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Research Update:

Fifth Third Bancorp Ratings Lowered To
'BBB/A-2' From 'A-/A-2'; Outlook Negative

Overview

* As part of our review of U S. banks, we think the bank will underperform
peers based on our recent stress testing, even as capital boosting
nmeasures somewhat nitigate these stresses

e W have lowered our counterparty credit rating on Fifth Third Bancorp to
'"BBB' from'A-'. The outlook is negative.

* W believe that the bank's future operating performance remains
vul nerabl e to devel opnents in real estate markets, particularly in
Fl ori da.

Rating Action

On June 17, 2009, Standard & Poor's Ratings Services |lowered its counterparty
credit rating on Fifth Third Bancorp to 'BBB/A-2' from'A-/A-2'. At the sane
time, we also lowered the ratings on both Fifth Third Bank Chio and Fifth
Third Bank Mchigan to 'BBB+/ A-2' from'A/A-1'. The ratings have been renpved
from CreditWatch where they were placed on May 4, 2009, with negative

i mplications. The outlook is negative.

Rationale

The rating downgrade reflects our assessnent that Fifth Third will be
underperform ng conpared with peers, based on our recent stress testing. In
particular, we anticipate that credit losses will likely continue to rise and
constrain both profits and capital generation. As part of our portfolio
review, we closely examned the relative credit risk, earnings power, and
capital position and flexibility anmong Fifth Third and its regi onal peers.

In particular, we view Fifth Third's credit risk profile as weaker than
simlarly rated peers. The conpany expanded its footprint into Florida and the
Sout heast through higher-risk | oan products when markets were peaking, and its
M chigan portfolio also continues to show weakness. VWile in runoff node,
br okered honme equity loans in each of these states continue to underperform
significantly, with charge-offs of 14.2%and 6.4% in Florida and M chi gan
respectively. We think Fifth Third' s conmercial portfolio also carries higher
| evel s of risk or loss content than peers. Its comercial nortgage and
commercial real estate nortgage books total ed 35% of the conmercial |oan
portfolio book and have shown high charge-offs, |eaving the bank with high
| evel s of nonperforming | oans with which to cope in a difficult environment.

Fifth Third's capital position, while generally starting off on a weak
basi s, has been strengthened by recent capital boosting actions. On the
positive side, managenent is bolstering its capital position substantially on
a tangi bl e basis and the conpany continues to denonstrate its ability to
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access financial nmarkets. W expect the bank's tangi ble comobn

equity-to-tangi ble assets ratio to increase froma weak 4.2%earlier this year
to a pro forma | evel of around 6.5%in June 2009 through the successful
execution of its capital plan. Steps in this plan include: the sale of a

majority stake in its conmercial processing business ($1.2 billion); an
increnental raising of capital in the secondary market ($1 billion); and
conversion of nore than half of its $1.1 billion convertible preferred stock

(an estinated $600 million) raised in the difficult capital narkets of the
sunmer of 2008. That said, we believe increasing | osses over tinme may eat into
this new capital

The ratings continue to be supported by the bank's fundanental earnings
power - - anong t he strongest for a regional bank. |Indeed, its pretax,
preprovi sion nargin has consistently been in the m d-40%range. Still, while
we expect this margin to drop to the 35% 40% range, we al so expect much of the
volatility to be elimnated regardi ng bank-owned |ife insurance charges and
goodwi | | i npairnents brought about by tumultuous capital narkets. Expense
management has been, and continues to be, a source of earnings strength for
Fifth Third. We expect these financial fundanentals to be chall enged by higher
credit costs over the next two years.

Outlook

The outl ook is negative. In our view, if operating weakness continues beyond
our current expectations, we could lower the ratings further. On the other
hand, inproved performance could lead us to revert the outl ook back to stable;
currently, we believe a ratings upgrade as less likely.

Related Research

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

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

« "What Stress Tests Reveal about U. S. Banks' Capital Needs," My 1, 2009.

e "Ratings On 23 Financial Institutions Placed On CreditWatch Negative,"
May 4, 2009.
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Local Currency BBB+/ A- 2

Fifth Third Bancorp

Seni or Unsecur ed BBB
Subor di nat ed BBB-
Preferred Stock BB

Fifth Third Bank (The)
Seni or Unsecur ed BBB+
Subor di nat ed BBB

Fifth Third Capital Trust 1V
Juni or Subor di nat ed BB

Fifth Third Capital Trust V
Juni or Subor di nat ed BB

Fifth Third Capital Trust WV
Preferred Stock BB

Fifth Third Capital Trust VI
Preferred Stock BB

A d Kent Capital Trust |
Preferred Stock BB

Ratings Affirned; CreditWtch/ Qutlook Action
To

Fifth Third Bancorp

Conmrer ci al Paper A-2

A/ Wat ch Neg/ A- 1

A-/ Wat ch Neg
BBB+/ Wat ch Neg
BBB-/ Wat ch Neg

A/ WAt ch Neg
A-/Wat ch Neg

BBB-/ Wat ch Neg

BBB- / Wat ch Neg

BBB- / Wat ch Neg

BBB- / Wat ch Neg

BBB/ WAt ch Neg

From

A- 2/ Wt ch Neg

Conplete ratings information is available to RatingsDi rect subscribers at
www. ratingsdirect.com Al ratings affected by this rating action can be found
on Standard & Poor's public Wb site at www. st andardandpoors. com sel ect your

preferred country or region, then Ratings in the |eft

by Find a Rating.
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