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About Bank of America Corporation

|
Bank of America Corporation (NYSE: BAC) is a publicly traded company headguartered in Charlotte, NC, that operates throughout the United l
States and 44 foreign countries, The corporation provides a diversified range of banking and nonbankmg financial services and products
domestically and internationally through three business segments: Global Consumer & Small Busmess Banking, Global Corporate & Investment

Banking and Glohal Wealth & Investment Management.

Financial Highlights
(Doilars in millions, except per share information)

Year Ended Dec. 31

For the year 2006 2005
Revenue* $74,247 $56,923
Net income 21,133 16,465
Shareholder value added 9121 6,594
Earnings per ccommon share 4.66 4.10
Diluted earnings per common share 4.59 4.04
Dividends paid per common share 212 1.90
Return on average assets 1.44% 1.30%
Return on average common

shareholders’ equity 16.27% 16.51%
Efficiency ratio* 47.94% 50.38%
Average commoen shares issued

and cuistanding {in millions) 4,527 4,009
At year end 2006 2005
Total assets $1,459,737  $1.291,803
Total toans and leases 706,490 573,791
Total deposits 693,497 834,670
Total shareholders’ equity 135,272 101,533
Book value per commaon share 29.70 25.32
Market price per share

of common stock 53.39 46.15
Common shares issued and

cutstanding {in millions) 4,458 4,000

*Fully taxable-equivalent busis

|
Al Other consists primarily of Equity [nvestments and (ther. For more: information, refer to All Other section in the Management's Discuision and Analysis,
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Our Lines of Business

GLOBAL CONSUMER & SMALL BUSINESS BANKING

Global Consumer & Small BUSINESSES 1 Revenue* Net Income**
Busiress Banking serves Deposits —
apprc»x'imately 53 million Card Services Morgage Home Equity Morigage Home Equity
consumer households through Mortgage 3% 4% wtsomer 3% 5%, mi/other
checki!?g,’savings, credit and Home Equity W 1% yy/__z%
debit cards, home equity B
lending and mortgages, We g‘i%semc?s g;’f’.,f"’“m
also serve mass-market small
businesses with capital, eredit, Deposity Deposity
deposit and payment services. 419 J 44%
GLOBAL CORPORATE & INVESTMENT BANKING
Global }Co‘rporate & [nvestment BUSINESSES 1 Revenue* l Net Income
Banking provides comprehensive  Business Lending -
financial :solutions to clients Capital Markets & Advisory ;’:r‘:f’o'g ALMY/Gther ;f:?:er: ALM/Other
ranging from companies with Services 29% 9% C32% 10%
$2.5 million in revenues to large  Treasury Services
multinational corporations, V
governments, institutional Business Business
investors and hedge funds. O Eesn%i’ng ' Lsgi%n&

Capital Markets & Capital Markets &

Advisary Services Advisory Services

37% 25%

GLOBAL WEALTH & INVESTMENT MANAGEMENT

Global Weéalth & Investment
Management provides a wide
offering of customized
banking and invesiment
services for individual and
institutional clients.

BUSINESSES
The Private Bank
Columbia Management

Premier Banking & Investments™

Revenue*
Premier
Banking &
Investments ALM'/Other
37% 16%

39% 24%
. O’he Private Bank “ The Private Bank
b\ 27%

| Net Income

Premier
Banking &
Investmens

ALM!/Other

Columb Columbia 3%
Management Management
20% | 14%

*Fully l;lxahlg-et|ui\‘nlcnt bagis  **Reflects netloss in ALM/Other  TALM=Asset aail Linbility Management
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W:e understand that only by creatlng ‘
opportunltles for eur customers and clients
do we create opportumtles for ourselves. |
Bank of A'merlca (Izustomers and ehents
| know they can (Iount on us to antlc1pate
thelr needs, and create theI opportumtles

| that enable therIn to achleve their goals.

j |
—KENNETH D. LEWIS, CHAIRMAN, CHIEF EXECUTIVE OFFICER AND PRESIDENT
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To Our
sShareholders

2006 was another demonstration of the many paths to growth
available to your company, and our proven ability to drive
growth through the competitive advantages Bank of America
brings to the marketplace.

Our ability to innovate, integrate and execute to serve cus-
tomers’ needs enabled us to grow our customer relationships
lastI year. At the same time, our associates again demonstrated
that few of our peers are as efficient, effective or profitable at
integrating acquisitions to enhance shareholder value.

Our efforts were recognized by investoré, as our shares

appreciated 16 percent during the year, exceeding the perfor-

mance of the S&P 500 Index.

Bank of America today is one of the largest companies
in tlhe' world; we were the fifth most profitable company in
2006 with a net profit of more than $21 billion. But while we
have built leading positions in many customer segments and
prohu'ct lines in banking, our market penetration is actually
small; given our potential, in a number of areas, such as first
mortgage lending, small business lending, capital markets and
wealth management.

These and other areas of opportunity are discussed in
this annual report. Our new marketing platform, Bank of
Opﬂortunity“‘, reflects our vision for Bank of America as a cat-
alyst to create opportunities for all of our constituencies, from
cusfomers and associates to communities and shareholders.

We are building a financial services company that offers
the most convenient banking network for our retail customers
coast-to-coast and a global capital markets platform to serve
our corporate and institutional clients.

We are building a company that consistently leverages
infdrn;mation and market knowledge to innovate for customers
and clients; that knows how to integrate its operations and
businesses to create greater value for customers and share-
holders alike; and that delivers the highest standard of service

Revenue

(in billions, fully
taxable-equivalent basis)

% $49.7
% $56.9
% $74 .2

quality to consumers, businesses and institutions of all sizes.

In sum, we are building a financial services company that
people and organizations throughout the United States and
around the world instinctively seek out to help them create,
build, preserve and grow the wealth they need to seize their
opportunities, achieve their goals and realize their dreams.

In this letter, | will discuss some of our strategies for ful-
filling this vision, and [ encourage you to review the articles
that follow, in which we connect oppertunities created for
customers to value created for shareholders. First, though, I'd
like to review some of our financial results from 2006.

Strong financial performance yet again. In 2006 Bank of
America earned a record $21 hillion. While earnings were up
28 percent on a 30 percent rise in revenue, much of that
increase was driven by the addition of MBNA. A better mea-
sure of the year’s success was the 14 percent increase in diluted
earnings per share. Adding MBNA’s results back into our 2005
financial results to create an apples-to-apples comparison,
revenue was up 10 percent in 2006 while we controlled expenses
and achieved merger-related savings.

Bank of America 2006 3
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- This! strong financial performance has enabled us to
contlnue our record of returmng capital to shareho!dus
2006 was our 29th cohsecutwe ‘year of raising our qua,rterly
d1v1dend which mcredsed by 12 percent to $0.56. Over that
time, our dividend has 1ncreased at a compound annual gro{vth
rate of 13 percent. We also returned $9.5 hillion to sha.reholders

f I
in 2006 by repurchasmg shares

Last Iyear S flnancml results were gratifying, given external
headwmds our 1ndustry faced in 2006 in the form of a f'lzttI to-
inverted: yleld curve a.nd r 1smg c{‘edlt costs, which we will most
likely continue to face i 1n 2007

The yleld curve contmues to|be flat to inverted, The curve
represents the spread: bctween short- and long-term mter"est
rates and is an mdlcetor of: thelopportumty that banks ha.vh 0
generate net. interest i 1ncome | :

. We bleheve we are bettel.posmoncd than many of our chm
petitors hn [this enwronment Our revenue mix is now’ m’ore
than 50 percent fee 1ncidme, and thls change in mix has allmlved
us-to continue to opera,te wnthln our long-term target of 6 to
9 percenlt annual revehue growth eVen as net interest 1ncome

growth has been reducled to lovi’ Ismgle dlglts l-
: .

'

J
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hé We have consistently

demonstrated our a,blhty to manage

expenses and produce

pos1t1ve operatllng lleverage ”]

The normallzatlon |of credi it costs has long been ant1c1pated
Credit costs have remamed hlstorlcally low a.crloss most seg
ments of the econo'my durlngI theyrecent years of economic
expanswn !As net charge -offs and prov151on expense normahze
bank ea.rmngs will be pressured. '

t

We beheve we are ina good pos1tlon to weather any cred ’

it issues we currently see on the horlzon The. breadth of our.
franchise across geographles, market segments, industries
and asset classes makes our credlt portfoho mherently diverse
and gra.nular Ou1 ablllty to dlstrlbute credit rlsk through the
securlnzatlon of va’,rllous asset classes adds further stabll
ity. And as our rlsk managers analyze 1nforma.tlhn about-our
customers |in’ ever, moré sophlstlcated ways, We can grow our
portfolio 'wnthout s1gn'1flcantly increasing our rlsk profile. In
fact, in solme palrts| oif our busmess we are actually saymg
“yes” to more customers whlle at the same time 1mprov1ng the
average quallty of OLIII“IO{LI'IS i : [ .
Operatmg leverage is perhaps our most; 1mportant answer
to both theI yleld curve and cred:t costs. We have con51stently
demonstrated our, ability to manege expenses and. produce
positive opera.tlng leverage — the. dlfference between the ra.tle
of revenue growth and the rate of expense growth This per-
forma.nce enables us to invest in our busrnessles even when
revenue is under pressure. - n ke
! $ J Vo ! .
The compa,ny we're bulldlng At the beglnnlng of thls letter
I dESCl‘led our v1snon for Bank of Amerlca. Investors tend to
ask tough questlorllsi a.bout our, strategy that deselve answersl_

First: Is Bank of Amenca too big to grow at a.ttractlve
rates? Our a.nswer EAbsolutely not.; C .

While Bank of ﬁ menca is large in the aggregate we COm-
pete in magrkets - d('aflned hy geography, product or ma.rket
segment — in Whl(:h our current share of the market is much

|
b i |




smaller than the “natural share” we
"should expect given the size of our
company. In the retail markets, that
natural share is defined somewhat
by our deposit share in a given geo-
graphic market. Examples of product
-markets in which we have plenty of
room to run include mortgage, home
equity and small business lending.

. I would add that the geographic
marklets in which we have chosen to compete are the fastest
gmwmg in the country, providing more opportunity for us to
grow our husiness.

While our wealth management business is large and grow-
ing, we have a huge opportunity embedded in our current client
hase: clients who qualify for high service levels such as Premier
or Private Banking but who have not yet chosen to take their
relationship with us to that level. Outside our existing client
biase,'the opportunity is even larger.

One of the most important moves we made in 2006 to
pursue growth in the wealth management business was our
agreément to acquire U.S. Trust for $3.3 hillion, a transaction
we'expect to close in the third quarter of 2007. As one of the
oldest, largest and most respected private banks in the coun-
try, WU.S. Trust will combine with The Private Bank of Bank
of Ar!nerica. to create the leading private bank in the country.
Clients of both our organizations will benefit from a more
eomprehensive set of products and services, and access to the
breadest financial services distribution network in America.
5.8, Trust brings to this partnership one of the strongest brands
in the industry, which we are looking very hard at retaining.

By focusing on these and other opportunities, we aim
to generate strong, consistent organic growth across all
our businesses.

Income

{in billions)

G $21.1

Second: Is Bank of America's growth to be fueled primarily
by acquisitions or by winning and expanding customer
relationships? Our answer: Wrong question.

A better question would be whether Bank of America is
capable of generating revenue and earnings growth organically
and through acquisition. And our answer is an emphatic “yes.”

The strongest companies are those that have the
resources, knowledge, judgment and skills to pursue multiple
paths to growth. For the past nine years, we have focused
primarily on generating organic growth through process
improvement, increasing customer satisfaction and product
innovation. At the same time, we have taken advantage of
select opportunities presented to us to enter new markets.
These acquisitions — Fleet, National Processing Inc., MBNA
and U.S. Trust, scheduled to close in 2007 — add customers,
capabilities and great new opportunities to grow the business.

Today, there is nothing more important than executing well
on our current organic growth strategy. Every other opportu-
nity pales in comparison to the opportunity we have with our
customers and prospects in our current markets, And yet, our
ability to pursue multiple paths to growth is a great strength

Bank of America 2006 5




of your company, and will contmue to be. Acquisition — when
the ]lkely returns to shareholders are attractive, the addltlon
increases our potential growth zmd the risks are in line with the
potentialirewards — will always be on the table as a potentlal
path to growth for our (!ompany i

[~ .

o

Thlrd Does Bank of Amerlca want to be a U.S. banking
compa.ny or a global fma.ncw.l :-‘}elmces company?
Qur answer Both, T | [
We v1ew wholesale flnan(:la.l services as global, Our com~
mercial, corporate and mstltutlorllal clients are doing busmess
around the world. We lcannot serve these clients if we can’t
provide the global rca,c!h they relqmre, which is why we helwe
corporate banking offices in 4& countries around the worid,
and why we are expandmg our ablhty to provide more preducts
in more places |
Retall :banking markets are largely local or regional
~ This is why we have lmlfested in ll)ulldmg market share within
the 1. S*markets where we have chosen to compete, even }as
we have dlvested forelgn retall‘ franchlses where we felt our
presence was too sma.ll.l‘ o

|
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Our preference in fast érowirilg
foreign'rét'a.il banlkag ma.rkets has
been to 1nvest in hew best- ruln large
bank in the local nifla.rket as, we dld
in Mexrco, China and Bramd T’ms
strategy .elrlaples u:s‘ to parﬁtlclpate
in the gr'owth of the ma,rket!mthla,

customers up
local bank that brlngs a,pproprlate 44% from 2005
size and Scale to the table; reduces i - :
the opera,[tlional rljsl'{s | that co:me w1th managing a foreigrll
banking fra.nchlse a.nd provides the opportumty for. us to

[ ’ 1
THENO. 1 |
ONLINE
BfNK

!
L
|

21 million actlve
onlme banklng

develop relatlonshrps learn from our partners in the marken'

|
and explolreI allla.n(l:e‘s that ca.n= beneflt customer;s and share;
holders ofjboth companies. " o

Qur acqursltloo of MBNA hasr.creadted somethmg of a

corollary to thls pohcy, in that we now own a forelgn card opera;
tion that 1s No. 1 inlthe Umted ngdom "This business pre;
sents pros?pects for growth in ex1st1l|ng and newlmarkets and'
offers additional msrght into lnternatlonal retall flnanCIal
services rrga.lrkets I . . ‘ i

: | ; ‘ . - i
Finally: What unique a.dvantages does Bank of America
bring to thé m'a.rketpla.ce'? Our answer: Many, -

In addltlon to our'people and our culture, Wthh taken
together, represent our gre&tcc;t a,dvantage, we beheve there
are four additional key attnbutes that give us a unique advan-
tage in the marketplz'we ‘ ‘

The knowledge insight and understandlng we gain from
working mth the ]argest customer. and clientibase in the
industry drlve our a,blllt'y to innovate | across all our busmesses
We were named Outstandmg Corporgte Innvvator of the Year by
the Product Developn’wnt & Mzullagement Assoclatlon in recog:- |
nition of our developrlnent of products like Keep the Change™, |
free SafeSend@ Bumﬁese .24/7“‘[and Affmlty Bankmg

, i . i
; A l
l | a




et The knowledge, insight and understanding
we gain from working with the

~ largest customer and client base in the
industry drive our ability to innovate. yy

Mcire than anything, it was client knowledge and innovation
thzut: Ield to our $0 Online Equity Trades™, which we launched
in October 2006. This product enables hrokerage clients with

a c'lepo'sit balance of $25,000 or more to execute online equity.

tra.d;cs with no fee.

The size and scale of our franchise in the United States
gives 1115 a tremendous advantage, as evidenced by our sales
gmvlvth across products and channels last year. Active online
hanking customers grew to 21 million, and active online bill
pa_';e:rs grew to 11 million — representing 65 percent of the
market of online hill payers with demand deposit accounts
at fi'nalncia.l institutions in the United States. First mortgage
appl'icz:ttions increased by 7 percent and home equity applica-
tions ilncreased by 14 percent over 2005, Customers opened
24 r'ni!lion net new checking accounts, which contributed to a
net ne:w account gain of 3.7 million.

A key differential for Bank of America. is integration. Qur
focu;s on integrating across the company enables us to create
valule Fhat others miss. We are working to serve customers’
needs in ways that draw on the power of all our capabilities. Our
associates pursued many cross-line-of-business initiatives
last year, but none was more successful than the partnership
betw"eeln (lobal Wealth & Investment Management (GWIM) and
Glob:a.l Corporate & Investment Banking (GCIB). By working
together to integrate the delivery of financial services to clients
with'“core” relationships originated in either business, associates
in I;h'es!e groups generated more than a hundred million dollars in
incr?mfalltal net income, proving that we can create value by work-
ing tpglether on behalf of our clients.

Ex?cution is a core strength. Our history and culture of
superior execution enables us to get things done right — on
schéddle, on budget and in ways that enhance the customer
experience. In 2006, we again executed a large, complex merg-
er transition on time, under budget and virtually flawlessly

for our customers. This year it was MBNA and our Card Ser-
vices business. And our Capital Markets & Advisory Services
business proved itself a major player in the leveraged buyout
(LBO) market, participating in seven of the 15 largest
L.BOs last year, including the two largest L.LBOs in history:
Hospital Corporation of America (HCA) and Equity Office
Properties (EQOP). : . -

It is the combination of these attributes that is enabling us
to fulfill our vision for Bank of Ametrica — and that enables us
to create opportunity and value uniquely for our customers and
shareholders in all we do, every day.

What'’s on tap for 2007. The work we are doing in 2007 will
include hundreds of important initiatives. | want to mention
four bread categories of activity that cover most of them.

First, we are continuing our intense pursuit of growth
within all our businesses. These elfforts include cross-line-of-
business initiatives that create value for customers by com-
bining capabilities across the entell*prise, such as a universal
decision engine that will bring efficiency and consistency
to the credit decision process across a number of our large

Bank of America 2006 7
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| | We are working | qard

i
|
|
l
|
|

lthan ever

- to help strengthen the many communities

retail{businesses. It mcludes investments we'll make in our

businesses, such as those hllghhghted in the articles. thlat fol-
low thls letter. It mcludes executing our U.S. Trust merger'
i

It
The second 1tem'on thlS list is the most important. thmg

|
. we'll do thls -year to drive grlowth get customer satlsfactlon
: scores moving north again. Regular readers of this letter willi

recall: that in the flrst three years after adopting Six Slgma
process 1mproverncnt tools and methodologies acrosslBank of
Amerlca the percentagc of customers rating themselvés hlgh ly

i
; sat;sﬁed (9ori0on a 10 -point scale} rose on average across thei

company by 11 perccntage points, from 41 to 52 percent. ,
rI‘wo years later, those scores have hit a plateau ln

‘ response, assocnates* throughout the company workedI w1th|
. customers throughout 2006 to better understand key driv-

I |
ers of satlsfactlon, and to reassess our efforts to drlve satis- l

li-
f'tctlon up Th1slyear every busmess has a refreshed plan tol
further improve customer satisfaction. The plans focus on

P B Ill Il .

across the count
whlchl We do bu|s1ness ”]

and around

value perceptlon, ser'leflce qualhty, operational excellence anfd
problem resolutlon, and are tallored to the specn“lc needs of
customerslscrved by éach busmess e ! |

Each'of our mlajor hnes of busniless has estabhshed a ng'Ill
of leadlng 1ts industry in customer sat1sfactlon wnthm the next
two to three years. : ’ i

Third, Bank of 'America has long been a leader in devel-
oping env1ro|nment|ally sustallnable business practrces, frorln
energy conservatlon and recycling, programs to the financing
of greenI ll)mldmg rm'tlatlves Ito our hybrid vehlcle purchase
assnstancel program for assoc1lates P

As one of the largest financial service prov1ders in the
country, the opportumty we see in. the future is to finance and
encourage the new products, serwces and technologles that
will help meet future global energy needs: Our. goal 18 to help
our customers and clients ta’ke the lead: in reducmg green-
house gals'emmsul)nls,land to protect the: physncal env1ronment
on which economllc activity depends We will launch several
programs in 2007! I S

Fmallyl, we are worklng harder than ever to help strength-
en the mlany commlunltles acrloss the country and around the
world in Whlch we‘do busmess' . l Coe 'l S

In the f1rst two years of dur 10- year;$750 bllllon commu
nity development goal we have loaned and mveslted more than
$160 bllllOl‘l in low- land modelrate mcome commumt1es acros:s
the natlon We are foclusmg loans and investments in’key mar-
kets in need of rcvlltahzatlon | and | targetmg grant support- to
strengthen local ‘nonproht orgamzatlons and- to encourage
asset bu]ldmg and fmancnal hteracy for consumers living and
working lni these mar}fiets l l : I:* e

The Bank of America Charitable Foundatlon, one.of I;he
most gene!rous corporate lfoulndatllons ‘in-the world; donated
more than $2OO mllhon in our commumtles ln 2006 tELI'ldtlS
on trackf tlo }exceed o'ur 10- year $15 billion* goal' fors gmng

] I'.]‘
|

!
'
I i - . i
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~Through the Foundation’s flagship
. program, the Neighborhood Excellence
Initiative™, we have donated nearly
$50 million over the past three years
and are pioneering a new approach
to corporate giving — marked by
a. focus on local priorities, funding
- flexibility and leadership develop-
ment — through which we not only give
~more, but we also give more effectively.
All these programs and resources are
m; maged in cooperation by leaders at the corporate and local
levi e,]s,I to ensure we are maximizing the impact of our work in
all the{ neighberhoods we serve.

For more information on all our programs supporting the
enviro:nment and our communities, I encourage you to visit our
Web site, www.bankofamerica.com.

: 1
Opportunity and leadershlp Allwe do to create opportunity
for Lustomers, shareholders and communities is made possible
th rough the hard work and leadership of our associates.

One of our longtime leaders is leaving our company early
this yij;:a.r — Al de Molina, who served as our chief financial
officer through the end of 2006. Al served our company well
for 17 years in a variety of leadership roles, and as CFO made
greét 'strides in bringing more transparency to our earnings
and operatlons for investors.

Stbppmg into the CFO role is Joe Price, a 14-year asso-
ciate pf the company. We are extremely fortunate to have
had someone like Joe in the wings to take on this new
cha.;llefnge. Joe's-broad experience in the company includes
service as our general auditor, leadership of the Consumer
Finan!ce business, key roles in Finance, and service as Risk
executive for GCIB. Joe is straightforward, smart and has an

Dividends
Paid Per
Share

% $1.70
% $1.90
%$2.12

incredible work ethic. I am confident he will serve the company
well in his new role.

We have one departure from our hoard of directors this
year: Paul Fulton, chairman of Bassett Furniture Industries in
Winston-Salem, North Carolina, who is retiring after 14 years
of dedicated service. Paul brought tremendous experience and
insight to the leadership of our company over the years, and
| appreciate all his counsel and guidance to me and fo
former leaders of our company. We wish Paul all the best in his
future endeavors.

As we begin 2007 with a fresh commitment to creating
opportunity in all we do, I want to again thank our customers,
our shareholders and the commuqities for their partnership
and their trust. And I'd like to thank all our associates and
directors for the hard work and leadership that enables
us to achieve our goals. 1 look forward to all we’ll achieve
working together in 2007 and, as always, | welcome your
thoughts and suggestions.

R AN

KENNETH D. LEWIS

CHAIRMAN, CHIEF EXECUTIVE OFFICER
AND PRESIDENT

MARCH 17, 2007
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Building Opportunities
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Ba,nk ef America serves mor custemersJ

than any other U. S flnan(ﬂa,l s'erwces 1

' compa,ny We are passmna,te about hsten_mg/
e our cnstomers | One way we do that A =
18 by analyzmg the massw!e V@lume of
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AND BARBARA J. DESOER, CHIEF
TECHNOLOGY & OPERATIONS OFFICER
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1 —BRIAN T. MOYNIHAN, PRESIDENT, GLOBAL
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“We have built an unma,tched coast-to-coast
\network of banking offices in the United
} States, and we have made significant

?

strategic investments overseas. We are
] __vgorkmg together to bring the entire scale,
scope and resources of Bank of America to
‘each client. Through integrated delivery of
new products and services, we can provide
better solutlons/ at a lower cost than any other

competitor and say yes more often.
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‘ What really matters to our Fustomers i / -
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—R. EUGENE TAYLOR, VICE CHAIRMAN

AND PRESIDENT, GLOBAL CORPORATE &
INVESTMENT BANKING, AND JOE L. PRICE,
CHIEF FINANCIAL OFFICER
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- SENIOR EXECUTIVES DISCUSS HOW BANK OF AMERICA CAN GROW
HROUGH BRANDING STRATEGIC INVESTMENTS AND PRODUCT INNOVATION
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lFROM LEFT: BRUCE L. HAMMONDS,
PRESIDENT, BANK OF AMERICA CARD
SERVICES; GREGORY L. CURL, VICE

jAND ). STEELE ALPHIN, CHIEF
ADMINJISTRATIVE OFFIGER

CHAIRMAN OF CORPORATE DEVELOPMENT;




How will the bank’s new

brand \posmomng support

your growth strategies?
\_/

J, StFele Alphin: Any investment we make in brand market-
ing hz}s one purpose — to drive the growth of our company.

T}:le Bank of America brand is one of our most valued

[ . .
rf-sou”rces, and a promise we must keep to those who do busi-
ness w1th us.

In‘| 2003, we introduced Higher Standards™ as a way of telling
peoplf”a about how we operate. We made it clear that we hold our-
selves to higher standards of service, performance and integrity

in all ‘We do every day. That commitment will never change.

It s time, however, to move beyond the phrase Higher
Smndards — which tells people how we do our work — to a
messllxge of opportunity, which tells people what we can do for
them, |Opportumty reflects the power that our knowledge, scale
and dl\fﬁfSlty of products and services allows us to bring to
each ‘{"ela.tionship, and it communicates the unique strengths
and Cgtpabilities of our businesses.

Tﬁe new platform will be prominent in all we do: from mar-
keting products and services, to our voice in the community
and p::ublic policy, to our relationships with the investment com-
munity and our own associates. Strongly aligned with specific
busin"ess objectives, our new brand messaging clearly conveys
the ngortunity Bank of America brings to each individual and

o,
community we touch.

Are there opportunities for
the bank in affinity marketing
beyond credit cards?

Bruce L. Hammonds: Yes, we believe there are terrific
opportunities to grow by offering more products and services
to our credit card partners and customers,

Affinity marketing made Bank of America’s Card Services
division a worldwide leader in the credit card industry. Now
Bank of America has become the first financial services
company to apply the affinity concept to a broad range of
banking products.

In fact, we've already extended affinity marketing to
Bank of America deposit and home equity products. Members
of organizations who share a strong common interest or pas-
sion — such as the college or university they attended, their
favorite cause or professional affiliation — can further support
their groups through lines of credit and everyday checking and
dehit card transactions.

We plan to offer affinity deposit and loan products through
our more than 5,700 banking centers and the Bank of America
Web site, as well as through direct marketing.

We expect the new offerings to strengthen the loyalty of our
customers while helping them achieve their dreams.

How is the strategic
partnership with China
Construction Bank progressing?

Gregory L. Curl: Bank of America and China Construction
Bank (CCB) have partnered on many projects since we jointly
z}ﬁ‘r\lounced \in 2005 the definitive agreement to buy approxi-
mately 9 percent of CCB stock. We're extremely pleased with

the [\)rogress\of this long-term strategic alliance.
In'2006, we, rolled out several products for the customers of
both c})mpa.nies\-, including free ATM use and free remittance,
/ which lets customers send money without charge to loved ones
overseas\: We're u\sing our expertise to help CCB build its re-
tail business and \an efficient operating model. We're taking

\ the same approach'to advise and assist CCB in information
technology,\corpora.t(\a governance, finance, risk management,

' human—resm\]rces, cot}pora.te business and trealtsury SErvices.
Together_with CCB, we've sponsored a number of community
programs, incl\hding Asi\a’s first Special Olympics Games.

‘ China is om\a\of the w\o\rld’s fastest-growing economies. By
partnering with the best- posmoned bank there, we're investing
in strategies that w1ll beneflt both of our companies.
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/// Building Opportunities in the Mortgage Market

DIANA SOTO MAKES
CUPCAKES WITH HER
CHILDREN FOR THE FIRST
TIME IN THE KITCHEN OF HER
NEW HOME IN PHOENIX.

.//r“




Our
Innovations

‘ O Mortgage Rewards™ saves a typlcal customer up to $2,000 in fees.
0 Community Commitment™ helps those with limited Income or credit.
\I:| We guarantee the best value to our customers, or we pay them $250.

For years, 25-year-old Diana Soto of Phoenix yearned to get off the rental
trea,dlmlll And then she had a reason to do so quickly: She and her two
y(nung children outgrew their one-hedroom apartment. But she
ca]cu]ated that she would not be able to afford her own home for years.

1 had to stop renting,” Soto recalled. “I thought that maybe, just mayhe,
I o'uld qualify to buy my place, hut all people would tell me is, ‘No, you
Cc‘nt d() that. ”

;’I‘hen Soto met Bank of America Mortgage Loan Officer Herlinda Lopez,
who nﬂoved Soto off the home-ownership sidelines and into the game.

“My first thought was, ‘I've got to help make her dream come true,
sau? Iﬂopez

Lopez knew that help — the Community Commitment™ mortgage —
was available to Soto and thousands of others looking to buy their first
h(nnlle§, even people with low or moderate incomes and limited credit his-
torglr. lﬁesides having a reduced application fee, a Community Commitment
m-.'n‘:tgjlage requires no traditional credit history, and owners can put down
as llittle as 1 percent of the purchase price for a down payment,

These loans have leveled the playing field in the real estate market, help-
ing .loxnver-income customers afford homes. And by removing the hurdles to
home léw.'nership for first-time buyers, Community Commitment mortgages
have c“reated greater stability for the community as a whole.

T()lSOto, what mattered most was not only finding a loan program that
sunted her financial circumstances, but also meeting a mortgage loan
oﬂlcel who could help her learn the ropes in the mortgage market. “All the
tirag tha,t I'm with Herlinda, 'm relaxed,” said Soto. “She kept telling me,
We ¢ ca,n get this done.” ” And they did.

Soto remembers walking into her new home for the first time. “I'm
thmkl'n;,, I can’t believe I'm in my new house and that it's mine,” she said.
“1 worked hard all my life, and now I have my house. It's incredible.”

|
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o $2 8 trillion in U.S. mortgages to be originated
m 2007 industrywlde

m iq 000 associates In our banking centers
coast-to-coast are enabled to originate mortgages

i $1I 2 trillion domestic market for structured
mtﬁrtgage products
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/,/ Building Opportunities for Entrepreneurs

20 Bank of America 2006

‘:|
|
i
/
,.4|
i

Wmmng

|
usmes se S.
|‘ : !
BUS!NESSI 24/7™ OFFERS ENTREPRENEURS THE
TOOLS AND ATTENTION THEY NEED TO THRIVE

Like most small }JJUSID(,SS owners, Linda Dorn-Carter and LaToya Crelghton X
knew that every mmute bu rled in paperwork was time lost with customers —
and that could kll] a dream. So the Torrance, Calif,, entrcproneurs were i
qu1ck to see the value when Bank of America intreduced Busmess 24/7™,
a suite of easy onlme tools . )

“With free Onlme Bankmg service with BillPay™ 1 (lon t touch the same
piece of paper t\%r’(), thru,lo:r four times,” said Dorn:Carter. “You cant !)elleve
how much time that saves us.” Online Invoicing is a similar time-saver. |

Dorn-Carter,and Crughton own The Business Coach, a five- emp[oyee_
firm that nurtures the growth of other fledgling Lomlpames

Easy Online Payroll™ was another welcome solutlon for them Pa_yroll
can be dauntmg said Creighton. “With Bank of Amerlca, we don’t have thr,
extra fees, and the bank makes it really easy to do.” There was an added !
bonus: The Busmess CoarI:h employees who chose (hrt,ct deposm got free

|
MyAccess Checktng wrthl Bank of America. ‘
Business 24/7 also provided them with easy access to cr edit through | i
Busmess Credit’ Express anew service that enabled Bank of Ameri ica 1|
to double the number of loans and lines of credit to small business |
owners in 2008, l ‘
In addition, Dorn Carter and Creighton benefited from a professmnal
relamonshrp wnth Bank of Amerlca Small Business Splu,mhst Ladonda
Harris, who is al regular vnsltor to their offices. Harris feels accountable for
heing as knowledgeabl&, about key facets of the business as the owners are.
“Smaller companu.s don’ t have the infrastructure that large firms do,” she
said. “It’s my _]Ob to help them thmk about what it's going to take to get where
they need to be in, say, five vears.”
" Dorn- -Carter;recalled a conversation with Harris about tactics The
Business Cozsu:hI was consndermg “It helped us in the long run by her being
b!unt because “'fe were spinning our wheels. If she hladn t stepped in, we'd

smll be headed down the same road,” said Darn-Carter.
|

|

|
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: [Everfaslourieconomylbecomesimorelglobaly |\
0O Free online banking for small businesses with BillPay™ |ncreasm riven) @iﬂé‘{?‘
0O Integrated payroll, credit, payment and insurance ﬂi £y w € r
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services with Business 24/7T™

0 Fast access to credit with Business Credit Express™ tocallwholesalerstandlmanufacturersiwitn] '

525 milionfodiesshifennuallievenueinesck
kmassmarketgsmalllbusinessestarelgrowing]
threejtimesifastegthanithelnumberoflU'SYhouses
holgslandlgeneratingthreeloutioffournewljobs:
Wwithk7ipercentoftheselenterpriseslinfour

footprintenearlyg23lmillionlinfal Egthe]
hasibroughihelsamelintegratedioperating)
modellandiiocusionfinnovationllofthisimarke it
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P COACH VISIT ONE OF THEIR
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m Small businesses are growing three times '
faster than the U.S. population. .

4] 58 million people work for small firms. '

o %2.4 percent of small businesses in our
footprint are our customers.
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/,/ Bulldlng Opportunities in Treasury Serv1ces . l
' |

| Our
‘ 3 il Innova,tlons

. l Launched new capaballty to expedite blllfng and claims
| processmg for major health care provlders
| Introduced vendor flnancing solutions to expand global sourclng

} opportunitres for U.5. companies

@ Created the Emergency Rellef"’“ card program for government emergency
' responders and corporate business contlnuity teams
‘ ]
l : |

B\ anagm Monster
’ lows

WITH EPAYABLES COMPANIES SAVE MONEY BY
| PAYING THEIR BILLS ELECTRONICALLY.

|

Monster Worldwrde Inc., the leadmg global onlme careers and recruiting

company, wanted to eliminate its cumbersome paper- -based accounts-payable

. process and consolidate its’ ‘many calrcl programs

‘ Monstm turned to ePayables a Bank of America electronic payments service

that lr,ts the company pay vondors tllrbugh securl'e card payments, ellmmatmg

the cost and adm\mstratwe bu rden of cuttlng paper c'neeks

| Joe Schmldt director of Brllmg and Dlsbursement for Monster Worldwide,

said that the prospect of greater efﬁc1ency and lower costs is what attracted the

J companv to ePayahlc,s ePayables is|a, gl‘eat systiem and the ideal solution to thtla

: challenges we were facing,” he said. | We can pa.y vendors more quickly by

chargmg the ePayables card JAccount, then selecr, a settlemem; cycle that best

meets our needs rotalmng tho cash in the mternn We ve eliminated traditional

! payment transaction fees, and we lmn’efrt from cesh payout incentives.”

' Automating Monster’s aclcou nts pay:iible not only saved the company signifi;

cant Losts a.ssocnated with | paper plocessmg, butI also increased annual cash flclrw

l by more than $7 million. * ePaya,bles is an innovative, cost -saving solution for our

i clients,” said Rebecca Vogel, 'Bank of Amerrca client manager “When we respond

' to our clients’ needs with malrkt,t lea;dllng produclts like this one, we can grow m

1mportance to'our customers while we build earnmgs for our shareholders, too

The bank s vendor- enrollment s)ls‘fem helps chents use the program easily i

‘ ‘s and efﬁuently Clients snmply provide account numbers and contact mformatron .
Opportumty for their supphers and the bank taklefls care of the enrollment. When it set up the
service at Monster, Bank of Amu‘u,(l enrolled m(l)re than 300 of the compa.ny s

- c:::?;:;'e consolldatlng payments vendors 'within the first three months! ‘ :

n E,owt,, in electronic transaction ePayabies is just one of the products that is making Bank of America’s
volumes and International pav'meﬂt treasury services increasingly popular with compames of all sizes. “We know
flows is dramatic. oo what it’s like to reinvent an 1ndustry, and ePa.yables is doing just that in the

B Investment in treasury capabillties will

; payments space,” said Schmidt. “The accounts paya,ble unit is now a profit

produce long-term revenue growth. center at Monster Worldwide.” ; .
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AT'MONSTER{HEADQUART]
{IN'MILWAUREE. DAVE GRIEBL,

" 'VICE PRESIDENT QF NGRTH

| AMERICA'SHARED SERVICES,
LEFT, KIMBERLY HOLLIE,
ACCOUNTS'PAYABLE '
COORDINATOR. AND JOSEPH T,
SCHMIDT. DIRECTOR OF
BILLING AND DISBURSEMENT,
DISCUSS EPAYABLES.
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IMPROVING QUALITY
BUILDING MARKET SHARE

2004 2005 2006

i

Market Share I

Soum_ Greenwich Associates: reqults: for ﬁ\l.d income

|
Opportumty

[ ] Estlmated mdustry revenue ' |
from sales and tradlng has grown
15 percent a year sl[nce 20()3I

| Industry revenue s expected to
grnw approxlmately 10 percent
a year through 2008. |

N Our goal is to becon;ne one of,
the top three broker-dealers ln
the United States. |

Our |,
- Innovations

a Estahlished bustness to originate and securitize

= middle-market leveraged loans

| Demgned industry—leading elactronic trading algorithms

| to optlmlze investment performance

| Redeslgned cllent coverage mode! to optimlze opportunities
. across the entire Bank of America franchise

WITH AN ENHANCED CAPITAL MARKETS PLATFORM;
BANK OF AMERICA 1S HELPING AIGGIG MEET ITS GOALS!

{

AlG Glolnl Investment Group (AIGGIG) is a worldw 1de !eader in asset manage-
ment, wnth extensive capabllltles across Ia wu{e mng,e of ?,sset classes. From its
44 offices around the world, AIGGIG manages more than $635 bllhon in assets
and, through its member companies, prolwdes cllents with investment advice and
asset management products ar:ad serv1ces The memher eompames of AIGG[(:
are subsidiaries of American Internatlondl Group Inc. 5

Given its substantial portfolllo size, AIGGIG has" complex needs for both
investment strategy and execution. Unml recently, AIGGIG executed only a modest
volume of business through Barnk of Ar'nlerlca ThenI the bank enhanced and ex-
panded; lts trading platform an!(l mltlatled a dlSClpilHed sales approach to provide
clients like AIGGIG with the enlt]re range of serv1ces the bank could offer,

“Our entue team worked tolfrether to: dévelop solutlons for AIGGIG,” said Ferdy
Masucci, client manager for Global Markt.te “They| now recelve seaniless access
to services across the entire l)&ink mcludmg sales and tradmg, issuance, leasing
opportumtles and weaith management for key executives.”

Toda.y AIG(:[G engages the bank forja broad range of investor services:
research mtelhgcn(,e, transa,ctlon executlon for sto'cks and bonds, and'structured
and hquld products. “In just 4 fcw short yea.rs, AIGG[G has greatly expanded its
business w ith us Masuceci added anld we're pleased that they now regard us as
a key adwsor and resource for all their needs , '

The bank has helped AIGGIG achleve its business development goals, too, such
as increasing assets under marllagement ‘Bank of IAmenca. has a deep under-
standing of our business and a]ntlclp'ttlesr our needs " said Richard Scott, chief
mvestment offlcer for AIG Inslui‘(xnce Companles “They consistently provide us
with great investment strategy 1dea.s, superlor executlon the liquidity we need to
manage our portfolios and easy access t'o all the resources of the company.”

The result has been growth for both |the bank and AIGGIG. This momentum is
projected to increase as the bdnk mvegts in fu rthe1 upgrades of its trading and
sales platform. “Our rela‘monshlp ‘with the bank is much broader and deeper than
it used to be,” Scott concluded. [“They are now a top -tier counterparty.”

|
Certain actwltles and services are prowded by Banc of Amerlca Securltles LLC and other affiliates of
Bank of America Corporallon I
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f// Building Opportunities in Premier Banking & Investments

Banking an
Investing With a,
Personal Touch

A TEAM APPROACH PROVIDES CLIENTS WITH A FULL RANGE OF
TAILORED SOLUTIONS FOR THEIR FINANCIAL NEEDS.

: ¢

-y .
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CLIENTS TED AND CARCLYN

TYLER RELAX AT THE BEACH. "

THEY MANAGE INVESTMENTS .

WITH THEIR FINANCIAL ADVISOR
S— AND PERSONAL BANKER FROM
.::. '_!_’_-';’F:‘.REMIER BANKING & INVESTMENTS.




Our
Innovations

0O Tailored solutions and investment services

for affluent households

O Trust services for families with assets of $1 million
0O Integrated online brokerage and banking capabilities L

Like ‘ma;:.ny affluent Americans, Ted Tyler, an architect and business owner in
Calif(l)rrllia, needed more personalized financial services. “When [ first started
my bﬁsiness 40 years ago, 1 was dealing with small banks, primarily because
[ had the impression that only they could really give you persenal service,”
said Tylel “That was true in some cases, but not always.” Then Tyler tried
Bank of America’s Premier Banking & Investments™. “It’s personal service
backed by the resources of a very large bank,” explained Tyler.

A déldlcated team of professionals serves Tyler’s financial needs in
one combmed and convenient relationship. His financial advisor, Michael
We(lqmﬁyer, handles his investment accounts, His personal banker, Bill
Kinsey,'helps him structure real estate loans, including one that he needed
on & mament’s notice to purchase an investment property. Together, this
local teé‘Lm provides Tyler with the integrated service and financial guidance
that xrvo{llld be hard to get if he had to manage his banking and investments
at s-af;ax}ate institutions.

For Tyler, having everything in one place makes complicated transac-
tions run smoothly and gives him peace of mind. “The ability to transfer
funds bgck and forth is a big plus,” he said. “I can phone up Michael and say,
‘Transfer this amount from that account to Bill for the loan,” and so forth.”

But the greatest advantage for Tyler is that he’s now free to focus on his
professmn “My passion is my business, which is architecture,” Tyler said.
“I'm. not one of those people who wants to be involved in every financial
issue. Mlchael and Bill handle thmgs for me in a way that [ trust, and it
just nllakes my life a lot easier.”

A:s a:.:result of Tyler’s great experience at Bank of America, his daughter
is now a client of Premier Banking & [nvestments, too. The Tyler family
shows h”ow Bank of America grows: When we earn the confidence of our
cuslomtlairs, they choose us for other products and services, and they pass
alongﬁ tﬂ;e good word to the people they care about.

Opport 1ty

'PP

a] A'ffluent households are growing four times faster
than the U.S, population.

] About three-quarters of U.S. personal investable
assets are owned by affluent households.

a Theiafﬁuent market segment is underserved
by traditional financial services models,
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Our
' Innovations

O Operate the first, largest and most productive bank-owned
community-development corporation in the nation

! O Committed $400 million In Program Related Investments locally to
i create affordable housing, small businesses and jobs

1 I Invested $48 million In 44 markets through the Neighborhood
Excellence Initiative during the past three years

When it; opens in the fall of 2007, Renaissance Walk will mark the latest

step in the rejuvenation of Atlanta’s Sweet Auburn historic district. Bank of
America has worked with this community since the early 1990s, initially
invesiing more than $20 million and using its direct development capabilities
to bui'ld'125 residential units — a catalyst for the rebirth of the neighborhood.

])esngnated a National Historic Landmark in 1976, Auburn Avenue
is homelto the Martin Luther King Jr. historic site and hirthplace. The
area, was dubbed Sweet Auburn because it was one of the few places that
provuled opportunities to blacks. African-Americans concentrated many
new husmesses social organizations and churches in Sweet Auburn, con-
tnbutmg to Atlanta’s rise as a major metropolitan center of the New South,

luvel?tually, the area, fell victim to urban sprawl and a cycle of aban-
donment. Yet Atlanta demanded urban living.in a revitalized downtown,
Anofht,rI recent effort was the 2004 Dynamic Metals Lofts project, created
with the Historic District Development Corporation, With $3.3 million in
investment and financing from Bank of America, and its direct development
services, the project built 48 residential units and retail condominiums in
the district. The award-winning project was also the first environmental
cleanup done under Georgia's new Brownfields law.

The $48 million Renaissance Walk development will create 159 resi-
dential and retail units, secure parking and an Interpretive Center for the
history c:)f Sweet Auburn and Atlanta’s African-American community. Bank
of America provided $34 million in financing through its client The Integral
Group, which leads a financial syndicate and public-private partnership.

’I‘he hank s Neighborhood Excellence Initiative also gave a $200,000
grant Itn Samaritan House of Atlanta Inc., which helps the district’s
homellesls. Philanthropy, sponsorships and Team Bank of America volunteer
progran}s round out the bank’s commitment to Sweet Auburn and the
communities the bank serves around the country.

| Our
Commitment

|
[u] I.end and Invest $750 billion in community development over 10 years
o I)evote $1.5 billion to philanthropy over 10 years
[a] I’rovlde $200 million in grants during 2007 to build healthy neighborhoods

|.|| . b
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Building OppprtunitIes for Growth
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OUR DIVERSE MIX OF BUSINESSES IIETS us GROW SHAREHOLDER

VALUE IN A| CHANGIING ECONOMIC ENVIRONMEN'F

1 Y

'

I l I
GLOBAL CONSUMER & SMALL BUSINESS BANKING i
Global Consumer|& Small Bu!s1heee B&nkmg (GCSBB) serves approx1mate[
53 million clonsumer households m addmon to mass-market sma]l businesses
in cities dl’ld towns across Arhérlca S(levtenity six percent of U.S, resndents live i m
Bank of Amerlcas retail frarIchlse, whlch covers! 30 s"ta.tes and the District of
Columbia. In addlltIOIl three- quarters of the natlon Imass market small bu=I
inesses — home ba.sed enterprlses 'sole propr1etorsh1ps and smaller manufacturmg
and dlSt[‘lbllthD firms — operate in the commumtles selrved by Bank of America.
These consumers,lentrepreneurs and bu'snhesses can easﬂy access alI of our ser-
vices through more than 5,700 hankmg chnters 17, 000 plus ATMs and the natlon S
! |
leading onlme banking and bllllpay servnce, supported by a world-class telephone
banking tea.m ' | l : i
Bank of Amerlca is the leadmg prov1der of checkm savmgs credit and debit cards
and home equlty lendmg, with 3? leadmg Merch;mt Servmes business and a mortgage
business w1th growtng market share Since our busmesses are tightly mtegrated we
can adapt aII of our. services to me'et the needs of consumers and busmesses of any snze
and complexity. The Small Business, Banl}nng orga.nlzld.t:on, for example! 1ls responsnblle

|
i
' I ' i
|
|

- for all products, distribution an(I marketmglrelated to ou1" innovative cap1tal erednt

| !
deposit a.nd payment services. A Ieadmg‘ credit card operatlon allows ready access to

i "capital and credlt Online Bankullg is FBS[L)OlllblbI(. f01 Easy Online P&yroll as well aIs

|

' our payment and | invoicing serwces, bzmklmg centers pr0v1de ca.sh night drops

1 |
merchant, teIlers and in many Iocatlonq small husiness. splecmhsts |
t t
| ] |
'
|
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GLOBAL CORPORATE & INVESTMENT BANKING

Global Corporate & Investment Banking (GCIB) provides comprehensive finan-
cial solutions to clients ranging from companies with $2.5 million in revenues to
large multinational corporations, governments, institutional investors and hedge
fund;s. Services include bank deposit and credit products; risk management, cash
management and payment services; equity and debt capital raising; and advisory
services based on industry expertise and deep knowledge of client strategies and
needs. Investors benefit from highly rated debt and equity research, leading-edge
sa,les: and trading platforms, and risk management expertise across asset classes.

GCIB serves clients around the world, providing integrated delivery of our full
range of financial products and services through client managers and product
partners who understand each client’s unigue needs.

Clients include 98 percent of the U.S. Fortune 500, 80 percent of the Fortune
Global 500 and one in three midsize companies in the United States. In 2006,
Bank: of America was the fifth-largest underwriter of U.S. debt, equity and
equity-related securities. It ranks No. 1 in share of both US, and global treasury
revenues. GCIB businesses also include the leading bank-owned asset-based lender
and the No. 1 provider of financial services to commercial real estate businesses.

Gl__OBAL WEALTH & INVESTMENT MANAGEMENT

Globa;l Wealth & Investment Management (GWIM) provides comprehensive banking
and investment services tailored to meet the changing wealth-management goals of
morezthan 3 million individual and institutional customers. Clients have access to ser-
vicesjoffered through three primary businesses: Premier Banking & Investments™,
The Private Bank of Bank of America and Columbia, Management.

Pé‘emier Banking & Investments delivers integrated banking and investment
solutions through a network of approximately 4,400 client advisors serving affluent
clients with $100,000 in investable assets ar $500,000 in investable assets includ-
ing a'first mortgage. These clients can receive tailored services including financial
planning, customized products and relationship pricing through two key areas,
Premier Banking and Banc of America Investment Services, Inc.® (BAD, a full-service
and online brokerage.

The Private Bank provides integrated wealth-management solutions to high-
net-worth individuals, middle-market institutions and charitable organizations
with i:nvestable assets of greater than $3 miliion. The Family Wealth Advisors divi-
sion of The Private Bank serves ultra-high-net-worth individuals and families with

50 lﬁillion or more in investable assets. Clients of The Private Bank access wealth
strategy, credit, deposit, investment, trust and specialty asset management services
through relationship teams based in 32 states. More wealthy individuals and families
choose The Private Bank to provide personal trust and wealth-management solutions
than any other institution (VIP Forum, 2006},

C(glumbia Management, Bank of America'’s asset management organization, pro-
vides ;investment management solutions to institutional clients and individual inves-
tors. These include separately managed accounts, liquidity strategies, and mutual
fl.mds| across a variety of investment disciplines within equities, fixed income and
cash.|As of December 31, 2008, Columbia Management and its affiliates managed
assets of $542.9 billion.

Revenue

(in billions, fully taxable-
equivalent basis)

{in bitlions)

[Revenue

(in biltions, fully taxable-
equivalent basis)

% $6.0
% $7.3
% §7.8

Net
Income

(in billions)

% . $1.6

% $2.3

| W $2.4
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Join Us Online

LOG ON NOW TO ACCESS THE ENTIRE ANNUAL REPORT ON THE WEB
AND TO OPT OUT OF RECEIVING PAPER COPIES IN THE FUTURE

Using the Web instead of paper to receive your Bank of America annual report is one
easy way for you to help us conserve natural resources. That’s why you can find a down
loadable version of the entire annual report on our Web site. You can see the report, and a.‘lsk
us not to send you a paper report next year, at www.ba.nkof.xmerlca.com/annualreport/2OOIB.

. e ) |
The green leaf symbol above represents our innovative efforts to protect the environmen: and conserve natural
resources by reducing paper usage. i !
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Management’s Discussion and Analysis of Flna,nma,l
Condition and Results.of Operatlons o .

Bank of America Corporatlon and Subsidiaries

3 .s

This ‘report contains certain statements that are forward-ooking w:tmn the
meaning of the Private Securities nganon Reform Act of 1995, These
statements are not guarantees of future performance and involve certain
fisks, uncertainties and assumptions that are difficult to predict. Actual
outcomes and results may differ materially from those expressed in, or
implied by, our forward-lgoking statements. Words such as expects'
“anticipates,” “believes,” estrmates .and other srm.vfar express;ons or

future or conditional verbs such as wr.'l " “shoun‘d * “woutd”’ and cou.‘d
are intended to identify such forward- Hooking statemerits. Readers of the
Annual Report of Bank of America Corporat:on and its subsidiaries (the
Corporation) should not rely solely on the fonvard-loakmg statements and
should cons;der all uncertainties and risks throughout this report as well
as those drscussed under ftem 1A, “Rrsk Factors” of this Annual Report
on Form 10-K. The statements are representatfve om'y as of the date they
‘are made, ‘and the Corporatfon undertakes no obligation to update any
forward-looking statement

Possible events or factors that could cause results or perfonnance to
differ matenany from those expressed in our forwardHooking statements
include the following: changes in general economic conditiohs and
economic conditions in the geographic regions and industries in which the
Corporation operates which may affect, among other things, the level of
nonperforming assets, charge-offs and provision expense; changes in the
interest rate environment which may reduce interest margins and impact
funding sources; changes in foreign exchange rates; adverse movements
and volatility in debt and equity capital markets; changes in market rates
and prices which may adversely impact the value of financial products
including securities, loans, deposits, debt and derivative financial instru-
ments, and other similar financial instruments; political conditions and
“related actions by the United States abroad which may adversely affect the
Corporation's businesses and economic conditions as a whole; liabilities
resulting from litigation and regulatory investigations, including costs,
expenses, settfements and fudgments, changes in domestic or foreign tax
laws, rules and regulations as well as court, Internal Revenue Service or
other govemmental agencies' interpretations thereof; various monetary
and fiscal policies and regulations, including those determined by the
Board of Governors of the Federal Reserve System (FRB), the Office of the
Comptroller of -the Currency (0CC), the Federal Deposit insurance Corpo-
ration (FDIC), state regulators and the Financial Services Authority (FSA);
changes in accounting standards, rules and interpretations; competition
with other local, regional and international banks, thrifts, credit unions and
other nonbank financial institutions; ability to grow core businesses; ability
to develop and introduce new banking-related products, services and
enhancements, and gain rarket acceptance of such products; mergers
and acquisitions -and their integration into the Corporation; decisions o
downsize, self or close units or otherwise change the business mix of the
Corporation; and management’s ability to manage these and other risks.

The Carporation, headguartered in Charlotte, North Carolina, oper-
ates in 30 states, the District of Columbia and 44 foraign countries. The
Corporation provides a diversified range of banking and nonbanking finan-
cial services and products domestically and internaticnally through three

+
-

business segments: Giebal Consumer and Small Business Banking,
Global Corporate and Investment Banking, and Global Wéalth and Invest-
ment Management,

At December 31, 2006, the Corporation had $1.5 trillion in assets
ang approximately 203,000 fulHime equivalent employees. Notes to
Consolidated Financial Statements referred to in Management's Dis-
cussion and Analysis of Financial Condition and Results of Operations are
incarporated by reference into Management's Discussion and Analysis of
Financial Condition and Results of Operations. Certain prior period
amounts have been reclassified 1o conform to current period presentation.

Recent Events

in January 2007, the Board of Directors (the Board} authorized a stock
repurchase program of up to 200 million shares of the.Corporation's
common stock at an aggregate .cost not to exceed $14.0 billion to be
completed within a period of 12 to 18 months. In April 2006, the Board
authorized a stock repurchase program of up to 200 million shares of the
Corporation's common stock -at an aggregate cost not to exceed $12.0
billion to be completed within a period of 12 to 18 months, of which the
lesser of approximately $4.9 billion, or 63.1 million shares, remains avail-
able for repurchase under the program at December 31,'2006.

In January 2007, the Board deciared a regular quarterly cash divi-
dend on common stock of $0.56 per share, payable on March 23, 2007
to common shareholders of record on March 2, 2007. in October 2006,
the Board declared a regular quarterly cash dividend on common stock of
$0.56 per share which was paid on December 22, 2006 to common
shareholders of record on December 1, 2006. In July 2006, the Board
increased the quarterly cash dividend on common stock 12 percent from
$0.50 to $0.586 per share.

In December 20086, the Corporation completed the sale of its: retail
and commercial business in.Hong Kong and Macau (Asia Commercial
Banking busmess) to China Construction Bank {(CCB) for $1.25 billion. The
sale resulted in a $165 million gain {(pre-tax) that was recorded in Other
Income.

In November 2006, the Corporation announced a definitive agree-
ment to acquire U.5. Trust Corporation (U.S. Trust) for $3.3 billion in cash.
U.S. Trust is one of the largest and most respected U.S. firms which
focuses exclusively on managing wealth for high net-worth and ultra high
networth individuals and families. The acquisition will significantly
increase the size and capabilities of the Corporation’s wealth business
and position it as cne of the largest financial services companies manag-
ing private wealth in the U.S. The transactlon is expected to close in lhe
third quarter of 2007. \

+ In Novernber 20086, the Corporation issued 81,000 shares of Bank of
America Corporation Floating Rate Non-Cumulative Preferred Stock, Sefies
E with a par value of $0.01 per share for $2.0 billion. In September 2006,
the Corporation issued 33,000 shares of Bank of America Corporation
6.204% NonCumulative Preferred Stock, Serles D with a par value of
$0.01 per share for $825 million. In July 2006, the Corporation redeemed
its 700,000 shares, or $175 million, of Fixed/Adjustable Rate Cumulative
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Preferred Stock and redeemed its 382,450 shares, or $96 million, of

6.75% Perpetual Preferred Stock. Both ctasses were redeemed at their
. stated value of $250 per share, plus accrued and unpaid dividends.

In September 2006, the Corporation completed the sale of its Brazil-
ian operations in exchange for approximately $1.9 billion in equity of
Banco Itad Holding Financeira S.A. (Banco ltau), Brazil's second largest
nongovernment-owned banking company. The sale resulted in a $720 mil-
lion gain (pre-tax) that was recorded in Other Income. In August 2006, we
annopunced a definitive agreement to sell our operations in Chile and
Uruguay for stock in Banco Itad and other consuderatlon totaling
approximately $615 mllllon These transactions, as well as the previously
announced sale of our operations in Argentina, are expected to close in
early 2007.

I - '

MBNA Merger Ovemew - OO

The Corporation acquired 100 percent of the outstanding stock of MBNA
Corporation (MBNA) on January 1, 2006, for $34.6 billion. In connection
therewith 1,260 million shares of MBNA common stock-were exchanged
for-631 million shares 6f the Corporation's common stock. Prior to the
MBNA merger, this represented approximately 16 percent of the Corpo-
ration's outstanding common stock. MENA shareholders also received
cash of $5.2 billion. The MBNA merger was a taxfree merger. for the
Corporation. The acquisition expands the Corporation’s’ customer-base
and its opportunity to deepen customer relationships across the full
breadth of the Corporation by delivering innovative deposit, lending and
investment products and services to-MBNA's customer base. Additionally,
the acquisition allows the Corporation to significantly increase its affinity
relationships through MBMA's credit card operations and sell thesé credit
cards through our delivery channels (including the retail branch network),
MBNA's results of operations were included. in the Corporation’s 'results
beginning January 1, 2006. The purchase price has been atlocated to the
assets acquired and the liabilities assumed based on their fair values at
the MBNA merger date. For moré‘information related to the MBNA merger,
see Note 2 of the Corporation's Consolidated Financial Statements:

Performance Overview

Economic Overview )

In 2006, the U.S. economic performance was healthy as real Gross
Domestic Product grew an estimated annualized 3.4 percent. Consumer
spending remained resilient despite significant declines in housing and
morgage refinancing activities, Global economies recorded, another solid
year of growth, led by robust expansion in Asia. Importantly, Germany and
Japan maintained their economic momentum as the U.S. weathered a soft
patch in growth. The FRB concluded two consecutive years of rate hikes in
June, raising its rate to 5.25 percent, as increases remained on hold in
the second half of the year. The yield curve remained inverted for much of
the second half of the year, reflecting the FRB's rate increases, its
inflation-fighting credibility, and rising foreign capital inflows. In response
to the rate hikes and removal of monetary accommodation, housing sales
and_construction fell sharply, median house prices flattened after surging
for a half decade, and mortgage refinancing activity fell sharply. However,
business investment remained strong, and solid increases in non-
residential constructmn partlally offset the declines in housing. Consumer
spending, buoyed by rising personal incomes, relative low interest rates
and record- breakmg wedlth, continued to grow, ending the year on a strong
note. Dramatic decfines in oil and energy prices in August through October
sharply reduceq inflation, while core measures of inflation, excluding the
volatile energy and food components, rose through September. Core
inflation drifted modestly lower through year end, but remained above the
two percent upper bound of the FRB's comfort range. With the exception of
housing, automobiles and related industries sustained healthy product
demand and modest pricing power provided businesses record profits. In
this environment, businesses continued to hire, and the unemployment
rate regeaed to 4.5 percent, well below its historic average.

Net Income reached $21.1 billion, or $4.59 per diluted commdn: share in 2006, increases of 28 percent and 14 percent from $16. S billion, or $4. 04 per

d!luted common share in 2005.

Table 1 Busmess Segment Total Revenue a.nd Net Income

[N O | R L .
B , . - Total Revenue . Net Income
{Dollars in millicns) ' ) 2006 2005 2008 2005
Global Consumer and Small Business Banklng 3 . $41,691 $28,323 C$11,171 $ 7,021
Global Corporate and Invesiment Banking . R 22,691 20,600 6792 6384
Global Wealth and Investment Management ) 7,779 7.316 © 2,403 2,316
All Other : . . . 2,086 684 ) 767 744
Total FTE basis 1} . : 1 . 74,247 56,923 21,133 16,465
FTE adjustment (1) (1,224) (832) - -
Total Consolidated " ‘ e $73,023 -$56,091 $21,133

-$16,465

W Total revenug for the business segments and All Other is on a fully Laxable-equivalent (FTE) basis. For more information on & FTE basls, see Supplemental Financial Data beginning on page 41.

Global Consumer and Small Business Banking . - -

Net Income .increased $4:2 billion, or 59 percent, to $11.2 biltion and
Total Revenue increased $13.4.billion, or 47 percent, to $41.7 biliion in
2006 compared to 2005. These increases were driven by higher Net inter-
est Income and Noninterest Income. Net Interest Income-increased primar-
ily due to the MBNA merger and organic growth which increased Average
Loans and Leases. Noninterest Income increased primarily due to the

- >
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MEBNA merger which resulted in an increase in’ Card Income driven by
increases in excess senvicing income, cash advance fees, interchange
income and late fees. These increases were partially offset by higher
Noninterest Expense and Provision for Credit Losses, primarily driven by
the. addition* of '"MBNA, "For more information on’ Global Consumer and
Smah‘ Busmess Bankmg. see page 45.. ' p "

o Lo BN c e




Global Corporate and Investment-Banking -, '». 1.
Net Income increased $408 million, or six_percent, to $6.8,billion in 2006
compared to 2005, Total .Revenue increased $2.1 billion, or 10 percent,
to $22.7 billion in 2006 compared 102005, driven primarily. by higher
Trading Account Profits and Investment,Banking Income, and gains on the
sales o° our Brazilian operations and Asia Commercial Banking business.
Qffsetting these increases was spread compression in the loan portfolios
which adversely impacted Net Interest Income. In addition, Net Income in
2006 was impacted by increases.in Noninterest Expense and Provision for

Credit Losses, and a decrease in Gains on: Sales of Debt.Securities. For .

more information on Global Corporate - and *investment Banking, see
page 50. O

Global Wealth and Investment Management .
Net Income increased $87 million, ‘or.four percent, to $2.4 billion in 2006
compared to 2005. The increase: was "due to higher dfotal Revenue of
$463 million, or six percent, primarily as-a result of‘an-increase in Invest
ment and Brokerage Services partially offset by an.increase in Noninterest
Expenss of $285 million, or eight percent, driven by higher personnel-
related costs.

Total assets under management increased $60.6 billion to $542.9
hillion at December 31, 2006 compared to December 31, 2005, For more
information on Global Wealth and investment Management, see page 53.

All Other

Net Income increased $23 million to $767 million in 2006 compared to
2005. This increase was primarily a result of higher,Equity Investment
Gains of $902 million and Net Interest Income of $446. million offset by
lower (iains (Losses) on Sales of Debt Securities of $(495) million in
2006 compared to $823 million in 2005. For more anformatlon on All
Other, ¢ ee page 55 v o .-

Fina.ncial Highlights - - .
Net Interest Income

Net Interest Income on a FTE basis increased $4.2 billion-to $35.8 billion
in 2005 compared to 2005. The primary drivers of the increase were the
impact of the MBNA rierger (volumes and spreads), consismer and com-
mercial loan growth, and increases in the benefits from adset and liability
managzment (ALM) activities including higher portfolio balances {primarily
resideritial mortgages) and the impact-of changes in_spreads across all
produc: categories: Thase increases were partially offset by a lower con-
tribution from marketbased eaming assets and the higher costs asso-
ciated with higher levels of wholesale funding. The net interest yield on a
FTE basis decreased two_:lzasis points {bps) t0,2.82 percent in 2006 due
primarily to an increase in. Iower yielding market-based earhing assets and
loan spreads that continued to tighten due to the flat to inverted yleld
curve. These decreases were pamaily offset by widening cf spreads on
core deposits. For more mformatlon -on Net Interest Income on a FTE
basis, see Tables !»and Al beglnn_u‘rjg on page 86.

. B . v .
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Noninterest Income e ey

Table2 Noninterest Income, .
{Dollars in millisng) . 2008 2005

N A
Card income ’ : $14203  $ 5753
Service charges U+ 8,224 7,704
Investment and brokerage services . 4,456 4,184
Irivestment banking income 2,317 . 1,856
Equity invesiment gains 3.189 2,212
Trading account profité . 3,166 1,763
Mortgage banking income TUoBat - B80S
Other income > 2,246 1,077

$38,432 $25,354

LI

Noninterest Income increased $13.1 bnlllon to $38.4. bllhon in 2006

compared to 2005 due primarily to the following:

® Card Income, increased $8.5 billien primarily due to the addition of

- MBNA resulting in higher- excess -servicing income, cash advance fees,

sinterchange income and late fees, -

¢ Senvice Charges. grew. $520 million. due to |ncreased non- sufﬂment

1 funqs fees and ox:erdraﬂ charges, account service charges and ATM
fees resulting from new.account growth and increased account usage.

¢ Investment and Brokerage Services increased $272 million primarily
reflecting higher levels of assets under management.

¢ Investment Banking income increased $461 million due to higher mar-
ket activity and continued strength in debt underwriting.

L Eqmty Investment Gains mcreased $9?7 million primarily due to favor—
able market conditions drlven by Ilqmdlty in the capital markets as well
as a $341 million gain recorded on the liquidation of a strategic Euro-
pean investment. ’

¢ Trading Account Profits increased $1.4 billion due to a favorable market
environment, and benefits fram previous investments in personnel and
trading infrastructure.

® Mortgage Banking Income decreased $264 million pnmarlly due -to
weaker production income driven by margin compressmn which neg-
atively impacted the pricing of loans, and a decision to retain a |arger
portion of mortgage production.

e Other Income mcreased $1.2 biltion pramanly related to the $72O m||-
lion (pretax) gam on the sale of our Brazilian operations and ‘the $165
million {pre-tax) gain on the sale of our Asia Commercial* Bankmg busk
ness.

, " Total noninterest income

L)

Provision for Credit Losses
The Provision for Credit Losses increased $996 million to $5 0 billion in
2006 compared to 2005. Provision expense rose due to increases from
the addition of MBNA, reduced benef ts from reteases of commercial
resérves and Iower ¢ommercial recovenes Thiese increases wefe parnally
offset’ by lower bankruptcyurelated credlt costs on the 'domestnc consumer
credit card portfolio. ’ ot
'For more information on credit quahty see Credit Rlsk Management
beglnnmg on page 62. ) !

b . Ll oy

Gains (Losses) on Sales of Debt Securltles

Gains (Losses) on Sares of Debt Securities were $(443) millien in 2006
compared to $1.1 bllhon in 2005. The decrease was primarily due to a
loss on the sale of mortgage ‘backed securities in 2006 compared to gains
recorded in 2005. For more information on Gains (Losses) on Sales of
Debt Securities, see “Interest Rate Risk Management — Securities” begin-
ning on page 78.
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Noninterest Expense I

Table 3 Noninterest Expense

|Doifms in millions) . ' 2006 2005
Persannel . $18,211 $15,054
Occupancy L 2,826 . 2,588
Equipment | L . 1329, . 1,198
Marketing ) 2,336 1,255
Professional fees . ) ) 1078 930
Amortization of intangibles - 1,755 809
Data processing - ' ! 1,732 1,487
Telecommunications . : 945 - ga71
, Other general operating . " oa580 7 4420
Merger and restructuring charges ) ' ' 805 | 412

Total noninterest éxpense ' " $28,681

'$35,597 -

Noninterest Expense -increased $6.9 'billion to $35.6 billion in 2006
compared to 2005, prin'larily due to the MBNA merger, increased Person-
nel expense related to hlgher performance—based compensation and hlgher
Marketing expense related to consumer bankmg initiatives. Amortization of
Intangibles expense was hlgher due to increases in purchased credit card
relationships, affinity relatnonshlps core deposut mtanglbles and other

intangibles, including trademarks. N
Balance Sheet Analysis” '

Table 4 Selected Balance Sheet Data
. N " 1

Income Tax Expense ‘ P
Income Tax Expense was $10.8 billion in 2006 compared to $8.0 billion
in 2005, resulting in an effective tax rate of 33.9 percent in 2006 and
32.7 percent in 2005. The increase in the effective tax rate was primarily
due 1o the charge to Income Tax Expense arising from the change in tax
legislation -discussed below, the one-time benefit recorded during 2005
related to the repatriation of certain foreign eamings and the January 1,
2006 addition of MBNA, For more information on Income Tax Expense
see Note 18 of the Consolidated Financial Statements.

During the second quarter of 2006, the President signed into law the

Tax Increase Prevention and Reconciliation Act of 2005 (TIPRA). Among

other things, TIPRA repealed certain. provisions of prior law reiating to
transactions entered into under the extraterritorial income and foreign
sales corporation regimes. The TIPRA repeal results in an increase in the
U.S. taxes expected to be paid on certain portions of the income earned
from such transactions after December 31, 2006. Accounting for the
change in law resulted in the recognition of a $175 million charge to
Income Tax Expense in 2006.

December 31 Average Balance
{Dollars in millions} N - 2006 2005 * 2006 2005
Assets ' '

Federal funds sold and 5eauntie5 purchased under agreements to resell +§ 135478 $ 149,785 $ 175334 $ 169,132
Trading account assets 153,052 131,707 145,321 133,502
Debt securities ! 192,846 221,603 225,219 219,843
Loans and leases, net of allowance for loan and lease losses 697,474 565,746 yr 843259 528,793
All other assets ) ) . 280,887 222,962 ' 277548 218,622
Total assets o . $1,459,737 $1.291,803 $1,466,681 $1.269.892

Liabllities '
Deposits $ 693,497 $ 834670 -/ $ 672995 - $ 632,432
Federal funds purchased and securities sold under agreements {0 repurchase 217,527 240,655 286,903 . 230,751
_Trading account liabilities * . 67,670 50,890 64,689 57.689
Commercial paper and-other short-term borrowings 141,300 116,269, 124,229 95,657
Long-term debt 148,000 - 100,848 - 130,124 - 97.709
Al other liabilities 58,471 ! 46,9381 57,278 . 55,793
Total fiabilities v 1,324,465 . 1,190,270 - 1,336,218 1,170,031
Shareholders’ equity ) 135,272 101,533 130,463 99,861
$1,459,737 $1,291,803 $1,466,681 $1,269,892

Yotal liabilities and shareholders’ equity

+

At December 31, 2008, Total Assets were $1.5 trillion, an increase of
$167.9 billion, or 13 percent, from December 31, 2005. Average Total
Assets in 2006 increased $196.8 billion, or 15 percent, from 2005.
Growth in period end and average Total Assets was primarily attributable
to the MBNA merger, which had $83.3 killion of Total Assets on January 1,
2008. The increase in Loans and Leases was also attributable fo organic
growth. In addition market-based earning assets increased $42.2 billion
and $46.9 billion on a period end, and average basis due to continued
growth and build out in the Capital Markets and Advisory Services busi-
ness within Global Corporate and investment Banking.

'
.
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At Ijecemper 31, 2006, Total Liabilities were $1.3 trilion, an
increase of $134.2 billion, or 11 percent, from December 31, 2005. Aver-
age Total Liabilities in 2006 increased $1686.2 billion, or 14 percent, from
2005. Growth in period end and average Total Liabilities was primarily
attributable to increases in Deposits and Longterm Debt, due to the
assumption of liabilities in connection with the MBNA merger and the net
issuances of Long-term Debt. Funding requirements related to the support
of growth in assets, including the financing needs of our trading business,
resulted in increases in cenain other funding categories.

Period end and average Shareholders’ Equity increased primarily from
the issuance of stock related to the MBNA merger,




Federal Funds Sold and Securities Purchased under
Agreements to Resell

The Federal Funds Sold and Securities Purchased under Agreements to
Resell average balance increased $6.2 billion, or four percent, in 2006
compared to the prior year. The increase was from activities in the trading
businesses, primarily in interest rate and equity products, as a result of
expanced activities related to a variety of client needs.

Trading Account Assets

Trading Account Assets consist primarily of fi xed income securities
(includ:ng government and corporate debt), equity and-convertible instru-
ments. The average balance ircreased $11.8 billion to $145.3 billion in
2006 which was due'to growth in client-driven market- -making activities in
interest rate, credit and equity products. For additional information, see
AMarket Risk Management beginning on page 75.

Debt Securities
Available-forsale (AFS) Debt Securities include fixed income securities
such as mortgage-backed securities, foreign debt, assetbacked secu-
rities, municipal debt, U.S. Government agencies and corporate debt, We
use the AFS portfolio primarily to manage interest rate risk and liguidity
risk and to take advantage of market conditions that create more econom-
fcally ettractive retumns on these investments. The average balance in the
securities portfolio increased $5.4 billion from 2005 primarily due to the
increasie in the AFS portfolio in the. first half of the year partially offset by
the sale of mortgage-backed securities of $43.7 billion in the third quarter
of 20C6. For additional |r1format|on see Market Risk Management begin-
ning on page 75.

Loar:ss and Leases, Net of Allowance for Loanand
Lease Losses

Average Loans and Leases, net of Allowance for Loan and Lease Losses,

was $5343.3 billion in 2006, an increase of 22 percent from 2005, The
consumer loan and lease portfolio increased $83.9 billion primarily due to

higher retained montgage production and the MBNA merger. The commer-
cial [oan and lease portfolio increased $31.3 hillion due to organic growth
and the MBNA merger, including the business card portfolic. For a more
detailed discussion of the loan portfolio and the allowance for credit loss-
es, se2 Credit Risk Management beginning on page 62, and Notes 6 and
7 of the Consolidated Financial Statements.

Deposits
Average Deposits increased $40.6 billion to $6730 billion in 2006 com-
pared to 2005 due to a $24.2 billion increase in average foreign interest-

bearing deposits and a $14.0. billion increase in average domestic’

interest-bearing deposits primarily.due to the assumption of liabilities in
connection with the MBNA merger, We categorize our deposits as core or
markel-based deposits. Core deposits are generally customer-based and
represant a stable, low-cost funding source that usually react more slowly
to interest rate .changes than marketbased deposits. Core deposits
include savings, NOW and money market accounts, consumer CDs and

'

IRAs, and neninterest-bearing deposits. Core deposits excludé negotiable
CDs, public funds, other domestic time deposits and foreign interest )
bearing deposits. Average core deposits increased $11.0 billien to $574.6
billion in 2008, a two percent increase from the prior year. The increase
was distributed between consumer CDs and noninterest-bearing deposits
partially offset by decreases in NOW and money market deposits, and
savings. The increase in consumer CDs was impacted by .the shift of
deposit balances from NOW and money market deposits and savings to
consumer CDs as a result'of the favorable rates offered on consumer
£Ds. Average marketbased deposit funding increased $29.6 bilion to
$98.4 hillion in 2006 compared to 2005 due to increases of $24.2 billion
in foreign interestbearing deposits and $5.3 billion in negotiable CDs,
public funds and other time deposits refated to fundmg of growth in core
and market-based assets. " .

Federal Funds Purchased and Securities Sold under
Agreements to Repurchase

The Federal Funds Purchased and Securities Sold under Agreements to
Repurchase average balance increased $56.2 billion to $286.9 billion in
2006 as a result of expanded trading activities within interest rate and
equity products related to client activities. , ’

Trading Account Liabilities -

Trading Account Liabilities consist primarily of short positions in fixed
income securities (including government and corporate debt), equity and
convertinle instruments. The average halance increased $7.0 billion to
$64.7 billion in 2006, which was due to growth in client-driven market-
making activities in equity products, partially offset by a reduction in inter-
est rate - products. For additional information, see Market Risk

- Management beginning on page 75. -

Commermal Paper and Other Short- term Borrowings

Commercial Paper and Other Short-term Borrowmgs provide a funding -
source to supplement Deposits in our ALM strategy. The average balance

increased $28.6 billion to $124.2 billion in- 2006, mainly due to the

increase in Federal Home Loan Bank advances to fund core asset growth,

primarily in the ALM portfolioc.

Long-term Debt - - .
Period end and average Long-term Debt increased $45.2 billion and $32.4
biltion. The increase resulted from the funding of core asset growth, the
addition of MBNA and the issuance of subordinated debt to support Tier 2
capital. For additional mformatmn see Note 12 of the Consolidated Finan-
cial Statements.

Shareholders’ Equity - -
Period end and average Shareholders' Equity increased $33.7 billion and
$30.6 billion primarily due to the issuance of stock refated to the MBNA
merger. This increase along with Net Income and issuances of Preferred
Stock, was partlally offset by cash dividends, net share repurchases of
Common Stock and redemptlon of Preferred Stock.
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Table 5 Five Year Summary of Selected Financial Data . .r Vg B e

{Dollars in‘millions, except pér share information} Lo . , . 2006 ., 2005 2004 ' ’jt 2003 - 12002

Income statement . e ) v A S o ta T . Ce :

Net interest income . . o C $ 34591 $ 30737, - § 27960 .. $ 20,505 - % 20,117

Noninterest income . o ) . ‘ . 38,432 , 25,354 21,005 .. . -17.329,, © 14,874

Total revenue L N 73,023 56,091 48965 31, gaa" 34,991

Provision for credit losses ' ‘ Pt ' 5,010 “ 4014 2769 2,839 vt 3,897

Gains (fosses) on sales of debi securities - Y (443) 1,084 . - 1,724 NI ¥ BTN 630

Noninterest expense - . . Lo 35,597 28,681 27,012 20,185 18,445

Inplome before income taxes c, . , ) 31,973 24,480 20908 - 15781 , 13,479

Income tax expense ‘ ' ‘ 10,840 8,015 691 7' 50197 f 3,926

Net income - o © 21,133 16,465 13,947 . 10,762 5 V- 9,553

Average common shares issued and outstanding (in thousands) ’ o 4,526,637 4,008,688 3,758,507 « - 2,973,407 .., 3,040,085

Average diluted common shares issued and outstandlng g . 4 ) . T o , - L
_(in thousands) . . L . 4,595,896 _4'.968,140 3,823,943 | 3,030,356 " 3,130,935

Performance ratlos ., . , . R o , . ‘

Return on average assets . - 144% ° ' 1.30% 1.34% 1.44% o 1.46%

Return on average common shareholders™ equity . . 16.27 1651 16.47 » Y 2150 -119.98

Total ending equity to total ending assets " . R " 927 7.86 9.03 6.76 7.92

Total average equity to total average assets . Ve e ey ©o : 8.90 7.86 8.12 6,69 A i7.33

Dividend payoyt . . T ) 45.66 46681 4631 39.76 38.79

Per common share data L o . i . - L I

Earmnings - ‘ D N $ 466 $° 410 $ 37077 87 3625 C§ 0 314

Diluted eamings : Lo I -7 o : 4.59 4,04 P 364 T 3585 . - 3.05

Dividends paid R EERS - PO 212 4. 1.90 ~170 - 144 S - 122

Book value i ' .29.70 25.32 24.7() . - 16.86 e . 17.04

Average balance sheet PR B DU ot VLTI . . L oo Lo LT e

Total loans and leases , , o o R $ 652,417  § 537,218 $ 472617, _$ 356220 _, $ 336,820

Total assets S ’ ' 1,466,681 1,269,892 1,044,631 7 749,104 653,732

Total deposits o oo Lo T 672,995 632,432 551,669 406,233 7 ° 371479

Longtermdebt . - - T T ‘ 130,124 | 97,709 S 92303 - ot LB7.077 65,550

Common shareholders’ eqmty o s Sy . 129,773 99,580 . 84,584 .. 50,035 . 47,837

Total sharehalders’ ‘equity L e ) 130,463 99,861 84,815 59, 091. 47 898

Asset quality _ L, . e N

Allowange for credit losses o ) : $ 9413 $ 8440 $ 9,028 .$ 6579 % 685

Nonperforming assets ot e . 1,856 ‘1,603 - 2,455 ¢ : 3021- T 5262

Allowance for loan and lease losses as a percentage of total loans and ed A
leases outstanding C RIS i ; 128% - y  1.40% . 1.65% . 1.66%, 1.85%

. Allowance for loan and Jease Iesses as a percentage of total nonperformmg . P ) N ., e )
“loans and leases ’ 505 532 390 215 - 126

Net charge-offs : C B ) $ 4539+ 3. 4,562 $ 34133 % 23106+ - § T 3607

Net charge-offs as a percentage of average loans and leases = | 4 - © . 0.70% - 0.85% 0.66%-- -1, 087%. + 1.10%

Nonperforming loans and leases as a.percentage of total Ioans and ey | T . - lr .
leases outstanding 0.25 \ 0.26 - 042 . Q77 S 147

Nonperforming assets as a percentage of total Ioans' |ea5es and foreclosed . R '
properties o 026 028 QAT 1 (.81 1.53

Ratio of the allowance for loan and lease losses at December 31 tonet |, . ,_ Do - " .
chargeoffs ) e o 199 1.76 ne 277,198 , 172

Capital ratlos (penod end}) | , o .

Risk based capital: . R . . ..
Tier1' = SR T s sy ’ B.64% 8.25% 8.20% B8.02% T .B41%
Jotal . ¥4~ o "t LRI PRV - : -11.88 v '11.08 11.73* . --112.05 . . 1283

Tier 1 Leverage AT T . 636 » 5,91 . 5.89, B 5.86 6.44

Market capitalization $ 238,021 $ 184,586 $ 190,147 ¢ $ 115926 . $ 104,418

Market price per share of common stock T Tnpigk i ) P - A P ' . -

Closing . .- s . I L L .8 $, 6339,  § . 4615 $, 4699 | $- 4022 $ - 3479

High closing , , e e | 54.90 47.08 47.44 . 4177 . 38.45

Low ¢losing ’ ' 4 . 43.09 41.57 38.96 32.82 27.08

. o - - .




Supplemental Financial Data . "~ o0
Table 6 provides a reconciliation of the supplemental financial data men-
tioned below with financial measures defined by accounting principles
generally accepted in the United States (GAAP). Other companies may

definez or calculate supplemental financial data differently.

Operating Basis Presentation

In managing our business, we may at times look at performance-excluding
certa' n nonrecurring itemns. For. example, as an alternative to Net Income,
~we view results ‘on an operating. basis, which represents™Net Income
excluding Merger and Restructuring Charges. The operating basis of pre-
sentation is not def‘ ned by GAAP. We believe that the exclusion of Merger
and Restructuring Charges wmch represent events outside our normal
‘operations, pro‘;ndes a meaningful yearto-year companson and is more
reflective of normalized operations.

Net Interest Income - FTE Basis :

In addition, we view Net Interest income and related ratios ‘and analysis
(i.e., efficiency Tatio, net interést yield and operating leverage) on a FTE
hasis. Although th1s is a non-GAAP measure, we believe managmg the
business with Net iftérest Income on a FTE baS|s provides a more acou-
rate picture of the interest margin for comparative purposes. To denve the
FTE basis, Net Interest Income is adjusted to reflect tax-exempt income on
an ejuivalent before-tax basis with a corresponding increase in Income
Tax Expense. For purposes of this calculation, we' use the federal statutory
tax rate of 35 percent. This measure ensures comparability of Net Interest
Incorne arising from taxable an'd,‘tax-exempt sourges,

Performance Measures -

As mentioned above, certain performance measures including the effi-
ciency ratio, net. interest yield and operating leverage utilize Net-Interest
Incorne {and’ thus Total Revenue) on a FTE basis. The efﬂpje:ncy ratio
measures the costs expended.to generate a Eiollar of revenue, and net
interast yield evaluates how many basis points we are eaming over the
costiof funds. Operating leverage measures the total percentage revenue
growsh minus the total percentage expense growth for the corresponding
period. During our annual integrated planning process, we set operating
leverage and efficiency targets for the Corporation and each line of busi-
ness. We believe the use of these non-GAAP measures provides additional
clarity in assessing the results of the Corporation. Targets vary by year and
' by business, and are based on.a variety of factors including maturity of the
business, investment appetite, competitive environment, market factors,
and other items, (e.g., risk appetite). The aforémentioned ‘performance
measures and ratios, eamings per common share (EPS), retum on average
assels, and dividend payout ratio, as well as those measures discussed
maore fully in the following paragraph, are presented in Table 6. ¢

{1

Return on Average Common.Shareholders’, Equity,
Return on Average Tangible Shareholders’ Equxty
and Shareholder Value Added

We also evaluate our business based upon retum on average common’ '

shareholders’ equity (ROE), return on average -tangible shareholders’
equity (ROTE), and shareholder value added {SVA) measures ROE, ROTE
and SVA utilize non-GAAP allocation methodologies. ROE measures the
earnmgs contribution of a unit as a percentage of the Shareholders” Equity
allocated to that unit. ROTE measures the earnings 'clontrib'_ution‘ of the
Corporation as a percentage of Shareholders” Equity reduced by Goodwill.
SVA is defined as cash basis eamings on an operating basis less a charge
for the use of capital. These measures are used to evaluate our use of
equity (i.e., capital) at the individual unit level and are integral components
in the analytics for resource allocation. We believe using SVA-as a
performance measure places specific focus on whether incremental
investments generate returns in éxcess' of the costs of capital associatéd
with those investments. In addition, profitability, retationship, an'd_ invest-
ment models all use ROE and SVA as key measures to support our overall
growth goal.

i E Cod PRSI
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Table 6 Supplemental Financial Data and Reconciliations to GAAP Financial Measures

{Dollars in millions, except per share knfﬁrrnalion) v . : . . 2008 2005 2004 2003 2002
- Operating basis (1} i )

Operating eamings o ‘ $ 21640 $ 16,740 $ 14,358 $ 10,762 $ 9,553
Operating eamings per common share  * . 478 417 3.82 © 362 3.14
Dituted operating eamings per common share o . 470 411 3.75 3.55 3.05
Shareholder vatue added . . 9,121 6,594 5718 5,475 4,509
Retum on average asseis 148% 1.32% 1.37% 4 1.44%° 1.46%
Return on average common shareholders' equity . . 16.66 16.79 16.96 21.50 19.96
Retum on average tangible shareholders™ equity . s 33.59 . 30,70 . 2879 27.84 26.01
Operating efficiency ratio {FTE basis) ' 46.86 49.66 - 5313 52.38 51.84
Dividend payout ratio . 4459 T 45.84 4498 | 39.76 38.79
Operating leverage 7.25 7.48 (1.85) {1.12) n/a
FTE basls data , - . . ] '
Net interest income . $ 35815 $ 31,569 $28,677 $ 21,149 $ 20,705
Total revenue 74,247 56,923 49,682 38,478. + 35,579
Net interest yield 2.82% 2.84% - 3.47% 3.26% . 3.63%
Efficiency ratio . 47.94 © 50,38 54,37 52.38 51.84
Reconclliation of net Income to operating earnings )
Net income ’ $ 21133 $ 16,465 $13,047 $ 10,762 $ 9,553
Merger and restructuring charges . ) : BO5 : 412 " 618 - -
Related income tax benefit i {298) (137) (207) -, - . -
Operating eamings $ 21640 $ 16,740 $ 14,358 $10,762 $ 9553
Reconciliation of average sharehoiders’ equity to average tangible shareholders’ equity . ’
Average shareholders’ equity $130,463 $ 99,861 $84.815 $50,001 $ 47,898
Average goodwill (66,040) {45,331) {36,612) (11 440) {11,171)
Average tangible shareholders’ equity $ 64,423 $'64,530 $ 48,203 $ 38,651 $ 36,727
Reconciliation of EPS to operating EPS '
Earmings per common share : $ 466 $ 410 $ 3N $ 3862 $§ 314
Effect of merger and restructuring charges net of tax benefit 0.12 - 007 011 - -
Operating eamings per common share . $ 478 $ 417 . $ 382 $ 362 $ 314
Reconciliation of diluted EPS to diluted operating EPS ' o . : -
Diluted eamings per common share $ 459 $  4.04 $ 364 $ 355 $ 305
Effect of merger and restructuring charges, net of tax benefit 011 0.07 0.11 - -
Diluted operating eamings per common share $ 470 $ 411 $ 375 $ 355 $ 305
Reconclliation of net income to shareholder value added i : '
Net income $ 21,133 $ 16,465 $ 13,947 $ 10,762 § 9,553
Amortization of intangibles 1,755 BO9 664 217 218
Merger and restructuring charges, net of tax benefit ) 507 275 411 - Co-
Cash basis eamings on an operating basis 23,395 17,549 15,022 10,879 9,771
.Capital charge : (14274) * (10,955) (9,304) {5.504) - (5,262}
Shareholder value added : $ 9121 $ 6,594 $ 5718 $ 5475 $ 4,509
Reconciliation of return on average assets to operating return on average assets o
Retum on average assets .1.44% 1.30% 1.34% 1.44% 1.46%
Effect of merger and restructuring charges net of tax benefit 0.04 i 0.02 0.03 - -
Operating retumn on average assets ‘ . 1.48% 1.32% 1.37% 1.44% " 1.46%
Reconciliation of return on average common shareholders’ equity to operating return on

average common shareholders’ equity ] '
Retum on average common shareholders' equity . 16.27% 16.51% 16.47% 21.50% 19.96%
Effect of merger and restructuring charges, net of tax benefit + 039 0.28 0,49 - -
Operating retumn on average common shareholders' equity ) 16.66% .16.79% 16.96% 21.50% .19.96%
Reconciliation of return on average tangible shareholders' equity to operating return on

average tangible shareholders’ equity . _ .
Retum on average tangible shareholders™ equity 32.80% 30.19% 28.93% 27.84% 26.01%
Effect of merger and restructuring charges, net of tax benefil - 0.79 0.51 v 0.86 - -
Operating retum on average tangible shareholders’ equity 33.59% - 30.70% 29.79% 27.84% 26.01%
Reconciliation of efficiency ratio to operating efficiency ratio (FTE basis) '
Effictency ratic 47.94% 50.38% 54.37% 52.38% 51.84%
Effect of merger and restructuring charges ) {1.08) (0.72) {1.24) - -
Operating efficiency ratio 46.86% 49.66% 53.13% 52.38% 51.84%
Reconciltation of dividend payout ratlo to operating dividend payout ratio :
Dividend payout ratio 45.66% 46.61% 46.31% 39.76% 38.79%
Effect of merger and restructuring charges, net of tax benefit . {(1.07) (0.77} (1.33) - -
Operating dividend payout ratio 44.59% 45.84% 44,98% . 39.76% 38.79%
Recenciliation of operating leverage to operating basls operating Ieverage
Operating leverage 6.32% © B.40% {4.91)% {1.12)% n/a
Effect of merger and restructuring charges 093 (0.92} 3.06 - n/a
QOperating leverage - 7.25% 7.48% {1.85)% {1.12)% n/a

(1 Operating basis excludes Merger and Restructuring Charges which were $805 million, $412 miltion, and $618 million in 2006, 2005, and 2004,
n/a = not avallable :
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Core Net Interest Income - Managed Basis -

In managing our business, we review core net interest income - managed
basis, which adjusts reported Net Interest Income on a FTE basis for the
impact of market-based activities and certain securitizations, net of
retained securities, As discussed in the Global Corporate and Investment
Banking business segment section beginning on page 50, we evaluate our
market-based results and strategies on a total market-based revenue
approach by combining Net Interest Income and Noninterest Income for
the Capital Markets and Advisory Services business., We also adjust for
loans that we originated and sold into certain securitizations. These
securitizations include offbalance sheet Loans and Leases, specifically
those Joans in revolving securitizations and other securitizations where

Table 7 Core Net Interest Income - Managed Basis

servicing is retained by the Corporation {e.g., credit-card and home equity

* lines). Noninterest Income, rather than Net Interest Income and Provision

for Credit Losses, is recorded for assets that have been securitized as we

‘are compensated for servicing the securitized assets and record servicing:

income and gains or losses on securitizations, where appropriate. We
believe the use of this non-GAAP presentation provides additional clarity in
assessing the results of the Corporation. An analysis of core net interest
income - managed basis, core average earning assets — managed basis
and core net interest yield on eaming assets - managed basis, which
adjusts for the impact of these two noncore items from reported Net
Interest income on a FTE basis, is shown below.” . '

{Dottars in millions) 2006 ’ 2005' T 2004
Net interest income o : ‘ :
As reported (FTE basis} " . $ 35815 ©$ 31569 $ 28677
Impact of market-based net interest income (Y . ] “(1,651) (1,938) (2,6086)
Core net interest income - ' . 34,164 29,631 26,071
Impact of securitizations 7,045 323 1,040
Core net interest income - managed basis $ 41,209 $ 29954 $ 27111
Average eamning assets . T , s,
As reporied $1,269,144 $1,111,994 $905,273
Impact of marketbased eamning assets (1 (369,164) ' ' (322,238) (248,704}
GCore average eaming assets - 899,980 780,758 " 658,569
Impact of securitizations ' ' 98,152 - 9,033 13,501
Core average earning assets - managed basis $ 998,132 % 798,791 $672,160
Net Interest yleld contribution
As reported {FTE basis) 2.82% 2.84% 3.17%
Impact of market-based activities 0.98 0.91 0.79
Core net Interest yleld on earning assets 380 3.75 3.96
Impact of securitizations 0.33 - 0.07
Core net Interest yield on eaming assets -~ managed basis 4.13% 3.75% 4.03%

1} Represents amounts from the Capital Markets and Advisosy Services business within Global Corp and l

Core net interest income on a managed basis increased $11:3 bil-
lion. This increase was primarily driven by the impact of the MBNA merger
(volumes and spreads), consumer {primarily home equity) and commercial
loan growth, and increases in the benefits from ALM activities, including
increased portfolio balances (primarily residential morigages) and the
impact of changes in spreads across all product categories, Partially off
setting these increases was the higher costs associated with higher levels
of wholesale funding.

On a managed basis, core average earning assets increased $199.3
billion primarily due to the impact of the MBNA merger, higher levels of
consumer and commercial loans from organic growth and higher ALM lev-
els {primarily residential morigages).

Core net interest yield on a managed basis increased 38 bps as a
result of the impact of the MBNA merger (volumes and spreads) and core
deposit spread widening, partially offset by loan spread compression due
to the flat to inverted yield curve and increased costs associated with
higher level$ of wholesale funding.

Business Segment Operations

Segment Description

The Corporation reports the results of its operations through three busi-
ness segments: Global Consumer and Small Business Banking, Global
Corporate and Investment Banking, and Global Wealth and investment

Management. All Other consists of equity investment activities including -

Principal Investing, Corporate Investments and Strategic Investments, the
residual impact of the allowance for credit losses and the cost allocation
processes, Merger and Restructuring Charges, intersegment eliminations,
and the results of certain consumer finance and commercial lending busi-
nesses that are being liquidated. AN Other also includes certain amounts
associated with ALM activities, including the residual impact of funds
transfer pricing allocation methodologies, amounts associated with the
change In the value of derivatives used as economic hedges of interest
rate and foreign exchange rate fluctuations that do not qualify for State-
ment of Financial Accounting Standards (SFAS) No. 133 “Accounting for
Derivative Instruments and Hedging Activities, as amended” (SFAS 133)
hedge accounting treatment, certain gains or losses on sales of whole
mortgage loans, and Gains (Losses) on Sales of Debt Securities.

Basis of Presentation

We prepare and evaluate segment results using certain non-GAAP method-
ologies and performance measures, many of which are discussed in Sup-
plemental Financial Data beginning on page 41. We begin by evaluating
the operating results of the busint_as'ses which by definition excludes
Merger and Restructuring Charges. The segment results aiso reflect cer-
tain revenue and expense methodologies which are utilized to determine
operating income. The Net Interest Income of the businesses includes the
results of a funds transfer pricing process that matches assets and
liabilities with similar interest rate sensitivity and maturity characteristics.
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The management accounting reporting process derives segment and

business results .by ":utilizing". allocation methodologies for - revenue, -
expense and capital. The Net Income derived for the businesses’are
dependent upon revenue and cost altocations using an activity-based cost-.
ing model, funds transfer-pricing, other methodologies?and dssumptions

management belleves are appropnate to reflect the results of the. busi-
ness: ' o T L -
The Corporation’s. ALM activities maintain an overall interest rate risk
management strategy that incorporates the use. of interest rate contracts
to-iminimize significant fuctuations in eamings that are caused by interest
rate volatility. The Corporation’s goaliis to manage interest rate: sensitivity
so0 that movements in interest rates do not significantly adversely affect
Net Interest Income. The results of the business segments will fluctuate
based on the performance of corporate ALM activities. Some ALM activ-
ities are recorded in the businesses (i.e., Deposits) such as extemal
product pricing decisions, including deposit pricing strategies, as well as
the effects of our internal funds. transfer:pricing process and other ALM
actions such as portfolio positioning. .The net effects of other ALM activ-
ities are reported in each of the Corporation’s segments under ALM/Other.

In" addition, any residual effect of the funds transfer pricing process is .

-~

retained in Aff Other. L +

Certain expenses not directly attnbutable to a specn" ic busmess
segment are allocated to the segments based on pre-determined means.
The ‘most signifi cant of these expenses include data processing costs,
|tem processing costs and centain centralized or shared functions. Data

processing cosEs are-allocated to the segments based on equipment
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. capital. . -

usage. ltem processing costs are allocated to the segments based on the
volume of items processed for each segment. The costs of certain central-
ized or shared functions are allocated based on-methodologies Whlch
reflect utilization.. 4 - - ¢ ' e

‘Equity is allocated to business segments and. related busmesses
using a risk-adjusted methodology incorporating each unit’s credit, market,
interest rate and operational risk components, The nature of these risks is
discussed further beginning on page 62. ROE is caicutated by dividing Net
Income by average allocated equity. SVA is defined as cash basis earnings
on an operating basis less a charge for the use of capital (i.e., equity).
Cash basis earnings on -an operating basis is defined as Net Income
adjusted to exclude Merger and Restructuring Charges and Amortization of
Intangibles. The charge for capital is calcutated by multiplying 11 percent
(manage?nenffé‘estimate of the: shareholders’ ‘minimum required rate of
return on capital im{ested) by average total common shareholders’ equity
at the corporate level and by average allocated equity at. the business
segment level. Average equity is allocated to the business level using a
methodology identical to that used in the ROE calculation;-Management
reviews the estimate of the rate used to calculate the capital-charge
annually. The Capital Asset Pncmg Model is used to estimate our:cost of

See Note 20 of the Consolldated Financial Statements for additional
business segment information, selected financial information for the bus:—
ness segments and reconciliations to consolldated Totai Revenue and Net
Income amounts. '
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) Balance Sheet

Average Balance

{Dottars in millions) . ! Lt 2008 2005

' T g
Total loans and leases-- AR © ™. $192,072 $144,027
Total earning assets ! : t .328528 298,904
Total assets (1} - ! 390,257 326,243
Total deposits - . 330,072 306,098-
Allocated equity : , 63,121 . 29,681
' » December 31

" . 20086 .. 2005
Total loans and leases $206,040 $151,657
Total eaming assets (1 o 319,552 302,619
Total assets (1) | 382,392 331,259
Totai deposits = C . 327,236 306,101
*Allocated equity 60,373 36,861

) Total eaming assets and Total Assets include asset allocations to match liabilities G.e., dep'ésits)‘

'i:he strategy of Global Consumer and Small Business Banking is to attract,
retain and deepen customer relationships. We achieve this strategy
through our ability to offer a wide range of products and services through a
franchtse that stretches coast to coast through 30 states and the District
of Columbla Wwith the recent merger with MBNA, we alsg provide credit

card products td customers in Canada, Ireland, Spain and the United’

Kingdom. In the U.S., we serve moare than 55 millien consumer and small
business relationships utilizing our network of 5,747 banking centers,

. 717,079 domestic' branded ATMs, and telephone and Internet channels. .
Within Global Consumer and Siall Business Banking, there are four pri-

mary businesses: Deposits, Card Services, Mertgége and Home Equity. In
addition, ALM/Other includes the results of ALM activities and other
consumer-related businesses (e.g., insurance).

Net ncome increased $4.2 billion, or 59 percent, to $11.2 billion
and Net [nterest income ‘increased $4.2 billion, or 25 percent in 2006
compared to 2005. These increases were prlmarrly due to the MBNA
merger and organic growth which'increased Average Loans and Leases.

Noninterest Income increased $9.2 billion, or 80 percent, mainly due
to increases of $8.4 billion in Card Income, $534 million in all other
income and $347 million in Service Charges. Card Income was higher
mamry due to increases in excess senvicing income, cash advance fees,
mterchange income and late fees due primarily to the impact of the MBNA

merger. All other income increased primarily as' @ result of the MBNA .

merger. Service Charges lncreased due to .new account growth and
increased usage.
The Provision for"Credit Losses increased $929 million, or 22 per-

cent, to $5.2 billion in 2008 compared to 2005 primarily resulting froma .

$728 million increase in Card Services mainly driven by the MBNA merger.
For further discussion of this increase in the Provision for Credit Losses

. related to Card Services, see the Card Services discussion.

Noninterest Expense increased $5.7 billion, or 43 percent, in 2006
compared to 2005. The primary driver of. the increase was the MBNA

merger, which increased most expense items including Personnel, Market-

ing'and Amortization of Intangibles. Amortization of Intangibles expense

. was higher due to increases in purchased credit card relationships, affinity

relationships, core deposit intangibles and other intangibles, including

" Irademarks related to the MBNA merger.

Deposits

Deposits provides a comprehensive range of products to consumers and
small businesses. Our products include traditional savings accounts,
money market savings accounts, CDs and 1RAs, and regular and interest-
checking accounts. Debit card results are also included in Depdsits.
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Deposit products provide a relatively stable source of funding and
liquidity. We earn net interest spread revenues from investing this liquidity
in earning assets through client facing lending activity and our ALM activ-

. ities. The reventje is attributed to the deposit products using our funds
. transfer pricing process which takes into account the interest rates and

maturity characteristics of the deposits. Deposits also generate various
taccount fees such as nonwsufficient fund fees, overdraft charges and
éccount service fees while debit cards generate interchange fees. inter-
change fees are volume based and paid by merchants to have- the detnt .
-transactions processed. :

-We added approxrmately -2.4 million net new retail checking accounts

. and 1.2 million net new retail savings accounts during 2006. These addi-

tions resuited from continued improvement in sales and service results in
the Banking Center Channel, the introduction of products such as Keep
the ChangeTM as'well as eCommerce accessibility and customer referrals.
The Corporation migrates qualifying affluent customers, and thelr
related deposit balances and associated Net interest Income from the
Giobal Consumer and Small Business Banking segment to Global Wealth

B and Investment Management.

Net Income increased $496 million, “or 11 percent, in 2006 com-
pared to 2005. The increase in Net Income was driven by an increase in
Total Revenue of $1.9 billion, or 13 percent compared-to 2005. Driving
this growth was an increase of $1.2 billion, or 14 percent, in Net Interest
Income resulting from higher average deposit levels and an increase in
deposit spreads. Average deposits increased $24.0 billion, or eight per-
cent, compared to 2005, primarily due to the MBNA merger. Deposit
spreads increased 17 bps to 3.00 percent, compared to 2005: as we
effectively managéd pricing in a rising interest rate environment. The
increase in deposits was partially offset by the migration of depesit balan-
ces to Global Wealth and Investment Management. Noninterest Income
increased $698 million, or 11 percent, driven by higher debit card inter-
change income and higher Service Charges. The increase in debit card
interchange income was primarily due to a higher number of active debit
cards, increased usage, and continued improvements in penetration and
activation rates. Service Charges were higher due rto increased
non-sufficient funds fees and overdraft charges, account service charges
and ATM fees resulting from new account growth and increased usage.

Total Noninterest Expense increased $974 million, or 12 percent in
2006 compared to 2005, primarily driven by costs assocrated wrth
|ncreased account volume.

Card Services ‘

Card Services, which excludes the resuts of debit cards (included in
Deposits), provides a broad offering of products, including U.S. Consumer
and Business Card, Unsecured Lending, Merchant Services and Intemna-
tional Card Businesses. As a result of the MBNA merger, we offer a variety
of co-tranded and affinity credit card products and have become the lead-
ing issuer of credit cards through endorsed marketing. Prior to the merger
with MBNA, Card Services included U.S. Consumer Card, U.S. Business
Card, and Merchant Services.

We present our Card Services business on botha heId and managed
basis (a non-GAAP measure). The performance of the managed portfolio is
important to understanding Card Services’ results as it demonstrates the
results of the entire portfolio serviced by the business, as the receivables

“ that have been securitized are subject to the same underwriting standards

and ongoing monitoring as the held loans. For assets that have been
securitized, interest income, fee revenue and recoveries in excess of
interest paid to the investors, gross credit losses and other trust
expenses related to the securitized receivables are all reclassified into




excess servicing income, which is a component of Card Income. Managed
noninterest income includes the impact of gains recognized on securitized
loan principal receivables in accordance with SFAS No. 140 “Accounting
for Transfers and Servicing of Financial Assets and Extinguishment of
Liabilities - a replacement of FASB Statement No. 125" (SFAS 140).

Managed credit impact represents the held Provision for Credit qusés
combined with credit losses associated with the securitized loan portfolio.
The following tables reconcile the Card Services portfolio and certain credit
card data on a held basis to managed basis to reflect the impact of secun-

tizations.

Card Services Data (D) .
{Dollars in millions) o 2006 2005
Income Statement Data )
Held net interest income v '$ 8,805 $ 5,009
Securitizations impact 1,584 ) 503
Managed net interest income $ 16,389 $ 5512
Held total noninterest income 8 12 680 $ 3,581
Securitizations impact t . - + (4,221) (69)
Managed tota! neninterest income 8 8459 $ 3,512
" Held total revenue §'21,485 $ B,580
Securitizations impact r 3,363 434
Managed total revenue ! $ 24,848 $ 9,024
HeXd provision for credit losses $ 4727 $ 3,999
Securitizations impagt {2} ) r - 3,363 434
Managed credit impact $ 8090 $ 4,433
Balance Sheet Data ¢
Average held Card Services outstandings $ 95256 $56,072
Securitizations impact 96,238 5,051
Average managed Card Services outstandings - $191,494 $61,123
Ending heid Card Services nutstandmgs $101,532 $61,397
Securitizations impact - 101,865 2,237,
Ending managed Card Services outstandings $203,397 $63,634
Credlt Quallty Statistics @3
Held net charge-offs , $ 387 $ 3,759
Securitizations impact (2) ! 3,363 434
Managed Card Services net losses $ 7234 $ 4,193
Held net charge-offs 4.06%  B.70%
Securitizations impact (2) (0.28) 0.16
Managed Card Services net losses * 3.78% 6.86%
r A :
Credit Card Data @
(Dollars in millions) 2006 2005
Batance Sheet Data . i
Average held credit card outstandings ' $ 72979 $63,997
Securitizations impact 90,430 5,051 .
Average managed credlt card outstandings $163,409 $59,048
Ending held credit card outstandings $ 72194 $68,5648
Securitizations impact . 98,295 2,237
Endlng managed credit card cutstandings $170,489 $60,785 :
Credit Quality Statistics (3 7
Held net charge-offs $ 3319 - & 3852,
Securitizations impact (2} . 3,056 - 434
Managed credit card net losses % 6375 $ 4,086 -
Held net charge-offs f 4.55% 6.76%
Securitizations impact (2} . ) (0.65) 0.16
Managed credit card net losses ' . 3.90% 6.92%

12 Beginning with the first quarter of 2006, Card Services includes U.S. Consumer and Business Card, Unsecured f.endmg, Merchant Services and International Card Businesses. Price to January 1, 2006, Card Services included "

U.S. Consumer Card, U.S. Business Card, and Merchant Services.
7 Represents credit losses associated with the securitized loan portfolio.

3 Pursuant to American Institute of Certified Public Accountants (AICPA) Statement of Position No, 03-3 “Accounting for Certain Loans or Debt Securities Acquired in a Transfer® (S0P 03—3] the Corporation decreased held net

charge-offs for Card Services and credit card $288 million er 30 bps and $152 million or 21 bps In 2006. Managed net losses for Card Senvices and credit card decreased $288 millon or 15 bps and $152 million or 9 bps.
For more information, refer 10 the discussion of SOP 02-3 ia the Consumer Portfolio Credit Risk Management section beginning on page 63,

41 Includes U.S. Consumer Card and Foreign Credit Card. Does not include Business Card.
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Managed Basis . ; N N T R A T
Managed Card Services. Net Interest:Income :increased $10.9 billion to
$16.4 biilion in 2006 compared to 2005.1This increase was driven by the
addition of MBNA and organic growth which contributed to'an increase in
total average managed outstandings. -

Ménaged Card Services Noninterest Income increased $4.9 bilion to
$8.5 billion in 2006 compared to 2005, largely resulting from the MBNA
merger and organic growth Including increases in interchange income,
cash advance fees and late fees.

"Managed Card Services net losses increased $3.0 billion to $7.2 bil-
Ilon or 3.78 percent of average Managed Card Services outstandings in
2006 compared to 54:2 billion, or 6.86 percent in 2005, primarily driven
by the addition_of the MBNA portfolic and portfolio seasoning, partially
offset by lower bankruptcy-related losses. The 308 bps decrease in the
net loss ratio for Managed Card Services was driven by lower net losses
resulting from bankruptcy reform and the beneficial impact of the higher
credit quality of the MBNA portfolio compared to the legacy Bank of Amer
ica portfolio. We expect managed net losses to trend towards more
normalized levels in 2007.

Managed Card Services total average outstandings increased $130.4 ’

billion to $191.5 billion in 2006 compared to 2005. This increase was
driven by the addition of MBNA and crganic growth.

Held Basis ..~

Net Income mcreased $4.6 billion to $5.6 bllllon in 2006 compared to

2005 due to revenue growth, partially offset by increases in Nonlnterestr

Expense and Provision for Credit Losses.

Held Total Revenue increased $12.9 biilion to $21.5 billion in 2006
compared to 2005 primarily due to the addition of MBNA and organic
growth. The MBNA merger increased excess servicing income, cash
advance fees, late fees, interchange income and all other income. Excess
serwcmg income benefted from lower net losses on the securitized loan
portfolio resultlng from bankruptey reform,
¢ Held Provision for Credit Losses Increased $728 million to $4.7 bil-
fion. This increase was primarily driven by the addition of the MBNA portfo-
lic and seasoning of the'business card portfofio, partially offset by reduced
credit-related costs on the domestic consumer credit card portfolio. On the
domestic consumer credit card portfolic lower banksuptcy charge-offs
resulting from bankruptcy reform and the absence of the $210 million
provision recorded in 2005 to establish reserves for changes in credit card
minimum payment requirements were partially offset by portfolio
seasoning. -

" .Card Services held net charge-offs were $3.9 billion, $112 million
higher' than 2005, driven by the addition of the MBNA portfolio partially
offset by lower’ bankruptcywelated credit card net charge-offs. Credit card

* held net charg&offs were $3.3 billion, or 4.55 percent of total average

held credit card loans, compared to $3.7 billion, or 6.76 percent, for

2005, This decfea_se_.was primarily driven by lower bankruptcy-related

charge-offs as 2005 included accelerated charge-offs resulting from bank-
ruptey reform. Thetdecrease was partially ofiset by the addition of the

‘MBNA portfolio;-new advances on accounts for which previous loan balan-

ces were sold to the securitization trusts and portfolio seasoning.

« +* Held total Noninterest Expense increased $4.9 billion to $7.8 billion
compared to the same period in 2005 primarily driven by the MBNA

merger which increased most expense items including Personnel, Market-
ing, and Amortization of Intangibles. - - ' 4
R .om bl .. - - . r
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In connection. with, MasterCard's- initial public offering on May 24,
2006, the . Corporation's previous investment  in .MasterCard was
exchanged fortnew. restricted shares. The. Corporation recognized a net
pre-tax gain of approximately $36 million in all other income relating to the
shares that were required to-be redeemed by MasterCard for cash and no
gain was recorded associtated with the unredeemed shares. For shares
acquired as part of the MBNA merger, a purchase accounting-adjustment
of $71 million was recorded as a reduction of Goodwill to record the fair
value of both the redeemed and unredeemed MasterCard, shares At
December 31, 2006, the Corporation had approxlmately 35 mllhon
restricted shares of MasterCard that are accounted for at cost. '

Mortgage
Mortgage penerates revenue by prowdlng an extenswe line of morigage
products and services to customers nationwide. Mortgage products are
available to our customers through a retail network of personal bankers -
located in 5,747 banking centers, sales account executives in nearly 200
[ocations and through a sales force offering our customers direct tele-
phone and online access to our products. Additionally, we serve our cus-
tomers through a partnership with more than 6,500 morigage brokers in
all 50 states. The mortgage product offerings for home purchase: and
refinancing needs include fixed and adjustable rate loans. To manage this
pertfolio, these products are either sold into the secondary mortgage
market to investors, while retaining the Bank of America customer
relationships, or are held on our balance sheet for ALM purposes.

The mortgage business includes the origination, fulfiliment, sale and
servicing of first mortgage loan products, Servicing activities: primarily
include collecting cash for principal, interest and:escrow payments from
borrowers, and accounting for and remitting principal and :nterest pay
ments to Investors and escrow payments to third parties. Servncmg income
includes ancillary income derived in connection with these activities such
as late fees. .

Mortgage production within Global Consumer and Small Busmess
Banking was $76.7 billion in 2006 compared to $74.7 hillion in 2005.

Net Income for Mortgage declined $116 million, or 29 percent, due
to a decrease in Total Revenue of $265 million to $1.4 billion, partially
offset by an $87 million decrease in Noninterest Expense. The decline |n
Total Revenue was due to a decrease of $146 million |n Net Interest
Income and a decrease of $142 million in Mortgage Banking Income. The
reduction in Net Interest Income was primarily driven by the impact of
spread compression. The decline in Mortgage Banking .Income was primar-
iy due to margin compression which negatively impacted the pricing of
loans. This was partially offset byithe favorable performance of the Mort-
gage Servicing Rights (MSRs) nét of the derivatives used to’economically
hedge changes in the fair values of the MSRs. Mortgage was not |mpacted
by the Corporation’s decision to retain a larger share &f mortgage “pro-
duction on the Corporation’s Balance Sheet, as Mortgage was compen-
sated for the decision on a management accounting basis . with a
corresponding offset in Alf Other,

The Mortgage servicing portfolio includes loans serviced for others
and originated and retained residential mortgages. The servicing portfolio
at December 31, 2006 was $333.0 billion, $36.2 billion ‘higher than
December 31, 2005, primarily driven”by production and lower prepayment
rates. Included in this amount was $229.9 billion of lpans serviced for
others. ,




At December 31, 2006, the consumer MSR balance was $2.9 billion,
an increase of $211 million, or eight percent, from December 31, 2005.
This value represented 125 bps of the retated unpaid principal balance, a
3 bps increase from December 31, 2005. For additionat information, see
Note 8 of the Consolidated Financial Statements. -

T

~
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Home Equity : T LA
Home Equity generates revenue by providing an extensive line of. home
equity products-and services to customers nationwide. Home Equity prod-

ucts include lines of credit and home equity loans and are also avarlame .

to our customers through our retail network and our partnership wrth mort-
gage brokers,

M Net Income: for Home Equrty increased $69 mllllon or 16 percent in
2006 compared to 2005. Drlvmg this increase in Net Income was' Net
Interest Income, which |ncrea‘sed $115 million to $1.4 billion in 2006
compared to 2005, primarily attributable to account growth and larger line
sizes resulting f frpm enhanced product offermgs and the expandmg home
equnty market, ! [T feor

The Home Equity servicing portfolio at -December 31, 2006 was
$86.5 billion, $14.9 billion higher than December 31, 2005, driven primar-
ily by incieased production. Home Equity production within Global
Consumer and Small Business Banking increased $9.5 billion to $65.4
billion in 2006 compared to 2005.

ALM/Other - T
ALM/Other is comprised primarily of the allocation of & portion. of "the
Corporation’s Net Interest Income from ALM activities, the residual of the
funds transfer pricing allocation process associated with recording Card
Services securitizations and the results of other consumerrelated busi-
nesses {e.g., insurance). ' ‘
. Net Income decreased $898 million for 2006 compared to 2005,

The decrease was primarily a result of a lower contribution from ALM activ-
ities and the impact of the residual of the funds‘transfer pricing allocation
process associated with Card Services securitizations. "

o et
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Global Corporate and Investment Banking

2006
:  Capltat
' Markets and
: » Business - - Advisory Treasury ALM/
{Dollzrs in millions) Total Lending Services Services Other
Net interest income () $ 10,693 $ 4,605 $ 1651 $ 3880 $ 557
Nonlinterest income .
Service charges 2,777 501 120 1,995 161
Investment and brokerage services ' 1,027 15 867 33 112.
Investment banking income 2477 - 2476 - 1
Trading account profits 3,028 54 2,748 48 178
Al other income 2,689 507 338 734 1110
Total noninterest income 11 998 1077 6,549 2,810 1562
Total revenue (1 22891 5,682 8200 6,690 2119
Pravision for credit losses ()] 3 14 {2) (21)
Gains on sales of debt securities 53 13 22 - 18
Noninterest expense 11,998 2,153 5,524 3,248 1,073
Income before income taxes (1) 10.752 3,539 2,684 3,444 1,085
Income tax expense 3,960 1,310 993 1,274 383
Net Income $ 6,792 $ 2229 $ 1691 . $ 2170 $ 702
Shareholder value added | $ 2,349 $ 623 $ 517 $ 1431 $ (222)
Net interest yield 11} ' 171% 2.00% n/m 2.85% n/m
Return on average equity 16.24 14,23 15.76% 30.76 n/m
Efficiency ratio {1 52.87 37.89 67.36 4855 n/m
Period end - total assets (2} $689,248 $246,414 $384,151 $166,503 n/m
2005
Capital '
Markets and
Business Advisory Treasury ALM/
{Doltars in millians) Total Lending Services Services Other
Net interest income (1) $ 11,156 $ 4825 $ 1938 $ 3375 $1,018
Noninterest Income :
Service charges 2,618 474 111 1,866 167
Investment and brokerage services 1,046 17 876 28 125
Investment banking income 1,892 - 1881 - 1
Trading account profits 1,770 . (28 1,618 T 63 117
All other income 2,118 769 329 676 344
Total noninterest income 9,444 1,232 4,825 2,633 754
Total revenue (1} 20,600 6.057 6,763 6,008 1,772
Provision for credit losses (291} 67 27 4 {327)
Gains on sales of debt securities 263 62 55 - 146
Noninterest expense 11,133 2,010 4,754 3149 1,220
Income before income taxes ) 10,021 4,042 2,091 2,863 1,026
Income tax expense 3,637 1,448 745 1,030 414
Net income $ 6384 § 2594 $ 1346 $ 1,833 $ 611
Shareholder value added $ 1,966 $ 1.031 $ 265 $ 1128 $ (458)
Net interest yield {1 ‘ 2.03% 2.36% n/m 2.37% n/m
Return on average equity 15.28 16.92 13.61% 27.06 n/m
Efficiency ratio %) 54.04 3318 70.30 52.41 n/m
Period end - totai assets 2} . $170,601 n/m

$633,362

$227,523 $338,190

1) Fully taxable-equivalent basis

) Total Assets include esset allocations to match liabllities (l.e., deposits),

n/m = not meaningful
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Bale_nce Sheet L ’ .

- : . Average Balance

{Dollars in mAlions) - " 2006 2005
Total Ipans and leases $243,282 $214,818
Total trading-related assets : 338,364- 314,568
Total market-based eamning assets (1) 369,164 . 3222367
Total earing assets 2} . ' 625,212 550,620
Total assets 2} » : . 706,906 633,253
Total deposits i . ‘205,652 -, 189,860
Allocated equity - 41,892 41,773
December 31

‘ 2006, L2005
Total loans and leases $246,490 .- §232631
Total trading-related assets 309,321 291,267
Total marketbased eaming assets () 347,572 305,374
Total earning assets (21 , 605,153 553,390
Total assets 2! ' 689,248 633,362
Toial defosits v ) 216875 198,362

Allocated equity C 40,025 43,985

1) Total marketbased eaming assets fepresents eaming assets from the Capital Markats and Advisory
Sendce; busingss.
2 Total e2ming assets and Tota) Assets include asset aliocations to match Ilaorlit.ies fi.e., oeposils}

Global Corporate | and Investment Banking provides a wide range of finan-
cial services to both our issuer and investor clients that range from busi-
ness bankmg clients to large intemational corporate and |nst1lut|onal
investor clients using a strategy to deliver value-added financial products
and advisory solutions. Global Corporate and Investment Banking's prod-
ucts and services are delivered from three primary businesses: Business
Lending, Capital Markets and Advisory Services, and Tréasury Services,
and are provided to our clients through a global team of client relationship
managers and product partners. In addition, ALM/Other includes the
results of ALM activities and our Latin America and Hong Kong based retail
and commercial banking businesses, parté of which were sold in 2006,
Our clients are supported through offices in 26 countries that are divided
into four distinct geographic regions:'U.S. and Canada; Asia; Europe, Mid-
dle East, and Africa; and Latin America. For more information on our for-
eign operations, see Forgign Partfolio beginning on page 71

Net Income increased $408 million, or six “percent, in 2006. Driving
the increase were Trading Account Profits, Investment Banking Income,
and gains from the sale of our Brazilian operations and'Asia Commercial
Banking business. These increases were partially offset by declines in Net
Interes:. Income and Gains on Sales of Debt Securities and increases in
Provision for Credit Losses and Noninterest Expense '

Although Global Corporate and Investment Bankmg experrenced over-
all growth in Average Loans and Leases of $28 5 bilfion, or 13 percent,
and an increase in Average Deposrts of $15.8 billien, or elght percent, Net
Interest Income declined primarily due to the Impact of ALM activities,

spread compression in the loan portfolio and the impact of the sale of our
Brazilian operations in the third quarter of 2008. This decline was partially
offset by wider spreads in our Treasury Services deposit base as we effec-
tively managed pricing in a rising interest rate environment.

Noninterest Income increa'sedl$2.6 billion, or 27 percent, in 2006.
The increase in Noninterest Incomie was driven largely by the increase in
Trading; Account Profits, Investment Banking Income, and the gain on the
sale of our Brazilian operations and Asia Commercial Banking business.
The increases in Trading Account Profits and Investment Banking ncome
were driven by continued strength in debt underwriting, sates and trading,
and a favorable market environment. The sale of our Brazilian operations
and Asia Commercial Banking business generated $720 million and $165
miltion gains {pre-tax), respectively, ‘and were reflected in alt other income.

Provision for Credit Losses was negative $6 miltion in 2006 com-
pared to negative $291 million in 2005. The change in the Provision for

Credit Losses was primarily due to the absence in 2006 of benefits from

the release of reserves in.2005 related to an improved risk profile in Latin
America and reduced uncertainties associated with the FleetBoston Finan-
cial Corporation {FleetBoston) credit integration as well as lower commer-

.¢ial recoveries in 2006. This increase was partially offset by benefits in
2006 from reductions in commercial reserves as a stable economic envi-_

ronment throughout 2006 drove sustained favorable commercial credit
market conditions.

Noninterest Expense increased $865 million, or eight percent mainly
due to higher Personnel expense, including performance-based incentive
compensation primarily in Capital Markets and Advisory Services and
Other General Operating costs. ’

Business Lendmg . : .
Business Lending provides a wide range of Iendmg -related products and
services to our clients through client relationship teams along with various
product partners. Products include commercial and corporate bank loans
and commitment facilities which cover our business banking clients, mid-
dle market commercial clients and our large multinational corporate cli-
ents. Real estate lending products are issued primarily to public and
private developers, homebuilders and commercial real estate fims. Leas-
ing and asset-based lending products offer our clients innovative financing
solutions. Products also include indirect consumer loans which allow us to
offer financing through automotive, marine, motorcycle and recreational
vehicle dealerships across the U.S. Business Lending also contains the
results for the economic hedging of our risk to certain credit counter-
parties utilizing various risk mitigation tools such as Credit Default Swaps
{CDS) and may also include the results of other products to help reduce
hedging costs.

Net Income decreased $365 million, or 14 percent, primarily due to
decreases in Net Interest Income and Noninterest income, combined with
an ingrease in Noninterest Expense. These items were partially offset by a
decrease in the Provision for Credit Losses. The decrease in Net Interest
Income of $220 million or five percent, was driven by the impact of lower
spreads on all loan products which was partially offset by toan growth.
Average Loans and Leases increased 12 percent primarily due to growth in
the commercial and indirect consumer loan portfolio. The decrease in
Noninterest Income was due to an increase in credit mitigation costs as
spreads continued to tighten and lower equity gains in all other |noome
Provision for Credit Losses was $3 million in 2006 compared to $67 mil-
lion in 2005. The low level of Provision for Credit Losses in 2006 was
driven by benefits in 2006 from reductions in commercial reserves as a
stable economic environment throughout 2006 drove sustained favorable
commercial credit market conditions. These benefits were in part offset by
lower commercial recoveries’ in 2006. Benefits from the release of
reserves related to reduced uncertainties associated with the FleetBoston
credit integration contributed to the low level of Provision for Credit Losses
in 2005. The increase in Noninterest Expense was primarily driven by
increased expenses associated with Personnel, "technology, and Pro-
fessional Fees.

Capital Markets and Advisory Services

Capital Markets and Advisory Seivices provides products, advisory serv-
ices and financing globally to our institutional invester clients in support of
their investing and trading activities. We also work with our commercial
and corporate issuer clients to provide debt and equity underwiting and
distribution capabilities, mergerrelated advisory services and Tisk
management solutions using interest rate, equity, credit and commodity
derivatives, foreign exchange, fixed income and morigage-related products.
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In support of these activities, the business may take positionsin these,

products and participate in market-making activities dealing in government
securities, equity and equity-linked securities;:-high-grade and high-yield
corporate. debt securities, commercial paper;.-and mortgage-backed and

asset-backed securities: Underwriting .debt and equity, securities research.

_and certain market-based activities are executed through' Banc of America
Securities, LLC which is a primary dealer in the U.S. and several other
countries. . Ay A

- *Capital . Markets and Advisory. Serwces market based revenye
includes Net Interest: Income, -Noninterest Income, including equity
income,-and Gains (Losses) on Sales of Debt Securities. We evaluate our
trading results and strategies based on market-based revenue. The follow-
ing table presents further detail regarding marketbased revenue. Sales
and trading revenue is segregated into fixed income from. liquid- products
(primarily interest rate and commedity derivatives! foreign exchange -con-
tracts and public. finance), credit products (primarily investment and non-
investment grade corporate debt obligations and credit derivatives), and
structured - products (primarily commercial mortgage-backed securities,
residential . ; mortgage-backed securities, ~.and: collateralized . debt
obligations), and .equity income . from equrtylmked derivatives and cash

equity activity, . Tt ) . t .
- ' . o T .
{Dollars in millions) . 2o, - -y 2006 . - 2005

Investment banking Income o . s
Adviscry fees | . . _— ' $ 33 $ 295
Deébt underwriting a " ! 1,822 1,323
Equny underwntmg - o 316 273
““ Total ivestment banking Income~ ' * 2,476 1,891
Sales and' tradlng . R Tt
Fixed income: ' . o "
Liquid products . i a0 2021 1,890
, Credit products , . . . 825 634
Structured products ) 1,449 1,033
Total fixed income ' oo . 4295 '5 3,557
Equity income o foT1451 0 ¢ 1,370
" Total sales and trading ‘0 i 5,746" 4,927
Total Capital Markets and Advisory " : L
- " Services market-based revenue (). * $8,222 - $6,818

1) Inchides Gains on Sales of Debt Securities of $22 million and $55 million for 2006 and 2005.

' Net Income rncreased $345 m||||on or 26 percent,,market based
revenue increased $1.4 billien, or- 21 -percent, driven pnmanly by
increased. sales and trading fixed income actwrty of $738 mrllron or 21
percent, due t0a favorable market enwronment as well as beneflts from
pre\rlous mvestments m personneI and tradrng mfrastructure Market—
based revenue also benefited from an increase in Investment Bankrng
Income of $585 million, ,or 31 percent pnmanly dnven by rncreased mar-
ket actrvrty and contmued strength in debt underwriting. Noninterest
Expense mcreased $770 million, or 16 percent due to hlgher Personnel
expense |nclud|ng performance- based |ncent|ve compensatlon and Other
General Operatlng costs,

coyr

1

Treasury Services

Treasury Services provides rntegrated workmg capital management and.

treasury solutions to clients worldwide through our network of propnetary
offices and special clearing arrangements. Our clients |nc|ude multina;
' tionails, middle-market companies, correspondent banks, commercral reaI
estate firms and governments Qur products and services |nclude treasury
management, trade finance, foretgn exchange, short- term credit facilities
and short-term lnvestmg options. Net Interest Income s derived from
interest and’ nonmterest -bearing deposits, sweep mvestments and other
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liability management products.'Deposit products provide a relatively stable
source of funding and liquidity. We eamn net interest spread revenues from

. investing this liquidity in eaming assets through client facing lending activ-

ity and our ALM_activities, The revenue is attributed to the deposit prod-

ucts using our funds transfer pricing process which takesinto account the

interest rates and maturity characteristics of the”deposits. Noninterest
Income is generated from payment and receipt products, merchant serv-
ices, wholesale card products, and trade services and is comprised-primar-

fly of ‘service charges which are net of marketbased eamings credit rates

applied against noninterest-bearing deposits.

. Net Income increased $337 million, or 18 percent, primarily due to
an increase in Net Interest Income, higher Service Charges and all other
income, partially.offset by increased Noninterest Expense. Net Interest
Income from Tredsury Services increased $505 millioh, or 15 percent,
drivén primarily by wider spreads associated with higher sho't-term interest
rates-as we effectively managed pricing in a rising interest rate environ-
ment. This was partially offset by the impact of a four percent decrease in
Treasury Services average deposit batances driven primarily by the slow-
down In the mortgage and title business reducing real estate escrow and
demand deposit baiances. Service Charges and wholesale card products
rncreased seven percent and 14 percent benefmng from increased client
penetratlon and both market and product expansmn Noninterest Expense
rncreased $99 million, or. three percent, due’ to hrgher Personnel expense
and Other General Operatrng costs "

. on o
Y b . -

ALM/Other
ALM/Other is comprised pnmanly of our Latin Amencan operatrons |n Bra
zil, Chale Argentma and Uruguay, and our commerclal operations in Mex-
ico, as wel! as our Asia Commerc|a| Banking business. These gperations
prrmanly sennce rndlgenous and rnultmatlonal corporations, small busi-
nesses and affluent consumers Brazflian operatlons were included
through September 1, 2006 and the Asra Commercial Banking business
was included through December 29, 2008, the effective dates of the sales
of these operations. ALM/Other also mcludes an allocation of a portion of
the Corporation’s Net Interest Inccme from ALM activities. For more
informatign on our Latrn American and, Asran operatrons see Foreign Port‘
folio begrnnlng on page 71.

. Net lncome mcreased $91 mrllron or 15 percent, which included the
$720 m||||on garn [{pre-tax} recorded on the sale of our Brazilian oper-
ations. The Corporatlon soid its operations in exchange for approximately
$1.9 billion. in equrty of . Banco . Itad, Brazil's second largest
nongovernment owned banking company,. The $19 hillion equity invest-
ment in Banco Itau is recorded in Other Assets in Strateglc Investments.
For more information on our Strategrc Investments see Al Other beginning
on page 55. The Corporation also completed the sale of its Asia Commer-
cial Bankrng business to CCB for cash resultmg in a $165 million galn
(pre-tax) that was recorded in all other income. Partrally offsetting these
increases was a decrease in Net Interest tncome of $451 million driven by
the impact of ALM actlvmes and the impact of the sale’ of our Brazman
operatlons in the’ thlrd quarter of 2006 .The Provrsron for Credit losses
was negative $21 million, compared to negative $327 million in 2005.
The change in the Provision for Credit Losses was driven by the benefi ts
frcm the release of reserves in 2005 related to an improved risk profile in
Latrn America. Garns on Sales of Debt Securities decreased $128 milfion
to $18 mllllon in 2006, Noninterest expense decreased $147 milkion, or
12 percent pnmanly driven by lower expenses after the sale of our Brazrl
ian operations in the thlrd guarter of 2006 ’

s
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In December 2005, we entered into a definitive agreement’with &
consortium led by Johannesburg-based Standard Bank Group Limited for
the sale of our assets and the assumption of liabilities in Argentina. This
transaction is expected to close in early 2007.

“

in August 2008, we anngunced a definitive agreement to séll our
operations in.Chile and Uruguay for equity in Banco Itad and other consid-
eration totaling ,approximately $615 million. These transactions are
expected to close in early 2007.

fe

Global Wealth and Investment Management o o 2 | ,
C . ce : 2006
" ke ' Premler
) - . , - Private Columbia Banking and ALM/
(Collars in millions) . . R Total Bank Management Investments QOther
Net Interest Income (1} ' ) $ 3881 $ 1,000 $ (3D $ 2000 % 918
Noninterest income . - AR ’ h
Investment and brokerage services ' ' 3,449 1,014 1,532 152 151
Al other income : o ! e 449 T84 432 126 196
Total noninterest income ‘ ’ : 3,898 1098 1575 878 | 347
Total revenue b - ’ o 1179 © 2,008 1,538 _ 2,878 1,265
Proiision for credit losses - a0} - '(52) R = B |V
Noninterast expense - o h ’ 4,008 |- 1,273 . 1,007 R O 364
Income before income taxes ¢ ¢ . e v 3814 P 531 1504 . 902
Income tax expense L. . . ce P 1411 | - 324 . 196 556 335
Net Income oo T $ 2403 %, 553 .+ ., $ 335 $ 948 $ 567
Shareho'der value added . - § 1340 $ 302 $ 196 $ 574 $ 268
Net interest yield (1) vt ‘ " 3.29% 3.20% n/m 2.93% " n/m
Retum on average.equity =. =~ - ) T - 23.20 . 2248 . 20.66% 26.89 n/m
Efficiency ratio 11} , S o 51.48 60,69 . 65.49 . 4729 n/m
Period end — total assets (2 .. $137,739 ' $34,047 $3,082 $105,460 n/m
. - e e ot . . o .
, . : 2005
" + Premier
' - Yo% Private - Cowmbia Banking and ALM/
(Dollars in inllions) : " -7, Total ¢ ‘- Bank Management -+ Investments Other
Net Interest income (1 e ) $ 3820 $ 1008 - $ B $ 1,732 " $1074
Noninterest income RS P T ST R T R . o
invesiment and brokerage services , - ‘3,140 . 1014 . 1,321 670 135
Ali other income 356 e 32 148 111
Totzl roninterest income 3,406 1,079 © 1353 818 246
Totalrevenue ,',L e 7316 |~ © 2,087 1,359 " 2550 1.320
. * - - r - » f] b . " 1 . '.-_' . Y v
Provision for credit losses . .. . .l 4 g, T (7} (23) - 8@
Neninterest expense . : 3,710 1,237 902 1,266 305
tncame before ingome taxes (1) . , 3,613 ©oar3 457 1,266 1,017
Income tax expense b ! ’ 1,297 314 165 456 362
Net income - P $ 2316 $ ' 559 $ 292 $ 810 $ 655
Sharehcider value added . ., - . N P $ 1263 $ 337 . §$ 142 . § , 461 $ 323
Net interest yield 4} . L 3.19% 3.37% n/m 2.53% n/m
Retum ‘on average equity : e o ) - 2252 25.28 16.95% 24.52 n/m
Efficiency ratio () ' ' -t wo sl 50.72 59.27 66.37 49,65, n/m
Period end - total assets () oo $129,232 $31,736 $2,686 - $102,090 nfm
i Fully tnable-equivalent basls . - s ‘ ’ PR R
12! Total issets include asset allucalmns to match Ilabllmes [I €., deposlts] .
njmnnulmeamngtu'. e 3 ' . -
+ ;' L 1 : § 1 0 LS 1 _
.- , 4 “a B L] ~ . - .
[ oot 1 i ' ’ ’ . v ¥

Bank of America 2006 53




Balance Sheet

Average Balance

{Doltars in milions) : 2006 2005
Total loans and leases $ 61,497 $ 54,102
Total eaming assets (1) 117,916 119,607
Total assets (1) 125,663 127,394
Total deposils 115,071 117,338
Altocated equity o 10,358 v 10,284
December 31

2006 2005
Total loans and leases $ 66,034 $ 58,380
Tota! eaming assets (1 129,589 121,269
Total assets () .. 137,739 129,232
Total deposits 125,622 115,454

Allocated equity 11,007 - 12,813
i1} Total eaming assets and Total Assets include asset allocations to match liabilities (.., depos'rts).'

Global Weaith and Investment Management provides a wide offering of
customized banking and investment services tailored to meet the changing
wealth management goals of our individual and institutional customer
base. Our clients have access to a range of services offered through three
primary businesses: The Private Bank, Columbia Management (Columbia),
and Premier . Banking and Invesrments {PB&1). In addition, ALM/Other
includes the ,impact of Banc of America Specialist, the results. of ALM
activities and the impact of migrating qualifying affluent customers from
Global Consumer and Smalf Business Banking to our PB& customer serv-
ice model. '

Net Income increased $87 million, or four percent, due to higher
Total Revenue partially offset by higher Noninterest Expense.

Net Interest Income increased $61 million, or two percent, due to
increases in deposit spreads and higher Average Loans and Leases,
largely offset by a decline in ALM activities and loan spread compression..
Giobal Wealth and fnvestment Management also benefited from the migra-
tion of deposits from Global Consumer and Small Business Bankiné.

Noninterest Income increased $402 million, or 11 percent, due to
increases in Investment and Brokerage Services driven by higher levels of
assets under rhanagement. Noninterest Income also benefited from non-
recurring items in 2008. '

Provision for Credit Losses decreased $33 m|II|0n due to a credit
toss recovery in 20086.

Noninterest expense increased $295 million, or eight percent primar-

ily due to increases in Personnel expense driven by the addition of sales
associates and revenue generating expenses. '

Client Assets :

Client Assets consist of Assets under management, Client brokerage
assets, and Assets in Custody. Assets under management generate fees
based on a percentage of their market value. They consist largely of
mutual funds and separate accounts, which are comprised of taxable and
nontaxable money market products, equities, and taxable and nontaxable
fixed income securities. Client brokerage assets represent a source of
commission revenue and fees for the Corporation. Assets in custody
represent trust assets administered for customers, Trust assets encom-
pass a broad range of asset types including real estate, private company
ownership interest, personal property ang investments.
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Client Assets
December 31

{Dotlars in millions) . - 2006 2005
Assets under management $542,977 $482,394
Client brokerage assets (1 203,799 176,822
Assets in custody ) 100,982 94,184
Less: Client brokerage assets and Assets in custody
. included in Assets under management (57,446) {44,931)

Total net client assets $790,312 $708,469

12 Client tvokerage assets include non-discretionary brokerage and feebased assets. Previously,
the Corporation reported Client brokerage assets exchuding fee-based assets. The 2005 amounts
have been reclassified te reflect this adjustment. .

Assets under management increased $60.6 billion, or '_13 percent,
and was driven by net inflows in both money market and equity producté
as well as market appreciation. Client brokerage assets increased by
$27.0 billion, or 15 percent, reflecting growth in full service assets from
higher broker productivity, as well as growth in self directed assets which
benefited from new pricing strategies .including $0 Online Equity Trades
which were’ offered beginning in the fourth quarter of 2006. Assets in
custody increased $6.7 billion,-or seven percent, due to market apprecia-
tion partially offset by net outflows.

"The Private Bank

The Private Bank provides integrated wealth management solutions to high
networth individuals, middle-market, institutions and charitable orga-
nizations with investable assets greater than $3 million. The Private Bank
provides investment, trust and banking services as well as specialty asset

" management services (oil and gas, real estate, farm and ranch, timber-
.land, private businesses and tax advisory). The Private Bank also provides

integrated wealth management solutions to uitra high-net-worth individuals
and families with investable assets greater than $50 million through its
Family Wealth Advisors unit. Family Weaith Advisors provides a higher levet
of contact, tailored service and wealth management solutions addressing
the complex needs of their clients. A

Net Income decreased $6 million, or one percent, primarily due to
increased Noninterest Expense and a decrease in Net Interest Income,
partially offset by higher Noninterest Income and a credit loss recovery.
The decrease in Net Interest Income of $8 million, or one percent, was
primarily attributable to lower average deposit balances 55 client money
flowed to equities; partially offset by wider deposit spreads. The increase
in Noninterest-Income of $19 million, or two percent, was a result of non-
recurrmg items. The Provision for Credit Losses decreased $29 million as
a result of a credit loss recovery in 2006. The increase in ‘Noninterest
Expense of $36 million, or three percent, was driven by higher personnel
and other operatmg costs

In November 2006, the Corporation announced a definitive agree-
ment to acquire U.S. Trust for $3.3 billion in cash. U.S. Trust is one of the
largest and most respected U.S. fims which focuses exclusively on
managing wealth for'high' networth and ultra high net-worth individuals and
families. The acquisition will significantly increase the size and capabilities

- of the Corpo?a‘tion's wealth business and position it as one of the largest

financial services companies managing private wealth in the U.S. The
transaction is expected te close in the third quarter of 2007.




Columbia Management

Columbia is an asset management business servmg the needs of both
institutional clients and individual customers. Columbia provides asset
management services, including mutwal funds, liquidity strategies and
separate accounts. Columbia mutual fund offerings provide a broad array
of investment strategies and products including equities, fixed income
{taxable and nontaxable) and money market (taxable and non-taxable)
funds. Columbia distributes its products and services directly to institu-
tional clients, and distributes to individuals through The Private Bank,
Family Wealth Advisors, Premier Banking and Investments, and non-
proprietary channels including other brokerage firms,

Net Income increased $43 million, or 15 percent, primarily as a
result of an increase in Investment and Brokerage Services of $211 mil-
lion; or 16 percent, in 2006. This increase is due to higher assets under
management driven by net inflows in money market and equity funds, and
market appreciation. Noninterest Expense increased $105 million, or 12
percent, primarily ‘due to higher Personnel costs including revenue-based
compensation and other operating costs.

Premier Banking and Investments ~ .

Premier Banking and Investments includes Banc of America Investments,
our full-service retail brokerage business and our Premier Banking channel.
PB&I brings personalized banking and investment expertise through priority
service with clientdedicated teams. PB&I provides a high-touch client
experience through a network of approximately 4,400 client advisors to
our affluent customers with a personal wealth profile that includes invest
able assets plus -a- mortgage that exceeds $500,000 or at least
$100,000 of investable assets. .

Net Income increased $138 million, or 17 percent, primarily due to
an increase in Net Interest Income. The increase in Net Interest Income of
3268 million, or 15 percent, was primarily driven by higher deposit
spreads partially offset by lower average deposit balances. Deposit
spreads increased 40 bps to 2.34 percent. Net Interest Income also bene-
fited from higher Average Loans and Leases, mainly residential morigages
and home equity.

. Noniriterest Income increased $60 million, or seven percent, primar-
ily driven by higher Investment and Brokerage Services. Noninterest
Expense increased $95 million," or eight percent,. primarily due to
increases in Personnel expense driven by the PB&! expansion of Client
Managers :and Financial Advisors and higher performance-based
compensation.

ALM/Other

We ‘migrate qualifying affluent customers, and their related deposit balan-
ces and associated Net Interest Income from the 'Global Consumer and
Small Businéss Banking segment to our PB&! customer service model. In
order to provide a view of organic growth in PB&I, we allocate the original
migrated deposit balances, including attrition, as well as the correspond-
ing; Net Interest Income at original spreads from PB&{ to ALM/Other.

Net income decreased $88-million, or 13 percent, primarily due to:a
decrease-in Net Interest Income partially offset by an increase in Non-
interest Income. Net Interest Income decreased $156 million driven by a
significant reduction from ALM activities, partially offset by higher Net
Interest Income on deposits due to migration of certain banking relation-
ships from Global Consumer and Small Business Banking. During 2006
and 2005, $10.7 bilion and $16.9 billion of average deposit balances
were migrated from the Global Consumer and Smail Business Banking
segment to Global. Wealth and Investment Management. The total cumu-
lative’ average impact-of migrated balances was $48.5 billion -in 2008

compared to $38.3 billion for 2005, Neninterest Income increased $101
million primarily reflecting nonrecurring items in 2006,

All Other
{Dollars in millions} © - ) 2006 2005
Net Interest iIncome () . ) $ 141 $ (305)
Noninterest income
Equity investment gains 2866 - 1,964
All other income . (921) {975)
Total noninterest income : 1,945 589
Total revenue (1) . 2,086 684
Provision for credit losses {116) &9
Gains {losses) on sales of debt securities - (495} 823
Merger and restructuring charges {2 ] 805 412
All other noninterest expense {41) 302
Income before income taxes () 943 724
Income tax expense {benefit} 176 (20)
Net income -7 ’ $ 767 § T44
Shareholder value added $ (306) $ (953)

) Fully taxable-quivalent basis
2 For more information cn Merger and Restructuring Charges, see Note 2 of the Consolidated Financial
Statements.

.

Included in All Other are our Equity Investments businesses and Other.

Equity Investmerfts includes’ Principal Investing, Corporate Invest-
ments and Strategic Investments.’ Principal Investing is comprised of a
diversified portfolio of investments in privately-held and publictytraded
companies at all stages of their life cycle from start-up to buyout. These
investments are made either directly in a company or held through a fund
and are accounted for at fair value. Sée Note 1 of the Consolidated Finan-
cial Statements for more information on the accounting for the Principal
Investing portfolio. Corporate Investments primarily includes investments
in publichy-traded equity securities and funds and are accounted for as AFS
marketable equity securities. Strategic investments includes the Corpo-
ration's strategic investments such as CCB, Grupo Financiero Santander
Serfin {Santander}), Banco [tad 'and other investments. The restricted
shares of CCB and Banco ltad are currently carried at cost but, as required
by GAAP, will be accounted for as AFS marketable equity securities and
carried at fair value with an offset to Accumulated Other Comprehensive
Income {OCI) starting one year prior to the lapse of their restrictions. See
Note 5 of the Consolidated Financial Statements for more information on
our strategic investments. Our investment in Santander is accounted for
under the equity method of accounting. Income associated ‘with Equity
Investments is recorded in Equity Investment Gains and includes gains
{losses) on sales of these equity investments, dividends, and valuations
that primarily relate to the Principal Investing portfolio.

The following table presents the components of ANl Other's Equity.
Investment Gains and a reconciliation to the total consolldated Eqwty
Investment Gains for 2006 and 2005.

Components of Equity Investment Galns
. . ' . .
{Dollars In miliions) b 2006 2005

Principal Investing %1804 $1,500
Corporate and Strategic Investments " 972 - 464
Total equity investment gains Included in All Other 2,866 1,964
Total equity investment gains included in the business
segments , | . . 323 248

Total consolidated equlty Investment gains : 53 189 $2,212

The Other component of All Other includes the residual impact of the
allowance for credit losses and the cost allocation processes, Merger and
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Restructuring Charges, intersegment eliminations,. and the results of cer-
tain consumer finance and commercial fending businesses that are being
liquidated. Other also includes certain amounts associated with ALM activ-
ities, including the residual impact of funds transfer pricing allocation
methodologies, amounts associated with the change in the value of
derivatives " used as economic hedges of interest rate and foreign
exchange rate fluctuations that do not qualify for SFAS 133 hedge account-
ing treatment, certain gains or losses on sales of whole mortgage loans,
and Gains (Losses) on Sales of Debt Securities. The objective of the funds
transfer pricing allocation methedology is to neutralize -the businesses
from changes in interest rate and foreign exchange fluctuations. Accord-
ingly, for segment reporting purposes, the businesses received in 2005
the neutralizing benefit to Net Interest Income' refated to certain of the
economic hedges previously mentioned, with the offset recorded in Other.
Other also includes adjustments in Noninterest Income and Income Tax
Expense to remove the FTE impact of items (primérily low-income housing
tax credits) that have been grossed up within Noninterest Income toa fully
taxable equivalent amount in the other segments.”

Net Income increased $23 million, or three percent, primarily due to
increases in Equity Investment Gains, Net Interest Income, decreases in
Provision for Credit Losses, and all other noninterest expense. These
changes were largely offset by & decrease in Gains (Losses) on Sales of
Debt Securities and an increase in Merger and Restructuring Charges. The
increase in Net Interest Income of $446 million, is due- primarily to the
$419 million negative impact to 2005 results retained in All Other relating
to funds transfer pricing that was not allocated to the businesses. Equity
Investment Gains increased $902 million due to favorable market.-can-
ditions driving liquidity.in the Principal Investing portfalio as well as a $341
million., gain recorded on the liquidation of .,a strategic European
investment. o .

Provision for Credlt Losses decreased $185. m|Ihon to a negatwe
$116 million. In 2005 a $|50 million reserve for estimated losses asso-
ciated with Hurricane Katrina was established. We did not incur significant
losses from Hurricane  Katrina and, therefore, released the previously
established reserve in 2006.

The-decrease in Gains (Losses) on Sales of Debt Securities of $1.3
billion resulted from:,a_loss.on the sale of morigage-backed securities,
which was driven by a decision to hold a lower. level of investments in
securities relative to loans {see “Interest Rate Risk Management - Secu-
rities” on page 78 for further discussion), compared with gains recorded
on the sales.of mortgage-backed securities in 2005, , P
- - Merger and Restructuring Charges were $805 million in 2006 com-
pared to $412 million in 2005. The charge in 2006 was due to the MBNA
merger whereas the 2005 charge was primarily related to the FleetBoston
merger. See Note 2 of the Consclidated. Financial Statements. for further
information associated with the MBNA.merger. The decline In all other
. Poninterest expense of $343 million is due to decreases in unafocated
residual general operating expenses.

income Tax Expense (Benefit) was $176 million in 2006 compared to
$(20) million in 2005. This change was driven by both a $175 million
cumulative tax ch"arge in 2006 resulting from the change in tax legislation
relating to the, extraterritorial income and foreign sales Acorporation'
regimes and by hrgher pre-tax income. .

Off and On Balance Sheet Fmancmg Entltles
Off Balance Sheet Commercml Paper Condmts

in addition td traditional Iendmg, we also support our customers’ financing
needs by facilitating their access to the commercia) paper markets. These
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markets provide an attractive, lower<ost financing alternative for our cus-
tomers. Qur.customers seil or otherwise transfer assets, such as high;
grade trade or other receivables or leases, to ‘a commercial. paper
financing entity, which in tum issues high-grade shortterm commercial
paper-that is collateralized by the underlying assets. We facilitate these
transactions and collect fees from the financing entity for the services it
provides including -administration, trust services and marketing the com-
mercial paper. e ' e

We receive fees for providing combinations - of liquidity and standby
letters of credit (SBLCs) or similar loss protection commitments to the
commercial paper financing entities. These forms of asset support are
senior to the first layer of .asset support provided by customers through
over-collateralization or. by support provided by third parties. The rating
agencies require that a certain percentage of the commercial paper entk
ty's assets be supported by the seller's over<ollateralization and our
SBLC in order to!receive their respective investment rating. The SBLC
would be drawn-on only when the overcollateralization, provided by the
seller is not sufficient to cover losses of the related asset. Liquidity com-
mitments made to the commercial paper entity are designed to fund
scheduled redemptions of commercial paper if there is a market disruption
or the new commercial paper cannot be issued to fund the redemption of
the maturing commercial paper. The liquidity facilityshas the .same legal
priority as the commercial paper. We do not enter into any other form of
guarantee with these entities.

We manage our credit risk on these commnments by. subjectlng them
to our- normal underwriting and risk management processes. At
December 31, 2006 and.2005, we had offbalance, sheet .liquidity
commitments and SBLCs to these entities of $36.7 billion and $25.9 bil-
lion, Substantialiy all of these liquidity commitments and SBLCs mature
within one year. These amounts are included in Tabte 9. Net.revenues
eamed from fees associated with, these offbalance-sheet financing enti-
ties were $91 million and $72 million in 2006 and 2005.

From time to time, we may purchase some of the commercial paper
issued by certain of thése entities for our own account or acting as a
dealer on behalf of third parties. SBLCs are initially recorded at fair value
in accordance with Financial Accounting Standards Board (FASB} Inter-
pretation No. 45, “*Guarantor’s Accounting and Disclosure Requirements
for Guarantees” {FIN 45). Liquidity commitments and SBLCs subsequent
to inception are accounted for pursuant to SFAS No. 5, “Accounting for
Contingencies” (SFAS 5), and are discussed further in Note 13 of the
Consolidated Financial Statements. .

The commercial paper conduits are variable interest entities (VIEs) as
defined in FASB Interpretation No. 46 {Revised December 2003},
“Consolidation of Variable interest Entities, an interpretation of ARB
No. 51" (FIN 46R}, which provides a framework for identifying VIES and
determining when a company should include the assets,, liabilities,
noncontrolling interests and results of activities of a VIE in its con-
solidated financial statements. In accordance with FIN 46R, the primary
beneficiary is the party that consolidates a VIE based on its assessment
that it will absorb a majority of the expected losses or expected residual
returns of the entity, or both. We have determined that we are not the
primary beneficiary of the commercial paper conduits described above
and, therefore, have not included the assets.and liapilities or resutts of
operations of these conduits in the Consolidated Financial Statements of
the Corporation... +  ° o i . i

On-Balance Sheet Commercial Paper Conduits ‘
In- addition to the off-balance sheet financing entities previousty described,
we also, utilize commercial. paper conduits that have been consolidated
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based on our determination-that we are the primary beneficiary of the enti-
ties in accordance with FIN 46R. At December 31, 2006 and 2005, the
consolidated assets and liabilities of these conduits were reflected in AFS
Securities, Other Assets, and Commercial Paper and Other Short:-term
Borrowings in Global Corporate and investment Banking. At December 31,
2006 and 2005, we held $10.5 billion and $6.6 billion of assets of these
entities while our maximum loss exposure associated with these entities,
including unfunded lending commitments, was approximately $12.9 billion
and. $8.3 billion. We manage our credit risk on the onbalance sheet
commitments by subjecting ‘them to the same processes as the
off balance sheet commltments i i ‘:‘ o S

1

Commermal Paper Quahfled Special Purpose

Entities e . Y

To manage our capital position and diversify funding sources, we will, from *
time to time, sell assets to off-balance sheet entities that ebtain financing
by |ssumg commercial paper or notes with similar repricing charactenstlcs
to lnvestors These entities are Qualified Special Purpose Entities {QSPEs)
that have been isolated heyond our reach or that of our creditors, even in
the evént of bankruptcy or other receivership. The accounting for these
entities is governed by SFAS 140, which provides that QSPEs are not
- included in the consolidated financial statements of the seller. Assets
sold to the entities consist of high-grade corporate or municipal borids,
collateralized debt obligations and asset-backed securities. These entities
issue collateratized commercial paper or notes with similar repricing char-
acteristics to third party market participants and enter into passive
derivative instruments with us. Assets sold to these entities typically have
an investment rating ranging from Aaa/AAA to Aa/AA. We may provide Hg-
uidity, SBLCs or similar loss protection commitments to these entities, or
we, ‘may enter into derivatives with these entities in whrch we assume cer-
taln tisks. The Ilqwdlty facility and derlvatlves have the same legal stand-
ing with the commercial paper. €l ‘

The derivatives provide interest rate, currency and a pre-specifi ed
amount of credit protection to the entity in exchange’ for the commercral
paper rate. These.derivatives are provided for in the Iegal documents and
help to alleviate any cash flow mismatches. In some cases, if an asset's
rating declines below a certain investment quality as evidenced by its
investment rating or defaults, we are no longer exposed to the risk of loss,
At that time, the commercial paper holders assume-the risk of loss. In
other cases, we agree to assume all of the credit exposure related to the
referenced ‘asset: Legal-documents for each. entity specify:asset quality
levels that require the entity to automatically dispose of the asset once
the asset falls below the specified quality rating. At the time the asset is
disposed, we are required to reimburse the entity for.any creditrelated
losses depending on the pre-specified level of protection provided. : . * ¥
. We manage any credit or market risk on commitments or derivatives
through normal underwriting , and risk management processes. ' At
Decembers 31, -2006 and 2005, we had. offbalance sheet liquidity
commitments,” SBLCs and other financial guarantees to these entities of
$7.6 billion and $7.1 billion, for which we recelved.fees of $3 million and
$10 million for 2006 and 2005. Substantially all of these commitments
mature within one year and are included in*Table.9. Derivative activity
related to these entities is included in Note 4 of the Consohdated Finan-
ciat Statements. . - '

We generally do not purchase any of the commercial paper rssued by
these types of financing entities other .than during the underwriting proc-
ess when we act as.issuing agent nor do we.purchase any of the commer-
cial paper for our own account. Derivative instruments related to these
entities are marked to market through the Consolidated Statement of

income. SBLCs are initially recorded at fair value in accordance with' FIN
45, Liquidity commitments “and SBLCs subsequent -to inception are
accounted for pursuant to SFAS 5 and are discussed further in Note 13 of

. the Consolidated Financial Statements.

In addition, as a result of the MBNA merger on January 1, 2006, the
Corporation acquired iriterests in off-balance sheet credit card securitiza-
tion vehicles which issue both commercial paper and medium-term notes.
We hold subordinated interests issued by these entities, which are QSPEs,
but do not otherwise provide liquidity or other forms of loss protection to
these vehicles. For additional information on credit card securitlzallons
see Note 9 of the Consolidated Financial Statements.

Credit and Liquidity Risks :
Because we provide liquidity and credit support to the commercial paper

conduits and QSPEs described above, our credit ratings and changes .

thereto will affect the borrowing cost and liquidity of these entities., In
addition, significant changes in counterparty asset vaiuation and credit
st‘aﬁding may also affect the liquidity of the commercial paper issuance.
Disruption in the commercial paper markets may result in the Corporation
having to fund under these commitments and SBLCs discussed above. We
seek to manage these risks, along with all other credit and liquidity risks;

'withid"odr policies and practices. See Notes 1 and 9 of the Consolidated

Financial Stateéments for additional discussion of off-balance sheet fmanc
ing entities.

Other Off-Balance Sheet Financing Entities

To improve our capital position and diversify funding sources, we also sell
assets, primarily loans, to other off-balance sheet QSPEs that obtain
financing primarily by issuing term notes. We may retain a portion of the
investment grade notes issued by these entities, and we may also retain
subordinated interests in the entities which reduce the credit risk of the
senior investors. We may provide liquidity support+in the form of foreign
exchange or interest rate swaps. We generally do not provide other forms

of credit support to these entities, which are described more fully in Note |
= 9 of the Consolidated Financial Statements, In addition to the above, we

had significant involvement with VIEs other than the commercial paper

- conduits. These VIEs were not conselidated because we will not absorb a
majority of the expected losses or expected residual retums.-and are there- -

fore not the primary beneficiary of the VIEs. These entities are described

“maore fully in Note 9 of the Consolidated Financial Statements.

ot . ! 1
Obligations and Commitments
We have contractual obligations to make, future payments on debt and
lease agreements. Additienally, in the normal course of business, we enter
into contractual arrangements whereby we commit to future purchases of
products or services from unaffiliated parties. Obligations that are legally
binding agreements whereby we agree to purchase products or services
with a specific.minimum quantity defined at a fixed, minimum or variable
price over a specified period of time are defined as purchase obligations.
Included in purchase obligations are vendor contracts of $6.3 billion,
commitments to purchase securities of $9.1 billion and commitments to
purchase loans of $43.3 billion. The most significant of our vendor con-

tracts include communication .services, processing services and software

contracts. Other longterm liabilities include our obligations related to the
Qualified Pension Plans, Nonqualified Pension Plans and Postretirement
Health and Life Plans {the Plans}) as well as amounts accrued for
cardholder reward agreements. Obligations to the Plans are based on the
current and projected obligations of the Plans, performance of the Plans’
assets and any participant contributions, if applicable. During 2006 and
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- 2005, we contributed $2.6 billion and $1.1 billion to the Plans, and we .

expect to make at least $192 million of contributions during 2007. Debt,

Table 8 presents total longterm debt and other obligations at Décember 31, 2006.

Table 8 Long-term Debt and Other Obligations (1

lease and other obligations are more fully discussed in Notes 12 and 13
of the Consolidated Financlal Statements.

v

December 31, 2008

" Due after '
‘ Due In 1 year Due after 1 year * 3 years through Due after :
{Dollzrs in milions) : N or less through 3 years 5 years 5 years Total
Long-term debt and capital leases $17,194 $44 962 $20,799 $63,045 $146,000
Purchase obligations (2) 23918 22,578 11,234 1,005 58,735
Qperating lease obligations 1,375 2410 1732 . 5,951 11,468
Qther long-term liabilities 464 +676 290 835 . 2,265
Total $42,951 $70,626 $34,055 $70,836 $218,468

11 This table does not include the obligations associated with the Corporation’s Deposits. For more nformation on Deposits, see Note 11 of the Consolidated Financial Statements.
1z} Obligations that are legally binding agreements whereby we agree 10 purchase products or sennoes unth a specific minimum quantity defined at a ﬂxeﬂ minimurn or variable prlce over a specified period of time are defined as

purchase obligations.

Many of our lending relationships contain funded and unfunded
elements. The funded portion'is reflected on our. balance sheet._ The
unfunded component of these commitments is not recorded on our bak
ance sheet until a draw is made. under the credit facility; however, a
reserve is established for probable losses. These commitments, as well

- as guarantees, are more fully dlscussed in Note 13 of the Consolidated
Financial Statements.

Table 9 Credit Extension Commit_ments :

. The following table summarizes the total unfunded, or off-balance
sheet, credit extension commitment amounts Dy expiration date. At
December 31, 2006, charge cards (nonrevelving card lines) to |nd|wduals
and government entities guaranteed by the U.5. government in the amount
of $9.6 billion (related outstandings of $193 million) were not included in
credit card line comitments in the table befow.

-

- . December 31, 2006 -
.. Expires after Explres after .
) Expires in 1 year 1year through 3 years through Expires after :
{Detars in millions) or less 3 years 5 years 5 years . Total
Loan commitments (1 $ 151604 - $60,660 $ 90,988 $ 34,953 $ 335 205
Home equity lines of credit 1,738 1,801 2,742 91,919 98,200
Standby letters of credit and financial guarantees 29,213 10,712 6,744 6,337 53,006
Commercial letiers of credit . 3,880 180 27 395 4,482
Legally binding commitmenis 186,435 73,353 100,501 133,604 493,893
Credit card lines 2 840,215 13,377 - ' - 853,592
Total $1,026,650 $100,501 $133,604

$86,730 $1,347,485

QU [ncluded at December 31, 2006, are equity commitments of $2.8 billlon refated (o obligations te further fund equity investments.
171 a5 part of the MBINA merger, on January 1, 2006, the Corporation acquired $585.4 billion of unused credit card lines,

Managing Risk
Overview:

Cur management governance structure enables us to manage aII major
aspects of our business through an integrated planning and review proc-

ess that includes strategic, financial, associate, customer and risk plan-

ning.- We derive much of our revenue from managing risk from customer
transactions for profit. In addition to qualitative factors, we utilize quantita-
tive measures to optimize risk and reward trade offs in order to achieve
growth targets and financial objectives whife reducing the variability of
earnings and minimizing unexpected losses. Risk metrics that allow us to
measure performance include economic capital targets, SVA targets and
corporate risk limits. By allocating economic capital to a business unit, we
effectively define that unit's ability to take on risk. Review and approval of
business plans incorporates approval of economic capital allocation, and
economic capital usage is monitored through financial and risk reparting.
Country, trading, asset allocation and other limits supptement the alloca-
tion of economic capitat. These limits are based on an analysis of risk and
reward in each business unit and management is responsible for tracking
and reporting performance measurements .as well as any exceptions to
guidelines or limits. Qur risk management process continually evaluates
risk and appropriate metrics needed to measure it.
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Our business exposes us to the following major risks: strategic, liquid-
ity, credit, market and operational. Strategic Risk is the risk that adverse
business decisions, ineffective or inappropriate business plans. or fatlure
to respond to' changes in the competitive environment, business cycles,
customer preferences, product obsolescence, execution: and/or other
intrinsic risks of business will impact cur ability to meet our objectives.
Liquidity risk is the inability to accommodate “liability maturities and
deposit withdrawals, fund asset growth and meet contractual obligations
through unconstrained access to funding at reascnable market rates.
Credit risk is the risk of loss arising from a borrower's or counterparty's
inability to meet its obligations. Market risk is the risk that:values of
assets and liabilities or revenues will be adversely affected by changes in
market conditions, such as interest rate movements, Operational risk is
the risk of "loss ‘resulting from inadequate or failed internal processes,
people and systems or external events. The following sections, Strategic
Risk Management, Liquidity Risk and Capital Management, Credit Risk
Management beginning on page 59, Market Risk Management beginning
on page 75 and Operational Risk Management beginning on page 81,
address in more detail' the specific procedures, measures and analyses of
the major categones of nsk that we manage.




Risk Management Processes and Methods A

We have established control processes and use various methods to'align
risk-taking and risk management throughout: our organization. These con-
trol processes and methods are designed around “three lines of defense”:
lines of business; enterprise” functions (including Risk Management,
Compliance, Finance, Human Resources and Legal); and Corporate Audit.

Tre lines of business are the first line of defense and are respon-
sible for identifying, quantifying, miti'gating and managing all risks within
their lines of business, while certain enterprise-wide riské are managed
centrally. For example, except for trading-related. business activities, “inter-
est rate risk associated with our business activities is- managed in the
Corporate Treasury and Corporate Investment functions. Line of business
management makes and executes the business plan and is closest to the
changing nature of risks and, therefore, we believe is best able to take
actions to manage and mitigate those risks. Our lines of business prepare
periodic: self-assessment reports to identify the status of risk issues,
including mitigation ptans, if appropriate: These reports roll up {0 executive
management to ensure appropriate risk management ‘and oversight, and
to identify enterprise-wide issues. Our management processes, structures
and policies aid us in complying with laws and regulations and provide
clear lines for decision-making and accountability. Wherever practical, we
attempt to house decision-making authority as close to the transaction as

-possible while retammg supervisory control functions from both in and
outside of the lines of business.

" The key elements of the second.line of defense are Risk Manage-
ment, Compliance,: Finance, Global Technology and Operations, Human
Resources, and Legal functions. These groups are independent of the
lines of businesses and are organized on both a line of business and
enterprise-wide basis. For example, for Risk Management, a senior risk
executive-is assigned to each of the lines of business and is responsible
for the oversight of all therrisks associated with that.line of busiress.
Enterprise-level risk executives-have tesponsibility to develop and imple-
ment polices and practices to assess and manage enterpnsemde credit,
market and operational risks.

Corporate Audit, .the third line of defense, provides an independent
assessment of our management and internal control systems. Corporate
Audit activities are designed to provide reasonable assurance that
resources are -adequately protected significant financiat, managenal and
operating information is materially complete, accurate and reliable; and
employzes’ actions are in compliance with corporate policies, standards
procedures, and applicable laws and regulations: :

We use various methods te manage risks at the line of business
levels*and corporate-wide. Examples of these methods include planning
and forecasting, risk committees and forums, Ii.mits, models, and hedging
strateg'es. Pianning and forecasting facilitates analysis of actual versus
planned results and provides an indication of unanticipated risk levels,
Generally, risk committees and forums are composed of lines of business,
risk management, treasury, compliance, legal and ‘finance personnel,
among others, who actively monitor performance against plan, limits,
potential issues, and introduction of new products. Limits, the amount of
exposure that may be taken In a product, relationship, region-or industry,
seek tc align corporate-wide risk goals with those of each line of business
and are part'of our overall risk management process to help reduce the
volatility of market, credit and operatronal losses. Models are used to
estimale market value and Net Interest Income sensrtlvrty and to estlmate
expected and unexpecied fosses for each product and line of business,
where appropriate. Hedging strategies are used to manage the risk of

borrower or counterparty concentratlon risk and to manage market risk in .

the portfollo ) ) .

The formal processes used to manage risk represent only one portion
of our overalt risk management process. Corporate culture and the actions
of our associates are aiso critical to effective risk management. Through
our Code of Ethics, we set a high standard for our associates. The-Code of
Ethics provides a framework for all of our associates to conduct them-
selves with the highest integrity in the delivery of our products or services
to ourcustomers. We instill a risk-consclous cufture through communica-
tions, ‘training, policies, procedures, and organizational roles and
responsibilities. .Additionally, we continue to strengthen' the linkage
between the associate performance management process and individual

- compensation to encourage associates to work toward corporate-wide risk -

goals. . T . '

Oversight T

The Board oversees the risk management of the Corporatlon through its
committees management committees and the Chief Executlve Officer. The
Board s Audit Committee momtors {1) the effectlveness of our internal
controls (2) the |ntegr|ty of aur Consolrdated Financial Statements and (3)
comphiance with legal and regulatory requirements. in addltron the Audlt
Committee oversees the internal audit function and the |ndependent regis-
tered pubhc accountant. The Board's Asset Quahty Committee oversees
credlt nsks and related topics that may impact our assets‘and earnings.
The Finance Committee, a management committee, oversees the
development and performance of ‘the policies and strategies for managing
the strategic, credit, market, and operational risks to our eamings and
capital. The Asset Liability Committee (ALCO), a subcommittee of the
Fmance Commrttee, oversees our policies and processes designed to
assure sound market risk and balance sheet management The Com-
plranoe and Operational Risk Committee, a subcommrttee‘ of the Finance
Committee, oversees our policies and processes designed to assure
sound operational and compliance risk management. The Credit’ Risk
Commrttee {CRC), a subcommittee of the Finance Committee, oversees
and approves our adherence to sound ‘credit risk management polrcres and
practices. Certain CRC approvals are subject to the oversight of the
Board’'s Asset Quality Committee. The Risk and Capltal Committee, a
management committee, reviews our corporate strategres ‘and objectives,

“evaluates business performance, and reviews business plans including

economic capital allocations to the Corporation and business lines. Man-
agement continues to_direct corporate-wide efforis to address the Basel
Committee on Banking Supervision's new risk based capital standards
{Basel II) The Audit Committee and Finance Commrttee oversee manage-
ment's plans to comply with Basel II. For additional mformatlon see Basel
II_on page 62 ang Note 15 of the Consolidated Financial Statements.

Strateglc Risk Management

We use an integrated planning process to help manage strategic risk. A
key component of the planning process aligns strategies, goals, tactics
and resources throughout the enterprise. The process beglns with the
creation of a corporatewrde business plan which incorporates an assess-
ment of the strategic risks. This business plan-establishes the corporate
strategic direction. The planning process then cascades through the busi-
ness units, creating business unit plans that are aligned with the Corpo-
ration’s strategic direction. At each level, tactics and metrics are identified
to measure success in achieving goals and assure adherence to the
plans. As part of this process, the business units continuously evaluate
the impact of changing market and business conditions, and the overall
risk in meeting objectives. See the Operational Risk Management section
on page 81 for a further description of this process. Corporate Audit in
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turn monitors, and mdependently reviews and evaluates, the plans and
measurement processes. . .o C '

1, One of the key tools we use to manage strategrc risk- is .economic
capital allocation: Through. the ‘economic capital allocation process, we
effectively manage each business unit’s ability to take on risk. Review and
approval of business plans incerporates approval of economic capital allo-
cation, and economic capital usage is monitored.through financial and risk
reporting. Economic capital allocation plans for the business units. are
incorporated into the Corporation’s operating ptan that-is approved.by the
Board on an-annual basis. . . [ T I . -5

L 4

quuldlty Rlsk and Capltal Management
Liquidity RlSl{r Ct
quurdlty is the ongolng abrlrty ‘to 'accommodate Irabrlrty maturities and
deposrt W|thdrawals fund asset’ growth and busrness operatrons, and
meet’ contractual oblrgatrons through unconstrained access to funding at
reasonable market rates Liquidity management involves forecasting fund
mg requirements and maintaining sufficient capacity to meet the needs
and accommodate fluctuations in asset and lrabrlrty levels due to changes
in our busrness operations or unanticipated events "Sources. of liquidity
mciude deposrts and othér customer based fundmg and wholesale
marketbased fundrng

""We manage Ilqurdrty at two Ievels The first is the Irqurdrty of the
parent company, which is the holdlng company that owns the banklng and
nonbankrng subsidiaries. The second is the Irqurdlty of the banking sub—
sidiaries. The management of liquidity at both levels is essentral because
the parent company | and bankrng subsrdrarres) each havé différent funding
needs and sources, and each ‘are subject to certarn regulatory gurdelrnes
and requirements. Through ALCO, the Finance Commrttee is responsrble
for establishing our I|qurd|ty policy as well as approvmg operatlng and con-
tlngency procedures and monitoring I|qu|d|ty on an ongomg basis. Corpo-
rate Treasury is responsrble for plannrng and executrng our fundrng
activities and strategy

In order to ensure adequate Irqurdlty through the fuli range of poten
tial operating envrronments and market condltrons we conduct our liquid:
ity management andlbusrness activities in a manner that wil preserve and
enhance funding stability, flexrbrhty, and diversity. Key components of thrs
operatrng strategy |nclude a strong focus on customer-based fundmg
marntarnrng direct relatronshrps with wholésalé market fundmg provrders
and maintaining the abllrty to liquefy certain assets when and |f requrre-
merits warrant.” [ K

We develop and maintain contrngency funding pIans for both the
parent company and bank liquidity positions. These plans evaluate our
“liquidity position under various operating crrcumstances and allow us 0
ensure that we would be able to operate through a period-of stress wheh
access to riormal sources of fund:ng is constramed The plans pI‘OJeC'[
funding requrrements during a potential penod of stress, specrfy and quan

» ¥

Table 10 CredttRatmgs Cro p’,.
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¥

Moody s
Standard & Poor's ()
Fitch, Ing. @) i

tify sources of liquidity, .outline actions and procedures+for effectively
managing through: the -problem period, and define -roles and
responsibilities. They are reviewed and approved annually by ALCO.

-Our borrowing costs and ability to raise funds are directly impacted by
our credit ratings. The credit ratings of Bank of America Corporation and
Bank of America,:N.A. are reflected in the table below. ‘

Under normal business conditions, primary sources of funding for the
parent company. include. dividends rreceived from its-banking and non-
banking subsidiaries, and proceeds from the issuance of senior and sub-
ordinated .debt, as well as commercial paper and equity. Primary uses,of
funds for the.parent company include repayment of maturing debt and
commercial paper, share repurchases, dividends paid to .shareholders,
and subsidiary funding through capital or debt.

The parent company maintains a. cushion of excess liguidity that
would be sufficient to fully fund holding company, and nonbank: affiliate
operations for an extended period_during which funding from normal sour-
ces is disrupted. The primary measure used to assess the parent compa-
ny's liquidity is, the “Time to Required Funding” during such a peried of
liguidity disruption. This measure assumes that the parent company is
unable to generaterfunds from debt or equity issuance, receives no divi-
dend income frem subsidiaries, and: no. longer .pays dividends to share-
holders while continuing . to meet' nondiscretionary. uses needed to
maintain bank operations and repayment of contractual principal and -
interest payments owed by the parent company and affiliated companies.
Under this scenario, the amount of time the parent company and its non-
bank subsidiaries:can operate and meet all obligations before the current
liguid assets are exhausted is considered the “Time to Required Funding.”
ALCO approves the target range set for this metric, in months, and mon-
itors adherence to-the target. Maintaining excess parent company cash
ensures that “Time to Required Funding™ remains in the target range of 21
to 27 months. and is the primary driver of the timing and amount of the
Corporation’s debt issuances. As of December 31, 2006 “Time to
Required- Funding”+ was 24 months. compared to 29.months at
December 31, 2005. The reduction reflects the funding in 2005 in antici-
pation of the $5.2 billion cash payment related to the MBNA merger that
was paid on-January 1, 2006 combined with an increase in share
repurchases.. -

« The pnmary SOUrces of funding for*our banking Subsrdranes include
customer deposits and wholesale market-based funding. anary uses of
funds for the banking subsidiaries include growth in the core asset portfo-
lios, including loan demand, and-in the ALM portfolio. We use the ALM
portfolio primarily to manage interest rate risk and liquidity risk.

«. One ratio that can be used to monitor the stability of funding composi-
tion is the “loan to.domestic deposit!’ ratio.-This ratio reflects the percent
of Loans and Leases that are funded by domestic core deposits, a rela-
tively stable funding source. A ratio betow 100 percent indicates that our
loan. portfolio is completely funded by domestic-core deposits. The ratio
was 118 percent "at. December 31, 2006 compared to:102 -percent; at

. . ¥ °
December 31, 2006

_Bank ofr\"rnerica Corporation 3 . Bank of America, N.A.
Senior  , Subordinated Commerclal - Short-term Long-term
Debt Debt Paper Borrowlngs . Debt
CAa2 . Al L Aal
e A+ A+ TAL+ AA
UOAA R A F1+ ° ™« R+ - AA:

12} On February 14 2007, Standard & Poor’s Rating Services raised their ratings on Ban of America Gorporation’s Senior Debt to AA and Subordinaled Debt to AA- while Bank of America, N. A.'s Longterm Debt rating was raised

to AAt,

12) On February 15, 2007, Fitch, Ing. raised their ratings on Bank of America Corporation's Senior Debt 10 AA and Subordinates Debt to AA- while Bank of America, N. A."s Long-temn Debt rating was raised 10 AA.
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December 31, 2005. The increase was primarily attributable to the addi-
tion of MBNA, organic growth in the loan and lease portfolio, and a-deci:
sion to retain a larger share of mortgage productlon on the Corporation’s
balance sheet. .

The strength of our balance sheet isa result of rigorous financial and
risk discipline. Qur core deposit base, which is a low.cost fundmg source,
is often used to fund the purchase of incremental assets (primarily loans
and securities), the composition of which impacts our loan-to deposit
ratio. Mortgagebacked securities and mortgage loans have prepayment
risk which must be managed. Repricing of deposits is a key variable in this
process. The capital-generated in excess of capital adequacy targets and
to support business growth, is available for the payment of dividends and
share repurchases.

ALCO determines prudent parameters for wholesale ‘market- based
borrowing and regutarly reviews, the funding plan for the bank subsidiaries
to ensure compliance with these parameters. The contingency funding
plar for the banking subsidiaries evaluates liquidity over a~12-month
perind in @ variety of business envirenment scenarios assuming different
levels of eamings performance and credit ratings as well as public -and
investor relations factors. Funding exposure related to our role as.liquidity

provider {9 certain off-balance sheet financing entities is also' measured

under a stress scenario. In this analysis, ratings are downgraded such that
the oft-balance sheet financing entities are not able to issue commercial
paper and backup facilities that ive-provide are drawn upoen. -In addition,
potential draws on credit facilities to issuers with ratings below a certain
level are analyzedito assess potential funding exposure. - -, ! .

We originate loans- for retention on our-balance sheet and for dis-
tribution. As part of our “originate to distribute™ strategy, commercial loan
originations are distributed through syndication structures, and residential
mortgages originated by Morigage and Home Eguity are frequently dis:
tributed in the secondary market. In connection with our balance sheet
menagement activities, we may retain mortgage loans originated as well
as purchase and sell loans based on our assessment of . market
conditions. L - "

Table 11 Reconciliation of Tier 1 and Total Capita.i'

{Do lars in mittions)
Tier 1 Capital
Total Shareholders” equity v

Geodwill
Nenqualifying |ntang1ble assets (11

.

.Regulatory Capital . - . - < .

At December 31, 2006, the Corporation operated its banking activities
primarily under two charters: Bank of America, N.A. and FIA Card Services,
N.A.:(the Surviving .entity of the*MBNA America Bank N.A. and the Bank of
America, N.A. (USA) merger). As a regulated financial services company,
we . are governed by certain- regulatory . capital .requirements. At
December 31, 2006, the Corporaticn, Bank of America, N.A. and FIA Card
Services, N.A, were classified as *well-capitalized” for regulatory purposes,
the highest. classification. At December, 31, 2005, the Corporation, Bank
of America, N.A. and Bank of America, N.A. (USA) were also classified as
“well-capitalized” for regulatory purposes. - There have been no conditions
or. events since December 31,72006 that management believes have
changed.the Corporation’s,.Bank of America, N.A.'s and FIA Card Sewlces
N.A, scapltal classifications. s, oo .
+Centain corporate sponsored trust companigs WhICh issue trust pre-
ferred securities (Trust Securities) afe deconsolidated under FIN 46R, As a
result, the:Trust Securities are notiincluded on our Consolidated Balance
Sheets. On March 1, 2005, the FRB issued Risk-Based Capital Standards:
Trust Preferred Securities and the Definition of Capital (the Final Rule)

" which allows Trust Securities to continue-to qualifyias Tier 1 Capital with

revised quantitative Fmitsthat-would be effective after a fiveyear tran-
sition period. As a result, we continue to include Trust Securities in Tier 1
Capital. :

The Final Rule limits restricted core capital elements to 15 percent
for, internationally active bank holding companies. In addition, the FRB
revised the qualitative standards for capital instruments included in regu-
latory capital. Intemationally active bank holding companies are those with
consolidated assets greater than $250 bilion or .onbalance sheet
exposure greater.than $10 billion. At December 31, 2006, our restricted
core capital elements comprised- 17.3 percent of total core capital ele-
ments. We expect to be fully compliant with. the revised limits prior to the
lmplementatlon date of March 31, 2009. , - '

- Table 11 reconciles the Corporation's Total Shareholders’ Equuty to
Tler 1 and Total Capital as defined by the regulations issued by the FRB,
the FDIC and the OCC at December 31, 2006 and 2005.

O - ' ’ . " December31
o 2008 2005
' ¢ $135,272 $101,533
v I . (65662) (45,354)
(3.782) (2.642)

Effect of net unrealrzed losses on AFS debt and marketable equity securities and net’losses on derwatwes recorded in

Accumulated ocl, netoftax  ~ - 6,430 ' 7.316
Accounting change far implementation of FASB Statement No. 158 PR .o 1,428 -
Tr.st securities 12! . , . + 15942 12,448
Other » ) ) 1436 1,076
Tier 1 Capital 7 . 91,064 74,375
Long-term debt qualifying as Tier 2 Capital - , , 24 548 16,848
Allowance for loan and lease losses , . 9,016 8,045
Riserve for unfunded lending commitments ot 397 395
Other 7 et . - 203 238
Total Capltal ° i . v $125228 $ 99,501

{11 Nongualifying lmangnble assets of the Corporation are comprised of certain core deposit intangibles. afﬂnny relatlonships, and other mlangmles

2 Trust Securities are net of unamortized discounts,
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See Note 15 of the Consolidated Financial Statements for more
information on the Corporation’s regulatory requiremehts and restrictions.

The Corporation anticipates that the implementation, of FASB Staff
Position No. FAS 13-2, “Accounting for a Change or Projected Change in
the Timing of Cash Flows Relating to Income Taxes Generated by a Lever
aged Lease Transaction,” will reduce Retained Earnings and associated
regulatory capital by aﬁproximately $1.4 billion aftertax as of January 1,
2007. The amount of the-charge initially recorded will be recognized as
income over the remaining terms, generally 15 to 30 years, of the affected
leases. Further, this change in accounting will also result in an adverse
impact on earnings in the first two years subsequent to the change. The
Corporation expects that Net Income will be negatively impacted by approx-
imately $105 million in. 2007. The Corporation anticipates that its Tier 1,
and Total Capital Ratios will be negatively impacted by approximately 13
bps and its Tier 1 Leverage Ratio will be negatively impacted by approx-
imately 10 bps as a result of the initial adoption. . '

In November 2008, the Corporation announced a definitive agree-
ment to acquire U.S. Trust for $3.3 billion in cash. The’ transaction is
expected to close in the third quarter of 2007. The Corporation anticipates
that its Tier 1 and Total Capital Ratios will be negatively impacted by
approximately 35 bps and-its Tier 1 Leverage Ratiowill be negatively
impacted by approximately 25 bps upon the acquisition of U.S. Trust.

Basel 11 :

In June 2004, Basel |l was published with the intent of more closely align-
ing regulatory capital requirements with underlying -risks. Similar to eco-
nomic capital measures, Basel i seeks to address credit risk, market risk,
and operational risk. "

While economic capital is measured to cover unexpected losses, the
Corporation also maintains a certain threshold in terms of regulatory capi-
tal to adhere to legal standards of capital adequacy. These thresholds or
leverage ratios will continue to be utilized for the foreseeable future.

U.S. banks are required to implement Basel Il within, three years of
the date the final rules are published. Banks must successfully complete
four consecutive quarters of paraflel calculations to be considered-com-
pliant and to enter a threeyear implementation period. The three-year
implementation period is subject to capital relief floors (limits) that are set
to help mitigate substantial decreases in an institution’s capital levels
when compared to current regulatory capital rules.

On September 25, 2006, the Agencies officially published several
documents providing updates to the Basel Il Risk-Based Capital Standards
for the U.S. as well as new regulatory reporting requirements related to
these Risk-Based Capital Standards for review and comment by U.S.-
based banks and trade associations. These publications included pre-

“viously published regulations and guidance as well as revised market risk

rules and a proposal including several new regulatory reporting templates.
These Capital Standards are expected to be finalized in 2007.

The Corporation continues its execution efforts to ensure prepared-
ness with Basel 1l requirements. The goal is to achieve full compliance
within the threeyear implementation pericd. Further, the Corporation
anticipates being ready for all international reporting requirements that
occur before that time.

Dividends

Effective for the third quarter 2006 dividend, the Board increased the
quarterly cash dividend 12 percent from $0.50 to $0.56 per share. In
October 2006, the Board declared a fourth quarter cash dividend of $0.56
which was paid on December 22, 2006 to commoen shareholders of record
on December 1, 2006. In January 2007, the Board declared a quarterly
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cash dividend of $0.56 per common share payable on March 23, 2007 to
shareholders of record on March 2, 2007. ° LT

' In January 2007, the'Board also declared three dividends in regards
to preferred stock. The first was a $1.75 regular cash dividend on-the
Cumulative'B_edeemab[e Preferred Stock, Series B, payable April 25, 2007
to shareholders of record on April 11, 2007. The second was a regular
quarterly cash dividend of $0.38775 per depositary share on the Series D
Preferred Stock, payable March 14, 2007 to shareholders of record on
February 28, 2007. The third declared dividend was a regular guartetly
cash dividend of $0.40106 per depositary share of the Floating Rate
Non-Cumulative Preferred Stock, Series E, payabte February 15, 2007 to
shareholders of record on January 31, 2007.

Common Share Repurchases
We will continue to repurchase shares, from time to time,” in the open
market or in private transactions through our approved repurchase pro-
grams. We repurchased approximately 291.1 million shares of common
stock in 2006 which more than offset the 118.4 million shares issued
under employee stock plans.

" In April 2006, the Board authorized a stock repurchase program of up

. to 200 million shares of the Corporation’s common stock at an aggregate

cost not to exceed $12.0 billion to be completed within a period of 12 to
18 months- of which the lesser of approximately $4.9 billion, or
63.1 million shares, remains available for repurchase under the program
at December 31, 2006.

In january 2007, the Board authorized a stock repurchase program of
an additional 200 million shares of the Corporation’s common stock at an
aggregate cost not to exceed $14.0 billion to be completed within a period
of 12 to 18 months. For additional information on common share
repurchases, see Note 14 of the Consolidated Financial Statements.

Preferred Stock

In November 2006, the Corporation authorized 85,100 shares and issued
81,000 shares, or $2.0 billion, of Bank of America Corporation Floating
Rate Non-Cumulative Preferred Stock, Series E with a par value of $0.01
per share.

In September 2006, the Corporation authorized 34,500 shares and
issued 33,000 shares, or $825 million, of Series D Preferred Stock with a
par value of $0.01 per share.

During July 2006, the Corporation redeemed its 6.75% Perpetual
Preferred Stock with a stated value of $250 per share and its Fixed/

' Adjustable Rate Cumulative Preferred Stock w1th a stated value of $250
. pershare.

For additional information on the issuance and redemption of pre-
ferred stock, see Note 14 of the Consoclidated Financial Statements.

- Credit Risk Management

Credit risk is the risk of loss arising from the inability of a borrower or
counterparty to meet its obligations. Credit risk can also arise from opera-
tiona! failures that result in an advance, commitment or investment of
funds. We define the credit exposure to a borrower or counterparty as the

- loss potential arising from all product classifications including loans and

leases, derivatives, trading account assets, assets heldfor-sale, and
unfunded lending commitments that include loan commitments, letters of
credit and financial guarantees. For derivative positions, our credit risk is

measured as the net replacement cost in the event the counterparties with

contracts in a gain position to us fail to perform under the terms of those
contracts. We use the current mark-to-market value to represent credit
exposure without giving consideration to future mark-to-market changes.




The credit risk amounts take into consideration the effects of legally
enforceable master netting agreements and cash collateral. Our consumer
and commercial credit extension and review procedures take into account
funded and unfunded credit exposures. For additional information on
derivatives and credit extension commitments, see Notes 4 and 13 of the

Consolidated Financial Statements.

For credit risk purposes, we evaluate our consumer businesses on
both a held and managed basis (a non-GAAP measure). Managed basis
treats securitized loan receivables as if they were still on the balance
sheet. We evaluate credit performance on a managed basis as the receiv-
ables that ‘have been secuiitized are subject to the same underwriting
standards and_ongoing maonitoring as the held foans. In addition to the
discussion of credit quality statistics of both held and managed loans
included in this section, refer to the Card Services discussion beginning on
page 46. For additionat information on our managed portfolio and securiti-
zations, refer to Note 9 of the Consolidated Financial Statements.

We manage credit risk based on the risk profile of the borrower or
counterparty, repayment sources, the nature of underlying collateral, and
other support given cumrent events, conditions and expectations.'\}ve
classify our portfolios as either consumer or commercial and monitor
credit risk separately as discussed below.

Consumer Portfolio Credit Risk Management

Credit risk management for the consumer portfolio begins with initial under-
writing and continues throughout a borrower's credit cycle. Statistical
techniques in conjunction with experiential judgment are used in all
aspects of portfolio management including product pricing, risk appetite,
setting credit limits, operating processes and metrics to quantify and
balance risks. and retums. In addition, credit decisions are statistically
based with tolerances set to decrease the percentage of approvals as the
risk profile increases. Statistical models are built using detailed behavioral

information from external sources such as credit bureaus and/or intemal

historical experience. These models are a critical componént of our con-
sumer credit risk-management process and are used in the,determination
of both new-and existing credit decisions, portfolio management strategies
including authorizations and line management, collection: practices and
strategies, determination of the allowance for credit losses, and economic
capital allocations for credit risk. -

' £

For information on our accounting policies regarding -delinquencies,
nonperforming status and charge-offs for the consumer portfolio, see
Note 1 of the Consolidated Financial Statements.

Management of Consumer Credit Risk
Concentrations

Consumer credit risk exposure is managed geographically and through our
various product offerings with a goal that concentrations of credit exposure
do not result in undesirable levels of risk. We purchase credit protectioﬁ
on certain portions of our portfolio that is designed to enhance our overall

~ risk management strategy. At December 31, 2006 and 2005, we had

mitigated a pértion of our credit risk on approximately $131.0 billien and
$110.4 billion of consumer loans, including both residén}ia! mortgage and
indirect automotive loans, through the purchase of credit protection. Our
regulatory risk-weighted assets were reduced as a result of these trans-
actions because we transferred a portion of our credit risk to unaffiliated

" parties. At-December 31, 2006 and 2005, these transactions had the

* cumulative effect of reducing our risk-weighted assets by $36.4 biliion and

$30.6 billion, and resulted in increases of 30 bps and 28 bps in our Tier 1

. Capita! ratio at December 31, 2006 and 2005.

Consuiner Credit Portfolio .

Table 12 presents our held and managed consumer loans and leases and
related asset quality information for 2006 and 2005. Overall, consumer
credit quality remained sound in 2006 as performance was favorably
impacted by lower bankruptcy-related charge-offs.
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Table 12 Consumer Loans and Leases ~ -

1 [ )

- . r -

P P . P v

v 4 . r December 31 B - Year Ended December 31
. Accrulng Past Due 80 Net Charge-offs / Net Charge-off /
I " .y OQuistandings . Nonperforming (2 Days or More 2 Losses * LossRatlos @

- (Doftars in miltions} ; 2006 ¢ 2005 20086 2005 2006 2005 2006 ., 2005.. 2006 2005
Held basls . E R e 6. . o
Residential marigage . ) . $241181  $182596 $.660 $570 $ 18 $,- $ 3% % 271 002% 002%
Credit card - domestic : r 61,195 ‘58,548 n/a n/a 1094 ' 1,197 3,094 3,652~ 4.85 6.76
Credit card — foreign . : T 10,999 - n/a’ n/a 184 - 225 < 246 -
Hame equity lines : o . , 74,888 62,098 249 117 . - e 51 . 31 ,007 005
Direct/Indirect consumer @ .- N 68,224 . 45,490 4 . 37 | 34T 75 524 248 088 0.55
Other consumer ™) ’ 9,218 6,725 77 61 - 38 15 303 275 283 399

Total consumer toans and leases - held 465.'{0‘5' . 355 457 1030, , 785 2678 1287 4236 4,233 © 101, 128
Securitizatlons impact (6} 110,151 12,523 2 T - 2407 " 23 3,371 434+ 3227 334

Total consumer loans and leases - managed $575856  $367,080 $1032  $785  $5085 '$1,310  $7,607 $4,667 _.' 145%  1.34%
Managed basls . : ' o o . T '
Residential mortgage ' ‘ $245840 $188380 § 660 $570 ' $ 418" '$ 'Z § 39 § 27 0.02% 0.02%
Credit card - domestic ! : ¢ 142,599 60,785 n/a' .. n/a 3,828 1,217 5,395 4,086 389 - 692
Credit card - foreign P o 27,890 ., - .n/a. , n/a ., 608 - 980 po—- oy 395 ., -
Home equity lines, L C 75,197 62,546 251 117 Lot 3 51 A 0.07 0.05
Direct/Indirect consurmer ) . 75,112 49,544 44 37 493’ 75 839 248 123 053
Other consumer et 9,218 ~ 6,725 777~ 61 ' .38 * 15 303 275 283 - :3.99

Total consumer loans and leases - managed $575,856 $367,980

$1,032 $785  $5085  $1,310 $7,607  $4,667° 145% 1.34%

@ The deflnition of nonperforming does not include consumer credit card and consumer foneal estate loans and leases,
@i Accruing past due 90 days or more s a percentage of outstanding held-and managed consumer. loans and leases was 0.58 percent and C.88 percent at Decernber 31,, 2006 and 0.38 nen:ent and 0.36 percent at

December 31, 2005.

) Net chargeoff,v'luss ratios are calculated as held net marge-uffs or managed net lesses diided by averaga outstanding held o managed foans and Jeases during the year for each loan and lease mlegnry

4 Quistandings Include home equity foans of $12.8 billion and $8.1 billion at December 31, 2006 and 2005,

' . + -

&) Quistandings include foreign consumer loans of $6.2 hillion and $3.8 billion and consumer finance loans of $2.8 billion and $2.8 nlllion at Decernber 31 2006 and 2005.

16) For aoditional infommation on our managed portiolio and securitizations, refer to Note 9 of the Consolidated Financial Statements. v

n/a = not applicable

Residential Mortgage _

The residential mortgage portfolio makes up the largest percentage of our
consumer loan portfolio at 52 percent of held consumer loans and leases
and 43 percent of managed consumer loans and leases at December 31,
2006. Residential mortgages are originated for the home purchase and
refinancing needs of our customers in Global Consumer and Small Busi-
ness Banking and Global Wealth and investment Management and repre-
sent 22 percent of the managed residential portfolio. The remaining 78
percent of the managed portfolio is in Al Other, which includes Corporate
Treasury and Corporate Investments, and is comprised of purchased or
originated residential mortgage loans used to manage our overall ALM
activities.

On a held basis, outstanding loans and leases increased $58.6 bil-
lian in 2006 compared to 2005 driven by retained mortgage production
and bulk purchases. Nonperforming balances increased $90 million due to
portfolio seasoning. Loans past due 90 days or more and still accruing

- interest of $118 miltion is related to repurchases pursuant to our servicing

agreements with Government National Mortgage Association (GNMA}
mongage pools whose repayments are insured by the Federal Housing
Administration or guaranteed by the Department of Veterans Affairs. This
past due GNMA portfolio of $161 million was included in loans
held-for-sale at December 31, 2005 and was not reclassified to conform
to current presentation. a
Credit Card — Domestic and Foreign .

The consumer credit card portfolio is managed in Card Services within
Global Consumer and Small Business Banking. Outstandings in the held
domestic loan portfolio increased $2.6 billion in 2006 conpared to 2005
due to the MBNA merger and organic growth partially offset by an increase
in net securitization activity. The $794 million increase in held domestic
loans past due S0 days or more and still accruing interest was driven by
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portfolio seasonmg, the trend toward more normalized delmquency levels
following bankruptcy. reform and the addition of the MBNA portfolio, includ;
ing the adoption of MBNA collectlon practices and poilcnes that have

" histerically led to higher delinquencies but lower Josses. Net charge-offs

for the held domestic portfolio decreased $558 miliion to $§,.1 billion, or
4.85 percent {5.00 percent excluding the impact of SOP 03-3).of total
average held credit card - domestic foans compared to 6.76 percent in
2005 . primarily, due to bankruptcy reform which accelerated charge-offs
into 2005. This decrease in net charge-offs was partially offset by new
advances on accounts for which previous loan balances were sold to the
securitization trusts, portfolio seasoning and the addition of the MBNA
portfolic. See the following discussion of the impact of SOP 03-3 on the
MBNA portfolio. e

Managed domestic credit card outstandings increased $81.8 billion
to $142.6 billion at December 31, 2006, primarily due to the MBNA
merger. Managed net losses increased $1.3 billion to $5.4 billion, or 3.89
percent of total average managed domestic loans compared to 6.92 per-
cent in 2005. Managed net losses were higher primarily due to the addi-
tion of the MBNA portfolio and portfolio seasoning, partially offset by lower
bankruptcy-elated losses as a result of bankruptcy reform. The 303 bps'
decrease in the managed net loss ratio was driven by lower bankruptcy-
related losses and the beneficial impact of the higher credit quality of the
MBNA portfolio compared to the legacy Bank of America portfolio.

Held and managed outstandihgs in the foreign credit card portfolio of
$11.0 billion and $27.9 billion at December 31, 2006, as well as delin-
quencies, held net charge-offs and managed net losses, are related to the
additicn of the MBNA portfolio. Net charge-oifs for the held foreign porifo-
lio were $225 million, or 2.46 percent {3.05 percent excluding the impact
of SOP 03-3) of total average held credit card — foreign loans in 2006. Net
losses for the managed foreign portfolio were $980 million, or 3.95 per-
cent, of total average managed credit card - foreign loans. The foreign




credit card portfolio experienced increasing net charge-off and managed 0.53 percent in 2005, primarily due to the addition of MBNA. See below

net loss:trerids! throughout the year resulting from seasoning-of the -Euro- for a d:scussron of the |mpact of SOP 03-3 on the MBNA- portfollo AT
pean- pi'rtfolio .and- higher personal insolvencies in-the United Kingdom: . P GOt en e ot Pt
See below for -a:discussion of. the impact of SOP 03-3.on the MBNA Other Consumer e e P e :
portfolro ‘At Décember 31, 2008, approxlmately 67 percent of the other consuiner
'portfollo consrsts of the forelgn consumer, foan portfoho which was
Home Equity Lines , included in- Card Services within Global Consumer and Small Business
At December 31,: 2006, approximately 73 percent of the managed home Banking and in ALM/Other within Global Corporate and Investment Bank- '
Lequity rortfolio was included in Global Consumer and Smafl Business ing. The remainder of the portfolio was associated with our previously
Banking. while'the remainder of the portfolio is in Global Weaith and | exited consumer finance businesses and was included in Al Other. Other
Investment Management. This portfolio consists of revolving first and consumer outstanding loans and’ léases increased $2.5 billién "at
second lien residential mortgage lines of credit. On a held basis, out- y December 31, 2006 compared to De_cember_al, 2005 dri\."'en pgimér'ily by
standing home .equity lines increased $12.8 billion, or 21 percent, in the addition of the MBNA portfolio. Net charge-offs as a percentage of
2006 cormpared to 2005 due to enhanced product offerings and the total average other consumer loans declined by 116 bps due primarily to
éxpanding home equity market. Nonperforming home equity lines growth in the foreign portfolio from the MBNA acquisition. Se€ below for a
|ncreased $132 million In 2006 due to portfolio seasoning. discussion of the impact of SOP 03-3 on the MBNA portfolia. , ..
Direct/Indirect Consumer N 4
At December 31, 2006, approximately 49 percent of the managed direct/ SOP 03-3 CeTe e R S B PR
‘ndirect portfolio was included in Business Lending within Global Corporate SOP 03-3 addresses accountlng for differences between contractual cash
and Investment Banking {automotive, marine, motorcycle and recreational flows and cash flows expected to be collected from an investor's initial
vehicle Ioans) 41 percent was included in Global Consumer and Small investment in loans acquired in a transfer if those dlfferences are attribut-
Business Bankmg {home equity loans, student and other non-real estate able, at least in part, to credit quality. SOP 033 requrres impaired loans
secured and unsecured personal loans) and the remainder was included in be recorded at fair value and prohibits “carrying over” or the crea_tlon of
-Global Wealth and Investment Management {home equity loans and other valuation allowances in the initial accounting of loans acquired in a trans-
non-real estate secured and unsecured personal loans) and All Other fer that are within the scope of this SOP {categories of loans for whlch itis
(home equity loans). probable, at the time of acquisition,.that all amounts-due acoordlng to the
-* On a held basis, outstanding loans and leases increased $22.7 bil- contractual terms of the.loan agreement, will not be; collected) The prohib-
lion in 2006 compared to 2005 due to the addition of the MBNA portfolio, . . ition of the valuation-allowance carryover applles to the purchase of an
plrchases of retall automotive loans and reduced securitization activity. ~ + individual’loan, a pool of loans, a group of loans, and loans acqurred ina
Loans past due 90 days’or more and still accruing interest increased . ‘purchase business combination. ’ '
$272 million due to the addition of MBNA and growth in the portfolio. Net In accordance with SOP 03-3, certain acquired loans’ of MBNA that
charge-cffs increased $276 million to 0.88 percent (1.01 percent exclud- ’ were considered impaired were written down to fair value at the acquisition
ing the impact of SOP 03-3) of total average held dlrect/lndlrect loans, date. Therefore, reported net charge-offs. and managed net losses were
driven hy the addition. of the M]BNA unsecured Iendmg portfolno a'nd lower since these impaired loans that would have been charged off dunng
seasoning of the automotive loan partfolic. Card Servrces unsecured Iend , the perlod were reduced to fair value’ as of the acqursrtlon date. SOP 03-3
lng portfolig chargeoffs increased throughout 2006 as chargeoﬁs trended . does not apply to the acqurred loans that have been securltlzed_ as they
toward more normallzed loss levels post bankruptcy reform Portfollo are not held on the Corporatlons Balance Sheet. e
seasonmg and reduced securrttzatlon aotlwty also contnbuted to the ) Consumer net chargeoffs managed net losses and aésociatéd
mcreasmg charge—off trend b g ratlos as reported and excludlng the |mpact of SOP’ 033 for 2006 ére
Net losses for the managed loan portfoho rncreased $591’m|ll|on fo presented in Table 13. Management belleves that excludlng the impact, of
1f 23 percent of total average managed dlrect/mdlrect Ioans compared to SOP 033 provrdes a more accurate reflectlon of portfollo credit quallty
Tab‘le"13 _.Qonsumei; Net Charge-offs and Iglana,gec‘l Net Losses'(Exoludin'g the'Impfact of SOP 03-3) - o h
SN t-:.w;n.- T TN T P /Pl S S e londe crop 2008 o TR .
Ce R e e N C e Lt » . .+ 1+ AsReported R T . , Excluding Impact () )
R S L S AL T W RN R ~Held - - Q. - 4Managed - ve . . Held . . o ‘Managed -
(Doltars in millions) NUS ‘}u; “p+ Amount. - Percent | rAmount ;- ¢ Percent, ! + Amount _ = Percent Amount Percent
Residential mortgage (AP T P oy L8 30 0.02% +-'$2-390 ,» . 002% ° $ 39 .. 002%.  $.n39. 7 0.02%
Credit card -~ domestic L g 4 . 3084 . . 48 . 539%. . 389, .3193,. .500 5494 .., 3.96
Credil Cald forergn e e 225, ) 246 et 980 . , 395 o 218 © 305 | .1,933 . 417
Home eq ity lines - K 51 -t 0.07 : B . “0.07 : T B1 - 0.07 51 0.07
Direct/Indirect consumer -7 “2bwic i Tal v oo i o 5247 (L0088 .. T 839 TLMT 123 M See020 T 18010 Y 917 T 136
Other consumer ", ., R P N . 303, -0+~ 283 303 2.83 344 321 344 o321
© Total consumer ¢« Tyde e UL T T$4,2360 e 1101% (<I$T60T0 L o 145%; - $4,507 T 107% '$7.878 1.50%

) Exciuding the |mpact of SOP 03-3 is a non-GAAP fi nancial measure.'Net charge-cffs and managed net losses exclude.the Impact of S0P,03.3 which decreased net charge-offs and managed net lossés on credit card - domestic
$99 mition, credit cand - roreagn $53 mlllron dlrect/mdrrect consumer, 5?8 mllllon and omer oonsumer $41 million for 2006. The impact of S0P 033 on averaga cutstandlng held and managed consumer Ioans and leases
lor 200(» was not material. "
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Nonperforming consumer Assets Activity W ' residential mortgage and home equity portfolios. The-nonperforming con-

Table 14 presents the additions and:reductions to nonperforming assets sumer loans and leases ratio was unchanged compared-t0.2005 as the
in the held consumer portfolio during 2006 and 2005. Net additions to ~  addition’ of the MBNA portfolio and broadbased loan growth offset the

nonperforming loans and leases in 2006 were $245 million compared to impact of the-increase in nonperforming consumer loan levels.
$47 million |n 2005 The increase in 2006 was drwen by seasoning of the :

Table 14- Nonperformmg Consumer Assets Act1v1ty

* (Dollars in millions)* i, R S oo - ) . o L - 2006 2005
Nonperforming loans and leases . v R . S i oo - o .
Balance, Januaryl ' .. .. ) T L $ 785 - $ 738
Additions to nonperforming loans and leases: - ) . - - R v ‘

. New nonaccrual loans and leases, . | ; ) o o o . 1432 | 1,108
Reductions in nonperfon'nmg loans and Ieases ! - ’ - ) )
“* Paydowns'and payoffs A e ! : - (157)  -'(223)
. Sales. ) . [ . + : ‘. (n- . -(112)
Retums to performing status (1) J". K o , .- (698) (531)
Charge-ot‘fs @ L, . . R (150) . (121)
Transfers to forectosed propertles ' i ‘ : ' : (65) T 69)
Transfers to loans held-for-sale ' ' - (5)
‘Total net additions to norperforming loans and leases 245 47
Total nonperforming loans and leases, December 31 (3) : ) o . o 1,030 - 788
Foreclosed propertiesi‘ a TE e . s ' . .. S L. L : .
Balance, January 1 ) -, L ’ ) . R 61 69
Additions 1o foreclosed properties: - - Coe . V- . ' S . L
New foreclosed properties . .. . ) o 159 125
Reducuons in foreclosed propemes . oo . ' i ' o
' Sales - - B R - . . R (1) {108)
Writedowns ' v L o . . v 4t (85) (25)
»1Total net reductions in foreclosed properties  * . Lty ‘ T - - . v (2) - (8)
* » Total foreclosed properties, December 31 ¢ . ‘ 5% . .61
v ' . ' Nonperforming consumer assets, December 31 (4 , . e - ' $1,089 $ 846
Nonperfofming cénsumer loans and leases as a percentage of cutstanding consumer loans and leases - ot : ’ T 0.22% C0.22%
Nonperforming censumer assets as a percentage of outstanding consumer, loans, leases and foreclosed properties | ' . 0.23% 0.24%

L

1) Consumer koans and Ieases are generally retumed to performing status when principal or interest is less than 90 days past dus, Lo
2 Our policy is not te classwfy consumer credit card and consumer non-real estate loans and leases as nonperforming; merefare the chargeoffs on these leans have no |mpact on nonperforming activity.
13 12006, $69 miliion in laterest Income was estimated to be cnntractual\y due on nonperforming consumer Ioans and leases classifled a5 nonperforming at December 31, 2008 of which 517 million was received and included

in Net Income for 2006. . K . . . o, *
14) Balanoesdn not lnc:udenonperfon'mngIoansheldforsatemcluded in DtherAssetsofsao mmron and 524 million at December 31 2006and 2005 Lo )
Comme’rczal Portfolio Credit Risk M anagement Management of Commercial Credit Risk
Credrt risk management for the commermal portfolio begms with an ¢ Concentrattons .
assessment of the' credit risk prof ile of the borrower or counterparty based Portfoho credit risk is evaluated and managed with” a goal that concen-
on an analysis of the financial posmon of a borrower or counterparty As trations of credit exposure do not result m undesuable Ievels of rlsk We
part of the overall credit risk assessment of a borrower or Eounterparty review, measure and manage concentrations of credit, exposure by
most of our commércial credit exposure or transacnons are, assigned a industry, product, geography and customer relat|onsh|p Dlstnbutlon of
risk rating and are suh;ect to approval based on defi ned creédit approval loans and leases by lean size is an addmonal measure of the portfoho risk
standards. Subsequent o oan orlglnatlon, risk ratings are monitored on diversification. We also review, measure and manage commercial real
an ongoing basis. If necessary, risk ratings are edJusted to reflect changes estate loans by geograpmc location and property type. In addition, within
in the financial condition, cash ﬂow or financial situation of a borrower or "our intemational portfolio, we evaluate' borrowings by region and by coun-
counterparty. We use risk rating aggregations'to measure and evaluate try. Tables 18 and 20 and Tables 23 through 25 summarize these concen-
concentrations within bortfolios. Risk ratings are a factor in determining-** ' trations. Additionally, we utilize syndication of exposure to third parties,
the level.of assigneo economic capital and the allowance for credit losses. loan sales and other risk mitigation technigques to manage the size and
In making credit decisions, we consider risk rating, “collateral, country, . risk profile of the loan portfolio.
|ndustry and smgle name concentration limits while also balancmg the - From the perspective of portfolio risk management, customer concen-
total borrower or counterparty refationship and SVA. Our lines of business - tration management is most relevant in Global Corporate and Investment
and Risk Management personnel use a variety of toots to coninuously _ Banking. Within that segment’s Business Lending and Capital Markets and
monitor the ability * 'of 'a borrower o counterparty to perform under its Adwsory Services businesses, we facilitate bridge financing to fund acqurs-
oObligations. & - : itions and other shortterm needs as well as provide syndicated financing
.+ For information on our accounting policies regarding delinquencies, . - for our clients. These concentrations are managed in part through our
nonperforming status. and- charge-offs. for the commercial portfolro see ~  established “originate to distribute” strategy. These client transactions are
Note 1 of the Consolrdated Financial Staterents. TT. sometimes large and leveraged. They can also have a higher degree of risk

i
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as we are providing offers or commitments for various components of the
clients’ capital structures, including lower rated unsecured and sub-
ordinated debt tranches. In many cases, these offers to finance will not be

accepted. If accepted, these highly conditioned commitments are often-

retired prior to or shortly following funding via the placement of securities,
syndication or the client's decision to terminate. Where we have a binding
commitment and there is a market disruption or other unexpected event,
there may be heightened exposure in the portfolios, an increase in criti-
cized assets and higher potential for loss, unless an orderly disposition of
the exposure can be made.

In Global Corporate and Investment Banking, concentratlons are
actively managed through the underwriting and ongoing monltorlng proc-
esses, the “originate to distribute” strategy and through the utilization of
various risk mitigation tools, such as credit derivatives, to economically
hedge our risk to certain credit counterparties. Credit derivatives are finan-

cial instruments that we purchase for protection against the deterioration
of credit quality. Eamings volatility increases due to accounting asymmetry
as we mark-to-market the credit derivatives, as required by SFAS 133,
whereas the exposures being hedged, including the funding commitments,
are accounted for on an accrual basis, Once funded, these exposures are
accounted for at historical cost less an allowance for credit losses or, if
held-for-sale, at the lower of cost or market.

Commercial Credit Portfolio
Commercial credit quality continued to be stable in 2006. At
December 31, 2006, the loans and leases net charge-off ratio declined to
0.13 percent from 0.16 percent at December 31, 2005. The non-
performing toan ratic declined to 0.31 percent from 0.33 percent.

Table 15 presents our commercial loans and leases and related
asset quality information for 20086 and 2005.

»

Table15 Commercial Loans and Leases

December 31 Year Ended December 34
! - ' ) Accruing Past L g
w . . Due 90 Days or . . Net Charge-off
. - Qutstandings Nonpertorming More (1) Net Charge-offs (2, Ratlos )

{Doltars in miltions) . v o . 2008 . 2005 .2006 2005 2006 2008 - 2006 2005 2008 2005
Commercial loans and leases

Commercial - domestic . $161,982 $140,633 $584 $581 $265 $117 $336 3170 0.22% 0.13%
Commercial real estate (4 - = 35,766 118 49 78 4 i - oot -
Commercial lease financing . 21,864 20,705 42 62 26 15 (28) 231 (0.14) 113
Commercial - foreign ' : 20,681 - 21,330 13 34 9 32 B 0 (72 {0.04)  (0.39}

Total commercial loans and leases St $240,785 $218,334 $757 $726 $378 $168 $303 - $329 . 043% 0.16%

{1 Accruing past due 90 days or more 85 a percentage of qutstanding commercial koans and leases was 0,16 percent and 0.08 percent at Decernber 31, 2006 and 2005.

2 Includes a reduction in net charge-offs on commercial — domestic of $17 million as a result of the impact of SOP 03-3 for 2008, The impact ol’ SOP 03-3 on average outstanding commercial - domestic koans and leases for
2006 was not material. See discussion of S0P 03-3 in the Consumer Credit Porifolio section.

) Net charge-off ratios are calculated as net charge-offs divided by averaga outstanding loans and leases during the year for each Joan and lease category. .

4 Includes domestic commercial real estate loans of $35.7 billion and $35.2 billion at December 31, 2006 and 2005, and forglgn commercial real estate foans of $678 mllhnn and $585 rn:llkm at December 31, 2006 and
20085, .

Table 16 presents commercial credit exposure by type for utilized, unfunded and total committed credit exposure,

Table16 Commercial Credit Exposure by Type .

. " December 31
) Commerclal Utllized (1) Commerclal Unfunded (2 Total Commerclal Committed
{Dotars in mitions} 2006 2005 2008 2005 2006 2005

" Loans and leases .« 5240785 $218,334 $269,937 $246,629 | $510,722 $464,963
Standby letters of credit and financial guarantees - 46,772 43,096 ' 8,234 5,033 53,006 48,129
Derivative assets (3 23,439 23,7112 - - - — T 23,439 23,712
Assets heldforsale 21,936 16,867 Sl 3136 848 23,072 17,7115
Commercial letters of credit ) 4,258 5154 . 224 .818’ . 4,482 5972
Bankers® acceptances . 1885 1,643 1 17 . 1888 1,644
Securitized assets t 1,292 1,914 - — 1,292 1,914
Foreclosed properties 10 ' 31 - L 10 31

Total $340,377 $310,751 $277,532 '$253,329 $617,909 $564,080

11} Exposure includes standby letters of credit, financial guaraniees, commercial letters of credit and bankers' acceptances for which the bank is legaily bound to advance funds under prescﬂbed conditions, during a specified
period. Although funds have not been advanced, most of these exposure types are considered utilized for credit risk management purposes,

) Exeludes unused business card lines which are not legally binding. :

1 Derivative Assets are reported on 3 eark-to-market basis, reflect the effects of fegally enforceable master netting agreements, and have been reduced by cash collateral of $7.3 billion and $9.3 billion at December 31, 2006
and 2005. Commertial utiized credit exposure at December 31, 2005 has been reclassified ta reflect cash coltateral applied to Derivative Assets. In addition 10 cash collateral, Derivative Assets are also collateralized by $7.6
billion and $7.8 tillion of other marketabie securities at December 31, 2006 and 2005 tor which the credit risk has not been reduced,

_ Table 17 presents commercial utilized criticized exposure by product
type and as a percentage of total commercial utilized exposure for each
category presented. Bridge exposure of $550 million as of December 31,
2006 and $442 million as of December 31, 2005, are excluded from the
following table, These exposures are carried at the lower of cost or market

1

and are mahaged in part through our “criginate to distribute” strategy {see
page 66 for more information on bridge financing). Had this exposure been
included, the ratio of commercial utilized criticized exposure to total
commercial utilized exposure would have been 2.25 percent and 2.42
percent as of December 31, 2006 and December 31, 2005, respectively.

+
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Table 17 Commercial Utilized Criticized Exposure (12) . S . . S

" .

' " December 31, 2008 Decembér 21, 2005
(Dollars in millions) ’ . : . a Amount Percent (3) * Amount Percent (3.4}
Commefcial - domestic o v " © $5210 TV 241% $4,954 © O 2.59%
Commercial real estate ‘ : e ) T B 815 o178 723 183
Commerciat lease financing. .~ I . e P 3 - 504 231 . 611 2.95
Commercial - foreign . . . . ey ) . 582 . " 1.05 ) 797 L, 1.48
Total commercial utilized criticized exposure ) - T KL S 2.09% $7,085 . 2.28%

) Criticized exposure comesponds to the Spectal Mention, Substandard and Doubiful asset categories defined by regulatory authorities.
12 Exposure includes standty letters of credit, financial guarantees, commer¢:|al letters of credit and bankers' acceptances for which the tank ls legauy beund to advance funds under praseribed conditions, dunng a specrﬂed
period. Although funds have not been advanced, most of these exposure types are considered utilizeg {or credit risk management purposes.
) Ratios are calkculated as commercial uullzed criticized exposure divided by total commencial utilized exposure for each expasure category.
4 Commercial - domestic and Total i cnﬂclzed P ratics for December 31, 2005 have been reclassified t¢ reﬁect cash coltateral applred to Derivative Assets that are in mlal oommer:lal utilized cmdn expasure.
. .. v . 4 ' o . ' R TIPSR . f i . [N

| e .,

. Commercial - Domestic E ‘ mrIIron driven by a $147 million increase in the utilized criticized loan and

At December 31, 20086, approxrmately 80 percent of the commercral— . Iease portfolio,’ attnbutable to the deterioration of a number of relatrvely
domestic portfolic was mcluded in Business Lending (business® bankrng. small credits in a vanety of property types, the Iargest of which is resi-
middle market and large multinational corporate loans and leases) and dential. The increase was partlally offset by rmprovements centered in
Capital Markets and Advisory Serw'oes (acquisition and bridge financing), hotels/motels and multrple use commercial propemes '
both within Globa! Corporate and Investment Banking. Outstanding loans Table 18 presents outstanding commercial real estate loans by geo-
and leases in Global Corporate and Investment Banking increased $11.6 graphic region and property type diversification, excluding those commer-
bilion to $130.0 billion at Decemher 31 2006 compared to cial loans and'leases secured by 6wneroccupied real estate. Commercial
December 31, 2005 driven by organic growth. Nonperforming loans and . loans and leases secured by owner-occupied real estate are made on the,
leases declined by $45 million to $460 million driven by overall improve- general-creditworthiness of the borrower where real estate is obtained as
ments in the portfolio. Net charge-offs were up $72 million from 2005 due additional security and the ultimate repayment of the credit:is not depend-
to a lower level of recoveries. Criticjzed utilized exposure, excluding bridge ent on the sale, lease and rental, or refinancing of the real estate. For
exposure, remained essentially flat at $4.6 billion. . . ‘ purposes “6f this table, commercial real estate reflects Ioans dependent on
The remaining 20 percent of the commercial—domestic portfolia is in the sale of the real estate as the primary source of repayment. The
Global Wealth and Investment -Management (business-purpose lcans for .):-. increase in residential property type loans was driven by higher utilizations
wealthy individuals) and Global Consumner and Small Business Banking ; ~ In the for-sale housing sector due to increased construction and land cost.

{business card and small business loans}. Qutstanding foans and leases
ingreased $9.8 hillion to $32.0 billion at December 31, 2006 compared

: Re _ Table 18 Outstanding Cormmercial Real Estate Loans
to December 31, 2005 driven primarily by growth in Global Consumer and * ' ’ o

Small Business Banking, Growth was centered in the business card portfo- ' ' December 31
lio, including the addition of MBNA, and the small business portfolio. ? * (Detarsin milions) - . ’ L 2006 2005
Nonperforming loans and leases increased $48 million to $124 million By Geographic Region (1 ' : .
due to seasoning of the small business portfofio and the addition of Eﬁhr:rc:::t L P Z'ggé $ ;gg?
MBNA, both within Global Consumer and Small Business Banking. Loans Southeast 5,097 4370
past due 80 days or more and still accruing'intiere.st increased $153 mil- Florida 3,898 4,507
lion to $215 million primarily attributable to the business card portfolio. Southwest 3,787 2553
. " . . . Midwest 2,271 595
The increase was driven by the adoption of MBNA coltection practlces that + Northest 2,053 2,048
have historically led to higher delinquencies but iower losses, the addition . Midsouith ‘ L. 2006 - - 1,485
of the MBNA business card portfoho and portfolio seasoning. Net charge- . Other 870 . - 873
offs were up $94 million from 2005 due to a $134 million increase in ﬁeogdaghically dversified 2 Lg:: 1222
Global Consumer and Small Busrness Banking, partlally offset by a 2006 oS, - . 8 A
credit loss recovery in Global Weaith and Investment Managenient. The Total — $38,258 - $35.:!66
increase in net charge-offs in Global Consumer and Small Business Bank- - - BY Property Type .
he ad £ MBNA and fth I b Residential $ 8151 $ 7,601
ing was due 1o the addition o NA and seasoning of the small business 'Office buildings _ _ g2 4,984
and business card portfolios. Criticized utilized exposure increased $265 Apartments . L 4277 4,461
. million to $561 million driven by an increase in the business’card portfolio ~  Land and land development © . 3956 3.7;5
. L e i Shopping centers/retail ) . 3,955 4,165
resultln_g.prlmanly from the addrtr‘on of MBNA. N Industrial/warehouse . . ¢ 3247 3031
’ v Multiple use ’ . 1257 996
. : 5 Hote!s/motels 1,185 790
Commercial Real Estate | Resorts - ~ . - v © .. 180 . . 183
The commercial real estate portfollo is managed m Busrness Lendrng Other 3 . . ) 5,227 5,840
within Global Corporate and r'nvestment Bankrng and consrsts “of loans Tetal - LI . $36,258 $35,766
issued prlmanly to publlc and pnvate deveiopers homebullders and @ Distrbution is based on geographic location of collateral. Geogrzphic regions are in the U.S. unless
otheswise noted.
commercial real estate firms. Outstandmg loans and Ieases increased  The gacgraghically dwersiied category is cofprised primarfy-af unsecured outstandings (o real estate
$492 million in 20086 compared to 2005 The increase. was drlven investment trusts and national homebuilders whose purtiofias. af propertles span multiole geographic
regions.
by business gener‘a.tecj prodomlnantly with ?XIStlng cllents BFFQSS multlple (31 Represents toans to bomowers whose primary business is commercial real estate, bul the exposure is
property types. Utilized criticized exposure increased $92 million to $815 not secured by the listed property types.

|
3
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Commercia! Lease Financing

The commercial lease financing portfolio is managed in Business Lending
within Global Corporate and Investment Banking. Qutstanding loans and
leases increased $1.2 billion in 2006 compared to 2005 due to organic
growth. Net charge-offs decreased $259 million compared to the prior year
as 2005 included a higher level of airline industry charge-offs.
Commercial - Foreign . )
The commercial - foreign portfolio is managed primarily in Business Lend-
ing and Capital Markets and Advisory Services, both within Global Corpo-
rate and Investment Banking. Outstanding loans and leases declined by
$649 million. at December 31, 2006 compared to December 31, 2005
driven by the sale of our Brazilian operations and Asia Commercial Bank-

Table 19 NBnperfo:;ming Commercial Assets Activity (U

to Foreign Portfolio discussion beginning on page 71.

ing business, partially offset by increases due to organic growth, princi-
pally in Western Europe. Nonperforming loans and criticized utilized
exposure, excluding bridge exposure, decreased $21 million and $215
miklion, respectively, primarily attributable to the sate of our Brazilian oper-
ations. Commercial—foreign net charge-offs were in a net recovery 'posi-
tion in both 2006.and 2005. The lower net recovery position in 2006 was .
driven by higher net charge-offs in Brazil as well’as lower recoveries 'in
Asia. For additional information on the commercial—foreign portfolio, refer
Nonperforming Commercial Assets Actlvity
Table 19 presents the additions and reductions to nonperforming assets
in the commercial portfolio during 2006 and 2005,

{Collars in millions} 2006 2005
Noriperformlng lotins and leases . . :
Balance, January 1 T $ 726 $1,475
Additions to nonperforming loans and leases: ) ' ]
New nonaccrual loans and leases Lo - -980 892
Advances . .o v . =32 - 37
Reductions in nonperforming loans and leases: :
Paydowns and payoffs {403) {686)
Sates {152) (108}
Returns to performing status (2 (80) . {152)
. Charge-offs 3) . (331) (669)
Transfers to foreclosed properties (3) (19)
Transfers to loans held-for-sale (12) (44}
Total net additions to (reductions in) nonperforming loans and leases 31 {749}
Total nonperforming loans and leases, December 31 (4 757 726 |
Foreclosed properties i
Balance, Janvary 1 f ! 33
Additions to foreclosed properties:
New foreclosed properties ' o .6 32
Reductions in foreclosed propemes . .
Sales . J (18) (24)
. Writedowns ' ‘ . " ®) {8
Charge-offs - 2
Total net reductions in foreclosed properties (21) {2)
Total foreclosed properties, December 31 10 31
Nonperforming commercial assets, December 31 (5) $ 767 $ 757
Nonperforming commercial loans and leases as a percentage of outstanding commercial loans and leases . . 0.31% 0.33%
Nonperforming commercial assets as a percentage of outstanding commercial ipans, leases and forecipsed properties co 0.32% 0.35%

U1} During 2005, nonperforming securities were reduced by $140 million primarily through exchanges resulting in a zero balance at December 31, 2005,
12) Commercial Ioans and leases may be restored 1o performing status when all principal and Interest is current and full repayment of the remaining contractual principal and interest i expected or when the loan otherwise

becomes welksecured and is in the process of collection.

) Certain koan and lease products, including business card, are not classified as nonperforming; thereforne, the charge-offs on these loans have a0 IMPact on nonperfoming actity.

H In 2006, $85 million in Interest Income was estimated to be contractually due on Jonperforming cormercial loans and leases ciassified as nonperformtng at December 31, 2006, including troubled debt restructured toans of
which $2 million were perforrning at Decernber 31, 2006 and not included in the tabie above, Appmxlmately $38 million of the estimated $85 million in contractual interest was recetvecl and included in Net Income for 2006,

1% Balances do nat include nenperforming loans held-for-sale includad in Other Assets of $50,million and $45 million at Oecember 31, 2006 gnd 2005, .

Industry Concentrations

Table 20 presents commercial committed credit exposure and the net
credit default protection portfolio by industry. Our commercial credit
exposure is diversified across a broad range of industries. Total commer-
cial credit exposure increased by $53.8 billion, or 10 percent, in 2008
compared to 2005. Banks increased by $5.9 billion, or 19 percent due to
increased actlwty in Capital Markets and Advisory Services within Gfobal
Corporate and Investment Banking, primarily In Australia and the United
Hingdom. Government and public education increased $5.9 billion, or 18
percent, due primarily to growth concentrated in U.S. state and local enti-
ties, including both government and public education, consistent with our
growth strategy for this'sector Healthcare eqi:ipm'er{t and 'services and
media increased $5.6 billion, or 22 percent,- -and $3.8 billion, or 25 per
cent, respectively, of which $2.3 billion and $2. 5 billion was attributable to

hridge and/or syndicated loan commitments, most of which are expected
to be diétributqd in the normal course of executing our “originate to
distribute” strategy. MBNA also contributed to growth in a number of
industries, including healthcare equipment and services, and individuals
and trusts.

Credit protection is purchased te cover the funded portion as well as
the unfundéd portion of certain credit exposure. To lessen the cost of
obtaining our desired credit protection levels, credit exposure may be
added within an industry, borrower or counterparty group by selling pro-
tection. Since December 31, 2005, our net credit default protection pur-
chased has been reduced by $6.4 billion reflecting cur view of the
undertying risk in our credit portfolio and our near term outlook on the
credit environment,
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i At December:31, 2006 and 2005, we had net notional credit default
protection purchased in our credit derivatives portfolio of $8.3 billion and
$14.7 biliion. - The net cost of credit default protection, including
mark-to-market .impacts, resulted in net losses of $241 million in-2006
compared to net gains of $49 million in 2005. Losses in 2006 primarily
reflected the impact of credit spreads tightening across most of our hedge
posmons The average . Value-at-Risk (VAR) for these' credit derivative

hedges was $54 million and $69 million for the twelve months ended
December 31, 2006 and 2005. The decrease in VAR was driven.by a
decrease in the average amount of credit protection outstanding during the
period. There is a diversification effect. between the credit derivative
hedges and the market-based trading portfolio such that their combined
average VAR was $57 million and $62 million for the twelve months ended
December 31, 2006 and 2005. Refer to the discussion on page 76 for a

’ PR I . et (a2 description of our VAR calculation for the market-based trading portfolio.
_Table 20 Commercml Credlt Exposure and Net Credlt Default Protection by Industry (0 Y.
’ o ‘December 31
- e o2t ’ ' o Total Commercial ’ Net Credit Default
! Foud ! ' ' Commerclal Utilized . ' Committed - "Protection @ -

{Doltars in millions) ’ 2006 2005 2006 2005 2006 2005
Real estate» . $ 49,208 $ 47,580' T $ 73493 ° $70.373 ’ $ (704) ${1,305}
Diversified financials 24,802 24,975 67,027 64,073 (121)° - (250)
Retailing 27226 - 25,189 44,064 41,967 (581) | {1,134)
Government and public education 22,495 19,041 39,254 33350 - (2% .. =
Capital goods * 16,804 15,337 37,337 33,004 {402) {741)
Banks ' 26,405- |, 21,755 36,735 ¢ 30,B11 - o (409) - ! {315)
Consumer services 15,108 17,481 32,651 29,495 - (433). (788)
Healthcare equipment and services 15,787 13,455 31,095 25,494 {249) " -~ {709)
Individuals and trusts 18,792 16,754 29,167 ~ 24,348 -3 ! {30}
Materials . 15882 18,754 28,693 28,803 - - {630) - {1,119)
Commercial services and supplies 15,204 13,038 23,512 21,152 {372) (472)
Food, beverage and tobacco 11,341 11,194 21081 = 20,590 {319) - (580)
Media ' . 8,659 6,701 - 19,056 15,250 (871) -~ (1,790)
Energy , 9,350 9,061 18,405 17,089 (236) - (589)
Utilities 4,951 5,507 17221 15,182 (362) (899)
Transportation . 11,451 11,297 17,189 16,980 (219) (323)
Insurance . ' , 6,573 4,745 . 14121 13,868 R {446) (1,493)
Religious and social organizations 7,840 7,426 10,507 10,022 - -
Consumer durables and apparel 4,820 5,142 9,117 9,318 (170) ne (475)
Technology hardware and equipment 3279 3,116 8,046 7471 (38) (402)
Telecommunication services 3,513 3,520 7,929 9,193 (1,104) . (1,205)
Pharmaceuticals and biotechnology 2,530 1,675 6,289 4,906 + (181) (470)
Software and services 2,757 2,573 6,206 5,708 (126) ~ (299)
Automobiles and components 1,529 1,602 5,098 5,878 (483) - {B679)
Food and staples retailing 2,153 2,258 4,222 4,241 (116) - (324)
Household and personal products 720 536 2,205 1,669 50 - . 75
Semiconductors and semiconductor equipment 802 536 1,364 1,119 .~ (18) (54)
Other 6,396 2,503 6,825 - 2,926 . 302@ 16774

Total $340,377 $310,751 $617,909 $(14,693)

$564,080 ~ $(2260)

1} December 31, 2005 industry batances have been reclassified to reflect the realignment of industry codes willizing Standard & Poor's industry classifications and mtemal industry managemen:.
24 Net notional credit default protection purchased is shown as negative amounts and the net notiona credit protection sold i$ shown as pasitive amounts. ! at
@ Industries are viewed from a varlety of perspecttves 10 best isolate the percelved risks. For purposes of this tatle, tha real estate mduslry is defined hased upon the borrowers' ar counlerpames pnmary busmess ammty using

operating cash flow and primary source of repayment as key factors.,

) Represents net credit default swaps index positions, including tranched index exposure which were peincipalty investment prade. Indices are comprised of corporate credit derivatives that trade as an aggregate mdex value.
Generally, they are grouped into portiolios based on specific rtings of credit quality or global geographic location. As of Decembér 31, 2006 and 2005, credit defautt swap index positions were solcl to reflect our view of the

credit markets. ,

Tables 21 and 22 ﬁrésent the maturity profiles’ and the credit
exposure debt ratings of the net credit default protection portfolio at
December 31, 2006 and 2005.

L] "

Table 21 Net Credit Default Protectlon by Ma.turlty
Proflle .

- T

i Decemﬁer 3i B

o L2006 » 2005
Less than or equal to one year . \ ?’9(: R %
Greater than one year and less than or. equa1 to five years ., 46 65
Greater than five years ) 47 35
Total = ' - N 100%  100%
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Table 22 Net Credit Defa,ult Protectlon by Credlt
Exposure Debt Rating (1

{Dollars in millions) December 31, 2006 December 31, 2003

Ratings - Net Notional Percent Net Notional Pergent
AMA - o . % (23 03% . 5. (22 0.2%
Mo T (237 29 (523) 36
A o ' {2,598) 318 {4,861) 331
BBB . . o (3968) 480 ¢ {8572 582
BB, t yim o (1341). 162 1,792y c122
B, . . . (334) , 40 -, 424y 298
CCC and below = ° " (50} 06 co(149) 7 10
NRm™ - - ¢ 291 (3.5) ~O1650 0 (11.2)

Total T - $(8260)  1000%  $(14,693) ' 100.0%

1) In order 1o mitigate' e cost of purchasing credit protection, credit exposure can be added by salling
credit protection, The distribution of debt rating for net notional credit default protection purchased is
shown as negative amounts and the net notitmal credit protection sold is shown as positive amournts.

@ |n aadition 1o urrated names, “NR” Includes $302 million and $1.7 billen In net credit defautt swaps
.index positions at December 31, 2006 and 2005. While index positions are principaity investment grade,
credit default swaps indices include names in and across each of the ra}l'ngs categories. ,
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Foreign Portfolio . - . . -
Our foreign credit and trading portfolio is SUbjECt to country risk: We define
country risk as the risk of los from unfavorable ecenomic and political
deveiopments, currency fluctuations, social instability and changes in
government policies. A risk management framework is in place to meas-
ure, menitor and manage foreign risk and exposures. Management over-
sight of country rlsk including cross-border nsk is provided by the Country
Risk Committee. - + - /

Table 23 presents total foreign exposure broken out by region at

December 31,.2006 and 2005. Total foreign exposure includes credit’

exposure net of local liabilities, securities, and other investments domi-
ciled in countries other than the United States. Credit card exposure is
reported on a funded basis. Total foreign exposure can be adjusted for

externally guaranteed outstandings and certain collateral types. Out-’
standings which are assigned external guarantees are reported under the -

country of the guarantor Outstandlngs with tanglble collateral are reflected

in the country where the collatéral is held. For securities 'received, other ’

than cross—border resale agreements, outstandings are assigned to the
domicile of the issuer of the securities. In regutatory reports under Federal
Financial Insututlons Examination Council (FFIEC) guidelines, cross-border
resa!e agreements are presented based on the demicile of the issuer of
the securities that are held as collateral. However, for the purpose of the
following tables; resale agreements are generally presented based on the
domicile of the counterparty hecause the counterparty has the legal obliga-
tion for repaymént. :

Table 23 Reglonal Forelgn Exposure 1.2)

i . S ‘ ’ December 31

(Dallars in millions) v 2006 2005
Europe $ 85279 $55,068 °
Asia Pazific @ . 27,403 .+, 13,938
Latin Arnerica (4) ’ ’ - 8,998 10,551
Middle Zast 311 © 616
Africa 317 86
Qther {5} 7,131 4,550

Total $129,939

) Generally. crossborder resale agreements are presented based on the domicile of the counterpary

because the counterparty has the legal obligation for repayment except where the underlying securities |
are U.S. Treasuries, In which case the. domicile s the U.S., and are therefore excluded from this |

presetation. For regulatory reporting under FFIEC guidelines, cross-border resale agreements are
preseated based on the domicile of the Issuer of the securities that are held as cotlateral.

A Derivzrtive assets are reported on a mark-to-market basis and have been reduced by the amount of cash
* cotlataral applied of $4.3 billion anc $7.4 billian at December 31, 2006 and 2005, )

@ incluces Australia and New Zealand. Goowrr oo e

#) Incluces Bermuda and Cayman Islands.

15) Other inchudes Canada and supranational entities.

L
- )

.

Table 24 Total Cross-border Exposure Exceeding One Percent of Total AsSets 4Ry -

-}

vy

$84,809

Qur total foreign. exposure was $129.9 billion at December 31,
2008, an increase of $45.1 billion from December 31, 2005: The growth
in our foreign exposure- during 2006 was concentrated.in Europe, which
accounted for $85.3 billion, or 66 percent, of total foreign exposure. The
European exposure was mostly in Western Europe and was distributed
across a variety of industries.with the largest concentration-in the private
sector which accounted for approximately 67 percent of the total exposure
in Europe. The growth in Western Europe was due to the organic growth of
$20.1 billion primarity ‘driven by our Gilobal Corporate and Investment

Banking business, as well as the $10.0 bilion addition of MBNA
exposures in the United Kingdom, Ireland and Spain. -

Asia Pacific was our second largest foreign exposure at $27 4 bllllon.
or 21 percent, of total foreign exposure at December 31, 2008. The
growth in Asia Pacific was driven by higher securities trading exposure
primarily in Japan, Scuth Korea and Australia. Loans and Leases, loan
commitments, and: other financing in Australia also contributed to the
incréase in Asia Pacific. N

Latin Amenca _accounted for $9.0 billion, or seven percent of total

- foreign exposure at December 31, 2006, a decline of $1.6 bllllon or 15
percent, from December 31, 2005. The decline in exposure in‘Latin Amer-
ica was primarily due to the sale of our Brazilian operations, partially offset
by the equity in Banco ltau received in exchange for the sale, and a
decline in local country exposure in Chile. These decreases were partially
offset by an increase in cross-border exposure in Mexico.

For more mformatlon on our Asia Paciftc and Latin Amerlca exposure
see discussion on foreign exposure to setected countrles defined as
emerging markets on page 72.

*As presented in Table 24, at December .31, 2006 and 2005, the
United Kingdom ‘had"iotal ‘crosshorder exposure of $17.3 billion and
$21.2 billion, representing 1.18 percent and 1.64 percent of Total Assets.
At December 31, 2006 and, 2005, the United Kingdom was the only cour-
try whose totai cross-border outstandings exceeded one percent of our
total assets. At December 31, 2006, the' largest concentration of the
cross-border exposure to the'United Kingdom was in the banking sector. At
December 31, 2006 and 2005, Germany was thg'only c'ou,n'tr'y whose total
cross-border outstandings of $12.6 billion and $10.0 billion were between
0.75 percent and one percent of total assets.

LES

-t '

Exposure as a

Vo= . .+ Percentage

. . - L. Cross-border of Total-

{Dotars in rillions) - N v December 31 - Public Sector " Banks  Private Sector ~ °© Exposure Assets
United Kingdom ' . o e 2006" " $53 §9172 $ 8,059 '$17,284 118%
LT e o " 2005 298 7.272'. < 13,616 21,186 ' 1.64

L ., W s 2004 , o T4 1585 , - 8481; 10,140 - ; 081

11t Exposure includes cross-border claims by our foreign offices as follows: foans, accrued interest recebvable, acceptances, time deposits: placed. trading account assets, securles, derivative assets, other interest-eaming
investments and other monetary assets. Amounts alsu Include unused commitments. SBLCs commertial letters of credlt and formal guarantees Sector der nmons are based on tha FAEC instructions for preparlng the

Country Exposure Report.

(% Derfvative assets are reparted on a mark-to-market basis and have been reduced by the amount of cash col!aleral applied of $1.2 billien, $1.8 billian, and s1 8 billion at December 31, 2006, 2005, and 2004, respectively. ,,
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. As presented in Table 25, foreign exposure to borrowers or counter-
parties in- emerging .markets increased $3.0 billion to $20.9 billion' at
December 31, 2006, compared to $17.9 billion at December 31, 2005:

rities trading exposures in Asia Pacific. Foreign exposure to borrowers or
counterparties in emerging markets represented 16 percent.and 21. per-

cent of total foreign exposure at December 31, 2006 and 2005.
The increase was pnmarlry due to higher sovereign and corporate secu- [ s ’

Table 25 Selected Emerging Markets () . . o

Local Increase/
Loans and Tatal Country Total Forelgn (Decrease)
Leases. . Securities/ Cross- Exposure, . Exposure : From
and Loan Other Derivative Qther border Net of Local December 31 December 31
{Doltars In miltions) < Commitments Financing (2 Assets (3) Investments (4 Exposure 151 Liabilities 18 ! 2006 - 2005
Region/Country ' ' o : - ! .
Asla Paclfic ' b EE .
China \ $ 236 $ 48 $ 88  §3193 $ 3.565 $ 49 $ 3614 $ 210
South Korea . 254 546 84 2493 3,377 .-, - 33717 2,222
India ) ) o 560 ' 423 313 739 2,035 . £ 2,035 444
Singapore e 228 9 116 ¢t 529 872 - 872 - 402
Hong Kong .+ 345 6, 56 427 864 L= 864. 305
Taiwan ' 305 52 . 52 : 40 449 293 . 742 (176)
Other Asla Pacific ) 77 22 10 482 591 = 591 (4)
Total Asia Paclfic ' 2003 1138 7197 7.895 11,753 342 . 12,095 3,403
Latin America _ . T - A ) S ’ .
Mexico o ’ 924 ' 195 204 ) 2,608 3931 ' - 7 3em 607
Brazil N : ' 153 ’ 84 26 ’ 1.986 ' 2,249 v 402 - © 2651 -7 (820)
Chite 221 13 - . 9 + 243 ©+ 83, 326 . (654)
Argentina . ] . ., 32 ) 17 - . 76 125 127 252 - 58
" Other Latin America . 108 131 10 18 267 15 T ‘282 {77
Total Latin America ' , 1,438 440 240 © 4897 6,815 627 7,442 (886)
Middle East and Africa 484 261 140 231 1,116 - 1116 414
Central and Eastern Europe . . - 68 21 126 ¢ 215 S e D0 . 215  a 73
Total $3,925 $1905  $1120 . $12,949 $19,899 $969 $20,868 $3,004

(1} There is no generally accepted definition of emerging markets. The definition that we use includes all countries in Latin Amerlca excluding Cayman Islands and Benmuda; all countries in Asia Pacific excluding Japan, Austratia

and New Zealand; all countries in Middle East and Africa; and all countries in Central and Eastern Europe excluding Greece.

12 Includes acceptances, standby letters of credit, commential letters of credit and formal guarantees.

131 Derivative Assets are reported on @ mark-{omarket basis and have been reduced by the amount of cash coltateral applied of $3 million and $80 million at December 31, 2006 and 2005, There are less than $1 million of
other marketabte securities collateralizing dertvative assets as of December 31, 2006. Derivative Assets were collateralized by $4 miltion of other marketable securities at December 31, 2005.

51 Generally, cross-borcer resale Bgreements are presented based on the domicile of the counterparty because the counterparty has the legal obligation for repayment except where the underlying securities are U.S. Treasuries!
in which case the domicile is 1he U.8., and are therefore excluded from this presentation. For regulatory reporting under FRIEC guidelines, cruss—border resale agreements are presented based on me domicile of the issuer of

the securities that are held as collateral.

5} Cross-border exposure inchudes amounts payable {0 us by bormwers ar ooumerpanies with a country of resodence other than the one in which the credit Is booked, regardless of the currency in whith the claim is denominated,

conslstent with FFIEC reporting rules.

18} Local country exposure includes amounts payable ta us by borrowers with a country of residence in which the credn is booked, regardless uf the currency in which the claim is denominated. Local furding or liabilities are
- subtracted from local exposures as allowed by the FFEC. Total amount of avaitable loca! Habilities funding local couniry exposure at December 31, 2006 was $20.7 bilien compared to $24.2 biflion at December 31, 2005.
Local liabilities at Decembes 31, 20086 in Asia Pacific and Latln America wera $14.1, billion and $6.6 bilkon of which $6.6 billion were in Singapore, $3.6 billlon in Hong Kong, $2.5 biltion in Chile, $1.9 billlon in Argentina, $1.4
billion In Mexico. $1.2 billion in South Korea, $329 million in tndia, $784 million in Uruguay, and $669 million in China. There were no other countries with available local liabilities funding locat country expasure gregter than

$500 million.

At December 31, 2006, 58 percent of the emerging markets
exposure was in Asia Pacific, compared to 49 percent at December 31,
2005. Asia Pacific emerging markets exposure increased by $3.4 billion.
Growth was driven by higher cross-border sovereign and corporate secuy-
rities trading exposure, primarily in South Korea, india and Singapore, as
we!l as higher other financing exposure in‘India, Our exposure in China
was primarily related to our investment in CCB at both December 31,
12006 and 2005.

In December 2006 the Corporation completed the sale of its Asia
Commercial Banking.business to CCB. Our corporate banking and whole-
sale franchises are not impacted by this sale.

At December 31, 2006, 36 percent of the emerging markets
exposure was in Latin America compared to 47 percent at December 31,
2005. Lower exposures in Brazil and Chile were partially offset by an
increase in Mexico. The dectine in Brazil' was related to the sale of our
Brazilian operations in September 2006 in exchange principally for equity
in Banco ltad. As of December 31, 2006, our investment in Banco itati
accounted for $1.9 billion of exposure in Brazil. The decline in Chile was
due 1o higher local liabilities which reduced our ocal exposure.

In August 2006, we announced a definitive agreement to sell our
operations in Chile and Uruguay for equity in Banco Itai. These trans-
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actions are expected to close in early 2007. Subsequent to thé sale of our

~ Brazilian operations and the closing of the Chile and Uruguay transactions,
the Corporation will hold approximately seven percent of the equity of
Banco Itad through voting and non-voting shares.

The increased exposures in Mexico were attributable to higher cross-
border corpc;rate securities trading exposure. Our 24.9 percent investment
in Santander accounted for $2.3 billion and $2.1 billion of exposure in
Mexico at December 31, 2006 and 2005.

In December 2005, we announced a definitive agreement with a
consortium led by Johannesburg-based Standard Bank Group Limited for
the sale of our assets and the assumption of our liabilities in Argentina.
This transaction is expected to close In early 2007.

Provision for Credit Losses
The Provision for Credit Losses was $5.0 billion, a $996 million, or 25
percent, increase over 2005,

The censumer portion of the Provision for Credit Losses increased
$367 million to $4.8 billion compared to 2005. This increase was primar-
ily driven by the addition of MBNA, partially offset by lower bankruptcy-
related costs on the domestic consumer credit card portfolio. On the
domestic consumer credit card portfolio, lower bankruptcy charge-offs




rasulting from bankruptcy reform and the absence of the $210 miltion
provision recorded in 2005 to establish reserves for changes in credit card
rnfnimum payment requirements were partially offset by portfolio season-
ing. Consumer provision expense increased throughout.the year as most
products trended toward more nommalized credit cost levels due to portfo-
lio seasoning and an upward trend in bankruptcy-related charge-offs from

the unusually low levels experienced post bankrupicy reform. Credit costs

in Europe increased throughout the year due to seasoning of the credit
card portfolio and higher personal insolvencies in the United Kingdom. For
discussions of the impact of SOP 03-3, see Consumer Portfolio Credit Risk
Management beginning on page 63.

The commercial portion of the Provision for Credit Losses for 2006

was $243 million compared to negative $370 million in 2005. The
increase was driven by the absence in 2006 in Giobal Corporate and
Investment Banking of benefits from the release of reserves in 2005
related to an improved risk profile in Latin America and reduced
uncertainties associated with the FleetBoston credit integration. Also con-
tributing to the increase were both the addition of MBNA and seasoning of
‘the business card and small business portfolios in Glebal Consumer and
Small Business Banking, as well as lower recoveries in 2006 in Global
Corporate and Investment Banking. Partially offsetting these increases
were reductions in Global Corporate and Investment Banking commercial
reserves in 2006 as a stable economic environment throughout 2006
drove sustained favorable commercial credit market conditions.

The Provision for Credit Losses related to unfunded lending commit-
ments was $9 million in 2006 compared to negative $7 million in 2005.

Allowance for Credit Losses

Allowance for Loan and Lease Losses
The Allowance for Loan and Lease Losses is allocated based on two
components. We evaluate the adequacy of the Allowance for Loan and

Lease Losses based on the combined totaf of these two components.

' '_The first component of the Allowance for Loan and Lease Losses
covers those commercial loans that are either nonperforming or impaired.
An allowance is allocated when the discounted cash flows (or collateral
value or observable market price} are lower than the carrying value of that

loan. For purposes of computing the specific loss component of the allow- .

ance, larger impaired loans are evaluated individually and smaller impaired
loans are evaluated as a poo! using historical loss experience for the
respective product type and risk rating of the loans.

The second component of the Allowance for Loan and Lease Losses
covers performing commercial loans and leases, and consumer loans. The
allowance for commercial loan and [ease losses is established by product
type after analyzing historical loss experience by internal risk rating, cur-
rent economic conditions, industry performance trends, geographic or obli-
gor concentrations within each portfolio segment, and any other pertinent
information. The commercial historical loss experience is updated quar-
terly to incorporate the most recent data reflective of the current economic
environment. As of December 31, 2006, quarterly updating of historical
loss experience did not have a material impact on the Allowance for Loan
and Lease Losses. The allowance for consumer and certain homogeneous
commercial loan and lease products is based on aggregated portfolio
segment evaluations, generally by product type. Loss forecast models are
utilized that consider a variety of factors including, but not limited to, his-
torical loss experience, estimated defaults or foreclosures based on
portfolio trends, delinquencies, ecenomic trends and credit scores. These
loss forecast models are updated on a quarterly basis in order to
incorporate information reflective of the current economic environment. As

of ‘December 31, 2006; quarterly updating of the loss forecast models
increased the Allowance for Loan and Lease Losses due to portfolio sea-
soning and the trend toward more normalized loss levels. Included within
this second component of the Allowance for Loan and Lease-Losses and
determined separately from the procedures outlingd above are reserves
which are maintained to cover uncertainties that affect our estimate of

probable losses including the imprecision inherent in the forecasting
methodologies, as well as domestic and global economic uncertainty,
large single name defaults and event rigsk~ During 2008, commermal
reserves were released as a stable economic environment throughout
2006 drove sustained favorable commercial credit market conditions.

We monitor differences between estimated and actual incurred loan
and lease losses. This monitoring process includes pericdic assessments
by senior management of loan and lease portfolios and the models used
to estimate incurred losses in those portfolios. o

Additions to the Allowance for Loan and Lease Losses are made by
charges to the Provision for Credit Losses. Credit exposures deemed to be
uncollectible are charged against the Allowance for Loan and Lease Loss-
es. Recoveries of previously charged off amounts are credited to the
Allowance for Loan and Lease Losses.

The Allowance for Loan and Lease Losses for,the consumer portfoho
as presented in Table 27 was $5.6 billion at December 31, 2006, an
increase of $1.0 billion from December 31, 2005. This mcrease was
primarily attributable to the addition of MBNA.

The allowance for commercial loan and lease losses was $3. 5 billion
at December 31, 2008, a $74 million decrease from December 31, 2005.
Commercial - foreign allowance levels decreased due to the sale of our
Brazilian operations. The increase in commercial — domestic allowance
levels was primarlly attributable to the addition of MBNA partially offset by
the above mentioned reductions in commercial reserves in- 2006.

Within the individual consumer and commercial product categones
credit card - domestic allowance levels include reductions throughout
2006 from new secuntrzallons and reductions as reserves established in
2005 for changes in mlmmum payment requurements were utilized to
absorb -associated net charge-offs. -Direct/indirect consumer allowance
levels increased as the Corporation discontinued new sales of rece:vables
into the Card Services unsecured Iendlng securitization trusts. Commercial
- domestic allowance 1eve1s also mccreased as reserves were estabhshed
for new advances on business card accounts for which prewous loan
balances were sold to the securitization trusts.

L I PR et ‘

Reserve for Unfunded Lendmg Commitments

In addition to the Atiowance for Loan-and.Lease Losses, we also estimate
probable losses related to unfunded lending commitmehts, such as letters
of credit and financial guarantees, and bmdmg unfunded_loan commit-
ments. Unfunded Iendmg commitments are suh;ect to mdwndual rewews
and are analyzed and segregated. by risk according to our internal risk rat-
ing scale. These risk classifications, in conjunction with an analysis of
historical loss experience, utilization assurﬁ'ptio‘ns, current écqnomic con-
ditions and performance trends within specific portfolio segments, and any
other pertinent information result in the estimation of the-reserve for
unfunded leriding bomr’nitments The reserve for unfunded lending
commitments is included |n Accrued Expenses and Other Liabilities on the
Consolidated Balance Sheet.

We monitor differences between estimated and actua! incurred credit
losses upon draws of the commitments. This monitoring process includes
periodic’ assessments by senior management of credit portfolios and the
models used to estimate incurred losses in those portfolios.

Bank of America2006 T3




‘ Changes to the reserve for unfunded lending commitments are made commitments at December. 31, 2006 was $337 million, relatively flat with
through the Provision for Credit Losses. The reserve for unfunded lending December 31; 2005. :

Table 26 presents a rollforward of the allowance for credit losses for 2006 and 2005.

Table 26 Allowance foe Credit Losses

{Dollars i miflions) ‘ . ‘ ; 2006 2005
Allowance fof loan and lease losses, Januaty 1 ) : $ 8045 3 8626
‘ MBNA balance, January 1, 2006 -~ ) ’ 577 -
‘ Loans and leases charged off . - F o
Residential mortgage \ . . C (74) (58}
Credit card - domestic . : o ) . (3,546) {4,018)
Credit card — foreign ‘ ' ' ’ (202) -
Home equity lines o " - ' . : {67) (46)
Direct/Indirect consumer . « ' (748) (380)
Qther consumer . . . . . {436) {376)
Total consumer. Lo . . i , ’ (5,163) (4,878)
Commercial - domestic , : . . . o, (59T {535)
Commercial real estate . . ) {7 (S)
Commenrcial lease financing ‘ ' . a (28} (315)
Commercial — foreign ) i : - : (86) (61)
Total commercial ’ : ' (718)” {9186)
i Total foans and eases charged off . Co N . {5,881) (5,794)
Recoveries of loans and leases previously charged off' T ‘ L
Residential morigage . R . . 35 31
| Credit card - domestic . . 452 366
| Credit card - foreign . , L. 67 .
Home equity lines ‘ . , . ) ) 18 15
Direct/Indirect consumer 0 \ 224 132
Other consumer . L, . ) 133 101
Total consumer ' . : .t . 927 645
Commerciat - domestic v . L ‘ 261 365
Commercial real estate . ) : . ) " , 4 . 5
Commercial lease financing .. . .. i , . 56 84
Commercial - foreign ‘ oo ) T : 94 133
Total commercial ' ' , 415 - 587
Total recoveries of loans and (eases prevrously charged off R ' - ' 1342 1,232
Netchargeofis . j T (4,539) {4,562
Provision for loan and lease losses . . ' 5,001 4,021
Other = : {68) {40}
Allowance for loan and lease losses, December 31 : ot 9,016 " 8045
Reserve for unfunded lending commitments, January 1 ) 395 402
Provision for unfunded lending commltments : : ' 9 M
Other ' . (M
Reserve for unfunded lending commltments, December 31 397 395
, Total ~ - ) .o o $ 9413  § 844D
Loans and leases outstanding at December 31 ’ ! . : $706,490 $573,791
Allowance for loan and lease losses as a percentage of loans and leases outstanding at .
December 3 . N ) 1.28% 1.40%
Consumer allowance for loan and léase osses as a percentage of consumer Ioans and ) ' '
leases outstanding at December 31 119 1.27
Commercial allowance for loan and lease losses as a percentage of commercial loans and . ’
leases outstanding at December 31 A 144 1.62
Average loans and eases outstandrng during the year $652,417 $537,218
Net charge-offs as a percentage ‘of average loans and leases outstandmg dunng the year (%) ‘ 0.70% 0.85%
Allowance for foan and lease losses a5 a percemage of total nonperforming loans and leases at .
December 31 : i . . ‘505 532
Ratio of the allowance for loan and lease losses at December 31 to net charge-offs (1) ] 199 1.76

1% For 2006, the impact of SOP 033 decreased net charga-offs by $288 million. Excluding the impact of SOP 033, net charge-offs as a percentage of average (oans and leases outstanding for 2006 was 0.74 percent, and the
ratio of the Allowance for Loan and Lease Losses to net charge-cffs was 1.87 at December 31, 2006,
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For reporting purposes, we allocate the allowance for credit losses across products. However, the allowance is available to absorb any credit losses

without restriction. Table 27 presents our allocation by product type.

P

4"
T

Table 27 Allocation of the Allowance for Credlt Losses by Product Type o
) ) December 31
s 2006 2005

(Dolevsin millons) ’ Amount Percent Amount Percent
Allowance for loan and lease losses . ’ . o ) , '
Residential' mortgage : $ 248 2.8% $ 277 3.4%
Credit card -~ domestic : T BTN : 3,176 v 352 3,301 41.0
Credit card - foreign ‘ 336 a7 - -
Home equity lines 133 15 . 136 17
Direct/Indirect consumer ' 1,200 133 ) 421 5.2
Other consumer 467 - 52 . 380 4.8

* Total consumer . i 5560 617 4515 56.1
Commercial — domestic d : : 2,162 24.0 2,100 ' 26.1
Commercial real estate’ " : 588 6.5 609 7.6
Commercial lease financing . - : 217 . . 24 232 2.9
Commerciat — foreign , . 489 54 589 7.3

Total commercial 11 _ 3,456 383 3,530 . 439
Allowance for loan and lease losses 9,016 1000% 8,045 100.0%
Reserve for unfunded lending commitments X 397 . 395
Total, .. . $9.413 $8,440

111 includes allowance for loan and fease losses of commercial impaired toans of $43 million and 555 millicn a1 December 31, 2006 and 2005
Market Risk Management Foreign Exchange Risk

Market risk is the risk that values of assets and I:abumes or revenues will
be adversely affected by changes in market conditions such. as market
movements. This risk is inherent in the financial instruments.associated
with our operations and/or activities including loans, deposits, securities,
short-term  borrowings, longterm debt, trading account assets and
liabilities, and derivatives. Market-sensitive assets and liabilities are gen-
erated through loans and deposits associated with our traditional banking
business, customer and proprietary trading operations, ALM process,
creditrisk mitigation activities and mortgage banking activities. |

. Our traditional banking loan and deposit products are nontrading
positions and are reported at amortized cost for assets or the amount
owed for liabilities (historical cost). The accounting rules require.a histor-
ical cost view of traditional banking assets and liabilities. However, these

positions are still subject to changes in economic valug based on varying* -

market conditions, primarily changes in the levels of interest rates. The
risk of adverse changes in the economic value of our nontrading p05|t|ons
is managed through our ALM activities.

Trading positions are reported at estimated market value with
changes reflected in income. Trading positions are subject to various risk
factors, which include exposures to interest rates and foreign exchange
rates, as well as equity, mortgage, commodity and issuer risk factors. We
seek to mitigate these risk exposures by using technigques that encom-
pass a variety of financial instruments in both the cash and derivatives
markets, The followmg discusses the key risk components along with
respective risk mitigation technlques

Interest Rate Risk :

Interest rate risk represents exposures to lnstruments ‘whose values vary
with the level or volatility of interest rates. These instruments include, but
are not limited to, loans, debt securities, certain trading—relét_ed assets
and liabilities, deposits, boriowings and derivative instruments. Hedging
instruments used to mitigate these risks include related derivatives such
as options, futures, forwards and swaps.

Foreign exchange risk represents exposures to changes in the values of
current holdings and future cash flows denominated in cother currencies.
The types of instruments exposed to this risk-include. investments in for-
eign subsidiaries, foreign currency-denominated loans, foreign currency-
denominated securities, future cash flows in foreign curencies arising
from foreign exchange transactions, foreigncurrency denominated debt
and various foreign exchange derivative instruments whose values fiuc-

" tuate with changes in the level or volatility of éurrency exchange rates or

foreign irterest, rates. Hedging instruments used to mitigate this -risk
include foreign exchange options, currency swaps, futures, forwards and
deposits, o -

Mortgage Risk

Mortgage risk represents exposures to changes in the value of morigage-
related instruments, The values of these instruments are sensitive to
prepayment rates, morigage rates, default, other interest rates and inter-
est rate volatility. Qur exposure to these instruments takes several forms.
First, we trade and engage in market-making activities in a variety of mort-
gage securities including whole loans, pass-through certificates, commer
cial mortgages, and collateralized mortgage 'obligations. Second, we
originate a variety of mortgage-backed securities which involves the accu- i
mulation of mortgage-related foans in anticipation of eventual securitiza-
tion. Third, we may hold positions in mortgage securities and residential
mortgage loans as part of the ALM portfolio. Fourth, we create MSRs as
part of our mortgage activities. See Notes 1 and 8 of the Consolidated
Financial Statements for additional information on MSRs. Hedging instru-
ments used to mitigate this risk include options, futures, forwards, swaps,
swaptions and securities, -
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Equity Market Risk : ;
Equity market risk represents exposures to securities that represent an
ownership interest in a corporation in the form of domestic and foreign
common stock or other equitylinked instruments. Instruments that would, -
lead to this exposure include, but are not limited to, the following: com-
mon stock, exchange traded funds, American Depositary Receipts (ADRs),
convertible bonds, listed equity options (puts and calls), overthecounter
equity options, equity total return swaps, equity index futures and other
equity derivative products. Hedging instruments used to mitigate this risk
include options, futures, swaps, convertible bonds anq cash positions.

Commodity Risk

Commaodity risk represents exposu_res to instruments traded in the petro-
leum, natural gas, power, and metals markets. These instruments consist
primarily of futures, forwards, swaps and options. Hedging instruments
used to mitigate this risk include options, futures and swaps in the same
or similar corn[nodity product, as well as cash positions.

Issuer Credit Risk

Issuer credit risk represerits e)'(posures to changes in the creditworthiness
of individual issuers or groups of issuers. Our portfolio is exposed to
issuer credit risk where the value of an asset may be adversely impacted
by changes in the levels of credit spreads, by credit migration, or by
defaults. Hedging instruments used to mitigate this risk include bonds,
credit default swaps and other credit ﬁxed income-instruments. .~ " i
! Trading Risk Management ‘ -

. Trading-related revendes 'represent the amount eamed from trading posi-
tions which are taken in a diverse -range of financial instruments and
markets. Trading account asséts and fiabilities and derivative positions
are'reported at fair value. For' more information on fair value, see Complex
Accounting Estimates beginning on page 81. Trading *Account Profits
represent the net armount eamed from our trading -positions ‘and, as
reported In the Consolidated-Statément of Income, do not include the Net
Interest income ‘fecognized on trading positions, ‘or the related furiding
charge or benefit. Trading Account Profits can be volatile and aré largely
-driven by general market conditions and customer demand. Trading

. v

Histogram of Dally Trading-reisied Revenus e,
Twalve Monthia Ended December 31, 2006

' - . .
' ok

et

Account Profits are-dependent.on the volume and type of transactions, the
tevel of risk_assumed, and the volatility of .price and rate movements at
any given time within the everchanging market environment.

. The.histogram of-daily revenue.or loss below is a graphic depiction of
trading volatility and illustrates the daily level of trading-related revenue for
2006. Trading-related revenue encompasses proprietary trading and
customerrelated activities. During 20086, positive trading-related revenue
was recorded for 96 percent of the trading days. Furtfiermore, there were
no trading days with losses greater than $10 million and the Iargest Ioss
was $10 million. This can be compared to 2005, where positive trading-
related revenue was recorded for 86 percent of the trading days and only
four percent of the total trading days had losses greater than $10 miilio’n
and the largest loss was $55 million. %

To evaluate risk in our trading activities, we focus on the actual and
potential volatility of individual positions as well as portfolios. At a portfolio
and corporate level, we use VAR modeling and stress testing. VAR is a key
statistic used to measure market risk. In order to manage day-to-day risks,
VAR is subject to trading fimits both for our overall traﬂing por'tfoli'o and
within individual businesses. Senlor management reviews and evaluates
the results of these limit excesses. - .

A VAR model simulates the value of a portfolio urider a range of hypo-
thetical scenarios in order to generate a distribution of potential-gains and
losses. The VAR represents the worst loss the portfolio’ is expected to
experience with a given level of confidence. VAR depends on the volatility
of the positions.in the portfolio and on how strongly their risks are corre-
lated. Within' any VAR model! there are significant and numefous assump-
tions that wilt- differ from company to company. Our VAR modél ‘uses a
historical simulation approach based on three years of historical data and
assumés’a 99 ‘percent confidence level, Statistically, this ‘méang that
losses will"exceed VAR, on average, one out of 100 trading days, or two'to
three limes each year. Actual losses “did nof exceéd VAR in 2006 -and
axceeded VAR twice in 2005, * T IR

The assumptions and data underlying our VAR model are updated on
a regular basis. ‘In addition, the predictive acclracy of the 'model is
periodically tested by comparing actual Iosses for individual businesses
with the losses predicted by the VAR odel. Senior management revrews
and evaluates the results of these tests. - ° '

. 3 .
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. 'The following graph shows daily trading-related revenue and VAR for 2006.
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Table 28 presents average, high and low daily VAR for the ;wel_vle months ended December 31, 2006 and 2005'.,' . L
o ". P i L " o SET., . L1 - . -
Table 28 Trading Activities Market Risk, . o oL
* . PO . . ' . . “ PR [ ! L v
! i I - .« = - Twelve Months Ended December 31 1 . 3
. < . , N 2006 2005 s
. ] Wb . . L , VAR . . T VAR .
[Do‘llars irymitions) . ., o Y. " Average . Hight'  Low( . . Average’ ngh o) Low (1
Foreign exchange . . ' ) ' ' $ 82 $228 . .$31 $ 56 8121 . §26
Interes: rate ' ‘ ' 185 50.0 73 Y % A ‘5812 - 10.8
Credit® ) : TV Vo 28 -V 387 =~ 134 22.7 334 ©.14.4
Realestate/mortgage -, .y - -, i, 84 127 47, 114 Lo 207 , -65
Equities B . 188 396 .99 181 351, 9.6
Commcdities * - 61 ' 99 34 66 ' 106 3.5
Portfoliu diversification a « L L (455) e S (47.3) _ el
Total market-based trading portfolio (2 ’ o $413 $59.8 $26.0 © %418 - 2" $87.0 ¢ §26.8
1) The high and low for the total portfolio may not equal the sum of the individual components as the highs or lows of the individual portfolios may have occurted on different trading days. ' : R
) See c)mmercial Portfotio Credit Risk Management on page &6 for a dgscussnon of the VAR relateq ta the credit derivatives that econormically hedga 1h_e loan portfolm . K e . . '_
ol ? . r [
Stre 88 Testlng e ) . e nesses. These stress tests evaluate the potential adverse impact of Iarge

Because the very nature of a VAR model suggests results can exceed our
estimates, we also “stress test” our portfolio. Stress testmg estimates
the value change in our trading portfolio that may result from abnormal
market movements. Various types of stress tests are run regularly against
the overalt trading portfolio and individual businesses. Historical scenarios
simulate the impact of price changes which occurred during a set of
extended h|stor|cal market ‘events. The results of these scenarios are
reportecl daily to senior management. During 2008, the largest losses
among these scenarios ranged from $7 million to $591 million. Hypo-
thetical sceqarios evaluate the potential impact of extreme but plausible
events. These scenarios are developed to address perceived vulner-
abilities in the market and in our portfolios, and are pericdically updated.
Senior management reviews and evaluates results of these scenarios
rhonthly. During 2006, the largest losses among these scenarios ranged
from $441 million to $734 million. Worstcase losses, which represent the
most extreme losses in our daily VAR calculation, are reported daily.
Finally, desklevel stress tests are performed daily for individual busi-

v

moves in the market risk facters to which those businesses are most
sensitive. -

- Interest Rate Risk Management for Nontrading

Activities
Interest rate risk represents the most significant market risk eiposure to
our nontrading exposures. Our overall goal is to manage interest Tate risk
so that movements in interest rates do not adversely affect core net inter-
est income - managed basis. Interest rate risk is measured as the poten-
tial volatility in our core net interest income - managed basis caused by
changes in market interest rates. Client facing activities, primarily lending
and deposit-taking, create interest rate sensitive positions on our balance
sheet. Interest rate risk from these activities, as well as the.impact of
changing market conditions, is managed through our ALM activities.
Simulations are used to estimate the impact on core net interest
income - managed basis using numerous interest rate scenarios, balance
sheet trends and strategies. These simulations evaluate how the above
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mentioned scenarios impact core net interest income — managed basis on
shortterm financial instruments, debt securities, loans, deposits, borrow-
ings and derivative instruments. In addition, these simulations incorporate
assumptions about balance sheet dynamics such as loan and deposit
growth and pricing, changes in funding mix, and asset and liability repnc—
ing and maturity characteristics.

The Balance Sheet Management group analyzes core net interest
income — managed basis forecasts utilizing different rate scenarlos, with
the base case utilizing forward interest rates. The Balance Sheet
Management group frequently updates the core net interest income -
managed basis forecast for changing assumptions and differing outlooks
based on economic trends and market conditions. Thus, we continually

Table 29 Forward Rates

Spot rates
12-month forward average rates

monitor our balance sheet position in an effort te maintain an acceptable
level of exposure to interest rate changes.

We prepare forwardHooking forecasts of core net interest income —
managed basis. These baseline forecasts take into consideration
expected future business growth, ALM positioning, and the direction of
interest rate movements as implied ‘by forward interest rates. We then
measure and evaluate the impact that alternative interest rate scenarios
have to these baseline forecasts in order to assess interest rate sensi-
tivity under varied conditions. The spot and 12-month forward menthly
average rates used in our respective baseline forecasts at December 31,
2006 and 2005 were as follows:

December 31
2006 2005
Federal Ter-Year Federal TenYear
Funds Swap Funds Swap
5.25% 5.18% 4.25% 4,94%
4.85 519 4.75 4.97

The following table reflects the pre-tax dollar impact to forecasted
core net interest income - managed basis over the next twelve months
from December 31, 2006 and 2005, resulting from a 100 bp gradual
parallel increase, a 100 bp gradual parallel decrease, a 100 bp gradual
curve flattening (increase in shortterm rates or decrease in long-term
rates) and a 100 bp gradual curve steepening (decrease in short-term
rates or increase in longterm rates) from the forward market curve. For
further discussion of core net interest incomeé — managed basis see
page 43.
~ The following sensitivity analysis assumes that we take no action in
response to thege rate shifts over the indicated years. The estimated
exposure is reported on a managed basis and reflects impacts that may
be realized primarily in Net Interest Income and Card Income. This sensi-
tivity analysis excludes any |mpact that could occur in thé valuation of
retained Interests in the Corporatlon s securitizations due to changes in

interest rate levels, See Note 9 of the Consolidated Financial Statements:

for additional information on Securrtrzatlons

Beyond what is a[ready implied in the forward market curve, the inter-
est rate risk position has become modestly more exposed to rising rates
since December 31, 2005, This exp\osure is primarily driven by the addi-
tion of MBNA. Conversely, over a 12-month horizon, we would benefit from
falling rates or a steepening of the yield curve beyond what is already
implied in the forward market curve.

As part of our ALM activities, we use securities, residential mont-
gages, and interest rate and foreign exchange derivatives in managing
interest rate sensitivity.

Securities . )

The securities portfolio is.an integral part of our ALM position. During the
third quarter of 2006, we made a strategic shift in our balance sheet
composition strategy to reduce the level of mortgage-backed securities
and thereby reduce the level of investments in debt securities relative to
loans. Accordingly, management targeted a reduction of mortgage-backed
debt securities of approximately $100 billion over the next couple of years
in order to achieve a balance sheet composition that would be consistent
with management's revised risk-reward profile. Management expects the
total targeted reduction will result from the third quarter sale of $43.7 bil-
lion in mortgage-backed securities combined with expected maturities and
paydowns of mortgage-backed securities over the next couple of years. For
those securities that are in an unrealized ioss position we have the intent
and ability to hold these securities to recovery.

The securities portfolio also includes investments to a lesser extent
in corporate, municipal and other investment grade debt securities. The
strategic shift in the balance sheet composition strategy did not impact
these holdings. For those securities that are in an unrealized loss posmon
we have the intent and abllrty to hold these securities to recovery

Table 30 Estimated Core Net Interest Income - Managed Basis at Risk

[Dotlars in rrlililﬂﬂsl
Curve Change
+100 Parallef shift ]
-100 Parallel shift ' 4
Fiatteners '
Short end
Long end
Steepeners - ' ¢
Shortend =
.Long end: ' . . '

.

December 31
'Short Rate Long Rate 2006 2005
+100 ©OH00 | $(55T) $(357)
-100 400 770 244
+100 - T 88 (523
- 400 {192) (208)
100 - 971 536
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During 2006 and 2005, we purchased AFS debt securities of $40.9 .-

billion and $204.5 billion, sold $55.1 billion and $133.4 hillion, and had
maturities and received paydowns of $22.4 billion and $39.5 bitlion. We
realized $(443) million and $1.1 billion in Gains (Losses) on Sales of Debt
Securities during 2006 and 2005. The value of our Accumulated OCI
refated to AFS debt securities increased (improved) by $131 million (pre-
tax) during 2006 which was driven by the realized loss -on the securities
sale partially offset by an increase ininterest rates.

Accumulated OCt includes $2.9 billion in aftertax losses at
December 31, 2006 related to aftertax unrealized losses associated with
our AFS securities portfolio, including $3.1 billion of aftertax unrealized
losses related to AFS debt securities and $249 million of aftertax unreal-
ized gains related to AFS equity securities. Total market value of the AFS
debt securities was $192.8 bilion at December 31, 2008, with a
weighted average duration-of 4.1 years and primarily relates to our
mortgage- backed securities portfolio.

Changes to the Accumulated OCI amounts for the AFS securltles

partfolio going forward will be driven by further interest rate or price -

fluctuations, the collection of cash flows mcludmg prepayment and
matunty activity, and the passage of time.

Residential Mortgagé Portfolio

During 2006'and 2005, we purchased $42.3 billion and $32.0 billion of '

residential mortgages related to ALM activities.and sold $11.0 billion and
$10.1 billion. We added $51.9 billion and $18.3 billion of originated resi-
dential mortgages to the balance sheet for 2006 and 2005. Additionally,
we: received paydowns of $24.7 billion and $35.8 billion- for 2006 and
2C05. The ending balance at December 31, 2006 was $241.2 b1II|on
compared to $182.6 billion at-December 31, 2005.

Interest Rate and Forelgn Exchange Derlvatlve
Contracts

Interest rate and foreign exchange derivative contracts are utilized in our
ALM activities and serve as an efficient toal 0 mitigate our interest rate
and foreign exchange risk. We use derivatives to hedge the changes in
cash flows or changes in market values on our balance sheet due to inter-
est rate and foreign exchange components. See Note 4 of the Con-
solidated Financial Statements for addltlonal information on our hedgmg
activ-ties.

Qur interest rate contracts are generally non-leveraged genetic inter-
est rate and foreign exchange basis swaps, options, futures and forwards.
In addition, we use foreign exchange contracts, including cross-currency
interest rate swaps and foreign currency forward contracts, to mitigate the
foreign exchange risk associated with foreign currency-denominated
assets and liabilities, as well as certain equity investments in foreign
subsiciaries, Table 31 reflects the notional amounts, fair value, weighted
average receive fixed and pay fixed rates, expected maturity, and esti-
mated duration of cur open ALM derivatives at December 31, 2006 and
2005.

The changes in our derivatives portfolio reflect actions taken for inter-
est rate and foreign exchange rate risk management. The decisions to
reposition our derivative portfolio_are based _upon the current assessment
of economic and financiat conditions |ncrud1ng the interest rate environ-
ment, balance sheet composition and trends, and the relative mix of our
cash and derivative positions. The noticnal amount of our net receive fixed
swap position (including foreign exchange contracts) decreased $10.5 bil-
lion'to $12.3 billion at Dacember 31, 2006 compared to $22.8 billion at
December 31, 2005. The decrease in the net receive fixed position is
primarily due to terminations and maturities within the portfolio during the
year. The notional amount of our foreign exchange basis swaps increased

‘$14.1 billion to $31.9 billion at December 31, 2006 compared to $17.8
_biflion at December 31, 2005. The notional amount of our option position

increased $186.0 billion to $243.3 billion at December 31, 2006, com-
pared to December 31, 2005. The increase in the notional amount of
options was due to the addition of ¢aps used to reduce the sensitivity of
Net Interest income to changes in market interest rates. Futures and for-
ward rate contracts are comprised primarily of $8.5 billion of forward pur-
chase contracts of morigage loans at December 31, 2006 and $35.0
hiltion of forward purchase contracts of mortgage-backed securities and
mortgage toans at December 31, 2005. The forward purchase contracts
outstanding at December 31, 2006, settled in January 2007 with an aver-
age vield of 5.67 percent. The forward purchase contracts outstanding at
December 31, 2005, settled from January 2006 to April 2006, with an
average yield of 5.46 percent. .

The following table includes derivatives utilized in our ALM activities,
including those designated as SFAS 133 accounting hedges and those
used as economic hedges. The fair value of net ALM contracts increased
from a loss of $386 million at December 31, 2005 to a gain of $1.5 bil-
lion at December 31, 2006. The increase was primarily attributable to
gains from changes in the value of fareign exchange basis swaps of $2.6
biliion and receive fixed and pay fixed interest rate swaps of $1.3 billion,
partially offset by losses from changes in the values of foreign exchange
contracts of $1.2 billion, and option products of $1.0 billion. The increase
in the value of foreign exchange basis swaps was due to the strengthening
of most foreign currencies against the dollar during 2006. The increases
in the value of receive fixed interest rate swaps was due to terminations

‘partially offset by losses as a result of increases in market interest rates.

The increase in the value of pay fixed interest rate swaps was due to gains
from increases in market interest rates partially offset by terminations. -
The decrease in the value of foreign exchange contracts was due primarily
to increases Iin forelgn interest rates during 2006. The decrease in the
value of option products was primarily due to changes in the composition
of the option portfolio.
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Table 31 Assetand Llablhty Management Interest Rate and Foreign Exchange Contracts S

' -t -~ i - - ' i

] December 31 2006
. —_— -
- ) . ) Expected Malurlty ., Avemage
- : — g —— Estimated
(Doltars. in millions, average estimated . , Duratfon
duration in years) Falr Value - Total 2007 - ' 2008 ' 2009 2010 2011 Thereafter
Receive fixed interest rate swaps &) “§o(ra8y - y SN ' 4.42
Noticnal amount o v $ 91502 § 2795 § 7844 $48,900 - '$+:3252. $ 1630 $27,081 .
Weighted average fixed rate . c- 4.90% 4.80% 4.41% 4.90% . 4.35% - 4.50% 5.14% .
Pay fixed interest rate swaps (U 261 ' P . ., 293
Notional amount ’ $100217 © $ 15000 § 2500 $44000 ' '$ - §' 250  $3B467
Weighted average fixed rate " 4.98% 512% 511% ' 486% - -% . 543% ' 5.06%
Foreign exchange basis swaps (2 4+ 1,992 K . . ' .o
Netional amount . $ 31,916 $ 174§ 2292 $3012  $ 5351 $ 3962 | ~$17125
Option products 13! 317 . ) T,
Naticnal amount ! Y 243280 . 200000 ‘43176 C- 70 S- 34
Foreign exchange contracts (4 T (319) T A T v o
Notional amount (%) . . 20,319 (753) - 1588 , ,.1901 3850 , . 1104 12,629
Futures and forward rate contracts (6) (46) . L oaen o e
Notional'amount () " 8480 8480 PR s T T
Net ALM contracts ’ $1457 T s
’ hd +
‘ ' ’ December 31, 2005
. ‘ ‘ S Expected Maturity * Average
) o e o : Estimated
{Doltars in millions, average estimated - L. . . . S e Duration
duration in years) Fair Value Total 2006 2007 2008, - 20098 2010 Thereafter
Receive fixed interest rate swaps (W) $(1,390) - A 417
Notional amount ' Pl $108.985° § 4,337 < $13,080 $ 6,144  $39,107 - $10,387.° 335930
Weighted average fixed rate ™ ' 4.62% 4.75% 4,66%: 4.02% 4.51% v 4.43% 4.77%
Pay fixed interest rate swaps {1 L R ,(408) i . S ) , 385
Notional amount ' , , $102,281 § 5100 $85925  $10,152 _§ - 3 - $31,104
Weighted average fixed rate ' * 461% - 3.23%: 4.46% ° '4.24% % -% 5.21%
Foreign exchange basis swaps (2 {844y 4 : D sonF . :
Notional amount i ‘ . . $17806  $ 514 $ 174 § 884 . § 2,839 _ $ 3,094 $10,301
Option products @) . 1,349 ) .,
Notional amourt " o . B1.246 - - 57,246 - - -
Foreign exchange contracts (4 - C - g0t T o . o = ) '
* Notional amount 9, . © . 18,061 . 1,335 51 1,436 1.826 3,485 7,928 °
Futures-and forward rate contracts . (202} . , ' L .
Notional amoung () . ) .. 34716 3416 | - - - . - -
Net ALM contracts _ $ (386} !

(4 At December 31, 2006, $4.2 biflion of the receive fixed and $52.5 btllloﬂ of the pay fixed swap notionzl represented forward starting swaps that will not be effective until their respective contractual start dates. Al
Decernber 31, 2005, $46.6 billion of the réceive fixed swap notional and $41.9 billion of the pay fixed swap notlonal represented forward starting swans thal will not be effective until their respective ‘contractual start dates.

(21 Forelgn exchange basis swaps consist of cross-curmency varlable interest rate swaps used séparately or in conjunction with recaive fixed interest rjle swaps.

13 Option products include $225,1 billion in ¢aps and $18.2 billion In swaptions at December 31, 2008. Amounts at December 31, 2005 totaled $5.0 billion in caps and $52.2 billion in swaptions.

4 Forelgn exchange contracts include forelgn-dencminated receive fixed interest rate swaps, crnsscurrenw receive fixed interest rate swaps and foreign currency forward rate contracts, Total notional at Decernber 31, 2005 was
‘comprised of $21.0 billion,In foreign-denominated and cross-<urrency receive fixed swaps and $697 million in foreign currency forward rate contracts. At December 31, 2005, the notional batance consisted entirely of $16.1
billion in foreign-denominated and cross-currency flxed swaps

5 Reflects the net of long and short positions.

18 At December 31, 2006, the position was comprised of $8.5 billion in forward purchase contracts that settied in January 2007, . . R - .

. . . . - ! e

1 * , . - . : [ ; ) . '
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The Corporation uses interest rate derivative instruments to hedge
. the variability in the cash flows of its assets and liabilities; and other fore-
casted transactions (cash flow hedges). The net losses on both open.and
closed derivative instruments recorded in Accumulated OCI net-of-tax at
December 31, 2006 was $3.7 billion. These net losses are expected to
be reclassified into earnings in the same period when the hedged cash
flows affect eamings and will decrease income or increase expense on the
respective hedged cash flows. Assuming no change in open .cash flow
derivative hedge positions and no changes to interest rates beyond what
is implied in forward yield curves at December 31, 2006, the net losses
are expected to be reclassified into eamings as follows: $1.0 billion (pre:
tax), or 18 percent, within the next year, 58 percent within five years,.83
perceat within 10 years, with the remaining 17 percent thereafter. For
mare information on derivatives designated as cash flow hedges, see Note
4 of the Consolidated Financial Statements.: -, -t

The amount included in Accumulated OCI for terminated derivative
contracts. were losses of $3.2 billion and $2.5 billion, net-oftax, at
December 31, 2006 and 2005. The increase in losses can be attributable
primatily to losses in the value of interest rate derivatives that were termi-
nated during the year. Losses on these terminated derivative contracts are

reclassified into eamings in the same period or periods during which the

hedged forecasted transaction affects eamings.- . N

Mortgage Banking Risk Management

Interest rate lock commitments (IRLCs) on loans intended to be sold are
subject. to interest rate risk between the date of the IRLC and the date the
loan is funded. Residential first mortgage loans held-for-sale are subject to
interest rate risk from the date of funding until the loans are 'sold to the
secondary market. To hedge interest rate risk, we utilize forward loan sale
commitments - and other derivative instruments including purchased
options. These instruments are used either as an-economic hedge of
IRLCs end residential first mortgage loans held-for-sale, or designated as a
cash flow hedge of residential first mortgage loans held-for-sale, in which
case their netoftax unrealized gains and losses are included in Accumu-
lated OCI. At December 31, 2006; the' notional amount of derivatives
economically hedging the IRLCs and residential first mortgage loans
held-for-sale was $15.0 billion. <

We manage changes in the value of MSRs by entering into derivative
financia’ instruments. MSRs are a nonfinancial asset created when the
underlying mortgage lean is sold to investors and we retain the right to
service the loan. We use certain derivatives such as options and interest
rate swaps as economic hedges of MSRs. At December 31, 2006, the
amount of MSRs identified as being hedged by derivatives. was approx-
imately $2.9 billion. The notional amount of the derivative contracts des-
ignated as economic-hedges of MSRs at December 31, 2006 was $44.9
billion. The changes in the fair values of the derivative contracts are sub-
stantially offset by changes in the values of the MSRs that are hedged by
these derivative contracts. During 2006, the increase in value attributed to
economically hedged MSRs was $414 million offset by derivative hedge

_losses of $200 million. - )

The Corporation adopted SFAS No. 156 “Accounting for Servicing of
Financial Assets” and accounts for consumer-related MSRs using the fair
value measurement method on January 1, 2006. See Note 1 of the Con-
solidated Financial Statements for additional information as it relates to
this accounting standard. See Note 8 of the Consolidated Financial State~
ments for additional information on MSRs

Operational Risk Management

Operational risk is the risk of loss resulting from inadequate or failed
internal processes, people and systems, including system conversions
and integration, and external events. Successful operational risk manage-

“ment is particularly important to diversified financial services companies

because of the nature, volume and complemty of the financial serices
business. : ’

We approach operational risk from two perspectives: enterprise-wide
and line of business-specific. The Compliance and Operational Risk
Committee provides oversight of significant company-wide operational and
compliance issues. Within Global Risk Management, Enterprise Com-
pliance and Operational Risk Management develops poficies, practices,
controls and monitoring tools for assessing and managing operational
risks across the Corporation. We also mitigate operational risk through a
broad-based approach to process management and. process improvement.
Improvement efforts are focused on reduction of variation in outputs. We
have a dedicated Quality.and Productivity team to manage and certify the
process management and improvement efforts. For selected risks, we use
specialized support groups, such as Information Security and Supply Chain
Management, to develop corporate-wide risk management practices, such
as an information security program and a supplier program to ensure that
suppliers adopt appropriate policies and procedures when performing work
on behalf-of the Corporation. These specialized groups also assist the
lines of business in the development and implementation of risk manage-
ment practices specific_to the needs of the individual businesses. These

groups also work with fine of business-executives and risk executives to

develop appropriate policies, practices, controls and monitoring tools for
each iine of businéss. Through training and communication efforts, com-
pliance and operational risk awareness is driven across the Corporation.
++  The lines of business are responsible for all the risks within the
business line, including operational -risks. Operational ,and Compliance
Risk executives; working in conjunction with senior line, of business execu-
tives, have developed key tools to help manage, monitor and report opera-
tional risk in each business line. Examples of these include personnet
management practices, data recongiliation processes, fraud management
units, transaction processing monitoring and analysis, business recovery
planning, and new product introduction processes. In addition, the fines of
business are responsible for monitoring adherence to corporate practices. -
Management uses a self.assessmeént process, which helps to identify and
evaluate the status of risk issues, including mitigation plans, as appro-
priate. The goal of the self-assessment process is to periodically assess
changing market and business conditions and to evaluate key operational
risks impacting each line of business. In addition to information gathered
from the selfassessment process, key operational risk indicators have
been developed and- are used to help identify trends and issues on both a
corporate and a business line level.

Recent Accounting and Reporting
Developments .

See Note 1 of the Consolidated Financia). Statements for a discussion of
recently issued or propesed accounting pronouncements.

Complex Accounting Estimates .

Qur siéniﬂcant accounting principles, as described in Note 1 of the Con-
solidated Financial Statements, areessential in understanding Manage-
ment's Discussion and Analysis of Financial Condition and Results of
Operations. Many of our significant accounting principles require compléx
judgments to estimate values of assets and liabilities, We have proce-
dures and processes o facilitate making these judgments.
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The more judgmental estimates are'summarized below. We have
identified and described the development of the variables miost-important
in the: estimation .process that,.with the exception of accrued taxes,
involve mathematical models to derive the estimates. In manyscases,
there are numerous alternative judgments that could be used in the proc-
ess of. determining-the inputs to the model. Where alternatives exist, we
have used the factors that we believe represent the most reasonable
value. in developing the.inputs. Actual performance that differs from our
estimates of the key varlables could impact Net Income. Separate from
the possible:future impact to Net Income from.input and model variables,
the walue of, our lending portfolio and market+Sensitive. assets and
liabilittes may change subsequent to the balance sheet measurement,
often significantly, due to the nature and magnitude of future credit and
market -conditions.. Such credit and market conditions may change quickly
and in unforeseen ways and the resulting volatility could - have a significant,
negative effect on future operating-results..These fluctuations would not
be indicative of deficiencies in our models orinputs; 5+ . -

“1 PR D L

Allowance for Credit Losses RIS L et
The allowance for crédit losses is our estimate of.probablé losses in thé
loans and leases portfolio and within our unfundéd. lending ‘commitments.
Changes to the allowance for credit losses are reported in the:Con-
solidated Statement. of Income in the Provision for Credit Losses. Our
brocess for determining the allowance for credit losses is discussed'in the
Credit Risk Management section Beginning on page 62 and Note 1 of the

Consolidated Financial Statements. Due.to the variability in the driversiof

the assumptions - made in this process, estimates :of the portfolio's
inherent risks' and overall collectibility change with chénges in the econo-
my, individual industries, countries and individual borrowers’ 'or counter:
parties” ahility and willingness to repay their obligations. The degree to
which any-particutar, assumption affects the“allowance for, credit-losses
depends on the 'severity of the change and its relationship to!the: other
assumptions. *. 2 . T T 4l.

Key judgments used in determining the allowance:for credit losses
include: “(i) risk ratings for pools of commercialrioans and leases,
(i} market and collateral values and-discount:rates for individually eval-
uated leans, (iii) product type classifications for consumer.and commercial

" loans and leases, (iv} loss rates used tor consumer. and commercial loans

and leasés, {v) adjustments made to-assess current events and con-
ditions, {vi) considerations -regarding -domestic and global economic
uncertainty, and (vii} overall credit conditions.

Our Aliowance for Loan and Lease-Losses is sensitive to the r|sk
rating assigned to commercial loans and leases: Assuming a downgrade
of one level-in the internal risk rating for. commercial. loans and leases
rated under the internal risk rating scale, except loans and leases already
risk rated Doubtful as defined by regulatory authorities; the Allowance for
Loan and Lease Losses would increase by approximately $830 million at
December 31, 2006, The Aliowance for Loan and Lease-Losses as a
percentage of loan and lease outstandings at December 31, 2006 was
1.28 percent and this hypothetical increase in the allowance would raise
the ratio to approximately.1.39 percent. Qur Allowance for Loan and Lease
Losses Is also sensitive to the loss rates used for the consumer and
commercial portfolios. A 10 percent increase in the loss rates used on the
consumer and commercial loan and lease portfolios would increase the
Allowance for Loan and Lease Losses at December 31;-2006 by approx-
imately $610 million, of which $515 million would relate.to consumer and
$95 million to commercial. iy e “

These sensitivity analyses do not represent management ] expect—

" ations of the deterioration in risk ratings or the increases in loss rates.but
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are provided as hypothetical scenarios to assess the .sensitivity of the
Allowance for Loan: and ‘Lease Losses to changes in key inputs. We
believe the risk-ratings and loss severities' currently in use are appropriate
and that*the probability of a downgrade of one level of-the intemnal risk
ratings ‘for commercial Ioans and leases! within a short period of time is
remotes ' ot X .- :
. .sthe- process of .determining the “level of the allowance for credit
losses requires a high degree of judgment. It is.possible that cthers, given
the same information:; may at any pomt in time reach different reasonable
conclusions. '« XL v . ’
S N ) : J
Fair Value of Flnancml Instruments .
Trading Account Assets and Liabilities are recorded at fair value, which is
ph’marily: based on actively traded markets where prices are based on
either direct market quotes or observed transactions. Liquidity is a sig-
nificant factor in the determination of the fair value of Trading Account
Assets or Liabilities. Market price quotes may not be readily available for
some positions, or positions within a market. sector where trading activity
has slowed significantly or ceased. Situations of illiquidity generally are

triggered. by the markét's perception. of credit uncertainty regarding a sin-

gle company or a specific market sector. In.these instances, fair value is
determined based on limited available market information and other fac-
tors, principally from reviewing the issuer's financial statements and
changes in credit ratings made by one or moré rating agencies. At
December .31, 2006, ‘$8.4 billion, or six' percent, of Trading Account
Assets were fair valued using these altemative approaches. An immaterial
amount of Trading Account Liabilities' were fair valued using-these after-
native approaches at December 31, 20086. . - v

*+ The fair values of Derivative Assets and: Liabilities include adjust-
ments for market liquidity, counterparty, credit . quality, - future ‘servicing
costs.and other deal specific factors, where appropriate. To ensure the
prudent application of estimates and management judgment.in determin-
ing ithe:fair value of Derivative Assets’and Liabilities, various processes
and.controls have been adopted, which include: a Mode! Validation Policy
that requires a review and approval of .quantitative models used for deal
pricing, ' financial statement fair value deterimination and risk -quantifica-
tion; a Trading Product Valuation Policy that requires verification of alt
traded product valuations; and a periodic review and substantiation of
daily profit and loss reporting for all traded prodiicts. These processes and
controls are performed independently of the business segments.

The. fair values of Derivative:.Assetseand Liabilities - traded in the
overthe:counter market are determined=using quantitative models that
require thesuse of muitiple market inputs including interest rates, prices,
and indices to generate continuous yield or pricing curves and volatility
factors, which are used to value the position. The predominance.of market
inputs are actively quoted and can be validated through external sources,
inctuding brokers; market transactions and third- party: pricing services.
Estimation-risk is greater for derivative asset and.liability positions that
are either optionbased or have: longer maturity dates, where observable
market inputs are less readily available or are unobservable, in which case
quantitative based extrapolations of rate, price or index scenarios are
used in determining fair values. At December 31, 2006, the fair values of
Derivative Assets and Liabilities determined by these quantitative models
were $29.0 billion and $27.7 bitlion, These amounts refléct the full. fair
value of the derivatives and do not isolate the discrete’ value-associated
with the subjective valuation variable. Further, they represent 12.3 percent
and 12.2 percent of Derivative Assets and Liabilities, before the impact of
legally enforceable master netting agreements. For the year ended
December 31, 2008, there were no changes to the quantitative models, or




uses of ,uch models, that-resulted in~a-material adjustment to the: Con-
solidated Statement of Income. * o AU et
.Tracling Account Profits, whrch represent the net amount earned from
our. tradmg positions; -can be volatile-and are largely driven by general
market conditions .and customer demand. Trading Account Profits are
dependent on"the volume and-iype-of transactions, the level of -risk
assumec, and-the volatility of price and:rate:movements at any given time
within th2 everchanging market environment. To evaluate:risk in our trad-
ing activities, we focus dn the actual:and potential volatility of individual
positions as well as portfolios. At a portfolio and. corporate level, we use
trading limits, stress testing and,tools-such as VAR modeling,~which esti-
mates & potential daily loss which is.not expected to be exceeded with a
specified confidence: level, »to measure’ and manage market . risk. , At
Decembsr 31, 20086, the amount of our VAR was $48 million based on a
99 percant confidence fevel.- For mare information on VAR, see Tradlng
Risk Management begmnrng onpage 76. -, > ~ - .

The Corporation recognizes gains and losses at inception of a

derivative contract only If the fair vatue.of thé tontract is evidenced by a
quoted ‘market price in an active .market, an observable price or, other
market: iransaction, or other observable data.supporting a valuation model
in*accordance with Emerging. Issues Task;Force (EITF) lssue.No, 02-3,
“Issues Involved in Accounting for. Derivative  Contracts .Hetd- for Trading
Purposes and Contracts:Involved in:Energy:Trading and Risk Management
Activities” (EITE 02-3). For those.gainsv and losses not evidenced:by-the
above rentioned market+data, the;transaction price is used as the fair
value of the derivative contract. Any difference between-the transaction
price and the model fair value is considered:an unrecognized gain.or loss
at inception of the.contract.. These unrecognized gains.and losses: are
recorded in income using the-straight line method of amortization over the
contractual life of the derivative contract. Earlier recognition of the full

unrecognized gain or loss is; permitted if the trade is terminated. arly;

subsequent market .activity is observed which, supports the.model fair
value f the contract, or significant inputs.used in the valuation modet
become observable in the market. As of December 31,2006; the balance
of the above unrecognized gains and losses was not material. SFAS
No. 157, “Fair Value Measurements” which defines fair value, establishes
a framework for measuring fair value under GAAP and enhances dis:
closures .about_fair value measurements, will nullify certain guidance, in
EITF 02-3 when adopted and as a result, a portion of the above unrecog-
nized zains and losses will be accounted -for, as»a “cumulative-effect
adjustrnent to the opening balance of Retained, Earnrngs e o

AFS Securities are recorded at fair value,.which is generally based on

drrect market quotes from actively traded markets. | - .

- . " - - o Co
Prlnupal Investmg e w Ca
Principal Investing is |ncluded wrthrn Equity . r'nvestments included, in Aff
Other and is discussed in more detail beginning on page 55, Principal
Investing is comprised of a diversified portfolio of investments in privately
held and publicly-traded companies at all stages of their life cycle, from
start-up to buygut. These investments are-made either.directly‘in a com;
pany or held through a fund. Some of these companies may need.access
to additional cash to support their. longterm business models. Market
canditions and company performance may impact whether funding is avail-
abte from private investors or the capital markets. ., .

- Jdnvestments with active, market quotes ;are, carned at estlmated fair
value; however,the majority: of our mvestments do not have publicly avail;
able_price quotations.. At December 31, 20086, we had nonpublic. invest-
ments of $5.1. biftion, ,or approxrmately a5 percent of [the total portfolio.
Valyation of these investments requires signifi icant . management judg-

ment. Management determines wvalues.-of the underlying. investments
based on multiple methodologies including in-depth semi-annual-reviews of
thesinvestee's financial, statements and financial condition, .discounted
cash flows,. the prospects of the investee's industry and current overall
market conditions.for similar-investments. tn addition, on a quarterly.basis -
as events occur or information comes to the attention of management-that
indicates a change in the value of an investment is warranted, invest-
ments are adjusted from their original invested amount to estimated fair
values, at the balance sheet date with changes being recorded in Equity
Investment Gains in the Consolidated Statement of Income: Investments
are not adjusted above theroriginal amount invested unless there is clear
evidence of a fair value in.excess of the.original invested amount.-As part
of the: valuation ‘process,. senior management reviews the portfolio and
determines when an impairment needs to be-recorded. The Principal-inves-
ting portfolio is not.material to our Consolidated Balance Sheet, but the
impact of the vatuation adjustments may be material to our operating
results:for any particular quarter. .. -
o . o 1o ' o .,
Accrued Income Taxes .
As ‘more fully described.in Notes 1 and 18 of the Consolidated Financial
Statements, we accoint for .income taxes in accordance with SFAS
No. 109, “Accounting for-Income Taxes" (SFAS 109). Accrued income
taxes, reporied as a component of ‘Accrued Expenses and Other Liabilities
on our Consolidated Balance Sheet, represents the net amount of current
income’ tates we .expect to.pay to or receive from various taxing. juris-
dictions attributable to our operations to date. We currently file income tax
returns in more than 100 jurisdictions and consider many factors — includ-
ing statutory, judicial and regulatory guidance - in estrmatrng the appro-
pnate accrued income taxes for each jurisdiction. R

. In applying’ the principles of SFAS 109, we® monitor .relevant tax
authoritiestand change our estimate ‘of accrued income taxes due to
changes’in income tax laws:and their interpretation by the courts and regu-
latory autharities. These revisions of our estimate of accrued income tax-
es, which also may result from our own income tax planning and from the
resolution of income tax controversies, may be material to our operatrng
results for any glven quarter. L

P v ' t

Goodwill and Inta.ng:bles Assets o
The nature of and accountmg for Goodwlll and Intangrble Assets is dis-
cussed in detarl In Notes 1 and"10 of the ‘Consolidated Fnancral State
ments. Goodvnll i$ revrewed for potentral |mpa|rment at the reportmg unit
Ievel on an annual basrs or in interim penods if events or crrcumstances
indicate a potentra! impairment. The teporting “units utilized for this test
were those that are one leve! below the business segments | identified on
page . 43..The 1mpa|rment test is performed in two steps The f rst step of
thé Goodwrll |mpa|rment test compares the fair value of the’ reportrng unlt
with’ rts carrylng amount mcludrng Goodwul If ‘the fair valug of the report
rng unrt exceeds its carryrng amount, Goodwrll of the reportrng unit |s con-

- '\

. srdered not |mpa|red however, if the carrymg amount of the repomng unit
‘ exceeds its farr value ‘the second step must be performed The second

step compares the |mphed fair value of the reporting unit's Goodwrli as
défined in SFAS No 142 “Goodwall and Other Intangible Assets wrth the
cany;ng amount of that Goodwrll An |mpa|nnent loss is recorded to the
extent that the carryrng amount of Goodwill exceeds its implied falr valle.
For Intanglble Assets subject to amomzatron rmpalrrnentremsts when
the carrying amount of the Intangible Asset exceeds its fair value. An
impairment loss will be recognized only if the carrying amountI of the
Intangrble Asset Is not recoverable and exceeds its fair value. The carryrng
amount of the lntangrbfe Asset i |s not recoverable if it exceeds the sum of
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the undiscounted cash flows expected to result from it. An Intangible
Asset subject to amortization shall be tested for recoverability whenever
events or changes in circumstances, such as‘a significant or adverse
change in the business climate that could affect the value of the Intangible
- Asset, indicate that its carrying amount may not be recoverable. An
impairment loss is recorded to the extent the carfymg amount of the
Intangible Asset exceeds Its.fair vatue.

The fair values of the reporting units were determined usmg a combi-
nation of valuation techniques consistent with the income approach and
the market approach and the fair values of the Intangible Assets were
determined using the income approach. For purposes of the income
approach, discounted cash flows were’calculated by taking the net present
value of estimated cash flows using a combination of historical results,
estimated future cash flows and an appropriate price to earnings multiple.
We use our internal forecasts to estimate future cash flows and actual
resuits may differ from forecasted results. However, these differences
have not been material and we believe that this methodology provides a
reasonable means to determing fair values, Cash flows were discounted
using a discount rate based on expected equity return rates; which was 11
percent for 2006. Expected rates of equity retums were estimated based
on historical market returns and risk/return rates for similar industries of
the reporting unit. For purposes of the market approach, valuations of
reporting units were based on actual comparable market transactions and
market earnings multiples for similar industries of the reporting unit.

Our evaluations for the year ended. December 31, 2006 indicated
there was no impairment of Goodwill or intangible Assets. .

2005 Compall'e'd to 2004 .

The fellowing discussion and analysis provides a comparison of our results
of operations for 2005 and 2004. This discussion should be read in con-
junction with the Consclidated Financial Statements and . related Notes.
Tables 5 and 6 cantain financial data to supplement this discussion.

Overview
NetIncome °

Net Income totaled $16.5 billion, or $4.04 per dlluted common share in
2005 compared to $13.9 billion, or $3.64 per diluted common share, in
2004. The return on average common shareholders equity was 16.51
percent in 2005 compared to 16.47 percent in 2004. These eamings
provided sufficient cash flow to allow us to retum $10.6 billion and $9.0
biltion in 2005 and 2004, in capital to shareholders in the form of divi-
dends and share repurchases, net of:employee stock options exercised.

Net Interest Income
Net Interest Income on a FTE basis increased $2.9 billion to $31.6 billien
in 2005 compared to 2004. The primary drivers of the increase were the
impact of FleetBoston, organic growth in consumer {primarily credit card
and home equity) and commercial loans, h|gher domestsc deposit Ievels
and a larger ALM portfolio {primarily securities). Partially offsettlng these
increases was the adverse impact of spread compression due to the flat-
tening of the vield curve, which contributed to lower Net Interest Incorhe;
The net interest vield on a FTE basis declined 33 bps to 2. 84 percent in
2005, prlmanly due to the adverse impact of an increase in loweryielding,
trading- related balances and spread compression, whuch was pamally
offset by growth in core deposit and consumer loans.

Noninterest Income
Noninterest lncome increased $4.3 billion to $25.4 billion in 2005, due
primarily to increases in Card Incorie of $1.2 bllilon Equity tvestment
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Gains of $1.2 billion, Trading Account Profits of $750 million, Service
Charges of $715 million, Investment and Brokerage Services of $570 mil-
lion and Mortgage Banking Income' of- $391 million. Card Income
increased due to increased interchange income and merchant discount
fees driven by growth in debit and credit purchase volumes and the acquis-
ition of National Processing, Inc. (NPC). Equity Investment Gains increased
as liquidity in the private equity markets increased. Trading Account Profits
increased due to increased customer activity and the absence of a write-
down of the Excess Spread Certificates that occurred in 2004. Service
Charges grew driven by organic account growth. Investment and Brokerage
Services increased due to higher asset management fees and mutual fund
fees. Mortgage Banking Income grew due to lower MSR impairment charg-
es, partially offset by lower production income. Offsetting these increases
was lower Other Income of $396 million primarily related to losses on
derivative instruments designated as-economic hedges in ALM activities
that did not qualify for SFAS 133 hédge accounting treatment.

Provision for Credit Losses
The Provision for Credit Losses increased $1.2 billion-to $4.0 billion in
2005, Domestic consumer credit card drove the increase, the result of

‘higher bankruptcy related credit. costs. resulting from bankruptey reform,

portfolio seasoning, the impdct of the FleetBoston portfolio and new
advances on accounts for which previous loan. balances were sold to the
securitization trusts. The provision: also increased as the Tate of credit
quality improvement slowed in the commercial portfolic and a reserve was
established for estimated losses assoclated with Hurricane Katrina. Parti-
ally offsetting these increases were -reductions in the reserves due to an
improved risk profile in Latin America as-well as reduced uncertainties
associated with the FleetBoston credit integration.

Gains on Sales of Debt Securities

Gains on Sales of Debt Securities in 2005 and 2004, were $1.1 billion
and $1.7 billion, The decrease was primarily due to lower gams realized on
maortgage-backed securities and corperate bonds., -

Noninterest Expense
Noninterest Expense increased $1.7 billion-in 2005 from 2004, primarily
due to the impact of FleetBoston and increases in personnelrelated costs,

' +

Income Tax Expense

Income Tax Expense was $8.0 billion in- 2005 compared to $7.0 billion.in
2004, resulting in-an effective tax rate of 32.7 percent in 2005 and 33.3
percent in 2004. The difference in the effective tax rate between years
resulted primarily from a tax benefit of $70 millien refated to the special
one-time deduction associated with the repatriation of certain foreign earm-
mgs under the American Jobs Creation Act of 2004,

Busmess Segment Opemtwns
L Y

Global Consumer and Small Business Banking

Neét Income increased $1.3 billion, or 22 percent, to $7.0 billion in 2005
compfared to 2004. Total Revenue rose $3.6 billion, or 15 percent, in
2005 compared to' 2004, driven by increases in Net Interest Income and
Noninterest Income. Growth in Average Deposits and Average Loans and
Leases contributed to the $1.1 billion, or seven percent, increase in Net
Interest Income. Increases in Card Income of $1.0 billion, Service Charges
of $665 million and Mortgage Banking Income of $423 miliion drove the
$2.5 billion, or 28 percent, increase 'in Noninterest Income. These
increases were offset by increases in the Provision for Credit Losses and




Noninterest Expense. The Provision fo; Credit Losses increased $912 mil- 2005. Net lnterest Income ‘increased $899 miltion, or 31 percent, driven

lion to $4.2 billion in 2005 mainly due to higher credit card net charge—offs . by the addmon of the FIeetBoston portfolio and organic growth in deposits
driven by an increase in bankruptcy-related net charge-offs. In addition, the and Ioans in PB&I and The anate Bank G.'oba! Weaith dnd Investment
provision was impacted by new advances on accounts for which previous = Management also benefited from the migration of deposits from Global
loan balances were sold to the securitization trusts. Noninterest Expense, Consumer and Small Business Banking. The total cumulative average \
increased $680 mnlluon or five percent, pnmarlty due to the impact of . . -impact of migrated balances was $39.3 billion in 2005 compared to
FleetBoston and NPC. o . - .7 $11.1 billion in 2004. Noninterest Income increased $417 million, or 14

' ) i percent, driven by increased Investment and Brokerage Services revenue
Global Corporate and Investment Banking . o " primarily due to the impact of FleetBoston. These increases were offset by
Net Income Increased $468 million, or. elght percent, to $6.4 biliion” in higher Noninterest Expense. Noninterest Expense increased $252 million,
2005 compared to 2004. Total Revenue increased $1.9 billion, or 10 or seven percent, related to higher Personnel expense driven by PB&!
percent, in 2005 compared to 2004, driven by increases in Net Interest growth in the Northeast and the impact of FleetBoston, partlaily offset by
Income and Noninterest Income.-Net Interest Income rose $486 r'hillion. or rionrecurring charges recognized in 2004 for the segment s share of.the
five percent, due to growth in Average Loans and Leases and Average mutual fund settfement and other litigation expenses.

Depusits, wider spr'eads on the deposit portforio due to higher short ferm
interzst rates, and the impact of FIeetBoston earnmg assets offset by All Other ' '

spre.ad compressmn ‘and a flattening , y|e!d curve in 2005. Nomnterest Net}Income increased $112 million, or 18 percent, to $744 mlllaon in
Incorne mcreased $1 5 hillion, or 18 percent, resulting from hlgher other” . 2005 compared to 2004. In 2005 compared to 2004, Total Revenue rose
nomnterest income, Trading Account Profits and Investment and Brokerage  , ,$379 million to $684 million, primarily driven by an increase in Equity
Services. Net Income was also |mpacted by higher Gains on Sales of Debt Investment Gains in 2005. Offsetting this increase was a decline in the
Sécurities. These increases were partially offsét by an increase in Non- fair value of derivative instruments which were used as economic hedges
interest Expense and a:reduced benefit from Provision for Credit Losses. - '0f interest and foreign exchange rates as part of our ALM activities. Provi-
The Provision for Credit Losses increased $595 million to negative $291 sion* for Credit Losses decreased $277 million to $69 million in 2005,
million in 2005, The negative provision reflected continued improvement in resulting from changes to components of the formula and other factors
commercial credit quality although at-a slower pace than experienced in - effective in 2004, and reduced credit costs in 2005 associated with pre-
2004. An improved risk profile in Latin America and reduced uncertainties - vigusly exited businesses. These decreases were offset in part by the
resulting from the completion of creditrelated integration activitiés' for ‘establishment of a.$50 million reserve for estimated losses associated -
FleetBoston also contributed to the negative provision. Noninterest - 'with Hurricane Katrina. Gains on Sales of Debt Securities decreased $794
Expense increased by $832 million, or eight percent, driven by higher million to $823 million primarily due to lower gains realized in 2005 on
perforrnancebased incentive compensatlon. processing costs‘ and the ) mortgage-backed securities and corporate bonds than-in 2004, Merger
impact of FIeetBoston partially offset by nonrecumng charges recogmzed ..".and Restructuring Charges decreased $206 million as the EIéetB_oston
in,2004 for the segment s share of the mutual fund settlement and other . integration was nearing completion and the infrastructure injtiative was
. litigaticn expenses.” ‘- K <-4 . completed in the first quarter of 2005. Income Tax Expense decreased
i ! ' ' R $155 million in 2005, driven by an increase in tax benefits for low-income
Global Wealth and Investment Management housing credits. : ,

5

Net Income increaséd $684 million, or 42 percent, to $2.3 biliion in 2005
compar?d,to 2004. 'I:ot’al Revenue;incr§§§8d $1.3 billion, or 22 percent, in

.
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Statistical Tables . .
TableI Year-to-date Average Balances and Interest Rates - FTE Basis ' .
) 2008 2005 ©2004.
' b Interest s Interast - Interest
. . “Average Incomse/  Yleld/ +Average  Income/  Yield/ *  Average Income/  Yield/
{Dollars In millions) Balance  Expense  Rate Balance Expense  Rate Balance  Expense Rate
Earning assets =~ ~ ]
Time deposits placed and omer short term investments $ 15611 $ 646 414% $ 14,286 $; 472 3.30% $ 14,254 $ 362  2.54%
Federal funds sold and securities purchased under agreements to resell 175,334 7823 446 169,132 5012 2596 ' 128,981 1,940 150
Trading account assets 145321 7552 520 133,602 5883 441 104,616 4,082 391
Debt securities (1) . 225219 11845 526 219,843 11,047 503 150,171 7,320 488
Loans and leases 2! ) . .
Residential mortgage 207,879 11,608 538 173,773 9,424 5.42 167,270 9,056 5.42
Credit card — domestic ' 63,838 8,638 "13.53 53,997 6,253 1158 - 43,438 4,653 10.71
Credit card - foreign ™! 9,141 1147 - 1255 - .- - - - -
Home equity lines 68,696 5105 743 - .56,289 3412 8.08 39,400 1835 4.66
Direct/Indirect consumer {3) 59,597 4,552 . 7.64 44,981 2,589 b5.75 38,078 2,093  5.50
Other consumer (4 10,713 1089 10.17 6,908 667 9.67° 7,717 584 T.70
Total consumer 419,864 32,139 765 335948 22345 6.65 ) 295900 18231 6.16
Commercial - domestic . 151231 10897 721 128,034 8,266 6.46 114:644 6,978 6.09
Commercial real estate (5! T 36,939 2740 742 34,304 2,046 597 28,085 1,263 4.50
. Commercial lease financing 20,862 995 477 20,441 992 4.85 - 17,483 819 4.68
Commercial - foreign . 23,521 1674 712 .18,491 1,292 6.99 16,505 850 5.15
Total commercial 232,653 16,306 7.01 201,270 12596 6.26 176,717 . 9,910 -5.61
Total loans and leases 652,417 48445 743 537,218 34,941 650 472,617 - 28,141. 595
Other eaming assets 55,242 3498 633 138,013 2,103 553 - 34,634 1,815 5.24
Total eaming assets (6) ! . . & 1,269,144 79,809 - 6.29 1,111,994 59,458 5.35 905,273 43,670 4.82
Cash and cash equivalents ! i ' 34,052 33,199 28,511
Other assets, less allowance for loan and lease losses. 163,485 . 124,699 110,847
Total assets $1,466,681 v $1,269.892 $1,044,631
Interest-bearing ilabillties R - : '
Domestic interest-bearing deposits: ) R : .. ,
Savings ' .$ 34608 $ 269 078% $ 36602 $ 211 058% $ 33959 § 119 0.35%
NOW and money market deposit accounts © 218,077 3923 180 227.722 2839 125 214,542 1,921 090
Consumér COs and IRAs " 144738 6022 418 124,385 4,091  3.29 94,770 2,540 2.68
Negotiable CDs, public funds and other time deposits 12,195 483 397 6,865 250 365 5,977 290 485
Total domestic interest-bearing deposits 409,618 10,697 261 395,574 7,391 187 348,248 4,870 139
Foreign interest-bearing deposits: | , '
Banks located in foreign countries 34,985 1982 567 22,945 1,202 524 18,426 679 3.68
Governments and official institutions 12674 586 4.63 T 7,418 238 321 5,327 97 182
Time, savings and other ) 38,544 1215 3.15 31,603 661 2.09 27,739 275 0.99
Total foreign interest-bearing deposits 86,203 3,783 439 61,966 2,101  3.39 | 51,492 1051 2.04
Total interest-bearing deposits 495821 14480 292 457,540 9492 208 400,740 5921 148
Federal funds purchased, securities sold under agreements to repurchase :
and other short:term borrowings 411,132 19840 4.83 326,408 11,615 3.56 227,565 4,072 179
Trading account liabilities 64,689 2,640 4.08 57,689 2,364 410 35,326 1,317 373
Long-term debt 130,124 7,034 541 97,709 4,418 4.52 92,303 3683 399
Total interest-bearing liabilities 18 1,104,766 43994 399 939,346 27,889 297 755,934 14,993 1.98
Noninteresi-bearing sources:
Noninterest-bearing depasits 177,174 174,892 150,819
Other liabilities 51,278 55,793 53,063
Shareholders' equity 130,463 99,861 84,815
Total liabilities and shareholders’ equity $1,466,681 $1,269,892 $1,044,631
Net interest spread 2.30% 2.38% 2.84%
Impact of noninterest-bearing sources 0.52 0.46 0.33
Net interest income/yleld on earning assets (7} $35815 2.82% $31,569 2.84% $28,677 3.17% -

11} Yields on AFS debt securities are calculated based on fair value rather than historical cost balances. The use of falr value does not have a material impact on net Interest yield.
2 Nonperforming loans are included in the respective average loan balances. Income on thess nonperforming koans is recognized on a cash basis.
13} Includes home equity Ioans of $8.6 billion, $7.6 billion and $5.6 bllion in 2006, 2005 and 2004, respectively.
14 includes cansumer finance loans of $2.9 billicn, $3.1 billion and $3.7 billion in 2008, 2005 and 2004, respectively; and foreign consumer loans of $7.8 billion, $3.6 billion ard $3.0 billien In 2006, 2005 and

2004, respectively.

1% includes domestic commerclal real estate foans of $36.2 billion, $33.8 billion and $27.7 billicn in 2006, 2005 and 2004, respectively.
16) |nterest income Includes the impact of interast rate sk management contracts, which increased [decreased) interest income on the underlying assets ${372) miffion, $704 million and $2.1 bilkon in 2006,

2005 and 2004, respectively. Interest expense inctudes the impact of interest rate risk management contracts, which Increased interest expense on the underiying lfabilities $106 milkon, $1.3 bilion and $1,5

Billion In 2006, 2005 and 2004, respectively. For further information on interest rate contracts, see *Interest Rate Risk Management for Nontrading Acihvities® begirning on page 77.
{7} Interest income {FTE basis) in 2006 does not include the cumutative tax charge resulting from a change in tax legislation relating to extratemitorlal tax income and foreign sales corporation regimes. The FTE impact
has excluded this one-time impact to
provide a more comparative basis of presentation for Net Interest Income and net Interest yield on earning assets on a FTE basis. The impact on any given future peried Is not expected to be matertal.

10 Net interest Income and net Interest vield on eaming assets of this retroactive tax adjustmest was a reduction of $270 million and 2 bps,
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TableIl Analysis of Changes in Net Interest Income - FTE Basis . '

From 2005 to 2006 From 2004 to 2005
Due to Change in {4 Net _DuetoChangein® -Net
{Dollars in millions) + Volume Rate Change Volume Rate .Change
[ncrease (decrease) in Interest income . ot N .
Time deposits ptaced and other short-term investments $ 43 $ 1m1  $ 174 $ 1 $ 109 §. .110
Federal funds sold and securities purchased under agreements to resell 178 2,633 2811 597 2,475 ~3,072
Trading account assets . . 526 1,143 1,669 1,128 663 -1,791
Debt securities : . 282 516 798 3.408 39 3127
Loans and leases:: . . . -
- Residential mortgage ' 1,843 341 2,184 362 6 368 .«
Credit card - domestic ’ 1,139 1,246 2,385 1,130 470 1,600
Credit card - foreign  * ] 1,147 - 1147 - - -
Home equity lines . N ] 751 942 1,693 788 789 1,577
Direct/Indirect consumer : ' 838 1125 1,963 381 115 496
Other consumer ' . 369 53 422 {62) 135 73
" Total cansumer ' - 9,794 4,114
Commercial — domestic 1,504 1127 2,631 819 469 1,288
Commercial real estate : ' ° 159 535 694 281 502 - 783
Commercial lease financing 20 {17 3 138 35 173
Commercial ~ foreign ' : . 352 30 382 102 340 442
Total commercial ’ : 3,710 2,686
Total loans and leases ) ) ‘ .- 13,504 . 6,800
Other earning assets 952 443 1,395 1777 111 288
Total interest income - $20,351 $15,788
Increase (decrease) in Interest expense
Domestic interest-bearing deposits: . ) ..
Savings $ 100 $ 68 $ 58 $ 9 $ 8 4§ 92
NOW and money market deposit accounts R ’ (113) 1197 1,084 128 790 918
Consumer CDs and IRAs o 671 1,260 1931 [g:3 1 770 1.551
Negotiable CDs, public funds and other time deposits ’ 195 38 233 43 {83) (40)
Total domestic interest-bearing deposits 3,306 o o 2,521
Foreign interest-bearing deposits: . * .
Banks located in foreign countries 631 149 780 165 358 523
Govemnments and official institutions . 169 179 348 38 103 - 121
‘Time, savings and other ] B 145 - 409 554 38 348 386
Total foreign interest-bearing deposits 1682 1,050
Total interest-hearing deposits 4,988 3.571
Federal funds purchased, securities sold under agreements to repurchase and other short-term borrowings 3021 5,204 8,225 1,771 -+ 5772 7.543
Trading account liabilities .- 288 (12} 278 835 , 212 1.047
Long-term debt . : 1,464 1,152 2,616 216 519" 735
Total interest expense . : ) 16,105 w 12,896
Net increase in net interest income (2} P $ 4,246 ey $ 2,892

4} The changes for each category of interes? income and expense are divided between the portion of change attributable to the variante tn velume and the portion of change attributable to the variance in rate for that calegory

The unallocated thange in rate or volume varianca has been allocated between the rate and voluma variances, N

D Interest income {FTE basis) in 2006 does not include the cumutative 1ax change resulting from a change in tax Ieg;slatjon relamg ln extraterritorial tax income and joreign sales corporation regimes. The FIE impact to Nat
ve basis of pr i

Interest Income of this retroactive tax adjustment is a reduction of $27{0 million from 2005 1o 2006. Management has excluded this one-lime impact to provide a more
Income and net inferest vield on eaming assets on a FTE basls. The impact on any given future period is not expected to be material.

b
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Table ITI Outstanding Loans and Leases S e b e v AR ‘.

- L

- ’ December 31

{Daktars in millions} oo 2606 2005 2004 2003 2002
Consumer 0 !
Residential mortgage ] . $241.181 $182,596 $178,079 . . -$140,483 - .$108,332
Credit card - domestic ' . - N 61,195 58 5481 -t . 51,726 . 34,814 24,729
Credit card - foreign ) [ T 10,999 =t - D -
Home equity lines . ; - 74,888 62 098 50,126 23,859 23,236
Direct/Indirect consumer (1) s t - 68,224 45,480 40,513 33,415 31,068
Other consumer 2 . 9,218 - 6,725 7,439 7,558 . 10,365
___Total consumer ' vt - 465,705 355,457 327,883 240129 197,720
Commercial ) o - L
Commercial - domestic ) 1 r 161,982 140,533 , 122,085 91.491 . 99,151
Commercial real estate 3 ot . 36,258 35,766 32,319 19,367 ) , 20,205
Commercial lease financing .~ R 21,864 - 20,705 ¢ 21,115 9,692 . 10,386
Commercial ~ foreign \ 20,681 21,330 18,401 10,754 15,428

Total commercial . 240,785 - 218334 193,930 131,304 T 145170

" Total loans and leases 0 i $706,490 $573,791 $521,813 $371,433 |, $342,800
1) Includes home equity oans of $12.8 billion, $8,1 bilion, $7.3 billion, $7.3 billion, and $3.6 billion at December 31, 2006, 2005, 2004, 2003, and 2002, respectively. ' LN

12), Includes foreign consumer loans of $6.2 billion, $3.8 billion, $3.6 billion, $2.0 billion, and $2.0 billion at December 31, 2006, 2005, 2004, 2003, and 2002, respectively; consumer rnance loans of $2.8 billion, $2.8 billkon,
$3.4 billien, $3.9 billion, and $4.4 tillion at December 31, 2006, 2005, 2004, 2003, and 2002, respectively; and consumer Jease financing of $481 milkon, $1.7 billion. and $3.9 billion at December 31, 2004, 2003, and
= 2002, respectively.
{1 Includes domestic commercial real estate loans of $35.7 billion, $35.2 billion, $31.9 billion, $19.0 billion. and $19.9 billion at December 31, 2006, 2005, 2004, 2003, and 2002, respectively; and foreign commercial real
estate Joans of $578 million, $585 million, 5440 million, $324 milkon, and $295 million at December 31, 2006, 2008, 2004, 2003, and 2002, respectively. .
i

v

Table IV Nonperforming Assets . . .
) December 31~ ' P,

[Dotars i miioes) o 0 - : 2006 2005 2004 "'2003 2002
Consumer - oo V1 . . . .
Residential mortgage - § 660 $ 570 $ 554 §,531 $. 612
Home equity lines 249 o117 66 , 43 .+ 68
Direct/Indirect consumer 44 37 33 .28 30
Other consumer 77 61 85 ' 36 ) 25

. Total consumer () N . . 1,030 785 738 ', B3 . 733
Commerclal ' . , T
Commercial - domestic , .. 584 581 855 ... 1,388 2621
Commercial real estate . ' 118 49 87 o142 164
Commerciat lease financing ' 42 62 266 127 160
Commercial - foreign . Al . B : .13 34 267 - 578 1,359
'.«Total commercial @ 1 i - i I ' TV 726 1475 " 2235 1 .4.304

Total nonperforming foans and Ieases N . . 1,787 1,511 2,213 “ 2,873 5,037

Foreclosed properties Peos . 69 92 102 148 225
Nonperfarming securities @ o - - 140 - —_—

_-Total nonperforming assets (9 | - .1 $1856  ..$1,603 $2,455 *= , $3,021 $5,262
13- In 2006, $69 milion in Interest Income was estimated to be contractually due on nonperforming consumer ioans and leases classified as nonperrnrrmng 3t December 31, 2006 provided that these lcans and ieases had been

paid according 10 thelr terms and conditions. Of this amount, approximately $17 million was received and inctuded in Net Income for 2006. - oo ’

) In 2006, $85 million in Intevest Incoma was estimated to be contractually due on nonperforming commercial koans and leases classified as nonperforming at Becember 31, 2006, Including troubled debt restructured loans of
which $2 miition were perforing at December 31, 2006 and not ncluded in the table above. Approximatety $38 million of the esnmated 485 million in contractual interest was received and inchaied in Net Income for 2006.

3 Primarily related to intemational securities held in the AFS portfolio. '

) Batances do not inctude $30 million, $24 million, $28 million, $16 miion, and $41 million of nonperrommg consumer loans held-for-sale, included in Other Assets at December 31 2006, 2005, 2004, 2003, and 2002,
respectively; and $50 million, $45 million, $123 mlll\nn $186 'million, and 57'3 millton of nonperforming commercial loans held-for-sale.! included In Other Assets at December 31, 2008, 2005, 2004, 2003, and 2002,

respectively.
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Table V Accruing Loans and Leases Past Due 90 Days or More ST e T aweh
R Lo e : B T December 31 -
{Doltars in milions) Cs . oo . B AN A 2006 2005 .34 2004 0. 20037 .r. 2002
Cansumer A o ! B
Residential mortgage 1) $ 118 $ - $ - 1‘ $- _—"“‘_ % -
Credit card - domestic . - 1,991 1,197 1076° 616" T 424
Credit card.— forelgn’ N , 184 = - G ER
Direct/Indirect consumer - 347 75 58 47 Y7 56
Other consumer N 38 15 23 Y35 ¢ 61
_ Total consumer g 2,678 *1,287 11% . o8 . oAl
:Commercial [ et ) A
Commercial - domestic, s 265 117 121 110 T 132
Commercial real estate 78 4 1 23 . 9t
Comercial lease financing R 26 15 14 " nfa "M nfa
Commercial - foreigh L e 9 3R 2 29 C-e
. -Total commerclal 378 168 138, 162, 223
'  Total accruing loans and leases past due 90 days or more ] $3,056 $1,455 $1,294 $860 .. - $764
L Balance el December 31. 2006 is related 1o repurchases pursuant to our senvicing agreements with GRMA mortgage pools, which were included in loans heldforsale in previous years. ‘;, ]
/2 = not available o ' - ' e .
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Ta:bie VI Allowance for Credit I:osses '

{Dottars in millins} . . - 2008 2005 . 2004 2003 2002
Allowance for foan and lease losses, January 1 $ 8045 $ 862 $ 6183 $ 6,358 $ 6,278
FleetBoston balance, April 1, 2004 - - 2,763 - -
MBNA balance, January 1, 2006 577 - - - -’ -
Loans and leases charged off
Residential morl,gage {74) (58) (62) {64) (56)
Credit card - domestic (3,5486) (4,018} {2,536) {1,657) {1,210)
Credit card - foreign (292) - - - -
Home equity lines . (67) (46) (38) (38) {40)
Direct/Indirect consumer . {748) {380) {344) (322) (355)
Other consumer {436) (376) {295) {343} {395)
. Total consumer {5,163) {4,878) (3,275) (2,424} {2,056)
Commertial - domestic {597) {535) {504) (857} {1,625)
Commercial real estate . (] (5) {12) (46) . (45)
Commercial lease financing ’ o (28) {315) {39) (132} {168)
Carmmercial — foreign (86) (61) {262) {(408) ' {568}
Total commercial {718) {9186) (817) (1,443} (2,404)
Total loans and leases charged off (5,881) (5,794) {4,092) (3,867) (4,460)
Recoverfes of loans and leases previously charged off
Residential mortgage 35 31 26 24 14
Credit card — domestic 452 366 231 143 116
Credit card -~ foreign 67 - - - -
Home equity lines 16 15 23 26 14
Direct/Indirect consumer 224 132 136 141 1145
Qther consumer 133 101 102 88 99
Total consumer v 97 645 518 422 388
Commercial - domestic 261 365 327 224 314
Commercial real estate 4 5 15 5 7
Commercial tease financing 56 84 30 8 9
Commercial - foreign 94 133 89 102 45
Total commercial 415 587 461 339 375
Total recoveries of loans and leases previously charged off 1,342 1,232 978 761 763
Net charge-offs (4,539) (4,562) (3,113 {3,106) (3.697)
Provision for loan and' Iease losses 5001 4,021 2,868 2,916 3,801
Other . {(68) (40) (55) {5) {24)
Allowance for loan al';d lease losses, December 31 9,016 8,045 B.626 6,163 6,358
Reserve for unfunded lendIng commitments, January 1 385 402 416 493 597
FleetBoston balance, April 1, 2004 - - a5 - -
Provision for unfunded lending commitments 9 N (99) {Tn {104)
Other . . B M - - - -
Resarve for unfunded lending commitments, December 31 ’ ' 397 385 402 4186 493
Total § 9413 $ 8440 $ 9,028 $ 6579 $ 6,851
Loans and leases outstanding at December 31 . $706,490 $573,791 $521,813 $371,433 $342,890
Allowance for loan and lease losses as a percentage of loans and teases outstanding at ’
December 31 ' 1.28% 1.40% 1.65% 1.66% 1.85%
Consumer allowance for loan and lease losses as a percentage of consumer loans and
leases outstanding at December 31 119 1.27 134 1.25 0.95
Commercial allowance for loan and lease losses as a percentage of commercial loans and
leases outstanding at December 31 144 1.62 219 2.40 2.43
Average loans and leases outstanding during the year $652,417 $537,218 $472.617 $356,220 $336,820
Net charge-offs as a percentage of average loans and leases outstanding during
the year (1) 0.70% 0.85% 0.66% 0.87% 1.10%
Altswance for loan and lease losses as a percentage of total nonperforming loans and . '
leases at December 31 505 532 390 215 126
Ratio of the allowance for loan and lease losses at December 31 1o net charge-offs (1) 199 1.76 277 198 1.72

19) For 2006, the impact of SOP 03-3 decreased net charge-offs by $288 million, Excluding the impact of S0P 03-3, net charge-ofis as a percentage of average Icans and leases nutstand:ng for 2006 was 0.74 percent, and the

ratio of the Aliowance for Loan and L.ease Losses o net charge-offs was 1.87 at December 31, 2006.
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Table VII Allocation of the Allowance for Credit Losses by Product Type

December 31
2006 2005 2004 2003 2002

(Dollars i millions) Amount Percent Amount  Percent  “Amount  Percent Amount  Percent Amount  Percent
Allowance for toan and lease losses h . , ' - oo
Residential mortgage ! $ 248 28% 3% 277 34% $ 240 28% § 185 3.0% $ 108 1.7%
Credit card - domestic 3,176 * 352 3,301 41.0 3,148 36.5 1,947 316 1031 162
Credit card - foreign 336 37 - - - - o=y - - -
Home equity lines 133 15 136 1.7 115 13 72 1.2 49 ' 08
Direct/Indirect consumer ’ . 1,200 133 421 5.2 375 4.3 347 5.6 361 . 5.7
Other consumer . 467 5.2 380 48 500 59 456 74, 332 5.2

Total consumer 5,560 617 4,515 56.1 4,378 50.8 3,007 488 1,881 296
Commercial - domestic o ¢ 2,362 240 2,100 26.1 21 24.3 1,756 + 285 2,231 351
Commercial real estate 588 65 - 609 76 644 7.5 484 7.9 439 6.9
Commercial lease financing 217 24 232 29 442 5.1 235 38 .nfa | n/a
Commercial - foreign 489 - 54 589 7.3 1,061 12.3 681 11.0 ' 855 |, 134

Total commercial (1) 3,456 383 3,530 43.8 4,248 49.2 3,156 51.2 3,525 55.4
General (2 : - - - - - - - - 952 150

Allowance for loan and lease losses 9016  100.0% 8,045 100.0% 8,626 100.0% 6,183 100.0%  6.358 100.0%
Reserve for unfunded lending commitments 397 ' 395 402 416 493
Total $9,413 $8,440 $9,028 $6,579 - $6.851

(1 Includes allowance for loan and lease iosses of commerclal impaired ioans of $43 million, $55 million, $202 million. $391 miliicn, and $919 million at December 31, 2006, 2005, 2004, 2003, and 2002, respectively,
2 At December 31, 2005, general reserves were assigned to individual product types to betier reflect our view of risk in these portfolios. Information was not available to assign general resenves by product types peior to 2003.
n/a= Not avallable; included in ial - domestic at December 31, 2002, : )

.

Table VIIT Selected Loan Maturity Data (1)

December 31, 2006
B Due After )
: ’ One Year . !
° Due in One Through Due After .
{Doilars In mitions) . Year or Less Flve Years Flve Years Total
Commercial - domestic . ) $57,067 $66,351 ., $38.564 $161,982
Commercial rea! estale — domestic ) --. 14,562 to11.774 3,344 35,680
Foreign and other 12 : . 22,509 4,432 496 27,437
Tatal sefected loans v - - .. $94,138 - $88,557 $42,404 $225,009
Percent of total . ) . 41.8% 39.3% 18.9% 100.0%
Sensitivity of selected foans to changes in interest rates for loans due after one year: R . : '
Fixed interest yates $ 8,588 $19,793
Floating or adjustable interest rates . 79,969 22,611
Yotal $88,557 $42,404 .o
11} Loan maturities are based on the remalning matunties under contractual terms.

@ Loan ities include other commertial - foreign and commercial real estata logns,
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Table IX Short-term Borrowings o

Wt

P ! L
2006 2005 2004
[Dollars in millions} o Amount .. Rate Amount Rate Amount Rate
Federal funds purchased - - '
At Decernber 31 - - . $ 12232 5.35% $ 2715 ,4.06% . % 3108, 2.23%
Average during year . - ' . 5,292 511 3,670 3.09 3,724 1.31
Maximum manth-end balance during year 12,232 - 5,964 - 7,852 -
Securitfes sold under agreements to repurchase: o ]
At December 31 ! 205,295 494 237940 ' 426 }16,633 . 2,23
Average during year . ; 281,611 466 227,081 3.62 161,494 1.86
Maximum month-end balance during year ‘ : 312,955 - 273,544 - 191,898 -
Commercial paper ' ‘ _ ' , ! _
At December 31 e ' . 41,223 534" 24,968 421 $ 25,378 2.09
Average during year ' C " '33942 515 26,335 3.22 21,178 1.45
Maximum month-end balance during year 42,511 - 31,380 - 26,486 -
Other short-term borrowings . - .
At December 31 100,077 543 91,301 4.58 53,219 2.48
Average during year 90,287 ° 521 69,322 351 41,169 173
Maximum month-end balance during year H : R . . 104,555 - 91,301 ¢+ - = .. 1+ '+ 53,756 -
3
Table X Non-exchange Traded Commodity Contracts o
. ’ . s ! Asset Liabllity

|Dollars in millions) ) Posltions « Posltions
Net fair value of contracts outstanding, January:1, 2006 $3.011 $2.219
Effects of legally enforceable master netting agreements , 5,636 5,636
Gross fair value of contracts outstanding, January 1, 2006 8,657 7,915
Contracts realized or oiherwise settled  ° {2,797 {2,792)
Fair value of new contracts 1,182 1,127
Other changes in fair value {3,431) (2,781)
Gross fair value of contracts outstanding, Decémber 31, 2006 3,611 3.469
Effects of legally enforééable master netting agreements (2,339 {2.339}
" Met falr value of contracls outstanding, Decemnber 31, 2006 $ 1272 $ 1130
Table XI Non-exchange Traded Commodity Contract Maturities .o

| ] : ' Decermber 31, 2006

, " Asset Liabllity

{Dollars in millions) - Positions Posltions
Maturity of less than 1 year . ' $1,244 $ 1,165
Maturity of 1-3 years : 1,963 1,878
Maturity of 4-5 years . 321 348
Maturity in excess of 5 years f 83 80
Gross fair value of contracts 3,611 3,469
Effects of legally enforceable master netting agreements . {2.339) (2,339}

Net falr value of contracts outstanding $ 1272 $ 1130

4
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Table XII Selected Quarterly Financial Data

2006 Quarters 2005 Quarters

{Doflars in millio1s, extept per share information} Fourth Third Second . First Fourth Thirg Second First*
Income statement : -
Net interest income $ 8599 $ 8586 $ 8630 $ 8776 $ 7,859 $ 7735 $ 7837 % 7,508
Noninterest income 9,866 10,067 . 9598 8,901 5,951 6,416 6.955 6,032
Total revenue 18,465 18,653 18,228 17,677 13,810 14,151 14,592 13,538
Provision fcr credit losses 1570 1,165 ' 1,005 1,270 1,400 1,159 875 580
Gains {lassas) on sales of debt PR ' . .

securities 21 (469) (9} 14 71 29 325 659
Noninteres; expense 9,093 8,863 8,717 8,924 7.320 7.285 7.019 7.057
Income before income taxes 7,823 8,156 8,497 7.497 5,161 5,736 7.023 6,560
Income tax expense 2567 , 2,740 3,022 2,511 1,587 1,895 2.366 2,167
Net income: 5,256 + 5,416 v 5475 4,986 3574 3,841 4,657. 4,393
Average common shares issued and o . '

outstanding (in thousands) 4,464,110 4,499,704 4,534,627 4,609,481 3,996,024 4,000,573 4,005,356 = 4,032,550
Average di'uted common shares issued : ) . ’

and ouitstanding {in thousands) 4,536,696 4,570,558 4,601,169 4,666,405 4,053,859 4,054,659 4,065,355 4,099,062
Performance ratlos B : ‘ ‘
Retum on average assets 1.39% 1.43% 1.51% 1.43% 1.09% 1.18% 1.46% - 1.49%
Return on average common . .

shareholders’ equity 15.76 16.64° 17.26 15.44 14.21 15.09 18.93 17.97
Total endiag equity to total ending T ¢ 3 .

assets 927 9.22 . 8.85 9.41 7.86 B8.12 813 . 8.16
Total average equity to total average -

assets 8.97 8.63 ‘8.75 9.26 . 7.66 7.82 7.74 8.28
Dividend payout 47,49 46.82 41.76 46,75 56.24 52.60 . 38.90 41,71
Per comrnon share data .
Earnings $ 117 $ 1.20 $ 121 3 1.08 $ 089 - § 096 % + 116 $ . 109
Dituted eamings 116 118 w119 ' 1.07 "0.88 0.5 a1 1.07
Oividends: paid - 0.56 0.56 0.50 0.50 0.50 - 0.50 - 045 ~- - 0.45
Book value 29.70 29.52 2817 28.19 25.32 25.28 25.16 24,45
Average balance sheet N _ R
Total loans and leases ‘ $ 683598 $ 673,477 $ 635,649 $ 615968 $ 563,589 $ 538497 $ 520415 _ % _524,921
Total ascels 1,495,150 1,497,087 1,456,004 1,416,373 1,305,057 1,294,754 1,277,478 1,200,859
Total deposits . 680,245 676,851 674,796 659,821 628,922 632,771 640,593 627,420
Long-terrn debt 3 140,756 136,769 125,620 117.018 99,601 98,326 96,697 96,167
Commor sharehalders’ equity 132,004 129,098 - 127,102 130,881 99,677 100,974 98,558 99,130
Total shareholders’ equity 134,047 129,262 127373 131,153 99,948 101,246 98,829 99,401
Asset Quality . . ) . :
Allowance for credit losses o $ .9413 $+ 9,260 $ - 9475 $ 0462 $ 8440 $ 8716 - B.702 $ 8707
Nonperfarming assets 1,856 1,656 To18M 1,680 1,603 1,597 . 1,895 : 2,338
Allowance far loan and lease losses as .o Sy

a percentage of total loans and

leases outstanding 128% - 1.33% 1.36% 1.46% .. 1.40% 1.50% 1.57% * 1.57%
Allowan:e for loan and lease fosses as

a percentage of total nonperforming . ML "

loans and leases : 505 862 578 . 572 532 556 470 401
Net charge-offs $ 11417 $ - 1,277 $ 1,023 $ 822 $ 1,648 $ 1,145 $ 8830 3 889
Annuglized net charge-offs asa . ) )

perzentage of average loans and T

leases .. 0.82% 0.75% 0.65% 0.54% 1.16% 0.84% 0.68% 0.69%
Nonperforming loans and leases as a - ’

percentage of total loans and - R

leases outstanding - 0.25 0.24 o023 0.26 0.26 0.27 - 033 0.39
Nonperforming assets as a percentage - toopl : -

of total loans, leases, and - - :

foreclosed properties 0.26 0.25 0.25 0.27 0.28 0.29 . 0.36 0.44
Ratio of the allowance for loan and ’ :

lease losses at period end to : . ' -

annuaiized net charge-offs 160 1.75 o221 2.72 123 1.83 2.36 230
Capltel ratios (period end) - , . -
Risk-based capital: . . . y , ' ’ .

Tier 1 8.64% 8.48% 8.33% 8.45% -8.25% 8.27% 8.16% ' 8.26%

Tital ~ 11.88 '-11.46 ©11.25 11.32 ' 1108 11.19 11.23 11.52
Tier 1 Leverage 6.36 8.16 . 6.13 6.18 5.91 5.90 5.68 5.86
Market capitalization $ 238021 ° $"240,966 % 217,794 $ 208,633 $ 184,588 $ 168,950 $ 183,202 $ 177,958
Market price per share of '

common stock o o
Closing $ 5338 $ 5357 $ 4810 $ 4554 % 4615, % 4210 '$ 4561 5 4410
High closing ’ 54.90 53.57 50.47 47.08 46.99 45.08 47.08 ., 41.08
Low closing 5166 47.98 45.48 43.09 41.57 41.60 44.01 43.66
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Table XIIT Quarterly Average Balances and Interest Rates - FTE Basis

Fourth Quarer 2006 Third Quarter 2006
, Interest Interest
* Average Income,/ Yield/ Average Income/ Yield/
{Doltars o millions) Balance Expense Rate Balance Expense Rate
Eaming assets
Time deposits placed and other shorttenm investments $ 15760 $ 166 419% $ 155629 $ 173 4.39%
Federal funds sold and securities purchased under agreements to resell 174,167 2,068 473 173,381 2,146 494
Trading account assets 167,163 2,289 546 146,817 1,928 5.24
Debt securities 193,601 2,504 517 236,033 3,136 531
Loans and leases (2); '
Residential mortgage 225,985 3,202 5.66 222,889 3,151 5.6%
Credit card - domestic 59,802 2101 13.94 62,508 2,189 13.90
Credit card - foreign 10,375 305 11,66 9,455 286 12.02
Home eguity lines 73,218 1,411 1.65 70,075 1,351, 7.65
Direct/Indirect consumer () 65,158 1,316 8.00 61,361 1,193 7.74
Other consumer {4 10,606 225 B.AT 11,075 298 10.66
Totat consumer 445,144 8,560 7.65 437,363 8,468 7.71
Commercial - domestic 158,604 2,907 7.27 153,007 2,805 7.28
Commercial real estate () 36,851 704 7.58 37,471 724 7.67
Commercial lease financing 21,1598 254 480 20,875 232 4.46
Commercial - foreign 21,840 337 6.12 24,761 454 7.21
Total commercial . 238454 4,202 7.00 236,114 4,215 7.09
) Total loans and leases 683,598 12,762 7.42 673.477 12,683 7.49
Other eaming assets 65,172 1,058 6.46 57,029 914 6.38
Total earnihg assets € 1,299 461 20,847 6.39 1,302,366 20,980 6.41
Cash and cash equivalents 32,816 33,495
Other assets, less allowance for loan and lease losses . 162,873 162,126
Total assets , $1,495,150 $1,497,987
Interest-bearing liabilities
Domestic interest—bearing‘deposits:
| Savings * § 32965 $ 48 0.58% $ 34,268 $ 69 0.81%
- NOW and money market deposit accounts 211,055 966 - 181 212,690 1,053 1.96
| Consumer CDs and IRAs 154,621 1,794 4,60 147,607 1,658 4.46
Negotiable CDs, public funds and other time deposits 13,052 140 4.30 14,105 150 4,19
. " Total domestic interest-bearing deposits 411,693 2,948 2.84 408,670 © 2,930 2.84
| Foreign interest-bearing deposits; ’ .
| Banks located in foreign countries 38,648 507 521 38,588 562 578
| Governments and official institutions 14,220 168 470 12,801 156 4,83
| Time, savings and other 41,328 366 350 40,444 328 3.22
| " Total foreign interest-bearing deposits 94,196 1,041 438 91,833 1,046 4.52
| . Total interest-bearing deposits ) 505,889 3,989 o313 500,503 3,976 3.15
Federal funds purchased, securities sold under agreements to repurchase
and other short-term borrowings 405,748 5,222 511 429,882 5,467 5.05
Trading account liabilities . 75,261 800 421 59,462 727 4.15
Longterm debt ; 140,756 1881 5.34 136,769 1.916 5.60
Total interest-bearing liabilities {5 1,127,654 11892 4.19 1,136,616 12,086 4.23
Noninterest-bearing sources: ) "
. Noninterest-bearing deposits 174,356 176,348 .
Other liabilities 59,093 55,761
Shareholders' equity 134,047 129,262
Total liabilities and shareholders’ equity $1,495,150 $1,497,987
Net interest spread 2.20% ' 2.18%
Impact of noninterest-bearing sources “ 0.55 ) 0.58
Net interest income/yield on earning assets {7 $ 8955 2.75% $ 8,894 2.73%

.

11 Yields on AFS debt securlties, are calculated based on falr value rather than historical cost balances. The use of fair value does not have a materlal impact an net interess yield.

@ Nonperfoming loans are included in the respective avesage loan balances. Income o these ronperforming loans is recognized on a cash basis.

W Includes home equity loans of $11.7 billion, $9.9 billion, $8.7 billion and $8, 2 billion in the fourth, third, second and first quarters of 2006, respectively, and $8.0 billion in the fourth quarter of 2005, '

W Inctudes consumer finance foans of $2.8 biflion, $2.9 billion, $3.0 billion and $3.0 billion in the fourth, thir, second and first quarters of 2006, respectively, and $2.9 billion in the fourth quarter of 2005: and foreign
consumet loans of $7.8 billicn, $8.1 billion, $7.8 billion and $7.3 billion in 1he fourth, third, second and first quarters of 2006, respectively, and $3.7 billion in the fourth quarter of 2005.

18] Includes demestic commercial real estate loans of $36.1 hilliun. $36.7 billion, $36.0 billion and $36.0 billion in the fourth, third. second and ﬁrsl quarters of 2008, respectively, and $35.4 billion in the fourth quarter of

2005,

1) Interest income includes the impact of interest rate risk management contracts, which increased (decreased) interest income on the underlying assets ${198) million, ${128) million, ${54) million and $8 million in the fourth,

third, second and first quarters of 2006, respectively, and $2% million In the fourth quaeter of 2005. Interest expense incluges the impact of interest rate risk

contracts, which increased (decreased) interest

expense on the underying Siabilities $(69) million, ${48} million, $87 mitlion and $136 million in the fourth, third, second and first quarters of 2008, respectively, and $254 million in the fourth quarter of 2005. For further
information on interest rate contracts, see “Interest Rate Risk Management for Nontrading Activities” beginning on page 77,
M Interest income (FTE basis) for the thrée months ended June 30, 2006, does not include the cumulative tax charge resulting from a change in tax
. regimes. The FTE impact to Nt Interest Income and net interest yleld on eaming assets of this retroactive tax adjustment was a feduction of $270 million and 9 bps. respectively, for the three months ended June 30, 2006,

Management has excluded this one-time impact to provide a more
- not expecled to be material.
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Second Quarter 2006 First Quarter 2006 Fourth Quarter 2005
oL Interest interest Interest .
Average Income/  Yield/ . Average income/  Yield/ . Average Incorne/  Yield/

{Dotlars in miflioers) Balance Expense Rate Balance Expense Rate Balance Expense Rate

Earning assets . . 7 ) _ ,

Time deposits placed and other shariarm investments " $ 16691 §$ 168 405% -$ 14347 $ 139 3.92% $ 14519 - % 133 3.59%

Federal funds sold and securities purchased under v ' o
agreements to resel e 179,104 1,900 4,25 174,711 ~ 1,709 3.94 165,908 1477 3.55

Trading account assets 133,556 1,712 5.13 133,361 1,623 4.89 139,441 1,648 4.72

Debt securities (1 * 236,967 3,162 5.34 234,606 3,043 5.19 221,411 2,842 5.13

Loans and leases (2);

Residential mongage 197,228 2,731 , 5.54 184,796 2,524 5.48 178,764 2,427 . 542
Credit card - domestic \ 64,980 2,168 13.38 68,169 2,180 1297 56,858 1,748 12,19
Credit card - foreign B,305 269 1297 8,403 287 1386 - - -
Home equity lines 67,182 1,231 7.35 64,198 1,112 7.02 60,571 1,011 6.63
Direct/Indirect consumer () 56,715 1,057 7.46 55,025 986 7.24 47,181 703 5%
Other consumer 4 10,804 294  10.95. 10,357 272 10.59 6653 = 182 11.01
Total consumer 405,214 1,750 7.66 390,948 7.361 . 7.80 350,027 6071  B6.90
Commercial - domestic 148,445 2,695 7.28 144,693 2,490 6.97 137,224 2,279 6.59
Gommercial real estate 15 36,749 680 7.41 36,676 632 6.99 36,017 597 658
- -Cammercial lease financing 20,896 262 501 20,512 247 4,82 .20,178 41 4,79
Commercial - foreign 24,345 456 7.52 23,139 427 7.48 20,143 © 379 ,7.45
Total commercial 230,435 4,003 712 225,020 3,796 6.83 213,562 3456 650
Total loans and leases 635,649 11,843 7.47 615,968 11,157 7.32 563,589 9,567 B.75
Other earning assets 51,928 T 808 6.24 46,618 718 '+ 6.22 40,682 594 . 583
Total eaming assets 16} 1,253,885 19,593 6.26 1,219,611 18,388 6.08 1,145,550 16,261 5.65
Cash and cash equivalents . ' 35,070 34,857 ' 33,693 ’
Other assets, less allowance for Joan and lease losses 167,039 161,905 125,814
Total assets $1.456,004 $1,416,373 $1,305,057

Interest-bearing llabllities .

Domestic interest-bearing deposits: X ~ . .
Savings $ 35681 $ 76 084% $. 355650 $ 76 087% §$ 3553 $ 68 0.76%
NOW and money market deposit accounts 221,198 996 181 227,606 908 1.62 224,122 721 1.28
Consumer CDs and IRAs . 141,408 1,393 3.95 135068 1177 353 120,321 1028 339
Negotiable CDs, public funds and other time deposits 13,005 123 3.80 8,551 70 3.30 5,085 27 2.13

Total domestic interest-bearing deposits 411,292 2,588 2.52 406,775 2,231 2.22 385.063 1,844 190

Foreign interesthearing depasits: i a . . ..
Bariks located in foreign countries 32,456 489 6.05 . 30,116 424 5.71 24,451 356 5.77
Governments and official institutions 13,428 155 4.63 10,200 107 4.25 7,579 74 3.84
Time, savings and other 37,178 276 2908 35,136 245 2.83 32,624 202 2.46

Total foreign interestbearing deposits 83,062 920 4.44 75,452 776 4.17 64,654 632 3.87
Total interest-bearing deposits 494,354 3,508 2.85 482,227 3,007 2.53 449,717 2,476 218

Féderal funds purchased, securities sold under 4 . :
agreements to repurchase and other short-tenm bomrowings 408,734 4,842 4.75 399,896 4,309 4.37 . 364,140 3,855 4.20

Trading account liabilities 61,263 596 3.80 52,466 517 3.99 56,880 .- 619 4.32

Long-term debt 125,620 1,721 5.48 117,018 1,516 5.18 98,601 1,209 4.85

Total interest-bearing liabilities (6 1,089,971 10,667 3.92 1,051,607 9,349 3860 970,338 8,159 334

Noninterest-bearing sources: ' '

Noninterest-bearing deposits 180,442 177,594 179,205
Qther liabilities 58,218 56,019 55,566
Shareholders' equity . 127,373 131,153 99,948 B
Total Habilities and shareholders” equity $1,456,004 $1,416,373 $1,305,057
Net interest spread v 2.34% 2.48% 2.31%
Impact of noninterest-bearing sources o 0.51 0.50 0.51
Net interest Income/yleld on eaming assets 0 $ 8,926 2.85% $ 9,040  2.98% $ 8,102 2.82%
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Glossary

BT L i

Assets in Custody - Consist largely of custodial and non-discretionary trust assets administered for customers excluding brokerage assets. Trust assets
encompass a broad range of asset types including real estate, private company ownership interest, personal property and investments.

Assets Under Management (AUM) - The total market vaiue of assets under the investment advisory and discretion of Global Wealth and. In'u'e'stm'ént
Management which generate asset management fees based on a percentage of the assets’ market value. AUM refiects assets that are generally managed
for institutional, high networth and retatl cllents and are drstnbuted through various investment products including mutual funds other commingled vehlcles
and separate accounts

LI

r - . ) '.. » : * 4y

Bridge Loan - " A short term loan or security which is expected to be replaced by permanent financing (debt or equity securities, loan syndlcatuon or asset
sales) prior to the matunty date of the toan. Bridge loans may include ‘an_ unfunded commitment, as well as funded amounts, and are generaily expected to
be retired in one year or Iess : . . -

Cllent Brokerage Assets — Include cllent assets which are held in brokerage accounts. This includes nondiscretionary brokerage and feebased assets which

generate brokerage income and asset management fee | revenue.
o - T

.

Cobrandlng Affinity Agreements Contracts with our endorsing partners outhmng specific marketmg rights, compensation and other terms and condttlons
mutually agreed to by the Corporatlon and its partners. S
Tay R 4 - -
Committed Credit Exposure - Committed credit exposure mcludes any funded portion of a facility plus the unfunded portion of a facility on which the Corpo-
ration is Iegally bound to-advance funds during a specified period under prescribed conditions. - - S o
Core Net Interest Income - Managed Basis — Net rnterest Income on a fully taxable-equivalent basrs excluding the |mpact of market based acnwhes and cer—
tain secuntlzatlons - . : .
- e o’
Credit Derivatives / Credlt Default Swaps (CDS) — A derivative contract that provides protection against the detenoratron of credit quality and’ would altow one
party to recetve payment in the event of default by a third party under a,borrowmg arrangement S '
| ! ' " : i " ¥
Derlvatlve A contract or agreement whose value is derived from changes in an underlying index such as interest rates, forelgn exchange rates or pnces of
securltles Derivatives utilized by the Corporatron include swaps financial futures and forward settiement contracts, and: optton contracts .

. 4
. .

Excess Servicing Income — For cenarn assets that have been securitized, interest income, fee revenue and recoveries in excess of mterest pald to the
investors, gross credit losses and other trust expenses related to the secuntlzed recewables are all reclassified into excess servrcmg tncome whlch is a
component of Card Income. Excess servrcrng income also includes the farr market value adjustments related to the Corporation's mterestonly stnps as a
result of changes in the estimated future net cash flows expected to be eamed in future periods and changes in projected loan payment rates.

Interest-only {10) Strip = A residual interest in a securitization trust representing the right to receive future net cash flows from securitized assets after pay-
ments to third party investors and net credit losses. These arise when assets are transferred to a special purpose entity as part of an asset securitization
transactron ‘qualifying for sale treatment under GAAP. i e

- . s

Letter of Credrt -A document |ssued by the Corporation on behalf ofa customer to a third party promising to pay that thlrd party upon presentahon of specr-
fied documents. A Ietter of credit effectively substitutes the. Corporatlon s credit for that of the Corporation’s customer, ., N

1

L 1

Managed Basis - Managed basis presentation includes results from both onrbalance sheet loans and off-balance sheet loans, and excludes the impact of
securitization activity, with the exception of the mark-td-market ‘adjustment on residual interests from securitizatiori and the impact of the gains recognized
on securitized loan principal receivables. Managed basis disclosures-assume that securitized loans have not been sold and present the results of the
securitized loans in the same mannér as the Corporation's held loans, Managed credit impact repreeents the Corporation’s held Provision for Credit Losses
combined with credit losses associdted with the securitized loan portfolio. . ' : :

Martgage Servicing Right (MSR) — The right to service a mortgage loan retained when the underlying loan is sold or securitized. Servicing includes collections
for principal, interest and escrow payments from borrowers and accounting for and remitting principal and interest payments to investors.

Net Interest Yield — Net Interest Income divided by average total interest-earning assets.
Operating Basis — A basis of presentation not defined by GAAP that excludes Merger and Restructuring Charges.

.

Return on Common Equity (ROE) ~ Measures the eamings contribution of a unit as a percentage of the Shareholders' Equity allocated to that unit.
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Securitize / Securitization - A process by which fnancral assets are sold to a specral purpose entity, which then issues securmes collateralized by those

underlying assets, and the return on the securities issued is based on the principal and interést cash flow of the underlying assets.

Shareholder Value Added (SVA) - Cash basis eamings on an operating basis less a charge for the use of capital.

'

ar

Value-at-Risk (VAﬁ) A VAR model estimates a range of hypothetical scenarios to calculate a potentral Ioss which is n

PP T D el

ot expected to be exceeded with a

specified confidence level. VAR is a key statistic used to measure and manage market fisk,

Variable Interest Entities (VIE) - An entity whose equity investors do not have a controlling financial interest. The entity may not have sufficient equity at risk
to finance its activities without-additional subordinated fi nancial support from third parties. The equity investors may lack the ability to make significant
decrsrons about the entsty s activities, or they may not absorb the losses or recelve the residual retums generated by the assets and other contractual
arrangements of the VIE A VIE. must be, consolidated by |ts prlmary benefl iciary, if any, whrch is the party that will absorl the majonty of the expected losses

or.expected residual returns of the VIE o both

) L } . W 1 +
. s LT S T A S L 1 . 1 : - 1 T, n
A.cronyrps iC kb - R SR L, T o ' .
AFS . Availableforsale L . o - i _
Ajdﬁgﬂ ' Amencan Institute of Certif e_e Public Ar:countants . | - ' K ' , ‘ B -
JALCO.. Asset and Lrabrlrty Commrttee S wer g e o P . ; .
ALM Asset and liability management cnbgt , bite " - ! 4
EPS - Eamings per share ' : ' v
FASB Financial Accountmg Standards Board ‘, ! ‘ ‘ '
FDIC Federal Deposrt and Insurance Corporaﬁon by " W !
FFIEC  Federal Fi nancral Institutions Exammatron Council’ ' SRR ' . : LI |
FRB Board of Governors of the Federal Reserve System |, -t ) ”_:Y “ e r f ) I
FSP Financial Accounting Standards Board, Staff Pesition. ’ Vet P . ) e
FTE Fully taxable-equivalent oot it :
GAAP 'Generally accepted accounting principles in theynited S'rates Lo ' f ) ' v
occe Office of the Comptroller of the Currency .- - - a \_L ' ) .
ocl Other Comprehensive Income '
QSPE Qualified Special Purpose Entity .
RCC Risk and Capital Committee et B
SBLCs  Standby letters of credit
SEC Securities and Exchange Commission
SPE

Special Purpose Entity
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Report of Mé,na,gement on Internal Control Over Financial

Reporting

Bank of America Corporation and Subsidiaries

b

The management of Bank of America Corporation is responsible for estab-
lishing and maintaining adequate internal control over financial reporting.

The Corporatien’s internal control over financial reporting is a proc-
ess designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external
purposes in accordance with acéounting principtes generally accepted in
the United States of America. The Corporation’s intemal control over
financial reporting includes those policies and procedures that (i) pertain
to the maintenance of records that, In reasenable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the com-
pany; (ii) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance with
accounting principles generally accepted in the United States of America,
and that receipts and expenditures of the company are being made only in
accorgance with authorizations of management and directors of the com-
pany; and {jii) 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 pericds are subjeci 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 dete-
riorate.
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_ Chief Financial Officer

Management assessed the effectiveness of the Corporation's
internal control over financial reporting as of December 31, 2008, based
on the framework set forth by the Committee of_Sponsormg Organizations
of the Treadway Commission in, Internal Control - Integrated Framework.
Based on that assessment,* management concluded that, as of
December 31, 2006, the Corporatlons internal control over financial
reporting 1s effective based on the criteria established in Internal Control -
Integrated Framework. . -

Management's assessment of the effectweness of the Corporatlon 5
internal control over financial reportlng as of December 31, 2006, has
been audited by PricewaterhouseCoopers, LLP, ah independent reglstered
public accounting firm. - e .

<-. Lh- /)
Kenneth D. Lewis ~
Chairman, Chief Executive Officer-and President

e

Joe L. Price. L ‘




Report of Independent Registered Publlc Accounting Firm

Bank of America Corporation and Subsidiaries

To the Board of Directors and Shareholders
of Bank of America Corporation:

We have completed integrated audits of Bank of America Corporation’s
Consolidated Financial Statements and of its internal control over financial
reporting as of December 31, 2006, in accordance with the standards of

the Public Company Accounting Oversight Boavrd {United Sgates). QOur opin-

ions, based on our audits, are presented below.

Consolidated Financial Statements ‘

In our opinion, the, accompanying Consolidated Balance Sheet and the
related Consolidated Statement of Income, Consolidated Statement of
Changes in Shareholders' Equity and Consolidated Statement of Cash
Flows present fairly, in all material respects, the financial position of Bank
of America Corporation and its subsidiaries at December 31, 2006 and
2005, and the results of their operations and their cash flows for each of
the three years in the period ended December 31, 2006 in conformity with
accounting principles generally accepted in the United States of America.
These Consolidated Financial Statements are the responsibility of the
Corporation’s management. Qur responsibility is to express an opinion on
these Consolidated Financial Statements based on our audits. We con-
ducted our audits of these Consolidated Financial Statements in accord-
ance with the standards of the Public Company Accounting Oversight

Board {United States). Those standards require that we plan and perform”

the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit of financial state-
ments includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by manage-
ment, and evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

Internal control over financial reporting

Afso, in our opinion, management's assessment, included in the Report of
Management on Internal Control Over Financial Reporting, that the Corpo-
ration maintained effective intemal control over financial reporting as of
December 31, 2006 based on cntena established in fntemal Control -
Integrated Framework issued by the Committee of Sponsortng Orga-
nizations of the Treadway Commission (COSQ), is fairly stated, in all mate-
rial respects, based on these criteria. Furthermore, in our opinion, the
Corporation maintained, in all material respects, effective.internal. control
over financial reporting as of December 31, 20086, based on criteria estab-
lished in Interal Contro! - Integrated Framework issued by the COSO. The
Ccrporation’s management is responsible for maintaining effective internal
control over financial reporting and for its"assessment of the effectiveness

- Chariotte, North Carolina

of intemal control over financial reporting. Our responsibility is to express
opinions on management’s assessment and on the effectiveness of the
Corporation’s internal control over financial reporting based on our audit.
We conducted our audit of intemal control over financial reporting in
accordance with the standards of the Public Company Accounting Over-
sight Board (United States). 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. An audit of internal control over financial reporting includes
obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design
and operating effectiveness of internal control, and perfarming such other
prdcedures as we consider necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinions.

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 {i) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dis-

-positions of the assets of the company; (i} provide reasonable assurance

that transactions are recorded as necessary to pemmit preparation of
financial statements in accordance with generally accepted accounting
principtes, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors
of the company; and (i} provide reasonable assurance regarding pre-
vention or timely detection of unauthorized acquisition, use, or disposition
of the company’s assets that could have a matetial effect on the financial
statements. . o
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 ccmditions.. .
or that the degree of compliance with the policies or procedures may dete-
riorate, - .

euwmmwmw

February 22, 2007
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Consolidated Statement of Income ~ -

Bank of America Corporation and Subsidiaries ' C .

. . Year Ended December 31
{Dolkars in millons, exce per shars information) 2006 2005 ' 2004
Interest income < - -t
Interest and fees on loans and leases . $ 48274 $ 34843 $ 28051
| Interest and dividends on securities <L . 11,655 10,937 7.256
| Federal funds sold and securities'purchased under agreements to resell " ' _' ' 7,823 5,012 1,940
Trading account assets : T ‘ B 7,232 5,743 4,016
| Other interest income ) . T 3,601 200t - 1,690
Total interest income L L . . 78,585 58,626 | 42,953
Interest expense ! oL o .ot '
| Deposits , - . 14,480 9,492 5921
' Short-term borrowings ) ) 19,840 11,615 4,072
Trading account Hiabilities o e o 2,640 2,364 1,317
| Long-term debt - : : 7,034 4,418+ 3,683
' - Total interest expense oo . : ) : - 43994 27,889 ' 14,893
Net interest income ‘ : ¥ - ' : 34,591 3073 27,960
Noninterest income i . i . ' W
| Card Income ] oo . - 14,293 5,753 . 4,592
Service charges - ) ‘ 8,224 7704 6,989
Investment and brokerage services ! ' ’ 4,456 4,184 © 3,614
Investment banking income . . : 2,317 : 1,866 ’ 1,886
' Equity investment gains g : 1 3,189 2,212 . ~1,024
Trading account profits . L . 3,186 . 1,763 . 1.013
Mortgage banking inceme ) . 541 805 414
Other income ! ' ’ ) 2,246 '1,077 ! 1,473
Total nonintérest income  + s ‘ 38,432 25,354' 21,005
Total fevenue o Co ‘ - © o 73023° 56091 ' 48965
Provision for credlt losses ! - , o » 5010 a0 2,769
Galns (losses) on sales of debt securities ' . - . (442) ) 1,084 C o172
Noninterest expense : L . . . )
Personnel . ) . 18,211 15,054 . 13,435
Occupancy : ' : . 2,826 2,588 2,379
Equipmant 4 ' -t ' v : ' * 1329 1,199 ° 1,214
Marketing ' . , o 2336 - « 1,285 1,349
i - Professional fees |- . . - ., 1078 930 | 836
Amortization of intangibles ' o 1,755 T 809 _ 664
| Data processing - . C ‘e . ! : T 1,732 ! 1,487 1,330
Telecommunications ., ~ -, . 1 . 945 827 730
| Other general operating . 4,580 4,120 4,457
| Marger and restructisring charges ‘ L 805 o412 618
| Total noninterest expense ; L , . 35,597 28,681 27,012
. Income before income taxes o ; 31,973 24480 20,908
. Income tax expense - L 10840 8,015 6,961
= Net income ' oL ) <, % 21133 $ 16,465 $° 13,947
Net income avaitable to common shareholders . ﬂ‘ b ' $§ 21111 $ 16,447 $. 13931
, Per common share information ' ' . ey ) - :
! Eamings $ 466 . %, 410 $ 371
Dituted eamings $ 4.59 $ 4.04 $ 3.64
Dividends paid '8 212 $. 1.80 $ 1.70
Average common shares issued and outstanding (in thousands) T , s 4,526,637, 4,008,688 3,758,5G7,
Average diluted common shares [ssued and outstanding {in thousands) - ! 4,535,896 . 4,068,140 3,823,943

“See accompanying Notes to Consolidated Financial Statements.
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Consolidated Balance Sheet - | . |

Bank of America Corporation and Subsidiaries

. ’ December 31

(Dot 2rs in rilions) ) T ) 2006 2005
Assets . - " o ‘e [ ‘- .
Cash and cash Equlvalents . - $ 36429 $ 36,999
Tim e deposits placed and other shortderm lnvestments d 13,952 12,800
Feceral funds sold and securities purchased under agreements 1o resell {includes 5135 409 and $148,299 pledged as collateral) * 135,478 ' 149,785
Trading account assets (includes $92,274 and $68,223 pledgec as collateral) ) . 153,052 131,707
Derivative assets . . ' o 23439 © 23712
Dem Securities: . '
* Available-for-sale (includes $83,785 and $116,659 pledged as collateral) ' - ' ! 192,806 221,556
Held-to-maturity, at cost {market value - $40 and $47) 40 a7
Totat debt securities 192,846 | 221,603
Loaas and leases . 706,490 573,791
Allowance for loan.and lease losses ) - L (9,016) (8,045)
Loans and leases, net of allowance ] " : 697,474 565,746
Prernises and equmem net ’ ) - 9,255 7,786 .
Mor gage servicing rights (includes $2,869 measured at fair value at December 31 2006) . 3,045 2,806
Goodwilt ) : 65,662 ~ 45,354
Intangible assets . . ' ' o LA ) e 9422 . 3,194
Other assets . 119,683 90,311
Total assets ' $1,459,737 $1,201,803
Liabllities .
Deposits in domestic offices: B o
Woninterest-hearing ' $ 180,231 $ 179,571
Interest-bearing e 418,100 384,155
Depasits in foreign offices: :
Moninterestbearing - . L . 4577 7,165
lteresthearing ) v 90,589 . 63,779
Total deposits ) 693,497 634,670
Federal funds purchased and securities sold'under agreements to repurchase e ) 217,527 4 240,655
Trading account liabilities o - ) 67,670 50,890
Derivative liabilities e 3 16,339 15,000
Comrnercial paper and other shori-term borrowings : ) ' " 141,300 116,269
Accrued expenses and other liabilities (lncludes $397 and $395 of reserve for unfunded lending commitments} ., 42132 31,938
Long-:erm debt : " 146,000 100,848
Total Jiabilities ' : L. 4,324465 1,190,270
Commitments and contingencies (Notes @ and 13)
Shareholders’ equity -
Preferred stock, $0.01 par value; authorized—2100,00C, 000 shares; issued and cutstanding - 121,739 and 1,090,189 shares 2,851 271
Common stack and additional paid-in capital, $0.01 par value; authorized—7, 500 000 000 shares; issued and outstandmg 4,458,151,391 and N '
3,999.688,491 shares - A . .+ 61574 ' 41,693
Retair ed eamings” "' . . T N 79,024 . B7,5562
Accumulated cther comprehensive income (Iuss] - tonr . (7,711) (7,556)
Other ; (466} {427)
Total shareholders' equity - . - R L L 135272+ +  -101,533
Total Ilablllties and shareholders equity . ot : $1.459,7137 $1,291,803

S g Py

See accompanying Notes to Consalidated Financial Statements.
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Consolidated Statement of Changesin -
Shareholders’ Equity R

Bank of America Corporation and Subsidiaries

Accumulated
) Other
Common Stock and Comprehensive Total
Preferred __Additional Paldin Capital - poyrineg Income Shareholders’ Comprehensive

(Dollars in millions, shares in moi.rsandsl Stock Shares Amount  Eamings [Loss) 2 Other Equity Income
Balance, December 31, 2003 $ 54 2882288 § 29 $51,162  §(2,434) ${154} §$ 48,657
Net income ) 13,947 13,947 $13,947
Net unrealized losses on available-for-sale debt and marketable equity

securities {127) (127) (127)
Net unrealized gains on foreign currency translation adjustments ’ B K 13 13
Net losses on derivatives (185) (185) {185)
Cash dividends paid:

Common ‘ {6,452) (6,452)

Preferred ' . {16} {16}
Cornmon stock issued under, empluyee plans and related tax benefits 121,149 4,066 (127) 3,939
Stock issued in acquisition (2 . 271 1,186,728 46,480 46,751
Common stock repurchased : : {147,859) (6,375) ' 89 (6,286)

- Conversion of preferred stock (54) 4,240 54 ' )

Other . - : {18) 43 {31) (6) {31)
Balance, December 31, 2004 - ) 271 4,046,546 44,236 58,773 (2,764) {281) 100,235 = 13,617
Net income ' ' 16,465 16,465 16,465
Net unrealized losses on avallablsfor sale debt and marketable equity . . ’

securities {2,781} {2,781) (2,781)
Net unrealized gains on foreign cumency translation adjustments . : 32 32 32
Net losses on derivatives {2,059) {2,059) {2,059)
Cash dividends paid: ' :

Common T (7,665) (7,665)

Preferred (18} (18)
Common stock issued under employee plans and related tax benefits 79.579 3,222 {145} 3,077
Common stock repurchased (126,437}  (5,765) (5.765)
Other ) {3 16 (1} 12 16
Balance, December 31, 2005 271 3,999,688 41,693 67,552 {7,556} . (427} 101533 11,673

., Netincome Co 21,133 21,133 24,133

Net unrealized gains on available-for-sale debt and marketable equity ) .

securities t . Ly . 245 C 245 245
Net unrealized gains on fareign currency translation adjus:ments 269 269 269
Net gains on derivatives ° : 641 641 641
Adjustment to initially apply FASB Statement No. 1583} {1,308) . {1,308)
Cash dividends paid: . . ’

Common b . {9,639) {9,639)

Preferred : {22) T {22)
Issuance of preferred stock ’ 2,850 . ‘ - 2,850
Redemption of preferred stock - 270} v (270)
Common stock issued under employee plans and related tax benefits 118,418 4,863 (39 . 4824
Stock issued in acquisition 4 631145 29,377 29,377
Commen stock repurchased {291,100) (14,359) (14,359)
Other . . (2} {2) {2y
Balance, December 31, 2006 $2,851 4458151 $61574 $79,024 $(7,711) $(466) $135272 $22.286

(A} At December 31, 2006, Accumutated Other Comprehensive income {Loss) (OCD), net of tax, includes Net Gains (Losses) on Derivatives of 5(3.l'597] million, Net Unrealized Gains {Losses) on Avaitable-forsale (AFS) Debt and
* Marketable Equity Securities of ${2,733) million, the accumulated adjustment 10 apply FASE Statement No. 158 of $({1,428) milfion, and Net Unrealized Gains {Losses) on Foreign Curzency Transiation Adjustments of $147
million. For additional information on Accumulated OCI, see Note 14 of the Consolidated Rnancial Statements,
2 Includes adjustment for the fair value of outstanding FleetBoston Financial Comoration (FleetBoston) stock options of $862 million.
1% Includes acoumulated adjustment to apply FASB Statemment No, 158 of ${1,428) million, nel of tax, and the reversal of the additional minimum liability adjustment of 5120 million, net of tax.
) Inciudes adjustment for the (alr value of outstandmg MBNA COrporation {MBNA) stock opticns of $435 miflion.

1
See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statement of Cash Flows.

Bank of America Corporation and Subsidiaries

-

* . o Lo Year Ended December 31
[Bollars in millkons) R . T e . .. . T 2008 2005 2004
Operating activitles : . . .
Netincome - . . , . $ 21133 . $ 165465 $ 13,947
Reconcnhauon of net income to net cash provided by (used in) operating aclmtles ' . ' - ) : '
Provision'for credit losses , o ‘ ’ 5,010 4,014 2,769
(Gains} losses on sales of debt securities e . ’ - 443 *(1,084) [1,724)
Depreciation and premises improvements amortization B s . 1114 8959 C, 972
Amortization of intangibles ) ) . PO . 1756 . 809, 664
Deferred income tax expense (benefit) ’ o ' © 1850 1,695 {519}
Net increase in trading and derivative instruments ‘ ’ B Tl {3,870 (18,911) {13,944}
Net increase in:other assets : : D . (17,070} - {104} {11,928)
Net increase (decrease) in accrued expenses and other ligbilities : : . -y 4517 _ (8,205), 4,594
Other operating activities, net ) X ) (373) .. (7,861) 1,647
Net cash provided by (used in) operating activities . s ‘ ' 14 500 (12,223) T @522
Investing activities . ) . . . )
Net increase in time deposits placed and other short- term mvestments B ' L. {3.053) t (439) (1,147}
Net (increase) decrease in federal funds sold and securities purchased under agreements to resell - ' 13,020 {58 428y {3,880}
Proceeds from sales of available-for-sale securities . TR . °, & ' 83446 134,490 117,672
Proceeds from paydowns and maturities of available-for-sale securities . : . . Lt 22417 38,519 . 26,973
Purchases of available-for-sale securities . . ' . . (40,905) (204,476) {243,573)
Proceeds from maturities of held-to-maturity securities ' . 7 ' 283 . 153
Proceeds from sales of loans and leases ’ M : 37,812 14,458 4,416
Other changes in foans and ieases; net . i (145,779) (71,078) {32,350)
Net purchases of premises and equipment . . (748) (1,228) (863)
Proceeds from sales of foreclosed properties ~ - ' . . 93 132 ’ 198
Investment in China Construction Bank . - {3.000) ‘ -
{Acquisition} divestiture of business activities, net: ’ n ’ s ' {2,388) @9 - 4,936
Other investing activities, net . s ] (2,226) {632) {89}
Net.cash used in investing activities . - : . (68,304) (150,445) . {127,554}
Finaneing acthvitles . . ) .
Net increase in deposits 38,340 16,100 64,423
Net increase (decrease) in federal funds purchased and securities soid under agreements to repurchase (22,454} 120,914 35,752
Net increase in commercial paper and other shortterm borrowings 23,709 37671 37.437
Proceeds from issuance of long-term debt - .ot B : . 49,484 21,958 21,289
Retirement of long-term debt . - ) . (17,768} (15107} .. (16,904
Proceeds from issuance of preferred stock . ' . " 2850 - -
Redemption of prefermed stoék ' : (270) - -
Proceeds from issuance of common stock - ' ' ©- 3,117 2,846 3,712
Common stock repurchased . s L . - (14,359) (5,765} - {6,286}
Cash dividends paid . . . . {9,661) . {7,683} ,16,468)
Excess tax benefits of share-based payments ’ ) 477 T - -
Other financing activities, net " - ) : "{312) {117 : {91)
Net cash provided by financing activities ’ 53,133 170,817 132,864
Effect of exchange rate changes on cash and cash equivalents - U 92 (86} 64
Net increase (decrease) in cash and cash equivalents ) - ‘ (570) " . 8063 Te 1,852
Cash and cash equivaients at January 1 ' . ’ 36,999 “. 28,936 . 27,084
Cash and cash equivalents at December 31 " $ 36429 '$ 36,999 $ 28,936
Supplemental cash flow disclosures ‘ ! : ~
Cash paid for interest R - $ 42355 $ 26,239 $- 13,765
Cash paid for income taxes : . 7,210 7,049 65,088

The fair values of noncash assets acquired and Vabilities assumed in the MBNA merger were $83.3 bitlion and $50.4 billion.
Approximately 631 milllon shares of common stock, valued at approximatety $28.9 billion were issued in connection with the MBNA merger,

Net transfers of Loans and Leases to ans held-for-sale (included in Other Assets) from the loan portfolio for Asset and Liabllity Management purposes amaunted to $73 miflion In 2005.

Net transfers of Loans and Leases from loans held-for-sale to the loan portfolio for Asset and Liability Management puspases amounted to $1.1 billion in 2004.
In 2004, the fair values of noncash assets acquired and liabilities assumed in the merger with FleetBoston were $224.5 Lillion and $182.9 tilllen.
In 2004, approximatety 1.2 bilfion shares of common stock, valued at approximately $45.6 billion, were issued in connection with the merger with FleetBoston.

. ‘ "

‘ ) -See accompanying Notes to Consolidated Financial Statements,
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Notes to Consolidated Financial Statements S

Bank of America Corporation and Subsidiaries

On January 1, 2006,'8ank of America Corporation and its subsidiaries (the
Corporation) acquired 100 percent” of the cutstanding stock of MBNA
Corporation {MBNA). On npril 1, 2004, the Corporation acquired all of the
outstanding stock of FleetBoston*Financial Corporation (FleetBoston). Both
mergers were accounted for under the purchase method of accounting.
Consequently, both MBNA and FleetBoston's results of operations were
included in the Corporation’s results from their dates of acquisition.

~ The Corporation, through |ts bankmg and nonbanking subsidiaries,
provides a diverse range of fi nancral services and products throughout the
U.S. and in selected international ‘markets. At December 31, 2006, the
Corporation operated its banking activities primarily under two charters:
Bank of Americd, Naﬂonai Assomatron -(Bank of America, N.A)) and FIA
Card Services, N.A. Bank of America, N A. was the surviving entity after the
merger of Fleet National Bank on,June 13, 2005. Effective June 10, 2006,

MBNA America Bank N.A. was renamed FIA Card Services, N.A., and on_

October 20, 2006, Bank of America, N.A. (USA) merged into FIA Card Serv-
ices, N.A. These mergers had no |mpact on the Consolidated Financial
Statements of the Corporatron

Note 1 - Summary of Slgmflcant Accountlng
Principles

Principles of Consolidation and Basis of Presentation
The Consolidated Financial Statements include the accounts of the Corpo-
ration -and its majority-owned subsidiaries, and those variable interest enti-
ties (VIEs) where the Corporation is the primary beneficiary. All significant
intercompany accounts and transactions have been eliminated. Results of
operatrons of compames purchased are included from the dates of acqws
ition. Assets held in an agency or fiduciary capacity are not included in the
Consolidated Financial Statements. The Corporation accounts for invest-
ments in companies in which it owns a voting interest of 20 percent to 50
percent and for which it has the ability to exercise significant influence
over operating and financing decisions using the equity method of account-
ing. These investments are included in Other Assets and the Corporation's
proportionate share of income or -loss is included in Equity vestment
Gains. .

The preparation of the Consolldated Financial Statements in con-
fcrmaty with accounting principles generally accepted in the United States
{GAAP) requires management to make estimates and assumptions that
affect reported amounts.and disclosures. Actual results could differ from
those estimates and assumptions. Certain prior period amounts have
been reclassified to conform to current period presentation.

Recently Issued or Proposed Accountlng
Pronouncements

On February 15, 2007, the Financiai Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standards (SFAS) No. 158, “The
Fair Value Optien for Financial Assets and Financial Liabilittes” (SFAS
159), which allows an entity the irrevocable option to elect fair value for

-~ . ‘2
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the initial and subsequent measurement for certain financial assets and
liabilities on a contractby-contract basis. Subsequent changes in fair vaiue
of these financial assets and liabilities would be recognized in- eamings
when the) accur. SFAS 1359 further establishes certain addrtucnal dis;
closure reguirements, SFAS 159 is effective for the Ccrpcratlon s fi nancra!
statements for the year beginning on January 1, 2008, with earlier adop-
tion permitted. Management s currently evaluating the impact and timing
of the adoption of SFAS 159 on the Corporation's financial condition and
results of operations. P .

On September 29, 2006, the FASB issued :SFAS No. 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretire-
ment Plans, an amendment of FASB Statements No. 87 88, 106 and
132(R)” {SFAS 158), which requires the recognition of a plans over-
funded- or under- funded status as an asset or lrablhty with’ an offsemng

-adjustment.to Accumulated Other Ccmprehenswe Income {OCI) SFAS 158

further reguires the determination of the fair values of a plan's assets at a
company’s yearend'and’ recognition of actuarial gains and Ioéses‘ prior
senvice ¢costs or credits, and transutwn assets or obhgauons as El comp&
nemt of Accumulated OCI. This statement .was effective - as of
December 31, 2006. The adoption of SFAS 158 reduced Accumulated OCI
by approximately $1.3 billion after tax in 2006. e

On September 15, 2006, the FASB issued SFAS,_l}i_c. 157, “Fair Value
Measurements”™ {SFAS 157). SFAS 157 defines fair value, establishes a
framework for measuring fair value under GAAP and enhances disclostires
about fair value measurements. SFAS 157 defines fair value-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. SFAS 157 is effective for the Corporation’s finan-
cial statements issued for the year beginning on January 1 2008, with
earlier adoption permitted. Management is currently evaluating the |mpact
and timing of the adoption of SFAS 157 on the Corporauon § fnancral
condition and results of operations. < e .
On September 13, 2006, the Securities and Exchange Commrssmn
{SEC) issued Staff Accounting Bulletin (SAB} No.. 108 “Consndenng the
Effects of Prior Year Misstatements when Quantlfylng Misstatements in
Current Year Fi nam:lal Statements” (SAB 108) SAB 108 expresses the
SEC Staff's views regardmg the process of quantrfyrng fi nancral statement
misstatements. SAB 108 states that in evaluating the materlallty of finan-
cial statement misstatements, a corporation, must quantify the impact of
correcting misstatements, including both the, carryoyer and reversmg
effects of prior year misstatements, on the current year fi nancial state-

~ments. SAB 108 is effective for the year ended December 31, 2006, The

application of SAB 108 did not have an impact on the Ccrporation's finan-
cial condition and results of operations.

On July 13, 2006, the FASB issued FASB Staff Position (FSP) No. FAS
132, “Accounting for a Change or Projected Change in the Timing of Cash
Flows Relating to Income Taxes Generated by a Leveraged Lease Trans-
action” (FSP 13-2), The principal provision of FSP 13-2 is the requirement
that a lessor recalculate the recognition of lease income when there is a




change in the estimated timing of the cash flows relating to income taxes
generated by such leveraged tease. FSP 132 is effective as of January 1,
2007.:and requires. that the cumulative effect.of adoption be reflected as
an adjustment to the beginning balance'of Retained Earnings with a corre-
sponding -offset decreasing the' net.investment in leveraged leases. The
adoption of FSP 13-2 is-expected to reduce Retained Eamings by approx:
imately:$1.4- billion .aftertax in. the ‘first quarter-of 2007. This estimate

reflects new information,that ‘changed management's previously disclosed -

assumption ofithe; projected timing‘.ahd classification of futuge-incornetax
cash flows related to certain leveraged leases. R TR

OnJuly 13, 2006, the FASB released FASB Interpretation No. 48,
“Accounting. fof Uncertainty «in Income Taxes; an interpretation: of .FASB

Statement No. 1097 (FIN 48)..FIN 48 clarifies the accounting and reporting

for income: taxes where interpretation of the tax law may be uncertain. FIN
48 prescribes a comprehensive model for the financial statement recog-
nition,' -measurement, - presentation” and disclosure:. of ;-income tax
uncertainties with respect tocpositions taken.or expected-to be taken-in
income tax retumns: The Carporation will. adopt FIN'48 in the first quarter of
2007. The adoption of FIN 48.is-not expected to have a material-impact
on the Corporation's.financial condition and results of operations. . - .+~

.. On March 17, 2008, the FASB-issued SFAS No.156, <Accounting for
Servicing of Financiat Assets, an amendment of FASE StatementiNo..140%
{SFAS «156), which.pemits, but doesnot:require, an entity to account for
one or more classes of setvicing rights {i.e.;mongage-.servi'cing rights, or
MSRs). at fair-value, with the.changes in fair-value recorded: in-the Con-
solidated Statement of.Income. .The-Corporation elected to early-adopt the
standard and+to account for-constmer-elated -MSRs using the: fair value
measurement method on -January 1, 2006. Commercial-related- MSRs
continue to be-accounted for, using, the ‘amortization method {i.e., lower, of
cost or market). The adoption of.this standard did not have a material
impact on the Corporation’s financial.condition and results of operations.
For additional information on MSRs, see Note 8 of the Consolidated Fnan-
cial Htatements. 3 A : .

-, On February 16, 2006, the FASB issued SFAS No. 155 “Accountmg
for Certain Wybrid Instruments, an amendment -of FASB. Statements
No. 133 and.140' {SFAS155):-which permits; but- does not:require, . fair
value accounting for any hybrid financial instrument that contains an
emaedded derivative that would. otherwise require bifurcation in-accord-
ance with SFAS No-133 “Accounting for Derivative Instruments and Hedg-
ing, Activities; -as amended”™ (SFAS:133). The statement also.subjects
beneficial interests issued by*securitization. vehicles to-the requirements
of SFAS 133. The Corporation wili adopt SFAS-155 in.the first quarter of
2007. The adoption of SFAS 155 is not expected to have-a material
impact on.the Corporation’s finantial condition and results of operations.

-On January,1, 20086, the Corporation adopted SFAS No.*123 (revised
2004), *Share-based Payment” (SFAS~123R).-Prior to January,1,.2006,
the Corporation accounted for its stock-based compensation, plans under.a
fair-value-based method 'of accounting, The, adoption - of; SFAS 123R
impacted the recognition of stock compensation, for any awards. granted to
retirement-eligible employees and the presentation of cash flows resulting
from the tax benefits due to tax deductions in excess of the-¢émpensation
cost recognized for those aptions.{excess tax benefits) in the Consolidated
Statement of Cash Flows. For.additfonal information,, see Note 17 of the
Consolidated Financial Statements. + .« e
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Cash a.nd Cash Equlva.lents A gty ey

Cash on’hand,-cash items'in'the process of collection;-and- amounts due
from correspondent banks.and the Federal Reserve Bank-are included in
Cash and Cash Equivalents. SRR R

ety iy
B

Securities Purchased.under Agreements toResell - »
and Securities Sold under.Agreements to Repurchase
Securities Purchased under. Agreements to Resell and Securities Sotd
under- Agreements to Repurchase are treated as collateralized financing

‘transactions and are recorded-at the amounts at which the securities were

acquired or sold plus accrued interest. The Corporation’s policy is. to

_ obtain the use of Securities Purchased under Agreements to Resell. The
" market value of the underlying securities, which collateralize the-related

receivable.on-agreements to resell, is monitored, including accrued inter-
est. The Corporation.may require counterparties to deposit additional col-

tateral or return collateral® pledged when appropriate. - . (R
.)' [ ) . -.-J ¥ .l.‘ a “_" ‘ . !‘.
Collateral R I

The Corporation has accepted collateral that it is permm:ed by contract or
custom to.sell or repledge. AtrDecember 31,.2008, the fair value of this
collateral’ was approximately. $186.6 billion of which.$113.0 billion was
sold or repledged.’ At December'31, 2005, the fair value ofithis collateral
was' approximately $179.1 billion of -which $112.5 billion was seld or
repledged. The- primary source of this. collateral is reverse repurchase
agreements. The Corporationralso pledges securities as collateral in
transactions that consist of!repurchase agreements! public and- trust
deposits, Treasury tax and loan notes, and other shortterm borrowings.
This collateral can be-sold orrepledged by the counterpartiesito the trans-
actionss . <+ 7 v LT b g

--+ In addition, the Corporation obtains collateral in.connection with its
derivative activities. Required-collateral levels vary-depending on'the credit
risk rating andithe type of counterparty. Generally, the Corporation accepts
collateral :in the form of cash, U.8. Treasury securities and other market-
able securities. Based on ‘provisions contained: in legal netting agree-
ments; the Corporation: has netted cash coliateral against the applicable
derivativermark-to-market exposures. Accordingly, the Corporation offsets
its!obligaiion to retum or its right.to reclaim cash collateral-against the fair
value of the derivatives being collaterafized. The:Corporation also pledges
collateral on its-own derwatwe‘posmons ‘which ¢an be applied .against
Derivative Liabilities. e ..c. o P

[ . ot e .
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Tradlng Instruments

Financial instruments utilized in trading activities are stated at fair value
Fair value is generally based on guoted market prices. If quoted market
prices are.not available, fair values are estimated based on dealer quotes,
pricing models ‘or .quoted prices for instruments with similar character:
istics. Regliied and-unrealized gains and losses are recognized in Trading
Account Profits. « ..". - T RV

-
.

Derivatives and Hedging Activities - n

The Corporation designates a derivative as held for trading, an economic
hedge not designated as.a SFAS 133 hedge, -or'a qualifying SFAS 133
hedge. when it enters into the derivative contract.. The designation may
change based upon ‘management's.reassessment or changing circum-

" stances.Derivatives utilized by the Corporation include swaps, financial

futures 'and ‘forward seitlement contracts, and.option ¢ontracts. A swap
agreement is a:contract between two parties to exchange cash flows
based on specified’ underlying notional amounts,” assets and/or indices.
Financial futures.and forward settlement contracts are. agreements to buy
or sell a quantity of a financial instrument, index, currency or commodity at
a predetermined future date, and rate or price. An option contract is.an
agreement:that conveys to the purchaser the right, but not.the obligation,
t0. buy or sell-a quantity.of a financial instrument (including another
derivative financial instrument), index, currency or commedity at a br&
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determined rate or price during a period or at atime in the future. Option
agreements caribe transacted on organized exchanges or directly-between
parties. The Corporation also provides credit derivatives to customers who

_Wish to increase or.decrease credit exposures. In addition, the Corporation_

utilizes credit derivatives to manage the 'credlt risk associated with the
loan portfolio. f

Alt derivatives are recognized on the Conso!idated Balance Sheet at .

fair value, taking-into consideration the effects of legally enforceable
master netting agreements that allow the Corporation to settle positive
and negative positions and offset cash collateral held with the same coun-
terparty on a net basis. For exchangetraded contracts, fair value is based

on quoted market prices. For nonexchange traded contracts, fair value is.

based on dealer quotes, pricing models or quoted prices for mstruments
with similar characteristics. . -
The Corporation recognizes gains and losses .at inception of a

derivative contract only if the fair value of the contract is evidenced by a

quoted market price in an active market, an observable price or other
market transaction. or other observable data supporting a valuation modei
in accordance with Emerging Issues Task Force (EITF) issue No. 02-3,
“Issues Involved in Accounting for Derivative Contracts Held for Trading
Purposes and Contracts Involved in Energy Trading and Risk Management
Activities™ (EITF 02-3). For those gains and losses not evidenced by the
above mentioned market data, the transaction price:is used as the fair
value of the derivative contract. Any difference between the transaction
price and the model fair value is considered an-unrecognized gain or loss
atrinception of the 'contract. These unrecognized gains and losses are
recorded in income using the straight line method of amortization over the
contractual life of the derivative contract. Earlier recognition of the full
unrecognized gain or loss is permitted if the trade is terminated early,
subsequent ‘market, activity is observed which supports the model fair
value of the contract; or significant inputs used in the valuation model
become observable En"'the market. As of December 31, 2006, the balance

of the above unrecognized gains and losses was not material. SFAS 157,

when adopted, will nullify certain guidance in EITF 02-3 and, as a result, a
portion of the above unrecognized gains and losses will be accounted for
as a cumulatlveeffect adjustment to the opening balance of Retamed
Eamings. . w '

Trading Derivatives and Economic Hedges

The Carporation designates at inception whether the derivative contract is
considered hedging or non-hedging for SFAS 133 accounting purposes.
Derivatives held for trading purposes are included in Derivative Assets or
Derivative Liabilities ‘with changes in fair value reflected in Trading Account
Profits.

Derivatives used as economic hedges but not designated in a hedg-
ing relationship for accountmg purposes are also included in Derivative
Assets or Derivative Liabilities. Changes in the fair value of derivatives that
serve as economic hedges of MSRs are recorded in Morigage Banking
income. Changes in the fair, value of derivatives that serve as asset and

liability management {ALM) economic hedges, which do not qualify or were °

not designated as accounting hedges, are -recorded. in Other ‘Income.
Credit derivatives used by: the Corporation do not qualify for hedge
accounting under SFAS 133 despite being effective economic hedges with
changes in the fair value of these derivatives 'included.in.Other Income.

Derivatives Used For SFAS 133 Hedge Accounting Purposes
For. SFAS 133 hedges, the Corporation formally documents at inception all
refationships between hedging instruments and hedged items, as well as
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its risk management objectives and strategies for undertaking various
accounting hedges. Additionally, the Corporation uses dollar offset or |
regression analysis at the hedge's inception and for each reporting period \{
thereafter to assess whether the derivative used in its hedging transaction
is expected to be and has been highly effective in offsetting changes in
the fair value:or cash flows of the hedged items. The Corporation dis-
continues hedge accounting when it is determined that a derivative is not

" expected to be or has ceased to be highly effective as a hedge, and then

reflects changes in fair value-in earmngs after termmanon of the hedge
relatlonsmp

- The Corporation uses its derivatives designated as hedging for
accounting purposes as either fair value hedges, cash flow hedges or
hedges of net investments in forgign operations. The Corporation manages

" interest rate and foreign currency exchange rate sensitivity predominantly

through the use of derivatives. Fair value hedges are used to protect
against changes in the fair value of the Corporation’s assets and liabilities
that are due to interest rate or foreign exchange:volatility. Cash flow
hedges are used to minimize the variability in cash flows of assets ar
liabilities, or forecasted transactions caused by interest rate or foreign
exchange fluctuation. For cash flow hedges, the maximum length of time
over which forecasted transactions are hedged is' 29 years, with a sub-
§tantial portion of the hedged transactions being less than 10 years.
Changes. in the fair -value of derivatives designated as fair value hedges
are recorded in earnings, together with changes in the fair value of the
related hedged item. Changes in the fair value of derivatives designated
as cash flow hedges are recorded in Accumulated OCI and are reciassified
into the line item in the Consolidated Statement of Income in which the
hedged item is recorded in the same period the hedged item affects eam-
ings. Hedge ineffectiveness and gains and losses on the excluded compo-
nent.of a derivative in assessing hedge effectiveness are recorded in
earmings in the same income statement caption that is used to record
hedge effectiveness. SFAS 133 retains certain concepts under SFAS
No. 52, “Foreign Currency Translation,” (SFAS 52) for foreign currency
exchange hedging. Consistent with SFAS_ 52, the Corporation records
changes in the fair value of derivatives used as hedges of the net invest-
ment in foreign operations, to the extent effective, as a component of
Accumulated OCI. : . T :
if-a derivative instrument in a fair value hedge is terminated or the
hedge designation removed, the previous adjustments to the carrying
amount of the hedged asset or liability are subsequently accounted for in
the same manner as other components of the carrying amount of that
asset or liability. For interest-earning assets and interest-bearing liabilities,
such adjustments are amortized to eamnings over the remaining life of the
respective asset or liability. If a derivative instrument in a cash flow hedge
is terminated or the hedge designation’ is removed, related amounts in
Accumulated OCI are reclassified into eamings in the same period or peri-
ods during which the hedged forecasted transaction affects earnings. If it
is probable that a forecasted transaction will not occur, any related
amounts in Accumulated OC are rectassified into eamings in that period.
Interest Rate Lock Commitments
The Corporation enters into Interest rate lock commitments {IRLCs) in
connection-with its mortgage banking activities to fund residential mort-
gage loans at specified times in the future. IRLCs that relate to the origi-
nation of mortgage loans that will be held for sale are considered
derivative instruments under SFAS No; 149, “Amendment of Statement
133 on Derivative ‘Instruments and Hedging Activities.” As such, these
IRLCs are recorded at fair value with changes in fair value recorded in
Mortgage Banking Income.




Consistent with SEC SAB No. 105, “Application of Accounting Princi-
ples to Loan Commitments,” the Corporation does not record any unreal-
ized gzin or loss at the inception of the loan commitment, which is the
time the commitment is issued to the borrower. The Corporation records
unrealized gains or losses based upon subsequent changes in the value
from the inception of the loan commitment. In estimating the fair value of
an IRLC, the'Corporation assigns a probability to the loan commitment
- based on an expectation that it will be exercised and the loan will be fund-
ed. The fair value of the commitments is derived from the fair value of
relatecl .mortgage loans which is based on observable market data.
Changes to the fair value of 'RLCs are recognized based on interest rate
changss, changes in the probability that the commitment will be exercised
and the passage of time. Changes from the expected future cash flows
related to the customer relationship or loan sewlcmg are excluded from
the valuation of the IRLCs.

Outstanding IRL.Cs expose the Corporatmn to the risk that the "price .

of the: loans underlying the commitments might deciine from inception of
the rete lock to funding of the loan. To protect against this risk, the Corpo-
ration utilizes forward Ipan sales commitments and other derivative
instruments, including interest rate swaps and options,” to economically
hedge the risk of potential changes in the value of the loans that would
resul: from the commitments. The changes in the fair value of these
deriviatives are recorded in Mortgage Banking Income. -+

Securities

Debt Securities are classified based on management 5 intention on the
date of purchase and recorded on the Consolidated Balance Sheet as
Debt Securities as of the trade date. Debt Securities which management
has the intent and ability to hold to maturity are classified as
held-to-maturity and reported at amortized cost. Debt Securities that are
bought and held principally for the purpose of resale in the near term are
classified as Trading Account Assets and are stated at fair value.with
unrealized gains and losses included in Trading Account Profits. All other
Debt Securities that management has the intent and ability to hold to
reccvery unless there is a significant deterioration in credit quality in any
individual security are classified as available-for-sale (AFS} and carried at
fair vatue with net unrealized gains and losses included in Accumulated
0OCl on an aftertax basis.

Interest on Debt Securities, including amortization of premlums and
accretion of discounts, is included in Interest Income. Realized gains and
losses from the sales of Debt Securities, which are included in Gains
(Losses) on Sales of Debt Securities, are determined using the specn" c
identification method.

Marketable equity securities are classified based on management 5
intention on the date of purchase and recorded on the Consolidated Bal-
ance Sheet as of the trade date. Marketable equity securities that are
bought and held principally for the purpose of resale in the near term are
classified as Trading Account Assets and are stated at fair value with
un:eatized gains and losses included in Trading Account: Profits. Other
marketable equity securities are accounted for as AFS and classified in
Other Assets. All AFS marketable equity securities in which management
has the intent and ability to hold to recovery are carried at fair value with
net unrealized gains and losses included in Accumulated OCI on an
aftertax basis. Dividend income on all AFS marketable equity securities is
inctuded in Equity Investment Gains. Realized gains and losses on the
sate of all AFS marketable equity securities, which are recorded in Equity
Investment Gains, are determined using the specific identification method.

Investments in equity securities without réadily determinable market
values are recorded in Other Assets, are accounted for using the cost
method and are subject to impairment testing as applicable.

Equity investments held by Principal Investing, a diversified equity
investor in companies at all stages of their life cycle from startup 1o buy-
out, are reported at fair value pursuant to American Institute of Certified
Public Accountants {AICPA) Investment Company Audit Guide and recorded
in Other Assets. These investments are made either directly in a company
or held through a fund. Equity. investments for which there are active
market quotes are carried at estimated fair value based on market prices.
Nonpublic and other equity investments for which representative market
quotes are not readily available are initially valued at cost. Subsequently,
these investments are reviewed semi-annually or on a quarterly basis,
where appropriate, and adjusted to reflect changes in value as a result of
initial public offerings, market liquidity, the investees' financial. results,
sales restrictions, or other than temporary declines in value. Gains and
losses on.these equity -investments, both unrealized and realized, are
recorded in Equity Investment Gains,

Loans and Leases

Loans are reported at their outstanding pfincipal balances net of any
uneamed income, charge-offs, unamortized deferred fees and costs on
originated loans, and premiums or discounts on purchased loans. Loan
origination fees and certain direct origination costs are deferred and
recognized as adjustments to income over the lives of the related loans.
Uneamed income, discounts and premiums are amortized to income using
methods that approximate the interest method. -

The Corporation purchases loans with and without evidence of credit
quality deterioration since origination. Those loans with evidence of credit
quality deterioration for which it is probable at purchase that we will be
unable to coliect all contractually required payments are accounted for
under AICPA Statement of Position 03-3, “Accounting for Certain Loans or
Debt Securities Acguired in a Transfer” (SOP 03-3). SOP 03-3 addresses
accounting for differences:between contractual cash flows and cash flows
expected to be collected -from an investor's initial investment in loans

- acquired in a transfer if those differences are attributable, at least in part,

to credit quality. SOP 03-3 requires impaired loans be recorded at fair
value and prohibits “carmying over” or the creation of valuation allowances
in the initial accounting of loans acquired in a transfer that are within the
scope of this SOP (categories of loans for which it is-probable, at the time
of acquisition, that all amounts due according to the contractual terms of
the loan agreement will not be collected). The prohibition of the valuation
allowance carryover applies to the purchase of an individual loan, a pool of
loans, a group of loans, and loans acquired in a purchase business

combination. Under SOP 03-3, the excess of cash flows expected at pur-

chase over the purchase price is recorded as interest income over the life
of the loan. For those loans not within the scope of SOP 03-3 any differ-
erice between the purchase price and the par value of the loan is reflected
in interest income over the life of the loan. :

The Corporation. provides equipment financing to its customers
through a variety of lease arrangements. Direct financing leases are car-
ried at the aggregate of lease payments receivable plus estimated residual
value of the leased property less unearned income. Leveraged leases,
which are a form of financing leases, are camied net of nonrecourse debt,
Uneamed income on leveraged and direct financing leases is accreted to
earnings over the lease terms by methods’ that approxlmate the interest
method. oot e -
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Allowance for Credit Losses -
The allowance for credit losses which includes the Allowance for Loan and
Lease Losses and the reserve for unfunded ltending commitments, repre-
sents management's estimate of probable losses inherent.in the Corpo-
ration’s lending activities. The Allowance for Loan and Lease Losses
represents the estimated probable credit losses in-funded consumer and
commercial loans and leases white the reserve for unfunded lending
commitments, including -standby letters of credit (SBLCs) and binding
unfunded loan commitments, represents estimated probable credit losses
on these unfunded credit. instruments based’ on utilization assumptions.
Credit exposures, excludirig Derivative-Assets and Trading Account Assets,
deemed to be uncollectible are charged against.these accounts. Cash
recovered on previously charged off amounts are recorded as recoveries to
these accounts. a 4

The Corporation-performs pericdic and systematnc detailed reviews of
its fending portfolios to identify credit risks and t0.assess the overall col-
lectibility of those portfolios. The allowance on certain homogeneous loan
portfolios, which generally consist of consumer and certain commercial
loans such as the business card and small business portfolio, is based on
aggregated portfolio segment evaluations generally by product type. Loss
forecast models are utilized for these segments which consider a variety
of- factors including,” but not limited to, historical loss experience, esti-
mated defauits or foreclosures_based on portfolio trends, delinquencies,
economic conditions- and credit scores. These models are updated.on a
quarterly basis in order to incorporate information reflective of the current
economic environment. The remaining commercial .portfolios are reviewed
- on an individual loan basis. Loans subject to individual reviews are ana-
lyzed and segregated by risk according to the Corporation’s internal risk
rating scale: ‘These risk classifications, in conjunction with an analysis of
historical loss experience, current economic conditions, industry perform:
ance trends, .geographic or obligor concentrations within each portfolio
segment, and. any- othér pertinent information (including .individual -valy-
ations, on nonperforming loans in *accordance. with SFAS No. 114,
“Accounting by Creditors for Impairment of a Loan,” (SFAS 114)) result in
the estimation of the allowance for credit. losses.” The historical loss
experience is updated’ quarterty to; incorporate the most recent data
reflective of the current econemic environment. T '

If necessary, a specific Allowance for Loan and+lease Losses is
established. for individual impaired commercial loans: A loan is considered
impaired when, based on current information and- events, it is probable
that the Corporation will be unable to.collect all amounts due,-including
principal and interest, according to the contractual terms of the agree-
ment. Once a loan has been identified as individually impaired, manage-
-ment’ measures impaiment in accordance with SFAS. 114, Individually
impaired loans are measured based on the present value of payments
expected to be received, observable market prices,.or for loans that are
solely dependent on the collateral for repayment, the estimated fair value
of the collateral. if the recorded investment in impaired loans exceeds the
present value of payments expected to be received, a specific allowance is
established as a component-of the Allowance for Loan and Lease Losses.

The Allowance for Loan and Lease Losses includes two components
which are allocated to cover the estimated probable losses in each loan
and lease category -based on the results of the,Corporation's detailed
review process described. above. The first component covers those com-
mercial loans that are either nonperforming. or impaired. The second
component covers. consumer foans and leases,” and -performing commer-
cial loans and leases. ‘Included within this second component of the
Allowance for Loan and Léase Losses and determined separately from the
procedures outlined above are reserves which are maintained to cover

uncertainties that affect the Corporation’s estimate of probable losses
including -the imprecision inherent in the forecasting. methodologies, as
well as domestic and global economic uncertainty and large single name
defaults or event risk. Management evaluates the adequacy of the Allow-
ance for'Loan and Lease Losses based on the combined total of these
two components. . '

In addition: to the Allowance for Loan and Lease Losses, the Corpo-
ration-.also estimates probable losses related to unfunded lending
commitments, such as tetters of credit and financial guarantees, and bind-
ing unfunded loan commitments. Unfunded lending commitments are
subject to individual reviews and are analyzed and segregated by risk
according to the Corporation's internal risk rating scale. These risk classi-
fications, in conjunction with an analysis of historical loss experience, uti-
lization .assumptions, current economic conditions, performance trends
within specific portfolio segments and any other pertinent information,

-result in the estimation of the reserve for unfunded lending commitments.

The allowance for credit losses retated 1o the loan and lease portfolio
is reported on the Consolidated Balance Sheet in the Allowance for Loan
and Lease Losses. The allowance for credit losses related to the reserve
for unfunded lending commitments is reported on the Consoclidated Bal-
ance Sheet in Accrued Expenses and Other Liabilities. Provision for Credit
Losses related to the loan and lease portfolic and unfunded lending
commitments is reported in the Consolidated Statement of Income in the
Provision for Credit Losses.

Nonperforming Loans and Leases, Charge-offs, and
Delinquencies

In accordance with the Corporatlon s policies, norrbankrupt credit card
loans, open-end unsecured consumer loans, and real estate secured
loans are charged off no later than the end of the month in which the
account becomes 180 days past due. Personal property secured loans are
charged off no later than the end of the month in which the account
becomes 120 days past dug. Accounts in bankrupicy are written down to
coltateral value either 60 days after bankruptcy notification (credit card
and certain open-end unsecured accounts) or no later than the end of the
month in which the account becomes 60 days past due. Only real estate
secured accounts are generally placed into nonaccrual status and classi-

- fied as nonperforming at 90 days past due. These loans can be returned

to performing status when principal or interest is less than 90 days past
due. - . - v o

Commercial loans and leases, excluding business card loans, that
are past due 90 days or more as to principal or interest, or where reason-
able doubt exists as to timely collection, including ioans that are
individually identified as being impaired, are generally classified as non-
performing untess well-secured and in the process of collection. Loans
whose contractual terms have been restructured in a manner which grants
a concession to a borrower experiencing financial difficulties, without
compensation on restructured loans, are classified as nonperforming until
the loan is performing for an adequate period of time under the
restructured: agreement. In situations where the Corporation does not
receive adequate compensation, the restructuring is considered a troubled
debt restructuring. Interest accrued but not collected is reversed when a
commetrcial lean is ¢lassified as nonperforming. Interest collections on
commercial nonperforming loans and leases for which the ultimate
cotlectibility of principal is uncertain are applied as principal reductions;
otherwise, such collections are credited to income when received, Com-
mercial loans .and leases may be restored to performing status when all
principal and interest is current and full repayment of the remaining con-
tractual principal and interest is expected, or when the loan otherwise




becomes well-secured and is in the process of collection. Business card
loans are charged off no later than the end of the month in which the
account becomes 180 days past due or in which 60 days has elapsed
since receipt of notification of bankruptcy filing, whichever comes first, .and
are not classified as nonperforming,

The entire balance of an account-is contractually delinguent if the
minimum payment is not received by the specified due date on the
customer’s billing statement. Interest and fees continue to accrue on past
due loans until the date the loan goes into nonaccrual statu's if appli-
cable. Delinquency is reported on accruing loans that are 30 days or more
pasi due. -

N .. i N

Loans Held- for-Sale v CoL
Loans heldfor-sale include residential mortgage, foan syndications, and to
a lesser degree, commercial real estate, consumer finance -and other
loans, and are carried at the lower of aggregate cost or market value.
Loars held-for-sale- are rncluded in Other Assets. : : -

4 b o r. B |
Premlses and Eqmpment
Premises and Equipment are stated at cost less accumulated depreciation
and-amortization. Depreciation and amortization. are recognized using the
straight-line methed over the estimatéd useful lives of .the assets. Esti-

mated lives range up to 40 years for buildings. up to 12 years for.furniture -

and equipment, and the shorter of lease term or estrmated useful Irfe for
leasehold improvements. - . !

Mortgage Semcmg Rights ‘

Effective January 1, 20086, the Corporation early adopted SFAS 156 and
began accounting for consumer-related MSRs at fair value with changes in
fair value recorded in Mortgage Banking Income, while commercialrelated
MSRs continue to be.accounted for-using the amortization method {i.e.,
lower of cost or market) with impairment recognized as a reduction to
Mortgage Banking Income. Certain derivatives are used as' economic

hedges of the MSRs, but are not designated as hedges under SFAS 133, .

These derivatives are marked to market and recognized through Mortgage
Banking Income. :

Prigr to January 1, 2006, the Corporatlon applied SFAS 133 hedge
accounting for derivative financial instruments that had been designated to
hedge MSRs. The foans underlying the.MSRs being hedged were stratified
into pools that possessed similar interest rate and prepayment: risk
exposures, The Corporation had designated the hedged risk as the change
in the overall fair value of these stratified poois within a daily hedge peri-
od. Tre Corporation performed both prospective and retrospective hedge
effectiveness evaluations, using regression analyses. A prospective test
was performed to determine whether the hedge was expected to be highly
effective at the inception of the hedge. A retrospectwe test was perfnrmed
at the end of the daily hedge period to determinie whether the hedge was
actually effective. Debt Securities were also 'used as economic hedges of
MSRs and were accounted for as AFS Securities with realized gains
recorded In ‘Gains (Losses) on ‘Sales of Debt Securities ‘and: firealized
gains or losses recorded in Accumulated OCH in Shareholders’ Equity. For
additional information on MSRs, see Note 8 of the Consolidated Financial
Staterrients. : !

Goodwill and Intangible Assets

Net assets of companies acquired in purchase transactions are recorded
at fair value at the date of acquisition. Identified intangibles are amortized
on.an accelerated or straight-line basis over the estimated: period of bene-
fit. Goodwill is not amortized but is reviewed for potential impairment on
an annual-basis, or when events or circumstances indicate a potential

-

impairment; at the reporting unit level. The impairment test is performed in
two phases. The first step of the Goodwill impairment test compares the
fair value of the reporting unit with'its carrying amount; including Goodwill.
if the fair value of the reporting unit exceeds its carrying amount, Goodwill
of the reporting unit is consldered not impaired; however, if the carrying
amount of the reporting unit exceeds its fair value, an additional step has
to be performed. This additional step compares the implied fair value of
the reporting unit’s -Goodwill {as-defined in SFAS No, 142, “Gooedwill and
Other Intangible Assets™) with the carrying amount’ of that Goodwill. An
impairment loss is recorded to the extent-that the carrying amount of
Goodwill exceeds its imphed.fair value. In 2006, 2005, and 2004, Goad-
will was tested for impairment and it was determined that Goodwill-was
not impaired at any of these dates.

=" Intangible Assets subject to amortization are evaluated for impair-
ment in accordance with SFAS No. 144 “Accounting for the Impairment or
Disposal of Long:-Lived Assets.” An impairment loss will be recognized if
the carrying amount of the Intangible Asset is not recoverable and exceeds

" fair value. The carrying amount of the intangible is considered not recover-

able if it exceeds the sum of the undiscounted cash flows expected to
result from the use of the asset. At December 31, 2008, Intangible Assets
included on the Consolidated Balance Sheet consist of purchased credit
card relationship intangibies, core deposit intangibles, affinity relation-
ships, and other intangibles that are amortized on an accelerated or
straight-line basis over anticipated periods of benefit of Up to 15 years.
There were no events or changes in circumstances in 2006, 2005, and
2004 that indicated the carrying amounts of our intangibles may not be

recaverable.
0 N N 1} . s ¥ \

Special Purpose Financing Entities

In the ordinary course of business, the Corporation supports its custom-
ers’ financing needs by facilitating the customers’ access to different fund-
ing sources, asséts and risks. {n-addition, the Corporation utilizes certain
financing arrangements to meet its balance sheet management, funding,
liquidity; and"market or credit risk’ management needs. These Jfinancing
entities may be in the form of corporations, partnerships, limited liability
companies or trusts, and are generally not consolidated on the Corpo-
ration's Consolidated Balance Sheet. The majority of -these activities are
basic term.or revolving securitization vehicles for mortgages, credit cards
or other types of loans which are generally funded through term-amortizing
debt structures. Other special*purpose entities finance their activities by
issuing shortterm commercial paper. The securities issued from both
types of vehicles are designed to be paid off from the underlying cash
flows of the vehlcles assets or the reissuance of commercnal paper.

Secuntlzatlons A :

The Corporation securitizes, sells and services interests in residential
mortgage loans and credit card loans, and from time to time, automobile,
consumer finance and commercial loans. The accounting-for these activ-
ities is governed by SFAS No. 140, “Accounting for Transfers and Servicing
of Financial Assets and Extinguishmenis of Liabilities—a reptacement of
FASB Statement No. 125" {SFAS 140). The securitization vehicles -are
Qualified Special Purpose Entities (QSPEs) which, in accordance with SFAS
149, are legally isotatéd, bankruptcy remote and beyond the control of the
seller. QSPEs -are not included in the consolidated financial statements of
the seller. Whén the Corporation securitizes assets, it may retain interest-
only strips, one or-more subordinated tranches, subordinated -interests in
accrued interest and fees on the securitized receivables and, in some
cases, cash reserve accounts which are generally considered ‘residual
interests in the securitized assets. The Corporation may also retain senior
tranches in these" securitizations. Gains and losses.upon sale of the
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assets are based on an allocation of the previous camying amount of the
assets to the retained interests. Carrying amounts of -assets transferred
are allocated in proportion to the relative fair values of the assets sold and
interests retained.

Quoted market prices are used to obtain fair values of. senior
retained interests. Generally, quoted market prices for retained residual
interests are not available; therefore, the Corporation estimates fair values
based upon the present value of the associated expected future cash
flows. This may require management to estimate credit losses, prepay-
ment speeds, forward-interest yield curves, discount rates and other fac-
tors -that impact the value of retained interests. See Note 9 of the
Consolidated Financial Statements for further discussion.

Interest-only strips retained in connection with credit card securitiza-
tions are classified in Other Assets and carried at fair value, with changes
in fair value recorded in Card Income. Other retained interests are primarily
classified in Other Assets or AFS Securities and camied at fair value or
amounts that apprdximéte fair value with changes in fair value recorded in

Accumulated OCi. The excess cash flows expected to be received over the

amortized cost of these retained interests .is recognized as Interest
Income using the effective yield method. If the fair value of such retained
interests has declined below its carrying amount and there has been an
adverse change in estimated contractual cash flows of the underlying
assets, then such decline is determined to be other-thantemporary and
the retained interest is written down to fair value with a corresponding
adjustment to earnings. C :

0

Other Special Purpose Flnam:lng Entit|es

Other special purpose financing entities are generally funded with short-
term commercial paper, These financing entities ‘are usually contractually
limited to & narrow range of activities that facilitate the transfer of or
access to various types of assets or financial instruments and provide the
investors in the transaction protection from creditors of the Corporation in
the event of bankrupicy or receivership of the Corporation. In certain sit
uations, the Corporation provides liquidity commitments and/or loss pro-
tection agreements.

The Corporation determines whether these entities should be con—
solidated by evaluating the degree'to which it.maintains control over the
financing entity and will receive the risks and rewards of the assets in the
financing entity. In making this determination, the Corporation considers
whether the entity is a QSPE, which is generally not required to be con-
solidated by the seller or investors in the entity. For non-QSPE structures
or VIEs, the Corporation assesses whether it is the primary, beneficiary of
the entity. In accordance with FASB. Interpretation ‘No. 46 (Revised
December 2003), “Consolidation of Variable Interest Entities, an inter-
pretation of ARB No. 51" (FIN 46R), the primary beneficiary is the party
that consolidates a VIE based on its assessment that it will absorb a
majority of the expected losses or expected residual returns of the entity,
or both. For additional information on other special purpose financing enti-
ties, see Note 9 of the Consolidated Financial Statements, .

Income Taxes :

The Corporation accounts for income taxes in accordance with SFAS
No. 109, “Accounting for Income Taxes” (SFAS 109), resulting in two
components of Income Tax Expense: cumrent and deferred. Current income
tax expense approximates taxes to be paid or refunded for-the current
period. Deferred.income tax expense results from changes in deferred tax
assets and liabilities between periods. These groés deferred tax assets
and liabilities represent decreases or increases in taxes expected to be
paid in the future because of future reversals of temporary differences in
the bases of assets and liabilities as measured by tax laws and their
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bases as reported in the financial statements. Deferred tax assets have
also been recognized for net operating loss carmyforwards and tax credit
carryforwards. Valuation allowances are then recorded to reduce deferred
tax assets to the amounts management concludes are more likely than
not to be realized. For additional information on income taxes, see Note
18 of the Consolidated Financial Statements.

Retlrement Benefits

The Corporatlon has established qualifi ied retirement plans covenng sub-
stantially all fultime and certain part-ime employees. Pension expense
under these plans is charged to current operations and consists of several
components of net pension cost based on various actuarial assumptions
regarding future experience under the plans.

. In addition, the Corporation has established unfunded supplemental
benert plans and supplemental executive retirement plans for selected
officers of the Corporation and its subsidiaries (SERPS) that provide bene-
fits that cannot be paid from a qualified retirement plan due to Internal
Revenue Code restrictions. The SERPS are frozen and the executive offi-
cers do not accrue any additional benefits, These plans are nonqualiﬁ'ed
under the Intemal Revenue Code and assets used to fund benefit pay-
ments are not segregated from other assets of the Corporation; therefore,
in general, a participant's or beneficiary's claim to benefits under these
plans is as a general creditor. in addition, the Corporation has established
several postretirement healthcare and life insurance benefit plans.

The Cprporation accounts for its retirement benefit plans in accord-
ance with SFAS No. 87, “Employers’ Accounting for Pensions” (SFAS 87),
SFAS No. 88, “Employers’ Accounting for Settlements and Curtailment of

Defined Benefit Pension Plans and for Termination Benefits,” and SFAS

No. 106, “Employers Accounting for Postretirement Benefits Other Than
Pensions,” as applicable.

On December 31, 2008, the Corporation adopted SFAS 158 which
requires the recognition of a plan's over-funded or underfunded status as
an asset or liability with an offsetting adjustment to Accumulated OC.
SFAS 158 requires the determination of the fair values of a plan’s assets
at a company’s yearend and recognition of actuarial gains and losses,
prior service costs or credits, and transition assets or obligations as a
€omponent of Accumulated OCl. These amounts were previously netted
against the plans' funded status in the Corporation’s Consolidated Bal-
ance Sheet. These amounts will be subsequently recognized as-compo-
nents of net periodic benefit costs. Further, actuarial gains and losses
that arise in subsequent periods that are not initially recognized as a
component of net periodic benefit cost will be recognized as a component
of Accumulated OCI. Those amounts will subsequently be recorded as a
component of net periodic benefit cost as they are amortized during future
periods. '

Accumulated Other Comprehensive Income

The Corporation records gains and losses on cash flow hedges, unrealized
gains and losses on AFS Securities, unrecognized actuarial gains and
losses, transition obligation and prior service costs on Pension and Post-
retirement plans, foreign currency translation adjustments, and related
hedges of net investments in foreign operations in Accumulated OC), net
of tax. Accumulated OCI also includes fair value adjustments on certain
retained interests in the Corporation’s securitization transactions. Gains or
losses on derivatives accounted for as cash flow hedges. are reclassified
to Net Income when the hedged transaction affects eamings. Gains and
losses on AFS Securities are reclassified to Net Income as the gains or
losses are realized upon sale of the securities. Otherthan-temporary
impairment charges are reclassified to Net Income at the time of the
charge. Transfation gains or losses on foreign currency translation adjust-




ments are.reclassified to Net Income upon the substantial sale or ligui-
dation of investments in foreign operations. - . <o

Earnings Per Common Share

Earnings per Common Share is computed by dividing Net Income Availabie
to Common Shareholders by the weighted average common shares issued
and outstanding. For Diluted Earnings per Common Share, Net Income

. Available to Common Shareholders can be affected by the conversion of

the registrant’s convertible preferred stock. Where the effect of this con-
version would have been dilutive, Net Income Available to Common Share-
holders is adjusted by the associated preferred dividends. This adjusted
Net Income is divided by the weighted average number of common shares
issued and outstanding for each period plus amounts representing the

dilutive effect of stock options outstanding, restricted stock, restricted -

stock units and the dilution resulting from the conversion of the regis-
trant’s convertible preferred stock, if applicable. The effects of convertible
preferred stock, restricted stock, restricted stock units and stock options
are excluded from the computation of diluted earnings per common share
in periods in which the effect would be antidilutive, Dilutive potential
cemmon shares are calculated using the treasury stock method.

1 .

Foreign Currency Translation

Assets, liabilities and operations of foreign branches and subsidiaries are
recorded based on the functional currency of each entity. For certain of the
forgign operations, the functional currency is the local currency, in which
case the assets, liabilities and operations are translated, for consolidation
purposes, at periodend rates from the local currency to the reporting cur-
rency, the U.S. dollar. The resulting unrealized gains or losses are
reported as a compenent of Accumulated OCI on an after-tax basis. When
the foreign entity's functional currency is determined to be the U.S. dallar,
the resulting remeasurement currency gains or losses on foreign denomi-
nated assets or liabilities are included in Net Income.

.

Credit Card Arrangements

Endorsing organization agreements .
The Corporatlon contracts with other organizations to obtain their endors&
ment of the Corporation’s loan products. This endorsement may provide

" the Cprporation exclusive rights to market to the organization's members

or to customers on behalf of the Corporation. These organizations endorse
the Corporaticn's loan products and provide the Corporation with their
mailing lists and marketing activities. These agreements generally have
terms that range from five to seven years. The Corporation typically pays
royélties in exchange for their endorsement. These compensation costs to
the Corporation are recorded as ‘contrarevenue against Card Income.

i

Cardholder reward agreements

The Corporation offers reward programs that allow its cardholders to eamn
points that can be redeemed for a broad range of rewards including cagh,
travel and discounted products. The Corporation establishes a rewards
liability based upon the points earned which are expected to be fedeemgd
and the average cost per point redemption. The pomts to be redeemed are
estimated based on past redemption behavior, card product type, account
transaction activity and other historical card performance. The liability: IS
reduced as the poinits are redeemed. The estimated cost of the rewards
programs is recorded as contrasevenue against Card Income.

Stock-based Compensation

On January 1; 2008, the Corporation adopted SFAS 123R under the
modified-prospective application. The Corporation had"previously adopted
the fair value-based method of accounting for stock-based employee
compensation under SFAS No. 148, *Accounting for Stock-Based Compeh-
sation = Transition and Disclosure — an amendment of FASB Statement
No, 123," (SFAS 148) prospectively, on Jam]ary 1, 2003. Had the Corpo:
ration adopted SFAS 148 retrospectively, the impact in 2005. and 2004,
would not have been material. For additional information on stock-based
employeé compensation, see Note 17 of the Consolidated Financial
Statements.

Note 2 - MBNA Merger and Restructuring
Activity

The Corporation acquired 100 percent of the outstanding stock of MBNA
on January 1, 2008, for $34.6 bilion. In connection therewith‘

1,260 million shares of MBNA common stock were exchanged for

631 million shares of the Corporation's common stock. Prior to the MBNA
merger, this represented approximately 16 percent of the Corporation’s
outstanding common stock. MBNA shareholders also received cash of
$5.2 billion. The MBNA merger was a tax-free merger for the Corporation.* *
The acquisition, expands the Corporation's customer base and its oppor-
tunity to deepen custemer relationships across the full breadth of the!
Corporation by delivering innovative deposit, lending and investment prod-+
ucts and services to MBNA's customer base. Additionally, the acquisition
allows the Corporation to significantly increase its affinity relationships
through MBNA's credit card operations and self these credit cards through .
our delivery channe's (including the retait branch network). MBNA's results
of operations were inctuded in the- Corporatmn s resulis, begmnmg Jan-
uary 1, 2006. . '
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The MBNA merger was accounted for under the purchase method of

liabilities assumed based on their fair values at the MBNA merger date as

accounting in accordance with SFAS No. 141, “Business Combinations:* summarized in the following table, .. .. T
The purchase price has been allocated to the assets acquired and the ,
b - . St
MBNA Purchase Price Allocation . " ' . , ,
{n millions, except per share amounts}  * 4 ' o
Purchase price . . .
Purchase price per share of the Curporatlon 5§ common slock (11 ' $45.856
Exchange ratio . R : oo T 05009 °
Purchase price per share of the Corporatlon 5 common stock exchanged $22.969 - '
Cash portion of the MBNA merger consideration, - N 4 | : 4 ' 4.125
Implied value of one share of MBNA common stock ' 27.094 -
MBNA common stock exchanged b - o= - , 1y . 1,260 .
+ Total value.of the Corporation's common stock and cash exchangs;'d ] ' ;_- - : $34,139
Fair value of outstanding stock options and d|rect acquisition custs W , , 467
‘ Total purchase price ‘ . , $34,606
Allocation of the purchase price . | ; , w - r : R
MBNA stockholders’ equity | ) } ., ) $13,410
MBNA goodwili and other intangible assets " (3.564)
Adjustments to reflect assets acquired and liabilities assumed at fair value: ~ t
Loans and leases: "« o , . CIR {292)
. Premises.and equipment {563}
Identified intangibles @ 7.881
Other assets b - . , (683)
Deposits : ' ! {97}
Exit and termination liabilities . (269)
Other personnel-related liabilities . * | . | (634)
Other liabilities and"defefred income takes ' (564)
Long-term debt o . : " (409)
Fair value of net assets acquired : " ‘ e 14,216
Goodwill resulting from the MBNA merger (3) " ; Co ' - 7 $20,390

11 The value of the shares of comman stock ex:hangeﬂ with MBNA shareholders was based upon the average of the closing prices of the Corporation’s common stoek for the penod r.nmrneru:lng two frading days before, and

ending wo trading days Bfter, June 30, 2005,"the date of the MBNA merger announcement, ',

12 Includes purchased credit card relationships of $5,698 milllion, affintty relationships of $1,841 million, tare deposit intangibles of $214 milion, and other gibl lncludmg T3

of $328 millien. The amortlzanon

life for core deposit intangjbles is 10 years, purchased credit card refatlonships and afﬂnlty relationships are 15 vears, and other intangibles over perlods not exceeding 10 years, These mlanglbles are pnmanry amortized on

an accelerated basis. 1 ' . ' M . !
. (311NoGoodMII is expectedtobededucuble for tax purposes Substantlatryaﬂ Goodmllwasallocatedw Giobal Consumer and Small Business Banking. ! ) . )
As a result of the MBNA merger, the Corporation acquired certain L Pro Forma
leans for which theré was, at the time of the merger, evidence of deterio- (Dallers i millions) ’ © 42006, 2004
ration of credit quality since origination and for which'it was probable that Net interest income $34,029 $32,831
" all contractually required payments would not be collected. These loans ?gg;‘:::gihgmme . gég‘;g . ggggi
were accounted fqr in"accordance with SOP 03-3 which requires that pur- Provision for credit losses * ' © 5085 - 3083
chased impaired loans be recorded at fair value as of the merger date. Gains on sales of debt securities 1,084 © 1,775
The purchase accounting adjustment to reduce impalred loans to fair value g"tifge’ a“.dt’esmwf‘“g charges jﬁﬁ S g%g ’
R . . P . . er noninterest expense , . . . v
resulted in an increase in Goodwill. In"addition, an adjusm?ent Yvas made Income before Income 1axes 27,088+ 26149
to the Allowance for Loan and Lease Losses for those impaired loans : < 17.300

resulting in a decrease in Goodwill. The outstanding balance and fair value
of such loans was approximately $1.3 billion and $94¢ million as of the
merger date. At December 31, 2006, there were no outstanding balances
for such loans. i
Unaudited Pro Forma Condensed Combined
Financial Information

'The following. unaudited pro forma condensed combined financial
information presents the results of operations of the Corporation had the
MBNA merger taken place at January 1, 2005 and 2004. Included in the
2004 pro forma amounts are FieetBoston results for the three months
ended March 31, 2004.
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Netincome ° et o 18,157

Merger and Restructuring Charges in- the above table include a non-
recurring restructuring charge related to legacy MBNA.of $767 million for
2005. Pro forma Earnings per Common $hare.and Diluted Earmnings per
Common Share were $3.90 and $3.86 for 2005, and $3.68 and $3.62

for 2004.




Merger and Restructuring Charges :

Merger and Restructuring:Charges are recorded in the Consolidated State-
ment of income and include incremental costs to integrate the operations
of the Carporation and MBNA. These charges represent costs associated
with these one-time activities and do*not represent ongoing costs of the

Note 3 - Trading Account Assetsand -
Liabilities

The following table présents the fair values of the components of Trading

_ Account Assets and Liabilities at December 31, 2006 and 2005.

. .o
' 1

fully integirated combined organization. The following table presents sew ' . ‘ December 31
erance and employeerelated charges, systems integrations and related (Dotars in millions) 2006 2005
charges, and other mergerrelated charges. Merger and Restructuring Trading account assets
i for 2005 and 2004 were $412 miltion ‘and $618 million an Corporate securities, trading loans and other $ 53,923 $ 465,554
Cl?a ges ¢ $ i lon ‘a $ and U.S. govemment and agency securities () 36,656 31,001
primarily related to the FleetBoston merger. Equity securities 27,03 31.029
. v v Mortgage trading loans and asset-backed securities 15,449 ’ 12,280
{Ooflars in niltions) . 2006 Foreign sovereign debt 19,921 110,743
Severance and employee-related charges o . $ B5 Total $153,052 $131,707
-Systems integrations and related charges : 552 Trading account liabllitles .
Other 168 U.S. govemment and agency securities (2) $ 26760 . '$ 23179
- Total inerger and restructuring charges ' $805 Equity securities 23,908 11,371
- - B - Foreign sovereign debt . 9,261 8.915
] " . ) Corporate securities and other 7,741 - 7,425
Exit Costs and Restructuring Reserves Total $ 67,670 " 50890

On January 1, 2006 the Corporatron initially recorded liabilities of $468
million for MBNA's ‘exit and termination costs as purchase accounting
adjustmants resulting in an increase in Goodwill: Included in the $468
millién were $409 million for severance, relocation and other employee-
related expenses and $58 million for contract terminations. During 2006,
the Corporation revised certain’ of its initial estimates due to lower sev-
erance 20sts and updated integration plans including site consolidations
that resulted in the reduction of'exrt cost reserves of $199 million. This
reduction in reserves consisted of $177 miklion related to severance,
relocation and other employee-related expenses and $22 million related to
contract. termination estimates. Cash payments of $144 million in 2006
consisted of $111 million of ‘severan—ce, relocation and other employee-
related costs, and $33 million of contract terminations. The impact of
these items reduced the balance in the liability to $125 million at
Decemheral 2006

Restructurtng reserves were also estabhshed for Iegacy Bank of
Amerrccr associate severance other employeerelated EXpenses and con-
tract termmattons Dunng 2006, $160 mrllron was recorded to the
restructunng reserves. Of these amounts $80 million was related to
associate severance .and other employeere!ated expenses, and another
$80 mrllron to contract terminations. During 2006, cash payments, of $22

mrllron for severance and other employeerelated costs and $71 mrlhon for

contract termmatron have reduced this liability. The net impact of these
rtems resulted in a batance of $67 million at December 31,2006,

Payments under exit costs. and restructunng reserves associated” with
the MBNA merger are expected to be substantrally completed in 2007
The fo!lowrng table presents. the changes in Exit Costs and Restmctunng
Reserves for the year ended December 31, 2006

v J T . -
) N ExItCosl . Restructuring
{Doltars n miionsy > <o Reserves (1) *  Reserves(® ™
Balanze, January 1, 2006 $ — § —
MBNA exit costs 269
Restructuring charges : - 160
Cash payments ’ (144) (93)
Baxlance, December 31, 2006 $125 $ 67

14) Exit costs reserves were established in purchase accounting resulting in an increase in Goodwill.
12) Restnicturing reserves were esiablished by a charge to Merger and Restructuring Charges.

11 Ingludes $22.7 billion and $20.9 billion at December 31, 2006 and 2005 of govemment-sponsored
enterprise obligations that are not backed by the full faith and credit of the U.S. govemment.

12 Includes $2.2 billion and $1.4 bilion at December 31, 2006 and 2005 of govemmentsponsored
enterprise obligations that are not backed by the full faith and credit of the U.S. govemnwnl

Note 4 - Derivatives

The Corporation designates derivatives as trading derivatives, economic
hedges, or as derivatives used for SFAS 133 accounting purposes. For
additional information on our derivatives and hedging activities, see Note
1 of the Consolidated Financial Statements.

Credit Risk Associated with Derivative Activities

Credit risk associated with derivatives is measured as the net replacement
cost in the event the counterparties with contracts in a gain position to the
Corporation completely fail to perform under the terms of those contracts.
In managing derivative credit risk, both the current exposure, which is the
replacement cost of contracts on the measurement date, as well as “an
estimate of the potential change in valug of contracts over their remaining
lives are considered. The Corporation's derivative activities are primarily
with financial institutions and corporations. To minimize credit risk; the
Corporation enters into legally enforceable master netting agreements
which reduce risk by permitting the closeout and-netting of transactions
with the same counterparty upon occurrence of certain events. In addition,
the Corporation reduces credit risk by obtaining. collateral from counter-
parties. The determination.of the need for and the ievels of collateral will
vary based on an assessment of the credit risk of the counterparty. Gen-
erally, the Corporation accepts collateral in the form of cash, U.S. Treasury
securities and other marketable securities. The Corporation held $24.2
billion of collateral on derivative positions, of which $14.9 biliion could be
applied against credit risk at December 31, 2006.

A portion of the derivative activity involves exchange-traded instru-
ments. Exchangetraded instruments conform to standard terms and are
subject to policies set by the exchange invelved, including margin and
security deposit requirements. Management believes the credit risk assc-
ciated with these types of instruments is minimal. The average fair value
of Derivative Assets, less cash collateral, for 2006 and 2005 was $24.2
billien and $25.9 bitlion. The average fair value of Derivative Liabilities for
2006 and 2005 was $16.6 billion and $16.8 billion.

Bank of America2006 113




The following table presents the contract/notional amounts and
credit risk amounts at December 31, 2006 and 2005 of all the Corpo-
ration’s derivative positions. These derivative positions are primarily exe-
cuted in the overthe:counier market, The credit risk amounts take into
consideration the. effects of legally enforceable master netting agree-
ments, and on an aggregate basis have been reduced by the cash

v

collateral applied against Derivative' Assets. At December 31: 2006 and
2005, the cash collateral applied against, Derivative Assets on the Con-
solidated Balance Sheet was $7.3 billion and $9.3 bilion. In addition, at
December 31, 2006 and 2005, the .cash collateral placed against
Derivative Liabilities was $6.5 billion and $7.6.billion, . *

! -

. December 31, 2006 December 31, 2005

Contract/ , Credit ~ Contragty _ Credit
{Dolars i millions) B Notional Risk Notional .. Risk
Interest rate contracts
Swaps $18,185,655 $ 9,601 $14,401,577 $11,085
Futures and forwards 2,283,579 . 103 2,113,717 -
Written options 1,043,933 - T+ 900,036 -
Purchased options 1,308,888 2212° 869,471 . 3,345
Foreign exchange contracts :
Swaps o 451,462 4,241 333,487 , - 3,735
Spot, futwres and forwards 1,234,009 2,995 944,321 2,481
Written options @ 464,420 - 214,668 -
Purchased options 414,004 1391 - + 229,049 1,214
Equity contracts . o .
Swaps 32,247 577 28.287 548
Futures and forwards 19,947 24 6479 T 44
Written options 102,902 ' - 69,048 —
Purchased options’ 104,958 7,513 57,693 6,729
Commodity contracts X o,
Swaps 4,868 -1,129 a 8.809 2,475
Futures and forwards 13,513 20 5,533 Co-
Written options 9,947 ST 7,854 . io-
Purchased options 6,796 184 3,673 546
Credit derlvatives (1) 1,497,869 756 . T22190 766
Credit risk before cash collateral . 30,728 " 32,968
Less: Cash collateral applied _ * 7,289 9,256
Total derivative assets o $23,439 ‘ $23,712

11 The December 31, 2005 notionat amgunt, has been reclassified to'conform with new regulatory guidance, which defined the nouonal as the eonuactual loss protecﬂun for structured basket transactions.

ALM Actmtles . .
Interest rate contracts and foreign exchange contracts are utilized in the
Corporation's ALM activities. The Corporation maintains an overall interest
rate ri§k management strategy that incorporates the use of interest rate
contracts to minimize significant fluctuations in earnings that are caused
by interest rate volatility. The Corporation’s goal is to manage interest rate
sensitivity so that movements in interest rates do not significantly
adversely affect Net Interest Income. As a result of interest rate fluctua-
tions, hedged. fixed-rate assets and liabilities appreciate or depreciate in
market value. Gains or losses on the derivative instruments that are linked
to the hedged fixed-rate assets and liabilities are expected to substantially
offset this unrealized appreciation or depreciation. Interest Income and
Interest Expense on hedged variablerate assets.and fiabilities increase or
decrease as a result of interest rate fluctuations. Gains and losses on the
derivative instruments that are linked. to these hedged assets and
liabilities are expected to substantially offset this variahility in earnings.

- Interest rate. contracts, which are generally nondeveraged generic
interest rate and basis swaps, options and futures, allow the Corporation

1
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to manage its interest rate risk position. Non-leveraged generic interest
rate swaps mvolve the exchange of fixedvate and variable-rate interest
payments based on the contractual underlymg notional amount, Basis
swaps involve the exchange of interest payments based on the contractual
underlying notional amounts, where both the pay rate and the receive rate
are floating rates based on different indices. Option products pnmanly
consist of caps, floors and swaptlons Fitures contracts used for the
Corporatnon s ALM activities are primarily index futures prowdmg for cash
payments based upon the movements of an underlying rate index.

The Corporation uses foreign currency contracts to manage the for:
eign exchange risk assoclated with certain foreign currency-denominated
assets and liabilities, as well as the Corporation's equity investments in
foreign subsidiaries. Foreign exchange cdniracts which include spot and
forward contracts, represent agreements to exchange the’ currency of one
country for the currency of another country *at an agreed—upon price on an
agreed-upon settlement date. Exposure to loss on these contracts will
increase or decrease over their respective lives as currency exchange and
interest rates fluctuate.

3




Fair Value and Cash Flow Hedges

The Corporation uses various types of interest rate and foreign currency
exchange rate derivative contracts to protect against changes in the fair
value of its assets and liabilities due to fluctuations in interest rates and

exchange rates (fair value hedges). The Corporation alse uses these types
of contracts to protect against changes in the cash flows of its assets and
liabilities, and other forecasted transactions {cash flow hedges).

For cash flow hedges, gains and losses on derivative contracts
reclassified from Accumulated OCI to current period earnings are included
in the line item in the Consolidated Statement of Income in which the
hedged item is recorded and in the same period the hedged item affects
eamings. During the next 12 months, net losses on derivative instruments
incluced in Accumulated OCI of approximately $1.0 billion ($658 million
aftertax) are expected to be reclassified into eamings. These net losses
reclassified into eamings are expected to decrease income or increase
expense on the respective hedged items.

Note 5 -~ Securities

The following table summarizes certain information related to the
Corporation's derivative hedges accounted for under SFAS 133 for 2006
and 2005: .

(Dollars in millions) 2006 2005
Fair value hedges .
Hedge ineffectiveness recognized in eamings (1) $ 23 $166
Net gain {loss) excluded from assessment of
effectiveness () - {13)
Cash flow hedges ’
Hedge ineffectiveness recognized in eamings (3 18 (31)

‘Net investment hedges .

Gains (losses) included in foreign currency translation
adjustments within Accumulated OCI (4) (475) 66

{1 Hedge inetfectiveness was recognized primarity within Net Interest income and Mortgage Bankmg Income
ins the Consolidated Statement of Income for 2006 and 2005, respectively.

12 Net gain (loss) exctuded from assessment of effectiveness was recorded primarily wnhln Mongage
Banking Income in the Consclidated Statement of income for 2005.

] Hedge ineffectiveness was recognized primarily w:mm Net Interest income in the (:onsoudated Staterment *

of Income for 2006 and 2005.
4 Amount for 2006 primarity represents net investment hedges of certain forelgn subsidiaries acquired In
connection with the MBNA merger. .

The amortized cost, gross unrealized gains and losses, and fair value of AFS debt and marketable equity securities at December 31, 2006 and 2005 were.

Available-for-sale securities

. Gross Gross
Amortized Unreallzed Unrealized .. .
[Dollars ir: miltions) Cost Gains Losses . Falr Value
2006 :
U1.S. Treasury securities and agency debentures $ 697 § - § $ 688
Morigajtebacked secusities 161,693 4 {4,804) 156,893
Foreign securities ! 12,126 2 {78) 12,050
Other taxable securities (1} 16,776 10 (134) 16,652
Total taxable securities 191292 16 {5,025) 186,283
Tax-exempt securities 6,493 64 Y (34) 6,523
Total available-forsale debt securlties - » $197,785 $80 $({5,059) " $192,806
Available-for-sale marketable equity securities 2 $ 2799 $408 $ (10 $ 3197
2005 . ‘ : "
U.S. Treasury securities and agency debentures $ 730 $ - $ (13 $ 717
Mortgage-backed securities 197,101 198 (5,268} 192,031
Foreign securities © 10,944 1 {54} 10,891
QOther taxable securities (1) . 13,198 126 99y 13,225
Total taxable securities 221,973 325 {5,434) 216,864
Tax-exeinpt securities 4,693 31 {32} 4,692
Total availabie-for-sale debt securities . $226,666 $356 ${5,466) $221,556
Available-forsale marketable equity securities (2} - $ 575 $305 $ (18 ' $ 862

0 Includes corporate debt and assetbacked secusities.

2 Repretents those AFS marketable equity sewnues that are recorded in Other Assets on the cnnsohualed Balance Sheet, |

Al December 31, 2006, the amortized cost and fair value of both
taxable and tax-exempt Heldto-maturity Securities was $40 million. At
Decemaer 31, 2005, the amortized cost and fair value of both taxable and
tax-exempt Held-to-maturity Securities was $47 million.

.
At December 31, 2006, accumulated net unrealized losses on AFS
debt and marketable equity securities included in Accumulated OCI were
$2.9 billion, net of the related -income tax benefit of $1.7 billion, At
December 31, 2005, accumulated net unrealizéd losses on.these secu-
rities were $3. 0 bllhon net of the related income tax benefit of $1.8 bil-
lion. - ’ - : -
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The following table presents the current fair value and the associated
gross unrealized losses only on investments in securities with gross unre-
alized losses at December 31, 2006 and 2005, The table also discloses

whether these securities have had gross unrealized losses for less than
twelve months, or for twelve months or longer.

December 31, 2006
= Léss than twelve months  Twelve months or longer Total

Gross Gross Gross

4 Unrealized Unrealized Unreallzed

{Dottars n miltions) ‘ . FalrValue . - Losses  Fair Value Losses  Fair value Losses
Available-for-sale securlties - , e . ..

U.8. Treasury securities and agency debentures ' % 387 3 9 s - 3 - % 387 % (9

Modgage—backed securities , 4,684 (128) 151,092 (4,676) 155,776 {4,804)

Foreign securitiés 45 S {1) 6,908 (EK)] ' 6,953 (78)

Other taxable securities . 5,452 (125} 287 (9) 5739 - {134)

 Total taxable securities o + 10,568 (263) ' 158,287 (4,762) 168,855 (5,025}

) Tax-exempt securities . ' 811 (4 1271 - (30) 2,082 + (34)

Total temporarily-impaired available-for-sale debt securities 11,379 {267) 159,558 (4,792) 170,937 {5.059)

Temporarliyimpalred marketable equity securlties 244 (10) - - . 244 (10}

Total temporarily-impaired securities

$11,623 $(277) $159558  $(4,792) $171L1B1  ${5089)

(Dollars in mflions)

Available-for-sale securitles

U.S. Treasury securities and agency debentures
Morigage-backed securities

December 31, 2005

Less than twelve months  Twelve months ar longer Total
Gross Gross . Gross
Unrealized Unrealized Unrealized
Fair Value Losses  Fair Value Losses  Fair Value Losses

$ 251 $ (99 § 183 $ 4 35 414 5 (13)
149,979 (3,766) 40,236 {1,502) 190,215 (5,268}

Foreign securities . . - 3,455 {41) 252 (13) 4,307 (54}
Other taxable securities an ' 3,882 (79 469 (20) 4,351 (99)
Total taxable securities 157,567 (3,895) 41,720 {1,539) 199,287 (5,434)
Tax-exempt securities + 2,308 27 156 {5) 2,464 . (32
Total temporarily-impaired available-forsale debt securitles 159,875 (3.922) 41,876 (1,544) 201,751 .(5,466)
Temporarily-impaired marketable equity securities ", 146 (18) - - 146 (18)

Total temporarilyimpaired securities

$160,021  $(3,940) $41.876  $(1.544) §$201,887  $(5,484)

4

Management e{'aluates securities for otherthantemporary impair-
ment on a quarterly basis, and more frequently when conditions warrant
such evaluation. Factors considered in determining whether an impairment
is otherthantemporary include (1) the length of time and the extent to
which the fair value has been less than cost, (2) the financial condition
and nearterm prospects of the issuer, and (3} the intent and abilify of the
Corporation to hold the investment for a period of time sufficient to allow
for any anticipated recovery in fair value,

At December 31, 2006 the amortized cost of apprommately 5 000
securities in AFS securities exceeded their fair value by $5.1 billior.
Included in the $5.1 billion of gross unrealized losses on AFS securities at
December 31, 2006, was $277 million of gross unrealized losses that
have existed for less than twelve months and $4.8 billion of gross unreal-
ized losses that have existed for.a period of twetve months or longer. Of
the gross unrealized losses existing for twelve months or more, $4.7 bik
lion, or 98 percent, of the gross unrealized loss is related to approximately
1,500 mortgage-backed securities. These securities are predominately all
investment grade, with more than S0 percent rated AAA. The gross unreal-
ized losses on these mortgage-backed securities are due to overall
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increases in market interest rates. The Corporation has the ability and
intent to hold these securities for a périod of time sufficient to recover all
gross unrealized losses. Accordingly, the Corporation has not recognized
any other-than-temporary impairment for these securities. '

The Corperation had investments in securities from the Federal
National Morigage ‘Association (Fannie Mae) and Federal Home Loan
Mortgage Corporation (Freddie Mac}) that exceeded 10 percent of con-
solidated Shareholders” Equity as of December 31, 2008 and 2005.

.. Those investments had market values of $109.9 billion and $42.0 billion
“at December 31, 2006, and $144.1 bilion and $46.9 billion at

December 31, 2005. In addition, these investments had total amortized
costs of $113.5 hillion and $43.3 hillion at December 31, 2008, and
$148.0 billion and $48.3 billion at December 31, 2005. As disclosed in
the preceding paragraph, the. Corporation has not recognized any other-
than-temporary impairment for these securities.

Securities are pledged or assigned to secure borrowed funds, govern-
ment and trust deposits and for other purposes. The carrying value of
pledged securities was $83.8 billion and $116.7 billion at December 31,
2006 and 2005.




The expected maturity distribution of the Corporation's mortgage-backed
securities and the contractual maturity distribution of the Corporation’s other
debt securities, and the yields of the Corporation’s AFS debt securities portfo-

without prepayment penalties.
lio at December 31, 2006 are summarized in the following table. K

Actual maturities 'may. différ from ‘the contractual or expected maturities
shown below since borowers may have the right to prepay obligations with or

Due in one year Due after one year Due after flve years Due after ] : .
or less through five years through ten years ten years (2 Jotal n

(Dollars in millions} o Amount  Yield2  Amount  Yield (2 Amount  Yield@  Amount  Yield @ Amount - Yield i2)
Fair value of available-for-sale debt securities B - Y
U.S. Treasury securities and agency debentures $ 78 408% § 524 396% $ 80 431% % 6 573% & 688 4.03%

Mortgage-backed securities 17 5.59 11,456 4.40 143,370 5.04 2,050 8.62 156,893  .5.04

Foreign securities . 819 4.88 6,177 5.27 4,949 5.37 105 6,27 12,050 5.29

Other taxable securities 3,581 4.70 10,435 -5.19 2,237 5.33 389 6.40 16,652 - 513

Total taxable 4,495 4,73 28,592 4.87 150,636 5.06 2,560 8.17 186,283 506

Tax-exempt securities (! 1,000 5.82 1,169 5.80 3,226 5.82 1,128 6,44 6,523 5.94
Total available-for-sale debt securlties $5,495 493% $29.761 491% $153.862 5.07% $3,688 7.64% $192.806 5.09%

Amortized cost of available-for-sale debt securities  $5495 - $30,293 .. $158,301 $3,696 $197,7585 -

) ncludes securities with no stated maturity. ) ¢

2 Yields are ealeulated based on the amortized cost of the securities. .
13 Yield of tax-exempt securities calcutated on a fully taxable-equivalent (FTE) basis: - - "

The components of realized gains and losses on sales of debt securities for 2008, 2005 and 2004 were:

{Dollars in miltigns) . ’ e , ' | : ST . v 2b0§ , “2005 2004
Gross gains . $ 87 . $1,154 $2,270
Gross losses ) ' ., (530) (70} . (546)
Net gains (losses) on sales of debt securlties ’ ) 5(443)' ' $1,084 $1,724

The Income Tax Expense (Benefit) attributable to realized net gains
(losses) on debt securities sales was $(163) million, $400 million, and
$640 million in 2006, 2005,and 2004, respectively. ;

Pursuant to an agreement dated June 17, 2005, the Corporation
agreed to purchase approximately nine percent, or 19:1 billion shares, of
the stock of China Construction Bank {CCB). These shares are accounted
for at cost as they are nontransferable until the third anniversary -of the
initial public offering -in October 2008. The Corperation also holds an
option to increase its ownership, interest in CCB to 19.9 percent. This
option expires in February 2011, At December 31, 2006, the investment
in the CCB shares was included in Other Assets. -

Additionally, the Corporation sold its Brazilian operations to Banco
Itat Holding Financeira S.A. (Banco ltad) for approximately $1.9 billion in

preferred stock. These shares are non-transferable for three years from
the date of the agreement dated May 1, 2006 and are accounted for at
cost. The sale closed in September 2008, At December 31, 2006, thls
$1.9 billion of preferred stock was included in Other Assets.

The shares of CCB and Banco Itad are currently carned at cost but
as required by GAAP, will be accounted for as AFS marketable equity secu- |
rities and carried at fair value with an offset to Accumulated OCH beginning
in the fourth quartér of 2007 and setond quarter of 2008, respectively.
The fair-values of the CCB shares and Banco Itad ‘shares were approx-

imately $12.2 billion a:nd $2.5 billion at December 31, 20086. - T
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Note 6 - Outstanding Loans and Leases
Qutstanding loans and leases at Decefnber 31, 2006 and 2005 were:

December 31
{Daltars in millons) 2006 2005
Consumer
Residential mortgage ' $241,181 $182,596
Credit card — domestic 61,195 58,548
Credit card - foreign ! 10,999 -
Home equity fines 74,888 62,098
Direct/tndirect consumer 1 68,224 45,490
Gther consumer (2) 9,218 6,725
Total consumer 465,705 365,457
Commerclal .
Commercial - domestic 161,982 140,533
Commergial real estate (3 36,258 © 35,766
Commerciat lease financing . 21,864 20,705
Commercial - foreign ) 20,681 21,330
Total commercial M i 240,785 218,334
Total $706,490 $573,791

) Includes home equity loans of $12.8 billion and $8.1 biliion at December 31, 2006 and 2005,

21 Inchades foreign consurner loans of $6.2 billion and $3.8 bitlion at December 31, 2006 and 2005 and oonsumer finance loans of $2.8 billion for both December 31, 2006 and 2005.
™ Includes domestic commercial real estate loans of $35.7 billion and $35.2 billion, and foreign commertial real estate loans of $578 million and $585 million at December 31, 2006 and 2005.

The following table presents the recorded loan amounts, without
consideration for the specific compenent of the Allowance for Loan and
Lease. Losses, that were considered individually impaired in accordance
with SFAS 114 at Decer'nQer 31, 2006 and 2005, SFAS 114 impairment
includes performing troubled debt restructurings and excludes all commer-
cial leases.

_ " December 31
{Dollars in millions) . . 2006 2005
Commercial - domestic ) ~ §586 $613
Commercial real estate ' 118 - - 49
Commercial - foreign SR 13 - 34
Total Impaired loans ’ ‘$717 - $696

" The average recorded investment in certain impaired loans for 2006,
2005 and 2004 was approximately $722 million, $852 million and $1.8
billion, respectively. At December 31, 2006 and 2005, the recorded
investment in impaired loans requiring an Allowance for Loan and Lease
Losses based on individual analysis per SFAS 114 guidelines was $567

Note 7 - Allowance for Credit Losses

million and $517 million, and the related Allowance for Loan and Lease
Losses was $43 million and $55 million. For 2006, 2005 and 2004,
Interest Income recognized on impaired loans totaled $36 million, $17
million and $21 million, respectively, all of which was recognized on a
cash basis. '

At December 31, 2006 and 2005, nonperforming loans and leases,
including impaired loans and nonaccrual consumer loans, totaled $1.8 bil-
lion and $1.5 billion. In addition, included in Other Assets were norn-
performing loans heldforsale of $80 milion and $69 m|1||0n at
December 31, 2006 and 2005.

The Corporation has loan products with varying terms {e.g., interest-
only mortgages, option adjustable rate mortgages, etc.) and loans with
high loan-tovalue ratios. Exposure to any of these lean producis does not
result in a significant concentration of credit risk. Terms of loan products,
collateral coverage, the borrower's credit history, and the amount of these
loans that are retained on our balance sheet are included in the Corpo-
ration’s assessment when establishing its Allowance for Loan and Lease
Losses.

The following table summarizes the changes in the allowance for credit losses for 2006, 2005 and 2004:

[Dollars in mlions} 2006 2005 2004
Allowance for loan and lease losses, January 4 $8045 $ 8,626 $6,163
FleetBoston balance, April 1, 2004 - - 2,763
"MBNA balance, January 1, 2006 577 - -
Loans and leases charged off (5,881) {5,794) {4,092)
Recoveries of oans and leases previously charged off 1,342 1,232 a79
Net charge-ofis {4,539 {4,562) {3,113)
Provision for Ioan and lease losses 5,001 4,021 2,868
Other . (88). {40) {55)
Allowance for loan and lease losses, December 31 9,016 8,045 8,626
Reserve for unfunded lending commlitments, January 1 395 - 402 416
FleetBoston batance, April 1, 2004 - - 85
Provision for unfunded lending commitments 9 1)) (99)
Othér @ - _
Reserve for unfunded lending commitments, December 31 397 395 402
$9,413 $ 8,440 $9,028

Totai allowance for credit losses
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Note 8 - Mortgage Servicing Rights

Effective January 1, 2006, the Corporation adopted SFAS 156 and
accounts for. consumer-related MSRs at fair value with changes in fair
value recorded in the Consolidated Statement of Income in Mortgage
Banking Income. The Corporation economically hedges these MSRs with
certain derivatives such as options and interest rate swaps. Prior to Jan-

+

_uary 1, 2006, consumerrelated MSRs were accounted for on a lower of
cost or market basis and hedged with derivatives that qualified for SFAS
133 hedge accounting.

+ The following table presents activity for consumer-related MSRs for
2006 and 2005. .

! 2006 2005,

{Doitars i millions) o '
Balance, January 1 $2,658 $2,358
MBNA balance, January 1, 2006 . ‘ 9 -
Additions . .o 572 860
Sales of MSRs C X o s 1 (176)
Impact of customer payments ' » . . (713} -
Amortization ' . - (612)
Other chanyfes in MSR market value (1) . . 414 228
Balance, December 31 (2} o . $2B869 - $2,658

12} For 2006, 2mount reflects changes in discount rates and prepayment speed assumptions, mostly dus to changes in interest rates, For 2005, amount reffects $291 million related to change In value attributed to SFAS 133

hedged MSiRs, and $63 million of impalrments.”

2) Before the adoption of SFAS 156, therm was an impairment allowance of $257 million at December 31, 2005,

Comrmercialrelated MSRs are accounted for using the amortization
method (i.e., lower of cost or market). Commercialrelated MSRs were
$176 million and $148 million at December 31, 2006 and 2005 and are
not included in the table above.

The key economic assumptions used in valuations of MSRs included
modeled prepayment rates and resultant weighted-average lives of the
MSRs ard the option adjusted spread (OAS) levels. An OAS model funs
multiple interest rate scenarios and projects prepayments specific to each
one of those interest rate scenarios. '

"

As of December 31 2006, the fair value of consumer-related MSRs
was $2.9 bllhon and the modeled weighted-average lives of MSRs related
to fixed and adjustable rate loans (including hybrid Adjustable Rate Mort- -
gages) were 4,98 years and 3.19 years. The following table presents the
sensitivity of the weighted-average lives and fair value of MSRs to changes
in modeled assumptions:

* December 31, 2006

e ' Change in i
j ' . ! Welghted-average llves - Change in
(Doltars in rllions) ! ‘ Fixed " Adjustable Falr value
Prepayment rates .
" Impact of 10% decrease 0.33 years 0.26 years $ 135
Impact of 20% decrease 0.70 0.58 . 289
Impact of 10% increase 0.29) 023 -~ (120}
Impact of 20% increase [0.55) v (0.42) 22T
OAS level , . '
Impact of 100 bps decrease n/a Y nfa 109
Impqt:t of 200 bps decrease n/a nfa 227
Impact of 100 bps increase n/a n/a . < {101
Impact-of 200 bps increase

n/a = not a yplicatre -

Note 9 - Securitizations

The Corporation securitizes assets and may continue to hold a portion or
all of the securities, subordinated tranches, interest-only strips, sub-
ordinated interests in accrued interest and fees on the securitized receiv-
ables, and, in some cases, cash_ reserve accounts, all of which are known
as retained interests, -which are camied at fair value or amounts that
approximate fair value. Those assets may be serviced by the Corporation
or by third parties

Mortgzage-related Secumtlzatlons

The Corporation securitizes a portion of its residential morigage loan ongl- .

nations in conjunction with or shortly after loan closing. In addition, the
Corporation may, from time to time, securitize commercial mortgages and
first residential morigages that it originates or purchases from other enti-
ties. In 2006 and 2005, the Corporation converted a total of $65.5 billion
{including $15.5 billion originated by other entities) and $95.1 billion
{including $15.9 billion originated by other entities), of commercial mort-
gages and first residential mortgages into mortgage-backed securities

n/a n/a {195)

issued through Fannie Mae, Freddie Mac, Government Natibnal_Mongage
Association, Bank of America, N.A. and Banc of America’ Mortgage Secu-
rities. At December 31, 2006 and 2005, the Corporation retained $5.5
billion {including $4.2 billion issued prior to 20086) and $7.2 billion
{including $2.4 billion i{ssued prior .to 2005} of these securities. At
December 31, 2006, these retained interests were valued using quoted
market prices.

in 2006, the Corporation reported $341 miltion in gains on loans
converted into securities and sold, of which gains of $329 million were
from loans originated by the Corporation and $12 million were from loans
ariginated by other entities. In 2005, the Corporation reported $575 mil-
lion in gains on lpans converted into securities and sold, of which gains of
$592 million were from loans originated by the Corporation and losses of
$17 million were from ioans originated by other entities. At December 31,
2006 and 2005, the Corporation had recourse obligations of $412 million
and $471 miltion with varying terms up to seven years on loans that had
been securitized and sold.
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* In 2006 and 2005, the Corporation purchased:$17.4 billion and

$19:6 .billion'. of mortgage-backed “securities “.from -third - parties and
resecuritized them. Net gains, which include Net Interestincome eafed
during the holding period, totaled $25 miliion and.$13 million: The Corpo-
ration did not retain any of the securities issued in these transactions.

In 2006 and 2005, the Corporation also purchased an additional

$4.9 billion and $7.2 billion of mortgage loans from third parties and
.securitized them:. In 2006, the Corporation retained residual interests in
these transactions which totaled $224 million at December 31, 2006 and
are classified in Trading Account Assets, with changes in fair value
recorded in eamings. These residual interests are included in the sensi-
tivity table below which sets forth the sensitivity of the fair value of
residual interests to, changes in key assumptions. In 2005, the Corpo-
ration resecuritized the residual interests and did not retain a significant

. interest in the’securitization trusts. The Corporation reported $16 million
and $4 million in gains on these transactions in"2006 and 2005.

The Corporation has retained MSRs from the sale or securitization of
mongage loans. Servrcrng fee and ancrllary fee income on a!l mortgage
Ioans sennced |nc|uclrng securrtrzatrons was’$775 millior and $789 mil-
lioh in 2006"and 2005. For fore infofimation-on MSRs see Note 8 of the
Co|nsol|dated Fnancral Statements :

Vs ..
. . ' f -
- )

1

Credit Card and Other Securltlzatlons
As a result of the MBNA merger, the Corporation acquiréd interests in
credit card, other consumer, and commercial loan securitization vehicles.
These acquired interests include interest-only strips, subordinated tranch-
es, cash reserve accounts, and subordinated interests in accrued interest
and fees on the securitized receivables. During 2006, the Corporation
securitized $23.7 billion of credit card receivables resulting in $104 mil-
lion in gains {net of securitization transaction costs of $28 million} which
Lwa“e recorded in Card Income. Aggregate debt securities outstanding for

the MBNA credit card securitization trusts as of December 31, 2006 and
January 1) 2008, were $96.0° billion and $81.6 billion. - As . of
December 31, 2006 and January 1, 2006, the aggregate debt securities
outstanding for the Corporation's credit card securitization trusts, including
MBNA,* were $96.8 ‘billion and $83.8 biliion. . The other consumer and
commercial loan securitization vehicles acquired with ‘MBNA were not
material to the Corporation.

The Corporation also securitized $3.3 billion and $3.8 billion of
automobile loans and recorded losses of $6 million and $17 miliion in
2006 and 2005. At December 31, 2006 and 2005, aggregate debt secu-
rities outstanding for the Corporation’s automobile securitization vehicles
were $5.2 billion and $4.0 billion, and the Corporation held residual inter-
ests which totaled $130 million and $93 million.

At December 31, 2006 and 2005, the Corporation held ‘investient
grade securities issued by its securitization vehicles of $3.5'billion (none

‘of which were Issued in 2006) and $4.4 billien (including"$2.6 billion
.. issued-in 2005}, which are valued using quoted market prices, in the AFS

securitles portfolio. At December 31, 2006 and 2005, there were no
recognrzed servrcrng assets or ||ab|1|t|es assocrated with any of these
secuntlzatron transactrons '

The Corporatron has provrded protectron on a subset of one
consurer finance securrtrzahon in the form of a guarantee wrth a max-
rmum payment of $22D million that will only be paid if over-collateralrzatron
is not suffi cient to absorb Iosses and certain other condrtrons are met.
The Corporatron projects no payments will be due over the remaining Irfe of
the contract, which is less than one year. . .-

Key economic assumptions used in measuring the’ farr value of cer-
tain residual interests that continue to be held by the Corporation
{included in Other Assets) in securitizations and the sensitivity of the cur-
rent fair value of residual cash flows to changes in those assumptions are
disclosed in the following table. :

. W a1
o v, Credit Card Consumer Finance it
|Doléars in millions) tt 2008 2005 2006 S 2005
Carrying amount of residual interests (2] $ 2929 $ 203 $ ..811 % . 290
Batance of unamagrtized securitized loans 98,295 2,237 . . 6153 - 2,667
Weighted average life to call or maturity (in years) 0.3 0.5 0327 0.8
Revolving structures - monthly payment rate 11.2-19.8% 12.1% , , . o
Amiortlzing structures - annual constant prepayment rate: ‘ RN .
" Fixed rate loans 20.0-25.9% 26.3-28.9%
'AdJustable rate loans T 328-374 378
Impact on fair value of 10% favorable change $ 43 ‘$ 2 -8 - 7% 08
Impact on fair value of 25% favorable change 133 3 . 2 . .« 17
Impact on fair value of 10% adverse change (38) 2) (15} (16}
Impact an fair valug of 25% adverse change (82} (3) . (23} (39)
Expected credit losses (3 1 - . caette R -38-58% T 40-43% ~44-59% « 3.9-56%
- Impact on fair value of 10% favorable change - < pe b " o . 8%, . 86 $-,,3- .8 . 1858 . 7
+ -« Impact on fair vaue of 25% favorable-change v *re . L v - ' -.218 e Bl ., 42 . 18
Impact on farrvalue of 10% adverse change , . o, P .(85) R Bl . (15)‘ . {7}
Impact on fair value'of 25% adverse change D ot * {211) R ) B *(36) (18)
Residual cash flows discotint rate (annual rate) - ot L (L M 12E%- " r12,0% 0 - 16.00300% 30.0%
. Impact on fair value,of 100 bps favorable change - AL e $ 12 0 S s T8 808 L5
Impact on fair value of 200 bps favorable change L T R ) .- 7., i oaeed e o st
Impact on fair value of 100 bps adverse change e g o (14) - L49) Y
_ Impact on fair value of 200 bps adverse change T ' _ (27) - (10) {10)
t Consumer finance |nclude5 morgage loans purchased and securitized in 2006 and urlgrnated consumar finance loans that were securitized in 2001, a!l of which are seniced bythind partiés:> £, 3 . 4.

1 Residual Interests Include interest-onty strips. subordinated tranches. subordinated interésts in acciued interest andl fees on the securitized receivables and cash reserve acoounts w‘hinh are carried at fair vatue or anmn‘ts

that approxi fair value. R Interests in purchased morgage foans totaling $224 million at December 31, 2006 are classified in Trading Account Assets. Other residuat interests are Classified in Other Assats. *
l3J Annual rates of expected credrt Iosses are presented for credit card secunllzat\ons Curnulatrve lifatime rates of expected credit losses (incurred plus projected) are presented for consumer finance securitizations. !
. A ¢ V! ] N i r ',‘"'-'. Sl - .
"y : ' g, tet i - o2y IR
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The sensitivities in the preceding table are hypothetical and should

be used with caution. As the amounts indicate, changes in fair value
based on variations in assumptions generally cannot be extrapotated
because the relationship of the change in assumption to the change in fair
value may not be linear. Also, the effect of a variation in a particular
assumption on the fair value of an interest that continues to be heid by
the Corporation is calcutated without changing any other assumption. In
reality, changes in one factor may result in changes in another, which
might magnify or counteract the sensitivities. Additionally, the Corporation
has the ability to hedge interest rate risk associated with retained residual
positions. The above sensitivities do not reflect any hedge strategies that
may be undertaken to mitigate such risk.

Static pool net credit losses are considered in determmmg the value
of the retained interests of the consumer finance securitization. Static
peol net credit losses include actual losses incurred pius projected credit
losses divided by the original balance of each securitization pool. For
consumer finance securitizations entered into in 2006, weighted average
static pool net credit losses were 5.00 percent for the year ended
bBecember 31, 2006. For consumer finance securitizations entered into in
2001, weighted average static pool net credit losses were 5.29 percent
for the year ended December 31, 2006, and 5.50 percent for the vear
_ ended December 31, 2005.

Principal proceeds from collections reinvested in revolving credit card

securitizations were $163.4 billion and $4.5 billion in 2006 and 2005. .

Contractual credit card servicing fee income totaled $1.9 billion and $97

Ixs * - L]

million in 2006 and 2005. Other cash flows received on retained inter-
ests, such as cash flow from interestonly strips, were $6.7 billion and
$183 million in 2006 and 2005, for credit card securitizations. Proceeds
from collections reinvested in revolving commercial loan securitizations
were $4.6 billion and $8.7 billion in 2006 and 2005. Servicing fees.and
other cash flows received on retained interests, such as cash flows from
|nterest-only strips, were $2 million and $15 million in 2006, and $3 mll-
lion and $34 million in 2005 for commercial loan securitizations. )
The Corporation also reviews its loans and leases portfolio on a
managed basis. Managed loans and leases are defined as onbalance

'sheet Loans and Leases as well as those loans in revolving securltizations

and other securitizations where servicing is retained that are undertaken
for corporate management purposes, which include credit card, commer-
cial loans, automobile and certain morigage securitizations. Managed
loans and leases exclude originate-to-distribute foans and cther loans in
securitizations where the Corporation has not retained servicing. ‘New
advances on acgounts for which previous loan balances were sold to the
securitization trusts will be recorded on the Corporation’s Consolidated
Balance Sheet after the revolving period of the securitization, which has
the effect of increasing Loans and Leases on the Corporation's Con-
solidated Balance Sheet and increasing Net Interest Income and charge-
offs, with a related reduction in Noninterest Income.

Portfolic balances, delinquency and historical loss amounts of the
managed loans and leases portfolio for 2006 and 2005 are presented in
the following table.
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.. December 31, 2006 iy

+, December 31, 2005 {1

LY i | ) ' '
. - . ., Accruing A , . Accruing 1
) I;oans, and Legans and \
Leases Past . * Leases Past $-
Lo - ' Total Loans ~ ' Die 90 Days " Nonperforming *© " Totalloans Due 90 Days Nenpérforming
[Dodlars in millions) T, . ¢+ -and Leases . - or More Loans and Leases and leases . .f . Of Mare Loans and Leases
Residential mortgage 12 , + .+ " $ 245840 © .| $ 118 $ 660 $188,380 $ - $ 570
Credit card - domestic ; 142,599 3,828 n/a . 60,785 + 1,217 . n/a
Credit card — foreign . 27,890 608 n/a - - n/a
Home equity lines ™ ' 75197 ° - 251 62,546 3 117
Direct/Indirect consumer - ot 75112 - . " 493 44 ¢ . - 49,544 75 " T4
Other consumer - . ! 9,218 . 4 v - 38 77 6.725 15 61
Total consumer ¢+ = ! 575,856 , 11 5,085 1,032 367,980 . 1,310 . 785
Commercial - domestic - s PN 163,274 Lty 285 598 142,447 117 581
Commercial real estate. . . B 36,258 o .18 118. .« 35,766 4 , 49
Commercial lease financing ) 21864 26 2 20705 15 62
Commercial - foreign 20,681 ‘9 13 ‘o330 ' 32 o 34
" Total commercial 242,077 a8 771 Y 220248 168 a 726
Total managed loans and leases ) " 817,933 ' ! 5,463 1,803 " 588,278 . 1478 " 1511
Managed loans in securitizations . {111,443 J (2,407) (16) (14,437) {23)° —
" Total held loans and leases , $ 706,490 ' .§3,056 $1,787 $573,701 $1.455 $1,511
., r e . * ' e
. - ! .- X Year Ended December 31, 2006 . - Year Ended December 31, 20051
r - ' - . . - T =
. “‘ R o v Av_erage Loans Average LDans‘ ]
} . . . i " and Leases Net Net Loss and Leases Net Net Loss -
Dollars in millicns) -~ e o ' 1 Qutstanding ‘Losses Ratio (3 Outstanding’ " Losses Ratio (3
Residential ortgage” * I + '$213097 $ 39 0.02% $179,474 27 0.02% .
Credit card - domestic ' 138592 . 5,395 389 59,048 4,086 6.92
Credit card - foreign 24,817 980 395 - - -
Home equity lines 69,071 51 007 56,821 3t 0.05
Direct/Indirect consumer - 68,227 839 123 46,719 248 0.53
Other consumer 10,713 303 283 6,908 275 3.98
Total consumer 524,517 7.607 145 348,970 4667 1.34
Commercial - domestic - 153,796 367 0.24 130,882 170 0.13
Commercial real estate ' 36,939 3 0.01 34,304 - -
Commercial lease financing 20,862 (28) (0.14) 20,441 231 1.13
Commercial - foreign . 23,521 8) {004 18,491 (72) (0.39)
Total commercial ' 235,118 334 0.14 204,118 329 0.16,
Total managed loans and leases 759,635 7,941 105 553,088 4,996 0.90
Managed loans in securitizations (107,218) {3,402) 317 {15,870) (434) 2.73
Total held loans and leases - $652,417 $4,539 0.70% $537,218 4,562 0.85%

11} The amounts al and for the year ended December 31, 2005 have been adjusted to include cenain mortgage and auto securitizations as these are now included in the Corporation’s definition of managed loans and leases.

121 Accruing lpans and leases past due 90 days or more represent residential mortgage loans related to repurchases pursuant (o our servicing agreements with Government National Mortgage Association mortgage pools whose
repayments are insured by the Federal Housing Adminisiration or guaranteed by the Depantment ¢f Veterans Affairs. In 2005, thesa loans were recorded in lgans held-for-sale 2nd amounted to $161 million.

@) The net loss ratlo is calculated by dividing managed loans and leases net losses by average managed loans and leases outstanding for each loan and lease categery. ’

n/a = not applicable .

Variable Interest Entities ;

At December 31, 2006 and 2005, the assets and liabilities of the.Corpo-

ration's multi-seller assetbacked commercial paper conduits that have
been consolidated in accordance with FIN 46R were reflected in AFS Secu-
rities, Other Assets, and Commercial Paper and Other Short-term Borrow-
ings. As of December 31, 2006 and 2005, the Corporation held $10.5
billion and $6.6 billion of assets in these entities, and in the unlikely
event that all of the assets in the VIEs become worthless, the Corpo-
ration’s maximum loss exposure associated with these entities including
unfunded lending commitments would be approximately $12.9 billion and
$8.3 billion. In addition, the Corporation had net investments in leveraged
lease trusts totaling $8.6 billion and $8.2 billion at December 31, 2006

1 -
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_and 2005, These amounts, which were reflected in Loans and Leases,

represent the Corporation's maximum loss exposure to these entities in
the unlikely event that the leveraged lease investments become worthless.
Debt issued by the leveraged lease trusts is nonrecourse to the Corpo-
ration. The Corporation also had contractual relationships with other con-
solidated VIEs that engage in leasing or lending activities or real estate
joint ventures. As of December 31, 2006 and 2005, the amount of assets
of these entities was $3.3 billion and $750 million, and in the unlikely
event that all of the assets in the VIEs become werthless, the Corpo-
ration's maximum possible l0ss exposure would be $1.6 billion and $212

. million.




Acditionally, the Corporation had significant variable interests in other
VIEs that it did not consolidate because it was not deemed to be the
primary beneficiary. In such cases, the Corporation dees not absorb the
majority of the entities’ expected-losses nor does it receive a majority of

Note10 - Goodwill and Intangible Assets-
The following table presents allocated Goodwill at December 31,2006
and 2005 for each business segment and Alf Other.

1

the entities’ expected residual returns. These entities typically support the 7 December 31

financir g needs of the Corporation’s customers by facilitating their access (Dollars in milions) 2006 2005
to the commercial paper markets. The Corporation functions as admin- Global Consumer and Small Business Banking $3g760 $18,491
istrator and provides ellther liquidity end letters of credit, or derivatives to g:gg:: &Z’:I?r’]a;i :’I‘:v:e’;‘:;:‘te::aﬁgg:::%m 2;:;; 2;323
the VIE. The Carporation also provides asset management and related All Other 238 238
services to or invests in other special purpose vehicles that engage in Total $45,354

lending. Investing, or real estate activities. Total assets of these entities
at December 31, 2006 and 2005 were approximately $51.9 billion and
$36.1 hillion. Revenues associated with administration, liquidity, letters of
credit £nd other services were approximately $136 million and $122 mil-
lion for the year ended December 31,‘2006 and 2005. At December 31,

$65,662

L " LT . .
The gross carrying values and accumulated amortization related to
Intangible Assets at December 31, 2006 and 2005 are presented below:

. . . December 31
2006 and 2005, in the unlikely event that all of the assets in the VIEs il
- . . 2006 2005
become worthless, the Corporation’'s maximum l0ss exposure associated G- = -
. s . D a ross ross .
wn__h tr)'.se VIEs would be aeproxlmately $46.0 billion and $30.4 hillion, . . Canying  Accumutated  Camying  Accumulated
which is net of amounts syndicated. {Dolars in millians) , _~ Value  Amortization Value  Amortization
Management does not believe losses resulting from the Corpo- Purchased credit card '
ration's involvement with the entities discussed above will be mate_riai. . relationships $ 6,790 $1,159 . $ 977 $ 450
See Note 1 of the Consolidated Financial Statements for additional dis- gf'@rfe dePCt’Sit i"“;hgib'es igg 2-332 3,661 1881
. . . . . nlty relations |ps . . - A -
cussion of special purpose financing entities. . - _Other intanginles " 1525 633 1.376 489
Total $13,a15 ] $6.014 $2.820

Note 11 - Deposits

54.393

For |nformat|on on the impact of the MBNA merger see Note 2 of the
. Consolidated Financial Statements.

. Amortlzatlon of Intanglbles expense was $1.8 billion, $809 million
and $664 million in 2006, 2005 and 2004, respectively. The increase for
the year ended December 31, 2006 was pnmanly due to the MBNA merg-
er. The Corporatuon ‘estimates the ‘aggregate amortization expense will be
approximately $1.5 billion, $1.3 billion, $1.2 billion, $1.0 billion and $900
million for 2007, 2008, 2009, 2010 and 2011, respectively. . =~

.
A

The Corporatton had domestic certificates of deposit of $100 thousand or more totalrng $72.5 billion and $47.0 billion at December 31, 2006 and 2005.
The Corporation had ather domestic time deposits of $100 thousand or more totalmg $1.9 billion and $1.4 billion at December 31, 2006 and 2005, For-
eign certificates of deposit and other foreign time deposits of $100 thousand or more totaled $62.1 bnlion and $38.8 billion at, December 31, 2006 and
2005. .

Time deposits of $100 thousand or more

s ] Three Over three Overslx o,
months of months to six manths to
{Dodlars in ibiliions) less . months twelve months Thereafter - Tatal
Domestic certificates of deposit + $33,540 $14,205 - $20,794 $4,006 $72,545
Domestic other time deposits 300 364 399 885 1948
Foreign vertificates of deposit and other ime depasits 55,649 4,569 906 71 62,095
- — T = — - RS

" At December 31, 2008, the scheduled maturities for total time deposits were as follows: .
(Dolias in nilins) ’ Domestle  Foreign Total
Due in 2007 $154,500 $88,395 $242.905
Due in 2008 7,283 218 7,501
Due in 2009 4,590 - 4,580
Due in 2010 2179 1" 2180
Due In 2011 807 - 2 809
Thereafter .- 959 1,187 2,146

Total $ 170,327 §$89804 $260,131
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Note 12 - Short-term Borrowmgs and Long- floating rates and maturities of at least seven days from the date of issue.
term Debt : . b Short-term bank notes outstanding under-this program totaled $24.5 bil-

Short-term Borrowings
Bank of America Corporation and certain other subsidiaries issue commer-
cial paper in order to meet short-term funding needs, Commercial paper
outstanding at December 31, 2006 was $41.2 billion compared to $25.0

billion at December 31, 2005. Balanee E‘..heet - ] ; :
Bantk of America, N.A. maintains a domestic program to offer uptoa T ’ .
maximum of $50.0-billion, at any one time, of bank notes with fixed or craa e ! -
RS L v AREeal Tt ", O |
Long-term Debt - : - ) - .

The following table presents the balance of Long term Debt at December 31, 2006 and 2005 and the related rates and maturity dates at. Dec

. J lion .at-December' 31, 20086, compared to $22.5 billion at December 31,
' 2005. These shortterm bank notes, -along with Treasury tax-and. loan
notes, term federal funds purchased -and commercial ‘paper, are reflected
in Commercial Paper and Other:Short-term Borrowings ‘on the Consolldated

[

ember 31;

2008: + . L. . | I P = g
‘ f o r Lo e . - t ' Lot e, BT,
K o . - December 31
" (Doltars in millions) S )t L . < Ls L 2006y 2005
Notes Issued by Bank of America Corpora:ion [ . LA B VTN il R
Senior notes: ' . . . . . )
Fixed; with a weighted average rate of 4. 51%, ranging from 0.84% to 7.50%, due 2007 to 2043 $ 38587 $ 36,357
~ " “Floating, with a weighted average rate of 4.93%, ranging from 0.72% to 6.78%, due 2007 to 2041 K 26 695 19,050
Subordinated notes: ' o ‘ et s . : VIR
- Fixed, with a weighted average rate of 6.08%, ranging from 2. 94% to 10 20% due 2007 to 2037 Ty } 1., 23,896 20,526
Floating. with a weighted average rate of 5.69%, ranging from,5. _11% to 5.70%, due 2016 to 2019 , . .. .. 510 P 10
Junror subordinated notes {related to trust-preferred securities). - ' o . T . .
Fixed, with a weighted averaga rate of 6.77%; ranging from 5.25% to 11.45%, due 2026 to 2055 S - 13665 - 10,337
. Foating, with a welghted average rate of 6. 07%, ranging from 5.92% to 8.72%, due 2027 to 2033 2,203 1,922
Total notes issued by Bank of Amerlca Corporation ' ' " 105,556 88,272
-Notes issued by Bank of America, N.A. and other subsidiaries |
Senior notes: .
Fixed, with a weighted average rate of 5.03%, rangrng from 0. 93% to 11.30%, due 2007 to 2033 . . 6,450 1.096
Floating, with a werghted average rate of 5.28%, rangrng from 3.69% to 6.78%, due 2007 to 2051 22,219 4,985
Subordinated notes: |, . .o
[Fixed, with a weighted average rate of 6. 36% rangmg from 5 75% 10 7. 13% due 2007 to 2036 4,294 1,871
* 'Floating, with a werghted average rate of 5.63%, ranging from 5.36% to 5.64%, due 2016 to 2019 . 918 8
.. . Total notes issued by Bank of America,, N.A. énd othier subsidiarles : 33,881 7,960
Notes Issued by NB Holdings Corporaton R '
~ Junior subordinated notes (related to trust prefarred securmes]
Fixed, with a weighted average rate of 8.02%, ranging from 7.95% to 8.06%, due 2026 . 515 515
Floating. 6.00%, due 2027 ' ) ) - 258 ' 258
Total notes issued by NB Holdings Oorporatlon Iy T _ - i : rn 773 773
Other debt Gl I T arov oy e T I : Can
. 'Advancés from the Federal Home Loan Bank of Allanta-,., RYTEE I S a . N T L i R
Floating, 5.49%, due 2007 . , 500 2,750
Advances from the Federal Home Loan Bank of New York
Fixed, with a weighted average rate of 6.07%, ranging from 4.00% to 8.29%, due 2007 1o 2016 | 285 296
Advances from the Federal Home Loan Bank of Seattle - . Sl CEN LS
Fixed, with a weighted average rate of 6,34%, ranging from 5.40% to 7.42%, due 2007 10 2031 ' 125 578
Floating, with a weighted average rate of 5.33%, ranging from 5.30% to 5, 35% due 2007 o 2008 © 3,200 -
Advanges from the Federal Home Loan'Bank of Boston
'+ Fixed. with a weighted average rate of 5.83%, ranging from 1.00% to 7.72%, due 2007 to 2026 : 146 v 178
o+ .Floating, with a weighted average rate of 5.43%, ranging from 5.30% to 5.50%, 'due 2008 to 2009 ) 1,500 -
Other T ce, 34 41
" Total other debt " L . : : © 5,790 3,843
Total long-term debt : , . o . " $146,000 $100.848
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- The majority of the floating rates are based on three- and six-month
London InterBank Offered Rates (LIBOR). Bank of America Corporation and
Bank of America, N.A. maintain various domestic and international debt
programs to offer both senior and subordinated notes. The notes may be
cenominated in U.S. dollars or foreign currencies. At December 31, 2006
and 2005, the amount. of foreign currency denominated debt translated
into U.S: doliars included in total longterm debt was $37:8 billion and
$23.1 billion. Foreign cumrency contracts are used to convert certain for-
eign currenty denommated debt inte U1.5. dollars.

. At December 31, 2006 and 2005, Bank of America Corporatmn was

authorized to issue approxlrnately $58.1 billion and $27.0 biflion of addi-

tional corporate debt and othe_r securities under its existing shelf registra-
. ;- .

tion statements. At December 31, 2006 and 2005, Bank of America, N.A.
was authorized to issue approximately $30.8 billion and $9.5 billion of
bank notes and Euro medium-term notes..

The weighted average effective interest rates for total longterm debt,
total fixed-rate debt and total floatingrate "debt {based on the rates in

. .effect at December 31, 2006) were 5.32 percent, 5.41 percent and 5.18

percent, respectively, at December 31; 2006 and (based on the rates in
effect at December 31, 2005} were 5,22 percent, 5.53 percent and 4.31
percent respectively, at December 31, 2005. These obligations were
‘denominated primarily in U.S. dollars. .

Aggregate annual maturities of longterm debt obligations (based on
final maturity dates) at December 31, 2006 are as follows:

{Dodlars in millions) ) . ] 2007 - 2008 2009 2010 2011 Thereafter Total
Bank of America Corporation - . S $ 4377 $11.031 $15260 $11585 _$7,943 $55.360 $105,556
Bank of America, N.A. and other subsidiaries N 11,158 13,279 1,705 871 -7 162 6,706 33,881
NB Holdings Corporation -~ ! "k - = .- - - 773 . 713
QOther ’ : 1,659 2,668 1,019 234 4 206 5,790.
 Total $17,194 $26978 $17984 $12690 $B-.109 $63,045 $146,000

|3

Trust Preferred Securities
Trust preferred securities (Trust Securities) are issued by the trust compa-
nies (the Trusts), which are not consolidated. These Trust Securities are
mandatorily redeemable preferred security obligations ‘of the Trusts. The
sole assets of the Trusts are Junior Subordinated Deferrable Interest

Notes of the Corporation (the Notes). The Trusts are 100 percent owned

finance subsidiaries of the Corporation. Obligations associated with the
Notes are included in the Longterm Debt table on the previous page. See
Note 15 of the Consolidated Financial Statements for a discussion regard-
ing the treatment for regulatory capital purposes of the Trust Securities.

_' At December 31, 2006, the Corporation had 38 Trusts which “have ~
issued Trust Securities to the public. Certain of the Trust Securities were *-

issued at a discount and may be redeemed prior to maturity at the aption

of the Corporation The Trusts have invested the proceeds of such Trust.

Securities in the Notes. Each i issue of the Notes has an interest rate equal
to the corresponding Trust Secuntles distribution rate. The Corporation
has the right to defer payment of interest on the Notes at any time or from
time to time-for a period not exceeding five years provided that no

1 . i

extension period may extend beyond the stated maturity of the reIevant
Notes. During -any such extension periad, distributions on the Trust Secu-

" rities will also be deferred, and the Corporation’s ability to pay dividends
- on |ts common and preferred stock will be restricted.

The Trist Securities- are subject to mandatory redemption upon
repayment of the refated.Notes at their stated maturity dates or their ear;
lier redemption at a redemption price equal to their liquidation amount
Jplus accrued distributions to the date fixed for redemption and the pre-
mium, if any, pa|d by the Corporation upon concurrent repayment of the
related Notes.”

Periodic™ .cash payments and payments upon  liguidation or

' redemptlon with respect to Trust Securities are guaranteed by the Corpo-

ration 1o the extent of funds held by the Trusts (the Preferred Securities
Guarantee). The Preferred Securities Guarantee, when taken together with
“the Corporataon s other obligations, including its obhgatmns under the
Notes, will constitute a full and unconditional guarantee, on a sub-
ordinated basis, by the Corporation of payments due on the Trust
Securities. . . . L
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The following table is a summary of the outstanding Trust Securities and the Notes at December 31, 2006 as originated by Bank of America Corpo-
ration and the predecessor banks. .

.

Aggregate  Aggregate

Princlpal Principal
Amount of Amount ’
{Doltars in miltioris} ‘ Trust ofthe  Stated Maturity Per Annum Interest . Interest Payment '
Issuer Issuance Date Securlties Notes of the Notes Rate of the Notes Dates Redemption Period
Bank of Amerlca . - o : ’
Capital Trust | December 2001 $ 575 $ 593 December 2031 7.00% 3/15,6/15,9/15.12/15 On or after 12/15/08
Capital Trust 11 January 2002 900 928 February 2032 7.00 2/1,5/1,8/111/1 On or after 2/01/07
Capital Trust [l August 2002 500 516 August 2032 7.00 2/15, 5/15,8/15,11/15 On or after 8/15/07
Capital Trust IV April 2003 375 387 May 2033 5.88 2/1,5/1.8/111/1 On or after 5/01/08
Capital Trust V November 2004 518 | 534 - November 2034 6.00 2/3,5/3.8/3,11/3 On or after 11/03/09
Capital Trust V1 March 2005 1,000 1,031 March 2035 5.63 3/8,9/8 Any time
Capital Trust VIl , August 2005 1,665 1,717 August 2035 525 2/10,8/10 Any time
Capital Trust VIl August 2005 530 © 546 August 2035 © 6.00 2/25,5/25,8/25,11/25 On or after 8/25/10
Capital Trust X * March 2006 900 - 928 March 2055 6.25 . 3/29,6/29,9/29,12/29 On or after 3/25/11
Capital Trust X| May 2006 1.000 1031 May 2036 6.63 5/23,11/23 Any time
Capital Trust XII August 2006 863 830 August 2055 6.88 2/2,5/2,8/2,11/2 On or after 8/02/11
NationsBank . !
Capital Trust [l December 1996 3657 | 376 December 2026 7.83 6/15,12/15 On or after 12/15/06
Capital Trust Il February 1997 500 515 January 2027 3-mo. LIBOR +55 bps 1/15,4/15,7/15,10/15 On or after 1/15/07
Capital Trust IV April 1997 500 515 April 2027 825 | 4/15,10/15 On or after 4/15/07
BankAmerica .
Institutional Capital A November 1996 450 464 - December 2026 8.07 6/30,12/31 On or after 12/31/06
Institutionai Capital B November 1996 300 . 309 December 2026 ., 1.70 6/30,12/31 On or after 12/31/06
Capital Il " December 1996 . 450 464 December 2026 8.00 6/15,12/15 On or after 12/15/06
Capital Nl January 1997 00 412 January 2027 3mo. LIBOR +57 bps 1/15,4/15, 7/15,10/15 On or after 1/15/02
Barnett : . . o
Capital | November 1996 300 309  December 2026 * 8.06 '6/1,12/1 *© On or after 12/01/06
Capital Il December 1996 200 206 December 2026 . i 7.95 6/1,12/1 On or after 12/01/06
Capital Itl January 1997 250 258 February 2027  3mo. LIBOR +62.5 bps 2/1,5/18/1,11/1 On or after 2/01/07
Fleet + tor . - . ‘ : .
Capital Trust Il December 1996 250 258  .December 2026 ) 7.92 . 6/15,12/15 On or after 12/15/06
Capital Trust V December 1998 250 258 December 2028 * 3—mo LIBOR +100bps . 3/18,6/18.9/18,12/18 On or after 12/18/03
Capital Trust Vil " Mareh 2002 534 - 550 March 2032 ’ 7.20 3/15, 6/15,9/15,12/15 On or after 3/08/07
Capital Trust IX July 2003 175 180 August 2033 -7 6.00 ’ 2/1,5/1,8/1,11/1 On or after 7/31/08
BankBoston - R .
Capital Trust | November 1996 250 ¢ 258  December 2026 8.25 6/15,12/15 On or after 12/15/06
Capital Trust Il . December 1996 250 258  December 2026 " 175 . 6/15,12/15 On or after 12/15/06
Capital Trust LIl 't June 1997 250 258 June 2027 3:mo. LIBOR +75 bps 3/15, 6/15,9/15,12/15 On or after 6/15/07
Capital Trist IV June 1998 250 258 June 2028 3-mo! LIBOR +60 bps 3/8.6/8,9/812/8 On or after 6/08/03
Summit ' ;
Capital Trust | ' March 1997 150 155 March 2027 8.40 3/15,8/15 On or after 3/15/07
Progress
Capital Trust | June 1997 9 9 June 2027 *10.50 6/1,12/1 Cn eor after 6/01/07
Capital Trust Il July 2000 B [ July 2030 11.45 1/19,7/19 On or after 7/19/10
Capital Trust Il November 2002 10 10 Nevemnber 2032 3-mo. LIBOR +335 bps 2/_15.5/15.8/15,11/15 On or after 11/15/07
Capital Trust IV December 2002 5 5 January 2033 3-mo. LIBOR +335 bps 1/7, 4/7.7/7,10/7 On or after 1/07/08
MBNA
Capital Trust A December 1996 250 2568  December 2026 ) 8.28 6/1,12/1 On or after 12/01/06
Capital Trust B January 1997 280 289 February 2027 3-mo. LIBOR +80 bps 2/1,5/1,8/1,11/1 On or after 2/01/07
Capital Trust D June 2002 300 309 October 2032 8.13 1/1,4/1,7/1,10/1 On or after 10/01/07
Capital Trust E November 2002 200 206 February 2033 . 8.10 2/15,5/15,8/15,11/15 On or after 2/15/08
Total ‘ $15,960 . - $16,454

.
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Note 13 - Commitments and Contingencies
In the normal course of business, the Corporation enters into a number of
off-balanze sheet commitments. These commitments expose the Corpo-

ration to varying degrees of-credit and market risk and-are 'subject to the .

same credit and.market risk limitation reviews as those instruments
recorded on the Corporatron s Consolidated Balance Sheet.

Credlt Extension Commltments o

The Corporation enters-into. commitments to:extend credit such as loan
commilments, SBLCs and commercial letters of credit to meet the financ-
ing needs of its customers:+*The outstanding unfunded lending commit-
ments shown in the following table have been reduced by amounts
participated to other financiat institutions of $30.5 billion and $30.4 bil-
lion at December, 31, 2006 and 2005. -The. carrying amount for these
commitments,: which represents the liability recorded related to these
instruments, at December.31, 2006 and 2005 was $444 million and
$458 million. At,December. 31, 2006, the. camying amount included
deferred revenue of $47 million and a reserve for unfunded lending com-
mitments of $397 million. At.December 31,,2005, the carrying amount
included deferred revenue of $63 million and‘a reserve for unfunded lend-

ing commitments of $395 million. . : Yo
i L
- . ) e ) December 31
{Delarsinmliens) . L -, L. +2006 , 2005
Lean corr mitments {1} S $ 338205 3271906
Home equity lines of credit , 98200 | 78626
Standby letters'of credit and financial guarantees " - 53,006 48,129
Commercial letters of credit ' - v - 4482 5972
Legally binding ¢ommitments 493,893 - 404,633
Credit card lineg (2 .- R = - 853,592 .- 192,967
Total . . - : o $1,347485 $597,600

) Includec at December 31, 2006 and 2005, were equily commitments of $2.8 billion end $1.5 billion}
refated 1o obligations to further fund equity investments.
(27 As part 3f the MBNA merger on January 1, 2008, the Corporation ar:qurred 5588 4 billion of unused credit
‘card lines. - 3 Sty L
Lezally binding commitments t¢ exténd credit 'gene'rally "have $peci-
fied rates and maturities. Certain of these commitments have adverse
change clauses that help to protect the Corporatron agalnst detenoratron
in the borrowers' ablllty to pay.
~ The Corporatron issues SBLCs and financial guarantees to support
the obirgatrons of its customers to! beneficiaries, Addrtronally. in -many

cases the Corporatron holds collateral in varrous forms “against these

SBLCs As part of its risk management activities, the Corporatlon con-
trnuously nonitors the creditworthiness of the customer as well as SBLC
exposure however, if the customer farls to perform the specrf ied obliga-
tion to the beneficiary, the benefrcrary may draw upon the SBLC by present-
|ng documents that are |n complrance with the letter of credit terms In
that ew=nt the Corporatron either repays the maney borrowed or advanced,
makes payment on account of the indebtedness of the customer or makes
payment on account of the default by ‘the customer in the performance of
an oblrgfatlon to the benefrcrary up 'to the full national amount of the SBLC,
The custdmer is Obligated to rermhurse the Corporatron for any such
payment. If the customer fails' to, pay, the Corporatlon would, as con-
tractua ly permrtted liquidate collateral and/or offset accounts.

Commercial letters of credit, issued primartly to facilitate customer
trade finance activities, are usually collateralized by the underlylng goods
being shipped to the customer ahd are generally shortterm. Credit card
lines are unsecured commltments that are not Iegally binding. Manage
ment r=vrews credit card lines at least annually, and upon evaluatlon of
the customers’ credrtworthrness the Corporatron has the nght to termi-
nate or change certain ferms 6f the credit card lines. .

.

*$32.5 billion. - .-

The: Corporation uses various technigques to manage risk associated
with these types of instruments that include obtaining collateral -and/or
adjusting: commitment amounts based on the borrower’s financial con-
dition; therefore, the total commitment amount does not necessarily
represent the actual risk of foss or future cash requirements. For each of
these types of instruments, the Corporation’s maximum exposure to credit
loss is represented by the contractual amount of these instruments.

Other Commitments . .

At December 31, 2006 and 2005, charge cards {nonrevolvrng card lines)
to individuals and government entities guaranteed by the U.S. government
in the amount of $9.6 billion and $9.4 hillion were not included in-credit
card line commitments in,the previous table. The ouistanding balances
related to these charge cards were $193 million and.$171 million at
December 31, 2006 and 2005.

At December 31, 2006, the Corporation had whaole mortgage loan

purchase.commitments of $8.5 hillion, all of which will settle in the first
quarter of 2007. At December 31, 2005, the Corperation had whole mort-
gage loan purchase commitments of $4.0 billion, all of which settled in
the first quarter of 2006.
-« The Corporation has entered into.operating leases for certarn of its
premises and equipment. Commitments under these leases approximate
$1.4 billien in 2007, $1.3 biliion in 2008, $1.1 billion in 2009, $931 mil-
tion in 2010, $801 million in 2011 and $6.0 billion for all years there-
after. Sl n

In 2005, the Corporation entered into an agreement for the commit-
ted purchase of retail automotive loans over a five-year period ending
June 30, 2010. In 2005, the Corporation purchased $5.0 billion of such
loans. In 2008, the Corporation purchased $7.5 billion of such .loans..
Under the agreement, the Corporation is committed to purchase up to
$5.0 billion of such loans for the pericd July 1, 2006 through June 30,
2007 and up to'$10.0 billion In each of the agreement's next three fiscal
years. As of December 31, 2006, the remaining commitment amount was

-

Other Guarantees . o

The Corporation sells products that offer beok value protection. primarily to
plan sponsors of Employee Retirement Income Security Act of 1974
(ERISA) governed pension plans, such as 401(k) ptans and 457 plans. The
book value protection is provided on portfolios of intermediate/short-term
investment grade fixed income securities and is intended to cover any

- shortfall in the event that plan participants withdraw funds when market

value is below book value. The Corporation retains the option to exit the
contract at any time. If the Corporation exercises its option, the purchaser
can require the Corporatién to purchase zero coupon bonds with the pro-
ceeds of the liquidated.assets to assure the return of p_rincipal. To man-
age its exposure, the Corporation imposes significant restrictions and
constraints on the timing of the withdrawals, the manner in which the port-
folio is liquidated and the funds are-accessed, and the investment
parameters of, the underlying partfolio. These constraints, combined with
structural protections, are designed to provide adequate buffers ang guard
against payments even under extreme stress scenarios. These guarantees
are booked as derivatives and marked to market in the trading portfolio. At
December 31, 2006 and 2005, the notional amount of these guarantees
totaled $33.2 billion and $34.0 billion with estimated maturity dates
between 2007 and 2036. As of December 31, 2006 and 2005, the
Corporation has not made a payment under these products; and manage-
ment believes that the probability of payments under these guarantees is
remote, ‘ . W o
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The Corporation aiso selis products that guarantee the return of prin-
cipal to investors at a preset future date. These guarantees cover a broad
range of underlying asset classes and are designed to cover the shortfall
between the market value of the underlying portfolio and the principal
amount on the preset future date. To manage its exposure, the Corpo-
ration requires that these guarantees be backed by structural and invest-
ment constraints and certain pre<defined triggers that would require the
underlying assets or portfolio to be liguidated and invested in zero-coupon
bonds that mature at the preset future date. The Corporation is required to
fund any shortfall at the preset future date between the proceeds of the
liguidated assets and the purchase price of the zero-coupon bonds. These
guarantees are booked as derivatives and marked to market in the trading
portfolio. At December 31, 2006 and 2005, the notional amount of these
guarantees totaled $4.0 billion and $6.5 billion. These guarantees have
various maturities ranging from 2007 to 2013. At December 31, 2006
and 2005, the Corporation had not madé a payment under these prod-
ucts, and management believes that the probablhty of payments under
these guarantees is remote.

The Corporation also has written put options on highly rated fixed
income securities. ks obligation under these agreements is to buy back
the assets at predetermined contractual yields in the event of a severe
market disruption in the short-term funding market. These agreements
have various maturities ranging from- two to five years, and the
pre-determined yields are based on the quality of the assets and the struc
tural elements pertaining to the market disruption. The notional amount of
these put options was $2.1 billion and $803 million at December 31,
2006 and 2005. Due to the high quality of the assets and various struc-
tural protections, management believes that the probability of incurring a
-loss under these agreements is remote.

_In the ordinary course of business, the Corporation enters into vari-
ous agreements - that contain °indemnifications, such as tax
indemnifications, whereupon payment may become due if certain externat
events occur, 'such as a change in tax law. These agreements typically

contain an early termination clause that permits the Corporation to exit the

agreement upon these events. The maximum potential future payment
under indemnification agreements is difficult to assess for ‘several rea-
sons, including the inability to predict: future changes in tax and other
laws, the difficulty in determining how such laws would apply to parties in
contracts, the absence of exposure limits contained in standard contract
language and the timing of the early termination clause. Historically, any
payments made under these guarantees have heen de minimis. Manage-

ment has assessed the probability of making such payments in the future -

as remote.

The Corporation has entered into additional guarantee agreements,
including lease end obligation agreements, partial credit guarantees on
certain leases, real estate joint venture guarantees, sold risk participation
swaps and sold put options that require gross settlement. The maximum
potential future payment under these agreements was approximately $2.0
billion and $1.8 billion at December 31, 2006 ‘and 2006, The estimated
maturity dates of these obligations are between 2007 and 2033. The
Corporation has made no material payments under these guarantees.

The Corporation provides credit and debit card processing services 1o
various merchants, processing credit and debit card transactions on their
behalf. In connection with these services, a liability may arise in the event
of a billing dispute between the merchant and a cardholder that i ulti-
mately resolved in the cardholder's favor and the merchant defaults upon
its obligation o reimburse the cardholder. A cardholder; through its Issuing
bank, Eeneratly has until the later of up to four months after the date a
transaction is processed or the delivery of the product or service to pres-
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ent a chargeback to the Corporation as the merchant processor. If the
Corporation is unable to collect this amount from the merchant, it bears
the loss for the amount paid to the cardholder. In 2008 and 2005, the

. Corparation processed $377.8 billion and $352.9 billion of transactions

and recorded losses as a result of these chargebacks of $20 million and
$13 million.

At December 31, 2006 and 2005, the Corporation held as collateral
approximatety $32 million and $248 million of merchant escrow deposits
which the Corporation has the right to offset against amounts due from
the individual merchants. The Corporation also has the right to offset any
payments with cash flows otherwise due to the merchant. Accordingly, the
Corporation believes that the maximum potential exposure is not repre-
sentative of the actual potential loss exposure. The Corporation believes
the maximum potential exposure for chargebacks would not exceed the
total amount of merchant transactions processed through Visa and
MasterCard for the last four months, which represents the claim period for
the cardholder, plus any outstanding delayed-delivery transactions. As of
December 31, 2006 and 2005, the maximum potential exposure totaled
approximately $114.5 billion and $118.2 billion.

- Within. the Corporation’s brokerage business, the Corporation has
contracted with a third party to provide clearing services that include
underwriting margin loans to the Corporation’s clients. This contract stip-
ulates that the Corporation wili indemnify the third party for any margin
loan losses that occur in their issuing margin to the Corporation's clients.
The maximum potential future payment under this indemnification was
$938 million and $1.1 billion at December 31, 2006 and 2005. Histor-
ically, any payments made under this indemnification have been immate-
rial. As these margin icans are highly collateralized by the securities held
by the brokerage clients, the Corporation has assessed the probability of
makmg such payments in the future as remote. Thns indemnification would
end with the termination of the clearmg contract.

For additional information on recourse obligations related to resi-
dential mortgage loans sold and other guarantees related to securitiza-
tions, see Note 9 of the Consolidated Financial Statements.

Litigation and Regulatory Matters

In the ordinary course of business, the Corporation and its subsidiaries
are routinely defendants in or parties to many pending and threatened
legal actions and proceedings, including actions brought on behalf of vari-
ous classes of claimants. Certain of these actions and proceedings are
based on alleged violations of consumer protection, securities, environ-
mental, banking, employment and other laws. In certain of these actions
and proceedings, claims for substantial monetary damages are asserted
against the Corporation and its subsidiaries.

In the ordinary course of business, the Corporation and its sub-
sidiaries are also subject to regulatory examinations, information gathering
requests, inquiries and mvesngauons Certain subsidiaries of the Corpo-
ration are registered broker/dealers or investment advisors and are sub-
ject to regulation by the SEC, the National Association of Securmes
Dealers, the New York Stock Exchange and state securities regulators In
connection with formal and informal inquiries by those agencies, such
subsidiaries receive numerous requests, subpoenas and orders for docu-
ments, testimony and information in connection with various aspects of
their regulated activities.

In view of the inherent difficulty of predicting the outcome of such fiti-
gation and regulatory matters, particularly where the claimants seek very
large or indeterminate damages or where the matters present novel legal
theories or involve a large number of parties, the Corporation cannot state
with confidence what the eventual outcome of the pending matters will be,




-

what the timing of the ultimate resolution of these matters will be, or what
the eventual 10ss, fines or penalties related to each pending matier may
be. . . )

--In accordance with SFAS No. 5, “Accounting for Contingencies”, the
Corporation establishes reserves for litigation and regulatory matters when
those matters present loss contingencies that are both probable and
estimable. When loss contingencies are not both probable and estimable,
the Corporation does not establish reserves. In some.of the matters
described below, including but not limited to a substantial portion of the
Parmalat Finanziaria S.p.A. matters, loss contingencies are not both prob-
able and-estimable in the view of management, and, accordingly. reserves
have not been established for those matters. Based on current knowledge,
management does not believe that loss contingencies, if any, arising from
pending litigation and regulatory matters, including the litigation and regu-
latory matters described below, will have a material adverse effect on the
consolidated financial position or liquidity of the Corporatien, but may be
material to the Corporatlon s operating results for any particutar reporting
period. .

Adelphia Communications Corporation
Bank of America, N.A. (BANA), Banc of America Securities {BAS}, Fleet

. National Bank and Fleet Securities, Inc. (FSI) are defendants in an adver~

sary proceeding brought by the Official Committee of Unsecured Creditors
(the Creditors’ Committee) on behalf of Adelphia and Adelphia as
co-plaintiffs that had been pending in the U.S. Bankruptcy Court for the

Southern District of New York (the Bankrupicy Court). The lawsuit names

over 400 defendants and asserts over 50 claims under federal statutes,
including the Bank Holding Company Act, state common law, and various
provisions of the Bankruptcy Code. The plaintiffs seek avoidance and
recovery of -payments, equitable subordination, disallowance and
re-characterization of claims, and recovery of damages in an unspecified
amount. The Official Committee of Equity Security Holders of Adelphia
intervened in this proceeding and filed its own camplaint, which is similar
to the unsecured creditors’ committee complaint and also asserts claims
under RICO and additional state law theories. BANA, BAS and FSl.have
filed maotions to dismiss both complaints. On.February 9, 2006, the U.S.
District Court for the Southem District of New York overseeing the Adel
phia securities litigation granted the motions of the adversary defendants
to withdraw the adversary proceeding from the Bankruptcy Court, except
with respect to'the pending motions: to dismiss. On January 5, 2007, the
Bankruptcy Court entered an order conﬁrming a plan of reorganization of
Adelphia and its subsidiaries, which provides that, effective on Febru-
ary 13, 2007, the adversary proceeding wiil be transferred to a liquidating
trust created under the plan, ., - . ¢

fn re Initial Public Offering Securities

Beginning in 2001, Robertson Stephens, Inc. (an investment bankmg
subsidiary of FleetBoston that ceased operations during 2002). BAS, other
underwriters, and various issuers and others, were named as defendants
in certain of the 309 purported class actions that have been consolidated
in the U.S. District Court for the Southern District of New York as In re Ini-
tial Public Offering Securities Litigation. The plaintiffs contend that the
defendants failed to make certain required disclosures and manipulated
prices of IPO securities through, among other things, alleged agreements
with institutional investors receiving allocations to purchase additional
shares in the aftermarket and seek unspecified damages. On October 13,
2004, the district court granted in part and denied in part plaintiffs’
motions to certify as class actions six of the 309 cases. On December 5,
2006, the W.5. Court of Appeals for the Second Circuit (the Second Cir-

cuit) reversed the district court’s class certification order. The plaintiffs
have petitioned the Second Circuit to reconsider its ruling. That petition is
pending. The district court stayed all proceedings pending a decision on
the petition. .

On February 15, 2005, the district court conditionally approved a
settlement between the plaintiffs and many of the issuer defendants, in
which the issuer defendants guaranteed.that the plaintifis will receive at
least $1 biliion in the settled actions. The district court has deferred a
final ruling on this settlement until the Second Circuit decides whether it
will reconsider its December 5, 2006 class certification ruling.

Robertson Stephens, Inc. and other underwriters also have been
named as defendants in putative class action lawsuits filed in the U.S.
District Court for the Southern District of New York under the federal anti-
trust laws alleging that the underwriters .conspired to manipulate’ the
aftermarkets for tPO securities and to. extract anticompetitive fees in
connection with IPOs. The complaints seek declaratory relief and
unspecified treble damages. On September 28, 2005, the Second Circuit
reversed the district court's dismissal of these cases, remanding them to
the district court for further proceedings. On December 7, 2006, the U.S.
Supreme Court granted the underwriters' petition seeking review of the
Second Circuit’s decision.

Interchange Antitrust Litigation

The Corparation and certain of its subsidiaries are defendants in actions
filed on behalf of a putative class of retail merchants that accept Visa and
MasterCard payment cards. The first of these actions was filed in Jung
2005. On April 24! 2008, putative class plaintifis filed a First Con-
solidated and Amended Class Action Complaint. Plaintiffs therein allege
that the defendants conspired to fix the level of interchange and merchant
discount fees and that certain other practices, including various Visa and
MasterCard rutes, violate federa) and California antitrust laws. On May 22,
20086, the putative class plaintiffs filed a supplemental complaint against
many of the same defendants, including the Corporation and certain of its
subsidiaries, alleging additional federal antitrust claims and a fraudulent
conveyance claim under New York Debtor and Creditor Law, all arising out
of MasterCard's 2006 initial public offering. The putative class plaintiffs
seek unspecified treble damages and injunctive relief. Additional defend-
ants in the putative class actions include Visa, MasterCard, and other
financial institutions.

The putative class actions are coordinated for pre-trial proceedings in
the U.S. District Court for the Eastern District of New York, together with
additional, individual actions brought only against Visa and MasterCard,
under the caption” In Re Payment Card fnterchange Fee and Merchant
Discount Anti-Trust Litigation. Motions to dismiss portions of the First
Consolidated and Amended Class Action Complaint and the supplemental
complaint are pending.

o

Miller

On August 13, 1998, a predecessor of BANA was named as a defendant
in a'class action filed in Superlor Court of California, County of San
Francisco, entitied Paul J. Miller v. Bank of America, N.A., challenging its
practice of debiting accounts that received, by direct deposit, gov-
emmental benefits to repay fees incurred in those accounts. The action
alleges, among other claims, fraud, negligent misrepresentation and other
violations .of California law, On October 16, 2001, a class was certified
consisting of more than ene million California residents who have, had or
will have, at any time after August 13, 1994, a deposit account with BANA
into which payments of public benefits are or have been directly deposited
by the government. The case proceeded to trial on January 20, 2004.
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On March 4, 2005, the trial court entered a judgment that purported
to award the plaintiff class restitution in the amount of $284 million, plus
attorneys’ fees, and provided that class:members whose accounis: were
assessed an insufficient funds fee in violation of law suffered substantial
emotional or economic harm and, therefore, are entitled to an additional
$1,000 statutory penalty. The judgment also purported to enjoin BANA,
among other things, from engaging in the account balancing practices at
issue: On November 22, 2005, the California Court of Appeal granted
BANA's request to stay the Judgment including the- injunction, pending
appeal. . "

On November 20, 2006 the Callfornla Court of Appeal reversed the
judgment in its entirety, holding that BANA's practice-did not constitute a
violation of California faw. On Decembert14, 2008, the California Court of
Appeal denied plaintiff's petition. for reheanng Plalntlff has petttioned for
review in the California Supreme Court. . ‘ L

i . .,

Mumcipal Derivatives Matters

The Antitrust Division of-the U.S. Department_of Justice: (DOJ); the SEC
and the Internal Revenue.Service (IRS} are investigating possible anti-
competitive bidding practices in the municipal derivatives industry involving
various parties, including BANA, from the early 1990s to date. The activ-
ities at issue in these industry-wide government investigations concern the
bidding process for municipal derivatives that are offered to states,
municipalities and other issuers of tax-exempt bonds. The Corporation has
cooperated, and continues to cooperate, with the DOJ, the SEC and the
IRS. , ) .

On January 11, 2007, the Corporation entered into a Corporate Condi-
tional Leniency Letter (the Letter) with DOJ. Under the Letter and subject
to the Corporation’s continuing cooperation, DOJ will not bring any criminat
antitrust prosecution against the Corporation in connection with the mat-
ters that the Corporation reported to DOJ. .Subject to satisfying DOJ and
the court presiding over any civil litigation of the Corporation's coopera-
tion, the Corporation is eligible for {i} a limit on liability to single, rather
than treble, damages-in any related civil antitrust actions, and (i) relief
from joint and several antitrust liabifity with other civil defendants. No such
civil actions have been filed to date, but no assurances can be given that
such actions will not be filed. b .
Parmalat F:nanzuarta S.p.A. ' - P
On December 24, 2003, Parmatat Finanziaria S.p.A. was admltted into
insolvency praceedings in Italy, known as “extraordinary administration.”
The Corporation, through certain of its sub5|d|ar|es |nclud1ng BANA, pro-
vided financial services and extended credit to Parmatat and its related
entities. On June 21, 2004, Extraordinary Commlssmner Dr. Enrico Bondi
filed with the Itallan Ministry of Production Activities a plan of reorganiza-
tion for the restructurmg of the companies of the Parmalat group that are
included in the Italian extraordinary administration proceeding.

In July 2004, the Italian Ministry of Production Activities approved the
Extraordinary Commissioner's restructuring plan, as amended, for the

Parmalat group compames that are included in the ltaiian extraordinary

edmmlstratlon proceedmg This plan \{'as approved by the voting creditors
and the Court of Parma, Italy in October of 2005, '

Litigation and investigations relatlng to Parmalat are pendlng in both
ltaly and the United States, and the Corporatnon is responding to inquiries
concering Parmalat from regulatory and law enforcement authontles in
Italy and the.Umted States.

+

Proceedings in Italy ”
On May 26, 2004, The Public Prosecutor's Off‘ce for the Court.of Milan,
Italy filed criminat charges against Luca Sala, Luis Moncada, and Antonio
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Luzi, three former employees, alleging the crime of market manipulation in
connection with a press release issued by Parmalat. The Public Prose:
cutor's Office also filed a related charge against the Corporation asserting
administrative liability based on an alleged failure to maintain an organiza-
tional model sufficient to prevent the alleged criminal activities of its for-
mes employees. Preliminary hearings have begun on this administrative
charge and trial is expected to begin in the first quarter of 2007, -

The main trial of the market manipufation charges against Messrs.
Luzi, Moncada, and Sala began in the Court of Milan, ltaly on Sep-
tember 28, 2005. Hearing dates in this trial are currently set through July
2007. The Corporation‘is participating in this trial as a party that'has been
damaged by the -alleged “actions of defendants other than its former
employees, including former Parmalat officials. Additionally, pursuant to a
December 19, 2005 court ruling, other third parties are participating in the
trial who claim damages against BANA as a result of the alleged criminal
violations of the Corporation’s former employees and other defendants.

. Separately, The Public Prosecutor's Qffice for the Court ‘of Parma,
ltaly is conducting an investigation into the collapse of Parmalat:- The
Corporation has cooperated, and continues to cooperate, with The Public
Prosecutor's Office with respect to this investigation. The Public Prose-
cutor's Office has given notice of its intention to file charges, including a

charge of the crime of fraudulent bankruptcy under Italian criminal law; in .

connection with this investigation against the same three former employ-
ees of the Corporation who are named in the Milan criminal proceedings,
Messrs. Luzi, Moncada and Sala. -

*

' Proceedmgs in the United Srates ’ )

On March 5, 2004, a.First Amended Complaint was filed in .a securities
action pending in the U.S: District Court for the Southern District of New
York entitled Southern Alaska -Carpenters Pension Fund et al. v. Bonlat
Financing Corporation et al., which names the Corporation as a defendant.
The action is brought on behalf of a putative class of purchasers of Parma-
lat securities’ and alleges violations of the federal securities laws against
the Corporation and certain affiliates. After the coust dismissed the .initial
complaint as to the Corporation, BANA and Banc of America. Securities
Limited (BASL), plaintiff filed a Second-Amended Complaint, which seeks
unspecified damages. Following the Corporation’s motion to dismiss the
Second Amended Complaint, the court granted the Corporation’s motion to
dismiss in part, allowing the plaintiff to proceed on claims with.respect to
two transactions entered into between the Corporation and Parmalat. The
Corporation has filed an answer to the Second Amended Complaint. The
putative class plaintiffs filed a motion for class certification on Sep-
tember 21, 2008, which remains pending. The' Corporation alse.filed on
October 10, 2006 a motion to dismiss the ctaims of foreign purchaser
plaintiffs for fack of subject matter jurisdiction.

On October 7, 2004, Enrico Bondi filed an action in the U.S, District
Court for the Westemn District of North Carolina on behalf of Parmalat and
its'shareholders and creditors against the Cerporation and various retated
entities, entitled Dr. Enrico’ Bondi, Eixtreord."nary Commissioner of Parmalat
Finanziaria, S.p:A., et al. v. Bank of America Corporation, et al. (the;Bondi
Action). The complaint alleged federal and state RICO claims and various
state law claims, including fraud. The complaint sought damages in
excess of $10 hillion. The Bondi Action was transferred to the U.S: District
Court for the Southern District of New York for coordinated pre-trial pur-
poses with the putative class actions and other related cases against
non-Bank of America defendants.under the caption in re Parmalat. Secu-
rities Litigation. : e .

On August 5, 2005, the U.S. District Court for the Southern District
of New.York granted the Corporation’s motion to dismiss the Bondi Action




in part, dismissing ten of the twelve counts. After the plaintiff's filing of a
First Amended Complaint: and-the Corporation’s motion. to dismiss such
complaint, the court granted the Corporation’s motion to dismiss in pan,
allowing the plaintiff to proceed on the previously dismissed federal and
state RICO claims with respect to three transactions entered into between
the Corporation and Parmatat. The Corporation has filed an answer and
counterclaims (the Bank of America Counterclaims} seeking damages
against Parmalat and a number of its subsidiaries and affiliates as com-
pensation for financial losses and other damages suffered. Parmalat filed
a motion to dismiss certain of the Bank of America Counterclaims, and
that motion is pending. On November 21, 2008, Parmalat filed a motion to
amend the First Amended Complaint to add a claim of breach of fiduciary
duty by the Corporation to Parmalat. That motion is pending.

On Novernber 23, 2005, the Official Liquidators of Food Holdings Ltd.
and Dairy Holdings Ltd., two entities in liguidation proceedings in the
Cayman Islands, filed a complaint against the Corporaticn and several
retated entities in the U.5. District Court for the Southern District of New
York, entitled Food Holdings Ltd., et al. v. Bank of America Corp., et al,
(the Food Holdings Action). Also on November 23, 2005, the Provisiongl
Liguidators of Parmalat Capital Finance Ltd. {who are also the liquidators
in the Food Holdings Action), filed a complaint against the Corporation and
several related entities in North Carolina state court for Mecklenburg
County, entitled Parmalat Capital Finance Limited v. Bank of America
Corp:;y et al. (the PCFL Action): Both actions have been consolidated for
pretrial purposes with the other pending actions in the In Re Parmalat
Securities Litigation matter. The Food Holdings Action alleges that the
Corporation and other defendants conspired with Parmalat in ‘carrying out
transactions involving the plaintiffs in connection with the funding of
Parmalat’s Brazilian entities, and it asserts claims for fraud, breach of
fiduciary duty, civil conspiracy and other related claims. The complaint
seeks damages in excess of $400 million. The PCFL Action® alleges that
the Corporation and other defendants conspired with Parmalat insiders to
loot and divert monies from PCFL, and it asserts claims for breach of fidu-
ciary duty, civil conspiracy and other retated claims, PCFL seeks “hundreds
of milliens of dollars” in damages. The Corporatien has moved to dismiss
both actions. The motions are pending.

Certain purchasers of Parmalatrelated private placement offerings
have filed complaints against the Corporation and various related entities
in the following actions: Principal Global investors, LLC, et al. v. Bank of
America Corporation, et al. in the LS. District Court for the Southern Dis-
trict of lowa; Monumental Life Insurance Company, et al. v. Bank of Amer-
ica Corporation, et al. in the U.S. District Court for the Northern District of
lowa; Prudential Insurance' Company of America and Hartford Life
Insurance Company v. Bank of America Corporation, et al. in the U.S. Dis-
trict Court for the Northern District of lllinais; Allstate Life insurance
Company v. Bank of America Corporation, et al. in the U.S. District Court
for the Northern District of lllinois; Hartford Life Insurance v. Bank of Amer-
ica Cor,doration, et al. in the U.S. District Court for the Southern District of
New York; and John Hancock Life insurance Company, et al. v. Bank of
America Corporation et al. in the U.S. District Court for the District of
Massachusetts. The actions variously allege violations of federal and state
securities law and state common law, and seek rescission and
unspecified damages based upon the Corporation's and related entities’
alleged roles in certain private placement offerings issued by Parmalat-
related companies. Except for the John Hancock Life Insurance case, the
most recently filed matter, the cases have been transferred to the U.S.
District Court for the Sout.hern District of New York for coordinated pre-rial
purposes with the In re Parmalat Securities Litigation matter, The plaintiffs
seek rescission and unspecified damages resulting from alleged pur-

chases of approximately $305 million In private placement instruments. In
addition to claims relating to private placement transactions, the John
Hancock Life Insurance case also claims damages relating to a separate
Eurobond investment alleged in the amount of $25 million,

_ On January 18, 20086, Gerald K. Smith, in his capacity as Trustee of
Farmland Dairies LLC Litigation Trust, filed a complaint against the Corpo-
ration, BANA, BAS, BASL, Bank of America National Trust & Savings Asso-
ciation and BankAmerica Intemnational Limited, as well as other financial
institutions and accounting firms, in the U.5. District Court for the South-
emn District of New York, entitled Gerald K. Smith, Litigation Trustee v.
Bank of America Corporation, et ai. {the Farmland Action). Prior to bank-
ruptey restructuring, Farmland Dairies LLC was a wholly-owned subsidiary
of Parmalat USA Corporation, which was a wholly-owned subsidiary of
Parmalat SpA. The Farmland Action asserts claims of aiding and abetting,
breach of fiduciary duty, civil conspiracy and related claims against the
Bank of America defendants and other defendants. The plaintiff seeks
unspecified damages. On February 23, 2006, the plaintiff filed its First
Amended Complaint, which was dismissed on August 16, 2006, with leave
to file a Second Amended Complaint, which plaintiff filed on September-8,
2006. The Corporation has moved to dismiss the Second Amended Com-
plaint. - S -

On April 21, 2006, the Plan Administrator of the Plan of Liquidation
of Parmalat-USA Corporation filed a complaint in the U.S. District Court for
the Southern District of New York against the Corporation and certain of
its subsidiaries, as well as other financial institutions and accounting
firms entitled G. Peter Pappas in his capacity as the Plan Administrator of
the Plan of Liquidation of Parmalat-USA Corporation v. Bank of America
Corporation, et al, {the Parmalat USA Action). The Parmalat USA Action
asserts ctaims of aiding and abetting, breach of fiduciary duty, civil con-
spiracy and related claims against the Bank of America defendants and
other defendants. The plaintiff seeks unspecified damages. The Corpo-
ration has moved to dismiss the Parmalat USA Action. The motion is pend-
ing. - ’ :

Pension Plan Matters ‘ o )

The Corporation is a defendant in a putative class .action entitled William
L. Pender, et al, v, Bank of America Corporation, et al. (formerly captioned
Anita Pothier, et al. v. Bank of America Corporation, et al.), which was ini-
tially filed June 2004 in the U.S. District Court for the Southern District of
llinois and subsequently transferred to the U.S. District Court for the
Western District .of North Carolina. The action is brought on behalf of
participants in or beneficiaries of The Bank of America Pension Plan
(formerly known as the NationsBank Cash Balance Plan} and The Bank of
America 401k} Plan (formerly known as the NationsBank 401(k) Plan).
The Third Amended Complaint names as defendants the Corporation,
BANA, The Bank of America Pension Plan, The Bank of America 401(k)
Plan, the Bank of America Corporation Corporate Benefits Committee and
various members thereof, and PricewaterhouseCoopers LLP. The two
named plaintiffs are alleged to be a current and a former participant in The
Bank of America Pension Plan and 401(k) Plan.

The complaint alleges the defendants violated various provisions of :

ERISA, including that the design of The Bank of America Pension Plan vig-
lated ERISA’s defined benefit pension plan standards and that such plan’s
definition of normal retirement age is invalid. In addition, the complaint
alleges age discrimination in the design and operation of The Bank of
America Pension Plan, unfawful lump sum benefit calculation, violation of *
ERISA's “anti-backloading” rule, that certain voluntary transfers of assets
by participants in The Bank of America 401{k} Plan to The Bank of America
Pension Plan violated ERISA, and other related claims. The complaint
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alleges that current and former participants in these plans are entitled to
Ereater benefits and 'seeks declaratory selief, monetary relief in an
unspecified amount, equitable relief, including an order reforming The
Bank of America Pension Plan, attorneys' fees and interest. -

On September 25, 2005, defendants moved to dismiss thescom-
plaint. On December 1, 2005, the named plaintiffs moved to certify
classes consisting-of, among others, (i) all‘persons who accrued or who
are currently accruing benefits: under The Bank of America Pension Plan
and {ii} all persons who elected to have amounts representing their
account balances under The Bank of America 401(k) Plan transferred to
The Bank of America Pension Plan. The motion to dismiss and the motion
for class certification are pending,’ B

The-IRS is-conducting an audit of the 1998 and 1999 tax retuns of
The Bank of America Pension Plan*and The Bank of America 401(k) Plan.
This audit includes a review of voluntary transfers by participants of 401(k}
Plan assets‘to The Bank of Amelrica Pension Plan and whether such trans:
fers- were in accordance with applicable law. In December 2005, the
Corporation received a Technical Advice Memorandum from the National
Office of the IRS that concluded that the amendments made to The Bank
oftAmerica 401(k) Plan in 1998 to permit the voluntary transfers to The
Bank of America Pension Plan violated the anti-cutback rule of Sec-
tion -411(d)(6) of the Internal Revenide Code: In November 20086, the
Corporation received another Technical Advice Memorandum denying the
Corporation’s request that the conclusion reached in the first Technical
Advice Memorandum ‘be applied prospectively only. The Corporation .con-
tinues to participate in administrative proceedings with the. IRS regarding
issues raised in the audit. o v

-On September -29, 2004, a separate putative class action, entitled
Donna C. Richards v: FleetBaston Financial. Corp. and the FleetBoston
Financial Pension.Plan (Fleet Pension Plan), was filed in the U.S. District
Court .for the Districtof Connecticut on behalf of all former and current
Fleet employees who on December 31, 1996, were not at least age 50
with 15 years of vesting service and who participated in the Fleet Pension
Plan before-January 1, 1997, and who have participated in the Fleet Pen-
sion Plan at any time since January 1, 1997. The complaint alleged that
FleetBoston or its 'predecessor violated ERISA- by amending the. Fleet
Financial Group, inc. Pension Plan (a predecessor to the Fleet Pension
Plan}.to add a cash balance benefit formula without notifying participants
that the,amendment. reduced their plan benefits, by conditioning the
amount of benefits payable under the Fleet Pension Plan upon the form of
benefit elected, by reducing the rate of benefit accruals on account of age,
and. by failing to inform participanis’ of the correct amount.of their pen-
sions and related claims. The complaint also alleged violation of the “anti-
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backloading” rule of ERISA. The complaint sought equitable and remedial
relief, including -a declaration that the amendment was ineffective, addi:
tional unspecified benefit pa'yments. attorneys’ fees and interest,

On March 31:°2006, the court certified a class with respect to plain-
tiff's claims that (i} the cash balance benefit formula reduces the rate of
benefit accrual on account:of age, (ii) the participants did not receive
proper notice of the alleged reduction of future benefit accrual, and (iii) the
summary. plan description was not adequate. Plaintiff filed an amended
complaint realleging the three claims as to which a-class was certified and
amending two claims the court had dismissed, and defendants moved to
dismiss plaintif’'s ‘amended claims. The court dismissed . plaintiff's
amended anti-backloading-claim and a portion of the. plaintifi's amended
breach of fiduciary duty claim. The court subsequently certified a class as
to the paortions of plaintiff's breach of fiduciary duty claim that were not
dismissed. On December 12, 2006, plaintiff filed a second amended
complaint adding. new allegations to the breach of fiduciary duty and
summary plan description claims, and a new claim alleging that the Fleet
Pension Plan- violated ERISA in calculating lump-sum distributions. “On
December 22,2006, plaintifi filed a motion to extend class certification to
the new allegations and claim in.the second amended complaint: -, -
Refco B x : -

Beginning in October 2005, BAS was named as a defendant in several
putative- class-action lawsuits filed in the U.S. District Court for-the South-
ern District of New York relating to Refco Inc. (Refco). The lawsuits; which
have been consolidated and seek unspecified damages, name as other
defendants.'Refco's - outside auditors,” certain .officers and directors of
Refco," other financial services companies, and other ‘individuals and
companies. The lawsuits allege violations of the disclosure requirements
of the federal securities laws in connection with Refco's senior sub:
ordinated notes offering in August 2004 and Refco’s initial public offering
in August 2005. BAS and certain-other underwriter defendants have
moved to dismiss the claims'relating to the notes offering. BAS is also
respondmg to varigus: regulato:y inquiries relatmg to Refco. I 4

W e L L
Trading and Reseatch Actwltles i : -
The SEC has been conducting a-formal mvesUgatnon with respect to cer-
tain trading and researchrelated activities of BAS. These matters primarily
arose during the peried 1993-2001 in BAS’ San Francisco operations. In
September 2005, the SEC staff advised BAS that it intends to recommend
to the SEC an enforcement action against BAS in connecnon with these
matters. This matter remaing pendmg ' : ! '
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Note 14 - Shareholders’ . Equity and Earnings Per Common Share - Vs _
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Common Stock - i » i e T . .

The following table presents share repurchase activity for the three months and years‘ended December 31, 2006, 2005 and 2004, including total common

shares repurchased under announced programs, weighted average per share price and the remaining buyback authority under announced programs. -

Voo YT e ey e . i . et L . . b
Share Repurchase Activity . ’ o A !
: T S Number of Common ~ Welghted + ' T
e Wy o A N3 L . sy - ¥, .Shares Repurchased . Average ‘_RemainlpgrﬂuybackAmhodgl
- fone RS PR s . ‘ ‘| . under Announced Per Share_ under Announced Programs
{Dollars in millions, #xcept per share hiom‘gm: shares in thousands) Programs (1} Price Amounts Shares
. Ty, T f ‘i - % - - - -+
Three manths ended March 31, 2006 " o . -88450 $46.02 .§ 5847 65,738
Three mdnths ended June 30, 2006 SAAE N A 83050 ' © 4816 11169 182688
Three mcnths ended September 30, 2006 " . D Tl 59,500 5151 - 8,104 123,188
Octobef 1-315 2006* < Tt < D © 16,0001 . 5382 ¢+ 7243 107,188
Nevembe-'1-30, 2006 . ' . A g P I R C o, 22100 . - ... 5433 . 6,042 85,088
December 131, 2008 . . ae. vy ee A0 L Dy s o os 22000 : 53.16 4873, 63088
Three months ended Decernber 31,2006, + -+ - pro4 o, . 80100, 53.77 G e
+ ~  Yearended December31,2006 , ,. ¢ & * o ‘e - 291,_100' R 49.35 . -
T R N AT I S PR DR * % * 7 Number.of Common.’s Weighted L -
e I~ Shares Repurchased:  Average Remaining Buyback A“‘h"”g
n R \ . ¢ - - underAnnounced Per Share unijgrAnpouncedPrograms :
(Dolars in millions. extept per shaze information: shares in thousands) . ; , o Programs @) ' - Price ‘Amdunts Shares
L . PR R T 4, [T i ey B N . S T
Thiree months ended March 31,2008~ % * f‘ o , 743214 $46.05 $14,688 237,411
Three munths ended June 30, 2005 -7~ * T BT . : foo40300 "+ - 4538 11,865 ' 197111
Three months ended September 30, 2005 = RS L R (- . 10,673 43.32 11,403 . - 186,438
Oclober 2131, 2005 T R T > oo - - 11,403 186,438
November 1-30, 2005 N ot Y.oae R e .. 11,550 ', 45.38 10,879 174,888
December 1-31, 2005 N © L e 20700 . 4642 9918 , 154,188
Threz months ended December 31, ?005 . " . " - - . S g -, 32,250. ) 46,05 .
Year ended December 31, 2005 126,437 45.61
Number of Cemman Weighted L
. Shares Repurchased Average Remaining Buyback Authority
' under Announced Per Share under Announced Programs
{Dotlars im eyillions, except per share shares i thou 7 Programs (4 Price Amounts Shares
Three months ended March 31, 2004 . i ] 24,306 $40.03 $12,378 204,178
Three months ended June 30, 2004 . ) 49,060 41.07 7.978 155,118
Three months ended September 30, 2004 40,430 . 43.56 6,217 114,688
October 1-31, 2004 . 16,102 44.24 5,505 98,586
Novembsar 1-30, 2004 : ’ 11,673 45,84 4,969 86,913
Decembsar 1-31, 2004 - 6,288 46.32 4,678 80,625
Three months ended December 31, 2004 34,063 4517
Year ended December 31, 2004 147,859, 42,52

{1} Reduced Sharehokders’ Equity by $14.4 billion and increased diluted eamings per common share by $0.10 in 2006. These repurchases were partiafly offset by the issuance of approximately 118.4 mikion shares of commeon
stock under employee plans, which ingreased Sharehalders' Equity by $4.8 billion, net of $39 million of deferred compensation refated 10 restricted stock awards, and decreased dituted eamings per common share by $0.05
in 2003, .

On April 26, 2006, our Board of Directors (the Board) authorized a stock repurthase program of up to 200 million shares of the Corporation’s common stock at an aggregate cost not ¢ exceed $12.0 billion 2nd to be
completed within a period of 12 to 18 months. On March 22, 2005, the Board authorlzed a stock repurchase program of up 10 200 million shares of the Corporation’s cornmon stock Bt an aggregate ¢ost not to exceed $12.0
Billion and to be completad within a period of 18 months. This repurchase plan was completed during the second quarter of 2006. On January 28, 2004, the Board authorlzed a stock repurchase program of up to 180 million
shares of the Comporation’s common stock at an aggregate cost not 1o excesd $9.0 billion. This repurchase plan was completed during the second quarter of 2005. On January 22, 2003, the Board authorized a stock
repurchase program of up 10 260 million shares of the Corporation™s common stock at an aggregate cost of $12.5 billion. This repurchase plan was compieted during the second quarter of 2004.

{31 Reduci:d Shareholders' Equity by $5.8 billion and increased diluted eamings per common share by $0.05 in 2005. These repurchases were partially oifset by the Issuance of approximately 79.6 million shares of common
stock under employee plans, which increased Sharerolders’ Equity by $3.1 billion, net of $145 million of deferred compensation reated 10 restricted stock awards, and decreased diluted eamings per common share by $0.04
in 20085, ‘

Reducad Shareholders’ E'qulty by $6.3 billion and increased diluled eamings per common shara by $0,06 in 2004. These repurchases were partially offset by the Issuance of approximately 121.1 million shares of commaon
stock under employee plans, which increased Shareholders’ Equity by $3.9 billian, net of $127 million of deferred compensation related 1o restricted stock awards, and decreased diluted eamings per common share by $0.06
in20C4. .

2

=

Tae Corporation will continue to 'repurchase shares, from time to Effective for the third quaher dividend, the Board increased the quar-

time, in the open market or in private transactions through the Corpo-
ration’s approved repurchase program. The Corporation expects to con-
tinue to repurchase a number of shares of commen stock at least equal 1o
any shares issued under the Corporation’s employee stock plans.

terly cash dividend on common stock from $0.50 to $0.56. In October
2006, the Board declared afourth quarter cash dividend, which was paid
on December 22, 2006 to common shareholders of record on
December 1, 2006.
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Preferred Stock ,

In November 2006, the Corporation authorized 85,100 shares and issued
81.000 shares, or $2.0 biliion, of Bank of America Corporation Floating
Rate Non-Cumulative Preferreéd Stock, Series £ (Series E Preferred Stock)
with a par value of $0.01 per share. Gwnership is held in the form of
depositary shares, each repfesenting a 1/1,000% interest in a share of
Series E Preferred Stock, paying a quarterly cash dividend on the fiqui-
dation preference of $25,000 per share of Series.E Preferred Stock at an
annual rate equal to the greater of (a) three-month LIBOR plus 0.35 per-
cent and (b) 4.00 percent, payable guarterly in arrears, On any dividend
date on or after November 15, 2011, the Corporation may redeem Series
E Preferred Stock, in whole or in part, at its option, at $25,000 per share,
plus accrued and unpaid dividends.

In September 2006, the Corporation authorized 34,500 shares and-

issued 33,000 shares, or $825 million, of Bank of America Corporation
6.204% Non-Cumulative Preferred Stock, Series D (Series D Preferred
Stock) with a par value of $0.01 per share. Ownership is held in the form
of depositary shares, each representing a 1/1,000™ interest in a share of
Series D' Preferred Stock, paying a quarterly cash dividend on the fiqui-
dation preference of $25,000 per share of Series D Preferred Stock at an
annual rate of 6.204 percent. On any dividend date on or after Sep-
tember 14, 2011, the Corporation may redeem Series D Preferred Stock,
in whole or in pah. at its option, at $25,000 per share, plus accrued and
unpaid dividends. .

Series E Preferred Stock and Series D Preferred Stack (these Series)
shares are not subject to the operations of a sinking fund, have no partic-
ipation rights and are not convertible. The holders of these Series have no
general voting rights'. If any gquarterly dividend payable on these Series is
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- -in arrears for six or more quarterly dividend periods (whether consecutive

or not), the holders of these Series and any other class or series of pre-

" ferred stock ranking equally as to payment of dividends -and upon which
- equivalent voting rights have been conferred and are exercisable {voting as

a singfe class) will be entitled to vote for the election of two additional
directors. These voting rights terminate when the Corporation has paid in
full dividends on these Series for at least four quarterly dividend periods
following the dividend arrearage.

During October 20086, the Board declared a $0.38775 regutar cash
dividend on the Series D Preferred Stock. The dividend was payable
December 14, 2008, to shareholders of record on November 30, 2006.

On July 14, 2008, the Corporation redeemed its 6.75% Perpetual
Preferred Stock with a stated value of $250 per ‘share. The 382,450
shares, or $96 million, outstanding of preferred stock were redeemed at
the stated value of $250 per share, plus accrued and unpaid dividends.

On July 3, 2006, the Corporation redeemed its Fixed/Adjustable Rate
Cumulative Preferred Stock with a stated value of $250 per share. The
700,000 shares, or $175 million, cutstanding of preferred stock were
redeemed at the stated value of $250 per share, plus accrued and unpaid -
dividends. :

In addition to the preferred stock described above, the Corporation
had 35,045 sharés authorized and -7,739 shares, or $1 million, out-
standing of the Series B Preferred Stock with a stated value of $100 per
share paying dividends quarterly at an annual rate of 7.00 percent.

All preferred stock outstanding has preference over our common
stock with respect to the payment of dividends and distribution of our
assets in the event of a liquidation or dissolution, Except in certain
circumstances, the holders of preferred stock have no voting rights.




Accumulated OCI - . TR L

The following table presents the changes in Accumulated OCI for 2006 2005, and 2004 net of tax

: ’ : - A . . ‘.' et B » . N
[Dollars in raillions) ' . S T L « Securities (12} Derivatives @) Other® Total
Balance, December 31, 2003 y T . . ' i . . e % {T0) $ (2,094) § (270} $ (2,434)
Net change in fair value recorded in Accumulated OCI e . - . 1,088 {294) (18} , 776
Net realized {gains) losses reclassified into eammgs sl ) ' . : - {1,215) 109 _— (1,106)
Balance, December 31,2004 , . ) . ) ) -’ ) (97 T 22790 | (288 (2.764)
Net chenge in fair value recorded in Accymulated OCI , ’ . o S(1,807) {2,225) 48 {4,084)
Net realized {gains) losses reclassified into eamings {5 ) - (874), 166 = . (708}
Balance, December 31, 2005 b ke L . . (2,978} . ,f4,338) 240) (7,556)
Net change in fair value recorded in Accumulated OCl . . - 465 534 (L091)‘_ (92)
Net realized (gains) losses reclassified into earnings 15! . ' ’ ) (220} 107 50, {(63)
Balanctl December 31, 2006 .. 8 (2, 733) $(3697) '$(1,281) §(7.711)
0_4n 20(6, 2005, and 2004, the Corporation reclassified net realized (gains) losses into eammgs on the sales of AFS dem secunues of 5279 million. 34633] million, and $(1.1) billion, respecuvery and {gains) losses on the
sales of AFS marketable equity securities of ${499) million, ${191) milfion, and ${129) million, respectively. - - .
12 Accumulated QGI includes fair value gain of $135 million on centain retained interests in the Corporgtion’s securitization transactions at December 31, 2006, -~ " PR
13 The armount included m Accumuiated OCI for terrnmated clenvatwe contracts were losses of 53 2 b:lnon and $2.5 billion, net-of- tax at Decemner 31 2006 and 2005, and gains of s143 miliion, nel-of- lax at December 31,
2004, s
1 At December 31, 2006, Actumulated OC! includes the accumulated adjustment te mmalty apply FASB Statement No, 158 of $(1,428) million. . “ -

©®l Includ:g in this line item are amounts related w0 derivatives used in cash fiow hedge relationships. These amounts are reclassn‘ ied into earnings in me same yeaf o years during which the hedged lorecasted transacuons
affect eamings. This fine item also includes gains Uosses) on AFS securities, These amaunts ara reélassified into eammgs upon sale of the refated secunty '

* [ . Vo . , i B T ot N
Earnings per Common Share * S K . Lo
The celculation of earnings per common share and diluted eamings per common-sharefor 2006, 2005; and 2004 is presented helow. See Note 1 of the
Consolidated Financial Statements fora dlSCUSSIOI’] ofi the- calculatlon of earnings per common share W P . N :
' A . i , ‘e * . . ¢

|Doilars in millions. except per share information; shares in ihousards) * ' Toom CoE I V12 . ‘2006 - - 2000 . 2004
Earnings per common share . ' o s e oy
Netincome | - . .. \ . o ; S ; .- $- 21,133 § 16465 § 13,947
Preferred stock dividends . ‘ . . . (22) . (18) (16}
Net income availabte 1o common shareholders . . “ j T . . . "5 21.111 '$. 16,447 ,'$ 013,931
Averago common shares issued and outstanding . .. . . 4528637 , 4008688 3758507

Earnings per comman share : . e e, e , . 8. 486 35, 410.% 3N
Dilutet| eamings per common share R . S L . . L .,
Net income available to common shareholders R . . i L% 21111 % 16447 § 13931
Convertible preferred stock dividends o ' ’ : M T 2
Net income available to comman shareholders and assumed conversions |, ) e $ 21111 § 16447 § 13933
Averags common'shares issued and outstanding C ' 77 . 4526837 4008688  3.758507
Dititives patential commen shares (1.2 - ' or o Tl ot b -69,259 7" 59,452 ' - * 65,436
Total diluted average common shares |ssued and outslandmg : e N TetT W T Y 6n6806 ¢ 4,068,140° 3,823,943

Diluted earnings per common share ~ et e ST S YR 3.64
1) For 2006, 2005 and 2004, average options to purchase 355 thousand 3% mn!hon and 62 rmlliun shares respectively, were oulstandmg but riot |ncludeu i the computation of earnings per comrnon snarci because rhey were

1. h e . : s oA ' < . ; .
2 j?-nttlf::gzcrememal shares fro;n restricle:! stock units, resmcted stock shares and stt;ck op;nns ' v LAy e ‘!_ . r ' " § - . 4. ‘
: M PRV AN ' R
v A “« ' T A ot s o, TR S
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Note 15 - Regulatory Requlrements and
Restrictions

The Board of Governors of the Federal Reserve System {FRB} requires the
Corporation's bankmg subsidiaries to maintain reserve balances based on
a percentage of certain deposits. Average daily reserve batances required
by the FRB were $5.§ bi!ljon and $6.4 biltion for 2006 and 2005. Currency
and coin residing in branches and cash vaults (vault cash) are used to
partially satisfy the reserve requirement, The average daily reserve balan-
ces, in excess of vault cash, held with the FRB amounted to $27 million
and $361 miilion for 2006 and 2005,

" The. primary source of funds for cash distributions by the Corporation
to' its shareholders is dividends received from its banking subsidiaries
Bank of America, N.A."and FIA Card Services, N.A. Effective June 10,
2006, MBNA America Bank, N.A. was renamed FIA Card Services, N.A.
Additionally, on October 20, 2006, Bank of America, N.A. {USA} merged
into FIA Card Servites N.A. In 2006, Bank of America Corporation
received $16.0 billion in dividends from its banking subsidiaries. In 2007,
Bank of America, N.A. and FIA Card Services, N.A. can declare and pay

dividends to Bank of America Corporation of $11.4 billion and $356 mil- _

lion plus an additional amount equal to their net profits for 2007, as

. defined by statute, up to the date of any such dividend declaration. The
other subsidiary national banks can initiate aggregate dividend payments
in 2007 of $68 million plus an additional amount equal to their net profits
for 2007, as defined by statute, up to the date of any such dividend decfa-
ration. The amount of dividends that each subsidiary bank may declare in
a calendar year without approval by the Office of the Comptroller of the
Currency (OCC) is the subsidiary bank's net profits for that year combined
with its net retained profits, as defined, for the preceding two years.

The FRB, the OCC and the Federal Deposit Insurance Corporation
{collectively, the Agencres) have issued regulatory capital guidelines for
U.S. banking organizations. Failure to meet the capital requirements can
initiate certain mandatory and discretionary actions by regulators that
could have a materlal effect on the Corporation’s financial statements. At
December 31, 2006 the Corporatlon Bank of America, N.A. and FIA Card
Servrces N.A, were classrf ed as “well-capitalized” under this regulatory
framework. At December 31, 2005, the Corporation, Bank of America N.A.
and Bank of America, N A. (USA) were also classified as “well-capitalized.”
There have been no conditions or events since December 31, 2006 that

management ‘believes' have changed the Corporatton s; Bank of America, -

N.As and FIA Card Services, N.A.'s capital classifications.

The regulatory capital guidelines measure capital in relation to the

credit and market risks of both on and offbalance sheet items using vari-
ous risk weights. Under the regulatory capital guidelines, Total Capital
consists of three tiers of capital. Tier 1 Capital includes Common Share-
holders’ Equity, Trust Securities, minority interests and qualifying Preferred
Stock, less Goodwill and other adjustmenis. Tier 2 Capital consists of
Preferred Stock not qualifying as Tier 1 Capital, mandatory convertible
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debt, limited amounts of subordinated debt, other gualifying term debt, the
allowance for credit losses up to 1.25 percent of risk-weighted assets and
other adjustments. Tier 3 Capital includes subordinated debt that is
unsecured, fully paid, has an original maturity of at least two years, is not
redeemable before maturity without prior approval by the FRB and includes
a fock-n clause preciuding payment of either interest or principal if the
payment would cause the issuing bank's risk-based capital ratio to fall or
remain below the required minimum. Tier 3 Capital can only be used to
satisfy the Corporation’s market risk capital requirement and may not be
used to support its credit risk requirement. At December 31, 2006 and
2005, the Corporation had no subordinated debt that qualified as Tier 3
Capital. .

Certain corporate sponsored trust companies which issue Trust
Securities are not consolidated under FIN 46R. As a result, the Trust
Securities are not included on our Consolidated Balance Sheet. On
March 1, 2005, the FRB issued Rlsk Based Capital Standards: Trust Pre-

' ferred Securities and the Definition of Caprtal (the Final Rule) which allows

Trust Securities to continue to qualify as Tier 1 Capital with revised quanti-

. tative limits that would be effective after a five-year transition period. As a

result, Trust Securities are included in Tier 1 Capital.
The FRB's Final Rule limits restricted core capital elements to 15

percent for intemationally active bank holding companies. Intemationally

active-bank holding companies are those with consolidated assets greater
than $250 billion or on-balance sheet exposure greater than $10 billion. In
addition, the FRB revised the qualitative standards for capital instruments
included in regulatory capital. At December 31, 2006, our restricted core
capital elements comprised 17.3 percent of total core capital elements.
We expect to be fully compliant with the revised limits: prlor to the
implementation date of March 31, 2009. .

To meet minimum, adequately-capitalized regulatory requirements, an
institution must maintain a Tier 1 Capital ratio of four percent and a Total
Capital ratio of eight percent. A well-capitalized institution must generally
maintain capital ratios 200 bps higher than the minimum guidelines. The
risk-based capital rules have been further supplemented by a leverage
ratio, defined as Tier 1 Capital divided by adjusted quarterly average Total
Assets, after certain adjustments. The feverage ratio guidelines establish
a minimum of three percent, Banking organizations must maintain a lever-
age capital ratio of at least five percent to be classified as “well-

- capitalized:™ As of December 31, 2006, the Corporation was classified as

“wellcapitalized™ for regulatory purposes, the highest classification.

Net Unrealized Gains (Losses) on AFS Debt Securities, Net Unreal-
ized Gains on AFS Marketable Equity Securities, Net Unrealized Gains
{Losses) on Derivatives, and the impact of SFAS 158 included in Share-
holders' Equity at December 31, 2006 and 2005, are excluded from the
calculations of Tier 1 Capital and leverage ratios. The Total Capital ratio
excludes ‘all of the above with the exception of up to 45 percent of Net
Unrealized Gains on AFS Marketable Equity Securities.




Regulatory Caplta,l Developments - -
On September 25, 2006; the Agencies officially published updates
specific to U.S. market implementation of the risk-based capital rules
originally published by the Basel .Committee of Banking Supervision-in
June 2004. These updates provided clarification and additional guidance
related to the rules and their implementation, as well as started an official
comment period, which was subsequently extended in December 2006 for
an additional 90 days. - ' .
Several of our international units have begun local parallel
implementation reporting Basel || ratios to thefr host countries during

Regulatory Capital

{Dollars in millions}

Rlsk-based capital
Tler1
. ‘Bank of America Corporation
Bank of America, N.A.
FIA Card Services, i.A, 2
Bank of America, N.A. (USA) @)

Total
Bank of America Corporation
Bank of America, N.A.
FIA Card Services, N.A, (2
Bank of America, N.A. (USA) B}

Tler 1 Leverage
Bank of America Corporation
Bank of America, N.A.
FIA Card Services, N.A, (2
Bank of America, NA. (USA) i3)

.to a parallel

2006, with full implementation expected during. 2007. With the recently
published updates, revised market risk-rules are scheduled to be fully
implemented in 2008, while credit and operational risk rules are subject’
test period, supervisory approval and subsequent
implementation. During the parallel testing environment, current regulatory
capital measures will be utilized simultaneously with the new rules. During
the threeyear implementation period, the U.S. will impose floors (limits)

_ on capital reductions when compared to current measures. . .

v

. December 31
2006 2005
Actual Minlmum Actual Minimum
Ratio Amount Required (1 Ratio . Amount Required (1
.
8.64% $§1.064 $42,181 '8.25% $74,375 . $36,059
8.89 76,174 34,264 8.70 . 69,547 ¢ 31,987
14.08 19,562 5558 | - ) - -
- e = - 8.66 5,567 2,570 °
1188 .- 125226 84,363 11.08 99,901 72,118 "
1119 95,867 68,529 10.73 85,773 63,973
17.02 23,648 11117 - - -
- . - - 11.46 7,361 5,140
6.36 91,064 42,935 5.91 74,375 37,732
6.63 76,174 34,487 6.69 69,547 31,192
16.88 19,562 3478 - - ' -
- - - 9.37 - 5,567

1 Dollar amount required Lo meet puidelines for adequately capitalized institutions.-
12 PA Card Sewvices. N.A. is presented for periods subsequent to Decerber 31, 2005,
131 Bank of America, N.A. (USA) merged Into FIA Card Services. N.A. on October 20, 2006.

PO B

Note 16 - -Ehlployee Benefit Plans T

Pension‘and Postretirement Plans _

The Corporation sponsors noncontributory trusteed qualified pension plans
that cover substantially all officers and employees. The plans provide
defined benefits based on an employee’s compensation, age and years of
service. The Bank of America Pension Plan {the Pension Plan) provides
participants with compensation credits, based on age and years of serv-
ice. The Pension Plan allows participants to select from various eamings
measures, which are based on the returns of certain funds or common
stock of the Corporation. The participant-selected eamings measures
determine the earnings rate on the individual participant account balances
in the Pension Plan. Participants may elect to modify earnings measure
allocations on a periodic basis subject to the provisions of the Pension

Plan. The benefits become vested upon completion of five years of serv- .

ice. It is the policy of the Corporation to fund not less than the minimum
funding amount required by ERISA. )

The Pension Plan has a balance guarantee feature, applied at the
time a benefit payment is made from the plan, that protects participant
balances transferred and certain compensation credits from future market
downturns. The Corporation is responsible for funding any shortfall on the
guarantee feature.

As a result of recent mergers, the Corporatmn assumed the obliga-
tions related to the pension plans of former FleetBoston and MBNA. The
Bank of America Pension Plan for Legacy Fleet (the Fleet Pension Plan) is
substantially similar to the Bank of America Plan discussed above; how-

1,783

¥

ever, the Fieet Pension Pian does not allow participants to select various
earnings measures; rather the earnings rate is based on a benchmark "
rate. The Bank of America Pension Plan for Legacy MBNA (the MBNA Pen-
sion Plan) retirement benefits are based on the. number of years of benefit
service and a percentage of the pammpant s average annual compensa- ¢
tion during the five highest paid consecutive years of their last ten years of

" “employment.

The Corporation sponsors a number of noncontributory, nonqualified
pension plans. As a result of mergers, the Corporation assumed the
obligations related to the noncontributory, nonqualified pension plans of
former FleetBoston and MBNA. These plans, which are unfunded, provide
defined pension benefits to certain employees.

In addition to retirement pension benefits, fulltime, salaried employ-
ees and certain part-time employees may become eligible to continue par-
ticipation as retirees in health care and/or life insurance plans sponsored
by the Corporation. Based on the other provisions of the individual plans,
certain retirees may also have the cost of these benefits partially paid by -
the Corporation. The obligations assumed as a result of the merger with
FleetBoston are substantially similar to the Corporation’s Postretirement :
Health and Life Plans. The MBNA Postretirement Health and Life Plan pro- |

vides certain health care and life insurance benefits for a closed group |

upon eatly retirement.

The tables within this Note include the information related to the
MBNA plans described above beginning January 1, 2006 and the Fleet-
Boston plans beginning April 1, 2004,
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On Def:ember 31, 20086; the. Corporation adopted SFAS 158 which
requires the recognition of a plan’s over-funded or under-funded status as
an asset or liability with an offsetting adjustment to Accumulated OCI.

SFAS 158 requires the determination’ of the fair values of a plan’'s assets -

at'a company's yearend-and recognition of actuarial gains and losses,
prior service costs or credits, and{ransition assets or obligations as a
component of Accumulated OCI. These amounts were previously netted
against' the plans’ funded status in .the Corporation’s Consolidated Bal-
ance Sheet pursuant to the provisions of SFAS 87, These amounts wiil be
subsequently recognized as components of net periodic benefit costs.

|Oollars in millions)

Other assets (1)

Total assets

Accrued expenses and other liabilities @ '
Total liabilities *
Accumulated OCI @) '
Total shareholders’ equity

Total liabifities and shareholders' equity

Further, actuarial gains and losses that arise in subsequent periods that
are not inftiatly recognized as a component of net periodic benefit cost wilt
be recognized as a component of Accumulated OCI. Those amounts will
subsequently be recognized as a component of net periodic benefit cost
as they are amortized during future periods.

The incremental effects of adopting the provisions of SFAS 158 on
the Corporation's Consolidated Balance Sheet at December 31, 2006 are
presented in the following table. The adoption of SFAS 158 had no effect
on the Corporation’s Consolidated Statement of Income for the year ended
becember 31, 2006, or for any year presented.

Betore © After
Application of Application of
Statement 158 Adjustments Statement 158
$ 121,649 $(1.966) $ 119,683
1,461,703 (1,966) 1,459,737
42,790 {658) 42,132
1,325,123 (658) 1,324,465
{6,403) (1,308) (7.711)
136,580 (1,308} 135,272
1,461,703 {1,966) 1,459,737

) Represents acjustments to plans in an asset position of ${1,966) millien.

o] Represems adjustments to plans in a liability position of $301 million, the reversal of the additional minimum liability adjustment of ${1$<}) miflion and an adjusiment to deferred tax fiabilities of ${769) miltion.
31 Includes employee benefit plan adjustments of ${1,428) million, net of tax, and the reversal of the additional minimur liability adjustment of $120 million, net of tax.

" Amounts included in Accumulated OC! {pre-tax) at Decemb@ar 31, 2006 were as follows:
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\ ) Postretirement
, ¢ Qualified Nongualified Health and Lite i
{Dollars in millions} ' , Pension Plans Pension Plans Plans - Total
Net actuarial loss ‘ ’ , $1,765 $224 $ (68) $1,921
Transition obligation ' R N - - v 189 189
Prior service cost 201 (44) - 157
Amount recognized in Accumulated 0CI W $1966 © $180 $121 $2,267

121 Amount recognized in Accumulated OC) net of tax is $1,428 million,

The estimated net actuarial lo5s and prior service ¢ost for the Quali-
fied Pension Pians that will be amortized from Accumulated-OCI, (pre-tax),
into net periodic benefit cost during 2007 are $130 million and $46 mik
lion. The estimated net actuarial loss and prior service cost for the Non:
qualified Pension Plans that will be amartized from Accumulated QG (pre-

.
T

tax), into net periodic benefit cost during 2007 are $19 million and $(8)
million. The estimated net actuarial loss and transition obligation for the
Postretirement Health and Life Plans that will be amertized from Accumu-
lated OCI, {pre-tax), into net periodic benefit cost during 2007 is $(22)
mitlion and $31 mllllOn




The following table summarizes the changes in the fair value of plan
assets, changes in the projected benefit obligation (PBQ}, the funded sta-
tus of both the accumulated benefit obligation (ABO} and the PBG, and the
weighted average assumptions used to determine benefit obligations for
the pension plans and postretirement plans at December 31, 2006 and
2005, Amounts recognized at December 31, 2006 and 2005 are reflected
in Cther Assets, and Accrued Expenses and Other Liabilities on the Con-
solidated Balance Sheet. The discount rate assumption is based on a
cash flow matching technique and is subject to change each year. This
technique utilizes a yield curve based upon Aa rated corporate bonds with
cash flows that match estimated benefit payments to produce the-dis-
count rate assumption. For the Pension Plan, the FleetBoston Pension

Plan, and the MBNA Pension Ptan, (the Qualified Pension Plans), the
Nonqualified Pension Plans, and the Postretirement Health and Life Plans,
the discount rate at December 31, 2006, was 5.75 percent. For both the
Qualified Pension Plans and the Postretirement Health and Life Plans, the

expected long-term return on plan assets is 8.00 percent for 2007, The -

expected return on plan assets is determined using the calculated market-
related value for the Qualified Pension Plans and the fair value for the
Postretirement Health and Life Plans. The asset valuétion method for the
Qualified Pension Plans recognizes 60 percent of the market gains or
losses in the first year, with the remaining 40 percent spread equally over
the next four years. ’

Qualifled Nonquallfied Postretirement

Penslon Plans (V) - Penglon Plans (¢} Health and Lite Plans (3
{Dallar:. in millions) 2006 2005 2008 2005 2006 2005
Change In falr value of plan assets ,
(Primarily listed stocks, fixed income and real estate) s C .
Fair value, January 1 ' $13,007 $12,153 $ 1 $ t § 126 $ 166
MBN# balance, January 1, 2006 585 - - - - -
Actual retum on plan assets 1,829 803 - - 15 | 11
Company contributions (@ 2,200 1000 . 321 118 52 27
Plan participant contributions - - . - - 98 98
Benefits paid - (888) {859) (322} {118) {213) (176)
Federal subsidy on benefits paid . n/a © nfa n/a n/a 12 n/a
Falr vizlue, December 31 $16,793 $13,097 $ - $ 1 $ 90 $ 126
Change in projected benefit obligation - : )
Projected benefit obligation, January 1 , $11.690 $11,461 $1,108 $ 1,004 $ 1420 ,$1,352
MBNA balance, January 1, 2006 695 .- 486 - ' 278 -
Service cost 306 261 13 11 13 11
Interest cost €76 643 78 61 86 78
Plan participant contributions - - - - - 98 98
Plan amandments 33 (77} - {1} . - -
Actuarial (gains) losses - 168 261 {18) 61 - (145) . 57
Benefils paid . (888) (859) (322) (118} (213) {176)
Federal subsidy on benefits paid n/a n/a ' n/a . n/a 12 n/a
Projected benefit obligation, December 31 $12,680 $11.690 $ 1,345 $ 1,108 $ 1549 - §1420
Fundecl status, December 31 : : .
Accumulated benefit obligation ) $12,153 $11,383 L $1345 $1,085 ° n/a " nfa
Overfurded (unfunded) status of ABO | 4642 1,714 {1,345) (1,084) . n/a . nja
Provisicn for future salaries 529 307 - 23 n/a - n/a
Projected benefit obligation 12,680 11,690 1,345 1,108 . 1549 1,420
Querfunded {unfunded) status of PBO $ 4113 % 1,407, $(1,345) $(1,107) ${1,459) ${1,294)
Unrecognized net actuarial foss () n/a . 2621, ,  nfa - 262 n/a 92
Unrecognized transition obligation nfa - n/a - n/a 21
Unrecognized prior service cost (3) n/a <209 n/a (52) : n/a -
Amouni recognized, December 31 $ 4,113 $ 4,237 %$(1,345) $ (89';’) $(1,459) $ (981)
Weighted average assumptions, December 31' e \
Discount rate ' 5.75% 5.50% * 5.75% 5.50% . 5.75% 5.50%
Expected return on plan assets - 8.00 8.50 n/a n/a 8.00 8.50
Rate of nompensation increase 4.00 4.00 4.00 4.00 * n/a n/a

1) The measurement date for the Qualified Pension Plans, Nonqualified Pension Ptans, and Postretirement Heatth and Life Plans was December 31 of each year reporied. ,
12) The Cosporation’s best estimate of its contsibutions to be made to the Qualified Pension Plans, Nongualified Pension Plans, and Postretirement Heaith and Life Plans in 2007 is $0, $87 million and $95 mitlion.
13) Upon the adoption of SFAS 158 on December 31, 2006, unrecognized net actusrial losses, unrecognized transition obligations, and unrecognlzed prior senvice costs are now recorded &5 an adjustment to Accumulated OCI.

n/a = not ipplicable

l
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Amounts recognized in the Consolidated Financial Statements at December 31,-2006 and 2005 were as follows: .- . - -+ 4 -

- . 4 . . ' ~
ey L F L, . 4 o

v December 31, ZOOé .

Lo .. S
1
N

voThy, 2 -‘_\. DR e .‘ . . .- . Postretirement

- ‘ — G . ‘ Qualified Nonqualified , Health and Life

{Doiars in milions} [ LT | Pension Plans  Pension Plans Plans
Other assets S : ' ' ' R . . : $4113 0 s T e -
Accrued expenses and other liabilities ' v ' o C= (1,345) ¢ (1,459)
Net amount recognized at December 31 i oo e $4113"" t 1 og(1.459)

o i,

§(1,345)

" “Decemiber 31, 2005

e e e N . Postretirement
oY - ' " Qualified " Nonqualified Health and Life
{Doltars in millions) Pension Plans  Penston Plans Plans
Prepaid benefit cost o | $4,237 5 — $ -
Acerued benefit cost — (897) {981)
Additional minimurm liabitity ) “ N — (187) —
SFAS 87 Accumulated OCI adjustment '} — . 187 -
- Net ameunt recognized at December 31 -t $4237. -t ¥ % (BIT) » 1. .§ (981)
| {4 Amount recognized in Accimulated OCI net of tax Is $118 millon. R Ct -
! Net periodic benefit cost for 2006, 2005 and 2004 |ncluded the followmg components: ‘ : o
| T
: ’ * Qe .-+ Quallfied Nonqualified Pc;stretirerri:ant
" ’ et .. Pension Plans ' Pension Plans Heaith and Life Plans
|  (Dedtars in miltions) - . 2006 .- 2008 2004 2006 2005 2004 2006 - 2005 . 2004
Components of net perlodic benefit cost ) .
Service cost $ 306 $ 261 $ 257 $ 13 $ 11 $:°277- 813 %11+ $ 9
fnterestcost - © ‘ 676 7. 643 623 8 61 62+ 86+ ' 18 ' T8
Expected return on plan assets T (1,034) (983) (915) - - - (10) {(14) (16)
. Amortization of transition obligation s - - - - - - 31 31 .32
Amortization of prior service cost (credits) 41 44 55 8 (8} 3 - - -1
Recognized net actuarial loss 229 182 92 20 24 14 - 12 ' 80 74
Recognized loss due to settlements and curtailments - - - - 9 - - - -
Net periodic benefit cost . $ 218 . 147 $112 $103 $ 9f $106 $132 $ 186 $176
Weighted average assumptlons used to determme net cost for - :
years ended December 31 . iy e . ' I VT S TR . :
‘Discount rate {1} ' 5.50% 5.75% 6.25% 5.50% 5.75% 6.25%  5.50% 5.75% 6.25%
Expected retum on plan assets * 8.00 8.50 8.50 n/a n/a n/a 8.00 . 850 /850
Rate of compensation increase - . A T, 400 ~'+ 4,00 4.00 4.00 4.00 4.00 »nfa -+ nfa ., n/a
{1+ In connection with the FleetBoston merger, their plans weré femessured on Apnl 1 2004, using 8 discount rate of 6.00 percent. e
n/a’= not applicable ! . H
-7 S oA H
¥ Net periodic postretirement health and life expense was determined Plan Assets : : '

using the “projected unit eredit” actuarial méthod. Gains and losses for all
benefits except postretirement health carg are recogniieq in accordance
with the standard, amortization provisions of. the applicable. accounting
standards. For the Postretirement Health Care”Plans, 50 percent of the
unrecagnized gain or loss at the beginning of the fiscal year {or at sub
sequent remeasurement) is recognized on a level basis during the year.-* ¢

Assumed health care cost trend rates aiﬁ‘ect the postretirement bene-
fit obligation and benefit cost reported for the Postret1rement Heaith Care
Plans. The assumed health care cost.trend: rate used to measure the
expected cost of benefits covered by the Postretirement Heaith Care Plans
was 9.0 percent for 2007, reducing in steps to 5.0 percent in 2012 and
later years. A one-percentage-point increase In assumed health care cost
trend rates would have increased the service and interest costs and the
benefit obligation by $3 million and $51 million in 2006, $3 millien and
$51 million.in 2005; and $4 milion and $56 miltion in 2004. A
one-percentage-point decrease in assumed health care cost trend rates
would have lowered.the service and interest costs and the benefit obliga-
tion by $3 million and $44 million in 2006, $3 million and $43 million in
2005, and $3 million and $48 million in 2004.
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The Qualified Pension Plans have been establlshed as retirément vehicles
for participants, and trusts have been estabhshed to secure benefits
promised under the Qualified Pension Plans..The Corporatiop’s policy is to
invest the trust assets in a prudent manner for the exclusive purpose of
providing benefits 1o participants and-defraying reasonable expenses of
administration. The Corporation’'s investment strategy is designed to pro-
vide a total return that, over the long-term, increases the ratio of assets'to

- I|ab=I|t|es The strategy attempts to maxlmrze the rnvestment return on
assets: at a. levell of risk deemed appropnate by the Corporat[on while
complylng with ERISA and any applicable regulations and" laws. The
investment strategy utilizes asset allocation as a principal determinant for
establishing the risk/reward profile of the assets. Asset allocation ranges
are established, periodically reviewed, and adjusted as funding levels and
liability characteristics change. Active and passive investment managers
are employed to help enhance the risk/return profile of the assets. An
additional aspect of the investment strategy used to minimize risk (part of

- the asset allocation plan} includes matching the equity exposure of
participant-selected eamings measures. For example, the common stock

of the Corporation held in the trust is maintained as an offset to the




exposure- related to participants who selected to receive an eamings
measure based on the return performance of common stock of the Corpo-
ration. No plan assets are expected to be retumed to the Corporation
during 2007. ’

+ The Expected Return on Asset Assumption (ERCA assumption) was
developed through analysis of historical market returns, historical asset
class volatility and corfetations, current market conditions, anticipated

fulure asset allocations, the:funds' past experience, and expectations.on

potential future market returns. The EROA assymption represents a long-
term average view of the performance of the Qualified Pension Plans: and
Postretirement Health and Life Plan assets, a return that may or may not

be achieved dunng any one ca!endar year. In a srmptrstrc analysis of the

EF.0A assumptron the burldmg blocks used to arnve at the longterm
reim assumptton would |nclude an 1mplled retum from equrty securities
of B.75 percent, debt secuntues of 5.75 percent, and real estate of 7.00
percent for all pension plang and postretlrement health and tife plans.

+  The Qualified. Pension Plans’ and Postretirement Health. and Life
Pians’ asset allocations at December 31, 2006 and 2005 and target allo-
cations for 2007 by asset category are presented in the following table.

Equity securities for the Qualified Pension Pians include common
stock of the Corporation in the amounts of. $882 million{5.25 percent of
total plan assets) and $798 million (6.10 percentr of total plan assets) at
December 31, 2006 and 2005,

+ The Bank of America and MBNA Postretirement Health and Life Plans
had no investment in the common stock .of the Corporation at
December 31, 2006 or 2005. The FleetBoston Postretirement Health and
Life Plans -included .common stock of the Corporation in the amount of
$0.4 million (0.46 percent of total plan assets) and $0.3 million (0.27
percent of total plan assets) at December 31,”2006 and December 31,

2005, respectively. «

Qualitled . .

S

o .
LI

Postretirement .
Health and Life Plans

. _ Pension Plans
, . f L " R Percentage of Percentage of
! Vot - 2007 Plan Assets at 2007 Plan Assets at
" ‘ Wt . Target _December31 Target _December3i
AssetCategory - - Allocation 2006 - - 2005 Allocatlon 2006 2005
Ecuity securities - o s 1 65 - 80% " 68% - Ti% 50 - 70% 61% 57%
Debt securities 20-35 30 27 30-50 " 36 41
Real estate " ; 0-5 .2 , 0-5 3 2
Total ~ - 100%. . 100% 100% 100%

Projected Benefit Payments

r ]

' N R

Benefit payments projected to be made from the Qualified Pension Plans,;the Nonqualtf ied Pension Plans and the Postretlrement Heatth and Life Plans are

as follows:., Lo

[ ' e

. ' < P

T

L]

Postretirement Health and Life Plans

. L. Qualified. Nonquallfied

(Dxakars in millions) e T i 5 . . Penslon Plang (1) . Pension Plans 2} Net Payments () Medicare Subsidy
2007 , ) , C e $L007 Co $97 .7 $135 $(12)
2008 ' ’ . T . w022 - .- 101 135 : (12)
2009 " ' -t 1026 .. . 104 137 . (12)
2010 e . i 7 ¢ 1035 " 103 138 (12)
011 Sty g < . .. . 1081 105 138 (12
012-2018 . ) . . 656 ' (58)

111 Benefit payments expected to be made from the plans’ assets.,
12) -Benefit payments expected to be made from the Corporation's assels.

3. Benefit payments (net of retiree contribwtions) expected 1o be made from a combination of the ptans’ and the Corporation’s assets.

Defmed Contnbutmn Plans b .
The Corporation maintains qualified defined contribution retirement plans
and nonqualified defined contribution retirement plans. As a result-of the
FleetBoston merger, beginning on April 1, 2004, the Corporation maintains
the defined contribution plans of former FleetBoston. As a result of the
MBNA merger on lanuary. 1, 2006,.the Corporation also maintains the
dsfined contribution ptans of former MBNA. .
The Corporation contributed approximately $328 m|II|on $274 mil-
lian and $267 million for. 2006, 2005 and 2004, in cash and stock,
respectively. At December 31,.2006 and 2005, an aggregate of 99 million

shares and.106 million shares of the Corporation’s common stock were -

held by'the 401(k) Plans. During 2004, the Corporation converted: the

5262 '

1518~ .

l
"

EsoP Preferred Stock held by the Bank of America 401(k) Plan to common
stock so that there were no outstanding shares of preferred stock at
December 31, 2004 in the 401(k) Plans.

Under the teims of the Employee Stock Ownership Plan (ESOP) Pre-
ferred Stock provrsron for the Bank of America 401(k) Plan payments to
the plan for’ dnndends on the ESOP Preferred Stock were $4 million for

- 2004, Payments to “the Bank of America 401(k) Plan and legacy Fleet-

Boston»401(k) Plan for dividends on Common Stock were $208 million,
$207 miilion and $181 million during 2006, 2005 and 2004, respectively.
Payments to the MBNA 401(k) Plan for dividends on the Corporation’s

common stock were $8 million in 2006.
. i
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In addition, certain 'non U.S: employees within the: Corporation are
covered under defined contrrbutron pension plans that are separately
radmlnlstered in accordance wrth local laws.

Réwarding Success Plan - ' !

In 2005, the Corporation introduced a broad-based cash incentive plan for
associates that meet cértain eligibility criteria and are below certain
compensation tevels. The amount of the tash award.is determined based

on the Corporation’s operating net income and common stock price per- .

formance for the full yeéar. During 2006 and 2005, the Corporation
recorded an expense of $237 million and $145 mrlllon for this Ptan.

of -
Note 17 - Stock-Based Compensation Plans
On January 1, 20086, the Corporation adopted SFAS 123R under the
modified-prospective application.

The compensation cost recognized in income for the plans described
below was $1.0 billion, $805 million and $536 million in 2006, 2005 and
2004, respectively. The related income tax benefit recognized in income
was $382 million, $294° ‘million and $188 mlllron for 2006, 2005 and
2004, respectively.

Prior to the adeption of SFAS 123R, awards granted to. retirement-
eligible employees were expensed over the stated vesting period. SFAS
123R requires that the Corporation recognize stock compensation cost
immediately for any awards granted to retirementeligiole employees, of
over the vesting period or the period from the grant date to the date
retirement eligibility is achreved whichever is shorter. Upon the grant of
awards in the first quarter of 2006, the Corporaticn recogmzed approx
imately $320 million in equrty based compensation due to awards being
granted to retrrementelrgrble employees.

Prior to the adopt|on of SFAS 123R, the Corporatron presented tax
benefits of deductions resulting from the exercise of stock options as
operating cash flows in-the Consolidated Statement of Cash Flows. SFAS
123R requires the cash ﬂ_ows resulting from the tax benefits due to tax
deductions in excess of the. compensation cost recognized for those

options (excess tax benefits) to be classified as financing cash flows. The .

Corporation classified $477 mitlion in excess tax benefits as a ﬁnancing
cash inflow for 2006, ;

Prior to January 1, 2006, the Corporation estimated the fair value of
stock options granted on the date of grant using the Black- Scholes’ option-
pricing model. On January 1, 2008, the Corporation began using a lattice
option-pricing modei to estimate the grant date fair value of stock optrons
granted. The following. table presents the assumptions used to estimate
the fair value of stock options granted on the date of grant using the lat-
tice optian-pricing model for 2006. Lattice option-pricing models
incorporate ranges of assumptmns for inputs and those ranges” are diS
closed |n the following table. The riskfree rate for penods within the con-
tractual life of the stock option is based on the U. s, Treasury yield curve in
effect at the time of grant. Expected volatilities are based on implied vola-
tilities from traded stock .options on the Corporation’s common stock,
historical volatility of the Corporation’s commen stock, and other factors.
The Corporation uses historical data to estimate stock option exercise and
employee termination within .the model. The expécted term of stock
opticns granted is derived. from the  output of the model and represents
the peried of time that stock options granted are expected to be out-
standing. The following table ajso incfudes the assumptions used to esti-
mate the fair value of stock optiens granted on the date of grant using the
Black-Scholes option-pricing model for 2005 and 2004, The estimates of
fair value from these models are theoretical values for stock options and
changes in the assumptions used in the models could result in materiatly
f

!

. 1
different fair value estimates, The actual value of the stock options wilf
depend on the market value of the Corporatron s common stock when the
stock optldns are exercised, : '

2006 . 2005 . . 2004

Risk-free interest rate 4,59 - 4.70% 3.94% - 3.36%
Dividend yield . 4,50 4,60 4,56
Expected volatility 17.00 - 27.00 20.53 2212

. Weighted-average volatility . 20.30 " onfa " ‘" n/a

Expected lives (years) ) 6.5 8 5
n/a = not applicable [ B .

"The Corporatlon has equity compensatlon plans that were approved

" by its shareholders These plans are the Key Employee Stock Plan and the

Key Assocrate Stock Plan. Addltronally one equity compensatron plan
(2002 Associates Stock Option Ptan) was not approved by the Corpo-
ration's shareholders. Descrrphons of the material features of these plans
follow. ' 1

Key Employee Stock Plan

The Key Employee Stock Plan, as amended and restaied, provided for dif-
ferent types ‘of awards. These include stock options, frestricted stock
shares and restricted 'stock units. Under 'the plan, tenyear options to
purchase approximately 260 million shares of common stock were granted
through December 31, 2002, to certain employees at the closing market
price on the respective grant dates. Options granted under the'plan gen-

" erally vest in three or four equal annual installments, At December 31,

2006, approximately 66 million options were outstanding under this plan.
No further awards may be granted.

L

ot

Key Associate Stock Plan
On April 24, 2002, theé shareholders approved the Key Associate Stock
Plan to be effective January 1, 2003. This approval authorized and
reserved 200 million shares for grant in addition to the remaining amount
under the Key Employee Stock Plan as of December 31, 2002, which was
approximately 34 million shares plus any shares covered by awards under
the Key Employee Stock Plan that terminate, expire, lapse or are cancelled
after December 31, 2002, Upon the FeetBoston merger, the shareholders
authorized an additional 102 million shares and on’April 26, 20086, the
shareholders authorized an additional 180 million shares for grant under
the Key Assocfate Stock Plan. At December 31, 2008, approximately
135 million options were outstanding under this plan. Approximately
18 million shares of festricted stock and restricted stock units were
granted in 2006. These shares of restricted stock generally vest in three
equal annual installments beginning one year from the grant date.’ The
Corporation incurred restricted stock expense of $778 milion, 5486 mil-
lion, and $288 million in 2006, 2005 and 2004 e

2002 Associates Stock Option PIan d

The Bank of America Corporation 2002 Asscciates:Stock Qption Plan was
a broad-based plan that ‘covered all employees below a specified executive
grade level and was not approved by the Corporation’s’ sharehalders.
Under the plan, efigible’ employees received a one-time award of a pre
determined number of options entitling them to purchase shares of the
Corporation’s. common stock. All options are nonqualified and have an
exercise price equal to the fair market valué on the daté of grant. Approx-
imately 108 million optiéns were granted on February 1, 2002. The award
included two performance-based vesting triggers, which were subseguently
achieved. At December 31, 2006, approximately 5 million options were
outstanding under this plan. The options expire on January 31, 2007. No
further awards may be granted,




«  The following table presents information on equity ‘compensation The weighted average remaining contractual term and aggregate

plans at Decémber 31, 2006: ¢ o intrinsic value of options outstanding was 5.7 years and $4.0 billion,
' . SR . ‘ options exercisable was 4.7 years and $3.4 billion, and options vested
e '3 : I Number of Shares and expecied to vest was 5.7 vears and $4.0-billion at December 31,
’ . . ., Remaining for .
- ¢ . v . . "
' ! -t " Welgnted Average Future Issuance 2006. .
‘- " Number of -’ Exercise Price of Under Equity The weighted average’ grant-date fair value of options granted in
Sharestobe: ~ Outstanding  Compensation 2008, 2005 and 2004 was $6.90, $6:48 and $5.59. The total intrinsic
Issued (.9 Options .. Plans value of options exercised in 2006 was $2.0 billion. . (s
p'anshappl'ﬂ"’;d by )15.116.189 ' 63750 .304.107.699 The following table presents the status of the nonvested shares at
sharehofders 115, . . -304,107,
Plan not approved by d December 31, 2006, and changes during 2006:
shareholders (4) 5,148,042 * 30.68 : - - .
Total 220,263,231 3742 304107699 . . December 31, 2006
[3 .
(i Includes 13,871,207 unvested restricted stock units. . e ' . Welghted
2 Dipes not take it account unvested restricted slock units. ! N ) " ) Average
@) In addition to the Sécurities presenied in the table above, there were outstanding opticns lo “purchase , ' ’ Grant Date
38,681,246 shares of the Corpoiation’s common stock and 502,760 unvested restricted stock units Restricted stock/unit awards Shares Fair Value
T granted 10 employees of predecessoc i gers. The weighted ion pri . :
ot ho assumee Dpnosnos was $34.07 at Docember 31 200: * ‘Gmn e Outstanding at January 1, 2006 27,278,108 $42.79
W Shareholder approval of these braadbased stock option plans was not required by apphcable law or New Share obligations assumed through acquisition 754,740 3040
York Stock Ex:hange rules. Granted 18,128,115 4443
. ' 3 e Yested o ] {12,319,864) © 4141
The: followlng table piesents the status of aII option plans at Cancelled (2,251,755) 4452
December 31, 2006, and changes during 2006: -... .  Outstanding at December 31, 2006 31,589,342 . 4385
. ’ ' December 31,2006 At December 31, 2006, there was $766 million of total unrecognized
Weighted compensation cost related to share-based compensation arrangements for
::::E: all awards that is expected to be recognized over a weighted average
Employee stock eptions Shares Price ~ period of .86 years. The total fair value of restricted stock vested in 2006
Outstanding at January 1. 2006 . 298132802 $35.13 was $559 million.
QOptions assumed lnrough acqwsmon 31,506,268 3270
Granted 31,534,150 4442
Exercisec ' (111,615,059) 3293
Forfeited . ’ {4,484991) 4148
Outstanding at December 31, 2006 245,073,170 36.89 ) ,
Options exercisable at December 31, 2006 178,277,236  -34.17
Options vested and expected to vest (1) 244,223,346 3687 .

11 Includes. vested shares and nonvested shates after a forfeiture rate is applied.

Note 18 - Income Taxes
The components of income Tax Expense for 2006, 2005 and 2004 were as follows:

-~ . . - 1

{Dotlars in niitions) 2006 |, 2005 2004
Current Income tax expense ' .
Federal - : ! $ 7,398 $5.228 |, $6,392
State ! 796 BT6 . 683
Foreign ) : 798 415 ' 405

Total current expense : : . - 8990 = 6320 7,480
Deferrecl incame tax expense (benellt) - .. . . a .. Y
Federal oo . v ST o : o 1807 - - 1,577 *(512)
State ) , T L 45 i85 {23)
Foreign  ~ ' . ' o o : (2 33 G

Total deferred expense (benefit) ) 1,850 1,695 (519)

" Total income tax expense (1 - ' e T o $10,840 $8,015 $6,961

1) Does ot reflect the deferred tax effects of Unrealized Gains and Losses on AFS Debit and Markétable Equity Securities, Foreign Cunency Translation Adlustrnems ‘berivatives, and the accumulated adjustment to apply SFAS

. No.;138 that are included in Accumulated OC!: As'a result of these tax effects, Accumulated OC) increased $378 millicn, $2,863 million ang $303umiflion in 2006, 2005 and 2004. Also, does not reflect 1ax benefits
. assoclated with the Curporaucrl s employee stock prans which Increased Common Stock and Additional Paid-in Capna! $674 million, $416 million and $401 million in 2006, 2005 and 2004, Goodwill was reduced 3195
“ million, $22 million and $101 rmllnon in 2006, 2005 afd 2004, reflecting the tax benéfits attributable 10 exercises of emplcyee $00H options issued by MBNA and FIeetBosmn which had vested gnor 10 the merger dates,

i) -
g A T . : o et . L. H
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Income Tax Expense for 2008, 2005 and 2004 varied from the =

amount computed by applying the statutory income tax rate.to Income
before Income Taxes. A reconciliation between the expected federal
income tax expense using the federal statutory tax rate of 35 percent to
the Corporation’s actual Income Tax Expense and resulting effective tax
rate for.2008, 2005 and 2004 are presented in‘the following table,

The IRS is currently examining the Corporation's federal income tax
returns for the years 2000 through 2002. In addition, the federal income

tax-returns of FléetBoston and certain other subsidiaries are currently
under examination for years ranging from 1997 through 2004 as well as
the federal income tax returns of MBNA for years ranging from 2001
through 2004. The Corporation’s current estimate of the resolution of
these various examinations is reflected in accrued incomne taxes; however,
final settlement of the examinations or changes in the Corporation's esti
mate may result in future income tax expense or benefit,

2006 2005 2004

(Dallars in millions) . Amount Percent Amount Percent Amount Percent

Expected federat income tax expense . $11,191 .+ 35.0% $8,568 . 35.0% $7.318 . 35.0%
Increase (decrease) in taxes resulting from: - - .

Tax-exempt income, including dividends (630) (2.0) (605} {2.9). (526} (2.5)

. State tax expense, net of federal benefit 547 17 495 20 429. 21

_Low income housing credits/other credits (537) (L7) (423} {1.7) (352} (1.7)

Foreign tax differential . (291) (0.9) (99) (0.4) (78) - (0.4)

. TPRA - FSC/ET ; 175 0.5 - - oo - -

Other . 385 13 79 0.3 170 0.8
", Total income tax expense $10,840 33.9% $8,015 32.7% $6,961 33.3%

f}

' ‘Significant components of the Corporetionts net deferred tax liability at December 31, 2006 and 2005 are presented in the following table.

December 31
X " 0

(Dollars in millions) 2006 2005
Deferred tax liabilities “

Equipment lease financing $ 6,895 $ 6,455
Intangibles . . 1,198 506
Fee income: . . . L06S 386
Mortgage servicing rights ) ‘a 787 632
Foreign currency o o 659 251
State income taxes . 353 168
Fixed assets - - 152
Loan fees and expenses - 142
Other 1,232 1,137
Gross deferred tax liabilities T . . . 12189 . 9829
Deferred tax assets

Allowance for credit losses 3,054 2,623
Security valuations 2,703 3,208
Available-for-sale securities . ) . 1632 1.845
Accryed expenses . 1,283 1,235
Employee compensaticn and retirement benefits ' 1,273 559
Foreign tax credit carryforward 117 169
Other 198 429
Gross deferred tax assets ! 10,260 10,068
Valuation altowance (1} {122) (253}
Total deferred tax assets, net of valuation allowance ~ 10,138 9,815
Net deferred tax liabllitas (2} $ 2,051 $ 14

0 At December 31, 2008 and 200S. $43 million and $53 million of the valuation allowance related o gross deferred tax assels was attributable to the MBNA and FletBoston mergers. Future recognition of the tax attributes

associated with these gross deferred tax assets would result in tax benefits being allocated to reduce Gooadwill.

12 The Corporation's net deferred tax liabilities wera adjusted during 2006 and 2005 to inciude $565 millon and $279 million of net defered tax kabilities related to business comdinations accounted for under the purchase

. method.

" The valuation allowance at Decermber 31, 2006 and 2005 is attribut-
able to defemmed tax assets generated in certain state and foreign juris-
dictions for which management believes it is more tikely than not that
realization of these assets will not occur. The decrease in the valuation
-allowance primarily resulted from a remeasurement of certain state tempo-
rary differences against which valuation altowances had been recorded
and the conclusion of state tax examinations.

The foreign tax credit carryforward reftected in the table above repre-
sents foreign income taxes paid that are creditable against future U.S.
income taxes. If not used, these credits begin to expire after 2013 and
could fully expire after 2016.
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The Tax Increase Prevention and Reconciliation Act of 2005 (TIPRA)
was signed into faw in 2006. Among other things, TIPRA repealed certain
provisions of prior law relating to transactions entered into under the extra-
territorial income and foreign sales corporation regimes. The TIPRA repeal
results in an increase in the U.S. taxes expected to be paid on certain
portions of the income earned from such transactions after December 31,
2006. Accounting for the change in law resulted in the recognition of a
$175 million charge to Income Tax Expenise during 2006,

The American Jobs Creation Act of 2004 {the Act) provides U.S.
companies with the ability to elect to apply a special onetime tax
deduction equal to 85 percent of certain earnings remitted from foreign




subsidiaries, provided certain’ criteria are met.. Management elected to
£pply the Act for. 2005 and recorded a one-time tax benefit of $70 million
for the year ended December 31, 2005, ’

At December 31, 2006 and 2005, federal income taxes had not
been provided on $4.4 billion and.$1.4 billion of undistributed eamings of
foreign subsidiaries, earned prior to 1987 and after 1997 that have been
reinvested for.an indefinite period of time. If the'earnings were distributed,
an additional $573 million and-$249 million of tax expense, net of credits
for foreign taxes: paid on such earnings and for the retated forelgn with-

Dldmg taxes, would have resulted in'2006 and'2005. .

Mote 19 Fa.lr Value of Fmancml Instruments
SFAS No. 107, “Disclosures About Fair Value of Financial Instruments”
(SFAS 107}, requires the disclosure of the estimated fair value of financial
instruments. The fair value of a financial instrument is the amount at
which the instrument could-be exchanged in a current transaction between

willing parties, other than in a forced or liquidation sale. Quoted market ‘

prices, if available, are utilized as estimates of the fair values of financial
instruments. Since no quoted market prices exist for certain of the Corpo-
ration’s financial instruments, the fair'values of such instruments have
been derived based on management's assumptions, the estimated
amount and timing of future cash flows and estimated discount rates. The
estimation methods for individual classifications of financial instruments
are described more”fully below. Different assumptions could significantly
affect these estimates. Accordingly, the net realizable values could be
meterially different from the gstimates presented below. In addition, the
estimates are only indicative of the value of individual financial instru-
ments and should not be considéréd an indication of the fair value of the
coinbined Corporation,

The provisions of SFAS 107 do not require the dlsclosure of the fair
value of lease fi nancmg arrangements and nonfinancial mstruments
including Goodwill and Intangible Assets such as purchased credit card,
affinity, and trust relatlonshlps

.

Short-term Financial Instruments

The carrying value of short-term f nancial instruments, including cash and
¢ash equivalents, time deposits placed federal funds sold and purchased,
redale and repurchase agreements, commercial paper and other short-
" tem investments and borrowings, approximates the fair value of these
instruments. These financial instruments generally expose the Corporation
to Lmited credit risk and have no stated maturities or have short-term
maturities and carry interest rates that approximate market.

Financial Instruments Traded in the Secondary
Market and Strategic Investments

Heldtomaturity securities, AFS debt and marketable equity securities,
trading account instruments, long-term debt traded actively in the secon-
dary market and strategic investments have been valued using guoted
market prices. The fair values of trading account instruments, securities
and strategic investments are reported in Notes 3 and 5 of the Con-
solidated Financial Statements.

Derivative Financial Instruments

All derivatives are recognized on the Consolidated Balance Sheet at fair
value, net of cash collateral held and taking into consideration the effects
of lezally enforceable master netting agreements that aliow the Corpo-
ration to settle positive and negative positicns with the same counterparty
on a net basis. For exchange-traded contracts, fair value is, based on
quoted market prices. For nonexchange traded contracts, fair value is
based on dealer quotes, pricing models or quoted prices for instruments

- Fnanclal assets

‘December 31, 2006 and 2005 were as follows:

with simitar characteristics. The fair value of the Corporation’s derivative
assets and fabilities is presented in Note {4 of the Consclidatéd Financial
Statements.

Loans
Fair values were estnmated for groups of similar Ioans based upon type of
loan and maturity. The fair value of loans was determined by discounting
estimated cash flows using interest rates approximating the Corporation’s
current origination rates for similar loans and adjusted to reflect the
inherent credit risk. Where quoted market prices were available, primarily
for certain residential mortgage loans and commercial loans, such market
prices were utilized as estimates for fair values.

Substantially all of the foreign loans reprice within relatively short
timeframes. Accordingly, for foreign loans, the, net carrying values were

assumed to approximate their fair values. t

Deposits

The fair value for deposits with stated maturities.was calfculated by dis-
counting contractual cash flows using current market rates for instruments
with similar maturities. The carrying value of foreign time deposits approx-
imates fair value. For deposits with no stated maturities, the carrying
amount was considered to approximate fair value and does not take into
account the significant value of the cost advantage and stability of the
Corporation’s long-term relationships with depositors.

The book and fair values of certain financial instruments at

December 31

2006 2005 )

(Dollars in mitlions} Book Value Fair Value Fair Value

Book Value

$675,544 $679,738 $545238 $542,626

Loans (¥
Financial liabllities .
Deposits 693,497 693,041 634,670 633,928
Long-term debt 146,000 148,120 100;848 101,446
P, d net of the Al for Loan and Lease Losses,

Note 20 - Business Segment Information

The Corporation reports the results of its operations through three busi-
ness segments: Global Consumer and Small Business Banking, Global
Corporate and Investment Banking, and Global Wealth and Investment

. Management. The Corporation may periodically reclassify business seg-

ment results based on modifications to its management reporting method-
ologies and changes in organizational alignment. S
Global Consumer and Small Business Banking provides a diversified
range of products and services to individuals and smatl businesses
through its primary businesses: Deposits, Card Services, Morgage and
Home Equity. Global Corporate and Investment Banking serves domestic
and international issuer and investor clients, providing financial services,
specialized industry expertise and local delivery through its primary busk-
nesses: Business Lending, Capital Markets and Advisory Services, and
Treasury Services. These businesses provide traditional bank deposit and
loan products to large corporations and institutional clients, capitatraising

" solutions, advisory services, derivatives capabilities, equity and debt sales

)

and trading for clients, as well as treasury management and payment serv-
ices. Global Wealth and Investment Management offers investment serv-
ices, estate management, financial planning services, fiduciary
management, credit and banking expertise, and diversified asset

.management products to institutional clients, as well as affluent’and high-

networth individuals through its primary businesses:' The Private Bank,
Columbia Management and Premier Banking and Investments.
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Alf Other consists ofiequity investment activities including Principal
Investing, Corporate Investments and Strategic Investments, the-residual
impact of the allowance for credit losses and the cost allocation proc-
esses, Merger and Restructuring Charges, intersegment eliminations, and
the results of certain consumer finance and commercial lending busk
nesses that are being liquidated. Alf Other also includes certain amounts
associated with ALM activities, 'including the residual -impact of ‘funds
transfer pricing allocation methodologies, amounts associated -with the
change in the value of derivatives used as economic hedges of interest
rate and foreign exchange rate fluctuations that do'not gualify for SFAS
133 hedge accounting treatment, certain gains or'losses on sales of
whole mortgage lcans, and Gains (Losses) on Sales of Debt Securities.

«" Total Revenue includes Net Interest Income on a FTE basis and
Noninterest Income. The adjustment of Net Interest income to a FTE basis
results in a corresponding increase’in Income Tax Expense. The Net Inter-
est Income of the businesses includes the results of a funds tgansfer pric-

Business Segments - ' ‘ g
At and for the Year Ended December 31 ' :

'ing process that matches assets and liabilities with similar interest rate

sensitivity and maturity characteristics.‘Net Interest income of the busi-
ness segments also includes an allocation of Net, interest Income gen-
erated by the Corporation’s ALM activities.

Certain expenses: not - directly attributable to a specific busmess
segment are allocated to the segments based on pre-determined means.
The most significant of these expenses include data,:processing costs,
item processing costs and certain centralized or shared functions. Data
processing costs -are allocated to the segments based on equipment
usage. Item processing costs are allocated to the segments based on the
volume of items processed for each segment. The costs of certain central-
ized or shared functions "are allocated based on methodolog:es which
reflect utilization. .

The following table presents Total Revenue on a FTE-basis and Net
Income "in 2006, 2005 and 2004, and Total Assets at December 31,
2006 and 2005 for each business segment,as well as Al Other.

v
fu

B
A .

Global Consumer and : -

Gt

Total Corporation

Small Business Banklng (1.2)

. 2004

{Dallars in millions) ' 2006 2005 2006 . 2005 2004
Net interest income (FTE basis) $ 35815 $ 31,569, $28,677 ! $ 21,100 _$ 16,898 $15,767
Noninterest income 38432 25,354 21,005 20,591 11,425 8.958
Total revenue (FTE basis) 74,287 56,923 49,682 . 41691 28,323 24,725
Provisicn for credit losses 5010 ' 4,014 2,769 ‘5172 4243 333
Gains {losses} on sales of debt securities {443) * 1,084 1,724 RS R v I 117
Amortization of intangibles 1,755 809 . 664 1511 551 441
Other noninterest expense 33,842 27,872 26,348 17,319 . 12,573 12,003
tncome before income takes 33,197 25.312 21.625 17,688 10,954 - 9,087
Income tax expense . 12,064 8,847 7,678 6,517 3,933 3,300
Net income Y $ 21133 $ ,16,465 $12,047 $ 11171 $ 7.021 $ 5,767
Pericd-end total assets $1,469,737 . $1,291.803. ,$382392 , | $331,259 )
. Global Corporate r}GIobaI Wealthand |, -
.ot . , and Investment Banking ‘1) Investment Management (1. 2)
(Doflars in miflions} 2006 2005 2004 2006 4o, . > 2005 ¢ - 22004
Net interest income (FTE baéis] $ 10,693 _$ 11,156 $10,67C $.3881 $ 3,820 . . $32921
Noninterest income " @ -1 11,998 9444 | . 7982 3898 ., '3.49 3,079
Total revenue (FTE hasis) 22691 .20,600 . 18,652 7,779 . 1.316 6,000
Provision for credit losses 8 S (291) ' (886) (40) . - (7 . {22} .
Gains {losses) on sales of debt securities i 53 263 1o ! = t— vo—
Amoitization of intangibles 184 7 174 152 ¢ 76 79 v BB
Other noninterest expense 11,834 10,959 10,149 | 3,929, 3,631 S0 3,392
fncome before income taxes 10,752 10,021 9,227 | - 3,814 3.613 » 2,564
Income tax expense w3960 3,637 3,311 1411 1,297 932
Net income : ) $ 6792 $ 6384 $ 5916 ‘§ 12403 ,:$.02316 5 $.1.632
Period-end total assets - $ 689,248 $ 633,362 n L $1377390 4 $129232 - -t
’ s * Al Other ' S
Boflars in millons} P 2006 2005 " 2004 o ‘
Nét'interest income (FTE basis) ~ $ 141 $ (305) $ (681) o
Noninterest income \ 1945 Q89 986 -
Total revenue (FTE basis) ' 2,086 684 305 ; '
Provision for credit losses | * . {116) 69 346
Gains (losses) on sales of debt securities (495} 823 1,617 i o o, 0t )
Amortization of intangibles 4 8 L5 . .
Qther noninterest expense 760 709 804 b
income beforé income taxes - 943 , 724 767 b b
Income tax expense (benefit) 176 © (20} ot 135 : ¢
Netincome ~ -$ 767 “§ - 744 ‘$ a32 B ) '
Period-end total assets $ 250,358 $ 197,950 - ) C '
1 There were e epment r among the segr ! Cr a ’ " c
12) Totsi Assets include asset allocations to match liabilities {i.e., deposits). ' v N LR T [
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The following tables present reconciliations of the three business segments’ Total Revenue on a FTE basis and Net Income to-the Consolidated State-
ment of Income, and Total Assets 1o the Consolidated Balance Sheet. The adjustments presented in the.table below include consolidated income and

2xpense amounts not specifically allocated to individual business segments. -

Year Ended December 31

1Doliars in millions) . 2006 2005 2004
Segments’ total revenue (FTE basis) $72,161 $56,239 $49,377
Adjustments: ' : .

- ALM activities (1! (441) (501) 20
Equity investment gains 2,866 1,964 - L9111
Liquidating businesses 267 214 ... 282
FTE basis adjustment (1,224) (832) (717)
Other ) (606) 993) . (908)

Consoclidated revenue $73,023 $56,091 $48,065
Segments’ net income $20,366 $15,721 " $13315
Adjustments, net of taxes: .- '
ALM activities (1. 2.3 (816) 52 869
Equity investment gains 1,806 1,257 . 583
Liquidating businesses 139 109 78
Merger and restructuring charges (507) (275) (411}
Other 145 (399) (487}
Consolidated net income : $21,133 $16,465 $13,947

1. Includes Revenue associated with derivative instruments which did not qualify for SFAS 133 hedge accounting treatment of ${675) million and $86 miflion in 2005 end 2004. . '

2) Includes Net Income associated with derivative instrumenits which did not qualify for SFAS 133 hedge accounting treatment of ${421) million and ${196) million in 2005 and 2004. " .

9 Includes pre-tax Gains (Losses) on Sales of Debt Securitizs of ${494) million, $820 million and $1.613 million in 2006, 2005 and 2004, respectively,

- P
- December 31

‘Dollars in millions) 2006 2005

Segments’ total assets $1,209,379 - $1,083,853

adjustments:

ALM activities, incfuding securities portfolio 378,211 365,060
Equity investments 15,639 13,960
Liquidating businesses . . 3,280 3,399
“Blimination of segment excess asset allocations t¢ match liabilities ' (166,618) (204,788)
Other 19,846 20,319

+ Consolldated total assets $1,459,737 $1,291,803
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Note 21 - ParenfCompanyInformation oo ;,»]::»- T R TRt

The followmg tables present the Parent Company Only financial information: ... 2% A L T
'_a' < T . . . '-‘“.. SR ) u i
Condensed Statemqnt of Income , : ‘ .
t S - i ", Year Ended December 31
{Dollars in millions) ‘ ' 2006 2005 To 2004

Income

Dividends from #ubsidiaries:

' *

. Wl

Bank subsidiaries - ' $15,950 $10,400 $+8,100
~Other subsidiaries | ' 111 - 63 .. 133
Interest from subsidiaries 3,944 27 2581 1,085
(Other income oy 2,346 11,719 2,483
Total income’ ] 22,351 .14, 763 11,781
 Expensé ey v tor S
Interest on borrowed funds ) ; ' 5,799 3,843 2,876
Noninterest expense ) 3,019 2,636 2,057
. Total expense | 8,818 ; 6,479 4,933
Income before i income taxes and eqmty in undistributed earnings of subsidiaries 13,533 8,284 " 6,848
income tax benefit o ) 1,002 Y79 ' 360
Income before equity in undistributed earnings of subsidiaries ! 14,535 9,075 - . '_7.208
Equity in undistributed eamings of subS|d|ar|e5 ' ! - ! ,
. Bank subsidiaries v . 5613 6518 . 6.165
sOther,subsidiaties . . | R . . e85 'r 872 i it 574
Total equity in undlstributed earnlngs of subsldlarles . b " 6,598 7,390 ""I_‘ ‘6,739
Net income - j $21;,133 $16,465..  $13.947
Net income avallable to commc}n shareholders . $21,111 $16,447 $13,931
B ) . . | I
Condensed Balance Sheet ' L
ot . ' December 31
{Dallars in millions) ‘ t o+~ 2008 .0 ;o1 2005
Assets . .
Cash held at-bank subsidiaries | | $ 54989 . $ 49670
Securities e . 2932 i 2 285
Receivables from subsidiari:es: 3 i L2
"+ Bank subsidiaries - ™, . A17,063- - . 14581
- QOther subsidiaries '? N v ’ 20,661 - ~ 18,766
Investments in subsidiaries: ! .
Bank subsidiaries s , 162,291 119,210
QOther subsidiaries { : 6,488 2,472
Other assets ! * 19,118 . 13,685
- Totalassets [ ' : $283,542 $220,669
Liabllities and shareholders’ equity”
Cammercial paper and other shortterm borrowings ! $ 31,852 $ 19,333
Accrued expenses and other liabilities . 9,929 7228
Payables to subsidiaries: . !
Bank subsidiaries 867 1,824
Other subsidiaries £ 76 2,479
Longterm cebt : ; 105,556 88,272
Shareheiders’ equity Vo ) 135,272 101,533
Total labilities and shaiehqlders' equity ' i $283,542. $220,669
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° ' . B . -
Cundensed Statement of Cash F'lows=ﬂ. o R I SR N R
R TR T SR I o, oMt . PR Year Ended December31.
Bolasinmlon . 1wt pn e Ly e Co Sl e L2006 .. 2005 2004
Operating actlvities Jd 30 e oBmLe o [ AT ¢ 'y s Loy o s . L
Ne: income i 3 - - i $21133 .. $16465 $13,947
Re:zonciliation of net income to net cash provided t.y operating activities: ot o .
Equity in undistributed eamings of subsudlanes . (6,598) (7,380) (6,739)
Other operating activitiés, 'fiet Aant b 2,159 (1,0395) {1,487)
Net cash provided by operating activities 16,694 8,040 5,721
rnvesting aclivitles et . T ;
Nes (purchases) sales of securities’ T o {705) 403 (1,348) )
Net payments fiom {to) subsidiarles T RS {13,673) (3.145) " 821
Otaer lnvestlng activities, net = ¢ C (1,300) (3,001) 3,348
T " Net cash provided by {used in} investing autivities (15,678} (5.743) 2,821
fi)\lanclng activitles . .. :
Net increase {dgc'rease) in commercial paper and Jther short-term borrowings : 12,519 (292) 15,937
Proceeds from i§suance of long-term debt i ) T 28412 20,477 19,965
Retirement of fong-term debt {15,5086) {11,053) (9.220)
Proceeds from issuance of preferred stock ] R 2,850 L —
Riedemption of prefered stock . . - s 270} — —
Proceeds from:issuance of common stock S 3,147 2,846 3,712
Common stock repurchased .. B . (14,359} {5,765} {6,286)
C3sh dividends paic o - I : . {9,661) ' " '(7:683) (6.468)
Other financing activities, net v (2,799) 1,705 520.
.- Netcash provided by financing activities B . 4,303 235 18,160 ;
Net |ncrease in cash held at bank subsidiaries B ',‘ . , 5,319 2,532 26,702
Cash heid at bank subsidiaries at January 1 - : 49,670 47,138 20,436 [
v, rCash held at bank subsidiarles at December 31 | $ 54,989 . $49.670 . +547.138 i
e Cu.. L . N ! ;
I~ KT ' . ! : 'l
- - - - - . - - - C- - - - .- - t
[ " u . :E
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Note 22 - Performance by Geographical Area

Since the Corporation’s operations are highly integrated, certain asset,
liability, income and expense amounts must be allocated to arrive at Total
Assets, Total Revenue, Income Before Income Taxes and Net Income by
geographic area. The Corporation identifies its geographic performance

based upon the business unit structure used to manage the capital or
expense deployed in the region as applicable. This requires certain judg-
ments related to the allocation of revenue so that revenue can be
appropriately matched with the retated expense or capital deployed in thé
region.

¥

Year Ended December 31

, At December 21
) tncome

Before Net
{Dollars in milliors) Year Total Assets (1) Total Revenue 2 Income Taxes Income
N Domestic 3 2006 $1,300,711 $64,189 $28,041 $18,605
. 2005 1,183,953 51,860 21,880 14,778
. 2004 45,767 19,369 12,943
Asia 2006 32,886 1,117 637 ‘ 420
2005 . 32,272 909 521 344
2004 718 286 204
Europe, Middle East and Africa 2006 113,129 5470 1843 1193
i 2005 57,226 1,783 920 603
2004 1,420 605 395
Latin America and the Caribbean 2006 13,011 2,247 1452 915
2005 18,352 1,539 1.159 740
2004 1,060 648 405
Total Foreign 2006 159,026 8,834 3,932 2,528
2005 107,850 4,231 2600 - . 1,687
) 2004 3,198 1,539 1,004
Total Consolidated ey ' . 2006 $1,459,737 $73.023 : $31973 $21,133
. 2005 1,291,803 56,091 24,480 16,465
2004 f 48,965 20,908 13,947

111 Total Assets includes longlived assets, which are primarlly located in the U.8.

t2) There were no material intercompany revenues between geographic reghkons fer any of the periods presented.

) Inciudes the Corporation’s Canadian operations, which had Total Assets of $7.9 billlon and $4.3 tiflion at December 31, 2006 and 2005; Total Revenue of $641 million, $115 million and $30 miliion; Income Before Income
Texes of $244 millien. $&7 millior and $49 million; ang Net income of $159 miliion. $56 milion and $41 millign for the years ended December 31, 2006, 2005 and 2004, respectively,
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Bank of America Corporation and Subsidiaries S
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Kenneth D). Lewis
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E. Eugene Taylor
Vice Chairman and President, Global
Corporate & Investment Banking
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MBNA Corporation
Wilmington, DE
John T. Collins ! g
Chief Executive Officer
The Collins Group Inc.
Boston,.MA

v ' v
Gary L. Countryman
Chairman Emeritus

_ Liberty Mutual Group_

Boston, MA

¥

+
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Chairman, President and'
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Corporate Information

Bank of America Corporation and Subsidiaries

Headquarters

The principal executive offices of Bank of America Corporation
{the Corporation) are located in the Bank of America Corporate .

Center, Charlotte, NC 28255.

Shareholders

The Corporation’s common stock is listed on the New York

~ Stock Exchange (NYSE) undér the symbol BAC. The Cor-

poration’s common stock is also listed on the London Stock
Exchange, and certain shares are listed on the Tokyo Stock
Exchange. The stock is typically listed as BankAm in news-
papers. As of February 21, 2007, there were 272,824 registered
shareholders of the Cofporation’s common stock.

The Corporation’s annual meeting of shareholders will be held
at 10 a.m. local time on April 25, 2007, in the Belk Theater of the
North Carolina Blumenthal Performing Arts Center, 130 North
Tryon Street, Charlotte, NC.

For 'general shareholder information, call Jane Smith, share-
holder relations manager, at 1.300.521.3984. For inquiries con-
cerning dividend checks, dividend reinvestment plan, electronic
deposit of dividends, tax information, transferring ownership,
address changes or lost or stolen stock certificates, contact
Bank of America Sha,rehold_t;r Services at Computershare Trust
Company, N.A.,, via cur Internet access at www.computershare.
com/bac; call 1.800.842.9855; or write to P.O. Box 43078, Provi-

dence, R1 02940-3078. '

Analysts, portfolio managers and other investors seeking addi-
tional information should contact Kevin S:citt, [nvestor Relations
executive, at 1.704.386.5667, or Lee McEntire, senior manager,
Investor Relations, at 1.704.388.6780_.

VlSlt the lnvestor Relations area of the Bank of America Web
site, http //mvestor bankofamerica.com, for stock and dividend
information, financial news releases, links to Bank of America
SEC filings, electronic versions of our annual reports and other
material of interest to'the Corporation’s shareholders.
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+. Annual Report on Form 10-K T

The Corporation’s 2006 Annual Report on Form 10-K is available
at http://investor.bankofamerica.com. The Corporation also:will
provide a copy of the 2006 Annual Report on Form 10-K (without
exhibits) upon written request addressed to: .
Bank of America Corporation

Shareholder Relations Department S :
NC1-002-29-01

101 South Tryon Street

Charlotte, NC 28255

Customers

For assistance with Bank of America products.and sérvices,
call 1.800,900.9000, or visit the Bank of Amerlca Web site at -
WWW, bankofamel ica.com., :

News Media . ,
News media seeking information should visit the Newsroom
area of the Bank of America Web site for news releases,
speeches and other material relating to the Corpaoration, includ-
ing a complete list of the Corporation’s media-relationis special-
ists grouped by business specialty or geography. To do so, go to
www.bankofamerica.com/newsroom.

NYSE and SEC Certifications

The Corporation filed with the New York Stock Exchange (NYSE)
on May 4, 2006, the Annual CEQ Certification as required by the
NYSE corporate governance listing standards. The Corporation

-‘has also filed, as exhibits to its 2006 Annual Report on Form
10-K, the CEO and CFOQ certifications as required by Section 302

and Section 906 of the Sarbanes-Oxley Act.
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