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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. 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 (the “Company”) 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) the Company could encounter unforeseen complications in connection with the
ongoing integration of the products, operations and information systems of Firstar Corporation with the former
U.S. Bancorp that could adversely affect the Company’s operations or customer relationships; (iii) changes in the
domestic interest rate environment could reduce net interest income and could increase credit losses; (iv) the
conditions of the securities markets could change, adversely affecting revenues from capital markets businesses, the
value or credit quality of the Company’s assets, or the availability and terms of funding necessary to meet the
Company’s liquidity needs; (v) changes in the extensive laws, regulations and policies governing financial services
companies could alter the Company’s business environment or affect operations; (vi) the potential need to adapt to
industry changes in information technology systems, on which the Company is highly dependent, could present
operational issues or require significant capital spending; (vii) competitive pressures could intensify and affect the
Company’s profitability, including as a result of continued industry consolidation, the increased availability of
financial services from non-banks, technological developments or bank regulatory reform; (viii) acquisitions may not
produce revenue enhancements or cost savings at levels or within time frames originally anticipated, or may result in
unforeseen integration difficulties; and (ix) capital investments in the Company’s businesses may not produce
expected growth in earnings anticipated at the time of the expenditure. Forward-looking statements speak only as of
the date they are made, and the Company undertakes no obligation to update them in light of new information or
future events.
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Financial Summary

Three Months Ended June 30,

Six Months Ended June 30,

Percent Percent
(Dollars and Shares in Millions, Except Per Share Data) 2002 2001 Change 2002 2001 Change
Operating €amings (8) . .« v v vt e e $ 869.8 $ 8186 6.3% $1,711.4 $1,615.9 5.9%
Merger and restructuring-related items (after-tax) . . ................. (46.7) (256.3) (95.1) (643.5)
Cumulative effect of change in accounting principles (after-tax). .. .... - — (37.2) -
NELINCOME .\ttt e $ 8231 $ 5623 46.4 $1,579.1 $ 9724 62.4
Per Common Share
Earnings per share before cumulative effect of change in accounting
DINCIDIES o ot $ 43 $ .30 43.3% $ 84 $ 51 64.7%
Diluted earnings per share before cumulative effect of change in
accouNnting PriNCIPIES .+« v v et 43 29 48.3 .84 51 64.7
Eamings pershare . ... 43 .30 43.3 .82 .51 60.8
Diluted earnings per share .. ..o 43 29 48.3 .82 51 60.8
Dividends declared pershare ........... i, 196 1875 4.0 .39 375 4.0
Book value pershare ... 8.70 8.10 7.4
Market value per share ... ...t 23.35 22.79 2.5
Average shares outstanding . .« v« oo 1,913.2 1,905.3 4 1,916.5 1,903.2 7
Average diluted shares outstanding. ... .o oo oo 1,926.9 1,917.2 b5 1,928.5 1,916.4 .6
Financial Ratios
Return on average assetS. . ..o 1.95% 1.37% 1.89% 1.20%
Retum on average equity .. ...t 20.0 14.4 19.5 12.6
Net interest margin (taxable-equivalent basis) . .. ................... 4,59 4.34 4.60 4.36
Efficiency ratio . ...oooei 491 55.3 48.9 60.2
Financial Ratios Excluding Merger and
Restructuring-Related Items and Cumulative Effect of
Change in Accounting Principles (a)
Return on average assetS. ...t 2.06% 1.99% 2.05% 1.99%
Retum on average equity ... ..o vt 21.2 21.0 21.1 21.0
Efficiency ratio . ... 46.8 47.6 46.5 491
Banking efficiency ratio (0) ..o 43.3 42.7 42.9 44.2
Average Balances
LOaNS ottt $114,017 $119,469 (4.6)% $113,866 $120,613 (5.6)%
Loans held forsale ... 2,142 1,500 42.8 2,248 1,203 86.9
Investment SeCUties . . ..o 28,016 21,257 31.8 27,325 19,575 39.6
Eaming @SSetS ..o v it 147,641 145,289 1.6 146,797 144,581 1.5
AL . et e et e 169,147 164,807 2.6 168,466 163,985 2.7
Noninterest-bearing deposits .. ... 27,267 24,612 11.2 27,375 24,054 13.8
DEPOSIES v v vt 102,450 107,268 4.5) 102,232 105,884 3.4)
Short-term bormrowWINGS .« .ottt 11,650 11,094 5.0 13,099 12,105 8.2
Long-term debt . ..o oo 30,152 24,202 24.6 28,311 23,921 18.4
Total shareholders’ equity .. ...t 16,475 15,609 55 16,318 15,638 5.0
June 30, December 31,
2002 2001
Period End Balances
OB ottt $114,570 $114,405 1%
Allowance for credit I0SSES. ..o v v 2,466 2,457 4
INvestment SeCUMties . . ..ot 30,674 26,608 15.3
Al . et e et e e 172,956 171,390 9
DO &+ v vttt e e 106,056 105,219 (.2)
Long-term debt ..o 33,008 25,716 28.4
Total shareholders’ equity .. ..ot 16,650 16,461 1.1
Regulatory capital ratios
Tangible common equity . ... 5.7% 5.7%
Tier 1 capital ..o 7.9 7.7
Total risk-based capital . . ... 12.5 1.7
LBVEIATE ottt e 7.8 7.7

@)

(b)

The Company analyzes its performance on a net income basis in accordance with accounting principles generally accepted in the United States, as well as on an operating
basis before merger and restructuring-related items and cumulative effect of change in accounting principles referred to as “operating earnings.” Operating earnings are
presented as supplemental information to enhance the reader’s understanding of, and highlight trends in, the Company’s financial results excluding the impact of merger and
restructuring-related items of specific business acquisitions and restructuring activities and cumulative effect of change in accounting principles. Operating earnings should not
be viewed as a substitute for net income and earnings per share as determined in accordance with accounting principles generally accepted in the United States. Merger
and restructuring-related items excluded from net income to derive operating earnings may be significant and may not be comparable to other companies.

Without investment banking and brokerage activity.
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Management’s Discussion and Analysis

OVERVIEW

Earnings Summary U.S. Bancorp (the “Company”)
reported net income of $823.1 million for the second
quarter of 2002, or $.43 per diluted share, compared
with $562.3 million, or $.29 per diluted share, for the
second quarter of 2001. Return on average assets and
return on average equity were 1.95 percent and

20.0 percent, respectively, for the second quarter of
2002, compared with 1.37 percent and 14.4 percent,
respectively, for the second quarter of 2001. Net income
includes after-tax merger and restructuring-related items
of $46.7 million ($71.6 million on a pre-tax basis) for
the second quarter of 2002, compared with

$256.3 million ($391.9 million on a pre-tax basis) for
the second quarter of 2001. For the second quarter of
2002, total merger and restructuring-related items on a
pre-tax basis included $60.5 million of net expenses
associated with the merger of Firstar Corporation
(“Firstar”) and the former U.S. Bancorp (“USBM”) and
$11.1 million associated with the acquisition of NOVA
Corporation (“NOVA”) and other smaller acquisitions.
For the second quarter of 2001, merger and
restructuring-related items on a pre-tax basis included
$62.2 million in gains on the sale of branches offset by
$233.2 million of noninterest expenses and

$201.3 million of provision for credit losses associated
with the merger of Firstar and USBM. The second
quarter of 2001 merger and restructuring-related items
also included $5.4 million of restructuring charges for
U.S. Bancorp Piper Jaffray and $14.2 million of
noninterest expense for other acquisitions including the
merger with Mercantile Bancorporation, Scripps
Financial Corporation and the purchase of 41 branches
in Tennessee from First Union National Bank.

The Company reported operating earnings (net
income excluding merger and restructuring-related items
and cumulative effect of change in accounting
principles) of $869.8 million for the second quarter of
2002, compared with $818.6 million for the second
quarter of 2001. Operating earnings of $.45 per diluted
share for the second quarter of 2002 were $.02, or
4.7 percent, higher than the second quarter of 2001.
Return on average assets and return on average equity,
excluding merger and restructuring-related items and
cumulative effect of change in accounting principles,
were 2.06 percent and 21.2 percent, respectively, for the
second quarter of 2002, compared with returns of
1.99 percent and 21.0 percent, respectively, for the
second quarter of 2001. Excluding merger and

U.S. Bancorp

restructuring-related items, the efficiency ratio (the ratio
of expenses to revenues) was 46.8 percent for the
second quarter of 2002, compared with 47.6 percent for
the second quarter of 2001. The banking efficiency ratio
(the efficiency ratio without the impact of investment
banking and brokerage activity), excluding merger and
restructuring-related items, was 43.3 percent for the
second quarter of 2002, compared with 42.7 percent for
the second quarter of 2001. The change in the banking
efficiency ratio reflected the impact of acquisitions,
growth in core banking operations and the impairment
of mortgage servicing rights (“MSRs”) in 2002, offset
somewhat by the impact in the second quarter of 2002
of adopting new accounting principles related to
business combinations and the amortization of
intangibles. Refer to the “Accounting Changes™ section
for further discussion of the earnings impact of changes
in accounting principles.

Total net revenue, on a taxable-equivalent basis,
was $3,127.1 million for the second quarter of 2002,
compared with $2,912.6 million in the second quarter
of 2001, a 7.4 percent increase from a year ago. Total
net revenue, on a taxable-equivalent basis, before
merger and restructuring-related gains of $62.2 million
for the second quarter of 2001, represented a
$276.7 million (9.7 percent) increase year-over-year.
The increase was the net result of a 7.3 percent increase
in net interest income and a 12.7 percent increase in
fee-based revenues. Included in total revenue were net
securities gains of $30.6 million and $31.3 million for
the second quarter of 2002 and 2001, respectively.
Revenue growth was primarily due to improvement in
the net interest margin, acquisitions and core banking
growth, partially offset by the impact of portfolio sales
in 2001 and capital markets-related revenue.

Total noninterest expense was $1,520.4 million in
the second quarter of 2002, compared with
$1,594.7 million in the second quarter of 2001. Total
noninterest expense, before merger and restructuring-
related items of $71.6 million in 2002 and
$252.8 million in 2001, was $1,448.8 million for the
second quarter 2002, compared with $1,341.9 million
for the second quarter of 2001. The year-over-year
increase of $106.9 million (8.0 percent) in noninterest
expense, before merger and restructuring-related items,
primarily reflected the impact of acquisitions, core
banking growth and impairment of MSRs, partially
offset by the impact to goodwill and other intangible
expense with the required adoption of new accounting



Selected Financial Data

Three Months Ended

Six Months Ended

June 30, June 30,
(Dollars and Shares in Milions, Except Per Share Data) 2002 2001 2002 2001
Condensed Income Statement
Interest income (taxable-equivalent DASIS) . . . .. ..ot $2,384.6 $2,832.6 $4,756.3  $5,860.1
(TS B 0= ST 694.8 1,257.8 1,396.1 2,721.0
Net interest income (taxable-equivalent basis) . ........... ... .. 1,689.8 1,674.8 3,360.2 3,139.1
SECUMIES GaINS, NET . . .ottt e 30.6 31.3 74.7 247.3
NONINErEST INCOME () .+« v v e et ettt e 1,408.7 1,244.3 2,689.5 2,439.0
TOtal NELTEBVENUE .. oot 3,127.1 2,850.4 6,124.4 5,825.4
NONINTEIESE EXPENSE (B) .+ v v e e ettt et e e e e e e e e e e e e e e e e e e s 1,448.8 1,341.9 2,811.4 2,736.2
Provision for Credit I0SSES (8) « .« v oo v vttt 336.0 240.0 670.0 605.8
Income before taxes, merger and restructuring-related items and cumulative effect of change in
ACCOUNTNG PHNCIDIES .« o vttt et e e e e e e e e e e e s 1,343.3 1,268.5 2,643.0 2,483.4
Taxable-equivalent adjustment . ... ..ot e 9.0 16.8 18.1 35.3
INCOME TAXES . . o oot 464.5 433.1 913.5 832.2
Operating EaMINGS (B) + .+« v vt vttt ettt ettt ettt 869.8 818.6 1,711.4 1,615.9
Merger and restructuring-related items (after-tax) . ... ... (46.7) (256.3) (95.1) (643.5)
Cumulative effect of change in accounting principles (@fter-tax) . .. ... — — (37.2) —
Net income in accordance With GAAP . . . . ..ttt e e e e $ 823.1 $ 56623 $15791 $§ 9724
Per Common Share
Earnings per share before cumulative effect of change in accounting principles . .............ooooas. $ 43 $ .30 $ 84 8 51
Diluted eamings per share before cumulative effect of change in accounting principles. ............... 43 .29 .84 51
Eamings per Share . ... oo 43 .30 .82 51
Diluted 8amMIiNgS PO SNAE . .ottt ittt 43 .29 .82 51
Dividends declared per Share. . .. ..ot 195 1875 .39 375
Book value per Share . ... ..o 8.70 8.10
Market Value Per SNare . . ... o s 23.35 22.79
Average shares OUISTANAING - . . v oo 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 1,913.2 1,905.3 1,916.5 1,903.2
Average diluted shares OUISIANAING . « o oo oo e e e e e e e e e e e e e e e e e e e e e e 1,926.9 1,917.2 1,928.5 1,916.4
Financial Ratios
Returmn on average aSSelS. . ..o ov it 1.95% 1.37% 1.89% 1.20%
Retum on average eqUty . .. ..ottt e 20.0 14.4 19.5 12.6
Net interest margin (taxable-equivalent Dasis) . ... ...ttt 4.59 4.34 4.60 4.36
Efficiency ratio . ... ..o 49.1 55.3 48.9 60.2
Financial Ratios Excluding Merger and Restructuring-Related Items and Cumulative
Effect of Change in Accounting Principles (a)
REtUm On average assels. . ... ... 2.06% 1.99% 2.05% 1.99%
Retumn on average eqUILY . .. ..ottt 21.2 21.0 21.1 21.0
EffICIENCY TalI0 oo 46.8 47.6 46.5 49.1
Banking efficiency ratio (D) .. ....oouii i 43.3 42.7 42.9 44.2
Average Balances
0 PP $114,017 $119,469 $113,866 $120,613
Loans held for Sale . ... 2,142 1,600 2,248 1,203
INVESTMENT SECUMTES . . . o o oottt 28,016 21,257 27,325 19,575
BamMING BSSES . oottt 147,641 145,289 146,797 144,581
A S SBE . ettt et 169,147 164,807 168,466 163,985
Noninterest-bearng depOSIES . .. ...ttt 27,267 24,612 27,375 24,064
DEPOSIES . vttt 102,450 107,268 102,232 105,884
SNOM-tErM DOMOWINGS . . .+« oottt e e e e e e e s 11,650 11,094 13,099 12,106
LONG- eI et o e 30,1562 24,202 28,311 23,921
Total shareholders’ EqUILY . .. oot e e e e s 16,475 15,609 16,318 15,538
June 30, December 31,
2002 2001
Period End Balances
0N+ et e $114,570 $114,405
AlOWANCE TOr CrEAIt IOSSES . . . . 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 2,466 2,457
INVESIMENT SECUMIIES . .« o o e e e 30,674 26,608
A S e e 172,956 171,390
DEDOSIS vt ettt 105,056 105,219
LONG- B et o s 33,008 25,716
Total shareholders’ EQUILY . .. oot e e e e s 16,650 16,461
Regulatory capital ratios
Tangible COMMON BAUITY . .« oottt 5.7% 5.7%
TIEE T CAPMAL « .+« e e 7.9 7.7
Total risk-based capital. . . ..ot 12.5 1.7
LBV EagE .« vttt ittt 7.8 7.7

(@) The Company analyzes its performance on a net income basis in accordance with accounting principles generally accepted in the United States, as well as on an operating
basis before merger and restructuring-related items and cumulative effect of change in accounting principles referred to as “operating earnings.” Operating earnings are
presented as supplemental information to enhance the reader’s understanding of, and highlight trends in, the Company's financial results excluding the impact of merger and
restructuring-related items of specific business acquisitions and restructuring activities and cumulative effect of change in accounting principles. Operating earnings should not
be viewed as a substitute for net income and earnings per share as determined in accordance with accounting principles generally accepted in the United States. Merger
and restructuring-related items excluded from net income to derive operating earnings may be significant and may not be comparable to other companies.

(b)  Without investment banking and brokerage activity.
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standards and cost savings from the Company’s ongoing
integration efforts. Refer to the “Acquisition and
Divestiture Activity” section for further information on
the timing of acquisitions and the ‘“Noninterest
Expense” section for further discussion of merger and
restructuring-related items.

The provision for credit losses was $335.0 million
for the second quarter of 2002, compared with
$441.3 million for the second quarter of 2001. The
provision for credit losses for the second quarter of
2001 included $201.3 million of merger and
restructuring-related items. The provision for credit
losses, excluding merger and restructuring-related items,
for the second quarter of 2002 increased by
$95.0 million (39.6 percent) from the second quarter of
2001, primarily reflecting higher net charge-offs given
the sluggish economic conditions. 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 2002 was
$1,579.1 million, or $.82 per diluted share, compared
with $972.4 million, or $.51 per diluted share, for the
first six months of 2001. Return on average assets and
return on average equity were 1.89 percent and
19.5 percent, respectively, for the first six months of
2002, compared with 1.20 percent and 12.6 percent,
respectively, for the first six months of 2001. Net
income includes after-tax merger and restructuring-
related items of $95.1 million ($145.8 million on a pre-
tax basis) and a cumulative effect of change in
accounting principles of $37.2 million, or $.02 per
diluted share, for the first six months of 2002,
compared with $643.5 million ($962.7 million on a pre-
tax basis) of merger and restructuring-related items for
the first six months of 2001.

The Company reported operating earnings (net
income excluding merger and restructuring-related items
and cumulative effect of change in accounting
principles) of $1,711.4 million for the first six months
of 2002, compared with $1,615.9 million for the first
six months of 2001. Operating earnings of $.89 per
diluted share for the first six months of 2002 were $.05
(6.0 percent) higher than the first six months of 2001.
Year-to-date return on average assets and return on
average equity, excluding merger and restructuring-
related items and cumulative effect of change in
accounting principles, were 2.05 percent and
21.1 percent, respectively, compared with returns of
1.99 percent and 21.0 percent, respectively, for the first

U.S. Bancorp

half of 2001. Excluding merger and restructuring-related
items, the efficiency ratio (the ratio of expenses to
revenues) was 46.5 percent for the first six months of
2002, compared with 49.1 percent for the first six
months of 2001. The banking efficiency ratio (the
efficiency ratio without the impact of investment
banking and brokerage activity), excluding merger and
restructuring-related items, was 42.9 percent for the first
six months of 2002, compared with 44.2 percent for the
first six months of 2001. Improvement in the efficiency
ratios reflected, in part, the impact in the first six
months of 2002 of adopting the new accounting
principles and cost savings from ongoing integration
efforts, partially offset by the cost of acquisitions and
expenses resulting from core banking growth. Table 2
provides a reconciliation of operating earnings to net
income in accordance with GAAP. Refer to the
“Accounting Changes” section for further discussion of
the earnings impact of changes in accounting principles.

Total net revenue on a taxable-equivalent basis was
$6,124.4 million for the first six months of 2002,
compared with $5,887.6 million for the first six months
of 2001, a $236.8 million (4.0 percent) increase from a
year ago. Included in total net revenue were net
securities gains of $74.7 million and $247.3 million,
respectively, for the first six months of 2002 and 2001
and merger and restructuring-related gains of
$62.2 million for the first six months of 2001. Total net
revenue, on a taxable-equivalent basis, before net
securities gains and merger and restructuring-related
gains, was $6,049.7 million for the first six months of
2002, compared with $5,578.1 million for the first six
months of 2001, representing a $471.6 million
(8.5 percent) increase year-over-year. Total net revenue
growth was primarily due to improvement in the net
interest margin, increased revenue resulting from
acquisitions and core banking growth, partially offset
by the impact of portfolio sales in 2001 and capital
markets-related revenue.

Total noninterest expense was $2,957.2 million in
the first six months of 2002, compared with $3,393.2
million in the first six months of 2001. Total noninterest
expense, before merger and restructuring-related items
of $145.8 million in 2002 and $657.0 million in 2001,
was $2,811.4 million for the first six months 2002,
compared with $2,736.2 million for the first six months
of 2001. The year-over-year increase in operating
noninterest expense of $75.2 million (2.7 percent)
primarily reflected the impact of acquisitions, core
banking growth and MSR impairments. The increase
was partially offset by the impact to goodwill and other
intangible expense with the required adoption of new
accounting standards and cost savings from the



Reconciliation of Operating Earnings to Net Income in Accordance with GAAP

Three Months Ended Six Months Ended

June 30, June 30,
(Dollars in Millions) 2002 2001 2002 2001
Operating BaMINGS (B) - - -+« v vttt et ettt e e e e e $869.8 $818.6 $1,711.4  $1,615.9
Merger and restructuring-related items
Gains on the sale of PranChes . ... — 62.2 — 62.2
Integration, conversion and Other Charges . . ... ettt e e e e (71.6) (262.8) (145.8) (657.0)
Provision for Credit I0SSES () .« . oot e ettt — (201.3) — (367.9)
Pre-taX IMDACT . . o ot (71.6) (391.9) (145.8) (962.7)
Applicable tax benefit . ... 24.9 135.6 50.7 319.2
Total merger and restructuring-related items (after-tax) . .. ... (46.7) (256.3) (95.1) (643.5)
Cumulative effect of change in accounting principles (after-tax) .............o .. — - (37.2) -
Net income in accordance With GAAP . . . ..t e e $823.1  $5662.3 $1,579.1  § 9724

(a) The Company analyzes its performance on a net income basis in accordance with accounting principles generally accepted in the United States, as well as on an operating
basis before merger and restructuring-related items and cumulative effect of change in accounting principles referred to as “operating earnings.” Operating earnings are
presented as supplemental information to enhance the reader’s understanding of, and highlight trends in, the Company's financial results excluding the impact of merger and
restructuring-related items of specific business acquisitions and restructuring activities and cumulative effect of change in accounting principles. Operating earnings should not
be viewed as a substitute for net income and earnings per share as determined in accordance with accounting principles generally accepted in the United States. Merger
and restructuring-related items excluded from net income to derive operating earnings may be significant and may not be comparable to other companies.

(b)  Provision for credit losses in 2001 includes losses of $201.3 million on the disposition of an unsecured small business credit line portfolio, losses of $76.6 milion on the sales
of high loan-to-value home equity and indirect automobile loan portfolios and $90.0 million of charges to align credit policies and risk management practices.

Company’s ongoing integration efforts. Refer to the
“Acquisition and Divestiture Activity” section for
further information on the timing of acquisitions and
the “Noninterest Expense” section for further discussion
of merger and restructuring-related items.

The provision for credit losses was $670.0 million
for the first six months of 2002, compared with
$973.7 million for the first six months of 2001. The
provision for credit losses for the first six months of
2001 included $367.9 million of merger and
restructuring-related items and a $160.0 million
provision in the first quarter of 2001 related to an
accelerated loan workout strategy. The provision for
credit losses, excluding merger and restructuring-related
items, for the first six months of 2002 increased by
$64.2 million (10.6 percent) from the first six months of
2001, primarily reflecting higher net charge-offs given
the sluggish economic conditions.

The Company analyzes its performance on a net
income basis determined in accordance with accounting
principles generally accepted in the United States, as
well as on an operating basis before merger and
restructuring-related items and cumulative effect of
change in accounting principles referred to in this
analysis as “‘operating earnings.” Operating earnings
and related discussions are presented as supplemental
information in this analysis to enhance the reader’s
understanding of, and highlight trends in, the
Company’s core financial results excluding the effects of
discrete business acquisitions and restructuring activities.
Operating earnings should not be viewed as a substitute
for net income and earnings per share as determined in

accordance with accounting principles generally
accepted in the United States. Merger and restructuring-
related items excluded from net income to derive
operating earnings may be significant and may not be
comparable to other companies.

Acquisition and Divestiture Activity U.S. Bancorp and its
subsidiaries compose the organization created by the
acquisition by Firstar of USBM. The merger was
completed on February 27, 2001, and was accounted
for as a pooling-of-interests. Accordingly, all financial
information has been restated to include the historical
information of both companies. Each share of Firstar
stock was exchanged for one share of the Company’s
common stock while each share of USBM stock was
exchanged for 1.265 shares of the Company’s common
stock. The Company retained the U.S. Bancorp name.

Operating results for the first six months of 2002
reflected the following transactions accounted for as
purchases. On July 24, 2001, the Company acquired
NOVA, a merchant processor, in a stock and cash
transaction valued at approximately $2.1 billion. The
transaction, representing total assets acquired of
$2.9 billion and total liabilities assumed of
$773 million, was accounted for as a purchase. Included
in total assets were merchant contracts and other
intangibles of $650 million and the excess of purchase
price over the fair value of identifiable net assets
(“goodwill”) of $1.6 billion.

On September 7, 2001, the Company acquired
Pacific Century Bank in a cash transaction. The
acquisition included 20 branches located in Southern
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California with approximately $712 million in deposits
and $570 million in assets.

On April 1, 2002, the Company acquired
Cleveland-based The Leader Mortgage Company, LLC
(“Leader”), a wholly owned subsidiary of First Defiance
Financial Corp., in a cash transaction. The transaction,
representing total assets acquired of $527 million and
total liabilities assumed of $446 million, was accounted
for as a purchase. Included in total assets were MSRs
and other intangibles of $173 million and goodwill of
$12 million. Leader specializes in acquiring servicing of
loans originated for state and local housing authorities.
The purchase agreement allows for an additional
payment of up to $5 million if certain performance
criteria are met.

On July 22, 2002, the Company announced a
definitive agreement to acquire 57 branches in
California from Bay View Bank, a wholly owned
subsidiary of Bay View Capital Corporation, in a cash
transaction. This acquisition includes approximately
$3 billion in retail and small business deposits and
$376 million in selected loans, including single-family
residential mortgages, home equity loans and small
business loans primarily with depository relationships.
The transaction is subject to certain conditions but is
anticipated to close in the fourth quarter of 2002.

On August 13, 2002, the Company announced a
definitive agreement to acquire the corporate trust
business of State Street Bank and Trust Company in a
cash transaction valued at $725 million. This business is
a leading provider of corporate trust and agency services
to a variety of municipalities, corporations, government
agencies and other financial institutions serving
approximately 20,000 client issuances representing over
$689 billion of assets under administration. After the
acquisition, the Company will be among the nation’s
leading providers of a full range of corporate trust
products and services. The transaction is subject to
certain regulatory approvals and is expected to close in
the fourth quarter of 2002.

Refer to Notes 3 and 4 of the Notes to
Consolidated Financial Statements for additional
information regarding business combinations.

STATEMENT OF INCOME ANALYSIS

Net Interest Income The second quarter of 2002 net
interest income, on a taxable-equivalent basis, of
$1,689.8 million, compared with $1,574.8 million for
the second quarter of 2001, represented a

$115.0 million (7.3 percent) increase from a year ago.
Year-to-date net interest income on a taxable-equivalent
basis was $3,360.2 million, compared with

$3,139.1 million for the first six months of 2001. The
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second quarter and year-to-date average earning assets
increased $2.4 billion (1.6 percent) and $2.2 billion
(1.5 percent), respectively, over the comparable periods
of 2001. The growth in net interest income for the
second quarter was primarily driven by increases in the
investment portfolio, core retail loan growth and the
impact of acquisitions, partially offset by a $1.0 billion
reduction related to transfers of high credit quality, low
margin commercial loans to Stellar Funding Group, Inc.
(the “loan conduit”), a decline in residential mortgages
and the securitization of a discontinued unsecured small
business product in 2001. The net interest margin for
the second quarter of 2002 was 4.59 percent, compared
with 4.34 percent for the second quarter of 2001, while
the year-to-date net interest margin increased from

4.36 percent in 2001 to 4.60 percent in 2002. The
improvement in the net interest margin reflected the
funding benefit of the declining rate environment, a
more favorable funding mix and improving spreads due
to product repricing dynamics and loan conduit
transfers, partially offset by lower yields on the
investment portfolio.

Total average loans for the second quarter of 2002
were $5.5 billion (4.6 percent) lower than the second
quarter of 2001 and year-to-date average loans were
$6.7 billion (5.6 percent) lower than the first half of
2001. Year-over-year loan growth was impacted by
several management actions, including sales of indirect
automobile and high loan-to-value (“LTV”’) home
equity loans during the first quarter of 2001, the
securitization of a discontinued unsecured small business
product, branch divestitures, and transfers of high credit
quality, low margin commercial loans to the loan
conduit. In addition, the Company continued to reduce
its lower margin residential mortgage portfolio.
Excluding residential mortgage loans, average loans for
the second quarter and year-to-date for 2002 were
lower by $4.8 billion (4.4 percent) and $5.8 billion
(5.2 percent), respectively, than the same periods of
2001. On a core basis, average loans declined
approximately $3.9 billion (3.2 percent) for the second
quarter of 2002, compared with the second quarter of
2001, with growth in average retail loans more than
offset by declines in average residential mortgages and
commercial and commercial real estate loans.

Average investment securities for the second quarter
and the first six months of 2002 were higher by
$6.8 billion (31.8 percent) and $7.8 billion
(39.6 percent), respectively, than the same periods of
2001, reflecting the reinvestment of proceeds from loan
sales and declines in commercial and commercial real
estate loan balances. During the second quarter of
2002, the Company sold $2.4 billion of fixed-rate



Analysis of Net Interest Income

Three Months Ended June 30, Six Months Ended June 30,

(Dollars in Millions) 2002 2001 Change 2002 2001 Change
Components of net interest income

Income on earning assets (taxable-equivalent basis) ............... $23846 $2,8326  $448.0) $4,756.3 $5,860.1  $(1,103.8)

Expenses on interest-bearing liabilities . .. ......... ... L 694.8 1,257.8 (563.0) 1,396.1 2,721.0 (1,324.9)
Net interest income (taxable-equivalent basis). . ...................... $1,689.8 $15748 $1150 $3,360.2 $3,139.1 $ 221.1
Net interest income, as reported . ... ... $1680.8 $15580 $1228 $3,342.1 $3,103.8 $ 238.3
Average vields and rates paid

Earning assets yield (taxable-equivalent basis) .................... 6.47% 7.81% (1.34)% 6.52% 8.15% (1.63)%

Rate paid on interest-bearing liabilities . .. ...t 2.32 4.21 (1.89) 2.36 4.59 (2.23)
Gross interest margin (taxable-equivalent basis) . .............. ... ... 4.15% 3.60% .55% 4.16% 3.56% .60%
Net interest margin (taxable-equivalent basis) ........... ... ....... ... 4.59% 4.34% .25% 4.60% 4.36% 24%
Average balances

Investment secunties .. ... $ 28,016 $ 21,257 $6,759 $ 27325 $ 195675 $ 7,750

[ U 114,017 119,469 (5,452) 113,866 120,613 (6,747)

EamiNg @SSEtS .« oottt 147,641 145,289 2,352 146,797 144,581 2,216

Interest-bearing liabilities ........... . i 119,851 119,877 (26) 119,119 119,471 (352)

Net free fuNdS (8) ..o oo 27,790 25,412 2,378 27,678 25,110 2,568

(a)  Represents noninterest-bearing deposits, allowance for credit losses, non-earning assets, other liabilities and equity.

securities. A portion of the fixed-rate securities sold was
replaced with floating-rate securities in conjunction with
the Company’s interest rate risk management strategies.
Average noninterest-bearing deposits for the second
quarter and the first six months of 2002 were higher by
$2.8 billion (11.2 percent) and $3.3 billion
(13.8 percent), respectively, than the same periods of
2001. Average interest-bearing deposits for the second
quarter and the first six months of 2002 were lower by
$7.6 billion (9.2 percent) and $7.0 billion (8.5 percent),
respectively, than the same periods of 2001. Growth in
average savings products year-over-year was more than
offset by reductions in the average balances of higher
cost time certificates and time deposits greater than
$100,000. The decline in time certificates and time
deposits greater than $100,000 reflected funding
decisions toward more favorably priced wholesale
funding sources given the recent rate environment. Refer
to the Consolidated Daily Average Balance Sheet and
Related Yields and Rates on pages 42 and 43 for
further information on interest margin detail.

Provision for Credit Losses The provision for credit
losses was $335.0 million for the second quarter of
2002, compared with $441.3 million for the second
quarter of 2001. The provision for credit losses for the
second quarter of 2001 included $201.3 million of
merger and restructuring-related items primarily related
to discontinuing an unsecured small business product.
The provision for credit losses, excluding merger and
restructuring-related items, for the second quarter of

2002 increased by $95.0 million (39.6 percent), from
the second quarter of 2001, primarily reflecting higher
net charge-offs given the sluggish economic conditions.
The provision for credit losses in the first six months of
2002 was $670.0 million, a decrease of $303.7 million
from $973.7 million in the same period of 2001.
Included in the provision for credit losses during the
first six months of 2001 were merger and restructuring-
related provisions totaling $367.9 million consisting of:
a $90.0 million charge to align risk management
practices and charge-off policies and to expedite the
transition out of a specific segment of the healthcare
industry not meeting the risk profile of the Company; a
$76.6 million provision for losses related to the sales of
a high LTV home equity portfolio and an indirect
automobile loan portfolio; and the $201.3 million
provision associated with the discontinued unsecured
small business product. Excluding the merger and
restructuring-related provision, the provision for credit
losses for the first half of 2002 increased by

$64.2 million over the first half of 2001. Refer to the
“Corporate Risk Profile” section for further information
on provision for credit losses, net charge-offs,
nonperforming assets and other factors considered by
the Company in assessing the credit quality of the loan
portfolio and establishing the allowance for credit
losses.

Noninterest Income Noninterest income during the
second quarter of 2002 was $1,437.3 million, an
increase of $99.5 million (7.4 percent) from the second
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Y- Noninterest Income

(Dollars in Millions)

Three Months Ended Six Months Ended

Credit and debit card revenue .. ...
Corporate payment products reVENUE . . . ...t e et eeen
Merchant proCessing SEIVICES . .. v v vttt e e
ATM DroCESSING SEMVICES . v vttt et et e e e e et
Trust and investment management fees . ...,
Deposit SErviCe Charges . ..o v vt e
Cash management fees . . ...
Mortgage banking revenue . ... ...
Trading account profits and commISSIONS. .. ..ot
Investment products fees and COmMmMISSIONS .+ ..o ee e et

Total operating noninterest INCOME ..o oo v ev e
Merger and restructuring-related gains ...

Total noninterest INCoOMEe. .. ..o

June 30, June 30,

2002 2001 2002 2001
.................... $ 1312 $ 1188 $ 2405 $ 2278
.................... 82.5 774 167.7 166.2
.................... 144.4 31.4 278.0 61.7
.................... 33.5 33.0 64.4 64.6
.................... 234.9 228.0 459.2 453.0
.................... 170.2 176.7 322.8 323.2
.................... 104.3 84.9 208.5 161.7
.................... 75.4 57.0 127.4 106.2
.................... 49.5 56.8 99.4 1277
.................... 107.4 114.2 218.5 239.9
.................... 70.5 711 123.7 131.3
.................... 127.0 106.0 245.9 190.9
.................... 30.6 31.3 74.7 247.3
.................... 75.9 91.0 143.5 196.8
.................... 1,437.3 1,275.6 2,164.2 2,686.3
.................... — 62.2 — 62.2
.................... $1,437.3  $1,337.8 $2,764.2  $2,7485

quarter of 2001. For the six months ended June 30,
2002, noninterest income was $2,764.2 million,
compared with $2,748.5 million in 2001. During the
second quarter and for the first six months of 2001,
noninterest income included $62.2 million of merger
and restructuring-related gains in connection with the
sale of 14 branches representing $771 million in
deposits. Included in noninterest income during the
second quarter of 2002 and 2001 were net securities
gains of $30.6 million and $31.3 million, respectively.
For the first six months of 2002 and 2001, noninterest
income included net securities gains of $74.7 million
and $247.3 million, respectively.

Excluding merger and restructuring-related gains
and securities gains, second quarter 2002 noninterest
income was $1,406.7 million, an increase of
$162.4 million (13.1 percent) from the same quarter of
2001. For the first six months of 2002, noninterest
income, excluding merger and restructuring-related
gains and securities gains, was $2,689.5 million, an
increase of $250.5 million (10.3 percent) from
$2,439.0 million in the first six months of 2001. The
growth in noninterest income over the second quarter
and for the first six months of 2001 was primarily
driven by acquisitions, including NOVA, Pacific Century
Bank and Leader, which contributed approximately
$127.3 million of the favorable variance in the second
quarter. Increases in revenue associated with the
Company’s core banking products also contributed to
the strong revenue growth over the same periods of
2001. Credit and debit card revenue, corporate payment
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products revenue and ATM processing services were
higher in the second quarter and the first six months of
2002, compared with the same periods of 2001, by
$18.0 million (7.9 percent) and $14.0 million

(3.1 percent), respectively, primarily reflecting growth in
card usage. Merchant processing services revenue grew
by $113.0 million and $216.3 million, respectively, for
the second quarter and first six months year-over-year,
primarily due to the acquisition of NOVA. Trust and
investment management fees improved in the second
quarter and first six months of 2002 relative to a year
ago by $6.9 million (3.0 percent) and $6.2 million

(1.4 percent), respectively, primarily due to growth in
new business. Cash management fees and commercial
product revenue grew by $19.4 million (22.9 percent)
and $22.0 million (21.0 percent), respectively, for the
second quarter of 2002, and $46.8 million

(28.9 percent) and $55.0 million (28.8 percent),
respectively, for the first six months of 2002, compared
with the same periods of 2001. The increase in cash
management fees and commercial product revenue was
primarily driven by growth in core business, loan
conduit activities and product enhancements. In
addition to the impact of the acquisition of Leader,
mortgage banking revenue increased in the second
quarter and the first six months of 2002, compared
with the same periods of 2001, primarily due to gains
on the sale of servicing rights of $5.9 million during the
second quarter of 2002. Offsetting these favorable
variances were declining capital markets-related revenue
of $13.7 million (5.7 percent) and $57.3 million



(11.5 percent) for the second quarter and first six
months of 2002, respectively, compared with the same
periods of 2001, reflecting softness in the equity capital
markets, and a decline in deposit service charges of
$6.5 million (3.7 percent) during the second quarter of
2002. Although essentially unchanged for the second
quarter, net securities gains for the first six months of
2002 declined $172.6 million (69.8 percent), compared
with the first six months of 2001.

Noninterest Expense Second quarter of 2002 noninterest
expense was $1,520.4 million, a decrease of

$74.3 million (4.7 percent) from the second quarter of
2001. During the second quarter of 2002, noninterest
expense included $71.6 million of merger and
restructuring-related charges, compared with

$252.8 million for the second quarter of 2001. Year-to-
date noninterest expense was $2,957.2 million, a
decrease of $436.0 million (12.8 percent) from the first
six months of 2001. Year-to-date noninterest expense
included $145.8 million of merger and restructuring-
related charges, compared with $657.0 million for the
same period of 2001. Also included in the June 30,
2001, year-to-date noninterest expense was

$36.8 million relating to partnership and equity
investments. Second quarter of 2002 noninterest

LR Noninterest Expense

expense, excluding merger and restructuring-related
charges, totaled $1,448.8 million, an increase of
$106.9 million (8.0 percent) from the second quarter of
2001. On a year-to-date basis, noninterest expense,
excluding merger and restructuring-related charges,
totaled $2,811.4 million, an increase of $75.2 million
(2.7 percent) from the first half of 2001. The increase in
noninterest expense from a year ago was primarily due
to the costs associated with recent acquisitions,
including NOVA, Pacific Century and Leader, which
accounted for approximately $113.5 million of the
increase in the second quarter of 2002. In addition, the
second quarter of 2002 included $14.3 million of MSR
impairment and higher expenses due to core banking
growth. Offsetting the increases in expense were cost
savings attributable to the Company’s ongoing
integration activities and the impact of adopting new
accounting standards relating to business combinations
and the amortization of intangibles.

Merger and Restructuring-Related Items Earnings in the
second quarter of 2002 included pre-tax merger and
restructuring-related items of $71.6 million ($46.7
million after taxes), compared with $391.9 million
($256.3 million after taxes) in the same quarter a year
ago. Total merger and restructuring-related items for the

Three Months Ended Six Months Ended

June 30, June 30,

(Dollars in Milions) 2002 2001 2002 2001
SBIAMES « vttt e $ 6076 $ 5705 $1,195.9  $1,161.0
EMployee Denefits . . ..ot 91.1 90.7 187.5 198.8
NET OCCUDANCY .+« v ettt 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 101.8 101.4 201.9 211.56
FUMITUe and EQUIDMIENT . . . .ottt e e e e e e e e e e e e e 77.0 74.9 1563.9 151.8
Professional SEIVICES . . . . oottt 36.2 30.6 63.7 61.2
Advertising and Markeling. . . .o oot 27.7 32.7 51.2 64.9
Travel and entertainment . . . . oot e 231 24.6 41.2 49.7
Capitalized SOfWAIE . . ...ttt e e 37.7 33.2 76.1 63.3
DatA PrOCESSING .« o v vttt et et e e e e e e 26.6 14.5 51.7 41.3
COMMUNICATION .+« et e ettt e e e e e e e e e e e e e et e 441 50.3 89.8 89.0
PO AgE v vt 44.4 43.8 91.0 90.7
PTG et 18.2 18.3 38.9 39.4
GOOAWIIL e e — 58.6 — 126.4
Other INtaNgIDIE ASSELS .« . v vt ettt e e e e e 104.7 54.0 184.9 100.6
(101 PP 208.6 143.8 383.7 286.6

Total operating NONINEIESt EXPENSE . . . o v vt ettt e e e e e 1,448.8 1,341.9 2,811.4 2,736.2
Merger and restructuring-related Charges . . ..« v vt e 71.6 252.8 145.8 657.0

Total NONINEIEST XDENSE . . o ottt et e e e e e $1,520.4  $1,594.7 $2,957.2  $3,393.2
EffICIBNCY TaHO (). . . o oottt e e e e e 49.1% 55.3% 48.9% 60.2%
Efficiency ratio, operating Dasis (D) . ... ..oot it 46.8 47.6 46.5 49.1
Banking efficiency ratio, operating basis (D) (C) .+ ...ttt 43.3 42.7 42.9 44.2

(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.
(b) Operating basis represents the efficiency ratios excluding merger and restructuring-related items.

(c) Without investment banking and brokerage activity.
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second quarter of 2002 included $60.5 million of net
expense associated with the Firstar/USBM merger. In
addition, $11.1 million of expense was included in the
second quarter of 2002 related to the integration of
NOVA and other smaller acquisitions. On a year-to-date
basis, merger and restructuring-related items, on a pre-
tax basis, totaled $145.8 million ($95.1 million after
taxes), compared with $962.7 million ($643.5 million
after taxes) for the same period of 2001.

Merger and restructuring-related items associated
with the Firstar/USBM merger in the second quarter of
2002 were primarily related to systems conversions and
integration and asset write-downs and lease
terminations. Offsetting a portion of these costs were
asset gains on the sale of a non-strategic investment in a
sub-prime mortgage lending business. Total merger and
restructuring-related items associated with the Firstar/
USBM merger are expected to approximate $1.4 billion.
In connection with the acquisition of NOVA, the
Company anticipates total merger and restructuring-
related items of approximately $70.3 million to be
incurred through 2003.

Refer to Notes 3 and 4 of the Notes to
Consolidated Financial Statements for further
information on these acquired businesses and merger
and restructuring-related items.

Income Tax Expense The provision for income taxes was
$439.6 million (an effective rate of 34.8 percent) for the
second quarter of 2002 and $862.8 million (an effective
rate of 34.8 percent) for the first six months of 2002,
compared with $297.5 million (an effective rate of

34.6 percent) and $513.0 million (an effective rate of
34.5 percent) for the same periods of 2001. On an
operating basis (excluding the impact of merger and
restructuring-related items and the cumulative effect of
change in accounting principles), the provision for
income taxes was $464.5 million (an effective rate of
34.8 percent) for the second quarter of 2002 and
$913.5 million (an effective rate of 34.8 percent) for the
first six months of 2002, compared with $433.1 million
(an effective rate of 34.6 percent) and $832.2 million
(an effective rate of 34.0 percent) for the same periods
of 2001. The increase in the effective rate is primarily
due to the impact of adopting new accounting standards
related to the amortization of goodwill.

BALANCE SHEET ANALYSIS

Loans The Company’s total loan portfolio was

$114.6 billion at June 30, 2002, compared with
$114.4 billion at December 31, 2001, an increase of
$165 million (.1 percent). Commercial loans, including
lease financing, totaled $44.5 billion at June 30, 2002,
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compared with $46.3 billion at December 31, 2001, a
decrease of $1,839 million (4.0 percent). The
Company’s portfolio of commercial mortgages and
construction loans was $25.3 billion at June 30, 2002,
essentially flat, compared with $25.4 billion at
December 31, 2001. The decrease in commercial and
commercial real estate loans was primarily driven by
lower loan origination and lending activity given the
current economic environment. Residential mortgages
held in the loan portfolio were $8.1 billion at June 30,
2002, compared with $7.8 billion at December 31,
2001, an increase of $278 million (3.6 percent). Total
retail loans outstanding, which include credit card, retail
leasing, home equity and second mortgages and other
retail loans, were $36.7 billion at June 30, 2002,
compared with $34.9 billion at December 31, 2001.
The increase of $1.8 billion (5.2 percent) was driven by
an increase in home equity lines during the recent
declining rate environment and an increase in the retail
leasing business. This growth was partially offset by a
decline in credit card activity due to seasonality.

Loans Held for Sale At June 30, 2002, loans held for
sale, consisting primarily of residential mortgages to be
sold in the secondary markets, were $1.9 billion,
compared with $2.8 billion at December 31, 2001. The
$890 million (31.6 percent) decrease primarily reflected
the strong mortgage loan origination volume in late
2001 driven by record low rate levels and high
refinancing activity relative to the first six months of
2002.

Investment Securities At June 30, 2002, investment
securities, both available-for-sale and held-to-maturity,
totaled $30.7 billion, compared with $26.6 billion at
December 31, 2001. This $4.1 billion (15.3 percent)
increase reflected the reinvestment of proceeds from
loan sales and declines in commercial and commercial
real estate loan balances. During the first six months of
2002, the Company sold $6.1 billion of fixed-rate
securities. A portion of the fixed-rate securities sold was
replaced with floating-rate securities in conjunction with
the Company’s interest rate risk management strategies.

Deposits Total deposits were $105.1 billion at June 30,
2002, essentially flat, compared with $105.2 billion at
December 31, 2001. Noninterest-bearing deposits were
also essentially flat at $31.3 billion at June 30, 2002,
compared with $31.2 billion at December 31, 2001.
Interest-bearing deposits totaled $73.8 billion at

June 30, 2002, compared with $74.0 billion at
December 31, 2001. The decline in interest-bearing
deposits was driven by declines in higher cost time
certificates (7.6 percent) and money market accounts
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(3.8 percent), which were partially offset by an increase
in domestic time deposits greater than $100,000

(27.0 percent). The decline in time certificates of
deposits less than $100,000 reflected funding decisions
toward more favorably priced wholesale funding sources
given the recent lower rate environment.

Borrowings Short-term borrowings, which include
federal funds purchased, securities sold under
agreements to repurchase and other short-term
borrowings, were $9.2 billion at June 30, 2002,
compared with $14.7 billion at December 31, 2001.
The decrease of $5.5 billion (37.6 percent) in short-term
borrowings reflected a shift toward longer-term funding
sources in connection with certain asset/liability
decisions related to the management of interest rate risk
given the historically low rate environment. Long-term
debt was $33.0 billion at June 30, 2002, compared with
$25.7 billion at December 31, 2001. The $7.3 billion
(28.4 percent) increase in long-term debt included the
issuance of $1.0 billion of fixed-rate subordinated notes
in February 2002, the $5.4 billion issuance of medium-
term and long-term bank notes and the issuance of
$3.1 billion in long-term Federal Home Loan Bank
advances in the first six months of 2002. The increase
in long-term debt was partially offset by repayments
and maturities of $2.4 billion during the first six
months of 2002.

On August 6, 2002, the Company repurchased
approximately $1.4 billion in aggregate principle at
maturity of its convertible senior notes. Refer to
Note 10 of the Notes to Consolidated Financial
Statements for additional information regarding long-
term debt.

CORPORATE RISK PROFILE

Overview Managing risks is an essential part of
successfully operating a financial services company. The
most prominent risk exposures are credit, interest rate,
market and liquidity. The Company also has exposure
related to changes in residual valuations and ongoing
operational activities. Credit risk is the risk of not
collecting the interest and/or the principal balance of a
loan or investment when it is due. 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 account and
available-for-sale securities that are accounted for on a
mark-to-market basis. Liquidity risk is the possible
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inability to fund obligations to depositors, investors and
borrowers. 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
such as fraud, legal risk, processing errors and breaches
of internal controls.

Credit Risk Management The Company’s strategy for
credit risk management includes stringent, centralized
credit policies, and uniform underwriting criteria for all
loans, including specialized lending categories such as
mortgage banking, commercial real estate and real
estate construction financing, leveraged financing and
consumer credit. The strategy also emphasizes
diversification on a geographic, industry and customer
level, regular credit examinations and quarterly
management reviews of large loans and 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. Commercial banking
operations rely on a strong credit culture that combines
prudent credit policies and individual lender
accountability. In addition, the commercial lenders
generally focus on middle market companies within
their regions or niche national markets. The Company
utilizes a credit risk rating system to measure the credit
quality of individual commercial loan transactions and
regularly forecasts potential changes in risk ratings and
nonperforming status. The risk rating system is intended
to identify and measure the credit quality of lending
relationships. In the Company’s retail banking
operations, standard credit scoring systems are used to
assess consumer credit risks and to price consumer
products accordingly. The Company also engages in
nonlending activities that may give rise to credit risk,
including interest rate swap contracts for balance sheet
hedging purposes, foreign exchange transactions and
interest rate swap contracts for customers, and the
processing of credit card transactions for merchants.
These activities are also subject to a credit review,
analysis and approval processes.

In evaluating its credit risk, the Company considers
changes, if any, in underwriting activities, the loan
portfolio composition (including product mix and
geographic, industry or customer-specific
concentrations), trends in loan performance, the level of
allowance coverage and macroeconomic factors.
Generally, the domestic economy has experienced
slower growth since late 2000. During 2001, corporate
earnings weakened and credit quality indicators among
certain industry sectors deteriorated. Large corporate
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and middle market commercial businesses announced or
continued to implement restructuring activities in an
effort to improve operating margins. In response to
declining economic conditions and Company-specific
portfolio trends, the Company initiated several actions
during 2001, including aligning the risk management
practices and charge-off policies of the Company,
restructuring a specific segment of its healthcare
portfolio, selling certain consumer loan portfolios and
discontinuing an unsecured small business product that
was not aligned with the product offerings of the
Company. The Company also implemented accelerated
loan workout strategies for certain commercial credits
and increased the allowance for credit losses. In 2001,
the Federal Reserve Board initiated actions to stimulate
economic growth through a series of interest rate
reductions. During the first six months of 2002,
economic conditions have improved somewhat and
Company-specific portfolio trends have stabilized
relative to the third and fourth quarters of 2001. As a
result of the Company’s accelerated workout strategies
and other credit related initiatives, unfunded
commitments to higher risk customers or industries have
been reduced, and the risk profile of the commercial
loan portfolio has improved since December 31, 2001.
However, trends in net charge-offs may continue at
elevated levels until the economy is more robust and
experiences sustainable growth.

Analysis of Net Loan Charge-offs Total net loan charge-
offs were $330.5 million and $665.5 million during the
second quarter and the first six months of 2002,

respectively, compared with net charge-offs of

$240.3 million and $717.4 million, respectively, for the
same periods of 2001. Included in the 2001 year-to-date
net charge-offs were $90.0 million of merger and
restructuring-related write-offs taken to conform risk
management practices, align charge-off policies and
expedite the transition out of a specific segment of the
healthcare portfolio not meeting the risk profile of the
Company. The 2001 year-to-date net charge-offs also
included $160.0 million of charge-offs taken in the first
quarter of 2001 related to the Company’s accelerated
loan workout strategy. The level of net charge-offs
during the second quarter and the first six months of
2002 reflected the impact of economic conditions and
continued stress in various industry sectors.
Management expects net charge-offs to remain at
elevated levels but expects a lower trend by the end of
the year.

Commercial and commercial real estate loan net
charge-offs were $152.2 million (.88 percent of average
loans outstanding) for the second quarter of 2002,
compared with $86.9 million (.45 percent of average
loans outstanding) for the second quarter of 2001.
Commercial and commercial real estate loan net charge-
offs for the first half of 2002 were $315.5 million
(.91 percent of average loans outstanding), compared
with $406.1 million (1.04 percent of average loans
outstanding) for the first half of 2001. Commercial and
commercial real estate loan net charge-offs during the
first six months of 2001 included $255.0 million in
merger and restructuring-related charge-offs and

Net Charge-offs as a Percent of Average Loans Outstanding

Three Months Ended Six Months Ended

June 30, June 30,
2002 2001 2002 2001
Commercial
COMMEITIAL . o e e s e e e e e e e e e e 1.14% .66% 1.19% 1.51%
LeaSE fINANCING .+« . e e ettt e 2.62 62 2.39 .99
Total COMMETCIAL . . . oo e e e e e e e e 1.32 .66 1.34 1.45
Commercial real estate
Commercial MOMGATES .« . .« v vttt ettt e e e et e e e 13 — 16 .30
Construction and development . . . ... .02 14 07 .09
Total commercial real EState .. ... .o 10 .04 14 24
Residential mortgages. ... ... ... ... . . .. 19 15 16 15
Retail
Credit Card . . .ot 5.23 4.86 5.03 4.51
REtall I88SING .+« v et et e et 62 .63 73 .61
Home equity and SeCoNd MOMGAGES -« .+« « v vttt et e e e ettt Nad .66 81 .78
OtNer retall . . .ot 2.24 1.98 2.23 2.1
Total retall ..ottt 1.93 1.83 1.94 1.85
TOtAl 08NS . o o ettt 1.16% 81% 1.18% 1.20%
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charge-offs associated with the Company’s accelerated
loan workout strategy. Excluding net charge-offs
associated with merger and restructuring-related items,
commercial and commercial real estate loan net charge-
offs were .91 percent of average loans outstanding for
the first six months of 2002, compared with .80 percent
for the first six months of 2001. The increase in
commercial and commercial real estate loan net charge-
offs reflected continued stress in the transportation,
manufacturing, communications and technology sectors
as well as leveraged enterprise financings.

Retail loan net charge-offs were $174.4 million and
$343.4 million during the second quarter and the first
six months of 2002, respectively, compared with
$150.1 million and $304.8 million, respectively, for the
same periods of 2001. As a percent of average retail
loans outstanding, retail loan net charge-offs were
1.93 percent and 1.94 percent, respectively, for the
second quarter and the first six months of 2002,
compared with 1.83 percent and 1.85 percent,
respectively, for the second quarter and the first six
months of 2001. Higher net charge-offs were
experienced in credit card, home equity and second
mortgages and other retail loan categories relative to a
year ago driven by the deterioration in economic
conditions impacting consumers.

Analysis of Nonperforming Assets Nonperforming assets
include nonaccrual loans, restructured loans, other real
estate and other nonperforming assets owned by the
Company. Interest payments are typically applied
against the principal balance and not recorded as
income. At June 30, 2002, nonperforming assets totaled
$1,147.7 million, compared with $1,120.0 million at
December 31, 2001. The ratio of nonperforming assets
to loans and other real estate was 1.00 percent at
June 30, 2002, compared with a ratio of .98 percent at
December 31, 2001. Nonperforming assets are expected
to remain at elevated levels for the remainder of the
year and may increase in the third quarter of 2002,
primarily related to the telecommunications and cable
industry sectors and leveraged enterprise financings. The
Company does not expect to see a significant reduction
in the level of nonperforming assets until the economy
rebounds.

Accruing loans 90 days or more past due at
June 30, 2002, totaled $392.6 million, compared with
$462.9 million at December 31, 2001. These loans were
not included in nonperforming assets and continue to
accrue interest because they are secured by collateral
and/or are in the process of collection and are
reasonably expected to result in repayment or
restoration to current status. Retail loans 30 to 89 days
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or more past due were 2.51 percent of the retail loan
portfolio at June 30, 2002, compared with 3.30 percent
at December 31, 2001. The percentage of retail loans
90 days or more past due was .74 percent of total retail
loans at June 30, 2002, compared with 1.03 percent at
December 31, 2001. The improvement in retail loan
delinquencies primarily reflected continued focus on
collection efforts.

Analysis and Determination of the Allowance for Credit
Losses The allowance for credit losses provides coverage
for probable losses inherent in the Company’s loan
portfolio. Management evaluates the allowance each
quarter to determine that it is adequate to cover
inherent losses. The evaluation of 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.

The allowance for credit losses was
$2,466.4 million (2.15 percent of total loans) at
June 30, 2002, compared with $2,457.3 million
(2.15 percent of total loans) at December 31, 2001.
Several factors were taken into consideration in
evaluating the allowance for credit losses including the
risk profile, extent of net charge-offs during the quarter,
the trends in nonperforming assets, the decline in
accruing loans 90 days past due and the improvement
in retail delinquencies from the 30 to 89 days category.
Management also considers recent changes in economic
trends including corporate earnings, unemployment
rates, bankruptcies and economic growth since
December 31, 2001. The ratio of allowance for credit
losses to nonperforming loans was 241 percent at
June 30, 2002, relatively unchanged from a coverage
ratio of 245 percent at December 31, 2001. The
Company has determined that the allowance for credit
losses is adequate.

Interest Rate Risk Management The Company manages
its exposure to adverse changes in interest rates through
asset and liability management activities within
guidelines established by its Asset/Liability Policy
Committee (“ALPC”). The Company limits the
exposure of interest rate sensitive revenues, which
includes both net interest income and selected other
income, associated with interest rate movements
through asset/liability management strategies. ALPC
uses simulation modeling and market value of equity as
the primary methods for measuring and managing
consolidated interest rate risk.

Interest Sensitive Revenue Simulation The Company
performs simulation analysis to estimate the impact of
changes in interest rates on net interest income and
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interest sensitive revenue. The model, which is updated
monthly, incorporates substantially all of the
Company’s assets and liabilities, off-balance sheet
instruments and selected fee based revenues, together
with forecasted changes in the balance sheet and
assumptions that reflect the current interest rate

Nonperforming Assets (a)

environment. ALPC also calculates the sensitivity of the
simulation results to changes in key assumptions, such
as the Prime/LIBOR spread or core deposit repricing.
The results from the simulation are reviewed by ALPC
monthly and are used to guide ALPC’s hedging
strategies. ALPC guidelines, approved by the Company’s

June 30, December 31,

(Dollars in Millions) 2002 2001
Commercial
COMMEICIAL .+« et ettt e e e e e e e e e e e e e e e e e e e $ 549.9 $ 526.6
LEaSE fIMANCING .+« v vttt ettt ettt e e e e e e e 202.0 180.8
Total COMMETTIAL « . et e e e e e 751.9 707.4
Commercial real estate
ComMMENCIAl MOMGATES .+« v vt ettt e e ettt e e e e e e e e e e e e e e e 133.6 131.3
Construction and AeVelOpMENT . . . ... 43.4 35.9
Total commercial real ESTALE . . . ..ottt 177.0 167.2
Residential mortgages . ......... ... 62.0 79.1
Retail
RETAII IEASING .+« v v v ettt e e 4 6.5
ONEr TEEaIL. o e e e 33.9 411
TOtal Tt ot 34.3 47.6
Total NONPEITOMING I0BNS . « . . v vt ettt e e e e e e e e e e e e e e e e e e e e 1,025.2 1,001.3
Other real estate . ... ... . . 49.8 43.8
Other a@ssets .. ... 72.7 74.9
Total NONPEMOMING BSSEIS .+ vttt ettt et e et e et e e e e e et e e e et $1,147.7 $1,120.0
Accruing loans 90 days or more pPast dUe (D) . ... ..ot $ 3926 $ 462.9
Nonperforming 10ans 10 T0Tal 08NS . . . .« .o oot .89% .88%
Nonperforming assets to total loans plus other real estate . ... ...t e 1.00 .98

Delinquent Loan Ratios (c)

June 30, December 31,

90 days or more past due 2002 2001
Commercial
COMMEICIAL .+« e et ettt e e e e e e e e e e e e e e e e e 1.63% 1.44%
LEaSE fIMANCING .« .+ v vttt ettt e e e e e 3.61 3.53
Total COMMEICIAL .« v v ettt et e et e e e e e e e e e e e e e e e e e e e e 1.79 1.71
Commercial real estate
COMMEICIAl MOMGAGES .+ .+« + e ettt ettt e e e et e e e e e e e e e e e e e e e 78 73
Construction and AEVEIODMENT . . . . .ottt et et e e e e e e 1.07 .56
Total commerCial real BSTATE . . . ...t .85 .68
Residential mortgages ... ... ... . 1.64 1.79
Retail
[T 0= P 1.76 2.18
REtall 88SING . . . et 1 24
{101 = = 64 .92
TOtal TRt .« . et 74 1.03
TOtAl 0BNS . et ettt 1.24% 1.28%

(@ Throughout this document, nonperforming assets and related ratios do not include accruing loans 90 days or more past due.
(b) These loans are not included in nonperforming assets and continue to accrue interest because they are secured by collateral and/or are in the process of collection and are

reasonably expected to result in repayment or restoration to current status.

(c) Ratios include nonperforming loans and are expressed as a percent of ending loan balances.
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Summary of Allowance for Credit Losses

Three Months Ended

Six Months Ended

June 30, June 30,
(Dollars in Millions) 2002 2001 2002 2001
Balance at beginning of period .. ... $2,461.5  $1,729.1 $2,457.3  $1,786.9
Charge-offs
Commercial
COMMEICIAL .« .« vt ettt e e e e e 136.6 86.2 267.6 369.4
LEaSE fINANCING .+« v vttt et e e e e e e 45.4 16.3 87.4 44.4
Total COMMEICIAl . ..ottt et e e 182.0 101.5 355.0 413.8
Commercial real estate
Commercial MOMGATES .+« v v v vttt ettt ettt e e e e et 8.3 4.0 18.3 35.5
Construction and development . . ... 5 2.7 2.5 4.1
Total commercial real estate ... ... 8.8 6.7 20.8 39.6
Residential MOrgages . . ..ot 4.8 4.3 8.9 8.2
Retall
Credit Card . ..o 79.8 4.7 162.7 139.2
REtall I88SING .+« v vttt e et 11.0 8.2 22.7 1561
Home equity and SECONd MOMGAGES « « « « v v vt vttt e e et e et e e 27.4 22.1 56.2 52.8
Other retall . .. 79.2 73.3 163.4 157.8
Total retall ... 197.4 178.3 394.0 364.9
Total charge-0ffs ...t 3938.0 290.8 778.7 826.5
Recoveries
Commercial
COMMETCIAL .+ o ettt e e e e e e e e e 26.0 10.7 36.5 23.6
LeaSE fINANCING .« .« v e ettt et 10.2 6.2 20.1 15.7
Total COMMENCIAl . ... e 36.2 16.9 56.6 39.3
Commercial real estate
Commercial MOMGATES .+« v vttt ettt et ettt e e e e e e 2.3 4.2 3.5 7.2
Construction and development . . ... 1 2 2 .8
Total commercial real estate . ...t 2.4 4.4 3.7 8.0
Residential mortgages . . ..o v v v 9 1.0 2.3 1.7
Retall
Credit Card ..ottt 6.4 6.2 12.3 12.9
REtal 18ASING « + v v v ettt e e et e 2.7 1.2 3.9 1.9
Home equity and seconNd MOMGAgES . « .« v v v ottt et e ettt 2.1 3.4 3.8 7.6
Other retall . .o 11.8 17.4 30.6 37.7
Total retall .o 23.0 28.2 50.6 60.1
TOMal FECOVENIES . vttt et e e e e e e e 62.5 50.5 113.2 109.1
Net Charge-offs
Commercial
COMMETCIAL .+« e ettt et et e e e e e e e 110.6 75.5 231.1 345.8
LeaSe fiNANCING .« « .« et e et e et e 35.2 9.1 67.3 28.7
Total COMMETCIAl . ..ottt e e 145.8 84.6 298.4 374.5
Commercial real estate
Commercial MOMGATES .+« v v v vttt ettt ettt et e et 6.0 (.2) 14.8 28.3
Construction and development . ... 4 2.5 2.3 3.3
Total commercial real estate ... ... 6.4 2.3 171 31.6
Residential MOorMgages . . ..ot 3.9 3.3 6.6 6.5
Retall
Credit Card ..ot 738.4 68.5 140.4 126.3
Retall [6aSINg . . .ot 8.3 7.0 18.8 13.2
Home equity and SeCONd MOMGATES « « « + « v v vttt e e e e et e e et 25.3 18.7 51.4 452
Other retall . .. 67.4 55.9 132.8 120.1
Total retall v 174.4 150.1 343.4 304.8
Total net charge-offs . ... 330.5 240.3 665.5 717.4
Provision for Credit I0SSES . .« v v vttt e 335.0 441.3 670.0 973.7
Losses from loan sales/transfers . . ... — (214.4) — (328.0)
Acquisitions and Other CRaNGES . . . . oot e 4 — 4.6 5
Balance at end of Period . ... ... . $2,466.4  $1,715.7 $2,466.4  $1,715.7
Allowance as a percentage of:
Period-ENd I08NS . . . v ettt 2.15% 1.45%
NONPEfOrMING I08NS. . . o o ettt e e e 241 156
NONPEMOMING ASSELS. . . o vttt ettt e et e e e e 215 141
Annualized net charge-offS. . . ..o ot e 186 178
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Board of Directors, limit the estimated change in
interest rate sensitive income to 5.0 percent of
forecasted rate sensitive revenue given a 300 basis point
change in interest rates occurring over a 12-month time
period. Given the low level of rates, currently the down
300 basis points scenario cannot be computed. In
simulations as of June 30, 2002, the interest rate risk
position of the Company was relatively neutral as the
impact of an upward movement in rates of 300 basis
points over a 12-month period resulted in less than

1.0 percent change in net interest income. Given the
current low level of rates, the down 300 basis point
scenario cannot be computed. At June 30, 2002, the
Company was well within policy guidelines.

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. The amount of market value risk is
subject to a limit, approved by the Company’s Board of
Directors, of a 15 percent change for an immediate

200 basis point rate shock. Given the low level of rates,

iE Xl Derivative Positions

currently the down 200 basis point scenario cannot be
computed. ALPC reviews other down-rate scenarios to
evaluate the impact of falling rates.

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. The results
of the valuation analysis as of June 30, 2002, were well
within policy guidelines.

Use of Derivatives to Manage Interest Rate Risk In the
ordinary course of business, the Company enters into
derivative transactions to manage interest rate risk and
to accommodate the business requirements of its
customers. 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. In connection with its
mortgage banking operations, the Company enters into
forward commitments to sell mortgage loans related to

Weighted-
Average
Asset and Liability Management Positions Maturing ‘ Remaining
Fair Maturity
June 30, 2002 (Dollars in Millions) 2002 2003 2004 2005 2006 Thereafter Total Value In Years
Recelve fixed/pay floating swaps
Notional amount . ... $5273 $ 736 B 473  P$1,361  P370  $10,060 $18,273  $449.4 6.25
Weighted-average
Recelverate ...t 4.98% 6.01% 6.86% 6.00% 4.83% 5.85% 5.62%
Payrate ... 1.86 1.89 1.87 2.05 1.84 2.10 2.01
Pay fixed/receive floating swaps
Notional amount .. .....oovv i $ —  $2200 $2050 B 365 $ — 3 —  $ 46156 $(39.2 1.67
Weighted-average
Recelverate ...t —% 1.84% 1.85% 1.98% —% —% 1.86%
Payrate ... — 2.74 3.81 4.28 — — 3.34
Future and forwards . ..........ouoeoieiii 2846 $§ - $ - $ - - 3 — $284 $@277) 9% 13
OptioNS . oo — — — — 45 — 45 — 4.38
Intermediated for Customers
Recelve fixed/pay floating swaps
Notional amount .......c.ooveiii i $ 166 B 778 $ 407 $ 551 $491 $ 886 $3268 $ 99.0 3.83
Pay fixed/receive floating swaps
Notional amount ........ooveiiii i 155 773 407 551 491 944 3,321 (85.3) 3.92
Basis sWaps. . .. — — 2 — — — 2 — 2.18
OPHONS .« v e e e 391 603 74 21 30 73 1,192 — 1.25
Foreign exchange contracts
PUCNESE « . e 1,110 874 1 — — — 1,985 99.7 25
SEll 1,117 847 1 — — — 1,965 (108.9) 25
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fixed-rate mortgage loans held for sale and fixed-rate
mortgage loan commitments.

The Company acts as an intermediary for interest
rate swaps, options, caps, floors and foreign exchange
contracts on behalf of customers. The Company
minimizes its market and liquidity risks by taking
offsetting positions.

All interest rate derivatives that qualify for hedge
accounting are recorded at fair value as other assets or
liabilities on the balance sheet and 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 are 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 are recorded.
Intermediated interest rate swaps, foreign exchange
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 the trading
account gains or losses.

By their nature, derivative instruments are subject
to market risk. The Company does not utilize derivative
instruments for speculative purposes. Of the Company’s
$25.8 billion of total notional amount of non-
intermediated derivative positions at June 30, 2002,
$25.7 billion was designated as either fair value or cash
flow hedges of certain variable-rate LIBOR loans, fixed-
or floating-rate debt and deposit obligations, trust
preferred securities and fixed-rate mortgage loans.

Derivative instruments are also subject to credit risk
associated with counterparties to the derivative
contracts. The Company manages this risk through
diversification of its derivative positions among various
counterparties, requiring collateral to support certain
credit exposures, entering into master netting
agreements in certain cases, and having a portion of its
derivatives in exchange-traded instruments.

Of the Company’s $339.7 million of accumulated
other comprehensive income at June 30, 2002,
$71.2 million was related to unrealized gain on
derivatives classified as cash flow hedges. The gain will
be reclassified from accumulated other comprehensive
income into earnings when the related cash flows or
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transactions occur. The reclassifications from other
comprehensive income into interest income are offset by
the related hedged item. The Company has determined
that the occurrence of these transactions continues to be
probable. The estimated amount of gain to be
reclassified from accumulated other comprehensive
income into earnings during the remainder of 2002 and
the next 12 months is $9.2 million and $18.3 million,
respectively.

Gains or losses on intermediated derivative
positions for customers were not material for the period
ending June 30, 2002. The change in the fair value of
non-intermediated derivative positions attributed to
hedge ineffectiveness was not material for the period
ending June 30, 2002.

Table 9 summarizes information on the Company’s
derivative positions at June 30, 2002.

Market Risk Management Market risk is subject to
regular monitoring by management. The Company uses
a value-at-risk (“VaR”’) model to measure and manage
market risk in its trading activities. The VaR model uses
an estimate of volatility appropriate to each instrument
and a ninety-ninth percentile adverse move in the
underlying markets. The Company establishes market
risk limits, subject to approval by the Company’s Board
of Directors. The Company’s VaR limit was $40 million
at June 30, 2002. The market valuation risk inherent in
its customer-based derivative trading, mortgage banking
pipeline, broker-dealer activities (including equities,
fixed-income, and high-yield securities) and foreign
exchange, as estimated by the VaR analysis, was

$11.2 million at June 30, 2002.

In addition to the VaR analysis, the Company
imposes stop loss limits and position limits. A stress-test
model is used to provide management with perspective
on market events that a VaR model does not capture. In
each case, the historical worst performance of each asset
class is observed and applied to current trading
positions.

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
funds. Ultimately, public confidence is generated
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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 a long-term and short-term
perspective, 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. ALPC periodically
reviews the Company’s ability to meet funding
deficiencies due to adverse business events. These
funding needs are then matched with specific asset-based
sources to ensure sufficient funds are available. Also,
strategic liquidity policies require diversification of
wholesale funding sources to avoid concentrations in
any one market source. Subsidiary banks are members
of various Federal Home Loan Banks that provide a
source of funding through FHLB advances. The
Company maintains a Grand Cayman office 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, it has
access to national fed funds, funding through
repurchase agreements and sources of more stable,
regionally based certificates of deposit.

Asset securitization and conduits represent another
source of funding the Company’s growth through off-
balance sheet structures. At June 30, 2002, the
Company had two off-balance sheet conduits that hold
high-grade assets. The conduits, which are funded by
issuing commercial paper, held average assets of
$15.9 billion during the second quarter of 2002,
including participations in commercial loans,
commercial paper and investment securities. The
Company provides liquidity facilities to both conduits
and credit enhancement to the loan conduit that may be
triggered by certain events. Based on the current
performance of each structure, the Company does not
anticipate that these triggers will occur in the
foreseeable future. Included in noninterest income in the
second quarter and first six months of 2002 was
$40 million and $84 million, respectively, of revenue
related to these conduits, including fees for servicing
activities, liquidity facilities and credit enhancements.

At June 30, 2002, the Company had two asset-
backed securitizations to fund certain indirect
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automobile loans and an unsecured small business credit
product. The indirect automobile securitization held
$271 million in assets at June 30, 2002, compared with
$432 million at December 31, 2001. The unsecured
small business credit securitization held $497 million in
assets at June 30, 2002, compared with $514 million at
December 31, 2001. The Company provided credit
enhancements in the form of subordination and reserve
accounts at the inception of the transactions. The
Company’s risk, primarily from losses in the underlying
assets, is considered in determining the fair value of the
Company’s retained interests in these securitizations.
The Company recognized income from residual interests
and servicing fees from these securitizations of

$15.7 million in the second quarter and $19.5 million
in the first six months of 2002.

With respect to real estate and certain equipment,
the Company enters into capital or operating leases to
meet its business requirements. Certain operating lease
arrangements involve third party lessors that acquire
these business assets through leveraged financing
structures commonly referred to as “synthetic leases.”
At June 30, 2002, synthetic lease structures held real
estate assets of $395 million and equipment assets of
$47 million, compared with $372.7 million and
$41.6 million, respectively at December 31, 2001. The
Company provides guarantees to the lender in the event
of default by the leveraged financing structures or in the
event that the Company does not exercise its option to
purchase the property at the end of the lease term and
the fair value of the assets is less than the purchase
price.

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
these structures. The Company utilizes its credit risk
management systems to evaluate the credit quality of
underlying assets and regularly forecast 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 parent company’s routine funding requirements
consist primarily of operating expenses, dividends to
shareholders, debt service 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.
Subsidiary management fees fund operating expenses,
while shareholder dividends and debt service are
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satisfied primarily through dividends from its
subsidiaries.

At June 30, 2002, parent company long-term debt
outstanding was $6.6 billion, compared with
$6.1 billion at December 31, 2001. The increase in
long-term debt was driven by the issuance of
$1.0 billion of fixed- and variable-rate medium-term
notes, which was partially offset by medium-term note
maturities of $374 million during the first six months of
2002. At June 30, 2002, total parent company debt
maturing in the remainder of 2002 was $939 million.
These debt obligations are expected to 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
dividends available to the parent company from its
banking subsidiaries was $963 million at June 30, 2002.

Residual Risk Management The Company manages its
risk to changes in the value of lease residual assets
through disciplined residual setting and valuation at the
inception of a lease, diversification of its vehicles, a
focus on a longer term vehicle leases, effective end-of-
term marketing of off-lease vehicles, regular asset
valuation reviews and monitoring of residual value
gains or losses upon the disposition of assets. To reduce
the financial impact of potential changes in vehicle
residuals, the Company maintains residual value risk
insurance. Also, equipment lease originations are subject
to the same stringent underwriting standards referred to
in the segment captioned “Credit Risk Management.”
Included in the retail leasing portfolio was
approximately $3.1 billion of retail leasing residuals at
June 30, 2002, compared with $2.8 billion at
December 31, 2001. At June 30, 2002, the commercial
leasing portfolio had $988 million of residuals,
compared with $985 million at December 31, 2001.

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
systems, and breaches of the internal control system and
compliance requirements. 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.
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
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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 improper employees’
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 effective 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, 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, among other things, for coordinating the
completion of ongoing risk assessments. The Company’s
internal audit function validates the system of internal
controls through 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.

Capital Management The Company is committed to
managing capital for maximum shareholder benefit and
maintaining strong protection for depositors and
creditors. Total shareholders’ equity was $16.7 billion at
June 30, 2002, compared with $16.5 billion at
December 31, 2001. The increase was the result of
increased corporate earnings, including merger and
restructuring-related items and cumulative effect of
change in accounting principles, offset by dividends,
share buybacks and acquisitions.

Tangible common equity to assets was 5.7 percent
at June 30, 2002, unchanged from December 31, 2001.
The tier 1 capital ratio was 7.9 percent at June 30,
2002, compared with 7.7 percent at December 31,
2001. The total risk-based capital ratio was
12.5 percent at June 30, 2002, compared with
11.7 percent at December 31, 2001. The improvement
in the total risk-based capital ratio from December 31,
2001, to June 30, 2002, was driven by the issuance of
$1.0 billion of fixed-rate subordinated notes during the
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Capital Ratios

June 30, December 31,
(Dollars in Millions) 2002 2001
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 $9,511 $ 9,374
As a percent Of tangibIE @SSELS . . . ..ottt 5.7% 5.7%
TIOr 1 CADMAL .« o oottt $12,628 $12,488
As a percent Of Msk-Weighted @SSELS . . .o oo v 7.9% 7.7%
As a percent of adjusted quarterly average assets (Ileverage ratio) . ......ovuuu it 7.8% 7.7%
Total risk-Dased CaPIAl . . .. ... $19,937 $19,148
As a percent of risk-Welghted aSSELS . . . ...ttt e 12.5% 11.7%

first quarter of 2002. The leverage ratio was 7.8 percent
at June 30, 2002, compared with 7.7 at December 31,
2001. All regulatory ratios continue to be in excess of
stated “well capitalized” requirements.

On July 17, 2001, the Company’s Board of
Directors approved a plan to repurchase 56.4 million
shares of the Company’s outstanding common stock in
connection with the acquisition of NOVA. On
December 18, 2001, the Board of Directors approved
an authorization to repurchase an additional
100 million shares of outstanding common stock
through 2003. During the first quarter of 2002, the
Company repurchased 40.0 million shares of common
stock in both public and private transactions related to
these authorizations, effectively completing the July 17,
2001, authorization. During the second quarter of
2002, the Company repurchased an additional
4.8 million shares of common stock under the
December 2001 plan.

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, Capital
Markets 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. Business line results
are derived from the Company’s business unit
profitability reporting systems.

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
2002, certain organization and methodology changes
were made and, accordingly, 2001 results were restated
and presented on a comparable basis.

In 2002, the Company changed certain methods for
evaluating the performance of the lines of business. The
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provision for credit losses for each business unit is
based on its net charge-offs adjusted for changes in the
allowance for credit losses reflecting improvement or
deterioration in the risk profile of the business lines’
loan portfolios. In connection with the adoption of
SFAS 142, goodwill and other intangible assets are
assigned to the lines of business based on the mix of
business of the acquired entity. To enhance analysis of
core business line results, the amortization of goodwill
for all prior periods is now reported within Treasury
and Corporate Support. 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, asset
management and capital markets, 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. Merger and restructuring-
related items and cumulative effect of change in
accounting principles are not recorded within the lines
of business.

Wholesale Banking Wholesale Banking offers lending,
depository, treasury management and other financial
services to middle market, large corporate and public
sector clients. Wholesale Banking contributed

$378.9 million of the Company’s net operating earnings
in the second quarter of 2002 and $771.7 million in the
first six months of 2002, a 5.2 percent decrease and
32.9 percent increase, respectively, over the same
periods of 2001.

Total net revenue declined 3.4 percent from the
second quarter of 2001 and 3.3 percent from the first
six months of 2001. Net interest income, on a taxable-
equivalent basis, decreased 9.7 percent and
10.7 percent, respectively, compared with the second
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I CR BN Line of Business Financial Performance

Wholesale Consumer Private Client, Trust
Banking Banking and Asset Management
Percent Percent Percent
For the Three Months Ended June 30 (Dollars in Millions) 2002 2001  Change 2002 2001  Change 2002 2001 Change
Condensed Income Statement
Net interest income (taxable-equivalent basis)............. $ 4927 $ 5456 ©9.7)% | $ 8202 $ 820.5 —% | $81.5 $ 786 3.7%
Noninterest INCOME ... v v 185.3 156.6 18.3 344.2 333.8 3.1 2269 2240 1.3
Totalnetrevenue ..., 678.0 702.2 (3. 1,164.4 1,154.3 9 308.4 302.6 1.9
Noninterest eXPeNnSe .. ... 107.0 94.8 12.9 414.3 423.8 (2.2) 111.0 102.4 8.4
Other intangible amortization . ... 5.2 6.5 (20.0) 52.5 33.1 58.6 7.9 7.7 2.6
Goodwill amortization . ... — — — — — — — — —
Total noninterest expense ...l 112.2 101.3 10.8 466.8 456.9 2.2 118.9 110.1 8.0
Operating iNCOMe. .+« v v 565.8 600.9 5.8) 697.6 697.4 — 189.5 192.5 (1.6)
Provision for credit 10Sses ... ..o (29.8) (27.3) 9.2 73.2 88.3 (17.1) 2.2 4.0 (45.0)
Income before income taxes ... .....oovviiiiii . 595.6 628.2 5.2) 624.4 609.1 2.5 187.3 188.5 (.6)
Income taxes and taxable-equivalent adjustment .......... 216.7 228.6 (5.2) 227.2 221.7 2.5 68.1 68.6 (.7)
Operating earnings, before merger and restructuring-related
items and cumulative effect of change in accounting
PIANCIDIES o e $ 3789 $ 399.6 (5.2) $ 3972 $ 3874 2.5 $119.2  $119.9 (.6)
Merger and restructuring-related items (after-tax) ..........
Cumulative effect of change in accounting principles .........
NELINCOME . . v et
Average Balance Sheet Data
Commercial ... $32,054 $ 38,606 (17.0) $ 7,366 $ 8,779 (16.1) $1,829  $1,726 6.0
Commercial real estate ..........coiiiiiiiii 15,899 17,332 (8.3) 8,501 8,144 4.4 593 578 2.6
Residential Morfgages . .......ouveeeiiiiiiniin 174 165 12.3 7,775 8,475 (8.3) 237 170 39.4
Retall .. 165 226 (27.0) 26,635 23,246 14.6 2,080 1,875 8.3
Total loans ..o vv e 48,292 56,319 (14.3) 50,277 48,644 3.4 4,689 4,349 7.8
GooaWIll. . 1,314 1,360 (3.4) 1,720 1,717 2 289 278 4.0
Other intangible assets . ... 130 146 (11.0) 1,000 721 38.7 232 249 6.8)
ASSELS ot 54,497 63,514 (14.2) 58,387 56,444 3.4 5730 5678 9
Noninterest-bearing deposits . . ... 11,966 10,366 15.4 12,649 11,848 5.9 2,330 2,046 13.9
Savings ProduCtS ... v v 4,912 4,111 19.56 35,275 34,270 2.9 4,268 4,616 (5.5)
TIME EPOSIES .« . vt e et 2,292 2,481 (7.6) 22,905 27,379 (16.3) 489 571 (14.4)
Total deposits « v 19,170 16,958 130 70,729 73,497 (3.8) 7,087 7,133 (.6)
Shareholders’ equity . . ... 5,340 6,402 (16.6) 4,698 5,076 (7.4) 1,351 1,407 (4.0)
Wholesale Consumer Private Client, Trust
Banking Banking and Asset Management
Percent Percent Percent
For the Six Months Ended June 30 (Dollars in Millions) 2002 2001  Change 2002 2001  Change 2002 2001 Change
Condensed Income Statement
Net interest income (taxable-equivalent basis)............. $ 986.7 $1,105.3 (10.7)% | $1,619.8 $1,638.4 1.1% | $162.1  $154.8 4.7%
NoNINterest INCOME ... v v e 366.3 294.2 24.5 637.9 629.1 1.4 448.0 4442 9
Total netrevenue ........... .o 1,353.0 1,399.5 (3.9) 22577  2267.5 (.4) 610.1 599.0 1.9
NONINtErESt BXPENSE .+ . v vt 199.2 196.0 1.6 826.9 849.4 (2.6) 222.9 226.6 (1.6)
Other intangible amortization . ..., 10.4 12.5 (16.8) 81.0 60.4 34.1 15.5 15.2 2.0
Goodwill amortization . ... .o — — — — — — — — —
Total noninterest eXpense . ..., 209.6 208.5 5 907.9 909.8 (.2) 238.4 241.8 (1.4)
Operating INCOMe. .+« oo vv v 1,143.4 1,191.0 (4.0) 1,349.8 1,357.7 (.6) 3717  357.2 4.1
Provision for credit losses ......... .. o (69.7) 278.2 * 193.2 200.6 (8.7) 5.9 5.8 1.7
Income before income taxes.............coo . 1,213.1 912.8 32.9 1,166.6 1,167.1 — 365.8 351.4 4.1
Income taxes and taxable-equivalent adjustment .......... 441.4 332.2 32.9 420.9 4211 — 133.1 127.9 4.1
Operating earnings, before merger and restructuring-related
items and cumulative effect of change in accounting
PINCIPIES $ 7717 $ 580.6 32.9 $ 7367 $ 736.0 — $232.7  $223.5 4.1
Merger and restructuring-related items (after-tax) ..........
Cumulative effect of change in accounting principles .. ... ....
NELINCOME . . vt
Average Balance Sheet Data
COMMEICIAL -« e e e e e e e e e e $32,521  $39,202  (17.0) $ 7,477 $ 8764  (14.7) $1,819 $1,714 6.1
Commercial real estate ... .. 15,886 17,393 8.7) 8,506 8,130 4.6 595 575 3.5
Residential Motgages - . ....vueee e 157 169 (1.9 7,689 8,684 (11.5) 226 171 32.2
Retall .o 174 224 (22.3) 26,179 23,697 10.9 1,982 1,842 7.6
Total loans ..o v v e 48,738 56,978 (14.5) 49,851 49,175 1.4 4,622 4,302 7.4
GOOAWIll . .o 1,347 1,415 (4.8) 1,709 1,731 (1.3) 288 291 (1.0)
Other intangible assets ..o 132 165 (20.0) 892 604 477 233 259 (10.0)
ASSELS oot 55,233 64,204 (14.0) 58,101 56,577 2.7 5,760 5,662 1.7
Noninterest-bearing deposits . .. ... 12,119 10,083 20.2 12,450 11,709 6.3 2,315 1,978 17.0
Savings ProductS . ..o v 4,873 3,750 29.9 35,308 34,121 3.5 4,258 4,466 (4.7)
TIME EPOSIES .« . vt vttt 2,271 2,488 (8.7) 23,346 28,115 (17.0) 473 589 (19.7)
Total depoSits «vvv v 19,263 16,321 18.0 71,104 73,945 3.8 7,046 7,033 2
Shareholders’ equity . .. oo oo 5,362 6,507 (17.6) 4,617 4,962 (7.0 1,352 1,424 5.1)

*

Not meaningful
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Payment Capital Treasury and Consolidated
Services Markets Corporate Support Company
Percent Percent Percent Percent
2002 2001 Change 2002 2001 Change 2002 2001 Change 2002 2001 Change
$ 1684 $ 1459 156.4% $ 38 $§ 90 (57.8)% $ 1232 $ (24.8 “% $1,689.8 $1,574.8 7.3%
406.2 2755 47.4 194.0 217.5 (10.8) 80.7 68.2 18.3 1,437.3 1,275.6 12,7
574.6 421.4 36.4 197.8 226.5 (12.7) 203.9 43.4 * 1271 2,850.4 9.7
161.6 108.7 48.7 180.9 196.5 (7.5) 369.3 304.1 21.4 1,344.1 1,229.3 9.3
38.8 6.3 * - - - .3 4 (25.0) 104.7 54.0 93.9
— — — — — — — 58.6 * — 58.6 *
200.4 116.0 74.3 180.9 196.5 (7.5) 369.6 363.1 1.8 1,448.8 1,341.9 8.0
374.2 306.4 221 16.9 31.0 (45.5) (165.7) (319.7) 48.2 1,678.3 1,508.5 11.3
108.1 130.3 (17.0) - - - 181.3 44.7 * 335.0 240.0 39.6
266.1 176.1 51.1 16.9 31.0 (45.5) (347.0) (364.4) 4.8 1,343.3 1,268.5 59
96.8 64.1 51.0 6.1 11.3 (46.0) (141.4) (144.4) 2.1 473.5 449.9 5.2
$ 1693 $ 1120 51.2 $ 108 $ 197 (45.2) $(205.6)  $(220.0) 6.5 869.8 818.6 6.3
(46.7) (256.3)
$ 8231 $ 5623
$ 2807 $ 2574 9.1 $ 243 $§ 187 29.9 $ 128 $ (37H) * $ 44,427 $ 51,497 (13.7)
— — — — — — 236 297 (20.5) 25,229 26,351 (4.9)
— - — - - - 8 10 (20.0) 8,194 8,810 (7.0)
7,291 7,394 (1.4) 1 1 — 45 69 (34.8) 36,167 32,811 10.2
10,098 9,968 1.3 244 188 29.8 417 1 114,017 119,469 (4.6)
1,813 298 * 306 311 (1.6) — — — 5,442 3,964 37.3
773 130 * — — — 14 — * 2,149 1,246 72.5
13,167 10,767 22.2 3,184 3,065 3.9 34,192 25,339 34.9 169,147 164,807 2.6
219 165 32.7 204 164 24.4 (1) (77) (98.7) 27,267 24,5612 1.2
4 3 33.3 - - — 200 499 (69.9) 44,659 43,399 2.9
— — — — — — 4,838 8,926 (45.8) 30,624 39,357 (22.4)
223 168 32.7 204 164 24.4 5,037 9,348 (46.1) 102,450 107,268 (4.5)
3,216 1,030 * 437 461 (5.2) 1,433 1,233 16.2 16,475 15,609 5.5
Payment Capital Treasury and Consolidated
Services Markets Corporate Support Company
Percent Percent Percent Percent
2002 2001 Change 2002 2001 Change 2002 2001 Change 2002 2001 Change
$ 3409 $ 2919 16.8% $ 119 $ 177 (32.8)% $ 2388 $ (69.0) “% $3,360.2 $3,139.1 7.0%
770.8 538.2 43.2 364.6 438.9 (16.9) 176.6 341.7 (48.3) 2,764.2 2,686.3 2.9
1,111.7 830.1 33.9 376.5 456.6 (17.5) 415.4 272.7 52.3 6,124.4 5,825.4 5.1
324.5 2156.2 50.8 336.9 389.8 (13.6) 716.1 632.2 13.3 2,626.5 2,609.2 4.7
774 12.5 * - - - .6 — * 184.9 100.6 83.8
— - — — - — — 126.4 * — 126.4 *
401.9 227.7 76.5 336.9 389.8 (13.6) 716.7 758.6 (5.5) 2,811.4 2,736.2 2.7
709.8 602.4 17.8 39.6 66.8 (40.7) (301.3) (485.9) 38.0 3,313.0 3,089.2 7.2
217.9 217.3 3 - - - 322.7 (96.1) * 670.0 606.8 10.6
491.9 385.1 27.7 39.6 66.8 (40.7) (624.0) (389.8) (60.1) 2,643.0 2,483.4 6.4
179.0 140.1 27.8 14.4 24.3 (40.7) (257.2) (178.1) (44.4) 931.6 867.5 7.4
$ 3129 § 2450 27.7 $ 252 $ 425 (40.7) $(366.8)  $(211.7) (73.3) 1,711.4 1,616.9 5.9
(95.1) (643.5)
(37.2) —
$15791  § 9724
$ 2762 $ 2533 9.0 $ 245 $ 183 33.9 $ 78 % (364) * $ 44,902 $ 52,032 (13.7)
— — — — — — 220 306 (28.1) 25,207 26,404 (4.5)
— — — — — — 6 9 (33.3) 8,078 9,023 (10.5)
7,301 7,396 (1.3) 1 1 — 42 94 (65.3) 35,679 33,154 7.6
10,063 9,929 1.3 246 184 33.7 346 45 113,866 120,613 (5.6)
1,817 307 * 306 331 (7.6) - 3 * 5,467 4,078 34.1
786 132 * — — — 11 — * 2,054 1,160 77A
13,201 10,751 22.8 3,202 3,109 3.0 32,969 23,682 39.2 168,466 163,985 2.7
273 161 69.6 210 162 29.6 8 (39) * 27,375 24,064 13.8
3 3 — — — — 249 597 (68.3) 44,691 42,937 4.1
— - — - - - 4,076 7,701 47.1) 30,166 38,893 (22.4)
276 164 68.3 210 162 29.6 4,333 8,259 (47.5) 102,232 105,884 (3.4)
3,208 1,024 * 434 480 (9.6) 1,345 1,141 17.9 16,318 15,638 5.0
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quarter and the first six months of 2001 as average
loans declined $8.0 billion and $8.2 billion over the
same periods. The impact of declining average loans on
net interest income was offset somewhat by improving
spreads on average loan balances and a decrease in the
funding cost related to non-earning assets. The decrease
in net interest income also reflected the adverse impact
of declining interest rates on the funding benefits of
customer deposits which was partially offset by the
growth in total business deposits of 13.0 percent in the
second quarter of 2002 and 18.0 percent in the first six
months of 2002 over the same periods of 2001.
Additionally, a decline in required capital for Wholesale
Banking, driven by lower commercial loan balances and
unfunded commitments, reduced the earnings credit in
the second quarter and the first six months of 2002,
compared with the same periods last year. The decline
in commercial loans was due in part to the Company’s
decisions in 2001 to tighten credit availability to certain
types of lending, industries and customers, and
reductions due to asset workout strategies. Also
contributing to the decline were the transfers of high
credit quality, low margin commercial loans to the loan
conduit which reduced the average outstanding
commercial loans by $1.1 billion and $2.2 billion,
respectively, for the second quarter and the first six
months of 2002. Noninterest income increased

18.3 percent in the second quarter of 2002 to

$185.3 million and 24.5 percent in the first six months
of 2002 to $366.3 million, reflecting core growth in
cash management-related fees, driven by lower earnings
credit rates and new account growth, an increase in fee
income related to the loan conduit and growth in
commercial leasing income. Noninterest expense was
$112.2 million in the second quarter of 2002, compared
with $101.3 million in the same quarter of 2001. The
$10.9 million increase in noninterest expense was due in
part to equipment financing related write-downs. During
the second quarter 2002 and 2001, the provision for
credit losses was a net recovery of $29.8 million and
$27.3 million, respectively. While provision expense
remained relatively flat year-over-year, net charge-offs
increased by $62.2 million, offset by improvement in
the credit risk profile of the commercial loan portfolio.
The improvement in credit quality was driven by the
Company’s asset workout strategies, reductions in
commitments to certain industries and customers and
slightly improving loss ratios. Refer to the “Corporate
Risk Profile” section for further information on factors
impacting the credit quality of the loan portfolios.

Consumer Banking Consumer Banking delivers products
and services to the broad consumer market and small
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businesses through banking offices, telemarketing, on-
line services, direct mail and automated teller machines
(“ATMs”). It encompasses community banking,
metropolitan banking, small business banking, consumer
lending, mortgage banking, workplace banking, student
banking, 24-hour banking and investment product and
insurance sales. Consumer Banking contributed
$397.2 million of the Company’s net operating earnings
for the second quarter of 2002 and $735.7 million for
the first six months of 2002, a 2.5 percent increase and
no change, respectively, over the same periods of 2001.
Total net revenue was relatively flat in the second
quarter of 2002 and in the first six months of 2002,
compared with the same periods of 2001. Fee-based
revenue grew by 3.1 percent for the second quarter and
1.4 percent for the first six months of 2002, compared
with the same periods of 2001, while net interest
income remained unchanged and declined 1.1 percent,
in the second quarter and the first six months of 2001,
respectively. The decrease in net interest income
reflected the impact of declining interest rates on the
funding benefit of consumer deposits, partially offset by
improved spreads related to a favorable change in the
mix of earning assets. The decline in the funding benefit
of consumer deposits was also offset by a decrease in
the funding cost related to non-earning assets, improved
loan spreads and an increase in the mortgages held for
sale portfolio. The increase in average loan balances of
3.4 percent reflected core retail loan growth of
9.1 percent for the second quarter of 2002, compared
with the same period of 2001. The increase in average
loans of 1.4 percent for the first six months of 2002
was primarily due to the increase in core retail loan
growth offset by the sale of approximately $1.3 billion
of home equity and indirect automobile loans in the
first quarter of 2001, the securitization of a
discontinued unsecured small business product and the
divestiture of branches in connection with the merger of
Firstar and USBM. The change in average deposits
included core growth in noninterest-bearing, interest
checking and savings account balances, offset by a
reduction in balances associated with time deposits. The
decline in lower margin time deposits primarily reflected
funding decisions of the Company toward lower cost
wholesale funding given the rate environment in late
2001. Fee-based revenue growth for the second quarter
of 2002 was driven by an increase in treasury
management revenue, mortgage banking servicing
revenue, mortgage banking production revenue and
investment product revenue, partially offset by lower
deposit service charge and insurance revenues and
higher end-of-term lease losses. The growth in mortgage
banking servicing and production revenue was partially
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attributable to the acquisition of Leader in the second
quarter of 2002, which contributed $12.4 million in the
second quarter of 2002, compared with the same period
of 2001. Noninterest expense was $466.8 million in the
second quarter of 2002 and $907.9 million in the first
six months of 2002, compared with $456.9 million and
$909.8 million over the same periods of 2001,
respectively. The increase in noninterest expense for the
second quarter of 2002 was attributable to the

$11.3 million of expenses for the Leader acquisition and
higher mortgage servicing rights impairments recognized
in second quarter of 2002, partially offset by expense
control initiatives. The provision for credit losses
decreased $15.1 million (17.1 percent) and $7.4 million
(3.7 percent) in the second quarter of 2002 and the first
six months of 2002, respectively, compared with the
same periods of a year ago. The decrease in the
provision primarily reflected improvement in the credit
risk profile of the community banking commercial loan
portfolios and lower commercial loan net charge-offs.
The improvement in credit quality within the
community bank was driven by a reduction in loan
commitments to certain customers, improving loss ratios
and slightly lower levels of nonperforming assets.

Private Client, Trust and Asset Management Private
Client, Trust and Asset Management provides mutual
fund processing services, trust, private banking and
financial advisory services through four businesses,
including: the Private Client Group, Corporate Trust,
Institutional Trust and Custody, and Mutual Fund
Services, LLC. The business segment also offers
investment management services to several client
segments including mutual funds, institutional
customers, and private asset management. Private
Client, Trust and Asset Management contributed
$119.2 million of the Company’s net operating earnings
for the second quarter of 2002 and $232.7 million in
the first six months of 2002, a .6 percent decrease and
4.1 percent increase, respectively, from the same periods
in 2001.

Total net revenue was $308.4 million in the second
quarter of 2002 and $610.1 million in the first six
months of 2002, an increase of 1.9 percent, compared
to the same periods of 2001. The increase was driven
by core loan and deposit growth, partially offset by the
impact of declining rates on the funding benefit of
deposits. Noninterest income increased 1.3 percent,
compared with the same quarter for 2001 and
.9 percent, compared with the first six months of 2001.
Core account growth was approximately 2.8 percent
over the second quarter of 2001 and 3.1 percent over
the first six months of 2001, contributing $6.2 million
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and $13.8 million, respectively. This growth was offset
by a decrease in the value of assets under management
driven by adverse capital market conditions relative to
the second quarter of 2001, primarily due to a
favorable loss recovery in the second quarter of 2001.
Noninterest expense increased $8.8 million

(8.0 percent), compared with the second quarter of
2001 but decreased $3.4 million (1.4 percent),
compared with the first six months of 2001.

Payment Services Payment Services includes consumer
and business credit cards, corporate and purchasing
card services, consumer lines of credit, ATM processing,
merchant processing and debit cards. Payment Services
contributed $169.3 million of the Company’s net
operating earnings for the second quarter of 2002 and
$312.9 million for the first six months of 2002, a

51.2 percent and 27.7 percent increase, respectively,
over the second quarter and the first six months of
2001. The business unit’s financial results were, in part,
driven by the impact of the NOVA acquisition
completed during the third quarter of 2001.

Total net revenue was $574.6 million for the second
quarter and $1,111.7 million for the first six months of
2002, representing a 36.4 percent and 33.9 percent
increase, respectively, over the comparable periods of
2001. Net interest income increased 15.4 percent, while
fee-based income increased 47.4 percent over the second
quarter of 2001. Net interest income increased
16.8 percent, while fee-based income increased
43.2 percent over the first six months of 2001.
Excluding the NOVA acquisition, total net revenue
increased approximately 5.6 percent in the second
quarter of 2002 and 4.2 percent in the first six months
of 2002, compared with the same periods in 2001,
primarily due to growth in net interest income of
7.0 percent and 8.7 percent, respectively. Net interest
income, excluding NOVA, improved primarily due to an
increase in average loans and lower funding costs of the
noninterest-bearing corporate card loan portfolio.
Noninterest income, excluding NOVA, was up
4.8 percent and 1.6 percent, respectively, for the second
quarter and first six months of 2002, primarily due to
increases in credit and debit card revenue. Total revenue
growth was partially offset by an increase in noninterest
expense of $85.4 million (74.3 percent) and
$174.2 million (76.5 percent) over the second quarter
and the first six months of 2001, respectively, primarily
due to the NOVA acquisition. Excluding the impact of
the NOVA acquisition, noninterest expense for the
division was $8.2 million (8.2 percent) and
$14.5 million (7.3 percent) lower, compared with the
second quarter and the first six months of 2001,
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respectively. The provision for credit losses was

$108.1 million in the second quarter of 2002, a
decrease of $22.2 million (17.0 percent), compared with
the second quarter of 2001. The decrease in provision
was primarily a reflection of the improvement in
projected loss rates.

Capital Markets Capital Markets engages in equity and
fixed income trading activities, offers investment
banking and underwriting services for corporate and
public sector customers and provides financial advisory
services and securities, mutual funds, annuities and
insurance products to consumers and regionally based
businesses through a network of brokerage offices.
Capital Markets contributed $10.8 million of the
Company’s net operating earnings for the second
quarter of 2002 and $25.2 million for the first six
months of 2002, a 45.2 percent and 40.7 percent
decline, respectively, from the second quarter and the
first six months of 2001. The unfavorable variance in
net operating income from the second quarter and the
first six months of 2001 was due to a decline in fees
related to trading, investment product fees and
commissions, investment banking fees and mark to
market valuation adjustments reflecting the recent
adverse capital markets conditions. Capital markets
activities continued to experience weak sales volumes
and lower levels of investment banking and merger and
acquisition transactions. Management anticipates
continued softness in sales activities and related revenue
growth throughout the next several quarters. In
response to the adverse market conditions, the
Company restructured the division beginning in the
second quarter of 2001 to improve the operating model
and rationalize the distribution network.

Treasury and Corporate Support Treasury and Corporate
Support includes the Company’s investment portfolios,
funding, capital management and asset securitization
activities, interest rate risk management, the net effect
of transfer pricing related to average balances, and the
change in residual allocations associated with the
provision for loan losses. It also includes business
activities managed on a corporate basis, including
enterprise-wide operations and administrative support
functions. Treasury and Corporate Support recorded net
operating losses of $205.6 million in the second quarter
of 2002 and $366.8 million for the first six months of
2002, a 6.5 percent improvement and 73.3 percent
decline, respectively, from the comparable periods of
2001. During the second quarter of 2002, total net
revenue was $203.9 million, compared with

$43.4 million in the second quarter of 2001. The
$160.5 million increase was attributable to an increase
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in net interest income. The increase in net interest
income was primarily due to an increase in average
investments of $6.7 billion from a year ago and the
benefit of changes in the mix of funding during the
declining rate environment. Noninterest income
decreased $165.1 million during the first six months of
2002, compared with the same period for 2001 with
securities gains of $73.3 million and $238.2 million,
respectively. Noninterest expense was $369.6 million in
the second quarter of 2002, compared with

$363.1 million for the same period of 2001. The
provision for credit losses for this business unit
represents the residual aggregate of the credit losses
allocated to the reportable business units and the
Company’s recorded provision determined in
accordance with generally accepted accounting
principles in the United States. The provision for credit
losses was $181.3 million for the second quarter of
2002 and $322.7 million for the first six months of
2002, compared with $44.7 million and a net recovery
of $96.1 million, respectively, for the comparable
periods in 2001. The increase in provision expense
period over period reflected continued elevated levels of
net charge-offs and nonperforming assets on a
consolidated level, despite the improving credit risk
profile in the other reportable business units which was
driven by reductions in higher risk loan commitments
and the Company’s workout strategies. Refer to the
“Corporate Risk Profile” section for further information
on provision for credit losses, nonperforming assets and
factors considered by the Company in assessing the
credit quality of the loan portfolio and establishing the
allowance for credit losses.

ACCOUNTING CHANGES

Accounting for Business Combinations and Goodwill and
Other Intangible Assets In June 2001, the Financial
Accounting Standards Board issued Statement of
Financial Accounting Standards No. 141 (“SFAS 141”),
“Business Combinations,”” and Statement of Financial
Accounting Standard No. 142 (“SFAS 142”), “Goodwill
and Other Intangible Assets.” SFAS 141 mandates the
purchase method of accounting be used for all business
combinations initiated after June 30, 2001, and
establishes specific criteria for the recognition of
intangible assets separately from goodwill. SFAS 142
addresses the accounting for goodwill and intangible
assets subsequent to their acquisition. The Company
adopted SFAS 142 on January 1, 2002. The most
significant changes made by SFAS 142 are that goodwill
and indefinite lived intangible assets are no longer
amortized and will be tested for impairment at least
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annually, thereafter. Impairment charges from the initial
impairment test were recognized as a “cumulative effect
of change in accounting principles” in the income
statement. The amortization provisions of SFAS 142
apply to goodwill and intangible assets acquired after
June 30, 2001. With respect to goodwill and intangible
assets acquired prior to July 1, 2001, the amortization
provisions of SFAS 142 were effective upon adoption of
SFAS 142.

Management anticipates that applying the
provisions of SFAS 141 to recent acquisitions and the
provisions of SFAS 142 to purchase acquisitions
completed prior to July 1, 2001, will increase after-tax
income for the year ending December 31, 2002, by
approximately $200 million, or $.10 per diluted share.
During the first quarter of 2002, the Company
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completed its initial impairment test as required by
SFAS 142. As a result of this initial impairment test, the
Company recognized an after-tax goodwill impairment
charge of $37.2 million as a “cumulative effect of
change in accounting principles” in the income
statement in the first quarter of 2002. The impairment
was primarily related to the purchase of a
transportation leasing company in 1998 by the
equipment leasing business. Banking regulations exclude
100 percent of goodwill from the determination of
capital adequacy; therefore, the impact of this
impairment on the Company’s capital adequacy was not
significant.

Refer to Note 7 of the Notes to Consolidated
Financial Statements for additional information
regarding intangible assets.
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U.S. Bancorp

Consolidated Balance Sheet

June 30, December 31,
(Dollars in Millions) 2002 2001
(Unaudited)
Assets
Cash and due from DANKS . . . ..ttt et e et e e e e $ 7,531 $ 9,120
Money MArkel INVESIMIENTS . . . ottt ettt et e et e e e e e e e e e e e e e e e e 1,118 625
Trading @CCOUNT SECUMIES .+« ¢ vttt e et et e et ettt 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 703 982
Investment securities
Held-to-maturity (fair value $296 and $306, reSPECVEIY) . . . ..ot e et e e e 290 299
AVAIDIE-TOr-SAIE . o o v et 30,384 26,309
LoaNS NEId TOr SAIE . . oottt et 1,930 2,820
Loans
COMMEBICIAL . . . oot e e e e e e 44,491 46,330
Commercial real BSTALE . . . ... 25,300 25,373
Residential MOMGAGES . . .« o vttt ettt e e e e 8,107 7,829
Rl . oot 36,672 34,873
JOtAl 0N . o et 114,570 114,405
Less allowance for Credit I0SSES . . . . oottt e 2,466 2,457
NEL IOBNS &« o et e 112,104 111,948
Premises and EQUIDMENT . ..ottt e e e e e e 1,718 1,741
Customers’ liability 0N @CCEPIANCES . . . . . vttt ettt et e e e e e e e 157 178
(€7 oo 1 5,442 5,459
Other INtANGIDIE BSSELS .« . v vttt et e e e et e e e e e 2,176 1,953
OB S SEES . «  v vt ettt 9,408 9,956
Ol BSOS .« o ot t $172,956 $171,390
Liabilities and Shareholders’ Equity
Deposits
NONINEErESt-DBANNG . . . o oottt e $ 31,272 $ 31,212
INErEST-DEANING . . o ettt e e e e e e 63,172 65,447
Time deposits greater than $100,000. . . . ..o 10,612 8,660
TOtal AEPOSIS vt ettt e 105,056 105,219
SO -tEIMN DO OWINGS .+ v v vttt et et e et et e e e e e e e e e e e e e e e e 9,156 14,670
LONG-EIMN GBIt L . ottt e e e e e 33,008 25,716
Company-obligated mandatorily redeemable preferred securities of subsidiary trusts holding solely the junior subordinated
debentures of the Parent COMPANY . . . . .ottt ettt e e e e e e e e et e e e e e 2,894 2,826
ACCEPIANCES OUISIANAING . . . o o ettt e ettt et e e e e e e e 157 178
ONer lIaDIIHIES . . o v e ettt e e e e e e e 6,035 6,320
Total NABIlHES . . v v et e e 166,306 154,929
Shareholders’ equity
Common stock, par value $0.01 a share
authorized: 6/30/02 and 12/31/01 — 4,000,000,000 shares
issued: 6/30/02 — 1,972,773,566 shares; 12/31/01 — 1,972,777, 763 ShareS ... ... n i 20 20
(@721 )1 v=1 S0 o] 01 4,875 4,906
RetaiNned BamMINGS . . o .ottt et e e e e e 12,756 11,918
Less cost of common stock in treasury: 6/30/02 — 58,593,417 shares; 12/31/01 — 21,068,251 shares ............. (1,341) (478)
Other CompPrenensSIVE INCOME . . . oottt et et e e e e e e e e e e e e e e e e e e e e s 340 95
Total shareNOIdErsS” BQUIY . . . . ottt e e e e e e e e 16,650 16,461
Total liabilities and shareholders’ OUILY . . . . ..o e e $172,956 $171,390

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

Three Months Ended

Six Months Ended

(Dollars and Shares in Milions, Except Per Share Data) June 30, June 30,
(Unaudited) 2002 2001 2002 2001
Interest Income
[0 = 0 $1,936.9 $2,426.7 $3,868.8  $5,077.8
Loans held for SAlE . ...ttt 36.6 25.9 75.8 42.5
Investment securities
TaXADIE .« et 346.1 287.8 693.9 5411
NON-EAXADIE . . . v e e et e e e e e 1.7 27.8 24.9 59.0
Money market INVESIMENTS . . . . ..o ot et e e e e e 2.2 7.4 55 16.3
Trading SECUMTIES .« « .« v vttt et e e e e e e e e e e e e e e e e e e e e e 9.4 141 17.6 30.0
Other INterest INCOMIE . .« ..ottt e e e e e e 32.7 26.1 51.7 58.1
Total INterest INCOME . . . oo vt e e e 2,375.6 2,815.8 4,738.2 5,824.8
Interest Expense
[ 07611t 375.8 783.0 771.3 1,666.7
Short-term DOMOWINGS .+« v v et ettt e e e e e e e e e e e e e 68.3 124.4 147.2 310.6
LONg-term et .« .o 197.9 3156.0 371.0 680.7
Company-obligated mandatorily redeemable preferred securities of subsidiary trusts holding solely
the junior subordinated debentures of the parent company.........ouuinnn ... 52.8 35.4 106.6 63.0
Total INTErEST EXDENSE . . ot vttt et e e e e e e e e e e e e e 694.8 1,257.8 1,396.1 2,721.0
Net INTEreSt INCOME .« . o e e e e e 1,680.8 1,658.0 3,342.1 3,103.8
Provision for Credit I0SSES . .« . ...t 335.0 441.3 670.0 973.7
Net interest income after provision for Credit I0SSES . . ..o vttt e e 1,345.8 1,116.7 2,672.1 2,130.1
Noninterest Income
Credit and debit Card rBVENUE . . . . .ottt et e et et ettt e e e e e 131.2 118.8 240.5 227.8
Corporate payment ProdUCES MEVENUE . . . . ..ot ettt ettt e e e e e e e ettt 82.5 77.4 157.7 166.2
Merchant ProCESSING SEMVICES . . . . v vttt ettt e e e e e e et e e e e e e e e e 144.4 31.4 278.0 61.7
ATIM PrOCESSING SENVICES -+« v ettt et e e e e e e e e e et e e e e e e e et 335 33.0 64.4 64.6
Trust and investment management fEES . . . ...ttt e 234.9 228.0 459.2 453.0
DEPOSIT SEINVICE CRAIGES .« v vttt e et e et e e e e e e e e e e e e e e e 170.2 176.7 322.8 323.2
Cash ManagemMEeNt fEES . . .. v .ttt et e 104.3 84.9 208.5 161.7
Mortgage Danking rEVENUE . . . . .. oottt ettt e e e e e e e e e e et 75.4 57.0 127.4 106.2
Trading account profits and COMMISSIONS. . .« oottt e e et e e et e e 49.5 55.8 99.4 127.7
Investment products fees and COMMISSIONS . . . v vttt e et e e e et e e e et 107.4 114.2 218.5 239.9
Investment Danking reVENUE . . . . . oottt e 705 711 123.7 131.3
Commercial ProdUCT TEVENUE . .+« « vttt et e e e e e e e e e e e e e e e e e e e e 127.0 106.0 245.9 190.9
SECUMIIES GAINS, NBT . .ottt e e e e e e 30.6 31.3 747 247.3
Merger and restructuring-related gainNs . .. ..ottt — 62.2 — 62.2
BT e e 75.9 91.0 143.5 195.8
Total NoNINtErest INCOME . . ..o ottt e e e 1,437.3 1,337.8 2,764.2 2,748.5
Noninterest Expense
SAlAMIES .« .« v ettt e 607.6 570.5 1,195.9 1,161.0
Employee Denefits . ... o 91.1 90.7 187.5 198.8
NEL OCCUDANCY .+« e et ettt et e e e e e e e e e e e e e e e e e e et e e e e 101.8 101.4 201.9 211.5
Fumiture and egUIDMENT . . .. oo e 77.0 74.9 1563.9 151.8
Capitalized SOfWAIE . ...\ttt e e 37.7 33.2 76.1 63.3
COMMUNICATION o e et e et e e e e e e e e e e e e e e e e e e e 441 50.3 89.8 89.0
PO agE v vt 44.4 43.8 91.0 90.7
GO0 vt — 58.6 — 126.4
Other INtaNgIDIE ASSETS . . . ..ottt 104.7 54.0 184.9 100.6
Merger and restructuring-related Charges . . . ...t 71.6 252.8 145.8 657.0
L0101 340.4 264.5 630.4 5431
Total NoNINtErest BXPENSE . ..t 1,620.4 1,694.7 2,957.2 3,398.2
Income before income taxes and cumulative effect of change in accounting principles . ............ 1,262.7 859.8 2,479.1 1,485.4
Applicable INCOME tAXES . . .« ottt e e e e 439.6 297.5 862.8 518.0
Income before cumulative effect of change in accounting principles. .. ..., 823.1 562.3 1,616.3 972.4
Cumulative effect of change in accounting prinCIpleS . . ... — — (87.2) —
NEtINCOME . ot e e e $ 8231 § 5623 $1,679.1  § 9724
Earnings Per Share
Income before cumulative effect of change in accounting principles ..............ovvviao... $ 43 $ .30 $ 84 3 .51
Cumulative effect of change in accounting prinCipIES . . .« v oo — — (.02) —
NETINCOME .+ oottt et e e e e e e e e e $ 43 8 .30 $ 82 3 51
Diluted Earnings Per Share
Income before cumulative effect of change in accounting principles ......................... $ 43 8 29 $ 84 3 51
Cumulative effect of change in accounting prinCiples . . ... oo — — (.02) —
NETINCOME . ottt e e e e e e e $ 43 $ .29 $ 82 3 51
Dividends declared per Share ... ...t 195 1875 .39 375
Average COMMON SNAIES . . ..ttt ettt e e e e e e e e e e e e e e e e e e e s 1,913.2 1,906.3 1,916.5 1,903.2
Average diluted COMMON SNAIES . . . ..t ettt e e e e e e e e 1,926.9 1,917.2 1,928.5 1,916.4
See Notes to Consolidated Financial Statements.
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U.S. Bancorp

Consolidated Statement of Shareholders’ Equity

Other Total
(Dollars in Millions) Common Shares Common Capital Retained Treasury Comprehensive Shareholders’
(Unaudited) Qutstanding Stock Surplus Eamnings Stock Income Equity
Balance December 31,2000.............. 1,902,083,434 $194  $427566  $11,6580 $ (880.1) $ 955 $15,168.4
Netincome . ... 972.4 972.4
Unrealized gain on securities available for sale . . . . 106.4 106.4
Unrealized gain on derivatives ................. 8.9 8.9
Foreign currency translation adjustment ......... (.5) (.5)
Reclassification adjustment for gains realized in
netincome . ..o (247.3) (247.3)
INcome taxes ..., 50.2 50.2
Total comprehensive income . ........... 890.1
Cash dividends declared on common stock ... .. (714.9) (714.9)
Issuance of common and treasury stock . ....... 5,475,093 N 39.1 31.4 70.6
Retirement of treasury stock................... (.4) (823.2) 823.6 -
Shares reserved to meet deferred compensation
obligations ... .. 5 (.5) -
Amortization of restricted stock. ................ 42.1 421
Balance June 30,2001 ................... 1,907,558,527 $19.1  $3534.1  $11,9165 $  (25.6) $ 132 $15,456.3
Balance December 31,2001 .............. 1,951,709,612 $19.7  $4,906.2 $11,9180 $ (478.1) $ 954 $16,461.2
Netincome . ... 1,679.1 1,679.1
Unrealized gain on securities available for sale . . . . 490.0 490.0
Unrealized loss on derivatives.................. (82.9) (82.9)
Foreign currency translation adjustment ......... 8.2 8.2
Realized gain on derivatives ................... 63.2 63.2
Reclassification adjustment for gains realized in
Netincome . ...oov it (84.6) (84.6)
INCOME taXeS ..o vttt (149.6) (149.6)
Total comprehensive income . ........... 1,823.4
Cash dividends declared on common stock ... .. (741.1) (741.1)
Issuance of common and treasury stock . ....... 7,338,432 (42.2) 171.5 129.3
Purchase of treasury stock . .......... ... ..., (44,814,685) (1,032.3) (1,032.3)
Shares reserved to meet deferred compensation
obligations . ... (48,110) 2.2 (2.2) —
Amortization of restricted stock. ................ 9.0 9.0
Balance June 30,2002 ................... 1,914,180,149 $19.7  $48752 $12,756.0  $(1,341.1) $339.7 $16,649.5

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

Six Months Ended

June 30,
(Dollars in Millions)
(Unaudited) 2002 2001
Operating Activities
Net cash provided by (used in) operating activIties . . . . ... oot $ 40453 $ 8290
Investing Activities
Securities
S 1 6,407.3 11,735.3
= 111 3,094.7 1,377.5
PUICNASES . .« o e ettt et e e (13,076.3) (16,449.3)
Loans
Sales and SECUMIZALION . . . . o e 962.6 3,4561.0
PUI NS S . .« v vttt (1,655.0) (38.5)
Net (increase) decrease in 10aNs OULSIANAING . . . . ..ottt e et 741 (1,469.5)
Net (purchases) sales of bank premises and EqUIDMENT. . . . ..ottt (1156.1) (67.6)
Acquisitions, Net of CASh ACAUINEA . . . . ..ttt e e e e e e ettt e e e e e e (62.7) —
DIVESHIUrES Of DraNCNES . . oot e e - (340.0)
[0 T (121.8) (131.7)
Net cash provided by (used in) INVeSting aCtiVItIes . . . . .. ..ot (4,502.2) (1,932.8)
Financing Activities
Net increase (decrease) IN AEPOSIES . . . .ottt et e e (154.2) (1,820.7)
Net increase (decrease) IN Short-term DOMOWINGS . . ..ottt et e e e e e e e e e e e e e (5,956.9) 2,286.0
Principal payments on Iong-term debt . . .. ..o (2,391.0) (3,876.6)
Proceeds from issuance of IoNg-term debt. . .. ... 9,615.0 3,225.0
Proceeds from issuance of Company-obligated mandatorily redeemable preferred securities of subsidiary trusts holding solely
the junior subordinated debentures of the parent ComMPaNY . .. ... i e — 700.0
Proceeds from issuance of COMMON SIOCK .. ...ttt et e e 109.1 47.6
Repurchase of COmMMON SIOCK . . ..ot e e e e e e e (1,032.3) —
Cash diVIENS PaIA . ...t (733.8) (511.6)
Net cash provided by (used in) inancing aCtVIIES . .. . ..ottt e (644.1) 49.7
Change in cash and cash eqUIVAIEBNTS . .. ..ottt e e e e ettt e e e (1,101.0) (1,054.1)
Cash and cash equivalents at beginning of PErOd . . . ... e e 9,745.3 9,131.6
Cash and cash equivalents at end Of PErO . . ... o e $ 86443 $ 80775
See Notes to Consolidated Financial Statements.
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(I?]lotde%) to Consolidated Financial Statements

m Basis of Presentation

The accompanying consolidated financial statements have been prepared in accordance with the instructions to

Form 10-Q and, therefore, do not include all information and footnotes necessary for a complete presentation of
financial position, results of operations and cash flow activity required in accordance with accounting principles
generally accepted in the United States. In the opinion of management of U.S. Bancorp (the “Company”), all
adjustments (consisting only of normal recurring adjustments) necessary for a fair statement of results for the interim
periods have been made, and the Company believes such presentation is adequate to make the information presented
not misleading. For further information, refer to the consolidated financial statements and footnotes included in the
Company’s Annual Report on Form 10-K for the year ended December 31, 2001. Certain amounts in prior periods
have been reclassified to conform to the current presentation.

Accounting policies for the lines of business are generally the same as those used in preparation of the
consolidated financial statements with respect to activities specifically attributable to each business line. However, the
preparation of business line results requires management to establish methodologies to allocate funding costs and
benefits, expenses and other financial elements to each line of business. Table 11 “Line of Business Financial
Performance” on pages 22 and 23 provides details of segment results. This information is incorporated by reference
into these Notes to Consolidated Financial Statements.

m Accounting Changes

Accounting for Business Combinations and Goodwill and Other Intangible Assets In June 2001, the Financial
Accounting Standards Board issued Statement of Financial Accounting Standards No. 141 (“SFAS 141”), “Business
Combinations” and Statement of Financial Accounting Standard No. 142 (“SFAS 142”), “Goodwill and Other
Intangible Assets.” SFAS 141 mandates that the purchase method of accounting be used for all business
combinations initiated after June 30, 2001, and establishes specific criteria for the recognition of intangible assets
separately from goodwill. SFAS 142 addresses the accounting for goodwill and intangible assets subsequent to their
acquisition. The Company adopted SFAS 142 on January 1, 2002. The most significant changes made by SFAS 142
are that goodwill and indefinite lived intangible assets are no longer amortized and will be tested for impairment at
least annually, thereafter. Impairment charges from the initial impairment test were recognized as a “‘cumulative
effect of change in accounting principles” in the income statement. The amortization provisions of SFAS 142 apply
to goodwill and intangible assets acquired after June 30, 2001. With respect to goodwill and intangible assets
acquired prior to July 1, 2001, the amortization provisions of SFAS 142 were effective upon adoption of SFAS 142.

Management anticipates that applying the provisions of SFAS 141 to recent acquisitions and the provisions of
SFAS 142 to purchase acquisitions completed prior to July 1, 2001, will increase after-tax income for the year
ending December 31, 2002, by approximately $200 million, or $.10 per diluted share. During the first quarter of
2002, the Company completed its initial impairment test as required by SFAS 142. As a result of this initial
impairment test, the Company recognized an after-tax goodwill impairment charge of $37.2 million as a “‘cumulative
effect of change in accounting principles” in the income statement in the first quarter of 2002. The impairment was
primarily related to the purchase of a transportation leasing company in 1998 by the equipment leasing business.
Banking regulations exclude 100 percent of goodwill from the determination of capital adequacy; therefore, the
impact of this impairment on the Company’s capital adequacy was not significant.

Refer to Note 7 of the Notes to Consolidated Financial Statements for additional information regarding
intangible assets.
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m Business Combinations

On February 27, 2001, Firstar Corporation (“Firstar”) and the former U.S. Bancorp (“USBM”) merged in a pooling-
of-interests transaction and accordingly all financial information has been restated to include the historical
information of both companies. Each share of Firstar stock was exchanged for one share of the Company’s common
stock while each share of USBM stock was exchanged for 1.265 shares of the Company’s common stock. The new
Company retained the U.S. Bancorp name.

On July 24, 2001, the Company acquired NOVA Corporation (“NOVA”), a merchant processor, in a stock and
cash transaction valued at approximately $2.1 billion. The transaction, representing total assets acquired of
$2.9 billion and total liabilities assumed of $773 million, was accounted for as a purchase. Included in total assets
were merchant contracts and other intangibles of $650 million and the excess of purchase price over the fair value of
identifiable net assets (“goodwill”) of $1.6 billion.

On September 7, 2001, the Company acquired Pacific Century Bank in a cash transaction. The acquisition
included 20 branches located in Southern California with approximately $712 million in deposits and $570 million
in assets.

On April 1, 2002, the Company acquired Cleveland-based The Leader Mortgage Company, LLC (“Leader”), a
wholly owned subsidiary of First Defiance Financial Corp., in a cash transaction. The transaction, representing total
assets acquired of $527 million and total liabilities assumed of $446 million, was accounted for as a purchase.
Included in total assets were mortgage servicing rights and other intangibles of $173 million and goodwill of
$12 million. Leader specializes in acquiring servicing of loans originated for state and local housing authorities. The
purchase agreement allows for an additional payment of up to $5 million if certain performance criteria are met.

On July 22, 2002, the Company announced a definitive agreement to acquire 57 branches in California from
Bay View Bank, a wholly owned subsidiary of Bay View Capital Corporation, in a cash transaction. This acquisition
includes approximately $3 billion in retail deposits and small business deposits and $376 million in selected loans,
including single-family residential mortgages, home equity loans and small business loans primarily with depository
relationships. The transaction is subject to certain conditions but is anticipated to close in the fourth quarter of
2002.

On August 13, 2002, the Company announced a definitive agreement to acquire the corporate trust business of
State Street Bank and Trust Company in a cash transaction valued at $725 million. This business is a leading
provider of corporate trust and agency services to a variety of municipalities, corporations, government agencies and
other financial institutions serving approximately 20,000 client issuances representing over $689 billion of assets
under administration. After the acquisition, the Company will be among the nation’s leading providers of a full
range of corporate trust products and services. The transaction is subject to certain regulatory approvals and is
expected to close in the fourth quarter of 2002.

The following table summarizes acquisitions by the Company completed since January 1, 2001, treating Firstar as
the original acquiring company:

Goodwill and
Other Cash Paid/ Accounting
(Dollars and Shares in Millions) Date Assets (a) Deposits Intangibles (Received) Shares Issued Method
The Leader Mortgage Company, LLC ........ April 2002 $ 517 $ — $ 185 $ 81 — Purchase
Pacific Century Bank . ..o September 2001 570 712 134 (43) — Purchase
NOVA Corporation .. ..o, July 2001 949 — 2,231 842 56.9 Purchase
US. Bancormp ..o February 2001 86,602 51,335 — - 952.4 Pooling

(@) Assets acquired do not include purchase accounting adjustments.

m Merger and Restructuring-Related ltems

The Company recorded pre-tax merger and restructuring-related items of $145.8 million in the first six months of
2002. In 2002, merger-related items were primarily incurred in connection with the merger of Firstar and USBM, the
NOVA acquisition and the Company’s various other acquisitions. Refer to Note 3 of the Notes to Consolidated
Financial Statements for additional information regarding business combinations.
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The components of the merger and restructuring-related items are shown below:

Six Months Ended
June 30, 2002

(Dollars in Millions) UsBM NOVA  Other (a) Total
Severance and employee-related . ... ... ... $ (45 $ — $— 3 45
Systems conversions and INtEGratioN . . .. ...ttt ettt e 122.5 14.0 6.9 143.4
Asset write-downs and lease termINatioNS . . .. ..ottt 32.2 — — 32.2
Balance sheet restrUCIUNNGS . . o v v vt ettt e e e e e e e e e e ettt e e e (28.7) — — (28.7)
Other merger-related [EMIS . . ..ottt e e e et e e e e e 3.4 — — 3.4
162 PP $124.9  $14.0 $6.9 $145.8

(a) “Other” primarily includes merger and restructuring-related items pertaining to the Leader, Lyon Financial Services, Inc. and Pacific Century Bank acquisitions.

The Company determines merger and restructuring-related items and related accruals based on its integration
strategy and formulated plans. These plans are established as of the acquisition date and are regularly evaluated
during the integration process.

Severance and employee-related charges include the cost of severance, other benefits and outplacement costs
associated with the termination of employees primarily in branch offices and centralized corporate support and data
processing functions. The severance amounts are determined based on the Company’s existing severance pay
programs and are paid out over a benefit period of up to two years from the time of termination. The total number
of employees included in severance amounts has not changed significantly from estimates as of December 31, 2001.
In the first quarter of 2002, the Company recognized net curtailment and settlement gains of $9.0 million in
connection with changes to certain non-qualified pension plans. Severance and employee-related costs are included in
the determination of goodwill for groups of acquired employees identified at closing to be severed. Severance and
employee-related costs are recorded as incurred for groups of employees not specifically identified at the time of
closing or acquired in business combinations accounted for as “poolings.”

Systems conversions and integration costs are recorded as incurred and are associated with the preparation and
mailing of numerous customer communications for the acquisitions and conversion of customer accounts, printing
and distribution of training materials and policy and procedure manuals, outside consulting fees, and other expenses
related to systems conversions and the integration of acquired branches and operations.

Asset write-downs and lease terminations represent lease termination costs and impairment of assets for
redundant office space, branches that will be vacated and equipment disposed of as part of the integration plan.
These costs are recognized in the accounting period that contract terminations occur or the asset becomes impaired
and is abandoned.

Balance sheet restructurings primarily represent gains or losses incurred by the Company related to the disposal
of certain businesses, products, or customer and business relationships that no longer align with the long-term
strategy of the Company. It may also include charges to realign risk management practices related to certain credit
portfolios. During the first six months of 2002, the Company recognized asset gains related to the sale of a non-
strategic investment in a sub-prime lending business.

Other merger-related items of $3.4 million primarily represents changes to conform accounting policies
implemented at the time of systems conversions related to the merger of Firstar and USBM.

The following table presents a summary of activity with respect to the merger and restructuring-related accruals:

Piper
(Dollars in Milions) USBM NOVA Restructuring Other (a) Total
Balance at December 371, 20071 . . ..ot $124.3 $48.4 $18.1 $14.6 $205.4
Provision charged t0 Operating BXPENSE . . ..ottt et e 124.9 14.0 — 6.9 145.8
Additions related to purchase aCquIsItions ... ...ttt — 4 — 2.7 3.1
CaSh OUHAYS . .« v v et ettt e (189.1)  (15.1) 6.2) (12.3) (222.7)
Noncash write-downs and Other ... ... e 2.3 — (1.4) (1.4) (.5)
Balance at June 30, 2002 ... ..t $ 624 $47.7 $105 $105 $131.1

(a) “Other” primarily includes the acquisitions of Leader, Lyon Financial Services, Inc. and Pacific Century Bank.
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The adequacy of the accrued liabilities is reviewed regularly taking into consideration actual and projected payments.
Adjustments are made to increase or decrease these accruals as needed. Reversals of expenses can reflect a lower
utilization of benefits by affected staff, changes in initial assumptions as a result of subsequent mergers and
alterations of business plans.

The following table presents a summary of activity with respect to the merger of Firstar and USBM:

Severance Systems Asset

and Conversions  Write-downs Balance

Employee- and and Lease Sheet
(Dollars in Millions) Related Integration Terminations Restructurings Other Total
Balance at December 31, 2007 .. ..ottt $88.3 $ — $33.1 $ 21 $ .8 $1243
Provision charged to operating expense . .....vovviiiiiinnneena.. 6.7) 57.6 14.8 (3.8) 2.5 64.4
Cash outlays . ..o (37.6) (57.6) (3.1) — (1 (98.4)
Noncash write-downs and other. . ... i 9.0 — (14.5) 3.8 (2.5) 4.2)
Balance at March 31, 2002 .. ...ttt $53.0 $ — $30.3 $ 21 8.7 $ 861
Provision charged to operating expense . ....vveeviiiiiinee .. 2.2 64.9 17.4 (24.9) 9 60.5
Cash OUHaYS . . v 21.1) (64.9) 4.7) - (90.7)
Noncash write-downs and other. .......... .. — — (17.5) 24.9 (.9 6.5
Balance at June 30, 2002. . . .ot $34.1 $ — $255 $21 $ .7 $624

The components of the merger and restructuring-related accruals for all acquisitions were as follows:

June 30, December 31,

(Dollars in Millions) 2002 2001
SBVEIANCE . ettt et e e e e e e e e $ 46.0 $106.3
Other employee-related COSES . . .. e e e e e e e e 3.7 4.7
Lease termination and facility COSES . . . .. v vttt 54.0 64.3
Contracts and system WHE-0ffS . . .. 18.7 18.3
[T 8.7 11.8

O Al $131.1 $205.4

The merger and restructuring-related accrual by significant acquisition or business restructuring was as follows:

June 30, December 31,

(Dollars in Millions) 2002 2001
OB o $ 624 $124.3
N A oo 47.7 48.4
Piper Jaffray Companies, INC. . ...ttt e 10.9 20.8
== e L 2.0
Pacific CantUry BanK . . . ..o e e 1.8 3.1
Lyon FINaNCIal SENVICES, INC. . v vttt ettt e e e et e e e e e e 1.0 1.0
OtNEr ACOUISIIONS . . o ottt et ettt e e e e e e e e e e e e 5.3 7.8
Ot ettt e e e e $131.1 $205.4

In connection with the merger of Firstar and USBM, management estimates the Company will incur pre-tax merger-
related charges of approximately $126.0 million for the remainder of 2002. These are currently estimated to include
$71.7 in occupancy and equipment charges (elimination of duplicate facilities and write-offs of equipment),
$49.2 million for conversions of systems and consolidation of operations, and $5.1 million in severance and
employee-related costs.

With respect to the NOVA acquisition, the Company expects to incur approximately $54.7 million of additional
pre-tax merger-related charges through 2003. In addition, the Company anticipates an additional $9.4 million of
pre-tax merger-related expenses in the remainder of 2002 as a result of other acquisitions.
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m Investment Securities

The amortized cost and fair value of held-to-maturity and available-for-sale securities consisted of the following:

June 30, 2002 December 31, 2001
Amortized Fair Amortized Fair
(Dollars in Millions) Cost Value Cost Value
Held-to-maturity (a)
Mortgage-backed SECUMIES . . ... ... $ 23 $ 23 | $ 28 % 28
Obligations of state and political SUDAIVISIONS . .. . ..ottt e e e 267 273 271 278
Total held-to-maturity SECUMHES . . . . .ottt e e e $ 200 $ 296 | $ 299 $ 306
Available-for-sale (b)
U.S. Treasuries and @gBNCIES . . . .. v vttt ettt e et e et e e e e e $ 4283 $ 434 | $ 439 B 449
Mortgage-backed SECUMHES . .. ...ttt e 26,349 26,751 21,937 21,964
Other asset-backed SECUMIES. . . ..ottt e e e e 1,715 1,739 2,091 2,064
Obligations of state and political SUDAIVISIONS . . . ..o ottt e 685 705 877 891
O e 797 755 950 941
Total available-for-sale SECUMIES . . .. ... $29,069  $30,384 | $26,294  $26,309

(a) Held-to-maturity securities are carried at historical cost adjusted for amortization of premiums and accretion of discounts.

(b) Available-for-sale securities are carried at fair value with unrealized net gains or losses reported within other comprehensive income in shareholders’ equity.

The composition of the loan portfolio was as follows:

June 30, 2002

December 31, 2001

Percent Percent
(Dollars in Millions) Amount of Total Amount of Total
Commercial
COMMETCIAL « .+« e e e e e e e e e $ 38,889 33.9%| $ 40,472 35.4%
LeaSE fINANCING .« v v vttt ettt e e e 5,602 4.9 5,858 5.1
Total COMMEICIAL . .+« vt ettt e e e e e e e e e e e e e e e e e 44,491 38.8 46,330 40.5
Commercial real estate
CoMMETCIAl MOMGAGES .+ .+« « v e e ettt e e e e et e e e et e e e e et e e 18,875 16.5 18,765 16.4
Construction and development . . ... o 6,425 5.6 6,608 5.8
Total commercial real BSIate . . ... .ot 25,300 221 25,373 22.2
Residential mortgages. . ... .. ... 8,107 7.1 7,829 6.8
Retail
L7 107 o PR 5,699 5.0 5,889 5.1
REtAl 8ASING .+« vt ettt e et 5,466 4.8 4,906 4.3
Home equity and SECONd MOMGATES .+« . v vttt et e et et e e e e e e et e et e e e 13,434 1.7 12,235 10.7
Other retall
ReVOIVING Credit .o 2,638 2.3 2,673 2.3
INSTAlMENE et 2,259 2.0 2,292 2.0
AULOMODIIE . . e 5,811 5.1 5,660 5.0
SHUGENE e et 1,365 11 1,218 11
Total other retall . ..o 12,073 10.5 11,843 10.4
Total retall .ot 36,672 32.0 34,873 30.5
TOtal 08NS . ettt $114,570 100.0% | $114,405 100.0%

Loans are presented net of unearned interest which amounted to $1.6 billion at June 30, 2002, and December 31,

2001.
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Intangible Assets

Amortizable intangible assets consisted of the following:

June 30, December 31,

(Dollars in Millions) 2002 2001
Merchant ProCeSSING CONMACES . . . . ..ttt e et e e e e e e e et e e e e e e e e e e e e e e e e e $ 649 $ 680
Core depOSIt DENEMtS . . . 490 530
Mortgage SEMVICING NGNS . . . . v ettt e e e e e e e e e 656 360
Other identified INtaNGIDIES . . . . oot e e e e 381 383

oAl e $2,176 $1,953

Below is the estimated amortization expense for the years ended:

(Dollars in Millions)

Remaining 2002. . . . oottt ettt e et e e $188.7
200 8. e 356.7
200 . o 338.1
200D . et 324.3
2008 . s e e 309.9

The following table reflects the changes in the carrying value of goodwill for the six months ended June 30, 2002:

Private Client,
Wholesale Consumer Trust and Asset Payment Capital Consolidated

(Dollars in Millions) Banking Banking Management Services Markets Company
Balance at December 31, 2007 .. ..ottt i $1,348 $1,706 $289  $1,811 $305 $5,459
Goodwill aCqUIred. . ..o 25 15 — 2 — 42
IMPAIMMENt I0SSES . . ottt e (59) — — — — (59)
Balance at June 30, 2002 .. ...t $1,314 $1,721 $289  $1,813 $305 $5,442

Prior to the adoption of SFAS 142, the Company evaluated goodwill for impairment under a projected undiscounted
cash flow model. As a result of the initial impairment test from the adoption of SFAS 142, the Company recognized
an impairment loss of $58.8 million resulting in an after-tax loss of $37.2 million in the first quarter of 2002. The
impairment was primarily related to the purchase of a transportation leasing company in 1998 by the equipment
leasing business. This charge was recognized as a “cumulative effect of change in accounting principles” in the
income statement. The fair value of that reporting unit was estimated using the present value of future expected cash
flows.

Of the goodwill acquired in the first six months of 2002, $25 million related to an earn-out provision connected
with the acquisition of Oliver-Allen Corporation, Inc. in April of 2000 in Wholesale Banking and $17 million related
to the purchase of Leader in Consumer Banking and other miscellaneous purchase accounting adjustments in
Consumer Banking and Payment Services.

Mortgage Servicing Rights

Changes in capitalized mortgage servicing rights are summarized as follows:

Six Months Ended Year Ended
(Dollars in Millions) June 30, 2002 December 31, 2001
Balance at beginning Of DEMOA . . . . ... $360 $229
RIGNtS PUICHASE . . . o oottt e e e e e e e e e 203 25
Rights capitalized . . .. ... o 169 315
AN IZAtION o o (38) (45)
RIGNES SOIA . v vttt e (24) (103)
T o7= 0 07=T o (14) 61)
Balance at end of Period. . ... $656 $ 360

During the second quarter of 2002, the Company purchased $188 million in mortgage servicing rights, primarily
resulting from the Leader acquisition, and recognized MSR amortization and impairments of $24 million and $14
million, respectively.
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The fair value of capitalized mortgage servicing rights was $663 million at June 30, 2002, and $360 million at
December 31, 2001. At June 30, 2002, the reduction in the current fair value of mortgage servicing rights to
immediate 25 and 50 basis point adverse interest rate changes would be approximately $53 million and
$118 million, respectively. The Company has purchased principal-only securities that act as a partial economic hedge
to this possible adverse interest rate change. The Company serviced $37.1 billion and $22.0 billion of mortgage
loans for other investors as of June 30, 2002, and December 31, 2001, respectively.

m Deposits

The composition of deposits was as follows:

June 30, 2002 December 31, 2001
Percent Percent
(Dollars in Millions) Amount of Total Amount of Total
Noninterest-Deanng dEPOSIES . . . . ...ttt et e e e $ 31,272 29.8% | $ 31,212 29.7%
Interest-bearing deposits
SAVINGS ACCOUNES .« o v et ettt e e e e e e e e e et e e e e e e e 4,951 4.7 4,637 4.4
INteresSt CNECKING . . .ot eea 15,168 14.4 15,251 14.5
Money Market ACCOUNTS . . . . ottt ettt e ettt et e e e e e e e e s 23,898 22.8 24,835 23.6
SUDTOTAL .+« v et 44,017 41.9 44,723 42.5
Time certificates of deposit less than $100,000 .. ...ttt e 19,155 18.2 20,724 19.7
Time deposits greater than $100,000
DOMIESHIC « + ot 9,250 8.8 7,286 6.9
O IgN ettt 1,362 1.3 1,274 1.2
Total interest-bearing depOoSItS . . ..ottt 73,784 70.2 74,007 70.3
Total ABPOSIES . o vttt et $105,056  100.0% | $105219  100.0%

m Long-Term Debt

Long-term debt (debt with original maturities of more than one year) consisted of the following:
June 30, December 31,

(Dollars in Millions) 2002 2001
Fixed-rate subordinated notes (5.70% to 8.356%) — maturities to June 2026 .. ... ... $ 6,511 $ 5,746
Medium-term notes (1.99% to 7.50%) — maturities 10 July 2007 .. ... it 3,841 3,215
Convertible senior notes (1.50%) — due AUGUSE 2027 . . . ..ottt e e 1,108 1,100
Federal Home Loan Bank advances (.50% to 8.25%) — maturities to October 2026. .. ... 9,755 7,196
Bank notes (1.76% to 6.25%) — maturities to November 2005 . .. ...t 10,763 7,650
Euro medium-term notes (2.13%) — due April 2004 . . . ..ot 400 400
(0 630 509

Ol $33,008 $25,716

In February 2002, the Company’s subsidiary U.S. Bank National Association issued $1.0 billion of fixed-rate
subordinated notes due February 4, 2014. The interest rate is 6.30% per annum. Also during the first six months of
2002, the Company issued $5.4 billion of medium-term and long-term bank notes, $3.1 billion in long-term Federal
Home Loan Bank advances and had debt repayments and maturities of $2.4 billion.

On August 6, 2002, the Company repurchased for cash approximately $1.4 billion aggregate principal amount
at maturity of its convertible senior notes due in 2021 (the “CZARS”), in accordance with the terms of the
indenture governing the CZARS. Approximately $76 million in aggregate principal amount at maturity of the
CZARS remain outstanding.
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m Company-obligated Mandatorily Redeemable Preferred Securities of Subsidiary Trusts
Holding Solely the Junior Subordinated Debentures of the Parent Company

The following table is a summary of the Trust Preferred Securities at June 30, 2002:

Trust
Preferred Rate at
Issuance Securities Debentures Rate Jure 30, Redemption
Issuance Trust (Dollars in Millions) Date Amount Amount Type (a) 2002 Maturity Date Date (b)
Retail
USB Capital V. ..o December 2001 $300 $309 Fixed 7.25% December 2031 December 7, 2006
USB Capital IV . ... November 2001 500 515 Fixed 7.35  November 2031 November 1, 2006
USB Capital Il . ..o May 2001 700 722 Fixed 7.75 May 2031 May 4, 2006
USB Capital Il ..o oo April 1998 350 361 Fixed 7.20 April 2028 April 1, 2003
Institutional
Star Capital I...oovove June 1997 1650 165 Variable 2.65 June 2027 June 15, 2007
Mercantile Capital Trust | ........... February 1997 1650 165 Variable 2.76 February 2027 February 1, 2007
USB Capital | ...l December 1996 300 309 Fixed 8.27  December 2026  December 15, 2006
Firstar Capital Trust I............... December 1996 150 155 Fixed 8.32  December 2026  December 15, 2006
FBS Capital I..................... November 1996 300 309 Fixed 8.09  November 2026  November 15, 2006

(@) The variable-rate Trust Preferred Securities reprice quarterty.
(b) Earliest date of redemption.

m Shareholders’ Equity

At December 31, 2000, the Company had the authority to issue 2 billion shares of common stock and 10 million
shares of preferred stock. In connection with the merger of Firstar and USBM, on February 27, 2001, the number of
authorized common shares for the Company was increased to 4 billion. Additionally, on February 27, 2001, in
connection with the merger of Firstar and USBM, the par value of the Company’s common stock was reduced from
$1.25 per share to $.01 per share. The Company had 1,914.2 million and 1,951.7 million shares of common stock
outstanding at June 30, 2002, and December 31, 2001, respectively.

All treasury shares, except those acquired to meet obligations arising from deferred compensation plans, were
retired effective February 27, 2001. The stock repurchase programs of Firstar and USBM were rescinded on
October 4, 2000, and January 17, 2001, respectively, in connection with the merger. No shares were repurchased by
Firstar or USBM from those dates to February 27, 2001, nor were any shares repurchased by the Company from
February 27, 2001, to June 30, 2001. On July 17, 2001, the Company’s Board of Directors approved a plan to
repurchase 56.4 million shares of the Company’s outstanding common stock to replace shares issued in connection
with the acquisition of NOVA. On December 18, 2001, the Company’s Board of Directors approved an
authorization to repurchase an additional 100 million shares of outstanding common stock through 2003. During
the first quarter of 2002, the Company repurchased 40.0 million shares of common stock in both public and private
transactions related to these authorizations, effectively completing the July 17, 2001, authorization. During the
second quarter of 2002, the Company repurchased an additional 4.8 million shares of common stock under the
December 2001 plan.
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m Earnings Per Share

The components of earnings per share were:

Three Months Ended

Six Months Ended

June 30, June 30,
(Dollars and Shares in Millions, Except Per Share Data) 2002 2001 2002 2001
Income before cumulative effect of change in accounting principles . ... $ 8231 $ 5623 | $1,616.3 $ 9724
Cumulative effect of change in accounting PrinCIPIES . . . .« v oo — — (37.2)

NELINCOME . . . oottt e e e e $ 8231 $ 5623 | $1,5791 $ 9724
Weighted average common shares outstanding . .. ...t 1,913.2 1,905.3 1,916.5 1,903.2
Net effect of the assumed purchase of stock based on the treasury stock method for options and

SIOCK PIANS o e et 13.7 11.9 12.0 13.2
Weighted average dilutive common shares outstanding. .. ...oov et 1,926.9 1,917.2 1,928.5 1,916.4
Eamings per share

Income before cumulative effect of change in accounting principles . ..., $ 43 8 30 | $ 84 9 51

Cumulative effect of change in accounting prinCiples .. ... — — (.02)

NELINCOME .« . ettt ettt e e e e e e e e e $ 43 8 30 | $ 82 % 51
Diluted earnings per share

Income before cumulative effect of change in accounting principles . ...t $ 43 8 29 | $ 84 % 51

Cumulative effect of change in accounting prinCIpIES . ... oot — — (.02)

NETINCOME © . . e e e e e e e e $ 43 3% 29 | $ 82 3% 51

m Income Taxes

The components of income tax expense were:

Three Months Ended

Six Months Ended

June 30, June 30,
(Dollars in Millions) 2002 2001 2002 2001
Federal
[ =70 PP $299.7  $220.8 | $631.2 $325.1
5= =" PN 101.4 39.1 168.5 1211
Federal INCOME TaX . . oot e e e e e e e e e 401.1 259.9 789.7 446.2
State
{705 26.9 23.3 49.9 51.3
95T 11.6 14.3 28.2 15.5
StAtE INCOME 18X .+« vt ettt e e e e 385 37.6 731 66.8
Total INCOME taX PIOVISION . . .ottt t ettt e e e e e e e e e e e e e e e e e e $439.6  $297.5 | $862.8 $513.0

The reconciliation between income tax expense and the amount computed by applying the statutory federal income

tax rate was as follows:

Three Months Ended

Six Months Ended

June 30, June 30,

(Dollars in Millions) 2002 2001 2002 2001
Tax at Statutory rate (359%) . ..ot $442.0 $300.9 | $867.7 $519.9
State income tax, at statutory rates, net of federal tax benefit ........ .. .. 25.0 24.4 48.6 43.4
Tax effect of

Tax-exempt INtErESt, NMET . ..t et e (7.5) (11.2) (14.1) (23.2)

Amortization of nondeductible goodwill . ... ... — 22.8 — 45.6

TAX CIBAINS . . vttt e e e (21.7) (17.4) (42.5) (35.0)

Nondeductible MErgEr ChargeS . . . ..o vttt ettt et e e e e e e e e 2.1 14.0 2.1 49.0

(1S (= (.3) (36.0) 1.0 (86.7)
ApplicabIe INCOME TAXES . . . o oot e e e e e e e e e e $439.6  $297.5 | $862.8 < $513.0

The Company’s net deferred tax liability was $900.0 million at June 30, 2002, and $573.2 million at December 31,

2001.
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m Supplemental Disclosures to the Consolidated Financial Statements

Consolidated Statement of Cash Flows Listed below are supplemental disclosures to the Consolidated Statement of

Cash Flows:
Six Months Ended
June 30,
(Dollars in Millions) 2002 2001
Acquisitions and divestitures
ASSELS ACAUINEA (SOIQ) .« . v vttt ettt et e e $534.6  $(369.7)
Liabilities (ASSUMEA) SOIA . . . oottt et e e e e e e e e (446.2) 7711
N $ 884 $4014

Money Market Investments are included with cash and due from banks as part of cash and cash equivalents. Money
market investments consisted of the following:

June 30, December 31,

(Dollars in Millions) 2002 2001
INterest-Dearng dEPOSIES . .. oo $ 100 $104
Federal fUNdS SOI. . . ..ot 760 123
Securities purchased under agreements 10 MESEll . ..o vttt 253 398

Total money Market INVESIMENTS . . . . ..o e e e e e $1,113 $625

Transfers and Servicing of Financial Assets The Company transferred $32.1 billion and $30.9 billion of high credit
quality, low margin commercial loans to the conduit, Stellar Funding Group, Inc., in the first six months of 2002
and 2001, respectively. The amount of these transfers are reported on a gross basis representing new participations
and the renewal of participations. The amount of loan transfers net of repayments was approximately $(1.5) billion
and $1.6 billion in the first six months of 2002 and 2001, respectively.
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U.S. Bancorp

Consolidated Daily Average Balance Sheet and Related

Yields and Rates

For the Three Months Ended June 30,

2002 2001
Yields Yields % Change
(Dollars in Millions) and and Average
(Unaudited) Balance Interest Rates Balance Interest Rates Balance
Assets
Money market investments . ............ i $ 779 % 2.2 1.09% $ 637 % 7.4 4.62% 22.3%
Trading account SECUMtIES « ..o e vttt 1,022 10.1 3.96 769 149 7.72 32.9
Taxable securties ... .vv vt 27,051 3461 512 19,064 287.8 6.04 41.9
Non-taxable securities .......... ... .. 965 16.56 6.87 2,193 401 7.32 (66.0)
Lloans held forsale ... 2,142 36.6 6.84 1,500 259 6.92 42.8
Loans
Commercial . ..o v 44,427 670.0 6.05 51,497 9626  7.42 (13.7)
Commercial real estate ...............cc .. 25,229 403.4  6.41 26,351 517.3 7.87 4.3)
Residential mortgages ... 8,194 1471 7.8 8,810 1716 7.80 (7.0)
Retall .o 36,167 7199  7.98 32,811 7889 9.64 10.
Total loans ..o 114,017 1,940.4 6.82 119,469 2,430.4 8.16 (4.6)
Other eaming @SSetsS . .vvvveve vt 1,665 327 7.88 1,657 26.1 6.29 5
Allowance for credit 10sses ... 2,646 1,764 44.3
Total earning @ssets (8) «vvvvvvveee e 147,641 2,384.6 6.47 146,289 2,832.6 7.81 1.6
Other assets ..ot 24,052 21,282 13.0
Totalassets . .o $169,147 $164,807 2.6
Liabilities and Shareholders’ Equity
Noninterest-bearing deposits .. ... $ 27,267 $ 24,612 1.2
Interest-bearing deposits
Interest checking. ... 15,318 25.4 .67 13,846 5562 1.60 10.6
Money market accounts . ... 24,384 6.3 1.26 25,020 199.0 319 (2.5
SaviNgS aCCOUNTS « v v vt ettt e 4,957 6.6 .54 4,533 1.6 1.03 9.4
Time certificates of deposit less than $100,000 ... ..... 19,653 192.8 3.93 23,933 3272 5.48 (17.9)
Time deposits greater than $100,000 ................ 10,871 747 276 15,424 190.0 494 (29.5)
Total interest-bearing deposits ................... 75,183 3758 2.00 82,756 7830 379 9.2)
Short-term bormowings ... 11,650 683 2.35 11,094 1244 4.49 5.0
Long-term debt . ... 30,152 1979 2.63 24,202 31560 522 24.6
Company-obligated mandatorily redeemable preferred
SECUMIES .« v v vttt et 2,866 528 7.39 1,825 354 7.78 57.0
Total interest-bearing liabilities .. .................. 119,851 694.8 232 119,877 1,267.8  4.21 -
Other liabilities . ... oo e 5,554 4,809 15.5
Shareholders’ equity ... .ovoee e 16,475 15,609 5.5
Total liabilities and shareholders’ equity . ........... $169,147 $164,807 2.6 %
Net interest INCoOMe . . ... $1,689.8 $1,574.8
Gross interest margin . ... 4.15% 3.60%
Gross interest margin without taxable-equivalent
INCrEMENTS .« ot 413 3.65
Percent of Earning Assets
INterest INCOMe . ..o v et e 6.47% 7.81%
INterest expense . ... e 1.88 3.47
Netinterestmargin ... 4.59 4.34
Net interest margin without taxable-equivalent increments . . . 4.57% 4.29%

Interest and rates are presented on a fully taxable-equivalent basis under a tax rate of 35 percent.
Interest income and rates on loans include loan fees. Nonaccrual loans are included in average loan balances.
(a) Before deducting the allowance for credit losses and excluding the unrealized gain (loss) on available-for-sale securities.

a2

U.S. Bancorp



U.S. Bancorp

Consolidated Daily Average Balance Sheet and Related

Yields and Rates

For the Six Months Ended June 30,

2002 2001
Yields Yields % Change
(Dollars in Millions) and and Average
(Unaudited) Balance Interest Rates Balance Interest Rates Balance
Assets
Money market investments . ..., $ 746 % 55 1.47% $ 685 $ 163 4.78% 8.9%
Trading account Securties ... ..ove e 963 18.6 3.87 752 31.2 8.29 28.1
Taxable securties . ... 26,304 693.9 5.28 17,233 541.1 6.28 52.6
Non-taxable securities .......... ... .. 1,021 35.2 6.91 2,342 85.4 7.29 (56.4)
loansheldforsale. ... 2,248 75.8 6.75 1,203 42.5 7.07 86.9
Loans
CommErCial . ..o oo 44,902 1,340.2 6.01 52,032 2,025.0 7.84 (13.7)
Commercial real estate ........... ... 25,207 810.6 6.48 26,404 1,070.4 8.17 (4.5)
Residential mortgages « ..o vveii 8,078 290.9 7.22 9,023 3531 7.84 (10.5)
Retall ... 35,679 1,433.9 8.10 33,154 1,637.0 9.94 7.6
Total loans oo 113,866 3,875.6 6.86 120,613 5,085.5 8.49 (5.6)
Other eaming @ssets ...t 1,649 51.7 6.33 1,753 58.1 6.68 5.9
Allowance for credit 10SS€s .. ... 2,640 1,792 41.7
Total earning assets (@) ......ovviiiiiii e 146,797 4,756.3 6.52 144,681 5,860.1 8.15 15
Other assets . ..o vv i 24,209 21,196 14.2
Total @ssets ..o $168,466 $163,985 2.7
Liabilities and Shareholders’ Equity
Noninterest-bearing deposits .. . .. ....ovvviennenn. $ 27,375 $ 24,054 13.8
Interest-bearing deposits
Interest checking ... 15,236 51.7 .68 13,787 125.6 1.84 10.5
Money market accounts . ... 24,589 151.9 1.25 24,635 444.9 3.64 (.2)
Savings aCCoUNtS .« v v v v 4,866 13.1 b4 4,515 24.3 1.09 7.8
Time certificates of deposit less than $100,000. ... .. 20,056 407.2 4.09 24,629 689.7 5.65 (18.6)
Time deposits greater than $100,000 .............. 10,110 147.4 2.94 14,264 382.2 5.40 (29.1)
Total interest-bearing deposits . ................ 74,857 771.3 2.08 81,830 1,666.7 411 (8.5)
Short-term bormrowings .. ..o e e 13,099 147.2 2.27 12,105 310.6 517 8.2
Llong-termdebt. ... 28,311 371.0 2.64 23,921 680.7 5,73 18.4
Company-obligated mandatorily redeemable preferred
SECUMIES « vttt e e 2,852 106.6 7.54 1,615 63.0 7.87 76.6
Total interest-bearing liabilites . ... .............. 119,119 1,396.1 2.36 119,471 2,721.0 4.59 (.3)
Other liabilities . .. ..o 5,654 4,922 14.9
Shareholders’ equity . ... 16,318 15,638 5.0
Total liabilities and shareholders’ equity .. ........ $168,466 $163,985 2.7%
Net interest INCome . ... $3,360.2 $3,139.1
Gross interest margin . . ...ooove et 4.16% 3.56%
Gross interest margin without taxable-equivalent
INCrEMENTS ot i 414 3.51
Percent of Earning Assets
Interest income . ... 6.52% 8.15%
INterest expense ... 1.92 3.79
Netinterestmargin . .....coovi e 4.60 4.36
Net interest margin without taxable-equivalent increments . . . 4.58% 4.31%
Interest and rates are presented on a fully taxable-equivalent basis under a tax rate of 35 percent.
Interest income and rates on loans include loan fees. Nonaccrual loans are included in average loan balances.
(a) Before deducting the allowance for credit losses and excluding the unrealized gain (loss) on available-for-sale securities.
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Part || — Other Information

Item 6. Exhibits and Reports on Form 8-K
(a) Exhibits

12 Computation of Ratio of Earnings to Fixed Charges
(b) Reports on Form 8-K

During the six months ended June 30, 2002, the Company filed the following current reports on Form 8-K:

e Form 8-K dated April 16, 2002, relating to the Company’s first quarter 2002 financial results.
e Form 8-K dated July 17, 2002, relating to the Company’s second quarter 2002 financial results.

SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

U.S. BANCORP

By:/s/ TERRANCE R. DorLan

Terrance R. Dolan
Executive Vice President and Controller
(Chief Accounting Officer and Duly Authorized Officer)
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EXHIBIT 12

Computation of Ratio of Earnings to Fixed Charges

Three Months Ended

Six Months Ended

June 30, June 30,
(Dollars in Millions) 2002 2002
Earnings
1. Income before cumulative effect of change in accounting principles . ... $ 823.1 $1,616.3
2. AppPlicable INCOME TAXES . . oottt et e e e e e e e e e e e e e 439.6 862.8
3. Income before income taxes and cumulative effect of change in accounting principles (1 +2) ............ $1,262.7 $2,479.1
4. Fixed charges:
a. Interest expense excluding interest 0N depoSItS . . ..o v vttt $ 3190 $ 624.8
b. Portion of rents representative of interest and amortization of debt expense ........................ 19.7 39.1
c. Fixed charges excluding interest on deposits (4a + 40) . ... 338.7 663.9
. INEErEST ON AEPOSIES . . v v et ettt e e e e e e 375.8 771.3
e. Fixed charges including interest on deposits (4C + 4d). .. oo vt $ 7145 $1,435.2
5. Amortization of Interest capitalized . . ......... . i $ — $ —
6. Eamings excluding interest on deposits (3 + 4C + 5) oot 1,601.4 3,143.0
7. Eamings including interest on deposits (3 + 4€ + D) . oottt 1,977.2 3,914.3
8. Fixed charges excluding interest 0N depositS (4C) . ..o 338.7 663.9
9. Fixed charges including interest on depoSItS (4€) . . v v ittt et e 714.5 1,435.2
Ratio of Earnings to Fixed Charges
10.  Excluding interest on deposits (INe 6/INe 8) . . ..o v ettt 4.73 4.73
11, Including interest on deposits (IN€ 7/INE 9). . .« v oottt e 2.77 2.73
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Phone: 800-637-7549
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Internet: investorservice.usbank.com
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U.S. Bancorp currently pays quarterly dividends on our
common stock on or about the 15th day of January, April,
July and October, subject to prior approval by our Board
of Directors. U.S. Bancorp shareholders can choose to
participate in a plan that provides automatic reinvestment
of dividends and/or optional cash purchase of additional
shares of U.S. Bancorp common stock. For more
information, please contact:
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Dividend Reinvestment Department

1555 North River Center Drive, Suite 301
Milwaukee, WI 53212

Phone: 800-637-7549
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Financial Information
U.S. Bancorp news and financial results are available
through our Web site and by mail.

Web site. For information about U.S. Bancorp, including
news and financial results and online annual reports, access
our home page on the Internet at usbank.com.

Mail. At your request, we will mail to you our quarterly
earnings news releases, quarterly financial data reported on
Form 10-Q and additional copies of our annual reports. To
be added to U.S. Bancorp’s mailing list for quarterly
earnings news releases or to request other information,
please contact:

U.S. Bancorp Investor Relations
225 South Sixth Street
Minneapolis, Minnesota 55402
corporaterelations@usbank.com
Phone: 612-973-2263

Media Requests

Steve Dale

Senior Vice President, Media Relations
Phone: 612-973-0898

Other Business Information

For product and service information, branch office and
ATM locations, information about lines of business,
account access, employment opportunities and more, visit
usbank.com or firstar.com.

Diversity

U.S. Bancorp and our subsidiaries are committed to
developing and maintaining a workplace that reflects the
diversity of the communities we serve. We support a work
environment where individual differences are valued and
respected and where each individual who shares the
fundamental values of the company has an opportunity to
contribute and grow based on individual merit.

Equal Employment Opportunity/Affirmative Action
U.S. Bancorp and our subsidiaries are committed to
providing Equal Employment Opportunity to all employees
and applicants for employment. In keeping with this
commitment, employment decisions are made based upon
performance, skills and abilities rather than race, color,
religion, national origin or ancestry, sex, age, disability,
veteran status, sexual orientation or any other
characteristic protected by law. The corporation complies
with municipal, state and federal fair employment laws,
including regulations applying to federal contractors.

U.S. Bancorp, including each of our subsidiaries, is an
Equal Opportunity Employer and a Drug-Free Workplace.

U.S. Bancorp
D Member FDIC

This report has been produced on recycled paper. @



	Financial Summary
	Management's Discussion and Analysis
	Consolidated Balance Sheet
	Consolidated Statement of Income
	Consolidated Statement of Shareholders' Equity
	Consolidated Statement of Cash Flows
	Notes to Consolidated Financial Statements
	Consolidated Daily Average Balance Sheet and Related Yields and Rates
	Consolidated Daily Average Balance Sheet and Related Yields and Rates
	Part II -- Other Information

