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“We have a tremendous
opportunity ahead of
us to make real, lasting
and meaningful change
that will position us to
compete effectively now
and long into the future.”




LETTER TO SHAREHOLDERS

Andy Cecere

Chairman, President and
Chief Executive Officer

Building momentum in
an evolving landscape

As a company, we have spent the past several years addressing the rapid and
dynamic changes confronting our industry and the world at large. Many of the
trends we anticipated in our strategic planning were exacerbated or accelerated
due to the COVID-19 pandemic, and we saw a greater shift toward digital and
holistic money movement solutions, as well as an increased demand for speed
and convenience in banking. These evolving expectations and behavioral shifts
toward digital capabilities continue for the industry.



LETTER TO SHAREHOLDERS

Yet as we look back over several years of
change, our commitment to serving customers
and helping them navigate uncertain economic
times has remained constant. In 2020 and 2021,
we helped customers navigate the uncertainty
of the pandemic. Today, we are helping them in
an environment of high inflation and rising
interest rates.

Our approximately 77,000 U.S. Bank employees
— including those staffing our more than 2,000
branches, our service centers and our offices
across the globe — have played an important
role for our customers. Their dedication has
been impressive, and | want to express my
deep gratitude and appreciation for how they
have performed.

“We have already seen
progress in key areas, which

will continue throughout
2023 and beyond.”

As we move into a new chapter of our history,

we are confidently moving forward and building
momentum in an evolving and more competitive
landscape while navigating an unpredictable
world. We have gained a greater ability to build
digital capabilities at scale. Our mix of digital

plus human banking is a key differentiator. Our
acquisition of MUFG Union Bank makes us a much
stronger competitor in the fast-growing California
and West Coast markets. We are also preparing
for a wide range of economic scenarios so we
can continue to deliver industry-leading financial
results, which has been our hallmark for decades.

It helps to consider how far we have come as

we think about what is next. Just five years ago,
we were focused on enhancing our product set,
optimizing our branch network, enhancing our
digital capabilities, and driving data and analytics
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at scale. We have made progress in each of these
areas. Our attention now is on building on those
strengths and leveraging that foundation to do
more to drive growth and define a better and
more differentiated customer experience.

We also are relying on our legacy of financial

and risk discipline to help us achieve our goals.
Although we have weathered the pandemic and
the associated ebbs and flows of a challenging
economic environment, there are strong factors at
play that require attention. Inflation, supply chain
demands and pressures, a competitive talent
landscape, the threat of global recession, and a
dynamic regulatory environment show us we need
to play both offense and defense. To accelerate
growth, we must prioritize our investments,
choose our no-regrets moves, and determine
what we need to change to ensure we are
focused on the right things.

In this type of environment, transformation
must be more than a business buzzword.

We need to be willing to change, decisive in our
actions, and expedient in our steps. Part of that
is evident in our multi-year, broad-scale
continuous improvement approach toward
growth. We have already seen progress in key
areas, which will continue throughout 2023 and
beyond. This is happening while we continue

to enhance capabilities through important
acquisitions such as talech, Bento and PFM
Asset Management, and building our core banking
scale through acquisitions like Union Bank.

The Union Bank acquisition allows us to be much
more competitive and a more relevant player in
California and along the West Coast, and after
nearly 15 months of planning, we closed on

the transaction in December. The hard work to
integrate thousands of employees and millions
of customers is underway now, and | continue
to be impressed by the caliber of talent in both
organizations and how everyone is singularly
focused on doing what is right and what

will make us a stronger company together.
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“We are evolving our talent
strategy to address changing

expectations, needed skills,
and norms about how work
is best accomplished.”

This is a transaction that provides opportunity
across a wide spectrum of constituents:

Union Bank customers will have more access
to digital capabilities and products and services
than they previously had; we will serve more
communities in California than ever before;

and we will welcome new employees to our
team from Union Bank.

As we enter 2023, we will continue to do three
things. First, transform with purpose — making
bold moves to drive growth over the long term.
Next, we will run our operations effectively

and efficiently — delivering on our promise to
customers and leveraging the advances we have
made in our technology to evolve in the markets
we serve. Finally, we will maintain discipline so
we can preserve our financial excellence and
assess from a risk perspective what we will and
will not do to achieve growth. In this environment,
especially, we will continue to optimize the
position of our balance sheet to most effectively
manage capital with a focus on profitable growth.
Similarly, we will rely on our risk appetite that

has guided us successfully for many years and
continue to pressure test assumptions to ensure
they will serve us in changing times.

We also will continue to evolve our customer
acquisition strategy. We enhanced our go-to-
market model and simplified our organization

to drive greater effectiveness and efficiency

last year. We are evolving our talent strategy

to address changing expectations, needed skills,
and norms about how work is best accomplished.
We are refining our marketing, digital and

analytics approaches to better enable customer
growth, and we are expanding our payments
and business banking ecosystem to capitalize
on the opportunity in that space. Further, we
are building on our investments in technology
transformation and a migration to the cloud

to accelerate our work.

Beyond our refined talent strategy, we remain
focused on diversity, equity and inclusion,
which is particularly evident in our Access
Commitment™ work. We will drive our
commitment to environmental, social and
governance (ESG) matters and position us to
contribute positively to the overall health of
our industry, customers and communities.
This all will connect to our risk discipline, as
we continue to focus on ways to drive growth
responsibly and with both the short-term and
long-term in mind. It also will complement and
support the efforts we will implement through
our Community Benefits Plan that was put in
place as part of our Union Bank acquisition.

We have a tremendous opportunity ahead of us
to make real, lasting and meaningful change that
will position us to compete effectively now and
long into the future. The decisions we make today
are shaping our success, and we have a terrific
team that is focused on reaching our full potential
and serving customers to the best of our ability.
We appreciate your continued trust and
investment as shareholders in our company.

Sincerely,

JA—

Andy Cecere

Chairman, President and Chief Executive Officer
U.S. Bancorp

February 2023



FINANCIAL HIGHLIGHTS
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Impact of
Union Bank acquisition

On December 1 we completed
the acquisition of Union Bank,
which meaningfully increased
our market share in California
and made us the No. 1 SBA
lender in the state.

~1M

Consumer accounts added

~190K

Business banking clients added

~700

Commercial accounts added

~$82B

In deposits added

~$53B

In loans added

1. Operating leverage excludes the net revenue and noninterest expense of MUFG Union Bank and certain notable items, and is a non-GAAP financial metric.

Please see Non-GAAP Financial Measures beginning on page 59.

2.Based on a federal income tax rate of 21 percent for those assets and liabilities whose income or expense is not included for federal income tax purposes.
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FINANCIAL SUMMARY

Year Ended December 31 2022 2021

(Dollars and Shares in Millions, Except Per Share Data) 2022 2021 2020 v 2021 v 2020

Net interest income $14,728 $12,494 $12,825 17.9% (2.6)%

Taxable-equivalent adjustment® 118 106 99 11.3 7.1
Net interest income (taxable-equivalent basis)®..........ccccccoevierereiennnne 14,846 12,600 12,924 17.8 (2.5)

Noninterest income 9,456 10,227 10,401 (7.5) 17)
Total net revenue 24,302 22,827 23,325 6.5 (2.1)

Noninterest expense 14,906 13,728 13,369 8.6 2.7

Provision for credit losses . 1,977 (1,173) 3,806 * *

Income taxes and taxable-equivalent adjustment........cccccoeeeverereicnnnnns 1,581 2,287 1,165 (30.9) 96.3
Net income 5,838 7,985 4,985 (26.9) 60.2
Net (income) loss attributable to noncontrolling interests.................... 13) (22) (26) 40.9 15.4
Net income attributable to U.S. Bancorp $5,825 $7,963 $4,959 (26.8) 60.6
Net income applicable to U.S. Bancorp common shareholders.......... $5,501 $7,605 $4,621 (27.7) 64.6

Per Common Share

Earnings per share $3.69 $5.11 $3.06 (27.8)% 67.0%

Diluted earnings per share 3.69 5.10 3.06 (27.6) 66.7

Dividends declared per share 1.88 1.76 1.68 6.8 4.8

Book value per share® 28.71 32.71 31.26 (12.2) 4.6

Market value per share 43.61 56.17 46.59 (22.4) 20.6

Average common shares outstanding 1,489 1,489 1,509 - 1.3)

Average diluted common shares outstanding 1,490 1,490 1,510 - 1.3)

Financial Ratios

Return on average assets .98% 1.43% 93%

Return on average common equity. 12.6 16.0 10.0

Net interest margin (taxable-equivalent basis)® 272 2.49 2.68

Efficiency ratio®.... 61.4 60.4 57.8

Average Balances

Loans $333,573 $296,965 $307,269 12.3% (3.4)%

Investment securities® 169,442 154,702 125,954 9.5 22.8

Earning assets 545,343 506,141 481,402 7.7 51

Assets 592,149 556,532 531,207 6.4 4.8

Deposits 462,384 434,281 398,615 6.5 8.9

Total U.S. Bancorp shareholders' equity 50,416 53,810 52,246 (6.3) 3.0

Period End Balances

Loans $388,213 $312,028 $297,707 24.4% 4.8%

Allowance for credit losses 7,404 6,155 8,010 20.3 (23.2)

Investment securities 161,650 174,821 136,840 (7.5) 27.8

Assets 674,805 573,284 553,905 17.7 3.5

Deposits 524,976 456,083 429,770 15.1 6.1

Total U.S. Bancorp shareholders' equity 50,766 54,918 53,095 (7.6) 3.4

Capital Ratios

Common equity tier 1 capital 8.4% 10.0% 9.7%

Tier 1 capital 9.8 11.6 11.3

Total risk-based capital 11.9 13.4 13.4

Leverage 7.9 8.6 8.3

Total leverage exposure 6.4 6.9 7.3

Tangible common equity to tangible assets® 4.5 6.8 6.9

Tangible common equity to risk-weighted assets®...........cocceveniireennnnne 6.0 9.2 9.5

Common equity tier 1 capital to risk-weighted assets, reflecting the full

implementation of the current expected credit losses methodology®......... 8.1 9.6 9.3

* Not meaningful

(a) Based on a federal income tax rate of 21 percent for those assets and liabilities whose income or expense is not included for federal income tax purposes.

(b) See Non-GAAP Financial Measures beginning on page 59.

(c) Calculated as U.S. Bancorp common shareholders' equity divided by common shares outstanding at end of the period.

(d) Excludes unrealized gains and losses on available-for-sale investment securities and any premiums or discounts recorded related to the transfer of investment securities

at fair value from available-for-sale to held-to-maturity.



Growing our
capabilities to
power potential

As a company, we’re at an exciting moment in our transformative
journey. During the past five years, we’ve laid the groundwork
for where we want to go and positioned ourselves for growth.
We have made significant investments in digital and technology -
and continue to do so — and strategically enhanced our products
and services. These modern business foundations have become
our strength, and it’s time to expand what we can do with them.
As we look ahead, we’re excited about the potential.

We’ll continue to find purposeful, strategic ways to help our
customers, communities and business grow — together.
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CREATING THE FUTURE NOW

Powering potential
for businesses

Running a business involves many moving parts, and our teams provide
trusted guidance to help businesses of every size navigate the journey.
From products that enable users to make and receive payments to

a dashboard for small business owners that provides greater visibility

into their transactions in one place — our innovative banking and payments
solutions are resonating with the market.



CREATING THE FUTURE NOW

Helping businesses better
understand their future
cash flow, digitally

We knew that our small business customers
wanted a better line of sight into their future
cash flow. We answered with a new online
banking tool that lets them see a 90-day forecast,
with the ability to leverage their external data in
addition to their U.S. Bank accounts. This gives
business owners valuable information to make
smart decisions for today and tomorrow.

This tool is the latest feature we introduced

as part of our U.S. Bank Business Essentials™,
an integrated suite of banking and payments
solutions that are simple and convenient

for businesses to use to manage and run

their operations.

In September, we also launched talech Register.
The next generation all-in-one point-of-sale,
payments and business analytics platform
empowers small business owners to both accept
payments from customers and better manage
their operations. We also made it easy to get
started with a unique option to rent hardware,
which significantly lowers the initial investment
for business owners.

Embedded technology
transforms the way businesses
send and receive payments

In early 2022, we announced a significant
collaboration with Microsoft to drive our
technology transformation through the power
of cloud computing and, in turn, bring better
digital experiences to customers. U.S. Bank

AP Optimizer®and Elavon’s Payment Gateway
are embedded into Microsoft’s popular
enterprise resource planning and finance
solution, making it easier for businesses to
quickly use our resources.
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Growing real-time
payments capabilities

We’ve made significant progress helping clients
realize the potential of real-time payments. In
fact, the total number of real-time payment
transactions soared 17 times higher January 2022
through September 2022 than all of 2020.

One key contributor to the growth is how we
work with business clients to create real-time
payment use cases. For example, we now provide
real-time loan funding to auto dealerships after
a loan contract is finalized by the bank, using

the RTP® Network. While the traditional ACH
payment method for funding auto loans can take
several days — especially when sales are made
outside of traditional Monday-to-Friday business
hours — real-time payments to dealers are fast,
secure and available seven days a week, including
holidays. For an industry that does much of their
business in the evening and on weekends, this

is a significant improvement. Auto dealers using
real-time payments gain a competitive advantage,
with greater control over cash flow and improved
Contract-in-Transit metrics, a key performance
indicator for auto dealers and their employees.

The new service follows a partnership
announced in March 2022 with the auto sales
e-commerce site Driveway.com to support
instant settlement for online car purchases
on the secondary market, making Driveway
the first online car dealership to pay customers
over the RTP® network. Customers selling a
car on Driveway.com can now receive instant
payment into their bank account after a

sale is complete and before the vehicle
leaves their driveway.



https://www.usbank.com/about-us-bank/company-blog/article-library/us-bank-makes-it-easy-for-small-businesses-to-project-their-cash-flow.html
https://www.usbank.com/about-us-bank/company-blog/article-library/us-bank-makes-it-easy-for-small-businesses-to-project-their-cash-flow.html
https://www.usbank.com/about-us-bank/company-blog/article-library/us-bank-introduces-business-essentials-for-business-banking-clients.html
https://www.usbank.com/about-us-bank/company-blog/article-library/us-bank-and-elavon-launch-talech-register-for-small-businesses.html
https://www.usbank.com/about-us-bank/company-blog/article-library/us-bank-microsoft-accelerate-the-future-of-banking-with-cloud-computing.html
https://www.usbank.com/about-us-bank/company-blog/article-library/us-bank-microsoft-accelerate-the-future-of-banking-with-cloud-computing.html
https://www.usbank.com/about-us-bank/company-blog/article-library/us-banks-first-embedded-payment-solutions-as-part-of-microsoft-collaboration.html
https://www.usbank.com/about-us-bank/company-blog/article-library/us-banks-first-embedded-payment-solutions-as-part-of-microsoft-collaboration.html
https://www.usbank.com/about-us-bank/company-blog/article-library/us-bank-delivers-another-real-time-payment-solution-to-auto-dealers.html
https://www.usbank.com/about-us-bank/company-blog/article-library/us-bank-driveway-deliver-payments-instantly-to-online-car-sellers.html
https://Driveway.com
https://www.usbank.com/AR2022

CREATING THE FUTURE NOW

Simplifying and accelerating

supply-chain financing

A constant over the past several years has been unprecedented stress
in the global supply chain. To help lessen the burden, we entered

into an agreement with trade-finance fintech LiquidX to expedite
and simplify supply chain transactions.

This collaboration pairs our strong balance sheet with LiquidX’s
streamlined platform technology to address supply chain finance
friction and cash flow challenges facing many companies. Suppliers
and buyers can connect their supply chain payment systems directly
to U.S. Bank and transact through LiquidX’s easy-to-use platform.
Our financing solutions delivered through this collaboration enable
suppliers to be paid nearly immediately and buyers to receive
extended payment terms.

We continued to grow our commercial real estate (CRE) team in
2022, both geographically and in terms of capabilities. First, we
expanded into Florida and built a team with extensive experience

there. Additionally, we launched a new middle market commercial
real estate team to grow our business with midsize developers and
investors in key metro areas.

Helping clients
track ESG data

With investors’ increasing
interest in companies that
are socially responsible

and can prove it, there are
new and higher standards
for companies to meet.
That’s why we partnered
with Sustainalytics, a
Morningstar company and
a leading global provider of
environmental, social and
governance (ESG) research
and ratings, to offer ESG
data solutions to U.S. Bank
Global Fund Services
clients. Where independent
ESG analytics and reporting
services are required,
clients will have access to a
range of derived fund-level
sustainability measures
applicable to their portfolio.
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STRIVING FOR SIMPLICITY

Powering potential
for our customers

Powering potential includes removing barriers to success. That’s why we are

focused on making things simpler both in how we work, and in the products
and services we provide. But simple is not the same as basic. We’re excited about
the new ways we’re making life easier for customers’ everyday money matters.

A new and improved approach to checking

While more and more of us may no longer write out physical checks to pay for purchases or bills, our
checking accounts are still the foundation of our financial world. How we use our accounts has changed,
though. So, we launched the U.S. Bank Smartly® Checking and U.S. Bank Smart Rewards® program to
help customers maximize their money, smartly.

The benefits and features include lowered or even zero monthly maintenance fees, and no-fee overdraft
protection for transfers as part of our Overdraft Fee Forgiven program. Based on their relationship with

the bank, customers can also enjoy waived fees for non-U.S. Bank ATMs; a savings interest rate lift;

0.25% off on mortgage closing costs; and 100 free trades of online investing. Customers who meet balance
minimums or other qualifiers can then enroll in the U.S. Bank Smart Rewards® program and unlock more
benefits, like higher interest rates on savings and discounts on mortgage closing costs, based on their

total balances throughout the bank.

Customers who open a U.S. Bank Smartly® Checking account can also enroll in the U.S. Bank Smart Rewards®
program and unlock more benefits based on their total qualifying balances throughout the bank.
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STRIVING FOR SIMPLICITY

Helping customers
get more for their money

Remember carrying multiple credit cards for
all your favorite retailers? Well, we’ve made
shopping as a loyalty customer a lot more
convenient with the new U.S. Bank Shopper
Cash Rewards® Card. This single card allows
cardmembers to earn up to 6% cash back

on purchases at two retailers of their choice
out of a list that includes big brands such as
Amazon.com™, Home Depot® and Walmart®.
Cardmembers also can change which retailers
they receive cash back from, a feature that
can help them save money when they know
they will be making a significant purchase.
The U.S. Bank Shopper Cash Rewards® Card
also gives cardmembers up to 3% cash back
on their top choice between gas stations and
EV charging stations, wholesale clubs such as
Costco Wholesale® and Sam’s Clubs®, or bills
and home utilities — plus 1.5% cash back on

everything else. In addition, the card offers 5.5%

cash back on hotels and car rentals listed and

booked directly in the U.S. Bank Rewards Center.
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The new U.S. Bank
Shopper Cash Rewards®
Card allows cardmembers
to earn up to 6% cash back
on purchases at two
retailers of their choice.

Equipping customers with
financial tools to reach their goals

Banking is about more than moving your money
around. It’s about understanding how to use your
money in ways that help you achieve your goals.
That’s why we added a new Goals feature to our
mobile app and online banking — giving customers
an amazing, personalized experience. Every day
customers are adding new goals in the app -
everything from “Buy a Home,” “Grow My
Family,” “Start or Grow My Business,” “Pursue

a Passion” — where it’s easy to compile and

chart their progress. Then, we give them the
tools, guidance and pathways to reach those
goals. We’re the first bank to approach behavioral
science the way we have, designing digital

plus human experiences. In 2022, we helped
more than 330,000 customers plan for or
achieve more than 400,000 meaningful goals
and outcomes in their lives.
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STRIVING FOR SIMPLICITY

The first Spanish-language
voice assistant for banking

U.S. Bank is the first financial institution in the United States to

offer Spanish-speaking customers the ability to bank by voice in their
preferred language via mobile app. Asistente Inteligente de

U.S. Bank™ is a Spanish-language version of our best-in-class Smart
Assistant in the U.S. Bank Mobile App with all the same features and
functionality as the popular English-language version.

Customers who set their preferred language to Spanish in the U.S. Bank
Mobile App can now check their balance and transactions, transfer and
send money, track their credit score, lock and unlock their card, make
payments, and quickly search for and complete many other functions

— just by talking into their smartphone in Spanish. If they prefer to text
instead of talk, Asistente Inteligente de U.S. Bank™ supports that too.!

A new technology for Wealth Management
and Investment Services clients

We hit an exciting milestone in 2022 for Wealth Management and
Investment Services clients. After two years of migration groundwork,
we’ve converted nearly 10,000 client accounts to our new cutting-
edge and scalable SEI Wealth Platform®M. The platform is what we

use to hold (custody) customers’ cash and assets and manage their
financial transactions across global markets. The new technology is a
critical step in positioning our business and our clients for the future.
SEl Wealth PlatformS™ will support our growth through robust servicing
capabilities, as well as allowing transactions across multiple markets
and currencies, to meet the demands of our global client base.

us bank + [JJlopendorse’

Y JAVELINY

CATEGORY
LEADER

An overall leader
in mobile banking

Javelin Strategy &
Research’s 2022

Digital Banking Scorecard
recognized U.S. Bank as
the category leader in five
out of six mobile banking
categories — even more
than last year — and a
category leader in an
additional two categories
for Online Banking.

Student-athletes have an opportunity to score big with the new policies that allow high school and
college athletes to monetize the use of their name, image and likeness (NIL), and we’re helping them
make the most of it. We teamed up with Opendorse, the leading technology provider in athlete
endorsement, to empower student-athletes with free financial programming. Our financial education
and college banking experts worked with Opendorse curriculum specialists to create U.S. Bank
Financial Fitness™, the customized financial literacy program curated specifically for student-athletes
to learn how to game-plan for creating short-term and long-term wealth for their new income stream.

1. Some services may only be available in English.
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BEING THE MOST TRUSTED CHOICE

Q| WORLD’S MOST

SETHICAL
&|COMPANIES®

WWW.ETHISPHERE.COM

This is the eighth
consecutive year

we have earned this
honor, and we're one of
only three U.S.-based
banks honored.

“World's Most Ethical Companies”
and “Ethisphere” names and
marks are registered trademarks
of Ethisphere LLC.

Powering potential

for success

Our employees work hard every day to earn and keep the trust of the

customers and communities we serve. We know that trust is a key factor

when customers decide who they want to do business with. Being the most

trusted choice also means being a good corporate citizen. For us, doing

business in an environmentally sustainable and socially responsible manner

is also a driver of innovation — today and for generations to come.

We’re proud to have received ongoing recognition e Fortune® magazine recognized us as one of
for our commitment to ethics, accountability and the 2022 World’s Most Admired Companies,
social responsibility. In 2022: naming us No. 1 in the Superregional Banks

industry category for the 12th consecutive

e \We were once again named one of the
World’s Most Ethical Companies® by
Ethisphere Institute, a global leader in defining
and advancing the standards of ethical business
practices. This is the eighth consecutive year
we have earned this honor, and we’re one of
only three U.S.-based banks honored.

year. Within this category, we topped the list in
seven of the nine key attributes of reputation:
People Management, Use of Corporate Assets,
Social Responsibility, Quality of Management,
Financial Soundness, Long-Term Investment
Value and Quality of Products/Services.
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BEING THE MOST TRUSTED CHOICE

Building trust through corporate citizenship

As a financial services provider, our Environmental, Social and Governance (ESG) efforts reflect our
commitment to being a responsible corporate citizen. This includes our work to meet our Community
Reinvestment Act (CRA) goals, to drive social and environmental impact while delivering for customers
and to dedicate ourselves to creating an inclusive workplace.

You can learn more about our progress in our 2021 ESG report and our Task Force on Climate-related
Financial Disclosures report published in December. Our 2022 ESG report is expected later this year.

In the interim, below we’ve highlighted some key advancements we made in 2022 to enable a sustainable
future and increase equity, access and economic empowerment:

1 $
S64M $2.7B

in corporate contributions and invested in renewable of U.S. Bank Foundation dollars

U.S. Bank Foundation giving energy tax equity supported women, people of
color and low-and-moderate

income communities

v,

[
’ [ |oo

$321M $20 Outstanding

in capital went to Black-owned or increased minimum rating received by U.S. Bank from
-led businesses and organizations hourly wage to $20 the most recent Community
through U.S. Bancorp Community Reinvestment Act (CRA) exam'

Development Corporation financing

1.5M 311,000

individuals received financial pledged to nonprofits employee volunteer
education with a focus on diverse through annual Employee hours, equated to
and underserved communities Giving Campaign $9.3 million investment?

1. Community Reinvestment Act (CRA) exam by the Office of the Comptroller of the Currency (OCC) is from January 1,2016, to December 31, 2020.
2. Volunteer hours valued at $29.95 per hour by the Independent Sector.

To read more, visit:
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DRIVING ONE U.S. BANK

Powering potential
for our people

Our people are our greatest asset; they’re vital to our success and our
customers’ success. That’s why we invest in the careers of our approximately
77,000 employees through programs that empower each of us to bring our
diverse perspectives to work every day. We’re honored that our efforts to
create a great place to work received wide recognition yet again this year.

e We ranked among the Top 50 companies overall
in the American Opportunity Index — a new report
created by The Burning Glass Institute, Harvard
Business School and the Schultz Family Foundation
— which measures employee economic mobility.
We were also among the “Best Workplaces
to Advance Within” and “Best Workplaces
to Advance Without a College Degree.”

e Seramount ranked us as one of the 100 Best
Companies for Working Parents for the third
consecutive year.

e Military Times again recognized us as one of
the “Best for Vets” — an honor we’ve received
annually since 2010.

e \We earned a perfect score of 100 on the 2022 Notable enhancements we made in 2022:
Disability Equality Index® and were recognized
as a “Best Place to Work for Disability Inclusion”
for the fifth consecutive year.

e Increased our parental leave policy in
January to ensure we’re investing in our
employees’ life moments.

e For the 16th consecutive year, we scored 100
on the Human Rights Campaign Foundation’s
annual Corporate Equality Index®, the nation’s most
prominent report measuring corporate policies and
practices related to LGBTQ workplace equality. e Boosted salaries of thousands of employees,

including front-line branch, call center and

operations center employees as part of our

announcement that all employees in the U.S.

and Canada will make at least $20 an hour.

e Enhanced our leaves of absence policies
for military members to help smooth the
transition into active duty.

e We were named to the Diversitylnc. Top 50 Index®
again this year, rising to No. 17 overall. We also
continue to be ranked on DiversityInc.’s specialty
lists for topics including philanthropy, supplier
diversity, Board, and employee resource groups.
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DRIVING ONE U.S. BANK

Powering potential
In our communities

We’re passionate about helping people thrive through building wealth.

That’s why we invest in and give back to communities we live and work in.

In 2022, we made significant progress
implementing and building on U.S. Bank Access
Commitment™, a series of long-term initiatives
to address the persistent racial wealth gap and
increase wealth building opportunities. We also
continued to integrate social, environmental

and economic progress into our work through
U.S. Bancorp Community Development
Corporation, financing projects that help develop
affordable housing, build thriving communities,
or accelerate the transition to a green economy.
And, as part of our acquisition of Union Bank,

we also announced a $100 billion community
benefit plan that will build on U.S. Bank Access
Commitment™ and expand our efforts to increase
access to capital in all the communities we serve.
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Getting more people into homes

We know that homeownership is a cornerstone
to wealth building, and that Black families
disproportionately rent their homes, which is
why we launched U.S. Bank Access Home™,
a part of U.S. Bank Access Commitment™, an
initiative we believe is key to our commitment
to helping close the racial wealth gap. The
multipronged program will provide financial
education, increase awareness of lending

and financing options, and help fund our new
mortgage loan officer development program
designed to reach the Black community.

We also announced a separate investment

from our mortgage business that will support

a wide range of outreach, engagement and
educational efforts through partnerships with
organizations that promote housing in diverse and
underserved communities. The initial investment
will focus on partners where housing disparities
are the largest, including: Las Vegas, Little Rock,
Milwaukee, Minneapolis and St. Louis, and we
are also partnering nationally with Fannie Mae
and Freddie Mac.


https://www.usbank.com/about-us-bank/company-blog/article-library/getting-more-people-into-homes-us-bank-introduces-us-bank-access-home.html

DRIVING ONE U.S. BANK

Expanding our investment in developers of color

As part of our U.S. Bank Access to Capital™ initiative, we’re investing
in developers of color through our Community Development
Financial Institution (CDFI) partners. In 2022, we provided $300,000
in grants to five Black-led CDFls that work with Black affordable
housing developers. The combination of technical assistance and
predevelopment capital helps create on-ramps for developers of
color in the affordable housing industry.

Coaching financial literacy with the WNBA

We’re proud to be a WNBA Changemaker, providing the league’s
players and alumni access to financial resources, and creating
programs to increase financial education across the country.

The multiyear relationship means we are joining a collective of
purpose-driven companies that are striving to elevate women in
sports and support the league’s mission around advancing diversity,
equity and inclusion. One of the early initiatives in partnership with
Project Destined — a social impact platform — is the launch of
She’s Invested: Supporting Emerging Female Leaders. The program
provides mentoring and financial education to women of color
from Historically Black Colleges and Universities (HBCUs) as well
as universities in Southern California.

[Mbancorp
Annual Report 2022

Receive an
electronic copy
of the

Annual Report

To help to reduce the

use of environmental
resources and promote
environmental stewardship,
we partnered with Arbor
Day to plant a tree for
every retail shareholder
account who opted for
electronic delivery of our
annual report. Last year,
3,200 trees were planted
as a result, and we are
continuing that partnership
again this year.

If you haven’t already done
S0, you can sign up to
receive electronic versions
of our Annual Report at

usbank.com/electronicAR.
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ABOUT US

U.S. Bancorp, with approximately 77,000 employees and $675 billion in assets
as of Dec. 31, 2022, is the parent company of U.S. Bank National Association.

The Minneapolis-based company serves millions of customers locally, nationally and globally through a
diversified mix of businesses: Consumer and Business Banking; Payment Services; Corporate and Commercial
Banking; and Wealth Management and Investment Services. The company has been recognized for its
approach to digital innovation, social responsibility, and customer service, including being named one of the
2022 World’s Most Ethical Companies and Fortune’s most admired superregional bank. MUFG Union Bank,
consisting primarily of retail banking branches on the West Coast, joined U.S. Bancorp in 2022.

Learn more at usbank.com/about.

Revenue mix by business line 2022 taxable-equivalent basis. ~ ® Sonsumer and
Business line revenue percentages exclude Treasury and Corporate Support. Business Banking:

See Non-GAAP Financial Statements on page 59. Branches; 24-hour customer
centers; mobile banking; online

banking; mortgages; consumer
lending; ATM and debit processing;
workplace banking; student banking

367%
e [ () i

Consumer
and Business
Banking

27%
@ 3 @

Payment
Services

e Payment Services:
Credit, debit, prepaid, virtual,
corporate, purchasing and fleet
cards; global payment processing;
freight payment services; real-
time payments; eCommerce

e Corporate and
Commercial Banking:
Lending; asset based financing;
equipment finance and small-ticket
leasing; correspondent banking;
depository services; capital
markets; international trade

19*
o (il =2 B

Corporate and
Commercial
Banking

18%
0 0 WV <

Wealth Management
and Investment
Services

o Wealth Management
and Investment Services:
Wealth planning, investments,
trust services; private banking;
specialty asset management;
global custody solutions; global
fund services; corporate and
institutional trust services

Our strategic pillars. Our strategy is how we will grow; it comes to life by activating our pillars.

sl N ’
@ Being the Most Driving One Striving for - - Creating the
2 | Trusted Choice U.S. Bank Simplicity - Future Now
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The following pages discuss in detail the financial results we achieved
in 2022 — results that reflect how we are creating the future now.

The following information appears in accordance with the Private Securities Litigation Reform Act of 1995:

This report contains forward-looking statements about

U.S. Bancorp. Statements that are not historical or current
facts, including statements about beliefs and expectations,

are forward-looking statements and are based on the
information available to, and assumptions and estimates

made by, management as of the date hereof. These forward-
looking statements cover, among other things, future economic
conditions and the anticipated future revenue, expenses,
financial condition, asset quality, capital and liquidity levels,
plans, prospects and operations of U.S. Bancorp. Forward-
looking statements often use words such as “anticipates,”
“targets,” “expects,” “hopes,” “estimates,” “projects,”
“forecasts,” “intends,” “plans,” “goals,” “believes,” “continue”
and other similar expressions or future or conditional verbs
such as “will,” “may,” “might,” “should,” “would” and “could.”

” o« ”

” o«

Forward-looking statements involve inherent risks and
uncertainties that could cause actual results to differ materially
from those set forth in forward-looking statements, including
the following risks and uncertainties:

e Deterioration in general business and economic conditions
or turbulence in domestic or global financial markets, which
could adversely affect U.S. Bancorp’s revenues and the
values of its assets and liabilities, reduce the availability of
funding to certain financial institutions, lead to a tightening
of credit, and increase stock price volatility;

e Changes to statutes, regulations, or regulatory policies or
practices, including capital and liquidity requirements, and
the enforcement and interpretation of such laws and
regulations, and U.S. Bancorp’s ability to address or satisfy
those requirements and other requirements or conditions
imposed by regulatory entities;

e Changes in interest rates;

¢ Increases in unemployment rates;

e Deterioration in the credit quality of its loan portfolios
or in the value of the collateral securing those loans;

¢ Risks related to originating and selling mortgages,
including repurchase and indemnity demands, and
related to U.S. Bancorp’s role as a loan servicer;

e Impacts of current, pending or future litigation and
governmental proceedings;

e Increased competition from both banks and non-banks;

e Effects of climate change and related physical and
transition risks;

e Changes in customer behavior and preferences and the
ability to implement technological changes to respond to
customer needs and meet competitive demands;

e Breaches in data security;

e Failures or disruptions in or breaches of U.S. Bancorp’s
operational or security systems or infrastructure, or those
of third parties;

e Failures to safeguard personal information;

e Impacts of pandemics, including the COVID-19 pandemic,
natural disasters, terrorist activities, civil unrest, international
hostilities and geopolitical events;

e Impacts of supply chain disruptions, rising inflation,
slower growth or a recession;

e Failure to execute on strategic or operational plans;
e Effects of mergers and acquisitions and related integration;
e Effects of critical accounting policies and judgments;

e Effects of changes in or interpretations of tax laws
and regulations;

e Management’s ability to effectively manage credit risk, market
risk, operational risk, compliance risk, strategic risk, interest
rate risk, liquidity risk and reputation risk; and

e The risks and uncertainties more fully discussed in the section
entitled “Risk Factors” of this report.

In addition, U.S. Bancorp’s acquisition of MUFG Union Bank

presents risks and uncertainties, including, among others: the

risk that the cost savings, any revenue synergies and other
anticipated benefits of the acquisition may not be realized

or may take longer than anticipated to be realized; and the

possibility that the combination of MUFG Union Bank with

U.S. Bancorp, including the integration of MUFG Union Bank,

may be more costly or difficult to complete than anticipated

or have unanticipated adverse results.

In addition, factors other than these risks also could adversely

affect U.S. Bancorp’s results, and the reader should not

consider these risks to be a complete set of all potential risks
or uncertainties. Readers are cautioned not to place undue
reliance on any forward-looking statements. Forward-looking
statements speak only as of the date hereof, and U.S. Bancorp
undertakes no obligation to update them in light of new
information or future events.
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Management’s Discussion and Analysis

Overview

In 2022, U.S. Bancorp and its subsidiaries (the “Company”)
continued to demonstrate financial strength and a diversified
business model by maintaining sound credit quality and a strong
capital and liquidity position, while continuing to invest in key
business initiatives to drive growth in the future.

MUFG Union Bank Acquisition On December 1, 2022, the
Company acquired MUFG Union Bank N.A.’s core regional banking
franchise (“MUB”) from Mitsubishi UFJ Financial Group, Inc.
Pursuant to the terms of a previously announced Share Purchase
Agreement, the Company acquired all of the issued and outstanding
shares of common stock of MUB for a purchase price consisting of
$5.5 billion in cash and approximately 44 million shares of the
Company’s common stock. The Company also received additional
MUB capital of $3.5 billion upon completion of the acquisition. The
additional capital received is held at the MUB subsidiary and
required to be repaid to Mitsubishi UFJ Financial Group, Inc. on or
prior to the fifth anniversary date of the completion of the purchase,
in accordance with the terms of the Share Purchase Agreement. As
such, it is recognized as debt at the parent company. The
transaction excludes the purchase of substantially all of MUB'’s
Global Corporate & Investment Bank (other than certain deposits),
certain middle and back-office functions, and other assets. MUB
operates approximately 300 branches in California, Washington and
Oregon. The Company’s 2022 results reflect MUB’s operations for
the month of December 2022, and the Company’s balance sheet
as of December 31, 2022 includes MUB's balances acquired or
assumed in the transaction, including $81.4 billion in total assets,
$53.1 billion of loans and $82.0 billion of deposits. As of the date of
acquisition, MUB is a wholly-owned subsidiary of the Company and
an affiliate of U.S. Bank National Association (‘USBNA”), the
Company’s primary banking subsidiary. The Company expects to
merge MUB into USBNA in connection with the conversion of MUB
customers and systems to the USBNA platform over Memorial Day
weekend in 20283.

Financial Performance The Company earned $5.8 billion in 2022,
or $3.69 per diluted common share, compared with $8.0 bilion, or
$5.10 per diluted common share in 2021. Financial performance for
2022, compared with 2021, included the following:

¢ Net interest income increased $2.2 billion (17.8 percent) due
to the impact of rising rates on earnings assets and growth in
average loan and investment securities balances, partially
offset by deposit pricing and changes in funding mix;

¢ Noninterest income decreased $771 million (7.5 percent)
primarily due to lower mortgage banking revenue, and lower
other noninterest income driven by the impact of interest rate
economic hedges related to the MUB acquisition, partially
offset by higher trust and investment management fees and
payment services revenue;

¢ Noninterest expense increased $1.2 billion (8.6 percent),
reflecting operating expenses and merger and integration
charges related to the MUB acquisition, along with increases
in compensation and employee benefits expense, marketing
and business development expense and other noninterest
expense;

e The provision for credit losses increased $3.2 billion, driven by
the impact of loan growth and increasing economic
uncertainty, as well as the initial provision for credit losses
related to the MUB acquisition and the provision impact of
balance sheet repositioning and capital management actions
taken in 2022 in connection with the acquisition;

e Average loans increased $36.6 billion (12.3 percent) primarily
due to higher average commercial loans and residential
mortgages, including the impact of the MUB acquisition; and

e Average deposits increased $28.1 billion (6.5 percent), driven
by increases in average total savings deposits and time
deposits including the impact of the MUB acquisition, partially
offset by a decrease in average noninterest bearing deposits.

Credit Quality The Company continues to maintain strong credit
quality as it prudently manages credit underwriting.

e The allowance for credit losses was $7.4 billion at
December 31, 2022, an increase of $1.2 billion compared
with December 31, 2021. The increase included the impacts
of the MUB acquisition, along with loan growth and increased
economic uncertainty.

¢ Nonperforming assets were $1.0 billion at December 31,
2022, an increase of $138 million compared with
December 31, 2021. The increase was driven by acquired
balances related to the MUB acquisition, partially offset by
decreases in nonperforming loans in the legacy portfolio.

e Net charge-offs were $1.1 billion in 2022, an increase of
$381 million compared with 2021. The increase reflected
approximately $179 million related to the purchase accounting
treatment for acquired MUB loans, as well as the impact
related to balance sheet repositioning and capital
management actions taken during 2022 in connection with
the acquisition.

Capital Management At December 31, 2022, all of the
Company’s regulatory capital ratios exceeded regulatory “well-
capitalized” requirements.

e The Company’s common equity tier 1 capital ratio was
8.4 percent at December 31, 2022.

e During 2022, the Company announced a 4.3 percent increase
in the quarterly dividend rate per common share.

The Company’s financial strength, diversified business model and
strong credit quality position it well for 2023. Economic
uncertainty in both the domestic and global economies currently
exists. The Company’s business model is resilient due to
disciplined credit underwriting standards and robust risk
management infrastructure. The Company remains focused on
prudent balance sheet growth and the prudent allocation of
capital to lines of business and products best served to deliver on
its strategic vision. The Company’s growth strategy is focused on
creating value for its customers, communities and shareholders,
which will allow it to continue to generate industry-leading
performance.



Selected Financial Data

Year Ended December 31

(Dollars and Shares in Millions, Except Per Share Data) 2022 2021 2020
Condensed Income Statement
NEtINtEresSt INCOME . . . ottt $ 14,728 $ 12,494 $ 12,825
Taxable-equivalent adjustment@ . . .. ... .. 118 106 99
Net interest income (taxable-equivalent basis)®) . ... ... 14,846 12,600 12,924
NONINTEreSt INCOME . . . o . oo e 9,456 10,227 10,401
Total NELIBVENUE . . . .o 24,302 22,827 23,325
NONINTErESt EXPENSE . . ottt 14,906 18,728 13,369
Provision for Credit [0SSES . . .. oo 1,977 (1,173) 3,806
INCome before taxes . .. ... 7,419 10,272 6,150
Income taxes and taxable-equivalent adjustment . ........ .. ... 1,581 2,287 1,165
NETINCOME . . oo 5,838 7,985 4,985
Net (income) loss attributable to noncontrolling interests . .. ... ... o i i (13) (22) (26)
Net income attributable to U.S. BanCOID . .. ...\t e $ 5,825 $ 7,963 $ 4,959
Net income applicable to U.S. Bancorp common shareholders . ..............ccouiiiinn.... $ 5,501 $ 7,605 $ 4,621
Per Common Share
Barnings Per SNAME . . . ..ottt $ 369 $ 511 $ 3.06
Diluted earnings per Share . ... ... 3.69 5.10 3.06
Dividends declared per share . ... ... ..o 1.88 1.76 1.68
Book value per sharele) . ... 28.71 32.71 31.26
Market Value per Share . .. ... ..o 43.61 56.17 46.59
Average common shares outstanding . ... ...t 1,489 1,489 1,509
Average diluted common shares outstanding . .. ..o vt 1,490 1,490 1,610
Financial Ratios
Return onaverage assets . .. ..o .98% 1.43% .93%
Return on average CommoOnN €QUILY . . . . .. oottt 12.6 16.0 10.0
Net interest margin (taxable-equivalent basis)@ . .......... . . .. i 2.72 2.49 2.68
EfficiencCy ratiol) . .. . 61.4 60.4 57.8
Net charge-offs as a percent of average loans outstanding .. ....... ... oo .32 .23 .58
Average Balances
[ T a1 $333,573 $296,965 $307,269
Loans held forsale . ... ..o 3,829 8,024 6,985
Investment SeCUrties(d) . . ... . 169,442 154,702 125,954
Earming @SSetS . . .t 545,343 506,141 481,402
A BES . i 592,149 556,532 531,207
Noninterest-bearing deposits . . ... ... 120,394 127,204 98,539
DEPOSIES vttt 462,384 434,281 398,615
Short-term DOIMOWINGS . . o v oo et e e e e e 25,740 14,774 19,182
LONg-term et ... 33,114 36,682 44,040
Total U.S. Bancorp shareholders’ equity .. ...... ... 50,416 53,810 52,246
Period End Balances
0N o $388,213 $312,028 $297,707
INVeStMENt SECUNMTIES . . . . . e 161,650 174,821 136,840
S ST S i 674,805 573,284 553,905
DEPOSIES . ot 524,976 456,083 429,770
Long-term debt . .. o 39,829 32,125 41,297
Total U.S. Bancorp shareholders’ equity .. ... e 50,766 54,918 53,095
Asset Quality
NONPEOrMING ASSELS . . . . . .t ottt ettt et et e e et $ 1,016 $ 878 $ 1,298
Allowance for Credit I0SSES . . . ..ot 7,404 6,155 8,010
Allowance for credit losses as a percentage of period-endloans ............. ... ... ... 1.91% 1.97% 2.69%
Capital Ratios
Common equity tier 1. capital ... ... 8.4% 10.0% 9.7%
Tier 1 capital ... 9.8 11.6 11.3
Total risk-based capital . .. ... . 1.9 134 13.4
LeVEragE o 7.9 8.6 8.3
Total leverage EXPOSUIE . .. . oottt e e e e e 6.4 6.9 7.3
Tangible common equity to tangible assets®) . ... .. 4.5 6.8 6.9
Tangible common equity to risk-weighted assets®) . ........ ... ... .. 6.0 9.2 9.5
Common equity tier 1 capital to risk-weighted assets, reflecting the full implementation of the current
expected credit [osses methodology®) . ... ... 8.1 9.6 9.3

(@) Based on a federal income tax rate of 21 percent for those assets and liabilities whose income or expense is not included for federal income tax purposes.

(b) See Non-GAAP Financial Measures beginning on page 59.
(c) Calculated as U.S. Bancorp common shareholders’ equity divided by common shares outstanding at end of the period.

(d) Excludes unrealized gains and losses on available-for-sale investment securities and any premiums or discounts recorded related to the transfer of investment securities at fair value from

available-for-sale to held-to-maturity.
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Earnings Summary The Company reported net income
attributable to U.S. Bancorp of $5.8 billion in 2022, or $3.69 per
diluted common share, compared with $8.0 billion, or $5.10 per
diluted common share, in 2021. Return on average assets and
return on average common equity were 0.98 percent and

12.6 percent, respectively, in 2022, compared with 1.43 percent
and 16.0 percent, respectively, in 2021. The results for 2022
included the impact of the 2022 acquisition of MUB. The
transaction closed on December 1, 2022 and results reflect one
month of operating results of MUB including $255 million of net
interest income, $47 million of fee income and $221 million of
noninterest expense. In addition, the results for 2022 included the
impact of certain actions directly related to the acquisition,
including $399 million of losses primarily related to interest rate
economic hedges, entered into after regulatory approval for the
acquisition was obtained, to manage the impact of interest rate
volatility on capital prior to closing the transaction, $329 million of
merger and integration charges, and $791 million of provision for
credit losses related to acquired loans and balance sheet
repositioning and capital management actions taken in the fourth
quarter of 2022 in connection with the acquisition. Combined,
these items decreased 2022 diluted earnings per common share
by $0.76.

Total net revenue for 2022 was $1.5 billion (6.5 percent)
higher than 2021, reflecting a 17.9 percent increase in net interest
income (17.8 percent on a taxable-equivalent basis) and a
7.5 percent decrease in noninterest income. The increase in net
interest income from the prior year was due to the impact of
rising rates on earning assets and strong growth in average loan
and investment securities balances, partially offset by deposit
pricing and changes in funding mix. The reduction in noninterest
income reflected lower mortgage banking revenue due to a
decline in refinancing activities, and lower other noninterest
income driven by the impact of interest rate economic hedges
related to the MUB acquisition, partially offset by higher trust and
investment management fees and payment services revenue.

Noninterest expense in 2022 was $1.2 billion (8.6 percent)
higher than 2021, reflecting operating expenses and merger and
integration charges related to the MUB acquisition, as well as
increases in legacy compensation and employee benefits
expense, marketing and business development expense and
other noninterest expense.

Results for 2021 Compared With 2020 For discussion related
to changes in financial condition and results of operations for
2021 compared with 2020, refer to “Management’s Discussion

and Analysis” in the Company’s Annual Report for the year ended
December 31, 2021, included as Exhibit 13 to the Company’s
Form 10-K filed with the Securities and Exchange Commission on
February 22, 2022.

Statement of Income Analysis

Net Interest Income Net interest income, on a taxable-
equivalent basis, was $14.8 billion in 2022, compared with
$12.6 billion in 2021. The $2.2 billion (17.8 percent) increase in
net interest income, on a taxable-equivalent basis, in 2022
compared with 2021, was primarily due to the impact of rising
interest rates on earning assets, strong growth in loan and
investment securities balances and the impact of loans and
investment securities acquired related to MUB partially offset by
deposit pricing and changes in funding mix. Average earning
assets were $39.2 billion (7.7 percent) higher in 2022, compared
with 2021, reflecting increases in loans and investment securities,
partially offset by a decrease in interest-bearing deposits with
banks. The net interest margin, on a taxable-equivalent basis, in
2022 was 2.72 percent, compared with 2.49 percent in 2021.
The increase in the net interest margin in 2022, compared with
2021, was due to the impact of higher rates on earning assets,
partially offset by deposit pricing and short-term borrowing costs
given the rise in short-term interest rates. Refer to the “Interest
Rate Risk Management” section for further information on the
sensitivity of the Company’s net interest income to changes in
interest rates.

Average total loans were $333.6 billion in 2022, compared
with $297.0 billion in 2021. The $36.6 billion (12.3 percent)
increase was due to growth in all loan classes, including a
$4.6 billion impact related to the MUB acquisition. Average
commercial loans increased $20.9 billion (20.4 percent), primarily
due to higher utilization driven by working capital needs of
corporate customers, slower payoffs given higher volatility in the
capital markets, as well as core growth. Average residential
mortgages increased $10.1 billion (13.6 percent) driven by slower
refinance activity, along with the impact related to the MUB
acquisition. Average commercial real estate loans increased
$2.3 billion (6.0 percent), primarily the result of reduced payoff
activity and MUB balances. Average credit card loans increased
$1.8 billion (8.5 percent) primarily due to increased consumer
spending, account growth and lower payment rates. Average
other retail loans increased $1.4 billion (2.4 percent), driven by
higher auto and recreational vehicle loans, partially offset by lower
retail leasing balances.



Analysis of Net Interest Income@

2022 2021

Year Ended December 31 (Dollars in Millions) 2022 2021 2020 v 2021 v 2020
Components of Net Interest Income

Income on earning assets (taxable-equivalent basis) ............ $ 18,066 $ 13,593 $ 14,942 $ 4,473 $ (1,349)

Expense on interest-bearing liabilities (taxable-equivalent basis) . . . 3,220 993 2,018 2,227 (1,025)
Net interest income (taxable-equivalent basis)®) . ................. $ 14,846 $ 12,600 $ 12,924 $ 2,246 $  (324)
Net interest income, asreported .. ..., $ 14,728 $ 12,494 $ 12,825 $ 2,234 $ (331)
Average Yields and Rates Paid

Earning assets yield (taxable-equivalent basis) ................. 3.31% 2.69% 3.10% .62% (-41)%

Rate paid on interest-bearing liabilities (taxable-equivalent basis) . . .80 .28 .56 .52 (.28)
Gross interest margin (taxable-equivalent basis) . ................. 2.51% 2.41% 2.54% .10% (.13)%
Net interest margin (taxable-equivalent basis) . . .................. 2.72% 2.49% 2.68% .23% (.19)%
Average Balances

Investment Securities© ... ... $169,442 $154,702 $125,954 $14,740 $28,748

L0aNS 333,573 296,965 307,269 36,608 (10,304)

Earmning assets . ... .. 545,343 506,141 481,402 39,202 24,739

Noninterest-bearing deposits . . ... ... ..o i 120,394 127,204 98,539 (6,810) 28,665

Interest-bearing deposits . ........... 341,990 307,077 300,076 34,913 7,001

Total deposits . ...t 462,384 434,281 398,615 28,108 35,666

Interest-bearing liabilities . ......... .. ... 400,844 358,533 363,298 42,311 (4,765)

(@) Interest and rates are presented on a fully taxable-equivalent basis based on a federal income tax rate of 21 percent.

(b) See Non-GAARP Financial Measures beginning on page 59.

(c) Excludes unrealized gains and losses on available-for-sale investment securities and any premiums or discounts recorded related to the transfer of investment securities at fair value from

available-for-sale to held-to-maturity.

Average investment securities in 2022 were $14.7 billion (9.5
percent) higher than in 2021, primarily due to purchases of
mortgage-backed and U.S. Treasury securities, net of
prepayments, sales and maturities in the legacy portfolio, along
with the $1.2 billion impact of the MUB acquisition.

Average total deposits for 2022 were $28.1 billion (6.5
percent) higher than 2021, including the $7.2 billion impact of the
MUB acquisition. Average total savings deposits were
$28.8 hillion (10.2 percent) higher in 2022, compared with 2021,
driven by increases in Corporate and Commercial Banking, and
Consumer and Business Banking balances, partially offset by

decreases in Wealth Management and Investment Services
balances. Average time deposits for 2022 were $6.1 billion

(24.8 percent) higher than 2021, primarily driven by increases in
Corporate and Commercial Banking balances, partially offset by
decreases in Consumer and Business Banking balances.
Changes in time deposits are primarily related to those deposits
managed as an alternative to other funding sources, based
largely on relative pricing and liquidity characteristics. Average
noninterest-bearing deposits were $6.8 billion (5.4 percent) lower
in 2022, compared with 2021, driven by decreases in Corporate
and Commercial Banking, and Payment Services balances.
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Net Interest Income

— Changes Due to Rate and Volume®

2022 v 2021 2021 v 2020
Year Ended December 31 (Dollars in Millions) Volume Yield/Rate Total Volume Yield/Rate Total
Increase (decrease) in
Interest Income
Investment securities . .......... . $ 231 $ 792 $1,023 $ 569 $ (623) $ (54
Loansheldforsale ............... ... i, (121) 90 31) 32 (16) 16
Loans
Commercial . ..o 547 1,109 1,656 (311) (197) (508)
Commercial realestate . .. ................ ... 73 363 436 (63) (175) (238)
Residential mortgages .. ... 336 (38) 298 35 (224) (189)
Creditcard ........ .. i 193 112 305 (74) (40) (114)
Otherretall ....... .. i 50 116 166 95 (321) (226)
Totalloans .. ... 1,199 1,662 2,861 (818) (957) (1,275)
Interest-bearing deposits with banks . .. ............ ... 8) 525 517 9 27) (18)
Otherearning assets . ... 8 95 103 )} (15) (18)
Totalearningassets ... 1,309 3,164 4,473 289 (1,638) (1,349)
Interest Expense
Interest-bearing deposits
Interestchecking . ....... .. ... . . i 3 250 253 15 (56) 41)
Money market Savings . ... ..o 16 1,005 1,021 (37) (292) (829)
Savings aCcCouNts .. .o v i 1 2 3 9 (48) (39)
Time deposits . ... 23 252 275 (110) (111) (221)
Total interest-bearing deposits ... ................ 43 1,509 1,552 (123) (607) (630)
Short-term borrowings . .......... ..o oo 52 446 498 (39) (41) (74)
Long-term debt . ..........oiiiii (59) 236 177 (155) (166) (321)
Total interest-bearing liabilities . .................. 36 2,191 2,227 (811) (714) (1,025)
Increase (decrease) in net interest income ............. $1,273 $ 973 $2,246 $ 600 $ (924) $ (324)

(@) This table shows the components of the change in net interest income by volume and rate on a taxable-equivalent basis based on a federal income tax rate of 21 percent. This table does not
take into account the level of noninterest-bearing funding, nor does it fully reflect changes in the mix of assets and liabilities. The change in interest not solely due to changes in volume or rates

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

Provision for Credit Losses The provision for credit losses
reflects changes in economic conditions and the size and credit
quality of the entire portfolio of loans. The Company maintains an
allowance for credit losses considered appropriate by
management for expected losses, based on factors discussed in
the “Analysis and Determination of Allowance for Credit Losses”
section.

The provision for credit losses was $2.0 billion in 2022,
compared with a benefit of $1.2 billion in 2021. The change was
driven by the Company recognizing a provision for credit losses
of $662 million during 2022 related to the acquisition of MUB and
a $129 million provision impact of balance sheet repositioning
and capital management actions taken in the fourth quarter of
2022, along with the impact of strong loan growth in the legacy
portfolio and increasing economic uncertainty. The benefit
recognized in 2021 reflected the enactment of government

stimulus programs and economic recovery from the pandemic in
the United States, which resulted in decreases in the allowance
for credit losses. Net charge-offs increased $381 billion

(65.9 percent) in 2022, compared with 2021, reflecting

$179 million of uncollectible MUB acquired loans, of which the
majority of this balance related to loans that were previously
charged-off by MUB, along with $189 million of net charge-offs
related to balance sheet repositioning and capital management
actions taken in the fourth quarter of 2022 in connection with the
acquisition.

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



Noninterest Income

2022 2021
Year Ended December 31 (Dollars in Millions) 2022 2021 2020 v 2021 v 2020
Card rBVENUE . . . o v ettt $1,512 $ 1,507 $ 1,338 .3% 12.6%
Corporate payment productS reVENUE . .. ... oo v it 698 575 497 21.4 15.7
Merchant proCesSiNg SEIVICES . .. v v v it 1,579 1,449 1,261 9.0 14.9
Trust and investment managementfees ........... ... .. .. 2,209 1,832 1,736 20.6 5.5
SEIVICE ChargES . . oottt e 1,298 1,338 1,245 (8.0 7.5
Commercial ProduCtS rEVENUE . . ..o oottt e et e 1,105 1,102 1,143 3 (3.6)
Mortgage bankingrevenue . ... 527 1,361 2,064 (61.3) (34.1)
Investment products fees ... ... o e 235 239 192 (1.7) 24.5
Securities gains (10Sses), Net . .. ..o 20 103 177 (80.6) (41.8)
L1 0T 273 721 748 (62.1) (3.6)
Total NoNINtEreSt INCOME . . . ...\ttt $9,4566@  $10,227 $10,401 (7.5)% (1.7)%

@ Includes $399 million of losses primarily related to interest rate economic hedges, entered into after regulatory approval for the MUB acquisition was obtained, to manage the impact of interest

rate volatility on capital prior to closing the transaction.

Noninterest Income Noninterest income in 2022 was

$9.5 billion, compared with $10.2 billion in 2021. The $771 million
(7.5 percent) decrease in 2022 from 2021 reflected lower
mortgage banking revenue, lower other noninterest income, lower
service charges and lower gains on the sale of securities, partially
offset by higher trust and investment management fees and
payment services revenue. Mortgage banking revenue decreased
61.3 percent in 2022, compared with 2021, reflecting lower
application volume, given declining refinancing activities
experienced in the mortgage industry, lower related gain on sale
margins and lower performing loan sales, partially offset by
increases in mortgage servicing rights (“MSRs”) valuations, net of
hedging activities. Other noninterest income decreased

62.1 percent in 2022, compared with 2021, primarily due to the
impact of interest rate economic hedges, entered into after
regulatory approval of the MUB acquisition was obtained, to
manage the impact of interest rate volatility on capital prior to
closing the transaction in December, as well as lower retail
leasing end-of-term residual gains. Service charges

Noninterest Expense

decreased 3.0 percent primarily due to the impact of the
elimination of certain consumer overdraft fees in 2022. Trust and
investment management fees increased 20.6 percent primarily
due to lower money market fee waivers, activity related to the
fourth quarter of 2021 acquisition of PFM Asset Management
LLC (“PFM”) and core business growth, partially offset by
unfavorable market conditions. Payment services revenue
increased in 2022, compared with 2021, driven by a 21.4 percent
increase in corporate payment products revenue and a

9.0 percent increase in merchant processing services revenue.
Corporate payment products revenue increased due to improving
business spending across all product groups, while merchant
processing services revenue increased driven by higher sales
volume and merchant fees. The increase in merchant processing
services revenue was partially offset by the impact of foreign
currency rate changes, as the U.S. dollar has strengthened
considerably compared to European currencies given recent
uncertainties in Europe.

2022 2021

Year Ended December 31 (Dollars in Millions) 2022 2021 2020 v 2021 v 2020
Compensation and employee benefits ............... . $ 9,157 $ 8,728 $ 7,938 4.9% 10.0%
Net occupancy and equipment . ... . 1,096 1,048 1,092 4.6 4.0)
Professional services ....... ... .. . 529 492 430 7.5 14.4
Marketing and business development . ......... ... ... .. . o 456 366 318 24.6 15.1
Technology and communications . ...........c..o ... 1,726 1,728 1,582 (1) 9.2
Otherintangibles . ... ... 215 159 176 35. 9.7)
OtNer 1,398 1,207 1,833 15.8 (34.2)
Total before merger and integrationcharges .. .......... ... 14,577 13,728 13,369 6.2 2.7
Merger and integration charges . ......... ... i 329 — — * -

Total NONINtEreSt BXPENSE . . . . v vttt e e e $14,906 $13,728 $13,369 8.6% 2.7%
Efficiency ratio® . . ... . 61.4% 60.4% 57.8%

Not meaningful
(@) See Non-GAAP Financial Measures beginning on page 59.
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Noninterest Expense Noninterest expense in 2022 was

$14.9 billion, compared with $13.7 billion in 2021. The
Company’s efficiency ratio was 61.4 percent in 2022, compared
with 60.4 percent in 2021. The $1.2 billion (8.6 percent) increase
in noninterest expense in 2022 over 2021 was driven by higher
compensation and employee benefits expense, marketing and
business development expense, net occupancy and equipment
expense and other noninterest expense. The increase in
noninterest expense included the impact of the MUB acquisition,
including $329 million of merger and integration-related charges
and $42 million of intangible amortization primarily related to core
deposit intangibles. Compensation and employee benefits
expense increased 4.9 percent in 2022 over 2021, primarily due
to MUB expense as well as merit increases and hiring to support
business growth and higher post-pandemic medical expenses,
partially offset by lower performance-based incentives and
variable compensation. Marketing and business development
expense increased 24.6 percent due to the timing of marketing
campaigns as well as increased travel and entertainment. Net
occupancy and equipment expense increased 4.6 percent to
support business growth. Other noninterest expense increased
15.8 percent due to accruals related to future delivery exposures
for merchant and airline processing as processing volumes
recover, higher Federal Deposit Insurance Company (“FDIC”)
insurance expense driven by an increase in the assessment base
and rate, and higher other accruals, partially offset by lower costs
related to tax-advantaged projects and lower other expenses
related to the decline in mortgage production.

Income Tax Expense The provision for income taxes was
$1.5 billion (an effective rate of 20.0 percent) in 2022, compared
with $2.2 billion (an effective rate of 21.5 percent) in 2021.

For further information on income taxes, refer to Note 19 of
the Notes to Consolidated Financial Statements.

Balance Sheet Analysis

Average earning assets were $545.3 billion in 2022, compared
with $506.1 billion in 2021. The increase in average earning
assets of $39.2 billion (7.7 percent), including the $6.5 billion
(1.3 percent) impact of the MUB acquisition, was primarily due to
increases in loans of $36.6 billion (12.3 percent) and investment
securities of $14.7 billion (9.5 percent), partially offset by a
decrease in interest-bearing deposits with banks of $8.5 billion
(21.3 percent).

For average balance information, refer to Consolidated Daily
Average Balance Sheet and Related Yields and Rates on page
138.

Loans The Company’s loan portfolio was $388.2 billion at
December 31, 2022, compared with $312.0 billion at

December 31, 2021, an increase of $76.2 billion (24.4 percent),
which includes $53.1 billion of loans acquired from MUB. The
increase was driven by increases in residential mortgages of
$39.4 billion (51.4 percent), commercial loans of $23.7 billion
(21.1 percent), commercial real estate loans of $16.4 billion

(42.1 percent), credit card loans of $3.8 billion (16.9 percent),
partially offset by a decrease in other retail loans of $7.1 billion
(11.4 percent). Table 6 provides a summary of the loan
distribution by product type, while Table 7 provides a summary of
the selected loan maturity distribution by loan category. Average
total loans increased $36.6 billion (12.3 percent) in 2022,
compared with 2021. The increase was primarily driven by higher
commercial loans and residential mortgages.



Loan Portfolio Distribution

2022 2021
Percent Percent
At December 31 (Dollars in Millions) Amount  of Total Amount  of Total
Commercial
COMIMEICIAl .« v ot e $131,128  33.8% | $106,912  34.3%
Lease finanCINg . ..o 4,562 1.2 5,111 1.6
Total COMMENCIAl . . .ot 135,690 35.0 112,023 35.9
Commercial Real Estate
Commercial MOMGAGES . . .« .ottt et e et e 43,765 113 28,757 9.2
Construction and development . . ... 11,722 3.0 10,296 3.3
Total commercial real estate .. ... ..o e 55,487 14.3 39,053 12.5
Residential Mortgages
Residential mortgages . . ... oo 107,858 27.8 67,546  21.6
Home equity loans, first IBNS . . .. .. oo 7,987 2.0 8,947 2.9
Total residential MOMgagES . . .. oottt 115,845 29.8 76,493  24.5
Credit Card . ... ... .. 26,295 6.8 22,500 7.2
Other Retail
Retail [6asing . . ..o 5,519 1.4 7,256 2.3
Home equity and second MOMQagES . . . .. vttt i e e 12,863 3.3 10,446 3.4
RevoIVING Credit . ..o 3,983 1.0 2,750 9
INStallment .. 14,692 3.8 16,641 5.3
AUTOMODIlE . . . 17,939 4.6 24,866 8.0
Total other retail ... ... . 54,896 141 61,959 19.9
Total I0aNS o . $388,213 100.0% | $312,028 100.0%
A Selected Loan Maturity Distribution
Over One Over Five
One Year Through Through Over Fifteen
At December 31, 2022 (Dollars in Millions) or Less Five Years Fifteen Years Years Total
Commercial ... $29,430 $ 96,841 $ 9,158 $ 261 $135,690
Commercial realestate ... 12,181 27,081 8,136 8,089@) 55,487
Residential mortgages . .. .. ..o 3,303 5,042 21,350 86,150 115,845
Creditcard . ... 26,295 — — — 26,295
Otherretail . ... .. 3,428 17,759 18,643 15,066 54,896
Total loans . ..o $74,637 $146,723 $57,287 $109,566 $388,213
Total of loans due after one year with:
Predetermined Floating
Interest Rates Interest Rates
COMMEICIAl .\ ettt e e e e $ 14,892 $ 91,368
Commercial real 8State . .. ... . 14,761 28,545
Residential MOortgages . . . ... oot 64,306 48,236
Credit Card . ..o — —
Other retall . .. e 38,959 12,509
TOtAl . $132,918 $180,658

(@) Primarily represents construction loans for single-family residences or loans guaranteed by the Small Business Administration.
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Commercial Loans by Industry Group and Geography

2022 2021
At December 31 (Dollars in Millions) Loans Percent Loans Percent
Industry Group
Real-estate related . . . ... ..ot $ 19,539 14.4% $ 16,646 14.9%
Financial iINnsStitutions . . . .. ..o 17,381 12.8 14,002 12.5
Personal, professional and commercial Services . ..., 10,106 7.5 7,095 6.3
Healthcare . ... ... 8,536 6.3 6,923 6.2
AUTOMOTIVE . . o 7,154 5.3 7,590 6.8
Media and entertainment . . ... ... . 5,867 4.3 4,623 4.1
Food and beverage . . ... ... 5,574 41 4,097 3.6
TeChNOIOGY . . .o 5,425 4.0 5119 4.6
Capital QOOAS . . o ot 5,332 3.9 4,099 3.6
Retall 5,128 3.8 4,717 4.2
TransPOratioN . .ot 4,988 3.7 3,895 3.5
PO . L 4,945 3.6 3,028 2.7
ENergy 3,811 2.8 2,299 2.1
Metals and MINING . . . ..o 3,700 2.7 3,342 3.0
Education and non-profit . .. ... 3,609 2.7 3,721 3.3
Building materials . . .. ... 3,293 2.4 2,687 2.4
State and municipal governmMeNt ... ... .. .. 3,240 2.4 3,166 2.8
AN CURUIE .t 1,909 1.4 1,796 1.6
OB o 16,153 1.9 13,178 11.8
TOtal o $135,690 100.0% $112,023 100.0%
Geography
Galifornia . ... $ 23,736 17.5% $ 15,439 13.8%
T OXAS ottt 10,244 7.6 6,748 6.0
NEW Y OrK .ttt 8,989 6.6 7,483 6.7
INOIS . ot 7,626 5.6 6,572 5.9
MINNESOtA . ..o 6,707 5.0 6,730 6.0
OO 4,497 3.3 4,310 3.8
WWISCONSIN .« e et 4,112 3.0 3,894 3.5
Florida o 3,777 2.8 3,790 3.4
WasShinglON . .o 3,721 2.7 2,936 2.6
Colorado .o 3,613 2.7 3,791 3.4
AllOther States . . .. .o 58,668 43.2 50,330 44.9
O Al $135,690 100.0% $112,023 100.0%
Commercial Commercial loans, including lease financing, loans increased $20.9 billion (20.4 percent) in 2022, compared
increased $23.7 billion (21.1 percent) at December 31, 2022, with 2021. Table 8 provides a summary of commercial loans by
compared with December 31, 2021, due to higher utilization industry and geographical location.

driven by working capital needs of corporate customers, slower
payoffs given higher volatility in the capital markets, core growth
and the impact of the MUB acquisition. Average commercial



Commercial Real Estate Loans by Property Type and Geography

2022 2021

At December 31 (Dollars in Millions) Loans Percent Loans Percent

Property Type
MURI-faMIlY $16,722 30.1% $ 9,293 23.8%
BUSINESS OWNEr OCCUPIE . . . . oot 11,487 20.7 8,238 21.1
O o 7,239 13.1 5,814 14.9
INAUSTHAL . . L 5,258 9.5 3,672 9.4
Residential land and development ... ... .. 4,454 8.0 2,788 71
Retall . ..o 4,011 7.2 3,382 8.7
LOAgING .ot 1,932 3.5 2,422 6.2
(1= 4,384 7.9 3,444 8.8

TOtal o $55,487 100.0% $39,053 100.0%

Geography
California . . oo $22,250 40.1% $ 9,683 24.8%
N aShiNg ON . 4,235 7.6 3,680 9.4
NEW Y O K .t 2,547 4.6 859 2.2
L= P 2,337 4.2 1,662 4.3
HNOIS . . 1,830 3.3 1,409 3.6
COlOradO .o 1,648 3.0 1,684 4.3
(@)1 To o 1,622 2.9 1,526 3.9
MINNESOTa . . .o 1,470 2.7 1,717 4.4
Florida . . oo 1,276 2.3 1,520 3.9
OO o 1,247 2.2 1,215 3.1
AllOther states . ... 15,025 271 14,098 36.1

TOtal L $55,487 100.0% $39,053 100.0%

Commercial Real Estate The Company’s portfolio of
commercial real estate loans, which includes commercial
mortgages and construction and development loans, increased
$16.4 billion (42.1 percent) at December 31, 2022, compared
with December 31, 2021. The increase was primarily due to the
impact of the MUB acquisition. Average commercial real estate

The Company also finances the operations of real estate
developers and other entities with operations related to real
estate. These loans are not secured directly by real estate but
have similar characteristics to commercial real estate loans.
These loans were included in the commercial loan category and
totaled $19.5 billion and $16.6 billion at December 31, 2022 and

loans increased $2.3 billion (6.0 percent) in 2022, compared with
2021. Table 9 provides a summary of commercial real estate
loans by property type and geographical location.

The Company’s commercial mortgage and construction and
development loans had unfunded commitments of $13.8 billion
and $11.8 billion at December 31, 2022 and 2021, respectively.

2021, respectively.
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Residential Mortgages by Geography

2022 2021

At December 31 (Dollars in Millions) Loans Percent Loans Percent
California . $ 53,967 46.7% $23,568 30.8%
WaShiNgION . . 6,343 5.5 4,002 5.2
Colorado .o 4,192 3.6 3,612 4.7
Florida . o 3,946 3.4 3,340 4.4
MINNESOTa . . o et 3,692 3.2 3,767 4.9
OIS e 3,592 3.1 3,392 4.4
ANIZONa . oo 3,178 2.7 2,684 3.5
L2 T 2,801 2.4 2,209 2.9
(6= o] o 2,701 2.3 2,332 3.1
MaSSaCUSELES . . .o 2,536 2.2 1,995 2.6
All Other states . ... . 28,897 24.9 25,592 33.5

TOtal $115,845 100.0% $76,493 100.0%

Residential Mortgages Residential mortgages held in the loan
portfolio at December 31, 2022, increased $39.4 billion (51.4
percent) compared to December 31, 2021, due to $26.4 billion of
acquired MUB residential mortgages, as well as stronger
on-balance sheet loan activities and slower refinance activity.
Average residential mortgages increased $10.1 billion (13.6
percent) in 2022, compared with 2021. Residential mortgages
originated and placed in the Company’s loan portfolio include
well-secured jumbo mortgages and branch-originated first lien
home equity loans to borrowers with high credit quality.

Credit Card Total credit card loans increased $3.8 billion

(16.9 percent) at December 31, 2022, compared with
December 31, 2021, primarily driven by higher spend volumes,
account growth and lower payment rates. Average credit card
balances increased $1.8 billion (8.5 percent) in 2022, compared
with 2021.

Credit Card Loans by Geography

Other Retail Total other retail loans, which include retail leasing,
home equity and second mortgages and other retail loans,
decreased $7.1 billion (11.4 percent) at December 31, 2022,
compared with December 31, 2021, reflecting decreases in auto
loans, installment loans and retail leasing balances, partially offset
by increases in home equity loans and revolving credit balances.
The decrease in auto loans was primarily driven by the sale of
approximately $4 billion of indirect auto loans as part of balance
sheet repositioning and capital management actions taken in the
fourth quarter of 2022 in connection with the acquisition of MUB.
Average other retail loans increased $1.4 billion (2.4 percent) in
2022, compared with 2021. Tables 10, 11 and 12 provide a
geographic summary of residential mortgages, credit card loans
and other retail loans outstanding, respectively, as of

December 31, 2022 and 2021.

2022 2021

At December 31 (Dollars in Millions) Loans Percent Loans Percent
Califormia . o .o e $ 2,609 9.9% $ 2,134 9.5%
T XS o ot 1,584 6.0 1,343 6.0
OIS . o 1,330 5.1 1,108 4.9
OO o 1,320 5.0 1,113 4.9
MINNESOTA . . . o 1,257 4.8 1,109 4.9
Florida . . . 1,252 4.8 1,046 4.6
WWVISCONSIN o et 1,029 3.9 895 4.0
MIChIgaN .« . 925 3.5 822 3.7
[©7o1 1] =T (o T 862 3.3 761 3.4
157 0 850 3.2 704 3.1
All Other states . . ... 18,277 50.5 11,465 51.0

TOMBL et $26,295 100.0% $22,500 100.0%




Other Retail Loans by Geography

2022 2021

At December 31 (Dollars in Millions) Loans Percent Loans Percent
{72111 g 1= $11,008 20.2% $ 9,605 15.5%
T XS .« et 5,149 9.4 7,570 12.2
Florida . .. 3,449 6.3 3,850 6.2
MINNESOTA . . . o 2,527 4.6 2,947 4.8
OIS . o 2,180 4.0 2,692 4.3
OO ettt 2,083 3.8 2,634 4.2
WaShiNGION . 1,999 3.6 1,913 3.1
N W Y OrK o 1,878 3.4 2,014 3.3
COolorado . . o oo 1,673 3.0 1,859 3.0
(=T o o P 1,414 2.6 1,451 2.3
Allother states . ... 21,446 39.1 25,424 411

TOAl ettt $54,896 100.0% $61,959 100.0%

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

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

Investment Securities

$2.2 billion at December 31, 2022, compared with $7.8 billion at
December 31, 2021. The decrease in loans held for sale was
principally due to a lower level of mortgage loan closings in late
2022, compared with the same period of 2021. Almost all of the
residential mortgage loans the Company originates or purchases
for sale follow guidelines that allow the loans to be sold into

existing, highly liquid secondary markets, in particular in

government agency transactions and to government sponsored
enterprises (“GSEs”).

2022 2021
Weighted- Weighted-
Average  Weighted- Average  Weighted-
Amortized Maturity in Average Amortized Maturity in Average
At December 31 (Dollars in Millions) Cost  Fair Value Years Yieldd Cost Fair Value Years Yieldd
Held-to-maturity
U.S. Treasury and agencies . .................. $ 1,344 $ 1,293 3.3 285% | $ - $ — — —%
Mortgage-backed securities@® .. ................ 87,396 76,581 9.3 217 41,858 41,812 7.4 1.45
Total held-to-maturity ...................... $88,740 $77,874 9.2 218% | $ 41,858 $ 41,812 7.4 1.45%
Available-for-sale
U.S. Treasury and agencies ................... $24,801  $22,033 7.1 2.43% | $ 36,648 $ 36,609 6.7 1.54%
Mortgage-backed securities@ .. ................ 40,803 36,423 6.6 2.83 85,394 85,564 4.9 1.58
Asset-backed securities@ . ... ... oo 4,356 4,323 1.3 4.59 62 66 5.2 1.53
Obligations of state and political subdivisions®l© . . . 11,484 10,125 13.6 3.76 10,130 10,717 6.6 3.67
Other ... 6 6 A 1.99 7 7 3.4 2.07
Total available-for-sale .. .................... $81,450 $72,910 7.4 2.94% | $132,241 $132,963 5.5 1.73%

(@) Information related to asset and mortgage-backed securities included above is presented based upon weighted-average maturities that take into account anticipated future prepayments.
(b) Information related to obligations of state and political subdivisions is presented based upon yield to first optional call date if the security is purchased at a premium, and yield to maturity if the

security is purchased at par or a discount.

(c) Maturity calculations for obligations of state and political subdivisions are based on the first optional call date for securities with a fair value above par and the contractual maturity date for

securities with a fair value equal to or below par.

(d) Weighted-average yields for obligations of state and political subdivisions are presented on a fully-taxable equivalent basis based on a federal income tax rate of 21 percent. Yields on
investment securities are computed based on amortized cost balances, excluding any premiums or discounts recorded related to the transfer of investment securities at fair value from

available-for-sale to held-to-maturity.
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Investment Securities The Company uses its investment
securities portfolio to manage interest rate risk, provide liquidity
(including the ability to meet regulatory requirements), generate
interest and dividend income, and as collateral for public deposits
and wholesale funding sources. While the Company intends to
hold its investment securities indefinitely, it may sell
available-for-sale investment securities in response to structural
changes in the balance sheet and related interest rate risk and to
meet liquidity requirements, among other factors.

Investment securities totaled $161.7 billion at December 31,
2022, compared with $174.8 billion at December 31, 2021. The
$13.2 billion (7.5 percent) decrease was primarily due to
$25.4 billion of net investment sales, including the sale of certain
investment securities acquired as part of the MUB acquisition,
and a $13.3 billion unfavorable change in net unrealized gains
(losses) on available-for-sale investment securities, partially offset
by $22.7 billion of acquired investment securities and $3.4 billion
of senior notes the Company received as part of the sale of
approximately $4 billion of indirect auto loans to third-party
securitization vehicles during 2022. During 2022, the Company
transferred $45.1 billion amortized cost ($40.7 billion fair value) of
available-for-sale investment securities to the held-to-maturity
category to reflect its new intent for these securities. Average
investment securities were $169.4 billion in 2022, compared with
$154.7 billion in 2021. Investment securities by type are shown in
Table 13.

The Company’s available-for-sale investment securities are
carried at fair value with changes in fair value reflected in other
comprehensive income (loss) unless a portion of a security’s
unrealized loss is related to credit and an allowance for credit
losses is necessary. At December 31, 2022, the Company’s net
unrealized losses on available-for-sale investment securities were
$8.5 billion, compared with net unrealized gains of $722 million at
December 31, 2021. The unfavorable change in net unrealized
gains (losses) was primarily due to decreases in the fair value of
mortgage-backed, U.S. Treasury and state and political securities
as a result of changes in interest rates, partially offset by the
impact of the transfer of available-for-sale investment securities to
the held-to-maturity category. Gross unrealized losses on
available-for-sale investment securities totaled $8.6 billion at
December 31, 2022, compared with $812 million at
December 31, 2021. When evaluating credit losses, the
Company considers various factors such as the nature of the
investment security, the credit ratings or financial condition of the
issuer, the extent of the unrealized loss, expected cash flows of
the underlying collateral, the existence of any government or
agency guarantees, and market conditions. At December 31,
2022, the Company had no plans to sell securities with unrealized
losses, and believes it is more likely than not that it would not be
required to sell such securities before recovery of their amortized
cost.

Refer to Notes 5 and 22 in the Notes to Consolidated
Financial Statements for further information on investment
securities.

Deposits Total deposits were $525.0 billion at December 31,
2022, including $82.0 billion of deposits related to the MUB
acquisition, compared with $456.1 billion at December 31, 2021.
The $68.9 billion (15.1 percent) increase in total deposits
reflected increases in total savings deposits, time deposits and
noninterest-bearing deposits. Average total deposits in 2022
increased $28.1 billion (6.5 percent) over 2021.

Interest-bearing savings deposits increased $55.8 billion
(18.7 percent) at December 31, 2022, compared with
December 31, 2021. The increase was related to higher money
market, interest checking and savings account deposit balances,
including those balances related to the MUB acquisition. Money
market deposit balances increased $30.4 billion (25.8 percent),
primarily due to higher Wealth Management and Investment
Services, Corporate and Commercial Banking, and Consumer
and Business Banking balances. Interest checking balances
increased $19.4 billion (16.8 percent) primarily due to higher
Corporate and Commercial Banking, and Consumer and
Business Banking balances. Savings account balances increased
$6.0 billion (9.1 percent), driven by higher Consumer and
Business Banking balances, partially offset by lower Wealth
Management and Investment Services balances. Average
interest-bearing savings deposits increased $28.8 billion (10.2
percent) in 2022, compared with 2021, reflecting higher
Corporate and Commercial Banking, and Consumer and
Business Banking balances, partially offset by lower Wealth
Management and Investment Services balances.

Interest-bearing time deposits at December 31, 2022,
increased $10.3 billion (45.4 percent), compared with
December 31, 2021. Average time deposits increased $6.1 billion
(24.8 percent) in 2022, compared with 2021. Changes in time
deposits are primarily related to those deposits managed as an
alternative to other funding sources, based largely on relative
pricing and liquidity characteristics.

Noninterest-bearing deposits at December 31, 2022,
increased $2.8 billion (2.1 percent) from December 31, 2021. The
increase was driven by higher Consumer and Business Banking
balances, primarily related to the MUB acquisition, partially offset
by lower Wealth Management and Investment Services, and
Corporate and Commercial Banking balances. Average
noninterest-bearing deposits decreased $6.8 billion (5.4 percent)
in 2022, compared with 2021.



Deposits

The composition of deposits was as follows:

At December 31 (Dollars in Millions)

2022 2021

Percent Percent
Amount  of Total Amount  of Total

Noninterest-bearing deposits . ........... i

Interest-bearing deposits

Interest checking . ... ...
Money market Savings . .. ..ot
Savings @CCOUNES . . ..ot

Total savings deposits . ...
Domestic time deposits less than $250,000 ... ........covviinnnn.
Domestic time deposits greater than $250,000 .. ............covvvnn.
Foreign time deposits . . ... .o

Total interest-bearing deposits . .. ......... oo i i

Total deposits@ . . ...

$137,743  26.2%| $134,901 29.6%

......................... 134,491 25.6 115,108 25.2
......................... 148,014 28.2 117,619 25.8
......................... 71,782 13.7 65,790 14.4
......................... 354,287 67.5 298,617 65.4
......................... 16,329 3.1 11,303 2.5
......................... 11,999 2.3 2,743 .6
......................... 4,618 9 8,619 1.9
......................... 387,233 73.8 321,182 70.4

$524,976 100.0%| $456,083 100.0%

(a) Includes $289.3 billion and $238.0 billion of deposits at December 31, 2022 and 2021, respectively, that are not subject to any federal, state or foreign deposit insurance program.

The maturity of domestic time deposits in excess of the insurance limit and those time deposits not subject to any federal, state or foreign

deposit insurance program at December 31, 2022 was as follows:

Domestic Time Deposits Foreign Time
(Dollars in Millions) Greater Than $250,000 Deposits Total
Three MONTNS OF IESS . . ot ot ot e $ 5,805 $4,618 $10,423
Three months through six months .. ... . e 2,448 — 2,448
Six months through oneyear ... ... . 1,967 — 1,967
eI Al er . o 1,779 - 1,779
Ol . $11,999 $4,618 $16,617

Borrowings The Company utilizes both short-term and long-
term borrowings as part of its asset/liability management and
funding strategies. Short-term borrowings, which include federal
funds purchased, commercial paper, repurchase agreements,
borrowings secured by high-grade assets and other short-term
borrowings, were $31.2 billion at December 31, 2022, compared
with $11.8 billion at December 31, 2021. The $19.4 billion
increase in short-term borrowings at December 31, 2022,
compared with December 31, 2021, reflected higher short-term
Federal Home Loan Bank (“FHLB”) advances and commercial
paper balances, including assumed short-term borrowing
balances as a result of the MUB acquisition.

Long-term debt was $39.8 billion at December 31, 2022,
compared with $32.1 billion at December 31, 2021. The
$7.7 billion (24.0 percent) increase was primarily due to
$6.9 billion of medium-term note and $1.3 billion of subordinated
note issuances, along with a $1.6 billion increase in FHLB
advances including those balances assumed as a result of the
MUB acquisition. In addition, long-term debt increased as a result
of the $3.5 billion obligation to repay Mitsubishi UFJ Financial
Group, Inc., which was incurred as part of the acquisition. These
increases were partially offset by $3.2 billion of bank note
repayments and maturities, $1.3 billion of subordinated note
repayments and $1.0 billion of medium-term note repayments.

Refer to Notes 13 and 14 of the Notes to Consolidated Financial
Statements for additional information regarding short-term borrowings
and long-term debt, and the “Liquidity Risk Management” section for
discussion of liquidity management of the Company.

Corporate Risk Profile

Overview Managing risks is an essential part of successfully
operating a financial services company. The Company’s Board of
Directors has approved a risk management framework which
establishes governance and risk management requirements for all
risk-taking activities. This framework includes Company and
business line risk appetite statements which set boundaries for
the types and amount of risk that may be undertaken in pursuing
business objectives and initiatives. The Board of Directors,
primarily through its Risk Management Committee, oversees
performance relative to the risk management framework, risk
appetite statements, and other policy requirements.

The Executive Risk Committee (‘ERC”), which is chaired by
the Chief Risk Officer and includes the Chief Executive Officer and
other members of the executive management team, oversees
execution against the risk management framework and risk
appetite statements. The ERC focuses on current and emerging
risks, including strategic and reputation risks, by directing timely
and comprehensive actions. Senior operating committees have
also been established, each responsible for overseeing a
specified category of risk.

Upon closing of the MUB acquisition, the Company’s risk
management framework applies to the legal entities acquired
from Mitsubishi UFJ Financial Group, Inc., including MUB. Prior to
closing, the Company evaluated the frameworks, policies and
procedures of the acquired entities as necessary. Updates were
made to align the acquired entities with the Company’s risk
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appetite and connect the elements of their respective risk
governance and reporting into the Company’s existing risk
management framework. Connecting the existing MUB risk
governance and reporting framework into the Company’s existing
risk management framework allows separate risk profiles,
governance, and reporting for the Company and the acquired
entities, during the period from acquisition through bank merger,
while also providing the ability to consolidate reporting for the
Company. Upon completing the merger of MUB into USBNA,
which is expected to occur in connection with the conversion of
MUB customers and systems to the USBNA platform over
Memorial Day weekend in 2023, the MUB risk governance and
reporting framework will no longer be applicable.

The Company’s most prominent risk exposures are credit,
interest rate, market, liquidity, operational, compliance, strategic,
and reputation. Credit risk is the risk of loss associated with a
change in the credit profile or the failure of a borrower or
counterparty to meet its contractual obligations. Interest rate risk
is the current or prospective risk to earnings and capital, or
market valuations, arising from the impact of changes in interest
rates. Market risk arises from fluctuations in interest rates, foreign
exchange rates, and security prices that may result in changes in
the values of financial instruments, such as trading and
available-for-sale securities, mortgage loans held for sale
(*"MLHFS”), MSRs and derivatives that are accounted for on a fair
value basis. Liquidity risk is the risk that financial condition or
overall safety and soundness is adversely affected by the
Company'’s inability, or perceived inability, to meet its cash flow
obligations in a timely and complete manner in either normal or
stressed conditions. Operational risk is the risk to current or
projected financial condition and resilience arising from
inadequate or failed internal processes or systems, people
(including human errors or misconduct), or adverse external
events, including the risk of loss resulting from breaches in data
security. Operational risk can also include the risk of loss due to
failures by third parties with which the Company does business.
Compliance risk is the risk that the Company may suffer legal or
regulatory sanctions, financial losses, and reputational damage if
it fails to adhere to compliance requirements and the Company’s
compliance policies. Strategic risk is the risk to current or
projected financial condition and resilience arising from adverse
business decisions, poor implementation of business decisions,
or lack of responsiveness to changes in the banking industry and
operating environment. Reputation risk is the risk to current or
anticipated earnings, capital, or franchise or enterprise value
arising from negative public opinion. This risk may impair the
Company’s competitiveness by affecting its ability to establish
new relationships or services, or continue serving existing
relationships. In addition to the risks identified above, other risk
factors exist that may impact the Company. Refer to “Risk
Factors” beginning on page 140, for a detailed discussion of
these factors.

The Company’s Board and management-level governance
committees are supported by a “three lines of defense” model for
establishing effective checks and balances. The first line of

defense, the business lines, manages risks in conformity with
established limits and policy requirements. In turn, business line
leaders and their risk officers establish programs to ensure
conformity with these limits and policy requirements. The second
line of defense, which includes the Chief Risk Officer’s
organization as well as policy and oversight activities of corporate
support functions, translates risk appetite and strategy into
actionable risk limits and policies. The second line of defense
monitors first line of defense conformity with limits and policies,
and provides reporting and escalation of emerging risks and
other concerns to senior management and the Risk Management
Committee of the Board of Directors. The third line of defense,
internal audit, is responsible for providing the Audit Committee of
the Board of Directors and senior management with independent
assessment and assurance regarding the effectiveness of the
Company’s governance, risk management and control
processes.

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

— Macroeconomic environment and other qualitative
considerations, such as regulatory and compliance changes,
litigation developments, geopolitical events, and technology and
cybersecurity;

— Credit measures, including adversely rated and nonperforming
loans, leveraged transactions, credit concentrations and lending
limits;

— Interest rate and market risk, including market value and net
income simulation, and trading-related Value at Risk (“VaR”);

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

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

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

— Strategic and reputation risk considerations, impacts and
responses.

Credit Risk Management The Company’s strategy for credit
risk management includes well-defined, centralized credit
policies, uniform underwriting criteria, and ongoing risk monitoring
and review processes for all commercial and consumer credit
exposures. The strategy also emphasizes diversification on a



geographic, industry and customer level, regular credit
examinations and management reviews of loans exhibiting
deterioration of credit quality. The Risk Management Committee
oversees the Company’s credit risk management process.

In addition, credit quality ratings, as defined by the Company,
are an important part of the Company’s overall credit risk
management and evaluation of its allowance for credit losses.
Loans with a pass rating represent those loans not classified on
the Company’s rating scale for problem credits, as minimal credit
risk has been identified. Loans with a special mention or classified
rating, including consumer lending and small business loans that
are 90 days or more past due and still accruing, nonaccrual
loans, those loans considered troubled debt restructurings
(“TDRs”), and loans in a junior lien position that are current but are
behind a first lien position on nonaccrual, encompass all loans
held by the Company that it considers to have a potential or well-
defined weakness that may put full collection of contractual cash
flows at risk. The Company’s internal credit quality ratings for
consumer loans are primarily based on delinquency and
nonperforming status, except for a limited population of larger
loans within those portfolios that are individually evaluated. For
this limited population, the determination of the internal credit
quality rating may also consider collateral value and customer
cash flows. Refer to Notes 1 and 6 in the Notes to Consolidated
Financial Statements for further discussion of the Company’s loan
portfolios including internal credit quality ratings.

The Company categorizes its loan portfolio into two
segments, which is the level at which it develops and documents
a systematic methodology to determine the allowance for credit
losses. The Company’s two loan portfolio segments are
commercial lending and consumer lending.

The commercial lending segment includes loans and leases
made to small business, middle market, large corporate,
commercial real estate, financial institution, non-profit and public
sector customers. Key risk characteristics relevant to commercial
lending segment loans include the industry and geography of the
borrower’s business, purpose of the loan, repayment source,
borrower’s debt capacity and financial flexibility, loan covenants,
and nature of pledged collateral, if any, as well as
macroeconomic factors such as unemployment rates, gross
domestic product levels, corporate bond spreads and long-term
interest rates. These risk characteristics, among others, are
considered in determining estimates about the likelihood of
default by the borrowers and the severity of loss in the event of
default. The Company considers these risk characteristics in
assigning internal risk ratings to, or forecasting losses on, these
loans, which are the significant factors in determining the
allowance for credit losses for loans in the commercial lending
segment.

The consumer lending segment represents loans and leases
made to consumer customers, including residential mortgages,
credit card loans, and other retail loans such as revolving
consumer lines, auto loans and leases, home equity loans and
lines, and student loans, a run-off portfolio. Home equity or

second mortgage loans are junior lien closed-end accounts fully
disbursed at origination. These loans typically are fixed rate loans,
secured by residential real estate, with a 10- or 15-year fixed
payment amortization schedule. Home equity lines are revolving
accounts giving the borrower the ability to draw and repay
balances repeatedly, up to a maximum commitment, and are
secured by residential real estate. These include accounts in
either a first or junior lien position. Typical terms on home equity
lines in the portfolio are variable rates benchmarked to the prime
rate, with a 10- or 15-year draw period during which a minimum
payment is equivalent to the monthly interest, followed by a 20-
or 10-year amortization period, respectively. At December 31,
2022, substantially all of the Company’s home equity lines were
in the draw period. Key risk characteristics relevant to consumer
lending segment loans primarily relate to the borrowers’ capacity
and willingness to repay and include unemployment rates,
consumer bankruptcy filings and other macroeconomic factors,
customer payment history and credit scores, and in some cases,
updated loan-to-value (“LTV”) information reflecting current
market conditions on real estate-based loans. These and other
risk characteristics are reflected in forecasts of delinquency levels,
bankruptcies and losses which are the primary factors in
determining the allowance for credit losses for the consumer
lending segment.

The Company further disaggregates its loan portfolio
segments into various classes based on their underlying risk
characteristics. The two classes within the commercial lending
segment are commercial loans and commercial real estate loans.
The three classes within the consumer lending segment are
residential mortgages, credit card loans and other retail loans.

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

Economic and Other Factors In evaluating its credit risk, the
Company considers changes, if any, in underwriting activities, the
loan portfolio composition (including product mix and geographic,
industry or customer-specific concentrations), collateral values,
trends in loan performance and macroeconomic factors, such as
changes in unemployment rates, gross domestic product levels,
inflation, interest rates and consumer bankruptcy filings.

During 2021, factors affecting economic conditions, including
the further enactment of government stimulus programs and
declining impacts from the pandemic in the United States,
contributed to economic improvement. During 2022, economic

37



uncertainty and recession risk increased due to ongoing supply
chain challenges, rising interest rates and inflationary concerns,
market volatility, rising energy prices resulting from the Russia-
Ukraine conflict and related pressure on corporate earnings. In
addition to these broad economic factors, expected loss
estimates consider various factors including customer specific
information impacting changes in risk ratings, projected
delinquencies, potential effects of inflationary pressures and the
impact of rising interest rates on selected borrowers’ liquidity and
ability to repay.

Credit Diversification The Company manages its credit risk, in
part, through diversification of its loan portfolio which is achieved
through limit setting by product type criteria, such as industry,
and identification of credit concentrations. As part of its normal
business activities, the Company offers a broad array of
traditional commercial lending products and specialized products
such as asset-based lending, commercial lease financing,
agricultural credit, warehouse mortgage lending, small business
lending, commercial real estate lending, health care lending and
correspondent banking financing. The Company also offers an
array of consumer lending products, including residential
mortgages, credit card loans, auto loans, retail leases, home
equity loans and lines, revolving credit arrangements and other
consumer loans. These consumer lending products are primarily
offered through the branch office network, home mortgage and
loan production offices, mobile and on-line banking, and indirect
distribution channels, such as auto and recreational vehicle
dealers. The Company monitors and manages the portfolio
diversification by industry, customer and geography. Table 6
provides information with respect to the overall product
diversification and changes in the mix during 2022.

The commercial loan class is diversified among various
industries with higher concentrations in real estate and financial
institutions. Additionally, the commercial loan class is diversified
across the Company’s geographical markets, with a higher
concentration in California. Table 8 provides a summary of
significant industry groups and geographical locations of
commercial loans outstanding at December 31, 2022 and 2021.

The commercial real estate loan class reflects the Company’s
focus on serving business owners within its local network, as well
as regional and national investment-based real estate owners and
developers. Within the commercial real estate loan class, different
property types have varying degrees of credit risk. Table 9
provides a summary of the significant property types and
geographical locations of commercial real estate loans
outstanding at December 31, 2022 and 2021. Commercial real
estate loans are diversified among various property types with
higher concentrations in business owner-occupied, multi-family
and office properties.

The Company’s consumer lending segment utilizes several
distinct business processes and channels to originate consumer
credit, including traditional branch lending, mobile and on-line
banking, indirect lending, alliance partnerships and
correspondent banks. Each distinct underwriting and origination
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activity manages unique credit risk characteristics and prices its
loan production commensurate with the differing risk profiles.

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

The Company estimates updated LTV information on its
outstanding residential mortgages quarterly, based on a method
that combines automated valuation model updates and relevant
home price indices. LTV is the ratio of the loan’s outstanding
principal balance to the current estimate of property value. For
home equity and second mortgages, combined loan-to-value
(“CLTV”) is the combination of the first mortgage original principal
balance and the second lien outstanding principal balance,
relative to the current estimate of property value. Certain loans do
not have an LTV or CLTV, primarily due to lack of availability of
relevant automated valuation model and/or home price indices
values, or lack of necessary valuation data on acquired loans.

The following tables provide summary information of residential
mortgages and home equity and second mortgages by LTV at
December 31, 2022:

Residential Mortgages Interest Percent
(Dollars in Millions) Only Amortizing Total of Total

Loan-to-Value

Less than or equal to 80% ..  $15,474 $82,114 $ 97,588 84.2%

Over 80% through 90% . . . .. 557 8,440 8997 7.8
Over 90% through 100% . . . . 44 1,514 1,558 1.4
Over100% .. .....oovvvnn. 6 368 374 .3
No LTV available .......... — 11 1 -
Loans purchased from GNMA
mortgage pools@ . ....... - 7,317 7,317 6.3
Total .................. $16,081 $99,764 $115,845 100.0%

(@) Represents loans purchased and loans that could be purchased from Government
National Mortgage Association (“GNMA”) mortgage pools under delinquent loan
repurchase options whose payments are primarily insured by the Federal Housing
Administration or guaranteed by the United States Department of Veterans Affairs.

Home Equity and Second Mortgages Percent
(Dollars in Millions) Lines Loans Total of Total

Loan-to-Value / Combined Loan-to-Value
Less than or equal to 80% . . . $10,657 $1,331 $11,988 93.2%

Over 80% through 90% .. . .. 574 130 704 5.5
Over 90% through 100% . . .. 61 12 73 .6
Over100% . ...t 37 9 46 3
No LTV/CLTV available ... .. 50 2 52 4

$11,379 $1,484 $12,863 100.0%




Home equity and second mortgages were $12.9 billion at
December 31, 2022, compared with $10.4 billion at
December 31, 2021, and included $2.9 billion of home equity
lines in a first lien position and $10.0 billion of home equity and
second mortgage loans and lines in a junior lien position. Loans
and lines in a junior lien position at December 31, 2022, included
approximately $3.3 billion of loans and lines for which the
Company also serviced the related first lien loan, and
approximately $6.7 billion where the Company did not service the
related first lien loan. The Company was able to determine the
status of the related first liens using information the Company has
as the servicer of the first lien or information reported on
customer credit bureau files. The Company also evaluates other
indicators of credit risk for these junior lien loans and lines,
including delinquency, estimated average CLTV ratios and
updated weighted-average credit scores in making its
assessment of credit risk, related loss estimates and determining
the allowance for credit losses.

The following table provides a summary of delinquency statistics
and other credit quality indicators for the Company’s junior lien
positions at December 31, 2022:

Junior Liens Behind

Company Owned
or Serviced Third Party
First Lien  First Lien

(Dollars in Millions) Total

Total ... $3,311  $6,693 $10,004
Percent 30 - 89 days past due . . . .50% 42% 45%
Percent 90 days or more past

due ..o .03% .04% .03%
Weighted-average CLTV ....... 70% 68% 69%
Weighted-average credit score . . . 782 783 783

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

Credit card and other retail loans are diversified across
customer segments and geographies. Diversification in the credit
card portfolio is achieved with broad customer relationship
distribution through the Company’s and financial institution
partners’ branches, retail and affinity partners, and digital
channels.

Tables 10, 11 and 12 provide a geographical summary of the
residential mortgage, credit card and other retail loan portfolios,
respectively.

The following table provides a summary of the Company’s
credit card loan balances disaggregated based upon updated
credit score at December 31, 2022:

Percent
of Total@

Creditscore > 6860 . ...t
Credit SCore <B60 ...\t 13
Nocreditscore ... —

(@) Credit score distribution excludes loans serviced by others.

87%
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Delinquent Loan Ratios as a Percent of Ending Loan Balances

At December 31
90 days or more past due

2022 2021

Commercial

ComMMErCial . .o
Lease finanCing . .. ..ot

Totalcommercial . ...

Commercial Real Estate

Commercial MOMgagES . .« v vttt
Construction and development . ......... ...

Total commercialrealestate .. ............ ... ... ... .. .....
Residential Mortgages® .............. ... .. ... .. ... ...
CreditCard ....... ... ... ... . .

Other Retail

Retail Ieasing . ... ..o
Home equity and second mortgages . .. ... .oovvii i
Other .o

Totalotherretail ......... .

Totalloans . ..o

.07 .04

.............................................. .03 10
.............................................. .01 .03
........................................... .08 24
........................................... .88 .73
.............................................. .04 .04
.............................................. .28 .35
.............................................. .08 .06
.............................................. a2 A1

.13% 15%

At December 31
90 days or more past due and nonperforming loans

ComMMErCIal . . oo
Commercial real estate . ...
Residential mortgages® . ... .
Credit card . ...
Otherretail .. ...

Totalloans . ..o

2022 2021
.............................................. 19% .20%
.............................................. .62 .76
.............................................. .36 .53
.............................................. .88 73
.............................................. .37 .35

.............................................. .38% 42%

(a) Delinquent loan ratios exclude $2.2 billion and $1.5 billion at December 31, 2022 and 2021, respectively, of loans purchased and loans that could be purchased from GNMA mortgage pools
under delinquent loan repurchase options whose repayments are primarily insured by the Federal Housing Administration or guaranteed by the United States Department of Veterans Affairs.
Including these loans, the ratio of residential mortgages 90 days or more past due and nonperforming to total residential mortgages was 2.28 percent and 2.43 percent at December 31, 2022

and 2021, respectively.

Loan Delinquencies Trends in delinquency ratios are an
indicator, among other considerations, of credit risk within the
Company'’s loan portfolios. The entire balance of a loan account
is considered delinquent if the minimum payment contractually
required to be made is not received by the date specified on the
billing statement. Delinquent loans purchased and loans that
could be purchased from GNMA mortgage pools under
delinquent loan repurchase options whose repayments are
primarily insured by the Federal Housing Administration or
guaranteed by the United States Department of Veterans Affairs,
are excluded from delinquency statistics. In addition, in certain
situations, a consumer lending customer’s account may be
re-aged to remove it from delinquent status. Generally, the
purpose of re-aging accounts is to assist customers who have
recently overcome temporary financial difficulties and have
demonstrated both the ability and willingness to resume regular
payments. In addition, the Company may re-age the consumer
lending account of a customer who has experienced longer-term

financial difficulties and apply modified, concessionary terms and
conditions to the account. Commercial lending loans are
generally not subject to re-aging policies.

Accruing loans 90 days or more past due totaled $491 million
at December 31, 2022, and included $22 million of accruing
loans 90 days or more past due acquired as part of the MUB
acquisition, compared with $472 million at December 31, 2021.
Accruing loans 90 days or more past due are not included in
nonperforming assets and continue to accrue interest because
they are adequately secured by collateral, are in the process of
collection and are reasonably expected to result in repayment or
restoration to current status, or are managed in homogeneous
portfolios with specified charge-off timeframes adhering to
regulatory guidelines. The ratio of accruing loans 90 days or more
past due to total loans was 0.13 percent at December 31, 2022,
compared with 0.15 percent at December 31, 2021.

07% .05%



The following table provides summary delinquency information for
residential mortgages, credit card and other retail loans included
in the consumer lending segment:

As a Percent of Ending

At December 31 Amount Loan Balances
(Dollars in Millions) 2022 2021 2022 2021
Residential Mortgages®@
30-89days............... $201 $124 A7% 15%
90 daysormore .......... 95 181 .08 .24
Nonperforming .. .......... 325 226 .28 .30
Total ... $621 $531 .54% .69%
Credit Card
30-89days............... $283 $193 1.08% .86%
90 daysormore .......... 231 165 .88 .73
Nonperforming .. .......... 1 — - -
Total ............ .. $515 $358 1.96% 1.59%
Other Retail
Retail Leasing
30-89days............... $27 ¢ 29 49% 40%
90 daysormore .......... 2 3 .04 .04
Nonperforming .. .......... 8 10 14 14
Total .............. ..., $ 37 ¢ 42 67% .58%
Home Equity and Second
Mortgages
30-89days............... $65 % 55 51% .53%
90 daysormore .......... 36 37 .28 .35
Nonperforming .. .......... 110 116 .86 1.11
Total .................. $211 $208 1.64% 1.99%
Other®)
30-89days............... $217 $191 .59% 43%
90 daysormore .......... 28 26 .08 .06
Nonperforming .. .......... 21 24 .06 .05
Total .................. $266 $241 .73% .54%

(a) Excludes $647 million of loans 30-89 days past due and $2.2 billion of loans 90 days or
more past due at December 31, 2022, purchased and that could be purchased from
GNMA mortgage pools under delinquent loan repurchase options that continue to accrue
interest, compared with $791 million and $1.5 billion at December 31, 2021.

(b) Includes revolving credit, installment and automobile loans.

Restructured Loans In certain circumstances, the Company
may modify the terms of a loan to maximize the collection of
amounts due when a borrower is experiencing financial difficulties
or is expected to experience difficulties in the near-term. In most
cases the maodification is either a concessionary reduction in
interest rate, extension of the maturity date or reduction in the
principal balance that would otherwise not be considered.

Troubled Debt Restructurings Concessionary modifications are
classified as TDRs unless the modification results in only an
insignificant delay in the payments to be received. TDRs accrue

interest if the borrower complies with the revised terms and
conditions and has demonstrated repayment performance at a
level commensurate with the modified terms over several
payment cycles, which is generally six months or greater. At
December 31, 2022, performing TDRs were $3.3 billion,
compared with $3.1 billion at December 31, 2021.

The Company continues to work with customers to modify
loans for borrowers who are experiencing financial difficulties.
Many of the Company’s TDRs are determined on a case-by-case
basis in connection with ongoing loan collection processes. The
modifications vary within each of the Company’s loan classes.
Commercial lending segment TDRs generally include extensions
of the maturity date and may be accompanied by an increase or
decrease to the interest rate. The Company may also work with
the borrower to make other changes to the loan to mitigate
losses, such as obtaining additional collateral and/or guarantees
to support the loan.

The Company has also implemented certain residential
mortgage loan restructuring programs that may result in TDRs.
The Company modifies residential mortgage loans under Federal
Housing Administration, United States Department of Veterans
Affairs, and its own internal programs. Under these programs, the
Company offers qualifying homeowners the opportunity to
permanently modify their loan and achieve more affordable
monthly payments by providing loan concessions. These
concessions may include adjustments to interest rates,
conversion of adjustable rates to fixed rates, extensions of
maturity dates or deferrals of payments, capitalization of accrued
interest and/or outstanding advances, or in limited situations,
partial forgiveness of loan principal. In most instances,
participation in residential mortgage loan restructuring programs
requires the customer to complete a short-term trial period. A
permanent loan modification is contingent on the customer
successfully completing the trial period arrangement, and the loan
documents are not modified until that time. The Company reports
loans in a trial period arrangement as TDRs and continues to
report them as TDRs after the trial period.

Credit card and other retail loan TDRs are generally part of
distinct restructuring programs providing customers modification
solutions over a specified time period, generally up to 60 months.

In accordance with regulatory guidance, the Company
considers secured consumer loans that have had debt
discharged through bankruptcy where the borrower has not
reaffirmed the debt to be TDRs. If the loan amount exceeds the
collateral value, the loan is charged down to collateral value and
the remaining amount is reported as nonperforming.

a1
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The following table provides a summary of TDRs by loan class, including the delinquency status for TDRs that continue to accrue interest

and TDRs included in nonperforming assets:

As a Percent of Performing TDRs

Performing 30-89 Days 90 Days or More Nonperforming Total
At December 31, 2022 (Dollars in Millions) TDRs Past Due Past Due TDRs TDRs
COMMENCIAl . o oot $ 141 6.0% 2.9% $ 446@ $ 185
Commercial realestate . .. ... o i 102 .3 — 1010 203
Residential mortgages .. ... 1,600 2.5 2.9 122 1,722
Credit card ... ... 296 15.8 7.7 — 296
Otherretail ... ... 179 1.2 4.5 3160 210
TDRs, excluding loans purchased from GNMA mortgage
POOIS ot e 2,318 5.0 3.5 298 2,616
Loans purchased from GNMA mortgage pools (@) ... ......... 1,018 — — — 1,0180
Total $3,336 3.5% 2.4% $298 $3,634

(a) Primarily represents loans less than six months from the modification date that have not met the performance period required to return to accrual status (generally six months) and small

business credit cards with a modified rate equal to O percent.

(b) Primarily represents loans less than six months from the modification date that have not met the performance period required to return to accrual status (generally six months).

(c) Primarily represents loans with a modiified rate equal to O percent.

() Includes $205 million of residential mortgage loans to borrowers that have had debt discharged through bankruptcy and $18 million in trial period arrangements or previously placed in trial

period arrangements but not successfully completed.

(e) Includes $52 million of other retail loans to borrowers that have had debt discharged through bankruptcy and $13 million in trial period arrangements or previously placed in trial period

arrangements but not successfully completed.
(f) Includes $155 million of Federal Housing Administration and United States Department of Veterans

Affairs residential mortgage loans to borrowers that have had debt discharged through

bankruptcy and $105 million in trial period arrangements or previously placed in trial period arrangements but not successfully completed.
(9) Approximately 6.8 percent and 32.4 percent of the total TDR loans purchased from GNMA mortgage pools are 30-89 days past due and 90 days or more past due, respectively, but are not
classified as delinquent as their repayments are insured by the Federal Housing Administration or guaranteed by the United States Department of Veterans Affairs.

Short-term and Other Loan Modifications The Company
makes short-term and other modifications that it does not
consider to be TDRs, in limited circumstances, to assist
borrowers experiencing temporary hardships, including previously
offering payment relief to borrowers that experienced financial
hardship resulting directly from the effects of the COVID-19
pandemic. Short-term consumer lending modification programs
include payment reductions, deferrals of up to three past due
payments, and the ability to return to current status if the
borrower makes required payments. The Company may also
make short-term modifications to commercial lending loans, with
the most common modification being an extension of the maturity
date of three months or less. Such extensions generally are used
when the maturity date is imminent and the borrower is
experiencing some level of financial stress, but the Company
believes the borrower will pay all contractual amounts owed.

Nonperforming Assets The level of nonperforming assets
represents another indicator of the potential for future credit
losses. Nonperforming assets include nonaccrual loans,
restructured loans not performing in accordance with modified
terms and not accruing interest, restructured loans that have not
met the performance period required to return to accrual status,
other real estate owned (“OREQ”) and other nonperforming

assets owned by the Company. Interest payments collected from
assets on nonaccrual status are generally applied against the
principal balance and not recorded as income. However, interest
income may be recognized for interest payments if the remaining
carrying amount of the loan is believed to be collectible.

At December 31, 2022, total nonperforming assets were
$1.0 billion, and included $329 million of nonperforming loans
related to the MUB acquisition, compared with $878 million at
December 31, 2021. The $138 million (15.7 percent) increase in
nonperforming assets, from December 31, 2021 to
December 31, 2022, was driven by acquired balances partially
offset by decreases in legacy portfolio nonperforming loans
across all loan classes. The ratio of total nonperforming assets to
total loans and other real estate was 0.26 percent at
December 31, 2022, compared with 0.28 percent at
December 31, 2021.

OREO was $23 million at December 31, 2022, compared with
$22 million at December 31, 2021, and was related to foreclosed
properties that previously secured loan balances. These balances
exclude foreclosed GNMA loans whose repayments are primarily
insured by the Federal Housing Administration or guaranteed by
the United States Department of Veterans Affairs.



Nonperforming Assets®@)

At December 31 (Dollars in Millions) 2022 2021
Commercial
COMMEBICIAl .« . o ot $ 139 $ 139
Lease fiNANCING . . . ottt et e e 30 35
Total COMMEEICIAL . . . .o 169 174
Commercial Real Estate
Commercial MOMGAGES .+ . o\ ottt e et e 251 213
Construction and developmMENt . . . ... 87 71
Total commercial real €State . . .. .. ..o 338 284
Residential Mortgages®) . . . ... ... . .. 325 226
Credit Card . . ... ... 1 —
Other Retail
Retail [6aSINg . . . . oo 8 10
Home equity and SECONA MOMGAGES . .« . v o v vttt e e e e e e e e 110 116
[ 1 0= 21 24
Total other retall . . ..o 139 150
Total nonperforming 10anS() . . . 972 834
Other Real Estatelc) . ... ... . . . 23 22
Other Assets . .. ... .. 21 22
Total NONPEITOrMING @SSETS . .« o ottt ettt ettt et et e e e $ 1,016 $ 878
Accruing loans 90 days or more past dUB®) . . ... .. $ 491 $ 472
Period-end 08NS . . . . $388,213 $312,028
Nonperforming loans to total loans2) .25% 27%
Nonperforming assets to total loans plus other real estate© . . ... . i .26% .28%
Changes in Nonperforming Assets
Residential
Commercial and Mortgages,
Commercial Credit Card and
(Dollars in Millions) Real Estate Other Retail Total
Balance December 31, 2021 ... ... ... ... . .. . ... $ 461 $ 417 $ 878
Additions to nonperforming assets
New nonaccrual loans and foreclosed properties . ... 327 191 518
AQVANCES ON 08NS . . o o ettt e e e 7 2 9
Acquired NONPEfOrMING @SSELS . . .. v vt 182 148 330
Total additions . . . .o 516 341 857
Reductions in nonperforming assets
Paydowns, payoffs . . ... (282) (78) (360)
Nt SalES . o 8 (29) (81)
Return to performing status ... ... (65) (143) (208)
Charge-0ffsa) . . . L (113) (7) (120)
Total redUCHIONS . .. oo (468) (251) (719)
Net additions to (reductions in) nonperforming assets .................. ... ...... 48 90 138
Balance December 31,2022 .. ... ... ... . .. ... $ 509 $ 507 $1,016

(@) Throughout this document, nonperforming assets and related ratios do not include accruing loans 90 days or more past due.
(b) Excludes $2.2 billion and $1.5 billion at December 31, 2022 and 2021, respectively, of loans purchased and loans that could be purchased from GNMA mortgage pools under delinquent loan
repurchase options that are 90 days or more past due that continue to accrue interest, as their repayments are primarily insured by the Federal Housing Administration or guaranteed by the

United States Department of Veterans Affairs.

(c) Foreclosed GNMA loans of $53 million and $22 million at December 31, 2022 and 2021, respectively, continue to accrue interest and are recorded as other assets and excluded from

nonperforming assets because they are insured by the Federal Housing Administration or guaranteed by the United States Department of Veterans Affairs.

(d) Charge-offs exclude actions for certain card products and loan sales that were not classified as nonperforming at the time the charge-off occurred.

43



44

Net Charge-offs as a Percent of Average Loans Outstanding

2022 2021 2020
Average Average Average
Loan Net Loan Net Loan Net
Year Ended December 31 (Dollars in Millions) Balance Charge-offs Percent Balance Charge-offs Percent Balance Charge-offs Percent
Commercial
Commercial . ....... . $118,967 $ 211 18% | $ 97,649 $ 97 10% | $108,367 $ 483 45%
Leasefinancing ............ ... .. .. 4,830 16 .33 5,206 6 12 5,600 30 54
Totalcommercial ....................... 128,797 227 .18 102,855 103 .10 113,967 513 45
Commercial real estate
Commercial mortgages .. ... 30,890 17 .06 27,997 (14)  (.05) 29,641 185 .62
Construction .. ........ ... o 10,208 20 .20 10,784 16 15 10,907 2 .02
Total commercial real estate .............. 41,098 37 .09 38,781 2 .01 40,548 187 46
Residential mortgages . .................. 84,749 (23) (.03) 74,629 (32) (.04) 73,667 (12)  (.02)
Creditcard ............................. 23,478 524 2.28 21,645 512 2.37 22,332 829 3.71
Other retail
Retailleasing . ....... ... 6,459 3 .05 7,710 2 .03 8,405 81 .96
Home equity and second mortgages .. ....... 11,051 (7)  (.06) 11,228 (10)  (.09) 13,894 (4) (.09
Other ... 42,941 302 .70 40,117 105 .26 34,456 192 .56
Total otherretail ........................ 60,451 298 49 59,055 97 16 56,755 269 47
Totalloans . .........ccoii .. $333,573  $1,063 .32% | $296,965 $682 23% | $307,269  $1,786 .58%

Analysis of Loan Net Charge-offs Total loan net charge-offs
were $1.1 billion in 2022, compared with $682 million in 2021.
The $381 million (55.9 percent) increase in total net charge-offs in
2022, compared with 2021, reflected $179 million of uncollectible
MUB acquired loans, of which the majority of this balance related
to loans that were previously charged-off by MUB, as well as
$189 million of net charge-offs related to balance sheet
repositioning and capital management actions taken during the
fourth quarter of 2022 in connection with the acquisition. These
increases in net charge-offs were partially offset by lower credit
card net charge-offs in the legacy portfolio. The ratio of total loan
net charge-offs to average loans outstanding, including the
impacts of the acquisition, was 0.32 percent in 2022, compared
with 0.23 percent in 2021.

Commercial and commercial real estate loan net charge-offs
for 2022 were $264 million (0.16 percent of average loans
outstanding), compared with $105 million (0.07 percent of
average loans outstanding) in 2021. The increase in net charge-
offs in 2022, compared with 2021, were driven primarily by MUB
purchase accounting related net charge-offs of $143 million.

Residential mortgage loan net charge-offs for 2022 reflected a
net recovery of $23 million (0.03 percent of average loans
outstanding), compared with a net recovery of $32 million
(0.04 percent of average loans outstanding) in 2021. Credit card
loan net charge-offs in 2022 were $524 million (2.23 percent of
average loans outstanding), compared with $512 million
(2.37 percent of average loans outstanding) in 2021. Other retail
loan net charge-offs for 2022 were $298 million (0.49 percent of
average loans outstanding), compared with $97 million
(0.16 percent of average loans outstanding) in 2021. The increase
in total residential mortgage, credit card and other retail loan net
charge-offs in 2022, compared with 2021, was driven by charge-
offs related to the balance sheet repositioning and capital
management actions taken in the fourth quarter of 2022, along

with MUB purchase accounting related net charge-offs, partially
offset by lower net charge-offs in the legacy portfolio.

Analysis and Determination of the Allowance for Credit
Losses The allowance for credit losses is established for current
expected credit losses on the Company’s loan and lease
portfolio, including unfunded credit commitments. The allowance
considers expected losses for the remaining lives of the
applicable assets, inclusive of expected recoveries. The
allowance for credit losses is increased through provisions
charged to earnings and reduced by net charge-offs.
Management evaluates the appropriateness of the allowance
for credit losses on a quarterly basis. Multiple economic scenarios
are considered over a three-year reasonable and supportable
forecast period, which includes increasing consideration of
historical loss experience over years two and three. These
economic scenarios are constructed with interrelated projections
of multiple economic variables, and loss estimates are produced
that consider the historical correlation of those economic
variables with credit losses. After the forecast period, the
Company fully reverts to long-term historical loss experience,
adjusted for prepayments and characteristics of the current loan
and lease portfolio, to estimate losses over the remaining life of
the portfolio. The economic scenarios are updated at least
quarterly and are designed to provide a range of reasonable
estimates from better to worse than current expectations.
Scenarios are weighted based on the Company’s expectation of
economic conditions for the foreseeable future and reflect
significant judgment and consideration of economic forecast
uncertainty. Final loss estimates also consider factors affecting
credit losses not reflected in the scenarios, due to the unique
aspects of current conditions and expectations. These factors
may include, but are not limited to, loan servicing practices,
regulatory guidance, and/or fiscal and monetary policy actions.



Because business processes and credit risks associated with
unfunded credit commitments are essentially the same as for
loans, the Company utilizes similar processes to estimate its
liability for unfunded credit commitments, which is included in
other liabilities in the Consolidated Balance Sheet. Both the
allowance for loan losses and the liability for unfunded credit
commitments are included in the Company’s analysis of credit
losses and reported reserve ratios.

The allowance recorded for credit losses utilizes forward-
looking expected loss models to consider a variety of factors
affecting lifetime credit losses. These factors include, but are not
limited to, macroeconomic variables such as unemployment
rates, real estate prices, gross domestic product levels, inflation,
interest rates, and corporate bond spreads, as well as loan and
borrower characteristics, such as internal risk ratings on
commercial loans and consumer credit scores, delinquency
status, collateral type and available valuation information,
consideration of end-of-term losses on lease residuals, and the
remaining term of the loan, adjusted for expected prepayments.
For each loan portfolio, model estimates are adjusted as
necessary to consider any relevant changes in portfolio
composition, lending policies, underwriting standards, risk
management practices, economic conditions or other factors that
may affect the accuracy of the model. Expected credit loss
estimates also include consideration of expected cash recoveries
on loans previously charged-off or expected recoveries on
collateral-dependent loans where recovery is expected through
sale of the collateral. Where loans do not exhibit similar risk
characteristics, an individual analysis is performed to consider
expected credit losses.

The allowance recorded for individually evaluated loans
greater than $5 million in the commercial lending segment is
based on an analysis utilizing expected cash flows discounted
using the original effective interest rate, the observable market
price of the loan, or the fair value of the collateral, less selling
costs, for collateral-dependent loans as appropriate. For
commercial TDRs individually evaluated for impairment, attributes
of the borrower are the primary factors in determining the
allowance for credit losses. For smaller commercial loans
collectively evaluated for impairment, historical loss experience is
also incorporated into the allowance methodology applied to this
category of loans.

The allowance recorded for TDR loans in the consumer
lending segment is determined on a homogenous pool basis
utilizing expected cash flows discounted using the original
effective interest rate of the pool. The expected cash flows on
TDR loans consider subsequent payment defaults since
modification, the borrower’s ability to pay under the restructured
terms, and the timing and amount of payments. The allowance
for collateral-dependent loans in the consumer lending segment
is determined based on the current fair value of the collateral less
costs to sell.

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

the first lien. At December 31, 2022, the Company serviced the
first lien on 33 percent of the home equity loans and lines in a
junior lien position. The Company also considers the status of first
lien mortgage accounts reported on customer credit bureau files
when the first lien is not serviced by the Company. Regardless of
whether the Company services the first lien, an assessment is
made of economic conditions, problem loans, recent loss
experience and other factors in determining the allowance for
credit losses. Based on the available information, the Company
estimated $195 million or 1.5 percent of its total home equity
portfolio at December 31, 2022, represented non-delinquent
junior liens where the first lien was delinquent or modified.

When a loan portfolio is purchased, the acquired loans are
divided into those considered purchased with more than
insignificant credit deterioration (“PCD”) and those not considered
PCD. An allowance is established for each population and
considers product mix, risk characteristics of the portfolio and
delinquency status and refreshed LTV ratios when possible. PCD
loans also consider whether the loan has experienced a
charge-off, bankruptcy or significant deterioration since
origination. The allowance established for purchased loans not
considered PCD is recognized through provision expense upon
acquisition, whereas the allowance established for loans
considered PCD at acquisition is offset by an increase in the
basis of the acquired loans. Any subsequent increases and
decreases in the allowance related to purchased loans,
regardless of PCD status, are recognized through provision
expense, with charge-offs charged to the allowance. The
Company had a total unpaid principal balance of $5.1 billion of
PCD loans, primarily related to the MUB acquisition, included in
its loan portfolio at December 31, 2022.

The Company’s methodology for determining the appropriate
allowance for credit losses also considers the imprecision
inherent in the methodologies used and allocated to the various
loan portfolios. As a result, amounts determined under the
methodologies described above are adjusted by management to
consider the potential impact of other qualitative factors not
captured in quantitative model adjustments which include, but are
not limited to, the following: model imprecision, imprecision in
economic scenario assumptions, and emerging risks related to
either changes in the economic environment that are affecting
specific portfolios, or changes in portfolio concentrations over
time that may affect model performance. The consideration of
these items results in adjustments to allowance amounts included
in the Company’s allowance for credit losses for each loan
portfolio.

The results of the analysis are evaluated quarterly to confirm
the estimates are appropriate for each loan portfolio. Table 19
shows the amount of the allowance for credit losses by loan class
and underlying portfolio category.

Although the Company determined the amount of each element
of the allowance separately and considers this process to be an
important credit management tool, the entire allowance for credit
losses is available for the entire loan portfolio. The actual amount of
losses can vary significantly from the estimated amounts.
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At December 31, 2022, the allowance for credit losses was
$7.4 billion, compared with an allowance of $6.2 billion at
December 31, 2021. The increase in the allowance for credit
losses of $1.2 billion (20.3 percent) at December 31, 2022,
compared with December 31, 2021, included $336 million of
initial allowance recorded through purchase accounting as well as
the provision for credit losses of $662 million related to acquired
loans from MUB, along with loan growth in the legacy portfolio
and increased economic uncertainty.

The ratio of the allowance for credit losses to period-end loans
was 1.91 percent at December 31, 2022, compared with
1.97 percent at December 31, 2021. The ratio of the allowance
for credit losses to nonperforming loans was 762 percent at
December 31, 2022, compared with 738 percent at

December 31, 2021. The ratio of the allowance for credit losses
to annual loan net charge-offs at December 31, 2022, was

697 percent, compared with 902 percent at December 31, 2021.
Management determined the allowance for credit losses was
appropriate on December 31, 2022 and 2021.

Economic conditions considered in estimating the allowance
for credit losses at December 31, 2022 included changes in
projected gross domestic product and unemployment levels.
These factors are evaluated through a combination of quantitative
calculations using multiple economic scenarios and additional
qualitative assessments that consider the high degree of
economic uncertainty in the current environment. The projected
unemployment rates for 2023 considered in the estimate range
from 3.5 percent to 8.4 percent.

The following table summarizes the baseline forecast for key economic variables the Company used in its estimate of the allowance for

credit losses at December 31, 2022 and 2021:

December 31, December 31,

2022 2021

United States unemployment rate for the three months ending@

DecembEr 31, 2022 . . .o 3.7% 3.5%

JUNE B0, 2028 . .o 4.0 3.5

December 81, 2028 . .. 4.2 3.5
United States real gross domestic product for the three months ending®

December 81, 2022 . o 4% 3.4%

JUNE B0, 2028 . oo e e 1.1 2.9

December 31, 2028 . . 1.0 2.9

(@) Reflects quarterly average of forecasted reported United States unemployment rate.
(b) Reflects year-over-year growth rates.

The allowance for credit losses related to commercial lending
segment loans increased $516 million during the year ended
December 31, 2022, reflecting the impact of the MUB acquisition,
along with the impacts of loan growth and increasing economic
uncertainty.

The allowance for credit losses related to consumer lending
segment loans increased $733 million during the year ended

December 31, 2022, due to the impacts of the MUB acquisition,
loan growth and economic uncertainty, along with the effects of
higher interest rates on the life of the residential mortgage
portfolios and normalizing credit trends in the unsecured
portfolios.



Summary of Allowance for Credit Losses

(Dollars in Millions) 2022 2021 2020
Balance at beginning Of year . .. ... ... o $ 6,155 $ 8,010 $ 4,491
Allowance for acquired credit I0SSes@ . ... ... . 336 — —
Change in accounting prinCipIe® . . .. .o — - 1,499
Charge-Offs
COMMEICIAl .« o
COMMIEICIAl vt 294 206 536
Lease finanCing . .. ...t 25 16 39
Total commercial . ... o 319 222 575
Commercial real estate
Commercial MOMGAGES .« . . . v\ttt e e e 28 9 202
Construction and development . . .. .. o 26 20 8
Total commercial real estate . ...... ... i 54 29 210
Residential mortgages . . ... ... 13 18 19
Credit Card . ..o 696 686 975
Other retail
Retail [8aSING .« o o vt 18 26 101
Home equity and second MOrgages . .. ..o vttt 9 12 16
OB o 391 215 284
Total otherretail . ... .o 418 253 401
Total charge-offs ... 1,500 1,208 2,180
Recoveries
Commercial
COMMEICIAl . . oo e 83 109 53
Lease finanCing . ... ... 9 10 9
Total commercial .. ... .. 92 119 62
Commercial real estate
Commercial MOMGAGES . . . ot vttt e e e e 11 23 17
Construction and development . ... ... 6 4 6
Total commercial real estate .. ... .. 17 27 23
Residential Mortgages . . .. oot 36 50 31
Credit Card . . .o 172 174 146
Other retail
Retail [easing . . ..ot 15 24 20
Home equity and second Mmorgages . ...... ... 16 22 20
OB e 89 110 92
Total otherretail .. ... ... 120 156 132
TOtal FECOVEIIES . . ot 437 526 394
Net Charge-Offs
Commercial
COMMEICIAl .ottt e e 211 97 483
Lease finanCING . . ..ottt 16 6 30
Total commercial .. ... o 227 108 513
Commercial real estate
Commercial MOMGAGES . . . . oottt et 17 (14) 185
Construction and development . ... ... 20 16 2
Total commercial real estate . ... 37 2 187
Residential mortgages . . .. ..o (23) (32) (12)
Credit Card . . ... 524 512 829
Other retail
Retail 1easing . ... ... 3 2 81
Home equity and second MOMGages . . ..ot vttt (7) (10) 4)
OB e 302 105 192
Total other retail .. ... ... 298 97 269
Total net charge-offs . ... 1,063 682 1,786
Provision for Credit [0SSES . ..ot ot 1,977 (1,173) 3,806
Other ChaNgEs .« . oo oot 1) — —
Balance at end Of Year ... ... $ 7,404 $ 6,155 $ 8,010
Components
Allowance for 08N I0SSES . . . . .ot ettt $ 6,936 $ 5,724 $ 7,314
Liability for unfunded credit commitments . ......... .. 468 431 696
Total allowance for credit I0SSESM . . . ... v ot $ 7,404 $ 6,155 $ 8,010
Period-end 10aNS@ . . . ... $388,213 $312,028 $297,707
Nonperforming 10ans®) . .. ..o 972 834 1,224
Allowance for Credit Losses as a Percentage of
Period-end 10ans(/@) . . . 1.91% 1.97% 2.69%
Nonperforming 10ans(/B) . . . 762 738 654
Nonperforming and accruing loans 90 days ormore pastdue ........... .. ... o, 506 471 471
NoNpPerforming @ssets . . ... ... 729 701 617
Net charge-0ffs ..o 697 902 448

(@) Allowance for purchased credit deteriorated and charged-off loans acquired from MUB.

(b) Effective January 1, 2020, the Company adopted accounting guidance which changed impairment recognition of financial instruments to a model that is based on expected losses rather than

incurred losses.

(c) Includes $179 million of net charge-offs related to uncollectible MUB acquired loans, of which the majority of this balance related to loans that were previously charged-off by MUB, as well as

$189 million of net charge-offs related to balance sheet repositioning and capital management actions taken during the fourth quarter of 2022 in connection with the acquisition.

(d) Includes provision for credit losses of $662 million related to the acquisition of MUB and a $129 million provision impact of balance sheet repositioning and capital management actions taken in

the fourth quarter of 2022 related to the acquisition.
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Allocation of the Allowance for Credit Losses

Allowance Amount Allowance as a Percent of Loans

At December 31 (Dollars in Millions) 2022 2021 2022 2021
Commercial
COMMEICIAl .ottt $2,087 $1,779 1.59% 1.66%
Lease finanCing . ...t 76 70 1.67 1.37
Total commercial . ... ..o 2,163 1,849 1.59 1.65
Commercial Real Estate
Commercial MOMGAGES . .+« . v vt ettt e e e e e 878 699 2.01 2.43
Construction and development . ... ..ot 447 424 3.81 412
Total commercial real estate . ......... ... 1,325 1,123 2.39 2.88
Residential Mortgages . ............ . i 926 565 .80 74
Credit Card ... ... . 2,020 1,673 7.68 7.44
Other Retail
Retail 16asing . .. .ot 127 136 2.30 1.87
Home equity and second MOMgages . ... ..o vi it 298 231 2.32 2.21
Other o 545 578 1.49 1.31
Total otherretail . ... ... . . 970 945 1.77 1.53
Total @llOWANCE . . ..ottt e $7,404 $6,155 1.91% 1.97%

Residual Value Risk Management The Company manages its
risk to changes in the residual value of leased vehicles, office and
business equipment, and other assets through disciplined
residual valuation at the inception of a lease, diversification of its
leased assets, regular residual asset valuation reviews and
monitoring of residual value gains or losses upon the disposition
of assets. Lease originations are subject to the same well-defined
underwriting standards referred to in the “Credit Risk
Management” section, which includes an evaluation of the
residual value risk. Retail lease residual value risk is mitigated
further by effective end-of-term marketing of off-lease vehicles.
Included in the retail leasing portfolio was approximately
$4.4 billion of retail leasing residuals at December 31, 2022,
compared with $5.6 billion at December 31, 2021. The Company
monitors concentrations of leases by manufacturer and vehicle
type. As of December 31, 2022, vehicle lease residuals related to
sport utility vehicles were 49.9 percent of the portfolio, while truck
and crossover utility vehicle classes represented approximately
29.2 percent and 14.7 percent of the portfolio, respectively. At
year-end 2022, the individual vehicle model with the largest
residual value outstanding represented 19.8 percent of the
aggregate residual value of all vehicles in the portfolio. At
December 31, 2022, the weighted-average origination term of the
portfolio was 42 months, compared with 41 months at
December 31, 2021. At December 31, 2022, the commercial
leasing portfolio had $500 million of residuals, compared with
$515 million at December 31, 2021. At year-end 2022, lease
residuals related to trucks and other transportation equipment
represented 36.1 percent of the total residual portfolio, while
business and office equipment represented 29.3 percent.

Operational Risk Management. The Company operates in
many different businesses in diverse markets and relies on the
ability of its employees and systems to process a high number of
transactions. Operational risk is inherent in all business activities,

and the management of this risk is important to the achievement
of the Company’s objectives. Business lines have direct and
primary responsibility and accountability for identifying,
controlling, and monitoring operational risks embedded in their
business activities, including those additional or increased risks
created by economic and financial disruptions. The Company
maintains a system of controls with the objective of providing
proper transaction authorization and execution, proper system
operations, proper oversight of third parties with whom it does
business, safeguarding of assets from misuse or theft, and
ensuring the reliability and security of financial and other data.

Business continuation and disaster recovery planning is also
critical to effectively managing operational risks. Each business
unit of the Company is required to develop, maintain and test
these plans at least annually to ensure that recovery activities, if
needed, can support mission critical functions, including
technology, networks and data centers supporting customer
applications and business operations.

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

In the past, the Company has experienced attack attempts on
its computer systems, including various denial-of-service attacks
on customer-facing websites. The Company has not experienced
any material losses relating to these attempts, as a result of its
controls, processes and systems to protect its networks,
computers, software and data from attack, damage or
unauthorized access but future attacks could be more disruptive
or damaging. Attack attempts on the Company’s computer
systems are evolving and increasing, and the Company continues



to develop and enhance its controls and processes to protect
against these attempts.

Compliance Risk Management The Company may suffer legal
or regulatory sanctions, material financial loss, or damage to its
reputation through failure to comply with laws, regulations, rules,
standards of good practice, and codes of conduct, including
those related to compliance with Bank Secrecy Act/anti-money
laundering requirements, sanctions compliance requirements as
administered by the Office of Foreign Assets Control, consumer
protection and other requirements. The Company has controls
and processes in place for the assessment, identification,
monitoring, management and reporting of compliance risks and
issues, including those created or increased by economic and
financial disruptions. Refer to “Supervision and Regulation” in the
Company’s Annual Report on Form 10-K for the year ended
December 31, 2022, for further discussion of the regulatory
framework applicable to bank holding companies and their
subsidiaries.

Interest Rate Risk Management In the banking industry,
changes in interest rates are a significant risk that can impact
earnings and the safety and soundness of an entity. The Company
manages its exposure to changes in interest rates through asset
and liability management activities within guidelines established by
its Asset Liability Management Committee (“ALCO”) and approved
by the Board of Directors. The ALCO has the responsibility for
approving and overseeing compliance with the ALCO
management policies, including interest rate risk exposure. One
way the Company measures and analyzes its interest rate risk is
through net interest income simulation analysis.

Simulation analysis incorporates substantially all of the
Company’s assets and liabilities and off-balance sheet
instruments, together with forecasted changes in the balance
sheet and assumptions that reflect the current interest rate
environment. Through this simulation, management estimates the
impact on net interest income of various interest rate changes
that differ in the direction, amount and speed of change over
time, as well as the shape of the yield curve. This simulation
includes assumptions about how the balance sheet is likely to be
affected by changes in loan and deposit growth. Assumptions are
made to project interest rates for new loans and deposits based
on historical analysis, management’s outlook and re-pricing
strategies. These assumptions are reviewed and validated on a
periodic basis with sensitivity analysis being provided for key
variables of the simulation. The results are reviewed monthly by
the ALCO and are used to guide asset/liability management
strategies.

Sensitivity of Net Interest Income

December 31, 2022@

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

Table 20 summarizes the projected impact to net interest
income over the next 12 months of various potential interest rate
changes. The sensitivity of the projected impact to net interest
income over the next 12 months is dependent on balance sheet
growth, product mix, deposit behavior, pricing and funding
decisions. While the Company utilizes models and assumptions
based on historical information and expected behaviors, actual
outcomes could vary significantly. Net interest income sensitivities
reflect the impact of current market expectations for interest rates,
driving an increase in baseline projected net interest income. As
market expectations are reflected in projected results, incremental
interest rate sensitivity declines on a percentage basis.

Use of Derivatives to Manage Interest Rate and Other Risks
To manage the sensitivity of earnings and capital to interest rate,
prepayment, credit, price and foreign currency fluctuations (asset
and liability management positions), the Company enters into
derivative transactions. The Company uses derivatives for asset
and liability management purposes primarily in the following ways:

— To convert fixed-rate debt and available-for-sale investment
securities from fixed-rate payments to floating-rate payments;

— To convert floating-rate loans and debt from floating-rate
payments to fixed-rate payments;

— To mitigate changes in value of the Company’s unfunded
mortgage loan commitments, funded MLHFS and MSRs;

— To mitigate remeasurement volatility of foreign currency
denominated balances; and

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

In addition, the Company enters into interest rate and foreign
exchange derivative contracts to support the business
requirements of its customers (customer-related positions). The
Company minimizes the market and liquidity risks of customer-
related positions by either entering into similar offsetting positions
with broker-dealers, or on a portfolio basis by entering into other
derivative or non-derivative financial instruments that partially or
fully offset the exposure from these customer-related positions.
The Company may enter into derivative contracts that are either
exchange-traded, centrally cleared through clearinghouses or
over-the-counter. The Company does not utilize derivatives for
speculative purposes.

December 31, 2021

Down 50 bps  Up 50 bps  Down 200 bps  Up 200 bps Down 50 bps  Up50bps  Down 200 bps  Up 200 bps
Immediate  Immediate Gradual Gradual Immediate  Immediate Gradual Gradual
Net interestincome .............. (.58)% .95% (2.02)% 1.44% (3.77)% 3.09% * 5.39%

Given the level of interest rates, downward rate scenario is not computed.
(@) December 31, 2022 amounts include MUB.
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The Company does not designate all of the derivatives that it
enters into for risk management purposes as accounting hedges
because of the inefficiency of applying the accounting
requirements and may instead elect fair value accounting for the
related hedged items. In particular, the Company enters into
interest rate swaps, swaptions, forward commitments to buy
to-be-announced securities (“TBAs”), U.S. Treasury and
Eurodollar futures and options on U.S. Treasury futures to
mitigate fluctuations in the value of its MSRs, but does not
designate those derivatives as accounting hedges. Refer to
Note 10 of the Notes to Consolidated Financial Statements for
additional information regarding MSRs, including management of
the changes in fair value.

Additionally, the Company uses forward commitments to sell
TBAs and other commitments to sell residential mortgage loans
at specified prices to economically hedge the interest rate risk in
its residential mortgage loan production activities. The forward
commitments to sell and the unfunded mortgage loan
commitments on loans intended to be sold are considered
derivatives under the accounting guidance related to accounting
for derivative instruments and hedging activities. The Company
has elected the fair value option for the MLHFS.

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

For additional information on derivatives and hedging
activities, refer to Notes 20 and 21 in the Notes to Consolidated
Financial Statements.

LIBOR Transition In July 2017, the United Kingdom’s Financial
Conduct Authority (the “FCA”) announced that it would no longer
require banks to submit rates for the London InterBank Offered
Rate (“LIBOR”) after 2021. In March 2021, the FCA and the
administrator of LIBOR announced that, with respect to the most
commonly used tenors of United States Dollar LIBOR, LIBOR will
no longer be published on a representative basis after

June 30, 2023. The publication of all other tenors of United
States Dollar LIBOR, as well as all non-United States Dollar
LIBOR tenors, ceased to be provided or ceased to be
representative after December 31, 2021. The Company holds
financial instruments impacted by the discontinuance of LIBOR,
including certain loans, investment securities, derivatives,
borrowings and other financial instruments that use LIBOR as the
benchmark rate. The Company also provides various services to

customers in its capacities as trustee, servicer, and asset
manager, which involve financial instruments that will be similarly
impacted by the discontinuance of LIBOR.

In order to facilitate the transition process, the Company has
instituted a LIBOR Transition Office and commenced an
enterprise-wide project to (1) identify, assess, monitor and
mitigate risks associated with the expected discontinuance or
unavailability of LIBOR, (2) actively engage with industry working
groups and regulators, (3) develop and implement training and
education materials with respect to LIBOR and its discontinuance
for the Company and for customers, (4) achieve operational
readiness for the use of alternative reference rates (“ARRs”) in
new financial instruments and transition existing LIBOR financial
instruments to ARRs, (5) develop and implement customer
notification programs across the Company and engage impacted
customers to remediate and transition impacted instruments, and
(6) develop reporting on remediation of LIBOR instruments across
the Company for both internal and external stakeholders. The
Company has also invested in updating its systems, models,
procedures and internal infrastructure as part of the transition
program.

The Company transitioned its financial instruments associated
to LIBOR currencies and tenors that ceased or became
nonrepresentative on December 31, 2021, to ARRs, with limited
exceptions. Additionally, in alignment with guidance from United
States banking agencies and the FCA, the Company has ceased
the use of LIBOR as a reference rate in new contracts, with
limited exceptions, and continues to increase the usage of ARRs
such as the Secured Overnight Financing Rate (“SOFR”). The
Company also anticipates that additional financial instruments
associated with the remaining United States Dollar LIBOR tenors
will require transition to a new reference rate by June 30, 2023.
The Company has been undergoing an enterprise-wide effort to
proactively reprice LIBOR loans and derivatives that mature after
June 30, 2023, with customers to an ARR. The Company has
also adopted industry best practice guidelines for fallback
language for new transactions, converted its cleared interest rate
swaps discounting to SOFR discounting, and distributed
communications related to the transition to certain impacted
parties, both inside and outside the Company.

The Company’s MUB acquisition impacts the execution of the
Company’s LIBOR transition strategies and execution plans. The
Company is currently assessing MUB’s LIBOR transition
program, remediation strategies, and preparedness to execute
on remediation strategies. In certain instances, the Company and
MUB have different remediation strategies. As a result, the
Company is updating its LIBOR transition plans to ensure that the
Company can execute remediation plans across all products and
business units, including with respect to MUB.

The Company is currently assessing the applicability and
scope of the Adjustable Interest Rate (LIBOR) Act (the “LIBOR
Act”), which was enacted on March 15, 2022, and the
Regulations Implementing the Adjustable Interest Rate (LIBOR)
Act (Regulation ZZ) (the “Final Rules”), which were implemented



on December 16, 2022. The LIBOR Act and Final Rules establish
a process for replacing LIBOR in existing LIBOR contracts that do
not provide for the use of a clearly defined or practicable
replacement benchmark rate by providing that a benchmark
replacement identified by the Federal Reserve Board that is
based on SOFR will replace LIBOR as the benchmark for those
contracts as a matter of law, without the need to be amended by
the parties. The Company is currently assessing its outstanding
LIBOR portfolio to determine the eligibility of certain financial
instruments for the LIBOR Act and will incorporate the LIBOR Act
as a remediation strategy where prudent. Refer to “Risk Factors”
beginning on page 140, for further discussion on potential risks
that could adversely affect the Company’s financial results as a
result of the LIBOR transition.

Market Risk Management In addition to interest rate risk, the
Company is exposed to other forms of market risk, principally
related to trading activities which support customers’ strategies
to manage their own foreign currency, interest rate risk and
funding activities. For purposes of its internal capital adequacy
assessment process, the Company considers risk arising from its
trading activities, as well as the remeasurement volatility of foreign
currency denominated balances included on its Consolidated
Balance Sheet (collectively, “Covered Positions”), employing
methodologies consistent with the requirements of regulatory
rules for market risk. The Company’s Market Risk Committee
(“MRC”), within the framework of the ALCO, oversees market risk
management. The MRC monitors and reviews the Company’s
Covered Positions and establishes policies for market risk
management, including exposure limits for each portfolio. The
Company uses a VaR approach to measure general market risk.
Theoretically, VaR represents the statistical risk of loss the
Company has to adverse market movements over a one-day time
horizon. The Company uses the Historical Simulation method to
calculate VaR for its Covered Positions measured at the ninety-
ninth percentile using a one-year look-back period for
distributions derived from past market data. The market factors
used in the calculations include those pertinent to market risks
inherent in the underlying trading portfolios, principally those that
affect the Company’s corporate bond trading business, foreign
currency transaction business, client derivatives business, loan
trading business and municipal securities business, as well as
those inherent in the Company’s foreign denominated balances
and the derivatives used to mitigate the related measurement
volatility. On average, the Company expects the one-day VaR to
be exceeded by actual losses two to three times per year related
to these positions. The Company monitors the accuracy of
internal VaR models and modeling processes by back-testing
model performance, regularly updating the historical data used by
the VaR models and regular model validations to assess the
accuracy of the models’ input, processing, and reporting
components. All models are required to be independently
reviewed and approved prior to being placed in use. If the
Company were to experience market losses in excess of the
estimated VaR more often than expected, the VaR models and
associated assumptions would be analyzed and adjusted. VaR

amounts reflect MUB beginning December 1, 2022, the day the
acquisition transaction closed.

The average, high, low and period-end one-day VaR amounts for
the Company’s Covered Positions were as follows:

Year Ended December 31

(Dollars in Millions) 2022 2021
AVEIAGE oottt $2 $2
High .o 7 4
LOW o 1 1
Period-end . ....... ... .. .. . 5 2

The Company did not experience any actual losses for its
combined Covered Positions that exceeded VaR during the years
ended December 31, 2022 and 2021. The Company stress tests
its market risk measurements to provide management with
perspectives on market events that may not be captured by its
VaR models, including worst case historical market movement
combinations that have not necessarily occurred on the same
date.

The Company calculates Stressed VaR using the same
underlying methodology and model as VaR, except that a
historical continuous one-year look-back period is utilized that
reflects a period of significant financial stress appropriate to the
Company’s Covered Positions. The period selected by the
Company includes the significant market volatility of the last four
months of 2008.

The average, high, low and period-end one-day Stressed VaR
amounts for the Company’s Covered Positions were as follows:

Year Ended December 31

(Dollars in Millions) 2022 2021
AVEIAGE oottt $10 $7
High .o 19 9
LOW o 6 5
Period-end ........ ... .. ... . 138 7

Valuations of positions in client derivatives and foreign
currency activities are based on discounted cash flow or other
valuation techniques using market-based assumptions. These
valuations are compared to third-party quotes or other market
prices to determine if there are significant variances. Significant
variances are approved by senior management in the Company’s
corporate functions. Valuation of positions in the corporate bond
trading, loan trading and municipal securities businesses are
based on trader marks. These trader marks are evaluated against
third-party prices, with significant variances approved by senior
management in the Company’s corporate functions.

The Company also measures the market risk of its hedging
activities related to residential MLHFS and MSRs using the
Historical Simulation method. The VaRs are measured at the
ninety-ninth percentile and employ factors pertinent to the market
risks inherent in the valuation of the assets and hedges. A
one-year look-back period is used to obtain past market data for
the models.
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The average, high and low VaR amounts for the residential
MLHFS and related hedges and the MSRs and related hedges
were as follows:

Year Ended December 31

(Dollars in Millions) 2022 2021
Residential Mortgage Loans Held For Sale
and Related Hedges
AVEIAGE . $ 2 $9
High o 5 19
LOW - 4
Mortgage Servicing Rights and Related
Hedges
AVEIAGE . v $ 8 $ 4
High ..o 20 11
LOW 3 1

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

The Company’s Board of Directors approves the Company’s
liquidity policy. The Risk Management Committee of the
Company’s Board of Directors oversees the Company’s liquidity
risk management process and approves a contingency funding
plan. The ALCO reviews the Company’s liquidity policy and limits,
and regularly assesses the Company’s ability to meet funding
requirements arising from adverse company-specific or market
events.

The Company’s liquidity policy requires it to maintain
diversified wholesale funding sources to avoid maturity, entity and
market concentrations. The Company operates a Cayman
Islands branch for issuing Eurodollar time deposits. In addition,
the Company has relationships with dealers to issue national
market retail and institutional savings certificates and short-term
and medium-term notes. The Company also maintains a
significant correspondent banking network and relationships.
Accordingly, the Company has access to national federal funds,
funding through repurchase agreements and sources of stable
certificates of deposit and commercial paper.

The Company regularly projects its funding needs under
various stress scenarios and maintains a contingency funding
plan consistent with the Company’s access to diversified sources
of contingent funding. The Company maintains a substantial level
of total available liquidity in the form of on-balance sheet and
off-balance sheet funding sources. These liquidity sources include
cash at the Federal Reserve Bank and certain European central
banks, unencumbered liquid assets, and capacity to borrow from
the FHLB and at the Federal Reserve Bank’s Discount Window.
Unencumbered liquid assets in the Company’s investment
securities portfolio provides asset liquidity through the Company’s
ability to sell the securities or pledge and borrow against them. At
December 31, 2022, the fair value of unencumbered investment
securities totaled $135.5 billion, compared with $144.0 billion at
December 31, 2021. Refer to Note 5 of the Notes to
Consolidated Financial Statements and “Balance Sheet Analysis”
for further information on investment securities maturities and
trends. Asset liquidity is further enhanced by the Company’s
practice of pledging loans to access secured borrowing facilities
through the FHLB and Federal Reserve Bank. At December 31,
2022, the Company could have borrowed a total of an additional
$114.8 billion from the FHLB and Federal Reserve Bank based
on collateral available for additional borrowings.

The Company’s diversified deposit base provides a sizeable
source of relatively stable and low-cost funding, while reducing
the Company’s reliance on the wholesale markets. Total deposits
were $525.0 billion at December 31, 2022, compared with
$456.1 billion at December 31, 2021. Refer to Note 12 of the
Notes to Consolidated Financial Statements and “Balance Sheet
Analysis” for further information on the maturities, terms and
trends of the Company’s deposits.

Additional funding is provided by long-term debt and short-
term borrowings. Long-term debt was $39.8 billion at
December 31, 2022, and is an important funding source because
of its multi-year borrowing structure. Refer to Note 14 of the
Notes to Consolidated Financial Statements for information on
the terms and maturities of the Company’s long-term debt
issuances and “Balance Sheet Analysis” for discussion on long-
term debt trends. Short-term borrowings were $31.2 billion at
December 31, 2022, and supplement the Company’s other
funding sources. Refer to Note 13 of the Notes to Consolidated
Financial Statements and “Balance Sheet Analysis” for further
information on the terms and trends of the Company’s short-term
borrowings.

The Company’s ability to raise negotiated funding at
competitive prices is influenced by rating agencies’ views of the
Company’s credit quality, liquidity, capital and earnings. Table 21
details the rating agencies’ most recent assessments.



Credit Ratings

Moody’s S&P Global Ratings Fitch Ratings DBRS Morningstar
U.S. Bancorp
Long-termissuerrating . ........... i A2 A+ AA- AA
Short-termissuer rating . . ... ..o A-1 F1+ R-1 (middle)
Seniorunsecured debt ... ... A2 A+ A+ AA
Subordinateddebt . ....... ... A2 A A AA (low)
Junior subordinated debt ........ .. A3
Preferred stock . .. ... Baal BBB+ BBB+ A
Commercial PaPEr ..ot e P-1 F1+
U.S. Bank National Association

Long-termissuerrating . .........ov i A1l AA- AA- AA (high)
Short-termissuerrating . ... P-1 A-1+ F1+ R-1 (high)
Long-term deposits . ... Aa2 AA AA (high)
Short-term deposits . ... P-1 F1+
Seniorunsecured debt ... ... Al AA- AA- AA (high)
Subordinated debt . ....... .. Al A+ AA
Commercial PaPEr .« .. vt P-1 A-1+ F1+
Counterparty risk assessment . ........... o i Aa3(cr)/P-1(cr)
Counterparty riskrating . ... i A1/P-1
Baseline credit assessment . .......... ... . oo oo al

In addition to assessing liquidity risk on a consolidated basis,
the Company monitors the parent company’s liquidity. The parent
company’s routine funding requirements consist primarily of
operating expenses, dividends paid to shareholders, debt
service, repurchases of common stock and funds used for
acquisitions. During 2022, the Company used approximately
$5.5 billion of parent company cash to acquire MUB. The parent
company obtains funding to meet its obligations from dividends
collected from its subsidiaries and the issuance of debt and
capital securities. The Company establishes limits for the minimal
number of months into the future where the parent company can
meet existing and forecasted obligations with cash and securities
held that can be readily monetized. The Company measures and
manages this limit in both normal and adverse conditions. The
Company maintains sufficient funding to meet expected capital
and debt service obligations for 24 months without the support of
dividends from subsidiaries and assuming access to the
wholesale markets is maintained. The Company maintains
sufficient liquidity to meet its capital and debt service obligations
for 12 months under adverse conditions without the support of
dividends from subsidiaries or access to the wholesale markets.
The parent company is currently in excess of required liquidity
minimums.

Under United States Securities and Exchange Commission
rules, the parent company is classified as a “well-known
seasoned issuer,” which allows it to file a registration statement
that does not have a limit on issuance capacity. “Well-known
seasoned issuers” generally include those companies with
outstanding common securities with a market value of at least
$700 million held by non-affiliated parties or those companies
that have issued at least $1 billion in aggregate principal amount
of non-convertible securities, other than common equity, in the
last three years. However, the parent company’s ability to issue

debt and other securities under a registration statement filed with
the United States Securities and Exchange Commission under
these rules is limited by the debt issuance authority granted by
the Company’s Board of Directors and/or the ALCO policy.

At December 31, 2022, parent company long-term debt
outstanding was $27.0 billion, compared with $18.9 billion at
December 31, 2021. The increase was primarily due to
$6.9 billion of medium-term note and $1.3 billion of subordinated
note issuances, along with an increase related to the $3.5 billion
of additional capital received as part of the MUB acquisition.
These increases were partially offset by $1.3 billion of
subordinated note and $1.0 billion of medium-term note
repayments. As of December 31, 2022, there was no parent
company debt scheduled to mature in 2023. Future debt
maturities may be met through medium-term note and capital
security issuances and dividends from subsidiaries, as well as
from parent company cash and cash equivalents.

Dividend payments to the Company by its subsidiary banks
are subject to regulatory review and statutory limitations and, in
some instances, regulatory approval. In general, dividends to the
parent company from its banking subsidiaries are limited by rules
which compare dividends to net income for regulatorily-defined
periods. For further information, see Note 25 of the Notes to
Consolidated Financial Statements.

The Company is subject to a regulatory Liquidity Coverage
Ratio (“LCR”) requirement which requires banks to maintain an
adequate level of unencumbered high quality liquid assets to
meet estimated liquidity needs over a 30-day stressed period. At
December 31, 2022, the Company was compliant with this
requirement.

The Company is also subject to a regulatory Net Stable
Funding Ratio (“NSFR”) requirement which requires banks to
maintain a minimum level of stable funding based on the liquidity
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characteristics of their assets, commitments, and derivative
exposures over a one-year time horizon. At December 31, 2022,
the Company was compliant with this requirement.

European Exposures The Company provides merchant
processing and corporate trust services in Europe either directly
or through banking affiliations in Europe. Revenue generated from
sources in Europe represented approximately 2 percent of the
Company’s total net revenue for 2022. Operating cash for these
businesses is deposited on a short-term basis typically with
certain European central banks. For deposits placed at other
European banks, exposure is mitigated by the Company placing
deposits at multiple banks and managing the amounts on deposit
at any bank based on institution-specific deposit limits. At
December 31, 2022, the Company had an aggregate amount on
deposit with European banks of approximately $7.7 billion,
predominately with the Central Bank of Ireland and Bank of
England.

In addition, the Company provides financing to domestic
multinational corporations that generate revenue from customers
in European countries, transacts with various European banks as
counterparties to certain derivative-related activities, and through
a subsidiary, manages money market funds that hold certain
investments in European sovereign debt. Any deterioration in
economic conditions in Europe, including the impacts resulting
from the Russia-Ukraine conflict, is not expected to have a
significant effect on the Company related to these activities.

Commitments, Contingent Liabilities and Other Contractual
Obligations The Company participates in many different
contractual arrangements which may or may not be recorded on
its balance sheet, with unrelated or consolidated entities, under
which the Company has an obligation to pay certain amounts,
provide credit or liquidity enhancements or provide market risk
support. These arrangements also include any obligation related
to a variable interest held in an unconsolidated entity that
provides financing, liquidity, credit enhancement or market risk
support.

In the ordinary course of business, the Company enters into
contractual obligations that may require future cash payments,
including funding for customer loan requests, customer deposit
maturities and withdrawals, debt service, leases for premises and
equipment, and other cash commitments. Refer to Notes 7, 12,
14, 17 and 23 in the Notes to Consolidated Financial Statements
for information on the Company’s operating lease obligations,
deposits, long-term debt, benefit obligations and guarantees and
other commitments, respectively.

Commitments to extend credit are legally binding and
generally have fixed expiration dates or other termination clauses.
Many of the Company’s commitments to extend credit expire
without being drawn and, therefore, total commitment amounts
do not necessarily represent future liquidity requirements or the
Company’s exposure to credit loss. Commitments to extend
credit also include consumer credit lines that are cancelable upon
notification to the consumer. Total contractual amounts of
commitments to extend credit at December 31, 2022 were

$387.4 billion. The Company also issues and confirms various
types of letters of credit, including standby and commercial. Total
contractual amounts of letters of credit at December 31, 2022
were $11.4 billion. For more information on the Company’s
commitments to extend credit and letters of credit, refer to

Note 23 in the Notes to Consolidated Financial Statements.

The Company’s off-balance sheet arrangements with
unconsolidated entities primarily consist of private investment
funds or partnerships that make equity investments, provide debt
financing or support community-based investments in
tax-advantaged projects. In addition to providing investment
returns, these arrangements in many cases assist the Company
in complying with requirements of the Community Reinvestment
Act. The investments in these entities generate a return primarily
through the realization of federal and state income tax credits and
other tax benefits, such as tax deductions from operating losses
of the investments, over specified time periods. The entities in
which the Company invests are generally considered variable
interest entities (“VIES”). The Company’s recorded investment in
these entities, net of contractual equity investment commitments
of $2.4 billion, was $3.0 billion at December 31, 2022.

The Company also has non-controlling financial investments in
private funds and partnerships considered VIEs. The Company’s
recorded investment in these entities was approximately
$177 million at December 31, 2022, and the Company had
unfunded commitments to invest an additional $133 million. For
more information on the Company’s interests in unconsolidated
VIEs, refer to Note 8 in the Notes to Consolidated Financial
Statements.

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

The Company and certain of its subsidiaries, along with other
Visa U.S.A. Inc. member banks, have a contingent guarantee
obligation to indemnify Visa Inc. for potential losses arising from
antitrust lawsuits challenging the practices of Visa U.S.A. Inc. and
MasterCard International. The indemnification by the Company
and other Visa U.S.A. Inc. member banks has no maximum
amount. Refer to Note 23 in the Notes to Consolidated Financial
Statements for further details regarding guarantees, other
commitments, and contingent liabilities, including maximum
potential future payments and current carrying amounts.



Capital Management The Company is committed to managing
capital to maintain strong protection for depositors and creditors
and for maximum shareholder benefit. The Company also
manages its capital to exceed regulatory capital requirements for
banking organizations. To achieve its capital goals, the Company
employs a variety of capital management tools, including
dividends, common share repurchases, and the issuance of
subordinated debt, non-cumulative perpetual preferred stock,
common stock and other capital instruments.

The Company announced on December 22, 2020 that its
Board of Directors had approved an authorization to repurchase
$3.0 billion of its common stock beginning January 1, 2021, and
repurchased $1.5 billion of its common stock during the first six
months of 2021 under this program. The Company suspended all
common stock repurchases at the beginning of the third quarter
of 2021, except for those done exclusively in connection with its
stock-based compensation programs, due to its acquisition of
MUB. The Company does not expect to commence repurchasing
its common stock until after its common equity tier 1 capital ratio
approximates 9.0 percent at which time the Company will assess
its capital position relative to existing and proposed regulatory
capital requirements.

The Company announced on September 13, 2022 that its
Board of Directors had approved a regular quarterly dividend of
$0.48 per common share. This represented a 4.3 percent
increase over the previous dividend rate per common share of
$0.46 per quarter.

The Company will continue to monitor its capital position and
may adjust its capital distributions based on economic
conditions, existing and proposed regulatory capital requirements
and its financial performance. Capital distributions, including
dividends and stock repurchases, are subject to the approval of
the Company’s Board of Directors and compliance with
regulatory requirements. For a more complete analysis of
activities impacting shareholders’ equity and capital management
programs, refer to Note 15 of the Notes to Consolidated Financial
Statements.

Total U.S. Bancorp shareholders’ equity was $50.8 billion at
December 31, 2022, compared with $54.9 billion at
December 31, 2021. The decrease was primarily the result of
changes in unrealized gains and losses on available-for-sale
investment securities included in other comprehensive income
(loss) and dividends paid, partially offset by corporate earnings,
the issuance of additional common shares related to the
acquisition of MUB and the issuance of preferred stock.

The regulatory capital requirements effective for the Company
follow Basel lll, with the Company being subject to calculating its

capital adequacy as a percentage of risk-weighted assets under
the standardized approach. Under Basel lll, banking regulators
define minimum capital requirements for banks and financial
services holding companies. These requirements are expressed
in the form of a minimum common equity tier 1 capital ratio, tier 1
capital ratio, total risk-based capital ratio, tier 1 leverage ratio and
a tier 1 total leverage exposure, or supplementary leverage, ratio.
The Company’s minimum required level for these ratios at
December 31, 2022, which include a stress capital buffer of

2.5 percent for the common equity tier 1 capital, tier 1 capital and
total capital ratios, was 7.0 percent, 8.5 percent, 10.5 percent,
4.0 percent, and 3.0 percent, respectively. The Company targets
its regulatory capital levels, at both the bank and bank holding
company level, to exceed the “well-capitalized” threshold for
these ratios under the FDIC Improvement Act prompt corrective
action provisions that are applicable to all banks. At

December 31, 2022, the minimum “well-capitalized” thresholds
under the prompt corrective action framework for the common
equity tier 1 capital ratio, tier 1 capital ratio, total risk-based
capital ratio, tier 1 leverage ratio, and tier 1 total leverage
exposure ratio was 6.5 percent, 8.0 percent, 10.0 percent,

5.0 percent, and 3.0 percent, respectively. Beginning in 2022, the
Company began to phase into its regulatory capital requirements
the cumulative deferred impact of its 2020 adoption of the
accounting guidance related to the impairment of financial
instruments based on the current expected credit losses
(“CECL”) methodology plus 25 percent of its quarterly credit
reserve increases over the past two years. This cumulative
deferred impact will be phased into the Company’s regulatory
capital over the next three years, culminating with a fully phased
in regulatory capital calculation beginning in 2025. As of
December 31, 2022, the Company’s bank subsidiaries met all
regulatory capital ratios to be considered “well-capitalized”. There
are no conditions or events since December 31, 2022 that
management believes have changed the risk-based category of
its covered subsidiary banks.

As an approved mortgage seller and servicer, the Company’s
banking subsidiaries, through their mortgage banking divisions,
are required to maintain various levels of shareholder’s equity, as
specified by various agencies, including the United States
Department of Housing and Urban Development, Government
National Mortgage Association, Federal Home Loan Mortgage
Corporation and the Federal National Mortgage Association. At
December 31, 2022, the Company’s banking subsidiaries met
these requirements.
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Regulatory Capital Ratios

At December 31 (Dollars in Millions) 2022 2021
Basel lll standardized approach:
Common Shareholders’ EQUILY . ... ..ottt et e e e e e $ 43,958 $ 48,547
Less intangible assets
Goodwill (net of deferred tax liability) . ... ... (11,399) (9,323)
Other disallowed intangible assets (net of deferred tax liability) . . .. ... ..o (2,792) (785)
O NI L 11,789 3,262
Common equity tier 1 capital . ... ... 41,560 41,701
Qualifying preferred StOCK . . ..ot 6,808 6,371
Noncontrolling interests eligible for tier 1 capital . ... 450 450
OB 5) (6)
Tier 1 Capital .o 48,813 48,516
Eligible portion of allowance for Credit I0SSES . . . . ..o 5,682 4,081
Subordinated debt and noncontrolling interests eligible for tier 2 capital . .......... .. ... .. i 4,520 3,653
THer 2 Capital .o 10,202 7,734
Total risk-based Capital . . ... ...t $ 59,015 $ 56,250
RISK-WEIgNTEA ASSEIS . . . .\ttt $496,500 $418,571
Common equity tier 1 capital as a percent of risk-weighted assets ......... ... .. i 8.4% 10.0%
Tier 1 capital as a percent of risk-weighted assets .. ... . i 9.8 11.6
Total risk-based capital as a percent of risk-weighted assets . ......... .. i 11.9 13.4
Tier 1 capital as a percent of adjusted quarterly average assets (leverageratio) ............. ... v, 7.9 8.6
Tier 1 capital as a percent of total on- and off-balance sheet leverage exposure (total leverage exposure ratio) . .. . . .. 6.4 6.9

(@) Includes the impact of items included in other comprehensive income (loss), such as unrealized gains (losses) on available-for-sale securities, accumulated net gains on cash flow hedges,
pension liability adjustments, etc., and the portion of deferred tax assets related to net operating loss and tax credit carryforwards not eligible for common equity tier 1 capital.

(b) Includes the remaining portion of deferred tax assets not eligible for total tier 1 capital.

Table 22 provides a summary of statutory regulatory capital

ratios in effect for the Company at December 31, 2022 and 2021.

All regulatory ratios exceeded regulatory “well-capitalized”
requirements.

The Company believes certain other capital ratios are useful in
evaluating its capital adequacy. The Company’s tangible
common equity, as a percent of tangible assets and as a percent
of risk-weighted assets determined in accordance with
transitional regulatory capital requirements related to the CECL
methodology under the standardized approach, was 4.5 percent
and 6.0 percent, respectively, at December 31, 2022, compared
with 6.8 percent and 9.2 percent at December 31, 2021,
respectively. In addition, the Company’s common equity tier 1
capital to risk-weighted assets ratio, reflecting the full
implementation of the CECL methodology was 8.1 percent at
December 31, 2022, compared with 9.6 percent at
December 31, 2021. Refer to “Non-GAAP Financial Measures”
beginning on page 59 for further information on these other
capital ratios.

Line of Business Financial Review

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

Basis for Financial Presentation Business line results are
derived from the Company’s business unit profitability reporting
systems by specifically attributing managed balance sheet assets,
deposits and other liabilities and their related income or expense.
Refer to Note 24 of the Notes to Consolidated Financial
Statements for further information on the business lines’ basis for
financial presentation.

Designations, assignments and allocations change from time
to time as management systems are enhanced, methods of
evaluating performance or product lines change or business
segments are realigned to better respond to the Company’s
diverse customer base. During 2022, certain organization and
methodology changes were made and, accordingly, 2021 results
were restated and presented on a comparable basis. Effective
with the close of the MUB acquisition, MUB related business
activities were integrated into the applicable line of business
results.

Corporate and Commercial Banking Corporate and
Commercial Banking offers lending, equipment finance and small-
ticket leasing, depository services, treasury management, capital
markets services, international trade services and other financial
services to middle market, large corporate, commercial real
estate, financial institution, non-profit and public sector clients.
Corporate and Commercial Banking contributed $1.8 billion of
the Company’s net income in 2022, or an increase of
$277 million (17.7 percent), compared with 2021.

Net revenue increased $584 million (15.0 percent) in 2022,
compared with 2021. Net interest income, on a taxable-



equivalent basis, increased $615 million (21.6 percent) in 2022,
compared with 2021, primarily due to higher loan and interest-
bearing deposit balances, including those balances related to
MUB, and the impact of higher rates on the margin benefit from
deposits, partially offset by lower spreads on loans and lower
noninterest-bearing deposits. Noninterest income decreased
$31 million (3.0 percent) in 2022, compared with 2021, primarily
due to lower commercial products revenue due to lower capital
markets revenue, partially offset by higher trading revenue.
Noninterest expense increased $131 million (7.5 percent) in
2022, compared with 2021, primarily due to higher FDIC insurance
expense, higher net shared services expense driven by investment
in support of business growth and the impacts of the MUB
acquisition, as well as higher compensation and employee benefits
expense primarily due to merit increases and hiring to support
business growth, partially offset by lower performance-based
incentives related to capital markets activity. The provision for credit
losses increased $84 million in 2022, compared with 2021, primarily
due to loan loss provisions supporting growth in loan balances.

Consumer and Business Banking Consumer and Business
Banking comprises consumer banking, small business banking
and consumer lending. Products and services are delivered
through banking offices, telephone servicing and sales, on-line
services, direct mail, ATM processing, mobile devices, distributed
mortgage loan officers, and intermediary relationships including
auto dealerships, mortgage banks, and strategic business
partners. Consumer and Business Banking contributed

$1.8 billion of the Company’s net income in 2022, or a decrease
of $551 million (23.4 percent), compared with 2021.

Net revenue decreased $121 million (1.4 percent) in 2022,
compared with 2021. Noninterest income decreased $940 million
(87.7 percent) in 2022, compared with 2021, primarily due to
lower mortgage banking revenue reflecting lower application
volume, lower related gain on sale margins and lower performing
loan sales, partially offset by an increase in the fair value of MSRs,
net of hedging activities. Net interest income, on a taxable-
equivalent basis, increased $819 million (13.5 percent) in 2022,
compared with 2021, reflecting the favorable impact of higher
rates on the margin benefit of deposits, partially offset by lower
spreads on loans and lower loan fees.

Noninterest expense increased $249 million (4.5 percent) in
2022, compared with 2021, primarily due to increases in net
shared services expense due to investments in digital capabilities
and the impact of the MUB acquisition, as well as lower
capitalized loan costs driven by lower mortgage production,
partially offset by lower compensation and employee benefits
expense and related loan expenses due to lower mortgage
production. The provision for credit losses increased $364 million
in 2022, compared with 2021, due to the impacts of balance
sheet repositioning and capital management actions taken in the
fourth quarter of 2022 in connection with the acquisition, along
with loan balance growth and more favorable credit trends in
2021.

Wealth Management and Investment Services Wealth
Management and Investment Services provides private banking,

financial advisory services, investment management, retail
brokerage services, insurance, trust, custody and fund servicing
through four businesses: Wealth Management, Global Corporate
Trust & Custody, U.S. Bancorp Asset Management and

Fund Services. Wealth Management and Investment Services
contributed $1.3 billion of the Company’s net income in 2022, or
an increase of $471 million (55.9 percent), compared with 2021.

Net revenue increased $953 million (29.6 percent) in 2022,
compared with 2021. Net interest income, on a taxable-equivalent
basis, increased $622 million (62.1 percent) in 2022, compared
with 2021, primarily due to the favorable impact of higher rates on
the margin benefit from deposits. Noninterest income increased
$331 million (14.9 percent) in 2022, compared with 2021, primarily
driven by higher trust and investment management fees reflecting
lower money market fund fee waivers, the impact of the PFM
acquisition and core business growth, partially offset by the impact
of unfavorable market conditions.

Noninterest expense increased $323 million (15.4 percent) in
2022, compared with 2021, reflecting higher compensation and
employee benefits expense as a result of merit increases, the
PFM acquisition, core business growth and performance-based
incentives, as well as higher net shared services expense driven
by investment in support of business growth and the impact of
the MUB acquisition.

Payment Services Payment Services includes consumer and
business credit cards, stored-value cards, debit cards, corporate,
government and purchasing card services and merchant
processing. Payment Services contributed $1.3 billion of the
Company’s net income in 2022, or a decrease of $380 million
(22.3 percent), compared with 2021.

Net revenue increased $290 million (4.8 percent) in 2022,
compared with 2021. Net interest income, on a taxable-
equivalent basis, increased $41 million (1.7 percent) in 2022,
compared with 2021, primarily due to higher loan balances,
higher loan fees and higher loan yields driven by higher interest
rates, partially offset by higher funding costs. Noninterest income
increased $249 million (7.0 percent) in 2022, compared with
2021, mainly due to continued strengthening of consumer and
business spending across most sectors. As a result, there was
strong growth in corporate payment products revenue driven by
improving business spending across all product groups. In
addition, merchant processing services revenue increased due to
higher sales volume and higher merchant fees, partially offset by
the impact of foreign currency rate changes in Europe.

Noninterest expense increased $165 million (4.9 percent) in
2022, compared with 2021, reflecting higher net shared services
expense driven by investment in infrastructure and technology
development, in addition to higher compensation and employee
benefits expense as a result of merit increases and core business
growth. The provision for credit losses increased $631 million in
2022, compared with 2021, primarily due to the impacts of
increasing delinquency rates, along with stronger growth in loan
balances.
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Line of Business Financial Performance

Corporate and
Commercial Banking

Consumer and
Business Banking

Wealth Management and
Investment Services

Year Ended December 31 Percent Percent Percent
(Dollars in Millions) 2022 2021 Change 2022 2021 Change 2022 2021 Change
Condensed Income Statement
Net interest income (taxable-equivalent

basis) ... $ 3,468 $ 2,853 21.6%| $ 6,904 $ 6,085 13.5%| $ 1,624 $ 1,002 62.1%
Noninterestincome . ..................... 1,008 1,039 8.0 1,556 2,496  (37.7) 2,553 2,222 14.9

Totalnetrevenue ...................... 4,476 3,892 15.0 8,460 8,581 (1.4) 4177 3,224 29.6
Noninterest expense . .................... 1,872 1,741 7.5 5,824 5,575 4.5 2,417 2,094 15.4
Income (loss) before provision and income

TAXES vt 2,604 2,151 211 2,636 3,006 (12.3) 1,760 1,130 55.8
Provision for creditlosses ................. 149 65 * 228 (136) * 9 7 28.6
Income (loss) before income taxes .......... 2,455 2,086 17.7 2,408 3,142 (23.4) 1,751 1,123 55.9
Income taxes and taxable-equivalent

adjustment . ... 614 522 17.6 602 785  (28.3) 438 281 55.9
Net income (10SS) ... oo 1,841 1,564 17.7 1,806 2,357 (234 1,313 842 55.9
Net (income) loss attributable to noncontrolling

interests . ... - - — - — - - - —
Net income (loss) attributable to U.S.

Bancorp . ... $ 1,841 $ 1,564 17.7 $ 1,806 $ 2,357 (23.4) $ 1,313 $ 842 55.9
Average Balance Sheet
Loans ..o $127,916  $103,404 23.7 $145,079 $140,890 3.0 $22,410 $ 18,095 23.8
Goodwill ..o 1,915 1,715 1.7 3,249 3,429 (5.2) 1,720 1,628 5.7
Other intangible assets . .................. 57 5 * 3,785 2,761 37.1 308 84 *
ASSELS L 143,370 115,423 24.2 160,713 161,385 (.4) 26,036 21,303 22.2
Noninterest-bearing deposits . ............. 57,451 61,991 (7.3) 32,256 33,063 (2.4) 24,721 24,663 2
Interest-bearing deposits . . ................ 97,169 71,711 35.5 167,938 157,592 6.6 73,461 76,000 (3.9

Total deposits . ... 154,620 133,702 15.6 200,194 190,655 5.0 98,182 100,663 (2.5
Total U.S. Bancorp shareholders’ equity .. ... 14,403 13,906 3.6 12,550 12,319 1.9 3,675 3,154 16.5

Payment Treasury and Consolidated
Services Corporate Support Company

Year Ended December 31 Percent Percent Percent
(Dollars in Millions) 2022 2021 Change 2022 2021 Change 2022 2021 Change
Condensed Income Statement
Net interest income (taxable-equivalent

basis) ... $ 2,498 $ 2,457 1.7%| $ 352 $ 203 73.4%| $ 14,846 $ 12,600 17.8%
Noninterestincome ..................... 3,799 3,550 7.0 540 920 (41.3) 9,456 10,227 (7.5)

Totalnetrevenue ..................... 6,297 6,007 4.8 892 1,123 (20.6) 24,302 22,827 6.5
Noninterest expense . ................... 3,551 3,386 4.9 1,242 932 33.3 14,906 13,728 8.6
Income (loss) before provision and income

1AXES 2,746 2,621 4.8 (850) 191 * 9,396 9,099 3.3
Provision for credit losses ................ 980 349 * 611 (1,458) * 1,977 (1,173) *
Income (loss) before income taxes ......... 1,766 2,272 (22.3) (961) 1,649 * 7,419 10,272 (27.8)
Income taxes and taxable-equivalent

adjustment ... 442 568  (22.2) (515) 131 * 1,581 2,287  (30.9
Netincome (I0SS) ... 1,324 1,704  (22.9) (446) 1,518 * 5,838 7,985  (26.9)
Net (income) loss attributable to

noncontrolling interests .. .............. — — — (13) (22) 40.9 (13) (22) 40.9
Net income (loss) attributable to U.S.

Bancorp ... $ 1,324 $ 1,704 (22.3) $ (459 $ 1,496 * $ 5825 $ 7,963 (26.8)
Average Balance Sheet
Loans ... $34,627 $30,856 12.2 $ 3541 $ 3,720 (4.8) $333,573  $296,965 12.3
Goodwill ... 3,305 3,184 3.8 — — — 10,189 9,956 2.3
Other intangible assets . . ................. 423 507 (16.6) 4 — * 4,577 3,357 36.3
ASSELS L 41,109 36,549 12.5 220,921 221,872 (-4) 592,149 556,532 6.4
Noninterest-bearing deposits . .. ........... 3,410 4,861 (29.8) 2,556 2,626 (2.7) 120,394 127,204 (5.4
Interest-bearing deposits . ................ 162 145 1.7 3,260 1,629 * 341,990 307,077 1.4

Totaldeposits ... 3,572 5,006 (28.6) 5,816 4,255 36.7 462,384 434,281 6.5
Total U.S. Bancorp shareholders’ equity . . . . . 8,235 7,642 7.8 11,553 16,789 31.2) 50,416 53,810 6.3)

* Not meaningful




Treasury and Corporate Support Treasury and Corporate
Support includes the Company’s investment portfolios, funding,
capital management, interest rate risk management, income
taxes not allocated to the business lines, including most
investments in tax-advantaged projects, and the residual
aggregate of those expenses associated with corporate activities
that are managed on a consolidated basis. Treasury and
Corporate Support recorded a net loss of $459 million in 2022,
compared with net income of $1.5 billion in 2021.

Net revenue decreased $231 million (20.6 percent) in 2022,
compared with 2021. Noninterest income decreased $380 million
(41.3 percent) in 2022, compared with 2021, primarily due to the
impacts of balance sheet repositioning and capital management
actions taken in the fourth quarter of 2022 associated with the
acquisition of MUB, partially offset by higher tax-advantaged
investment syndication revenue. Net interest income, on a
taxable-equivalent basis, increased $149 million (73.4 percent) in
2022, compared with 2021, primarily due to higher yields on the
investment securities portfolio and interest-bearing deposits with
banks, mostly offset by higher funding costs.

Noninterest expense increased $310 million (33.3 percent) in
2022, compared with 2021, primarily due to merger and
integration charges associated with the acquisition of MUB, other
accruals and higher compensation and employee benefits
expense reflecting merit increases and hiring to support business
growth, partially offset by lower net shared services expense. The
provision for credit losses was $2.1 billion higher in 2022,
compared with 2021, primarily due to the initial provision for
credit losses recorded in the fourth quarter of 2022 related to the
MUB acquisition and additional impacts to the allowance for
credit losses related to increasing economic uncertainty in the
current year, compared to improving economic conditions in the
prior year.

Income taxes are assessed to each line of business at a
managerial tax rate of 25.0 percent with the residual tax expense
or benefit to arrive at the consolidated effective tax rate included
in Treasury and Corporate Support.

Non-GAAP Financial Measures

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

— Tangible common equity to tangible assets,
— Tangible common equity to risk-weighted assets, and

— Common equity tier 1 capital to risk-weighted assets, reflecting
the full implementation of the CECL methodology.

These capital measures are viewed by management as useful
additional methods of evaluating the Company’s utilization of its
capital held and the level of capital available to withstand
unexpected negative market or economic conditions.
Additionally, presentation of these measures allows investors,
analysts and banking regulators to assess the Company’s capital
position relative to other financial services companies. These
capital measures are not defined in generally accepted
accounting principles (“GAAP”), or are not currently effective or
defined in banking regulations. In addition, certain of these
measures differ from currently effective capital ratios defined by
banking regulations principally in that the currently effective ratios,
which are subject to certain transitional provisions, temporarily
exclude the impact of the 2020 adoption of accounting guidance
related to impairment of financial instruments based on the CECL
methodology. As a result, these capital measures disclosed by
the Company may be considered non-GAAP financial measures.
Management believes this information helps investors assess
trends in the Company’s capital adequacy.

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

There may be limits in the usefulness of these measures to
investors. As a result, the Company encourages readers to
consider the consolidated financial statements and other financial
information contained in this report in their entirety, and not to rely
on any single financial measure.
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The following tables show the Company’s calculation of these non-GAAP financial measures:

At December 31 (Dollars in Millions) 2022 2021
TOtal BOUITY .+ . ettt et $ 51,232 $ 55,387
Preferred StOCK . .. o (6,808) (6,371)
NoncontroliNg INtErEStS . . .. oo (466) (469)
Goodwill (net of deferred tax liability)!) . . .. .o (11,395) (9,323)
Intangible assets (net of deferred tax liability), other than mortgage servicing rights . ............ ... ... ... .. ... (2,792) (785)

Tangible COMMON BQUIYE . . . L 29,771 38,439
Common equity tier 1 capital, determined in accordance with transitional regulatory capital requirements related to

the CECL methodology implementation . ... ... .. . 41,560 41,701
AGJUSTMENES L L (1,299) (1,733)

Common equity tier 1 capital, reflecting the full implementation of the CECL methodology® . ................... 40,261 39,968
TOtal @S SEES . . o v oot 674,805 573,284
Goodwill (net of deferred tax liability) (1) . . . .. .. e (11,395) (9,323)
Intangible assets (net of deferred tax liability), other than mortgage servicing rights .................... ... ...... (2,792) (785)

TaNgIblE @SSETSIO) . . . i 660,618 563,176
Risk-weighted assets, determined in accordance with prescribed regulatory capital requirements effective for the

COmMIDANY ) L 496,500 418,571
AIUSTMENTS ) L e (620) (857)

Risk-weighted assets, reflecting the full implementation of the CECL methodology® . ......................... 495,880 418,214
Ratios
Tangible common equity to tangible assets@/e) . . . . . .. . 4.5% 6.8%
Tangible common equity to risk-weighted assets@/d) .. .. . 6.0 9.2
Common equity tier 1 capital to risk-weighted assets, reflecting the full implementation of the CECL methodology®/© . . . .. 8.1 9.6

Year Ended December 31
2022 2021 2020

NetINterest NCOME . . ..o ot $14,728 $12,494 $12,825
Taxable-equivalent adjustment@ . . ... . . e 118 106 99

Net interest income, on a taxable-equivalent basis . ............c i 14,846 12,600 12,924
Net interest income, on a taxable-equivalent basis (as calculated above) .. ......................... 14,846 12,600 12,924
NONINTErEST INCOME . . . oo e e e e e 9,456 10,227 10,401
Less: Securities gains (I0SSES), NE . . . ..ot 20 103 177

Total net revenue, excluding net securities gains (Ilosses) .. ... i 24,282 22,724 23,148
NONINtErest EXPENSE) . . . .o 14,906 13,728 13,369
Efficiency ratio/ ) . . 61.4% 60.4% 57.8%

Year Ended December 31, 2022

Net Revenue as a Percent of the

Net Revenue as a Percent of Consolidated Company Excluding
Net Revenue the Consolidated Company Treasury and Corporate Support
Corporate and Commercial Banking . ...................... $ 4,476 18% 19%
Consumer and Business Banking . ........... ... oo 8,460 35 36
Wealth Management and Investment Services . .............. 4177 17 18
Payment Services . ... e 6,297 26 27
Treasury and Corporate Support ..., 892 4
Consolidated Company . ...t 24,302 100%
Less: Treasury and Corporate Support . .................... 892
Consolidated Company excluding Treasury and Corporate
SUPPOM o $ 23,410 100%

(1) Includes gooawiill related to certain investments in unconsolidated financial institutions per prescribed regulatory requirements.

(2) Includes the estimated increase in the allowance for credit losses related to the adoption of the CECL methodology net of deferred taxes.

(3) Includes the impact of the estimated increase in the allowance for credit losses related to the adoption of the CECL methodology.

(4) Based on federal income tax rate of 21 percent for those assets and liabilities whose income or expense is not included for federal income tax purposes.



Year Ended December 31

Percent
(Dollars in Millions) 2022 2021 Change
NEt INtErESt INCOME . o ottt ettt $14,728 $12,494
Taxable-equivalent adjustment() .. ... 118 106
Net interest income, on a taxable-equivalentbasis . . ......... ... . i i 14,846 12,600
Net interest income, on a taxable-equivalent basis (as calculated above) .. ....................... 14,846 12,600
NONINTEIrESt INCOME . . . oo e e e 9,456 10,227
Total NELrEVENUE . . . o 24,302 22,827 6.5%(a)
Less: MUB NBLIEVENUE . . .. oot 302 -
Less: Notable items@ .. ... (899) -

Total net revenue, excluding MUB and notableitems . ... i 24,399 22,827 6.9%(b)
NONINEEIESt EXPENSE . . o\ ot ettt e e e 14,906 13,728 8.6%(c)
Less: MUB NONINtErest EXPENSE . ... oottt e e e e 221 -

Less: Notable Items) . ..o 329 —

Total noninterest expense, excluding MUB and notableitems . ........... ... o it 14,356 18,728 4.6%(d)
Operating 1everage (2) = (C) .+« « « « v v vttt e e e e e e 2.1)%
Operating leverage, excluding MUB and notable items (0) - (d) ... ... 2.3%

(1) Based on a federal income tax rate of 21 percent for those assets and liabilities whose income or expense is not included for federal income tax purposes.

(2) Represents $399 million of losses primarily related to interest rate economic hedges, entered into after requlatory approval was obtained, to manage the impact of interest rate volatility on

capital prior to closing the MUB acquisition.
(3) Represents $329 million of merger and integration charges.

61



62

Accounting Changes

Note 2 of the Notes to Consolidated Financial Statements
discusses accounting standards recently issued but not yet
required to be adopted and the expected impact of these
changes in accounting standards. To the extent the adoption of
new accounting standards materially affects the Company’s
financial condition or results of operations, the impacts are
discussed in the applicable section(s) of the Management’s
Discussion and Analysis and the Notes to Consolidated Financial
Statements.

Critical Accounting Policies

The accounting and reporting policies of the Company comply
with accounting principles generally accepted in the United States
and conform to general practices within the banking industry. The
preparation of financial statements in conformity with GAAP
requires management to make estimates and assumptions. The
Company’s financial position and results of operations can be
affected by these estimates and assumptions, which are integral
to understanding the Company’s financial statements. Critical
accounting policies are those policies management believes are
the most important to the portrayal of the Company’s financial
condition and results, and require management to make
estimates that are difficult, subjective or complex. Most
accounting policies are not considered by management to be
critical accounting policies. Several factors are considered in
determining whether or not a policy is critical in the preparation of
financial statements. These factors include, among other things,
whether the estimates are significant to the financial statements,
the nature of the estimates, the ability to readily validate the
estimates with other information (including third-party sources or
available prices), sensitivity of the estimates to changes in
economic conditions and whether alternative accounting
methods may be utilized under GAAP. Management has
discussed the development and the selection of critical
accounting policies with the Company’s Audit Committee.
Significant accounting policies are discussed in Note 1 of the
Notes to Consolidated Financial Statements. Those policies
considered to be critical accounting policies are described below.

Allowance for Credit Losses Management’s evaluation of the
appropriate allowance for credit losses is often the most critical of
all the accounting estimates for a banking institution. It is an
inherently subjective process impacted by many factors as
discussed throughout the Management’s Discussion and
Analysis section of the Annual Report.

The methods utilized to estimate the allowance for credit
losses, key assumptions and quantitative and qualitative
information considered by management in determining the
appropriate allowance for credit losses at December 31, 2022 are
discussed in the “Credit Risk Management” section. Although
methodologies utilized to determine each element of the
allowance reflect management’s assessment of credit risk,
imprecision exists in these measurement tools due in part to

subjective judgments involved and an inherent lag in the data
available to quantify current conditions and events that affect
credit loss reserve estimates.

Given the many quantitative variables and subjective factors
affecting the credit portfolio, changes in the allowance for credit
losses may not directly coincide with changes in risk ratings or
delinquency status within loan and lease portfolios. This is in part
due to the timing of the risk rating process in relation to changes
in the business cycle, the exposure and mix of loans within risk
rating categories, levels of nonperforming loans and the timing of
charge-offs and expected recoveries. The allowance for credit
losses measures the expected loss content on the remaining
portfolio exposure, while nonperforming loans and net charge-
offs are measures of specific impairment events that have already
been confirmed. Therefore, the degree of change in the forward-
looking expected loss in the allowance may differ from the level of
changes in nonperforming loans and net charge-offs.
Management maintains an appropriate allowance for credit losses
by updating allowance rates to reflect changes in expected
losses, including expected changes in economic or business
cycle conditions. Some factors considered in determining the
appropriate allowance for credit losses are more readily
quantifiable while other factors require extensive qualitative
judgment in determining the overall level of the allowance for
credit losses.

The Company considers a range of economic scenarios in its
determination of the allowance for credit losses. These scenarios
are constructed with interrelated projections of multiple economic
variables, and loss estimates are produced that consider the
historical correlation of those economic variables with credit
losses, and also the expectation that conditions will eventually
normalize over the longer run. Scenarios worse than the
Company’s expected outcome at December 31, 2022 include
risks that inflationary pressures persist longer than anticipated,
which could precipitate a moderate to severe recession that
increases credit losses.

Under the range of economic scenarios considered, the
allowance for credit losses would have been lower by $1.4 billion
or higher by $2.1 billion. This range reflects the sensitivity of the
allowance for credit losses specifically related to the scenarios
and weights considered as of December 31, 2022, and does not
consider other potential adjustments that could increase or
decrease loss estimates calculated using alternative economic
scenarios.

Because several quantitative and qualitative factors are
considered in determining the allowance for credit losses, these
sensitivity analyses do not necessarily reflect the nature and
extent of future changes in the allowance for credit losses. They
are intended to provide insights into the impact of adverse
changes in the economy on the Company’s modeled loss
estimates for the loan portfolio and do not imply any expectation
of future deterioration in the risk rating or loss rates. Given current
processes employed by the Company, management believes the
risk ratings and loss model estimates currently assigned are
appropriate. It is possible that others, given the same information,



may at any point in time reach different reasonable conclusions
that could be significant to the Company’s financial statements.
Refer to the “Analysis and Determination of the Allowance for
Credit Losses” section for further information.

Fair Value Estimates A portion of the Company’s assets and
liabilities are carried at fair value on the Consolidated Balance
Sheet, with changes in fair value recorded either through earnings
or other comprehensive income (loss) in accordance with
applicable accounting principles generally accepted in the
United States. These include all of the Company’s
available-for-sale investment securities, derivatives and other
trading instruments, MSRs and MLHFS. The estimation of fair
value also affects other loans held for sale, which are recorded at
the lower-of-cost-or-fair value. The determination of fair value is
important for certain other assets that are periodically evaluated
for impairment using fair value estimates, including goodwill and
other intangible assets, impaired loans, OREO and other
repossessed assets. Refer to Note 3 of the Notes to
Consolidated Financial Statements for additional information on
fair value estimates of assets and liabilities assumed in the MUB
acquisition.

Fair value is generally defined as the exit price at which an asset
or liability could be exchanged in a current transaction between
willing, unrelated parties, other than in a forced or liquidation sale.
Fair value is based on quoted market prices in an active market, or if
market prices are not available, is estimated using models
employing techniques such as matrix pricing or discounting
expected cash flows. The significant assumptions used in the
models, which include assumptions for interest rates, discount
rates, prepayments and credit losses, are independently verified
against observable market data where possible. Where observable
market data is not available, the estimate of fair value becomes
more subjective and involves a high degree of judgment. In this
circumstance, fair value is estimated based on management’s
judgment regarding the value that market participants would assign
to the asset or liability. This valuation process takes into
consideration factors such as market illiquidity. Imprecision in
estimating these factors can impact the amount recorded on the
balance sheet for a particular asset or liability with related impacts to
earnings or other comprehensive income (l0ss).

When available, trading and available-for-sale securities are
valued based on quoted market prices. However, certain
securities are traded less actively and, therefore, quoted market
prices may not be available. The determination of fair value may
require benchmarking to similar instruments or performing a
discounted cash flow analysis using estimates of future cash
flows and prepayment, interest and default rates. For more
information on investment securities, refer to Note 5 of the Notes
to Consolidated Financial Statements.

As few derivative contracts are listed on an exchange, the
majority of the Company’s derivative positions are valued using
valuation techniques that use readily observable market inputs.
Certain derivatives, however, must be valued using techniques
that include unobservable inputs. For these instruments, the
significant assumptions must be estimated and, therefore, are

subject to judgment. Note 20 of the Notes to Consolidated
Financial Statements provides a summary of the Company’s
derivative positions.

Refer to Note 22 of the Notes to Consolidated Financial
Statements for additional information regarding estimations of fair
value.

Mortgage Servicing Rights MSRs are capitalized as separate
assets when loans are sold and servicing is retained, or may be
purchased from others. The Company records MSRs at fair
value. Because MSRs do not trade in an active market with
readily observable prices, the Company determines the fair value
by estimating the present value of the asset’s future cash flows
utilizing market-based prepayment rates, option adjusted spread,
and other assumptions validated through comparison to trade
information, industry surveys and independent third-party
valuations. Changes in the fair value of MSRs are recorded in
earnings during the period in which they occur. Risks inherent in
the valuation of MSRs include higher than expected prepayment
rates and/or delayed receipt of cash flows. The Company utilizes
derivatives, including interest rate swaps, swaptions, forward
commitments to buy TBAs, U.S. Treasury and Eurodollar futures
and options on U.S. Treasury futures, to mitigate the valuation
risk. Refer to Notes 10 and 22 of the Notes to Consolidated
Financial Statements for additional information on the
assumptions used in determining the fair value of MSRs and an
analysis of the sensitivity to changes in interest rates of the fair
value of the MSRs portfolio and the related derivative instruments
used to mitigate the valuation risk.

Income Taxes The Company estimates income tax expense
based on amounts expected to be owed to the various tax
jurisdictions in which it operates, including federal, state and local
domestic jurisdictions, and an insignificant amount to foreign
jurisdictions. The estimated income tax expense is reported in the
Consolidated Statement of Income. Accrued taxes are reported
in other assets or other liabilities on the Consolidated Balance
Sheet and represent the net estimated amount due to or to be
received from taxing jurisdictions either currently or deferred to
future periods. Deferred taxes arise from differences between
assets and liabilities measured for financial reporting purposes
versus income tax reporting purposes. Deferred tax assets are
recognized if, in management’s judgment, their realizability is
determined to be more likely than not. Uncertain tax positions
that meet the more likely than not recognition threshold are
measured to determine the amount of benefit to recognize. An
uncertain tax position is measured at the largest amount of
benefit management believes is more likely than not to be realized
upon settlement. In estimating accrued taxes, the Company
assesses the relative merits and risks of the appropriate tax
treatment considering statutory, judicial and regulatory guidance
in the context of the tax position. Because of the complexity of
tax laws and regulations, interpretation can be difficult and
subject to legal judgment given specific facts and circumstances.
It is possible that others, given the same information, may at any
point in time reach different reasonable conclusions regarding the
estimated amounts of accrued taxes.
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Changes in the estimate of accrued taxes occur periodically
due to changes in tax rates, interpretations of tax laws, the status
of examinations being conducted by various taxing authorities,
and newly enacted statutory, judicial and regulatory guidance that
impacts the relative merits and risks of tax positions. These
changes, when they occur, affect accrued taxes and can be
significant to the operating results of the Company. Refer to
Note 19 of the Notes to Consolidated Financial Statements for
additional information regarding income taxes.

Controls and Procedures

Under the supervision and with the participation of the
Company’s management, including its principal executive officer
and principal financial officer, the Company has evaluated the
effectiveness of the design and operation of its disclosure
controls and procedures (as defined in Rules 13a-15(g) and
15d-15(e) under the Securities Exchange Act of 1934 (the
“Exchange Act”)). Based upon this evaluation, which excluded the
operations of MUB as noted in the Report of Management below,
the principal executive officer and principal financial officer have
concluded that, as of the end of the period covered by this
report, the Company’s disclosure controls and procedures were
effective.

During the most recently completed fiscal quarter, there was
no change made in the Company’s internal control over financial

reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the
Exchange Act) that has materially affected, or is reasonably likely
to materially affect, the Company’s internal control over financial
reporting.

As permitted by Securities and Exchange Commission-issued
guidance that an assessment of internal controls over financial
reporting of a recently acquired business may be excluded from
management’s evaluation of disclosure controls and procedures
for up to a year from the date of acquisition, the Company has
excluded MUB from management’s reporting on internal control
over financial reporting as of December 31, 2022 as MUB was
acquired by the Company during 2022. The Company will
continue to evaluate the effectiveness of internal controls over
financial reporting as it completes the integration of MUB with the
Company and will make changes to its internal control
framework, as necessary. The acquisition of MUB contributed
$81.4 billion of assets, or 12 percent of the Company’s total
assets, at December 31, 2022 and $281 million of revenue, or
1 percent of the Company'’s total revenue for the year ended
December 31, 2022.

The annual report of the Company’s management on internal
control over financial reporting is provided on page 65. The audit
report of Ernst & Young LLP, the Company’s independent
accountants, regarding the Company’s internal control over
financial reporting is provided on page 69.



Report of Management

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

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

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

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

Management assessed the effectiveness of the Company’s system of internal control over financial reporting as of December 31, 2022. In
making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission in its Internal Control-Integrated Framework (2013 framework). Based on its assessment and those criteria, which excluded
the operations of MUB as noted below, management believes the Company designed and maintained effective internal control over
financial reporting as of December 31, 2022.

In conducting the evaluation of the effectiveness of its system of internal control over financial reporting as of December 31, 2022, the
Company has excluded the operations of MUB as permitted by the guidance issued by the Office of the Chief Accountant of the
Securities and Exchange Commission (not to extend more than one year beyond the date of the acquisition or for more than one annual
reporting period). In conducting the evaluation of the effectiveness of its disclosure controls and procedures as of December 31, 2022, the
Company has excluded those disclosure controls and procedures of MUB that are subsumed by the system of internal control over
financial reporting. The acquisition of MUB was completed on December 1, 2022. As of and for the year ended December 31, 2022,
MUB'’s assets represented approximately 12 percent of the Company’s consolidated assets and its revenues represented approximately

1 percent of the Company’s consolidated revenues. Refer to Note 3 of the Notes to Consolidated Financial Statements for further
discussion of the acquisition and its impact on the Company’s consolidated financial statements.

The Company’s independent registered accountants, Emst & Young LLP, have been engaged to render an independent professional
opinion on the financial statements and issue an audit report on the Company’s internal control over financial reporting. Their opinion on
the financial statements appearing on pages 66 to 68 and their audit report on internal control over financial reporting appearing on

page 69 are based on procedures conducted in accordance with auditing standards of the Public Company Accounting Oversight Board
(United States).
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Report of Independent Registered Public Accounting Firm

To the Shareholders and the Board of Directors of U.S. Bancorp
Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of U.S. Bancorp (the Company) as of December 31, 2022 and 2021,
the related consolidated statements of income, comprehensive income, shareholders’ equity and cash flows for each of the three years in
the period ended December 31, 2022, and the related notes (collectively referred to as the “consolidated financial statements”). In our
opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the Company at December 31,
2022 and 2021, and the results of its operations and its cash flows for each of the three years in the period ended December 31, 2022, in
conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) (PCAOB), the
Company’s internal control over financial reporting as of December 31, 2022 based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (2013 framework), and our report dated
February 27, 2023 expressed an unqualified opinion thereon.

Basis for Opinion

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

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

Critical Audit Matters

The critical audit matters communicated below are matters arising from the current period audit of the financial statements that were
communicated or required to be communicated to the audit committee and that: (1) relate to accounts or disclosures that are material to
the financial statements and (2) involved our especially challenging, subjective or complex judgments. The communication of critical audit
matters does not alter in any way our opinion on the consolidated financial statements, taken as a whole, and we are not, by
communicating the critical audit matters below, providing separate opinions on the critical audit matters or on the accounts or disclosures
to which they relate.

Allowance for Credit Losses

Description of the The Company’s loan and lease portfolio and the associated allowance for credit losses (ACL), were

Matter $388.2 billion and $7.4 billion as of December 31, 2022, respectively. The provision for credit losses was
$2.0 billion for the year ended December 31, 2022. As discussed in Notes 1 and 6 to the financial statements,
the ACL is established for current expected credit losses on the Company’s loan and lease portfolio, including
unfunded credit commitments, by utilizing forward-looking expected loss models. When determining expected
losses, the Company uses multiple probability weighted economic scenarios over a reasonable and
supportable forecast period and then fully reverts to historical loss experience to estimate losses over the
remaining asset lives. Model estimates are adjusted to consider any relevant changes in portfolio composition,
lending policies, underwriting standards, risk management practices or economic conditions that would affect
the accuracy of the model. Additionally, management may adjust ACL for other qualitative factors such as
model imprecision, imprecision in economic scenario assumptions, and emerging risks related to either
changes in the environment that are affecting specific portfolio segments, or changes in portfolio
concentrations.

Auditing management’s ACL estimate and related provision for credit losses was complex due to the highly
judgmental nature of the probability weighted economic scenarios, expected loss models, as well as model
and qualitative factor adjustments.



How We
Addressed the
Matter in Our
Audit

Description of the
Matter

How We Addressed the
Matter in Our Audit

We obtained an understanding, evaluated the design and tested the operating effectiveness of the Company’s
process for establishing the ACL, including management’s controls over: 1) selection and implementation of
forward-looking economic scenarios and the probability weights assigned to them; 2) expected loss models,
including model validation, implementation, monitoring, the completeness and accuracy of key inputs and
assumptions used in the models, and management’s output assessment and related adjustments; 3)
adjustments to reflect management’s consideration of qualitative factors; 4) the ACL methodology and
governance process.

With the support of specialists, we assessed the economic scenarios and related probability weights by,
among other procedures, evaluating management’s methodology and agreeing a sample of key economic
variables used to external sources. We also performed and considered the results of various sensitivity
analyses and analytical procedures, including comparison of a sample of the key economic variables to
alternative external sources, historical statistics and peer bank information.

With respect to expected loss models, with the support of specialists, we evaluated model calculation design
and reperformed the calculation for a sample of models. We also tested the appropriateness of key inputs and
assumptions used in these models by agreeing a sample of inputs to internal and external sources. As to
model adjustments, with the support of specialists, we evaluated management’s estimate methodology and
assessment of factors that could potentially impact the accuracy of expected loss models. We also
recalculated a sample of model adjustments and tested internal and external data used by agreeing a sample
of inputs to internal and external sources.

Regarding the completeness of qualitative factors identified and incorporated into measuring the ACL, we
evaluated the potential impact of imprecision in the expected loss models and economic scenario
assumptions; emerging risks related to changes in the environment impacting specific portfolio segments and
portfolio concentrations. We also evaluated and tested internal and external data used in the qualitative
adjustments by agreeing significant inputs and underlying data to internal and external sources.

We evaluated the overall ACL amount, including model estimates and adjustments, qualitative factors
adjustments, and whether the recorded ACL appropriately reflects expected credit losses on the loan and
lease portfolio and unfunded credit commitments. We reviewed historical loss statistics, peer-bank information,
subsequent events and transactions and considered whether they corroborate or contradict the Company’s
measurement of the ACL. We searched for and evaluated information that corroborates or contradicts
management’s forecasted assumptions and related probability weights as well as identification and
measurement of adjustments to model estimates and qualitative factors.

Fair Value of Acquired Loans Recognized as Part of the Acquisition of MUFG Union Bank

As described in Note 3 to the consolidated financial statements, the Company acquired MUFG Union Bank
(MUB) on December 1, 2022. The transaction has been accounted for as a business combination and
accordingly, the assets acquired and liabilities assumed from MUB were recorded at fair value as of the
acquisition date.

The fair value of loans acquired from MUB was approximately $53.0 billion as of December 1, 2022. As
disclosed by the Company, the fair value of acquired loans is based on a discounted cash flow methodology
that considers credit loss and prepayment expectations, market interest rates and other market factors, such
as liquidity.

Auditing the Company’s estimate of the fair value of acquired loans was complex due to the significant
judgment required by management in developing the credit loss and prepayment expectations, and market
interest rates used in the discounted cash flow methodology. This required a high degree of auditor judgment
and effort in performing procedures and evaluating audit evidence obtained related to the significant judgments
made by management and required the use of professionals with specialized skill and knowledge.

We obtained an understanding, evaluated the design, and tested the operating effectiveness of the Company’s
process for estimating the acquired loans fair value, including management’s controls over: 1) developing
credit loss and prepayment expectations and establishing market interest rates used in the discounted cash
flow methodology, and 2) completeness and accuracy of key inputs and assumptions used in the discounted
cash flow methodology, including loan data.
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Description of the
Matter

How We Addressed the
Matter in Our Audit

To test the estimated fair value of acquired loans, our audit procedures included, among others, involving
valuation specialists to assist us in testing management’s methodology and significant assumptions used in
measuring the fair value of the acquired loan portfolio. For example, we involved our specialists to develop, on
a sample basis, independent expectations for credit losses, prepayments and market interest rates and
compared management’s assumptions to the independently developed ranges based on third party market
data. Additionally, we tested, on a sample basis, completeness and accuracy of the underlying loan data
provided by management that was used in the discounted cash flow model. Lastly, on a sample basis, we
performed independent comparative calculations of the fair value adjustment to the acquired loans. We
searched for and evaluated information that corroborates or contradicts management’s selected assumptions,
including current external economic information and historical Company-specific information.

Fair Value of Core Deposit Intangible Asset Recognized as Part of the MUB Acquisition

As described in Note 3 to the consolidated financial statements, the Company acquired MUB on December 1,
2022. The transaction has been accounted for as a business combination and accordingly, the assets
acquired and liabilities assumed from MUB were recorded at fair value as of the acquisition date.

The fair value of the core deposit intangible (CDI) recognized was approximately $2.7 billion. To estimate the
fair value of the CDI, management used a discounted cash flow methodology that considers estimates of
deposit costs including cost of funds, net maintenance costs or servicing costs, client retention rates and
alternative funding source costs, and a market discount rate.

Auditing the Company’s estimate of the CDI fair value was complex due to the significant judgment required by
management in developing the estimated net maintenance costs, client retention rates and alternative funding
source costs used in the discounted cash flow model. This required a high degree of auditor judgment,
subjectivity, and effort in performing procedures and evaluating audit evidence obtained related to the
significant judgments made by management and required the use of professionals with specialized skill and
knowledge.

We obtained an understanding, evaluated the design, and tested the operating effectiveness of the Company’s
process for estimating the CDI fair value, including management’s controls over: 1) developing net
maintenance costs, client retention rates and alternative funding source cost assumptions used in the
discounted cash flow model, and 2) completeness and accuracy of key inputs and significant assumptions
used in the discounted cash flow model, including deposit data.

To test the estimated fair value of the CDI, our audit procedures included, among others, involving valuation
specialists to assist us in testing management’s discounted cash flow methodology and significant
assumptions used in measuring the fair value of the CDI. For example, we involved our specialists to develop
independent expectations for net maintenance costs, client retention rates and alternative funding source
costs, and compared management’s assumptions to our independently developed ranges. Additionally, we
tested the completeness and accuracy of the deposit data used in the discounted cash flow model. We
searched for and evaluated information that corroborates or contradicts management’s selected significant
assumptions, including current external economic and historical Company-specific information.

St + MLLP

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

Minneapolis, Minnesota
February 27, 2023



Report of Independent Registered Public Accounting Firm
To the Shareholders and the Board of Directors of U.S. Bancorp
Opinion on Internal Control over Financial Reporting

We have audited U.S. Bancorp’s internal control over financial reporting as of December 31, 2022, based on criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (2013 framework)
(the COSO criteria). In our opinion, U.S. Bancorp (the Company) maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2022, based on the COSO criteria.

As indicated in the accompanying Report of Management, management’s assessment of and conclusion on the effectiveness of internal
control over financial reporting did not include the internal controls of MUFG Union Bank, which is included in the 2022 consolidated
financial statements of the Company and constituted 12% of total assets and 1% of revenue, as of and for the year ended December 31,
2022. Our audit of internal control over financial reporting of the Company also did not include an evaluation of the internal control over
financial reporting of MUFG Union Bank.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) (PCAOB), the
consolidated balance sheets of the Company as of December 31, 2022 and 2021, the related consolidated statements of income,
comprehensive income, shareholders’ equity and cash flows for each of the three years in the period ended December 31, 2022, and the
related notes and our report dated February 27, 2023 expressed an unqualified opinion thereon.

Basis for Opinion

The Company’s management is responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting included in the accompanying Report of Management. Our responsibility is to
express an opinion on the Company’s internal control over financial reporting based on our audit. We are a public accounting firm
registered with the PCAOB and are required to be independent with respect to the Company in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all material respects.

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

Definition and Limitations of Internal Control Over Financial Reporting

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

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

St ¥ MLLP

Minneapolis, Minnesota
February 27, 2023
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U.S. Bancorp
Consolidated Balance Sheet

At December 31 (Dollars in Millions) 2022 2021
Assets
Cash and due from DaNKS ... ... $ 53,542 $ 28,905
Investment securities
Held-to-maturity (fair value $77,874 and $41,812, reSpectively) . . . ... oot 88,740 41,858
Available-for-sale ($858 and $557 pledged as collateral, respectively)@ . ... ... ... 72,910 132,963
Loans held for sale (including $1,849 and $6,623 of mortgage loans carried at fair value, respectively) ............. 2,200 7,775
Loans
COMIMEICIAl . . o e e e e e 135,690 112,023
Commercial real STate . . . ..o 55,487 39,053
Residential MOrgages . . .. oot 115,845 76,493
Credit Card ot 26,295 22,500
Other retail . . .o 54,896 61,959
TOtAl 08NS . .ot 388,213 312,028
Less allowance for [0an I0SSES . . . .. vt v i (6,936) (5,724)
Nt l0aNS . o 381,277 306,304
Premises and eqQUIDMIENT . . ..o 3,858 3,305
GO0l e e 12,3783 10,262
Other iNtangible @SSEtS . . . . o\t 7,155 3,738
Other assets (including $702 and $1,193 of trading securities at fair value pledged as collateral, respectively)@ . . . ... 52,750 38,174
TOtAl BSSBES o vttt $674,805 $573,284
Liabilities and Shareholders’ Equity
Deposits
NONINTErEST-DEAMNG . . o o o oo oo oo et $137,743 $134,901
INtErest-DEariNg . . . o 387,233 321,182
TOtal AEPOSIES .ttt e 524,976 456,083
Short-termM DOIMOWINGS . . . . o ettt e e e e e e e e e e e 31,216 11,796
LONg-term et . . 39,829 32,125
Other abilities . . . o e 27,552 17,893
Total abIlIIeS . . oo 623,573 517,897
Shareholders’ equity
Preferred StOCK . .. 6,808 6,371
Common stock, par value $0.01 a share — authorized: 4,000,000,000 shares; issued: 2022 and 2021 —

2,125,725, 742 SNAIES . . o oot 21 21
Capital SUIDIUS . ottt 8,712 8,539
Retained armings . . ... o 71,901 69,201
Less cost of common stock in treasury: 2022 — 594,747,484 shares; 2021 — 642,223,571 shares ............ (25,269) (27,271)
Accumulated other comprehensive INCOME (I0SS) . . . . oottt e e (11,407) (1,943)

Total U.S. Bancorp shareholders’ eqUity . .. ....o. o e e 50,766 54,918
NONCONrOllING INTEIrESTS . . . oo e 466 469

TOtal BOUILY o 51,232 55,387

Total liabilities and €qUITY . . ... oo $674,805 $573,284

(@) Includes only collateral pledged by the Company where counterparties have the right to sell or pledge the collateral.
See Notes to Consolidated Financial Statements.

7



72

U.S. Bancorp
Consolidated Statement of Income

Year Ended December 31 (Dollars and Shares in Millions, Except Per Share Data) 2022 2021 2020
Interest Income
LOBNS v sttt e e $13,603 $10,747 $12,018
Loans held for sale . . ..o 201 232 216
INvestMent SECUMEIES . . .. oo 3,378 2,365 2,428
Other INterest INCOME . .. oot 763 143 178
Total INterest INCOME . . .. oot 17,945 13,487 14,840
Interest Expense
DEPOSIES .« vt 1,872 320 950
Short-term DOOWINGS . . o« .ot e e e 565 70 141
Long-term debt . ... 780 603 924
Total INterest EXPENSE . ..ot 3,217 993 2,015
Netinterest iNCOME . . ... o 14,728 12,494 12,825
Provision for credit [0SSES . ..o .o 1,977 (1,173) 3,806
Net interest income after provision for creditlosses . .......... ... i 12,751 13,667 9,019
Noninterest Income
Card rBVENUE . . o v ettt et et e e e e e e e 1,512 1,607 1,338
Corporate payment prodUCES FEVENUE . . . .. vttt e e e e ettt et 698 575 497
Merchant ProCeSSING SEIVICES . . . .. o vttt et e e e e e 1,579 1,449 1,261
Trust and investment management fees . ... ... 2,209 1,832 1,736
SEIVICE Charges . . ..ot 1,298 1,338 1,245
Commercial ProdUCES FEVENUE . . . o .ottt e 1,105 1,102 1,143
Mortgage banking revenue . . ... ..o 527 1,361 2,064
Investment produCts fees . ... .o 235 239 192
Securities gains (I0SSES), NEL . . . ..ot 20 103 177
OB oo 273 721 748
Total NoNINErest INCOME . . . . .. oo s 9,456 10,227 10,401
Noninterest Expense
Compensation and employee benefits . ... . . 9,157 8,728 7,938
Net occupancy and eqQUIPMENT . . . ...t 1,096 1,048 1,092
Professional SErvICES . . ... o 529 492 430
Marketing and business development . ... ... 456 366 318
Technology and COMMUNICAtIONS . . . v v ot e 1,726 1,728 1,582
Otherintangibles . .. ... o 215 159 176
Merger and integration charges . .......... 329 - -
OBl oo 1,398 1,207 1,833
Total noNINterest BXPENSE . . ... 14,906 18,728 13,369
INncome before INCOME taxes . . .. ..ottt 7,301 10,166 6,051
Applicable INCOME TaXES . . ..ot 1,463 2,181 1,066
NEtiNCOME . .o 5,838 7,985 4,985
Net (income) loss attributable to noncontrolling interests . ............. ... ... .. ... (13) (22) (26)
Net income attributable to U.S. BanCorp . ........oooiiiiii i $ 5,825 $ 7,963 $ 4,959
Net income applicable to U.S. Bancorp common shareholders ........................ $ 5,501 $ 7,605 $ 4,621
Earnings per COMMON SNare .. ...ttt $ 3.69 $ 5.11 $ 3.06
Diluted earnings per COMMON SNAIE ... ..o ottt $ 3.69 $ 5.10 $ 3.06
Average common shares outstanding . ... ... 1,489 1,489 1,509
Average diluted common shares outstanding ... ......... . . . i 1,490 1,490 1,510

See Notes to Consolidated Financial Statements.



U.S. Bancorp
Consolidated Statement of Comprehensive Income

Year Ended December 31 (Dollars in Millions) 2022 2021 2020
NELINCOME . oot e $ 5,838 $ 7,985 $4,985
Other Comprehensive Income (Loss)
Changes in unrealized gains (losses) on investment securities available-for-sale .................... (13,656) (3,698) 2,905
Changes in unrealized gains (losses) on derivative hedges . .......... .. i (75) 125 (194)
Foreign currency translation . .. ... ... (10) 35 2
Changes in unrealized gains (losses) onretirementplans . . . ... i 526 400 (401)
Reclassification to earnings of realized (gains) 10SSES . . . ... oot 544 104 (42)
Income taxes related to other comprehensive income (I0SS) ... ... i 3,207 769 (575)
Total other comprehensive iINCOME (I0SS) . . .« oottt (9,464) (2,265) 1,695
Comprehensive INCOME (I0SS) . . v v vttt et e e e e e e e e (3,626) 5,720 6,680
Comprehensive (income) loss attributable to noncontrolling interests .. ........... ... ... ... ....... (13) (22) (26)
Comprehensive income (loss) attributable to U.S. BaNCOrD . ... oo vt e ettt $ (3,639) $ 5,698 $6,654

See Notes to Consolidated Financial Statements.
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U.S. Bancorp
Consolidated Statement of Shareholders’ Equity

U.S. Bancorp Shareholders

Accumulated Total U.S.

Common Other Bancorp
Shares Preferred Common  Capital Retained  Treasury Comprehensive Shareholders’ Noncontrolling Total

(Dollars and Shares in Millions, Except Per Share Data) Outstanding Stock  Stock Surplus Earnings Stock Income (Loss) Equity Interests Equity
Balance December 31,2019 .......... 1,634$5,984  $21$8,475 $63,186 $(24,440) $ (1,373) $51,853 $ 630 $52,483
Change in accounting principle® .. ....... (1,099) (1,099) (1,099)
Netincome (loss) ..., 4,959 4,959 26 4,985
Other comprehensive income (loss) .. ..... 1,695 1,695 1,695
Preferred stock dividends® .. ............ (304) (804) (304)
Common stock dividends ($1.68 per

share) ........ ... (2,541) (2,541) (2,541)
Issuance of preferred stock ............. 486 486 486
Call of preferred stock ... ............... (487) (13) (500) (500)
Issuance of common and treasury stock . . . 4 (154) 171 17 17
Purchase of treasury stock .............. (81) (1,661) (1,661) (1,661)
Distributions to noncontrolling interests . . . . — (25) (25)
Net other changes in noncontrolling

interests .. ... — (1) (1)
Stock option and restricted stock grants . . . 190 190 190
Balance December 31,2020 .......... 1,507 $ 5,983 $21 $8,511 $64,188 $(25,930) $ 322  $53,095 $ 630 $53,725
Netincome (Ioss) ... ...t 7,963 7,963 22 7,985
Other comprehensive income (loss) ... .. .. (2,265) (2,265) (2,265)
Preferred stock dividends© .. ............ (303) (803) (303)
Common stock dividends ($1.76 per

share) . ... (2,630) (2,630) (2,630)
Issuance of preferred stock ............. 2,221 2,221 2,221
Call and redemption of preferred stock . . .. (1,833) (17) (1,850) (1,850)
Issuance of common and treasury stock . . . 5 (169) 215 46 46
Purchase of treasury stock .............. (28) (1,556) (1,556) (1,556)
Distributions to noncontrolling interests . . . . — (20) (20)
Purchase of noncontrolling interests . ... .. — (167)  (167)
Net other changes in noncontrolling

interests ... ... — 4 4
Stock option and restricted stock grants . . . 197 197 197
Balance December 31,2021 .......... 1,484 $ 6,371 $21 $8,539 $69,201 $(27,271)  $ (1,943) $54,918 $ 469 $55,387
Netincome (10SS) .. .. .o 5,825 5,825 13 5,838
Other comprehensive income (loss) .. ..... (9,464) (9,464) (9,464)
Preferred stock dividends@ .. ............ (296) (296) (296)
Common stock dividends ($1.88 per

share) ... (2,829) (2,829) (2,829)
Issuance of preferred stock ............. 437 437 437
Issuance of common and treasury stock . . . 48 (32) 2,071 2,039 2,039
Purchase of treasury stock .............. (1) (69) (69) (69)
Distributions to noncontrolling interests . . . . — (13) (13)
Net other changes in noncontrolling

interests .. ... . — ) Q)
Stock option and restricted stock grants . . . 205 205 205
Balance December 31,2022 .......... 1,531$6,808  $21 38,712 $71,901 $(25,269)  $(11,407) $50,766 $ 466 $51,232

(@) Effective January 1, 2020, the Company adopted accounting guidance which changed impairment recognition of financial instruments to a model that is based on expected losses rather than
incurred losses. Upon adoption, the Company increased its allowance for credit losses and reduced retained earnings net of deferred taxes through a cumulative-effect adjustment.

(b) Refilects dividends declared per share on the Company’s Series A, Series B, Series F, Series H, Series I, Series J, Series K and Series L Non-Cumulative Perpetual Preferred Stock of
$3,558.332, $889.58, $1,625.00, $1,287.52, $1,281.25, $1,325.00, $1,375.00 and $203.13, respectively.

(c) Reflects dividends declared per share on the Company’s Series A, Series B, Series F, Series I, Series J, Series K, Series L, Series M and Series N Non-Cumulative Perpetual Preferred Stock of
$3,548.61, $887.153, $1,625.00, $232.953, $1,325.00, $1,375.00, $937.50, $952.778 and $202.986, respectively.

(d) Refilects dividends declared per share on the Company’s Series A, Series B, Series J, Series K, Series L, Series M, Series N and Series O Non-Cumulative Perpetual Preferred Stock of
$3,965.458, $962.487, $1,325.00, $1,375.00, $937.50, $1,000.00, $925.00, and $1,050.00, respectively.

See Notes to Consolidated Financial Statements.



U.S. Bancorp
Consolidated Statement of Cash Flows

Year Ended December 31 (Dollars in Millions) 2022 2021 2020
Operating Activities
Net income attributable to U.S. BaNCOMD ... ..ottt $ 5,825 $ 7,963 $ 4,959
Adjustments to reconcile net income to net cash provided by operating activities
Provision for Credit [0SSES . . ..ot 1,977 (1,173) 3,806
Depreciation and amortization of premises and equipment . ........ ... o i 345 338 351
Amortization of intangibles . . .. ... 215 159 176
(Gain) loss on sale of loans held for sale .. ... ... 387 (1,135) (2,193)
(Gain) loss on sale of securitiess and other assets .. ... i (188) (398) (344)
Loans originated for sale, net of repayments .. ... ... (83,127) (72,627) (67,449)
Proceeds from sales of loans held forsale . ... ... .. . i 38,895 74,315 65,468
OFher, NEt L 6,790 2,428 (1,058)
Net cash provided by operating activities .. ... . 21,119 9,870 3,716
Investing Activities
Proceeds from sales of available-for-sale investment securities . .......... .. ... ... o 36,391 16,075 15,596
Proceeds from maturities of held-to-maturity investment securities . ........... ... .. .. .. .. ...... 5,759 1,093 —
Proceeds from maturities of available-for-sale investment securities . . ........... .. .. ... ... .. ... 14,927 41,199 40,639
Purchases of held-to-maturity investment securities .......... ... . i (7,091) (1,088) -
Purchases of available-for-sale investment securities . ........... ... i i (24,592) (99,045) (68,662)
Net (increase) decrease inloans outstanding . . ... i (27,318) (17,459) 6,350
Proceeds from sales Of I0aNS . .. ..o o 4,420 6,183 2,250
PUrChases Of l0aNS . .. .. (2,113) (4,466) (11,622)
Net decrease in securities purchased under agreementstoresell ........... ... .. ... ... .. .. 252 18 645
Net cash received from (paid for) aCQUISItIONS . .. .. oo e 12,257 (661) (556)
OFNer, Nt o (5,392) 664 (80)
Net cash provided by (used in) investing activities .. ......... ... i i 7,500 (57,487) (15,440)
Financing Activities
Net (decrease) iNCrease in dePOSItS . ..o\ttt (17,215) 26,313 67,854
Net increase (decrease) in short-term borrowings .. .. ..ot e 15,213 30 (11,957)
Proceeds from issuance of long-termdebt . ... .. . 8,732 2,626 14,501
Principal payments or redemption of long-termdebt . ... .. ... (6,926) (11,432) (14,476)
Proceeds from issuance of preferred Stock .. ... . . 437 2,221 486
Proceeds from issuance of Common StOCK .. .. ... 21 43 15
Repurchase of preferred StoCk . ... .. o (1,100) (1,250) -
Repurchase of common StOCK . ... .. o (69) (1,555) (1,672)
Cash dividends paid on preferred StOCK . ... ... (299) (308) (300)
Cash dividends paid on COmMMON STOCK . .. ..ottt (2,776) (2,579) (2,552)
Purchase of noncontrolling interests . ... ... — (167) —
Net cash (used in) provided by financing activities .. .......... ... o i i (3,982) 13,942 51,899
Change in cash and due from banks . ....... .. 24,637 (83,675) 40,175
Cash and due from banks at beginning of period .. ... .. 28,905 62,580 22,405
Cash and due from banks atend of period . ........... $ 53,542 $ 28,905 $ 62,580
Supplemental Cash Flow Disclosures
Cash paid for iNCOME tAXES . . .« .ottt e e e e e e e e e $ 767 $ 535 $ 1,025
Cash paid for interest . . . ... o 2,717 1,061 2,199
Noncash transfer of available-for-sale investment securities to held-to-maturity ................... 40,695 41,823 —
Net noncash transfers to foreclosed property . ......... 23 14 23
Acquisitions
ASSELS (SOIA) ACQUINEA . . . .ttt $106,209 $ 749 $ 828
Liabilities sOId (ASSUME) . . . ..ot (95,753) (88) (272)
Nt o $ 10,456 $ 661 $ 556

See Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

EEIER Significant Accounting Policies

U.S. Bancorp is a financial services holding company
headquartered in Minneapolis, Minnesota, serving millions of
local, national and global customers. U.S. Bancorp and its
subsidiaries (the “Company”) provide a full range of financial
services, including lending and depository services through
banking offices principally in the Midwest and West regions of the
United States, through on-line services, over mobile devices and
through other distribution channels. The Company also engages
in credit card, merchant, and ATM processing, mortgage
banking, cash management, capital markets, insurance, trust and
investment management, brokerage, and leasing activities,
principally in domestic markets.

Basis of Presentation The consolidated financial statements
include the accounts of the Company and its subsidiaries and all
variable interest entities (“VIEs”) for which the Company has both
the power to direct the activities of the VIE that most significantly
impact the VIE’s economic performance, and the obligation to
absorb losses or right to receive benefits of the VIE that could
potentially be significant to the VIE. Consolidation eliminates
intercompany accounts and transactions. Certain items in prior
periods have been reclassified to conform to the current period
presentation.

On December 1, 2022, the Company acquired MUB’s core
regional banking franchise from Mitsubishi UFJ Financial Group,
Inc. The Company’s results for the year ended December 31,
2022 reflect MUB’s business operations for the month of
December 2022 and the Company’s Consolidated Balance Sheet
at December 31, 2022 includes MUB’s balances. Refer to Note 3
for additional information on this acquisition.

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

Securities

Realized gains or losses on securities are determined on a trade
date basis based on the specific amortized cost of the
investments sold.

Trading Securities Securities held for resale are classified as
trading securities and are included in other assets and reported at
fair value. Changes in fair value and realized gains or losses are
reported in noninterest income.

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

losses reported within other comprehensive income (loss).
Declines in fair value related to credit, if any, are recorded through
the establishment of an allowance for credit losses.

Held-to-maturity Securities Debt securities for which the
Company has the positive intent and ability to hold to maturity are
reported at historical cost adjusted for amortization of premiums
and accretion of discounts. Expected credit losses, if any, are
recorded through the establishment of an allowance for credit
losses.

Securities Purchased Under Agreements to Resell and
Securities Sold Under Agreements to Repurchase Securities
purchased under agreements to resell and securities sold under
agreements to repurchase are accounted for as collateralized
financing transactions with a receivable or payable recorded at
the amounts at which the securities were acquired or sold, plus
accrued interest. Collateral requirements are continually
monitored and additional collateral is received or provided as
required. The Company records a receivable or payable for cash
collateral paid or received.

Equity Investments

Equity investments in entities where the Company has a
significant influence (generally between 20 percent and

50 percent ownership), but does not control the entity, are
accounted for using the equity method. Investments in limited
partnerships and similarly structured limited liability companies
where the Company’s ownership interest is greater than

5 percent are accounted for using the equity method. Equity
investments not using the equity method are accounted for at fair
value with changes in fair value and realized gains or losses
reported in noninterest income, unless fair value is not readily
determinable, in which case the investment is carried at cost
subject to adjustments for any observable market transactions on
the same or similar instruments of the investee. Most of the
Company’s equity investments do not have readily determinable
fair values. All equity investments are evaluated for impairment at
least annually and more frequently if certain criteria are met.

Loans

The Company offers a broad array of lending products and
categorizes its loan portfolio into two segments, which is the level
at which it develops and documents a systematic methodology
to determine the allowance for credit losses. The Company’s two
loan portfolio segments are commercial lending and consumer
lending. The Company further disaggregates its loan portfolio
segments into various classes based on their underlying risk
characteristics. The two classes within the commercial lending
segment are commercial loans and commercial real estate loans.
The three classes within the consumer lending segment are
residential mortgages, credit card loans and other retail loans.



Originated Loans Held for Investment Loans the Company
originates as held for investment are reported at the principal
amount outstanding, net of unearned interest income and
deferred fees and costs, and any direct principal charge-offs.
Interest income is accrued on the unpaid principal balances as
earned. Loan and commitment fees and certain direct loan
origination costs are deferred and recognized over the life of the
loan and/or commitment period as yield adjustments.

Purchased Loans All purchased loans are recorded at fair value
at the date of purchase and those acquired on or after January 1,
2020 are divided into those considered purchased with more
than insignificant credit deterioration (“PCD”) and those not
considered PCD. An allowance for credit losses is established for
each population and considers product mix, risk characteristics
of the portfolio, delinquency status and refreshed loan-to-value
ratios when possible. The allowance established for purchased
loans not considered PCD is recognized through provision
expense upon acquisition, whereas the allowance established for
loans considered PCD at acquisition is offset by an increase in
the basis of the acquired loans. Any subsequent increases and
decreases in the allowance related to purchased loans,
regardless of PCD status, are recognized through provision
expense, with charge-offs charged to the allowance.

Commitments to Extend Credit Unfunded commitments for
residential mortgage loans intended to be held for sale are
considered derivatives and recorded in other assets and other
liabilities on the Consolidated Balance Sheet at fair value with
changes in fair value recorded in noninterest income. All other
unfunded loan commitments are not considered derivatives and
are not reported on the Consolidated Balance Sheet. Reserves
for credit exposure on all other unfunded credit commitments are
recorded in other liabilities.

Allowance for Credit Losses Beginning January 1, 2020, the
allowance for credit losses is established for current expected
credit losses on the Company’s loan and lease portfolio, including
unfunded credit commitments. The allowance considers
expected losses for the remaining lives of the applicable assets,
inclusive of expected recoveries. The allowance for credit losses
is increased through provisions charged to earnings and reduced
by net charge-offs. Management evaluates the appropriateness
of the allowance for credit losses on a quarterly basis.

Multiple economic scenarios are considered over a three-year
reasonable and supportable forecast period, which includes
increasing consideration of historical loss experience over years
two and three. These economic scenarios are constructed with
interrelated projections of multiple economic variables, and loss
estimates are produced that consider the historical correlation of
those economic variables with credit losses. After the forecast
period, the Company fully reverts to long-term historical loss
experience, adjusted for prepayments and characteristics of the
current loan and lease portfolio, to estimate losses over the
remaining life of the portfolio. The economic scenarios are
updated at least quarterly and are designed to provide a range of
reasonable estimates, from better to worse than current

expectations. Scenarios are weighted based on the Company’s
expectation of economic conditions for the foreseeable future and
reflect significant judgment and consideration of economic
forecast uncertainty. Final loss estimates also consider factors
affecting credit losses not reflected in the scenarios, due to the
unique aspects of current conditions and expectations. These
factors may include, but are not limited to, loan servicing
practices, regulatory guidance, and/or fiscal and monetary policy
actions.

The allowance recorded for credit losses utilizes forward-
looking expected loss models to consider a variety of factors
affecting lifetime credit losses. These factors include, but are not
limited to, macroeconomic variables such as unemployment
rates, real estate prices, gross domestic product levels, inflation,
interest rates and corporate bonds spreads, as well as loan and
borrower characteristics, such as internal risk ratings on
commercial loans and consumer credit scores, delinquency
status, collateral type and available valuation information,
consideration of end-of-term losses on lease residuals, and the
remaining term of the loan, adjusted for expected prepayments.
For each loan portfolio, model estimates are adjusted as
necessary to consider any relevant changes in portfolio
composition, lending policies, underwriting standards, risk
management practices, economic conditions or other factors that
would affect the accuracy of the model. Expected credit loss
estimates also include consideration of expected cash recoveries
on loans previously charged-off or expected recoveries on
collateral dependent loans where recovery is expected through
sale of the collateral. Where loans do not exhibit similar risk
characteristics, an individual analysis is performed to consider
expected credit losses. The allowance recorded for individually
evaluated loans greater than $5 million in the commercial lending
segment is based on an analysis utilizing expected cash flows
discounted using the original effective interest rate, the
observable market price of the loan, or the fair value of the
collateral, less selling costs, for collateral-dependent loans as
appropriate.

The allowance recorded for Troubled Debt Restructuring
(“TDR”) loans in the consumer lending segment is determined on
a homogenous pool basis utilizing expected cash flows
discounted using the original effective interest rate of the pool.
The expected cash flows on TDR loans consider subsequent
payment defaults since modification, the borrower’s ability to pay
under the restructured terms, and the timing and amount of
payments. The allowance for collateral-dependent loans in the
consumer lending segment is determined based on the fair value
of the collateral less costs to sell. For commercial TDRs
individually evaluated for impairment, attributes of the borrower
are the primary factors in determining the allowance for credit
losses. For smaller commercial loans collectively evaluated for
impairment, historical loss experience is also incorporated into the
allowance methodology applied to this category of loans.

The Company’s methodology for determining the appropriate
allowance for credit losses also considers the imprecision
inherent in the methodologies used and allocated to the various
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loan portfolios. As a result, amounts determined under the
methodologies described above, are adjusted by management to
consider the potential impact of other qualitative factors not
captured in the quantitative model adjustments which include, but
are not limited to the following: model imprecision, imprecision in
economic scenario assumptions, and emerging risks related to
either changes in the environment that are affecting specific
portfolios, or changes in portfolio concentrations over time that
may affect model performance. The consideration of these items
results in adjustments to allowance amounts included in the
Company’s allowance for credit losses for each loan portfolio.

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

The results of the analysis are evaluated quarterly to confirm
the estimates are appropriate for each specific loan portfolio, as
well as the entire loan portfolio, as the entire allowance for credit
losses is available for the entire loan portfolio.

Prior to January 1, 2020, the allowance for credit losses was
established based on an incurred loss model. The allowance
recorded for loans in the commercial lending segment was based
on the migration analysis of commercial loans and actual loss
experience. The allowance recorded for loans in the consumer
lending segment was determined on a homogenous pool basis
and primarily included consideration of delinquency status and
historical losses. In addition to the amounts determined under the
methodologies described above, management also considered
the potential impact of qualitative factors.

Credit Quality The credit quality of the Company’s loan
portfolios is assessed as a function of net credit losses, levels of
nonperforming assets and delinquencies, and credit quality
ratings as defined by the Company.

For all loan portfolio classes, loans are considered past due
based on the number of days delinquent except for monthly
amortizing loans which are classified delinquent based upon the
number of contractually required payments not made (for
example, two missed payments is considered 30 days
delinquent). When a loan is placed on nonaccrual status, unpaid
accrued interest is reversed, reducing interest income in the
current period.

Commercial lending segment loans are generally placed on
nonaccrual status when the collection of principal and interest
has become 90 days past due or is otherwise considered
doubtful. Commercial lending segment loans are generally fully
charged down if unsecured by collateral or partially charged
down to the fair value of the collateral securing the loan, less
costs to sell, when the loan is placed on nonaccrual.

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

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

The Company classifies its loan portfolio classes using internal
credit quality ratings on a quarterly basis. These ratings include
pass, special mention and classified, and are an important part of
the Company'’s overall credit risk management process and
evaluation of the allowance for credit losses. Loans with a pass
rating represent those loans not classified on the Company’s
rating scale for problem credits, as minimal credit risk has been
identified. Special mention loans are those loans that have a
potential weakness deserving management’s close attention.
Classified loans are those loans where a well-defined weakness
has been identified that may put full collection of contractual cash
flows at risk. It is possible that others, given the same information,



may reach different reasonable conclusions regarding the credit
quality rating classification of specific loans.

Troubled Debt Restructurings In certain circumstances, the
Company may modify the terms of a loan to maximize the
collection of amounts due when a borrower is experiencing
financial difficulties or is expected to experience difficulties in the
near-term. Concessionary modifications are classified as TDRs
unless the modification results in only an insignificant delay in
payments to be received. The Company recognizes interest on
TDRs if the borrower complies with the revised terms and
conditions as agreed upon with the Company and has
demonstrated repayment performance at a level commensurate
with the modified terms over several payment cycles, which is
generally six months or greater. To the extent a previous
restructuring was insignificant, the Company considers the
cumulative effect of past restructurings related to the receivable
when determining whether a current restructuring is a TDR.

The Company has implemented certain restructuring
programs that may result in TDRs. However, many of the
Company’s TDRs are also determined on a case-by-case basis in
connection with ongoing loan collection processes.

For the commercial lending segment, modifications generally
result in the Company working with borrowers on a case-by-case
basis. Commercial and commercial real estate modifications
generally include extensions of the maturity date and may be
accompanied by an increase or decrease to the interest rate,
which may not be deemed a market interest rate. In addition, the
Company may work with the borrower in identifying other
changes that mitigate loss to the Company, which may include
additional collateral or guarantees to support the loan. To a lesser
extent, the Company may waive contractual principal. The
Company classifies all of the above concessions as TDRs to the
extent the Company determines that the borrower is experiencing
financial difficulty.

Modifications for the consumer lending segment are generally
part of programs the Company has initiated. The Company
modifies residential mortgage loans under Federal Housing
Administration, United States Department of Veterans Affairs, or
its own internal programs. Under these programs, the Company
offers qualifying homeowners the opportunity to permanently
modify their loan and achieve more affordable monthly payments
by providing loan concessions. These concessions may include
adjustments to interest rates, conversion of adjustable rates to
fixed rates, extension of maturity dates or deferrals of payments,
capitalization of accrued interest and/or outstanding advances, or
in limited situations, partial forgiveness of loan principal. In most
instances, participation in residential mortgage loan restructuring
programs requires the customer to complete a short-term trial
period. A permanent loan modification is contingent on the
customer successfully completing the trial period arrangement,
and the loan documents are not modified until that time. The
Company reports loans in a trial period arrangement as TDRs
and continues to report them as TDRs after the trial period.

Credit card and other retail loan TDRs are generally part of
distinct restructuring programs providing customers experiencing

financial difficulty with modifications whereby balances may be
amortized up to 60 months, and generally include waiver of fees
and reduced interest rates.

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

Leases The Company, as a lessor, originates retail and
commercial leases either directly to the consumer or indirectly
through dealer networks. Retail leases, primarily automobiles,
have 3 to 5 year terms. Commercial leases may include high
dollar assets such as aircraft or lower cost items such as office
equipment. At lease inception, retail lease customers may be
provided with an end-of-term purchase option, which is based on
the contractual residual value of the automobile at the expiration
of the lease. Automobile leases do not typically contain options to
extend or terminate the lease. Equipment leases may contain
various types of purchase options. Some option amounts are a
stated value, while others are determined using the fair market
value at the time of option exercise.

Residual values on leased assets are reviewed regularly for
impairment. Residual valuations for retail leases are based on
independent assessments of expected used automobile sale
prices at the end of the lease term. Impairment tests are
conducted based on these valuations considering the probability
of the lessee returning the asset to the Company, re-marketing
efforts, insurance coverage and ancillary fees and costs.
Valuations for commercial leases are based upon external or
internal management appraisals. The Company manages its risk
to changes in the residual value of leased vehicles, office and
business equipment, and other assets through disciplined
residual valuation setting at the inception of a lease, diversification
of its leased assets, regular residual asset valuation reviews and
monitoring of residual value gains or losses upon the disposition
of assets. Retail lease residual value risk is mitigated further by
the purchase of residual value insurance coverage and effective
end-of-term marketing of off-lease vehicles.

The Company, as lessee, leases certain assets for use in its
operations. Leased assets primarily include retail branches,
operations centers and other corporate locations, and, to a lesser
extent, office and computer equipment. For each lease with an
original term greater than 12 months, the Company records a
lease liability and a corresponding right of use (“ROU”) asset. The
Company accounts for the lease and non-lease components in
the majority of its lease contracts as a single lease component,
with the determination of the lease liability at lease inception
based on the present value of the consideration to be paid under
the contract. The discount rate used by the Company is
determined at commencement of the lease using a secured rate
for a similar term as the period of the lease. The Company’s
leases do not include significant variable lease payments.

Certain of the Company’s real estate leases include options to
extend. Lease extension options are generally exercisable at
market rates. Such option periods do not provide a significant
incentive, and their exercise is not reasonably certain.
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Accordingly, the Company does not generally recognize
payments occurring during option periods in the calculation of its
ROU assets and lease liabilities.

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

Loans Held For Sale

Loans held for sale (“LHFS”) represent mortgage loans intended
to be sold in the secondary market and other loans that
management has an active plan to sell. LHFS are carried at the
lower-of-cost-or-fair value as determined on an aggregate basis
by type of loan with the exception of loans for which the
Company has elected fair value accounting, which are carried at
fair value. Any writedowns to fair value upon the transfer of loans
to LHFS are reflected in loan charge-offs.

Where an election is made to carry the LHFS at fair value, any
change in fair value is recognized in noninterest income. Where
an election is made to carry LHFS at lower-of-cost-or-fair value,
any further decreases are recognized in noninterest income and
increases in fair value above the loan cost basis are not
recognized until the loans are sold. Fair value elections are made
at the time of origination or purchase based on the Company’s
fair value election policy. The Company has elected fair value
accounting for substantially all its mortgage loans held for sale
(“MLHFS”).

Derivative Financial Instruments

In the ordinary course of business, the Company enters into
derivative transactions to manage various risks and to
accommodate the business requirements of its customers.
Derivative instruments are reported in other assets or other
liabilities at fair value. Changes in a derivative’s fair value are
recognized currently in earnings unless specific hedge accounting
criteria are met.

All derivative instruments that qualify and are designated for
hedge accounting are recorded at fair value and classified as
either a hedge of the fair value of a recognized asset or liability
(“fair value hedge”); a hedge of a forecasted transaction or the
variability of cash flows to be received or paid related to a
recognized asset or liability (“cash flow hedge”); or a hedge of the
volatility of a net investment in foreign operations driven by
changes in foreign currency exchange rates (“net investment
hedge”). Changes in the fair value of a derivative that is highly
effective and designated as a fair value hedge, and the offsetting
changes in the fair value of the hedged item, are recorded in
earnings. Changes in the fair value of a derivative that is highly
effective and designated as a cash flow hedge are recorded in
other comprehensive income (loss) until cash flows of the hedged

item are realized. Changes in the fair value of net investment
hedges that are highly effective are recorded in other
comprehensive income (loss). The Company performs an
assessment, at inception and, at a minimum, quarterly thereafter,
to determine the effectiveness of the derivative in offsetting
changes in the value or cash flows of the hedged item(s).

If a derivative designated as a cash flow hedge is terminated
or ceases to be highly effective, the gain or loss in other
comprehensive income (loss) is amortized to earnings over the
period the forecasted hedged transactions impact earnings. If a
hedged forecasted transaction is no longer probable, hedge
accounting is ceased and any gain or loss included in other
comprehensive income (loss) is reported in earnings immediately,
unless the forecasted transaction is at least reasonably possible
of occurring, whereby the amounts remain within other
comprehensive income (l0ss).

Revenue Recognition

In the ordinary course of business, the Company recognizes
income derived from various revenue generating activities. Certain
revenues are generated from contracts where they are recognized
when, or as services or products are transferred to customers for
amounts the Company expects to be entitled. Revenue generating
activities related to financial assets and liabilities are also
recognized, including mortgage servicing fees, loan commitment
fees, foreign currency remeasurements, and gains and losses on
securities, equity investments and unconsolidated subsidiaries.
Certain specific policies include the following:

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

Corporate Payment Products Revenue Corporate payment
products revenue primarily includes interchange from commercial
card products processed through card association networks and
revenue from proprietary network transactions. The Company
records corporate payment products revenue as services are
provided. Certain payments to card associations and customers
are also recorded within corporate payment products revenue as
services are provided. Corporate payment products revenue is
recorded within the Payment Services line of business.

Merchant Processing Services Merchant processing services
revenue consists principally of merchant discount and other



transaction and account management fees charged to merchants
for the electronic processing of card association network
transactions, less interchange paid to the card-issuing bank, card
association assessments, and revenue sharing amounts. All of
these are recognized at the time the merchant’s services are
performed. The Company may enter into revenue sharing
agreements with referral partners or in connection with purchases
of merchant contracts from sellers. The revenue sharing amounts
are determined primarily on sales volume processed or revenue
generated for a particular group of merchants. Merchant
processing revenue also includes revenues related to
point-of-sale equipment recorded as sales when the equipment is
shipped or as earned for equipment rentals. The Company
records merchant processing services revenue within the
Payment Services line of business.

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

Service Charges Service charges include fees received on
deposit accounts under depository agreements with customers to
provide access to deposited funds, serve as a custodian of funds,
and when applicable, pay interest on deposits. Checking or
savings accounts may contain fees for various services used on a
day-to-day basis by a customer. Fees are recognized as services
are delivered to and consumed by the customer, or as penalty
fees are charged. Service charges also include revenue generated
from ATM transaction processing and settlement services which is
recognized at the time the services are performed. Certain
payments to partners and card associations related to ATM
processing services are also recorded within service charges as
services are provided. Further, revenue generated from treasury
management services are included in service charges and include
fees for a broad range of products and services that enable
customers to manage their cash more efficiently. These products
and services include cash and investment management,
receivables management, disbursement services, funds transfer
services, and information reporting. Treasury management
revenue is recognized as products and services are provided to
customers. The Company reflects a discount calculated on
monthly average collected customer balances. Service charges
are reported primarily within the Corporate and Commercial
Banking and Consumer and Business Banking lines of business.

Commercial Products Revenue Commercial products revenue
primarily includes revenue related to ancillary services provided to
Corporate and Commercial Banking and Consumer and Business
Banking customers, including standby letter of credit fees,

non-yield related loan fees, capital markets related revenue, sales
of direct financing leases, and loan and syndication fees. Sales of
direct financing leases are recognized at the point of sale. In
addition, the Company may lead or participate with a group of
underwriters in raising investment capital on behalf of securities
issuers and charge underwriting fees. These fees are recognized
at securities issuance. The Company, in its role as lead
underwriter, arranges deal structuring and use of outside vendors
for the underwriting group. The Company recognizes only those
fees and expenses related to its underwriting commitment.

Mortgage Banking Revenue Mortgage banking revenue
includes revenue derived from mortgages originated and
subsequently sold, generally with servicing retained. The primary
components include: gains and losses on mortgage sales;
servicing revenue; changes in fair value for mortgage loans
originated with the intent to sell and measured at fair value under
the fair value option; changes in fair value for derivative
commitments to purchase and originate mortgage loans;
changes in the fair value of mortgage servicing rights (“MSRs”);
and the impact of risk management activities associated with the
mortgage origination pipeline, funded loans and MSRs. Net
interest income from mortgage loans is recorded in interest
income. Refer to Other Significant Policies in Note 1, as well as
Note 10 and Note 22 for a further discussion of MSRs. Mortgage
banking revenue is reported within the Consumer and Business
Banking line of business.

Investment Products Fees Investment products fees include
commissions related to the execution of requested security
trades, distribution fees from sale of mutual funds, and
investment advisory fees. Commissions and investment advisory
fees are recognized as services are delivered to and utilized by
the customer. Distribution fees are received over time, are
dependent on the consumer maintaining their mutual fund asset
position and the value of such position. These revenues are
estimated and recognized at the point a significant reversal of
revenue becomes remote. Investment products fees are
predominately reported within the Wealth Management and
Investment Services line of business.

Other Noninterest Income Other noninterest income is
primarily related to financial assets including income on
unconsolidated subsidiaries and equity method investments,
gains on sale of other investments and corporate owned life
insurance proceeds. The Company reports other noninterest
income across all lines of business.

Other Significant Policies

Goodwill and Other Intangible Assets Goodwill is recorded on
acquired businesses if the purchase price exceeds the fair value
of the net assets acquired. Goodwill is not amortized but is
subject, at a minimum, to annual tests for impairment at a
reporting unit level. In certain situations, an interim impairment
test may be required if events occur or circumstances change
that would more likely than not reduce the fair value of a reporting
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unit below its carrying amount. Determining the amount of
goodwill impairment, if any, includes assessing whether the
carrying value of a reporting unit exceeds its fair value. Other
intangible assets are recorded at their fair value upon completion
of a business acquisition or certain other transactions, and
generally represent the value of customer contracts or
relationships. Other intangible assets are amortized over their
estimated useful lives, using straight-line and accelerated
methods and are reviewed for impairment when indicators of
impairment are present. Determining the amount of other
intangible asset impairment, if any, includes assessing the
present value of the estimated future cash flows associated with
the intangible asset and comparing it to the carrying amount of
the asset.

Income Taxes Deferred taxes are recorded to reflect the tax
consequences on future years of differences between the tax
basis of assets and liabilities and their financial reporting carrying
amounts. The Company uses the deferral method of accounting
on investments that generate investment tax credits. Under this
method, the investment tax credits are recognized as a reduction
to the related asset. For certain investments in qualified affordable
housing projects, the Company presents the expense in tax
expense rather than noninterest expense.

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

Pensions For purposes of its pension plans, the Company
utilizes its fiscal year-end as the measurement date. At the
measurement date, plan assets are determined based on fair
value, generally representing observable market prices or the net
asset value provided by the funds’ trustee or administrator. The
actuarial cost method used to compute the pension liabilities and
related expense is the projected unit credit method. The
projected benefit obligation is principally determined based on the
present value of projected benefit distributions at an assumed
discount rate. The discount rate utilized is based on the
investment yield of high quality corporate bonds available in the
marketplace with maturities equal to projected cash flows of
future benefit payments as of the measurement date. Periodic
pension expense (or income) includes service costs, interest
costs based on the assumed discount rate, the expected return
on plan assets based on an actuarially derived market-related
value and amortization of actuarial gains and losses. Service cost
is included in compensation and employee benefits expense on
the Consolidated Statement of Income, with all other components
of periodic pension expense included in other noninterest
expense on the Consolidated Statement of Income. Pension

accounting reflects the long-term nature of benefit obligations
and the investment horizon of plan assets, and can have the
effect of reducing earnings volatility related to short-term changes
in interest rates and market valuations. Actuarial gains and losses
include the impact of plan amendments and various
unrecognized gains and losses which are deferred, and to the
extent exceed 10 percent of the greater of the projected benefit
obligation or the market-related value of plan assets, are
amortized over the future service periods of active employees or
the remaining life expectancies of inactive participants. The
market-related value utilized to determine the expected return on
plan assets is based on fair value adjusted for the difference
between expected returns and actual performance of plan
assets. The unrealized difference between actual experience and
expected returns is included in expense over a period of
approximately 15 years for active employees and approximately
30 years for inactive participants. The overfunded or underfunded
status of each plan is recorded as an asset or liability on the
Consolidated Balance Sheet, with changes in that status
recognized through other comprehensive income (loss).

Premises and Equipment Premises and equipment are stated
at cost less accumulated depreciation and depreciated primarily
on a straight-line basis over the estimated life of the assets.
Estimated useful lives range up to 40 years for newly constructed
buildings and from 3 to 25 years for furniture and equipment.
The Company, as lessee, records an ROU asset for each
lease with an original term greater than 12 months. ROU assets
are included in premises and equipment, with the corresponding
lease liabilities included in long-term debt and other liabilities.

Capitalized Software The Company capitalizes certain costs
associated with the acquisition or development of internal-use
software. Once the software is ready for its intended use, these
costs are amortized on a straight-line basis over the software’s
expected useful life and reviewed for impairment on an ongoing
basis. Estimated useful lives are generally 3 to 5 years, but may
range up to 7 years.

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



recognize an adjustment to tax expense, depending on the
market price of the Company’s common stock at that time.

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

Accounting Changes

Reference Interest Rate Transition In March 2020, the
Financial Accounting Standards Board (“FASB”) issued
accounting guidance, providing temporary optional expedients
and exceptions to the guidance in United States generally
accepted accounting principles on contract modifications and
hedge accounting, to ease the financial reporting burdens related
to the expected market transition from the London Interbank
Offered Rate (“LIBOR”) and other interbank offered rates to
alternative reference rates. Under the guidance, a company can
elect not to apply certain modification accounting requirements to
contracts affected by reference rate transition, if certain criteria
are met. A company that makes this election would not be
required to remeasure the contracts at the modification date or
reassess a previous accounting determination. This guidance also
permits a company to elect various optional expedients that
would allow it to continue applying hedge accounting for hedging
relationships affected by reference rate transition, if certain criteria
are met. The guidance is effective upon issuance and generally
can be applied through December 31, 2024. The Company is
applying certain optional expedients and exceptions for cash flow
hedges and will continue to evaluate these for eligible contract
modifications and hedging relationships.

Fair Value Hedging - Portfolio Layer Method Effective

January 1, 2023, the Company adopted accounting guidance,
issued by the FASB in March 2022, related to fair value hedge
accounting of portfolios of financial assets. This guidance permits a
company to designate multiple hedging relationships on a single
closed portfolio, resulting in a larger portion of the interest rate risk
associated with such a portfolio being eligible to be hedged. The
guidance also expands the scope of the method to include
non-prepayable financial assets and clarifies other technical
questions from the original accounting guidance. The adoption of
this guidance is not material to the Company’s financial statements.

Financial Instruments - Troubled Debt Restructurings and
Vintage Disclosures Effective January 1, 2023, the Company
adopted accounting guidance, issued by the FASB in March 2022,

related to the recognition and measurement of TDRs by creditors.
This guidance removes the separate recognition and measurement
requirements for TDRs by replacing them with a requirement for a
company to apply existing accounting guidance to determine
whether a modification results in a new loan or a continuation of an
existing loan. This guidance also replaces existing TDR disclosures
with similar but more expansive disclosures for certain modifications
of receivables made to borrowers experiencing financial difficulty.
Further, this guidance also requires companies to disclose current-
period gross write-offs by year of origination for financing
receivables. The adoption of this guidance is not material to the
Company’s financial statements.

Business Combinations

MUFG Union Bank Acquisition On December 1, 2022, the
Company acquired MUB's core regional banking franchise from
Mitsubishi UFJ Financial Group, Inc. Pursuant to the terms of a
previously announced Share Purchase Agreement, the Company
acquired all of the issued and outstanding shares of common stock
of MUB for a purchase price consisting of $5.5 billion in cash and
approximately 44 million shares of common stock of the Company.
Under the terms of the Share Purchase Agreement, the purchase
price was based on MUB having a tangible book value of $6.25
billion at the closing of the acquisition. At the closing of the
acquisition, MUB had $3.5 billion in capital over the $6.25 billion
tangible book value target. The additional capital received is held at
the MUB subsidiary and is required to be repaid to Mitsubishi UFJ
Financial Group, Inc. on or prior to the fifth anniversary date of the
completion of the purchase, in accordance with the terms of the
Share Purchase Agreement. As such, it is recognized as debt at the
parent company. The transaction excludes the purchase of
substantially all of MUB'’s Global Corporate & Investment Bank
(other than certain deposits), certain middle and back office
functions, and other assets. This transaction has been accounted
for as a business combination. Accordingly, the assets acquired and
liabilities assumed from MUB were recorded at fair value as of the
acquisition date. The determination of fair value requires
management to make estimates about discount rates, future
expected cash flows, market conditions and other future events that
are highly subjective in nature and subject to change. Fair value
estimates related to the assets and liabilities from MUB are subject
to adjustment for up to one year after the closing date of the
acquisition as additional information becomes available. Valuations
subject to adjustment include, but are not limited to, loans, certain
deposits, certain other assets, customer relationships and the core
deposit benefits intangible.

In connection with the transaction, the Company incurred
$329 million of nonrecurring merger and integration charges
during 2022 recorded within noninterest expense. These
expenses are primarily comprised of personnel, legal, advisory
and technology related costs.
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The following table includes the fair value of consideration transferred and the preliminary fair value of the identifiable tangible and
intangible assets and liabilities from MUB:

December 1, 2022 (Dollars in Millions)
Acquisition consideration

(721 o T $ 5,500
Market value of shares of COMMON STOCK . . ... o e 2,014
Total consideration transferred at acquisition Close date . .. ... .. 7,514
Discounted liability to Mitsubishi UFJ Financial Group, INC. () . . . . ..ot ot e e e e e 2,944
Ol o $ 10,458
Fair Value of MUB assets and liabilities
Assets
Cash and due from DANKS . . . oot $ 17,757
INVESIMENT SECUNIES . . o ot oo e 22,725
Loans held for SalE . . . ... 2,220
OIS ot 53,374
Less allowanCe for l0AN I0SSES . . . . . .. oot (336)
Nt 0N . o 53,038
PremiSEs and EqUIDMIENT . . . o 646
Other intangible assets (excluding gooadwill) . . ... .. o 2,883
OB A8 SEES . .ottt 479
TOtAl ASSEES . . o ottt et $103,988
Liabilities
DBPOSIES & ottt $ 86,108
Short-termM DOIMOWINGS . .« . . ot et e e e e e e e e e e e 4,207
LONg- e et . .o 2,584
Other lailtES . . .. 2,854
Total IAabIItES . .o 95,753
LSS Nt BSOS . oottt et e $ 8,235
GOOAWIIl e $ 2,223

(a) Represents $3.5 billion of noninterest-bearing additional capital held by MUB upon close of the acquisition to be delivered to Mitsubishi UFJ Financial Group, Inc. on or prior to December 1,
2027, discounted at the Company’s 5-year unsecured borrowing rate as of the acquisition date, per authoritative accounting guidance.

Preliminary goodwill of $2.2 billion recorded in connection with assets from MUB. The goodwill was allocated to the Company’s
the transaction resulted from the reputation, operating model and business segments on a preliminary basis and is not deductible
expertise of MUB. The amount of goodwill recorded reflects the for income tax purposes. Refer to Note 11 for the amount of
increased market share and related synergies that are expected goodwill allocated to each business segment in connection with
to result from the acquisition, and represents the excess the transaction.

purchase price over the estimated fair value of the net

The following table includes the fair value and unpaid principal balance of the loans from the MUB acquisition:

Unpaid

Principal
December 1, 2022 (Dollars in Millions) Balance Fair Value
COMMEICIAL .+ .\ v v $11,771 $11,366
Commercial real BSTate . . . . ... 14,397 13,843
Residential MOMrgages . . . ..o 28,256 26,247
Credit Card . . . oo 299 212
Other retall . . .o 1,397 1,370
TOAIIOBNS . . oottt $56,120 $53,038

Other intangible assets from the MUB acquisition, as of December 1, 2022, consisted of the following:

Weighted-average Amortization
(Dollars in Millions) Estimated Life Method Fair Value
Mortgage servicing fghts . . . ... - (a) $ 147
Core deposit DENEitS . . .. oo 10 years Accelerated 2,710
OBNEr o 11 years Accelerated 26
Total other intangible assets (excluding goodwill) .......... .. ... ... . i $2,883

(@) Mortgage servicing rights are recorded at fair value and are not amortized.



Valuation Methodologies

The methods used to determine the fair values of the significant
assets acquired and liabilities assumed as part of the MUB
acquisition are described below.

Cash and Due from Banks The carrying amount of these
assets is a reasonable estimate of fair value based on the short-
term nature of these assets.

Investment Securities Fair value estimates for the investment
securities were determined by using quoted market prices for
identical securities in active markets when available. For certain
securities where quoted market prices were not readily available,
the Company utilized a third-party pricing service. The third-party
pricing service used a variety of methods that incorporated
relevant market data to arrive at an estimate of what a buyer in
the marketplace would have paid for these securities under
current market conditions. These methods included the use of
quoted prices for similar securities, inactive transaction prices and
broker quotes, as well as discounted cash flow methodologies.

Loans Held for Sale Fair value estimates for loans held for sale
were valued based on quoted market prices, where available,
and by comparison to instruments with similar collateral and risk
profiles.

Loans Fair value estimates for loans were based on discounted
cash flow methodologies that considered credit loss and
prepayment expectations, market interest rates and other market

factors, such as liquidity, from the perspective of a market
participant. Loan cash flows were generated on an individual loan
basis. The probability of default, loss given default, exposure at
default and prepayment assumptions were the key factors in
determining expected credit losses which were embedded into
the estimated cash flows.

Core Deposit Benefits This intangible asset represents the
economic benefit created by certain client deposit relationships
by way of favorable funding relative to alternative sources. The fair
value was estimated utilizing the after-tax cost savings method of
the income approach. Appropriate consideration was given to
deposit costs including cost of funds, net maintenance costs or
servicing costs, client retention and alternative funding source
costs at the time of acquisition. The discount rate used was
derived taking into account the estimated cost of equity, risk-free
return rate and risk premium for the market and specific risk
related to the asset’s cash flows.

Other Assets Included in other assets are tax-advantaged
investments promoting affordable housing. The fair value of these
investments was estimated based on the value of the expected
future benefits.

Deposits and Borrowed Funds The fair values for deposits,
short-term borrowings and long-term debt were estimated by
discounting contractual cash flows using current market rates for
instruments with similar maturities.

The following table presents financial results of MUB included in the Consolidated Statement of Income from the date of acquisition

through December 31, 2022.

(Dollars in Millions)

One Month Ended
December 31, 2022

Netinterestincome . ...... ... . . . .
Noninterest iNCOME ... ...
Netincome (I0SS) .. ..o

$ 255

............................................. (38)

(562)

(@) Includes realized losses on investment securities sold.

(@

The following table presents unaudited pro forma results as if the acquisition of MUB by the Company occurred on January 1, 2021 and
includes the impact of amortizing and accreting certain estimated purchase accounting adjustments such as intangible assets as well as
fair value adjustments to investment securities, loans, deposits and long-term debt. The pro forma information does not necessarily reflect
the results that would have occurred had the Company acquired MUB on January 1, 2021.

Year Ended December 31 (Dollars in Millions) 2022 2021
NEt INTErEST INCOME . . . . oottt e e e $17,541 $14,958
NONINEEIESt INCOMIE . . o o e 10,068 11,071
Nt NGO .o 7,184 7,187

The Company initially measures the amortized cost of a PCD
loan by adding the acquisition date estimate of expected credit
losses to the loan’s purchase price. The initial allowance for credit
losses for PCD loans of $336 million was established through an
adjustment to the MUB loan balance reflected in the related
purchase accounting mark. Non-PCD loans and PCD loans had a
fair value of $48.5 billion and $4.5 billion, respectively, at the

acquisition date with unpaid principal balances of $51.0 billion
and $5.1 billion, respectively. In accordance with authoritative
accounting guidance, there was no carryover of the allowance for
credit losses that had been previously recorded by MUB.
Subsequent to acquisition, the Company recorded an allowance
for credit losses primarily on non-PCD loans of $662 million
through an increase to the provision for credit losses.
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The following table provides information about the determination of the purchase price of PCD loans at the acquisition date:

December 1, 2022 (Dollars in Millions)

Principal balance
Allowance for credit losses at acquisition

Non-credit discount . ......... . ..

Purchase price

Restrictions on Cash and Due from Banks

Banking regulators require bank subsidiaries to maintain minimum
average reserve balances, either in the form of vault cash or
reserve balances held with central banks or other financial
institutions. The amount of required reserve balances were
approximately $45 million and $78 million at December 31, 2022
and 2021, respectively. The Company held balances at central

Investment Securities

The Company’s held-to-maturity investment securities are carried
at historical cost, adjusted for amortization of premiums and
accretion of discounts. The Company’s available-for-sale

banks and other financial institutions of $41.6 billion and

$23.0 billion at December 31, 2022 and 2021, respectively, to
meet these requirements and for other purposes. These balances
are included in cash and due from banks on the Consolidated
Balance Sheet.

investment securities are carried at fair value with unrealized net
gains or losses reported within accumulated other
comprehensive income (loss) in shareholders’ equity.

The amortized cost, gross unrealized holding gains and losses, and fair value of held-to-maturity and available-for-sale investment

securities at December 31 were as follows:

2022 2021
Amortized Unrealized  Unrealized Fair Amortized Unrealized Unrealized Fair
(Dollars in Millions) Cost Gains Losses Value Cost Gains Losses Value
Held-to-maturity
U.S. Treasury and agencies . ....................... $ 1,344 $-¢ (51)$ 1293 $ - % - % -3 -
Mortgage-backed securities
Residentialagency . ... 85,693 2 (10,810) 74,885 41,858 2 (48) 41,812
Commercial agency . .. ..o 1,703 1 (8 1,696 - - - -
Total held-to-maturity . . ... i $88,740 $ 3 $(10,869) $77,874 | $ 41,858 3 2 $ (48) $ 41,812
Available-for-sale
U.S. Treasury and agencies . ................ouuu... $24,801 $1 $ (2,769 $22,033 | $ 36,648 $ 205 $(244) $ 36,609
Mortgage-backed securities
Residentialagency ... 32,060 8 (2,797) 29,271 76,761 665 (847) 77,079
Commercial
AGENCY ottt 8,736 - (1,591) 7,145 8,633 53 (201) 8,485
NON-aGENCY . .\t 7 - - 7 - - - -
Asset-backed securities .. ... ..o 4,356 5 (38) 4,323 62 4 - 66
Obligations of state and political subdivisions .......... 11,484 12 (1,371) 10,125 10,130 607 (200 10,717
Other ..o 6 - - 6 7 - - 7
Total available-for-sale ......................... $81,450 $26 $ (8,566) $72,910 | $132,241  $1,534 $(812) $132,963

During 2022, the Company transferred $45.1 billion amortized
cost ($40.7 billion fair value) of available-for-sale investment
securities to the held-to-maturity category to reflect its new intent
for these securities.

Investment securities with a fair value of $15.3 billion at
December 31, 2022, and $30.7 billion at December 31, 2021,
were pledged to secure public, private and trust deposits,

repurchase agreements and for other purposes required by
contractual obligation or law. Included in these amounts were
securities where the Company and certain counterparties have
agreements granting the counterparties the right to sell or pledge
the securities. Investment securities securing these types of
arrangements had a fair value of $858 million at December 31,
2022, and $557 million at December 31, 2021.

The following table provides information about the amount of interest income from taxable and non-taxable investment securities:

Year Ended December 31 (Dollars in Millions) 2022 2021 2020
TaXablE . .o e $3,081 $2,103 $2,201
NON-taXablE . . 297 262 227

Total interest income from investment securities .. .......... ... i $3,378 $2,365 $2,428




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

investment securities:

Year Ended December 31 (Dollars in Millions) 2021 2020
REAIZEA GAINS .+ . v vttt $122 $200
Realized 10SSES . . . .o (143) (23)

Net realized GaAINS . . . o oo oo $103 $177
Income tax on NEt realized QaINS . . . ...\ttt $ 26 $ 45

The Company conducts a regular assessment of its
available-for-sale investment securities with unrealized losses to
determine whether all or some portion of a security’s unrealized
loss is related to credit and an allowance for credit losses is
necessary. If the Company intends to sell or it is more likely than
not the Company will be required to sell an investment security,
the amortized cost of the security is written down to fair value.
When evaluating credit losses, the Company considers various
factors such as the nature of the investment security, the credit
ratings or financial condition of the issuer, the extent of the

At December 31, 2022, certain investment securities had a fair value below amortized cost. The following table shows the gross
unrealized losses and fair value of the Company’s available-for-sale investment securities with unrealized losses, aggregated by
investment category and length of time the individual investment securities have been in continuous unrealized loss positions, at

December 31, 2022:

unrealized loss, expected cash flows of underlying collateral, the
existence of any government or agency guarantees, and market
conditions. The Company measures the allowance for credit
losses using market information where available and discounting
the cash flows at the original effective rate of the investment
security. The allowance for credit losses is adjusted each period
through earnings and can be subsequently recovered. The
allowance for credit losses on the Company’s available-for-sale
investment securities was immaterial at December 31, 2022 and
December 31, 2021.

Less Than 12 Months

12 Months or Greater

Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in Millions) Value Losses Value Losses Value Losses
U.S. Treasury and agencies . . . ..........ouuurnnn.. $13,265 $(1,193) $ 7,962 $(1,576) $21,227 $(2,769)
Mortgage-backed securities
Residentialagency ......... ... i 20,854 (1,461) 7,752 (1,336) 28,606 (2,797)
Commercial
AGENCY oot 2,029 811) 5,115 (1,280) 7,144 (1,591)
NON-agENCY . oot 7 - - - 7 -
Asset-backed securities . .. ... . oo 3,476 (38) N - 3,476 (38)
Obligations of state and political subdivisions . ........ 8,246 (944) 1,088 (427) 9,334 (1,371)
Other ..o - - 4 - 4 -
Total investment securities . . .. .................. $47,877 $(3,947) $21,921 $(4,619) $69,798 $(8,566)

These unrealized losses primarily relate to changes in interest
rates and market spreads subsequent to purchase of these
available-for-sale investment securities. U.S. Treasury and
agencies securities and agency mortgage-backed securities are
issued, guaranteed or otherwise supported by the United States
government. The Company’s obligations of state and political
subdivisions are generally high grade. Accordingly, the Company
does not consider these unrealized losses to be credit-related
and an allowance for credit losses is not necessary. In general,
the issuers of the investment securities are contractually
prohibited from prepayment at less than par, and the Company
did not pay significant purchase premiums for these investment
securities. At December 31, 2022, the Company had no plans to
sell investment securities with unrealized losses, and believes it is

more likely than not it would not be required to sell such

investment securities before recovery of their amortized cost.
During the year ended December 31, 2022 and 2021, the
Company did not purchase any investment securities that had

more-than-insignificant credit deterioration.

All of the Company’s held-to-maturity investment securities
are U.S. Treasury and agencies securities and highly rated
agency mortgage-backed securities that are guaranteed or
otherwise supported by the United States government and have
no history of credit losses. Accordingly the Company does not
expect to incur any credit losses on held-to-maturity investment
securities and has no allowance for credit losses recorded for
these securities.
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The following table provides information about the amortized cost, fair value and yield by maturity date of the investment securities
outstanding at December 31, 2022:

Weighted-
Average Weighted-
Amortized Maturity in Average
(Dollars in Millions) Cost Fair Value Years Yield®
Held-to-maturity
U.S. Treasury and Agencies
Maturing iN ONE year OF IESS . . ...\ttt $ - $ - - -%
Maturing after one year through fiveyears . ... . . i 1,344 1,293 3.3 2.85
Maturing after five years throughtenyears ......... ... . i - - - -
Maturing after ten years . ... - - - -
Total L $ 1,344 $ 1,293 3.3 2.85%
Mortgage-Backed Securities®
Maturing in ONE YEar OF I8SS . . .. oottt e e e et e e $ 19 $ 19 7 3.08%
Maturing after one year through fiveyears . ........ ... . i 1,549 1,546 2.7 4.35
Maturing after five years throughtenyears ....... ... ... .. . i 67,062 59,194 9.2 215
Maturing after ten years . ... ... . 18,766 15,822 10.2 2.05
Total L $87,396 $76,581 9.3 2.17%
Total held-to-maturity®) . . ... $88,740 $77,874 9.2 2.18%
Available-for-sale
U.S. Treasury and Agencies
Maturing in ONE YEar OF IBSS . . .« oo oottt et e $ 259 $ 259 4 4.72%
Maturing after one year through fiveyears . ... i i 4,900 4,606 3.8 2.51
Maturing after five years throughtenyears ......... ... ... .. 15,937 14,114 7.0 2.24
Maturing after tenyears . ...... ... . 3,705 3,054 12.0 2.97
Total . $24,801 $22,033 7.1 2.43%
Mortgage-Backed Securities@
Maturing iN ONE Year OF IESS . . ...\ttt $ 44 $ 43 .8 2.55%
Maturing after one year through fiveyears . ....... ... i i 10,976 10,242 3.1 2.33
Maturing after five years throughtenyears ........ ... ... . .. 28,277 24,827 7.7 3.00
Maturing after ten years . ... ... 1,506 1,311 11.2 3.54
TOtal L $40,803 $36,423 6.6 2.83%
Asset-Backed Securities
Maturing in ONE YEar OF IBSS . . .. oottt e e e ettt e e e $ 3,429 $ 3,391 6 4.25%
Maturing after one year through fiveyears . ........ ... i i 500 503 2.8 5.68
Maturing after five years throughtenyears ........... ... i 427 429 5.3 6.00
Maturing after ten years ... ... . - - - -
Total . $ 4,356 $ 4,323 1.3 4.59%
Obligations of State and Political Subdivisions(© @
Maturing iN ONE year OF IESS . . ...\ttt $ 106 $ 107 2 5.12%
Maturing after one year through fiveyears . ... . i 1,756 1,747 3.7 4.72
Maturing after five years throughtenyears ......... ... ... ... . ... 1,341 1,286 8.3 4.10
Maturing afterten years . ... 8,281 6,985 16.8 3.49
Total L o $11,484 $10,125 13.6 3.76%
Other
Maturing in ONE YEar OF IBSS . . .« oo v ettt e $ 6 $ 6 A 1.99%
Maturing after one year through fiveyears . ... i - - - -
Maturing after five years throughtenyears ........ ... ... . .. - - - -
Maturing after ten years . ... ... . - - - -
Total . $ 6 3 S A 1.99%
Total available-for-sale®) ... ... ... $81,450 $72,910 7.4 2.94%

(@) Information related to asset and mortgage-backed securities included above is presented based upon weighted-average maturities that take into account anticipated future prepayments.

(b) The weighted-average maturity of total held-to-maturity investment securities was 7.4 years at December 31, 2021, with a corresponding weighted-average yield of 1.45 percent. The
weighted-average maturity of total available-for-sale investment securities was 5.5 years at December 31, 2021, with a corresponding weighted-average yield of 1.73 percent.

(c) Information related to obligations of state and political subdivisions is presented based upon yield to first optional call date if the security is purchased at a premium, and yield to maturity if the
security is purchased at par or a discount.

(d) Maturity calculations for obligations of state and political subdivisions are based on the first optional call date for securities with a fair value above par and the contractual maturity date for
securities with a fair value equal to or below par.

(e) Weighted-average yields for obligations of state and political subdivisions are presented on a fully-taxable equivalent basis based on a federal income tax rate of 21 percent. Yields on
investment securities are computed based on amortized cost balances, excluding any premiums or discounts recorded related to the transfer of investment securities at fair value from
available-for-sale to held-to maturity.



Loans and Allowance for Credit Losses

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

(Dollars in Millions) 2022 2021
Commercial
COMMEICIAL . . . ettt et e e e e e $131,128 $106,912
Lease fiNANCING . . oo 4,562 5,111
Total COMMEICIAL . . . oo e e 135,690 112,023
Commercial Real Estate
Commercial MOMGAGES .+ . .« v vttt ettt e e e e e e 43,765 28,757
Construction and developMENt . . . ... o 11,722 10,296
Total commercial real eState . ... ... 55,487 39,053
Residential Mortgages
Residential Mortgages . . ..ot 107,858 67,546
Home equity 10ans, firSt IENS . .. ... 7,987 8,947
Total residential MOMGAgES . . . . . oot 115,845 76,493
Credit Card . ... ... . 26,295 22,500
Other Retail
Retail [6aSINg . . . .o 5,519 7,256
Home equity and seCoNd MOMGAGES . . . .« . vt vttt e e 12,863 10,446
ReVOIVING Credit . . oo e 3,983 2,750
IS ANt L o 14,592 16,641
AULOMIODIE . . o 17,939 24,866
Total other retail . . ..o 54,896 61,959
TOtAl I0ANS .« . oottt $388,213 $312,028

The Company had loans of $134.6 billion at December 31,
2022, and $92.1 billion at December 31, 2021, pledged at the
Federal Home Loan Bank, and loans of $85.8 billion at
December 31, 2022, and $76.9 billion at December 31, 2021,
pledged at the Federal Reserve Bank.

The Company offers a broad array of lending products to
consumer and commercial customers, in various industries,
across several geographical locations, predominately in the states
in which it has Consumer and Business Banking offices.
Collateral for commercial and commercial real estate loans may
include marketable securities, accounts receivable, inventory,
equipment, real estate, or the related property.

Originated loans are reported at the principal amount
outstanding, net of unearned interest and deferred fees and
costs, and any partial charge-offs recorded. Purchased loans are
recorded at fair value at the date of purchase. Net unearned
interest and deferred fees and costs on originated loans and

unamortized premiums and discounts on purchased loans
amounted to $3.1 billion at December 31, 2022 and $475 million
at December 31, 2021. The Company evaluates purchased loans
for more-than-insignificant deterioration at the date of purchase in
accordance with applicable authoritative accounting guidance.
Purchased loans that have experienced more-than-insignificant
deterioration from origination are considered purchased credit
deteriorated loans. All other purchased loans are considered
non-purchased credit deteriorated loans.

Allowance for Credit Losses The allowance for credit losses is
established for current expected credit losses on the Company’s
loan and lease portfolio, including unfunded credit commitments.
The allowance considers expected losses for the remaining lives
of the applicable assets, inclusive of expected recoveries. The
allowance for credit losses is increased through provisions
charged to earnings and reduced by net charge-offs.
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Activity in the allowance for credit losses by portfolio class was as follows:

Commercial Residential Credit Other Total
(Dollars in Millions) Commercial Real Estate Mortgages Card Retail Loans
Balance at December 31,2021 .................. $1,849 $1,123 $565 $1,673 $ 945 $6,155
Add
Allowance for acquired credit losses@ . .............. 163 87 36 45 5 336
Provision for credit losses®) . ........... ... ... ... .. 378 152 302 826 319 1,977
Deduct
Loans charged-offe) . ............ ... ... ... .. .. 319 54 13 696 418 1,500
Less recoveries of loans charged-off ................ (92) 17) (36) (172) (120) (437)
Net loan charge-offs (recoveries) ................. 227 37 (23) 524 208 1,063
OtherChanges ............ i - - - - (1) (1)
Balance at December 31,2022 .................. $2,163 $1,325 $926 $2,020 $ 970 $ 7,404
Balance at December 31,2020 .................. $2,423 $1,544 $573 $2,355 $1,115 $8,010
Add
Provision for creditlosses .. .......... ... ... 471) (419) (40) (170) (73) (1,173)
Deduct
Loanscharged-off . ........ ... .. ... ... 222 29 18 686 253 1,208
Less recoveries of loans charged-off ................ (119 27) (50) (174) (156) (526)
Net loan charge-offs (recoveries) ................. 103 2 (32) 512 97 682
Balance at December 31,2021 .................. $1,849 $1,123 $565 $1,673 $ 945 $ 6,155
Balance at December 31,2019 .................. $1,484 $ 799 $433 $1,128 $ 647 $ 4,491
Add
Change in accounting principle@ . .................. 378 (122) (80) 872 401 1,499
Provision for creditlosses . ............ ... ... ... .. 1,074 1,054 158 1,184 336 3,806
Deduct
Loans charged-off . ....... ... ... ... ... o 575 210 19 975 401 2,180
Less recoveries of loans charged-off ................ (62) (23) (81) (146) (132) (894)
Net loan charge-offs (recoveries) ................. 513 187 (12) 829 269 1,786
Balance at December 31,2020 .................. $2,423 $1,544 $573 $2,355 $1,115 $8,010

(@) Represents allowance for purchased credit deteriorated and charged-off loans acquired from MUB.

(b) Includes $662 million of provision for credit losses related to the acquisition of MUB.

(c) Includes $179 million of total charge-offs primarily on loans previously charged-off by MUB, which were written up upon acquisition to unpaid principal balance as required by purchase

accounting.

(d) Effective January 1, 2020, the Company adopted accounting guidance which changed impairment recognition of financial instruments to a model that is based on expected losses rather than

incurred losses.

The increase in the allowance for credit losses from
December 31, 2021 to December 31, 2022 reflected $336 million
for purchased credit deteriorated and charged-off loans acquired
from MUB and the impact of MUB's provision for credit losses of
$662 million for loans acquired, as well as the impact of loan
growth and increased economic uncertainty.

Credit Quality The credit quality of the Company’s loan portfolios
is assessed as a function of net credit losses, levels of
nonperforming assets and delinquencies, and credit quality ratings
as defined by the Company. These credit quality ratings are an
important part of the Company’s overall credit risk management
process and evaluation of the allowance for credit losses.



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

interest, and those that are nonperforming:

Accruing
30-89 Days 90 Days or

(Dollars in Millions) Current Past Due More Past Due Nonperforming® Total
December 31, 2022
ComMMErCial . ..ot $135,077 $ 350 $ 94 $169 $135,690
Commercial realestate ............ ... 55,057 87 5 338 55,487
Residential mortgages® ......... ... ... . oo 115,224 201 95 325 115,845
Creditcard .. ... 25,780 283 231 1 26,295
Otherretail ...... ... 54,382 309 66 139 54,896

Totalloans . ... $385,520 $1,230 $491 $972 $388,213
December 31, 2021
Commercial . ... $111,270 $ 530 $ 49 $174 $112,023
Commercialrealestate ................ ... .. 38,678 80 11 284 39,053
Residential mortgages® ........ ... ... oo 75,962 124 181 226 76,493
Creditcard .. ... 22,142 193 165 - 22,500
Otherretail ... 61,468 275 66 150 61,959

Totalloans ... ... $309,520 $1,202 $472 $834 $312,028

(@) At December 31, 2022, $647 million of loans 30-89 days past due and $2.2 billion of loans 90 days or more past due purchased and that could be purchased from Government National
Mortgage Association (“GNMA”) mortgage pools under delinquent loan repurchase options whose repayments are insured by the Federal Housing Administration or guaranteed by the
United States Department of Veterans Affairs, were classified as current, compared with $791 million and $1.5 billion at December 31, 2021, respectively.

(b) Substantially all nonperforming loans at December 31, 2022 and 2021, had an associated allowance for credit losses. The Company recognized interest income on nonperforming loans of
$19 million and $16 million for the years ended December 31, 2022 and 2021, respectively, compared to what would have been recognized at the original contracual terms of the loans of

$34 million for both periods.

At December 31, 2022, total nonperforming assets held by
the Company were $1.0 billion, compared with $878 million at
December 31, 2021. Total nonperforming assets included
$972 million of nonperforming loans, $23 million of OREO and
$21 million of other nonperforming assets owned by the
Company at December 31, 2022, compared with $834 million,
$22 million and $22 million, respectively at December 31, 2021.

At December 31, 2022, the amount of foreclosed residential
real estate held by the Company, and included in OREQO, was
$23 million, compared with $22 million at December 31, 2021.
These amounts excluded $54 million and $22 million at
December 31, 2022 and December 31, 2021, respectively, of
foreclosed residential real estate related to mortgage loans whose

payments are primarily insured by the Federal Housing
Administration or guaranteed by the United States Department of
Veterans Affairs. In addition, the amount of residential mortgage
loans secured by residential real estate in the process of
foreclosure at December 31, 2022 and December 31, 2021, was
$1.1 billion and $696 million, respectively, of which $830 million
and $555 million, respectively, related to loans purchased and
that could be purchased from Government National Mortgage
Association (“GNMA”) mortgage pools under delinquent loan
repurchase options whose repayments are insured by the Federal
Housing Administration or guaranteed by the United States
Department of Veterans Affairs.
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The following table provides a summary of loans by portfolio class and the Company’s internal credit quality rating:

December 31, 2022 December 31, 2021
Criticized Criticized
Special Total Special Total
(Dollars in Millions) Pass  Mention Classified@  Criticized Total Pass  Mention Classified@  Criticized Total
Commercial
Originated in 2022 .......... $ 61,229 $ 245 $ 315 $ 560 $ 61,789 $ - 3 - $ - 3 - $ -
Originated in 2021 .......... 26,411 159 78 237 26,648 51,155 387 287 674 51,829
Originated in 2020 .......... 7,049 68 138 206 7,255 14,091 304 133 437 14,528
Originated in 2019 .......... 3,962 51 210 261 4,223 10,159 151 54 205 10,364
Originated in 2018 .......... 2,119 31 32 63 2,182 5,122 3 36 39 5,161
Originated prior to 2018 . ... .. 6,867 33 97 130 6,997 4,923 30 81 111 5,034
Revolving® . ............... 25,888 344 364 708 26,596 24,722 268 117 385 25,107
Total commercial ......... 133,525 931 1,234 2,165 135,690 110,172 1,143 708 1,851 112,023
Commercial real estate
Originated in 2022 .......... 14,527 206 519 725 15,252 - - - - -
Originated in 2021 .......... 13,565 171 99 270 13,835 13,364 6 990 996 14,360
Originated in 2020 .......... 6,489 97 117 214 6,703 7,459 198 263 461 7,920
Originated in 2019 .......... 6,991 251 304 555 7,546 6,368 251 610 861 7,229
Originated in 2018 .......... 3,550 88 501 589 4,139 2,996 29 229 258 3,254
Originated prior to 2018 . ... .. 6,089 50 374 424 6,513 4,473 55 224 279 4,752
Revolving.................. 1,489 - 10 10 1,499 1,494 1 43 44 1,538
Total commercial real
estate................. 52,700 863 1,924 2,787 55,487 36,154 540 2,359 2,899 39,053
Residential mortgages©
Originated in 2022 .......... 28,452 - - - 28,452 - - - - -
Originated in 2021 .......... 39,527 - 7 7 39,534 29,882 - 3 3 29,885
Originated in 2020 .......... 16,556 - 8 8 16,564 15,948 1 8 9 15,957
Originated in 2019 .......... 7,222 - 18 18 7,240 6,938 - 36 36 6,974
Originated in 2018 .......... 2,934 - 26 26 2,960 2,889 - 30 30 2,919
Originated prior to 2018 ... ... 20,724 - 371 371 21,095 20,415 - 342 342 20,757
Revolving.................. - - - - - 1 - - - 1
Total residential
mortgages . ............ 115,415 - 430 430 115,845 76,073 1 419 420 76,493
Creditcardd ................. 26,063 - 232 232 26,295 22,335 - 165 165 22,500
Other retail
Originated in 2022 .......... 9,563 - 6 6 9,569 - - - - -
Originated in 2021 .......... 15,352 - 12 12 15,364 22,455 - 6 6 22,461
Originated in 2020 .......... 7,828 - 11 11 7,839 12,071 - 9 9 12,080
Originated in 2019 .......... 3,418 - 13 13 3,431 7,223 - 17 17 7,240
Originated in 2018 .......... 1,421 - 9 9 1,430 3,285 - 14 14 3,299
Originated prior to 2018 ... ... 2,268 - 22 22 2,290 3,699 - 24 24 3,723
Revolving.................. 14,029 - 98 98 14,127 12,5632 - 112 112 12,644
Revolving converted to term .. 800 - 46 46 846 472 - 40 40 512
Total other retail .......... 54,679 - 217 217 54,896 61,737 - 222 222 61,959
Totalloans ............... $382,382 $1,794 $4,087 $5,831 $388,213| $306,471 $1,684 $3,873 $5,557 $312,028
Total outstanding
commitments .......... $772,804 $2,825 $5,041 $7,866 $780,670| $662,363 $3,372 $5,684 $9,056 $671,419

Note: Year of origination is based on the origination date of a loan, or for existing loans the date when the maturity date, pricing or commitment amount is amended.

(a) Classified rating on consumer loans primarily based on delinquency status.

(b) Includes an immaterial amount of revolving converted to term loans.

(c) At December 31, 2022, $2.2 billion of GNMA loans 90 days or more past due and $1.0 billion of restructured GNMA loans whose repayments are insured by the Federal Housing
Administration or guaranteed by the United States Department of Veterans Affairs were classified with a pass rating, compared with $1.5 billion and $1.1 billion at December 31, 2021,
respectively.

(d) Predominately all credit card loans are considered revolving loans. Includes an immaterial amount of revolving converted to term loans.



Troubled Debt Restructurings In certain circumstances, the Company may modify the terms of a loan to maximize the collection of
amounts due when a borrower is experiencing financial difficulties or is expected to experience difficulties in the near-term. The following

table provides a summary of loans modified as TDRs for the years ended December 31, by portfolio class:

Pre-Modification Post-Modification
Outstanding Outstanding
Number Loan Loan
(Dollars in Millions) of Loans Balance Balance
2022
COMMEICIAL .« o e et 2,259 $ 148 $ 134
Commercial real 8State . ... ..ot 75 50 a7
Residential mortgages . . ... ... 1,699 475 476
Credit Card . ..ot 44,470 243 246
Other retail . ... 2,514 89 85
Total loans, excluding loans purchased from GNMA mortgage pools . ................... 51,017 1,005 988
Loans purchased from GNMA mortgage poolS ... ..ot 1,640 226 230
TOtAlIOANS .« . v o oot e e 52,657 $1,231 $1,218
2021
COMMEICIAL . .« o e et 2,156 $ 140 $ 127
Commercial real 8State . . .. ..ot 112 193 179
Residential mortgages . . ... ... 977 329 328
Credit Card ...t 25,297 144 146
Other retail . ... 2,576 74 67
Total loans, excluding loans purchased from GNMA mortgage pools . ................... 31,118 880 847
Loans purchased from GNMA mortgage poolS ... ..ot 2,311 334 346
TOtAl OGNS .« . v o oot e e 33,429 $1,214 $1,193
2020
COMMEICIAL . .« o e et 3,423 $ 628 $ 493
Commercial real 8State . . .. ..ot 149 262 218
Residential mortgages . . ... ...t 1,176 402 401
Credit Card . ..ot 23,549 135 136
Other retail ... 4,027 117 114
Total loans, excluding loans purchased from GNMA mortgage pools . ................... 32,324 1,544 1,362
Loans purchased from GNMA mortgage poolS ... ..ot 4,630 667 659
TOWAlIOANS . . v oo 36,954 $2,211 $2,021
Residential mortgages, home equity and second mortgages, programs. At December 31, 2022, 4 residential mortgages, 5
and loans purchased from GNMA mortgage pools in the table home equity and second mortgage loans and 52 loans
above include trial period arrangements offered to customers purchased from GNMA mortgage pools with outstanding
during the periods presented. The post-modification balances for balances of less than $1 million, less than $1 million and
these loans reflect the current outstanding balance until a $6 million, respectively, were in a trial period and have estimated
permanent modification is made. In addition, the post- post-modification balances of less than $1 million, less than
modification balances typically include capitalization of unpaid $1 million and $6 million, respectively, assuming permanent
accrued interest and/or fees under the various modification modification occurs at the end of the trial period.
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The following table provides a summary of TDR loans that defaulted (fully or partially charged-off or became 90 days or more past due) for

the years ended December 31, that were modified as TDRs within 12 months previous to default:

Number Amount
(Dollars in Millions) of Loans Defaulted
2022
COMMEICIAL .+ .+ 767 $ 24
Commercial real BSTate . ... .o 20 11
Residential MOrgages . . . .. oot 235 28
Credit Card . .o 7,904 42
Other retall . ..o 307 5
Total loans, excluding loans purchased from GNMA mortgage pooIS . ... .ottt 9,233 110
Loans purchased from GNMA MOrtgage POOIS . . . . .. vttt e e e e e 282 59
TOMAIIOBNS .+ . v vttt 9,515 $169
2021
COMMEICIAL .+ .+ 1,084 $ 32
Commercial real BSTate . . .. ..o 16 7
Residential MOMgagEs . . . .. oo 81 9
Credit Card . .o 7,700 43
Other retall . ..o 714 11
Total loans, excluding loans purchased from GNMA mortgage pooIS . ... .ottt 9,695 102
Loans purchased from GNMA MOrtgage POOIS . . . . ... vttt e e e e e 176 26
TOMAIIOBNS .+ . v vt 9,771 $128
2020
COMMEICIAL .+ .+ 1,148 $ 80
Commercial real BSTate . ... .ot 50 30
Residential MOMgagEs . . . .. oo 38 5
Credit Card . .o 6,688 35
Other retall . ..o 307 4
Total loans, excluding loans purchased from GNMA mortgage pooIS ... ..ottt 8,231 154
Loans purchased from GNMA MOrtgage POOIS . . . . .. v ittt e e e e e e 498 66
TOUAI IOBNS . . 4\ 8,729 $220
In addition to the defaults in the table above, the Company permanent modification under the applicable modification
had a total of 16 residential mortgage loans, home equity and program. These loans had aggregate outstanding balances of
second mortgage loans and loans purchased from GNMA $2 million for the year ended December 31, 2022.
mortgage pools for the year ended December 31, 2022, where As of December 31, 2022, the Company had $21 million of
borrowers did not successfully complete the trial period commitments to lend additional funds to borrowers whose terms
arrangement and, therefore, are no longer eligible for a of their outstanding owed balances have been modified in TDRs.



Leases

The Company, as a lessor, originates retail and commercial
leases either directly to the consumer or indirectly through dealer
networks. Retail leases consist primarily of automobiles, while

commercial leases may include high dollar assets such as aircraft
or lower cost items such as office equipment.

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

(Dollars in Millions) 2022 2021
LEaSE rECEIVADIES . . . ittt $ 8,731 $10,738
Unguaranteed residual values accruing to the lessor’'s benefit . ... 1,323 1,610

Total net investment in sales-type and direct financing leases . ............. ... i $10,054 $12,348

The Company, as a lessor, recorded $764 million,
$888 million and $952 million of revenue on its Consolidated
Statement of Income for the years ended December 31, 2022,

2021 and 2020, respectively, primarily consisting of interest
income on sales-type and direct financing leases.

The contractual future lease payments to be received by the Company, at December 31, 2022, were as follows:

(Dollars in Millions)

Sales-type and

direct financing leases Operating leases

2027
Thereafter

Totallease payments . ...
Amounts representing interest

Lease receivables

........................... $3,496 $134
........................... 2,765 103
........................... 1,665 69
........................... 658 33
........................... 284 18
........................... 447 26
........................... 9,315 $383
........................... (584)
........................... $8,731

The Company, as lessee, leases certain assets for use in its
operations. Leased assets primarily include retail branches,
operations centers and other corporate locations, and, to a lesser
extent, office and computer equipment. For each lease with an
original term greater than 12 months, the Company records a
lease liability and a corresponding right of use (“ROU”) asset. At
December 31, 2022, the Company’s ROU assets included in
premises and equipment and lease liabilities included in long-term
debt and other liabilities, were $1.6 billion and $1.7 billion,

respectively, compared with $1.2 billion of ROU assets and

$1.3 billion of lease liabilities at December 31, 2021, respectively.
Total costs incurred by the Company, as a lessee, were

$390 million, $364 million and $374 million for the years ended

December 31, 2022, 2021 and 2020, respectively, and principally

related to contractual lease payments on operating leases. The

Company’s leases do not impose significant covenants or other

restrictions on the Company.

The following table presents amounts relevant to the Company’s assets leased for use in its operations for the years ended December 31:

(Dollars in Millions) 2022 2021 2020
Cash paid for amounts included in the measurement of lease liabilities
Operating cash flows from OpErating IBaSES . . . . . . . .t $294 $288 $305
Operating cash flows from finance leases . ... 4 5 6
Financing cash flows from finance [eases . . . . .. ...t 14 12 12
Right of use assets obtained in exchange for new operating lease liabilities . ........... .. ... ... .. ... ... .... 239 164 128
Right of use assets obtained in exchange for new finance lease liabilities . ......... ... .. ... ... ... .. .. .... 91 75 6
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The following table presents the weighted-average remaining lease terms and discount rates of the Company’s assets leased for use in its
operations at December 31:

Weighted-average remaining lease term of operating leases (in years)
Weighted-average remaining lease term of finance leases (in years)
Weighted-average discount rate of operating leases
Weighted-average discount rate of finance leases

2022 2021
6.8 7.0
8.5 9.5

3.3% 2.7%
7.9% 9.3%

The contractual future lease obligations of the Company at December 31, 2022, were as follows:

(Dollars in Millions)

Operating leases

Finance leases

2027 ... ..
Thereafter ......

Total l8aSEe PAYMENES . .o e
Amounts representing INTEreSt . . . . ..o

Lease liabilities

$ 369 $ 29
318 51
255 48
198 33
152 10
410 28

1,702 199
(202) (22)
$1,500 $177




Accounting for Transfers and Servicing of Financial Assets and Variable Interest

Entities

The Company transfers financial assets in the normal course of
business. The majority of the Company’s financial asset transfers
are residential mortgage loan sales primarily to government-
sponsored enterprises (“GSEs”), transfers of tax-advantaged
investments, commercial loan sales through participation
agreements, and other individual or portfolio loan and securities
sales. In accordance with the accounting guidance for asset
transfers, the Company considers any ongoing involvement with
transferred assets in determining whether the assets can be
derecognized from the balance sheet. Guarantees provided to
certain third parties in connection with the transfer of assets are
further discussed in Note 23.

For loans sold under participation agreements, the Company
also considers whether the terms of the loan participation
agreement meet the accounting definition of a participating
interest. With the exception of servicing and certain performance-
based guarantees, the Company’s continuing involvement with
financial assets sold is minimal and generally limited to market
customary representation and warranty clauses. Any gain or loss
on sale depends on the previous carrying amount of the
transferred financial assets, the consideration received, and any
liabilities incurred in exchange for the transferred assets. Upon
transfer, any servicing assets and other interests that continue to
be held by the Company are initially recognized at fair value. For
further information on MSR’s, refer to Note 10. On a limited basis,
the Company may acquire and package high-grade corporate
bonds for select corporate customers, in which the Company
generally has no continuing involvement with these transactions.
Additionally, the Company is an authorized GNMA issuer and
issues GNMA securities on a regular basis. The Company has no
other asset securitizations or similar asset-backed financing
arrangements that are off-balance sheet.

The Company also provides financial support primarily through
the use of waivers of trust and investment management fees
associated with various unconsolidated registered money market
funds it manages. The Company discontinued providing this
support beginning in the third quarter of 2022 due to rising interest
rates in the current year. The Company provided $65 million,
$250 million and $89 million of support to the funds during the
years ended December 31, 2022, 2021 and 2020, respectively.

The Company is involved in various entities that are
considered to be VIEs. The Company’s investments in VIEs are
primarily related to investments promoting affordable housing,
community development and renewable energy sources. Some
of these tax-advantaged investments support the Company’s
regulatory compliance with the Community Reinvestment Act.
The Company’s investments in these entities generate a return
primarily through the realization of federal and state income tax
credits, and other tax benefits, such as tax deductions from
operating losses of the investments, over specified time periods.
These tax credits are recognized as a reduction of tax expense
or, for investments qualifying as investment tax credits, as a
reduction to the related investment asset. The Company

recognized federal and state income tax credits related to its
affordable housing and other tax-advantaged investments in tax
expense of $461 million, $508 million and $578 million for the
years ended December 31, 2022, 2021 and 2020, respectively.
The Company also recognized $527 million, $418 million and
$414 million of investment tax credits for the years ended
December 31, 2022, 2021 and 2020, respectively. The Company
recognized $424 million, $468 million and $545 million of
expenses related to all of these investments for the years ended
December 31, 2022, 2021 and 2020, respectively, of which
$359 million, $336 million and $367 million, respectively, were
included in tax expense and the remaining amounts were
included in noninterest expense.

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

The Company'’s investments in these unconsolidated VIEs are
carried in other assets on the Consolidated Balance Sheet. The
Company’s unfunded capital and other commitments related to
these unconsolidated VIEs are generally carried in other liabilities
on the Consolidated Balance Sheet. The Company’s maximum
exposure to loss from these unconsolidated VIEs include the
investment recorded on the Company’s Consolidated Balance
Sheet, net of unfunded capital commitments, and previously
recorded tax credits which remain subject to recapture by taxing
authorities based on compliance features required to be met at
the project level. While the Company believes potential losses
from these investments are remote, the maximum exposure was
determined by assuming a scenario where the community-based
business and housing projects completely fail and do not meet
certain government compliance requirements resulting in
recapture of the related tax credits.

The following table provides a summary of investments in
community development and tax-advantaged VIEs that the
Company has not consolidated:

At December 31 (Dollars in Millions) 2022 2021
Investment carrying amount . ............. $5,452 $4,484
Unfunded capital and other commitments . . . 2,416 1,890
Maximum exposure toloss . .............. 9,761 9,899

The Company also has noncontrolling financial investments in
private investment funds and partnerships considered to be VIEs,
which are not consolidated. The Company’s recorded investment
in these entities, carried in other assets on the Consolidated
Balance Sheet, was approximately $177 million at December 31,
2022 and $40 million at December 31, 2021. The maximum
exposure to loss related to these VIEs was $310 million at
December 31, 2022 and $84 million at December 31, 2021,
representing the Company’s investment balance and its
unfunded commitments to invest additional amounts.
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The Company also holds $3.4 billion of senior notes as
available-for-sale investment securities. These senior notes were
issued by third-party securitization vehicles that hold $4 billion of
indirect auto loans that collateralize the senior notes. These VIEs
are not consolidated by the Company.

The Company’s individual net investments in unconsolidated
VIEs, which exclude any unfunded capital commitments, ranged
from less than $1 million to $116 million at December 31, 2022,
compared with less than $1 million to $75 million at
December 31, 2021.

The Company is required to consolidate VIEs in which it has
concluded it has a controlling financial interest. The Company
sponsors entities to which it transfers its interests in
tax-advantaged investments to third parties. At December 31,
2022, approximately $5.9 billion of the Company’s assets and
$4.2 billion of its liabilities included on the Consolidated Balance
Sheet were related to community development and
tax-advantaged investment VIEs which the Company has
consolidated, primarily related to these transfers. These amounts
compared to $5.0 billion and $3.4 billion, respectively, at

Premises and Equipment

Premises and equipment at December 31 consisted of the following:

December 31, 2021. The majority of the assets of these
consolidated VIEs are reported in other assets, and the liabilities
are reported in long-term debt and other liabilities. The assets of
a particular VIE are the primary source of funds to settle its
obligations. The creditors of the VIEs do not have recourse to the
general credit of the Company. The Company’s exposure to the
consolidated VIEs is generally limited to the carrying value of its
variable interests plus any related tax credits previously
recognized or transferred to others with a guarantee.

In addition, the Company sponsors a municipal bond
securities tender option bond program. The Company controls
the activities of the program’s entities, is entitled to the residual
returns and provides liquidity and remarketing arrangements to
the program. As a result, the Company has consolidated the
program’s entities. At December 31, 2022, $1.5 billion of
available-for-sale investment securities and $1.0 billion of short-
term borrowings on the Consolidated Balance Sheet were related
to the tender option bond program, compared with $1.7 billion of
available-for-sale investment securities and $1.2 billion of short-
term borrowings at December 31, 2021.

(Dollars in Millions) 2022 2021
AN $ 535 $ 445
Buildings and improvemMents . . . ... o 3,296 3,161
Furniture, fixtures and eqUIDMENT . . . ..ot 3,485 3,438
Right of use assets 0N Operating IEaSES . . . . . .ottt 1,296 1,014
Right of use assets on finanCe 18aSES . . . . . .. oo 269 172
CONSIIUCHON IN PIrOGIESS . . o . vt ettt e e et e e e e e e e e e e e e e e 46 23
8,927 8,253
Less accumulated depreciation and amortization . .. ... .. . (5,069) (4,948)
TOtAl o $ 3,858 $ 3,305




Mortgage Servicing Rights

The Company capitalizes MSRs as separate assets when loans from market rate and model assumption changes, net of the

are sold and servicing is retained. MSRs may also be purchased value change in derivatives used to economically hedge MSRs.
from others. The Company carries MSRs at fair value, with These changes resulted in net losses of $45 million and

changes in the fair value recorded in earnings during the period in $183 million, and a net gain of $18 million for the years ended
which they occur. The Company serviced $243.6 billion of December 31, 2022, 2021 and 2020, respectively. Loan servicing
residential mortgage loans for others at December 31, 2022, and and ancillary fees, not including valuation changes, included in
$222.4 billion at December 31, 2021, including subserviced mortgage banking revenue were $754 million, $725 million and
mortgages with no corresponding MSR asset. Included in $718 million for the years ended December 31, 2022, 2021 and
mortgage banking revenue are the MSR fair value changes arising 2020, respectively.

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

(Dollars in Millions) 2022 2021 2020
Balance at beginning of Period . ... ... o o $2,953 $2,210 $2,546
Rights purchased . .. ... 156 42 34
Rights capitalized . ... ... o 590 1,136 1,030
RIgNts SOl . .. (255) 2 3
Changes in fair value of MSRs
Due to fluctuations in market interest rates®) . . . ... .. 804 272 (719)
Due to revised assumptions or modelsO) . .. ... (29 (196) (12)
Other changes in fair valueld . . ... (464) (513) 672)
Balance at end Of PEHIOT . . . ..ottt e $3,755 $2,953 $2,210

(@) MSRs sold include those having a negative fair value, resulting from the loans being severely delinquent.

(b) Includes changes in MSR value associated with changes in market interest rates, including estimated prepayment rates and anticipated earnings on escrow deposits.

(c) Includes changes in MSR value not caused by changes in market interest rates, such as changes in assumed cost to service, ancillary income and option adjusted spread, as well as the impact
of any model changes.

(d) Primarily the change in MSR value from passage of time and cash flows realized (decay), but also includes the impact of changes to expected cash flows not associated with changes in market
interest rates, such as the impact of delinquencies.

The estimated sensitivity to changes in interest rates of the fair value of the MSR portfolio and the related derivative instruments as of
December 31 follows:

2022 2021
Down Down Down Up Up Up Down Down Down Up Up Up
(Dollars in Millions) 100 bps 50bps 25bps 25 bps 50bps 100 bps 100 bps 50 bps 25 bps 25 bps 50 bps 100 bps
MSR portfolio . ............... $@334) $(153) $(73) $66 $ 125 $ 224 $636) $(324) $(160) $ 150 $ 287 $ 511
Derivative instrument hedges . . . . 337 153 73 67) (127) (236) 614 309 152 (142) (278) (536)
Net sensitivity .............. $ 3% - $- M % @ $@12 $2) $(15 $ ® $ 8 $ 9 $ (25
The fair value of MSRs and their sensitivity to changes in with limited adjustable-rate or jumbo mortgage loans. The HFA
interest rates is influenced by the mix of the servicing portfolio servicing portfolio is comprised of loans originated under state
and characteristics of each segment of the portfolio. The and local housing authority program guidelines which assist
Company’s servicing portfolio consists of the distinct portfolios of purchases by first-time or low- to moderate-income homebuyers
government-insured mortgages, conventional mortgages and through a favorable rate subsidy, down payment and/or closing
Housing Finance Agency (“HFA”) mortgages. The servicing cost assistance on government- and conventional-insured
portfolios are predominantly comprised of fixed-rate agency loans mortgages.
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A summary of the Company’s MSRs and related characteristics by portfolio as of December 31 follows:

2022 2021

(Dollars in Millions) HFA  Government Conventional©@ Total HFA  Government Conventional© Total
Servicing portfolio® . ......... ... ... ... $44,071  $23,141  $172,541 $239,753 $40,652 $21,919  $156,382 $218,953
Fairvalue ....... ... ... ... . . $ 725 $ 454 $ 2576 $ 3,755 $ 527 $ 308 $ 2,118 $ 2,953
Value (bps)®) ... ..o 165 196 149 157 130 141 135 135
Weighted-average servicing fees (ops) ........ 36 42 27 30 36 41 30 32
Multiple (value/servicing fees) . .............. 4.56 4.69 5.562 5.20 3.63 3.43 4.50 418
Weighted-average noterate ................ 4.16% 3.81% 3.52% 3.67% 4.07% 3.70% 3.41% 3.56%
Weighted-average age (inyears) ............. 4.0 5.7 3.7 3.9 3.8 5.9 3.3 3.7
Weighted-average expected prepayment

(constant prepaymentrate) ............... 7.4% 8.5% 7.8% 7.8% 11.5% 13.2% 9.6% 10.3%
Weighted-average expected life (in years) . . .. .. 8.8 7.6 7.5 7.7 6.5 5.6 6.9 6.7
Weighted-average option adjusted spread® . . . .. 7.6% 6.9% 51% 5.8% 7.3% 7.3% 6.3% 6.6%

(@) Represents principal balance of mortgages having corresponding MSR asset.

(b) Calculated as fair value divided by the servicing portfolio.

(c) Option adjusted spread is the incremental spread added to the risk-free rate to reflect optionality and other risk inherent in the MSRs.
(d) Represents loans sold primarily to GSEs.

Intangible Assets

Intangible assets consisted of the following:

At December 31 (Dollars in Millions) 2022 2021
GOOAWIIl . L $12,373 $10,262
Merchant processing CONTIACES . . . . .ottt e e e e e e e 155 195
Core deposit DENEfiLS . .. oo 2,706 49
Mortgage ServiCING NONES . . ..o 3,755 2,953
TrUSE relatiONSNIDS . . oo 50 62
Other identified INtANGIDIES . . . . ..o 489 479

O Al . e $19,528 $14,000

Aggregate amortization expense consisted of the following:

Year Ended December 31 (Dollars in Millions) 2022 2021 2020
Merchant ProCeSSING CONTIACES . . . o v v v o v e e e e ettt e e e et et e e e e e e e e e e e e e e e e e e e $ 38 $ 45 $ 49
Core deposit DENEfitS . ..o 53 15 18
TrUSt relatioNSNIDS . . oo e 12 10 9
Other identified INtangibles . . . ... 112 89 100

Tt L $215 $159 $176

The estimated amortization expense for the next five years is as follows:

(Dollars in Millions)

2028 $647
202 572
202D 490
202D 422
20027 e e e 350
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The following table reflects the changes in the carrying value of goodwill for the years ended December 31, 2022, 2021 and 2020:

Consumer and

Corporate and Business Wealth Management and Payment Treasury and Consolidated
(Dollars in Millions) Commercial Banking Banking Investment Services Services Corporate Support Company
Balance at December 31,2019 ................. $1,647 $3,475 $1,617 $2,916 $— $ 9,655
Goodwillacquired .. ... . — — — 180 — 180
Foreign exchange translation and other . .. ... ... — — 2 81 — 83
Balance at December 31,2020 . ................ $1,647 $3,475 $1,619 $3,177 $— $ 9918
Goodwillacquired .. ... . — 35 144 192 - 371
Foreign exchange translation and other . .. ...... 265 (265) 2 (25) — 27)
Balance at December 31,2021 . .........oovvunn. $1,912 $3,245 $1,761 $3,344 $—  $10,262
Goodwillacquired . ......... ... 889 1,220 29 11 — 2,149
Foreign exchange translation and other . ... ... .. — — 2) (36) - (38)
Balance at December 31,2022 ................. $2,801 $4,465 $1,788 $3,319 $—  $12,373
REE Deposits
The composition of deposits at December 31 was as follows:
(Dollars in Millions) 2022 2021
Noninterest-bearing dBPOSIES . . . . . .. $137,743 $134,901
Interest-bearing deposits
INterest ChECKING . . . oo 134,491 115,108
MoONeEy Market SAVINGS . . .. ottt e e 148,014 117,619
SAVINGS ACCOUNES . o ottt ettt et et e e e e e e e e e 71,782 65,790
TIME AEPOSITS . o vttt 32,946 22,665
Total interest-bearing depPOSITS . . . .ottt 387,233 321,182
TOtAl ABPOSIES . . . . vttt e e e $524,976 $456,083

The maturities of time deposits outstanding at December 31, 2022 were as follows:

(Dollars in Millions)

2028 $26,622
202 3,879
202D i 1,668
2028 . 458
2027 317
L= = L1 2

T Al L $32,946

Short-Term Borrowings

Short-term borrowings at December 31 consisted of the following:

(Dollars in Millions) 2022 2021
Federal funds PUIChASEA . . ... .. it $ 226 $ 628
Securities sold under agreements 10 repUIChasE . . .. .ottt 1,431 1,575
COMMIBICIAl DA .« v v ettt e e e e e e e e e 8,145 6,026
Other Short-term DOMMOWINGS . . o oo e e 21,4146 3,567

e $31,216 $11,796

(@) Balance primarily includes short-term FHLB advances.
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Long-Term Debt

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

Rate

(Dollars in Millions) Type Ratel@ Maturity Date 2022 2021

U.S. Bancorp (Parent Company)
Subordinated NOtes . ... oot Fixed 2.950% 2022 $ - $ 1,300
Fixed 3.600% 2024 1,000 1,000
Fixed 7.500% 2026 199 199
Fixed 3.100% 2026 1,000 1,000
Fixed 3.000% 2029 1,000 1,000
Fixed 4.967% 2033 1,300 -
Fixed 2.491% 2036 1,300 1,300
Medium-termnotes . .. ......... ... . .. Fixed .850% - 5.850% 2024 - 2033 18,468 12,631
Other® . 2,716 472
Subtotal ... 26,983 18,902

Subsidiaries

Federal Home Loan Bank advances . ................ Fixed 2.289% - 8.250% 2023 - 2026 2,051 2
Floating© 5.190% - 5.197% 2025 - 2026 3,000 3,272
Banknotes ........ .. Fixed 1.950% - 3.400% 2023 - 2025 4,800 5,700
Floating(@ —% - 4.758% 2023 - 2062 1,352 3,337
Other© ... 1,643 912
Subtotal ....... .. 12,846 18,223
Total ..o $39,829 $32,125

(@) Weighted-average interest rates of medium-term notes, Federal Home Loan Bank advances and bank notes were 3.20 percent, 4.02 percent and 2.78 percent, respectively.

(b) Includes $2.9 billion of discounted noninterest-bearing additional capital received by the Company upon close of the MUB acquisition to be delivered to Mitsubishi UFJ Financial Group, Inc. on
or prior to December 1, 2027, discounted at the Company’s 5-year unsecured borrowing rate as of the acquisition date, as well as debt issuance fees and unrealized gains and losses and
deferred amounts relating to derivative instruments.

(c) Includes consolidated community development and tax-advantaged investment VIEs, finance lease obligations, debt issuance fees, and unrealized gains and losses and deferred amounts
relating to derivative instruments.

d) Includes $3.0 billion of Federal Home Loan Bank advances and $1.0 billion of bank notes for which interest is calculated by reference to LIBOR. For any outstanding LIBOR-linked instrument
that matures after June 30, 2023, the interest rate will transition from a LIBOR-based rate to an alternative reference rate. For outstanding debt subject to the Adjustable Interest Rate (LIBOR)
Act (the “LIBOR Act”) that does not contain a fallback provision or does not contain a clearly defined or practicable fallback provision in the event that LIBOR is no longer published or quoted,
the interest rate will transition pursuant to the LIBOR Act to a rate based on the Secured Overnight Financing Rate (“SOFR”) after June 30, 2023. For outstanding debt that contains adequate
fallback provisions in the event that LIBOR is no longer published or quoted, these fallback provisions will be utilized to determine the replacement rate applied after June 30, 2023.

The Company has arrangements with the Federal Home Loan Maturities of long-term debt outstanding at December 31, 2022,

Bank and Federal Reserve Bank whereby the Company could were:

have borrowed an additional $114.8 billion and $101.0 billion at Parent

December 31, 2022 and 2021, respectively, based on collateral (Doliars in Millions) Company Consolidated

available. 2028 $ 899 $ 4,854
2024 . 5,424 5,490
2025 . 1,965 5,498
2026 ... . 3,978 7,397
2027 . 3,722 3,751
Thereafter . ........................ 10,995 12,839
Total oo $26,983 $39,829
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Shareholders’ Equity

At December 31, 2022 and 2021, the Company had authority to
issue 4 billion shares of common stock and 50 million shares of
preferred stock. The Company had 1.5 billion shares of common

stock outstanding at December 31, 2022 and 2021. The
Company had 31 million shares reserved for future issuances,
primarily under its stock incentive plans at December 31, 2022.

The number of shares issued and outstanding and the carrying amount of each outstanding series of the Company’s preferred stock were

as follows:
2022 2021
Shares Shares

Issued and Liquidation Carrying Issued and Liquidation Carrying
(Dollars in Millions) QOutstanding Preference Discount Amount Outstanding Preference Discount Amount
SeriesA 12,510 $1,251 $145 $1,106 12,510 $1,251 $145 $1,106
SeriesB ... 40,000 1,000 - 1,000 40,000 1,000 - 1,000
Seriesd .o 40,000 1,000 7 993 40,000 1,000 7 993
SeriesK ..o 23,000 575 10 565 23,000 575 10 565
SeriesL ... 20,000 500 14 486 20,000 500 14 486
SeriesM . ... 30,000 750 21 729 30,000 750 21 729
SeriesN . ... . 60,000 1,500 8 1,492 60,000 1,500 8 1,492
SeriesO ... 18,000 450 13 437 - - - -
Total preferred stock@ . ............ 243,510 $7,026 $218  $6,808 225,510 $6,576 $205 $6,371

(a) The par value of all shares issued and outstanding at December 31, 2022 and 2021, was $1.00 per share.

During 2022, the Company issued depositary shares
representing an ownership interest in 18,000 shares of Series O
Non-Cumulative Perpetual Preferred Stock with a liquidation
preference of $25,000 per share (the “Series O Preferred Stock”).
The Series O Preferred Stock has no stated maturity and will not
be subject to any sinking fund or other obligation of the
Company. Dividends, if declared, will accrue and be payable
quarterly, in arrears, at a rate per annum equal to 4.50 percent.
The Series O Preferred Stock is redeemable at the Company’s
option, in whole or in part, on or after April 15, 2027. The
Series O Preferred Stock is redeemable at the Company’s option,
in whole, but not in part, prior to April 15, 2027 within 90 days
following an official administrative or judicial decision, amendment
to, or change in the laws or regulations that would not allow the
Company to treat the full liquidation value of the Series O
Preferred Stock as Tier 1 capital for purposes of the capital
adequacy guidelines of the Federal Reserve Board.

During 2021, the Company issued depositary shares
representing an ownership interest in 60,000 shares of Series N
Fixed Rate Reset Non-Cumulative Perpetual Preferred Stock with
a liquidation preference of $25,000 per share (the “Series N
Preferred Stock”). The Series N Preferred Stock has no stated
maturity and will not be subject to any sinking fund or other
obligation of the Company. Dividends, if declared, will accrue and
be payable quarterly, in arrears, at a rate per annum equal to
3.70 percent from the date of issuance to, but excluding,
January 15, 2027, and thereafter will accrue and be payable
quarterly at a floating rate per annum equal to the five-year
treasury rate plus 2.541 percent. The Series N Preferred Stock is
redeemable at the Company’s option, in whole or in part, on or
after January 15, 2027. The Series N Preferred Stock is
redeemable at the Company’s option, in whole, but not in part,
prior to January 15, 2027 within 90 days following an official
administrative or judicial decision, amendment to, or change in
the laws or regulations that would not allow the Company to treat

the full liquidation value of the Series N Preferred Stock as Tier 1
capital for purposes of the capital adequacy guidelines of the
Federal Reserve Board.

During 2021, the Company issued depositary shares
representing an ownership interest in 30,000 shares of Series M
Non-Cumulative Perpetual Preferred Stock with a liquidation
preference of $25,000 per share (the “Series M Preferred Stock”).
The Series M Preferred Stock has no stated maturity and will not
be subject to any sinking fund or other obligation of the
Company. Dividends, if declared, will accrue and be payable
quarterly, in arrears, at a rate per annum equal to 4.00 percent.
The Series M Preferred Stock is redeemable at the Company’s
option, in whole or in part, on or after April 15, 2026. The
Series M Preferred Stock is redeemable at the Company’s
option, in whole, but not in part, prior to April 15, 2026 within
90 days following an official administrative or judicial decision,
amendment to, or change in the laws or regulations that would
not allow the Company to treat the full liquidation value of the
Series M Preferred Stock as Tier 1 capital for purposes of the
capital adequacy guidelines of the Federal Reserve Board.

During 2020, the Company issued depositary shares
representing an ownership interest in 20,000 shares of Series L
Non-Cumulative Perpetual Preferred Stock with a liquidation
preference of $25,000 per share (the “Series L Preferred Stock”).
The Series L Preferred Stock has no stated maturity and will not
be subject to any sinking fund or other obligation of the
Company. Dividends, if declared, will accrue and be payable
quarterly, in arrears, at a rate per annum equal to 3.75 percent.
The Series L Preferred Stock is redeemable at the Company’s
option, in whole or in part, on or after January 15, 2026. The
Series L Preferred Stock is redeemable at the Company’s option,
in whole, but not in part, prior to January 15, 2026 within 90 days
following an official administrative or judicial decision, amendment
to, or change in the laws or regulations that would not allow the
Company to treat the full liquidation value of the Series L
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Preferred Stock as Tier 1 capital for purposes of the capital
adequacy guidelines of the Federal Reserve Board.

During 2018, the Company issued depositary shares
representing an ownership interest in 23,000 shares of Series K
Non-Cumulative Perpetual Preferred Stock with a liquidation
preference of $25,000 per share (the “Series K Preferred Stock”).
The Series K Preferred Stock has no stated maturity and will not
be subject to any sinking fund or other obligation of the
Company. Dividends, if declared, will accrue and be payable
quarterly, in arrears, at a rate per annum equal to 5.50 percent.
The Series K Preferred Stock is redeemable at the Company’s
option, in whole or in part, on or after October 15, 2023. The
Series K Preferred Stock is redeemable at the Company’s option,
in whole, but not in part, prior to October 15, 2023 within 90 days
following an official administrative or judicial decision, amendment
to, or change in the laws or regulations that would not allow the
Company to treat the full liquidation value of the Series K
Preferred Stock as Tier 1 capital for purposes of the capital
adequacy guidelines of the Federal Reserve Board.

During 2017, the Company issued depositary shares
representing an ownership interest in 40,000 shares of Series J
Non-Cumulative Perpetual Preferred Stock with a liquidation
preference of $25,000 per share (the “Series J Preferred Stock”).
The Series J Preferred Stock has no stated maturity and will not
be subject to any sinking fund or other obligation of the
Company. Dividends, if declared, will accrue and be payable
semiannually, in arrears, at a rate per annum equal to
5.300 percent from the date of issuance to, but excluding,

April 15, 2027, and thereafter will accrue and be payable
quarterly at a floating rate per annum equal to the three-month
London Interbank Offered Rate (“LIBOR”) plus 2.914 percent. The
Series J Preferred Stock is redeemable at the Company’s option,
in whole or in part, on or after April 15, 2027. The Series J
Preferred Stock is redeemable at the Company’s option, in
whole, but not in part, prior to April 15, 2027 within 90 days
following an official administrative or judicial decision, amendment
to, or change in the laws or regulations that would not allow the
Company to treat the full liquidation value of the Series J
Preferred Stock as Tier 1 capital for purposes of the capital
adequacy guidelines of the Federal Reserve Board.

During 2010, the Company issued depositary shares
representing an ownership interest in 5,746 shares of Series A
Non-Cumulative Perpetual Preferred Stock (the “Series A
Preferred Stock”) to investors, in exchange for their portion of
USB Capital IX Income Trust Securities. During 2011, the
Company issued depositary shares representing an ownership
interest in 6,764 shares of Series A Preferred Stock to USB
Capital IX, thereby settling the stock purchase contract
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established between the Company and USB Capital IX as part of
the 2006 issuance of USB Capital IX Income Trust Securities. The
preferred shares were issued to USB Capital IX for the purchase
price specified in the stock forward purchase contract. The Series
A Preferred Stock has a liquidation preference of $100,000 per
share, no stated maturity and will not be subject to any sinking
fund or other obligation of the Company. Dividends, if declared,
will accrue and be payable quarterly, in arrears, at a rate per
annum equal to the greater of three-month LIBOR plus

1.02 percent or 3.50 percent. The Series A Preferred Stock is
redeemable at the Company’s option, subject to prior approval
by the Federal Reserve Board.

During 2006, the Company issued depositary shares
representing an ownership interest in 40,000 shares of Series B
Non-Cumulative Perpetual Preferred Stock with a liquidation
preference of $25,000 per share (the “Series B Preferred Stock”).
The Series B Preferred Stock has no stated maturity and will not
be subject to any sinking fund or other obligation of the
Company. Dividends, if declared, will accrue and be payable
quarterly, in arrears, at a rate per annum equal to the greater of
three-month LIBOR plus .60 percent, or 3.50 percent. The Series
B Preferred Stock is redeemable at the Company’s option,
subject to the prior approval of the Federal Reserve Board.

Dividends for certain of the Company’s outstanding series of
preferred stock described above are, or will in the future be,
calculated by reference to LIBOR. The interest rate on these
series of preferred stock will transition pursuant to the LIBOR Act
to a rate based on SOFR after June 30, 2023.

During 2022, 2021 and 2020, the Company repurchased
shares of its common stock under various authorizations
approved by its Board of Directors. The Company suspended all
common stock repurchases at the beginning of the third quarter
of 2021 and continuing through the remainder of 2022, except
for those done exclusively in connection with its stock-based
compensation programs, due to its pending acquisition of MUB’s
core regional banking franchise. The Company does not expect
to commence repurchasing its common stock again until its
common equity tier 1 ratio approximates 9.0 percent, at which
time the Company will assess its capital position relative to
existing and proposed regulatory capital requirements.

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

(Dollars and Shares in Millions) Shares Value
2022 1 $ 69
2021 28 1,556
2020 . 31 1,661




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

Unrealized Gains

Unrealized Gains

(Losses) on  (Losses) on Investment  Unrealized Gains
Investment Securities Transferred (Losses) on  Unrealized Gains
Securities  From Available-For-Sale Derivative (Losses) on  Foreign Currency
(Dollars in Millions) Available-For-Sale to Held-To-Maturity Hedges Retirement Plans Translation Total
2022
Balance at beginning of period ............. $ 540 $ (935) $ (85) $(1,426) $(37) $ (1,943
Changes in unrealized gains (losses) ...... (13,656) - (75) 526 - (18,205)
Transfer of securities from available-for-sale
to held-to-maturity ................... 4,413 (4,413) - - - -
Foreign currency translation adjustment®@ . . . - - - - (10) (10)
Reclassification to earnings of realized
(gains)losses ... (20) 400 36 128 - 544
Applicable income taxes ................ 2,345 1,015 10 (167) 4 3,207
Balance atend of period .................. $ (6,378) $(3,933) $(114) $ (939) $(43) $(11,407)
2021
Balance at beginning of period . ............ $ 2,417 $ - $(189) $(1,842) $64) $ 322
Changes in unrealized gains and losses . . . . (3,698) - 125 400 - (8,173)
Transfer of securities from available-for-sale
to held-to-maturity ................... 1,289 (1,289) - - - -
Foreign currency translation adjustment@ . . . - - - - 35 35
Reclassification to earnings of realized gains
andlosses .......... . (103) 36 14 157 - 104
Applicable income taxes ................ 635 318 (35) (141) 8 769
Balance atend of period .................. $ 540 $ (935) $ (85) $(1,426) $37) $ (1,943
2020
Balance at beginning of period . ............ $ 379 $ - $ (51) $(1,636) $©65) $ (1,373)
Changes in unrealized gains and losses . . . . 2,905 - (194) (401) - 2,310
Foreign currency translation adjustment®@ . . . - - - - 2 2
Reclassification to earnings of realized gains
andlosses .......... . (177) - 10 125 - (42)
Applicable income taxes ................ (690) - 46 70 (1) (575)
Balance atend of period .................. $ 2,417 $ - $(189) $(1,842) $64) $ 322

(@) Represents the impact of changes in foreign currency exchange rates on the Company'’s investment in foreign operations and related hedges.
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Additional detail about the impact to net income for items reclassified out of accumulated other comprehensive income (loss) and into

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

Impact to Net Income Affected Line Item in the

(Dollars in Millions) 2022 2021 2020 Consolidated Statement of Income
Unrealized gains (losses) on investment securities available-for-sale
Realized gains (losses) on sale of investment securities . .. ................ $ 20 $103 $177 Securities gains (losses), net
@) (26) (45)  Applicable income taxes
15 77 132 Net-of-tax
Unrealized gains (losses) on investment securities transferred from
available-for-sale to held-to-maturity
Amortization of unrealized gains (I0SSES) . ... (400) (36) - Interest income
119 9 - Applicable income taxes
(281) (27) - Net-of-tax
Unrealized gains (losses) on derivative hedges
Realized gains (losses) on derivative hedges ............. ... ... ....... (36) (14) (10)  Interest expense
9 4 3 Applicable income taxes
(27) (10) (7)  Net-of-tax
Unrealized gains (losses) on retirement plans
Actuarial gains (losses) and prior service cost (credit) amortization . ......... (128) (157) (125)  Other noninterest expense
33 40 32 Applicable income taxes
(95) (117) (93)  Net-of-tax
Total impact to NEtINCOME . . ...t $(388) $ (77) $ 32

Regulatory Capital The Company uses certain measures
defined by bank regulatory agencies to assess its capital. The
regulatory capital requirements effective for the Company follow
Basel lll, with the Company being subject to calculating its capital
adequacy as a percentage of risk-weighted assets under the
standardized approach.

Tier 1 capital is considered core capital and includes common
shareholders’ equity adjusted for the aggregate impact of certain
items included in other comprehensive income (loss) (“common
equity tier 1 capital”), plus qualifying preferred stock, trust
preferred securities and noncontrolling interests in consolidated
subsidiaries subject to certain limitations. Total risk-based capital
includes Tier 1 capital and other items such as subordinated debt
and the allowance for credit losses. Capital measures are stated
as a percentage of risk-weighted assets, which are measured
based on their perceived credit risks and include certain
off-balance sheet exposures, such as unfunded loan
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commitments, letters of credit, and derivative contracts.
Beginning in 2022, the Company began to phase into its
regulatory capital requirements the cumulative deferred impact of
its 2020 adoption of the accounting guidance related to the
impairment of financial instruments based on the current
expected credit losses (“CECL”) methodology plus 25 percent of
its quarterly credit reserve increases over the past two years. This
cumulative deferred impact will be phased into the Company’s
regulatory capital over the next three years, culminating with a
fully phased in regulatory capital calculation beginning in 2025.

The Company is also subject to leverage ratio requirements,
which is defined as Tier 1 capital as a percentage of adjusted
average assets under the standardized approach and Tier 1
capital as a percentage of total on- and off-balance sheet
leverage exposure under more risk-sensitive advanced
approaches.



The following table provides a summary of the regulatory capital requirements in effect, along with the actual components and ratios for
the Company and its bank subsidiaries, at December 31, 2022 and 2021:

MUFG Union
Bank National
U.S. Bancorp U.S. Bank National Association Association
(Dollars in Millions) 2022 2021 2022 2021 2022
Basel Il standardized approach:
Common equity tier 1 capital ................ciiiiiii... $ 41,560 $ 41,701 $ 46,681 $ 45,000 $10,888
Tier 1 capital ... ... 48,813 48,516 47,127 45,444 10,888
Totalrisk-based capital . ......... ... .. 59,015 56,250 56,736 53,125 11,565
Risk-weighted assets ......... ... i 496,500 418,571 436,764 412,979 58,641
Common equity tier 1 capital as a percent of risk-weighted
ASSELS L 8.4% 10.0% 10.7% 10.9% 18.6%
Tier 1 capital as a percent of risk-weighted assets .............. 9.8 1.6 10.8 11.0 18.6
Total risk-based capital as a percent of risk-weighted assets . . . . . . 11.9 134 138.0 12.9 19.7
Tier 1 capital as a percent of adjusted quarterly average assets
(leverage ratio) . ... ..o 7.9 8.6 8.1 8.2 10.9
Tier 1 capital as a percent of total on- and off-balance sheet leverage
exposure (total leverage exposure ratio) . ....................... 6.4 6.9 6.5 6.6 10.1
Well-
Minimum@ Capitalized
Bank Regulatory Capital Requirements
Common equity tier 1 capital as a percent of risk-weighted assets .......... ... i 7.0% 6.5%
Tier 1 capital as a percent of risk-weighted assets . . ... ... 8.5 8.0
Total risk-based capital as a percent of risk-weighted assets . ....... ... i i 10.5 10.0
Tier 1 capital as a percent of adjusted quarterly average assets (leverageratio) . . . ... 4.0 5.0
Tier 1 capital as a percent of total on- and off-balance sheet leverage exposure (total leverage exposure ratio) ... ... 3.0 3.00)

(@ The minimum common equity tier 1 capital, tier 1 capital and total risk-based capital ratio requirements reflect a stress capital buffer requirement of 2.5 percent. Banks and financial services
holding companies must maintain minimum capital levels, including a stress capital buffer requirement, to avoid limitations on capital distributions and certain discretionary compensation

payments.

(b) A minimum well-capitalized threshold does not apply to U.S. Bancorp for this ratio as it is not formally defined under applicable banking regulations for bank holding companies.

Noncontrolling interests principally represent third-party
investors’ interests in consolidated entities, including preferred
stock of consolidated subsidiaries. During 2006, the Company’s
banking subsidiary formed USB Realty Corp., a real estate
investment trust, for the purpose of issuing 5,000 shares of
Fixed-to-Floating Rate Exchangeable Non-cumulative Perpetual
Series A Preferred Stock with a liquidation preference of
$100,000 per share (“Series A Preferred Securities”) to third-party
investors. Dividends on the Series A Preferred Securities, if
declared, will accrue and be payable quarterly, in arrears, at a
rate per annum equal to three-month LIBOR plus 1.147 percent.
If USB Realty Corp. has not declared a dividend on the Series A
Preferred Securities before the dividend payment date for any

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

The Series A Preferred Securities will be redeemable, in whole
or in part, at the option of USB Realty Corp. on each fifth
anniversary after the dividend payment date occurring in January
2012. Any redemption will be subject to the approval of the Office
of the Comptroller of the Currency. During 2016, the Company
purchased 500 shares of the Series A Preferred Securities held
by third-party investors. As of December 31, 2022, 4,500 shares
of the Series A Preferred Securities remain outstanding.
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Earnings Per Share

The components of earnings per share were:
Year Ended December 31

(Dollars and Shares in Millions, Except Per Share Data) 2022 2021 2020
Net income attributable to U.S. BanNCOM . . . . .o oottt e e e e e e e $5,825 $7,963 $4,959
Preferred diVIDeNds . . . .. ..o (296) (303) (304)
Impact of preferred stock call and redemption ......... .. - (17)@ (13)®
Eamings allocated to participating stock awards . ...... ... (28) (38) 21)
Net income applicable to U.S. Bancorp common shareholders . ... $5,501 $7,605 $4,621
Average common shares OutStanding . . .. ..ot 1,489 1,489 1,509
Net effect of the exercise and assumed purchase of stockawards ............................. 1 1 1
Average diluted common shares outstanding .. ... 1,490 1,490 1,510
Earnings per COMMON SNAME . . ...\ttt $ 3.69 $ 5.11 $ 3.06
Diluted earnings Per COMMON SNAIE . . .. .. ..\t $ 3.69 $ 5.10 $ 3.06

(@) Represents stock issuance costs originally recorded in preferred stock upon the issuance of the Company’s Series | and Series F Preferred Stock that were reclassified to retained earnings on

the date the Company announced its intent to redeem the outstanding shares.

(b) Represents stock issuance costs originally recorded in preferred stock upon the issuance of the Company’s Series H Preferred Stock that were reclassified to retained earnings on the date the

Company announced its intent to redeem the outstanding shares.

Options outstanding at December 31, 2022 and 2020, to purchase 1 million and 2 million common shares, respectively, were not
included in the computation of diluted earnings per share for the years ended December 31, 2022 and 2020, because they were

antidilutive.

Employee Benefits

Employee Retirement Savings Plan The Company has a
defined contribution retirement savings plan that covers
substantially all its employees. Qualified employees are allowed to
contribute up to 75 percent of their annual compensation, subject
to Internal Revenue Service limits, through salary deductions
under Section 401 (k) of the Internal Revenue Code. Employee
contributions are invested at their direction among a variety of
investment alternatives. Employee contributions are 100 percent
matched by the Company, up to four percent of each employee’s
eligible annual compensation. The Company’s matching
contribution vests immediately and is invested in the same
manner as each employee’s future contribution elections. Total
expense for the Company’s matching contributions was

$211 million, $213 million and $192 million in 2022, 2021 and
2020, respectively.

Pension and Postretirement Welfare Plans The Company
has tax qualified noncontributory defined benefit pension plans,
nonqualified pension plans and postretirement welfare plans. As
part of the transaction discussed in Note 3, the Company
assumed the December 1, 2022 assets and obligations of four
MUB retiree benefit plans based on the Company’s share of the
underlying participant obligations of the respective plans.

Pension Plans The funded tax qualified noncontributory defined
benefit pension plans are the U.S. Bank Pension Plan, U.S. Bank
Legacy Pension Plan and the U.S. Bank MUFG Pension Plan. The
plans provide benefits to substantially all the Company’s
employees. Participants receive annual cash balance pay credits
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based on eligible pay multiplied by a percentage determined by
their age and/or years of service, as defined by the plan
documents. Participants also receive an annual interest credit.
Generally, employees become vested upon completing three
years of vesting service. The U.S. Bank MUFG Pension Plan was
closed to new participants effective December 1, 2022, and
existing participants became vested effective January 1, 2023.
The Company did not contribute to its qualified pension plans in
2022 and 2021 and does not expect to contribute to the plans in
2023.

The Company also maintains two non-qualified plans that are
unfunded and provide benefits to certain employees. The
assumptions used in computing the accumulated benefit
obligation, the projected benefit obligation and net pension
expense are substantially consistent with those assumptions
used for the funded qualified plans. The U.S. Bank MUFG
Supplemental Executive Retirement Plan was closed to new
participants effective December 31, 2016. In 2023, the Company
expects to contribute approximately $26 million to its non-
qualified pension plans, which equals the 2023 expected benefit
payments.

Postretirement Welfare Plans In addition to providing pension
benefits, the Company has funded and unfunded postretirement
welfare plans available to certain eligible participants based on
their hire or retirement date. The plans are closed to new
participants. In 2023, the Company expects to contribute
approximately $4 million to its postretirement welfare plans.



The following table summarizes the changes in benefit obligations and plan assets for the years ended December 31, and the funded
status and amounts recognized in the Consolidated Balance Sheet at December 31 for the retirement plans:

Pension Plans

Postretirement
Welfare Plans

(Dollars in Millions) 2022 2021 2022 2021
Change In Projected Benefit Obligation(@
Benefit obligation at beginning of measurement period . ... ... $8,030 $ 7,805 $34 $38
SEIVICE COSE . o ot 280 265 - -
INTErESt COSt . . .t 248 219 1 1
Participants’ contributions .. .. ... e - - 3 4
Plan amendments . .. ... . 2 - - -
Actuarial (Qain) 0SS . . .. oot (2,250) 4) (6) 2)
Lump sum settlements . ... o (76) (71) - -
Benefit payments . . ... (195) (184) 8) (7)
Acquisitions (dIVESTITUIES) . .. ... o 578 - 27 -
Benefit obligation at end of measurement period® .. ... . ... $6,617 $ 8,030 $51 $34
Change In Fair Value Of Plan Assets
Fair value at beginning of measurement Period .. ......... ... $8,113 $ 7,498 $ - $ -
Actual return on plan @SSELS . .. ..ot e (1,245) 844 (1) -
Employer contributions . . . . ..o 28 26 5 3
Participants’ contributions .. .. ... . - - 4 4
Lump sum settlements .. ... (76) (71) - -
Benefit payments . . ... (195) (184) 8) (7)
Acquisitions (diVESTITUrES) . .. ...t 750 - 42 -
Fair value at end of measurement PEAOT . . ... ...ttt $7,375 $8,113 $ 42 $ -
Funded (Unfunded) Status ........... ... ... .. . $ 758 $ 83 $ 9 $(34)
Components Of The Consolidated Balance Sheet
NONCUIMENt DENEFIt ASSET . . . .\ $ 1,286 $ 776 $15 $ -
Current benefit liability . ... ... (25) (26) (4) 5)
Noncurrent benefit lability . ... ... ... (503) (667) (20) (29)
RECOGNIZEA @MOUNT . . .ttt $ 758 $ 83 $ (9) $(34)
Accumulated Other Comprehensive Income (Loss), Pretax
Net actuarial (I0SS) GaIN . . . ..t $(1,326) $(1,989) $57 $58
Net prior service credit (COS) .. ..ottt 12 16 5 8
RECOGNIZEA @MOUNT . . . .\ $(1,314) $(1,973) $ 62 $ 66

(@) The decrease in the projected benefit obligation for 2022 was primarily due to a higher discount rate partially offset by the acquired MUB benefit obligations, and the increase for 2021 was

primarily due to demographic experience partially offset by a higher discount rate.
(b) At December 31, 2022 and 2021, the accumulated benefit obligation for all pension plans was $5.0 billion and $7.3 billion, respectively.

The following table provides information for pension plans with benefit obligations in excess of plan assets at December 31:

Pension Plans

Postretirement Welfare Plans

(Dollars in Millions) 2022

2021

2022 2021

Plans with Projected Benefit Obligations in Excess of Plan Assets
Projected benefit obligation .. ... ... . e $528
Fair value of plan assets . ... ... -
Plans with Accumulated Benefit Obligations in Excess of Plan Assets
Accumulated benefit obligation . ........ ... $487
Fair value of plan assets ... ... -
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The following table sets forth the components of net periodic benefit cost and other amounts recognized in accumulated other
comprehensive income (loss) for the years ended December 31 for the retirement plans:

Pension Plans Postretirement Welfare Plans

(Dollars in Millions) 2022 2021 2020 2022 2021 2020
Components Of Net Periodic Benefit Cost

SEVICE COSE . ..ottt $ 280 $ 265 $235 $- $- $ -

INterest CoSt . . ..o 248 219 235 1 1 1

Expected returnonplanassets ......... ... . i (481) (450) (403) - - 3)

Prior service cost (credit) amortization ............. ... .. ... ... ... 2) 2 - ) ) Q)

Actuarial loss (gain) amortization .......... ... e 140 169 134 (7) (7) 6)
Net periodic benefit CoSt . ... ... $185 $ 201 $ 201 $(9) $(9) $(11)
Other Changes In Plan Assets And Benefit Obligations

Recognized In Other Comprehensive Income (Loss)

Net actuarial gain (loss) arising duringtheyear ...................... $523 $ 398 $(420) $5 $2 $ 1

Net actuarial loss (gain) amortized during theyear ................... 140 169 134 (7) (7) 6)

Net prior service (cost) credit arising duringtheyear . ................. 2) - 18 - - -

Net prior service cost (credit) amortized during theyear . .............. 2) 2 - ©)) ©)) Q)
Total recognized in other comprehensive income (10SS) . ................ $ 659 $ 565 $(268) $(5) $(8) $ (8)
Total recognized in net periodic benefit cost and other comprehensive

INCOME (I0SS) .+« v v vttt $474 $ 364 $(469) $4 $1 $ 3

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

Postretirement

Pension Plans Welfare Plans

(Dollars in Millions) 2022 2021 2022 2021
DISCOUNt rate . .. 5.55% 3.00% 5.43% 2.37%
Cash balance interest creditingrate . ... 3.36 3.00 * *
Rate of compensation iNCrease@ . . ... ... ... 4183 3.56 * *
Health care cost trend rate®)

Priortoage B5 . .. .o 6.50% 5.75%

AREr age B . .o 6.50% 5.75%

(a) Determined on an active liability-weighted basis.

(b) The 2022 pre-65 and post-65 rates are both assumed to decrease gradually to 5.00 percent by 2029 and remain at this level thereafter, and the 2021 pre-65 and post-65 rates were both
assumed to decrease gradually to 5.00 percent by 2025 and remain at this level thereafter.

* Not applicable

The following table sets forth weighted average assumptions used to determine net periodic benefit cost for the years ended
December 31:

Pension Plans Postretirement Welfare Plans

(Dollars in Millions) 2022 2021 2020 2022 2021 2020
Discount rate . ... ..o 3.00% 2.75% 3.40% 2.37% 2.37% 2.80%
Cash balance interest creditingrate ........... ... .. i 3.00 3.00 3.00 * * *
Expected return on planassets® .......... ... 6.50 6.50 7.25 6.50 * 3.50
Rate of compensation increase®) . .......... .. .. ... i 3.56 3.56 3.56 * * *
Health care cost trend ratet©

Priortoage B5 .. ... 5.75% 5.75% 6.25%

Afterage B5 . ... 5.75 5.75 6.25

(@) With the help of an independent pension consultant, the Company considers several sources when developing its expected long-term rates of return on plan assets assumptions, including, but
not limited to, past returns and estimates of future returns given the plans’ asset allocation, economic conditions, and peer group LTROR information. The Company determines its expected
long-term rates of return reflecting current economic conditions and plan assets.

(b) Determined on an active liability weighted basis.

(c) The 2022, 2021 and 2020 pre-65 and post-65 rates were both assumed to decrease gradually to 5.00 percent by 2025 and remain at that level thereafter.

* Not applicable
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Investment Policies and Asset Allocation In establishing its
investment policies and asset allocation strategies, the Company
considers expected returns and the volatility associated with
different strategies. An independent consultant performs
modeling that projects numerous outcomes using a broad range
of possible scenarios, including a mix of possible rates of inflation
and economic growth. Starting with current economic
information, the model bases its projections on past relationships
between inflation, fixed income rates and equity returns when
these types of economic conditions have existed over the
previous 30 years, both in the United States and in foreign
countries. Estimated future returns and other actuarially
determined adjustments are also considered in calculating the
estimated return on assets.

Generally, based on historical performance of the various
investment asset classes, investments in equities have
outperformed other investment classes but are subject to higher
volatility. In an effort to minimize volatility, while recognizing the
long-term up-side potential of investing in equities, the
Company’s Compensation and Human Resources Committee
has determined that a target asset allocation of 35 percent long
duration bonds, 30 percent global equities, 10 percent real
assets, 10 percent private equity funds, 5 percent domestic mid-
small cap equities, 5 percent emerging markets equities, and
5 percent hedge funds is appropriate.

At December 31, 2022 and 2021 plan assets included an
asset management arrangement with a related party totaling
$87.8 million and $55.3 million, respectively.

In accordance with authoritative accounting guidance, the
Company groups plan assets into a three-level hierarchy for
valuation techniques used to measure their fair value based on
whether the valuation inputs are observable or unobservable.
Refer to Note 22 for further discussion on these levels.

The assets of the qualified pension plans include investments
in equity and U.S. Treasury securities whose fair values are
determined based on quoted prices in active markets and are
classified within Level 1 of the fair value hierarchy. The qualified
pension plans also invest in U.S. agency, corporate and municipal
debt securities, which are all valued based on observable market
prices or data by third party pricing services, and mutual funds
which are valued based on quoted net asset values provided by
the trustee of the fund; these assets are classified as Level 2.
Additionally, the qualified pension plans invest in certain assets
that are valued based on net asset values as a practical
expedient, including investments in collective investment funds,
hedge funds, and private equity funds; the net asset values are
provided by the fund trustee or administrator and are not
classified in the fair value hierarchy.

The following table summarizes plan investment assets measured at fair value at December 31:

Qualified Pension Plans

Postretirement Welfare Plans

2022 2021 2022
(Dollars in Millions) Level 1 Level2  Level 3 Total Level 1 Level2  Level 3 Total | Level 1 Level2  Level3  Total
Cash and cash equivalents . . . . . $ 202 $§ - $- $ 202 43 ¢ - $- $ 43 $7 $- - $7
Debt securities .............. 961 855 - 1,816 1,022 1,096 - 2,118 5 4 - 9
Mutual funds
Debt securities . ........... - 382 - 382 - 409 - 409 - 2 - 2
Emerging markets equity
securities .. ...l - 156 - 156 - 188 - 188 - 1 - 1
Other ...................... - - 6 6 - - 4 4 - — - -
$1,163 $1,393 $6 2,562 | $1,065 $1,693 $4 2,762 $12 $7 $- 19
Plan investment assets not
classified in fair value
hierarchyf):
Collective investment funds
Domestic equity securities . . . 1,494 1,958 7
Mid-small cap equity
securities® . ... 313 433 2
International equity
securities .. ... 620 867 3
Domestic real estate
securities . ... ... 907 829 4
Hedge funds© . .............. 451 450 2
Private equity funds@ . ........ 1,028 814 5
Total plan investment assets
atfairvalue ............. $7,375 $8,113 $42

(@) These investments are valued based on net asset value per share as a practical expedient; fair values are provided to reconcile to total investment assets of the plans at fair value.
(b) At December 31, 2022 and 2021, securities included $315 million and $433 million in domestic equities, respectively.

(c) This category consists of several investment strategies diversified across several hedge fund managers.

(d) This category consists of several investment strategies diversified across several private equity fund managers.
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The following table summarizes the changes in fair value for qualified pension plans investment assets measured at fair value using

significant unobservable inputs (Level 3) for the years ended December 31:

2022 2021 2020

(Dollars in Millions) Other Other Other

Balance at beginning Of PEriod . . . . . ..o oot $4 $6 $3

Unrealized gains (losses) relating to assets still held atend of year . ......... ... ... i it 2 2 3

Purchases, sales, and settlements, Net ... ... ... - - -

Balance at end Of PEIHOA . . . o . oottt et $6 $4 $6

The following benefit payments are expected to be paid from the retirement plans for the years ended December 31:

Pension Postretirement
(Dollars in Millions) Plans Welfare Plans(@
202 L $ 337 $5
202 e 332 5
202D 387 5
2028 . o 394 5
2027 e 409 5
2028-2082 . o 2,359 19

(@) Net of expected retiree contributions.
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Stock-Based Compensation

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

three to five years and are subject to forfeiture if certain vesting
requirements are not met. Stock incentive plans of acquired
companies are generally terminated at the merger closing dates.
Participants under such plans receive the Company’s common
stock, options to buy the Company’s common stock, or long
term cash incentives, based on the conversion terms of the
various merger agreements. At December 31, 2022, there were
20 million shares (subject to adjustment for forfeitures) available
for grant under the Company’s stock incentive plan.

Stock Option Awards
The following is a summary of stock options outstanding and exercised under prior and existing stock incentive plans of the Company:
Weighted- Weighted-Average Aggregate
Stock Average Remaining Intrinsic Value
Year Ended December 31 Options/Shares Exercise Price Contractual Term (in millions)
2022
Number outstanding at beginning of period . .. ..................... 3,890,131 $42.58
EXErCiSed . ... (624,729) 32.87
Cancelled® . .. . (12,312) 50.97
Number outstanding at end of period® . .......................... 3,253,090 $44.42 2.7 $ -
Exercisable at end of period . ............ i 3,253,090 $44.42 2.7 $ -
2021
Number outstanding at beginning of period . .. ..................... 5,180,391 $40.38
EXErCiSed ... e (1,281,646) 33.66
Cancelled® . .. .. (8,614) 48.20
Number outstanding at end of period® . .......................... 3,890,131 $42.58 3.3 $53
Exercisable at end of period . ... 3,890,131 $42.58 3.3 $53
2020
Number outstanding at beginning of period . .. ..................... 5,718,256 $39.25
EXErCiSed . ..o (513,293) 27.48
Cancelled® . .. (24,572) 45.08
Number outstanding at end of period® . .......................... 5,180,391 $40.38 3.7 $32
Exercisable at end of period . .......... . 4,942,077 $39.68 3.6 $34

Note: The Company did not grant any stock option awards during 2022, 2021, and 2020.
(a) Options cancelled include both non-vested (i.e., forfeitures) and vested options.

(b) Outstanding options include stock-based awards that may be forfeited in future periods. The impact of the estimated forfeitures is reflected in compensation expense.

Stock-based compensation expense is based on the
estimated fair value of the award at the date of grant or
modification. The fair value of each option award is estimated on
the date of grant using the Black-Scholes option-pricing model,
requiring the use of subjective assumptions. Because employee

The following summarizes certain stock option activity of the Company:

stock options have characteristics that differ from those of traded
options, including vesting provisions and trading limitations that
impact their liquidity, the determined value used to measure
compensation expense may vary from the actual fair value of the
employee stock options.

Year Ended December 31 (Dollars in Millions) 2022 2021 2020
Fair value of OptioNS VESTEA . . ...t $ - $ 3 $ 7
Intrinsic value of OPtIoNS EXEICISEA . . . .. 15 27 11
Cash received from OptioNS EXEICISE . . . . ..ottt e 21 43 14
Tax benefit realized from OptioNS EXEICISEA . .. .. ... i 4 7 3
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To satisfy option exercises, the Company predominantly uses treasury stock.

Additional information regarding stock options outstanding as of December 31, 2022, is as follows:

Outstanding Options Exercisable Options

Weighted-
Average Weighted- Weighted-
Remaining Average Average
Contractual Exercise Exercise
Range of Exercise Prices Shares Life (Years) Price Shares Price
$30.01—=835.00 ... 141,571 A 33.95 141,571 33.95
$35.01—=340.00 .. ... 1,019,379 3.1 39.49 1,019,379 39.49
$40.01—345.00 ..o 1,242,665 1.7 42.44 1,242,665 42.44
$45.01—=$50.00 ..ot - - - - -
$50.01—855.01 .. 849,475 41 54.96 849,475 54.96
3,253,090 2.7 $44.42 3,253,090 $44.42
Restricted Stock and Unit Awards
A summary of the status of the Company’s restricted shares of stock and unit awards is presented below:
2022 2021 2020
Weighted- Weighted- Weighted-
Average Grant- Average Grant- Average Grant-
Date Fair Date Fair Date Fair
Year Ended December 31 Shares Value Shares Value Shares Value
Outstanding at beginning of
period ... 6,812,753 $51.04 6,343,313 $51.38 6,606,833 $48.99
Granted . ....... ... ..ol 4,109,793 55.62 4,512,995 52.54 3,552,923 53.90
Vested ...................... (8,690,666) 52.88 (8,798,978) 53.27 (3,534,770) 49.28
Cancelled ................... (351,054) 54.95 (249,577) 52.83 (281,673) 53.51
Outstanding at end of period . . . . .. 6,880,826 $52.59 6,812,753 $51.04 6,343,313 $51.38

The total fair value of shares vested was $198 million,
$191 million and $182 million for the years ended December 31,
2022, 2021 and 2020, respectively. Stock-based compensation
expense was $202 million, $207 million and $189 million for the
years ended December 31, 2022, 2021 and 2020, respectively.
On an after-tax basis, stock-based compensation was
$152 million, $155 million and $142 million for the years ended
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December 31, 2022, 2021 and 2020, respectively. As of
December 31, 2022, there was $158 million of total unrecognized
compensation cost related to nonvested share-based
arrangements granted under the plans. That cost is expected to
be recognized over a weighted-average period of 1.8 years as
compensation expense.



Income Taxes

The components of income tax expense were:

Year Ended December 31 (Dollars in Millions) 2022 2021 2020

Federal

CUIT BNt L o e e e e e $1,366 $1,203 $1,146

[ =T Y (108) 469 (291)
Federal INCOME 1aX . . ..o 1,258 1,672 855

State

UM BNt L e 401 398 355

[0S =Y Yo (196) 111 (144)
At INCOMIE 1A .+ v vttt 205 509 211
Total INCOME taX PrOVISION . . o v\ttt e e et e e e e e e e e e e e e $1,463 $2,181 $1,066

A reconciliation of expected income tax expense at the federal statutory rate of 21 percent to the Company’s applicable income tax

expense follows:

Year Ended December 31 (Dollars in Millions) 2022 2021 2020
Tax at StatULOry rate . . ... .ttt $1,533 $2,135 $1,271
State income tax, at statutory rates, net of federal tax benefit . ......... ... ... ... .. . 305 439 240
Tax effect of
Tax credits and benefits, net of related eXPENSES . . .. ...t (273) (331) (870)
TaX-EXEMPT INCOMIE . ot e (121) (114) (117)
Revaluation of tax related assets and liabilities® . ........ ... .. ... . . . . (79) — —
Nondeductible legal and regulatory EXPENSES . . ... oottt 37 24 29
(4TS 1 61 28 13
ApPlicable INCOME TAXES . . . .ottt e e e e e e e e e e e e e e $1,463 $2,181 $1,066

(@ The 2022 acquisition of MUB resulted in an increase in the Company’s state effective tax rate, requiring the Company to revalue its state deferred tax assets and liabilities. As a result of this

revaluation, the Company recorded an estimated net tax benefit of $79 million during 2022.

The tax effects of fair value adjustments on securities
available-for-sale, derivative instruments in cash flow hedges,
foreign currency translation adjustments, and pension and post-
retirement plans are recorded directly to shareholders’ equity as
part of other comprehensive income (loss).

In preparing its tax returns, the Company is required to
interpret complex tax laws and regulations and utilize income and
cost allocation methods to determine its taxable income. On an
ongoing basis, the Company is subject to examinations by
federal, state, local and foreign taxing authorities that may give

rise to differing interpretations of these complex laws, regulations
and methods. Due to the nature of the examination process, it
generally takes years before these examinations are completed
and matters are resolved. Federal tax examinations for all years
ending through December 31, 2014 are completed and resolved.
The Company’s tax returns for the years ended December 31,
2015 through December 31, 2020 are under examination by the
Internal Revenue Service. The years open to examination by
foreign, state and local government authorities vary by
jurisdiction.

A reconciliation of the changes in the federal, state and foreign uncertain tax position balances are summarized as follows:

Year Ended December 31 (Dollars in Millions) 2022 2021 2020
Balance at beginning Of PErIOT . . . .. oot $487 $474 $432
Additions for tax positions taken in Prior years . .. ... 35 14 62
Additions for tax positions taken in the current year . ... .. . 3 7 6
EXAM rES0IULIONS .« o . oot 8) (1) 8)
Statute eXPIratioNS . . . . .. (4) (7) (18)
Balance at end Of PEIHOT . . .. oottt $513 $487 $474

The total amount of uncertain tax positions that, if recognized,
would impact the effective income tax rate as of December 31,
2022, 2021 and 2020, were $294 million, $285 million and
$280 million, respectively. The Company classifies interest and
penalties related to uncertain tax positions as a component of
income tax expense. At December 31, 2022, the Company’s

uncertain tax position balance included $52 million of accrued
interest and penalties. During the years ended December 31,
2022, 2021 and 2020 the Company recorded approximately
$7 million, $5 million and $5 million, respectively, in interest and
penalties on uncertain tax positions.
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Deferred income tax assets and liabilities reflect the tax effect of estimated temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for the same items for income tax reporting purposes.

The significant components of the Company’s net deferred tax asset (liability) follows:

At December 31 (Dollars in Millions) 2022 2021
Deferred Tax Assets
Securities available-for-sale and financial INStruments . ... .. .. $ 3,992 $ 163
Federal, state and foreign net operating loss, credit carryforwards and other carryforwards . ........................ 2,677 2,331
AlloWanCe for Credit I0SSES . . ..ot 1,980 1,661
L0aNS 1,287 -
ACCIUEA BXPENSES . .+ ottt ettt et e e e e e e e e e e e e e 618 568
Obligation for operating I8aSeS . . . .« ot 368 281
Partnerships and other investment assets . ... ... o 112 —
StOCK COMIPENSAt 0N . ot 81 76
Pension and postretirement benefits . . ... ... - 8
Other deferred tax assets, NEt . . ... . 501 451
Gross deferred tax @SSES . . ... u i 11,616 5,439
Deferred Tax Liabilities
Leasing aCtiVIIES . . . oo (1,813) (2,263)
Goodwill and other intangible aSSets . . . .. ..ot (1,575) (845)
Mortgage ServiCiNg MgNES . . .. oot (815) (593)
Right of Use Operating IEaSES . . . . . .o oot (325) (246)
Pension and postretirement DENefits . .. .. ... . (172) -
FIXEA @SSEES . o .ot (125) (238)
0N o — (85)
Partnerships and other investment assets . ... ... - 8)
Other deferred tax liabilities, Net . .. .. . . (234) (127)
Gross deferred tax liabilities . . .. ... o (5,059) (4,405)
Valuation alloOWanCE . . .. oot (263) (249)
LA L B =Y =Y £ €= I IF= D Y=< S $ 6,294 $ 785

The Company has approximately $2.8 billion of federal, state
and foreign net operating loss carryforwards which expire at
various times beginning in 2023. A substantial portion of these
carryforwards relate to state-only net operating losses, for which
the related deferred tax asset is subject to a full valuation
allowance as the carryforwards are not expected to be realized
within the carryforward period. Management has determined it is
more likely than not the other net deferred tax assets could be
realized through carry back to taxable income in prior years,
future reversals of existing taxable temporary differences and
future taxable income.

In addition, the Company has $1.7 billion of federal credit
carryforwards which expire at various times through 2042 which
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are not subject to a valuation allowance as management believes
that it is more likely than not that the credits will be utilized within
the carryforward period.

At December 31, 2022, retained earnings included
approximately $102 million of base year reserves of acquired thrift
institutions, for which no deferred federal income tax liability has
been recognized. These base year reserves would be recaptured
if certain subsidiaries of the Company cease to qualify as a bank
for federal income tax purposes. The base year reserves also
remain subject to income tax penalty provisions that, in general,
require recapture upon certain stock redemptions of, and excess
distributions to, stockholders.



Derivative Instruments

In the ordinary course of business, the Company enters into
derivative transactions to manage various risks and to
accommodate the business requirements of its customers. The
Company recognizes all derivatives on the Consolidated Balance
Sheet at fair value in other assets or in other liabilities. On the date
the Company enters into a derivative contract, the derivative is
designated as either a fair value hedge, cash flow hedge, net
investment hedge, or a designation is not made as it is a
customer-related transaction, an economic hedge for asset/
liability risk management purposes or another stand-alone
derivative created through the Company’s operations (“free-
standing derivative”). When a derivative is designated as a fair
value, cash flow or net investment hedge, the Company performs
an assessment, at inception and, at a minimum, quarterly
thereafter, to determine the effectiveness of the derivative in
offsetting changes in the value or cash flows of the hedged
item(s).

Fair Value Hedges These derivatives are interest rate swaps the
Company uses to hedge the change in fair value related to
interest rate changes of its underlying available-for-sale
investment securities and fixed-rate debt. 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.

Cash Flow Hedges These derivatives are interest rate swaps
the Company uses to hedge the forecasted cash flows from its
underlying variable-rate loans and debt. Changes in the fair value
of derivatives designated as cash flow hedges are recorded in
other comprehensive income (loss) until the cash flows of the
hedged items are realized. If a derivative designated as a cash
flow hedge is terminated or ceases to be highly effective, the gain
or loss in other comprehensive income (loss) is amortized to
earnings over the period the forecasted hedged transactions
impact earnings. If a hedged forecasted transaction is no longer
probable, hedge accounting is ceased and any gain or loss
included in other comprehensive income (loss) is reported in
earnings immediately, unless the forecasted transaction is at least
reasonably possible of occurring, whereby the amounts remain
within other comprehensive income (loss). At December 31,
2022, the Company had $114 million (net-of-tax) of realized and
unrealized losses on derivatives classified as cash flow hedges
recorded in other comprehensive income (loss), compared with
$85 million (net-of-tax) of realized and unrealized losses at
December 31, 2021. The estimated amount to be reclassified
from other comprehensive income (loss) into earnings during the

next 12 months is a loss of $52 million (net-of-tax). All cash flow
hedges were highly effective for the twelve months ended
December 31, 2022. There were no derivatives held as cash flow
hedges at December 31, 2021.

Net Investment Hedges The Company uses forward
commitments to sell specified amounts of certain foreign
currencies, and non-derivative debt instruments, to hedge the
volatility of its net investment in foreign operations driven by
fluctuations in foreign currency exchange rates. The carrying
amount of non-derivative debt instruments designated as net
investment hedges was $1.3 billion at December 31, 2022 and
December 31, 2021.

Other Derivative Positions The Company enters into free-
standing derivatives to mitigate interest rate risk and for other risk
management purposes. These derivatives include forward
commitments to sell to-be-announced securities (“TBAs”) and
other commitments to sell residential mortgage loans, which are
used to economically hedge the interest rate risk related to
mortgage loans held for sale (“MLHFS”) and unfunded mortgage
loan commitments. The Company also enters into interest rate
swaps, swaptions, forward commitments to buy TBAs, U.S.
Treasury and Eurodollar futures and options on U.S. Treasury
futures to economically hedge the change in the fair value of the
Company’s MSRs. The Company also enters into foreign
currency forwards to economically hedge remeasurement gains
and losses the Company recognizes on foreign currency
denominated assets and liabilities. In addition, the Company acts
as a seller and buyer of interest rate derivatives and foreign
exchange contracts for its customers. The Company mitigates
the market and liquidity risk associated with these customer
derivatives by entering into similar offsetting positions with broker-
dealers, or on a portfolio basis by entering into other derivative or
non-derivative financial instruments that partially or fully offset the
exposure to earnings from these customer-related positions. The
Company’s customer derivatives and related hedges are
monitored and reviewed by the Company’s Market Risk
Committee, which establishes policies for market risk
management, including exposure limits for each portfolio. The
Company also has derivative contracts that are created through
its operations, including certain unfunded mortgage loan
commitments and swap agreements related to the sale of a
portion of its Class B common and preferred shares of Visa Inc.
Refer to Note 23 for further information on these swap
agreements. The Company may use credit derivatives to
economically hedge credit risk.
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The following table summarizes the asset and liability management derivative positions of the Company at December 31:

2022 2021
Notional Fair Value Notional Fair Value
(Dollars in Millions) Value Assets Liabilities Value Assets Liabilities
Fair value hedges
Interest rate contracts
Receive fixed/pay floating swaps ......................... $17,400 $ - $ 9| $ 12,350 $ - $ -
Pay fixed/receive floating swaps .......... ... ... ... 5,542 - - 16,650 - -
Cash flow hedges
Interest rate contracts
Receive fixed/pay floating swaps . ......... ... 14,300 - - - - -
Net investment hedges
Foreign exchange forward contracts .. ...................... 778 - - 793 - 4
Other economic hedges
Interest rate contracts
Futures and forwards
BUY 3,546 10 18 9,322 10 16
Sell 7,622 20 38 29,348 25 27
Options
Purchased . ... ... .. 11,434 346 - 18,570 256 -
WHEteN .. 7,849 7 148 9,662 52 231
Receive fixed/pay floating swaps . ......... ... ... 9,215 - 3 9,653 - -
Pay fixed/receive floating swaps .......... ... ... ... 9,616 - - 7,033 - -
Foreign exchange forward contracts .. ...................... 962 2 6 735 2 6
Equity contracts ....... ... 361 - 10 209 5 -
Creditcontracts . ... 330 - - - - -
Otherta 1,908 11 190 1,792 - 125
Total . .o $90,763 $396 $422 | $116,117 $350 $409

(@) Includes derivative liability swap agreements related to the sale of a portion of the Company’s Class B common and preferred shares of Visa Inc. The Visa swap agreements had a total notional
value and fair value of $1.8 billion and $190 million at December 31, 2022, respectively, compared to $1.8 billion and $125 million at December 31, 2021, respectively. In addition, includes
short-term underwriting purchase and sale commitments with total notional values of $13 million at December 31, 2022, and $8 million at December 31, 2021.

The following table summarizes the customer-related derivative positions of the Company at December 31:

2022 2021
Notional Fair Value Notional Fair Value
(Dollars in Millions) Value Assets Liabilities Value Assets Liabilities
Interest rate contracts
Receive fixed/pay floating swaps .................... $ 301,690 $ 309 $ 5,689 | $178,701 $2,007 $ 438
Pay fixed/receive floating swaps ..................... 316,133 2,323 206 174176 134 670
Other@ . 40,261 3 16 16,267 1 2
Options
Purchased ......... ... . . 103,489 1,794 5 89,679 194 36
Written ... 99,923 6 1,779 85,211 36 176
Futures
Buy . 3,623 - 4 3,607 - -
Sell 2,376 8 - 3,941 - -
Foreign exchange rate contracts
Forwards, spotsand swaps . ..., 134,666 3,010 2,548 89,321 1,145 1,143
Options
Purchased ........ .. .. . . . 954 22 - 805 19 -
Wrtten ... 954 - 22 805 - 19
Creditcontracts . ... 10,765 1 8 9,331 1 5
Total .. $1,014,834 $7,476 $10,277 | $651,844 $3,537 $2,489

(@ Primarily represents floating rate interest rate swaps that pay based on differentials between specified interest rate indexes.
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The table below shows the effective portion of the gains (losses) recognized in other comprehensive income (loss) and the gains (losses)

reclassified from other comprehensive income (loss) into earnings (net-of-tax) for the years ended December 31:

Gains (Losses) Reclassified from

Gains (Losses) Recognized in Other
Comprehensive Income (Loss)

Other Comprehensive Income (Loss)

into Earnings

(Dollars in Millions) 2022 2021 2020 2022 2021 2020
Asset and Liability Management Positions
Cash flow hedges
Interest rate CoONtracts . . ...t $(56) $94 $(145)|  $(27) $(10) $(7)
Net investment hedges
Foreign exchange forward contracts . ............... .. ... ... ..... 42 19 (21) - - -
Non-derivative debt instruments .. ........... ... ... o oo 59 84 (90) - N -

Note: The Company does not exclude components from effectiveness testing for cash flow and net investment hedges.

The table below shows the effect of fair value and cash flow hedge accounting on the Consolidated Statement of Income for the years

ended December 31:

Interest Income

Interest Expense

(Dollars in Millions) 2022 2021 2020 2022 2021 2020
Total amount of income and expense line items presented in the

Consolidated Statement of Income in which the effects of fair value or

cash flow hedges arerecorded ............... i $17,945  $13,487 $14,840| $3,217 $993 $2,015
Asset and Liability Management Positions
Fair value hedges

Interest rate contract derivatives ............. ... . i 138 17 1 482 232 (134)

Hedged items ... oo (139) (19) 1) (486)  (232) 134
Cash flow hedges

Interest rate contract derivatives . ........... ... ... . . o0 o - - - - 14 10

Note: The Company does not exclude components from effectiveness testing for fair value and cash flow hedges. The Company reclassified losses of $36 million, $53 million and $41 million into
earnings during the years ended December 31, 2022, 2021 and 2020, respectively, as a result of realized cash flows on discontinued cash flow hedges. No amounts were reclassified into earnings

on discontinued cash flow hedges because it is probable the original hedged forecasted cash flows will not occur.

The table below shows cumulative hedging adjustments and the carrying amount of assets and liabilities designated in fair value hedges at

December 31:

Carrying Amount of the Cumulative Hedging
Hedged Assets and Liabilities Adjustment@
(Dollars in Millions) 2022 2021 2022 2021
Line Item in the Consolidated Balance Sheet
Available-for-sale investment SECUrties . ......... ...ttt $ 4,937 $16,445 $(552) $(26)
Long-term debt ... .. 17,190 12,278 (142) 585

(a) The cumulative hedging adjustment related to discontinued hedging relationships on available-for-sale investment securities and long-term debt was $(392) million and $399 million,

respectively, at December 31, 2022, compared with $(6) million and $640 million at December 31, 2021, respectively.
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The table below shows the gains (losses) recognized in earnings for other economic hedges and the customer-related positions for the years

ended December 31:

Location of Gains (Losses)

(Dollars in Millions) Recognized in Earnings 2022 2021 2020
Asset and Liability Management
Positions
Other economic hedges
Interest rate contracts
Futures and forwards ............... Mortgage banking revenue $ 407 $511 $ 82
Purchased and written options ....... Mortgage banking revenue 1 527 1,527
SWAPS .« ot Mortgage banking revenue/
Other noninterest income (1,010) (197) 598
Foreign exchange forward contracts . . . .. Other noninterest income (1) 1 3
Equitycontracts . .................... Compensation expense 8) 7 3
Other ... Other noninterest income (181) 5 (70)
Customer-Related Positions
Interest rate contracts
SWaPS ..o Commercial products revenue 98 110 135
Purchased and written options ......... Commercial products revenue 20 5) 8)
Futures ....... ... i Commercial products revenue 30 3 (18)
Foreign exchange rate contracts
Forwards, spots and swaps ........... Commercial products revenue 100 93 78
Purchased and written options . ........ Commercial products revenue 1 1 1
Creditcontracts ....................... Commercial products revenue- 20 (7) (32)

Derivatives are subject to credit risk associated with
counterparties to the derivative contracts. The Company
measures that credit risk using a credit valuation adjustment and
includes it within the fair value of the derivative. The Company
manages counterparty credit risk through diversification of its
derivative positions among various counterparties, by entering
into derivative positions that are centrally cleared through
clearinghouses, by entering into master netting arrangements
and, where possible, by requiring collateral arrangements. A
master netting arrangement allows two counterparties, who have
multiple derivative contracts with each other, the ability to net
settle amounts under all contracts, including any related
collateral, through a single payment and in a single currency.
Collateral arrangements generally require the counterparty to
deliver collateral (typically cash or U.S. Treasury and agency
securities) equal to the Company’s net derivative receivable,
subject to minimum transfer and credit rating requirements.
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The Company’s collateral arrangements are predominately
bilateral and, therefore, contain provisions that require
collateralization of the Company’s net liability derivative positions.
Required collateral coverage is based on net liability thresholds
and may be contingent upon the Company’s credit rating from
two of the nationally recognized statistical rating organizations. If
the Company’s credit rating were to fall below credit ratings
thresholds established in the collateral arrangements, the
counterparties to the derivatives could request immediate
additional collateral coverage up to and including full collateral
coverage for derivatives in a net liability position. The aggregate
fair value of all derivatives under collateral arrangements that were
in a net liability position at December 31, 2022, was $2.6 billion.
At December 31, 2022, the Company had $2.1 billion of cash
posted as collateral against this net liability position.



Netting Arrangements for Certain Financial Instruments and Securities Financing

Activities

The Company'’s derivative portfolio consists of bilateral
over-the-counter trades, certain interest rate derivatives and
credit contracts required to be centrally cleared through
clearinghouses per current regulations, and exchange-traded
positions which may include U.S. Treasury and Eurodollar futures
or options on U.S. Treasury futures. Of the Company’s

$1.1 trillion total notional amount of derivative positions at
December 31, 2022, $526.3 billion related to bilateral
over-the-counter trades, $571.5 billion related to those centrally
cleared through clearinghouses and $7.8 billion related to those
that were exchange-traded. The Company’s derivative contracts
typically include offsetting rights (referred to as netting
arrangements), and depending on expected volume, credit risk,
and counterparty preference, collateral maintenance may be
required. For all derivatives under collateral support
arrangements, fair value is determined daily and, depending on
the collateral maintenance requirements, the Company and a
counterparty may receive or deliver collateral, based upon the net
fair value of all derivative positions between the Company and the
counterparty. Collateral is typically cash, but securities may be

allowed under collateral arrangements with certain counterparties.

Receivables and payables related to cash collateral are included
in other assets and other liabilities on the Consolidated Balance
Sheet, along with the related derivative asset and liability fair
values. Any securities pledged to counterparties as collateral
remain on the Consolidated Balance Sheet. Securities received
from counterparties as collateral are not recognized on the
Consolidated Balance Sheet, unless the counterparty defaults. In
general, securities used as collateral can be sold, repledged or
otherwise used by the party in possession. No restrictions exist
on the use of cash collateral by either party. Refer to Note 20 for
further discussion of the Company’s derivatives, including
collateral arrangements.

As part of the Company’s treasury and broker-dealer
operations, the Company executes transactions that are treated
as securities sold under agreements to repurchase or securities
purchased under agreements to resell, both of which are

accounted for as collateralized financings. Securities sold under
agreements to repurchase include repurchase agreements and
securities loaned transactions. Securities purchased under
agreements to resell include reverse repurchase agreements and
securities borrowed transactions. For securities sold under
agreements to repurchase, the Company records a liability for the
cash received, which is included in short-term borrowings on the
Consolidated Balance Sheet. For securities purchased under
agreements to resell, the Company records a receivable for the
cash paid, which is included in other assets on the Consolidated
Balance Sheet.

Securities transferred to counterparties under repurchase
agreements and securities loaned transactions continue to be
recognized on the Consolidated Balance Sheet, are measured at
fair value, and are included in investment securities or other
assets. Securities received from counterparties under reverse
repurchase agreements and securities borrowed transactions are
not recognized on the Consolidated Balance Sheet unless the
counterparty defaults. The securities transferred under
repurchase and reverse repurchase transactions typically are U.S.
Treasury and agency securities, residential agency mortgage-
backed securities or corporate debt securities. The securities
loaned or borrowed typically are corporate debt securities traded
by the Company’s broker-dealer subsidiary. In general, the
securities transferred can be sold, repledged or otherwise used
by the party in possession. No restrictions exist on the use of
cash collateral by either party. Repurchase/reverse repurchase
and securities loaned/borrowed transactions expose the
Company to counterparty risk. The Company manages this risk
by performing assessments, independent of business line
managers, and establishing concentration limits on each
counterparty. Additionally, these transactions include collateral
arrangements that require the fair values of the underlying
securities to be determined daily, resulting in cash being obtained
or refunded to counterparties to maintain specified collateral
levels.
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The following table summarizes the maturities by category of collateral pledged for repurchase agreements and securities loaned
transactions:

Overnight and Less Than 30-89 Greater Than
(Dollars in Millions) Continuous 30 Days Days 90 Days Total
December 31, 2022
Repurchase agreements
U.S. Treasury and agencCies .. ....oovvviiieiee e $ 147 $- $- $- $ 147
Residential agency mortgage-backed securities .. ................. 846 - - - 846
Corporate debt securities .. ... i 439 - - - 439
Total repurchase agreements . .. ... 1,432 - - - 1,432
Securities loaned
Corporate debt securities . ......... i 120 — — _ 120
Total securities loaned .. ... ... 120 - - - 120
Gross amount of recognized liabilities . ... ..., $1,552 $- $- $- $1,552
December 31, 2021
Repurchase agreements
U.S. Treasury and agencCies .. ......oovviiiiieeeeeen $ 378 $- $- $- $ 378
Residential agency mortgage-backed securities .. ................. 551 - - - 551
Corporate debt securities . ... 646 - - - 646
Total repurchase agreements . .. ... 1,575 - - - 1,575
Securities loaned
Corporate debt securities . ... 169 - - - 169
Total securities loaned . ... 169 - - - 169
Gross amount of recognized liabilities . ........................ $1,744 $- $- $- $1,744

The Company executes its derivative, repurchase/reverse The Company has elected to offset the assets and liabilities

repurchase and securities loaned/borrowed transactions under
the respective industry standard agreements. These agreements
include master netting arrangements that allow for multiple
contracts executed with the same counterparty to be viewed as a
single arrangement. This allows for net settlement of a single
amount on a daily basis. In the event of default, the master
netting arrangement provides for close-out netting, which allows
all of these positions with the defaulting counterparty to be
terminated and net settled with a single payment amount.
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under netting arrangements for the balance sheet presentation of
the majority of its derivative counterparties. The netting occurs at
the counterparty level, and includes all assets and liabilities
related to the derivative contracts, including those associated
with cash collateral received or delivered. The Company has not
elected to offset the assets and liabilities under netting
arrangements for the balance sheet presentation of repurchase/
reverse repurchase and securities loaned/borrowed transactions.



The following tables provide information on the Company’s netting adjustments, and items not offset on the Consolidated Balance Sheet

but available for offset in the event of default:

Gross Amounts

Gross Amounts Not Offset on

Offset on the Net Amounts .
Gross Consolidated Presented on the the Consolidated Balance Sheet
Recognized Balance Consolidated Financial Collateral
(Dollars in Millions) Assets Sheett Balance Sheet Instruments®) Received© Net Amount
December 31, 2022
Derivative assets@ . ........................ $7,852 $(5,427) $2,425 $(231) $  (80) $2,114
Reverse repurchase agreements ............. 107 - 107 (102) 5) -
Securities borrowed .. ... L 1,606 - 1,606 - (1,548) 58
Total oo $9,565 $(5,427) $4,138 $(333) $(1,633) $2,172
December 31, 2021
Derivative assets@ .. ....... .. ... ... ... $3,830 $(1,609) $2,221 $(142) $ (106) $1,973
Reverse repurchase agreements ............. 359 - 359 (249) (110) -
Securities borrowed .. ... oL 1,868 - 1,868 — (1,818) 50
Total .o $6,057 $(1,609) $4,448 $(391) $(2,034) $2,023

(a) Includes $3.0 billion and $528 million of cash collateral related payables that were netted against derivative assets at December 31, 2022 and 2021, respectively.
(b) For derivative assets this includes any derivative liability fair values that could be offset in the event of counterparty default; for reverse repurchase agreements this includes any repurchase
agreement payables that could be offset in the event of counterparty default; for securities borrowed this includes any securities loaned payables that could be offset in the event of

counterparty default.

(c) Includes the fair value of securities received by the Company from the counterparty. These securities are not included on the Consolidated Balance Sheet unless the counterparty defaults.
(d) Excludes $20 million and $57 million at December 31, 2022 and 2021, respectively, of derivative assets not subject to netting arrangements.

Gross Amounts
Offset on the

Gross Amounts Not Offset on

Net Amounts X
the Consolidated Balance Sheet

Gross Consolidated Presented on the
Recognized Balance Consolidated Financial Collateral

(Dollars in Millions) Liabilities Sheetl Balance Sheet Instruments®) Pledged© Net Amount
December 31, 2022
Derivative liabilities® . ....................... $10,506 $(4,551) $5,955 $(231) $ - $5,724
Repurchase agreements .................... 1,432 - 1,432 (102) (1,325) 5
Securitiesloaned .......... ... 120 - 120 - (118) 2

Total ... $12,058 $(4,551) $7,507 $(333) $(1,443) $5,731
December 31, 2021
Derivative liabilitiesd . ....................... $ 2,761 $(1,589) $1,172 $(142) $ - $1,030
Repurchase agreements .................... 1,575 - 1,575 (249) (1,326) -
Securitiesloaned .......... ..o 169 - 169 - (167) 2

Total ... $ 4,505 $(1,589) $2,916 $(391) $(1,493) $1,032

(a) Includes $2.1 billion and $508 million of cash collateral related receivables that were netted against derivative liabilities at December 31, 2022 and 2021, respectively.
(b) For derivative liabilities this includes any derivative asset fair values that could be offset in the event of counterparty default; for repurchase agreements this includes any reverse repurchase
agreement receivables that could be offset in the event of counterparty default; for securities loaned this includes any securities borrowed receivables that could be offset in the event of

counterparty default.

(c) Includes the fair value of securities pledged by the Company to the counterparty. These securities are included on the Consolidated Balance Sheet unless the Company defaults.
(d) Excludes $193 million and $137 million at December 31, 2022 and 2021, respectively, of derivative liabilities not subject to netting arrangements.
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Fair Values of Assets and Liabilities

The Company uses fair value measurements for the initial
recording of certain assets and liabilities, periodic remeasurement
of certain assets and liabilities, and disclosures. Derivatives,
trading and available-for-sale investment securities, MSRs and
substantially all MLHFS are recorded at fair value on a recurring
basis. Additionally, from time to time, the Company may be
required to record at fair value other assets on a nonrecurring
basis, such as loans held for sale, loans held for investment and
certain other assets. These nonrecurring fair value adjustments
typically involve application of lower-of-cost-or-fair value
accounting or impairment write-downs of individual assets. In
addition, refer to Note 3 regarding the fair value of assets and
liabilities acquired in the MUB acquisition.

Fair value is defined as the exchange price that would be
received for an asset or paid to transfer a liability (an exit price) in
the principal or most advantageous market for the asset or liability
in an orderly transaction between market participants on the
measurement date. A fair value measurement reflects all of the
assumptions that market participants would use in pricing the
asset or liability, including assumptions about the risk inherent in
a particular valuation technique, the effect of a restriction on the
sale or use of an asset and the risk of nonperformance.

The Company groups its assets and liabilities measured at
fair value into a three-level hierarchy for valuation techniques used
to measure financial assets and financial liabilities at fair value.
This hierarchy is based on whether the valuation inputs are
observable or unobservable. These levels are:

— Level 1 — Quoted prices in active markets for identical assets
or liabilities. Level 1 includes U.S. Treasury securities, as well as
exchange-traded instruments.

— Level 2 — Observable inputs other than Level 1 prices, such as
quoted prices for similar assets or liabilities; quoted prices in
markets that are not active; or other inputs that are observable
or can be corroborated by observable market data for
substantially the full term of the assets or liabilities. Level 2
includes debt securities that are traded less frequently than
exchange-traded instruments and which are typically valued
using third party pricing services; derivative contracts and other
assets and liabilities, including securities, whose value is
determined using a pricing model with inputs that are
observable in the market or can be derived principally from or
corroborated by observable market data; and MLHFS whose
values are determined using quoted prices for similar assets or
pricing models with inputs that are observable in the market or
can be corroborated by observable market data.

Level 3 — Unobservable inputs that are supported by little or
no market activity and that are significant to the fair value of the
assets or liabilities. Level 3 assets and liabilities include financial
instruments whose values are determined using pricing models,
discounted cash flow methodologies, or similar techniques, as
well as instruments for which the determination of fair value
requires significant management judgment or estimation. This
category includes MSRs and certain derivative contracts.
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Valuation Methodologies

The valuation methodologies used by the Company to measure
financial assets and liabilities at fair value are described below. In
addition, the following section includes an indication of the level of
the fair value hierarchy in which the assets or liabilities are
classified. Where appropriate, the descriptions include
information about the valuation models and key inputs to those
models. During the years ended December 31, 2022, 2021 and
2020, there were no significant changes to the valuation
techniques used by the Company to measure fair value.

Available-For-Sale Investment Securities \When quoted
market prices for identical securities are available in an active
market, these prices are used to determine fair value and these
securities are classified within Level 1 of the fair value hierarchy.
Level 1 investment securities include U.S. Treasury and
exchange-traded securities.

For other securities, quoted market prices may not be readily
available for the specific securities. When possible, the Company
determines fair value based on market observable information,
including quoted market prices for similar securities, inactive
transaction prices, and broker quotes. These securities are
classified within Level 2 of the fair value hierarchy. Level 2
valuations are generally provided by a third-party pricing service.
Level 2 investment securities are predominantly agency
mortgage-backed securities, certain other asset-backed
securities, obligations of state and political subdivisions and
agency debt securities.

Mortgage Loans Held For Sale MLLHFS measured at fair value,
for which an active secondary market and readily available market
prices exist, are initially valued at the transaction price and are
subsequently valued by comparison to instruments with similar
collateral and risk profiles. MLHFS are classified within Level 2.
Included in mortgage banking revenue was a net loss of

$450 million, a net loss of $145 million and a net gain of

$362 million for the years ended December 31, 2022, 2021 and
2020, respectively, from the changes to fair value of these
MLHFS under fair value option accounting guidance. Changes in
fair value due to instrument specific credit risk were immaterial.
Interest income for MLHFS is measured based on contractual
interest rates and reported as interest income on the
Consolidated Statement of Income. Electing to measure MLHFS
at fair value reduces certain timing differences and better
matches changes in fair value of these assets with changes in the
value of the derivative instruments used to economically hedge
them without the burden of complying with the requirements for
hedge accounting.

Mortgage Servicing Rights MSRs are valued using a
discounted cash flow methodology, and are classified within
Level 3. The Company determines fair value of the MSRs by
projecting future cash flows for different interest rate scenarios
using prepayment rates and other assumptions, and discounts
these cash flows using a risk adjusted rate based on option



adjusted spread levels. There is minimal observable market
activity for MSRs on comparable portfolios and, therefore, the
determination of fair value requires significant management
judgment. Refer to Note 10 for further information on MSR
valuation assumptions.

Derivatives The majority of derivatives held by the Company are
executed over-the-counter or centrally cleared through
clearinghouses and are valued using market standard cash flow
valuation techniques. The models incorporate inputs, depending
on the type of derivative, including interest rate curves, foreign
exchange rates and volatility. All derivative values incorporate an
assessment of the risk of counterparty nonperformance,
measured based on the Company’s evaluation of credit risk
including external assessments of credit risk. The Company
monitors and manages its nonperformance risk by considering its
ability to net derivative positions under master netting
arrangements, as well as collateral received or provided under
collateral arrangements. Accordingly, the Company has elected
to measure the fair value of derivatives, at a counterparty level, on
a net basis. The majority of the derivatives are classified within
Level 2 of the fair value hierarchy, as the significant inputs to the
models, including nonperformance risk, are observable. However,
certain derivative transactions are with counterparties where risk
of nonperformance cannot be observed in the market and,
therefore, the credit valuation adjustments result in these
derivatives being classified within Level 3 of the fair value
hierarchy.

The Company also has other derivative contracts that are
created through its operations, including commitments to
purchase and originate mortgage loans and swap agreements
executed in conjunction with the sale of a portion of its Class B
common and preferred shares of Visa Inc. (the “Visa swaps”). The
mortgage loan commitments are valued by pricing models that
include market observable and unobservable inputs, which result
in the commitments being classified within Level 3 of the fair value
hierarchy. The unobservable inputs include assumptions about
the percentage of commitments that actually become a closed
loan and the MSR value that is inherent in the underlying loan
value. The Visa swaps require payments by either the Company
or the purchaser of the Visa Inc. Class B common and preferred
shares when there are changes in the conversion rate of the Visa

Inc. Class B common and preferred shares to Visa Inc. Class A
common and preferred shares, respectively, as well as quarterly
payments to the purchaser based on specified terms of the
agreements. Management reviews and updates the Visa swaps
fair value in conjunction with its review of Visa Inc. related litigation
contingencies, and the associated escrow funding. The expected
litigation resolution impacts the Visa Inc. Class B common share
to Visa Inc. Class A common share conversion rate, as well as
the ultimate termination date for the Visa swaps. Accordingly, the
Visa swaps are classified within Level 3. Refer to Note 23 for
further information on the Visa Inc. restructuring and related card
association litigation.

Significant Unobservable Inputs of
Level 3 Assets and Liabilities

The following section provides information to facilitate an
understanding of the uncertainty in the fair value measurements
for the Company’s Level 3 assets and liabilities recorded at fair
value on the Consolidated Balance Sheet. This section includes a
description of the significant inputs used by the Company and a
description of any interrelationships between these inputs. The
discussion below excludes nonrecurring fair value measurements
of collateral value used for impairment measures for loans and
OREOQ. These valuations utilize third party appraisal or broker
price opinions, and are classified as Level 3 due to the significant
judgment involved.

Mortgage Servicing Rights The significant unobservable inputs
used in the fair value measurement of the Company’s MSRs are
expected prepayments and the option adjusted spread that is
added to the risk-free rate to discount projected cash flows.
Significant increases in either of these inputs in isolation would
have resulted in a significantly lower fair value measurement.
Significant decreases in either of these inputs in isolation would
have resulted in a significantly higher fair value measurement.
There is no direct interrelationship between prepayments and
option adjusted spread. Prepayment rates generally move in the
opposite direction of market interest rates. Option adjusted
spread is generally impacted by changes in market return
requirements.

The following table shows the significant valuation assumption ranges for MSRs at December 31, 2022:

Weighted-
Minimum Maximum Averagel

EXPECtEd Prepay MmNt . . o 5% 17% 8%
Option adjusted SPIrEAd . . . ..ottt e 5 11 6

(@) Determined based on the relative fair value of the related mortgage loans serviced.
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Derivatives The Company has two distinct Level 3 derivative
portfolios: (i) the Company’s commitments to purchase and
originate mortgage loans that meet the requirements of a
derivative and (i) the Company’s asset/liability and customer-
related derivatives that are Level 3 due to unobservable inputs
related to measurement of risk of nonperformance by the
counterparty. In addition, the Company’s Visa swaps are
classified within Level 3.

The significant unobservable inputs used in the fair value
measurement of the Company’s derivative commitments to

purchase and originate mortgage loans are the percentage of
commitments that actually become a closed loan and the MSR
value that is inherent in the underlying loan value. A significant
increase in the rate of loans that close would have resulted in a
larger derivative asset or liability. A significant increase in the
inherent MSR value would have resulted in an increase in the
derivative asset or a reduction in the derivative liability. Expected
loan close rates and the inherent MSR values are directly
impacted by changes in market rates and will generally move in
the same direction as interest rates.

The following table shows the significant valuation assumption ranges for the Company’s derivative commitments to purchase and

originate mortgage loans at December 31, 2022:

Weighted-
Minimum Maximum Averagel

EXpected [0an CIOSE rate . .. ..o i 3% 100% 81%
Inherent MSR value (basis points Perloan) . ... ..ot 31 187 112

(@) Determined based on the relative fair value of the related mortgage loans.

The significant unobservable input used in the fair value
measurement of certain of the Company’s asset/liability and
customer-related derivatives is the credit valuation adjustment
related to the risk of counterparty nonperformance. A significant
increase in the credit valuation adjustment would have resulted in
a lower fair value measurement. A significant decrease in the
credit valuation adjustment would have resulted in a higher fair
value measurement. The credit valuation adjustment is impacted
by changes in market rates, volatility, market implied credit
spreads, and loss recovery rates, as well as the Company’s
assessment of the counterparty’s credit position. At
December 31, 2022, the minimum, maximum and weighted-
average credit valuation adjustment as a percentage of the net

126

fair value of the counterparty’s derivative contracts prior to
adjustment was 0 percent, 1,867 percent and 2 percent,
respectively.

The significant unobservable inputs used in the fair value
measurement of the Visa swaps are management’s estimate of
the probability of certain litigation scenarios occurring, and the
timing of the resolution of the related litigation loss estimates in
excess, or shortfall, of the Company’s proportional share of
escrow funds. An increase in the loss estimate or a delay in the
resolution of the related litigation would have resulted in an
increase in the derivative liability. A decrease in the loss estimate
or an acceleration of the resolution of the related litigation would
have resulted in a decrease in the derivative liability.



The following table summarizes the balances of assets and liabilities measured at fair value on a recurring basis:

(Dollars in Millions) Level 1 Level 2 Level 3 Netting Total
December 31, 2022
Available-for-sale securities
U.S. Treasury and agenCieSs . .. .. ..vvui e et $13,723 $ 8,310 $ - $ - $ 22,033
Mortgage-backed securities
Residential agency .. ... - 29,271 - - 29,271
Commercial
AGENCY vt - 7,145 - - 7,145
NON-8GENCY . . .ot - 7 - - 7
Asset-backed securities . ... .. - 4,323 - - 4,323
Obligations of state and political subdivisions ..................... - 10,124 1 - 10,125
Oher - 6 - - 6
Total available-for-sale . ........... ... .. .. .. .. ... . .. 13,723 59,186 1 - 72,910
Mortgage loans held forsale .......... ... ... . i i - 1,849 - - 1,849
Mortgage servicing rights . ... ..o - - 3,755 - 3,755
Derivative assets . ... ..o 9 6,608 1,255 (5,427) 2,445
OFher @SSEtS . .\ttt 248 1,756 - - 2,004
Total . $13,980 $ 69,399 $5,011 $(5,427) $ 82,963
Derivative llabilities . ... ... $ 4 $ 6,241 $4.,454 $(4,551) $ 6,148
Short-term borrowings and other liabilities (@) . ...................... 125 1,564 - - 1,689
Total . $ 129 $ 7,805 $4,454 $(4,551) $ 7,837
December 31, 2021
Available-for-sale securities
U.S. Treasury and agenCiBs . ... ... .....uuuuuuuiinnns $30,917 $ 5,692 $ - $ - $ 36,609
Mortgage-backed securities
Residential agency ...........coo i - 77,079 - - 77,079
Commercial agENCY . ..o vt - 8,485 - - 8,485
Asset-backed securities .. ... - 59 7 - 66
Obligations of state and political subdivisions ..................... - 10,716 1 - 10,717
Other L - 7 - - 7
Total available-for-sale . ......... .. ... .. i 30,917 102,038 8 - 132,963
Mortgage loans heldforsale .......... ... ... i, - 6,623 - - 6,623
Mortgage servicing rights . ... ..o - - 2,953 - 2,953
Derivative assets . . ..o 8 2,490 1,389 (1,609) 2,278
Other assets . ..ot 278 1,921 - - 2,199
Total .o $31,203 $113,072 $4,350 $(1,609) $147,016
Derivative liabilities ... ... $ - $ 2,308 $ 590 $(1,589) $ 1,309
Short-term borrowings and other liabilities (@) .. ..................... 209 1,837 - - 2,046
Total . $ 209 $ 4,145 $ 590 $(1,589) $ 3,355

Note: Excluded from the table above are equity investments without readily determinable fair values. The Company has elected to carry these investments at historical cost, adjusted for impairment
and any changes resulting from observable price changes for identical or similar investments of the issuer. The aggregate carrying amount of these equity investments was $104 million and
$79 million at December 31, 2022 and 2021, respectively. The Company has not recorded impairments or adjustments for observable price changes on these equity investments during 2022 and

2021, or on a cumulative basis.

(a) Primarily represents the Company’s obligation on securities sold short required to be accounted for at fair value per applicable accounting guidance.
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The following table presents the changes in fair value for all assets and liabilities measured at fair value on a recurring basis using
significant unobservable inputs (Level 3) for the years ended December 31:

Net Change
in Unrealized
Net Gains Gains (Losses)
(Losses) Relating to
Net Gains Included in Assets and
Beginning (Losses) Other End of Liabilities
of Period Included in Comprehensive Principal Transfers into  Period Held at
(Dollars in Millions) Balance NetIncome Income (Loss) Purchases Sales Payments Issuances Settlements Level 3 Balance End of Period
2022
Available-for-sale securities
Asset-backed securities . . . .. . $ 79 - $3 $ -% (@ $- % - 9 - $-9 - $ -
Obligations of state and
political subdivisions .. ..... 1 - - - - - - - - 1 -
Total available-for-sale . . . 8 - ©)) - (4) - - - - 1 -
Mortgage servicing rights .. ... .. 2,953 3116@ - 156 (255) - 5900 - - 3,755 3116@
Net derivative assets and
liabilities .. ....... ... . 799  (5,940)0) - 716 (36) - 11 1,251 - (3,199 (3,538)d
2021
Available-for-sale securities
Asset-backed securities . . . ... $ 79 - $1 % -% - $1H$ - % - $-9 7 $ 1
Obligations of state and
political subdivisions .. ..... 1 - - - - - - - - 1 -
Total available-for-sale . . . 8 - 1 - - (1) - - - 8 1
Mortgage servicing rights .. ... .. 2,210 (437)@ - 42 2 - 1,136 - - 2,953 (437)@
Net derivative assets and
liabilities . ............... ... 2,326 (924)@ - 337 )} - - (937) - 799 (968)0
2020
Available-for-sale securities
Asset-backed securities . . . .. . $ 8 $ - $- % -% - $1Hs$ - % - $-9 7 $ -
Obligations of state and
political subdivisions .. ..... 1 - - - - - - - - 1 -
Total available-for-sale . . . 9 - - - - (1) - - - 8 -
Mortgage servicing rights .. ... .. 2,546  (1,40Q)@ - 34 3 - 1,080 - - 2,210 (1,403)@
Net derivative assets and
liabilities . ............... ... 810 2,922 - 247 3) - - (1,650) - 2,326 1,6490

(@) Included in mortgage banking revenue.

(b) Approximately $(141) million, $(5.6) billion and $(181) million included in mortgage banking revenue, commercial products revenue and other noninterest income, respectively.
(c) Represents MSRs capitalized during the period.

(d) Approximately $5 million, $(3.4) billion and $(181) million included in mortgage banking revenue, commercial products revenue and other noninterest income, respectively.

(e) Approximately $666 million, $(1.6) billion and $5 million included in mortgage banking revenue, commercial products revenue and other noninterest income, respectively.

(f) Approximately $42 million, $(1.0) billion and $5 million included in mortgage banking revenue, commercial products revenue and other noninterest income, respectively.

(g) Approximately $1.9 billion, $1.1 billion and $(70) million included in mortgage banking revenue, commercial products revenue and other noninterest income, respectively.

(h) Approximately $247 million, $1.5 billion and $(70) million included in mortgage banking revenue, commercial products revenue and other noninterest income, respectively.

The Company is also required periodically to measure certain other financial assets at fair value on a nonrecurring basis. These
measurements of fair value usually result from the application of lower-of-cost-or-fair value accounting or write-downs of individual assets.

The following table summarizes the balances as of the measurement date of assets measured at fair value on a nonrecurring basis, and
still held as of December 31:

2022 2021
(Dollars in Millions) Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
LOANS @ L L L $- $- $97 $97 $- $- $59 $59
Otherassets® . ... ... ... .. . i - - 21 21 - - 77 77

(@) Represents the carrying value of loans for which adjustments were based on the fair value of the collateral, excluding loans fully charged-off.
(b) Primarily represents the fair value of foreclosed properties that were measured at fair value based on an appraisal or broker price opinion of the collateral subsequent to their initial acquisition.
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The following table summarizes losses recognized related to nonrecurring fair value measurements of individual assets or portfolios for the
years ended December 31:

(Dollars in Millions) 2022 2021 2020
OB o $40 $60 $426
Other @SSetS ) o 20 25 21

(@) Represents write-downs of loans which were based on the fair value of the collateral, excluding loans fully charged-off.
(b) Primarily represents related losses of foreclosed properties that were measured at fair value subsequent to their initial acquisition.

Fair Value Option

The following table summarizes the differences between the aggregate fair value carrying amount of MLHFS for which the fair value option
has been elected and the aggregate unpaid principal amount that the Company is contractually obligated to receive at maturity as of
December 31:

2022 2021

Carrying Carrying

Fair Value Aggregate Amount Over Fair Value Aggregate Amount Over

Carrying Unpaid (Under) Unpaid Carrying Unpaid (Under) Unpaid

(Dollars in Millions) Amount Principal Principal Amount Principal Principal

Totalloans . ... $1,849 $1,848 $1 $6,623 $6,453 $170

Nonaccrualloans .. ........ ..o 1 1 - 1 1 -

Loans 90 days or more pastdue ............... 1 1 - 2 2 -
Fair Value of Financial Instruments relationships with deposit, credit card, merchant processing and

trust customers, other purchased intangibles, premises and
equipment, deferred taxes and other liabilities. Additionally, in
accordance with the disclosure guidance, receivables and
payables due in one year or less, insurance contracts, equity
investments not accounted for at fair value, and deposits with no
defined or contractual maturities are excluded.

The following section summarizes the estimated fair value for
financial instruments accounted for at amortized cost as of
December 31, 2022 and 2021. In accordance with disclosure
guidance related to fair values of financial instruments, the
Company did not include assets and liabilities that are not
financial instruments, such as the value of goodwill, long-term

The estimated fair values of the Company’s financial instruments as of December 31, are shown in the table below:
2022 2021
Fair Value

Fair Value

Carrying Carrying
(Dollars in Millions) Amount Level 1 Level 2 Level 3 Total Amount Level 1 Level 2 Level 3 Total

Financial Assets

Cash and due from banks . . . .. $ 53,542 $53,542 $ - $ - $ 53542 | $ 28905 $28905 $ -8 - $ 28,905

Federal funds sold and
securities purchased under

resale agreements . ........ 356 - 356 - 356 359 - 359 - 359
Investment securities

held-to-maturity ........... 88,740 1,293 76,581 - 77,874 41,858 - 41,812 - 41,812
Loans held for sale@®@ ......... 351 - - 351 351 1,152 - - 1,152 1,152
loans .......... ...l 318,277 - - 368,874 368,874 306,304 - - 312,724 312,724
Other) .. .................. 2,962 - 2,224 738 2,962 1,521 - 630 891 1,521
Financial Liabilities
Time deposits . ............. 32,946 - 32,338 - 32,338 22,665 - 22,644 - 22,644
Short-term borrowings© ... ... 29,527 - 29,145 - 29,145 9,750 - 9,646 - 9,646
Long-termdebt ............. 39,829 - 37,622 - 37,622 32,125 - 32,547 - 32,547
Other@ . ................... 5,137 - 1,500 3,637 5,137 3,862 - 1,170 2,692 3,862

(@) Excludes mortgages held for sale for which the fair value option under applicable accounting guidance was elected.

(b) Includes investments in Federal Reserve Bank and Federal Home Loan Bank stock and tax-advantaged investments.

(c) Excludes the Company'’s obligation on securities sold short required to be accounted for at fair value per applicable accounting guidance.
(d) Includes operating lease liabilities and liabilities related to tax-advantaged investments.
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The fair value of unfunded commitments, deferred non-yield
related loan fees, standby letters of credit and other guarantees is
approximately equal to their carrying value. The carrying value of
unfunded commitments, deferred non-yield related loan fees and

Guarantees and Contingent Liabilities

Visa Restructuring and Card Association Litigation The
Company’s Payment Services business issues credit and debit
cards and acquires credit and debit card transactions through the
Visa U.S.A. Inc. card association or its affiliates (collectively
“Visa”). In 2007, Visa completed a restructuring and issued
shares of Visa Inc. common stock to its financial institution
members in contemplation of its initial public offering (“IPO”)
completed in the first quarter of 2008 (the “Visa Reorganization”).
As a part of the Visa Reorganization, the Company received its
proportionate number of shares of Visa Inc. common stock,
which were subsequently converted to Class B shares of Visa
Inc. (“Class B shares”).

Visa U.S.A. Inc. (“Visa U.S.A.”) and MasterCard International
(collectively, the “Card Brands”) are defendants in antitrust
lawsuits challenging the practices of the Card Brands (the “Visa
Litigation”). Visa U.S.A. member banks have a contingent
obligation to indemnify Visa Inc. under the Visa U.S.A. bylaws
(which were modified at the time of the restructuring in October
2007) for potential losses arising from the Visa Litigation. The
indemnification by the Visa U.S.A. member banks has no specific
maximum amount. Using proceeds from its IPO and through
reductions to the conversion ratio applicable to the Class B
shares held by Visa U.S.A. member banks, Visa Inc. has funded
an escrow account for the benefit of member financial institutions
to fund their indemnification obligations associated with the Visa
Litigation. The receivable related to the escrow account is
classified in other liabilities as a direct offset to the related Visa
Litigation contingent liability.

In October 2012, Visa signed a settlement agreement to
resolve class action claims associated with the multidistrict
interchange litigation pending in the United States District Court
for the Eastern District of New York (the “Multi-District Litigation”).
The U.S. Court of Appeals for the Second Circuit reversed the
approval of that settlement and remanded the matter to the
district court. Thereafter, the case was split into two putative
class actions, one seeking damages (the “Damages Action”) and
a separate class action seeking injunctive relief only (the
“Injunctive Action”). In September 2018, Visa signed a new
settlement agreement, superseding the original settlement
agreement, to resolve the Damages Action. The Damages Action
settlement was approved by the United States District Court for
the Eastern District of New York, but is now on appeal. The
Injunctive Action, which generally seeks changes to Visa rules, is
still pending.

Commitments to Extend Credit Commitments to extend credit
are legally binding and generally have fixed expiration dates or
other termination clauses. The contractual amount represents the
Company’s exposure to credit loss, in the event of default by the
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standby letters of credit was $498 million and $495 million at
December 31, 2022 and 2021, respectively. The carrying value of
other guarantees was $241 million and $245 million at

December 31, 2022 and 2021, respectively.

borrower. The Company manages this credit risk by using the
same credit policies it applies to loans. Collateral is obtained to
secure commitments based on management’s credit assessment
of the borrower. The collateral may include marketable securities,
receivables, inventory, equipment and real estate. Since the
Company expects many of the commitments to expire without
being drawn, total commitment amounts do not necessarily
represent the Company’s future liquidity requirements. In
addition, the commitments include consumer credit lines that are
cancelable upon notification to the consumer.

The contract or notional amounts of unfunded commitments to
extend credit at December 31, 2022, excluding those
commitments considered derivatives, were as follows:

Term
Greater
Less Than Than One
(Dollars in Millions) One Year Year Total
Commercial and
commercial real
estate loans ....... $ 43,294 $139,630 $182,924
Corporate and
purchasing card
loans@ .. .......... 34,491 — 34,491
Residential
mortgages ........ 214 1 215
Retail credit card
loans@ .. .......... 120,730 — 120,730
Other retail loans ... .. 15,012 27,641 42,653
Other .............. 6,419 — 6,419

(@) Primarily cancelable at the Company’s discretion.

Other Guarantees and Contingent
Liabilities

The following table is a summary of other guarantees and
contingent liabilities of the Company at December 31, 2022:

Maximum
Potential
Collateral Carrying Future
(Dollars in Millions) Held Amount Payments
Standby letters of credit .... $ — $ 19 $ 10,813
Third party borrowing
arrangements .......... — — 7
Securities lending
indemnifications ........ 6,876 - 6,685
Assetsales .............. - 102 8,261
Merchant processing . . . ... 818 118 134,611
Tender option bond
program guarantee . .. ... 1,508 - 1,501
Other................... - 21 2,032




Letters of Credit Standby letters of credit are commitments the
Company issues to guarantee the performance of a customer to
a third party. The guarantees frequently support public and
private borrowing arrangements, including commercial paper
issuances, bond financings and other similar transactions. The
Company also issues and confirms commercial letters of credit
on behalf of customers to ensure payment or collection in
connection with trade transactions. In the event of a customer’s
or counterparty’s nonperformance, the Company’s credit loss
exposure is similar to that in any extension of credit, up to the
letter’s contractual amount. Management assesses the
borrower’s credit to determine the necessary collateral, which
may include marketable securities, receivables, inventory,
equipment and real estate. Since the conditions requiring the
Company to fund letters of credit may not occur, the Company
expects its liquidity requirements to be less than the total
outstanding commitments. The maximum potential future
payments guaranteed by the Company under standby letter of
credit arrangements at December 31, 2022, were approximately
$10.8 hillion with a weighted-average term of approximately 19
months. The estimated fair value of standby letters of credit was
approximately $19 million at December 31, 2022.

The contract or notional amount of letters of credit at
December 31, 2022, were as follows:

Term
Greater
Less Than Than
(Dollars in Millions) One Year One Year Total
Standby ........... ... $5,110 $5,703 $10,813
Commercial ............. 460 172 632

Guarantees Guarantees are contingent commitments issued by
the Company to customers or other third parties. The Company’s
guarantees primarily include parent guarantees related to
subsidiaries’ third party borrowing arrangements; third party
performance guarantees inherent in the Company’s business
operations, such as indemnified securities lending programs and
merchant charge-back guarantees; and indemnification or
buy-back provisions related to certain asset sales. For certain
guarantees, the Company has recorded a liability related to the
potential obligation, or has access to collateral to support the
guarantee or through the exercise of other recourse provisions
can offset some or all of the maximum potential future payments
made under these guarantees.

Third Party Borrowing Arrangements The Company provides
guarantees to third parties as a part of certain subsidiaries’
borrowing arrangements. The maximum potential future payments
guaranteed by the Company under these arrangements were
approximately $7 million at December 31, 2022.

Commitments from Securities Lending The Company
participates in securities lending activities by acting as the
customer’s agent involving the loan of securities. The Company
indemnifies customers for the difference between the fair value of
the securities lent and the fair value of the collateral received.

Cash collateralizes these transactions. The maximum potential
future payments guaranteed by the Company under these
arrangements were approximately $6.7 billion at December 31,
2022, and represent the fair value of the securities lent to third
parties. At December 31, 2022, the Company held $6.9 billion of
cash as collateral for these arrangements.

Asset Sales The Company has provided guarantees to certain
third parties in connection with the sale or syndication of certain
assets, primarily loan portfolios and tax-advantaged investments.
These guarantees are generally in the form of asset buy-back or
make-whole provisions that are triggered upon a credit event or a
change in the tax-qualifying status of the related projects, as
applicable, and remain in effect until the loans are collected or
final tax credits are realized, respectively. The maximum potential
future payments guaranteed by the Company under these
arrangements were approximately $8.3 billion at December 31,
2022, and represented the proceeds received from the buyer or
the guaranteed portion in these transactions where the buy-back
or make-whole provisions have not yet expired. At December 31,
2022, the Company had reserved $85 million for potential losses
related to the sale or syndication of tax-advantaged investments.

The maximum potential future payments do not include loan
sales where the Company provides standard representation and
warranties to the buyer against losses related to loan underwriting
documentation defects that may have existed at the time of sale
that generally are identified after the occurrence of a triggering
event such as delinquency. For these types of loan sales, the
maximum potential future payments is generally the unpaid
principal balance of loans sold measured at the end of the current
reporting period. Actual losses will be significantly less than the
maximum exposure, as only a fraction of loans sold will have a
representation and warranty breach, and any losses on
repurchase would generally be mitigated by any collateral held
against the loans.

The Company regularly sells loans to GSEs as part of its
mortgage banking activities. The Company provides customary
representations and warranties to GSEs in conjunction with these
sales. These representations and warranties generally require the
Company to repurchase assets if it is subsequently determined
that a loan did not meet specified criteria, such as a
documentation deficiency or rescission of mortgage insurance. If
the Company is unable to cure or refute a repurchase request,
the Company is generally obligated to repurchase the loan or
otherwise reimburse the GSE for losses. At December 31, 2022,
the Company had reserved $17 million for potential losses from
representation and warranty obligations, compared with
$18 million at December 31, 2021. The Company’s reserve
reflects management’s best estimate of losses for representation
and warranty obligations. The Company’s repurchase reserve is
modeled at the loan level, taking into consideration the individual
credit quality and borrower activity that has transpired since
origination. The model applies credit quality and economic risk
factors to derive a probability of default and potential repurchase
that are based on the Company’s historical loss experience, and
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estimates loss severity based on expected collateral value. The
Company also considers qualitative factors that may result in
anticipated losses differing from historical loss trends.

As of December 31, 2022 and 2021, the Company had
$39 million and $19 million, respectively, of unresolved
representation and warranty claims from GSEs. The Company
does not have a significant amount of unresolved claims from
investors other than GSEs.

Merchant Processing The Company, through its subsidiaries,
provides merchant processing services. Under the rules of credit
card associations, a merchant processor retains a contingent
liability for credit card transactions processed. This contingent
liability arises in the event of a billing dispute between the
merchant and a cardholder that is ultimately resolved in the
cardholder’s favor. In this situation, the transaction is “charged-
back” to the merchant and the disputed amount is credited or
otherwise refunded to the cardholder. If the Company is unable
to collect this amount from the merchant, it bears the loss for the
amount of the refund paid to the cardholder.

A cardholder, through its issuing bank, generally has until the
later of up to four months after the date the transaction is
processed or the receipt of the product or service to present a
charge-back to the Company as the merchant processor. The
absolute maximum potential liability is estimated to be the total
volume of credit card transactions that meet the associations’
requirements to be valid charge-back transactions at any given
time. Management estimates that the maximum potential
exposure for charge-backs would approximate the total amount
of merchant transactions processed through the credit card
associations for the last four months. For the last four months of
2022 this amount totaled approximately $134.6 billion. In most
cases, this contingent liability is unlikely to arise, as most
products and services are delivered when purchased and
amounts are refunded when items are returned to merchants.
However, where the product or service has been purchased but
is not provided until a future date (“future delivery”), the potential
for this contingent liability increases. To mitigate this risk, the
Company may require the merchant to make an escrow deposit,
place maximum volume limitations on future delivery transactions
processed by the merchant at any point in time, or require
various credit enhancements (including letters of credit and bank
guarantees). Also, merchant processing contracts may include
event triggers to provide the Company more financial and
operational control in the event of financial deterioration of the
merchant.

The Company currently processes card transactions in the
United States, Canada and Europe through wholly-owned
subsidiaries. In the event a merchant was unable to fulfill product
or services subject to future delivery, such as airline tickets, the
Company could become financially liable for refunding the
purchase price of such products or services purchased through
the credit card associations under the charge-back provisions.
Charge-back risk related to these merchants is evaluated in a
manner similar to credit risk assessments and, as such, merchant
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processing contracts contain various provisions to protect the
Company in the event of default. At December 31, 2022, the
value of airline tickets purchased to be delivered at a future date
through card transactions processed by the Company was
$9.9 billion. The Company held collateral of $572 million in
escrow deposits, letters of credit and indemnities from financial
institutions, and liens on various assets. In addition to specific
collateral or other credit enhancements, the Company maintains
a liability for its implied guarantees associated with future delivery.
At December 31, 2022, the liability was $100 million primarily
related to these airline processing arrangements.

In the normal course of business, the Company has
unresolved charge-backs. The Company assesses the likelihood
of its potential liability based on the extent and nature of
unresolved charge-backs and its historical loss experience. At
December 31, 2022, the Company held $196 million of merchant
escrow deposits as collateral and had a recorded liability for
potential losses of $18 million.

Tender Option Bond Program Guarantee As discussed in
Note 8, the Company sponsors a municipal bond securities
tender option bond program and consolidates the program’s
entities on its Consolidated Balance Sheet. The Company
provides financial performance guarantees related to the
program’s entities. At December 31, 2022, the Company
guaranteed $1.5 billion of borrowings of the program’s entities,
included on the Consolidated Balance Sheet in short-term
borrowings. The Company also included on its Consolidated
Balance Shest the related $1.5 billion of available-for-sale
investment securities serving as collateral for this arrangement.

Other Guarantees and Commitments As of December 31,
2022, the Company sponsored, and owned 100 percent of the
common equity of, USB Capital IX, a wholly-owned
unconsolidated trust, formed for the purpose of issuing
redeemable Income Trust Securities (“ITS”) to third-party
investors, originally investing the proceeds in junior subordinated
debt securities (“‘Debentures”) issued by the Company and
entering into stock purchase contracts to purchase the
Company’s preferred stock in the future. As of December 31,
2022, all of the Debentures issued by the Company have either
matured or been retired. Total assets of USB Capital IX were
$682 million at December 31, 2022, consisting primarily of the
Company’s Series A Preferred Stock. The Company’s obligations
under the transaction documents, taken together, have the effect
of providing a full and unconditional guarantee by the Company,
on a junior subordinated basis, of the payment obligations of the
trust to third-party investors totaling $681 million at

December 31, 2022.

The Company has also made other financial performance
guarantees and commitments primarily related to the operations
of its subsidiaries. At December 31, 2022, the maximum potential
future payments guaranteed or committed by the Company
under these arrangements were approximately $1.4 billion.



Litigation and Regulatory Matters

The Company is subject to various litigation and regulatory matters
that arise in the ordinary course of its business. The Company
establishes reserves for such matters when potential losses become
probable and can be reasonably estimated. The Company believes
the ultimate resolution of existing legal and regulatory matters will not
have a material adverse effect on the financial condition, results of
operations or cash flows of the Company. However, in light of the
uncertainties inherent in these matters, it is possible that the ultimate
resolution of one or more of these matters may have a material
adverse effect on the Company’s results from operations for a
particular period, and future changes in circumstances or additional
information could result in additional accruals or resolution in excess
of established accruals, which could adversely affect the Company’s
results from operations, potentially materially.

Residential Mortgage-Backed Securities Litigation Starting in
2011, the Company and other large financial institutions have
been sued in their capacity as trustee for residential mortgage—
backed securities trusts for losses arising out of the 2008
financial crisis. In the lawsuits brought against the Company, the
investors and a monoline insurer allege that the Company’s
primary banking subsidiary, USBNA, as trustee caused them to
incur substantial losses by failing to enforce loan repurchase
obligations and failing to abide by appropriate standards of care
after events of default allegedly occurred. The plaintiffs in these
matters seek monetary damages in unspecified amounts and
most also seek equitable relief.

Regulatory Matters The Company is continually subject to
examinations, inquiries and investigations in areas of heightened
regulatory scrutiny, such as compliance, risk management, third-
party risk management and consumer protection. For example,
as part of an industry-wide inquiry, the Company’s broker-dealer
and registered investment advisor subsidiaries received from the
Securities and Exchange Commission a request for information
concerning compliance with record retention requirements
relating to electronic business communications. Also, the
Consumer Financial Protection Bureau (“CFPB”) has been
investigating the Company’s administration of unemployment
insurance benefit prepaid debit cards during the pandemic
timeframe and is considering a potential enforcement action. The
Company is cooperating fully with all pending examinations,

Business Segments

Within the Company, financial performance is measured by major
lines of business based on the products and services provided to
customers through its distribution channels. These operating
segments are components of the Company about which financial
information is prepared and is evaluated regularly by
management in deciding how to allocate resources and assess
performance. The Company has five reportable operating
segments:

Corporate and Commercial Banking Corporate and
Commercial Banking offers lending, equipment finance and small-

inquiries and investigations, any of which could lead to
administrative or legal proceedings or settlements. Remedies in
these proceedings or settlements may include fines, penalties,
restitution or alterations in the Company’s business practices
(which may increase the Company’s operating expenses and
decrease its revenue).

MUFG Union Bank Consent Order The Company acquired
MUB on December 1, 2022. Prior to the acquisition, on
September 20, 2021, MUB entered into a consent order with the
Office of the Comptroller of the Currency (the “OCC”) relating to
deficiencies in MUB’s technology and operational risk
management (the “MUB Consent Order”). Under the MUB
Consent Order, the OCC found MUB to be in noncompliance
with the Interagency Guidelines Establishing Information Security
Standards and to have engaged in unsafe and unsound practices
regarding technology and operational risk management.

The OCC'’s conditional approval to merge MUB with and into
USBNA (the “Bank Merger”) requires USBNA to succeed to the
terms and obligations of the MUB Consent Order and comply
with the other conditions described therein. The Bank Merger is
expected to occur in connection with the conversion of MUB
customers and systems to the USBNA platform over Memorial
Day weekend in 2023. The Company’s losses, costs, expenses
and damages relating to or resulting from the MUB Consent
Order are indemnifiable by the seller, subject to the terms of the
Share Purchase Agreement for the MUB acquisition.

Outlook Due to their complex nature, it can be years before litigation
and regulatory matters are resolved. The Company may be unable
to develop an estimate or range of loss where matters are in early
stages, there are significant factual or legal issues to be resolved,
damages are unspecified or uncertain, or there is uncertainty as to a
litigation class being certified or the outcome of pending motions,
appeals or proceedings. For those litigation and regulatory matters
where the Company has information to develop an estimate or
range of loss, the Company believes the upper end of the range of
reasonably possible losses in aggregate, in excess of any reserves
established for matters where a loss is considered probable, will not
be material to its financial condition, results of operations or cash
flows. The Company’s estimates are subject to significant judgment
and uncertainties, and the matters underlying the estimates will
change from time to time. Actual results may vary significantly from
the current estimates.

ticket leasing, depository services, treasury management, capital
markets services, international trade services and other financial
services to middle market, large corporate, commercial real
estate, financial institution, non-profit and public sector clients.

Consumer and Business Banking Consumer and Business
Banking comprises consumer banking, small business banking
and consumer lending. Products and services are delivered
through banking offices, telephone servicing and sales, on-line
services, direct mail, ATM processing, mobile devices, distributed
mortgage loan officers, and intermediary relationships including
auto dealerships, mortgage banks, and strategic business
partners.
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Wealth Management and Investment Services Wealth
Management and Investment Services provides private banking,
financial advisory services, investment management, retail
brokerage services, insurance, trust, custody and fund servicing
through four businesses: Wealth Management, Global Corporate
Trust & Custody, U.S. Bancorp Asset Management and Fund
Services.

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

Treasury and Corporate Support Treasury and Corporate
Support includes the Company’s investment portfolios, funding,
capital management, interest rate risk management, income
taxes not allocated to business segments, including most
investments in tax-advantaged projects, and the residual
aggregate of those expenses associated with corporate activities
that are managed on a consolidated basis.

Basis of Presentation Business segment results are derived
from the Company’s business unit profitability reporting systems
by specifically attributing managed balance sheet assets,
deposits and other liabilities and their related income or expense.
The allowance for credit losses and related provision expense are
allocated to the business segments according to the volume and
credit quality of the loan balances managed, but with the impact
of changes in economic forecasts recorded in Treasury and
Corporate Support. Goodwill and other intangible assets are
assigned to the business segments based on the mix of business
of an entity acquired by the Company. Within the Company,
capital levels are evaluated and managed centrally; however,
capital is allocated to the business segments to support
evaluation of business performance. Business segments are
allocated capital on a risk-adjusted basis considering economic
and regulatory capital requirements. Generally, the determination
of the amount of capital allocated to each business segment
includes credit allocations following a Basel lll regulatory
framework. Interest income and expense is determined based on
the assets and liabilities managed by the business segment.
Because funding and asset/liability management is a central
function, funds transfer-pricing methodologies are utilized to
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allocate a cost of funds used or credit for funds provided to all
business segment assets and liabilities, respectively, using a
matched funding concept. Also, each business unit is allocated
the taxable-equivalent benefit of tax-exempt products. The
residual effect on net interest income of asset/ liability
management activities is included in Treasury and Corporate
Support. Noninterest income and expenses directly managed by
each business segment, including fees, service charges, salaries
and benefits, and other direct revenues and costs are accounted
for within each segment’s financial results in a manner similar to
the consolidated financial statements. Occupancy costs are
allocated based on utilization of facilities by the business
segments. Generally, operating losses are charged to the
business segment when the loss event is realized in a manner
similar to a loan charge-off. Noninterest expenses incurred by
centrally managed operations or business segments that directly
support another business segment’s operations are charged to
the applicable business segment based on its utilization of those
services, primarily measured by the volume of customer activities,
number of employees or other relevant factors. These allocated
expenses are reported as net shared services expense within
noninterest expense. Certain activities that do not directly support
the operations of the business segments or for which the
business segments are not considered financially accountable in
evaluating their performance are not charged to the business
segments. The income or expenses associated with these
corporate activities, including merger and integration charges, are
reported within the Treasury and Corporate Support business
segment. Income taxes are assessed to each business segment
at a standard tax rate with the residual tax expense or benefit to
arrive at the consolidated effective tax rate included in Treasury
and Corporate Support.

Designations, assignments and allocations change from time
to time as management systems are enhanced, methods of
evaluating performance or product lines change or business
segments are realigned to better respond to the Company’s
diverse customer base. During 2022, certain organization and
methodology changes were made and, accordingly, 2021 results
were restated and presented on a comparable basis. MUB
related business activities were integrated into the applicable line
of business results effective with the close of the acquisition by
the Company.



Business segment results for the years ended December 31 were as follows:

Corporate and
Commercial Banking

Consumer and
Business Banking

Wealth Management and
Investment Services

(Dollars in Millions) 2022 2021 2022 2021 2022 2021
Condensed Income Statement
Net interest income (taxable-equivalent basis) ............. $ 3,468 $ 2,853 $ 6904 $ 6,085 $ 1624 $ 1,002
Noninterestincome .......... ... i 1,008 1,039 1,556 2,496 2,553 2,222
Totalnetrevenue ........ ... 4,476 3,892 8,460 8,581 4177 3,224
Nointerest expense . . ... 1,872 1,741 5,824 5,575 2,417 2,094
Income (loss) before provision and income taxes ........... 2,604 2,151 2,636 3,006 1,760 1,130
Provision for creditlosses . . .......... .o oo 149 65 228 (136) 9 7
Income (loss) before incometaxes....................... 2,455 2,086 2,408 3,142 1,751 1,128
Income taxes and taxable-equivalent adjustment ........... 614 522 602 785 438 281
Netincome (I0SS) ..o 1,841 1,564 1,806 2,357 1,313 842
Net (income) loss attributable to noncontrolling interests . . . .. - - - - - -
Net income (loss) attributable to U.S. Bancorp ............. $ 1,841 $ 1,564 $ 1,806 $ 2,357 $ 1,313 3 842
Average Balance Sheet
L0aNS $127,916  $103,404 $145,079  $140,890 $ 22,410 $ 18,095
Otherearning assets . ..........iuiiiiiiiiinn.. 4,632 4,537 3,117 8,093 273 242
GoodWill .o 1,915 1,715 3,249 3,429 1,720 1,628
Otherintangible assets .. ... 57 5 3,785 2,761 308 84
ASSEES L 143,370 115,423 160,713 161,385 26,036 21,303
Noninterest-bearing deposits .. ............ ... ... .. .. 57,451 61,991 32,256 33,063 24,721 24,663
Interest-bearing deposits .......... ... 97,169 71,711 167,938 157,592 73,461 76,000
Total deposits .. ..o 154,620 133,702 200,194 190,655 98,182 100,663
Total U.S. Bancorp shareholders’ equity . ................. 14,403 13,906 12,550 12,319 3,675 3,154

Treasury and

Consolidated

Payment Services Corporate Support Company

(Dollars in Millions) 2022 2021 2022 2021 2022 2021
Condensed Income Statement
Net interest income (taxable-equivalent basis) ............. $ 2,498 $ 2457 $ 3852 $ 203 $ 14,846 $ 12,600
Noninterestincome . ........ .. 3,799@ 3,550@ 540 920 9,456 10,2270

Totalnetrevenue ........... ... i 6,297 6,007 892 1,123 24,302 22,827
Noninterest expense . ... 3,551 3,386 1,242 932 14,906 13,728
Income (loss) before provision and income taxes ........... 2,746 2,621 (850) 191 9,396 9,099
Provision for credit1osses . .. ... 980 349 611 (1,458) 1,977 (1,173)
Income (loss) before incometaxes....................... 1,766 2,272 (961) 1,649 7,419 10,272
Income taxes and taxable-equivalent adjustment ... ........ 442 568 (515) 131 1,581 2,287
Netincome (I0SS) ..o 1,324 1,704 (446) 1,518 5,838 7,985
Net (income) loss attributable to noncontrolling interests . . . .. - - (13) (22) (13) (22)
Net income (loss) attributable to U.S. Bancorp . ............ $ 1,324 $ 1,704 $ (459 $ 1,496 $ 5825 $ 7,963
Average Balance Sheet
L0aNS o $ 34,627 $ 30,856 $ 3541 $ 3,720 $333,573  $296,965
Otherearning assets . ..........couiiiiiniinnaenn.. 634 93 203,214 196,211 211,770 209,176
GoodWill . 3,305 3,184 - - 10,189 9,956
Otherintangible assets .. .......... ... ... i 423 507 4 - 4,577 3,357
ASSEES L 41,109 36,549 220,921 221,872 592,149 556,532
Noninterest-bearing deposits .. .......... ... ... ... ... 3,410 4,861 2,556 2,626 120,394 127,204
Interest-bearing deposits .. ....... ... oo 162 145 3,260 1,629 341,990 307,077

Total deposits .. ..o 3,572 5,006 5,816 4,255 462,384 434,281
Total U.S. Bancorp shareholders’ equity . ................. 8,235 7,642 11,553 16,789 50,416 53,810

(a) Presented net of related rewards and rebate costs and certain partner payments of $2.9 billion and $2.5 billion for 2022 and 2021, respectively.
(b) Includes revenue generated from certain contracts with customers of $8.0 billion and $7.5 billion for 2022 and 2021, respectively.
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U.S. Bancorp (Parent Company)

Condensed Balance Sheet

At December 31 (Dollars in Millions) 2022 2021
Assets
Due from banks, principally interest-bearing . . ... $ 5,288 $ 8,369
Available-for-sale investment SECUNtIES . . . ... .o 672 1,209
Investments in bank sUDSIAIANES . . . . ... 59,202 51,432
Investments in nonbank sUbSIAIANES . . ... ... 3,575 3,632
Advances to bank SUDSIAIANES . . . .. .ot 9,100 9,600
Advances to NONbaNK SUDSIAIANES . . . . . ..ot 150 707
OtNEr ASSETS . .ttt 1,101 898
TOAl ASSEES . . oottt et e $79,088 $75,847
Liabilities and Shareholders’ Equity
LONG-EEIM QBT & . . oottt $26,983 $18,902
Other Iabilities . . ..o 1,339 2,027
Sharenolders’ BOUILY . . ..ottt 50,766 54,918
Total liabilities and shareholders’ equity ... ... ... $79,088 $75,847
Condensed Income Statement
Year Ended December 31 (Dollars in Millions) 2022 2021 2020
Income
Dividends from bank SUDSICIANES . . . ... ...ttt $4,750 $7,000 $1,500
Dividends from nonbank subSIdIanes . .. ... . 105 2 24
Interest from SUDSIAIANES . . . . . .ot 119 112 172
O NI INCOME . . oo 31 46 85
TOtal INCOMIE vt 5,005 7,160 1,781
Expense
INTErEST EXPENSE . . o oottt e 505 348 433
OFNBr BXPENSE . . oottt e e e 162 154 140
TOtAl EXPENSE . . ot 667 502 573
Income before income taxes and equity in undistributed income of subsidiaries . ....................... 4,338 6,658 1,208
Applicable INCOME taXES . ..o\t (138) (53) (78)
INCOME Of PArENt COMPANY . . . ottt e e e e e e 4,476 6,711 1,286
Equity in undistributed income of subsidiaries .. ........ .. 1,349 1,252 3,673
Net income attributable to U.S. BANCOMD . . ..ottt ettt e ettt e e $5,825 $7,963 $4,959
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Condensed Statement of Cash Flows

Year Ended December 31 (Dollars in Millions) 2022 2021 2020
Operating Activities
Net income attributable to U.S. BanCOMD . . .. .o oottt et et e e $ 5,825 $ 7,963 $ 4,959
Adjustments to reconcile net income to net cash provided by operating activities
Equity in undistributed income of subsidianes . .......... .. (1,349) (1,252) (8,673)
OFher, Nt . . (398) (85) 907
Net cash provided by operating activities . . . . ... .. 4,078 6,626 2,193
Investing Activities
Proceeds from sales and maturities of investment securities . .......... ... .. oo 423 200 258
INvestments in sUDSIdIANES . . . . . ..o (5,030) -
Net decrease in short-term advances to subsidiaries . ........... . . i 557 411 347
Long-term advances t0 sUbSIdIarnies . . ... ... (2,000) (7,000) -
Principal collected on long-term advances to subsidiaries . ........... .. 2,500 1,250 -
Cash paid for aCqUISItION . .. ..ot (5,500) - -
OFher, Bt o (173) (269) 379
Net cash provided by (used in) investing activities .. .......... .. (9,223) (5,408) 984
Financing Activities
Net decrease in short-term borrowings . . ... ..o - - 8)
Proceeds from issuance of long-termdebt . ... ... . . 8,150 1,300 2,750
Principal payments or redemption of long-termdebt ....... .. ... .. (2,300) (3,000) (1,200)
Proceeds from issuance of preferred StoCK . ... ... 437 2,221 486
Proceeds from issuance of COmmMON STOCK . .. .. ..ot 21 43 15
Repurchase of preferred StoCK . ... ... o (1,100) (1,250) -
Repurchase of common StOCK . .. ... o (69) (1,555) (1,672)
Cash dividends paid on preferred STOCK . ... ..o (299) (308) (300)
Cash dividends paid on COMMON STOCK . . . .. oo oot (2,776) (2,579) (2,552)
Net cash provided by (used in) financing activities . . . ... 2,064 (5,128) (2,481)
Change in cash and due from banks .. ....... .. (8,081) (3,910) 696
Cash and due from banks at beginning of year ... ... 8,369 12,279 11,583
Cash and due from banks at end Of YEar . ... ...t $ 5,288 $ 8,369 $12,279

Transfer of funds (dividends, loans or advances) from bank
subsidiaries to the Company is restricted. Federal law requires
loans to the Company or its affiliates to be secured and generally
limits loans to the Company or an individual affiliate to 10 percent
of each bank’s unimpaired capital and surplus. In the aggregate,
loans to the Company and all affiliates cannot exceed 20 percent
of each bank’s unimpaired capital and surplus.

Subsequent Events

The Company has evaluated the impact of events that have
occurred subsequent to December 31, 2022 through the date
the consolidated financial statements were filed with the United
States Securities and Exchange Commission. Based on this

Dividend payments to the Company by its subsidiary banks
are subject to regulatory review and statutory limitations and, in
some instances, regulatory approval. In general, dividends by the
Company’s bank subsidiaries to the parent company are limited
by rules which compare dividends to net income for regulatorily-
defined periods. Furthermore, dividends are restricted by
minimum capital constraints for all national banks.

evaluation, the Company has determined none of these events
were required to be recognized or disclosed in the consolidated
financial statements and related notes.
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U.S. Bancorp

Consolidated Daily Average Balance Sheet and Related Yields
and Rates (a) (Unaudited)

2022 2021 2020
Yields Yields Yields
Average and Average and Average and
Year Ended December 31 (Dollars in Millions) Balances Interest  Rates Balances Interest  Rates Balances Interest  Rates
Assets
Investment securities ...... ... o L $169,442 $ 3,457 2.04%| $154,702 $ 2,434 1.57%| $125,954 $ 2,488 1.98%
Loansheldforsale ....................... 3,829 201 5.26 8,024 232 2.89 6,985 216 3.10
Loans (b)
Commercial . ... 123,797 4,340 3.51 102,855 2,684 2.61 113,967 3,192 2.80
Commercial realestate . ................. 41,098 1,655 4.03 38,781 1,219 3.14 40,548 1,457 3.59
Residential mortgages .. ................ 84,749 2,775 3.27 74,629 2,477  3.32 73,667 2,666 3.62
Creditcard . ... 23,478 2,683 11.00 21,645 2,278 10.52 22,332 2,392 10.71
Otherretail ..., 60,451 2,292 3.79 59,055 2,126 3.60 56,755 2,352 414
Totalloans . ..., 333,573 13,645 4.09 296,965 10,784 3.63 307,269 12,059 3.92
Interest-bearing deposits with banks . ........ 31,425 5569 1.78 39,914 42 .10 34,497 59 A7
Otherearningassets .. .................... 7,074 204 2.89 6,536 101 1.55 6,697 119 1.78
Total earningassets .................. 545,343 18,066 3.31 506,141 13,593 2.69 481,402 14,941  3.10
Allowance for loanlosses .................. (5,880) (6,326) (6,858)
Unrealized gain (loss) on investment
SECUMtIeS .+ .o (6,914) 1,174 2,901
Otherassets ..., 59,600 55,543 53,762
Totalassets ....................... $592,149 $556,532 $531,207
Liabilities and Shareholders’ Equity
Noninterest-bearing deposits ............... $120,394 $127,204 $ 98,539
Interest-bearing deposits .............. ...
Interestchecking ....................... 117,471 277 .24 103,198 24 .02 84,276 65 .08
Money market savings .................. 126,221 1,220 97 117,093 199 A7 125,786 528 42
Savings accounts . ... 67,722 10 .02 62,294 7 .01 52,142 46 .09
Time deposits . ... 30,576 365 1.19 24,492 90 .37 37,872 311 .82
Total interest-bearing deposits . ......... 341,990 1,872 .55 307,077 320 .10 300,076 950 .32
Short-term borrowings
Federal funds purchased ................ 687 8 1.12 1,507 2 .10 1,660 6 .35
Securities sold under agreements to
FEPUICNASE « v oot 2,037 20 1.00 1,790 2 13 1,686 8 .50
Commercialpaper ... 7,186 69 .96 7,228 1 .01 8,141 21 .26
Other short-term borrowings . ............ 15,830 471 2.98 4,249 65 1.54 7,695 109 1.41
Total short-term borrowings . ........... 25,740 568 2.21 14,774 70 A7 19,182 144 .75
Long-termdebt ......... ... ... oL 33,114 780 2.35 36,682 603 1.64 44,040 924 210
Total interest-bearing liabilities . ......... 400,844 3,220 .80 358,533 993 .28 363,298 2,018 .56
Other liabilities .. ... 20,029 16,353 16,494
Shareholders’ equity
Preferredequity ......... ... ... ... ... 6,761 6,255 6,042
Commonequity .. ..o 43,655 47,655 46,204
Total U.S. Bancorp shareholders’ equity . . 50,416 53,810 52,246
Noncontrolling interests . ................ 466 632 630
Totalequity ......... ... ... .. 50,882 54,442 52,876
Total liabilities and equity . . ........... $592,149 $556,532 $531,207
Net interestincome ....................... $14,846 $12,600 $12,923
Grossinterestmargin .......... .o 2.51% 2.41% 2.54%
Gross interest margin without taxable-
equivalentincrements ............ ... 2.49% 2.39% 2.52%
Percent of Earning Assets
Interestincome ....... ... .. L 3.31% 2.69% 3.10%
Interestexpense ........ ... ... .59 .20 42
Net interest margin ....................... 2.72% 2.49% 2.68%
Net interest margin without taxable-equivalent
increments .. ... 2.70% 2.47% 2.66%
Not meaningful

(@) Interest and rates are presented on a fully taxable-equivalent basis based on a federal income tax rate of 21 percent.
(b) Interest income and rates on loans include loan fees. Nonaccrual loans are included in average loan balances.
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U.S. Bancorp
Supplemental Financial Data (Unaudited)

Earnings Per Common Share Summary 2022 2021 2020
Earnings per COMMON SNAME . .. ..ottt ittt $ 3.69 $ 5.11 $ 3.06
Diluted earnings per COMMON SNAre . . ... ..o e 3.69 5.10 3.06
Dividends declared per COmmON Share .. ... ... i 1.88 1.76 1.68
Other Statistics (Dollars and Shares in Millions)
Common shares outstanding () . . . . .. oot 1,631 1,484 1,507
Average common shares outstanding and common stock equivalents
Earnings per CommoN Share . . ... . 1,489 1,489 1,509
Diluted earnings per COMMON SNAre . ... .. ..ottt e e 1,490 1,490 1,510
Number of shareholders (D) . . .. ..o 30,280 31,111 32,5620
Common dividends deClared .. ... ... ...t $ 2,829 $ 2,630 $ 2,541

(@) Defined as total common shares issued less common stock held in treasury at December 31.
(b) Based on number of common stock shareholders of record at December 31.

The common stock of U.S. Bancorp is traded on the New York Stock Exchange, under the ticker symbol “USB.” At January 31, 2023,

there were 30,217 holders of record of the Company’s common stock.

Stock Performance Chart

The following chart compares the cumulative total shareholder return on the Company’s common stock during the five years ended
December 31, 2022, with the cumulative total return on the Standard & Poor’s 500 Index and the KBW Bank Index. The comparison
assumes $100 was invested on December 31, 2017, in the Company’s common stock and in each of the foregoing indices and assumes
the reinvestment of all dividends. The comparisons in the graph are based upon historical data and are not indicative of, nor intended to

forecast, future performance of the Company’s common stock.
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Company Information

General Business Description U.S. Bancorp is a financial
services holding company headquartered in Minneapolis,
Minnesota, serving millions of local, national and global customers.
U.S. Bancorp is registered as a bank holding company under the
Bank Holding Company Act of 1956 (the “BHC Act”), and has
elected to be treated as a financial holding company under the
BHC Act. The Company provides a full range of financial services,
including lending and depository services, cash management,
capital markets, and trust and investment management services. It
also engages in credit card services, merchant and ATM
processing, mortgage banking, insurance, brokerage and leasing.
Effective December 1, 2022, the Company acquired MUB’s core
regional banking franchise, consisting primarily of retail banking
branches in California, Oregon and Washington.

U.S. Bancorp’s banking subsidiaries, USBNA and MUB, are
engaged in the general banking business, principally in domestic
markets, and hold all of the Company’s consolidated deposits of
$525.0 billion at December 31, 2022. USBNA and MUB provide
a wide range of products and services to individuals, businesses,
institutional organizations, governmental entities and other
financial institutions. Commercial and consumer lending services
are principally offered to customers within the Company’s
domestic markets, to domestic customers with foreign operations
and to large national customers operating in specific industries
targeted by the Company, such as healthcare, utilities, oil and
gas, and state and municipal government. Lending services
include traditional credit products as well as credit card services,
lease financing and import/export trade, asset-backed lending,
agricultural finance and other products. Depository services
include checking accounts, savings accounts and time certificate
contracts. Ancillary services such as capital markets, treasury
management and receivable lock-box collection are provided to
corporate and governmental entity customers. U.S. Bancorp’s
bank and trust subsidiaries provide a full range of asset
management and fiduciary services for individuals, estates,
foundations, business corporations and charitable organizations.

Other U.S. Bancorp non-banking subsidiaries offer investment
and insurance products to the Company’s customers principally
within its domestic markets, and fund administration services to a
broad range of mutual and other funds.

Banking and investment services are provided through a
network of 2,494 banking offices as of December 31, 2022,
principally operating in the Midwest and West regions of the
United States, through on-line services, over mobile devices and
through other distribution channels. The Company operates a
network of 4,505 ATMs as of December 31, 2022, and provides
24-hour, seven day a week telephone customer service.
Mortgage banking services are provided through banking offices
and loan production offices throughout the Company’s domestic
markets. Lending products may be originated through banking
offices, indirect correspondents, brokers or other lending
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sources. The Company is also one of the largest providers of
corporate and purchasing card services and corporate trust
services in the United States. The Company’s wholly-owned
subsidiary, Elavon, Inc. (“Elavon”), provides domestic merchant
processing services directly to merchants. Wholly-owned
subsidiaries of Elavon provide similar merchant services in
Canada and segments of Europe. The Company also provides
corporate trust and fund administration services in Europe. These
foreign operations are not significant to the Company.

On a full-time equivalent basis, as of December 31, 2022,
U.S. Bancorp employed 76,646 people.

Risk Factors An investment in the Company involves risk,
including the possibility that the value of the investment could fall
substantially and that dividends or other distributions on the
investment could be reduced or eliminated. Below are material
risk factors that make an investment in the Company speculative
or risky.

Economic and Market Conditions Risk

Deterioration in business and economic conditions could
adversely affect the Company’s lending business and the
value of loans and debt securities it holds The Company’s
business activities and earnings are affected by general business
conditions in the United States and abroad, including factors
such as the level and volatility of short-term and long-term
interest rates, inflation, home prices, unemployment and under-
employment levels, bankruptcies, household income, consumer
spending, fluctuations in both debt and equity capital markets,
liquidity of the global financial markets, the availability and cost of
capital and credit, investor sentiment and confidence in the
financial markets, and the strength of the domestic and global
economies in which the Company operates. Changes in these
conditions caused by the COVID-19 pandemic adversely affected
the Company’s consumer and commercial businesses and
securities portfolios, its level of charge-offs and provision for
credit losses, and its results of operations during 2020, 2021 and
2022, and changes in these conditions caused by Russia’s
invasion of Ukraine impacted the Company’s results of operations
in 2022. Other future changes in these conditions, whether
related to the COVID-19 pandemic, the war in Ukraine, the threat
or occurrence of a U.S. sovereign default or otherwise, could
have additional adverse effects on the Company and its
businesses.

Given the high percentage of the Company’s assets
represented directly or indirectly by loans, and the importance of
lending to its overall business, weak economic conditions have
negatively affected the Company’s business and results of
operations, including new loan origination activity, existing loan
utilization rates and delinquencies, defaults and the ability of
customers to meet obligations under the loans. In addition, future
deterioration in economic conditions could have adverse effects
on loan origination activity, loan utilization rates and
delinquencies, defaults and the ability of customers to meet loan



obligations. The value to the Company of other assets such as
investment securities, most of which are debt securities or other
financial instruments supported by loans, similarly have been, and
would be, negatively impacted by widespread decreases in credit
quality resulting from a weakening of the economy.

In addition, volatility and uncertainty related to inflation or a
possible recession and their effects, which could potentially
continue to contribute to poor economic conditions, may
contribute to or enhance some of the risks described herein. For
example, higher inflation, slower growth or a recession could
reduce demand for the Company’s products, adversely affect the
creditworthiness of its borrowers or result in lower values for its
interest-earning assets and investment securities. Any of these
effects, or others that the Company is not able to predict, could
adversely affect its financial condition or results of operations.

Any deterioration in global economic conditions could damage
the domestic economy or negatively affect the Company’s
borrowers or other counterparties that have direct or indirect
exposure to these regions. Such global disruptions, including
disruptions in supply chains or geopolitical risk, can undermine
investor confidence, cause a contraction of available credit, or
create market volatility, any of which could have material adverse
effects on the Company’s businesses, results of operations,
financial condition and liquidity, even if the Company’s direct
exposure to the affected region is limited. Global political trends
toward nationalism and isolationism, could increase the
probability of a deterioration in global economic conditions.

Changes in interest rates could reduce the Company’s net
interest income The Company’s earnings are dependent to a
large degree on net interest income, which is the difference
between interest income from loans and investments and interest
expense on deposits and borrowings. Net interest income is
significantly affected by market rates of interest, which in turn are
affected by prevailing economic conditions, by the fiscal and
monetary policies of the federal government and by the policies of
various regulatory agencies. Volatility in interest rates can also
result in the flow of funds away from financial institutions into
direct investments. Direct investments, such as United States
government and corporate securities and other investment
vehicles (including mutual funds), generally pay higher rates of
return than financial institutions because of the absence of federal
insurance premiums and reserve requirements.

United States interest rates fell dramatically during the first
quarter of 2020 and remained low through 2021, which adversely
affected the Company’s net interest income. The Federal Reserve
raised benchmark interest rates throughout 2022 and may
continue to raise interest rates in response to economic
conditions, particularly inflationary pressures.

When interest rates are increasing, the Company can
generally be expected to earn higher net interest income.
However, higher interest rates can also lead to fewer originations
of loans, less liquidity in the financial markets, and higher funding
costs, each of which could adversely affect the Company’s
revenues and its liquidity and capital levels. In 2022, as a result of

the high interest rate environment, the Company earned higher
net interest income but experienced fewer originations of
mortgage loans and higher funding costs, and the Company
expects these effects to continue in the future if interest rates
remain elevated or increase further. Higher interest rates can also
negatively affect the payment performance on loans that are
linked to variable interest rates. If borrowers of variable rate loans
are unable to afford higher interest payments, those borrowers
may reduce or stop making payments, thereby causing the
Company to incur losses and increased operational costs related
to servicing a higher volume of delinquent loans.

The Company’s results may be materially affected by
market fluctuations and significant changes in the value of
financial instruments The value of securities, derivatives and
other financial instruments which the Company owns or in which it
makes markets can be materially affected by market fluctuations.
Market volatility, illiquid market conditions and other disruptions in
the financial markets may make it extremely difficult to value
certain financial instruments. Subsequent valuations of financial
instruments in future periods, in light of factors then prevailing,
may result in significant changes in the value of these instruments.
In addition, at the time of any disposition of these financial
instruments, the price that the Company ultimately realizes will
depend on the demand and liquidity in the market at that time and
may be materially lower than their current fair value. Any of these
factors could cause a decline in the value of financial instruments
that the Company owns or in which it makes markets, which may
have an adverse effect on the Company’s results of operations.
The Company’s risk management and monitoring processes,
including its stress testing framework, seek to quantify and control
the Company’s exposure to more extreme market moves.
However, the Company’s hedging and other risk management
strategies may not be effective, and it could incur significant
losses, if extreme market events were to occur.

The discontinuance of the London Interbank Offered Rate
(“LIBOR”) as an interest rate benchmark could adversely
affect the Company’s business, financial condition and
results of operations The publication of the most commonly
used United States Dollar LIBOR settings will cease to be
provided or cease to be representative after June 30, 2023. The
publication of all other LIBOR settings ceased to be provided or
ceased to representative as of December 31, 2021. Additionally,
the United States federal banking agencies issued guidance
strongly encouraging banking organizations to cease using the
United States Dollar LIBOR as a reference rate in “new” contracts
by December 31, 2021, at the latest, with limited exceptions. In
March 2022, the LIBOR Act was enacted. The LIBOR Act
provides a uniform approach for replacing LIBOR as a reference
rate in contracts that do not include effective fallback provisions.
Under the LIBOR Act and its implementing regulations,
references to the most common tenors of LIBOR in such
contracts will be replaced as a matter of law to instead reference
rates based on SOFR.

14



The replacement of LIBOR is complex and could have a range
of adverse impacts on the Company’s business and results of
operations. The Company has various types of transactions,
including derivatives, loans, bonds, and securitized products, that
reference LIBOR and other Interbank Offered Rates (“IBORs”).
The replacement of LIBOR and other IBORs with ARRs and the
Company’s development of products linked to alternate
benchmark rates has created a number of risks for the Company,
its customers, and the financial services industry more widely.

The extensive changes to documentation that govern or
reference LIBOR or LIBOR-based products create a variety of
execution risks for the Company. The Company may be unable
to modify contracts with its counterparties to replace the
reference rate for existing contracts based on or linked to LIBOR
and other interest rate benchmarks with ARRs by the dates set
for cessation of LIBOR and other interest rate benchmarks. The
Company will need to transition all contracts still tied to LIBOR on
or shortly after the cessation of LIBOR, which becomes
increasingly complicated with higher numbers of contracts due to
variations across different products, types of fallback language,
and remediation strategies. The Company will also need to
communicate with counterparties regarding the transition of
contracts to an ARR, and such communications will vary by
customer and by product due to differences in product type,
regulatory requirements, and other customer considerations.

The transition from LIBOR may also result in disputes, litigation
or other actions with clients, counterparties or investors, including
with respect to, among other things, (i) the interpretation and
enforceability of provisions in LIBOR-based products such as
fallback language or other related provisions, (i) the interpretation
and implementation of the LIBOR Act and the enforceability
thereof, (i) any economic, legal, operational or other impact from
the fundamental differences between LIBOR and the various
ARRs, (iv) any issues resulting from implementing fallback
language in a large number of contracts over a short period of
time, (v) a claimed failure to appropriately communicate possible
remediation strategies and the effects of the transition, and
(vi) any actions resulting from the Company’s interpretation and
execution of its roles and responsibilities in corporate trust
transactions. The transition may also result in additional inquiries
or other actions from regulators regarding the Company’s
preparation and readiness for the replacement of LIBOR.

The discontinuation of a LIBOR setting, changes in LIBOR or
changes in market acceptance of LIBOR as a reference rate may
also adversely affect the yield on loans or securities held by the
Company; amounts paid on securities the Company has issued;
amounts received and paid on derivative instruments it has
entered into; the value of such loans, securities or derivative
instruments; the trading market for securities; the terms of new
loans being made using different or modified reference rates; the
Company’s ability to effectively use derivative instruments to
manage risk; and the availability or cost of floating-rate funding
and the Company’s exposure to fluctuations in interest rates.
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Changes to benchmark indices may also adversely affect the
price, liquidity, value of, return on and trading for a broad array of
financial products, including any LIBOR-linked securities, loans
and derivatives that are included in the Company’s financial
assets and liabilities.

The Company’s acquisition of MUB creates additional risks for
the Company and compounds the risks noted above. In certain
instances, the Company and MUB have different remediation
strategies for similar products, which increases the complexity in
planning for and executing remediation strategies related to
customer communications and rate transitions. Additionally, in
certain instances, the Company and MUB have taken different
approaches to communications with customers. The dispute
risks and economic risks noted above are heightened as well due
to the increased number of financial instruments which must be
transitioned from LIBOR.

The Company is also subject to the risk that its customers,
counterparties and third-party vendors are not operationally ready
to transition away from LIBOR, and the failure of such third
parties to upgrade their operations to transition away from LIBOR
on a timely basis could materially disrupt the Company’s
operations.

Operations and Business Risk

A breach in the security of the Company’s information
systems, or the information systems of certain third
parties, could disrupt the Company’s businesses, result in
the disclosure of confidential information, damage its
reputation and create significant financial and legal
exposure The Company continues to experience an increasing
number of attempted attacks on its information systems,
software, networks and other technologies. Although the
Company devotes significant resources to maintain and regularly
upgrade its systems and processes that are designed to protect
the security of the Company’s computer systems, software,
networks, technologies and intellectual property, and to protect
the confidentiality, integrity and availability of information
belonging to the Company and its customers, the Company’s
security measures may not be effective against new threats.
Malicious actors continue to develop increasingly sophisticated
cyber attacks that could impact the Company. Many financial
institutions, retailers and other companies engaged in data
processing, including software and information technology service
providers, have reported cyber attacks, some of which involved
sophisticated and targeted attacks intended to obtain
unauthorized access to confidential information, destroy data,
disable or degrade service, or sabotage systems, often through
the introduction of software that is intentionally included or
inserted in an information system for a harmful purpose (malware).
Attacks on financial or other institutions important to the
overall functioning of the financial system could also adversely
affect, directly or indirectly, aspects of the Company’s
businesses. The increasing consolidation, interdependence and



complexity of financial entities and technology systems increases
the risk of operational failure, both for the Company and on an
industry-wide basis, and means that a technology failure, cyber
attack, or other information or security breach that significantly
degrades, deletes or compromises the systems or data of one or
more financial entities could materially affect the Company,
counterparties or other market participants.

Third parties that facilitate the Company’s business activities,
including exchanges, clearinghouses, payment and ATM
networks, financial intermediaries and vendors that provide
services or technology solutions for the Company’s operations,
are also sources of operational and security risks to the Company
due to failures of their systems, misconduct by their employees or
cyber attacks that could affect their ability to deliver a product or
service to the Company, resulting in lost or compromised
Company or customer information. Although the Company
implements safeguards with respect to third-party systems, such
safeguards may not always be effective. Furthermore, a third
party may not reveal an attack or system failure to the Company
in a timely manner, which could compromise the Company’s
ability to respond effectively. Some of these third parties may
engage vendors of their own, which introduces the risk that the
third party’s vendors and subcontractors (“fourth parties”) could
be the source of operational and security failures. In addition, if a
third party obtains access to the customer account data on the
Company’s systems, and that party experiences a breach via an
external or internal threat or misappropriates such data, the
Company and its customers could suffer material harm, including
heightened risk of fraudulent transactions, losses from fraudulent
transactions, increased operational costs to remediate any
security breach and reputational harm. These risks are expected
to continue to increase as the Company expands its
interconnectivity with its customers and other third parties.

Within the past several years, multiple companies have
disclosed substantial cybersecurity breaches affecting debit and
credit card accounts of their customers, some of whom were the
Company’s cardholders and who may experience fraud on their
card accounts because of the breach. The Company has suffered,
and will in the future suffer, losses associated with reimbursing its
customers for such fraudulent transactions, as well as for other
costs related to data security compromise events, such as
replacing cards associated with compromised card accounts.
These attacks involving Company cards are likely to continue and
could, individually or in the aggregate, have a material adverse
effect on the Company’s financial condition or results of
operations.

It is possible that the Company may not be able to anticipate
or to implement effective preventive measures against all
cybersecurity breaches because malicious actor methods and
techniques change frequently, increase in sophistication, often
are not recognized until launched, sometimes go undetected
even when successful, and originate from a wide variety of
sources, including organized crime, hackers, terrorists, activists,

hostile foreign governments and other external parties. Those
parties may also attempt to fraudulently induce employees,
customers or other users of the Company’s systems to disclose
sensitive information to gain access to the Company’s data or
that of its customers or clients, such as through “phishing” and
other “social engineering” schemes. Other types of attacks may
include computer viruses, malicious or destructive code,
denial-of-service attacks, cyber extortion and accompanying
ransom demands. The Company’s information security risks may
increase in the future as the Company continues to increase its
mobile and internet-based product offerings and expands its
internal usage of web-based products and applications. In
addition, the Company’s customers often use their own devices,
such as computers, smart phones and tablet computers, to
make payments and manage their accounts, and are subject to
“phishing” and other attempts from cyber criminals to
compromise or deny access to their accounts. The Company has
limited ability to assure the safety and security of its customers’
transactions with the Company to the extent they are using their
own devices, which have been, and likely will continue to be,
subject to such threats.

In addition, the Company’s acquisition of MUB has caused
the Company to experience increased cybersecurity risk, which
the Company expects to remain elevated until the integration of
MUB is completed. Specifically, these risks include technology
disruption during the integration phase, potential dormant threats
in MUB, information technology resilience risk during integration
and conversion, and risks related to the cybersecurity postures of
USBNA and MUB.

If the Company’s physical or cybersecurity systems are
penetrated or circumvented, or an authorized user intentionally or
unintentionally removes, loses or destroys critical business data,
serious negative consequences for the Company can follow,
including significant disruption of the Company’s operations,
misappropriation of confidential Company and/or customer
information, or damage to the Company’s or customers’ or
counterparties’ computers or systems. These consequences
could result in violations of applicable privacy and other laws;
financial loss to the Company or to its customers; loss of
confidence in the Company’s security measures; customer
dissatisfaction; significant litigation exposure; regulatory fines,
penalties or intervention; reimbursement or other compensatory
costs (including the costs of credit monitoring services); additional
compliance costs; and harm to the Company’s reputation, all of
which could adversely affect the Company.

Because the investigation of any information security breach is
inherently unpredictable and would require substantial time to
complete, the Company may not be able to quickly remediate the
consequences of any breach, which may increase the costs of,
and enhance the negative consequences associated with, a
breach. In addition, to the extent the Company’s insurance
covers aspects of any breach, such insurance may not be
sufficient to cover all the Company’s losses.
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The Company relies on its employees, systems and third
parties to conduct its business, and certain failures by
systems or misconduct by employees or third parties
could adversely affect its operations The Company operates
in many different businesses in diverse markets and relies on the
ability of its employees and systems to process a high number of
transactions. The Company’s business, financial, accounting,
data processing, and other operating systems and facilities may
stop operating properly or become disabled or damaged due to a
number of factors, including events that are out of its control. In
addition to the risks posed by information security breaches, as
discussed above, such systems could be compromised because
of spikes in transaction volume, electrical or telecommunications
outages, degradation or loss of internet or website availability,
natural disasters, political or social unrest, and terrorist acts. The
Company’s business operations may be adversely affected by
significant disruption to the operating systems that support its
businesses and customers. If backup systems are used during
outages, they might not process data as quickly as do the
primary systems, which could negatively impact the ability to
back up data.

The Company could also incur losses resulting from the risk of
human error by employees, fraud by employees or persons
outside the Company, unauthorized access to its computer
systems, the execution of unauthorized transactions by
employees, errors relating to transaction processing and
technology, breaches of the internal control system and
compliance requirements, and business continuation and disaster
recovery. This risk of loss also includes customer remediation
costs, the potential legal actions, fines or civil money penalties
that could arise resulting from an operational deficiency or
noncompliance with applicable regulatory standards, adverse
business decisions or their implementation, and customer attrition
due to potential negative publicity.

Third parties provide key components of the Company’s
business infrastructure, such as internet connections, network
access and mutual fund distribution. While the Company has
selected these third parties carefully, it is limited in its ability to
control their actions. Any problems caused by third-party service
providers, including failing to comply with their contractual
obligations or performing their services negligently, could
adversely affect the Company’s ability to deliver products and
services to the Company’s customers and otherwise to conduct
its business. Replacing third-party service providers could also
entail significant delay and expense. In addition, failure of third-
party service providers to handle current or higher volumes of use
could adversely affect the Company’s ability to deliver products
and services to clients and otherwise to conduct business.
Technological or financial difficulties of a third-party service
provider could adversely affect the Company’s businesses to the
extent those difficulties result in the interruption or discontinuation
of services provided by that party.

144

Operational risks for large financial institutions such as the
Company have generally increased in recent years, in part
because of the proliferation of new technologies, implementation
of work-from-home and hybrid work arrangements, the use of
internet services and telecommunications technologies to
conduct financial transactions, the increased number and
complexity of transactions being processed, and the increased
sophistication and activities of organized crime, hackers,
terrorists, activists, and other external parties. In the event of a
breakdown in the internal control system, improper operation of
systems or improper employee or third-party actions, the
Company could suffer financial loss, face legal or regulatory
action and suffer damage to its reputation.

The Company could face material legal and reputational
harm if it fails to safeguard personal information The
Company is subject to complex and evolving laws and
regulations, both inside and outside the United States, governing
the privacy and protection of personal information. Individuals
whose personal information may be protected by law can include
the Company’s customers, customers’ customers, prospective
customers, job applicants, current and former employees, the
employees of the Company’s suppliers, and other individuals.
Complying with laws and regulations applicable to the
Company’s collection, use, transfer and storage of personal
information can increase operating costs, impact the
development and marketing of new products or services, and
reduce operational efficiency. Any mishandling or misuse of
personal information by the Company or its suppliers could
expose the Company to litigation or regulatory fines, penalties or
other sanctions.

In the United States, several states have recently enacted
consumer privacy laws that impose compliance obligations with
respect to personal information. In particular, the California
Consumer Privacy Act (the “CCPA”) and its implementing
regulations impose significant requirements on covered
businesses with respect to consumer data privacy rights. In
November 2020, voters in the State of California approved the
California Privacy Rights Act (“CPRA”), a ballot measure that
amends and supplements the CCPA by, among other things,
expanding certain rights relating to personal information and its
use, collection, deletion, correction, and disclosure by covered
businesses. Compliance with the CCPA, the CPRA, and other
state statutes, common law, or regulations designed to protect
personal information could potentially require substantive
technology infrastructure and process changes across many of
the Company’s businesses. Non-compliance with the CCPA,
CPRA, or similar laws and regulations could lead to substantial
regulatory fines and penalties, damages from private causes of
action, compelled changes to the Company’s business practices,
and/or reputational harm. The Company cannot predict whether
any pending or future state or federal legislation will be adopted,
or the impact of any such adopted legislation on the Company.



Future legislation could result in substantial costs to the Company
and could have an adverse effect on its business, financial
condition and results of operations.

In addition, legal requirements for cross-border personal data
transfers are constantly changing, including the revisions made
by the European Economic Area (“EEA”) that require the use of
revised Standard Contractual Clauses (“SCCs”) for international
data transfers from the EEA. The SCCs are required to be used
for new agreements involving the cross-border transfer of
personal data from the EEA and must be supplemented by an
assessment and due diligence of the legal and regulatory
landscape of the jurisdiction of the data importer, the channels
used to transmit personal data and any sub-processors that may
receive personal data. The UK has developed its own set of
SCCs that must be used for transfers of personal data from the
UK to the U.S. In December 2022, the European Commission
announced a draft adequacy decision for the EU-U.S. Data
Privacy Framework (the “EU-U.S. DPF”), a cross-border data
transfer mechanism that will replace the EU-U.S. Privacy Shield
that was invalidated in 2020. The EU-U.S. DPF is in development,
and there is no guarantee that it will be approved in its current
form. Compliance with these changes and any future changes to
data transfer or privacy requirements could potentially require the
Company to make significant technological and operational
changes, any of which could result in substantial costs to the
Company, and failure to comply with applicable data transfer or
privacy requirements could subject the Company to fines or
regulatory oversight.

Additional risks could arise from the failure of the Company or
third parties to provide adequate notice to the Company’s
customers about the personal information collected from them
and the use of such information; to receive, document, and honor
the privacy preferences expressed by the Company’s customers;
to protect personal information from unauthorized disclosure; or
to maintain proper training on privacy practices for all employees
or third parties who have access to personal information.
Concerns regarding the effectiveness of the Company’s
measures to safeguard personal information and abide by privacy
preferences, or even the perception that those measures are
inadequate or that the Company does not abide by such privacy
preferences, could cause the Company to lose existing or
potential customers and thereby reduce its revenues. In addition,
any failure or perceived failure by the Company to comply with
applicable privacy or data protection laws and regulations could
result in requirements to modify or cease certain operations or
practices, and/or in material liabilities or regulatory fines,
penalties, or other sanctions. Refer to “Supervision and
Regulation” in the Company’s Annual Report on Form 10-K for
additional information regarding data privacy laws and
regulations. Any of these outcomes could materially damage the
Company’s reputation and otherwise adversely affect its
business.

The Company could lose market share and experience
increased costs if it does not effectively develop and
implement new technology The financial services industry is
continually undergoing rapid technological change with frequent
introductions of new technology-driven products and services,
including innovative ways that customers can make payments or
manage their accounts, such as through the use of mobile
payments, digital wallets or digital currencies. The growth of
many of these technologies was accelerated as a result of the
COVID-19 pandemic and the shift to increased digital activity. The
Company’s continued success depends, in part, upon its ability
to address customer needs by using technology to provide
products and services that customers want to adopt and create
additional efficiencies in the Company’s operations. When
launching a new product or service or introducing a new platform
for the delivery of products and services, the Company might not
identify or fully appreciate new operational risks arising from those
innovations or might fail to implement adequate controls to
mitigate those risks. Developing and deploying new technology-
driven products and services can also involve costs that the
Company may not recover and divert resources away from other
product development efforts. The Company may not be able to
effectively develop and implement profitable new technology-
driven products and services or be successful in marketing these
products and services to its customers. Failure to successfully
keep pace with technological change affecting the financial
services industry, including because larger competitors may have
more resources to spend on developing new technologies or
because non-bank competitors have a lower cost structure and
more flexibility, could harm the Company’s competitive position
and negatively affect its revenue and profit.

The Company may not realize the full value of its strategic
plans and initiatives As the Company develops its strategic
initiatives, it scans the internal and external environment to inform
any changes required, take advantage of new opportunities and/
or respond to unexpected challenges. Initiatives include focusing
on customer growth with tailored products and experiences that
meet customer needs; maintaining discipline centered on
preserving the Company’s financial excellence and risk appetite;
acquiring and integrating financial services businesses or assets;
cultivating a future-focused and diverse talent strategy; and
increasing access to banking services and economic
empowerment. The Company’s initiatives are impacted by
internal factors, rapid pace of change from an evolving
competitive landscape, increased cybersecurity threats,
accelerated digitalization, and emerging technologies. In addition,
execution is impacted by the Company’s response to external
economic conditions, global uncertainty, and regulatory factors
that are beyond its control. The Company’s future growth and the
value of its stock will depend, in part, on its ability to effectively
implement its business strategy. If the Company is not able to
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successfully execute its business strategy, then the Company’s
competitive position, reputation, prospects for growth, and
results of operations may be adversely affected.

Damage to the Company’s reputation could adversely
impact its business and financial results Reputation risk, or
the risk to the Company’s business, earnings and capital from
negative public opinion, is inherent in the Company’s business.
Negative public opinion about the financial services industry
generally or the Company specifically could adversely affect the
Company’s ability to retain and attract stakeholders such as
customers, investors, and employees and could expose the
Company to litigation and regulatory action. Negative public
opinion can result from the Company’s actual or alleged conduct
in any number of activities, including lending practices,
cybersecurity breaches, failures to safeguard personal
information, discriminating or harassing behavior of employees
toward other employees or customers, mortgage servicing and
foreclosure practices, compensation practices, sales practices,
regulatory compliance, mergers and acquisitions, and actions
taken by government regulators and community organizations in
response to that conduct. Additionally, the Company’s
stakeholders often hold differing views on how the Company
should address environmental, social and governance (“ESG”)
goals as it relates to serving customers. The Company’s
approach to ESG and customers may result in negative attention
in traditional and social media, resulting in a negative perception
of the Company depending on an individual’s view. In addition,
failure to deliver against established ESG goals and objectives
could present reputational and financial harm to the Company. If
the Company is unable to design or execute against business
strategies that balance conflicting views on how it supports ESG
initiatives, while continuing to support customers from differing
industries, reputational damage could result, leading to a loss of
customers or negative investor sentiment. Although the Company
takes steps to minimize reputation risk in dealing with customers
and other constituencies, the Company, as a large diversified
financial services company with a high industry profile, is
inherently exposed to this risk.

The Company’s business and financial performance could
be adversely affected, directly or indirectly, by natural
disasters, pandemics, terrorist activities, civil unrest or
international hostilities Neither the occurrence nor the potential
impact of natural disasters, pandemics, terrorist activities, civil
unrest or international hostilities can be predicted. However,
these occurrences could impact the Company directly (for
example, by interrupting the Company’s systems, which could
prevent the Company from obtaining deposits, originating loans
and processing and controlling its flow of business; causing
significant damage to the Company’s facilities; or otherwise
preventing the Company from conducting business in the
ordinary course), or indirectly as a result of their impact on the
Company’s borrowers, depositors, other customers, vendors or
other counterparties (for example, by damaging properties
pledged as collateral for the Company’s loans or impairing the
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ability of certain borrowers to repay their loans). The Company
has also suffered, and could in the future suffer, adverse
consequences to the extent that natural disasters, pandemics,
including the COVID-19 pandemic, terrorist activities, civil unrest
or international hostilities, including Russia’s invasion of Ukraine,
affect the financial markets or the economy in general or in any
particular region.

For example, the COVID-19 pandemic has created economic
and financial disruptions that have adversely affected, and may in
the future adversely affect, the Company’s business, financial
condition, capital and results of operations. During the COVID-19
pandemic, the Company experienced significant disruptions to its
normal operations, including the temporary closing of branches
and a sudden increase in the volume of work-from-home
arrangements. In addition, the Company has been indirectly
negatively affected by the pandemic’s effects on the Company’s
borrowers and other customers, and by its effects on global
financial markets. The extent to which the COVID-19 pandemic
will in the future negatively affect the Company’s business,
financial condition, capital and results of operations will depend
on developments that are highly uncertain and cannot be
predicted at this time, including the scope and duration of any
surges in the pandemic, the continued effectiveness of vaccines
and their distribution and acceptance over the long term
(including the effectiveness of vaccines against new COVID
variants), the continued effectiveness of the Company’s business
continuity plans, and governmental and other responses to the
pandemic. The COVID-19 pandemic has caused, and other
future natural disasters, pandemics, terrorist activities, civil unrest
or international hostilities, may cause, an increase in
delinquencies, bankruptcies or defaults that could result in the
Company experiencing higher levels of nonperforming assets, net
charge-offs and provisions for credit losses.

Depending on the impact of the pandemic and current
international hostilities on general economic and market
conditions, there is a risk that adverse conditions could occur or
worsen, including supply chain disruptions; higher inflation; a
possible recession; decreased demand for the Company’s
products and services or those of its borrowers, which could
increase credit risk; challenges related to maintaining sufficient
qualified personnel due to labor shortages, talent attrition,
employee iliness, or willingness to return to work; increased risk
of cyber attacks; increased volatility in commodity, currency and
other financial markets; and disruptions to business operations at
the Company and at counterparties, vendors and other service
providers.

The United States has in recent years faced periods significant
civil unrest. Although civil unrest has not materially affected the
Company’s businesses to date, similar events could, directly or
indirectly, have a material adverse effect on the Company’s
operations (for example, by causing shutdowns of branches or
working locations of vendors or other counterparties or damaging
property pledged as collateral for the Company’s loans).

The Company’s ability to mitigate the adverse consequences
of these occurrences is in part dependent on the quality of the



Company’s resiliency planning, and the Company’s ability, if any,
to anticipate the nature of any such event that occurs. The
adverse effects of natural disasters, pandemics, terrorist activities,
civil unrest or international hostilities also could be increased to
the extent that there is a lack of preparedness on the part of
national or regional emergency responders or on the part of other
organizations and businesses that the Company transacts with,
particularly those that it depends upon, but has no control over.
Additionally, both the frequency and severity of some kinds of
natural disasters, including wildfires, flooding, tornadoes and
hurricanes, have increased, and the Company expects will
continue to increase, as a result of climate change.

The Company’s business strategy, operations, financial
performance and customers could be materially adversely
affected by the impacts related to climate change There is
an increasing concern over the risks of climate change and the
impact that climate change may have on the Company and its
customers and communities. The physical risks of climate change
include increasing average global temperatures, rising sea levels
and an increase in the frequency and severity of extreme weather
events and natural disasters, including wildfires, floods, tornadoes
and hurricanes. Climate shifts and the increasing frequency and
severity of natural disasters reduce the Company’s ability to
predict accurately the effects of natural disasters. Such disasters
could disrupt the Company’s operations or the operations of
customers or third parties on which the Company relies. Such
disasters could also result in market volatility, negatively impact
customers’ ability to pay outstanding loans, damage collateral or
result in the deterioration of the value of collateral. Such disasters
may also result in reduced availability of insurance, including
insurance that protects property pledged as collateral for
Company loans, which could negatively affect the Company’s
ability to predict credit losses accurately.

Additionally, climate change concerns could result in transition
risk. Transition risks could include changes in consumer
preferences, new technologies, and additional legislation and
regulatory requirements, including those associated with the
transition to a low-carbon economy. These physical risks and
transition risks could increase expenses or otherwise adversely
impact the Company’s business strategy, operations, financial
performance and customers. In particular, new regulations or
guidance, or the attitudes of regulators, shareholders and
employees regarding climate change, may affect the activities in
which the Company engages and the products that the
Company offers. In addition, an increasing perspective that
financial institutions, including the Company, play an important
role in managing risks related to climate change, including
indirectly with respect to their customers, may result in increased
pressure on the Company to take additional steps to disclose
and manage its climate risks and related lending and other
activities. The Company could also experience increased
expenses resulting from strategic planning, litigation and
technology and market changes, and reputational harm as a
result of negative public sentiment, regulatory scrutiny and

reduced investor and stakeholder confidence due to the
Company’s response to climate change and the Company’s
climate change strategy.

Risks associated with climate change are continuing to evolve
rapidly, making it difficult to assess the effects of climate change
on the Company, and the Company expects that climate change-
related risks will continue to evolve and increase over time.

Regulatory and Legal Risk

The Company is subject to extensive and evolving
government regulation and supervision, which can
increase the cost of doing business, limit the Company’s
ability to make investments and generate revenue, and
lead to costly enforcement actions Banking regulations are
primarily intended to protect depositors’ funds, the federal
Deposit Insurance Fund, and the United States financial system
as a whole, and not the Company’s debt holders or
shareholders. These regulations, and the Company’s inability to
act in certain instances without receiving prior regulatory
approval, affect the Company’s lending practices, capital
structure, investment practices, dividend policy, ability to
repurchase common stock, and ability to pursue strategic
acquisitions, among other activities.

The Company expects that its business will remain subject to
extensive regulation and supervision and that the level of scrutiny
and the enforcement environment may fluctuate over time, based
on numerous factors, including changes in the United States
presidential administration or one or both houses of Congress
and public sentiment regarding financial institutions (which can be
influenced by scandals and other incidents that involve
participants in the industry). In particular, changes in
administration may result in the Company and other large
financial institutions becoming subject to increased scrutiny and/
or more extensive legal and regulatory requirements than under
prior presidential and congressional regimes. In addition, changes
in key personnel at the agencies that regulate the Company,
including the federal banking regulators, may result in differing
interpretations of existing rules and guidelines and potentially
more stringent enforcement and more severe penalties than
previously experienced. New regulations or modifications to
existing regulations and supervisory expectations have increased,
and may in the future increase, the Company’s costs over time
and necessitate changes to the Company’s existing regulatory
compliance and risk management infrastructure. In addition,
regulatory changes may reduce the Company’s revenues
(including by limiting the fees the Company may charge), limit the
types of financial services and products it may offer, alter the
investments it makes, affect the manner in which it operates its
businesses, increase its litigation and regulatory costs should it
fail to appropriately comply with new or modified laws and
regulatory requirements, and increase the ability of non-banks to
offer competing financial services and products.

Changes to statutes, regulations or regulatory policies, or their
interpretation or implementation, and/or regulatory practices,
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requirements or expectations, could affect the Company in
substantial and unpredictable ways. For example, the Inflation
Reduction Act of 2022 imposed a new one percent excise tax on
corporate stock repurchases, which could impact the extent of
the Company’s common stock repurchases, preferred stock
redemptions, and mergers and acquisitions activity, as well as
increase the Company’s tax liability and reduce the Company’s
net income in connection with these activities. Moreover, general
regulatory practices, such as longer time frames to obtain
regulatory approvals for acquisitions and other activities (and the
resultant impact on businesses the Company may seek to
acquire), could affect the Company’s ability or willingness to
make certain acquisitions or introduce new products or services.
In addition, the Biden Administration recently called on all
regulatory agencies to reduce or eliminate certain fees relating to
a number of services, including banking services. At the same
time, the CFPB launched an initiative to reduce the amounts and
types of fees financial institutions may charge, including by
issuing a proposed rule that would significantly reduce the
permissible amount of credit card late fees. Such changes could
affect the Company’s ability or willingness to provide certain
products or services, necessitate changes to the Company’s
business practices or reduce the Company’s revenues.

Federal law grants substantial supervisory and enforcement
powers to federal banking regulators and law enforcement
agencies, including, among other things, the ability to assess
significant civil or criminal monetary penalties, fines, or restitution;
to issue cease and desist or removal orders; and to initiate
injunctive actions against banking organizations and institution-
affiliated parties. The financial services industry continues to face
scrutiny from bank supervisors in the examination process and
stringent enforcement of regulations on both the federal and state
levels, including with respect to mortgage-related practices, fair
lending practices, fees charged by banks, student lending
practices, sales practices and related incentive compensation
programs, and other consumer compliance matters, as well as
compliance with Bank Secrecy Act/anti-money laundering (“BSA/
AML”) requirements and sanctions compliance requirements as
administered by the Office of Foreign Assets Control, and
consumer protection issues more generally. This regulatory
scrutiny, or the results of an investigation or examination, may
lead to additional regulatory investigations or enforcement
actions. There is no assurance that those actions will not result in
regulatory settlements or other enforcement actions against the
Company or any of the Company’s subsidiaries (including
USBNA and MUB and, in the case of MUB, in respect of conduct
or activities that may have occurred prior to the Company’s
acquisition of MUB), which could cause the Company material
financial and reputational harm. Furthermore, a single event
involving a potential violation of law or regulation may give rise to
numerous and overlapping investigations and proceedings, either
by multiple federal and state agencies and officials in the United
States or, in some instances, regulators and other governmental
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officials in foreign jurisdictions. In addition, another financial
institution’s violation of law or regulation relating to a business
activity or practice often will give rise to an investigation of the
same or similar activities or practices of the Company.

In general, the amounts paid by financial institutions in
settlement of proceedings or investigations and the severity of
other terms of regulatory settlements are likely to remain elevated.
In some cases, governmental authorities have required criminal
pleas or other extraordinary terms, including admissions of
wrongdoing and the imposition of monitors, as part of such
settlements, which could have significant consequences for a
financial institution, including loss of customers, reputational
harm, increased exposure to civil litigation, restrictions on the
ability to access the capital markets, and the inability to operate
certain businesses or offer certain products for a period of time.

Non-compliance with sanctions laws and/or BSA/AML laws or
failure to maintain an adequate BSA/AML compliance program
can lead to significant monetary penalties and reputational
damage. In addition, federal regulators evaluate the effectiveness
of an applicant in combating money laundering when determining
whether to approve a proposed bank merger, acquisition,
restructuring, or other expansionary activity. There have been a
number of significant enforcement actions against banks, broker-
dealers and non-bank financial institutions with respect to
sanctions laws and BSA/AML laws, and some have resulted in
substantial penalties, including against the Company and USBNA
in 2018.

Violations of laws and regulations or deemed deficiencies in
risk management practices or consumer compliance also may be
incorporated into the Company’s confidential supervisory ratings.
A downgrade in these ratings, or these or other regulatory actions
and settlements, could limit the Company’s ability to conduct
expansionary activities for a period of time and require new or
additional regulatory approvals before engaging in certain other
business activities.

Differences in regulation can affect the Company’s ability
to compete effectively The content and application of laws and
regulations applicable to financial institutions vary according to
the size of the institution, the jurisdictions in which the institution
is organized and operates and other factors. Large institutions,
such as the Company, often are subject to more stringent
regulatory requirements and supervision than smaller institutions.
In addition, financial technology companies and other non-bank
competitors may not be subject to the prudential and consumer
protection regulatory framework that applies to banks, or may be
regulated by a national or state agency that does not have the
same regulatory priorities or supervisory requirements as the
Company’s regulators. These differences in regulation can impair
the Company’s ability to compete effectively with competitors
that are less regulated and that do not have similar compliance
costs or restrictions on activities.



Stringent requirements related to capital and liquidity have
been adopted by United States banking regulators that may
limit the Company’s ability to return earnings to
shareholders or operate or invest in its business United
States banking regulators have adopted stringent capital- and
liquidity-related standards applicable to larger banking
organizations, including the Company. The rules require banks to
hold more and higher quality capital as well as sufficient
unencumbered liquid assets to meet certain stress scenarios
defined by regulation. In November 2019, the federal banking
regulators adopted two final rules (the “Tailoring Rules”) that
revised the criteria for determining the applicability of regulatory
capital and liquidity requirements for large United States banking
organizations, including the Company and USBNA, and that
tailored the application of the Federal Reserve’s enhanced
prudential standards to large banking organizations. Although the
Tailoring Rules and other recent changes to capital- and liquidity-
related rules generally have simplified the regulatory framework
applicable to the Company, future changes to the implementation
of these rules including the stress capital buffer, or additional
capital- and liquidity-related rules, could require the Company to
take further steps to increase its capital, increase its investment
security holdings, divest assets or operations, or otherwise change
aspects of its capital and/or liquidity measures, including in ways
that may be dilutive to shareholders or could limit the Company’s
ability to pay common stock dividends, repurchase its common
stock, invest in its businesses or provide loans to its customers.

The effects of the COVID-19 pandemic and actions by the
Federal Reserve have in the past limited and may in the future
limit capital distributions, including suspension of the Company’s
share repurchase program or reduction or suspension of the
Company’s common stock dividend.

In addition, in connection with the Company’s acquisition of
MUB, the Company committed to submit to the Federal Reserve
quarterly implementation plans for complying with requirements
application to “Category II” institutions (i.e., institutions with
$700 billion or more in total assets or $75 billion or more in cross-
jurisdictional activities). The Company also committed to meet
requirements applicable to Category Il institutions by the earlier of
(1) the date required under the Tailoring Rules and
(2) December 31, 2024, if the Federal Reserve notifies the
Company by January 1, 2024, that the Company must comply
with such rules. As a Category Il institution (whether obligated by
rule or Federal Reserve notice), the Company would be subject to
the full LCR and NSFR requirements, which would require the
Company to maintain higher amounts of liquidity than are
currently required. The Company would also be required to
conduct more frequent company-run stress tests. In addition, the
Company would be subject to more stringent risk-based capital
requirements. These and other requirements that would apply to
the Company after it becomes a Category Il institution likely
would result in additional compliance and other costs that may
adversely affect the Company’s results of operations.

Further, on October 14, 2022, the Federal Reserve published
an advance notice of proposed rulemaking (ANPR) that together
with the FDIC solicits public comment on potential changes to the
resolution-related standards applicable to certain large banking
organizations that are not globally systemically important banks
(or GSIBs) such as the Company. The ANPR broadly focuses on
whether and how certain elements of the GSIB resolution-related
standards could be modified and applied to preserve optionality
during the resolution of large banking organizations that are not
GSIBs and address financial stability risks that may be associated
with the material financial distress or failure of such organizations.
In particular, the ANPR focuses on the potential imposition of a
“long-term debt requirement” either at the holding company or
bank level. If a long-term debt requirement was adopted, the
Company may need to change its current funding mix, including
being required to raise additional long-term debt, which could
adversely impact net interest margin and net interest income.

Additional capital and liquidity requirements may be imposed
in the future. In December 2017, the Basel Committee finalized a
package of revisions to the Basel Ill framework. The changes are
meant to improve the calculation of risk-weighted assets and the
comparability of capital ratios. Federal banking regulators are
expected to undertake rule-makings in future years to implement
these revisions in the United States. The ultimate impact of
revisions to the Basel lll-based framework in the United States on
the Company’s capital and liquidity will depend on the final rule-
makings and the implementation process thereafter.

Refer to “Supervision and Regulation” in the Company’s
Annual Report on Form 10-K for additional information regarding
the Company’s capital and liquidity requirements.

The Company is subject to significant financial and
reputation risks from potential legal liability and
governmental actions The Company faces significant legal
risks in its businesses, and the volume of claims and amount of
damages and penalties claimed in litigation and governmental
proceedings against it and other financial institutions are
substantial. Customers, clients and other counterparties are
making claims for substantial or indeterminate amounts of
damages, while banking regulators and certain other
governmental authorities have focused on enforcement. The
Company is named as a defendant or is otherwise involved in
many legal proceedings, including class actions and other
litigation. As a participant in the financial services industry, it is
likely that the Company will continue to experience a high level of
litigation and government scrutiny related to its businesses and
operations in the future. Substantial legal liability or significant
governmental action against the Company could materially
impact the Company’s financial condition and results of
operations (including because such matters may be resolved for
amounts that exceed established accruals for a particular period)
or cause significant reputational harm to the Company.

Since 2020, many financial institutions, including the
Company, have received regulatory and governmental inquiries
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regarding participation directly or on behalf of customers and
clients in United States government programs designed to
support individuals, households and businesses impacted by the
economic disruptions caused by the COVID-19 pandemic. The
Company’s participation in these and other programs used in
response to the COVID-19 pandemic may lead to additional
government and regulatory inquiries and litigation in the future,
any of which could negatively impact the Company’s business,
reputation, financial condition and results of operations.

Although, under the terms of the Share Purchase Agreement
for the Company’s acquisition of MUB, the Company may be
entitled to indemnification from Mitsubishi UFJ Financial Group,
Inc. for certain losses, as the acquiror of MUB, the Company
assumed MUB'’s liabilities as part of the acquisition, which
includes, as a condition to the regulatory approval for the
transaction, ensuring ongoing compliance with an OCC consent
order relating to MUB’s technology and operational risk
management, and could also include other liabilities related to
MUB’s compliance with banking law. Such liabilities could result
in additional regulatory scrutiny, constraints on the Company’s
business, or enforcement actions, including civil money penalties
or fines. Any of those events could have a material adverse
impact on the Company'’s future operations, financial condition,
growth, or other aspects of its business.

The Company may be required to repurchase mortgage
loans or indemnify mortgage loan purchasers as a result of
breaches in contractual representations and warranties
When the Company sells mortgage loans that it has originated to
various parties, including GSEs, it is required to make customary
representations and warranties to the purchaser about the
mortgage loans and the manner in which they were originated.
The Company may be required to repurchase mortgage loans or
be subject to indemnification claims in the event of a breach of
contractual representations or warranties that is not remedied
within a certain period. Contracts for residential mortgage loan
sales to the GSEs include various types of specific remedies and
penalties that could be applied if the Company does not
adequately respond to repurchase requests. If economic
conditions and the housing market deteriorate or the GSEs
increase their claims for breached representations and
warranties, the Company could have increased repurchase
obligations and increased losses on repurchases, requiring
material increases to its repurchase reserve.

The Company’s failure to satisfy its obligations as servicer
for automobile loan securitizations and residential
mortgage loans owned by other entities, and other losses
the Company could incur as servicer, could adversely
impact the Company’s reputation, servicing costs or
results of operations The Company services automobile loans
on behalf of third-party securitization vehicles and also acts as
servicer and master servicer for mortgage loans included in
securitizations and for unsecuritized mortgage loans owned by
investors. As a servicer or master servicer for those loans, the
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Company has certain contractual obligations to the securitization
trusts, investors, or other third parties. As a servicer, the
Company’s obligations include foreclosing on defaulted loans or,
to the extent consistent with the applicable securitization or other
investor agreement, considering alternatives to foreclosure such
as loan modifications or short sales, as applicable. In the
Company’s capacity as a master servicer, obligations include
overseeing the servicing of mortgage loans by the servicer.
Generally, the Company’s servicing obligations are set by
contract, for which the Company receives a contractual fee.
However, with respect to mortgage loans, GSEs can amend their
servicing guidelines, which can increase the scope or costs of the
services required without any corresponding increase in the
Company’s servicing fee. As a servicer, the Company also
advances expenses on behalf of investors which it may be unable
to collect. A material breach of the Company’s obligations as
servicer or master servicer may result in contract termination if the
breach is not cured within a specified period of time following
notice. In addition, the Company may be required to indemnify
the securitization trustee against losses from any failure by the
Company, as a servicer or master servicer, to perform the
Company’s servicing obligations or any act or omission on the
Company’s part that involves willful misfeasance, bad faith, or
gross negligence. For certain investors and certain transactions,
the Company may be contractually obligated to repurchase a
mortgage loan or reimburse the investor for credit losses incurred
on the loan as a remedy for servicing errors with respect to the
loan. The Company may be subject to increased repurchase
obligations as a result of claims made that the Company did not
satisfy its obligations as a servicer or master servicer. The
Company may also experience increased loss severity on
repurchases, which may require a material increase to the
Company’s repurchase reserve. The Company has and may
continue to receive indemnification requests related to the
Company’s servicing of mortgage loans owned or insured by
other parties, primarily GSEs.

Credit and Mortgage Business Risk

Heightened credit risk could require the Company to
increase its provision for credit losses, which could have a
material adverse effect on the Company’s results of
operations and financial condition \When the Company lends
money, or commits to lend money, it incurs credit risk, or the risk
of losses if its borrowers do not repay their loans. As one of the
largest lenders in the United States, the credit performance of the
Company’s loan portfolios significantly affects its financial results
and condition. If the current economic environment were to
further deteriorate, the Company’s customers may have more
difficulty in repaying their loans or other obligations, which could
result in a higher level of credit losses and higher provisions for
credit losses. Stress on the United States economy or the local
economies in which the Company does business, including the
economic stress caused by the pandemic, supply chain



disruptions, escalating geopolitical tensions and higher interest
rates and inflation, has resulted, and in the future may result, in,
among other things, borrowers’ inability to refinance loans at
maturity and unexpected deterioration in credit quality of the loan
portfolio or in the value of collateral securing those loans, which
has caused, and in the future could cause, the Company to
establish higher provisions for credit losses.

The Company reserves for credit losses by establishing an
allowance through a charge to earnings to provide for loan
defaults and nonperformance. The Company’s allowance for loan
losses is compliant with the CECL methodology, which is based
on the portfolio’s historical loss experience, an evaluation of the
risks associated with its loan portfolio, including the size and
composition of the loan portfolio, current and foreseeable
economic conditions and borrower and collateral quality. These
conditions inform the Company’s expected lifetime loss estimates
of the portfolio, which is the foundation for the allowance for
credit losses. These forecasts and estimates require difficult,
subjective, and complex judgments, including forecasts of
economic conditions and how these economic predictions might
impair the ability of the Company’s borrowers to repay their
loans. The Company may not be able to accurately predict these
economic conditions and/or some or all of their effects, which
may, in turn, negatively impact the reliability of the process. The
Company also makes loans to borrowers where it does not have
or service the loan with the first lien on the property securing its
loan. For loans in a junior lien position, the Company may not
have access to information on the position or performance of the
first lien when it is held and serviced by a third party, which may
adversely affect the accuracy of the loss estimates for loans of
these types. Increases in the Company’s allowance for loan
losses may not be adequate to cover actual loan losses, and
future provisions for loan losses could materially and adversely
affect its financial results. In addition, the Company’s ability to
assess the creditworthiness of its customers may be impaired if
the models and approaches it uses to select, manage, and
underwrite its customers become less predictive of future
behaviors.

A concentration of credit and market risk in the Company’s
loan portfolio could increase the potential for significant
losses The Company may have higher credit risk, or experience
higher credit losses, to the extent its loans are concentrated by
loan type, industry segment, borrower type, or location of the
borrower or collateral. For example, the Company’s credit risk
and credit losses can increase if borrowers who engage in similar
activities are uniquely or disproportionately affected by economic
or market conditions, or by regulation, such as regulation related
to climate change. Deterioration in economic conditions or real
estate values in states or regions where the Company has
relatively larger concentrations of residential or commercial real
estate could result in higher credit costs. For example, the
Company’s acquisition of MUB has increased the Company’s
exposure to the markets in California. Deterioration in real estate

values and underlying economic conditions in California could
result in higher credit losses to the Company.

Changes in interest rates can impact the value of the
Company’s mortgage servicing rights and mortgages held
for sale, and can make its mortgage banking revenue
volatile from quarter to quarter, which can reduce its
earnings The Company has a portfolio of MSRs, which is the
right to service a mortgage loan—collect principal, interest and
escrow amounts—for a fee, with a fair value of $3.8 billion as of
December 31, 2022. The Company initially carries its MSRs using
a fair value measurement of the present value of the estimated
future net servicing income, which includes assumptions about
the likelihood of prepayment by borrowers. Changes in interest
rates can affect prepayment assumptions and thus fair value.
When interest rates fall, prepayments tend to increase as
borrowers refinance, and the fair value of MSRs can decrease,
which in turn reduces the Company’s earnings. Further, it is
possible that, because of economic conditions and/or a weak or
deteriorating housing market, even when interest rates fall,
mortgage originations may fall or any increase in mortgage
originations may not be enough to offset the decrease in the
MSRs’ value caused by the lower rates.

The Company relies on the mortgage secondary market
and GSEs for some of the Company’s revenue and liquidity
The Company sells a portion of the mortgage loans that it
originates to increase revenue through origination fees and
ongoing servicing of such loans and to provide funding capacity
for originating additional loans. GSEs could limit their purchases
of conforming loans due to capital constraints, other changes in
their criteria for conforming loans or other reasons. This potential
reduction in purchases could limit the Company’s ability to fund
new loans. In addition, if GSEs limited their purchases of
conforming loans, the Company may limit its originations of
mortgage loans that it intends to sell, which could reduce the
Company’s revenue from origination fees of such loans and the
ongoing servicing fees it receives from such loans. Proposals
have been presented to reform the housing finance market in the
U.S., including the role of the GSEs in the housing finance
market. The extent and timing of any such regulatory reform of
the housing finance market and the GSEs, as well as any effect
on the Company’s business and financial results, are uncertain.

A decline in the soundness of other financial institutions
could adversely affect the Company’s results of operations
The Company’s ability to engage in routine funding or settlement
transactions could be adversely affected by the actions and
commercial soundness of other domestic or foreign financial
institutions. Financial services institutions are interrelated as a
result of trading, clearing, counterparty or other relationships. The
Company has exposure to many different counterparties, and the
Company routinely executes and settles transactions with
counterparties in the financial services industry, including brokers
and dealers, commercial banks, investment banks, mutual and
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hedge funds, and other institutional clients. As a result, defaults
by, or even rumors or questions about, the soundness of one or
more financial services institutions, or the financial services
industry generally, could lead to losses or defaults by the
Company or by other institutions and impact the Company’s
predominately United States—based businesses or the less
significant merchant processing, corporate trust and fund
administration services businesses it operates in foreign
countries. Many of these transactions expose the Company to
credit risk in the event of a default by a counterparty or client. In
addition, the Company’s credit risk may be further increased
when the collateral held by the Company cannot be realized upon
or is liquidated at prices not sufficient to recover the full amount of
the financial instrument exposure due the Company. There is no
assurance that any such losses would not adversely affect the
Company’s results of operations.

Change in residual value of leased assets may have an
adverse impact on the Company’s financial results The
Company engages in leasing activities and is subject to the risk
that the residual value of the property under lease will be less
than the Company’s recorded asset value. Adverse changes in
the residual value of leased assets can have a negative impact on
the Company’s financial results. The risk of changes in the
realized value of the leased assets compared to recorded residual
values depends on many factors outside of the Company’s
control, including supply and demand for the assets, condition of
the assets at the end of the lease term, and other economic
factors.

Liquidity Risk
If the Company does not effectively manage its liquidity, its
business could suffer The Company’s liquidity is essential for
the operation of its business. Market conditions, the threat or
occurrence of a U.S. sovereign default, unforeseen outflows of
funds or other events could negatively affect the Company’s level
or cost of funding, affecting its ongoing ability to accommodate
liability maturities and deposit withdrawals, meet contractual
obligations, and fund asset growth and new business
transactions at a reasonable cost and in a timely manner. If the
Company’s access to stable and low-cost sources of funding,
such as customer deposits, is reduced, the Company might need
to use alternative funding, which could be more expensive or of
limited availability. Any substantial, unexpected or prolonged
changes in the level or cost of liquidity could adversely affect the
Company’s business.

Loss of customer deposits could increase the Company’s
funding costs The Company relies on bank deposits to be a
low-cost and stable source of funding. The Company competes
with banks and other financial services companies for deposits,
including those that offer on-line channels. Recent increases in
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short-term interest rates have resulted in and are expected to
continue to result in more intense competition in deposit pricing. If
the Company’s competitors raise the interest rates they pay on
deposits, the Company’s funding costs may increase, either
because the Company raises the interest rates it pays on
deposits to avoid losing deposits to competitors or because the
Company loses deposits to competitors and must rely on more
expensive sources of funding. Higher funding costs reduce the
Company’s net interest margin and net interest income. Checking
and savings account balances and other forms of customer
deposits may decrease when customers perceive alternative
investments, such as the stock market, as providing a better risk/
return tradeoff. When customers move money out of bank
deposits and into other investments, the Company may lose a
relatively low-cost source of funds, increasing the Company’s
funding costs and reducing the Company’s net interest income.

The Company relies on dividends from its subsidiaries for
its liquidity needs, and the payment of those dividends is
limited by laws and regulations The Company is a separate
and distinct legal entity from USBNA, MUB and the Company’s
non-bank subsidiaries. The Company receives a significant
portion of its cash from dividends paid by its subsidiaries. These
dividends are the principal source of funds to pay dividends on
the Company’s stock and interest and principal on its debt.
Various federal and state laws and regulations limit the amount of
dividends that USBNA, MUB and certain of the Company’s
non-bank subsidiaries may pay to the Company without
regulatory approval. Also, the Company’s right to participate in a
distribution of assets upon a subsidiary’s liquidation or
reorganization is subject to prior claims of the subsidiary’s
creditors, except to the extent that any of the Company’s claims
as a creditor of that subsidiary may be recognized. Refer to
“Supervision and Regulation” in the Company’s Annual Report on
Form 10-K for additional information regarding limitations on the
amount of dividends USBNA and MUB may pay.

Competitive and Strategic Risk

The financial services industry is highly competitive, and
competitive pressures could intensify and adversely affect
the Company’s financial results The Company operates in a
highly competitive industry that could become even more
competitive as a result of legislative, regulatory and technological
changes, as well as continued industry consolidation, which may
increase in connection with current economic and market
conditions. This consolidation may produce larger, better-
capitalized and more geographically diverse companies that are
capable of offering a wider array of financial products and
services at more competitive prices. The Company competes
with other commercial banks, savings and loan associations,
mutual savings banks, finance companies, mortgage banking



companies, credit unions, investment companies, credit card
companies, and a variety of other financial services and advisory
companies. Legislative or regulatory changes also could lead to
increased competition in the financial services sector. For
example, the Economic Growth Act and the Tailoring Rules have
reduced the regulatory burden of large bank holding companies,
including the Company and some of its competitors, and raised
the asset thresholds at which more onerous requirements apply,
which could cause certain large bank holding companies with
less than $250 billion in total consolidated assets, which were
previously subject to more stringent enhanced prudential
standards, to become more competitive or to pursue expansion
more aggressively.

The adoption and rapid growth of new technologies, including
cryptocurrencies and blockchain and other distributed ledger
technologies, have required the Company to invest resources to
adapt its systems, products and services, and it expects to
continue to make similar investments. In addition, technology has
lowered barriers to entry and made it possible for non-banks to
offer products and services, such as loans and payment services,
that traditionally were banking products, and made it possible for
technology companies to compete with financial institutions in
providing electronic, internet-based, and mobile phone-based
financial solutions. Competition with non-banks, including
technology companies, to provide financial products and services
is intensifying. In particular, the activity of financial technology
companies (“fintechs”) has grown significantly over recent years
and is expected to continue to grow. Fintechs have and may
continue to offer bank or bank-like products. For example, a
number of fintechs have applied for bank or industrial loan
charters, which, in some cases, have been granted. In addition,
other fintechs have partnered with existing banks to allow them to
offer deposit products or payment services to their customers.
Many of these companies, including the Company’s competitors,
have fewer regulatory constraints, and some have lower cost
structures, in part due to lack of physical structures. Also, the
potential need to adapt to industry changes in information
technology systems, on which the Company and financial
services industry are highly dependent, could present operational
issues and require capital spending. The Company'’s ability to
compete successfully depends on a number of factors, including,
among others, its ability to develop and execute strategic plans
and initiatives; developing, maintaining and building long-term
customer relationships based on quality service, competitive
prices, high ethical standards and safe, sound assets; and
industry and general economic trends. A failure to compete
effectively could contribute to downward price pressure on the
Company’s products or services or a loss of market share.

The Company may need to lower prices on existing
products and services and develop and introduce new
products and services to maintain market share The
Company’s success depends, in part, on its ability to adapt its
products and services to evolving industry standards. There is
increasing pressure to provide products and services at lower

prices. Lower prices can reduce the Company’s net interest
margin and revenues from its fee-based products and services. In
addition, the adoption of new technologies or further
developments in current technologies require the Company to
make substantial expenditures to modify or adapt its existing
products and services. Also, these and other capital investments
in the Company’s businesses may not produce expected growth
in earnings anticipated at the time of the expenditure. The
Company might not be successful in developing or introducing
new products and services, adapting to changing customer
preferences and spending and saving habits (which may be
altered significantly and with little warning), achieving market
acceptance of its products and services, or sufficiently developing
and maintaining loyal customer relationships.

The Company may not be able to complete future
acquisitions, and completed acquisitions may not produce
revenue enhancements or cost savings at levels or within
timeframes originally anticipated, may result in unforeseen
integration difficulties, and may dilute existing
shareholders’ interests The Company regularly explores
opportunities to acquire financial services businesses or assets
and may also consider opportunities to acquire other banks or
financial institutions. The Company cannot predict the number,
size or timing of acquisitions it might pursue.

The Company must generally receive federal regulatory
approval before it can acquire a bank or bank holding company.
The Company’s ability to pursue or complete an attractive
acquisition could be negatively impacted by regulatory delay or
other regulatory issues. The Company cannot be certain when or
if, or on what terms and conditions, any required regulatory
approvals will be granted. For example, the Company may be
required to sell branches as a condition to receiving regulatory
approval for bank acquisitions. If the Company commits certain
regulatory violations, including those that result in a downgrade in
certain of the Company’s bank regulatory ratings, governmental
authorities could, as a consequence, preclude it from pursuing
future acquisitions for a period of time.

There can be no assurance that acquisitions the Company
completes, including its recently completed acquisition of MUB,
will have the anticipated positive results, including results related
to expected revenue increases, cost savings, increases in
geographic or product presence, and/or other projected benefits.
The Company may incur substantial expenses related to
acquisitions and integration of acquired companies. Successful
integration of an acquired company, including MUB, may present
challenges due to differences in systems, operations, policies and
procedures, management teams and corporate cultures and may
be more costly or difficult to complete than anticipated or have
unanticipated adverse results. Integration efforts could divert
management’s attention and resources, which could adversely
affect the Company’s operations or results. Integration efforts
could result in higher than expected customer loss, deposit
attrition, loss of key employees, issues with systems and
technology, disruption of the Company’s businesses or the
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businesses of the acquired company, or otherwise adversely
affect the Company’s ability to maintain relationships with
customers and employees or achieve the anticipated benefits of
the acquisition. Also, the negative effect of any divestitures
required by regulatory authorities in acquisitions or business
combinations may be greater than expected. In addition, future
acquisitions may also expose the Company to increased legal or
regulatory risks. Finally, future acquisitions could be material to
the Company, and it may issue additional shares of stock to pay
for those acquisitions, which would dilute current shareholders’
ownership interests.

Accounting and Tax Risk

The Company’s reported financial results depend on
management’s selection of accounting methods and
certain assumptions and estimates, which, if incorrect,
could cause unexpected losses in the future The Company’s
accounting policies and methods are fundamental to how the
Company records and reports its financial condition and results
of operations. The Company’s management must exercise
judgment in selecting and applying many of these accounting
policies and methods, so they comply with generally accepted
accounting principles and reflect management’s judgment
regarding the most appropriate manner to report the Company’s
financial condition and results of operations. In some cases,
management must select the accounting policy or method to
apply from two or more alternatives, any of which might be
reasonable under the circumstances, yet might result in the
Company’s reporting materially different results than would have
been reported under a different alternative.

Certain accounting policies are critical to presenting the
Company’s financial condition and results of operations. They
require management to make difficult, subjective or complex
judgments about matters that are uncertain. Materially different
amounts could be reported under different conditions or using
different assumptions or estimates. These critical accounting
policies include the allowance for credit losses, estimations of fair
value, the valuation of MSRs, and income taxes. Because of the
uncertainty of estimates involved in these matters, the Company
may be required to do one or more of the following: significantly
increase the allowance for credit losses and/or sustain credit
losses that are significantly higher than the reserve provided,
recognize significant losses on the remeasurement of certain
asset and liability balances, or significantly increase its accrued
taxes liability. For more information, refer to “Critical Accounting
Policies” in this Annual Report.

The Company’s investments in certain tax-advantaged
projects may not generate returns as anticipated and may
have an adverse impact on the Company’s financial results
The Company invests in certain tax-advantaged projects
promoting affordable housing, community development and
renewable energy resources. The Company’s investments in
these projects are designed to generate a return primarily through
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the realization of federal and state income tax credits, and other
tax benefits, over specified time periods. The Company is subject
to the risk that previously recorded tax credits, which remain
subject to recapture by taxing authorities based on compliance
features required to be met at the project level, will fail to meet
certain government compliance requirements and will not be able
to be realized. The possible inability to realize these tax credit and
other tax benefits can have a negative impact on the Company’s
financial results. The risk of not being able to realize the tax
credits and other tax benefits depends on many factors outside
of the Company’s control, including changes in the applicable tax
code and the ability of the projects to be completed.

General Risk Factors

The Company’s framework for managing risks may not be
effective in mitigating risk and loss to the Company The
Company’s risk management framework seeks to mitigate risk
and loss. The Company has established processes and
procedures intended to identify, measure, monitor, report, and
analyze the types of risk to which it is subject, including liquidity
risk, credit risk, market risk, interest rate risk, compliance risk,
strategic risk, reputation risk, and operational risk related to its
employees, systems and vendors, among others. However, as
with any risk management framework, there are inherent
limitations to the Company’s risk management strategies as there
may exist, or develop in the future, risks that it has not
appropriately anticipated or identified. In addition, the Company
relies on quantitative models to measure certain risks and to
estimate certain financial values, and these models could fail to
predict future events or exposures accurately. The Company
must also develop and maintain a culture of risk management
among its employees, as well as manage risks associated with
third parties, and could fail to do so effectively. If the Company’s
risk management framework proves ineffective, the Company
could incur litigation and negative regulatory consequences, and
suffer unexpected losses that could affect its financial condition or
results of operations.

The Company’s business could suffer if it fails to attract
and retain skilled employees The Company’s success
depends, in large part, on its ability to attract and retain key
employees. Competition for the best people in most activities the
Company engages in can be intense.

The impact of the COVID-19 pandemic had a significant
impact on the longer-term labor and employment market,
including heightened pressures on employers to increase
compensation and provide work-from-home, hybrid and other
flexible working arrangements. Employees have shifted their
focus to expectations that extend beyond compensation,
including better work-life balance, improved advancement
opportunities and improved training, and many businesses,
including the Company, have had to adapt quickly to the
changing environment. The Company'’s ability to compete
successfully for talent has been and may continue to be affected



by its ability to adapt quickly to such shifts in employee focus,
and there is no assurance that these developments will not cause
increased turnover or impede the Company’s ability to retain and
attract the highest caliber employees.

A downgrade in the Company’s credit ratings could have a
material adverse effect on its liquidity, funding costs and
access to capital markets The Company’s credit ratings,
which are subject to credit agencies’ ongoing review of a number
of factors, including factors not within the Company’s control
such as the threat or occurrence of a U.S. sovereign default, are
important to the Company’s liquidity. A reduction in one or more
of the Company’s credit ratings could adversely affect its liquidity,
increase its funding costs or limit its access to the capital
markets. Further, a downgrade could decrease the number of
investors and counterparties willing or able, contractually or
otherwise, to do business with or lend to the Company, thereby

adversely affecting the Company’s competitive position. There
can be no assurance that the Company will maintain its current
ratings and outlooks.

Changes in accounting standards could materially impact
the Company’s financial statements From time to time, the
Financial Accounting Standards Board and the United States
Securities and Exchange Commission change the financial
accounting and reporting standards that govern the preparation
of the Company’s financial statements. These changes can be
hard to predict and can materially impact how the Company
records and reports its financial condition and results of
operations. The Company could be required to apply a new or
revised standard retroactively or apply an existing standard
differently, on a retroactive basis, in each case potentially
resulting in the Company restating prior period financial
statements.
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from August 2016 until August 2018. From 2015 to 2016,
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Resources Officer of U.S. Bancorp. Mr. Barcelos, 52, has served
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Counsel of U.S. Bancorp. Mr. Chosy, 59, has served in this
position since March 2013. He also served as Corporate
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Secretary of U.S. Bancorp from March 2013 until April 2016.
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Mr. Chosy was Vice President and Associate General Counsel of
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Markets, of U.S. Bancorp, having served as Executive Vice
President, Credit Fixed Income, of U.S. Bancorp from May 2009
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Partner at McKinsey & Company where he specialized in financial
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served as a Partner at McKinsey from 1999 to 2006.
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are made based on abilities, not race,
color, religion, creed, citizenship, national
origin or ancestry, gender, age, disability,
veteran status, sexual orientation, marital
status, gender identity or expression,
genetic information or any other factors
protected by law. The Company 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

committed to creating a diverse workforce.
©2023 U.S. Bancorp
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