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Research Update:

U.S. Bancorp Downgraded To 'A+/A-1' From
'AA/A-1+'; Outlook Stable

Overview

* W do not believe U S. Bancorp (USB) will be inmune to the greater
cyclicality that we currently foresee for the industry.

* W |owered our rating on USB to ' A+/A-1' and renoved it from CreditWatch
Negati ve

« USB's capital levels support a rating that is currently anong the hi ghest
in the industry.

Rating Action

On June 17, 2009, Standard & Poor's Ratings Services downgraded USB to
"A+/A-1' from' AN A-1+ . W also |lowered our counterparty credit ratings on
related entities to 'AA /A 1+ from'AA+ A-1+ and renoved them from
CreditWatch Negative, where they were placed May 4, 2009. The outl ook is

st abl e.

Rationale

The downgrade follows an industry review and publication of our recent
criteria on stress testing and U. S. banks. W believe that USB will continue
to outperformits peer group of large regional and | arge conpl ex banks as a
result of its relatively lower-risk business mx and growmh strategy. However,
we now expect the economic cycle and its inpact on |loan quality to be nore
severe than we originally thought. W believe the nounting credit costs could
wei gh on USB's earnings prospects, though we expect ratings at this time to
remain at the upper range of the generally lower ratings of the industry as a
whol e.

The bank's strengths, as reflected in our own and the Federal Reserve's
stress testing results, indicate that USB does not need further capital to
absorb expected | osses under our current assunptions of a stress scenario. The
perception of its strength should be further solidified as USB frees itself of
gover nnment support.

USB's results, although they have deteriorated in the current challenging
econom ¢ environment (pretax profit margin of 17%for the first quarter), have
general ly renmai ned better than peers'. In our view, this is largely a function
of a broad array of fee-based revenue sources and a |lower-risk [oan portfolio.
Preprovision income is a relatively healthy 52% of revenues. Neverthel ess, we
recogni ze the possibility that nmargins could be conpletely eroded by
provi si oni ng expenses as the credit cycle unfolds.

USB's asset quality is deteriorating rapidly, consistent with the
deterioration in housing-related industries. W expect credit costs to rise
substantially through at | east 2009 as | osses nount and the bank is forced to
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rai se reserves. In addition, certain securities holdings have suffered val ue
declines that nmay need to be recognized in earnings at some point. After the

i ssue of $2.8 billion of comopn equity, we estimate the bank's tangi bl e conmon
equity-to-risk-weighted assets ratio to be about 5.4% A reduced conmnon
dividend also limts potential capital erosion. Neverthel ess, we expect a
relatively high |l evel of losses to constrain capital rebuild somewhat through
2010.

Outlook
We believe USB's asset quality will likely deteriorate further but, in our
view, will be better in each of its major sector categories than peer banks'.

We have factored into our analysis the possibility that credit costs could
even tenporarily overwhel mthe strong underlying earnings. Ratings should
therefore remain stable unless USB' s strong busi ness position or above-average
underlying profit-generating ability becones inpaired. For an upgrade, we
woul d need to be convinced that industry risk and capital |evels had

per manent |y i nproved.

Related Research

e "Credit Stress Testing For Financial Institutions,” April 29, 2009

e "Ri sk- Adj usted Capital Framework For Financial Institutions,” April 21
2009

e "Stress Testing U.S. Financial Institutions,”™ April 29, 2009

Ratings List

Downgr aded; CreditWatch/ Qutl ook Action

To From
U.S. Bancorp
Counterparty Credit Rating A+/ St abl e/ A-1 AA/ WAt ch Neg/ A- 1+
Seni or Unsecured A+ AA/ Wat ch Neg
Subor di nat ed A AA-/ Wt ch Neg
Preferred Stock BBB+ A/ Wat ch Neg
Commer ci al Paper Al A-1+/ Wat ch Neg

U.S. Bank National Association
Certificate O Deposit
Local Currency AA- [ A- 1+ AA+/ Wat ch Neg/ A- 1+

Firstar Realty LLC
USB Capital IX

USB Capital WV

USB Capital VII
USB Capital VII
USB Capital X

USB Capital Xl

USB Capital Xl
USB Realty Corp
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Preferred Stock BBB+ A/ Wat ch Neg

U. S. Bank Nati onal Associ ation
Subor di nat ed A+ AA/ Vat ch Neg

Downgr aded; CreditWatch/ Qutl ook Action

To From
U. S. Bank National Associ ation
U. S. Bank National Association, ND
Counterparty Credit Rating AA-/ St abl e/ A- 1+ AA+/ Wt ch Neg/ A- 1+
Rati ngs Affirned
U. S. Bank National Association
Conmer ci al Paper A-1+

Conplete ratings information is available to RatingsDi rect subscribers at

www. ratingsdirect.com Al ratings affected by this rating action can be found
on Standard & Poor's public Wb site at www. st andardandpoors. com sel ect your
preferred country or region, then Ratings in the left navigation bar, followed
by Find a Rating.
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