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Cincinnati, Ohio 45263

(Address of principal executive offices)

Registrant�s telephone number, including area code: (513) 534-5300

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer x Accelerated filer ¨

Non-accelerated filer ¨ Smaller reporting company ¨
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

There were 577,529,636 shares of the Registrant�s Common Stock, without par value, outstanding as of June 30, 2008.
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This report may contain forward-looking statements about Fifth Third Bancorp and/or the company as combined acquired entities within the
meaning of Sections 27A of the Securities Act of 1933, as amended, and Rule 175 promulgated thereunder, and 21E of the Securities Exchange
Act of 1934, as amended, and Rule 3b-6 promulgated thereunder, that involve inherent risks and uncertainties. This report may contain certain
forward-looking statements with respect to the financial condition, results of operations, plans, objectives, future performance and business of
Fifth Third Bancorp and/or the combined company including statements preceded by, followed by or that include the words or phrases such as
�believes,� �expects,� �anticipates,� �plans,� �trend,� �objective,� �continue,� �remain� or similar expressions or future or conditional verbs such as �will,� �would,�
�should,� �could,� �might,� �can,� �may� or similar expressions. There are a number of important factors that could cause future results to differ materially
from historical performance and these forward-looking statements. Factors that might cause such a difference include, but are not limited to:
(1) general economic conditions and weakening in the economy, specifically the real estate market, either national or in the states in which Fifth
Third, one or more acquired entities and/or the combined company do business, are less favorable than expected; (2) deteriorating credit quality;
(3) political developments, wars or other hostilities may disrupt or increase volatility in securities markets or other economic conditions;
(4) changes in the interest rate environment reduce interest margins; (5) prepayment speeds, loan origination and sale volumes, charge-offs and
loan loss provisions; (6) Fifth Third�s ability to maintain required capital levels and adequate sources of funding and liquidity; (7) changes and
trends in capital markets; (8) competitive pressures among depository institutions increase significantly; (9) effects of critical accounting policies
and judgments; (10) changes in accounting policies or procedures as may be required by the Financial Accounting Standards Board (FASB) or
other regulatory agencies; (11) legislative or regulatory changes or actions, or significant litigation, adversely affect Fifth Third, one or more
acquired entities and/or the combined company or the businesses in which Fifth Third, one or more acquired entities and/or the combined
company are engaged; (12) ability to maintain favorable ratings from rating agencies; (13) fluctuation of Fifth Third�s stock price; (14) ability to
attract and retain key personnel; (15) ability to receive dividends from its subsidiaries; (16) potentially dilutive effect of future acquisitions on
current shareholders� ownership of Fifth Third; (17) effects of accounting or financial results of one or more acquired entities; (18) difficulties in
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combining the operations of acquired entities; (19) inability to generate the gains on sale and related increase in shareholders� equity that it
anticipates from the sale of certain non-core businesses, (20) loss of income from the sale of certain non-core businesses could have an adverse
effect on Fifth Third�s earnings and future growth (21) ability to secure confidential information through the use of computer systems and
telecommunications networks; and (22) the impact of reputational risk created by these developments on such matters as business generation and
retention, funding and liquidity. Additional information concerning factors that could cause actual results to differ materially from those
expressed or implied in the forward-looking statements is available in the Bancorp�s Annual Report on Form 10-K for the year ended
December 31, 2007, filed with the United States Securities and Exchange Commission (SEC). Copies of this filing are available at no cost on the
SEC�s Web site at www.sec.gov or on Fifth Third�s web site at www.53.com. Fifth Third undertakes no obligation to release revisions to these
forward-looking statements or reflect events or circumstances after the date of this report.

2
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (Item 2)

The following is management�s discussion and analysis of certain significant factors that have affected Fifth Third Bancorp�s (�Bancorp� or �Fifth
Third�) financial condition and results of operations during the periods included in the Condensed Consolidated Financial Statements, which are a
part of this filing. Reference to the Bancorp incorporates the parent holding company and all consolidated subsidiaries.

TABLE 1: Selected Financial Data

For the three months
ended June 30, Percent

Change

For the six months
ended June 30, Percent

Change($ in millions, except per share data) 2008 2007 2008 2007
Income Statement Data
Net interest income (a) $ 744 745 �  $ 1,570 1,487 6
Noninterest income 722 669 8 1,587 1,277 24
Total revenue (a) 1,466 1,414 4 3,157 2,764 14
Provision for loan and lease losses 719 121 492 1,263 205 515
Noninterest expense 858 765 12 1,576 1,517 4
Net income (loss) (202) 376 NM 84 735 (89)
Common Share Data
Earnings (loss) per share, basic $ (.37) .69 NM $ .16 1.35 (88)
Earnings (loss) per share, diluted (.37) .69 NM .16 1.34 (88)
Cash dividends per common share .15 .42 (64) .59 .84 (30)
Book value per share 16.75 17.14 (2)
Dividend payout ratio NM 59.7 NM 380.0% 62.0 513
Financial Ratios
Return on average assets (.73)% 1.49 NM .15% 1.48 (90)
Return on average equity (8.4) 15.7 NM 1.8 15.1 (88)
Average equity as a percent of average assets 8.59 9.53 (10) 8.51 9.78 (13)
Tangible equity 6.37 7.18 (11)
Tangible common equity 5.40 7.17 (25)
Net interest margin (a) 3.04 3.37 (10) 3.22 3.40 (5)
Efficiency (a) 58.6 54.1 8 49.9 54.9 (9)
Credit Quality
Net losses charged off $ 344 102 237 $ 620 173 258
Net losses charged off as a percent of average loans and leases 1.66% .55 202 1.52% .47 223
Allowance for loan and lease losses as a percent of loans and leases 1.85 1.06 75
Allowance for credit losses as a percent of loans and leases (b) 1.98 1.16 71
Nonperforming assets as a percent of loans, leases and other assets,
including other real estate owned 2.56 .70 266
Average Balances
Loans and leases, including held for sale $ 85,212 77,048 11 $ 85,062 76,457 11
Total securities and other short-term investments 13,363 11,741 14 12,980 11,726 11
Total assets 112,098 100,767 11 111,694 99,984 12
Transaction deposits (c) 53,763 50,932 6 53,610 50,520 6
Core deposits (d) 63,280 61,712 3 63,811 61,428 4
Wholesale funding (e) 35,160 25,393 38 34,189 24,796 38
Shareholders� equity 9,629 9,599 �  9,504 9,783 (3)
Regulatory Capital Ratios
Tier I capital 8.51% 8.13 5
Total risk-based capital 12.15 10.54 15
Tier I leverage 9.08 8.76 4

(a) Amounts presented on a fully taxable equivalent basis. The taxable equivalent adjustments for the three months ended June 30, 2008 and
2007 are $6 million and for the six months ended June 30, 2008 and 2007 are $11 million and $12 million, respectively.
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(b) The allowance for credit losses is the sum of the allowance for loan and lease losses and the reserve for unfunded commitments.
(c) Includes demand, interest checking, savings, money market and foreign office deposits.
(d) Includes transaction deposits plus other time deposits.
(e) Includes certificates $100,000 and over, other foreign office deposits, federal funds purchased, short-term borrowings and long-term debt.
NM Not meaningful
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

OVERVIEW

This overview of management�s discussion and analysis highlights selected information in the financial results of the Bancorp and may not
contain all of the information that is important to you. For a more complete understanding of trends, events, commitments, uncertainties,
liquidity, capital resources and critical accounting policies and estimates, you should carefully read this entire document. Each of these items
could have an impact on the Bancorp�s financial condition, results of operations and cash flows.

The Bancorp is a diversified financial services company headquartered in Cincinnati, Ohio. At June 30, 2008, the Bancorp had $115.0 billion in
assets, operated 18 affiliates with 1,308 full-service Banking Centers including 97 Bank Mart® locations open seven days a week inside select
grocery stores and 2,329 Jeanie® ATMs in the Midwestern and Southeastern regions of the United States. The Bancorp reports on five business
segments: Commercial Banking, Branch Banking, Consumer Lending, Fifth Third Processing Solutions (�FTPS�) and Investment Advisors.

The Bancorp believes that banking is first and foremost a relationship business where the strength of the competition and challenges for growth
can vary in every market. Its affiliate operating model provides a competitive advantage by keeping the decisions close to the customer and by
emphasizing individual relationships. Through its affiliate operating model, individual managers from the banking center to the executive level
are given the opportunity to tailor financial solutions for their customers.

The Bancorp�s revenues are fairly evenly dependent on net interest income and noninterest income. For the three months ended June 30, 2008,
net interest income, on a fully taxable equivalent (�FTE�) basis, and noninterest income provided 51% and 49% of total revenue, respectively.
Therefore, changes in interest rates, credit quality, economic trends and the capital markets are primary factors that drive the performance of the
Bancorp. As discussed later in the Risk Management section, risk identification, measurement, monitoring, control and reporting are important
to the management of risk and to the financial performance and capital strength of the Bancorp.

Net interest income is the difference between interest income earned on assets such as loans, leases and securities, and interest expense incurred
on liabilities such as deposits, short-term borrowings and long-term debt. Net interest income is affected by the general level of interest rates, the
relative level of short-term and long-term interest rates, changes in interest rates and changes in the amount and composition of interest-earning
assets and interest-bearing liabilities. Generally, the rates of interest the Bancorp earns on its assets and pays on its liabilities are established for a
period of time. The change in market interest rates over time exposes the Bancorp to interest rate risk through potential adverse changes to net
interest income and financial position. The Bancorp manages this risk by continually analyzing and adjusting the composition of its assets and
liabilities based on their payment streams and interest rates, the timing of their maturities and their sensitivity to changes in market interest rates.
Additionally, in the ordinary course of business, the Bancorp enters into certain derivative transactions as part of its overall strategy to manage
its interest rate and prepayment risks. The Bancorp is also exposed to the risk of losses on its loan and lease portfolio as a result of changing
expected cash flows caused by loan defaults and inadequate collateral due to a weakening economy within the Bancorp�s footprint.

Net interest income, net interest margin, net interest rate spread and the efficiency ratio are presented in Management�s Discussion and Analysis
of Financial Condition and Results of Operations on an FTE basis. The FTE basis adjusts for the tax-favored status of income from certain loans
and securities held by the Bancorp that are not taxable for federal income tax purposes. The Bancorp believes this presentation to be the
preferred industry measurement of net interest income as it provides a relevant comparison between taxable and non-taxable amounts.

Noninterest income is derived primarily from electronic funds transfer (�EFT�) and merchant transaction processing fees, card interchange,
fiduciary and investment management fees, corporate banking revenue, service charges on deposits and mortgage banking revenue. Noninterest
expense is primarily driven by personnel costs and occupancy expenses, in addition to expenses incurred in the processing of credit and debit
card transactions for its customers and merchant and financial institution clients.

On May 2, 2008, the Bancorp completed its acquisition of nine branches located in Atlanta from First Horizon National Corporation (�First
Horizon�). On June 6, 2008, the Bancorp completed its acquisition of First Charter Corporation (�First Charter�), a regional financial services
company with assets of $4.8 billion and that operates 57 branches in North Carolina and 2 in suburban Atlanta, paying $31.00 per First Charter
share, or approximately $1.1 billion.

Earnings Summary
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The Bancorp�s net loss was $202 million in the second quarter of 2008, compared to net income of $376 million for the same period last year.
Second quarter 2008 results reflected the $229 million after-tax impact of charges relating to leveraged leases, which consisted of approximately
$130 million pre-tax, reflected as a reduction in interest income, and an increase of approximately $140 million in tax expense required for
interest. The leveraged lease charges were deemed necessary due to recent court decisions related to leveraged leases and uncertainty regarding
the outcome of outstanding litigation involving certain of the Bancorp�s leveraged leases. Current quarter results also reflect an increase in the
provision for loan and lease losses due to the continuing deterioration in credit quality and collateral values within the Bancorp�s footprint,
particularly in Michigan and Florida.

4
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Net interest income (FTE) was flat compared to the same period last year, at $744 million versus $745 million. Net interest margin was 3.04% in
the second quarter of 2008, a decrease of 33 basis points (�bp�) from the second quarter of 2007. Net interest income was impacted by the
previously mentioned $130 million charge related to certain leveraged lease transactions, which corresponded to a 53 bp impact on net interest
margin. Additionally, net interest income for the current quarter benefited from $31 million in accretion due to fair value purchase accounting
adjustments related to the First Charter acquisition, which corresponded to a 13 bp impact on net interest margin. Net interest margin was also
impacted by lower funding costs and an 11% increase in average loans and leases.

Noninterest income increased eight percent, from $669 million to $722 million, over the same quarter last year. The increase from a year ago
was due to double-digit growth in electronic payment processing revenue, deposit service charges, corporate banking revenue and mortgage
banking revenue. Electronic payment processing revenue increased due to growth in each of its product lines: merchant, financial institutions
and card issuer interchange. The increase in deposit service charges can be attributed to a decrease in earnings credits on commercial deposits
and an increase in deposit fees from higher customer activity for consumer deposits. Growth in corporate banking revenue was broad-based in
comparison to the prior year quarter. Mortgage banking revenue increased compared to the prior year quarter due to growth in originations,
higher sale margins and the impact of the adoption of Statement of Financial Accounting Standards (�SFAS�) No. 159, �The Fair Value Option for
Financial Assets and Financial Liabilities - Including an Amendment of FASB Statement No. 115� (�SFAS No. 159�) on residential mortgage loans
held for sale.

Noninterest expense increased 12% compared to the second quarter of 2007. Noninterest expense in the second quarter of 2008 included
acquisition-related expenses totaling $13 million resulting from the First Charter acquisition and First Horizon branch acquisition during the
quarter. The increase in noninterest expense can also be attributed to approximately $17 million in mortgage origination costs related to the
adoption of SFAS No. 159 that were historically recorded in mortgage banking net revenue. Noninterest expense also grew due to increases in
volume-related processing expense, incentive compensation, branch expansion related expenses as well as investments in technology.

The Bancorp maintains a conservative approach to both lending and investing activities as it does not originate subprime loans, nor does it hold
asset-backed securities backed by subprime loans in its securities portfolio. However, the Bancorp has exposure to the housing markets, which
continued to weaken considerably during the second quarter of 2008, particularly in the upper Midwest and Florida. Consequently, the provision
for loan and lease losses increased to $719 million for the three months ended June 30, 2008 compared to $121 million during the second quarter
of 2007. In addition, net charge-offs as a percent of average loans and leases were 1.66% in the second quarter of 2008 compared to .55% in the
second quarter of 2007. At June 30, 2008, nonperforming assets as a percent of loans, leases and other assets, including other real estate owned
increased to 2.56% from .70% at June 30, 2007. Refer to the Credit Risk Management section in Management�s Discussion and Analysis for
more information on credit quality.

The Bancorp�s capital ratios exceed the �well-capitalized� guidelines as defined by the Board of Governors of the Federal Reserve System (�FRB�).
As of June 30, 2008, the Tier I capital ratio was 8.51%, the Tier I leverage ratio was 9.08% and the total risk-based capital ratio was 12.15%.
These capital ratios were strengthened in the second quarter of 2008 as a result of the Bancorp�s issuance of capital totaling approximately $1.1
billion in the form of convertible preferred stock. The Bancorp had senior debt ratings of �Aa3� from Moody�s, �A+� from Standard & Poor�s, �A+�
from Fitch Ratings and �AAL� from DBRS Ltd. at June 30, 2008, which indicate the Bancorp�s strong capacity to meet financial commitments.
The �well-capitalized� capital ratios along with strong credit ratings provide the Bancorp with access to the capital markets.

The Bancorp continues to invest in the geographic areas that offer the best growth prospects through acquisitions and de novo expansion, while
at the same time meeting the banking needs of our existing communities through a well-distributed banking center network. During the second
quarter of 2008, the Bancorp opened 76 additional banking centers including banking centers from acquisitions. New banking centers in the
remainder of 2008 will mostly be in high growth markets such as Florida, Chicago, Tennessee, Georgia and North Carolina.

RECENT ACCOUNTING STANDARDS

Note 2 of the Notes to Condensed Consolidated Financial Statements provides a discussion of the significant new accounting standards adopted
by the Bancorp during 2008 and 2007 and the expected impact of significant accounting standards issued but not yet required to be adopted.

5
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

CRITICAL ACCOUNTING POLICIES

The Bancorp�s Condensed Consolidated Financial Statements are prepared in accordance with accounting principles generally accepted in the
United States of America. Certain accounting polices require management to exercise judgment in determining methodologies, economic
assumptions and estimates that may materially affect the value of the Bancorp�s assets or liabilities and results of operations and cash flows. The
Bancorp has five critical accounting policies, which include the accounting for allowance for loan and lease losses, reserve for unfunded
commitments, income taxes, valuation of servicing rights and fair value measurements.

Allowance for Loan and Lease Losses

The Bancorp maintains an allowance to absorb probable loan and lease losses inherent in the portfolio. The allowance is maintained at a level
the Bancorp considers to be adequate and is based on ongoing quarterly assessments and evaluations of the collectibility and historical loss
experience of loans and leases. Credit losses are charged and recoveries are credited to the allowance. Provisions for loan and lease losses are
based on the Bancorp�s review of the historical credit loss experience and such factors that, in management�s judgment, deserve consideration
under existing economic conditions in estimating probable credit losses. In determining the appropriate level of the allowance, the Bancorp
estimates losses using a range derived from �base� and �conservative� estimates. The Bancorp�s strategy for credit risk management includes a
combination of conservative exposure limits significantly below legal lending limits and conservative underwriting, documentation and
collections standards. The strategy also emphasizes diversification on a geographic, industry and customer level, regular credit examinations and
quarterly management reviews of large credit exposures and loans experiencing deterioration of credit quality.

Larger commercial loans that exhibit probable or observed credit weakness are subject to individual review. When individual loans are impaired,
allowances are allocated based on management�s estimate of the borrower�s ability to repay the loan given the availability of collateral and other
sources of cash flow, as well as an evaluation of legal options available to the Bancorp. The review of individual loans includes those loans that
are impaired as provided in SFAS No. 114, �Accounting by Creditors for Impairment of a Loan.� Any allowances for impaired loans are measured
based on the present value of expected future cash flows discounted at the loan�s effective interest rate or the fair value of the underlying
collateral. The Bancorp evaluates the collectibility of both principal and interest when assessing the need for a loss accrual. Historical loss rates
are applied to commercial loans which are not impaired and thus not subject to specific allowance allocations. The loss rates are derived from a
migration analysis, which tracks the historical net charge-off experience sustained on loans according to their internal risk grade. The risk
grading system currently utilized for allowance analysis purposes encompasses ten categories.

Homogenous loans and leases, such as consumer installment and residential mortgage, are not individually risk graded. Rather, standard credit
scoring systems and delinquency monitoring are used to assess credit risks. Allowances are established for each pool of loans based on the
expected net charge-offs. Loss rates are based on the average net charge-off history by loan category. Historical loss rates for commercial and
consumer loans may be adjusted for significant factors that, in management�s judgment, are necessary to reflect losses inherent in the portfolio.
Factors that management considers in the analysis include the effects of the national and local economies; trends in the nature and volume of
delinquencies, charge-offs and nonaccrual loans; changes in mix; credit score migration comparisons; asset quality trends; risk management and
loan administration; changes in the internal lending policies and credit standards; collection practices; and examination results from bank
regulatory agencies and the Bancorp�s internal credit examiners.

The Bancorp�s current methodology for determining the allowance for loan and lease losses is based on historical loss rates, current credit grades,
specific allocation on impaired commercial credits and other qualitative adjustments. Allowances on individual loans and historical loss rates are
reviewed quarterly and adjusted as necessary based on changing borrower and/or collateral conditions and actual collection and charge-off
experience. An unallocated allowance is maintained to recognize the imprecision in estimating and measuring loss when evaluating allowances
for individual loans or pools of loans.

Loans acquired by the Bancorp through a purchase business combination are evaluated for credit impairment at acquisition. Reductions to the
carrying value of the acquired loans as a result of credit impairment are recorded as an adjustment to goodwill. The Bancorp does not carry over
the acquired company�s allowance for loan and lease losses, nor does the Bancorp add to its existing allowance for the acquired loans as part of
purchase accounting.

The Bancorp�s determination of the allowance for commercial loans is sensitive to the risk grade it assigns to these loans. In the event that 10%
of commercial loans in each risk category would experience a downgrade of one risk category, the allowance for commercial loans would
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increase by approximately $108 million at June 30, 2008. The Bancorp�s determination of the allowance for residential and retail loans is
sensitive to changes in estimated loss rates. In the event that estimated loss rates would increase by 10%, the allowance for residential and
consumer loans would increase by approximately $61 million at June 30, 2008. As several quantitative and qualitative factors are considered in
determining the allowance for loan and lease losses, these sensitivity analyses do not necessarily reflect the nature and extent of future changes
in the allowance for loan and lease losses. They are intended to provide insights into the impact of adverse changes in risk grades and estimated
loss rates and do not imply any expectation of future deterioration in the risk ratings or loss rates. Given current processes employed by the
Bancorp, management believes the risk grades and estimated loss rates currently assigned are appropriate.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

The Bancorp�s primary market areas for lending are the Midwestern and Southeastern regions of the United States. When evaluating the
adequacy of allowances, consideration is given to these regional geographic concentrations and the closely associated effect changing economic
conditions have on the Bancorp�s customers.

In the current year, the Bancorp has not substantively changed any material aspect of its overall approach to determining its allowance for loan
and lease losses. There have been no material changes in criteria or estimation techniques as compared to prior periods that impacted the
determination of the current period allowance for loan and lease losses.

Reserve for Unfunded Commitments

The reserve for unfunded commitments is maintained at a level believed by management to be sufficient to absorb estimated probable losses
related to unfunded credit facilities. The determination of the adequacy of the reserve is based upon an evaluation of the unfunded credit
facilities, including an assessment of historical commitment utilization experience, credit risk grading and credit grade migration. Net
adjustments to the reserve for unfunded commitments are included in other noninterest expense in the Condensed Consolidated Statements of
Income.

Income Taxes

The Bancorp estimates income tax expense based on amounts expected to be owed to the various tax jurisdictions in which the Bancorp
conducts business. On a quarterly basis, management assesses the reasonableness of its effective tax rate based upon its current estimate of the
amount and components of net income, tax credits and the applicable statutory tax rates expected for the full year. The estimated income tax
expense is recorded in the Condensed Consolidated Statements of Income.

Deferred income tax assets and liabilities are determined using the balance sheet method. Under this method, the net deferred tax asset or
liability is based on the tax effects of the differences between the book and tax basis of assets and liabilities and recognizes enacted changes in
tax rates and laws. Deferred tax assets are recognized to the extent they exist and are subject to a valuation allowance based on management�s
judgment that realization is more-likely-than-not. Deferred taxes are reported in accrued taxes, interest and expenses in the Condensed
Consolidated Balance Sheets.

Accrued taxes represent the net estimated amount due to taxing jurisdictions and are reported in accrued taxes, interest and expenses in the
Condensed Consolidated Balance Sheets. The Bancorp evaluates and assesses the relative risks and appropriate tax treatment of transactions and
filing positions after considering statutes, regulations, judicial precedent and other information and maintains tax accruals consistent with its
evaluation of these relative risks and merits. Changes to the estimate of accrued taxes occur periodically due to changes in tax rates,
interpretations of tax laws, the status of examinations being conducted by taxing authorities and changes to statutory, judicial and regulatory
guidance that impact the relative risks of tax positions. These changes, when they occur, can affect deferred taxes and accrued taxes as well as
the current period�s income tax expense and can be significant to the operating results of the Bancorp. As described in greater detail in Note 9 of
the Notes to Condensed Consolidated Financial Statements, the Internal Revenue Service (�IRS�) is currently challenging the Bancorp�s tax
treatment of certain leasing transactions. For additional information on income taxes, see Note 11 of the Notes to Condensed Consolidated
Financial Statements.

Valuation of Servicing Rights

When the Bancorp sells loans through either securitizations or individual loan sales in accordance with its investment policies, it often obtains
servicing rights. Servicing rights resulting from loan sales are initially recorded at fair value and subsequently amortized in proportion to, and
over the period of, estimated net servicing income. Servicing rights are assessed for impairment monthly, based on fair value, with temporary
impairment recognized through a valuation allowance and permanent impairment recognized through a write-off of the servicing asset and
related valuation allowance. Key economic assumptions used in measuring any potential impairment of the servicing rights include the
prepayment speeds of the underlying loans, the weighted-average life, the discount rate, the weighted-average coupon and the weighted-average
default rate, as applicable. The primary risk of material changes to the value of the servicing rights resides in the potential volatility in the
economic assumptions used, particularly the prepayment speeds.
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The Bancorp monitors risk and adjusts its valuation allowance as necessary to adequately reserve for any probable impairment in the servicing
portfolio. For purposes of measuring impairment, the servicing rights are stratified into classes based on the financial asset type and interest
rates. Fees received for servicing loans owned by investors are based on a percentage of the outstanding monthly principal balance of such loans
and are included in noninterest income as loan payments are received. Costs of servicing loans are charged to expense as incurred.

The change in the fair value of mortgage servicing rights (�MSRs�) at June 30, 2008 due to immediate 10% and 20% adverse changes in the
current prepayment assumption would be approximately $30 million and $57 million, respectively, and due to immediate 10% and 20%
favorable changes in the current prepayment assumption would be approximately $33 million and $68 million, respectively.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

The change in the fair value of the MSR portfolio at June 30, 2008 due to immediate 10% and 20% adverse changes in the discount rate
assumption would be approximately $27 million and $52 million, respectively, and due to immediate 10% and 20% favorable changes in the
discount rate assumption would be approximately $29 million and $61 million, respectively. The sensitivity analysis related to other consumer
and commercial servicing rights is not material to the Bancorp�s Condensed Consolidated Financial Statements. These sensitivities are
hypothetical and should be used with caution. As the figures indicate, changes in fair value based on a 10% and 20% variation in assumptions
typically cannot be extrapolated because the relationship of the change in assumptions to the change in fair value may not be linear. Also, the
effect of variation in a particular assumption on the fair value of the interests that continue to be held by the transferor is calculated without
changing any other assumption; in reality, changes in one factor may result in changes in another, which might magnify or counteract the
sensitivities. Additionally, the effect of the Bancorp�s non-qualifying hedging strategy, which is maintained to lessen the impact of changes in
value of the MSR portfolio, is excluded from the above analysis.

Fair Value Measurements

Effective January 1, 2008, the Bancorp adopted SFAS No. 157, �Fair Value Measurements�, which provides a framework for measuring fair value
under accounting principles generally accepted in the United States of America. SFAS No. 157 defines fair value as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. SFAS
No. 157 addresses the valuation techniques used to measure fair value. These valuation techniques include the market approach, income
approach and cost approach. The market approach uses prices or relevant information generated by market transactions involving identical or
comparable assets or liabilities. The income approach involves converting future amounts to a single present amount. The measurement is
valued based on current market expectations about those future amounts. The cost approach is based on the amount that currently would be
required to replace the service capacity of the asset.

SFAS No. 157 establishes a fair value hierarchy, which prioritizes the inputs to valuation techniques used to measure fair value into three broad
levels. The fair value hierarchy gives the highest priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the
lowest priority to unobservable inputs (Level 3). A financial instrument�s categorization within the fair value hierarchy is based upon the lowest
level of input that is significant to the instrument�s fair value measurement. The three levels within the fair value hierarchy are described as
follows:

Level 1 - Quoted prices (unadjusted) in active markets for identical assets or liabilities that the Bancorp has the ability to access at the
measurement date.

Level 2 - Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or indirectly. Level 2
inputs include: quoted prices for similar assets or liabilities in active markets; quoted prices for identical or similar assets or liabilities in markets
that are not active; inputs other than quoted prices that are observable for the asset or liability; and inputs that are derived principally from or
corroborated by observable market data by correlation or other means.

Level 3 - Unobservable inputs for the asset or liability for which there is little, if any, market activity at the measurement date. Unobservable
inputs reflect the Bancorp�s own assumptions about what market participants would use to price the asset or liability. The inputs are developed
based on the best information available in the circumstances, which might include the Bancorp�s own financial data such as internally developed
pricing models, discounted cash flow methodologies, as well as instruments for which the fair value determination requires significant
management judgment.

The Bancorp measures financial assets and liabilities at fair value in accordance with SFAS No. 157. These measurements involve various
valuation techniques and models, which involve inputs that are observable, when available, and include the following significant financial
instruments: available-for-sale securities, residential mortgage loans held for sale and certain derivatives. The following is a summary of
valuation techniques utilized by the Bancorp for its significant financial assets and liabilities.

Available-for-sale securities

Where quoted prices are available in an active market, securities are classified within Level 1 of the valuation hierarchy. If quoted market prices
are not available, then fair values are estimated using pricing models, quoted prices of securities with similar characteristics, or discounted cash
flows and classified within Level 2 of the fair value hierarchy. In certain cases where there is limited activity or less transparency around inputs
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to the valuation, securities are classified within Level 3 of the valuation hierarchy. A significant portion of the Bancorp�s available-for-sale
securities are agency mortgage-backed securities that are fair valued using a market approach and the Bancorp has determined them to be Level
2 in the fair value hierarchy.

8
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Residential mortgage loans held for sale

For residential mortgage loans held for sale, fair value is estimated based upon mortgage backed securities prices and spreads to those prices or,
for certain assets, discounted cash flow models that may incorporate the anticipated portfolio composition, credit spreads of asset-backed
securities with similar collateral, and market conditions. Residential mortgage loans held for sale are fair valued using a market approach and the
Bancorp has determined them to be Level 2 in the fair value hierarchy.

Derivatives

Exchange-traded derivatives valued using quoted prices are classified within Level 1 of the valuation hierarchy. However, few classes of
derivative contracts are listed on an exchange. Derivative positions that are valued utilizing models that use as their basis readily observable
market parameters are classified within Level 2 of the valuation hierarchy. Derivatives that are valued based upon models with significant
unobservable market parameters are classified within Level 3 of the valuation hierarchy. A majority of the derivatives are fair valued using an
income approach and the Bancorp has determined them to be Level 2 in the fair value hierarchy.

Other significant areas include purchase price allocations and the analysis of potential impairment of goodwill. No material changes have been
made during the three and six months ended June 30, 2008 to the valuation techniques or models described previously.

Valuation techniques and models utilized for measuring financial assets and liabilities are reviewed and validated by the Bancorp on a quarterly
basis. Additionally, the Bancorp monitors the fair values of significant assets and liabilities using a variety of methods including the evaluation
of pricing runs and exception reports based on certain analytical criteria, comparison to previous trades, and overall review and assessments for
reasonableness.

9
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

STATEMENTS OF INCOME ANALYSIS

Net Interest Income

Net interest income is the interest earned on debt securities, loans and leases (including yield-related fees) and other interest-earning assets less
the interest paid for core deposits (includes transaction deposits and other time deposits) and wholesale funding (includes certificates $100,000
and over, other foreign office deposits, federal funds purchased, short-term borrowings and long-term debt). The net interest margin is calculated
by dividing net interest income by average interest-earning assets. Net interest spread is the difference between the average rate earned on
interest-earning assets and the average rate paid on interest-bearing liabilities. Net interest margin is typically greater than net interest rate spread
due to the interest income earned on those assets that are funded by non-interest-bearing liabilities, or free funding, such as demand deposits or
shareholders� equity.

Net interest income (FTE) was $744 million for the second quarter of 2008, compared to the $745 million earned in the second quarter of 2007
and decreased $82 million from the first quarter of 2008. Net interest income was affected by the recalculation of cash flows on certain
leveraged leases that reduced interest income on commercial leases by approximately $130 million. In addition, amortization and accretion of
premiums and discounts on acquired loans increased interest income by $35 million compared to an increase of $5 million in the first quarter of
2008 and a decrease of $1 million for the second quarter of 2007. Exclusive of the items above, net interest income increased $93 million
compared to the second quarter of 2007 and $18 million compared to the first quarter of 2008. The increase from the second quarter of 2007
resulted from an 11% increase in average loan and lease balances combined with a 42 bp increase in net interest spread. The sequential increase
in net interest income was related to a 12 bp increase in net interest rate spread primarily caused by increased credit spreads on loans and leases
that allowed interest-bearing liabilities to reprice further than interest-bearing assets during the declining rate environment.

Net interest margin decreased to 3.04% in the second quarter of 2008, compared to 3.41% in the first quarter of 2008 and 3.37% in the second
quarter of 2007, and was affected by the recalculation of cash flows on certain leveraged leases, a 53 bp decrease, and amortization and accretion
of premiums and discounts on acquired loans, a 13 bp increase. On a year-over-year basis, the decrease in the Bancorp�s net free funding position
was more than offset by a 42 bp increase in net interest rate spread. Sequentially, a full quarter effect of the decreases in funding rates during the
first quarter of 2008 offset the increased reliance on wholesale funding.

Total average interest-earning assets increased modestly on a sequential basis and 11% from the second quarter of 2007. On a year-over-year
basis, average total commercial loans increased 21% and the investment portfolio increased 14% while consumer loans modestly declined. The
increase in total commercial loans was concentrated in commercial and industrial loans, which increased 32%, primarily due to strong loan
production and the origination for portfolio of investment grade loans that historically were sold to the Bancorp�s commercial paper conduit.
Sequential increases in commercial and industrial loans were offset by decreases in automobile loans as a result of $2.7 billion of securitizations
during the first quarter of 2008.

The growth in average loans and leases since the second quarter of 2007 outpaced core deposit growth by $6.6 billion. In the second quarter of
2008, wholesale funding represented 42% of interest-bearing liabilities, up from 34% in the second quarter of 2007. The increase in wholesale
funding as a percentage of interest-bearing liabilities was the result of the issuance of $2.2 billion of trust preferred securities during 2007, $750
million of senior notes in April 2008 and $400 million of trust preferred securities in May 2008, partially offset by the repurchase of $690
million of mandatorily redeemable securities, which occurred in the fourth quarter of 2007.

Interest income (FTE) from loans and leases decreased $293 million, or 22%, compared to the second quarter of 2007 and decreased $241
million, or 19%, compared to the first quarter of 2008. The decrease sequentially and year-over-year is affected by the recalculation of leveraged
lease cash flows that reduced interest income from loans and leases by approximately $130 million. Other factors reducing interest income from
loans and leases include the repricing of loans in a declining rate environment, partially offset by the increase in average loan and lease balances.
At the end of the second quarter of 2008, the Bancorp�s prime rate was 5.00% compared to 8.25% during the second quarter of 2007.

Interest income (FTE) from investment securities and short-term investments increased seven percent compared to the second quarter of 2007
and was flat compared to the first quarter of 2008. The increase from the second quarter of 2007 was the result of a 14%, or $1.6 billion, increase
in the average investment portfolio offset by a decrease in the weighted-average yield of 28 bp.

Edgar Filing: FIFTH THIRD BANCORP - Form 10-Q

Table of Contents 17



Core deposits increased $1.6 billion, or three percent, compared to the second quarter of last year and decreased $1.1 billion, or two percent,
compared to the sequential quarter. The cost of interest-bearing core deposits was 1.60% in the second quarter of 2008, which was a decrease of
182 bp from 3.42% in the second quarter of 2007 and 79 bp from 2.39% in the first quarter of 2008. The decrease in the cost of interest-bearing
core deposits is a result of declining market rates.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

TABLE 2: Consolidated Average Balance Sheets and Analysis of Net Interest Income (FTE)

For the three months ended June 30, 2008 June 30, 2007
Attribution of Change in Net Interest

Income (a)

($ in millions)
Average
Balance

Revenue/
Cost

Average
Yield/
Rate

Average
Balance

Revenue/
Cost

Average
Yield/
Rate Volume Yield/Rate Total

Assets
Interest-earning assets:
Loans and leases (b):
Commercial loans $ 28,557 $ 357 5.04% $ 21,587 $ 401 7.45% $ 108 $ (152) $ (44)
Commercial mortgage 12,590 186 5.93 11,030 201 7.30 26 (41) (15)
Commercial construction 5,700 77 5.44 5,595 107 7.69 2 (32) (30)
Commercial leases 3,747 (91) (9.77) 3,678 40 4.32 1 (132) (131)

Subtotal � commercial 50,594 529 4.21 41,890 749 7.17 137 (357) (220)
Residential mortgage loans 11,244 171 6.10 10,201 156 6.12 16 (1) 15
Home equity 12,012 168 5.61 11,886 227 7.66 2 (61) (59)
Automobile loans 8,439 131 6.23 10,552 164 6.25 (33) �  (33)
Credit card 1,703 39 9.28 1,248 33 10.62 11 (5) 6
Other consumer loans/leases 1,220 15 4.97 1,271 17 5.48 (1) (1) (2)

Subtotal � consumer 34,618 524 6.08 35,158 597 6.81 (5) (68) (73)

Total loans and leases 85,212 1,053 4.97 77,048 1,346 7.01 132 (425) (293)
Securities:
Taxable 12,554 151 4.83 11,030 137 4.98 18 (4) 14
Exempt from income taxes (b) 364 7 7.32 508 9 7.38 (2) �  (2)
Other short-term investments 445 2 2.12 203 3 5.18 1 (2) (1)

Total interest-earning assets 98,575 1,213 4.95 88,789 1,495 6.75 149 (431) (282)
Cash and due from banks 2,357 2,235
Other assets 12,370 10,524
Allowance for loan and lease losses (1,204) (781)

Total assets $ 112,098 $ 100,767

Liabilities
Interest-bearing liabilities:
Interest checking $ 14,396 $ 28 0.78% $ 15,061 $ 83 2.21% $ (4) $ (51) $ (55)
Savings 16,583 48 1.16 14,620 118 3.23 14 (84) (70)
Money market 6,592 29 1.76 6,244 69 4.44 4 (44) (40)
Foreign office deposits 2,169 8 1.42 1,637 18 4.38 5 (15) (10)
Other time deposits 9,517 83 3.52 10,780 124 4.63 (13) (28) (41)
Certificates - $100,000 and over 8,143 67 3.29 6,511 83 5.12 18 (34) (16)
Other foreign office deposits 2,948 15 2.10 732 10 5.31 14 (9) 5
Federal funds purchased 3,643 19 2.08 3,540 47 5.31 1 (29) (28)
Other short-term borrowings 5,623 30 2.15 2,372 25 4.31 22 (17) 5
Long-term debt 14,803 142 3.85 12,238 173 5.65 31 (62) (31)
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Total interest-bearing liabilities 84,417 469 2.23 73,735 750 4.08 92 (373) (281)
Demand deposits 14,023 13,370
Other liabilities 4,029 4,063

Total liabilities 102,469 91,168
Shareholders� equity 9,629 9,599

Total liabilities and shareholders� equity $ 112,098 $ 100,767

Net interest income $ 744 $ 745 $ 57 $ (58) $ (1)
Net interest margin 3.04% 3.37%
Net interest rate spread 2.72 2.67
Interest-bearing liabilities to
interest-earning assets 85.64 83.05

(a) Changes in interest not solely due to volume or yield/rate are allocated in proportion to the absolute dollar amount of change in volume
and yield/rate.

(b) The fully taxable-equivalent adjustments included in the above table are $6 million for the three months ended June 30, 2008 and 2007.

11

Edgar Filing: FIFTH THIRD BANCORP - Form 10-Q

Table of Contents 20



Table of Contents

Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

TABLE 3: Consolidated Average Balance Sheets and Analysis of Net Interest Income (FTE)

For the six months ended June 30, 2008 June 30, 2007
Attribution of Change in Net Interest

Income (a)

($ in millions)
Average
Balance

Revenue/
Cost

Average
Yield/
Rate

Average
Balance

Revenue/
Cost

Average
Yield/
Rate Volume Yield/Rate Total

Assets
Interest-earning assets:
Loans and leases (b):
Commercial loans $ 27,587 $ 754 5.50% $ 21,249 $ 788 7.48% $ 204 $ (238) $ (34)
Commercial mortgage 12,321 374 6.10 10,799 391 7.31 52 (69) (17)
Commercial construction 5,639 155 5.54 5,803 222 7.72 (6) (61) (67)
Commercial leases 3,735 (51) (2.76) 3,669 79 4.33 1 (131) (130)

Subtotal � commercial 49,282 1,232 5.03 41,520 1,480 7.19 251 (499) (248)
Residential mortgage loans 11,472 349 6.12 10,184 310 6.14 40 (1) 39
Home equity 11,929 358 6.03 11,979 456 7.67 (1) (97) (98)
Automobile loans 9,491 299 6.33 10,392 321 6.21 (28) 6 (22)
Credit card 1,681 77 9.22 1,135 64 11.31 27 (14) 13
Other consumer loans/leases 1,207 31 5.24 1,247 32 5.29 (1) �  (1)

Subtotal � consumer 35,780 1,114 6.26 34,937 1,183 6.83 37 (106) (69)

Total loans and leases 85,062 2,346 5.55 76,457 2,663 7.02 288 (605) (317)
Securities:
Taxable 12,057 298 4.97 10,991 273 5.02 27 (2) 25
Exempt from income taxes (b) 383 14 7.32 521 19 7.39 (5) �  (5)
Other short-term investments 540 7 2.69 214 6 5.45 5 (4) 1

Total interest-earning assets 98,042 2,665 5.47 88,183 2,961 6.77 315 (611) (296)
Cash and due from banks 2,296 2,243
Other assets 12,424 10,333
Allowance for loan and lease losses (1,068) (775)

Total assets $ 111,694 $ 99,984

Liabilities
Interest-bearing liabilities:
Interest checking $ 14,616 $ 81 1.11% $ 15,284 $ 171 2.26% $ (7) $ (83) $ (90)
Savings 16,329 120 1.48 14,157 228 3.25 31 (139) (108)
Money market 6,744 76 2.26 6,310 139 4.45 9 (72) (63)
Foreign office deposits 2,306 23 1.98 1,491 32 4.36 13 (22) (9)
Other time deposits 10,201 200 3.94 10,908 250 4.61 (15) (35) (50)
Certificates - $100,000 and over 6,989 131 3.77 6,596 168 5.15 10 (47) (37)
Other foreign office deposits 3,405 46 2.74 549 15 5.31 41 (10) 31
Federal funds purchased 4,451 62 2.77 3,026 80 5.31 29 (47) (18)
Other short-term borrowings 5,280 67 2.56 2,386 51 4.34 44 (28) 16
Long-term debt 14,064 289 4.15 12,239 340 5.60 46 (97) (51)
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Total interest-bearing liabilities 84,385 1,095 2.61 72,946 1,474 4.07 201 (580) (379)
Demand deposits 13,615 13,278
Other liabilities 4,190 3,977

Total liabilities 102,190 90,201
Shareholders� equity 9,504 9,783

Total liabilities and shareholders� equity $ 111,694 $ 99,984

Net interest income $ 1,570 $ 1,487 $ 114 $ 31 $ 83
Net interest margin 3.22% 3.40%
Net interest rate spread 2.86 2.70
Interest-bearing liabilities to
interest-earning assets 86.07 82.72

(a) Changes in interest not solely due to volume or yield/rate are allocated in proportion to the absolute dollar amount of change in volume
and yield/rate.

(b) The fully taxable-equivalent adjustments included in the above table are $11 million and $12 million for the six months ended June 30,
2008 and 2007.

Interest expense on wholesale funding decreased 19% compared to the prior year quarter as declining interest rates more than offset a 38%
increase in average balances. During the past year, the federal funds target rate decreased 325 bp from a target of 2.00% at June 30, 2008
compared to 5.25% at June 30, 2007. Interest expense on wholesale funding decreased $51 million, or 16%, since the first quarter of 2008. This
decrease was a result of a full quarter effect of the decreases in the federal funds rate totaling 200 bp during the first quarter of 2008, partially
offset by a six percent increase in average balances.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

The Bancorp�s net free funding position decreased six percent from $15.1 billion in the second quarter of 2007 to $14.2 billion in the second
quarter of 2008. The decrease in the net free funding position since the second quarter of 2007 was primarily a result of the increase in
non-earning assets of $1.5 billion.

Provision for Loan and Lease Losses

The Bancorp provides as an expense an amount for probable loan and lease losses within the loan and lease portfolio that is based on factors
previously discussed in the Critical Accounting Policies section. The provision is recorded to bring the allowance for loan and lease losses to a
level deemed appropriate by the Bancorp. Actual credit losses on loans and leases are charged against the allowance for loan and lease losses.
The amount of loans actually removed from the Condensed Consolidated Balance Sheets is referred to as charge-offs. Net charge-offs include
current period charge-offs less recoveries on previously charged-off loans and leases.

The provision for loan and lease losses increased to $719 million in the second quarter of 2008 compared to $121 million in the same period last
year. The primary factors in the increase were the increase in delinquencies, the deterioration in real estate collateral values in certain of the
Bancorp�s key lending markets and declines in general economic conditions. As of June 30, 2008, the allowance for loan and lease losses as a
percent of loans and leases increased to 1.85% from 1.06% at June 30, 2007.

Refer to the Credit Risk Management section for more detailed information on the provision for loan and lease losses including an analysis of
loan portfolio composition, non-performing assets, net charge-offs, and other factors considered by the Bancorp in assessing the credit quality of
the loan portfolio and the allowance for loan and lease losses.

Noninterest Income

For the three months ended June 30, 2008, noninterest income increased by $53 million, or eight percent, on a year-over-year basis. The
components of noninterest income for these periods are as follows:

TABLE 4: Noninterest Income

For the three months
ended June 30, Percent

Change

For the six months
ended June 30, Percent

Change($ in millions) 2008 2007 2008 2007
Electronic payment processing revenue $ 235 205 15 $ 447 390 15
Service charges on deposits 159 142 12 307 268 14
Corporate banking revenue 111 88 26 218 171 28
Investment advisory revenue 92 97 (5) 185 193 (4)
Mortgage banking net revenue 86 41 108 182 81 126
Other noninterest income 49 96 (49) 228 174 31
Securities (losses) gains, net (10) �  NM 17 �  NM
Securities gains, net � non-qualifying hedges on mortgage servicing rights �  �  �  3 �  �  

Total noninterest income $ 722 669 8 $ 1,587 1,277 24

NM Percentage change is not meaningful.
Electronic payment processing revenue increased $30 million, or 15%, in the second quarter of 2008 compared to the same period last year as
the Bancorp realized growth in each of its three product lines. Merchant processing revenue increased 16%, to $88 million, compared to the
same period in 2007. Financial institutions revenue increased to $84 million, up $8 million or 10%, compared to the second quarter of 2007 as a
result of continued success in attracting financial institution customers. Card issuer interchange increased 20%, to $63 million, compared to the
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same period in 2007 due to continued growth related to debit and credit card usage and increases in the average dollar amount per debit card
transaction. The Bancorp processes over 26.7 billion transactions annually and handles electronic processing for over 158,000 merchant
locations worldwide.

Service charges on deposits were up $17 million, or 12%, in the second quarter of 2008 compared to the same period last year. Commercial
deposits revenue increased 19%, or $11 million, compared to the same quarter last year. This increase was primarily impacted by a decrease in
earnings credits on compensating balances resulting from the change in short-term interest rates. Commercial customers receive earnings credits
to offset the fees charged for banking services on their deposit accounts such as account maintenance, lockbox, ACH transactions, wire transfers
and other ancillary corporate treasury management services. Earnings credits are based on the customer�s average balance in qualifying deposits
multiplied by the crediting rate. Qualifying deposits include demand deposits and interest-bearing checking accounts. The Bancorp has a
standard crediting rate that is adjusted as necessary based on competitive market conditions and changes in short-term interest rates. Retail
deposit revenue increased seven percent in the second quarter of 2008 compared to the same period last year. The increase in retail service
charges was attributable to higher customer activity and growth in the number of customer accounts. Growth in the number of customer deposit
account relationships and deposit generation continues to be a primary focus of the Bancorp.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Corporate banking revenue increased $23 million to $111 million in the second quarter of 2008, up 26% over the comparable period in 2007.
The growth in corporate banking revenue was largely attributable to higher foreign exchange derivative income of $26 million, an increase of
$12 million compared to the prior year quarter. Growth also occurred in business lending fees, which grew $4 million in the second quarter of
2008 to $22 million. The Bancorp is committed to providing a comprehensive range of financial services to large and middle-market businesses
and continues to see opportunities to expand its product offering.

Investment advisory revenue decreased $5 million, or five percent, from the second quarter of 2007. The Bancorp experienced broad-based
decreases in several categories within investment advisory revenue. Brokerage fee income, which includes Fifth Third Securities income,
decreased $4 million, or 12%, in the second quarter of 2008 as investors migrated balances from stock and bond funds to money markets funds.
Mutual fund revenue decreased 10%, to $14 million, in the second quarter of 2008 due to market volatility. As of June 30, 2008, the Bancorp
had approximately $207 billion in assets under care and managed $31 billion in assets for individuals, corporations and not-for-profit
organizations.

Mortgage banking net revenue increased to $86 million in the second quarter of 2008 from $41 million in the same period last year. The
components of mortgage banking net revenue for the three and six months ended June 30, 2008 and 2007 are shown in Table 5.

TABLE 5: Components of Mortgage Banking Net Revenue

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Origination fees and gains on loan sales $ 79 25 $ 171 51
Servicing revenue:
Servicing fees 42 36 83 69
Servicing rights amortization (31) (23) (64) (43)
Net valuation adjustments on servicing rights and free-standing derivatives entered into to
economically hedge MSR (4) 3 (8) 4

Net servicing revenue 7 16 11 30

Mortgage banking net revenue $ 86 41 $ 182 81

Mortgage banking revenue increased significantly compared to the prior year quarter due to growth in originations, higher sales margins and the
impact of the adoption of SFAS No. 159 for residential mortgage loans held for sale. Mortgage originations increased 1% to $3.3 billion in
comparison to the same quarter last year despite lower commensurate application volumes as interest rates decreased compared to the second
quarter of 2007. Additionally, the Bancorp benefited from the exit or scaling back of its competitors within the mortgage business. The increase
in loan sales and higher sales margins contributed $13 million and $23 million, respectively, to the increase in mortgage banking revenue. Loan
sales and the related sales margins increased for both held for sale and portfolio mortgage loans. The adoption of SFAS No. 159 on January 1,
2008 for residential mortgage loans held for sale also contributed approximately $17 million to the increase in mortgage banking revenue. Prior
to adoption, mortgage loan origination costs were capitalized as part of the carrying amount of the loan and recognized as a reduction of
mortgage banking net revenue upon the sale of the loans. Subsequent to the adoption, mortgage loan origination costs are recognized as expense
when incurred and included in noninterest expense within the Condensed Consolidated Statements of Income.

Mortgage net servicing revenue decreased $9 million compared to the second quarter of 2007. Net servicing revenue is comprised of gross
servicing fees and related amortization as well as valuation adjustments on mortgage servicing rights and mark-to-market adjustments on both
settled and outstanding free-standing derivative financial instruments. The Bancorp�s total residential mortgage loans serviced at June 30, 2008
and 2007 was $49.4 billion and $41.6 billion, respectively, with $38.7 billion and $31.5 billion, respectively, of residential mortgage loans
serviced for others.
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Servicing rights are deemed temporarily impaired when a borrower�s loan rate is distinctly higher than prevailing rates. Temporary impairment
on servicing rights is reversed when the prevailing rates return to a level commensurate with the borrower�s loan rate. Further detail on the
valuation of mortgage servicing rights can be found in Note 5 of the Notes to the Condensed Consolidated Financial Statements. The Bancorp
maintains a non-qualifying hedging strategy to manage a portion of the risk associated with changes in impairment on the MSR portfolio. The
Bancorp recognized a loss from MSR derivatives of $84 million, offset by a reversal of temporary impairment of $80 million, resulting in a net
loss of $4 million for the three months ended June 30, 2008 related to changes in fair value and settlement of free-standing derivatives purchased
to economically hedge the MSR portfolio. See Note 7 of the Notes to the Condensed Consolidated Financial Statements for more information on
the free-standing derivatives used to hedge the MSR portfolio.
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The major components of other noninterest income are as follows:

TABLE 6: Components of Other Noninterest Income

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Consumer loan and lease fees $ 14 11 $ 25 21
Cardholder fees 13 13 28 26
Bank owned life insurance income (loss) 12 21 (123) 42
Operating lease income 11 7 21 14
Insurance income 10 9 21 16
Gain (loss) on loan sales 1 16 (10) 17
Gain on redemption of Visa, Inc. ownership interests �  �  273 �  
Loss on sale of other real estate owned (19) (2) (26) (4)
Other 7 21 19 42

Total other noninterest income $ 49 96 $ 228 174

Other noninterest income decreased $47 million in the second quarter of 2008 compared to the same period last year. The decrease was
primarily due to increased losses on the sale of other real estate owned in the second quarter of 2008 compared to the same quarter last year
resulting from an increase in the volume of properties and a loss related to three commercial properties in Florida of approximately $5 million.
Additionally, the Bancorp recognized a $16 million gain in the second quarter of 2007 on the sale of non-strategic credit card accounts included
within the �Other� caption of Table 6.

Noninterest Expense

During the second quarter of 2008, the Bancorp continued its investment in the expansion of the retail distribution network and in its information
technology infrastructure. The efficiency ratio (noninterest expense divided by the sum of net interest income (FTE) and noninterest income)
was 58.6% and 54.1% for the second quarter of 2008 and 2007, respectively. The Bancorp continues to focus on efficiency initiatives, as part of
its core emphasis on operating leverage, and on expense control, although cost savings initiatives will continue to be somewhat mitigated by
investments in new de novo branches. The Bancorp views investments in information technology and banking center expansion as its platform
for future growth and increasing expense efficiency.

Total noninterest expense increased $93 million, or 12%, in the second quarter of 2008 compared to the same period last year. Noninterest
expense increased due to higher personnel costs, increased volume-related processing expenses and an increase in net occupancy expense.

The major components of noninterest expense are as follows:

TABLE 7: Noninterest Expense

For the three months
ended June 30, Percent

Change

For the six months
ended June 30, Percent

Change($ in millions) 2008 2007 2008 2007
Salaries, wages and incentives $ 331 309 7 $ 679 601 13
Employee benefits 60 68 (11) 145 155 (7)
Net occupancy expense 73 68 8 145 133 9
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Payment processing expense 67 59 14 133 111 20
Technology and communications 49 41 18 96 81 18
Equipment expense 31 31 �  61 60 2
Other noninterest expense 247 189 31 317 376 (16)

Total noninterest expense $ 858 765 12 $ 1,576 1,517 4

Total personnel costs (salaries, wages and incentives plus employee benefits) increased 4% due primarily to approximately $17 million in
mortgage origination costs that prior to the adoption of SFAS No. 159 on January 1, 2008, were included as a component of mortgage banking
revenue. Full time equivalent employees totaled 21,617 as of June 30, 2008 compared to 21,033 as of June 30, 2007.

Net occupancy expenses increased eight percent in the second quarter of 2008 over the same period last year due to the addition of 141 banking
centers since June 30, 2007. Growth includes 96 banking centers resulting from acquisitions by the Bancorp since June 30, 2007. The Bancorp
remains focused on expanding its retail franchise through de novo growth. Payment processing expense includes third-party processing
expenses, card management fees and other bankcard processing expenses. Payment processing expense increased 14% compared to the same
period last year due to higher network charges of $8 million, or 20%, from increased processing volumes of 17% and 12% in the merchant and
financial institutions businesses, respectively.

15
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

The major components of other noninterest expense are as follows:

TABLE 8: Components of Other Noninterest Expense

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Loan processing $ 39 32 $ 76 55
Marketing 25 20 44 38
FDIC insurance and other taxes 18 3 29 13
Affordable housing investments 16 11 31 24
Professional services fees 16 11 28 23
Travel 14 13 27 25
Postal and courier 13 13 27 26
Intangible asset amortization 12 10 23 21
Recruitment and education 8 10 17 21
Supplies 8 7 16 14
Operating lease 7 5 14 10
Visa litigation accrual �  �  (152) �  
Other 71 54 137 106

Total other noninterest expense $ 247 189 $ 317 376

Total other noninterest expense increased by $58 million from the same quarter last year. Expense in the second quarter of 2008 included $13
million in acquisition-related expenses as a result of the First Charter and First Horizon acquisitions. FDIC insurance and other taxes were higher
due to the favorable settlement of certain tax audits, which reduced expense in the second quarter of 2007 in addition to the depletion of the
Bancorp�s prior FDIC insurance premium credits in the second quarter of 2008. Loan processing expense was higher in comparison to the same
quarter last year as a result of increased collection activities. In addition, the provision for unfunded commitments increased $12 million
compared to the second quarter of 2007.

Applicable Income Taxes

The Bancorp�s income (loss) before income taxes, applicable income tax expense and effective tax rate for each of the periods indicated are as
follows:

TABLE 9: Applicable Income Taxes

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Income (loss) before income taxes $ (117) 522 $ 307 1,030
Applicable income taxes 85 146 223 295
Effective tax rate (72.4)% 28.1 72.6 28.7
Applicable income tax expense for all periods includes the benefit from tax-exempt income, tax-advantaged investments and general business
tax credits, partially offset by the effect of nondeductible expenses. The effective tax rates for the three and six months ended June 30, 2008
were primarily impacted by a charge to tax expense of approximately $140 million in the second quarter of 2008 required for interest related to
the tax treatment of certain of the Bancorp�s leveraged leases for previous tax years. See Note 11 of the Notes to Condensed Consolidated
Financial Statements for further information.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

BUSINESS SEGMENT REVIEW

The Bancorp reports on five business segments: Commercial Banking, Branch Banking, Consumer Lending, Processing Solutions and
Investment Advisors. Further detailed financial information on each business segment is included in Note 17 of the Notes to Condensed
Consolidated Financial Statements.

Results of the Bancorp�s business segments are presented based on its management structure and management accounting practices. The structure
and accounting practices are specific to the Bancorp; therefore, the financial results of the Bancorp�s business segments are not necessarily
comparable with similar information for other financial institutions. The Bancorp refines its methodologies from time to time as management
accounting practices are improved and businesses change. During the fourth quarter of 2007, the Bancorp changed the reporting of Processing
Solutions to include certain revenues and expenses related to credit card processing that were previously listed under the Commercial and
Branch Banking segments. Revisions to the Bancorp�s methodologies are applied on a retroactive basis.

The Bancorp manages interest rate risk centrally at the corporate level by employing a funds transfer pricing (�FTP�) methodology. This
methodology insulates the business segments from interest rate volatility, enabling them to focus on serving customers through loan originations
and deposit taking. The FTP system assigns charge rates and credit rates to classes of assets and liabilities, respectively, based on expected
duration and the LIBOR swap curve. Matching duration allocates interest income and interest expense to each segment so its resulting net
interest income is insulated from interest rate risk. In a rising rate environment, the Bancorp benefits from the widening spread between deposit
costs and wholesale funding costs. However, the Bancorp�s FTP system credits this benefit to deposit-providing businesses, such as Branch
Banking and Investment Advisors, on a duration-adjusted basis. The net impact of the FTP methodology is captured in General Corporate and
Other.

Management made several changes to the FTP methodology in the fourth quarter of 2007 to more appropriately calculate FTP charges and
credits to each of the Bancorp�s business segments. Changes to the FTP methodology were applied retroactively and included adding a liquidity
premium to loans and deposits to properly reflect the Bancorp�s marginal cost of longer term funding. In addition, an FTP charge on fixed assets
was added to the new FTP methodology.

The business segments are charged provision expense based on the actual net charge-offs experienced by the loans owned by each segment.
Provision expense attributable to loan growth and changes in factors in the allowance for loan and lease losses are captured in General Corporate
and Other. The financial results of the business segments include allocations for shared services and headquarters expenses. Even with these
allocations, the financial results are not necessarily indicative of the business segments� financial condition and results of operations as if they
were to exist as independent entities. Additionally, the business segments form synergies by taking advantage of cross-sell opportunities and
when funding operations by accessing the capital markets as a collective unit. Net income (loss) by business segment is summarized as follows:

TABLE 10: Business Segment Results

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Commercial Banking $ 114 176 $ 249 349
Branch Banking 148 156 287 304
Consumer Lending (1) 42 39 83
Processing Solutions 47 39 85 74
Investment Advisors 28 24 58 47
General Corporate and Other (538) (61) (634) (122)

Net income (loss) $ (202) 376 $ 84 735
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Commercial Banking

Commercial Banking offers banking, cash management and financial services to large and middle-market businesses, government and
professional customers. In addition to the traditional lending and depository offerings, Commercial Banking products and services include,
among others, foreign exchange and international trade finance, derivatives and capital markets services, asset-based lending, real estate finance,
public finance, commercial leasing and syndicated finance. The table below contains selected financial data for the Commercial Banking
segment.

TABLE 11: Commercial Banking

For the three months
ended June 30,

For the six
months

ended June 30,
($ in millions) 2008 2007 2008 2007
Income Statement Data
Net interest income (FTE) (a) $ 350 325 $ 708 646
Provision for loan and lease losses 156 31 281 48
Noninterest income:
Corporate banking revenue 101 80 203 156
Service charges on deposits 46 38 90 75
Other noninterest income 11 14 25 31
Noninterest expense:
Salaries, incentives and benefits 74 62 152 132
Other noninterest expenses 142 132 286 258

Income before taxes 136 232 307 470
Applicable income taxes (a) 22 56 58 121

Net income $ 114 176 $ 249 349

Average Balance Sheet Data
Commercial loans $ 43,081 34,870 $ 41,836 34,449
Demand deposits 6,085 5,925 5,933 5,934
Interest checking 4,352 3,933 4,612 3,983
Savings and money market 4,492 4,426 4,580 4,577
Certificates over $100,000 and other time 1,810 1,994 1,805 1,976
Foreign office deposits 1,878 1,378 1,982 1,231

(a) Includes taxable-equivalent adjustments of $4 million and $3 million for the three months ended June 30, 2008 and 2007, respectively, and
$7 million for the six months ended June 30, 2008 and 2007.

Net income decreased $62 million, or 35%, compared to the second quarter of 2007 as strong growth in net interest income and corporate
banking revenue was more than offset by increased provision for loan and lease losses. Average commercial loans and leases increased 24% to
$43.1 billion over the same quarter last year due to solid loan production across most of the Bancorp�s footprint and the result of acquisitions
since the second quarter of 2007. Excluding acquisitions, commercial loans increased approximately 22% compared to the second quarter of
2007. Average core deposits increased seven percent due to growth in interest checking and foreign office deposits. The segment is focusing on
growing deposits through deeper penetration of its premium customer base. The growth in loans and deposits resulted in increased net interest
income of $25 million, or eight percent, compared to the same period last year. Net charge-offs as a percent of average loans and leases
increased to 146 bp from 37 bp in the second quarter of 2007. Net charge-offs increased in comparison to the prior year quarter due to
weakening economies and the continuing deterioration of credit within the Bancorp�s footprint, particularly in Michigan and Florida, involving

Edgar Filing: FIFTH THIRD BANCORP - Form 10-Q

Table of Contents 33



commercial and commercial construction loans. Homebuilder and developer loans accounted for approximately 20% of net charge-offs during
the second quarter of 2008.

Noninterest income increased $26 million, or 20%, compared to the same quarter last year due to corporate banking revenue growth of $21
million, or 26%, and an increase in service charges on deposits of $8 million. Corporate banking revenue increased as a result of growth in
foreign exchange derivative income, which was $23 million during the second quarter of 2008, an increase of $10 million. Additionally, the
segment experienced growth in both asset securitization and lease remarketing fees in the second quarter of 2008. Service charges on deposits
increased 22%, to $46 million, compared to the second quarter of 2007. The increase in service charges was a result of higher business service
charges and a reduction in the amount of offsetting earnings credits as short-term rates remain lower than the same quarter last year.

Noninterest expense increased $22 million, or 12%, compared to the second quarter of 2007 primarily due to sales incentives of $28 million, an
increase of $10 million compared to the second quarter of 2007. In addition, affordable housing investments expense increased due to higher
volume compared to the second quarter of 2007.

The previously mentioned $229 million after-tax charge related to certain leveraged lease assets included in the average balance sheet data
shown above has been excluded from the income statement data and included in the General Corporate & Other segment.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Branch Banking

Branch Banking provides a full range of deposit and loan and lease products to individuals and small businesses through 1,308 full-service
banking centers. Branch Banking offers depository and loan products, such as checking and savings accounts, home equity loans and lines of
credit, credit cards and loans for automobile and other personal financing needs, as well as products designed to meet the specific needs of small
businesses, including cash management services. The table below contains selected financial data for the Branch Banking segment.

TABLE 12: Branch Banking

For the three months
ended June 30,

For the six
months

ended June 30,
($ in millions) 2008 2007 2008 2007
Income Statement Data
Net interest income $ 400 362 $ 784 707
Provision for loan and lease losses 75 38 139 60
Noninterest income:
Service charges on deposits 111 104 213 191
Electronic payment processing 49 45 92 85
Investment advisory income 24 25 46 47
Other noninterest income 28 21 52 45
Noninterest expense:
Salaries, incentives and benefits 126 118 254 236
Net occupancy and equipment expenses 49 44 97 85
Other noninterest expenses 133 116 253 225

Income before taxes 229 241 444 469
Applicable income taxes 81 85 157 165

Net income $ 148 156 $ 287 304

Average Balance Sheet Data
Consumer loans $ 12,557 11,619 $ 12,457 11,659
Commercial loans 5,515 5,135 5,412 5,157
Demand deposits 6,023 5,826 5,855 5,773
Interest checking 8,115 9,045 8,042 9,214
Savings and money market 16,535 14,392 16,285 13,884
Certificates over $100,000 and other time 11,837 14,014 12,774 14,534
Net income decreased $8 million, or five percent, compared to the second quarter of 2007 as increases in net interest income and service fees
were more than offset by increased expenses related to salaries, de novo expansion and higher provision for loan and lease losses. Net interest
income increased 10% compared to the second quarter of 2007 due to loan growth and the segment focusing on the repricing of both loans and
deposits. Average loans and leases increased eight percent compared to the second quarter of 2007 as the segment grew credit card balances by
$417 million, or 39%, resulting from an increased focus on relationships with its current customers through the cross-selling of credit cards.
Average core deposits were down slightly in comparison to the second quarter of 2007 with growth in savings and money market accounts offset
by decreases in interest checking deposits and consumer CDs. Consumer CDs were down 15% from the second quarter of 2007 due to the
Bancorp lowering the rates offered on this product as the Bancorp believed competitor pricing was not reflective of the value of these deposits.
Excluding acquisitions since the second quarter of 2007, average core deposits decreased four percent. Net charge-offs as a percent of average
loan and leases increased to 169 bp from 93 bp in the second quarter of 2007. Net charge-offs increased in comparison to the prior year quarter
as the Bancorp experienced higher charge-offs involving home equity lines and loans reflecting borrower stress and a decrease in home prices
within the Bancorp�s footprint.
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Noninterest income increased $17 million compared to the second quarter of 2007 primarily due to an increase in service charges on deposits of
$7 million, or eight percent. The increase in deposit fees, including overdraft fees, can be attributed to higher customer activity in comparison to
the second quarter of 2007. Noninterest expense increased 11% compared to the second quarter of 2007 as net occupancy and equipment costs
increased 14% as a result of additional banking centers acquired as well as the continued opening of new banking centers related to the Bancorp�s
de novo growth strategy. Since the second quarter of 2007, the Bancorp�s banking centers have increased by 141 to 1,308 as of June 30, 2008.
Acquisitions since the second quarter of 2007 contributed 96 banking centers to this growth. Other noninterest expense increased 15%, which
can be attributed to higher loan cost associated with collections. The Bancorp continues to position itself for sustained long-term growth through
new banking center additions in key markets.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Consumer Lending

Consumer Lending includes the Bancorp�s mortgage, home equity, automobile and other indirect lending activities. Mortgage and home equity
lending activities include the origination, retention and servicing of mortgage and home equity loans or lines of credit, sales and securitizations
of those loans or pools of loans or lines of credit and all associated hedging activities. Other indirect lending activities include loans to
consumers through mortgage brokers, automobile dealers and federal and private student education loans. The table below contains selected
financial data for the Consumer Lending segment.

TABLE 13: Consumer Lending

For the three months
ended June 30,

For the six
months

ended June 30,
($ in millions) 2008 2007 2008 2007
Income Statement Data
Net interest income $ 104 99 $ 220 201
Provision for loan and lease losses 104 27 180 54
Noninterest income:
Mortgage banking net revenue 78 39 170 75
Other noninterest income 7 18 27 34
Noninterest expense:
Salaries, incentives and benefits 34 18 73 39
Other noninterest expenses 53 46 104 89

Income (loss) before taxes (2) 65 60 128
Applicable income taxes (1) 23 21 45

Net income (loss) $ (1) 42 $ 39 83

Average Balance Sheet Data
Residential mortgage loans $ 10,806 9,996 $ 11,017 9,926
Automobile loans 7,486 9,583 8,523 9,422
Home equity 1,159 1,364 1,188 1,362
Consumer leases 791 944 789 992
Net income decreased $43 million, to a loss of $1 million, compared to the second quarter of 2007 as the increase in mortgage banking net
revenue, net of related expenses, was more than offset by growth in provision for loan and lease losses. Average residential mortgage loans
increased eight percent compared to the prior year quarter primarily related to acquisitions since the second quarter of 2007. Excluding
acquisitions, residential mortgage loans decreased approximately five percent from the same quarter last year. Net charge-offs as a percent of
average loan and leases increased from 54 bp in the second quarter of 2007 to 217 bp in the second quarter of 2008. Net charge-offs, primarily in
residential mortgage loans, increased in comparison to the prior year quarter due to deteriorating real estate values within the Bancorp�s footprint,
particularly in Florida. The segment continues to focus on managing credit risk through the restructuring of certain residential mortgage and
home equity loans and careful consideration of underwriting and collection standards. As of June 30, 2008, the Bancorp had restructured
approximately $201 million of real estate secured loans to mitigate losses due to declining collateral values.

Consumer Lending had mortgage originations of $3.3 billion, an increase of three percent over the same quarter last year. The Bancorp remains
committed to being a prime mortgage originator and origination volumes have benefited from the recent downturn in the credit cycle as many
competitors have exited or scaled back their mortgage businesses. The increase in originations and increased sale margins were the primary
reasons for increased mortgage banking net revenue of $39 million compared to the second quarter of 2007. Also contributing to the increase in
mortgage banking net revenue in the second quarter of 2008 was a $17 million impact from the adoption of SFAS No. 159, as of January 1,
2008, on residential mortgage loans held for sale. Prior to adoption, mortgage loan origination costs were capitalized as part of the carrying
amount of the loan and recognized as a reduction of mortgage banking net revenue upon the sale of the loans. Subsequent to the adoption,
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mortgage loan origination costs are recognized in earnings when incurred, which primarily drove the increase in salaries and incentives of $16
million in comparison to the same quarter last year.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Processing Solutions

Fifth Third Processing Solutions provides electronic funds transfer, debit, credit and merchant transaction processing, operates the Jeanie® ATM
network and provides other data processing services to affiliated and unaffiliated customers. The table below contains selected financial data for
the Processing Solutions segment.

TABLE 14: Processing Solutions

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Income Statement Data
Net interest income $ �  (1) $ 1 (1)
Provision for loan and lease losses 3 3 7 5
Noninterest income:
Financial institutions processing 96 79 186 158
Merchant processing 89 77 166 141
Card issuer interchange 21 16 40 31
Other noninterest income 10 10 23 19
Noninterest expense:
Salaries, incentives and benefits 20 19 40 37
Payment processing expense 65 57 129 108
Other noninterest expenses 56 41 108 84

Income before taxes 72 61 132 114
Applicable income taxes 25 22 47 40

Net income $ 47 39 $ 85 74

Net income increased $8 million, or 19%, compared to the second quarter of 2007 as the segment continues to increase its presence in the
electronic payment processing business. The segment continues to realize year-over-year double-digit growth in transaction volumes and
revenue growth, despite the slowdown in consumer spending, due to the addition and conversion of large national clients over the past year and
current initiatives involving merchant pricing and sales. Financial institutions processing revenues increased $17 million, or 22%, driven by
higher debit card usage volumes. Contributing to the revenue growth is the segment�s acceleration of conversion efforts for financial institution
customers from the first quarter of 2008. Merchant processing revenue increased $12 million, or 14%, over the same quarter last year. Growth in
card issuer interchange of $5 million, or 36%, can be attributed to organic growth in the Bancorp�s credit card portfolio. The Bancorp continues
to see significant opportunities to attract new financial institution customers and retailers within this business segment.

Payment processing expense increased 14% from the second quarter of 2007 due to higher network charges, increasing 19% to $47 million,
resulting from increased transaction volumes. Financial institution transactions and merchant transactions processed increased 12% and 17%,
respectively, over the second quarter of 2007. The segment continues to see expenses moderate to be more consistent with revenue growth as the
business is able to leverage its size and its large national clients, signed over the past year, are fully converted.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Investment Advisors

Investment Advisors provides a full range of investment alternatives for individuals, companies and not-for-profit organizations. The Bancorp�s
primary services include investments, trust, asset management, retirement plans and custody. Fifth Third Securities, Inc., an indirect
wholly-owned subsidiary of the Bancorp, offers full service retail brokerage services to individual clients and broker dealer services to the
institutional marketplace. Fifth Third Asset Management, Inc., an indirect wholly-owned subsidiary of the Bancorp, provides asset management
services and also advises the Bancorp�s proprietary family of mutual funds. The table below contains selected financial data for the Investment
Advisors segment.

TABLE 15: Investment Advisors

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Income Statement Data
Net interest income $ 47 38 $ 91 74
Provision for loan and lease losses 5 2 10 5
Noninterest income:
Investment advisory income 93 99 188 195
Other noninterest income 8 5 15 11
Noninterest expense:
Salaries, incentives and benefits 40 41 81 84
Other noninterest expenses 59 62 113 118

Income before taxes 44 37 90 73
Applicable income taxes 16 13 32 26

Net income $ 28 24 $ 58 47

Average Balance Sheet Data
Loans $ 3,604 3,162 $ 3,521 3,136
Core deposits 4,796 5,039 4,975 4,995
Net income increased $4 million compared to the second quarter of 2007 as the segment grew loans and benefited from an overall decrease in
interest rates to increase net interest income $9 million, or 24%, as the spread widened due to decreases in funding costs. Investment advisors
realized average loan growth of 14% and a decrease in average core deposits of five percent compared to the same quarter a year ago.

Noninterest income decreased $3 million, or three percent, compared to the second quarter of 2007, as investment advisory income decreased six
percent, to $93 million, with decreases realized across all types of investment advisory revenue. Trust income decreased three percent compared
to the second quarter of 2007. Broker income decreased 10% as the equity markets remained volatile throughout the second quarter of 2008. In
addition, the decrease in broker income was driven by clients moving to lower fee, cash based products from equity products and a drop in
transaction based revenues. As of June 30, 2008, the Bancorp had $207 billion in assets under care and $31 billion in managed assets, modestly
lower than the previous year quarter. Noninterest expense decreased $4 million compared to the prior year quarter as the segment continues to
focus on expense control.

General Corporate and Other

General Corporate and Other includes the unallocated portion of the investment securities portfolio, securities gains/losses, certain non-core
deposit funding, unassigned equity, provision expense in excess of net charge-offs and certain support activities and other items not attributed to
the business segments.
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The results of General Corporate and Other were primarily impacted by the leveraged lease charge of approximately $130 million, both pre-tax
and after-tax, reflected as a reduction in interest income and an increase of approximately $140 million in tax expense. The leveraged lease
charge is due to recent court decisions related to leveraged leases and uncertainty regarding the outcome of outstanding litigation involving the
Bancorp�s leveraged leases. Additionally, the provision for loan and lease losses increased significantly from $20 million in the second quarter of
2007 to $376 million in the second quarter of 2008.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

BALANCE SHEET ANALYSIS

Loans and Leases

The following tables summarize the end of period and average total loans and leases, including loans held for sale. The Bancorp classifies its
loans and leases based upon the primary purpose of the loan.

TABLE 16: Components of Total Loans and Leases (includes held for sale)

June 30, 2008 December 31, 2007 June 30, 2007

($ in millions) Balance
% of
Total Balance

% of
Total Balance

% of
Total

Commercial:
Commercial loans $ 28,958 33 $ 26,079 31 $ 22,162 29
Commercial mortgage loans 13,394 16 11,967 14 11,112 14
Commercial construction loans 6,007 7 5,561 6 5,469 7
Commercial leases 3,647 4 3,737 5 3,698 5

Subtotal � commercial 52,006 60 47,344 56 42,441 55

Consumer:
Residential mortgage loans 10,704 13 11,433 14 10,038 13
Home equity 12,421 14 11,874 14 11,780 15
Automobile loans 8,362 10 11,183 13 10,714 14
Credit card 1,717 2 1,591 2 1,263 2
Other consumer loans and leases 1,203 1 1,157 1 1,181 1

Subtotal � consumer 34,407 40 37,238 44 34,976 45

Total loans and leases $ 86,413 100 $ 84,582 100 $ 77,417 100

Total loans and leases increased $9.0 billion, or 12%, over the second quarter of 2007. The growth in total loans and leases was due to increased
loan production across the Bancorp�s footprint primarily driven by the growth in commercial loans of $6.5 billion. Acquisitions since the second
quarter of 2007 drove growth in commercial mortgage and residential mortgage loans by $1.1 billion and $1.7 billion, respectively, offset by a
decrease in automobile loans due to securitization activity in the first quarter of 2008.

Total commercial loans and leases increased $9.6 billion, or 23%, compared to June 30, 2007. The increase was primarily due to strong growth
in commercial loans of 31% compared to the second quarter of 2007 resulting from increased loan production. Commercial mortgage loans
increased 21% over the second quarter of 2007, which included the impact of acquisitions since the second quarter of 2007 of $1.1 billion. The
overall mix of commercial loans and leases is relatively consistent with prior periods.

Total consumer loans and leases decreased $569 million, or two percent, compared to the second quarter of 2007, as a result of the decrease in
automobile loans partially offset by residential mortgage and home equity loan growth and increased promotion of credit cards. Residential
mortgage loans were $10.7 billion at June 30, 2008, an increase of seven percent over the second quarter of 2007, with growth driven by
approximately $1.7 billion of loans from acquisitions. Home equity loans increased $641 million, primarily due to acquisitions since the second
quarter of 2007. Credit card loans increased to $1.7 billion, an increase of 36% over the second quarter of 2007, due to the Bancorp�s continued
success in cross-selling credit cards to its existing retail customer base. Automobile loans decreased by approximately $2.4 billion, or 22%, due
to $2.7 billion in automobile loan securitizations during the first quarter of 2008.
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Average total commercial loans and leases increased $8.7 billion, or 21%, compared to the second quarter of 2007. The increase in average total
commercial loans and leases was primarily driven by growth in commercial loans and commercial mortgage loans, which increased 32% and
14%, respectively, over the second quarter of 2007. The growth in commercial mortgage loans included the impact of acquisitions since the
second quarter of 2007 of $881 million. Growth in overall average commercial loans and leases was realized in the majority of the Bancorp�s
markets, including 22% growth in Florida primarily from commercial and industrial loans, 19% growth in Nashville and 17% growth in
Chicago.

Average total consumer loans and leases decreased $540 million, or two percent, compared to the second quarter of 2007 as a result of the
growth in residential mortgage loans of $1.0 billion, or 10%, and credit card balances of $454 million, or 36%, offset by $2.1 billion, or 20%,
decrease in automobile loans. Acquisitions since the second quarter of 2007 impacted the change in residential mortgage loans and home equity
loans by $1.6 billion and $506 million, respectively. The Bancorp experienced a decrease in average consumer loans and leases in a majority of
its markets, although growth of 13% occurred in Nashville.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

TABLE 17: Components of Average Total Loans and Leases (includes held for sale)

June 30, 2008 December 31, 2007 June 30, 2007

($ in millions) Balance
% of
Total Balance

% of
Total Balance

% of
Total

Commercial:
Commercial loans $ 28,557 33 $ 24,526 30 $ 21,587 28
Commercial mortgage loans 12,590 15 11,588 14 11,030 14
Commercial construction loans 5,700 7 5,544 7 5,595 7
Commercial leases 3,748 4 3,692 4 3,678 5

Subtotal � commercial 50,595 59 45,350 55 41,890 54

Consumer:
Residential mortgage loans 11,244 13 11,181 14 10,201 13
Home equity 12,012 14 11,843 15 11,886 15
Automobile loans 8,439 10 11,158 13 10,552 14
Credit card 1,703 2 1,461 2 1,248 2
Other consumer loans and leases 1,219 2 1,179 1 1,271 2

Subtotal � consumer 34,617 41 36,822 45 35,158 46

Total average loans and leases $ 85,212 100 $ 82,172 100 $ 77,048 100

Total portfolio loans and leases (excludes held for sale) $ 83,537 $ 78,174 $ 75,205

Investment Securities

The Bancorp uses investment securities as a means of managing interest rate risk, providing liquidity support and providing collateral for
pledging purposes. As of June 30, 2008, total investment securities were $13.3 billion compared to $11.5 billion at June 30, 2007. Securities are
classified as available-for-sale when, in management�s judgment, they may be sold in response to, or in anticipation of, changes in market
conditions. The Bancorp�s management has evaluated the securities in an unrealized loss position in the available-for-sale portfolio on the basis
of both the duration of the decline in value of the security and the severity of that decline, and maintains the intent and ability to hold these
securities to the earlier of the recovery of the losses or maturity.

The net unrealized loss on the available-for-sale securities portfolio was $217 million at June 30, 2008 compared to an unrealized loss of $144
million at December 31, 2007 and a $355 million unrealized loss at June 30, 2007. The change in unrealized loss on available-for-sale securities
from December 31, 2007 primarily resulted from the widening in interest rate spread in mortgage products within the Bancorp�s portfolio, which
impacted the net unrealized loss by approximately $54 million. In addition, the overall increase in interest rates since 2007 impacted the growth
in the unrealized loss at June 30, 2008 by approximately $36 million. The change in unrealized loss on available-for-sale securities from
June 30, 2007 primarily resulted from the general decline in interest rates, which was partially offset by the widening in mortgage spreads due to
financial market volatility.

At June 30, 2008, the Bancorp�s investment portfolio primarily consisted of AAA-rated agency mortgage-backed securities. The investment
portfolio includes $38 million of Federal Home Loan Mortgage Corporation preferred stock on which the Bancorp realized an other than
temporary impairment charge of $13 million in the second quarter of 2008. The Bancorp owns Federal National Mortgage Association trust
preferred securities totaling $30 million with an unrealized loss of $2 million at June 30, 2008. The Bancorp did not hold asset-backed securities
backed by subprime loans in its securities portfolio at June 30, 2008. There were no material securities below investment grade as of June 30,
2008.
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TABLE 18: Components of Investment Securities (amortized cost basis)

($ in millions)
June 30,

2008
December 31,

2007
June 30,

2007
Available-for-sale and other:
U.S. Treasury and Government agencies $ 226 3 103
U.S. Government sponsored agencies 244 160 260
Obligations of states and political subdivisions 383 490 552
Agency mortgage-backed securities 9,831 8,738 9,232
Other bonds, notes and debentures 1,181 385 150
Other securities 1,070 1,045 1,073

Total available-for-sale and other securities $ 12,935 10,821 11,370

Held-to-maturity:
Obligations of states and political subdivisions $ 356 351 344
Other bonds, notes and debentures 5 4 2

Total held-to-maturity $ 361 355 346

On an amortized cost basis, at the end of the second quarter of 2008, available-for-sale securities increased $1.6 billion since June 30, 2007. At
June 30, 2008 and 2007, available-for-sale securities were 13% of interest-earning assets. Although the securities portfolio has grown in
comparison to prior periods, the Bancorp has no specific plans to increase the portfolio beyond current levels.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

The estimated weighted-average life of the debt securities in the available-for-sale portfolio was 6.6 years at June 30, 2008 compared to 5.5
years at June 30, 2007. At June 30, 2008, the fixed-rate securities within the available-for-sale securities portfolio had a weighted-average yield
of 5.03% compared to 5.33% at June 30, 2007.

Information presented in Table 19 is on a weighted-average life basis, anticipating future prepayments. Yield information is presented on an FTE
basis and is computed using historical cost balances. Maturity and yield calculations for the total available-for-sale portfolio exclude equity
securities that have no stated yield or maturity.

TABLE 19: Characteristics of Available-for-Sale and Other Securities

As of June 30, 2008 ($ in millions) Amortized Cost Fair Value

Weighted-
Average Life

(in years)
Weighted-

Average Yield
U.S. Treasury and Government agencies:
Average life of one year or less $ �  $ �  �  �  %
Average life 1 � 5 years 223 221 2.0 3.49
Average life 5 � 10 years 1 1 9.7 3.42
Average life greater than 10 years 2 2 11.7 3.29

Total 226 224 2.1 3.49
U.S. Government sponsored agencies:
Average life of one year or less 60 61 0.7 4.84
Average life 1 � 5 years 184 183 2.3 3.59
Average life 5 � 10 years �  �  �  �  
Average life greater than 10 years �  �  �  �  

Total 244 244 1.9 3.89
Obligations of states and political subdivisions (a):
Average life of one year or less 190 191 0.3 7.40
Average life 1 � 5 years 131 134 2.3 7.11(b)
Average life 5 � 10 years 61 61 7.5 7.76(b)
Average life greater than 10 years 1 1 12.6 3.68

Total 383 387 2.1 7.29
Agency mortgage-backed securities:
Average life of one year or less 1 1 0.5 7.35
Average life 1 � 5 years 1,649 1,645 3.6 4.83
Average life 5 � 10 years 7,990 7,812 8.0 5.03
Average life greater than 10 years 191 192 10.3 5.60

Total 9,831 9,650 7.3 5.01
Other bonds, notes and debentures (c):
Average life of one year or less 617 616 0.1 3.12
Average life 1 � 5 years 295 294 3.6 6.92
Average life 5 � 10 years 72 69 6.1 7.04
Average life greater than 10 years 197 182 16.7 7.46

Total 1,181 1,161 4.1 5.03
Other securities (d) 1,070 1,052
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Total available-for-sale and other securities $ 12,935 $ 12,718 6.6 5.03%

(a) Taxable-equivalent yield adjustments included in the above table are 2.48%, 2.38%, 2.61%, 1.24% and 2.44% for securities with an
average life of one year or less, 1-5 years, 5-10 years, greater than 10 years and in total, respectively.

(b) Weighted-average yield excludes $1 million and $52 million of securities with an average life of 1-5 years and 5-10 years, respectively,
related to qualified zone academy bonds whose yields are realized through income tax credits. The weighted-average effective yield of
these instruments is 6.77%.

(c) Other bonds, notes, and debentures consist of commercial paper, non-agency mortgage backed securities, certain other asset backed
securities (primarily automobile and commercial loan backed securities) and corporate bond securities.

(d) Other securities consist of Federal Home Loan Bank (�FHLB�) and Federal Reserve Bank restricted stock holdings that are carried at
par, Federal Home Loan Mortgage Corporation (�FHLMC�) preferred stock holdings, certain mutual fund holdings and equity security
holdings.

Deposits

Deposit balances represent an important source of funding and revenue growth opportunity. The Bancorp is continuing to focus on core deposit
growth in its retail and commercial franchises by expanding its retail franchise through acquisitions and its de novo strategy and enhancing its
product offerings. At June 30, 2008, core deposits represented 57% of the Bancorp�s asset funding base, compared to 61% at June 30, 2007.

Included in core deposits are foreign office deposits, which are Eurodollar sweep accounts for the Bancorp�s commercial customers. These
accounts bear interest at rates slightly higher than money market accounts, but the Bancorp does not have to pay FDIC insurance nor hold
collateral. The remaining foreign office balances are brokered deposits and the Bancorp uses these, as well as certificates of deposit $100,000
and over, as a method to fund earning asset growth.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

TABLE 20: Deposits

($ in millions)

June 30, 2008 December 31, 2007 June 30, 2007

Balance
% of
Total Balance

% of
Total Balance

% of
Total

Demand $ 16,259 21 $ 14,404 19 $ 13,524 20
Interest checking 14,002 18 15,254 20 14,672 21
Savings 16,602 21 15,635 21 15,036 22
Money market 6,806 9 6,521 9 6,334 9
Foreign office 2,174 3 2,572 4 1,744 2

Transaction deposits 55,843 72 54,386 73 51,310 74
Other time 9,839 13 11,440 15 10,428 15

Core deposits 65,682 85 65,826 88 61,738 89
Certificates - $100,000 and over 10,870 14 6,738 9 6,204 9
Other foreign office 864 1 2,881 3 1,251 2

Total deposits $ 77,416 100 $ 75,445 100 $ 69,193 100

Transaction deposits grew nine percent compared to June 30, 2007, primarily attributable to organic growth and acquisitions since the second
quarter of 2007, which increased transaction deposits by $2.5 billion and $2.0 billion, respectively. Additionally, the Bancorp continued to
realize a mix shift as customers migrated from lower yielding interest checking into higher yielding savings and money market accounts.
Demand deposits grew 20% from the second quarter of 2007, driven by a 26% year-over-year increase in commercial demand deposits. Overall,
core deposits grew six percent compared to the second quarter of 2007 as other time deposits decreased six percent from the second quarter of
2007 due to unusually high competitor pricing in many of the Bancorp�s markets during the second quarter of 2008. Excluding deposits added
from acquisitions since June 30, 2007, core deposits grew two percent from the second quarter 2007 due to 45 additional banking centers
compared to the second quarter of 2007.

Certificates $100,000 and over increased compared to the same quarter last year due to actions taken by the Bancorp as a liquidity management
strategy, which involved extending the average duration of wholesale borrowings to reduce exposure to high levels of market volatility.

TABLE 21: Average Deposits

June 30, 2008 December 31, 2007 June 30, 2007

($ in millions) Balance
% of
Total Balance

% of
Total Balance

% of
Total

Demand $ 14,023 19 $ 13,345 19 $ 13,370 19
Interest checking 14,396 19 14,394 20 15,061 22
Savings 16,583 22 15,616 22 14,620 21
Money market 6,592 9 6,363 9 6,244 9
Foreign office 2,169 3 2,249 3 1,637 2

Transaction deposits 53,763 72 51,967 73 50,932 73
Other time 9,517 13 11,011 15 10,780 16

Core deposits 63,280 85 62,978 88 61,712 89
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Certificates - $100,000 and over 8,143 11 6,613 9 6,511 10
Other foreign office 2,948 4 2,464 3 732 1

Total deposits $ 74,371 100 $ 72,055 100 $ 68,955 100

On an average basis, core deposits increased three percent primarily due to acquisition activity and de novo growth. The Bancorp continues to
realize a mix shift as customers continued to migrate from checking to higher yielding accounts compared to the second quarter of 2007.
Excluding acquisitions, average core deposits decreased two percent. The Bancorp realized double-digit growth, compared to the same quarter
last year, in savings, foreign deposit and certificates $100,000 and over offset by a decrease in interest checking deposits and other time deposits.
The Bancorp experienced average core deposit growth of 17% in the Nashville market.

Borrowings

Total short-term borrowings were $8.1 billion at June 30, 2008 compared to $7.2 billion at June 30, 2007. As of June 30, 2008 and June 30,
2007, total borrowings as a percentage of interest-bearing liabilities were 27% and 26%, respectively, as the Bancorp continues to explore
additional alternatives regarding the level and cost of various other sources of funding.
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Management�s Discussion and Analysis of Financial Condition and Results of Operations (continued)

TABLE 22: Borrowings

($ in millions)
June 30,

2008
December 31,

2007
June 30,

2007
Federal funds purchased $ 2,447 4,427 $ 3,824
Other short-term borrowings 5,628 4,747 3,331
Long-term debt 15,046 12,857 11,957

Total borrowings $ 23,121 22,031 $ 19,112

Federal funds purchased decreased compared to December 31, 2007 and June 30, 2007 due to the Bancorp�s decreased usage of these types of
borrowings to fund loan growth primarily due to an increased usage of long-term debt and the issuance of convertible preferred stock during the
second quarter of 2008. Long-term debt increased since December 31, 2007 due to debt issuances during the first and second quarters of 2008.
In April 2008, the Bancorp issued $750 million of 6.25% senior notes with a maturity date of May 1, 2013. The notes are not subject to
redemption at the Bancorp�s option at any time prior to maturity. Additionally, in May 2008, a deconsolidated trust issued $400 million of Tier
1-qualifying trust preferred securities and invested these proceeds in junior subordinated notes issued by the Bancorp. The notes mature on
May 15, 2068 and bear a fixed rate of 8.875% until May 15, 2058. After May 15, 2058, the notes bear interest at a variable rate of three-month
LIBOR plus 5.00%. The Bancorp has subsequently entered into hedges related to these notes.

Information on the average rates paid on borrowings is located in the Statements of Income Analysis. In addition, refer to the Liquidity Risk
Management section for a discussion on the role of borrowings in the Bancorp�s liquidity management.
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Quantitative and Qualitative Disclosures About Market Risk (Item 3)

RISK MANAGEMENT � OVERVIEW

Managing risk is an essential component of successfully operating a financial services company. The Bancorp�s risk management function is
responsible for the identification, measurement, monitoring, control and reporting of risk and mitigation of those risks that are inconsistent with
the Bancorp�s risk profile. The Enterprise Risk Management division (�ERM�), led by the Bancorp�s Chief Risk Officer, ensures consistency in the
Bancorp�s approach to managing and monitoring risk within the structure of the Bancorp�s affiliate operating model. In addition, the Internal
Audit division provides an independent assessment of the Bancorp�s internal control structure and related systems and processes. The risks faced
by the Bancorp include, but are not limited to, credit, market, liquidity, operational and regulatory compliance. ERM includes the following key
functions:

� Risk Policy - ensures consistency in the approach to risk management as the Bancorp�s clearinghouse for credit, market and
operational risk policies, procedures and guidelines;

� Credit Risk Review - responsible for evaluating the sufficiency of underwriting, documentation and approval processes for consumer
and commercial credits, counter-party credit risk, the accuracy of risk grades assigned to commercial credit exposure, and
appropriate accounting for charge-offs, non-accrual status and specific reserves and reports directly to the Risk and Compliance
Committee of the Board of Directors;

� Consumer Credit Risk Management - responsible for credit risk management in consumer lending, including oversight of
underwriting and credit administration processes as well as analytics and reporting functions;

� Capital Markets Risk Management - responsible for establishing and monitoring proprietary trading limits, monitoring liquidity and
interest rate risk and utilizing value at risk and earnings at risk models;

� Compliance Risk Management - responsible for oversight of compliance with all banking regulations;

� Operational Risk Management - responsible for enterprise operational risk programs such as risk self-assessments, new products
review, the key risk indicator program, and root cause analysis and corrective action plans relating to identified operational losses;

� Bank Protection - responsible for fraud prevention and detection, and investigations and recovery;

� Insurance Risk Management - responsible for all property, casualty and liability insurance policies including the claims
administration process for the Bancorp;

� Investment Advisors Risk Management - responsible for trust compliance, fiduciary risk, trading risk and credit risk in the
Investment Advisors line of business; and

� Risk Strategies and Reporting - responsible for quantitative analytics and Board of Directors and senior management reporting on
credit, market and operational risk metrics.
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Designated risk managers have been assigned to all business lines. Affiliate risk management is handled by regional risk managers who are
responsible for multiple affiliates and who report to ERM.

Risk management oversight and governance is provided by the Risk and Compliance Committee of the Board of Directors and through multiple
management committees whose membership includes a broad cross-section of line of business, affiliate and support representatives. The Risk
and Compliance Committee of the Board of Directors consists of five outside directors and has the responsibility for the oversight of credit,
market, operational, regulatory compliance and strategic risk management activities for the Bancorp, as well as for the Bancorp�s overall
aggregate risk profile. The Risk and Compliance Committee of the Board of Directors has approved the formation of key management
governance committees that are responsible for evaluating risks and controls. These committees include the Market Risk Committee, the
Corporate Credit Committee, the Credit Policy Committee, the Operational Risk Committee and the Executive Asset Liability Committee. There
are also new products and initiatives processes applicable to every line of business to ensure an appropriate standard readiness assessment is
performed before launching a new product or initiative. Significant risk policies approved by the management governance committees are also
reviewed and approved by the Risk and Compliance Committee of the Board of Directors.
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Quantitative and Qualitative Disclosures About Market Risk (continued)

CREDIT RISK MANAGEMENT

The objective of the Bancorp�s credit risk management strategy is to quantify and manage credit risk on an aggregate portfolio basis, as well as to
limit the risk of loss resulting from an individual customer default. The Bancorp�s credit risk management strategy is based on three core
principles: conservatism, diversification and monitoring. The Bancorp believes that effective credit risk management begins with conservative
lending practices. These practices include conservative exposure and counterparty limits and conservative underwriting, documentation and
collection standards. The Bancorp�s credit risk management strategy also emphasizes diversification on a geographic, industry and customer level
as well as regular credit examinations and monthly management reviews of large credit exposures and credits experiencing deterioration of
credit quality. Lending officers with the authority to extend credit are delegated specific authority amounts, the utilization of which is closely
monitored. Lending activities are largely centralized, while ERM manages the policy and the authority delegation process directly. The Credit
Risk Review function, within ERM, provides objective assessments of the quality of underwriting and documentation, the accuracy of risk
grades and the charge-off and reserve analysis process. The Bancorp�s credit review process and overall assessment of required allowances is
based on quarterly assessments of the probable estimated losses inherent in the loan and lease portfolio. The Bancorp uses these assessments to
promptly identify potential problem loans or leases within the portfolio, maintain an adequate reserve and take any necessary charge-offs. In
addition to the individual review of larger commercial loans that exhibit probable or observed credit weaknesses, the commercial credit review
process includes the use of two risk grading systems. The risk grading system currently utilized for reserve analysis purposes encompasses ten
categories. The Bancorp also maintains a dual risk rating system that provides for thirteen probabilities of default grade categories and an
additional six grade categories for estimating actual losses given an event of default. The probability of default and loss given default evaluations
are not separated in the ten-grade risk rating system. The Bancorp is in the process of completing significant validation and testing of the dual
risk rating system prior to its implementation for reserve analysis purposes. The dual risk rating system is expected to be consistent with Basel II
expectations and allows for more precision in the analysis of commercial credit risk. Scoring systems, various analytical tools and delinquency
monitoring are used to assess the credit risk in the Bancorp�s homogenous consumer loan portfolios.

Commercial Portfolio

The Bancorp�s credit risk management strategy includes minimizing concentrations of risk through diversification. Table 24 provides breakouts
of the total commercial loan and lease portfolio, including held for sale, by major industry classification (as defined by the North American
Industry Classification System), by loan size and by state, illustrating the diversity and granularity of the Bancorp�s portfolio. Table 23 provides
further information on the location of commercial real estate and construction industry loans and leases.

TABLE 23: Outstanding Commercial Real Estate and Construction Loans by State

As of June 30 ($ in millions) 2008 2007
Michigan $ 4,725 4,544
Ohio 4,385 4,068
Florida 2,816 2,675
Illinois 1,414 1,345
Indiana 1,284 1,294
Kentucky 869 804
Tennessee 517 430
North Carolina 456 12
All other states 1,590 992

Total $ 18,056 16,164

At June 30, 2008, homebuilder exposure represents the most significant weakness in the commercial portfolio. As of June 30, 2008, the Bancorp
had homebuilder exposure of $4.9 billion and outstanding loans of $3.3 billion with $547 million in nonaccrual loans. As of June 30, 2008,
approximately 50% of the outstanding loans to homebuilders are located in the states of Michigan and Florida and represent approximately 75%
of the nonaccrual loans. As of December 31, 2007, the Bancorp had homebuilder exposure of $4.4 billion, outstanding loans of $2.9 billion with
$176 million in nonaccrual loans. The increase in homebuilder balances during 2008 is primarily attributable to the acquisition of First Charter.
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Quantitative and Qualitative Disclosures About Market Risk (continued)

TABLE 24: Commercial Loan and Lease Portfolio (a)

2008 2007
As of June 30 ($ in millions) Outstanding Exposure Nonaccrual Outstanding Exposure Nonaccrual
By industry:
Real estate $ 12,796 15,733 458 10,811 13,519 68
Manufacturing 7,507 14,485 72 5,653 12,357 25
Construction 5,260 8,089 486 5,353 8,720 98
Retail trade 4,194 7,417 74 3,834 6,785 20
Wholesale trade 3,200 5,537 26 1,972 3,741 18
Financial services and insurance 2,917 7,371 28 1,565 5,201 7
Healthcare 2,916 4,713 18 1,940 3,505 10
Transportation and warehousing 2,876 3,300 27 2,297 2,660 3
Business services 2,865 5,111 52 1,941 3,804 19
Accommodation and food 1,186 1,628 63 849 1,249 11
Other services 1,174 1,662 17 1,002 1,487 11
Individuals 1,149 1,493 33 1,205 1,574 12
Other 934 1,590 82 793 1,358 5
Communication and information 928 1,583 21 622 1,189 1
Public administration 859 1,069 1 723 941 �  
Mining 741 1,292 3 396 753 5
Entertainment and recreation 680 941 18 604 856 5
Agribusiness 656 829 7 575 759 1
Utilities 473 1,297 �  306 1,114 �  

Total $ 53,311 85,140 1,486 42,441 71,572 319

By loan size:
Less than $200,000 3% 2 5 4 3 12
$200,000 to $1 million 13 10 16 16 11 28
$1 million to $5 million 27 23 40 30 25 43
$5 million to $10 million 24 22 18 17 15 17
$10 million to $25 million 13 14 18 22 25 �  
Greater than $25 million 20 29 3 11 21 �  

Total 100% 100 100 100 100 100

By state:
Ohio 25% 29 13 25 28 27
Michigan 19 17 30 21 19 28
Florida 10 8 29 10 9 11
Illinois 8 9 6 10 10 8
Indiana 7 7 7 9 9 15
Kentucky 5 5 5 6 6 5
North Carolina 4 3 1 �  �  �  
Tennessee 3 2 1 3 3 3
All other states 19 20 8 16 16 3

Total 100% 100 100 100 100 100
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(a) Outstanding reflects total commercial customer loan and lease balances, including held for sale and net of unearned income, and
exposure reflects total commercial customer lending commitments.

Residential Mortgage Portfolio

The Bancorp manages credit risk in the mortgage portfolio through conservative underwriting and documentation standards and geographic and
product diversification. The Bancorp may also package and sell loans in the portfolio without recourse or may purchase mortgage insurance for
the loans sold in order to mitigate credit risk.

Certain mortgage products have contractual features that may increase the risk of loss to the Bancorp in the event of a decline in housing prices.
These types of mortgage products offered by the Bancorp include loans with high loan-to-value (�LTV�) ratios, multiple loans on the same
collateral that when combined result in a high LTV (�80/20�) and interest-only loans. Table 25 shows the Bancorp�s originations of these products
for the three and six months ended June 30, 2008 and 2007. The Bancorp does not originate mortgage loans that permit customers to defer
principal payments or make payments that are less than the accruing interest.
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Quantitative and Qualitative Disclosures About Market Risk (continued)

TABLE 25: Residential Mortgage Originations

2008 2007
($ in millions) Amount Percent of total Amount Percent of total
For the three months ended June 30:
Greater than 80% LTV with no mortgage insurance $ 4 �  % $ 90 3%
Interest-only 189 6 563 18
Greater than 80% LTV and interest-only 2 �  4 �  
80/20 loans 4 �  64 2
80/20 loans and interest-only �  �  6 �  

For the six months ended June 30:
Greater than 80% LTV with no mortgage insurance 11 �  198 3
Interest-only 622 9 1,058 18
Greater than 80% LTV and interest-only 2 �  19 �  
80/20 loans 35 1 111 2
80/20 loans and interest-only �  �  44 1
Table 26 provides the amount of these loans as a percent of the residential mortgage loans in the Bancorp�s portfolio and the delinquency rates of
these loan products as of June 30, 2008 and 2007. The balance of the mortgage portfolio not included in Table 26 is characterized by mortgage
loans with less than 80% LTV, with approximately two-thirds representing fixed rate mortgages. Reset of rates on adjustable rate mortgages are
not expected to have a material impact on credit cost as two-thirds of adjustable rate mortgages have an LTV less than 80%. Geographically, the
Bancorp�s residential mortgage portfolio is dominated by three states with Florida, Ohio and Michigan representing 31%, 23% and 15% of the
portfolio, respectively.

TABLE 26: Residential Mortgage Outstandings

2008 2007

As of June 30 ($ in millions) Amount
Percent
of total

Delinquency
Ratio Amount

Percent
of total

Delinquency
Ratio

Greater than 80% LTV with no mortgage insurance $ 2,196 22% 9.25% $ 1,903 23% 5.57%
Interest-only 1,724 17 2.02 1,257 15 .65
Greater than 80% LTV and interest-only 444 4 7.25 525 6 1.95
80/20 loans �  �  �  �  �  �  
The Bancorp previously originated certain non-conforming residential mortgage loans known as �Alt-A� loans. Borrower qualifications were
comparable to other conforming residential mortgage products. As of June 30, 2008, the Bancorp held $123 million of Alt-A mortgage loans in
its portfolio with approximately $10 million in nonaccrual.

The Bancorp previously sold certain mortgage products in the secondary market with recourse. The outstanding balances and delinquency rates
for those loans sold with recourse as of June 30, 2008 and 2007 were $1.4 billion and 4.81%, and $1.6 billion and 1.78%, respectively.
Charge-offs on recourse loans were not material for the three and six months ended June 30, 2008 and 2007.

Home Equity Portfolio

The home equity portfolio is characterized by 82% of outstanding balances within the Bancorp�s Midwest footprint of Ohio, Michigan,
Kentucky, Indiana and Illinois. The portfolio has an average FICO score of 733 as of June 30, 2008, comparable with 734 at June 30, 2007 and
736 at June 30, 2006. Further detail on location and origination LTV ratios is included in Table 27.

TABLE 27: Home Equity Outstandings
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2008 2007

As of June 30 ($ in millions)
LTV less
than 80%

LTV greater
than 80%

Delinquency
Ratio

LTV less
than 80%

LTV greater
than 80%

Delinquency
Ratio

Ohio $ 1,874 2,016 1.40% $ 1,889 2,071 1.31%
Michigan 1,387 1,289 1.95 1,416 1,311 1.70
Indiana 608 614 1.80 645 658 1.55
Illinois 710 557 1.67 606 555 1.42
Kentucky 503 573 1.49 503 607 1.23
Florida 619 291 2.92 427 240 1.83
All other states 470 910 2.56 162 690 1.96

Total $ 6,171 6,250 1.84% $ 5,648 6,132 1.51%
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Quantitative and Qualitative Disclosures About Market Risk (continued)

Analysis of Nonperforming Assets

A summary of nonperforming assets is included in Table 28. Nonperforming assets include: (i) nonaccrual loans and leases for which ultimate
collectibility of the full amount of the principal and/or interest is uncertain; (ii) restructured consumer loans which have not yet met the
requirements to be classified as a performing asset; and (iii) other assets, including other real estate owned and repossessed equipment. Loans
are placed on nonaccrual status when the principal or interest is past due 90 days or more (unless the loan is both well secured and in process of
collection) and payment of the full principal and/or interest under the contractual terms of the loan is not expected. Additionally, loans are placed
on nonaccrual status upon deterioration of the financial condition of the borrower or upon the restructuring of the loan. When a loan is placed on
nonaccrual status, the accrual of interest, amortization of loan premium, accretion of loan discount and amortization or accretion of deferred net
loan fees or costs are discontinued and previously accrued but unpaid interest is reversed. Commercial loans on nonaccrual status are reviewed
for impairment at least quarterly. If the principal or a portion of principal is deemed a loss, the loss amount is charged off to the allowance for
loan and lease losses.

TABLE 28: Summary of Nonperforming Assets and Delinquent Loans

($ in millions)
June 30,

2008
December 31,

2007
June 30,

2007
Nonperforming loans and leases:
Commercial loans $ 407 175 137
Commercial mortgage loans 524 243 113
Commercial construction loans 537 249 65
Commercial leases 18 5 4
Residential mortgage loans 142 92 38
Home equity 35 45 44
Automobile loans 7 3 3
Credit card �  �  �  
Other consumer loans and leases �  1 �  
Restructured loans and leases:
Residential mortgage loans 187 29 2
Home equity 116 46 �  
Credit card 15 5 �  

Total nonaccrual loans and leases 1,988 893 406
Repossessed personal property 22 21 17
Other real estate owned 188 150 105

Total nonperforming assets $ 2,198 $ 1,064 528

Commercial loans $ 52 44 44
Commercial mortgage loans 149 73 37
Commercial construction loans 53 67 33
Commercial leases 1 4 1
Residential mortgage loans (a) 228 186 98
Home equity 76 72 61
Automobile loans 12 13 10
Credit card 33 31 18
Other consumer loans and leases 1 1 �  

Total 90 days past due loans and leases $ 605 491 302
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Nonperforming assets as a percent of total loans, leases and other assets, including other real
estate owned 2.56% 1.32 .70
Allowance for loan and lease losses as a percent of total nonperforming assets 72 88 152

(a) Information for all periods presented excludes advances made pursuant to servicing agreements to Government National Mortgage
Association (�GNMA�) mortgage pools whose repayments are insured by the Federal Housing Administration or guaranteed by the
Department of Veterans Affairs. As of June 30, 2008, December 31, 2007 and June 30, 2007, these advances were $27 million, $25 million
and $16 million, respectively.

Total nonperforming assets were $2.2 billion at June 30, 2008, compared to $1.1 billion at December 31, 2007 and $528 million at June 30,
2007. Nonperforming assets as a percentage of total loans, leases and other assets, including other real estate owned, as of June 30, 2008 was
2.56% compared to 1.32% as of December 31, 2007 and .70% as of June 30, 2007. The composition of nonaccrual credits continues to shift as
more than 82% of nonaccrual credits were secured by real estate as of June 30, 2008 compared to approximately 70% as of June 30, 2007.

Commercial nonaccrual credits increased from $319 million as of June 30, 2007 and $1.1 billion at March 31, 2008 to $1.5 billion as of June 30,
2008. The majority of the increase was driven by the real estate and construction industries in the states of Florida and Michigan. These states
combined to account for 63% of the sequential growth in commercial nonaccrual credits and represent 59% of total commercial nonaccrual
credits as of June 30, 2008. As shown in Table 24, the real estate and construction industries
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contributed to approximately two-thirds of the increase in nonaccrual credits. Of the $944 million of real estate and construction nonaccrual
credits, $547 million is related to homebuilders or developers. Due to the deterioration in real estate prices in Michigan and Florida, the Bancorp
has charged-off $91 million against the loans that make up homebuilder and developer nonaccrual credits and has provided an additional $44
million in reserves held against these loans. For additional information on credit reserves, see the discussion on allowance for credit losses later
in this section.

Consumer nonaccrual credits increased from $87 million as of June 30, 2007 and $221 million as of December 31, 2007 to $502 million as of
June 30, 2008. The increase in consumer nonaccrual credits is primarily attributable to declines in the housing markets in the Michigan and
Florida affiliates and the restructuring of certain high risk loans. Michigan and Florida accounted for 64% of the increase in nonaccrual credits in
the residential real estate portfolio and, as of June 30, 2008, represented 59% of total residential real estate nonaccrual credits. The Bancorp has
devoted significant attention to loss mitigation activities and has proactively restructured certain real estate loans. Consumer restructured loans
are recorded as nonaccrual credits until there is a sustained period of payment by the borrower, generally a minimum of six months of payments
in accordance with the loans� modified terms. Consumer restructured loans contributed approximately $318 million to nonaccrual loans as of
June 30, 2008 compared to $2 million in restructured loans as of June 30, 2007.

Analysis of Net Charge-offs

Net charge-offs as a percent of average loans and leases were 166 bp for the second quarter of 2008, compared to 89 bp for the fourth quarter of
2007 and 55 bp for the second quarter of 2007. Table 29 provides a summary of credit loss experience and net charge-offs as a percentage of
average loans and leases outstanding by loan category.

The ratio of commercial loan net charge-offs to average commercial loans outstanding increased to 141 bp in the second quarter of 2008
compared to 66 bp in the fourth quarter of 2007 and 44 bp in the second quarter of 2007, as homebuilders, developers and related suppliers were
affected by the downturn in the real estate markets. Charge-offs for the second quarter of 2008 included $34 million, or 19%, related to
homebuilders and developers. Excluding a $23 million customer fraud-related charge-off, approximately 58% of charge-offs greater than
$500,000 involved loans in the construction or real estate industries.

The ratio of consumer loan net charge-offs to average consumer loans outstanding increased to 204 bp in the second quarter of 2008 compared
to 118 bp in the fourth quarter of 2007 and 68 bp in the second quarter of 2007. Residential mortgage charge-offs increased to $63 million in the
second quarter of 2008 compared to $18 million in the fourth quarter of 2007 and $9 million in the second quarter of 2007, reflecting increased
foreclosure rates in the Bancorp�s key lending markets coupled with an increase in severity of loss on mortgage loans. Florida, Michigan and
Ohio continue to rank among the top states in total mortgage foreclosures. These foreclosures not only added to the volume of charge-offs, but
also hampered the Bancorp�s ability to recover the value of the homes collateralizing the mortgages as they contributed to declining home prices.
Florida affiliates continue to experience the most stress and accounted for over half of the residential mortgage charge-offs in the second quarter.
While Michigan residential mortgage charge-offs remain elevated, there was no increase in charge-offs in the second quarter of 2008 compared
to the first quarter of 2008. Home equity charge-offs increased to $54 million and 183 bp of average loans, primarily due to increases in the
Michigan and Florida affiliates and among those products originated through a broker channel. Brokered home equity loans represented 50% of
home equity charge-offs during 2007 despite representing only 20% of home equity lines and loans as of June 30, 2008. Management responded
to the performance of the brokered home equity portfolio by reducing originations in 2007 of this product by 64% compared to 2006 and, at the
end of 2007, eliminating this channel of origination. Management is also limiting further withdrawals against lines of credits for those products
and geographies displaying the most stress. The ratio of automobile loan net charge-offs to average automobile loans was 121 bp for the second
quarter of 2008, an increase of 63 bp compared to the second quarter 2007 displaying an expected increase due to a shift in the portfolio to a
higher percentage of used automobiles and an increase in loss severity due to increased market depreciation of used automobiles. The net
charge-off ratio on credit card balances increased compared to the same quarter last year as the Bancorp increased originations of card balances
throughout the past year. Although the credit characteristics of the credit card portfolio have been maintained during the origination of new
cards, including the weighted average FICO and average line outstanding, the Bancorp does expect the charge-off ratio to increase as the
portfolio matures. The Bancorp employs a risk-adjusted pricing methodology to help ensure adequate compensation is received for those
products that have higher credit costs.

During the second quarter of 2008, the Bancorp changed its charge-off policy for the credit card portfolio to conform with regulatory guidelines
and industry standards and to increase the likelihood of recoveries and customer affirmation of the Bancorp�s bankruptcy proceedings. This
policy reduced credit card charge offs by $4 million as the Bancorp converted from charging off a credit card balance at receipt of bankruptcy
notice or 180 days past due, whichever comes first, to 60 days after bankruptcy notice or 180 days past due, whichever comes first. This change
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did not affect the amount or timing of a charge on the Bancorp�s provision for loan and lease expense as the Bancorp provides for probable credit
card losses upon receipt of a bankruptcy notice.
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TABLE 29: Summary of Credit Loss Experience

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Losses charged off:
Commercial loans $ (109) (29) $ (148) (48)
Commercial mortgage loans (22) (16) (55) (23)
Commercial construction loans (49) (7) (121) (13)
Commercial leases �  �  �  (1)
Residential mortgage loans (63) (9) (98) (16)
Home equity (57) (22) (99) (41)
Automobile loans (35) (24) (79) (49)
Credit card (23) (12) (44) (23)
Other consumer loans and leases (7) (5) (14) (9)

Total losses (365) (124) (658) (223)
Recoveries of losses previously charged off:
Commercial loans 2 5 5 9
Commercial mortgage loans 1 �  2 1
Commercial construction loans �  �  �  �  
Commercial leases �  �  �  1
Residential mortgage loans �  �  �  �  
Home equity 3 2 4 5
Automobile loans 9 9 18 18
Credit card 2 2 4 5
Other consumer loans and leases 4 4 5 11

Total recoveries 21 22 38 50
Net losses charged off:
Commercial loans (107) (24) (143) (39)
Commercial mortgage loans (21) (16) (53) (22)
Commercial construction loans (49) (7) (121) (13)
Commercial leases �  �  �  �  
Residential mortgage loans (63) (9) (98) (16)
Home equity (54) (20) (95) (36)
Automobile loans (26) (15) (61) (31)
Credit card (21) (10) (40) (18)
Other consumer loans and leases (3) (1) (9) 2

Total net losses charged off $ (344) (102) (620) (173)

Net charge-offs as a percent of average loans and leases (excluding held for sale):
Commercial loans 1.52% .44 1.07% .37
Commercial mortgage loans .66 .56 .87 .41
Commercial construction loans 3.46 .48 4.32 .42
Commercial leases (.01) .02 (.01) .02

Total commercial loans 1.41 .44 1.32 .36
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Residential mortgage loans 2.57 .43 1.93 .38
Home equity 1.83 .66 1.61 .61
Automobile loans 1.21 .58 1.37 .59
Credit card 4.93 3.28 4.86 3.28
Other consumer loans and leases 1.31 .78 1.54 (.26)

Total consumer loans 2.04 .68 1.80 .61

Total net losses charged off 1.66% .55 1.52% .47

Allowance for Credit Losses

The allowance for credit losses is comprised of the allowance for loan and lease losses and the reserve for unfunded commitments. The
allowance for loan and lease losses provides coverage for probable and estimable losses in the loan and lease portfolio. The Bancorp evaluates
the allowance each quarter to determine its adequacy to cover inherent losses. Several factors are taken into consideration in the determination of
the overall allowance for loan and lease losses, including an unallocated component. These factors include, but are not limited to, the overall risk
profile of the loan and lease portfolios, net charge-off experience, the extent of impaired loans and leases, the level of nonaccrual loans and
leases, the level of 90 days past due loans and leases and the overall percentage level of the allowance for loan and lease losses. The Bancorp
also considers overall asset quality trends, credit administration and portfolio management practices, risk identification practices, credit policy
and underwriting practices, overall portfolio growth, portfolio concentrations and current national and local economic conditions that might
impact the portfolio. The Bancorp continues to monitor recent developments in the credit markets.
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In the current year, the Bancorp has not substantively changed any material aspect of its overall approach in the determination of the allowance
for loan and lease losses and there have been no material changes in assumptions or estimation techniques as compared to prior periods that
impacted the determination of the current period allowance. In addition to the allowance for loan and lease losses, the Bancorp maintains a
reserve for unfunded commitments recorded in other liabilities in the Condensed Consolidated Balance Sheets. The methodology used to
determine the adequacy of this reserve is similar to the Bancorp�s methodology for determining the allowance for loan and lease losses. The
provision for unfunded commitments is included in other noninterest expense in the Condensed Consolidated Statements of Income.

TABLE 30: Changes in Allowance for Credit Losses

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Allowance for loan and lease losses:
Beginning balance $ 1,205 784 $ 937 771
Net losses charged off (344) (102) (620) (173)
Provision for loan and lease losses 719 121 1,263 205

Ending balance $ 1,580 803 $ 1,580 803

Reserve for unfunded commitments:
Beginning balance $ 103 79 $ 95 76
Provision for unfunded commitments 10 (2) 18 1
Acquisitions 2 �  2 �  

Ending balance $ 115 77 $ 115 77

The allowance for loan and lease losses as a percent of the total loan and lease portfolio increased to 1.85% at June 30, 2008, compared to 1.17%
at December 31, 2007 and 1.06% at June 30, 2007. This increase is reflective of a number of factors including: the increase in delinquencies,
increased loss estimates due to the real estate price deterioration in some of the Bancorp�s key lending markets and declines in general economic
conditions. These factors were the primary drivers of the increased reserve amounts for most of the Bancorp�s loan categories.

As discussed previously, nonperforming assets increased to $2.2 billion as of June 30, 2008. Impaired commercial loans increased $650 million
from the fourth quarter of 2007; impaired commercial loans require individual review to determine loan and lease reserves. Delinquency trends
also increased across most product lines and credit grades from the prior year leading to increases in loss factors for those products.

Real estate price deterioration, as measured by the Home Price Index, was most prevalent in Michigan, due in part to cutbacks by automobile
manufacturers, and in Florida, due to past real estate price appreciation and related over-development. The year-over-year deterioration in home
prices has been as high as 20% in some of the Bancorp�s hardest hit geographies. The deterioration in real estate values increased the expected
loss once a loan becomes delinquent, particularly for residential mortgage and home equity loans with high loan-to-value ratios.

Compared to the prior year, negative trends in general economic conditions, as measured by items such as unemployment rate, home sales and
inventory, consumer price index and bankruptcy filings in the national and local economies, also caused increases in reserve factors used to
determine the losses inherent within the loan and lease portfolio.

The Bancorp continually reviews its credit administration and loan and lease portfolio and makes changes based on the performance of its
products. Over the past year, the Bancorp has reduced its lending to homebuilder and developers and non-owner occupied real estate, eliminated
brokered home equity production and engaged in significant loss mitigation strategies.
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MARKET RISK MANAGEMENT

Market risk arises from the potential for market fluctuations in interest rates, foreign exchange rates and equity prices that may result in potential
reductions in net income. Interest rate risk, a component of market risk, is the exposure to adverse changes in net interest income or financial
position due to changes in interest rates. Management considers interest rate risk a prominent market risk in terms of its potential impact on
earnings. Interest rate risk can occur for any one or more of the following reasons:

� Assets and liabilities may mature or reprice at different times;

� Short-term and long-term market interest rates may change by different amounts; or

� The expected maturity of various assets or liabilities may shorten or lengthen as interest rates change.
In addition to the direct impact of interest rate changes on net interest income, interest rates can indirectly impact earnings through their effect on
loan demand, credit losses, mortgage originations, the value of servicing rights and other sources of the Bancorp�s earnings. Stability of the
Bancorp�s net income is largely dependent upon the effective management of interest rate risk. Management continually reviews the Bancorp�s
balance sheet composition and earnings flows and models the interest rate risk, and possible actions to reduce this risk, given numerous possible
future interest rate scenarios.

Earnings Simulation Model

The Bancorp employs a variety of measurement techniques to identify and manage its interest rate risk, including the use of an earnings
simulation model to analyze the sensitivity of net interest income and certain noninterest items to changing interest rates. The model is based on
contractual and assumed cash flows and repricing characteristics for all of the Bancorp�s financial instruments, and incorporates market-based
assumptions regarding the effect of changing interest rates on the prepayment rates of certain assets and liabilities. The model also includes
senior management projections of the future volume and pricing of each of the product lines offered by the Bancorp as well as other pertinent
assumptions. Actual results will differ from these simulated results due to timing, magnitude and frequency of interest rate changes as well as
changes in market conditions and management strategies.

The Bancorp�s Executive Asset Liability Committee (�ALCO�), which includes senior management representatives and is accountable to the Risk
and Compliance Committee of the Board of Directors, monitors and manages interest rate risk within Board approved policy limits. In addition
to the risk management activities of ALCO, the Bancorp has a Market Risk Management function as part of ERM that provides independent
oversight of market risk activities. The Bancorp�s current interest rate risk exposure is evaluated by measuring the anticipated change in net
interest income and mortgage banking net revenue over 12-month and 24-month horizons assuming a 200 bp parallel ramped increase or
decrease in market interest rates. In accordance with the current policy, the rate movements are assumed to occur over one year and are sustained
thereafter.

The following table shows the Bancorp�s estimated earnings sensitivity profile and ALCO policy limits as of June 30, 2008:

TABLE 31: Estimated Earnings Sensitivity Profile

Change in Earnings (FTE) ALCO Policy Limits
Change in Interest Rates (bp) 12 Months 13 to 24 Months 12 Months 13 to 24 Months
+200 (1.11)% (.46) (5.00) (7.00)
+100 (.51) (.54) �  �  
-100 (.01) (.45) �  �  
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-200 (.01) (2.29) (5.00) (7.00)
Economic Value of Equity

The Bancorp also employs economic value of equity (�EVE�) as a measurement tool in managing interest rate risk. Whereas the earnings
simulation highlights exposures over a relatively short time horizon, the EVE analysis incorporates all cash flows over the estimated remaining
life of all balance sheet and derivative positions. The EVE of the balance sheet, at a point in time, is defined as the discounted present value of
asset and derivative cash flows less the discounted value of liability cash flows. The sensitivity of EVE to changes in the level of interest rates is
a measure of longer-term interest rate risk. In contrast to the earnings simulation, which assumes interest rates will change over a period of time,
EVE uses instantaneous changes in rates. EVE values only the current balance sheet and does not incorporate the growth assumptions used in
the earnings simulation model. As with the earnings simulation model, assumptions about the timing and variability of balance sheet cash flows
are critical in the EVE analysis. Particularly important are the assumptions driving prepayments and the expected changes in balances and
pricing of the transaction deposit portfolios.
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The following table shows the Bancorp�s EVE sensitivity profile and the ALCO policy limits as of June 30, 2008:

TABLE 32: Estimated EVE Sensitivity Profile

Change in Interest Rates (bp) Change in EVE ALCO Policy Limits
+200 (5.8)% (20.0)
-200 1.3 (20.0)
While an instantaneous shift in interest rates is used in this analysis to provide an estimate of exposure, the Bancorp believes that a gradual shift
in interest rates would have a much more modest impact. Since EVE measures the discounted present value of cash flows over the estimated
lives of instruments, the change in EVE does not directly correlate to the degree that earnings would be impacted over a shorter time horizon
(i.e., the current fiscal year). Further, EVE does not take into account factors such as future balance sheet growth, changes in product mix,
changes in yield curve relationships and changing product spreads that could mitigate the adverse impact of changes in interest rates. The
earnings simulation and EVE analyses do not necessarily include certain actions that management may undertake to manage this risk in response
to anticipated changes in interest rates.

Use of Derivatives to Manage Interest Rate Risk

An integral component of the Bancorp�s interest rate risk management strategy is its use of derivative instruments to minimize significant
fluctuations in earnings and cash flows caused by changes in market interest rates. Examples of derivative instruments that the Bancorp may use
as part of its interest rate risk management strategy include interest rate swaps, interest rate floors, interest rate caps, forward contracts, principal
only swaps, options and swaptions.

As part of its overall risk management strategy relative to its mortgage banking activity, the Bancorp enters into forward contracts accounted for
as free-standing derivatives to economically hedge interest rate lock commitments that are also considered free-standing derivatives. In addition,
the Bancorp also economically hedges its exposure to mortgage loans held for sale.

The Bancorp also establishes derivative contracts with major financial institutions to economically hedge significant exposures assumed in
commercial customer accommodation derivative contracts. Generally, these contracts have similar terms in order to protect the Bancorp from
market volatility. Credit risks arise from the possible inability of counterparties to meet the terms of their contracts, which the Bancorp
minimizes through approvals, limits and monitoring procedures. The notional amount and fair values of these derivatives as of June 30, 2008 are
included in Note 7 of the Notes to Condensed Consolidated Financial Statements.

Portfolio Loans and Leases and Interest Rate Risk

Although the Bancorp�s portfolio loans and leases contain both fixed and floating/adjustable rate products, the rates of interest earned by the
Bancorp on the outstanding balances are generally established for a period of time. The interest rate sensitivity of loans and leases is directly
related to the length of time the rate earned is established. Table 33 summarizes the expected principal cash flows of the Bancorp�s portfolio
loans and leases as of June 30, 2008:

TABLE 33: Portfolio Loan and Lease Principal Cash Flows

($ in millions) Less than 1 year 1 � 5 years
Greater than

5 years Total
Commercial loans $ 15,055 11,993 1,910 $ 28,958
Commercial mortgage loans 5,422 5,884 2,088 13,394
Commercial construction loans 4,114 1,221 672 6,007
Commercial leases 597 1,529 1,521 3,647
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Subtotal - commercial loans 25,188 20,627 6,191 52,006

Residential mortgage loans 2,522 3,646 3,698 9,866
Home equity 1,877 5,028 5,516 12,421
Automobile loans 3,078 4,748 536 8,362
Credit card 147 1,570 �  1,717
Other consumer loans and leases 501 605 46 1,152

Subtotal - consumer loans 8,125 15,597 9,796 33,518

Total $ 33,313 36,224 15,987 $ 85,524
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Segregated by interest rate type, the following is a summary of expected principal cash flows occurring after one year as of June 30, 2008:

TABLE 34: Portfolio Loan and Lease Principal Cash Flows Occurring After One Year

Interest Rate
($ in millions) Fixed Floating or Adjustable
Commercial loans $ 3,052 10,851
Commercial mortgage loans 2,912 5,060
Commercial construction loans 658 1,235
Commercial leases 3,050 �  

Subtotal - commercial loans 9,672 17,146

Residential mortgage loans 3,991 3,353
Home equity 1,728 8,816
Automobile loans 5,240 44
Credit card 854 716
Other consumer loans and leases 639 12

Subtotal - consumer loans 12,452 12,941

Total $ 22,124 30,087

Mortgage Servicing Rights and Interest Rate Risk

The net carrying amount of the MSR portfolio was $697 million and $602 million as of June 30, 2008 and June 30, 2007, respectively. The
value of servicing rights can fluctuate sharply depending on changes in interest rates and other factors. Generally, as interest rates decline and
loans are prepaid to take advantage of refinancing, the total value of existing servicing rights declines because no further servicing fees are
collected on repaid loans. The Bancorp maintains a non-qualifying hedging strategy relative to its mortgage banking activity in order to manage
a portion of the risk associated with changes in the value of its MSR portfolio as a result of changing interest rates.

Mortgage rates increased throughout the second quarter of 2008. This increase in rates caused prepayment assumptions to decrease and led to a
recovery of $80 million in temporary impairment during the three months ended June 30, 2008 compared to the recovery of $12 million in
temporary impairment in the second quarter of 2007. Servicing rights are deemed temporarily impaired when a borrower�s loan rate is distinctly
higher than prevailing rates. Temporary impairment on servicing rights is reversed when the prevailing rates return to a level commensurate with
the borrower�s loan rate. Offsetting the mortgage servicing rights valuation, the Bancorp recognized net losses of $84 million and $9 million on
its non-qualifying hedging strategy for the three months ended June 30, 2008 and 2007, respectively. See Note 5 of the Notes to Condensed
Consolidated Financial Statements for further discussion on servicing rights.

Foreign Currency Risk

The Bancorp enters into foreign exchange derivative contracts to economically hedge certain foreign denominated loans. The derivatives are
classified as free-standing instruments with the revaluation gain or loss being recorded in other noninterest income in the Condensed
Consolidated Statements of Income. The balance of the Bancorp�s foreign denominated loans at June 30, 2008 and June 30, 2007 was
approximately $342 million and $202 million, respectively. The Bancorp also enters into foreign exchange contracts for the benefit of
commercial customers involved in international trade to hedge their exposure to foreign currency fluctuations. The Bancorp has internal controls
in place to help ensure excessive risk is not being taken in providing this service to customers. These controls include an independent
determination of currency volatility and credit equivalent exposure on these contracts, counterparty credit approvals and country limits.
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LIQUIDITY RISK MANAGEMENT

The goal of liquidity management is to provide adequate funds to meet changes in loan and lease demand, unexpected deposit withdrawals and
other contractual obligations. Mitigating liquidity risk is accomplished by maintaining liquid assets in the form of investment securities,
maintaining sufficient unused borrowing capacity in the national money markets and delivering consistent growth in core deposits. The
estimated weighted-average life of the available-for-sale portfolio was 6.6 years at June 30, 2008, based on current prepayment expectations. Of
the $13.3 billion of securities in the portfolio at June 30, 2008, $2.5 billion in principal and interest is expected to be received in the next 12
months, and an additional $1.6 billion is expected to be received in the next 13 to 24 months. In addition to the securities portfolio, asset-driven
liquidity is provided by the Bancorp�s ability to sell or securitize loan and lease assets. In order to reduce the exposure to interest rate fluctuations
and to manage liquidity, the Bancorp has developed securitization and sale procedures for several types of interest-sensitive assets. A majority of
the long-term, fixed-rate single-family residential mortgage loans underwritten according to FHLMC or FNMA guidelines are sold for cash
upon origination. Additional assets such as jumbo fixed-rate residential mortgages, certain floating rate short-term commercial loans, certain
floating-rate home equity loans, certain automobile loans and other consumer loans are also capable of being securitized, sold or transferred
off-balance sheet. For the three months ended June 30, 2008 and 2007, loans totaling $4.0 billion and $3.4 billion, respectively, were sold,
securitized or transferred off-balance sheet.
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Additionally, the Bancorp has a shelf registration in place with the SEC permitting ready access to the public debt markets and qualifies as a
�well-known seasoned issuer� under SEC rules. As of June 30, 2008, $7.6 billion of debt or other securities were available for issuance from this
shelf registration under the current Bancorp�s Board of Directors� authorizations. The Bancorp also has $16.2 billion of funding available for
issuance through private offerings of debt securities pursuant to its bank note program. These sources, in addition to a 6.37% tangible equity
base, provide the Bancorp with a stable funding base.

Core deposits have historically provided the Bancorp with a sizeable source of relatively stable and low cost funds. The Bancorp�s average core
deposits and shareholders� equity funded 71% of its average total assets during the second quarter of 2008. In addition to core deposit funding,
the Bancorp also accesses a variety of other short-term and long-term funding sources, which include the use of various regional Federal Home
Loan Banks as a funding source. Certificates carrying a balance of $100,000 or more and deposits in the Bancorp�s foreign branch located in the
Cayman Islands are wholesale funding tools utilized to fund asset growth. Management does not rely on any one source of liquidity and
manages availability in response to changing balance sheet needs.

CAPITAL MANAGEMENT

Management and the Bancorp�s Board of Directors regularly reviews its capital position to help ensure that the Bancorp is appropriately
positioned under various operating environments. Due to the deterioration in credit trends over the past year and the uncertainty involving future
economic trends, on June 18, 2008, the Bancorp�s Board of Directors approved the following actions to strengthen its capital position;

� The issuance of approximately $1 billion in Tier 1 capital in the form of convertible preferred shares;

� A reduction in the quarterly dividend level. The Bancorp declared its second quarter cash dividend on its common stock and set the
level at $0.15 per share, a reduction from the first quarter of 2008 dividend of $0.44 per share; and

� The anticipated sale of certain non-strategic businesses that, if successfully completed, would supplement common equity capital by
an estimated additional $1 billion or more.

In conjunction with these actions, the Bancorp revised its capital target and is now targeting an eight to nine percent range for its Tier I capital
ratio. As of June 30, 2008, due to the completion of its preferred stock issuance and the reduced dividend, regulatory capital ratios were higher
compared to December 31, 2007 and June 30, 2007 and the Bancorp met its revised Tier I capital ratio targets. Regulatory capital information is
presented in Table 35.

The Federal Reserve Board established quantitative measures that assign risk weightings to assets and off-balance sheet items and also define
and set minimum regulatory capital requirements (risk-based capital ratios). Additionally, the guidelines define �well-capitalized� ratios for Tier I
and total risk-based capital as 6% and 10%, respectively. The Bancorp exceeded these �well-capitalized� ratios for all periods presented.

TABLE 35: Regulatory Capital

($ in millions)
June 30,

2008
December 31,

2007
June 30,

2007
Tier I capital $ 9,829 8,924 8,616
Total risk-based capital 14,031 11,733 11,163
Risk-weighted assets 115,481 115,529 105,950
Regulatory capital ratios:
Tier I capital 8.51% 7.72 8.13
Total risked-based capital 12.15 10.16 10.54
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Tier I leverage 9.08 8.50 8.76
At June 30, 2008, shareholders� equity was $10.8 billion, compared to $9.2 billion at December 31, 2007 and June 30, 2007. Tangible equity as a
percent of tangible assets was 6.37% at June 30, 2008, 6.14% at December 31, 2007 and 7.18% at June 30, 2007. The increase in shareholders�
equity from the second quarter of 2007 is primarily a result of the approximately $1.1 billion issuance of convertible preferred stock in June
2008.

Dividend Policy and Stock Repurchase Program

The Bancorp�s common stock dividend policy reflects its earnings outlook, desired payout ratios, the need to maintain adequate capital levels and
alternative investment opportunities. The Bancorp�s quarterly dividend for the second quarter 2008 was $.15 per share, a decrease compared to
the $.44 per share declared in first quarter 2008 and $.42 per share declared in the second quarter of 2007. The decrease in the dividend provides
the Bancorp with an estimated $170 million per quarter in additional capital that may be needed during a difficult operating environment.
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Quantitative and Qualitative Disclosures About Market Risk (continued)

The Bancorp�s stock repurchase program is an important element of its capital planning activities. The Bancorp�s repurchase of equity securities is
shown in Table 36. On May 21, 2007, the Bancorp announced that its Board of Directors had authorized management to purchase 30 million
shares of the Bancorp�s common stock through the open market or in any private transaction. The timing of the purchases and the exact number
of shares to be purchased depends upon market conditions. The authorization does not include specific price targets or an expiration date. At
June 30, 2008, the Bancorp had approximately 19 million shares remaining under the current Board of Directors� authorization.

TABLE 36: Share Repurchases

Period

Total Number of
Shares

Purchased (a)

Average
Price Paid

Per
Share

Total Number of Shares
Purchased as Part of

Publicly Announced Plans
or Programs

Maximum Number of
Shares that May Yet Be

Purchased Under the Plans
or Programs

April 1, 2008 � April 30, 2008 �  $ �  �  19,201,518
May 1, 2008 � May 31, 2008 �  �  �  19,201,518
June 1, 2008 � June 30, 2008 �  �  �  19,201,518

Total �  $ �  �  19,201,518

(a) The Bancorp repurchased 19,061 shares during the second quarter of 2008 in connection with various employee compensation plans.
These purchases are not included in the calculation for average price paid per share and do not count against the maximum number of
shares that may yet be purchased under the Board of Directors� authorization.

OFF-BALANCE SHEET ARRANGEMENTS

The Bancorp consolidates all of its majority-owned subsidiaries and variable interest entities for which the Bancorp is the primary beneficiary.
Other entities, including certain joint ventures in which there is greater than 20% ownership, but upon which the Bancorp does not possess and
cannot exert significant influence or control, are accounted for by the equity method of accounting and not consolidated. Those entities in which
there is less than 20% ownership are generally carried at the lower of cost or fair value.

In the ordinary course of business, the Bancorp enters into financial transactions to extend credit, and various forms of commitments and
guarantees that may be considered off-balance sheet arrangements. These transactions involve varying elements of market, credit and liquidity
risk. The nature and extent of these transactions are provided in Note 8 of the Notes to Condensed Consolidated Financial Statements. In
addition, the Bancorp uses conduits, asset securitizations and certain defined guarantees to provide a source of funding. The use of these
investment vehicles involves differing degrees of risk. A summary of these transactions is provided below.

Through June 30, 2008 and 2007, the Bancorp had transferred, subject to credit recourse, certain primarily floating-rate, short-term, investment
grade commercial loans to an unconsolidated qualified special purpose entity (�QSPE�) that is wholly owned by an independent third-party.
Generally, the loans transferred provide a lower yield due to their investment grade nature, and therefore transferring theses loans to the QSPE
allows the Bancorp to reduce its exposure to these lower yielding loan assets while maintaining the customer relationships. Under current
accounting provisions, QSPEs are exempt from consolidation and, therefore, not included in the Bancorp�s Condensed Consolidated Financial
Statements. The outstanding balance of these loans at June 30, 2008 and 2007 was $2.9 billion and $3.3 billion, respectively. As of June 30,
2008, the loans transferred had a weighted average life of 2.0 years. 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 and ineligible loans transferred by the Bancorp to the QSPE. The maximum amount of credit risk in the event of nonperformance by
the underlying borrowers is approximately equivalent to the total outstanding balance. During the six months ended June 30, 2008 and 2007, the
QSPE did not transfer any loans back to the Bancorp as a result of a credit event. In addition, there have been no material changes in the overall
ratings of the loans transferred to the QSPE. For the six months ended June 30, 2008, the Bancorp collected $567 million in cash proceeds from
loan transfers and $7 million in fees from the QSPE. For the six months ended June 30, 2007, the Bancorp collected $911 million in cash
proceeds from loan transfers and $14 million in fees from the QSPE.
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The QSPE issues commercial paper and uses the proceeds to fund the acquisition of commercial loans transferred to it by the Bancorp. The
Bancorp also agrees to provide liquidity support to the QSPE. As of June 30, 2008 and 2007, the liquidity agreement was $3.5 billion and $4.0
billion, respectively. The Bancorp purchased asset-backed commercial paper from the QSPE and, as of June 30, 2008, held $614 million of the
QSPE�s asset-backed commercial paper. The Bancorp purchased the commercial paper at market rates to help fund the QSPE in a market
characterized by widening credit spreads and tight liquidity conditions. At June 30, 2008 and 2007, the Bancorp�s loss reserve related to the
liquidity support and credit enhancement provided to the QSPE was $20 million and $13 million, respectively, and was recorded in other
liabilities in the Condensed Consolidated Balance Sheets.

The Bancorp utilizes securitization trusts and conduits, formed as QSPEs, to facilitate the securitization process of certain floating-rate home
equity lines of credit and certain automobile loans. In each of the securitization trusts and conduits, the Bancorp sold the loans without recourse
and does not maintain control over the assets. The Bancorp�s securitization policy permits the retention of
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Quantitative and Qualitative Disclosures About Market Risk (continued)

subordinated tranches, servicing rights, interest-only strips and residual interests. The cash flows to and from the securitization trusts and QSPEs
are principally limited to the initial proceeds from the securitization trust at the time of sale, with subsequent cash flows relating to interests that
continue to be held by the Bancorp. At June 30, 2008, the Bancorp had retained servicing assets totaling $1 million, subordinated tranche
security interests totaling $67 million and residual interests totaling $173 million. At June 30, 2007, the Bancorp had retained servicing assets
totaling $2 million, subordinated tranche security interests totaling $8 million and residual interests totaling $14 million. For the six months
ended June 30, 2008 and 2007, cash proceeds from transfers reinvested in revolving-period securities totaled $39 million and $38 million,
respectively. Additionally, for the six months ended June 30, 2008 and 2007, the Bancorp received fees of $4 million and $1 million,
respectively, from securitization trusts and conduits. See Note 5 for more information on securitizations and the interests that continue to be held
by the Bancorp.

At June 30, 2008 and 2007, the Bancorp had provided credit recourse on approximately $1.4 billion and $1.6 billion, respectively, of residential
mortgage loans previously sold to unrelated third parties. 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 underlying
borrowers is equivalent to the total outstanding balance. In the event of nonperformance, the Bancorp has rights to the underlying collateral
value attached to the loan. The Bancorp maintained an estimated credit loss reserve of approximately $14 million and $19 million relating to
these residential mortgage loans sold at June 30, 2008 and 2007, respectively. 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 of residential mortgage loans held in its
loan portfolio.

41

Edgar Filing: FIFTH THIRD BANCORP - Form 10-Q

Table of Contents 77



Table of Contents

Controls and Procedures (Item 4)

The Bancorp conducted an evaluation, under the supervision and with the participation of the Bancorp�s management, including the Bancorp�s
Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of the Bancorp�s disclosure controls and
procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act). Based on the foregoing, as of the end of the period
covered by this report, the Bancorp�s Chief Executive Officer and Chief Financial Officer concluded that the Bancorp�s disclosure controls and
procedures were effective, at the reasonable assurance level, to ensure that information required to be disclosed in the reports the Bancorp files
and submits under the Exchange Act is recorded, processed, summarized and reported as and when required and to provide reasonable assurance
that information required to be disclosed by the Bancorp in such reports is accumulated and communicated to the Bancorp�s management,
including its Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

The Bancorp�s management also conducted an evaluation of internal control over financial reporting to determine whether any changes occurred
during the period covered by this report that have materially affected, or are reasonably likely to materially affect, the Bancorp�s internal control
over financial reporting. Based on this evaluation, there has been no such change during the period covered by this report.
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Fifth Third Bancorp and Subsidiaries

Condensed Consolidated Financial Statements and Notes (Item 1)

CONDENSED CONSOLIDATED BALANCE SHEETS (unaudited)

As of

($ in millions, except share data)
June 30,

2008
December 31,

2007
June 30,

2007
Assets
Cash and due from banks $ 2,853 2,660 2,294
Available-for-sale and other securities (a) 12,718 10,677 11,015
Held-to-maturity securities (b) 361 355 346
Trading securities 241 171 148
Other short-term investments 286 620 437
Loans held for sale (c) 889 4,329 1,708
Portfolio loans and leases:
Commercial loans 28,958 24,813 22,152
Commercial mortgage loans 13,394 11,862 11,044
Commercial construction loans 6,007 5,561 5,469
Commercial leases 3,647 3,737 3,697
Residential mortgage loans 9,866 10,540 8,477
Home equity 12,421 11,874 11,780
Automobile loans 8,362 9,201 10,714
Credit card 1,717 1,591 1,263
Other consumer loans and leases 1,152 1,074 1,113

Portfolio loans and leases 85,524 80,253 75,709
Allowance for loan and lease losses (1,580) (937) (803)

Portfolio loans and leases, net 83,944 79,316 74,906
Bank premises and equipment 2,444 2,223 2,063
Operating lease equipment 364 353 209
Goodwill 3,603 2,470 2,192
Intangible assets 203 147 147
Servicing rights 701 618 607
Other assets 6,368 7,023 5,318

Total Assets $ 114,975 110,962 101,390

Liabilities
Deposits:
Demand $ 16,259 14,404 13,524
Interest checking 14,002 15,254 14,672
Savings 16,602 15,635 15,036
Money market 6,806 6,521 6,334
Other time 9,839 11,440 10,428
Certificates - $100,000 and over 10,870 6,738 6,204
Foreign office 3,038 5,453 2,995

Total deposits 77,416 75,445 69,193
Federal funds purchased 2,447 4,427 3,824
Other short-term borrowings 5,628 4,747 3,331
Accrued taxes, interest and expenses 1,864 2,427 2,114
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Other liabilities 1,820 1,898 1,780
Long-term debt 15,046 12,857 11,957

Total Liabilities 104,221 101,801 92,199

Shareholders� Equity
Common stock (d) 1,295 1,295 1,295
Preferred stock (e) 1,082 9 9
Capital surplus 583 1,779 1,749
Retained earnings 8,178 8,413 8,489
Accumulated other comprehensive income (152) (126) (293)
Treasury stock (232) (2,209) (2,058)

Total Shareholders' Equity 10,754 9,161 9,191

Total Liabilities and Shareholders� Equity $ 114,975 110,962 101,390

(a) Amortized cost: June 30, 2008 - $12,935, December 31, 2007 - $10,821 and June 30, 2007 - $11,370.
(b) Market values: June 30, 2008 - $361, December 31, 2007 - $355 and June 30, 2007 - $346.
(c) Includes $761 of residential mortgage loans held for sale measured at fair value at June 30, 2008.
(d) Common shares: Stated value $2.22 per share; authorized 2,000,000,000; outstanding at June 30, 2008 - 577,529,636 (excludes

5,897,468 treasury shares), December 31, 2007 - 532,671,925 (excludes 51,516,339 treasury shares) and June 30, 2007 - 535,696,910
(excludes 47,730,194 treasury shares).

(e) 444,750 shares of undesignated no par value preferred stock are authorized of which none had been issued; 7,250 shares of 8.0%
cumulative Series D convertible (at $23.5399 per share) perpetual preferred stock with a stated value of $1,000 per share were
authorized, issued and outstanding; 2,000 shares of 8.0% cumulative Series E perpetual preferred stock with a stated value of $1,000 per
share were authorized, issued and outstanding; 8.5% non-cumulative Series G convertible (into 2,159.8272 common shares) perpetual
preferred stock with a $25,000 liquidation preference: 46,000 authorized, 44,300 issued and outstanding at June 30, 2008 (issued June
2008).

See Notes to Condensed Consolidated Financial Statements.
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Fifth Third Bancorp and Subsidiaries

Condensed Consolidated Financial Statements and Notes (continued)

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (unaudited)

For the three months ended
June 30,

For the six months ended
June 30,

($ in millions, except per share data) 2008 2007 2008 2007
Interest Income
Interest and fees on loans and leases $ 1,050 1,343 $ 2,340 2,657
Interest on securities 155 143 307 286
Interest on other short-term investments 2 3 7 6

Total interest income 1,207 1,489 2,654 2,949
Interest Expense
Interest on deposits 278 505 677 1,003
Interest on short-term borrowings 49 72 129 131
Interest on long-term debt 142 173 289 340

Total interest expense 469 750 1,095 1,474

Net Interest Income 738 739 1,559 1,475
Provision for loan and lease losses 719 121 1,263 205

Net Interest Income After Provision for Loan and Lease Losses 19 618 296 1,270
Noninterest Income
Electronic payment processing revenue 235 205 447 390
Service charges on deposits 159 142 307 268
Corporate banking revenue 111 88 218 171
Investment advisory revenue 92 97 185 193
Mortgage banking net revenue 86 41 182 81
Other noninterest income 49 96 228 174
Securities (losses) gains, net (10) �  17 �  
Securities gains, net - non-qualifying hedges on mortgage servicing rights �  �  3 �  

Total noninterest income 722 669 1,587 1,277
Noninterest Expense
Salaries, wages and incentives 331 309 679 601
Employee benefits 60 68 145 155
Net occupancy expense 73 68 145 133
Payment processing expense 67 59 133 111
Technology and communications 49 41 96 81
Equipment expense 31 31 61 60
Other noninterest expense 247 189 317 376

Total noninterest expense 858 765 1,576 1,517

Income (Loss) Before Income Taxes (117) 522 307 1,030
Applicable income taxes 85 146 223 295

Net Income (Loss) $ (202) 376 $ 84 735
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Net Income (Loss) Available to Common Shareholders (a) $ (202) 375 $ 84 734

Earnings Per Share $ (0.37) 0.69 $ 0.16 1.35

Earnings Per Diluted Share $ (0.37) 0.69 $ 0.16 1.34

(a) Dividends on preferred stock are $.185 and $.370 for the three and six months ended June 30, 2008 and 2007, respectively.
See Notes to Condensed Consolidated Financial Statements.
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Fifth Third Bancorp and Subsidiaries

Condensed Consolidated Financial Statements and Notes (continued)

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS� EQUITY (unaudited)

For the six months ended
June 30,

($ in millions, except per share data) 2008 2007
Total Shareholders� Equity, beginning $ 9,161 10,022
Net income 84 735
Other comprehensive income, net of tax:
Change in unrealized gains and (losses):
Available-for-sale securities (38) (111)
Qualifying cash flow hedges 9 (6)
Change in accumulated other comprehensive income related to employee benefit plans 3 3

Comprehensive income 58 621
Cash dividends declared:
Common stock (2008 - $.59 per share and 2007 - $.84 per share) (321) (456)
Preferred stock (a) �  �  
Issuance of preferred stock 1,072 �  
Stock-based awards exercised, including treasury shares issued �  45
Stock-based compensation expense 28 35
Loans repaid related to the exercise of stock-based awards, net 2 2
Change in corporate tax benefit related to stock-based compensation (15) 3
Shares issued in an acquisition 770 �  
Shares acquired for treasury �  (973)
Impact of diversification of nonqualified deferred compensation plan �  (18)
Impact of cumulative effect of change in accounting principle (b) �  (98)
Other (1) 8

Total Shareholders� Equity, ending $ 10,754 9,191

(a) Dividends on preferred stock are $.370 million for the six months ended June 30, 2008 and 2007.
(b) 2007 includes $96 million impact due to the adoption of FSP FAS 13-2, "Accounting for a Change or Projected Change in the Timing of

Cash Flows Relating to Income Taxes Generated by a Leveraged Lease Transaction" on January 1, 2007 and $2 million impact due to the
adoption of FIN 48, "Accounting for Uncertainty in Income Taxes-An Interpretation of FASB Statement No. 109" on January 1, 2007.

See Notes to Condensed Consolidated Financial Statements.

45

Edgar Filing: FIFTH THIRD BANCORP - Form 10-Q

Table of Contents 83



Table of Contents

Fifth Third Bancorp and Subsidiaries

Condensed Consolidated Financial Statements and Notes (continued)

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited)

For the six months
ended June 30,

($ in millions) 2008 2007
Operating Activities
Net income $ 84 735
Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Provision for loan and lease losses 1,263 205
Depreciation, amortization and accretion 172 185
Stock-based compensation expense 28 35
Provision for deferred income taxes 167 10
Realized securities gains (32) (2)
Realized securities gains � non-qualifying hedges on mortgage servicing rights (3) �  
Realized securities losses 15 1
Loss on recalculation of the timing of tax benefits on leveraged leases 130 �  
Loans originated for sale, net of repayments (7,651) (6,289)
Proceeds from sales of loans held for sale 7,813 5,672
Net (gains) losses on sales of loans (57) 7
Capitalized mortgage servicing rights (123) (108)
Decrease in trading securities 717 39
Decrease in other assets 1,329 469
Decrease in accrued taxes, interest and expenses (486) (207)
Excess tax benefit related to stock-based compensation �  (4)
Decrease in other liabilities (4) (559)

Net Cash Provided by Operating Activities 3,362 189

Investing Activities
Proceeds from sales of available-for-sale securities 2,678 385
Proceeds from calls, paydowns and maturities of available-for-sale securities 32,850 3,671
Purchases of available-for-sale securities (37,137) (4,165)
Proceeds from calls, paydowns and maturities of held-to-maturity securities 2 10
Purchases of held-to-maturity securities (10) �  
Decrease in other short-term investments 336 404
Net increase in loans and leases (3,822) (2,001)
Proceeds from sale of loans 3,511 515
Increase in operating lease equipment (25) (16)
Purchases of bank premises and equipment (241) (232)
Proceeds from disposal of bank premises and equipment 28 24
Net cash paid in acquisitions (154) �  

Net Cash Used In Investing Activities (1,984) (1,405)

Financing Activities
Decrease in core deposits (3,327) (690)
Increase in certificates - $100,000 and over, including foreign office 1,456 503
(Decrease) increase in federal funds purchased (2,192) 2,403
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Increase in other short-term borrowings 148 535
Proceeds from issuance of long-term debt 2,651 1,748
Repayment of long-term debt (530) (2,324)
Payment of cash dividends (466) (452)
Exercise of stock-based awards, net 2 47
Purchases of treasury stock �  (973)
Issuance of preferred stock 1,072 �  
Excess tax benefit related to stock-based compensation �  4
Other 1 4

Net Cash (Used In) Provided by Financing Activities (1,185) 805

Increase (Decrease) in Cash and Due from Banks 193 (411)
Cash and Due from Banks at Beginning of Period 2,660 2,705

Cash and Due from Banks at End of Period $ 2,853 2,294

Cash Payments
Interest $ 1,099 1,472
Income taxes 298 289
Supplemental Cash Flow Information
Acquisitions:
Fair value of tangible assets acquired (noncash) $ 4,318 �  
Goodwill and identifiable intangible assets acquired 1,215 �  
Liabilities assumed (4,609) �  
Common stock issued (770) �  
See Notes to Condensed Consolidated Financial Statements.
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Fifth Third Bancorp and Subsidiaries

Notes to Condensed Consolidated Financial Statements (unaudited)

1. Basis of Presentation
The Condensed Consolidated Financial Statements include the accounts of the Bancorp and its majority-owned subsidiaries and variable interest
entities in which the Bancorp has been determined to be the primary beneficiary. Other entities, including certain joint ventures, in which there is
greater than 20% ownership, but upon which the Bancorp does not possess and cannot exert significant influence or control, are accounted for by
the equity method and not consolidated; those in which there is less than 20% ownership are generally carried at the lower of cost or fair value.
Intercompany transactions and balances have been eliminated.

In the opinion of management, the unaudited Condensed Consolidated Financial Statements include all adjustments, which consist of normal
recurring accruals, necessary to present fairly the financial position as of June 30, 2008 and 2007, the results of operations for the three and six
months ended June 30, 2008 and 2007, the cash flows for the six months ended June 30, 2008 and 2007 and the changes in shareholders� equity
for the six months ended June 30, 2008 and 2007. In accordance with accounting principles generally accepted in the United States of America
and the rules and regulations of the United States Securities and Exchange Commission for interim financial information, these statements do
not include certain information and footnote disclosures required for complete annual financial statements and it is suggested that these
condensed financial statements be read in conjunction with the latest annual financial statements. The results of operations for the three and six
months ended June 30, 2008 and 2007 and the cash flows for the six months ended June 30, 2008 and 2007 are not necessarily indicative of the
results to be expected for the full year. Financial information as of December 31, 2007 has been derived from the annual Consolidated Financial
Statements of the Bancorp.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual
results could differ from those estimates. Certain reclassifications have been made to prior periods� Condensed Consolidated Financial
Statements and related notes to conform to the current period presentation.

2. New Accounting Pronouncements
In July 2006, the FASB issued FASB Staff Position (�FSP�) No. FAS 13-2, �Accounting for a Change or Projected Change in the Timing of Cash
Flows Relating to Income Taxes Generated by a Leveraged Lease Transaction.� This FSP addresses the accounting for a change or projected
change in the timing of lessor cash flows, but not the total net income, relating to income taxes generated by a leveraged lease transaction. This
FSP amends SFAS No. 13, �Accounting for Leases,� and applies to all transactions classified as leveraged leases. The timing of cash flows
relating to income taxes generated by a leveraged lease is an important assumption that affects the periodic income recognized by the lessor.
Under this FSP, the projected timing of income tax cash flows generated by a leveraged lease transaction are required to be reviewed annually or
more frequently if events or circumstances indicate that a change in timing has occurred or is projected to occur. The expected timing of the
income tax cash flows generated by a leveraged lease is revised if during the lease term the rate of return and the allocation of income would be
recalculated from the inception of the lease. In the year of adoption, the cumulative effect of the change in the net investment balance resulting
from the recalculation will be recognized as an adjustment to the beginning balance of retained earnings. On an ongoing basis following the
adoption, a change in the net investment balance resulting from a recalculation will be recognized as a gain or a loss in the period in which the
assumption changed and included in income from continuing operations in the same line item where leveraged lease income is recognized.
These amounts would then be recognized back into income over the remaining terms of the affected leases. Additionally, upon adoption, only
tax positions that meet the more-likely-than-not recognition threshold should be reflected in the financial statements and all recognized tax
positions in a leveraged lease must be measured in accordance with FIN 48, �Accounting for Uncertainty in Income Taxes�An Interpretation of
FASB Statement No. 109,� issued in July 2006. Upon adoption of this FSP on January 1, 2007, the Bancorp recognized an after-tax adjustment to
beginning retained earnings of $96 million representing the cumulative effect of applying the provisions of this FSP. Due to recent court
decisions related to leveraged leases and uncertainty regarding the outcome of outstanding litigation involving certain of the Bancorp�s leveraged
leases, the Bancorp recognized after-tax charges in the second quarter of 2008 of $229 million relating to leveraged leases. This charge consisted
of approximately $130 million, pre-tax, or $89 million after-tax, reflected as a reduction in interest income due to a projected change in the
timing of tax benefits and an increase of approximately $140 million, pre-tax and after tax, in tax expense required for interest.

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements.� This Statement defines fair value, establishes a framework for
measuring fair value and expands disclosures about fair value measurements. This Statement emphasizes that fair value is a market-based
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measurement and should be determined based on assumptions that a market participant would use when pricing an asset or liability. This
Statement clarifies that market participant assumptions should include assumptions about risk as well as the effect of a restriction on the sale or
use of an asset. Additionally, this Statement establishes a fair value hierarchy that provides the highest priority to quoted prices in active markets
and the lowest priority to unobservable data. This Statement was effective for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. In February 2008, the FASB issued FSP No. FAS 157-2, "Effective Date of FASB Statement No. 157", which
delayed the effective date of SFAS No. 157 for non-financial assets and non-financial liabilities, except for items that are recognized or
disclosed at fair value in the financial statements on a recurring basis (at least annually), to fiscal years beginning after November 15, 2008. The
adoption of SFAS No. 157 on January 1, 2008 did not have a material effect on the Bancorp�s Condensed Consolidated Financial Statements.
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Fifth Third Bancorp and Subsidiaries

Notes to Condensed Consolidated Financial Statements (continued)

In February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial Liabilities � Including an
Amendment of FASB Statement No. 115.� This Statement permits an entity to choose to measure certain financial instruments and certain other
items at fair value, on an instrument-by-instrument basis. Once an entity has elected to record eligible items at fair value, the decision is
irrevocable and the entity should report unrealized gains and losses on items for which the fair value option has been elected in earnings. On
January 1, 2008, upon adoption of this Statement, the Bancorp elected to prospectively measure at fair value, residential mortgage loans
originated on or after January 1, 2008 that have a designation as held for sale. Based on this prospective election, the adoption of the fair value
option did not have a material effect on the Bancorp�s Condensed Consolidated Financial Statements.

In December 2007, the FASB issued SFAS No. 141(R), �Business Combinations� which replaces SFAS No. 141, �Business Combinations." This
Statement retains the fundamental requirements in SFAS No. 141 that the acquisition method of accounting (formerly referred to as purchase
method) be used for all business combinations and that an acquirer be identified for each business combination. This Statement defines the
acquirer as the entity that obtains control of one or more businesses in the business combination and establishes the acquisition date as of the
date that the acquirer achieves control. This Statement requires an acquirer to recognize the assets acquired, the liabilities assumed, and any
noncontrolling interest in the acquiree at the acquisition date, measured at their fair values. This Statement requires the acquirer to generally
recognize acquisition-related costs and restructuring costs separately from the business combination as period expenses. This Statement is
effective for business combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or
after December 15, 2008.

In December 2007, the FASB issued SFAS No. 160, �Noncontrolling Interests in Consolidated Financial Statements�an Amendment to ARB
No. 51.� This Statement establishes new accounting and reporting standards that require the ownership interests in subsidiaries held by parties
other than the parent be clearly identified, labeled, and presented in the consolidated statement of financial position within equity, but separate
from the parent's equity. The Statement also requires the amount of consolidated net income attributable to the parent and to the noncontrolling
interest be clearly identified and presented on the face of the consolidated statement of income. In addition, when a subsidiary is deconsolidated,
any retained noncontrolling equity investment in the former subsidiary shall be initially measured at fair value, with the gain or loss on the
deconsolidation of the subsidiary measured using the fair value of any noncontrolling equity investment rather than the carrying amount of that
retained investment. SFAS No. 160 also clarifies that changes in a parent's ownership interest in a subsidiary that do not result in
deconsolidation are equity transactions if the parent retains its controlling financial interest. The Statement also includes expanded disclosure
requirements regarding the interests of the parent and its noncontrolling interest. This Statement is effective for fiscal years, and interim periods
within those fiscal years, beginning on or after December 15, 2008 with early adoption prohibited. The Bancorp is currently in the process of
evaluating the impact of adopting this Statement on the Bancorp�s Condensed Consolidated Financial Statements.

In June 2008, the FASB issued FSP No. EITF 03-6-1, �Determining Whether Instruments Granted in Share-Based Payment Transactions Are
Participating Securities.� This FSP provides that unvested share-based payment awards that contain nonforfeitable rights to dividends or dividend
equivalents (whether paid or unpaid) are participating securities and shall be included in the computation of earnings per share pursuant to the
two-class method described in paragraphs 60 and 61 of FASB Statement No. 128, "Earnings per Share". This FSP is effective for financial
statements issued for fiscal years beginning after December 15, 2008, and interim periods within those years. All prior-period earnings per share
data presented shall be adjusted retrospectively (including interim financial statements, summaries of earnings, and selected financial data) to
conform with the provisions of this FSP. Early application is not permitted. The Bancorp's adoption of this Staff Position on January 1, 2009 is
not expected to have a material impact on Bancorp�s Condensed Consolidated Financial Statements.

In June 2008, the Emerging Issues Task Force issued EITF Issue No. 07-5, "Determining Whether an Instrument (or Embedded Feature) Is
Indexed to an Entity's Own Stock." This Issue provides guidance an entity should use to evaluate whether an equity-linked financial instrument
(or embedded feature) is indexed to its own stock. This Issue is effective for financial statements issued for fiscal years beginning after
December 15, 2008, and interim periods within that period. Early adoption is not permitted. The Bancorp is currently in the process of
evaluating the impact of adopting this Issue on the Bancorp�s Condensed Consolidated Financial Statements.

In November 2007, the SEC issued Staff Accounting Bulletin (�SAB�) No. 109, �Written Loan Commitments Recorded at Fair Value through
Earnings.� This SAB supersedes SAB No. 105, �Application of Accounting Principles to Loan Commitments�, and expresses the current view of
the staff that, consistent with guidance in SFAS No. 156 and No. 159, the expected net future cash flows related to the associated servicing of a
loan should be included in the measurement of all written loan commitments that are accounted for at fair value through earnings. Additionally,
this SAB expands the SAB No. 105 view that internally-developed intangible assets should not be recorded as part of the fair value for any
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written loan commitments that are accounted for at fair value through earnings. This SAB was effective for fiscal quarters beginning after
December 15, 2007. The adoption of SAB 109 on January 1, 2008 did not have a material impact on the Bancorp�s Condensed Consolidated
Financial Statements.
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3. Business Combinations
On June 6, 2008, the Bancorp acquired 100% of the outstanding stock of First Charter, a full service financial institution headquartered in
Charlotte, North Carolina. First Charter operated 57 branches in North Carolina and two in suburban Atlanta, Georgia. The acquisition of First
Charter expanded the Bancorp's footprint into the Charlotte, North Carolina market and strengthened the Bancorp's presence in Georgia.

Under the terms of the transaction, the Bancorp paid $31.00 per First Charter share, or approximately $1.1 billion. Consideration was paid in the
form of approximately 70% Fifth Third common stock and 30% cash. First Charter common stock shareholders who received shares of Fifth
Third common stock in the merger received 1.7412 shares of Fifth Third common stock for each share of First Charter common stock, resulting
in the issuance of 42.9 million shares of Fifth Third common stock. The common stock issued to effect the transaction was valued at $17.80 per
share, the average closing price of the Bancorp�s common stock on the five previous trading days prior to closing.

The assets and liabilities of First Charter were recorded on the Condensed Consolidated Balance Sheet at their respective fair values as of the
closing date. The fair values are preliminary and are subject to refinement as information becomes available. The results of First Charter's
operations were included in the Bancorp�s Condensed Consolidated Statements of Income from the date of acquisition. In addition, the Bancorp
realized charges against its earnings for acquisition-related expenses of approximately $13 million and $16 million, respectively, during the three
and six months ended June 30, 2008. The acquisition related expenses consisted primarily of consulting, marketing, travel and relocation costs
associated with the conversion.

The transaction resulted in total intangible assets of $1.2 billion based upon the purchase price, the fair values of the acquired assets and
assumed liabilities and applicable purchase accounting adjustments. Of this total intangibles amount, $56 million was allocated to core deposit
intangibles, $9 million was allocated to customer lists and $2 million was allocated to lease intangibles. The remaining $1.1 billion of intangible
assets was recorded as goodwill.

4. Intangible Assets and Goodwill
Intangible assets consist of servicing rights, core deposit intangibles, customer lists, non-compete agreements and cardholder relationships.
Intangible assets, excluding servicing rights, are amortized on either a straight-line or an accelerated basis over their estimated useful lives and
have an estimated weighted-average life at June 30, 2008 of 3.4 years. The Bancorp reviews intangible assets for possible impairment whenever
events or changes in circumstances indicate that carrying amounts may not be recoverable. The details of the Bancorp�s intangible assets are
shown in the following table. For further information on servicing rights, see Note 5.

($ in millions)
Gross Carrying

Amount
Accumulated
Amortization

Valuation
Allowance

Net Carrying
Amount

As of June 30, 2008:
Mortgage servicing rights $ 1,542 (820) (25) 697
Other consumer and commercial servicing rights 14 (10) �  4
Core deposit intangibles 486 (320) �  166
Other 66 (29) �  37

Total intangible assets $ 2,108 (1,179) (25) 904

As of December 31, 2007:
Mortgage servicing rights $ 1,417 (755) (49) 613
Other consumer and commercial servicing rights 24 (19) �  5
Core deposit intangibles 430 (302) �  128
Other 44 (25) �  19
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Total intangible assets $ 1,915 (1,101) (49) 765

As of June 30, 2007:
Mortgage servicing rights $ 1,321 (707) (12) 602
Other consumer and commercial servicing rights 24 (19) �  5
Core deposit intangibles 410 (286) �  124
Other 45 (22) �  23

Total intangible assets $ 1,800 (1,034) (12) 754

As of June 30, 2008, all of the Bancorp�s intangible assets were being amortized. Amortization expense recognized on intangible assets,
including servicing rights, for the three months ended June 30, 2008 and 2007 was $44 million and $34 million, respectively. For the six months
ended June 30, 2008 and 2007, amortization expense was $88 million and $66 million, respectively.
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Estimated amortization expense, including servicing rights, for the years ending December 31, 2008 through 2012 is as follows:

2008 (a) $ 147
2009 132
2010 113
2011 86
2012 72

(a) Includes six months actual and six months estimated.
Changes in the net carrying amount of goodwill by reporting segment for the six months ended June 30, 2008 and 2007 were as follows:

($ in millions)
Commercial

Banking
Branch
Banking

Consumer
Lending

Processing
Solutions

Investment
Advisors Total

Balance as of December 31, 2007 $ 995 950 182 205 138 2,470
Acquisition activity 386 704 33 �  10 1,133

Balance as of June 30, 2008 $ 1,381 1,654 215 205 148 3,603

Balance as of December 31, 2006 $ 871 797 182 205 138 2,193
Acquisition activity �  (1) �  �  �  (1)

Balance as of June 30, 2007 $ 871 796 182 205 138 2,192

The Bancorp completed its annual goodwill impairment test as of September 30, 2007 and determined that no impairment existed. Additionally,
as a result of declines in the Bancorp�s stock price and market capitalization, the Bancorp completed an interim goodwill impairment test as of
June 30, 2008 and determined that no impairment exists. Acquisition activity includes acquisitions in the respective period in addition to
purchase accounting adjustments related to previous acquisitions. During 2008, purchase accounting adjustments were made relating to the
initial goodwill recorded from prior acquisitions. During the second quarter of 2008, the Bancorp acquired First Charter which resulted in the
recognition of $1.1 billion of goodwill and $56 million of core deposit intangibles.

5. Sales of Receivables and Servicing Rights
The Bancorp sold fixed and adjustable rate residential mortgage loans during the first and second quarters of 2008 and 2007. In those sales, the
Bancorp obtained servicing responsibilities. The Bancorp receives annual servicing fees based on a percentage of the outstanding balance. The
investors have no recourse to the Bancorp�s other assets for failure of debtors to pay when due. The Bancorp identifies classes of servicing assets
based on financial asset type and interest rates. For the three months ended June 30, 2008 and 2007, the Bancorp recognized pre-tax gains of $79
million and $25 million, respectively, on origination fees and the sales of residential mortgage loans. Additionally, the Bancorp recognized $42
million and $36 million, respectively, in servicing fees on residential mortgages for the three months ended June 30, 2008 and 2007. For the six
months ended June 30, 2008 and 2007, the Bancorp recognized pre-tax gains of $171 million and $51 million, respectively, on the sales of
residential mortgage loans. Additionally, the Bancorp recognized $83 million and $69 million in servicing fees on residential mortgages for the
six months ended June 30, 2008 and 2007. The gains on sales of residential mortgages and servicing fees related to residential mortgages are
included in mortgage banking net revenue in the Condensed Consolidated Statements of Income. Initial carrying values of servicing rights
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recognized during the six months ended June 30, 2008 and 2007 were $124 million and $111 million, respectively.

During the first quarter of 2008, the Bancorp securitized and sold $2.7 billion of automobile loans in three separate transactions. Each
transaction isolated the related loans through the use of a securitization trust or a conduit, formed as QSPEs, to facilitate the securitization
process in accordance with SFAS No. 140, �Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.� The
Bancorp recognized pre-tax gains of $15 million on the sale of automobile loans offset by $26 million in losses on related hedges. In each of
those sales, the Bancorp obtained servicing responsibility, but no servicing asset or liability was recorded as the market based servicing fee was
considered adequate compensation. The initial carrying amounts of the interests that continue to be held by the Bancorp were estimated at the
date of the sales using discounted projected cash flows. As of June 30, 2008, the Bancorp held subordinated tranche security interests totaling
$65 million and residual interests totaling $173 million.

During the first and second quarters of 2008 and 2007, the Bancorp sold student loans and certain commercial loans and obtained servicing
responsibilities. In addition, the Bancorp transferred certain commercial loans to an unconsolidated QSPE that is wholly owned by an
independent third party. See Note 8 for further information. At June 30, 2008 and 2007, the value of the servicing asset and subordinated
interests related to these sales were immaterial to the Bancorp�s Condensed Consolidated Financial Statements.
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As of June 30, 2008 and 2007, the key economic assumptions used in measuring the initial carrying values of the interests that continue to be
held by the Bancorp were as follows:

June 30, 2008 June 30, 2007

Rate

Weighted-

Average

Life
(in years)

Prepayment
Speed

(annual)

Discount
Rate

(annual)

Weighted-

Average

Default
Rate

Weighted-

Average

Life
(in years)

Prepayment

Speed
(annual)

Discount

Rate
(annual)

Weighted-

Average

Default
Rate

Residential
mortgage loans:
Servicing assets Fixed 7.0 10.6% 9.1% N/A 6.9 9.5% 9.4% N/A
Servicing assets Adjustable 4.2 21.9 11.5 N/A 3.2 28.0 12.6 N/A
Automobile loans:
Residual interest Fixed 2.2 24.1% 8.1% 1.5% N/A N/A N/A N/A
Based on historical credit experience, expected credit losses for residential mortgage loan servicing assets have been deemed immaterial. At
June 30, 2008 and 2007, the Bancorp serviced $38.7 billion and $31.5 billion, respectively, of residential mortgage loans for other investors.

The value of interests that continue to be held by the Bancorp is subject to credit, prepayment and interest rate risks on the sold financial assets.
At June 30, 2008, the sensitivity of a decline in the current fair value of residual cash flows to immediate 10% and 20% adverse changes in those
assumptions are as follows:

($ in millions) Rate
Fair

Value

Weighted

Average

Life
(in years)

Prepayment Speed
Assumption Residual Servicing Cash Flows

Weighted-Average
Default

Rate

Impact of Adverse
Change on

Fair
Value Discount

Rate

Impact of Adverse
Change on

Fair
Value

Rate

Impact of Adverse
Change on

Fair
Value

10% 20% 10% 20% 10% 20%
Residential mortgage
loans:
Servicing assets Fixed $ 678 6.7 10.2% $ 27 52 9.6% $ 26 50 �  % $ �  �  
Servicing assets Adjustable 43 2.9 29.0 3 5 12.4 1 2 �  �  �  
Automobile loans:
Residual interest Fixed $ 166 2.2 24.1% $ 4 8 8.1% $ 3 5 1.5% $ 3 6
These sensitivities are hypothetical and should be used with caution as changes in fair value based on a 10% variation in assumptions typically
cannot be extrapolated because the relationship of the change in assumption to the change in fair value may not be linear. Also, in the previous
table, the effect of a variation in a particular assumption on the fair value of the interests that continue to be held by the transferor is calculated
without changing any other assumption; in reality, changes in one factor may result in changes in another. For example, increases in market
interest rates may result in lower prepayments and increased credit losses, which might magnify or counteract the sensitivities.

Changes in the servicing asset related to residential mortgage loans for the six months ended June 30 were:

($ in millions) 2008 2007
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Carrying amount as of the beginning of period $ 662 546
Servicing obligations that result from transfer of residential mortgage loans 124 111
Amortization (64) (43)

Carrying amount before valuation allowance $ 722 614

Valuation allowance for servicing assets:
Beginning balance $ (49) (27)
Servicing valuation recovery 24 15

Ending balance (25) (12)

Carrying amount as of the end of the period $ 697 602
Temporary impairment or impairment recovery, effected through a change in the MSR valuation allowance, is captured as a component of
mortgage banking net revenue in the Condensed Consolidated Statements of Income.
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The fair value of the servicing asset is based on the present value of expected future cash flows. The following table displays the beginning and
ending fair value for the six months ended June 30:

($ in millions) 2008 2007
Fixed rate residential mortgage loans:
Fair value at beginning of period (December 31, 2007 and 2006) $ 565 483
Fair value at end of period 678 584
Adjustable rate residential mortgage loans:
Fair value at beginning of period (December 31, 2007 and 2006) 50 45
Fair value at end of period 43 48
The Bancorp maintains a non-qualifying hedging strategy to manage a portion of the risk associated with changes in value of the MSR portfolio.
This strategy includes the purchase of free-standing derivatives (principal-only swaps, swaptions and interest rate swaps) and various
available-for-sale securities (primarily principal-only strips). The interest income, mark-to-market adjustments and gain or loss from sale
activities associated with these portfolios are expected to economically hedge a portion of the change in value of the MSR portfolio caused by
fluctuating discount rates, earnings rates and prepayment speeds. The Bancorp recognized a net loss of $31 million and $11 million for the six
months ended June 30, 2008 and 2007, respectively, related to changes in fair value and settlement of free-standing derivatives purchased to
economically hedge the MSR portfolio. See Note 7 for information on the types and amount of free-standing derivatives used to economically
hedge the MSR portfolio. As of June 30, 2008 and 2007, the available-for-sale securities portfolio included $840 million and $315 million,
respectively, of securities related to the non-qualifying hedging strategy.

6. Loans Acquired in a Transfer

In 2008 and 2007, the Bancorp acquired certain loans, primarily related to the Crown and First Charter acquisitions, for which there was
evidence of deterioration of credit quality since origination and for which it was probable, at acquisition, that all contractually required payments
would not be collected. These loans were evaluated either individually or segregated into pools based on common risk characteristics and
accounted for under Statement of Position 03-3, �Accounting for Certain Loans or Debt Securities Acquired in a Transfer� (�SOP 03-3�). SOP 03-3
requires acquired loans within its scope to be recorded at fair value and prohibits carrying over valuation allowances when applying purchase
accounting. Loans carried at fair value, mortgage loans held for sale and loans under revolving credit agreements are excluded from the scope of
SOP 03-3. Prepayment assumptions were applied to contractually required payments at acquisition of each loan. During the second quarter of
2008, the Bancorp recorded $5 million in the allowance for loan and lease losses on loans accounted for under SOP 03-3.

As of June 30, 2008 and 2007, the outstanding balance of all contractually required payments and carrying amount of those loans accounted for
under SOP 03-3 were as follows:

($ in millions) 2008 2007
Commercial $ 151 �  
Consumer 119 �  

Outstanding balance $ 270 �  

Carrying amount $ 123 �  
At the acquisition date, the Bancorp determines the excess of the loan�s contractually required payments over all cash flows expected to be
collected as an amount that should not be accreted into interest income (nonaccretable difference). The remaining amount representing the
difference in the expected cash flows of acquired loans and the basis in acquired loans is accreted into interest income over the remaining life of
the loan or pool of loans. A summary of activity is provided below.
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($ in millions) Accretable Yield
Balance as of December 31, 2007 $ 6
Additions 5
Accretion (5)
Reclassifications from (to) nonaccretable yield 6

Balance as of June 30, 2008 $ 12
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Loans acquired during 2008 and 2007, for which it was probable at acquisition that all contractually required payments would not be collected,
are summarized as follows:

($ in millions) 2008 2007
Contractually required payments receivable at acquisition:
Commercial $ 63 99
Consumer 34 136

Total $ 97 235

Cash flows expected to be collected at acquisition $ 44 113
Fair value of acquired loans at acquisition 39 105
7. Derivative Financial Instruments

The Bancorp maintains an overall risk management strategy that incorporates the use of derivative instruments to reduce certain risks related to
interest rate, prepayment and foreign currency volatility. Additionally, the Bancorp holds derivative instruments for the benefit of its commercial
customers. The Bancorp does not enter into derivative instruments for speculative purposes.

The Bancorp�s interest rate risk management strategy involves modifying the repricing characteristics of certain financial instruments so that
changes in interest rates do not adversely affect the net interest margin and cash flows. Derivative instruments that the Bancorp may use as part
of its interest rate risk management strategy include interest rate swaps, interest rate floors, interest rate caps, forward contracts, options and
swaptions. Interest rate swap contracts are exchanges of interest payments, such as fixed-rate payments for floating-rate payments, based on a
common notional amount and maturity date. Interest rate floors protect against declining rates, while interest rate caps protect against rising
interest rates. Forward contracts are contracts in which the buyer agrees to purchase, and the seller agrees to make delivery of, a specific
financial instrument at a predetermined price or yield. Options provide the purchaser with the right, but not the obligation, to purchase or sell a
contracted item during a specified period at an agreed upon price. Swaptions are financial instruments granting the owner the right, but not the
obligation, to enter into or cancel a swap.

Prepayment volatility arises mostly from changes in fair value of the largely fixed-rate MSR portfolio, mortgage loans and mortgage-backed
securities. The Bancorp may enter into various free-standing derivatives (principal-only swaps, swaptions, floors, options and interest rate
swaps) to economically hedge prepayment volatility. Principal-only swaps are total return swaps based on changes in the value of the underlying
mortgage principal-only trust.

Foreign currency volatility occurs as the Bancorp enters into 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 also enters into derivative contracts (including foreign exchange contracts, commodity contracts and interest rate swaps, floors and
caps) for the benefit of commercial customers. The Bancorp may economically hedge significant exposures related to these free-standing
derivatives by entering into offsetting third-party contracts with approved, reputable counterparties with substantially matching terms and
currencies. Credit risk arises from the possible inability of counterparties to meet the terms of their contracts. The Bancorp�s exposure is limited
to the replacement value of the contracts rather than the notional, principal or contract amounts. The Bancorp minimizes the credit risk through
credit approvals, limits, counterparty collateral and monitoring procedures.

The Bancorp holds certain derivative instruments that qualify for hedge accounting treatment under SFAS No. 133 and are designated as fair
value hedges or cash flow hedges. Derivative instruments that do not qualify for hedge accounting treatment under SFAS No. 133, or for which
hedge accounting is not established, are held as free-standing derivatives and provide the Bancorp an economic hedge. All customer
accommodation derivatives are held as free-standing derivatives.
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Fair Value Hedges

The Bancorp may enter into interest rate swaps to convert its fixed-rate, long-term debt to floating-rate debt. Decisions to convert fixed-rate debt
to floating are made primarily through consideration of the asset/liability mix of the Bancorp, the desired asset/liability sensitivity and interest
rate levels. For the three and six months ended June 30, 2008 and 2007, certain interest rate swaps met the criteria required to qualify for the
shortcut method of accounting. Based on this shortcut method of accounting treatment, no ineffectiveness is assumed. For interest rate swaps
that do not meet the shortcut requirements, an assessment of hedge effectiveness was performed and such swaps were accounted for using the
�long-haul� method. The long-haul method requires a quarterly assessment of hedge effectiveness and measurement of ineffectiveness. For interest
rate swaps accounted for as a fair value hedge using the long-haul method, ineffectiveness is the difference between the changes in the fair value
of the interest rate swap and changes in fair value of the long-term debt attributable to the risk being hedged. The ineffectiveness on interest rate
swaps

53

Edgar Filing: FIFTH THIRD BANCORP - Form 10-Q

Table of Contents 99



Table of Contents

Fifth Third Bancorp and Subsidiaries

Notes to Condensed Consolidated Financial Statements (continued)

hedging long-term debt is reported within interest expense in the Condensed Consolidated Statements of Income. For the three and six months
ended June 30, 2008 and 2007, the difference in the gain or loss on interest rate swaps and the offsetting gain or loss on long-term debt was
insignificant to the Bancorp�s Condensed Consolidated Statements of Income.

The following table reflects the change in fair value for interest rate contracts and the related hedged items included in the Condensed
Consolidated Statements of Income:

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Interest rate contracts:
Change in fair value on interest rate swaps $ (214) (65) $ (8) (55)
Change in fair value on long-term debt 216 64 10 53
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 election 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 three and six months ended June 30, 2007, the ineffectiveness of the hedging relationships related to residential mortgage
loans held for sale was insignificant to the Bancorp�s Condensed Consolidated Statements of Income.

The following table reflects the market value of all fair value hedges included in the Condensed Consolidated Balance Sheets:

June 30, 2008 December 31, 2007 June 30, 2007

($ in millions)
Notional
Amount

Fair
Value

Notional
Amount

Fair
Value

Notional
Amount

Fair
Value

Interest rate contracts included in other assets:
Interest rate swaps related to debt $ 3,705 $ 78 3,000 67 �  �  
Forward contracts related to mortgage loans held for sale �  �  183 1 989 13

Total included in other assets $ 78 68 13

Interest rate contracts included in other liabilities:
Interest rate swaps related to debt $ 1,725 $ 39 775 21 2,575 151
Forward contracts related to mortgage loans held for sale �  �  511 4 807 2

Total included in other liabilities $ 39 25 153

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 three months ended June 30, 2008 and 2007, $2 million and $3 million in net
deferred losses, net of tax, on the terminated fair value hedges were amortized into interest expense, respectively. For the six months ended
June 30, 2008 and 2007, $5 million and $6 million, respectively, in net deferred losses, net of tax, on the terminated fair value hedges were
amortized into interest expense.

Cash Flow Hedges
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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 June 30, 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 Condensed 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 earnings when the forecasted transaction affects earnings. During
the first quarter of 2008, the Bancorp completed the sale of automobile loans and recognized $26 million in cash flow hedge losses in other
noninterest income, which were partially offset by gains of $15 million on the sale of automobile loans. 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 June 30, 2008, $34 million of deferred gains on cash flow hedges are recorded in accumulated other comprehensive income.
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The following table presents the net gains (losses) recorded in the Condensed Consolidated Statements of Income and Accumulated Other
Comprehensive Income relating to cash flow derivative instruments;

Amount of gain (loss)
recognized in OCI

Amount of gain
(loss)

reclassified from
OCI

into net interest income

Amount of
ineffectiveness

recognized in other
noninterest income

($ in millions) 2008 2007 2008 2007 2008 2007
For the three months ended June 30:
Interest rate contracts $ (42) (11) 5 �  (1) �  

For the six months ended June 30:
Interest rate contracts 8 (11) (6) (1) �  �  
As of June 30, 2008, $5 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 reflects the notional amount and market value of all cash flow hedges included in the Condensed Consolidated Balance
Sheets:

June 30, 2008 December 31, 2007 June 30, 2007

($ in millions)
Notional
Amount

Fair
Value

Notional
Amount

Fair
Value

Notional
Amount

Fair
Value

Interest rate contracts included in other assets:
Interest rate floors related to commercial loans $ 1,500 $ 104 1,500 107 1,500 32
Interest rate caps related to debt 1,750 14 1,750 11 1,750 26

Total included in other assets $ 118 118 58

Interest rate contracts included in other liabilities:
Interest rate swaps related to consumer loans $ �  $ �  1,000 11 �  �  

Total included in other liabilities $ �  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 foreign currency derivative contracts are recorded within other noninterest income in the Condensed
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

Edgar Filing: FIFTH THIRD BANCORP - Form 10-Q

Table of Contents 102



tightening spreads. Principal-only swaps also provide prepayment protection by increasing in value 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 Condensed 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 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 Condensed Consolidated Statements of Income.
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The net gains (losses) recorded in the Condensed Consolidated Statements of Income relating to free-standing derivative instruments used for
risk management are summarized below:

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) Income Statement Caption 2008 2007 2008 2007
Interest rate contracts:
Forward contracts related to commercial

mortgage loans held for sale Corporate banking revenue $ �  �  $ (8) �  
Forward contracts related residential mortgage
loans held for sale Mortgage banking net revenue 7 12 11 9
Derivative instruments related to MSR portfolio Mortgage banking net revenue (84) (9) (31) (11)
Derivative instruments related to interest rate risk Other noninterest income (1) �  (1) (1)
Foreign exchange contracts:
Foreign exchange contracts Other noninterest income (1) (9) 3 (10)
The following table reflects the notional amount and market value of free-standing derivatives used for risk management included in the
Condensed Consolidated Balance Sheets:

June 30, 2008 December 31, 2007 June 30, 2007

($ in millions)
Notional
Amount

Fair
Value

Notional
Amount

Fair
Value

Notional
Amount

Fair
Value

Interest rate contracts included in other assets:
Derivative instruments related to MSR portfolio $ 4,947 76 $ 3,062 70 $ 3,325 20
Derivative instruments related to held for sale mortgages 638 6 229 1 151 2
Derivative instruments related to interest rate risk 528 6 1 �  6 �  
Foreign exchange contracts included in other assets:
Foreign exchange contracts 179 4 �  �  �  �  

Total included in other assets 92 71 22

Interest rate contracts included in other liabilities:
Derivative instruments related to MSR portfolio $ 1,038 10 $ 1,280 16 $ 1,972 14
Derivative instruments related to held for sale mortgages 335 2 588 9 204 1
Derivative instruments related to interest rate risk 549 8 �  �  19 �  
Foreign exchange contracts included in other liabilities:
Foreign exchange contracts 10 �  153 1 �  �  

Total included in other liabilities 20 26 15

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 Condensed 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
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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 Condensed Consolidated Statements of Income.

The Bancorp primarily offered its customers an equity-linked certificate of deposit that has 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 derivative 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
derivative 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 Condensed Consolidated Statements of Income.
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The net gains (losses) recorded in the Condensed Consolidated Statements of Income relating to free-standing derivative instruments used for
customer accommodation are summarized below:

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) Income Statement Caption 2008 2007 2008 2007
Interest rate contracts:
Interest rate lock commitments Mortgage banking net revenue $ (4) (4) $ 2 �  
Commodity contracts:
Commodity contracts for customers Corporate banking revenue 1 �  1 1
Foreign exchange contracts:
Foreign exchange contracts for customers Corporate banking revenue 26 14 50 27
The following table reflects the notional amount and market value of free-standing derivatives used for customer accommodation included in the
Condensed Consolidated Balance Sheets:

June 30, 2008 December 31, 2007 June 30, 2007

($ in millions)
Notional
Amount

Fair
Value

Notional
Amount

Fair
Value

Notional
Amount

Fair
Value

Interest rate contracts included in other assets:
Interest rate contracts for customers $ 14,477 $ 422 12,265 391 9,902 110
Interest rate lock commitments 582 5 656 3 537 2
Commodity contracts included in other assets:
Commodity contracts for customers 222 39 167 28 101 8
Foreign exchange contracts included in other assets:
Foreign exchange contracts for customers 7,913 233 7,132 255 5,214 200
Equity contracts included in other assets:
Derivative instruments related to equity-linked CD 57 3 50 5 27 3

Total included in other assets $ 702 682 323

Interest rate contracts included in other liabilities:
Interest rate contracts for customers $ 15,255 $ 423 12,430 391 9,971 110
Interest rate lock commitments 217 2 253 1 578 3
Commodity contracts included in other liabilities:
Commodity contracts for customers 222 39 163 22 78 8
Foreign exchange contracts included in other liabilities:
Foreign exchange contracts for customers 6,504 202 6,642 234 4,838 181
Equity contracts included in other liabilities:
Derivative instruments related to equity-linked CD 57 3 50 5 26 3

Total included in other liabilities $ 669 653 305

8. Commitments, Contingent Liabilities and Guarantees
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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 in 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 varying degrees,
elements of credit risk, counterparty risk and market risk in excess of the amounts recognized in the Bancorp�s Condensed 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 Condensed 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 June 30:

($ in millions) 2008 2007
Commitments to extend credit $ 51,396 45,624
Letters of credit (including standby letters of credit) 9,042 8,158
Forward contracts to sell mortgage loans 973 2,085
Noncancelable lease obligations 845 784
Purchase obligations 91 48
Capital expenditures 85 92
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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 are 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 June 30, 2008 and 2007, the Bancorp had a reserve for probable credit losses on unfunded
commitments totaling $115 million and $77 million, respectively, included in other liabilities in the Condensed 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
June 30, 2008, approximately $3.0 billion of standby letters of credit expire within one year, $5.7 billion expire between one to five years and
$0.5 billion expire thereafter. At June 30, 2008, letters of credit of approximately $86 million were issued to commercial customers for a
duration of one year or less to facilitate trade payments in domestic and foreign currency transactions. At June 30, 2008, the reserve related to
these standby letters of credit was $1 million. Approximately 70% and 69% of the total standby letters of credit were secured as of June 30, 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�s subsidiaries have entered 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 six months ended June 30, 2008 and 2007, the
Bancorp processed approximately $71 million and $67 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 carry a credit loss reserve related to
such chargebacks at June 30, 2008 and 2007.

There are legal claims pending against the Bancorp and its subsidiaries that have arisen in the normal course of business. See Note 9 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 June 30, 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 such loans
at June 30, 2008 and 2007 was approximately $2.9 billion and $3.3 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 and ineligible loans transferred by the Bancorp to the QSPE. The maximum amount of credit risk in the event of
nonperformance by the underlying borrowers is approximately equivalent to the total outstanding balance. In addition, the Bancorp�s agreement
to provide liquidity support to the QSPE was $3.5 billion and $4.0 billion as of June 30, 2008 and June 30, 2007, respectively. At June 30, 2008
and 2007, the Bancorp�s loss reserve related to the liquidity support and credit enhancement provided to the QSPE was $20 million and $13
million, respectively, recorded in other liabilities on the Condensed Consolidated Balance Sheets.
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During the third quarter of 2007, the Bancorp began purchasing asset-backed commercial paper from the QSPE due to widening credit spreads
in the commercial paper market. As of June 30, 2008, the amount of commercial paper held by the Bancorp was $614 million, representing 20%
of the total commercial paper issued by the QSPE.

At June 30, 2008 and 2007, the Bancorp had provided credit recourse on residential mortgage loans sold to unrelated third parties of
approximately $1.4 billion and $1.6 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 underlying
borrowers is equivalent to the total outstanding balance. In the event of nonperformance, the Bancorp has rights to the underlying collateral
value securing the loan. The Bancorp maintained an estimated credit loss reserve of approximately $14 million and $19 million relating to these
residential mortgage loans sold at June 30, 2008 and 2007, respectively, recorded in other
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liabilities on the Condensed 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 of residential mortgage loans held in its loan portfolio.

Fifth Third Securities, Inc (�FTS�), a subsidiary of the Bancorp, guarantees the collection of all margin account balances held by its brokerage
clearing agent for the benefit of FTS customers. FTS 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 June 30, 2008 was $24 million compared to $51 million as of June 30, 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 June 30, 2008 and 2007, the Bancorp had fully and unconditionally guaranteed certain long-term borrowing obligations issued by
wholly-owned issuing trust entities of $2.8 billion and $817 million, respectively. Refer to Note 10 for more information regarding long-term
debt issued by the Bancorp.

The Bancorp, as a member bank of Visa, Inc. (�Visa�) prior to Visa�s completion of their initial public offering (�IPO�) on March 19, 2008, had
certain indemnification obligations pursuant to Visa�s certificate of incorporation and bylaws and in accordance with their membership
agreements. In accordance with Visa�s by-laws prior 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.
Additionally, during 2007, the Bancorp recorded $169 million for its share of litigation formally settled by Visa and for probable future litigation
settlements. These amounts were accrued under SFAS No. 5, �Accounting for Contingencies.� In connection with the 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 June 30, 2008, the Bancorp has recorded its proportional share of $124 million of the Visa escrow account net against the current Visa
litigation reserve of $144 million.

9. Legal and Regulatory Proceedings

As previously disclosed, during May 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. After a jury trial, the jury rendered a verdict in the form of answers to interrogatories, some of which favored Fifth
Third 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. Both the IRS and the Bancorp will be filing briefs, after which the court
will enter a judgment. The nature and timing of the court�s decision is uncertain. During the second quarter of 2008, decisions in two other cases
involving the tax treatment of leveraged leases were issued where the courts ruled in favor of the IRS. To date, the decisions issued have been
dependent on the specific facts in each case. The Bancorp continues to believe that the facts and circumstances related to its leveraged leases are
different from these other cases, that its tax treatment was proper under the tax law as it existed at the time the tax benefits were reported, and
that the facts in its case support its position. The Bancorp is required under applicable accounting standards to assess the likeliness of a favorable
outcome of this litigation. In light of recent decisions and uncertainty related to its own case, the Bancorp has concluded that previously
recognized benefits from the transactions at issue in the litigation and certain other leveraged leases described above must be remeasured as
required by FIN 48 and has recorded an increase to tax expense of approximately $140 million, or $0.26 per share, both pre-tax and after-tax,
required for interest related to previous tax years pursuant to FIN 48 and a charge of approximately $130 million pre-tax, or $0.16 per share
after-tax, to reflect a projected change in the timing of tax benefits pursuant to FSP No. FAS 13-2. The Bancorp believes these charges address
the downside risk it has related to leveraged leases should there be a negative outcome in its case. The Bancorp intends to continue pursuing a
favorable disposition of this matter.
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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 seek 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 8. Accordingly, in the third and fourth quarters of 2007, the Bancorp
recorded a contingent liability included in the $172 million litigation reserve. In connection with Visa�s IPO, the Bancorp reversed $152 million
of these reserves in the first quarter of 2008.
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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 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 emergency 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. Separately, on January 16, 2008, the two remaining financial institution plaintiff banks who 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 Court, it was remanded to Massachusetts State
Court and a motion to stay those proceedings is now pending. 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.

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 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 February 2008, a shareholder of the Bancorp filed a 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 and waste of corporate assets,
among other charges, in relation to the approval of the Bancorp's acquisition of First Charter. The suit sought an injunction to halt proceeding
with the acquisition of First Charter, an independent valuation of First Charter as to its worth, unspecified compensatory damages in favor of the
Bancorp from the Directors as well as costs and attorneys fees to the plaintiff. In July 2008, this lawsuit was dismissed with prejudice by the
court pursuant to a joint motion to dismiss by the Bancorp and the Board of Directors.

In June and July of 2008, two putative class action complaints were filed in the United States District Court for the Southern District of Ohio
against the Bancorp and its Chief Executive Officer, among other parties, alleging violations of federal securities laws related to disclosures
made by the Bancorp in press releases and filings with the Securities and Exchange Commission regarding its quality and sufficiency of capital,
credit losses and related matters, and seeking unquantified damages on behalf of putative classes of persons who purchased the Bancorp�s
securities, interest, attorney and expert fees and other costs and litigation expenses. Also, in July 2008, a shareholder of the Bancorp filed a
putative 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 Directors, punitive damages, and interest, as well as
costs, disbursements and attorney and other expert fees to the plaintiff. The impact of the final disposition of these lawsuits cannot be assessed at
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this time.

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 or results of operations or cash flows.
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10. Long-term Debt

In March 2008, the Bancorp issued $1.0 billion of subordinated notes to third party investors. The subordinated notes bear a fixed rate of interest
of 8.25% per annum. The notes are unsecured, subordinated obligations of the Bancorp. Payment of the full principal amount of the notes will be
due upon maturity on March 1, 2038. The notes will not be subject to redemption at the Bancorp's option at any time prior to maturity.

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 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.

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 VII held by the Trust VII bear a fixed rate of interest of 8.875%
until May 15, 2058. After May 15, 2058, the JSN VII bear interest at a variable rate of three-month LIBOR plus 5.00%. The Bancorp has
subsequently entered into hedges related to these notes. 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.

11. Income Taxes

The Bancorp accounts for its uncertain tax positions in accordance with FIN 48. At June 30, 2008 and December 31, 2007, the Bancorp had
unrecognized tax benefits of $961 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
$877 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 in Note 9.

It is reasonably possible that the amount of the unrecognized benefit with respect to certain of the Bancorp�s uncertain tax positions could
significantly increase or decrease during the next 12 months. An estimate of the range of the reasonably possible changes to the unrecognized
tax benefits cannot be made at this time.

Any interest and penalties incurred in connection with income taxes are accrued as a component of tax expense. At June 30, 2008 and
December 31, 2007, the Bancorp had accrued interest liabilities of $210 million and $67 million, net of the related tax benefits. A significant
portion of the interest accrued as well as the increase during the year relates to the leveraged lease charge discussed in Note 9. No liabilities were
recorded for penalties. In July 2008, the Bancorp made an additional deposit of $600 million with the IRS bringing the total deposit with the IRS
to approximately $1 billion to mitigate the risk associated with the disputed leases. These deposits enable the Bancorp to stop the accrual of
interest, to the extent of the deposits, if the Bancorp is not ultimately successful.

The Bancorp has filed suit in the United States District Court for the Southern District of Ohio in a dispute with the IRS concerning the timing of
deductions associated with certain leveraged lease transactions in its 1997 tax return. The IRS has also proposed adjustments for subsequent tax
years. The proposed adjustments relate to the Bancorp�s portfolio of leveraged leases, with both domestic and foreign municipalities. The status
of the current litigation is further described in Note 9.

The statute of limitations for Federal income tax returns remains open for tax years 2004 through 2007. In addition, limited statute extensions
have been agreed to 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.
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12. Retirement and Benefit Plans

Net periodic pension cost is recorded as a component of employee benefits expense in the Condensed Consolidated Statements of Income. 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. Based on the current year actuarial assumptions, the Bancorp did not
make any cash contributions to its pension plans during the six months ended June 30, 2008, and does not expect to contribute to the plans
during the remainder of 2008.

The following table summarizes the components of net periodic pension cost:

For the three months
ended June 30,

For the six months
ended June 30,

($ in millions) 2008 2007 2008 2007
Service cost $ �  �  $ �  �  
Interest cost 3 3 7 7
Expected return on assets (5) (5) (10) (10)
Amortization of actuarial loss 2 2 4 4
Amortization of net prior service cost �  �  �  �  
Settlement �  �  �  �  

Net periodic pension cost $ �  �  $ 1 1
13. Stock-Based Compensation

Stock-based compensation awards are eligible for issuance under the 2008 Incentive Compensation Plan to key employees and directors of the
Bancorp and its subsidiaries. The Incentive Compensation Plan provides for incentive and non-qualified stock options, stock appreciation rights
(�SARs�), restricted stock and restricted stock units, and performance share and restricted stock awards. All of the Bancorp'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 period 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 fully after four years or ratably after three, four and five years of continued employment and include dividend
and voting rights. Performance share and performance restricted stock awards have three-year cliff vesting terms with performance or market
conditions as defined by the plan.

For stock options, approximately 1.1 million options were issued in conjunction with acquisitions, 1,000 were granted, 156,000 were exercised,
and 2.7 million were forfeited or expired during the six months ended June 30, 2008. Approximately 5,000 options were granted, 2.7 million
were exercised, and 209,000 were forfeited or expired during the six months ended June 30, 2007. For SARs, approximately 6.8 million were
granted and 1.5 million were forfeited or expired during the six months ended June 30, 2008. No SARs were exercised during the six months
ended June 30, 2008. Approximately 6.6 million SARs were granted, 41,000 were exercised, and 550,000 were forfeited or expired during the
six months ended June 30, 2007. For restricted stock awards, approximately 3.1 million awards were granted, 396,000 awards vested and were
released, and 350,000 awards were forfeited during the six months ended June 30, 2008. Approximately 1.5 million awards were granted, 33,000
awards vested and were released, and 145,000 awards were forfeited during the six months ended June 30, 2007.
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The Bancorp uses assumptions, which are evaluated and revised as necessary, in estimating the grant-date fair value of each option grant. For the
six months ended June 30, 2008 and 2007, the weighted-average assumptions were as follows:

2008 2007
Expected option life (in years) 6 6
Expected volatility 30% 22%
Expected dividend yield 8.69% 4.44%
Risk-free interest rate 3.25% 4.56%
The expected option life is derived 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 at the date of the
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grant. The risk-free interest rate for periods within the contractual life of the option is based on the U.S. Treasury yield curve in effect at the time
of grant.

Stock-based compensation expense was $14 million and $19 million for the three months ended June 30, 2008 and 2007, respectively, and $27
million and $36 million for the six months ended June 30, 2008 and 2007, respectively, and is included in salaries, wages and incentives expense
in the Condensed Consolidated Statements of Income.

14. Accumulated Other Comprehensive Income

The Bancorp has elected to present the disclosures required by SFAS No. 130, �Reporting Comprehensive Income,� in the Condensed
Consolidated Statements of Changes in Shareholders� Equity and in the table below. Disclosure of the reclassification adjustments, related tax
effects allocated to other comprehensive income and accumulated other comprehensive income for the six months ended June 30 were as
follows:

($ in millions)
Pre-Tax
Activity

Tax
Effect

Net
Activity

Beginning
Balance

Net
Activity

Ending
Balance

2008
Losses on available-for-sale securities $ (42) 10 (32)
Reclassification adjustment for net gains recognized in net income (17) 11 (6)

Unrealized losses on available-for-sale securities (59) 21 (38) $ (94) (38) (132)

Gains on cash flow hedge derivatives 8 (3) 5
Reclassification adjustment for net losses on cash flow hedge derivatives
recognized in net income 6 (2) 4

Unrealized gains on cash flow hedge derivatives 14 (5) 9 25 9 34

Defined benefit plans:
Net prior service cost �  �  �  
Net loss 4 (1) 3

Total pension and other postretirement obligations 4 (1) 3 (57) 3 (54)

Total other comprehensive income $ (41) 15 (26)

Total accumulated other comprehensive income $ (126) (26) (152)

2007
Losses on available-for-sale securities $ (171) 60 (111)
Unrealized losses on available-for-sale securities $ (119) (111) (230)

Losses on cash flow hedge derivatives (11) 4 (7)
Reclassification adjustment for net losses on cash flow hedge derivatives
recognized in net income 1 �  1

Unrealized losses on cash flow hedge derivatives (10) 4 (6) (1) (6) (7)
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Defined benefit plans:
Net prior service cost �  �  �  
Net loss 4 (1) 3

Total pension and other postretirement obligations 4 (1) 3 (59) 3 (56)

Total other comprehensive income $ (177) 63 (114)

Total accumulated other comprehensive income $ (179) (114) (293)
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15. Earnings Per Share

The calculation of earnings per share and the reconciliation of earnings per share and earnings per diluted share were as follows:

2008 2007

For the three months ended June 30: (in millions, except per share data) Income
Average
Shares

Per
Share

Amount Income
Average
Shares

Per
Share

Amount
Earnings per share:
Net income (loss) $ (202) $ 376

Net income (loss) available to common shareholders (a) $ (202) 540 $ (0.37) $ 375 540 $ 0.69
Earnings per diluted share:
Net income (loss) available to common shareholders $ (202) 540 $ (0.37) $ 375 540 $ 0.69
Effect of dilutive securities:
Stock based awards �  �  3 �  
Convertible preferred stock (b) �  �  �  �  �  �  

Net income (loss) available to common shareholders plus assumed conversions $ (202) 540 $ (0.37) $ 375 543 $ 0.69

(a) Dividends on preferred stock are $.185 million for the three months ended June 30, 2008 and 2007.
(b) The additive effect to income from dividends on convertible preferred stock is $.145 million for the three months ended June 30, 2008 and

2007, and the average share dilutive effect from convertible preferred stock is .308 million shares for the three months ended June 30,
2007.

2008 2007

For the six months ended June 30: (in millions except per share data) Income
Average
Shares

Per
Share

Amount Income
Average
Shares

Per
Share

Amount
Earnings per share:
Net income $ 84 $ 735

Net income available to common shareholders (a) $ 84 534 $ 0.16 $ 734 546 $ 1.35
Earnings per diluted share:
Net income available to common shareholders $ 84 534 $ 0.16 $ 734 546 $ 1.35
Effect of dilutive securities:
Stock based awards 2 �  3 (0.01)
Convertible preferred stock (b) �  7 �  �  �  �  

Net income available to common shareholders plus assumed conversions $ 84 543 $ 0.16 $ 734 549 $ 1.34

(a) Dividends on preferred stock are $.370 million for the six months ended June 30, 2008 and 2007.
(b) The additive effect to income from dividends on convertible preferred stock is $.290 million for the six months ended June 30, 2008 and

2007, and the average share dilutive effect from convertible preferred stock is 7 million shares and .308 million shares for the six months
ended June 30, 2008 and 2007, respectively.
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Due to the net loss for the three months ended June 30, 2008, the diluted earnings per share calculation excludes all common stock equivalents,
including 44.7 million options and stock appreciation rights and 5.8 million shares of unvested restricted stock, as their inclusion would have
been anti-dilutive to earnings per share. Options to purchase 33.4 million shares outstanding during the three months ended June 30, 2007 were
not included in the computation of net income per diluted share as the effect would have been anti-dilutive. The outstanding shares consist of
options and stock appreciation rights that have not yet been exercised, and unvested restricted stock. Options and stock appreciation rights are
excluded from the computation of net income per diluted shares because the exercise price of the shares is greater than the average market price
of the common shares and, therefore, the effect would be antidilutive. Restricted shares are excluded from the calculation until vested.

Options to purchase 43.8 million and 32.7 million shares outstanding during the six months ended June 30, 2008 and June 30, 2007,
respectively, were not included in the computation of net income per diluted share as the effect would have been anti-dilutive.

16. Fair Value Measurements

Effective January 1, 2008, the Bancorp adopted SFAS No. 157, �Fair Value Measurements�, which provides a framework for measuring fair value
under accounting principles generally accepted in the United States of America. SFAS No. 157 defines fair value as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. SFAS
No. 157 also establishes a fair value hierarchy, which prioritizes the inputs to valuation techniques used to measure fair value into three broad
levels. The fair value hierarchy gives the highest priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the
lowest priority to unobservable inputs (Level 3). A financial instrument�s categorization within the fair value hierarchy is based upon the lowest
level of input that is significant to the instrument�s fair value measurement. The three levels within the fair value hierarchy are described as
follows:

Level 1�Quoted prices (unadjusted) in active markets for identical assets or liabilities that the Bancorp has the ability to access at the
measurement date.
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Level 2�Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or indirectly. Level 2
inputs include: quoted prices for similar assets or liabilities in active markets; quoted prices for identical or similar assets or liabilities in markets
that are not active; inputs other than quoted prices that are observable for the asset or liability; and inputs that are derived principally from or
corroborated by observable market data by correlation or other means.

Level 3�Unobservable inputs for the asset or liability for which there is little, if any, market activity at the measurement date. Unobservable inputs
reflect the Bancorp�s own assumptions about what market participants would use to price the asset or liability. The inputs are developed based on
the best information available in the circumstances, which might include the Bancorp�s own financial data such as internally developed pricing
models, discounted cash flow methodologies, as well as instruments for which the fair value determination requires significant management
judgment.

Effective January 1, 2008, the Bancorp adopted SFAS No. 159, �The Fair Value Option for Financial Assets and Financial Liabilities�Including an
Amendment of FASB Statement No. 115�, which allows an entity the irrevocable option to elect fair value for the initial and subsequent
measurement for certain financial assets and liabilities on an instrument-by-instrument basis. Upon election of the fair value option in
accordance with SFAS No. 159, subsequent changes in fair value are recorded as an adjustment to earnings.

The following table summarizes assets and liabilities measured at fair value on a recurring basis, including financial instruments in which the
Bancorp has elected the fair value option in accordance with SFAS No. 159.

Fair Value Measurements Using

As of June 30, 2008 ($ in millions)

Quoted Prices in
Active

Markets
for

Identical
Assets
(Level

1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Total Fair
Value

Assets:
Available-for-sale securities (a) $ 507 11,297 173(e) $ 11,977
Trading securities 1 240 �  241
Loans held for sale (b) �  761 �  761
Other assets (c) 6 976 8 990

Total assets $ 514 13,274 181 $ 13,969

Liabilities:
Other liabilities (d) $ 32 712 15 $ 759

Total liabilities $ 32 712 15 $ 759

(a) Excludes FHLB and FRB stock totaling $533 million and $208 million, respectively, which are carried at par.
(b) Includes residential mortgage loans held for sale.
(c) Includes derivatives with a positive fair value.
(d) Includes derivatives with a negative fair value, short positions and certain deferred compensation liabilities.
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(e) See Note 5 for a sensitivity analysis on significant Level 3 assets.
Following is a description of the valuation methodologies used for instruments measured at fair value, as well as the general classification of
such instruments pursuant to the valuation hierarchy.

Available- for-sale and Trading securities

Where quoted prices are available in an active market, securities are classified within Level 1 of the valuation hierarchy. Level 1 securities
include government bonds and exchange traded equities. If quoted market prices are not available, then fair values are estimated using pricing
models, quoted prices of securities with similar characteristics, or discounted cash flows. Examples of such instruments, which would generally
be classified within Level 2 of the valuation hierarchy, include corporate and municipal bonds, mortgage-backed securities, and asset-backed
securities. In certain cases where there is limited activity or less transparency around inputs to the valuation, securities are classified within
Level 3 of the valuation hierarchy. Securities classified within Level 3 include residual interests in securitizations of automobile and home
equity loans.

Residential mortgage loans held for sale

For loans held for sale, fair value is estimated based upon mortgage backed securities prices and spreads to those prices or, for certain assets,
discounted cash flow models that may incorporate the anticipated portfolio composition, credit spreads of asset-backed securities with similar
collateral, and market conditions. Residential mortgage loans held for sale are classified within Level 2 of the valuation hierarchy.
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Derivatives

Exchange-traded derivatives valued using quoted prices are classified within Level 1 of the valuation hierarchy. However, few classes of
derivative contracts are listed on an exchange. The majority of the Bancorp's derivative positions are valued utilizing models that use as their
basis readily observable market parameters and are classified within Level 2 of the valuation hierarchy. Such derivatives include basic and
structured interest rate swaps and options. Derivatives that are valued based upon models with significant unobservable market parameters are
classified within Level 3 of the valuation hierarchy. Interest rate lock commitments on residential mortgage loans are an example of derivatives
designated as Level 3.

The following table is a reconciliation of all assets and liabilities measured at fair value on a recurring basis using significant unobservable
inputs (Level 3).

Fair Value Measurements Using Significant Unobservable Inputs (Level 3)

Three months ended June 30, 2008 ($ in millions)
Available-for-
Sale Securities

Derivatives,
Net (a) Total Fair Value

Balance, March 31, 2008 $ 176 4 $ 180
Total gains or losses (realized/unrealized):
Included in earnings 2 (11) (9)
Included in other comprehensive income 3 �  3
Purchases, sales, issuances and settlements, net (8) �  (8)
Transfers in and/or out of Level 3 �  �  �  

Balance, June 30, 2008 $ 173 (7) $ 166

The amount of total gains or losses for the period included in earnings attributable
to the change in unrealized gains or losses relating to assets still held at June 30,
2008 (b) $ 2 (5) $ (3)

(a) Net derivatives include derivative assets of $8 million and derivative liabilities of $15 million at June 30, 2008.
(b) Includes interest income and expense.
The total gains and losses included in earnings for the three months ended June 30, 2008 for assets and liabilities measured at fair value on a
recurring basis using significant unobservable inputs (Level 3) included $6 million of losses recorded in other noninterest income, $4 million of
losses recorded in mortgage banking net revenue, $1 million of losses recorded in securities gains/losses, and $2 million of gains recorded in
interest income in the Condensed Consolidated Statements of Income.

The total gains and losses included in earnings for the three months ended June 30, 2008 attributable to changes in unrealized gains and losses
related to assets still held at June 30, 2008 included $7 million of losses recorded in other noninterest income, $1 million of losses recorded in
securities gains/losses, $3 million of gains recorded in mortgage banking net revenue, and $2 million of gains recorded in interest income in the
Condensed Consolidated Statements of Income.

Fair Value Measurements Using Significant Unobservable Inputs (Level 3)

Six months ended June 30, 2008 ($ in millions) Total Fair Value
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Available-for-
Sale Securities

Derivatives,
Net (a)

Balance, January 1, 2008 $ 10 (4) $ 6
Total gains or losses (realized/unrealized):
Included in earnings 2 (11) (9)
Included in other comprehensive income 2 �  2
Purchases, sales, issuances and settlements, net 159 8 167
Transfers in and/or out of Level 3 �  �  �  

Balance, June 30, 2008 $ 173 (7) $ 166

The amount of total gains or losses for the period included in earnings attributable
to the change in unrealized gains or losses relating to assets still held at June 30,
2008 (b) $ 2 �  $ 2

(a) Net derivatives include derivative assets of $8 million and derivative liabilities of $15 million at June 30, 2008.
(b) Includes interest income and expense.
The total gains and losses included in earnings for the six months ended June 30, 2008 for assets and liabilities measured at fair value on a
recurring basis using significant unobservable inputs (Level 3) included $7 million of losses recorded in other noninterest income, $5 million of
losses recorded in corporate banking revenue, $2 million of losses recorded in securities gains/losses, $3 million of gains recorded in interest
income, and $2 million of gains recorded in mortgage banking net revenue in the Condensed Consolidated Statements of Income.
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The total gains and losses included in earnings for the six months ended June 30, 2008 attributable to changes in unrealized gains and losses
related to assets still held at June 30, 2008 included $8 million of gains recorded in mortgage banking net revenue, $3 million of gains recorded
in interest income, $7 million of losses recorded in other noninterest income, and $2 million of losses recorded in securities gains/losses in the
Condensed Consolidated Statements of Income.

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

Certain assets and liabilities are measured at fair value on a nonrecurring basis. These assets and liabilities are not measured at fair value on an
ongoing basis; however, they are subject to fair value adjustments in certain circumstances, such as when there is evidence of impairment.

Carrying Value at June 30, 2008 Total Gains (Losses)

($ in millions)

Quoted Prices in
Active

Markets
for

Identical
Assets
(Level

1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3) Total

Three Months
Ended June 30,

2008

Six Months
Ended June 30,

2008
Commercial loans $ �  �  213 $ 213 $ (86) $ (137)
Commercial mortgage loans �  �  133 133 (36) (67)
Commercial construction loans �  �  256 256 (60) (121)

Total $ �  �  602 $ 602 $ (182) $ (325)

During the second quarter of 2008, certain loans included in the Bancorp�s loan portfolio were deemed impaired in accordance with SFAS
No. 114. The fair value of the impaired portfolio loans was calculated based on the fair value of the underlying collateral. Therefore, these loans
are classified within Level 3 of the valuation hierarchy.

During the first quarter of 2008, the Bancorp recognized temporary impairment in certain classes of the MSR portfolio in which the carrying
value of the MSRs was written down to the fair value as of March 31, 2008. In the second quarter of 2008, the Bancorp recognized a recovery of
the impairment, and the fair value of the MSRs exceeded the carrying value as of June 30, 2008.

Fair Value Option

The Bancorp elected on January 1, 2008 to measure residential mortgage loans held for sale at fair value in accordance with SFAS No. 159. The
election was prospective, at the instrument level, for residential mortgage loans that have a designation as held for sale on the day the specific
loan closes. Existing loans held for sale as of December 31, 2007 were not included in the fair value option election and were valued at the lower
of cost or market. Electing to measure residential mortgage loans held for sale at fair value reduces certain timing differences, better matches
changes in the value of these assets with changes in the value of derivatives used as economic hedges for these assets and eliminates the complex
hedge accounting requirements that were followed prior to the adoption of SFAS No. 159.

Management�s intent to sell residential mortgage loans classified as held for sale may change over time due to such factors as changes in the
overall liquidity markets or changes in characteristics specific to certain loans held for sale. Consequently, these loans may be reclassified to
loans held for investment and maintained in the Bancorp�s loan portfolio. In such cases, the loans will continue to be measured at fair value in
accordance with SFAS No. 159.
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Fair value changes included in earnings for instruments for which the fair value option was elected included a loss of $13 million and a gain of
$9 million, respectively, for the three and six months ended June 30, 2008 and are reported as mortgage banking net revenue in the Condensed
Consolidated Statements of Income.

Interest on residential mortgage loans measured at fair value is accrued as it is earned using the effective interest method and is reported as
interest income in the Condensed Consolidated Statements of Income. Gains and losses included in earnings attributable to changes in
instrument-specific credit risk for residential mortgage loans measured at fair value are immaterial to the Bancorp�s Condensed Consolidated
Financial Statements due to the short time period between the origination and sale of the loans, and the lack of delinquent loans at June 30, 2008.
The following table summarizes the difference between the aggregate fair value and the aggregate unpaid principal balance for residential
mortgage loans measured at fair value as of June 30, 2008.

($ in millions) Aggregate Fair Value
Aggregate Unpaid
Principal Balance Difference

Residential mortgage loans measured at fair value $ 761 751 $ 10
Past due loans of 90 days or more �  �  �  
Nonaccrual loans �  �  �  
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17. Business Segments

Results of operations and selected financial information by business segment are as follows:

($ in millions)
Commercial

Banking
Branch
Banking

Consumer
Lending

Processing
Solutions

Investment
Advisors

General
Corporate
and Other Eliminations Total

Three months ended June 30,
2008:
Net interest income (a) $ 350 400 104 �  47 (157) �  744
Provision for loan and lease losses 156 75 104 3 5 376 �  719

Net interest income after provision
for loan and lease losses (a) 194 325 �  (3) 42 (533) �  25
Noninterest income:
Electronic payment processing
revenue (1) 49 �  206 �  �  (19) (b) 235
Service charges on deposits 46 111 �  �  2 �  �  159
Corporate banking revenue 101 3 �  �  4 3 �  111
Investment advisory revenue 1 24 �  �  93 (2) (24) (c) 92
Mortgage banking net revenue �  7 78 �  �  1 �  86
Other noninterest income 11 18 7 10 2 1 �  49
Securities losses, net �  �  �  �  �  (10) �  (10)

Total noninterest income 158 212 85 216 101 (7) (43) 722
Noninterest expense:
Salaries, wages and incentives 63 99 27 17 33 92 �  331
Employee benefits 11 27 7 3 7 5 �  60
Net occupancy expense 4 39 2 1 2 25 �  73
Payment processing expense �  2 �  65 �  �  �  67
Technology and communications (1) 3 �  10 1 36 �  49
Equipment expense 1 10 �  �  �  20 �  31
Other noninterest expense 138 128 51 45 56 (128) (43) 247

Total noninterest expense 216 308 87 141 99 50 (43) 858
Income (loss) before income taxes
(a) 136 229 (2) 72 44 (590) �  (111)
Applicable income taxes (a) 22 81 (1) 25 16 (52) �  91

Net income (loss) $ 114 148 (1) 47 28 (538) �  (202)
Average assets $ 47,352 44,890 22,172 1,007 5,623 (8,946) �  112,098

Three months ended June 30, 2007:
Net interest income (a) $ 325 362 99 (1) 38 (78) �  745
Provision for loan and lease losses 31 38 27 3 2 20 �  121

Net interest income after provision
for loan and lease losses (a) 294 324 72 (4) 36 (98) �  624

Edgar Filing: FIFTH THIRD BANCORP - Form 10-Q

Table of Contents 128



Noninterest income:
Electronic payment processing
revenue (2) 45 �  172 �  1 (11) (b) 205
Service charges on deposits 38 104 �  �  2 (2) �  142
Corporate banking revenue 80 3 �  1 2 2 �  88
Investment advisory revenue 1 25 �  �  99 (3) (25) (c) 97
Mortgage banking net revenue �  1 39 �  �  1 �  41
Other noninterest income 15 17 18 9 1 36 �  96

Total noninterest income 132 195 57 182 104 35 (36) 669
Noninterest expense:
Salaries, wages and incentives 52 93 12 16 35 101 �  309
Employee benefits 10 25 6 3 6 18 �  68
Net occupancy expense 4 34 2 1 2 25 �  68
Payment processing expense �  2 �  57 �  �  �  59
Technology and communications 1 4 1 8 1 26 �  41
Equipment expense 1 10 �  1 �  19 �  31
Other noninterest expense 126 110 43 31 59 (144) (36) 189

Total noninterest expense 194 278 64 117 103 45 (36) 765
Income (loss) before income taxes
(a) 232 241 65 61 37 (108) �  528
Applicable income taxes (a) 56 85 23 22 13 (47) �  152

Net income (loss) $ 176 156 42 39 24 (61) �  376
Average assets $ 37,836 45,042 23,437 1,388 5,945 (12,881) �  100,767

(a) Includes fully taxable-equivalent adjustments of $6 million for the three months ended June 30, 2008 and 2007.
(b) Electronic payment processing service revenues provided to the banking segments are eliminated in the Condensed Consolidated

Statements of Income.
(c) Revenue sharing agreements between Investment Advisors and Branch Banking are eliminated in the Condensed Consolidated Statements

of Income.
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Fifth Third Bancorp and Subsidiaries

Notes to Condensed Consolidated Financial Statements (continued)

($ in millions)
Commercial

Banking
Branch
Banking

Consumer
Lending

Processing
Solutions

Investment
Advisors

General
Corporate
and Other Eliminations Total

Six months ended June 30, 2008:
Net interest income (a) $ 708 784 220 1 91 (234) �  1,570
Provision for loan and lease losses 281 139 180 7 10 646 �  1,263

Net interest income after provision for
loan and lease losses (a) 427 645 40 (6) 81 (880) �  307
Noninterest income:
Electronic payment processing
revenue (2) 92 �  392 1 (2) (34) (b) 447
Service charges on deposits 90 213 �  �  4 �  �  307
Corporate banking revenue 203 7 �  �  9 (1) �  218
Investment advisory revenue 3 46 �  �  188 (6) (46) (c) 185
Mortgage banking net revenue �  11 170 �  1 �  �  182
Other noninterest income 24 34 24 23 �  123 �  228
Securities gains, net �  �  3 �  �  17 �  20

Total noninterest income 318 403 197 415 203 131 (80) 1,587
Noninterest expense:
Salaries, wages and incentives 126 198 58 33 66 198 �  679
Employee benefits 26 56 15 7 15 26 �  145
Net occupancy expense 9 77 4 2 5 48 �  145
Payment processing expense �  3 �  129 �  1 �  133
Technology and communications (1) 7 1 19 1 69 �  96
Equipment expense 1 20 �  1 �  39 �  61
Other noninterest expense 277 243 99 86 107 (415) (80) 317

Total noninterest expense 438 604 177 277 194 (34) (80) 1,576
Income (loss) before income taxes (a) 307 444 60 132 90 (715) �  318
Applicable income taxes (a) 58 157 21 47 32 (81) �  234

Net income (loss) $ 249 287 39 85 58 (634) �  84
Average assets $ 45,977 45,297 23,453 998 5,862 (9,893) �  111,694

Six months ended June 30, 2007:
Net interest income (a) $ 646 707 201 (1) 74 (140) �  1,487
Provision for loan and lease losses 48 60 54 5 5 33 �  205

Net interest income after provision for
loan and lease losses (a) 598 647 147 (6) 69 (173) �  1,282
Noninterest income:
Electronic payment processing
revenue (4) 85 �  330 �  �  (21) (b) 390
Service charges on deposits 75 191 �  (1) 3 �  �  268
Corporate banking revenue 156 6 �  1 5 3 �  171
Investment advisory revenue 1 47 �  �  195 (3) (47) (c) 193
Mortgage banking net revenue �  3 75 �  1 2 �  81
Other noninterest income 34 36 34 19 2 49 �  174
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Total noninterest income 262 368 109 349 206 51 (68) 1,277
Noninterest expense:
Salaries, wages and incentives 107 184 25 30 69 186 �  601
Employee benefits 25 52 14 7 15 42 �  155
Net occupancy expense 7 67 4 2 5 48 �  133
Payment processing expense �  3 �  108 �  �  �  111
Technology and communications 2 7 1 15 1 55 �  81
Equipment expense 1 18 �  2 1 38 �  60
Other noninterest expense 248 215 84 65 111 (279) (68) 376

Total noninterest expense 390 546 128 229 202 90 (68) 1,517
Income (loss) before income taxes (a) 470 469 128 114 73 (212) �  1,042
Applicable income taxes (a) 121 165 45 40 26 (90) �  307

Net income (loss) $ 349 304 83 74 47 (122) �  735
Average assets $ 37,342 44,859 23,217 1,188 5,914 (12,536) �  99,984

(a) Includes fully taxable-equivalent adjustments of $11 million and $12 million for the six months ended June 30, 2008 and 2007,
respectively.

(b) Electronic payment processing service revenues provided to the banking segments are eliminated in the Condensed Consolidated
Statements of Income.

(c) Revenue sharing agreements between Investment Advisors and Branch Banking are eliminated in the Condensed Consolidated Statements
of Income.
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PART II. OTHER INFORMATION

Legal Proceedings (Item 1)

Refer to Note 9 in the Notes to Condensed Consolidated Financial Statements in Part I, Item 1 for information regarding legal proceedings.

Risk Factors (Item 1A)

The following has been added to the Registrant�s list of risk factors affecting its business since the filing of its Form 10-K for the year ended
December 31, 2007:

If Fifth Third�s plan to sell certain non-core businesses is not successful, or not as successful as it expects, it may not be able to generate
the gains on sale and related increase in shareholders� equity that it anticipates from the sale of those certain businesses. Moreover, if
Fifth Third sells certain non-core businesses, the loss of income from these businesses that are sold could have an adverse effect on its
earnings and future growth.

Fifth Third owns several non-strategic businesses that are not significantly synergistic with its core financial services businesses. Fifth Third has
announced plans to supplement its common equity capital by an estimated additional $1 billion or more through the sale of certain of these
businesses. Although it expects these transactions to be completed over the course of the next several quarters, there can be no assurance that it
will be able to do so within that time frame. Moreover, there can be no assurance that Fifth Third will be successful in selling these businesses at
all. If it cannot complete these contemplated transactions at all, or cannot do so within the expected time frame, it will have an adverse impact on
Fifth Third�s ability to generate the common equity capital it anticipates. If Fifth Third is successful in completing the sale of certain non-core
businesses, it will suffer the loss of income from the sold businesses, and such loss of income could have an adverse effect on its future earnings
and growth.

There have been no material changes made during the second quarter of 2008 to any of the other risk factors as previously disclosed in the
Registrant�s 2007 Form 10-K.

Unregistered Sales of Equity Securities and Use of Proceeds (Item 2)

Refer to the �Capital Management� section within Management�s Discussion and Analysis in Part I, Item 3 for information regarding purchases of
equity securities by the Bancorp during the second of 2008.

Defaults Upon Senior Securities (Item 3)

None.

Submission of Matters to a Vote of Security Holders (Item 4)

None.

Other Information (Item 5)

None.
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Exhibits (Item 6)

1.1 Underwriting Agreement dated June 18, 2008 between Fifth Third Bancorp and Goldman, Sachs & Co., as Representative of the several
Underwriters named in the Underwriting Agreement. Incorporated by reference to Registrant�s Current Report on Form 8-K filed with the
Securities and Exchange Commission on June 24, 2008.

3.1 Second Amended Articles of Incorporation, as amended.

3.2 Code of Regulations, as amended. Incorporated by reference to Registrant�s Registration Statement on Form S-3 (No. 333-141560), as
amended by Post-Effective Amendment No. 1 filed with the Securities and Exchange Commission on April 28, 2008.

4.1 Deposit Agreement dated June 25, 2008, between Fifth Third Bancorp, Wilmington Trust Company, as depositary and conversion agent
and American Stock Transfer and Trust Company, as transfer agent, and the holders from time to time of the Receipts described therein.
Incorporated by reference to Exhibit 4.3 of the Registrant�s Current Report on Form 8-K filed with the Securities and Exchange
Commission on June 25, 2008.

4.2 Form of Certificate Representing the 8.50 % Non-Cumulative Perpetual Convertible Preferred Stock, Series G, of Fifth Third Bancorp.
Incorporated by reference to Exhibit 4.2 of the Registrant�s Current Report on Form 8-K filed with the Securities and Exchange
Commission on June 25, 2008.

4.3 Form of Depositary Receipt for the 8.50 % Non-Cumulative Perpetual Convertible Preferred Stock, Series G, of Fifth Third Bancorp.
Incorporated by reference to Exhibit 4.4 of the Registrant�s Current Report on Form 8-K filed with the Securities and Exchange
Commission on June 25, 2008.

12.1 Computations of Consolidated Ratios of Earnings to Fixed Charges.

12.2 Computations of Consolidated Ratios of Earnings to Combined Fixed Charges and Preferred Stock Dividend Requirements.

31(i) Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 by Chief Executive Officer.

31(ii) Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 by Chief Financial Officer.

32(i) Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 by Chief
Executive Officer.

32(ii) Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 by Chief
Financial Officer.
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Fifth Third Bancorp
Registrant

Date: August 7, 2008 /s/ Daniel T. Poston
Daniel T. Poston
Executive Vice President and Chief Financial Officer
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