.7)
Operating eamings before provision and INCOME taXeS . ... .ottt 426.3 442.3 (3.6 713.6 629.7 13.3
Provision for Credit I0SSES . . ..o v 8.6 111.4 (92.3) 93.4 106.9 (11.8)
Operating earnings before INCOMe taxes . ... ...t A17.7 330.9 26.2 620.2 523.8 18.4
Income taxes and taxable-equivalent adjustment .. ... 152.0 120.4 26.2 225.7 190.6 18.4
OPErating BaMINGS . .« v v e e ettt et e ettt e e e $ 2657 $ 2105 26.2 $ 3945 $ 3332 18.4
Merger and restructuring-related items (after-tax) . ...
Discontinued operations (After-1aX) . . . ... e et e e
NEEINCOME .« . . e e e e e e e e e e e e e
Average Balance Sheet Data
(o] 21121 P $26,670  $28,417 ©.1)% | $ 7,796 $ 8,390 (7.1)%
Commercial real State . .. ..ot 15,833 16,387 (3.4) 10,532 9,896 6.4
Residential MOMGAGES . . . v oo e et et e e e e e e e e e et e e e 69 120 (42.5) 13,677 10,638 28.6
REtall 49 571 (3.9 30,908 28,983 6.6

Ot 08NS o o et 42,621 44,975 (5.2) 62,908 57,907 8.6
GOOAWII e 1,225 1,228 (.2) 2,243 2,242 —
Otherintangible aSSetS ... ..ot 90 109 (17.4) 1,058 900 17.6
A SEES ettt 49,335 52,187 (5.5) 71,161 67,640 52
Noninterest-beanng dePOSILS . . . . . o e 13,266 15,617 (14.5) 14,192 13,639 4.1
SaVINgS PIrOAUCES « .+ ot vttt et 10,754 9,809 9.6 42,204 39,801 6.0
TIME AEPOSIES - . . ettt et e e e e e 6,247 3,692 73.9 15,934 18,983 (16.1)

TOtAl ABPOSIES .« . v ettt et s 30,267 28,918 4.7 72,330 72,423 (1)
Shareholders’ BQUIY . . .« oottt 4,986 5,118 (2.6) 6,100 5,861 4.1

Wholesale Consumer
Banking Banking
Percent Percent

Six Months Ended June 30 (Dollars in Millions) 2004 2003  Change 2004 2003  Change
Condensed Income Statement
Net interest income (taxable-equivalent Dasis). ... ...t $ 7943 $ 8447 6.0% | $1,781.0 $1,767.8 7%
NONINEEIESE INCOME .+ . o et e e e e e e e e e e 380.4 387.5 (1.8) 879.0 7715 13.9
Securities gaiNs (0SSES), NEL. . oottt 9 — * (171.1) 302.1 *

TOtal NELTBVENUE . . . . e 11766 12322 (4.6) 2,488.9 2,841.4 (12.4)
NONINEIEST BXPENSE .+« o e e e e e et e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e ettt e 313.0 330.8 (5.4) 1,169.7 1,184.0 2.1)
Other INtaNGIDIES . . . . .ttt s 9.4 9.8 4.1) 62.3 424.0 (85.3)

Total NONINEEIEST BXPENSE . .« . e e e e e e e e e e e e e e e e e e e e et ettt e 322.4 340.6 (5.3) 1,222.0 1,608.0 (24.0)
Operating earnings before provision and INCOME taxXeS . . ... v vttt 853.2 891.6 (4.3) 1,266.9 1,233.4 2.7
Provision for Credit I0SSES . ..« c v 42.6 226.3 81.2) 200.5 217.3 (7.7)
Operating earmnings before INCOMe taxes .. ... ..ot e 810.6 665.3 21.8 1,066.4 1,016.1 5.0
Income taxes and taxable-equivalent adjustment .. ... 295.0 2421 21.9 388.1 369.7 5.0
OPErating BaMINGS . .« v v e e ettt e et e e e e e e $ 5166 $ 428.2 21.8 $ 6783 $ 6464 4.9
Merger and restructuring-related items (after-tax) . ...
Discontinued operations (After-1axX) . . . . ..o e et e e e
NEEINCOME . . . e e e e e e e e e e e e e e
Average Balance Sheet Data
COMMEICIAL .+« v e e e e e e e e e e e s $26,383  $28,403 7.1)% | $ 7,804 $ 8,389 (7.00%
Commercial real State ... ..ot 15,899 16,344 (2.7) 10,458 9,785 6.9
Residential MOMGAGES . . . oo e e e et e et e e e e e e e e e e e 69 137 (49.6) 13,463 10,189 32.1
REtall 50 54 (7.4) 30,442 28,862 55

TOtAl 08NS o e s 42,401 44,938 (5.6) 62,167 57,2156 8.7
GOOAWII e 1,225 1,229 (.3) 2,243 2,242 —
Otherintangible aSSetS .. ..ot 92 112 (17.9) 1,022 956 6.9
A SEES ettt 48,891 52,112 6.2) 70,040 67,243 4.2
Noninterest-beanng dePOSIS . . . . . o e e 12,942 15,875 (18.5) 13,864 13,489 2.8
SaVINgS PIrOAUCES & oottt ettt 11,097 9,135 215 42,054 39,088 7.6
TIME AEPOSIES - .« ettt et e e e e 5,878 3,642 66.0 16,188 19,662 (17.7)

TOtAl ABPOSIES .« . v ettt et 29,917 28,5652 4.8 72,106 72,239 (.2)
Shareholders’ BQUIY . . .« oottt 5,069 5,047 4 6,192 5,745 7.8

* Not meaningful
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Private Client, Trust Payment Treasury and Consolidated
and Asset Management Services Corporate Support Company
Percent Percent Percent Percent
2004 2003  Change 2004 2003  Change 2004 2003  Change 2004 2003  Change
$ 877 $ 760 15.4% $ 1415 $ 1448 (2.3)% $ 2505 $ 266.1 (5.9)% $1,779.4  $1,7986 (1.1)%
253.9 241.4 5.2 463.8 405.4 14.4 44.3 31.8 39.3 1,413.4 1,259.8 12.2
— — — — — — (.6) 16.8 * (171.7) 213.1 *
341.6 317.4 7.6 605.3 550.2 10.0 294.2 314.7 6.5 3,021.1 3,271.5 (r.7)
146.4 146.0 .3 193.3 181.0 6.8 197.0 134.7 46.3 1,280.2 1,223.5 4.6
16.0 16.6 (9.6) 39.3 38.9 1.0 1.5 1.4 7.1 (47.6) 312.3 *
161.4 162.6 (.7) 232.6 219.9 5.8 198.5 136.1 45.8 1,232.6 1,635.8 (19.7)
180.2 154.8 16.4 372.7 330.3 12.8 95.7 178.6 (46.4) 1,788.5 1,735.7 3.0
8.8 1.5 * 94.8 104.9 (9.6) (1.1) (.7) 57.1 204.5 323.0 (36.7)
171.4 168.3 11.8 277.9 225.4 23.3 96.8 179.3 (46.0) 1,684.0 1,412.7 12.1
62.4 55.8 11.8 1011 82.0 23.3 5.9 41.7 (85.9) 5471 490.5 11.56
$ 1090 $ 975 11.8 $ 176.8 $ 1434 23.3 $ 99 $ 1376 (33.9) 1,036.9 922.2 12.4
— (7.2)
- 4.9
$1,0869 $ 9199
$ 1,645  $1,839 (10.5)% $ 3039 $ 2,908 4.7% $ 180 $ 153 17.6% $ 39,330 $ 41,702 (5.7)%
604 586 3.1 - — - 147 220 (83.2) 27,116 27,089 A
297 241 23.2 — — — 9 13 (30.8) 14,052 11,012 27.6
2,208 1,933 14.2 7,464 6,981 6.8 49 52 (5.8) 40,663 38,000 7.0
4,754 4,699 3.4 10,493 9,884 6.2 385 438 (12.1) 121,161 117,803 2.9
813 741 9.7 1,823 1,814 5 — 306 * 6,104 6,331 (3.6)
342 406 (15.8) 763 669 14.1 8 13 (38.5) 2,261 2,097 7.8
6,471 6,367 1.6 13,406 13,066 2.6 50,068 47,795 4.7 190,430 187,065 1.8
3,250 3,056 6.3 109 337 67.7) (210) (34) * 30,607 32,515 5.9
7,930 5,216 52.0 10 10 — 19 2 * 60,917 54,838 1.1
499 443 12.6 — — — 2,912 5,780 (49.6) 25,692 28,798 (11.1)
11,679 8,715 34.0 119 347 (65.7) 2,721 5,748 (52.7) 117,116 116,161 .8
2,239 1,993 12.3 3,109 2,986 4.1 2,609 3,477 (25.0) 19,043 19,435 (2.0)
Private Client, Trust Payment Treasury and Consolidated
and Asset Management Services Corporate Support Company
Percent Percent Percent Percent
2004 2003  Change 2004 2003  Change 2004 2003  Change 2004 2003  Change
$ 1706 $151.0 13.0% $ 2902 $ 3047 (4.8)% $ 5223 $ 8071 3.0% $35584 $3575.3 (.5)%
503.7 468.9 7.4 874.9 777.4 12.5 93.7 79.9 17.3 2,731.7 2,485.2 9.9
— — — - - - (1.5 51.7 * (171.7) 3563.8 *
674.3 619.9 8.8 1,165.1 1,082.1 7.7 614.5 638.7 3.8 6,118.4 6,414.3 4.6)
290.3 293.5 (1.1) 373.0 356.7 4.6 373.0 260.4 43.2 2,609.0 2,425.4 3.4
30.0 33.1 9.4) 73.9 77.6 (4.8) 2.9 2.9 — 178.5 b547.4 (67.4)
320.3 326.6 (1.9 446.9 434.3 2.9 375.9 263.3 42.8 2,687.5 2,972.8 (9.6)
354.0 293.3 20.7 718.2 647.8 10.9 238.6 375.4 (36.4) 3,430.9 3,441.5 (.3)
9.7 1.9 * 187.4 213.3 (12.1) (7) (.8) (12.5) 439.5 658.0 (33.2)
344.3 291.4 18.2 530.8 434.5 22.2 239.3 376.2 (36.4) 2,991.4 2,783.5 7.5
126.3 106.1 18.1 1931 168.1 221 (65.4) 89.7 * 946.1 965.7 2.0)
$ 2190 $185.3 18.2 $ 3377  $ 2764 22.2 $ 2947 $ 2865 2.9 2,045.3 1,817.8 12.5
— (18.7)
- 5.6
$2045.3 $1,804.7
$ 1,654  $1,812 (8.7)% $ 2934 $ 2,823 3.9% $ 185 $ 219 (29.2)% $ 38,930 $ 41,646 (6.5)%
601 578 4.0 - — - 165 230 (32.6) 27,113 26,937 N
288 231 24.7 - - - 1 13 (15.4) 13,831 10,570 30.9
2,189 1,948 10.8 7,414 7,004 59 46 50 8.0) 40,111 37,908 5.8
4,702 4,669 2.9 10,348 9,827 5.3 367 512 (28.3) 119,985 117,061 2.5
791 740 6.9 1,819 1,813 .3 — 306 * 6,078 6,330 (4.0)
350 a7 (16.1) 706 685 3.1 9 14 (85.7) 2,179 2,184 (.2)
6,437 6,336 1.6 13,239 13,058 1.4 51,439 46,626 10.3 190,046 185,375 2.5
3,124 2,886 8.2 112 407 (72.5) (227) 12 * 29,815 32,669 8.7)
7,901 4,933 60.2 11 9 22.2 18 8 * 61,081 53,1783 14.9
479 434 10.4 — — — 3,126 6,504 (561.9) 25,671 30,142 (14.8)
11,604 8,253 39.4 123 416 (70.4) 2,917 6,624 (65.3) 116,567 116,984 .5
2,181 1,973 10.5 3,067 2,987 2.7 2,805 3,370 (16.8) 19,314 19,122 1.0
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respectively. While nonperforming asset levels continue
to be elevated relative to the 1990’s, significant
improvement in credit quality has been achieved with
broad-based reductions across most industry sectors.
Refer to the “Corporate Risk Profile” section for further
information on factors impacting the credit quality of
the loan portfolios.

Consumer Banking delivers products and services to the
broad consumer market and small businesses through
banking offices, telemarketing, on-line services, direct
mail and automated teller machines (“ATMs”). It
encompasses community banking, metropolitan
banking, branch ATM banking, small business banking,
including lending guaranteed by the Small Business
Administration, small-ticket leasing, consumer lending,
mortgage banking, workplace banking, student banking,
24-hour banking and investment product and insurance
sales. Consumer Banking contributed $394.5 million of
the Company’s operating earnings for the second
quarter of 2004 and $678.3 million for the first six
months of 2004, an increase of $61.3 million
(18.4 percent) and $31.9 million (4.9 percent),
respectively, compared with the same periods of 2003.
While the retail banking business grew operating
earnings by 22.4 percent in the second quarter of 2004
and 21.2 percent in the first six months of 2004, the
contribution of the mortgage banking business declined
3.4 percent and 90.4 percent, respectively, compared
with the same periods of 2003. The decrease in
operating earnings within the mortgage banking
business for the second quarter and first six months of
2004, compared with 2003, was primarily the result of
a decline in net interest income resulting from lower
loans held for sale balances as mortgage production has
declined. Also, operating results include an increase in
noninterest expense associated with increased
amortization of mortgage servicing rights resulting from
growth in the servicing portfolio from a year ago.

Total net revenue decreased $287.6 million
(19.4 percent) in the second quarter of 2004 and
decreased $352.5 million (12.4 percent) in the first six
months of 2004, compared with the same periods of
2003. The declines were due to a reduction in net
securities gains (losses), partially offset by increases in
net interest income and noninterest income. Net interest
income, on a taxable-equivalent basis, increased
$8.5 million (1.0 percent) and $13.2 million (.7 percent)
in the second quarter of 2004 and the first six months
of 2004, respectively, compared with the same periods
of 2003. Fee-based revenue increased $71.3 million
(18.2 percent) and net securities gains (losses) decreased
$367.4 million in the second quarter of 2004, while fee-
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based revenue increased $107.5 million (13.9 percent)
and net securities gains (losses) decreased

$473.2 million in the first six months of 2004,
compared with the same periods of 2003.

The increase in net interest income for the second
quarter of 2004 and the first six months of 2004,
compared with the same periods of 2003, was due to
growth in average loan balances, changes in the mix of
average deposit balances and improved spreads on
commercial loans. Partially offsetting these increases
were the impact of declining interest rates on the
funding benefit of consumer deposits and the reduction
in mortgage loans held for sale attributable to the
changing interest rate environment resulting in lower
mortgage refinance activity. The increase in the average
loan balances of 8.6 percent for the second quarter of
2004 reflected retail loan growth of 6.6 percent and
growth in residential mortgages of 28.6 percent,
compared with the second quarter of 2003. Included
within the retail loan category are second-lien home
equity loans which had a growth rate of 2.5 percent.
The category of residential mortgages includes first-lien
home equity loans, which had a growth rate of
32.0 percent in the second quarter of 2004, compared
with the second quarter of 2003. On a combined basis,
first and second-lien home equity products increased
$1.7 billion, or 10.3 percent, compared with a year ago.
The year-over-year growth of traditional residential
mortgages was 26.2 percent. Commercial real estate
loan balances increased 6.4 percent, while commercial
loan balances decreased 7.1 percent during the second
quarter of 2004, compared with the second quarter of
2003. Average deposits included growth in noninterest-
bearing, interest checking, savings and money market
account balances, offset by a reduction in balances
associated with time deposits in the second quarter of
2004, compared with the second quarter of 2003. The
decline in lower margin time deposits primarily reflected
a shift in product mix towards savings products.

Fee-based noninterest income was $462.0 million in
the second quarter of 2004 and $879.0 million in the
first six months of 2004, an increase of $71.3 million
(18.2 percent) and $107.5 million (13.9 percent),
respectively, compared with the same periods of 2003.
This growth was driven by deposit service charges,
commercial products revenue, mortgage banking revenue,
investment products fees and commissions and other
revenue, partially offset by lower treasury management
fees. The second quarter 2004 growth in fee-based
revenue was attributable to new deposit account growth,
pricing enhancements, increased sales, higher mortgage
servicing revenue and lower end-of-term lease losses.
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Total noninterest expense was $477.7 million in the
second quarter of 2004 and $1,222.0 million in the first
six months of 2004, compared with $849.2 million and
$1,608.0 million for the same periods of 2003, decreases
of $371.5 million (43.7 percent) and $386.0 million
(24.0 percent), respectively. The decrease in noninterest
expense was primarily attributable to an increase in MSR
values during the second quarter of 2004 resulting in a
MSR reparation of $171.1 million, compared with a
MSR impairment of $196.3 million in 2003. In addition
to the net reduction in MSR impairments of
$367.4 million, noninterest expense declined due to
lower net shared services costs and loan origination costs,
partially offset by increases in compensation costs related
to new in-store branch expansion and higher
amortization costs from growth in the mortgage servicing
portfolio. Noninterest expense for the first six months of
2004 included reparation of MSR impairment of
$61.8 million in the first six months of 2004, compared
with a MSR impairment of $317.2 million in 2003. The
change in MSR valuations was driven by rising interest
rates and slower prepayment speeds in the second
quarter of 2004, compared with the declining interest
rates and refinancing activities in the first six months of
2003 and the first quarter of 2004.

The provision for credit losses decreased
$12.5 million and $16.8 million in the second quarter
of 2004 and the first six months of 2004, respectively,
compared with the same periods of 2003. The
improvement in the provision for credit losses in the
second quarter of 2004 and the first six months of
2004, compared with the same periods of 2003, was
primarily attributable to lower retail loan net charge-
offs. As a percentage of average loans, net charge-offs
declined to .60 percent in the second quarter of 2004,
compared with .74 percent in the second quarter of
2003. Retail loan net charge-offs continued to decline
primarily a result of ongoing collection efforts and risk
management. Nonperforming assets within Consumer
Banking were $377.6 million at June 30, 2004,
compared with $418.6 million at March 31, 2004, and
$399.0 million at June 30, 2003. The decrease in
nonperforming assets in the second quarter of 2004 was
a result of declines in nonperforming loans and other
real estate owned primarily associated with small
business and community banking-based borrowers.
Nonperforming assets as a percentage of end-of-period
loans were .63 percent, .72 percent and .72 percent as
of June 30, 2004, March 31, 2004, and June 30, 2003,
respectively. Refer to the “Corporate Risk Profile”
section for further information on factors impacting the
credit quality of the loan portfolios.
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Private Client, Trust and Asset Management provides
trust, private banking, financial advisory, investment
management and mutual fund and alternative investment
product services through five businesses: Private Client
Group, Corporate Trust, Asset Management, Institutional
Trust and Custody and Fund Services, LLC. Private
Client, Trust and Asset Management contributed

$109.0 million of the Company’s operating earnings for
the second quarter of 2004 and $219.0 for the first six
months of 2004, increases of 11.8 percent and

18.2 percent, respectively, compared with the same
periods of 2003. The period-over-period increases for the
second quarter of 2004 and first six months of 2004
were attributable to growth in total net revenue

(7.6 percent and 8.8 percent, respectively) and a
reduction in noninterest expense (.7 percent and

1.9 percent, respectively), partially offset by an increase
in provision for credit losses.

Total net revenue was $341.6 million in the second
quarter of 2004 and $674.3 million in the first six
months of 2004, increases of 7.6 percent and
8.8 percent, respectively, compared with the same
periods of 2003. Net interest income, on a taxable-
equivalent basis, increased $11.7 million (15.4 percent)
in the second quarter of 2004 and $19.6 million
(13.0 percent) in the first six months of 2004, compared
with the same periods of 2003. The increase in net
interest income in the second quarter of 2004 was due
to growth in total deposits of 34.0 percent, attributable
to growth in noninterest-bearing deposits, savings
products and time deposits, partially offset by the
impact of declining interest rates on the funding benefit
of deposits. Noninterest income increased $12.5 million
(5.2 percent) in the second quarter of 2004 and
$34.8 million (7.4 percent) in the first six months of
2004, compared with the same periods of 2003. The
increases in noninterest income were primarily
attributable to improvement in equity capital market
conditions and an increase in assets under management
and related fees.

Total noninterest expense decreased $1.2 million
(.7 percent) in the second quarter of 2004 and
$6.3 million (1.9 percent) in the first six months of
2004, compared with the same periods of 2003,
primarily due to reductions in intangible amortization
and net shared services expense.

The provision for credit losses increased
$7.3 million in the second quarter of 2004 and
$7.8 million in the first six months of 2004, compared
with the same periods of 2003. The increase in the
provision for credit losses was due to increases within
commercial and retail loan net charge-offs. Net charge-
offs as a percentage of average loans were .74 percent
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in the second quarter of 2004, compared with

.13 percent in the second quarter of 2003. Net charge-
offs are expected to return to historical levels in the
third quarter of 2004.

Payment Services includes consumer and business credit
cards, debit cards, corporate and purchasing card
services, consumer lines of credit, ATM processing and
merchant processing. Payment Services contributed
$176.8 million of the Company’s operating earnings for
the second quarter of 2004 and $337.7 million for the
first six months of 2004, a 23.3 percent and 22.2 percent
increase, respectively, over the same periods of 2003. The
increases were due to growth in total net revenue and
reductions in provision for credit losses, partially offset
by increases in total noninterest expense.

Total net revenue was $605.3 million in the second
quarter of 2004 and $1,165.1 million in the first six
months of 2004, increases of $55.1 million
(10.0 percent) and $83.0 million (7.7 percent),
respectively, compared with the same periods of 2003.
Net interest income decreased $3.3 million (2.3 percent)
and $14.5 million (4.8 percent) in the second quarter
and the first six months of 2004, respectively, compared
with the same periods of 2003, primarily due to
reductions in customer fees, higher corporate card
rebates and a decline in average deposit balances.
Noninterest income increased $58.4 million
(14.4 percent) in the second quarter of 2004 and
$97.5 million (12.5 percent) in the first six months of
2004, compared with the same periods of 2003. The
increase in fee-based revenue in the second quarter of
2004 was driven by strong growth in credit card and
debit card revenue (11.5 percent), corporate payment
products revenue (13.0 percent), ATM processing
services revenue (10.6 percent) and merchant processing
revenue (16.4 percent). The growth in credit card and
debit card revenue was muted somewhat by the impact
of the debit card antitrust settlement by VISA USA and
Mastercard which lowered interchange rates on
signature debit transactions commencing in the third
quarter of 2003. Credit card and debit card revenue
increased $16.3 million due to strong growth in sales
volumes. Corporate payment products revenue increased
$11.8 million due to increases in sales volumes and
pricing enhancements. ATM processing services revenue
increased $2.9 million due to transaction growth and
new sales. Merchant processing revenue increased
$23.3 million due to an increase in sales and transaction
processing volumes and the purchase of two European
merchant acquiring businesses, which accounted for
approximately $7.1 million of the change.
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Total noninterest expense was $232.6 million in the
second quarter of 2004 and $446.9 million in the first
six months of 2004, increases of $12.7 million
(5.8 percent) and $12.6 million (2.9 percent),
respectively, compared with the same periods of 2003.
The total noninterest expense increase was primarily
attributable to higher compensation and employee benefit
costs associated with increased corporate payment
products and merchant processing sales volumes, in
addition to higher merchant acquiring costs resulting
from the purchase of the two European merchant
acquiring businesses in the second quarter of 2004.

The provision for credit losses was $94.8 million in
the second quarter of 2004 and $187.4 million in the
first six months of 2004, decreases of $10.1 million
(9.6 percent) and $25.9 million (12.1 percent),
respectively, compared with the same periods of 2003,
due to lower net charge-offs. Net charge-offs were
3.63 percent of average loans in the second quarter of
2004, compared with 4.26 percent in the second quarter
of 2003. The favorable change in credit losses was due
to improvements in ongoing collection efforts and risk
management, as well as an improvement in economic
conditions from a year ago.

In April 2004, the Company, through a European
subsidiary and affiliate of Nova Information Systems,
Inc., entered into a definitive agreement to purchase the
remaining 50 percent ownership interest of euroConex
Technologies Limited (“euroConex”) from the Bank of
Ireland. In addition, the Company, through its
European subsidiaries, completed two separate
transactions to acquire merchant processing businesses
in Poland and the United Kingdom. In connection with
these transactions, euroConex and its affiliates will
provide debit and credit car