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Company Information

US Bancorp is a middle-sized ($250bn in assets) financial institution concentrated in the West and Midwest. It focuses on customer business, with 60% of its earnings derived from consumer and wholesale banking. A significant (over 50% of total revenue) portion of its earnings come from asset management and payment processing, two very stable types of financial services. This and other factors allow USB to perform ahead of its competitors. 

USB is the resultant successor of a series of complex mergers and acquisitions that began with United States National Bank of Portland in 1891.

Some significant recent news headlines:

USB received a $6.6bn preferred stock purchase via TARP on November 14, 2008.

USB purchased Downey Savings & Loan and PFF Bank & Trust (two Californian banks) through the FDIC on November 21, 2008.

Industry Information

US Bancorp has several significant competitors, including Bank of America, JP Morgan, and Wells Fargo. Bank of America is the main competitor as the world’s largest financial institution but has been performing poorly due to the recent acquisition of investment bank failure Merill Lynch. 

The banking industry is (as you know) in an extremely difficult situation due to the subprime mortgage crisis that exploded in 2007. However, US Bancorp seems to be in a better position for growth during the banking crisis, owing to its favorable market capitalization, leverage, etc. 

Market Cap: $21.757bn
Security Information

Ticker Symbol: USB

Exchange: S&P 500

52-Week Range: $11.80-$42.23

10-Day Average Trading Volume: 34,682,400
Beta: 1.01

Market Cap: $21,757bn
(All information taken from Yahoo, Reuters, Barrons, Morningstar)

Financial Information

Earnings per Share: 1.61

Price/Earnings: 6.2

Price/Sales: 1.5

Dividend Rate: Last Dividend .425 (12-29-08), new dividends should be posted near the end of March.

Current Yield: 13.70
(All information taken from Yahoo, Reuters, Barrons, Morningstar)

Company Analysis

Earnings Growth: -65.00%

Revenue Growth: -29.60%

Sales Growth: -7%

Profit Margin: 25.74%

Return on Equity: 12.44%

Return on Assets: 1.17%

(All information taken from Yahoo, Reuters, Barrons, Morningstar)
According to WIC’s investment policies, USB is a debatable purchase. It is readily apparent that USB does not presently meet WIC’s policy targets. It has poor earnings and revenue growths, but in light of the economic downturn, its profit margin and return on equity are worthy of praise. USB has a R/E below policy targets (20%), but its R/E is actually formidable considering the current economy. 

Peer Analysis
USB’s Tier 1 Capital Ratio (equity capital to risk-adjusted assets) is a strong 10.6%, meaning that it can aggressively respond to the poor credit market while its competitors are in “turtle” mode. This strong capital base should serve it well, and USB aims for growth unlike many of its competitors. USB’s returns on equity consistently outperform its competitors, and although all financial institutions will be feeling the hurt as the recession progresses, USB should have a superior performance, allowing it to be poised for significant growth when the economy turns around. 
Analyst Information

Consensus earnings estimates: .29 for 3/09 (MoneyCentral)

Consensus recommendations: 2.8 ave. (MoneyCentral)

19 analysts were polled regarding next quarter’s earnings estimates, and 16 regarding consensus recommendations.

Morningstar, and other analysts, give the stock a rating of “5/5 stars” based on its intelligent market allocation.
Evaluation

If WIC is looking to get into the financial sector, I would recommend purchasing US Bancorp because it exhibits much more promise for growth and stability than other banks. However, the current financial crisis means that any company in the financial sector is going to be unpredictable. This means that purchasing the stock of any financial institution may not be very prudent.

Given the current financial sector situation, Morningstar rates USB’s uncertainty as “high.” It remains to be seen whether or not USB will be earn its quarterly dividends, so a dividend cut is very possible. The financial sector is currently very volatile, and US Bancorp unfortunately cannot escape this reality.

However, USB has a lot of good things going for it in comparison to other banks. 27% of USB’s revenue comes from fee-based businesses (including debit and credit cards and merchant processing), and another 13% comes from wealth management, both of which provide a recurring and stable source of revenue, allowing it to be one of the most profitable banks in this economic climate. This factors and others make it very likely that USB will still be able to post better dividends than its competitors. 

US Bancorp currently does not meet WIC policy guidelines for earnings and sales growths. However, there is much reason to believe that this is only temporary, and that USB will perform much better than other financial institutions in the future.

In conclusion, USB is probably a poor short-term purchase, but an excellent long-term purchase. It shows high promise for future growth, but that would mean weathering many setbacks in the coming months. There may never be a better time to buy into such a promising large cap core stock, however, so I recommend that WIC purchases shares in USB.

