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The Bancorp previously entered into forward contracts that met
the criteria for fair value hedge accounting to hedge its residential
mortgage loans held for sale. Upon adoption of SFAS No. 159 on
January 1, 2008 and the Bancorp’s clection to carry residential
mortgage loans held for sale at fair value, all new forward
contracts held to hedge its residential mortgage loans held for sale
were held as free-standing derivative instruments. For the year
ended December 31, 2007, the ineffectiveness of the hedging
relationships related to residential mortgage loans held for sale
was immaterial to the Bancorp’s Consolidated Statements of
Income.

During 2006, the Bancorp terminated interest rate swaps
designated as fair value hedges and, in accordance with SFAS No.
133, an amount equal to the cumulative fair value adjustment to
the hedged items at the date of termination will be amortized as
an adjustment to interest expense over the remaining term of the
long-term debt. For the years ended December 31, 2008 and
2007, $6 million and $11 million in net deferred losses, net of tax,
on the terminated fair value hedges were amortized into interest
expense, respectively.

Cash Flow Hedges

The Bancorp may enter into interest rate swaps to convert
floating-rate assets and liabilities to fixed rates or to hedge certain
forecasted transactions. The assets or liabilities are typically
grouped and share the same risk exposure for which they are
being hedged. The Bancorp may also enter into interest rate caps
and floors to limit cash flow variability of floating rate assets and
liabilities. As of December 31, 2008, all hedges designated as cash
flow hedges are assessed for effectiveness using regression
analysis. Ineffectiveness is generally measured as the amount by

which the cumulative change in the fair value of the hedging
instrument exceeds the present value of the cumulative change in
the hedged item’s expected cash flows. Ineffectiveness is reported
within other noninterest income in the Consolidated Statements
of Income.

The effective portion of the gains or losses on derivative
contracts are reported within accumulated other comprehensive
income and are reclassified from accumulated other
comprehensive income to current period eatnings when the
forecasted transaction affects earnings. Reclassified gains and
losses on interest rate floors related to commercial loans and
interest rate caps related to debt are recorded within interest
income and interest expense, respectively. As of December 31,
2008, $88 million of net deferred gains on cash flow hedges are
recorded in accumulated other comprehensive income. As of
December 31, 2008, $47 million in net deferred gains, net of tax,
recorded in accumulated other comprehensive income are
expected to be reclassified into earnings during the next twelve
months.

The following table presents the net gains (losses) recorded
in the Consolidated Statements of Income and accumulated other
comprehensive income relating to cash flow derivative
instruments. Included in the ineffectiveness for the year ended
December 31, 2007 are certain terminated interest rate swaps
previously designated as cash flow hedges. In conjunction with
this termination, the Bancorp reclassified $22 million of losses
into earnings as it was determined that the original forecasted
transaction was no longer probable of occurring by the end of the
originally specified time period or within the additional period of
time as defined in SFAS No. 133.

Amount of gain (loss)

For the year ended December 31: recognized in OCI

Amount of ineffectiveness
reclassified from OCI into net recognized in other
interest income noninterest income

Amount of gain (loss)

($ in millions) 2008 2007

2008 2007 2006 2008 2007 2006

Interest rate contracts $100 42

3 1 (20) 1 21 -

The following table reflects cash flow hedges included in the Consolidated Balance Sheets as of December 31:

2008 2007
Notional Notional

($ in millions) Amount Fair Value Amount Fair Value
Included in other assets:

Interest rate floors related to commercial loans $1,500 $216 1,500 107

Interest rate caps related to debt 1,750 1 1,750 11
Total included in other assets $217 118
Included in other liabilities:

Interest rate swaps related to commercial loans $3,000 $22 1,000 11
Total included in other liabilities $22 11

Free-Standing Derivative Instruments — Risk Management
The Bancorp enters into foreign exchange derivative contracts to
economically hedge certain foreign denominated loans.
Derivative instruments that the Bancorp may use to economically
hedge these foreign denominated loans include foreign exchange
swaps and forward contracts. The Bancorp does not designate
these instruments against the foreign denominated loans, and
therefore, does not obtain hedge accounting treatment.
Revaluation gains and losses on such fotreign currency derivative
contracts are recorded within other noninterest income in the
Consolidated Statements of Income, as are revaluation gains and
losses on foreign denominated loans.

As part of its overall risk management strategy relative to its
mortgage banking activity, the Bancorp may enter into various
free-standing derivatives (principal-only swaps, swaptions, floors,
options and interest rate swaps) to economically hedge changes in
fair value of its largely fixed-rate MSR portfolio. Principal-only
swaps hedge the mortgage-LIBOR spread because these swaps
appreciate in value as a result of tightening spreads. Principal-only
swaps also provide prepayment protection by increasing in value
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when prepayment speeds increase, as opposed to MSRs that lose
value in a faster prepayment environment. Receive fixed/pay
floating interest rate swaps and swaptions increase in value when
interest rates do not increase as quickly as expected. The Bancorp
enters into forward contracts to economically hedge the change in
fair value of certain residential mortgage loans held for sale due to
changes in interest rates. The Bancorp may also enter into
forward swaps to economically hedge the change in fair value of
certain commercial mortgage loans held for sale due to changes in
interest rates.  Interest rate lock commitments issued on
residential mortgage loan commitments that will be held for resale
are also considered free-standing derivative instruments and the
interest rate exposure on these commitments is economically
hedged primarily with forward contracts. Revaluation gains and
losses from free-standing derivatives related to mortgage banking
activity are recorded as a component of mortgage banking net
revenue in the Consolidated Statements of Income.

Additionally, the Bancorp occasionally may enter into free-
standing derivative instruments (options, swaptions and interest
rate swaps) in order to minimize significant fluctuations in
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earnings and cash flows caused by interest rate volatility. The
gains and losses on these derivative contracts are recorded within
other noninterest income in the Consolidated Statements of
Income.

The net gains (losses) recorded in the Consolidated
Statements of Income relating to free-standing derivative
instruments used for risk management are summarized below:

Consolidated Statements of

For the year ended December 31, (§ in millions) Income Caption 2008 2007 2006
Interest rate contracts:
Forward contracts related to commercial mortgage loans held for sale Corporate banking revenue ($8) (6) -
Forward contracts related residential mortgage loans held for sale Mortgage banking net revenue a17) ®) 7
Derivative instruments related to MSR portfolio Mortgage banking net revenue 89 23 )
Derivative instruments related to interest rate risk Other noninterest income 1 1 (20)
Foreign exchange contracts:
Foreign exchange contracts Other noninterest income 29 (19) 3

The following table reflects the notional amount and market value of free-standing derivatives used for risk management included in the

Consolidated Balance Sheets:

2008 2007
Notional Notional
($ in millions) Amount Fair Value Amount Fair Value
Interest rate contracts included in other assets:

Derivative instruments related to MSR portfolio $6,028 $218 3,062 70

Derivative instruments related to held for sale mortgage loans 1,830 6 229 1

Derivative instruments related to interest rate risk 446 5 1 -
Foreign exchange contracts included in other assets:

Foreign exchange contracts 40 1 - -
Total included in other assets $230 71
Interest rate contracts included in other liabilities:

Derivative instruments related to MSR portfolio $2,505 $77 1,280 16

Derivative instruments related to held for sale mortgage loans 3,987 42 588 9

Derivative instruments related to interest rate risk 440 4 - -
Foreign exchange contracts included in other liabilities:

Foreign exchange contracts 136 2 153 1
Total included in other liabilities $125 26

Free-Standing Derivative Instruments — Customer
Accommodation

The majority of the free-standing derivative instruments the
Bancorp enters into are for the benefit of commercial customers.
These derivative contracts are not designated against specific
assets or liabilities on the Consolidated Balance Sheets or to
forecasted transactions and, therefore, do not qualify for hedge
accounting. These instruments include foreign exchange derivative
contracts entered into for the benefit of commercial customers
involved in international trade to hedge their exposure to foreign
currency fluctuations, commodity contracts to hedge such items
as natural gas and various other derivative contracts. ‘The
Bancorp may economically hedge significant exposures related to
these derivative contracts entered into for the benefit of
customers by entering into offsetting contracts with approved,
reputable, independent counterparties with substantially matching
terms. The Bancorp hedges its interest rate exposure on
commercial customer transactions by executing offsetting swap
agreements with primary dealers. Revaluation gains and losses on
foreign exchange, commodity and other commercial customer
derivative contracts are recorded as a component of corporate
banking revenue in the Consolidated Statements of Income.

The Bancorp enters into risk participation agreements, under
which the Bancorp assumes credit exposure relating to certain
underlying interest rate derivative contracts. The Bancorp only
enters into these risk participation agreements in instances in
which the Bancorp has participated in the loan that the underlying
interest rate derivative contract was designed to hedge. The
Bancorp will make payments under these agreements if a
customer defaults on its obligation to perform under the terms of
the underlying interest rate derivative contract. As of December

31, 2008, the total notional amount was approximately $1.0 billion
and the fair value was a liability of $2 million, which is included in
interest rate contracts for customers. The Bancorp’s maximum
exposure in the risk participation agreements is contingent on the
fair value of the underlying interest rate derivative contracts in an
asset position at the time of default. The Bancorp monitors the
credit risk associated with the underlying customers in the risk
participation agreements through the same risk grading system
currently utilized for establishing loss reserves in its loan and lease
portfolio. Under this risk rating system as of December 31, 2008,
approximately $959 million in notional amount of the risk
participation agreements were classified average or better;
approximately $42 million were classified as watch-list or special
mention; and approximately $16 million were classified as
substandard. As of December 31, 2008, the risk participation
agreements had an average life of approximately 3.3 years.

The Bancorp previously offered its customers an equity-
linked certificate of deposit that had a return linked to equity
indices. Under SFAS No. 133, a certificate of deposit that pays
interest based on changes on an equity index is a hybrid
instrument that requires separation into a host contract (the
certificate of deposit) and an embedded detivative contract
(written equity call option). The Bancorp entered into an
offsetting derivative contract to economically hedge the exposure
taken through the issuance of equity-linked certificates of deposit.
Both the embedded detivative and derivative contract entered into
by the Bancorp were recorded as free-standing derivatives and
recorded at fair value with offsetting gains and losses recognized
within noninterest income in the Consolidated Statements of
Income.
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The following table reflects the fair value of all free-standing derivatives included in the Consolidated Balance Sheets as of December 31:

2008 2007
Notional Notional
($ in millions) Amount Fair Value Amount Fair Value
Interest rate contracts included in other assets:

Interest rate contracts for customers $15,425 $1,228 12,265 391

Interest rate lock commitments 3,120 24 656 3
Commodity contracts included in other assets:

Commodity contracts for customers 485 167 167 28
Foreign exchange contracts included in other assets:

Foreign exchange contracts for customers 6,807 534 7,132 255
Equity contracts included in other assets:

Derivative instruments related to equity-linked CD 57 2 50 5
Total included in other assets $1,955 682
Interest rate contracts included in other liabilities:

Interest rate contracts for customers $16,306 $1,257 12,430 391

Interest rate lock commitments 672 2 253 1
Commodity contracts included in other liabilities:

Commodity contracts for customers 464 156 163 22
Foreign exchange contracts included in other liabilities:

Foreign exchange contracts for customers 6,360 478 6,642 234
Equity contracts included in other liabilities:

Derivative instruments related to equity-linked CD 57 2 50 5
Total included in other liabilities $1,895 653

The net gains (losses) recorded in the Consolidated Statements of
Income relating to free-standing derivative instruments for the
years ended December 31 are summarized in the table below. For

the years ended December 31, 2008 and 2007, the Bancorp

recorded $5 million in losses related to derivative counterparty
default. As of December 31, 2008, derivative contracts for
customers in a gain position reflect fair value with a credit related
mark of $37 million.

Consolidated Statements of

For the year ended December 31, (§ in millions Income Caption 2008 2007 2006
Interest rate contracts:

Interest rate lock commitments Mortgage banking net revenue $54 3 @)
Commodity contracts:

Commodity contracts for customers Corporate banking revenue 7 2 -
Foreign exchange contracts:

Foreign exchange contracts for customers Corporate banking revenue 106 60 53
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12. OTHER ASSETS

The following table provides the components of other assets included in the Consolidated Balance Sheets as of December 31:

($ in millions) 2008 2007
Derivative instrtuments $3,225 $939
Bank owned life insurance 1,777 1,832
Accounts receivable and drafts-in-process 1,188 1,892
Partnership investments 1,121 958
Deposit with IRS 1,007 386
Income tax receivable 488 -
Accrued interest receivable 478 564
Deferted tax asset 301 -
Other real estate owned 231 159
Prepaid pension and other expenses 84 116
Other 212 177
Total $10,112 $7,023

The Bancorp purchases life insurance policies on the lives of
certain directors, officers and employees and is the owner and
beneficiary of the policies. The Bancorp invests in these policies,
known as BOLI, to provide an efficient form of funding for long-
term retirement and other employee benefits costs. Therefore,
the Bancorp’s BOLI policies are intended to be long-term
investments to provide funding for future payment of long-term
liabilities. The Bancorp records these BOLI policies within other
assets in the Consolidated Balance Sheets at each policy’s
respective cash surrender value, with changes recorded in other
noninterest income in the Consolidated Statements of Income.

Certain BOLI policies have a stable value agreement through
cither a large, well-rated bank or multi-national insurance catrier
that provides limited cash surrender value protection from
declines in the value of each policy’s underlying investments.
During 2008, the value of the investments underlying one of the
Bancorp’s BOLI policies continued to decline due to disruptions
in the credit markets, widening of credit spreads between U.S.
treasuties/swaps versus municipal bonds and bank trust preferred
securities, and illiquidity in the asset-backed securities market.
These factors caused the decline in the cash surrender value to
exceed the protection provided by the stable value agreement.

As a result of exceeding the cash surrender value protection,
the Bancorp recorded charges totaling $215 million and $177
million during 2008 and 2007, respectively, to reflect declines in
the cash surrender value related to this policy. The cash surrender
value of this BOLI policy was $291 million at December 31, 2008.
In 2009, the cash sutrender value of this policy may increase or
decrease further depending on market conditions related to the
underlying investments. At December 31, 2008, the cash
surrender value protection had not been exceeded for any other
BOLI policy.

13. SHORT-TERM BORROWINGS

Fifth Third Community Development Corporation (CDC), a
wholly owned subsidiary of the Bancorp, was created to invest in
Low Income Housing, Historic Rehabilitation, and New Market
Tax Credit projects that support community revitalization and the
creation of affordable housing. CDC generally co-invests with
other unrelated companies and/or individuals. CDC typically
makes investments in a separate legal entity that owns the
property under development. The entities are usually limited
partnerships, and CDC setves as a limited partner. The developers
are the general partners that oversee the day-to-day operations of
the entity. Pursuant to FIN 46(R), the Bancorp has determined
that these entities are Variable Interest Entities (VIEs) and that
the Bancorp’s investments represent variable interests. The
Bancorp has also determined it is not the primary beneficiary of
the VIEs because the general partners are more closely associated
to the VIEs and will absorb the majority of the VIEs’ expected
losses. Therefore the Bancorp accounts for these investments
using the equity method. At December 31, 2008 and 2007, these
investments, including unfunded commitments, are recorded in
partnership investments and had carrying amounts of $1.0 billion
and $871 million, respectively. Also at December 31, 2008 and
2007, the unfunded commitments related to these VIEs were
included in other liabilities and were $302 million and $307
million, respectively. The Bancorp’s maximum exposure to loss
as a result of its involvement with the VIEs is limited to the
carrying amounts of the investments.

At December 31, 2008, other assets included a deposit of
approximately $1 billion with the IRS pertaining to Internal
Revenue Code section 6603 for taxes associated with the
leveraged lease portfolio. This deposit enables the Bancorp to
stop the accrual of interest, to the extent of the deposits, if the
Bancorp is not ultimately successful in its legal dispute. Refer to
Note 22 for further information.

Borrowings with original maturities of one year or less are
classified as short term. Federal funds purchased ate excess
balances in reserve accounts held at Federal Reserve Banks that
the Bancorp purchased from other member banks on an
overnight basis. Bank notes are promissory notes issued by the
Bancorp’s subsidiary banks. Other short-term borrowings include
securities sold under repurchase agreements, FHLB advances and
other borrowings with original maturities of one year or less. In

2008, there was a reduction in the overnight federal funds
purchased year-end balance due to the receipt of $3.4 billion in
equity funding on December 31, 2008 under the CPP and an
increase in other short-term borrowings primarily through the
purchase of term funding through FHLB advances and Term
Auction Facility Funds. A summary of short-term borrowings
and weighted-average rates follows:

2008 2007 2006
($ in millions) Amount Rate Amount Rate Amount Rate
As of December 31:
Federal funds purchased $287 18% $4,427 3.29% $1,421 5.26%
Other short-term borrowings 9,959 1.42 4,747 3.90 2,796 4.04

Average for the years ended December 31:
Federal funds purchased

$2,975 2.34% $3,646 5.04% $4,148 5.02%

Other short-term borrowings 7,785 2.29 3,244 4.32 4,522 4.28
Maximum month-end balance:

Federal funds purchased $6,233 $5,130 $5,434

Other short-term borrowings 13,864 5,381 6,287
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14. LONG-TERM DEBT

A summary of long-term borrowings at December 31:

($ in millions) Maturity Interest Rate 2008 2007
Parent Company
Senior:
Fixed-rate bank notes 2013 6.25% $801 -
Extendable notes 2009 0.49% 31 1,745
Subordinated ():
Floating-rate notes 2016 1.95% 250 250
Fixed-rate notes 2017 5.45% 588 510
Fixed-rate notes 2018 4.50% 572 485
Fixed-rate notes 2038 8.25% 1,326 -
Junior subordinated (a):
Fixed-rate notes (¢) 2067 7.25% 942 876
Fixed-rate notes (¢) 2067 6.50% 750 750
Fixed-rate notes (¢) 2067 7.25% 639 601
Fixed-rate notes (¢) 2068 8.875% 427 -
Subsidiaries
Senior:
Fixed-rate bank notes 2009 - 2019 2.87% - 5.20% 1,137 1,640
Floating-rate bank notes 2013 2.26% 500 500
Extendable bank notes 2009 0.22% - 3.60% 1,197 1,200
Subordinated(b):
Fixed-rate bank notes 2015 4.75% 573 513
Junior subordinated(a):
Floating-rate bank notes 2032 - 2033 4.72%-6.97% 52 52
Floating-rate debentures 2033 - 2034 4.36% - 4.66% 67 67
Floating-rate debentures 2035 3.42% - 3.69% 49 -
Federal Home Loan Bank advances 2009 - 2037 0% - 8.34% 3,565 3,571
Other 2009 - 2032 Varies 119 97
Total $13,585 12,857

(a) Qualify as Tier I capital for regulatory capital purposes.

(b) Qualify as Tier I capital for regulatory capital purposes.

(¢c) Futnre periods of debt are floating.

The Bancorp pays down long-term debt in accordance with
contractual terms over maturity periods summarized in the above
table. Contractually obligated payments for long-term debt are
due over the following periods as of December 31, 2008: $2.8
billion in 2009; $843 million in 2010, $16 million in 2011, $1.0
billion in 2012, $1.3 billion in 2013 and $7.6 billion after 2013. At
December 31, 2008 the Bancorp had an outstanding principal
balance of $12.8 billion, discounts and premiums of negative $16
million and a mark-to-market adjustment on its hedged debt of
$813 million. At December 31, 2007, the Bancorp had an
outstanding principal balance of $12.8 billion, discounts and
premiums of negative $1 million and a mark-to-market adjustment
on its hedged debt of $44 million.

Parent Company Long-Term Borrowings

In April 2008, the Bancorp issued $750 million of senior notes to
third party investors. The senior notes bear a fixed rate of interest
of 6.25% per annum. The Bancorp entered into floating-rate
swaps to convert $675 million to floating rate and, at December
31, 2008, paid a rate of 5.32%. The notes are unsecured, senior
obligations of the Bancorp. Payment of the full principal amount
of the notes will be due upon maturity on May 1, 2013. The notes
will not be subject to redemption at the Bancorp's option at any
time prior to maturity.

The $31 million in senior extendable notes currently pay
interest at one-month LIBOR plus 1 bp and the final maturity of
these notes is April 23, 2009. During the third quarter of 2008,
$1.7 billion of the extendable notes matured and were paid.

The subordinated floating-rate notes due in 2016 pay interest
at three-month LIBOR plus 42 bp. In February 2008, the
Bancorp issued $1.0 billion of 8.25% subordinated notes, of
which $705 million were subsequently hedged to floating and paid
a rate of 6.11% at December 31, 2008. The Bancorp has entered
into interest rate swaps to convert its subordinated fixed-rate
notes due in 2017 and 2018 to floating-rate. The rate paid on
these swaps was 2.71% and 3.08%, respectively, at December 31,
2008.

80 Fifth Third Bancorp

The 7.25% junior subordinated notes due in 2067, with a
current carrying amount of $942 million and an outstanding
principal balance of $863 million at December 31, 2008, pay a
fixed rate of 7.25% until 2057, then convert to floating at three-
month LIBOR plus 303 bp. The Bancorp entered into interest
rate swaps to convert $700 million of the fixed-rate debt into
floating. At December 31, 2008, the weighted-average rate paid
on the swaps was 3.83%. The 6.50% junior subordinated notes
due in 2067 pay a fixed rate of 6.50% until 2017, then convert to
floating at three-month LIBOR plus 137 bp until 2047.
Thereafter, the notes pay a floating rate at one-month LIBOR
plus 237 bp. The junior subordinated notes due in 2067, with a
current carrying amount of $639 million and an outstanding
principal balance of $575 million at December 31, 2008, pay a
fixed rate of 7.25% until 2057, then convert to floating at three-
month LIBOR plus 257 bp. The Bancorp entered into interest
rate swaps to convert $500 million of the fixed-rate debt into
floating. At December 31, 2008, the weighted-average rate paid
on these swaps was 3.40%. The obligations were issued to Fifth
Third Capital Trusts VI, IV and V, respectively. The Bancorp has
fully and unconditionally guaranteed all obligations under these
trust preferred securities. In addition, the Bancorp entered into
replacement capital covenants for the benefit of holders of long-
term debt senior to the junior subordinated notes that limits,
subject to certain restrictions, the Bancorp’s ability to redeem the
junior subordinated notes prior to their scheduled maturity.

In May 2008, Fifth Third Capital Trust VII (Trust VII), a
wholly-owned non-consolidated subsidiary of the Bancorp, issued
$400 million of Tier 1-qualifying trust preferred securities to third
party investors and invested these proceeds in junior subordinated
notes (JSN VII) issued by the Bancorp. The Bancorp’s obligations
under the transaction documents, taken together, have the effect
of providing a full and unconditional guarantee by the Bancorp,
on a subordinated basis, of the payment obligations of the Trust
VII. No other subsidiaries of the Bancorp are guarantors of the
JSN VII. The JSN VII will mature on May 15, 2068. The JSN
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VII held by the Trust VII bear a fixed rate of interest of 8.875%
until May 15, 2058. Thereafter, the notes pay a floating rate at
three-month LIBOR plus 500 bp. The Bancorp entered into an
interest rate swap to convert $275 million of the fixed-rate debt
into floating. At December 31, 2008, the rate paid on the swap
was 6.05%. The JSN VII may be redeemed at the option of the
Bancorp on or after May 15, 2013, or in certain other limited
circumstances, at a redemption price of 100% of the principal
amount plus accrued but unpaid interest. All redemptions are
subject to certain conditions and generally require approval by the
Federal Reserve Board.

Subsidiary Long-Term Borrowings

The senior fixed-rate bank notes due from 2009 to 2019 are the
obligations of a subsidiary bank. The maturities of the face value
of the senior fixed-rate bank notes are as follows: $36 million in
2009, $800 million in 2010 and $275 million in 2019. The
Bancorp entered into interest rate swaps to convert $1.1 billion of
the fixed-rate debt into floating rates. At December 31, 2008, the
rates paid on these swaps were 2.19% on $800 million and 2.20%
on $275 million. In August 2008, $500 million of senior fixed-rate
bank notes issued in July of 2003 matured and were paid. These
long-term bank notes were issued to third-party investors at a
fixed rate of 3.375%.

The senior floating-rate bank notes due in 2013 are the
obligations of a subsidiary bank. The notes pay a floating rate at
three-month LIBOR plus 11 bp.

The senior extendable notes consist of $797 million that
currently pay interest at three-month LIBOR plus 4 bp and $400
million that pay at the Federal Funds open rate plus 12 bp.

The subordinated fixed-rate bank notes due in 2015 are the
obligations of a subsidiary bank. The Bancorp entered into
interest rate swaps to convert the fixed-rate debt into floating rate.
At December 31, 2008, the weighted-average rate paid on the
swaps was 3.29%.

The junior subordinated floating-rate bank notes due in 2032

and 2033 were assumed by a Bancorp subsidiary as part of the
acquisition of Crown in November 2007. Two of the notes pay
floating at three-month LIBOR plus 310 and 325 bp. The third
note pays floating at six-month LIBOR plus 370 bp.

The three-month LIBOR plus 290 bp and the three-month
LIBOR plus 279 bp junior subordinated debentures due in 2033
and 2034, respectively, were assumed by a subsidiary of the
Bancorp in connection with the acquisition of First National
Bank. The obligations were issued to FNB Statutory Trusts I and
11, respectively.

The junior subordinated floating-rate bank notes due in 2035
were assumed by a Bancorp subsidiary as part of the acquisition of
First Charter in May 2008. The obligations were issued to First
Charter Capital Trust I and II, respectively. The notes of First
Charter Capital Trust I and II pay floating at three-month LIBOR
plus 169 bp and 142 bp, respectively. The Bancorp has fully and
unconditionally guaranteed all obligations under the acquired trust
preferred securities.

At December 31, 2008, FHLB advances have rates ranging
from 0% to 8.34%, with interest payable monthly. The advances
are secured by certain residential mortgage loans and securities
totaling $8.6 billion. At December 31, 2008, $2.5 billion of FHLB
advances are floating rate. The Bancorp has interest rate caps,
with a notional of $1.5 billion, held against its FHLB advance
borrowings. The $3.6 billion in advances mature as follows: $1.5
billion in 2009, $1 million in 2010, $2 million in 2011, $1 billion in
2012 and $1.1 billion in 2013 and thereafter.

Medium-term senior notes and subordinated bank notes with
maturities ranging from one year to 30 years can be issued by two
subsidiary banks, of which $3.8 billion was outstanding at
December 31, 2008 with $16.2 billion available for future
issuance. There were no other medium-term senior notes
outstanding on either of the two subsidiary banks as of December
31, 2008.

15. COMMITMENTS, CONTINGENT LIABILITIES AND GUARANTEES

The Bancorp, in the normal course of business, enters into
financial instruments and various agreements to meet the
financing needs of its customers. The Bancorp also enters into
certain transactions and agreements to manage its interest rate and
prepayment risks, provide funding, equipment and locations for
its operations and invest in its communities. These instruments
and agreements involve, to vatying degrees, elements of credit
risk, counterparty risk and market risk in excess of the amounts
recognized in the Bancorp’s Consolidated Balance Sheets.
Creditworthiness for all instruments and agreements is evaluated
on a case-by-case basis in accordance with the Bancorp’s credit
policies.  The Bancorp’s significant commitments, contingent
liabilities and guarantees in excess of the amounts recognized in
the Consolidated Balance Sheets are summarized as follows:

Commitments

The Bancorp has certain commitments to make future payments
under contracts. A summary of significant commitments at
December 31:

($ in millions) 2008 2007
Commitments to extend credit $49,470 49,788
Letters of credit (including standby letters of

credit) 8,951 8,522
Forward contracts to sell mortgage loans 3,235 1,511
Noncancelable lease obligations 937 734
Purchase obligations 81 52
Capital expenditures 68 94

Commitments to extend credit are agreements to lend,
typically having fixed expiration dates or other termination clauses
that may require payment of a fee. Since many of the
commitments to extend credit may expire without being drawn

upon, the total commitment amounts do not necessarily represent
future cash flow requirements. The Bancorp is exposed to credit
risk in the event of nonperformance for the amount of the
contract. Fixed-rate commitments ate also subject to market risk
resulting from fluctuations in interest rates and the Bancorp’s
exposure is limited to the replacement value of those
commitments. As of December 31, 2008 and 2007, the Bancorp
had a reserve for unfunded commitments totaling $195 million
and $95 million, respectively, included in other liabilities in the
Consolidated Balance Sheets.

Standby and commercial letters of credit are conditional
commitments issued to guarantee the performance of a customer
to a third party. At December 31, 2008, approximately $3.3
billion of letters of credit expire within one year (including $57
million issued on behalf of commercial customers to facilitate
trade payments in dollars and foreign currencies), $5.3 billion
expire between one to five years and $0.4 billion expire thereafter.
Standby letters of credit are considered guarantees in accordance
with FASB Interpretation No. 45, “Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others” (FIN 45). At December
31, 2008, the reserve related to these standby letters of credit was
$3 million. Approximately 66% and 70% of the total standby
letters of credit were secured as of December 31, 2008 and 2007,
respectively. In the event of nonperformance by the customers,
the Bancorp has rights to the underlying collateral, which can
include commercial real estate, physical plant and property,
inventory, receivables, cash and marketable securities. ‘The
Bancorp monitors the credit risk associated with the standby
letters of credit using the same dual risk rating system utilized for
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estimating probabilities of default within its loan and lease
portfolio. Under this risk rating as of December 31, 2008,
approximately $7.4 billion of the standby letters of credit were
classified as average or better; approximately $1.2 billion were
classified as watch-list or special mention; and approximately $300
million were classified as substandard.

At December 31, 2008, the Bancorp had outstanding letters
of credit that were supporting certain securities issued as VRDNS.
The Bancorp facilitates financing for its commercial customers,
which consist of companies and municipalities, by marketing the
VRDNS to investors. The VRDNs pay interest to holders at a
rate of interest that fluctuates based upon market demand. The
VRDNs generally have long-term maturity dates, but can be
tendered by the holder for purchase at par value upon proper
advance notice. When the VRDNs are tendered, a remarketing
agent generally finds another investor to purchase the VRDNs to
keep the securities outstanding in the market. TS acts as the
remarketing agent to issuers on approximately $4.2 billion of
VRDNSs at December 31, 2008. As remarketing agent, FTS is
responsible for finding purchasers for VRDNs that are put by
investors. The Bancorp issues letters of credit, as a credit
enhancement, to the VRDNSs remarketed by FTS, in addition to
approximately $2.0 billion in VRDNs remarketed by third parties
at December 31, 2008. These letters of credit are included in the
total letters of credit balance provided in the previous table. At
December 31, 2008, FTS held $388 million of these securities in
its portfolio and classified them as trading securities. The
Bancorp purchased $756 million of the VRDNs from the market,
through FTS, and held them in its trading securities portfolio at
December 31, 2008. For the VRDNs remarketed by third parties,
in some cases, the remarketing agent has failed to remarket the
securities and has instructed the indenture trustee to draw upon
approximately $173 million of letters of credit issued by the
Bancorp. The Bancorp recorded these draws as commercial loans
in its Consolidated Balance Sheets at December 31, 2008.

The Bancorp enters into forward contracts to economically
hedge the change in fair value of certain residential mortgage loans
held for sale due to changes in interest rates. The outstanding
notional amounts of these forward contracts were $3.2 billion, and
$1.5 billion as of December 31, 2008 and 2007, respectively.

The Bancorp’s subsidiaties have enteted into a number of
noncancelable lease agreements. The minimum rental
commitments under noncancelable lease agreements are shown in
the previous table. The Bancorp or its subsidiaries have also
entered into a limited number of agreements for work related to
banking center construction and to purchase goods or services.

Contingent Liabilities

The Bancorp, through its electronic payment processing division,
processes VISA® and MasterCard® merchant card transactions.
Pursuant to VISA® and MasterCard® rules, the Bancorp assumes
certain contingent liabilities relating to these transactions which
typically arise from billing disputes between the merchant and
cardholder that are ultimately resolved in the cardholder’s favor.
In such cases, these transactions are “charged-back” to the
merchant and disputed amounts are refunded to the cardholder. If
the Bancorp is unable to collect these amounts from the
merchant, it will bear the loss for refunded amounts. The
likelihood of incurring a contingent liability arising from
chargebacks is relatively low, as most products or services are
delivered when purchased and credits are issued on returned
items. For the years ended December 31, 2008 and 2007, the
Bancorp processed approximately $133 million and $126 million,
respectively, of chargebacks presented by issuing banks, resulting
in no material losses to the Bancorp. The Bancorp accrues for
probable losses based on historical experience and did not catry a
credit loss reserve related to such chargebacks at December 31,
2008 and 2007.
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For certain mortgage loans originated by the Bancorp,
botrowers may be required to obtain Private Mortgage Insurance
(PMI) provided by third-party insurers. In some instances these
PMI insurers cede a portion of the PMI premiums to the
Bancorp, and the Bancorp provides reinsurance coverage within a
specified range of the total PMI coverage. The Bancorp’s
reinsurance coverage typically ranges from 5% to 10% of the total
PMI coverage. The Bancorp's maximum exposure in the event of
nonperformance by the undetlying borrowers is equivalent to the
Bancorp's total outstanding reinsurance coverage, which was $170
million at December 31, 2008. As of December 31, 2008, the
Bancorp maintained a reserve of approximately $13 million related
to exposures within the reinsurance portfolio. No reserve was
deemed necessary as of December 31, 2007.

There are legal claims pending against the Bancorp and its
subsidiaries that have arisen in the normal course of business. See
Note 16 for additional information regarding these proceedings.

Guarantees

The Bancorp has performance obligations upon the occurrence of
certain events under financial guarantees provided in certain
contractual arrangements.

Through December 31, 2008 and 2007, the Bancorp had
transferred, subject to credit recourse, certain primarily floating-
rate, short-term, investment grade commercial loans to an
unconsolidated QSPE that is wholly owned by an independent
third-party. The outstanding balance of these loans at December
31, 2008 and 2007 was $1.9 billion and $3.0 billion, respectively.
These loans may be transferred back to the Bancorp upon the
occurrence of certain specified events. These events include
borrower default on the loans transferred, bankruptcy preferences
initiated against underlying borrowers, ineligible loans transferred
by the Bancorp to the QSPE, and the inability of the QSPE to
issue commercial paper. The maximum amount of credit risk in
the event of nonperformance by the underlying borrowers is
approximately equivalent to the total outstanding balance.

The QSPE issues commercial paper and uses the proceeds to
fund the acquisition of commercial loans transferred to it by the
Bancorp. The ability of the QSPE to issue commercial paper is a
function of general market conditions and the credit rating of the
liquidity provider. In the event the QSPE is unable to issue
commercial paper, the Bancorp has agreed to provide liquidity
support to the QSPE in the form of purchases of commercial
paper, a line of credit to the QSPE and the repurchase of assets
from the QSPE. As of December 31, 2008 and 2007, the liquidity
asset purchase agreement was $2.8 billion and $5.0 billion,
respectively. During 2008, dislocation in the short-term funding
market caused the QSPE difficulty in obtaining sufficient funding
through the issuance of commercial paper. As a result, the
Bancorp provided liquidity support to the QSPE during 2008
through purchases of commercial paper, a line of credit to the
QSPE, and the repurchase of assets from the QSPE under the
liquidity asset purchase agreement. As of December 31, 2008, the
Bancorp held approximately $143 million of asset-backed
commercial paper issued by the QSPE, representing 7% of the
total commercial paper issued by the QSPE.

During 2008, the Bancorp repurchased $686 million of
commercial loans at par from the QSPE under the liquidity asset
purchase agreement. Fair value adjustment charges of $3 million
were recorded on these loans upon repurchase. As of December
31, 2008, there were no outstanding balances on the line of credit
from the Bancorp to the QSPE. At December 31, 2008 and 2007,
the Bancorp’s loss reserve related to the liquidity support and
credit enhancement provided to the QSPE was $37 million and
$18 million, respectively, and was recorded in other liabilities in
the Consolidated Balance Sheets. To determine the credit loss
reserve, the Bancorp used an approach that is consistent with its
overall approach in estimating credit losses for various categories
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of commercial loans held in its loan portfolio. For further
information on the QSPE, see Note 10.

At December 31, 2008 and 2007, the Bancorp had provided
credit recourse on residential mortgage loans sold to unrelated
third parties of approximately $1.3 billion and $1.5 billion,
respectively. In the event of any customer default, pursuant to the
credit recourse provided, the Bancorp is required to reimburse the
third party. The maximum amount of credit risk in the event of
nonperformance by the undetlying borrowers is equivalent to the
total outstanding balance. For further information on the
residential mortgage loans sold with credit recourse, see Note 10.

FTS, a subsidiary of the Bancorp, guarantees the collection of
all margin account balances held by its brokerage clearing agent
for the benefit of FIS customers. FIS is responsible for payment
to its brokerage clearing agent for any loss, liability, damage, cost
or expense incurred as a result of customers failing to comply with
margin or margin maintenance calls on all margin accounts. The
margin account balance held by the brokerage clearing agent as of
December 31, 2008 was $10 million compated to $48 million as of
December 31, 2007. In the event of any customer default, FTS
has rights to the underlying collateral provided. Given the
existence of the underlying collateral provided and negligible
historical credit losses, the Bancorp does not maintain a loss
reserve related to the margin accounts.

As of December 31, 2008 and 2007, the Bancorp had fully
and unconditionally guaranteed certain long-term borrowing
obligations issued by four wholly-owned issuing trust entities of
$2.8 billion and $2.3 billion, respectively. For further information
on long-term borrowing obligations, see Note 14.

The Bancorp, as a member bank of Visa prior to Visa’s

16. LEGAL AND REGULATORY PROCEEDINGS

completion of their initial public offering (IPO) on March 19,
2008, had certain indemnification obligations putrsuant to Visa’s
certificate of incorporation and bylaws and in accordance with
their membership agreements. In accordance with Visa’s by-laws
ptior to the IPO, the Bancorp could have been required to
indemnify Visa for the Bancorp’s proportional share of losses
based on the pre-IPO membership interests. In contemplation of
the IPO, Visa announced that it had completed restructuring
transactions during the fourth quarter of 2007. As part of this
restructuring, the Bancorp’s indemnification obligation was
modified to include only certain known litigation as of the date of
the restructuring. This modification triggered a requirement to
recognize the fair value of the indemnification obligation in
accordance with FIN 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others.” Accordingly, the Bancorp recorded an
indemnification liability under FIN 45 of $3 million in 2007.
Additionally, during 2007, the Bancorp recorded $169 million for
its share of litigation formally settled by Visa and for probable
future litigation settlements, resulting in a Visa litigation reserve of
$172 million as of December 31, 2007. These amounts wete
accrued under SFAS No. 5, “Accounting for Contingencies.”
During 2008, the Bancorp recorded additional reserves of $71
million for probable future litigation settlements. In connection
with the IPO in 2008, Visa retained a portion of the proceeds to
fund an escrow account in order to resolve existing litigation
settlements as well as fund potential future litigation settlements.
As of December 31, 2008, the Bancorp has recorded its
proportional share of $169 million of the Visa escrow account net
against the current Visa litigation reserve of $243 million.

In May of 2005, the Bancorp filed suit in the United States
District Court for the Southern District of Ohio against the IRS
seeking a refund of taxes paid as a result of the audit of the 1997
tax year. This suit involves a determination of the correct tax
treatment of certain leveraged leases entered into by the Bancorp.
The outcome of this litigation will likely impact a number of
leveraged leases entered into during 1997 through 2004. At the
conclusion of a jury trial, the jury rendered a verdict in the form of
answers to interrogatories, some of which favored the Bancorp
and some of which favored the IRS. No judgment has been
entered by the court in the case and the parties dispute the
judgment that should be entered in light of the jury’s responses to
the interrogatories. During the second quarter of 2008, the
Bancorp increased its liability for uncertain tax reserves relating to
these leases based upon several factors, including the jury’s verdict
in the Bancorp’s case, and two other court cases involving
leveraged leasing. In December of 2008, the Bancorp entered into
a Stipulated Conditional Dismissal. This Conditional Otder of
Dismissal, without prejudice and with leave, allows the Bancorp to
enter into settlement discussions with the U.S. Department of
Justice under the Settlement Initiatives offered by the IRS. The
Stipulated Conditional Dismissal is effective until June of 2009.
In the event the case is not settled prior to June 2009, either party
may reinstate the case. The ultimate outcome of settlement
discussion is uncertain. The Bancorp continues to believe that its
tax treatment was proper under the tax law, as it existed at the
time the tax benefits wete reported.

During April 2006, the Bancorp was added as a defendant in
a consolidated antitrust class action lawsuit originally filed against
Visa®, MasterCard® and several other major financial institutions
in the United States District Court for the Eastern District of
New York. The plaintiffs, merchants operating commercial
businesses throughout the U.S. and trade associations, claim that
the interchange fees charged by card-issuing banks are
unreasonable and seck injunctive relief and unspecified damages.
In addition to being a named defendant, the Bancorp is also

subject to an indemnification obligation of Visa as discussed in
Note 15. Accordingly, in the third and fourth quarters of 2007,
the Bancorp recorded a contingent liability included in the $172
million litigation reserve. During 2008, the Bancorp recorded
additional reserves of $71 million for probable future litigation
settlements. In connection with Visa’s IPO, Visa retained a
portion of the proceeds to fund an escrow account in order to
resolve existing litigation settlements as well as fund potential
future litigation settlements. As of December 31, 2008 the
Bancorp has recorded its proportional share of $169 million of the
Visa escrow accounts net against the current Visa litigation reserve
of $243 million to account for its potential exposure in this and
related litigation. This antitrust litigation is still in the pre-trial
phase.

Several putative class action complaints have been filed
against the Bancorp in various federal and state courts. The
federal cases were consolidated by the Judicial Panel on
Multidistrict Litigation and are now known as “In Re TJX Security
Breach Litigation.” The state court actions have been removed to
federal court and have been consolidated into that same case. The
complaints relate to the alleged intrusion of The TJX Companies,
Inc’s (TJX) computer system and the potential theft of their
customers’ non-public information and alleged violations of the
Gramm-Leach-Bliley Act. Some of the complaints were filed by
consumers and seek unquantified damages on behalf of putative
classes of persons who transacted business at any one of TJX’s
stores during the period of the alleged intrusion. Another was
filed by financial institutions and seeks unquantified damages on
behalf of other similarly situated entities that suffered losses in
relation to the alleged intrusion. The U.S. District Court (Court)
has granted the Bancorp’s motion to dismiss certain of the claims,
but additional claims remain pending. On November 29, 2007,
the U.S. District Court, District of Massachusetts (District Court)
issued an order denying Plaintiffs’ Motion for Class Certification
in the consolidated cases brought by financial institutions (the
“Financial Institution Track”). On December 18, 2007, the
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District Court entered its final order in the Financial Institution
Track litigation that i) denied Plaintiffs’ Motion for Leave to
Amend their Complaint, without prejudice; ii) dismissed the case
for lack of subject matter jurisdiction; and iii) transferred the case
from the United States District Court to the Massachusetts
Superior Court in and for the County of Middlesex
(Massachusetts State Court). On December 18, 2007, TJX
Companies, Inc. filed a Notice of Appeal to the United States
Court of Appeals for the First Circuit (First Circuit) as to that
portion of the Court's December 18 order transferring the case to
Massachusetts State Court and an emetrgency motion to stay the
Massachusetts State Court proceedings pending the appeal. On
December 19, 2007, the First Circuit granted the request for stay
until further order of the Court. On December 20, 2007, the
Bancorp likewise filed a Notice of Appeal to the First Circuit
solely as to that portion of the District Court’s December 18
Order transferring the case to the Massachusetts State Court. On
December 21, 2007, Plaintiffs also filed a Notice of Appeal in the
First Circuit as to the entirety of the District Court's December 18
Order and also as to all other prior "adverse rulings" including,
without limitation, the District Court’s denial of class certification
and dismissal of various claims. Both TJX and the Bancorp
amended their Notices of Appeal to likewise appeal all adverse
rulings by the District Court. Oral argument on the appeals was
held on December 3, 2008, however, no ruling has been issued by
the Court. Separately, on January 16, 2008, the two remaining
financial institution plaintiff banks that had not reached a
settlement with TJX filed a new lawsuit against the Bancorp and
TJX in Massachusetts State Court asserting similar allegations to
those set forth in the Financial Institution Track litigation. After
TJX and the Bancorp removed the case to the District Coutt, it
was remanded to Massachusetts State Court and the case has been
stayed pending outcome of the appeal. In regards to the
consumer track litigation, on January 9, 2008, the District Court
issued an Order of Preliminary Approval of a proposed class
action settlement funded solely by TJX. A Final Fairness Hearing
was held July 15, 2008, at which time the Court approved the
proposed settlement with certain changes that are subject to
objection by the parties. The consumer track litigation settlement
was approved by the Court on September 2, 2008 and payment of
the attorney fees was approved by the Court on November 3,
2008.

In June 2007, Ronald A. Katz Technology Licensing, L.P.
(Katz) filed a suit in the United States District Court for the
Southern District of Ohio against the Bancorp and its Ohio
banking subsidiary. In the suit, Katz alleges that the Bancorp and
its Ohio bank are infringing on Katz’s patents for interactive call

17. RELATED PARTY TRANSACTIONS

processing technology by offering certain automated telephone
banking and other services. This lawsuit is one of many related
patent infringement suits brought by Katz in various courts
against numerous other defendants. Katz is seeking unspecified
monetary damages and penalties as well as injunctive relief in the
suit. Management believes there are substantial defenses to these
claims and intends to defend them vigorously. The impact of the
final disposition of this lawsuit cannot be assessed at this time.

In June through September of 2008, five putative securities
class action complaints were filed against the Bancorp and its
Chief Executive Officer, among other parties, and are currently
pending in the United States District Court for the Southern
District of Ohio. The lawsuits allege violations of federal
securities laws related to disclosures made by the Bancorp in press
releases and filings with the SEC regarding its quality and
sufficiency of capital, credit losses and related matters, and secking
unquantified damages on behalf of putative classes of persons
who either purchased the Bancorp’s securities, or acquired the
Bancorp’s securities pursuant to the First Charter Corporation
Acquisition. In addition to the foregoing, two cases were filed in
the United States District Court for the Southern District of Ohio
against the Bancorp and certain officers alleging violations of
ERISA based on allegations similar to those set forth in the
securities class action cases filed during the same period of time.
These cases remain in the early stages of litigation. The impact of
the final disposition of these lawsuits cannot be assessed at this
time.

In July 2008, a shareholder of the Bancorp filed a sharcholder
derivative suit in the Court of Common Pleas for Hamilton
County, Ohio, against the members of the Bancorp’s Board of
Directors and, nominally, the Bancorp, alleging breach of fiduciary
duty in connection with the Bancorp’s alleged violations of federal
and state securities laws, among other charges, in relation to its
previous statements regarding its quality and sufficiency of capital,
credit losses and related matters. The suit seeks unspecified
compensatory damages in favor of the Bancorp from the Board of
Ditectors, punitive damages, and interest, as well as costs,
disbursements and attorney and other expert fees to the plaintiff.
This lawsuit was voluntarily dismissed in November 2008.

The Bancorp and its subsidiaries are not parties to any other
material litigation. However, there are other litigation matters that
arise in the normal course of business. While it is impossible to
ascertain the ultimate resolution or range of financial liability with
respect to these contingent matters, management believes any
resulting liability from these other actions would not have a
material effect upon the Bancorp’s consolidated financial position,
results of operations or cash flows.

At December 31, 2008 and 2007, certain directors, executive
officers, principal holders of Bancorp common stock, associates
of such persons, and affiliated companies of such persons were
indebted, including undrawn commitments to lend, to the
Bancorp’s banking subsidiaries in the aggregate amount, net of
participations, of $346 million and $348 million, respectively. As
of December 31, 2008 and 2007, the outstanding balance on loans
to related parties, net of participations and undrawn
commitments, was $143 million and $132 million, respectively.
Commitments to lend to related parties as of December 31,
2008 and 2007, net of participations, were comprised of $339
million and $340 million, respectively, to directors and $7 million
and $8 million at December 31, 2008 and 2007 to executive
officers.  The commitments are in the form of loans and
guarantees for various business and personal interests. This
indebtedness was incutred in the ordinary coutse of business on
substantially the same terms, including interest rates and collateral,
as those prevailing at the time of comparable transactions with
untelated parties. This indebtedness does not involve mote than
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the normal risk of repayment or present other unfavorable
features.

None of the Bancorp’s affiliates, officers, directors or
employees has an interest in or receives any remuneration from
any special purpose entities or qualified special purpose entities
with which the Bancorp transacts business.

The Bancorp maintains a written policy and procedures
covering related party transactions. ‘These procedures cover
transactions such as employee-stock purchase loans, personal lines
of credit, residential secured loans, overdrafts, letters of credit and
increases in indebtedness. Such transactions are subject to the
Bancorp’s normal underwriting and approval procedures. Prior to
the loan closing, Compliance Risk Management must approve and
determine whether the transaction requires approval from or a
post notification be sent to the Bancorp’s Board of Directors.
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18. ACCUMULATED OTHER COMPREHENSIVE INCOME

The Bancorp has elected to present the disclosures required by SFAS No. 130, “Reporting of Comprehensive Income,” in the Consolidated
Statements of Changes in Shareholders” Equity and in the following table. Disclosure of the reclassification adjustments, related tax effects
allocated to other comprehensive income and accumulated other comprehensive income as of and for the years ended December 31 were as

follows:

Total Other Comprehensive

Total Accumulated Other

Income Comprehensive Income
Pretax Tax Net Beginning Net Ending
($ in millions) Activity Effect Activity Balance Activity Balance
2008
Unrealized holding gains on available-for-sale securities arising during period $353 (123) 230
Reclassification adjustment for net gains included in net loss (31) 10 (21)
Net unrealized gains (losses) on available-for-sale securities 322 (113) 209 94) 209 115
Unrealized holding gains on cash flow hedge derivatives 100 (35) 65
Reclassification adjustment for net gains on cash flow hedge
derivatives included in net loss 3) 1 2)
Net unrealized gains on cash flow hedge derivatives 97 (34) 63 25 63 88
Defined benefit plans:
Net prior service cost - - -
Net actuatial loss (74) 26 (48)
Defined benefit plans, net (74) 26 (48) (57) (48) (105)
Total $345 (121) 224 (126) 224 98
2007
Unrealized holding gains on available-for-sale securities arising during period $60 (23) 37
Reclassification adjustment for net gains included in net income (21) 9 (12)
Net unrealized gains (losses) on available-for-sale securities 39 (14) 25 (119) 25 94)
Unrealized holding gains on cash flow hedge derivatives 42 (15) 27
Reclassification adjustment for net gains on cash flow hedge
derivatives included in net income 1) - )
Net unrealized gains (losses) on cash flow hedge derivatives 41 (15) 26 &) 26 25
Defined benefit plans:
Net prior service cost - - -
Net actuarial gain 3 @ 2
Defined benefit plans, net 3 &) 2 (59) 2 (57)
Total $83 (30 53 (179) 53 (126)
2006
Unrealized holding gains on available-for-sale securities atising during period $61 (20) 41
Reclassification adjustment for net losses included in net income 364 (129) 235
Net unrealized gains (losses) on available-for-sale securities 425 (149) 276 (395) 276 (119
Reclassification adjustment for net losses on cash flow hedge
derivatives included in net income 20 8) 12
Net unrealized gains (losses) on cash flow hedge derivatives 20 ®) 12 (13) 12 )
Minimum pension liability () ®) 5 -
Cumulative effect of change in accounting for pension and other
postretirement obligations (@) - (59) (59)
Total $445 (157) 288 (413) 234 (179)

(a) Upon adoption of SEAS No. 158, the Bancorp measured its liability for its total pension and other postretirement obligations to be §59 million.
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19. COMMON, PREFERRED AND TREASURY STOCK

The following is a summary of the share activity within common, preferred and treasury stock for the years ended December 31:

Common Stock Preferred Stock Treasury Stock
($ and shares in millions) Value Shares Value  Shares (a) Value Shares
Shares at December 31, 2005 $1,295 583 $9 - $1,279 28
Shares acquired for treasury - - - - 82 2
Stock-based awards exercised, including shares issued - - - - (84) )
Restricted stock grants - - - - (45) 1)
Shates at December 31, 2006 $1,295 583 $9 - $1,232 27
Shares acquired for treasury - - - - 1,084 27
Stock-based awards exercised, including treasury shares issued - - - - (86) @)
Restricted stock grants - - - - (59) ™
Employee stock ownership through benefit plans - - - - 38 1
Shares at December 31, 2007 $1,295 583 $9 - $2,209 52
Issuance of preferred shares, Series G - - 1,072 - - -
Issuance of preferred shares, Series F - - 3,169 - - -
Redemption of preferred shares, Series D, E - - ) - - -
Stock-based awards exercised, including treasury shares issued - - - - 2) -
Restricted stock grants - - - - (136) A3)
Shares issued in business combinations - - - - (1,841) (43)
Employee stock ownership through benefit plans - - - - () -
Shares at December 31, 2008 $1,295 583 $4,241 - $229 6

(a) There were 7,250 shares of Series D preferred stock and 2,000 shares of Series E preferred stock at December 31, 2005, 2006 and 2007. As of December 31, 2008, 44,300 shares of Series G

preferred stock and 136,320 shares of Series F preferred stock had been issued.

During 2008, the Bancorp repurchased an immaterial amount of
common stock. During 2007, the Bancorp repurchased
approximately 27 million shares of its common stock, five percent
of total outstanding shares, in open market transactions for $1.1
billion. During 20006, the Bancorp repurchased approximately 2
million shares of its common stock, less than one percent of total
outstanding shares, in open market transactions for $82 million.

In 2008, 8.5% non-cumulative Series G convertible preferred
stock was issued in the second quarter. The depository shares
represented 46,000 shares of its convertible preferred stock and
had a liquidation preference of $25,000 per share. The preferred
stock is convertible at any time, at the option of the shareholder,
into 2,159.8272 shates of common stock, representing a
conversion price of approximately $11.575 per share of common
stock. As of December 31, 2008, Series G preferred stock had
44,300 shares outstanding and 1,700 shares reserved for issuance.

On December 31, 2008, the U.S. Treasury putchased
approximately $3.4 billion, or 136,320 shares, of the Bancorp’s
Fixed Rate Cumulative Perpetual Preferred Stock, Series F, with a
liquidation preference of $25,000 per share and related 10-year
warrants in the amount of 15% of the preferred stock investment.
The warrants allow the U.S. Treasury to purchase up to
43,617,747 shares of the Bancorp’s common stock with an
exercise price of $11.72. The Series I senior preferred stock was
issued complying with the terms established by the CPP. Per the
program terms, the U.S. Treasury’s investment consists of senior
preferred stock with a five percent dividend for each of the first
five years of investment and nine percent thereafter, unless the
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shares are redeemed. The shares are callable by the Bancorp at
par after three years and may be repurchased at any time under
certain circumstances. The terms also include restrictions on the
repurchase of common stock and an increase in common stock
dividends, which require the U.S. Treasury’s consent, for a period
of three years from the date of investment unless the preferred
shares are redeemed in whole or the U.S. Treasury has transferred
all of the preferred shates to a third party.

The proceeds from issuance of the Series F preferred stock
were allocated to the preferred stock and to the warrants based on
their relative fair values, which resulted in an initial book value of
$3.2 billion for the preferred stock and $239 million for the
warrants. The resulting discount to the preferred stock will be
accreted over five years through retained earnings as a preferred
stock dividend, resulting in an effective yield of 6.7% for the
Series F preferred stock for the first five years. The warrants will
remain in capital surplus at their initial book value until they are
exercised or expire.

The CPP terms also required that preferred stock issued to
U.S. Treasury rank senior to, or pari passu with, other preferred
stock. In order to meet the U.S. Treasuty’s standard terms, in the
fourth quarter of 2008, the Bancorp repurchased its Series D and
Series E preferred stock. The preferred stock was repurchased for
aggregate consideration in cash of approximately $28 million, in
which $9 million par value was accounted for as retitement of the
Series D and Series E preferred stock and the remaining $19
million was recognized as dividends paid to the holders of the
preferred stock.
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20. STOCK-BASED COMPENSATION

The Bancorp has historically emphasized employee stock
ownership. Based on total stock-based awards outstanding and
shares remaining for future grants under the Incentive
Compensation Plan, the Bancorp’s total overhang is approximately

12%. The following table provides detail of the number of shares
to be issued upon exercise of outstanding stock-based awards and
remaining shatres available for future issuance under all of the
Bancorp’s equity compensation plans as of December 31, 2008:

Number of Shares to Be Weighted-Average Shares Available
Plan Category (shares in thousands) Issued Upon Exercise Exercise Price for Future Issuance
Equity compensation plans approved by shareholders: 23,888(b)
Stock options (a) 17,769 $52.66 (b)
Stock appreciation rights (SARs) (c) (c) (b)
Restricted stock 5,584 (d) (b)
Performance units (e) (d) (b)
Performance-based testricted stock 180 (d) (b)
Employee stock purchase plan 568(1)
Deferred stock compensation plans 161
Total shares 23,533 24,617

(a) Excludes 2.8 million outstanding options awarded under plans assumed by the Bancorp in connection with certain mergers and acquisitions. The Bancorp has not made any awards under these
plans and will make no additional awards under these plans. The weighted-average exercise price of the outstanding options is $§25.47 per share.
(b) Under the 2008 Incentive Compensation Plan, 33.0 million shares of stock were authorized for issuance as incentive and nonqualified stock options, SARs, restricted stock and restricted stock

units, performance shares and performance restricted stock awards.

) At December 31, 2008, approximately 22.5 million SARs were ontstanding at a weigh
() ) y app v

(d) Not applicable.

d-average grant price of $35.43. The number of shares to be issued npon exercise will be determined at
vesting based on the difference between the grant price and the market price at the date of exercise.

(¢) The number of shares to be issued is dependent npon the Bancorp achieving certain predefined performance targets and ranges from ero shares to approximately 366 thounsand shares.
(1) Represents remaining shares of Fifth Third common stock under the Bancorp’s 1993 Stock Purchase Plan, as amended and restated, including an additional 1,500,000 shares approved by

sharebolders on March 28, 2006.

Stock-based awatds are eligible for issuance under the Bancorp’s
Incentive Compensation Plan to key employees and directors of
the Bancorp and its subsidiaries. The Incentive Compensation
Plan was approved by shareholders on April 15, 2008. The plan
has authorized the issuance of up to 33 million shares as equity
compensation and provides for incentive and nonqualified stock
options, stock appreciation rights, restricted stock and restricted
stock units, and performance shate and restricted stock awards.
All of the Bancotp's stock-based awards are to be settled with
stock with the exception of a portion of the performance shares
that are to be settled in cash. The Bancorp has historically used
treasury stock to settle stock-based awards, when available. Stock
options, issued at fair market value based on the closing price of
the Bancorp’s common stock on the date of grant, have up to ten-
year terms and vest and become fully exercisable ratably over a
three or four year period of continued employment. SARs, issued
at fair market value based on the closing price of the Bancorp’s
common stock on the date of grant, have up to ten-year terms and
vest and become exercisable either ratably or fully over a four year
petiod of continued employment. The Bancorp does not grant
discounted stock options or SARs, re-price previously granted
stock options or SARs, or grant reload stock options. Restricted
stock grants vest either after four years or ratably after three, four
and five years of continued employment and include dividend and
voting rights. Performance shate and performance restricted
stock awards have three-year cliff vesting terms with performance
or market conditions as defined by the plan.

Effective January 1, 2000, the Bancorp adopted SFAS No.
123(R) using the modified retrospective application basis in
accounting for stock-based compensation plans. Under SFAS
No. 123(R), the Bancorp recognizes compensation expense for

the grant-date fair value of stock-based compensation issued over
its requisite service period. The grant-date fair value of stock
options and SARs is measured using the Black-Scholes option-
pricing model. Awards with a graded vesting are expensed on a
straight-line basis.

The Bancorp uses assumptions, which are evaluated and
revised as necessary, in estimating the grant-date fair value of each
SAR grant. The weighted-average assumptions were as follows
for the years ended:

2008 2007 2006
Expected life (in years) 6 6 6
Expected volatility 30% 22% 23%
Expected dividend yield 8.7% 4.4% 4.1%
Risk-free interest rate 3.3% 4.6% 4.9%

The expected option life is detived from historical exercise
patterns and represents the amount of time that options granted
are expected to be outstanding. The expected volatility is based
on a combination of historical and implied volatilities of the
Bancorp’s common stock. The expected dividend yield is based
on annual dividends divided by the Bancorp’s stock price. The
risk-free interest rate for periods within the contractual life of the
option is based on the U.S. Treasury yield cutve in effect at the
time of grant.

Stock-based compensation expense was $56 million, $63
million and $76 million for the years ended December 31, 2008,
2007 and 2006, respectively. The total related income tax benefit
recognized was $20 million, $22 million and $23 million for the
years ended December 31, 2008, 2007 and 2000, respectively. The
following tables include a summary of stock-based compensation
transactions for the previous three fiscal years:

2008 2007 2006
Weighted- Weighted- Weighted-

Average Average Average
Stock Options (shares in thousands) Shares Exercise Price Shares Exercise Price Shares Exercise Price
Outstanding at January 1 23,645 $49.07 26,900 $47.58 31,546 $46.49
Granted (a) 1,133 11.57 4 40.98 - -
Exercised (202) 15.32 (2,068) 26.91 (1,931) 21.70
Forfeited or expired (4,012) 40.73 (1,191) 53.87 (2,715) 53.24
Outstanding at December 31 20,564 $48.97 23,645 $49.07 26,900 $47.58
Exercisable at December 31 20,564 $48.97 23,628 $49.07 25,978 $47.43

(a) 2008 Options granted include 1,131 options assumed as part of the First Charter Corporation acquisition completed on June 6, 2008. These options were granted under a First Charter

Corporation Plan assumed by the Bancorp.
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The weighted-average grant-date fair value of stock options
granted for the years ended 2008 and 2007 was $2.87 and $7.39
per share, respectively. There were no stock options granted
during 2006.

The total intrinsic value of options exercised was $1 million,
$28 million and $32 million in 2008, 2007 and 2006, respectively.
Cash received from options exercised was $3 million, $48 million
and $35 million in 2008, 2007 and 2006, respectively. The actual
tax benefit realized from the exercised options was $1 million, §7

million and $9 million in 2008, 2007 and 20006, respectively. The
total grant-date fair value of stock options that vested duting
2008, 2007 and 2006 was $0.2 million, $16 million and $25
million, respectively. As of December 31, 2008, the aggregate
intrinsic value of both outstanding options and exercisable
options was $28 thousand.

At December 31, 2008, stock-based compensation expense
related to non-vested stock options not yet recognized was
immaterial to the Bancorp’s Consolidated Financial Statements.

2008 2007 2006
Weighted- Weighted- Weighted-
Average Average Average
Stock Appreciation Rights (shares in thousands) Shares Grant Price Shares Grant Price Shares Grant Price
Outstanding at January 1 17,526 $41.81 13,053 $43.43 7,541 $47.51
Granted 6,836 19.25 6,613 38.45 6,949 39.18
Exercised - - (56) 39.36 - -
Forfeited or expired (1,854) 36.03 (2,084) 41.36 (1,437) 4431
Outstanding at December 31 22,508 $35.43 17,526 $41.81 13,053 $43.43
Exercisable at December 31 8,352 $44.46 2,972 $41.45 989 $42.99
The weighted-average grant-date fair value of SARs granted At December 31, 2008, there was $22 million of stock-based
was $2.09, $6.24 and $7.35 per share for the years ended 2008, compensation expense related to non-vested SARs not yet
2007 and 20006, respectively. The total grant-date fair value of recognized. The expense is expected to be recognized over a
SARs that vested during 2008, 2007 and 2006 was $61 million, $19 remaining weighted-average period of approximately 2.2 years.
million and $10 million, respectively.
2008 2007 2006
Weighted- Weighted- Weighted-
Average Average Average
Grant-Date Grant-Date Grant-Date
Restricted Stock (shares in thousands) Shares Fair Value Shares Fair Value Shares Fair Value
Nonvested at January 1 3,519 $40.80 2,380 $40.28 1,482 $46.16
Granted 3,157 19.27 1,622 38.19 1,265 38.93
Vested (486) 48.62 (39) 48.28 (24) 44.91
Forfeited (606) 30.72 (444) 40.95 (343) 40.76
Nonvested at December 31 5,584 $29.04 3,519 $40.80 2,380 $40.28
The total grant-date fair value of restricted stock that vested Approximately 180  thousand and 137  thousand

during 2008, 2007 and 2006 was $23.7 million, $1.9 million and
$1.1 million, respectively. At December 31, 2008, there was $50
million of stock-based compensation expense related to
nonvested restricted stock not yet recognized. The expense is
expected to be recognized over a remaining weighted-average
period of approximately 3.1 years.

The following table summarizes outstanding and exercisable
stock options by exercise price at December 31, 2008:

Outstanding and Exercisable Stock Options

Number of ~ Weighted- Weighted-Average
Options at Average Remaining
Exercise Price Year End Exercise Contractual Life
per Share (000’s) Price (in years)
Under $10.00 335 $9.30 2.34
$10.01-$25.00 1,212 15.27 3.91
$25.01-$40.00 871 34.37 2.00
$40.01-$55.00 13,879 48.36 1.99
Over $55.00 4,267 66.61 3.26
All stock options 20,564 $48.97 2.37
Approximately 186 thousand, 132 thousand and 111

thousand shares of performance-based awards were granted
during 2008, 2007 and 20006, respectively. These awards are
payable in stock and cash contingent upon the Bancorp achieving
certain predefined performance targets over the three-year
measurement period. These performance targets ate based on the
Bancorp’s performance relative to a defined peer group. The
petformance-based awards were granted at a weighted-average
grant-date fair value of $19.18, $39.89 and $39.14 per share during
2008, 2007 and 2000, respectively.
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performance-based restricted shares were granted during 2008 and
2007, respectively. These awards are payable in stock contingent
upon the Bancorp achieving certain predefined performance
targets over the one-year measurement period. These performance
targets are based on the Bancorp’s performance relative to a
defined peer group. If performance targets are met, the shares are
vested over a three-year period. The performance-based restricted
shares were granted at a weighted-average grant-date fair value of
$23.39 and $38.27 per share during 2008 and 2007, respectively.
The performance condition related to the performance-based
restricted shares was achieved in 2007 and was not achieved in
2008.

At December 31, 2008, there were 7.2 million incentive
options, 13.4 million non-qualified options, 22.5 million SARs, 5.4
million restricted stock awards outstanding, 0.4 million shares
reserved for performance unit awards, 0.2 million restricted
petformance stock awards and 23.9 million shares available for
grant.  Stock options, SARs and restricted stock outstanding
represent approximately eight percent of the Bancorp’s issued
shates at December 31, 2008.

The Bancorp sponsors a stock purchase plan that allows
qualifying employees to purchase shares of the Bancorp’s
common stock with a 15% match. During the years ended
December 31, 2008, 2007 and 20006, respectively, there were
712,338, 333,039 and 317,483 shares purchased by patticipants
and the Bancorp recognized stock-based compensation expense
of $2 million for each of the years ended 2008, 2007 and 2006.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

21. OTHER NONINTEREST INCOME AND OTHER NONINTEREST EXPENSE

The major components of other noninterest income and other noninterest expense for the years ended December 31:

($ in millions)

2008 2007 2006

Other noninterest income:

Gain on redemption of Visa, Inc. ownership shares $273 - -
CitFed litigation settlement 76 - -
Cardholder fees 58 56 49
Consumer loan and lease fees 51 46 47
Operating lease income 47 32 26
Insurance income 36 32 28
Banking center income 31 29 22
Gain (loss) on loan sales 1y 25 17
Loss on sale of other real estate owned (60) (14) ®)
Bank owned life insurance income (loss) (156) (1006) 86
Other 18 53 32
Total $363 153 299
Other noninterest expense:
Loan processing $188 119 93
Marketing 102 84 78
Professional services fees 102 54 41
Provision for unfunded commitments and letters of credit 98 16 5
FDIC insurance and other taxes 73 31 39
Affordable housing investments 67 57 42
Intangible asset amortization 56 42 45
Travel 54 54 52
Postal and coutier 54 52 49
Recruitment and education 33 41 51
Operating lease 32 22 18
Supplies 31 31 28
Visa litigation expense (share redemption) 99) 172 -
Debt and other financing agreement termination - - 49
Other 298 214 173
Total $1,089 989 763
22.INCOME TAXES

The Bancorp and its subsidiaries file a consolidated federal income tax return. The following is a summary of applicable income taxes included

in the Consolidated Statements of Income at December 31:

($ in millions)

2008 2007 2006

Current income tax expense:

U.S. income taxes $560 623 457

State and local income taxes 25 16 7

Non-U.S. income taxes 3 - -
Total current tax expense 588 639 464
Deferred income tax expense:

U.S. income taxes (1,090) (197) 24

State and local income taxes “47) 19 3

Non-U.S. income taxes 2) - -
Total deferred tax expense (1,139) (178) (21)
Applicable income tax expense (benefit) ($551) 461 443

A reconciliation between the statutory U.S. income tax rate and the Bancorp’s effective tax rate for the years ended December 31:

2008 2007 2006

Statutory tax rate
Increase (decrease) resulting from:

(35.0%) 350 350

State taxes, net of federal benefit (.5) 1.5 4
Tax-exempt income 1.5 1.4 (2.8)
Credits (3.6) (5.0) (3.9)
Dividends on subsidiary preferred stock - (2.5) (2.2
Goodwill 11.9 - -
Interest to taxing authority, net of tax 5.1 1 1.1
Other, net (@) (5 (4
Effective tax rate (20.7%) 30.0 27.2

Tax-exempt income in the rate reconciliation table includes
interest on municipal bonds, interest on tax-exempt lending, and
income/charges on life insurance policies held by the Bancorp.
The effective tax rate was adversely impacted in 2008 and 2007 by
$215 million and $177 million, respectively, of chatges to one of
the Bancorp’s BOLI policies. See Note 12 for a further
discussion of those charges.

The Internal Revenue Service has completed its audits for
the 2004 and 2005 income tax years. In addition to the leveraged
leases, there are several items that are currently being addressed as
part of the appeals process and are considered in arriving at the
Bancorp’s uncertain tax position liability discussed below. The
statute of limitations for federal income tax returns remains open
for tax years 2004 through 2008. In addition, limited federal
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statute extensions are in place for tax years 1997 through 2003,
primarily for leasing uncertainties. With the exception of the state
impact of the federal items discussed above as well as a few states
with insignificant uncertain liabilities, the statutes of limitations
for state income tax returns remain open for tax years in
accordance with the various states’ statutes.

As of January 1, 2007, the Bancorp adopted FIN 48. Upon
adoption of this Interpretation on January 1, 2007, the Bancorp
recognized an after-tax adjustment to beginning retained earnings
of $2 million representing the cumulative effect of applying the
provisions of this Interpretation. At December 31, 2008 and at
December 31, 2007, the Bancorp had unrecognized tax benefits of
$959 million and $469 million, respectively. Those balances
included $83 million and $100 million of tax positions that, if
recognized, would impact the effective tax rate and $1 million and
$6 million in tax positions that would impact goodwill. The
remaining $875 million and $363 million is related to tax positions
for which the ultimate deductibility is highly certain but for which
there is uncertainty about the timing of the deductions. A
significant portion of these tax positions relate to the leveraged
lease litigation discussed below and in Note 16.

Any interest and penalties incurred in connection with
income taxes are recorded as a component of tax expense. For
the year ended December 31, 2008, the Bancorp accrued interest,
net of the related tax benefit, of $143 million and, at December
31, 2008, had accrued interest liabilities of $210 million, net of the
related tax benefits. No material liabilities were recorded for
penalties.

Included in other assets at December 31, 2008 and
December 31, 2007 is a deposit of $1.0 billion and $386 million,
respectively, that the Bancorp made under Internal Revenue Code

section 6603 for taxes associated with the leveraged lease
portfolio.

As previously disclosed, during May 2005, the Bancorp filed
suit in the United States District Court of the Southern District of
Ohio against the IRS seeking a refund of taxes paid as a result of
the audit of the 1997 tax year. This suit involves a determination
of the correct tax treatment of certain leveraged leases entered
into by the Bancorp. The outcome of this litigation will impact a
number of leveraged leases entered into from 1997 through 2004.
During the second quarter of 2008, the Bancorp increased its
liability for uncertain tax positions relating to these leases based
upon several factors, including the jury’s verdict in the form of
answers to interrogatories in the Bancorp’s case, and two other
court cases involving leveraged leasing. The judge in the
Bancorp’s case has not issued his final ruling. In December of
2008, the Bancorp entered into a Stipulated Conditional
Dismissal. This Conditional Order of Dismissal without prejudice
and with leave allows the Bancorp to enter into settlement
discussions with the US Department of Justice under the
Settlement Initiatives offered by the Internal Revenue Service.
The Stipulated Conditional Dismissal is effective until June of
2009. Therefore, it is reasonably possible that the amount of the
unrecognized benefit with respect to certain of the Bancorp’s
uncertain tax positions could significantly change during the next
12 months. If the Bancorp is able to reach an amenable
settlement, it is possible that the unrecognized tax benefits could
decrease by up to $875 million of the $959 million as of
December 31, 2008 disclosed below.

The following table provides a reconciliation of the
beginning and ending amounts of the Bancorp’s unrecognized tax
benefits.

($ in millions) 2008 2007
Unrecognized tax benefits at January 1 $469 446
Gross increases for tax positions taken during prior period 496 -
Gross decreases for tax positions taken during prior period ®) -
Gross increases for tax positions taken during current period 4 47
Settlements with taxing authorities - 4
Lapse of applicable statute of limitations 2) (20)
Unrecognized tax benefits at December 31 $959 469

Deferred income taxes are included as a component of other assets and accrued taxes, interest and expenses in the Consolidated Balance
Sheets and are comprised of the following temporary differences at December 31:

($ in millions) 2008 2007

Deferred tax assets:
Allowance for credit losses $975 328
Deferred compensation 171 174
Accrued interest 104 33
Other comprehensive income - 68
State net operating losses 58 72
Other 328 188

Total deferred tax assets

$1,636 863

Deferred tax liabilities:
Lease financing
State deferred taxes
Bank premises and equipment
Mortgage servicing rights
Other comprehensive income
Other

$849 1344
44 149
96 75

149 160
53 -
144 154

Total deferred tax liabilities

$1,335 1,882

Total net deferred tax asset (liability)

$301 (1,019

Retained earnings at December 31, 2008 included $157 million
in allocations of earnings for bad debt deductions of former thrift
subsidiaries for which no income tax has been provided. Under
current tax law, if certain of the Bancorp’s subsidiaries use these
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bad debt reserves for purposes other than to absorb bad debt
losses, they will be subject to federal income tax at the current
corporate tax rate.
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23. RETIREMENT AND BENEFIT PLANS

SFAS No. 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretitement Plans — an amendment of
FASB Statements No. 87, 88, 106 and 132(R)” requires the

The following tables summarize net periodic benefit cost and other
changes in plan assets and benefit obligations recognized in other
comprehensive income for the years ended December 31:

funded status of pcnsiop plans to be recorded in the bal.anc.§ sheet (§ in millions) 2008 2007 2006
as an asset for plans with an overfunded status and a liability for Components of net periodic benefit cost:
plans with an underfunded status. The Bancorp recognized the Service cost $- , 1
overfunded and underfunded status of its pension plans as an Interest cost 13 14 13
asset and liability, respectively, in the Consolidated Balance Sheets Expected return on assets (18) 19) 19)
as of December 31, 2008 and 2007. Amortization of net actuarial loss 7 7 9

Overfunded and underfunded amounts recognized in other zS%rnti)mzauon of net prior service cost 1(1) é 1
assets and other liabilities in the Consolidated Balance Sheets for ctriement

. . Net periodic benefit cost $13 10 13

the defined benefit retitement plans as of December 31 consist of:
($ in millions) 2008 2007 ($ in millions) 2008 2007
Prepaid benefit cost $- 37 Other changes in plan assets and benefit
Accrued benefit liability (84) (36) obligations recognized in other
Net (underfunded) overfunded status ($84) 1 comprehensive income:

The following tables summarize the defined benefit
retirement plans as of and for the years ended December 31:

Plans With an Overfunded Status ()

($ in millions) 2008 2007
Fair value of plan assets at January 1 $- 252
Actual return on assets - 12
Settlement - (20)
Benefits paid - O]
Fair value of plan assets at December 31 $- 237
Projected benefit obligation at January 1 $- 213
Service cost - -
Interest cost - 12
Settlement - (20)
Actuarial loss - 2
Benefits paid - O]
Projected benefit obligation at December 31 $- 200
Overfunded projected benefit obligation recognized

in the Consolidated Balance Sheets as an asset $- 37

(a) The Bancorp’s defined benefit plan had an overfunded status for December 31, 2007. The
plan was underfunded at December 31, 2008 and is reflected in the Underfunded Status table.

Plans With an Underfunded Status

($ in millions) 2008 2007
Fair value of plan assets at January 1 $237 -
Actual return on assets (70) -
Contributions 4 3
Settlement a7 -
Benefits paid (10) 3)
Fair value of plan assets at December 31 $144 -
Projected benefit obligation at January 1 $236 37
Service cost -
Interest cost 13 2
Settlement a7) -
Actuarial loss 6 -
Benefits paid (10) 3)
Projected benefit obligation at December 31 $228 36
Unfunded projected benefit obligation recognized in

the Consolidated Balance Sheets as a liability ($84) (36)

The estimated net actuarial loss and prior service cost for the
defined benefit pension plans that will be amortized from
accumulated other comprehensive income into net periodic
benefit cost during 2009 are $16 million and $1 million,
respectively.

Net actuarial loss $93 10

Net prior service cost - -

Amortization of net actuarial loss ™) @)

Amortization of prior service cost @ (0))

Settlements (10) (@)
Total recognized in other comprehensive

income 75 (5)
Total recognized in net periodic benefit

cost and other comprehensive income $88 5

The plan assumptions are evaluated annually and are updated as
necessary. The discount rate assumption reflects the yield on a
portfolio of high quality fixed-income instruments that have a
similar duration to the plan’s liabilities. The expected long-term
rate of return assumption reflects the average return expected on
the assets invested to provide for the plan’s liabilities. In
determining the expected long-term rate of return, the Bancorp
evaluated actuarial and economic inputs, including long-term
inflation rate assumptions and broad equity and bond indices
long-term return projections, as well as actual long-term historical
plan performance.

The following table summarizes the plan assumptions for
the years ended December 31:

Weighted-average assumptions 2008 2007 2006
For measuring benefit obligations at
year end:
Discount rate 6.11% 6.26 5.80
Rate of compensation increase 5.00 5.00 5.00
Expected return on plan assets 8.53 8.52 8.50
For measuring net periodic benefit cost:
Discount rate 6.45 5.80 5.375
Rate of compensation increase 5.00 5.00 5.00
Expected return on plan assets 8.50 8.50 8.45

The Bancorp’s qualified defined benefit plan and other retirement
plans are currently underfunded. The benefit plan’s benefits were
frozen in 1998, except for grandfathered employees. The
Bancorp’s other retitement plans consist of nonqualified,
supplemental retirement plans, which are funded on an as needed
basis. A majority of these plans were obtained in acquisitions
from prior years.

Lowering both the expected rate of return on the plan and
the discount rate by 0.25% would have increased the 2008
pension expense by approximately $1 million.

Plan assets consist primarily of common trust and mutual
funds (equities and fixed income) and Bancorp common stock.
As of December 31, 2008 and 2007, $124 million and $153
million, respectively, of plan assets were managed by Fifth Third
Bank, a subsidiary of the Bancorp, through common trust and
mutual funds and included $3 million and $9 million, respectively,
of Bancorp common stock. Plan assets are not expected to be
returned to the Bancorp during 2009.
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The Bancorp’s policy for the investment of plan assets is to
employ investment strategies that achieve a range of weighted-
average target asset allocations relating to equity securities
(including the Bancorp’s common stock), fixed income securities
and cash. The following table provides the Bancorp’s targeted
and actual weighted-average asset allocations by asset category for

2008 and 2007:

Targeted
Weighted-average asset allocation range 2008 2007
Equity securities 68% 71
Bancorp common stock 2 5
Total equity securities 70 —80% 70 76
Total fixed income securities 20 -25 27 20
Cash 0-5 3 4
Total 100% 100

The risk tolerance for the plan is determined by management
to be moderate to aggressive, recognizing that higher returns
involve some volatility and that petiodic declines in the portfolio’s
value are tolerated in an effort to achieve real capital growth.
Prohibited asset classes of the plan include precious metals,
venture capital, short sales and leveraged transactions. Per the
Employee Retirement Income Security Act (ERISA), the
Bancorp’s common stock cannot exceed ten percent of the fair

24. EARNINGS PER SHARE

market value of plan assets.

The accumulated benefit obligation for all defined benefit
plans was $227 million and $235 million at December 31, 2008
and 2007, respectively. At December 31, 2008 and 2007, amounts
relating to the Bancorp’s defined benefit plans with benefit
obligations exceeding assets were as follows:

(§ in millions) 2008 2007
Projected benefit obligation $228 36
Accumulated benefit obligation 227 36
Fair value of plan assets 144 -

Based on actuarial assumptions, the Bancorp’s minimum
required contribution is $168,000 for 2009. Estimated pension
benefit payments, which reflect expected future service, are $21
million in 2009, $19 million in 2010, $19 million in 2011, $19
million in 2012 and $17 million in 2013. The total estimated
payments for the years 2014 through 2018 is $78 million.

The Bancorp’s profit sharing plan expense was $18 million
for 2008, $13 million for 2007 and $22 million for 2006.
Expenses recognized during the years ended December 31, 2008,
2007 and 2006 for matching contributions to the Bancorp’s
defined contribution savings plans were $37 million, $37 million
and $35 million, respectively.

The calculation of earnings per share and the reconciliation of earnings per share to earnings per diluted share for the years ended December 31:

2008 2007 2006
Average Per Share Average  Per Share Average Per Share

(in millions, except per share data) Income Shares Amount  Income  Shares Amount  Income  Shares Amount
Earnings per share:
Net income (loss) before cumulative effect ($2,113) $1,076 $1,184
Dividends on preferred stock 67 1 -
Net income (loss) available to common

sharcholders before cumulative effect (2,180) 553 ($3.94) 1,075 538 $2.00 1,184 555 $2.13
Cumulative effect of change in accounting

principle, net of tax - - - - - - 4 - .01
Net income (loss) available to common

shareholders ($2,180) 553 ($3.949)  $1,075 538 $2.00  $1,188 555 $2.14
Earnings per diluted share:
Net income (loss) available to common

shareholders before cumulative effect ($2,180) 553 ($3.94) $1,075 538 $2.00 $1,184 555 $2.13
Effect of dilutive securities:

Stock based awards - - 2 (.01) 2 (.01)

Convertible preferred stock (@) (b) - - - - - - - - -
Income (loss) plus assumed conversions

before cumulative effect (2,180) 553 (3.94) 1,076 540 $1.99 1,184 557 2.12
Cumulative effect of change in accounting

principle, net of tax - - - - - - 4 - .01
Net income (loss) available to common

shareholders plus assumed conversions ($2,180) 553 ($3.94) $1,076 540 $1.99 $1,188 557 $2.13

(a) The effect of dilutive securities on the dividends on preferred stock for year ended December 31, 2008 was included in the calcnlation of net income available to common shareholders, however, it was

exccluded from assumed conversions because the effect would be anti-dilutive.

(b) The additive effect to income from dividends on convertible preferred stock is $.580 million and the average share dilutive effect from convertible preferred stock is 308 million shares for the years

ended December 31, 2007 and 2006.

Due to the net loss for the year ended December 31, 2008, the
diluted earnings per share calculation excludes all common stock
equivalents, including 43 million stock options and stock
appreciation rights, 6 million shares of restricted stock, 96 million
common shares from convertible preferred stock and 44 million
shares under warrants related to the CPP as their inclusion would
have been 