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About Bank of America CorporaUon
Bank of America Corporation NYSE BAC is publicly traded company headquartered in Charlotte NC As of December 31 2008

the Corporation operated throughout the United States and in more than 30 foreign countries The Corporation provides diverse range

of banking and nonbanking financial services and products domestically and internationally through three business segments

Global Consumer Small Business Banking Global Corporate Investment Banking and Global Wealth Investment Management

Bank of America is member of the Dow Jones Industrial Average The Corporation acquired Merrill Lynch Co Inc on January 2009

Total assets

Total loans and leases

Total deposits

Total shareholders equity

Book value per common share

Market price per share

of common stock closing

Common shares issued

and outstanding in millions

$58344
79%

$4234
106%

Tota Cumuative Sharehokier Return 5Year Stock Performance

December31
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This graph compares the yearly change in the Corporations cumulative total shareholders return on irs cummon stuck with Ii Standard boors 500 index un Standard Pours 500

Commercial Banks Industry index and liii the KBW Bank indeo for the years ended December 31 2004 through 2008 The graph assumes an initial investment of $100 at the end of 2003

and the reinvestment of all dividends during the years
indicated The KBW Bank index has been added to better reflect the evolving financial sector and because it includes the stock price

performance at broader range of larger diversified U.S Onancial services companies

Finandal HighHghts
Dollars in millions except per share in formation

For the year
2008 2007

Revenue net of interest expensee $73976 $68582

Net income 4008 14982

Earnings per common share 0.56 3.35

Diluted earnings per common share 0.55 3.30

Dividends paid per common share 2.24 2.40

Return on average assets 0.22% 0.94%

Return on average common

shareholders equity 1.80 11.08

Efficiency ration
56.14 54.71

Average diluted common shares issued

and outstanding in millions 4612 4480

At year end 2008 2007

Revenue
in millions

$13440
18% $7785

11%
$5593

Global

Consumer

Small

Business

Banking

Global

Corporate

Investment

Banking

$1817943

931446

882997

177052

27.77

14.08

5017

$1715746

876344

805177

146803

32.09

41.26

4438

Global

Wealth All Other

Investment

Management

Net ncome
in millions

Fally taoable.eqaioalent basis

vAll Other consists primarily of equity investments the residential mortgage portfolio associated with

asset and liability management actioitieO the residual impact of the cost allocation processes merger and

restructuring charges intersegment eliminations and the results of certain consumer finance investment

management and commercial lending businesses that are being liquidated All Other also includes the

offsetting securitization impact to present Card Services on managed basis Our oiew of Global Consumer

Small Business Banking operations are also shown ova managed basis

$14

Global Global

Consumer Corporate

Small Investment

Business Banking

Banking

$1628
40%

Global flWealth

Investment

Management
All Other
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2004 2005 2006 2007 2008

Low 38.96

Close 46.99

High $47.44 $47.08 $54.90 $54.05 $45.03

41.57 43.09 41.10 11.25

46.15 53.39 41.26 14.08



2008 Unes busmess

Goba Consumer

Smail Business Bankhig

Global Consumer Small Business Banking

has approximately 59 million consumer and

small business relationships We serve

consumers through checking savings

credit and debit cards home equity

lending mortgages and insurance We

serve mass-market small businesses with

capital credit deposit and payment services

Bushiesses

Deposits Student Lending

Card Services

Mortgage Home Equ ty
Insurance Services

$28433

Revenue
in millions

$6210

Deposits

Student

Lending

Net ncome
in millions

$521 $2497

services
Mortgage
Home Equity

Insurance

services

Goba Corporate

nvestment Banking

Global Corporate Investment Banking

provides comprehensive financial solutions

to clients ranging from companies with

$2.5 million in revenues to large multinational

corporations governments financial sponsors

institutional investors and hedge funds

Bushiesses

Business Lend ng

Capital Markets Advisory Services

Treasury Services

Revenue
in millions

Net ncome
in millions

Goba Weath
nvestment Management

Global Wealth Investment Management

provides wide offering of customized

banking and investment services for

individual and institutional clients

Bushiesses

U.S Trust Bank of America Private

Wealth Management

Columbia Management

Premier Banking Investments

Revenue
in millions

Net Income
in millions

Deposits card Mortgage
student services Home Equity

Lending insurance

services

$1722
$851

_piiii_
$4948

ALMt/Other Business

Lending

ALM/Other

Fuvy tauable evsivaiert buss

ALMAsset aid Liability Managenevt

$391

Us Trust columbia Premier ALMv/Other

Bank ol Management Banking

America Investments

Private

Wealth

Management

$831

$460 hE
$459

ALM7 Other

America
Dolsmbia

Investments

Private Maragement
Wealth

Management
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Kenneth Lewis

CHAIRMAN CHIEF EXECUTIVE

OFFICER AND PRESIDENT

To Our Sharehokiers
Our size scale revenue diversity and ability

to execute are never more crucial than during

year of extraordinary challenges

2008 was an extraordinarily difficult

year for our company

The economy which had struggled

for most of the year hit wall in the

fourth quarter posting the largest quar

terly decline in gross domestic product

since 1982 credit costs which had

been rising steadily all year escalated

as unemployment and underemploy

ment rose sharply We expect credit

costs to continue to rise this year

Trading results took sharp turn for

the worse as credit spreads suddenly

widened in the fourth quarter Trends

in the credit markets are difficult to

predict but we are hopeful that

move toward normalcy will allow our

capital markets operations to return

to profitability in 2009

These developments resulted in our

first quarterly loss since 1991 and

sharp drop in our profitability for the year

In view of the challenging environ

ment we took number of difficult

steps We cut our dividend which

had increased every year since

1977 to $0.01 To lower our

expense base we accelerated and

expanded our cost-cutting initiatives

The board accepted my recommenda

tion that no members of our Executive

Management Team should receive

any bonus or incentive compensation

for 2008 And to help us close our

acquisition of Merrill Lynch we

Bank of Amenca 2008



Total

Shareholders

Equity

negotiated with the U.S government

to invest another $20 billion in Bank of

America in the form of preferred stock

am very aware of the financial bur

den our decisions have created for our

shareholders but we felt it necessary

to maintain our capital strength and

stability in these uncertain times

Despite year with no shortage

of bad news maintain positive

and optimistic outlook for our future

Heres why For the full year in

the midst of the worst recession in

generations we earned more than

$4 billion ranking us second among

all U.S financial institutions Two of

our three major lines of business made

money Global Consumer Small

Business Banking and Global Wealth

Strong

Earnings

Potential

Despite unprecedented

economic challenges

Bank of America

earned more than

$4 billion in 2008

Investment Management And Global

Corporate Investment Banking which

has weathered so much of the capital

markets disruption this past year came

very close to breaking even The point is

that the potential earnings power of our

company is still huge and still growing

We made two key acquisitions

Countrywide gives us an opportunity to

lead the mortgage market to healthier

and more stable future Merrill Lynch

believe is tremendous long-term

strategic fit for our company notwith

standing the large losses they reported

in the fourth quarter largely due to

sharp writedowns in various capital

markets instruments

discuss both of these transactions

in more detail in separate section of

this letter

Our top priority right now as the

economy continues to weaken must

be to build on our capital strength so

well be in good position to continue

to support customers and clients

Bank of America has been strong and

stable presence in the worlds financial

system since this crisis started almost

two years ago The actions weve taken

will help us maintain and build on that

strength so that we can continue to

play leading role in the economic

recovery to come

Much has changed and much will

continue to change in our industry

Consolidation within and across sec

tors of the financial services industry

has all but stopped with the financial

sector in turmoil but will accelerate

when the market stabilizes and assets

become easier to price Old competi

tors have disappeared while new ones

are emerging Structural and regulatory

changes are slowing or reversing the

evolution of the global markets We

are heading toward simpler more

transparent financial services environ

ment And smaller and more humble

financial services industry

Despite all this change and in

some ways encouraged by it we

remain committed to our core vision for

this company We are working to build

global financial services company

that offers our customers and clients

unmatched convenience and expertise

high-quality service and variety of

financial products and services deliv

ered as single relationship

Unlike many of our competitors

in the financial services industry we

are well-capitalized deposit-funded

and extremely liquid We have one of

the largest broadest customer bases

in the industry We have diverse

collection of market-leading businesses

that help support one another through

economic cycles Most important

we have long history of managing

successfully through economic and

business challenges am confident

we will do so again

Financial Results

The deepening recession provides

the context for our financial results

In 2008 Bank of America earned

$4.01 billion down from $14.98 billion

in 2007 Earnings after preferred

$146803
$135272 ______-

In millions at year end
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Tier

Capital Ratio

9.15%

dividends and available to common

shareholders were $2.56 billion or

$0.55 per diluted share down from

$14.80 billion or $3.30 per diluted

share year earlier Revenue on

fully taxable-equivalent basis rose

percent to $73.98 billion from $68.58

billion in 2007 from organic growth

Strong

Deposit

Growth

Bank of America

holds $883 billion

in total deposits

up 9.7% in 2008

and the addition of U.S Trust LaSalle

and Countrywide

Return on average common share

holders equity fell to 1.80 percent

from 11.08 percent Our efficiency

ratio stayed well outside our target

range under 50 percent at 56.14

percent Provision expense rose

$18.44 billion to $26.83 billion

and nonperforming assets and net

charge-off ratios rose to 1.96 percent

and 1.79 percent respectively

There is no question that the reces

sionary environment is hurting results

in all our businesses And yet the

news is not bad across the board The

bulk of our losses in 2008 were the

result of severe market and economic

impacts in three of our businesses in

particular Mortgage Home Equity

Insurance Services MHEIS Capital

Markets Advisory Services CMAS
and Columbia Management All of our

other businesses were able to gener

ate profit despite the harsh eco

nomic environment and two actually

increased net income in 2008

Within Global Consumer Small

Business Banking GCSBB Depos

its and Student Lending net income

increased percent to $6.21 billion

and Card Services which has been bat

tered by rising credit costs still man

aged to post net income for the year

of $521 million In Global Corporate

Investment Banking GCIB Business

Lending posted net income of $1.72

billion down 14 percent on higher

credit costs and Treasury Services net

income increased 28 percent to $2.73

billion In Global Wealth Investment

Management GWIM U.S Trust earned

$460 million down just percent

and Premier Banking and Investments

earned $584 million 54 percent

decrease due to higher credit costs

The ability of our associates in

these businesses to generate sub

stantial profits in our current economic

environment is testament to their

skill and determination and to the

advantages of our broad franchise The

profitability of these businesses also

demonstrates why we value revenue

diversity so highly in our business model

In times of severe financial stress

what financial institutions need more

than anything is capital Bank of

America has for years been among

the most well-capitalized banks in the

world But the fourth quarter of 2008

tested even our ability to maintain

deep well of financial resources

In early October to shore up capital

levels as credit losses accelerated

we raised nearly $10 billion through

the sale of common stock and cut our

dividend on common stock in half

Then in mid-October the U.S Treasury

Department decided to use funds from

the Troubled Asset Relief Program

TARP to inject capital directly into the

nations banks through purchases of

preferred stock

At the outset of this program we

accepted an investment of $15 billion

We also agreed at that time to accept

Merrill Lynchs initial share of the TARP

funds $10 billion in early January

After discussions with federal govern

ment officials the government agreed

to provide an additional $20 billion in

January to enable the closing of our

acquisition of Merrill Lynch

All three preferred stock invest

ments will yield dividend to the U.S

Treasury and have repayment terms for

the fLill amount of the investment We

paid our first dividend to the U.S Trea

sury Department on all three tranches

At year end

Bank of America 2008



We are building global financial

services company that offers our customers

and clients unmatched convenience and

expertise high-quality service and variety

of financial products and services delivered

as single relationship

of the TARP investment total of just

over $400 million on February 17

We believe that by accepting these

investments we should have the capi

tal and liquidity we need to absorb

Merrills balance sheet and main

tain our capital strength through the

recession The downside is that these

obligations create significant drag

on earnings as we work to pay the

governments investment back which

we intend to do as soon as possible

Countrywide and Merrill Lynch

We made two major acquisitions in

the past 12 months that we believe

will produce positive results for our

company over time

We agreed to acquire Countrywide

in January of last year We knew that

we were heading into difficult eco

nomic period in which home mortgages

would be at the center of an intense

economic storm We also knew that

acquiring Countrywide would give us

the best mortgage technology platform

in the business thousands of capable

and experienced associates and

leading market position in the United

States in home lending the founda

tional financial product for millions of

American families in the most prosper

ous country in the world

The mortgage market needs to be

reformed and we are leading the effort

to build more stable home lending

industry We are leading the industry

by creating new programs to mitigate

foreclosures for homeowners under

financial stress Our decision to

acquire Countrywide also has put us

in great position to capitalize on the

surge in this business as low inter

est rates bring borrowers back into

the market for home purchases and

refinancings and we are expanding our

capacity to process new applications

All this activity is leading us toward

an anticipated Customer Day One in

late April when well begin rebranding

all Countrywide operations as Bank

of America Home Loans In time the

housing market will come back and

believe we will benefit greatly from

being leading home loan provider

in the country when it does

The businesses that came to us as

part of Merrill Lynch are fighting through

very tough environment now But we

cant lose sight of their underlying power

Merrill Lynchs wealth management

business is the best in the world It has

consistently outperformed its peers

in revenue per financial advisor and

assets managed per advisor Combin

ing Merrills productive capacity and

industry-leading practices with our

traditional banking capabilities and

distribution network will make us

very strong competitor in this market

We now serve more than million

individual and institutional clients

all over the world and manage more

than $1.8 trillion in total client assets

through more than 18000 financial

advisors We will work to expand

relationships on the wealth manage

ment side by offering the convenience

and quality of our traditional banking

services And we will offer our banking

customers the best wealth manage

ment platform in the world Nothing

that has happened in the past six

months diminishes this opportunity

The investment banking business

is obviously under lot of strain And

it is likely that many of the markets

for complex structured asset-backed

products will not come back in the

foreseeable future But we are focused

on serving the capital raising and invest

ment banking needs of our commercial

and corporate clients and we are

well-positioned to do so

Our combined business serves

99 percent of the U.S Fortune 500

and 83 percent of the Fortune Global

500 We now approach the market as

an undisputed global leader in whole

sale financial services providing

clients with lending deposits cash

management group banking wealth

management debt and equity capital

raising syndications mergers

acquisitions advisory services risk

Bank of America 2008



Total Deposits

$882997
$805177

management products and securities

sales and trading

We are already seeing business

activity levels beginning to pick up We

now have leading positions in markets

all over the world and our investment

banking team is among the most tal

ented and experienced in the business

On the far side of the storm were

in believe there is tremendous

opportunity in both of these acquisi

Bank of America

serves one of every

two U.S households

and 99% of the U.S

Fortune 500

tions And am excited about working

with our new associates to seize it

Managing risk and reward

We are in the business of taking risk

lending to individuals and businesses

to fuel the economy It is also our

business to manage that risk Our

industry as whole did poor job on

that front in the lead-up to our current

crisis The institutions that did the

worst job are no longer with us Those

thiat did better job have endured

But no one know of in this industry

is crowing We all have learned or

relearned hard lessons

The challenges created by the

economic and market environment do

not excuse Bank of Americas perfor

mance But they do help explain it

One of the biggest issues we faced

over the course of the most recent

growth cycle was the speed and degree

of fundamental structural changes that

were happening throughout the econ

omy New market participants were

emerging and growing rapidly including

sovereign wealth funds hedge funds

and other global investors Structured

products thanks to advancing technol

ogy grew more complex by the day

The speed and volume of securities

creation and trading increased expo

nentially Markets and risks grew ever

more interconnected And the sheer

volume of information in the system

that needed to be tracked monitored

analyzed and understood led to grow

ing opacity the opposite of what you

want when youre managing risk

As we work our way through the

current cycle were applying the

lessons weve learned the hard way

One lesson is that we must not rely

too heavily on mathematical risk model

ing in assessing risks The models are

sophisticated but they are only as good

as the assumptions of the people who

create them and only as well-informed

as the data we feed into them We

have to balance our risk modeling

abilities with what we know at any given

moment about our customers clients

and portfolios commonsense under

standing of economic fundamentals

and our knowledge of business cycles

And we must have the courage to test

the former against the latter when

economic facts and risk assessments

seem out of balance

Another lesson is that we need

to return to the fundamentals in our

business We are producing simpler

and more transparent products to

meet our customers current financial

needs and developing those that will

help them when the cycle turns We

also are recalibrating our assessments

of risk factors like customer credit

worthiness portfolio concentrations

and market trends to account for new

economic realities And we are using

new tools to manage all these risks

more effectively

Finally weve concluded that while

organizational structure can be impor

tant in the way we manage risk it is not

the primary determinant of success

The most important factors are people

and culture When we have the right

people in the right assignments

people with not only intelligence and

insight but also the courage to engage

teammates on thorny risk issues and

when we have nurtured risk culture

that welcomes and encourages debate

we usually get to the right answer

In millions at year end

Strong

Market

Share
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We are well-capitalized deposit-funded

and extremely liquid We have one of the largest

broadest customer bases in the industry

Many paths to growth

One of the most important ideas on

which weve built this company is that

diversity creates strength Diversity of

businesses revenue streams risks

ideas perspectives and people brings

strength to an organization that is hard

to come by any other way The same is

true about growth opportunities The

more paths to growth we can pursue

simultaneously and in coordination with

one another the more likely well be to

reach our goals

Earlier discussed our prospects

in home lending wealth management

and corporate and investment banking

We also are well-positioned to generate

growth in our other two main business

lines Deposits Student Lending and

Card Services

We already serve half of all Ameri

can households and were benefitting

from flight to safety powerful brand

and rising customer satisfaction In

2008 average retail core deposits

excluding Countrywide grew by nearly

$54 billion or 11.2 percent Custom

ers opened nearly million net new

checking and savings accounts For

the year average balances in CDs and

IRAs were up nearly 16 percent and

balances in money market savings

accounts were up more than 18 percent

In Card Services we are facing

incredibly stiff headwinds in the form

of rising credit costs The opportunity

we have in 2009 is to increase cus

tomer loyalty for the future as we help

customers work through hard economic

times In 2008 we modified nearly

850000 credit card loans whether

by lowering interest rates reducing

monthly payments or eliminating fees

We also continue to refer customers

to debt management programs We

believe our approach to helping our

customers manage through hard times

will pay off in retention and growth

when the economy improves

Last year wrote here for the first

time about our $20 billion environ

mental initiative We believe there

is tremendous growth potential for

companies that stake out leadership

position in alternative energy produc

tion and conservation To that point

we signed an agreement with green-

technology company that is helping us

reduce our energy consumption in all

our banking centers across the country

by as much as 50 percent And were

supporting ventures that we believe will

lead to abundant and renewable energy

sources in the future For example

we co-led an initial public offering for

Ocean Power Technologies company

that is engineering new technologies

that will enable utilities to harvest and

transport energy from ocean waves

We also are continuing to support our

local communities through both commu

nity development lending and investing

and philanthropic programs like our

Neighborhood Excellence Initiative NEI
Through NEI now in its sixth year we

have provided support to hundreds of

neighborhood nonprofits anchor institu

tions and community leaders through

unrestricted operating grants and lead

ership development programs

Given the economic environment

and the impact that the recession is

having in neighborhoods across the

country we are working more closely

than ever with community leaders to

identify the most critical needs and

gaps in local assistance programs and

ensure that resources are flowing to

individuals and families that have been

especially hard-hit For example in

2008 we announced Neighborhood

Preservation Initiative offering grants

and low-interest loans to nonprofit

community organizations that will help

borrowers stay in their homes through

financial education programs and other

outreach activities

Most important we are not backing

down from the goals we put in place last

year to lend and invest $1.5 trillion over

10 years in low- and moderate-income

and minority neighborhoods and to give

at least $2 billion over 10 years through

the Bank of America Charitable Founda

tion We believe it is critically important
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Total

Assets

that we support the communities on

which our future prosperity depends

Supporting the U.S economy

Throughout 2008 we operated with

strong belief that what is good for our

communities and our country is also

good for our company and vice versa

Although every headline is telling us

that banks arent lending we extended

more than $600 billion in new credit

during 2008 to consumers small

businesses and large corporations

Obviously lending volume is not what it

was at the height of the boom And it

shouldnt be Were in recession which

means that demand for credit is lower

and credit standards are tighter But that

doesnt mean banks arent lending In

fact were out there in the marketplace

making every good loan we can growing

our relationships with existing customers

and creating new ones

We also have been leader in fore

closure mitigation and loan modifica

tions as we work to help individuals

and families stay in their homes In

2008 Bank of America and Country

wide modified approximately 230000

home loans to avoid foreclosures

representing approximately $44 billion

in mortgage financing And we have

committed to offer loan modifications

for as many as 630000 customers

representing up to $100 billion in

financing To help people keep their

savings secure weve opened

millions of retirement accounts

CDs and savings accounts

All these activities are helping to

provide support to the economy as

we work our way toward recovery

They also are helping Bank of America

increase our market share across all

our businesses create relationships

with new customers and strengthen

the loyalty of longtime customers

We are taking action to grow our

business and we are doing our

part to support our customers ease

the credit crunch and stimulate the

economy at the same time

How we got here and

where were going

The financial services industry has

undergone transformative wrenching

change over the past 18 months In the

blink of an eye weve seen the demise

of the independent investment banking

business model on Wall Street the

failure or acquisition of many of the

largest thrifts and mortgage lenders

in the country and toa great extent

the disappearance of some parts of

the securitization industry for what

has now been more than year

The industry that emerges from this

crisis will look much different It will

have accelerated toward the barbell

weve been predicting for years

handful of very large diversified global

firms on one end and thousands

of small local community banks on

the other Credit markets will feature

simpler more transparent products

We will be smaller industry with

fewer overall employees and claiming

smaller portion of national income

and gross national product And regula

tion and oversight of the industry will

be tighter and more conservative

especially in sectors of the industry

that were lightly regulated before e.g

mortgage lending hedge funds credit

markets non-bank consumer finance

The story of how we got here is the

story of every great economic bubble

in history Every group of participants

in the economy lenders borrowers

regulators policy makers appraisers

rating agencies investors investment

bankers had motive to push

the cycle forward and most did The

institutions that gave in completely to

the frenzy around them and engaged

in the worst lending practices are no

longer with us Those that balanced

the need to compete with the need to

maintain prudent lending standards

like Bank of America survive

today and have provided stabilizing

effect in an otherwise unstable

financial services industry

One of the greatest challenges our

$1716
$1818

$1460

In billions at year end
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Total Loans

and Leases

$876344
$931446

$706490

industry now faces is helping consum

ers deleverage their household balance

sheets For an industry that became

too dependent on interest income

to produce profits the prospect of

significantly lower consumer borrowing

levels can be sobering The answer in

my view is for financial institutions to

Strong

Customer

Support

We modified about

230000 home loans

during 2008 to help

avoid foreclosures

diversify their business models

creating balanced revenue stream

that includes both interest and non-

interest income from wide range of

financial products and services that

enable customers not only to borrow

but also to save and invest

Bank of Americas diversified

business model should be model

for the industry Because we offer

wide range of savings and investment

products as well as credit products

we are not captive to an ever increas

ing need for interest income Theres

great credibility in being able to tell

customers you want to help them

achieve financial balance and finan

cial health when you have the product

set to back it up

Diversification also will be helpful

as the regulatory environment changes

in the wake of our current crisis

diversified revenue stream naturally

exerts stabilizing influence on earn

ings over time which reassures those

charged with overseeing the strength

and stability of the industry And

diversification also protects against

changes in the profitability of individual

financial sectors due to changing rules

and regulations

The universal bank model has

come under lot of fire over the past

year But my firm belief is that when

properly executed the universal model

will grow in favor as the strongest

and most viable in the industry The

successful universal bank will be one

that achieves leading positions in the

markets in which it competes inte

grates operations to create value for

customers and creates strong bind

ing culture across the enterprise that

supports the institutional mission

This is the strategy weve followed

at Bank of America throughout my

tenure as CEO continue to believe it

is the strategy that will enable us to

outperform our competitors when the

economy finally strengthens

Looking toward the future

Successfully executing our strategy

and managing through one of the worst

economic environments in our nations

history will require an extremely

capable experienced and tight-knit

leadership team To that point Id

like to review some of the leadership

changes weve had over the past year

Barbara Desoer longtime Bank of

America leader has moved to Calaba

sas California where she is leading the

team that is hard at work reinventing

the home lending industry Barbaras

experience leading our Consumer

Products and Global Technology

Operations divisions in recent years has

prepared her well for this challenge

Bruce Hammonds one of the

driving forces behind the evolution of

the card industry over the past three

decades retired at the end of 2008

Bruce successfully led our Card

Services business since our acquisi

tion of MBNA in 2006 He has been

succeeded by Ric Struthers who

helped create MBNA in 1982 Rics

deep knowledge and experience in the

card industry will be critical to our suc

cess as we reposition that business in

changing economic environment

Brian Moynihan who led our Global

Corporate Investment Banking

business during 2008 has taken

responsibility for Global Banking

Wealth Management including

Commercial and Corporate Banking and

Global Product Solutions Brian who

led the rapid growth of our wealth

In millions at year end
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We already serve half of all American

households and were benefitting from

flight to safety powerful brand and rising

customer satisfaction

management business for several

years is now focused on pulling

together our teams from across Bank of

America and Merrill Lynch as we build

leading presence in these businesses

Tom Montag who joined Merrill

Lynch in 2008 as head of Global Sales

Trading will lead our Global Markets

businesses Before joining Merrill Tom

spent 22 years in number of senior

roles with Goldman Sachs Toms expe

rience in securities markets all over the

world makes him an ideal leader for our

team as we work to build this business

We also have welcomed three

former members of the Merrill Lynch

board of directors to our board Charles

Rossotti is senior advisor at The

Carlyle Group and former IRS com

missioner Virgis Colbert is senior

advisor to the MillerCoors Company

Retired Admiral Joseph Prueher is

consulting professor at Stanford Univer

sitys Institute of International Studies

and formerly served as U.S ambassa

dor to the Peoples Republic of China

look forward to their leadership and

contributions to our company

We will have one departure from our

board this year Meredith Spangler

director since 1988 will retire at our

annual meeting When Meredith joined

our board we were regional bank

called NCNB that operated in just

handful of Southern states Over the

past 20 years she has helped guide

our growth through at least half-dozen

transformative mergers and several

business cycles As member of our

Corporate Governance Committee she

has been instrumental in guiding the

development of the standards and

protocols through which we govern the

company And she has provided valued

advice and counsel to both Hugh

McColl our former chairman and

CEO and me in good times and bad

In short during her time on our

board Meredith Spangler has been

constant source of strength and

wisdom to this company and its

leaders We are positioned to survive

this economic crisis and be global

force in our industry in part because of

her leadership Her presence will be

sorely missed and we wish her only

the best in all her future endeavors

2008 was one of the most challeng

ing years in our companys history

2009 will be great challenge as well

But this is not the first time this

company has faced and successfully

managed through economic or business

crises We have 225-year history of

persevering during hard times and

positioning ourselves to be even

stronger when economic growth returns

Despite the severity of our current

challenges remain undeterred

believe that our combination of strong

businesses leading market positions

diverse earnings power and talented

associates will see us through and

that we will emerge as one of the

strongest and best financial institu

tions the world

In conclusion would like to thank

every shareholder for your patience and

continued confidence in our team and

our company Every associate at Bank

of America is working together toward

common goal restoring this company

to position of financial and competi

tive strength look forward to reporting

to you over the course of the year on

our progress And as always welcome

your thoughts and suggestions

KENNETH LEWIS

CHAIRIsiAN CHIEF EXECUTIVE OFFICER

AND PIEsTDENT

MARCh 2009
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ndustry-Leadng Positions

Bank of America Today
In these challenging economic times Bank of America remains committed to serving our customers and building

diversified foundation for growth With our acquisitions of Countrywide and Merrill Lynch we now have lead

ing positions in the four cornerstone products of consumer relationship deposits credit and debit cards

mortgages and investments as well as industry-leading positions in commercial lending treasury manage

ment capital raising advisory services and institutional sales and trading As markets improve we believe we

are uniquely positioned to deliver value deepen customer relationships and generate profitable revenue growth

Leading u.s depository bank with

$393 billion in GCSBB deposits and

$883 billion in total consolidated deposits

No mortgage originator and No
mortgage servicer in the united States

Treasury Management relationships with

more than 90% of the u.s Fortune 1000

and 70% of the Fortune Global 500

leading market maker in equities and

fixed income products serving corpora

tions and institutional investors globally

Denotes Bank at America and Merrill Lynch data presented an cnmbined pra farma basis as at December 31 2008 Bank at America acquired Merrill Lynch an January 2009
Velame data per Dealagic Equity and Debt nalame credit appartinned equally amang baokruaners including self-issuance MA nolame retlects tab credit tn ebgible adnisns including

self-mandated trannact inns

More than 6100 banking centers and

nearly 18700 ATM5 as well as leading

online and mobile banking platforms

No globally in total equity raised

No globally in total debt raised

Top global MA advisor by volume88

One of the worlds largest wealth

management firms with more than

18000 financial advisors

leading commercial lender with

total corporate year-end committed

credit of $805 billion

Footprint covers more than 44% of

the countrys wealthy households

worldwide leader in card issuance with

$182 billion in managed consumer

credit card loans outstanding

More than $1.8 trillion in total

client assets

Nate Data is fur the year ended December 31 2008 unless atherwise nated capital markets and rnnestment banking seruices yrauided by Banc at America Securities LLC Merrill Lynch

Pierce Fenser Smith lecarparated and cetain ather aftiliates at Bank at America carparatian

leader in wealth management invest

ment and retirement services with about

700 offices in more than 40 countries
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Questions Answers

Answering
Shareholder

Questions
Bank of Amehca reguiarly receives inquiries about our strategy

results and financial position Below are answers to frequent

shareholder questions

Why should continue to have

confidence in Bank of America

If youre customer the single

biggest reason you should continue to

have confidence in Bank of America is

our strength and resilience in the face

of adversity In 2008 despite one of

the worst economic environments in

recent memory Bank of America

earned more than $4 billion making us

one of the top performing U.S banks

for the year We are very much open

for business extending credit of more

than $115 billion in the fourth quarter

alone Our ability to stand by our

customers and our determination to

help them through this time of crisis

sets us apart from the competition and

enables us to confidently say that we

will continue to deliver outstanding

value for our customers

From shareholder perspective our

size and scale offer distinct competi

tive advantage In addition to our

leading retail banking franchise we

have market-leading positions in many

key products and stable source of

funding through our highly liquid

deposit base The breadth of our

businesses gives us powerful and

diverse earnings stream that is

consistent source of new capital

For example in 2008 in spite of all

the challenges we generated almost

$31.3 billion in pre-tax income before

subtracting provision expense All of

these factors combined with our

strong management team and proven

track record of execution give us

resilience and durability

What steps is Bank of America

taking to manage through the

current economic turmoil

Our strategy is clear and straightfor

ward we will continue to focus

on delivering great value to our

customers In times like these it would

be easy to sit on the sidelines and wait

for better days But we didnt become

premier financial services company by

letting others lead and we have

no intention of doing so now

Over the past few months we have

taken number of important steps to

strengthen our company and position

ourselves for growth Weve raised

capital and fortified our balance sheet

in order to continue to support the

millions of Americans who rely on us

for banking credit and investment

services Weve made the hard choice

to reduce our common stock dividend

to $0.01 per share Weve taken

conservative view of managing our

liquidity position which we believe is

one of the strongest in our industry

Weve rigorously managed expenses

and announced significant reductions
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in employment levels

These actions are the blueprint

for how we will navigate the current

economic crisis and be stronger and

more vibrant competitor in the future

By focusing on the customer carefully

managing expenses and delivering

innovative products and services we

intend to enhance our leading positions

and strengthen our ability to be

responsible lender

What businesses performed

weH in 2008

Despite year with unprecedented

challenges two of our three business

units Global Consumer Small

Business Banking and Global Wealth

Investment Management were

profitable and while Global Corporate

Investment Banking lost money

Treasury Services and Business

Lending were both profitable

That says Bank of Americas earnings

engine is still quite strong

Within Global Consumer Small

Business Banking Deposits Student

Lending net income increased by

percent In 2008 average retail

core deposit balances grew nearly

$54 billion excluding Countrywide or

11.2 percent In addition we added

more than million net new checking

accounts and increased the number of

active mobile banking customers to

nearly million Also despite

challenging economic environment we

saw customer delight in our banking

centers climb to an all-time high Our

Card Services business increased

revenues 12 percent in 2008 and

while net income was lower due

to very difficult credit environment

it remained profitable for the year

Within Global Wealth Investment

Management U.S Trust and Premier

Banking Investments reported profits

although they were impacted by higher

credit costs and weaker equity markets

We continue to attract new clients to

our wealth management business

Within Global Corporate Invest

ment Banking Treasury Services net

income increased 28 percent as net

revenue grew 10 percent driven by

higher volumes deposit growth and

service charges Business Lending net

revenue grew 29 percent on average

loan growth of more than $62 billion

Business Lending profits totaled

$1.7 billion as higher revenue was

offset by increased credit costs In

addition to deposits many of our

clients trusted us to manage more

of their business citing the need for

stable dependable partner to help

with their full range of financial needs

Well be working hard to deepen all

of these new relationships
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What actions have you taken to

improve results in underperforming

business units

In Capital Markets Advisory

Services we reduced our exposures

in certain higher-risk securities as

markets allowed and we have exited

some securities markets These

actions reduced the amount of

capital at risk in the business

We have taken number of steps

to deal with rising loan losses

While we continue to extend credit

across our businesses we also have

tightened our underwriting require

ments for higher-risk segments

and we are using more judgmental

underwriting in determining credit

worthiness of applicants We are

also reaching out to customers who

appear to be struggling

In the mortgage area historically

low rates are generating customer

applications for mortgage financing

at more than double the levels that

existed before the government

announced its intention in November

to buy mortgage-backed securities

The capabilities and capacity added

through Countrywide are helping us

respond to this high customer demand

and were taking additional steps to

further expand our capacity in sales

and fulfillment as demand warrants

How do the recent acquisitions

of Countrywide and Merrill Lynch

fit into your strategy

Our long-term strategy is to have

leading positions in the four corner

stone products of consumer relation

ship deposits credit and debit

cards mortgages and investments

either through organic growth or

through acquisitions

We have long been one of the

leaders in deposits and more recently

credit cards The acquisition of

Countrywide gives us mortgage

capabilities and scale that are critical

to our consumer relationships We

were able to acquire the best mortgage

platform in the business with state-

of-the-art technology systems at an

attractive price immediately becoming

the No provider of both mortgage

originations and servicing As

combined company we believe

we will be recognized as responsible

lender who is committed to helping our

customers be successful homeowners

The acquisition of Merrill Lynch

makes us leading U.S wealth

management firm with more than

18000 financial advisors and more

than $1.8 trillion in total client assets

As investment advice and expertise

continue to grow in importance to our

huge customer base we now have the

scale to better serve the millions of

affluent customers who already bank

with us and to help attract new

customers with our comprehensive

banking and investment solutions In

addition Merrill Lynchs global reach

and strong markets capabilities will

enhance what we can offer our

business clients and provide us

with greater geographic diversity

How does the financial crisis and

the changing competitive landscape

alter the banks revenue and earnings

opportunities

Earnings are expected to be

pressured in the near term as we work

our way through the current recession

There is no question that the entire

industry will be smaller with simpler

more transparent products However

in the longer term we believe we are

remarkably well-positioned to benefit

when the economic outlook improves

For our retail customers we offer

industry-leading products convenience

and access And we believe our

size and scale enable us to offer

consumers better value

For our business clients we provide

complete range of banking and

investment banking products and

services We can deliver the full power

of combined commercial and
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We will continue to grow our businesses

as conditions improve While revenue pools

will be smaller we believe we will be stronger

player with market-leading positions where we
choose to compete

investment bank through account

managers who work with clients on

local level and are knowledgeable

about the client their industry and

their community The addition of Merrill

Lynch enhances our capabilities and

gives us greater global reach in

investment banking

We also will be competing in

more rational marketplace as the

elimination of many of our single-

product competitors will lead to more

realistic pricing Consumers and

business clients will have lowered the

level of debt they carry and strength

ened their individual financial situa

tions creating healthier environment

for sustained levels of banking activity

Al of these factors should help us

continue to grow our businesses as

conditions improve While revenue

pools will be smaller we believe we

will be stronger player with market-

leading positions where we choose to

compete and sustainable stream of

earnings based on our fundamental

business of serving the financial needs

of our customers and clients

How does your participation in the

Troubled Asset Relief Program TARP
impact the company

The TARP was designed to help

banks maintain or improve their capital

positions so they could continue to

lend It was also intended to signal to

the rest of the financial community that

they could safely do business with the

banks which is essential to support

the U.S and world economies

We are well aware that our participa

tion in the program carries significant

cost to our shareholders However we

believe that the investment strength

ens our ability to continue business

levels that both support the U.S

economy and create future value for

shareholders We will be able to

provide much-needed credit to thou

sands of retail and business customers

across the country We are committed

to making every good loan we can

because thats the business we are in

and it is one way we work to enhance

shareholder value We believe it will

also help stabilize the economy and

get the country moving forward again

What is Bank of America doing

to support economic recovery and

what benefits does this activity have

for shareholders and customers

Banks reflect the economy in which

they operate By supporting the econ

omy we stimulate further economic

and banking activity Thats good for

America and good for Bank of America

Of the $115 billion in new credit we

extended in the fourth quarter nearly

$45 billion was in mortgages helping

customers buy homes or save money

on the homes they already owned

including $11 billion for low- and

moderate-income families To help

struggling homeowners avoid

foreclosure Bank of America and

Countrywide modified mortgages for

approximately 230000 customers in

2008 Through our industry-leading

loan modification programs Bank of

America has committed to offer loan

modifications to up to 630000

customers representing more than

$100 billion in mortgage financing

In addition this year we continued

our long-standing annual contribution

of approximately $30 million to

nonprofit credit-counseling agencies

that help people work their way out of

financial distress and in 2008 we

modified nearly 850000 credit card

loans We work hand-in-hand with

these agencies to tailor customized

repayment programs to help people

get back on solid financial footing

Small businesses remain critical

driver of the U.S economy and Bank

of America will continue to serve this

important sector In 2008 Bank of

America extended almost $4.8 billion

in new credit to nearly 250000 small

business customers During the fourth
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quarter alone nearly $1 billion in new those affected by the foreclosure crisis emissions consumption and waste

credit was extended to more than

47000 new small business customers

Will Bank of America continue

with its community support

initiatives

Yes we invest in the communities

we serve because its good business

In good times thriving communities

generate more banking activity

In more difficult economic times

responsible corporate support is

even more important as customers

stakeholders and nonprofit partners

face increasing pressures Our

community outreach and responsible

business practices are focused on

creating economic social and cultural

vitality through philanthropic support

of nonprofits community development

lending and investing green

business opportunities home reten

tion efforts associate volunteerism

and our corporate diversity practices

To have the greatest possible

impact we collaborate with local

leaders in the communities we serve

across the United States and in Europe

to ensure we are identifying the most

pressing needs great example is our

Neighborhood Preservation Initiative

$35 million package of grants loans

and investments directed at helping

This initiative complements public

sector relief efforts

Beginning in 2009 we plan to deliver

$2 billion in charitable investments

to nonprofit organizations over the

next 10 years and lend and invest

$1.5 trillion to support community

development efforts in low- to

moderate-income and minority

neighborhoods over the same time

frame Our funding continues to focus

on critical areas that are essential to

the long-term success of communities

community development arts and

culture health and human services and

education We believe that providing

relevant meaningful support to our

communities is critical to our long-term

business goals

Given the current economy will

you maintain your environmental

policies and commitments

Making successful transition

to an environmentally sustainable

economy will be critical for all of us

At Bank of America we want to play

role in helping to lead the way into

this new era

For more than two decades we

have worked to make our operations

more energy efficient saving millions

of dollars by dramatically reducing

We offer our retail customers variety

of environmentally beneficial products

and services such as the Brighter

Planet Visa card and other affinity

partnerships which reward customers

for preserving the environment as

well as incentives to encourage

paper saving through online banking

Through our active community

involvement we have established

many partnerships with local govern

ments and organizations to help make

neighborhoods more energy efficient

and environmentally responsible And

in 2007 we committed to investing

$20 billion over 10 years to nurture

businesses that address global climate

change lending to and investing in

pioneering companies that are develop

ing renewable sources of energy

creating new jobs and generating

profitable return on investment

The primary driver of our focus

on protecting the environment is

the potential we see for profit and

economic growth but it is also the

right thing to do And this work is part

of our larger commitment to supporting

the health and vitality of communities

across the country
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Management Discussion and Analysis of Financial

Condition and Results of Operations
Bank of America Corporation and Subsidiaries

This report may contain and from time to time our management may make

certain statements that constitute forward-looking statements within the

meaning of the Private Securities
Litigation Reform Act of 1995 Words such

as expects anticipates believes estimates and other similar

expressions or future or conditional verbs such as will should would

and could are intended to
identiflj

such forward-looking statements These

statements are not historical facts but instead represent Bank of America

Corporation and its subsidiaries the Corporation current expectations

plans or forecasts of the Corporations future results integration plans and

cost savings future loan modifications effect of various
legal proceedings

discussed in Litigation and Regulatory Matters in Note 13 Commitments

and Contingencies to the Consolidated Financial Statements growth oppor

tunities business outlook loan and deposit growth mortgage production

credit losses liquidity position and other similar matters These statements

are not guarantees of future results or performance and involve certain

risks uncertainties and assumptions that are difficult to predict and often

are beyond the Corporations control Actual outcomes and results may dif

fer materially from those expressed in or implied by the Corporations

forward-looking statements You should not place undue reliance on any

forward-looking statement and should consider all uncertainties and risks

discussed in this report as well as those discussed under Item IA Risk

Factors of this Annual Report on Form 10-K as well as those discussed in

any of the CorporatioO other subsequent SEC filings Forward-looking

statements speak only as of the date they are made and the Corporation

undertakes no obligation to update any forward-looking statement to reflect

The impact of circumstances or events that arise after the date the forward-

looking statement was made

In addition to the other risk factors discussed under Item IA Risk

Factors possible events or factors that could cause results or perform

ance to differ materially from those expressed in our forward-looking

statements include th following negative economic conditions that

adversely affect the general economy housing prices the job market

consumer confidence and spending habits which may affect among other

things the credit quality of our loan portfolios the degree of the impact of

which is dependent upon the duration and severity of these conditions

the level and volatility of the capital markets interest rates currency

values and other market indices which affect among other things the

value of our assets and liabilities and in turn our trading and investment

portfolios changes in consumer investor and counterparty confidence in

and the related impact on financial markets and institutions the Corpo

rations credit ratings and the credit ratings of our securitizations which

are important to the Corporations liquidity borrowing costs and trading

revenues estimates of fair value of certain of the Corporations assets

and liabilities which could change in value significantly from period to

period legislative and regulatory actions in the United States and interna

tionally
which may increase the Corporations costs and adversely affect

the Corporations businesses and economic conditions as whole the

impact of litigation and regulatory investigations including costs

expenses settlements and judgments various monetary and fiscal poli

cies and regulations of the U.S and non-U.S governments changes in

accounting standards rules and interpretatIons and the impact on the

Corporations financial statements increased globalization of the finan

cial services industry and competition with other U.S and international

financial institutions the Corporations ability to attract new

employees and retain and motivate existing employees mergers and

acquisitions and their integration into the Corporation including our ability

to realize the benefits and costs savings from and limit any unexpected

liabilities acquired as result of the Merrill Lynch acquisition the Corpo

rations reputation and decisions to downsize sell or close units or

otherwise change the business mix of the Corporation

The Corporation headquartered in Charlotte North Carolina operates

in 32 states the District of Columbia and more than 30 foreign countries

as of December 31 2008 The Corporation provides diversified range

of banking and nonbanking financial services and products domestically

and internationally through three business segments Global Consumer

and Small Business Banking GCSBB Global Corporate and Investment

Banking GCIB and Global Wealth and Investment Management GWIM
At December 31 2008 the Corporation had $1.8 trillion in assets

and approximately 243000 full-time equivalent employees Notes to the

Consolidated Financial Statements referred to in the MDA are

incorporated by reference into the MDA Certain prior period amounts

have been reclassified to conform to current period presentation

2008 Economic Environment
2008 was year in whiph the U.S economy moved into an economic

recession that deepened late in the fourth quarter triggered in part by the

intensifying financial crisis Housing activity and prices declined through

out the year Consumer spending softened in the first half of 2008 and

then declined in the second half weighed down by the spike in energy

prices that educed real purchasing power weaker trends in employment

including underemployment and personal income and the loss of house

hold wealth resulting from declines in home prices and stock market

valuations Sales of automobiles household clurables and consumer

discretionary items were hit the hardest

In response to the weaker demand businesses cut production and

employment and postponed capital spending plans As result of the

financial crisis and the economic slowdown federal government agencies

including the U.S Treasury Department U.S Treasury and the Federal

Reserve initiated several actions which changed the landscape of the

U.S financial services industry For more information related to these

actions see the Regulatory Initiatives discussion to follow

The alternative lending facilities provided by the U.S Treasury the FDIC

and the Federal Reserve along with aggressive interest rate cuts failed to

stem the increasing disruptions in the financial markets In particular the

tax rebates provided by the Economic Stimulus Act of 2008 gave only

temporary boost to consumer spending U.S export growth which had

been the strongest sector of the economy in recent years weakened with

softer global economic conditions The financial criis intensified in Sep

tember 2008 following the collapse of several leading investment banks

Declines in employment intensified
significantly in every month in 2008

and real GDP contracted sharply in the fourth quarter In addition mort

gage corporate and the related counterparty .credit spreads widened and

heightened concerns about the impact of monoline insurers monolines

auction rate securities ARS structured investment vehicles SlVs and

other financial instruments adversely impacted the financial markets

the deteriorating economy continued to negatively impact the credit

quality of our loan
portfoiios with more rapid deterioration occurring in the

latter part of 2008 The stress consumers experienced from depreciating
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home prices rising unemployment underemployment and tighter credit

conditions resulted in higher level of bankruptcy filings during the year as

well as higher levels of delinquencies and losses in our consumer and

small business portfolios Housing value declines slowdown in consumer

spending and the turmoil in the global financial markets also impacted our

commercial portfolios where we experienced higher levels of losses partic

ularly
in the homebuilder sector of our commercial real estate portfolio

Commercial criticized utilized exposures have also increased due to

broader-based economic pressures For more information on credit quality

see the Credit Risk Management discussion beginning on page 61

Market dislocations throughout 2008 including the severe volatility

illiquidity
and credit dislocations that were experienced in the debt and

equity markets in the fourth quarter of 2008 adversely impacted our

CDOs and related subprime exposure as well as our other Capital Mar

kets and Advisonj Services CMAS exposures Further we have also

incurred losses associated with investments in certain equity securities

Fannie Mae and Freddie Mac and have incurred losses on the

buyback of ARS from our clients as discussed in the Recent Events dis

cussion beginning on page 22 For more information on CDOs the related

ongoing exposure and the impacts of the continuing market dislocations

e.g leveraged finance and CMBS writedowns see the CMAS discussion

beginning on page 40

The market dislocations have continued to impact certain SIV5 and

have recently begun to impact senior debt issued by financial services

companies During 2008 we proyided additional support to certain cash

funds managed within GWIM by utilizing existing capital commitments and

purchasing certain investments from these funds For more information on

our cash funds support see the GWIM discussion beginning on page 45

Market conditions also impacted the ratings of certain monolines

which has adversely affected the pricing Of certain municipal securities

and the liquidity of the short-term public finance markets We have direct

and indirect exposure to monolines and in certain situations recognized

losses related to some of these exposures during 2008 For more

information related to our monOline exposure see the Industry Concen

trations discussion on page 76

The above conditions together with deterioration in the overallecono

my will continue to affectthese and other global markets in which we do

business and will adversely impact Our results in 2009 The degree of the

impact is dependent upon the duration and severity of such conditions

Regulatory Initiatives

On February 27 2009 the FDIC passed an interim rule that allows it to

charge banks special assessment of 20 basis points bps on insured

deposits to replenish the deposit insurance fund This special assess

ment will be collected in the third quarter of 2009 Additionally beginning

April 2009 the FDIC will increase fees by approximately two bps on

insured deposits

On October 2008 the Emergency Economic Stabilization Act of

2008 EESA was signed into law Pursuant to the EESA the Treas

ury rreated the Troubled Asset Relief Program TARP to among other

things invest in financll institutions through capital infusions and pur

chase mortgages mortgage backed securities and certain other financial

instruments from financial institutions in ran aggregate amount up to

$700 billion for the purpose of stabilizing
and providing liquidity

to the

financial markets

Also pursuant to the EESA on February 10 2009 the Treasury

announced the creation of the Financial Stability Plan This plan outlined

five key initiatives new Capital Assistance Program CAP to help

ensure that banking institutions have sufficient capital the creation of

new Public-Private Investment Fund on an initial scale of up to $500 bil

lion to accelerate the removal of certain legacy assets from the balance

sheets of financial institutions the expansion of the Term Asset-Backed

Securities Loan Facility TALF as discussed below the extension of the

FDICs Temporary Liquidity Guarantee Program TLGP to October 31

2009 and new framework of governance and oversight related to the

use of funds of the Financial Stability
Plan As part of the CAP we will be

subject to stress testing The objective of stress testing is an assess

ment of losses that could occur under certain economic scenarios includ

ing economic conditions more severe than we currently anticipate We

received the terms of the stress test on February 25 2009 and are cur

rently
in the process of compiling the applicable information The Federal

supervising agencies will conclude their stress testing as soon as possi

ble but no later than April 30 2009

On October 14 2008 in connection with the TARP Capital Purchase

Program established as part of the EESA the U.S Treasury announced

plan to invest up to $250 billion in certain eligible
financial institutions in

the form of non voting senior preferred stock initially paying quarterly

dividends at five percent annual rate This amount was subsequently

increased to $350 billion When the U.S Treasury makes such preferred

investments in any company it also receives 10-year warrants to acquire

common shares In connection with the U.S Treasurys announcement

we were identified as one of the nine financial institutions to participate

in the first $125 billion of U.S Treasury investments

As result in October 2008 we issued to the U.S Treasury

600 thousand shares of Bank of America Corporation Fixed Rate Cumu

lative Perpetual Preferred Stock Series Series Preferred Stock with

par value of $0.01 per share for $15.0 billion Also as part of the initial

$125 billion investment and in connection with the Merrill Lynch Co Inc

Merrill Lynch acquisition in January 2009 we issued to the U.S Treasury

400 thousand shares of Bank of America Corporation Fixed Rate Cumu

lative Perpetual Preferred Stock Series Series Preferred Stock with

par value of $0.01 per share for $10.0 billion The Series and Series

Preferred Stock initially pay quarterly dividends at five percent annual rate

that increases to nine percent after five years and have call feature after

three years In connection with these investments we also issued to the

U.S Treasury 10-year warrants to purchase approximately 121.8 million

shares of Bank of America Corporation common stock at an exercise price

of $30.79 per share In addition as discussed in Recent Events in January

2009 as part of the Merrill Lynch acquisition we issued to the U.S Treasury

an additional 800 thousand shares of Bank of America Corporation Fixed

Rate Cumulative Perpetual Preferred Stock Series Series Preferred

Stock with par value of $0.01 per share for $20.0 billion The Series

Preferred Stock pays dividends at an eight percent annual rate and may

only be redeemed after the Series and Series Preferred Stock have

been redeemed In connection with this investment the Corporation also

issued to the U.S Treasury 10-year warrants to purchase approximately

150.4 million shares of Bank of America Corporation common stock at an

exercise price
of $13.30 per share

Under the TARP Capital Purchase Program dividend payments on and

repurchases of our outstanding preferred and common stock are subject

to certain restrictions For more information on these restrictions see

Note 14 Shareholders Equity and Earnings Per Common Share to the

Consolidated Financial Statements

On November 25 2008 the U.S Treasury using its authority under the

EESA announced plan to allocate $20 billion of TARP funds to the

Federal Reserve Bank of New York as credit protection for the newly estab

lished TALF The TALF is intended to assist the credit markets in accom

modating the credit needs of consumers and small businesses by

facilitating the issuance of asset-backed securities and improving the

asset-backed securities markets Under the TALF the Federal Reserve

Bank of New York will lend up to $200 billion on nonrecourse basis to

holders of newly issued AAA-rated asset-backed securities for term of one
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year The underlying credit exposures of
eligible securities used for

collateral must be newly or recently originated auto loans student loans

credit card loans small business loans guararteed by the U.S Small Busi

ness Administration or commercial mortgage-backed securities Originators

of the credit exposures underlying the
eligible

asset-backed securities must

have agreed to comply with or already be subject to the executive

compensation requirements of the EESA As announced in connection with

the Financial Stability Plan the TALF may be expanded to as much as $1.0

trillion and eligible asset classes may be expanded later to include other

assets such as non-agency residential mortgage- backed securities and

assets collateralized by corporate debt The Corporation is currently evaluat

ing the terms of this program

The U.S Department of Education implemented initiatives to ensire

uninterrupted and timely access to federal student loans by taking steps

to maintain stability in student lending through both the Federal Family

Education Loan FFEL Program and the Direct Loan Program As part of

these efforts the U.S Department of Education announced in November

2008 that it would provide liquidity support to one or more conforming

Asset-Backed Commercial Paper ABCP conduits The conduits will pur

chase FFEL Program loans providing longer-term stability to the market

place The U.S Department of Education in turn will serve as poterttal

buyer of last resort or backstop to the conduits As an additional meas

ire the U.S Department of Education will purchase certain 2007-2008

academic year FFEL Program loans This will be short-term program

designed to act as mechanism to minimize disruptions in the- interim

until the conduits are operational or until February 28 2009 whichever

occurs first The Corporation is evaluating the terms of- this initiative and

participation in this program

Due to liquidity
issues in the short-term funding markets the Federal

Reserve implemented temporary Term Auction
Facility TAF program in

which the Federal Reserve auctions term funds to depository institutions

The- TAF is credit facility that allows depository institution to place

hid for an advance from its local Federal Reserve Bank at an interest rate

that is determined as the result of an auction By allowing the Federal

Reserve to
inject

term funds through broader range of counterparties

and against broader range of collateral than open market operations

this facility is aimed to help ensUre that liquidity provisions can be dis

seminated efficiently even when the Unsecired interbank markets ae

under stress The TAF will typically auction term funds with 28-day or

84-day maturities and is available to all depository institutions that are

judged to be in generally sound financial condition by their local Federal

Reserve Bank Additionally all TAF credit must be fully collateralized We

are currently utilizing
the TAF and have pledged residential commercial

mortgage and credit card loans as collateral

In order to improve the
ability

of primary dealers to provide financing

to participants in the secuntization markets in exchange for any tn party

Iigible collateral the Federal Reserve created the Primary Dealer Credit

Facility PDCF The PDCF provides discount window loans to primary

dealers that will settle on the same business day and will mature on the

following business day The rate paid on the loan will be the same as the

primary credit rate at the Federal Reserve Bank of New York In addition

primary dealers will be subject to frequency based fee after they exceed

45 days of use The frequency based fee will be based on an escalating

scale and communicated to the primary dealers in advance The PDCF will

remain available to primary dealers until October 30 2009 or longer if

conditions warrant During 2008 we utilized this facility

The Federal Reserve ha also established the Term Securities Lending

Facility TSLF weekly loan
facility to promote liquidity in Treasury

and other collateral markets and foster the functioning of financial mar

kets The program offers Treasury securities held by the System

Open Market Account SOMA for loan over one month term against

other program-eligible general collateral Loans will be awarded to primary

dealers based on competitive bidding subjectto minimum fee require

ment The Open Market Trading Desk of the Federal Reserve Bank of New

York will auction general U.S Treasury collateral treasury bills notes

bonds and inflation-indexed securities held by SOMA for loan against all

collateral currently eligible
for tn-party repurchase agreements arranged

by the Open Market Trading Desk and separately against collateral and

investment grade corporate securities municipal securities mortgage-

backed securities and asset-backed securities The Corporation has uti

lized this facility and has pledged agency mortgage-backed securities and

private label mortgage-backed securities as collateral

The FDIC has implemented the TLGP to strengthen confidence and

encourage liquidity in the banking system The TLGP is comprised of the

Debt Guarantee Program DGP and the Transaction Account Guarantee

Program TAGP Under the DGP the FDIC will guarantee all newlyissued

senior unsecured debt e.g promissory notes unsubordinated

unsecured notes and commercial paper up to prescribed limits issued by

participating entities beginning on October 14 2008 and continqing

through October-31 2009 For
eligible debt issued by that date the FDIC

will provide the guarantee coverage until the earlier of the maturity date of

the debt or June 30 2012 Under the TAGP the FDIC will guarantee

noninterest bearing deposit accounts held at FDIC insured depository

institutions The unlimited deposit coverage will be voluntary for eligible

institutions and would be in addition to the $250 000 FDIC deposit

insurance per account that was included as part of the EESA The TAGP

coverage became effective on October 14 2008 and will continue for

participating institutions until December 31 2009

Initially
the DGP and TAGP were provided at no cost for the first 30

days and allowed for
eligible

institutions to opt out of such programs An

entity that chose not to opt out of either or both programs became par

ticipating entity and will be assessed fees for participation Participants in

the DGP will be charged an annualized fee between 50 and 100 bps

multiplied by the debt issued and calculated for the maturity period of

that debt or through the term of the guarantee whichever is earlier Any

eligible entity
that has not chosen to opt out of the TAGP will be

assessed on quarterly basis an annualized 10bps fee on balances in

noninterest-bearing transaction accounts that exceed the- existing deposit

insurancelimit of $250000 In December 2008 Bank of America N.A

issued $4.3 billion in long-term senior unsecured bank notes while the

parent company issued $15.6 billion in long-term senior notes uOder the

TLGP program We have also issued short-term notes under this program

In addition we have participated in the TAGP program For further dis

cussion on our liquidity and capital -see Liquidity Risk and Capital Man

agement beginning on page 55
In addition to the TLGP in September 2008 the U.S Treasury

implemented the Temporary Guarantee Program for Money Market Funds

This is voluntary and temporary program -that is in effect through at

least
April 30 2009.- The program provides for guarantee with respect

to fixeçl number of shares held by certain shareholders as of Sep

tember 19 2008 to -receive $1.00 per share in the event that partic

ipating fund no longer has $1.00 per share- net asset value and

liquidates -With respect to such shares covered by the program the

guarantee payment would be equal to any shortfall between the amount

received by shareholder in liquidation and $1.00 per share The
eligi

ble money market mutual funds pay fee to the U.S Treasury to partic

ipate in the program Several money market funds managed within GWIM

currently participate in the program

In September and October 2008 the Federal Reserve announced the

creation of the Asset Backed Commercial Paper Money Market Mutual

Fund Liquidity Facility AMLF the Commercial Paper Funding Facility

CPFF as well as the Money Market Investor Funding Facility MMIFF
These facilities were creted to provide liquidity to the short term
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debt markets in an effort to increase the availability
of credit Under the

AMLF nonrecourse loans are provided to U.S financial institutions for the

purchase of U.S.- dollar-denominated high-quality asset-backed commer

cial paper from money market mutual funds under certain conditions The

program is intended to assist money market funds that hold such paper

in meeting demands for redemptions by investors and to foster liquidity
in

the asset-backed commercial paper market and money markets more

generally Financial institutions will bear no credit risk associated with

commercial paper purchased under the AMLF Under the CPFF registered

issuers Will be allowed to sell commercial paper through primary dealer

to the CPFF subject to certain fees Pricing will be based on whether the

commercial paper is secured or unsecured In addition there are issuer-

based limits on the amount of commercial paper the
facility

will hold

Upon implementation of the MMIFF senior secured funding will be pro

vided to series of special purpose vehicles to finance the purchase of

U.S dollar-denominated certificates of deposit and commercial paper with

remaining maturity of 90 days or less issued by highly-rated financial

institutions and from qualifying investors including U.S money market

mutual funds We have participated in the AMLF and CPFF programs and

continue to evaluate participation in the MMIFF program

In July 2008 the Housing arid Economic Recovery Act of 2008 was

signed into law This Act has several provisions including the establish

ment of voluntary program that permits the Federal Housing Admin

istration FHA to refinance eligible mortgages for certain qualified

borrowers Some of this Acts other provisions include changes to the

FHA program increases in the limits on the principal balances of mort

gage loans that the FHA and government-sponsored enterprises GSE5

can purchase creating new regulator for the GSEs and establishing

registration system for loan originators

In December 2008 federal bank regulators in the U.S adopted final

rules under the Federal Trade Commission Act changing existing rules

regarding Unfair and Deceptive Acts or Practices UDAP The final rules

will change the way interest charges are handled in certain situations

including increases in the rate during the first year after opening and

increases in the rate charged on pre-existing credit card balances In

addition the final rules will increase the amount of time customers have

to make their credit card payments change the use of payment alloca

tions related to interest charges and limit certain fees Further federal

bank regulators plan to adopt final rules to amend the Truth in Lending

Act requiring changes to the disclosures consumers receive in con

nection with credit card accounts and other revolving credit plans Both of

the above final rules addressing credit card accounts take effect on

July 2010 As result of the new regulations we will likely make sig

nificant changes to our credit card practices Also in December 2008 the

federal bank regulators withdrew the UDAP proposal related to overdraft

services and fees on consumer deposit accounts As an alternative the

Federal Reserve under the Electronic Funds Transfer Act proposed

amendments that would require banks to offer consumer deposit custom

ers the opportunity to opt out of overdraft services and fees If the

amendments are adopted as proposed we would need to make sig

nificant changes in the manner in which we process transactions

that affect consumer deposit accounts

Recent Events

On January 16 2009 due to larger than expected 2008 fourth quarter

losses of Merrill Lynch and as part of its commitment to support the

financial markets stability
the U.S government agreed to assist the

Corporation in the Merrill Lynch acquisition by agreeing to provide certain

guarantees and capital

The U.S Treasury the FDIC and the Federal Reserve have agreed in

pridciple to provide protection against the possibility
of unusually large

losses on an asset pool of approximately $118.0 billion of financial

instruments comprised of $81.0 billion of derivative assets and $37.0

billion of other financial assets The assets that would be protected under

this agreement are expected generally to be domestic pre-market dis

ruption i.e originated prior to September 30 2007 leveraged and

commetcial real estate loans CDOs financial guarantor counterparty

exposure certain trading counterparty exposure and certain investment

securities These protected assets would be expected to exclude certain

foreign assets and assets originated or issued on or after March 14

2008 The majority of the protected assets were added by the Corpo

ration as result of its acquisition of Merrill Lynch This guarantee is

expected to be in place for 10 years for residential assets and five years

for non-residential assets unless the guarantee is terminated by the

Corporation at an earlier date It is expected that the Corporation will

absorb the first $10.0 billion of losses related to the assets while any

additional losses will be shared between the Corporation 10 percent

and U.S government 90 percent These assets would remain on our

balance sheet and we would continue to manage these assets in the

ordinary course of business as well as retain the associated income The

assets that would be covered by this guarantee are expected to carry

20 percent risk weighting for regulatory capital purposes As fee for this

arrangement we expect to issue to the U.S Treasury and FDIC total of

$4.0 billion of new class of preferred stock and to issue warrants to

acquire 30.1 million shares of Bank of America common stock

In connection with this arrangement we would continue with our cur

rent mortgage loan modification programs discussed below Any increase

in the quarterly common stock dividend for the next three years would

require the consent of the U.S government

If necessary under this proposed agreement the Federal Reserve will

provide liquidity
for the residual risk in the asset pool through

nonrecourse loan facility As previously discussed the Corporation would

be responsible for the first $10.0 billion in losses on the asset pool

Once additional losses exceed this amount by $8.0 billion we would be

able to draw on this facility This loan facility
would terminate and any

related funded loans would mature on the termination dates of the U.S

governments guarantee The Federal Reserve is expected to charge fee

of 20 bps per annum on undrawn amounts and floating interest rate of

the overnight index swap-OIS rate plus 300 bps per annum on funded

amounts Interest and fee payments would be with recourse to the Corpo

ration

Further the U.S Treasury invested an additional $20.0 billion in the

Corporation from the TARP As result in January 2009 we issued to the

U.S Treasury 800 thousand shares of Series Preferred Stock with par

value of $0.01 per share for $20.0 billion The Series Preferred Stock

pays dividends at an eight percent annual rate In connection with this

investment the Corporation alsp issued to the U.S Treasury 10-year

warrants to purchase approximately 150.4 million shares of Bank of

America Corporation common stock at an exercise price of $13.30 per

share

Combined these actions strengthen the Corporation and allow us to

continue business levels that both support the U.S economy and create

future value for shareholders We would have the right to terminate the

guarantee at any time with the consent of the U.S government and we

would negotiate in good faith to an appropriate fee or rebate in con

nection with any agreed upon termination Additionally under early termi

nation we would prepay in ull any related outstanding Federal Reserve

loan

In January 2009 the Board of Directors the Board declared regular

quarterly cash dividend on common stock of $0.01 per share payable on

March 27 2009 to common shareholders of record on March 2009

as compared to the quarterly cash dividend on common stock of $0.32

per share paid on December 26 2008 to common shareholders of record
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ther reduced our regular quarterly dividend to $Q.01 per share In addition

in January 2009 we declared aggregate dividends on preferred stock of

$909 million including $145 million related to preferred stock exchanged

in connection with the Merrill Lynch acquisition and in the fourth quarter

of 2008 recorded aggregate dividends on preferred stock of $423 million

For further discussion on our liquidity and capital see Liquidity Risk and

Capital Management beginning on page 55

In October 2008 prior to the U.S Treasurys announcement of the

TARP Capital Purchase Program previously discussed in Regulatory Ini

liatives we issued 455 million shares of common stock at $22.00 per

share resulting in proceeds of $9.9 billion net of underwriting expenses

During 2008 we initiated loan modification programs projected to offer

modifications for up to 630000 borrowers representing $100 billion in

mortgage financings In April 2008 we announced that the combined

company would modify or workout at least $40.0 billion in troubled mort

gage loans in the next two years and estimated that these efforts will

assist at least 265000 customers Under this program alone by the end

of 2008 Bank of America and Countrywide Financial Corporation

Countrywide had achieved workout solutions for over 190000 bor

rowers

In October 2008 in agreement with several state attorneys general

the Corporation announced the Countrywide National Homeownership

Retention Program Under the program we will systematically identify
and

seek to offer loan modifications for eligible Countrywide subprime and pay

option adjustable rate mortgage ARM borrowers whose loans are in

delinquency or scheduled for an interest rate or payment change Only

customers who financed their primary residence with subprime or pay

option ARMs originated and serviced by Countrywide between January

2004 and December 31 2007 are eligible for this program In some

cases these programs overlap as loans modified under the first program

include subprime and pay option ARMs

During 2008 to help borrowers avoid foreclosure Bank of America

and Countrywide had completed over 230000 modifications

In addition to being committed to the loan modification programs we

continued to focus on extending new credit by extending approximately

$115 billion of credit during the fourth quarter including $49 billion in

commercial non-real estate $45 billion in mortgages nearly $8 billion in

domestic card and unsecured consumer loans nearly $7 billion in com

mercial real estate approximately $5 billion in home equity products and

approximately $2 billion in Dealer Financial Services consumer credit

In September 2008 we announced an agreement in principle with the

Massachusetts Securities Division under which we will offer to purchase

at par ARS held by certain customers Further in October 2008 we

announced other agreements in principle with the SEC the Office of the

New York State Attorney General NYAG and the North American Secu

rities Administrators Association These agreements are substantially

similar except that the agreement with the NYAG requires the payment of

penalty These agreements will cover approximately $5.3 billion in ARS

held by an estimated 5600 of our customers As of December 31 2008

we repurchased $4.7 billion of ARS from our customers more than 80

percent of our outstanding buyback commitment In addition during 2008

we recorded losses of $493 million in other income related to the buy-

back of ARS from our clients and also recorded penalty of $50 million in

other general operating expense

Recent Accounting Developments

On September 15 2008 the FASB released exposure drafts which would

amend SFAS 140 and FIN 46R As written the proposed amendments

would among other things eliminate the concept of QSPE and change

the standards for consolidation of VIEs The changes would be effective

solidation of certain QSPE5 and VIEs that are not currently recorded on

the Corporations Consolidated Balance Sheet e.g credit card

securitization trusts These consolidations may result in an increase in

outstanding loans and on-balance sheet funding higher provision and

allowance for credit losses as well as changes in the timing of recognition

and classification in our income statement In addition regulatory capital

amounts and ratios may be negatively impacted based on the outcome of

the FASB and regulatory agencies decisions However the impact on the

Corporation cannot be determined until the FASB issues the final

amendments to SFAS 140 and FIN 46R and the banking regulators pro

vide guidance on how these amendments will impact regulatorycapital

See Note Summary of Significant Accounting Principles to the Con

solidated Financial Statements for further discussion of recently pro

posed and issued accounting pronouncements

Merger Overview

On January 2009 we acquired Merrill Lynch through its merger with

subsidiary of the Corporation in exchange for common and preferred

stock with value of $29.1 billion creating premier financial services

franchise with significantly enhanced wealth management investment

banking and international capabilities Under the terms of the merger

agreement Merrill Lynch common shareholders received 0.8595 of

share of Bank of America Corporation common stock in exchange for

each share of Merrill Lynch common stock In addition Merrill Lynch

non-convertible preferred shareholders receiyed Bank of America Corpo

ration preferred stock having substantially identical terms Merrill Lynch

convertible preferred stock remains outstanding and is convertible into

Bank of America common stock at an equivalent exchange ratio The

acquisition added Merrill Lynchs approximately 16000 financial advi

sors $1.2 trillion of client assets and its interest in BlackRock Inc

publicly traded investment management company In addition the acquis

ition adds strengths in debt and equity underwriting sales and trading

and merger and acquisition advice creating significant opportunities to

deepen relationships with corporate and institutional clients around the

globe At January 2009 Merrill Lynch increased our total assets by

$651.6 billion and total liabilities by $627.9 billion

On July 2008 we acquired Countrywide through its merger with

subsidiary of the Corporation in exchange for stock with value of $4.2

billion Under the terms of the agreement Countrywide shareholders

received 0.1822 of share of Bank of America Corporation common

stock in exchange for each share of Countrywide common stock The

acquisition of Countrywide significantly improved our mortgage originating

and servicing capabilities making us leading mortgage originator and

servicer

On October 2007 we acquired all the outstanding shares of ABN

AMRO North America Holding Company parent of LaSalle Bank Corpo

ration LaSalle for $21.0 billion in cash With this acquisition we sig

nificantly expanded our presence in metropolitan Chicago Illinois and

Michigan by adding LaSalles commercial banking clients retail custom

ers and banking centers

On July 2Q07 we acquired all the outstanding shares of U.S Trust

Corporation for $3.3 billion in cash U.S Trust Corporation
focuses

exclusively on managing wealth for high net-worth and ultra high net-worth

individuals and families The acquisition significantly increased the size

and capabilities of our wealth management business and positioned us

as one of the largest financial services companies managing private

wealth in the U.S

For more information related to these mergers see Note Merger

and Restructuring Activity to the Consolidated Financial Statements

on December 2008 In October 2008 we reduced our regular quarterly for both existing and newly-created entities as of January 2010 If

cash dividend on common stock by 50 percent In January 2009 we fur- adopted as written the amendments would likely
result in the con-
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The table above presents total revenue and net income for the busi

ness segments and All Other and the following discussion presents

summary of the related results For more information on these results

see Business Segment Operations beginning on page 32

GCSBBs net income decreased as higher revenue was more than

offset by increased provision for credit losses and noninterest

expense Total revenue increased from merger-related and organic

average loan and deposit growth as well as higher mortgage banking

income and insurance premiums due to the acquisition of Countrywide

Higher provision for credit losses resulted from the impacts of con

tinued weakness in the housing markets and the slowing economy

Noninterest expense increased primarily due to the addition of

Countrywide and LaSalle For more information on GCSBB see page

33
GC1B reported net loss due to significant writedowns and increased

credit costs partially offset by reduced performance-based incentive

compensation Revenue decreased as an increase in net interest

income primarily market-based and higher seMc charges and

investment banking income were more than offset by the market-based

disruptions which impacted our CMAS business The higher provision

for credit losses was due to deterioration in the homebuilder non-real

estate commercial and dealer-related portfolio For more information on

GCIB see page 38

GI4qMs net income decreased as the increase in-revenue was more

than offset by higher provision for credit losses and higher noninterest

expenses Total revenue rose due to the full year impact of U.S Trust

Corporation and LaSalle and organic loan and deposit growth partially

offset by losses related to the support of certain cash funds and

weaker equity markets The increase in provision for credit losses was

driven by deterioration in the housing markets and the slowing econo

my Noninterest expense increased due to the full year additions of

U.S Trust Corporation and LaSalle For mdre information on GWIM see

page 45

All Other reported net loss due to losses in equity investment

income higher credit costs primarily related to our ALM residential

mortgage portfolio and an increase in merger and- restructuring charg

es In addition All Others results were adversely impacted by the

absence-of earnings after the sale of certain businesses and foreign

operations in 2007 including the $1.5 billion gain recorded on the sale

of Marsico Capital Management LLC Marsico These items were

partiallyoffset by an increase in gains-on sales of debt securities For

more information on All Other see page 48

Financial Highlights

Net Interest Income

Net interest income on FTE basis increased $10.4 billion to $46.6 bil

lion for 2008 compared to 2007 The increase was driven by strong loan

growth as well as the acquisitions of Countrywide and LaSalle and the

contribution from market-based net interest income related to our CMAS

business which benefited from the steepening of the yield curve and

product mix The net interest yield on FTE basis increased 38 bps to

2.98 percent for 2008 compared to 2007 due to the improvement in

market-based yield the beneficial impact of the current interest rate envi

ronment and loan growth Partially offsetting these increases were the

additions of lower yielding assets from the Countrywide and LaSalle

acquisitions For more information on net interest income on FTE basis

see Tables and II beginning on page 99

Noninterest Income

Table Noninterest Income

Dollars in niillinns
2008 2007

card income $13314 $14077

Service charges 10316 8908

Investment and brokerage services 4972 5147

Investment banking income 2263 2345

Equity
investment income 539 4064

Trading account profits losses 5911 4889

Mortgage banking income 4087 902

Insurance premiums 1833 761

Gains on sales of debt securities 1124 180

Otherincomg loss 5115 897

Total non interest income $27422 $32392

NoninterØst income decreased $5.0 billion to $27.4 billion in 2008

compared to 2007

Card income decreased $763 million primarily due to the negative

impact of higher credit costs on securitized credit card loans and the

related unfavorable change in value of the interest-only âtrip as well as

decreases in interchange income and late fees Partially offsetting

these decreases was higher debit card income

Service charges grew $1.4 billion resulting from growth in new deposit

accounts and the beneficial impact of the LaSalle acquisition

Investment and brokerage services decreased $175 million primarily

due to theabsence of fees related to Marsico which was sold in late

2007 and the impact of significantly
lower valuations in the equity

Performance Overview

Net income was $4.0 billion or $0.55 per diluted common share in 2008 as compared to $15.0 billion or $3.30 per diluted common share in 2007

Table Business Segment Total Revenue and Net Income

Total Revenue it Net income Loss

Dollars in millinnsl

2008 2007 2008 2007

Global Consumer and SmaD Business Banking $58344 $47855 4234 9362

Giobal Corporate and Investment Banking
13440 13651 14 510

Global Wealth and Investment Management 7785 7553 14i6 1960

Aflother-121
5593 477 1628 3150

Total FfE basis
73976 68582 4008 14982

FTE adjustment
1194 1749

Total Consolidated $72 782 $66 833 008 $14 982

Ill Total revenue is net of interest expense and is on HE basis for the.business segments and Alt Other For more information nn FIE basis see supplemental Financial Data beginning on page 29

121 GCSf lB is presented nn managed basis with corresponding sffnetrecofded in At
Other
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Investment banking income decreased $82 million due to reduced

advisory fees related to the slowing economy

Equity investment income decreased $3.5 billion due to reduction in

gains from our Principal Investing portfolio attributable to the lack of

liquidity in the marketplace when compared to 2007 and other-than-

temporary impairments taken on certain AFS marketable equity secu

rities

Trading account losses were $5.9 billion in 2008 driven by losses

related to CDO exposure and the continuing impact of the market dis

ruptions on various parts of the CMAS business Contributing to these

losses were severe volatility illiquidity
and credit dislocations in the

debt and equity markets during the fourth quarter of 2008 For more

information see the GC1B discussion beginning on page 38

Mortgage banking income increased $3.2 billion in large part as

result of the Countrywide acquisition which contributed significantly
to

increases in servicing income of $1.7 billion and production income of

$1.5 billion

Insurance premiums increased $1.1 billion primarily due to the acquis

ition of Countrywide

Gains on sales of debt securities increased $944 million driven by the

sales of mortgage-backed secuities and collateralized mortgage obliga

tions

Other income decreased $6.0 billion due to CMAS related writedowns

e.g CDO exposure leveraged finance loans and CMBS of $5.3 bil

lion and $1.1 billion of losses associated with the support provided to

certain cash funds managed withir GWIM In addition 2008 was

impacted by the absence of the $1.5 billion gain from the sale of

Marsico recognized in 2007 Partially offsetting these items was the

gain of $776 million related to the Visa IPO For more information on

the CMAS related writedowns see page 40

Provision for Credit Losses

The provision for credit losses increased $18.4 billion to $26.8 billion for

2008 compared to 2007 due to higher net charge-offs and additions to

the reserve The majority of the reserve additions were in consumer and

small business portfolios reflective of continued weakness in the hous

ing markets and the slowing economy Reserves were also increased on

commercial portfolios
for deterioration in the homebuilder and non-real

estate commercial portfolios within GCIB For further discussion see

Provision for Credit Losses on page 81

Table Noninterest Expense

Dollars in millions
2008 2007

Personnel $18371 $18753

Occupancy 3626 3038

Equipment 1655 1391

Marketing 2368 2356

Professional fees 1592 1174

Amortization of intangibles 1834 1676

Data processing 2546 1962

Telecommunications 1106 1013

Other general operating
7496 5751

Merger and restructuring charges 935 410

Total noninterest expense $41529 $37524

Noninterest expense increased $4.0 billion to $41.5 billion for 2008

compared to 2007 primarily due to the acquisitions of Countrywide and

LaSalle which increased various expense categories partially offset by

reduction in performance-based incentive compensation expense and the

impact of certain benefits associated with the Visa P0 transactions

Income Tax Expense

Income tax expense was $420 million for 2008 compared to $5.9 billion

for 2007 resulting in effective tax rates of 9.5 percent and 28.4 percent

The effective tax rate decrease is due to permanent tax preference

amounts e.g tax exempt income and tax credits offsetting higher

percentage of our pre-tax income For more information on income tax

expense see Note 18 income Taxes to the Consolidated Financial

Statements

Impact of Countrywide Acquisition

Effective July 2008 Countrywides results of operations are included in

the Corporations consolidated results For 2008 the Countrywide acquis

ition contributed approximately $1.3 billion to net interest income on

FTE basis $3.4 billion to noninterest income and $4.2 billion to non-

interest expense In addition we recorded $750 million in provision for

credit losses associated with deterioration in the SOP 03-3 loan portfolio

subsequent to acquisition of these loans which were initially recorded at

fair value At July 2008 after consideration of purchase accounting

adjustments the Countrywide acquisition contributed $86.2 billion to total

loans and leases $174 billion to securities $17.2 billion to MSRs and

$63.0 billion to total deposits

The majority of Countrywides ongoing operations are recorded in

Mortgage Home Equity and Insurance Services MHE1S Countrywides

acquired first mortgage and discontinued real estate portfolios were

recorded in All Other and are managed as part of our overall ALM activ

ities For more information on Countrywides impact in MHE1S see the

MHE1S discussion beginning on page 36 For more information related to

the Countrywide acquisition see Note Merger and Restructuring Activ

ityto the Consolidated Financial Statements

markets partially offset by the full year impact of the U.S Trust Corpo- Noninterest Expense

ration and LaSalle acquisitions
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Balance Sheet Analysis

At December 31 2008 total assets were $1.8 trillion an increase of

$102.2 billion or six percent from December 31 2007 The increase in

total assets was primarily attributable to the acquisition of Countrywide

which impacted various line items includingloans and leases debt secu

rities MSRs and other assets In addition to Countrywide debt securities

also increased due to net purchases of securities and the securitization

of residential mortgage loans into mortgage-backed securities which we

retained Derivative assets which are included in all other ssets in the

table above increased due to marc-to-market gains resulting from the

reduced interest rate environment and the strengthening of the U.S dollar

versus certain foreign currencies Partially offsetting these increases was

decrease in federal funds sold and securities purchased under agree

mentsto resell primarily attributable to balance sheet efficiencies and the

sale of our equity prime brokerage business

Average total assets in 2008 increased $241.9 billion or 15 percent

from 2007 primarily due to higher loans and leases and debt securities

The increase in average loans and leases was attributable to organic

growth and the Countrywide and LaSalle acquisitions The increase in

debt securities was driven by the same factors as noted above and the

LaSalle acquisition

At December 31 2008 total liabilities were $1.6 trillion an increase

of $71 billion from December 31 2007 The increase in total liabilities

was attributable to the acquisition of Countrywide which impacted various

line items including deposits and long-term debt In addition to Country

wide deposits increased as we benefited from consumer and business

flight to safety resulting from market
instability Long term debt increased

due to the addition of Countrywide and participation in the TLGP Partially

offsetting these increases was decrease in commercial paper and other

short-term borrowings due in part to the sale of our equity prime broker

age business

Average total liabilities for 2008 increased $213.7 billion or 15 per

cent from 2007 The increase in average total liabilities was attributable

to higher deposits and long-term debt to support growth in overall assets

and the inclusion of liabilities associated with the Countrywide and

LaSalle acquisitions

Federal Funds Sold and Securities Purchased Under
Agreements to Resell and Trading Account Assets

Federal funds sold and securities purchased under agreements to resell

consist of excess reserves placed with other banks with relatively short-

term maturity and securities that have been purchased subject to an

agreement to resell securities with substantially identical terms at

specified date for specified price Trading account assets consist pri

marily of fixed income securities including government and corporate

debt equity and convertible instruments Period end and average federal

funds sold and securities purchased under agreements to resell and

trading account assets decreased $49.6 billion and $21.4 billion in

2008 attributable to balance sheet efficiencies and the sale of our equity

prime brokerage business partially offset by an increase in the amount of

our securities used to hedge our MSR5 For additional information see

Market Risk Management beginning on page 84

Debt Securities

Debt securities include fixed income securities such as mortgage-backed

securities foreign debt ABS municipal debt U.S government agencies

and corporate debt We use the debt securities
portfolio primarily to

manage interest rate and liquidity risk and to take advantage of market

conditions that create more economically attractive returns on these

investments The period end and average balances in the debt securities

portfolio increased $63.5 billion and $64.1 billion from 2007 due to net

purchases of securities and the securitization of residential mortgage

loans into mortgage-backed securities which we retained These

increases were also impacted by the addition of Countrywide In addition

average balances benefited from the full year impact of the LaSalle

acquisition For additional information on our AFS debt securities portfo

lio see Market Risk Management Securities on page 89 and Note

Securities to the Consolidated Financial Statements

Table Selected Balance Sheet Data

December31 Average Balance

DoUars in milUons 2008 2007 2008 2007

Assets

Federal funds sold and securities purchased under agreements to resell 82478 129552 128053 155828
Trading account assets 159522 162064 193631 187287
Debt secunties 277 589 214 056 250 551 186 466

Loans and leases net of allowance for loan and lease losses 908375 864756 893353 766329
All other assets 389979 345318 378391 306163

Total assets $1817943 $1715746 $1843979 $1602073

Liabilities

Deposits 882997 805177 831144 717182
Federal funds purchased and securities sold under agreements to repurchase 206598 221435 272981 253481
Trading account liabilities 57287 77342 75270 82721
Commercial paper and other short-term borrowings 158056 191089 182729 171333
Long-term debt 268292 197508 231235 169855
All other liabilibes 67 661 76 392 85 789 70 839

Total liabilities 640 891 568 943 679 148 465 411
Shareholders equity 177052 146803 164831 136662

Total liabilities and shareholders equity $1817943 $1715746 $1843979 $1602073
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Loans and Leases Net of Allowance for Loan and

Lease Losses

Period end and average loans and leases net of allowance for loan and

lease losses increased $43.6 billion to $908.4 billion and $127.0 billion

to $893.4 billion in 2008 compared to 2007 due to consumer and

commercial organic growth and the addition of Countrywide The average

consumer loan and lease portfolio increased $64.2 billion primarily due

to organic growth and the addition of Countrywide The average commer

cial loan and lease
portfolio increased $70.5 billion primarily due to

organic growth and the acquisition of LaSalle which occurred in the fourth

quarter of 2007 For more detailed discussion of the loan portfolio and

the allowance for credit losses see Credit Risk Management beginning

on page 61 Note Outstanding Loans and Leases and Note Allow

ance for Credit Losses to the Consolidated Financial Statements

All Other Assets

Period end all other assets increased $44.7 billion at December 31
2008 an increase of 13 percent from December 31 2007 driven primar

ily by the acquisition of Countrywide which impacted various line items

including MSR5 and LHFS In addition the increase was driven by higher

derivative assets due to mark-to-market gains resulting from the reduced

interest rate environment and the strengthening of the U.S dollar versus

certain foreign currencies

Deposits

Period end and average deposits increased $77.8 billion to $883.0 bil

lion and $114.0 billion to $831.1 billion in 2008 compared to 2007 The

average increase was due to $95.3 billion increase in average domestic

interest-bearing deposits and $19.4 billion increase in average

noninterest-bearing deposits We categorize our deposits as core or

market-based deposits Core deposits are generally customer-based and

represent stable low-cost funding source that usually reacts more

slowly to interest rate changes than market-based deposits Core depos

its include savings NOW and money market accounts consumer CDs

and IRAs and noninterest-bearing deposits Core deposits exclude nego

tiable CDs public funds other domestic time deposits and foreign

interest-bearing deposits Average core deposits increased $103.0 billion

to $696.9 billion in 2008 17 percent increase from the prior year The

increase was attributable to growth in our average NOW and money mar

ket accounts average consumer CD5 and IRA5 and noninterest-bearing

deposits due to the addition of Countrywide and the benefit we received

fiom consumer and business flight-to-safety resulting from market

instability Average market-based deposit funding increased $11.0 billion

to $134.3 billion in 2008 compared to 2007 due to an increase in nego

table CDs public funds and other time deposits related to the funding of

growth in core and market-based assets The increase in average depos

15 was also impacted by the assumption of deposits primarily money

market consumer CD5 and other domestic time deposits associated

with the LaSalle merger

Federal Funds Purchased and Securities Sold Under

Agreements to Repurchase and Trading Account
Liabilities

Federal funds purchased and securities sold under agreements to

repurchase consist of deposits borrowed from other banks with rela

tively short-term maturity and securities that have been sold subject to an

agreement to repurchase securities with substantially identical terms at

specified date for specified price Trading account liabilities consist

primarily of short positions in fixed income securities including govern

ment and corporate debt equity and convertible instruments Period end

federal funds purchased and securities sold under agreements to

repurchase and trading account liabilities decreased $34.9 billion primar

ily
due to the rebalancing of hedges for market movements and lower

customer demand and by the sale of our equity prime brokerage busi

ness Average federal funds purchased and securities sold under agree

ments to repurchase and trading account liabilities increased $12.0

billion primarily due to the relative low cost and availability of short-term

funding

Commercial Paper and Other Short-term Borrowings
Commercial paper and other short-term borrowings provide funding

source to supplement deposits in our ALM strategy Period end commer

cial paper and other short-term borrowings decreased $33.0 billion to

$158.1 billion in 2008 compared to 2007 due in part to the sale of our

equity prime brokerage business Average commercial paper and other

short-term borrowings increased $11.4 billion to $182.7 billion in 2008

due to an increase in short-term funding given the change in market con

ditions partially offset by the sale of our equity prime brokerage busi

ness

Long-term Debt

Period end and average long-term debt increased $70.8 billion to $268.3

billion and $61.4 billion to $231.2 billion in 2008 compared to 2007

The increases were attributable to issuances to support growth in overall

assets and enhance our liquidity and the inclusion of long-term debt

associated with the Countrywide acquisition Period end balances also

benefited from our participation in the TLGP and average balances bene

fited from the LaSalle acquisition For additional information on the TLGP

see Regulatory Initiatives on page 20 For additional information on long-

term debt see Note 12 Short-term Borrowings and Long-term Debt to

the Consolidated Financial Statements

Shareholders Equity
Period end shareholders equity increased $30.2 billion due to the issu

ance of preferred stock including $15.0 billion to the U.S Treasury in

connection with the TARP Capital Purchase Program common stock

offering of $9.9 billion $4.2 billion of common stock issued in con

nection with the Countrywide acquisition and net income These

increases were partially offset by decrease in accumulated OCl and

higher preferred dividend payments The decrease in accumulated OCl

was due to unrealized losses incurred on our debt and marketable equity

securities and the adverse impact of employee benefit plan adjustments

driven by the difference between the assumed and actual rate of return

on benefit plan assets during the year For additional information on our

employee benefit plans see Note 16 Employee Benefit Plans to the

Consolidated Financial Statements Average shareholders equity

increased $28.2 billion due to the same period end factors discussed

above except accumulated OCI benefited from the fair value adjustment

related to our investment in China Construction Bank CCB which we

began to fair value in the fourth quarter of 2007
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Table Five Year Summary of Selected Financial Data
20042007

Dollars in millions except per share information

Income statement

Net interest income

Noninterest income

Total revenue net of interest expense

Provision for credit losses

Noninterest expense before merger and restructuring charges

Merger and restructuring charges

Income before income taxes

Income tax expense

Net income

Average common shares issued and outstanding in thousands

Average diluted common shares issued and outstanding in

thousands
____________________________

2006 20052008

45360

27422

72782

26825

40594

935

4428

420

4008

4592085

34441

32392

66833

8385

37114

410

20924

5942

14982

4423579

34594

38182

72776

5010

34988

805

31973

10840

21133

4526637

30737

26438

57175

4014

28269

412

24480

8015

16465

4008688

27960

22729

50689

2769

26394

618

20908

6961

13947

3758507

38239434612491 4480254 4595896 4068140

Performance ratios

Return on average assets 0.22% 0.94% 1.44% 1.30% 1.34%

Return on average common shareholders equity
1.80 11.08 16.27 16.51 16.47

Return on averagetangible shareholders equity 11 5.31 25.94 39.06 32.30 30.98

Total ending equity to total ending assets 9.74 8.56 9.27 7.86 9.03

Total average equity to total average assets 8.94 8.53 8.90 7.86 8.12

Dividend payout n/rn 72.26 45.66 46.61 46.31

Per common share data

Earnings
0.56 3.35 4.66 4.10 3.71

Diluted earnings
0.55 3.30 4.59 4.04 3.64

Dividends paid
2.24 2.40 2.12 1.90 1.70

Book value
27.77 32.09 29.70 25.32 24.70

Market price per share of common stock

Closing
14.08 41.26 53.39 46.15 46.99

High closing
45.03 54.05 54.90 47.08 47.44

Low closing
1125 41.10 43.09 41.57 38.96

Market capitalization
70645 183107 238021 184586 190147

Average balance sheet

Total loans and leases 910878 776154 652417 537218 472617

Total assets 1843979 1602073 1466681 1269892 1044631

Total deposits
831144 717182 672995 632432 551559

Long-term debt 231235 169855 130124 97709 92303

Common shareholders equity 141638 133555 129773 99590 84584

Total shareholders equity 164831 136662 130463 99861 84815

Asset quality21

Allowance for credit losses 23492 12106 9413 8440 9028

Nonperforming assets 18232 5948 1856 1603 2315

Allowance for loan and lease losses as percentage of total loans

and leases outstanding
2.49% 1.33% 1.28% 1.40% 1.65%

Allowance for loan and lease losses as percentage of total

nonperforming loans and leases
141 207 505 532 390

Net charge-offs
16231 6480 4539 4562 31L3

Net charge-offs as percentage of average loans and leases

outstanding
1.79% 0.84% 0.70% 0.85% 0.66%

Nonperforming loans and leases as percentage of total loans and

leases outstanding
1.77 0.64 0.25 0.26 0.42

Nonperforming assets as percentage of total loans leases and

foreclosed properties
45 1.96 0.68 0.26 0.28 0.44

Ratio of the allowance for loan and lease losses at December31 to

net charge-offs
1.42 1.79 1.99 1.76 2.77

Capital ratios period end

Risk-based capital

Tier
9.15% 6.87% 8.64% 8.25% 8.20%

Total
13.00 11.02 11.88 11.08 11.73

Tier Leverage
6.44 5.04 6.36 5.91 5.89

Ill Tangible shareholders equity isa non-GWI measure For additional infnrmation on ROTE and corresponding reconciliotinn of tangible shareholders equity to GMP financial measure see Supplemental Financial

Data beginning on page 29

121 we account for ucquired impaired loans in accordance with SOP 03-3 For more information nn the impact of SOP 03-3 on asset quality aee Consumer Portfolio Credit Risk Management beginning on page 62

131 Includes the allowance for loan and lease losses and the reaeree for unfunded lending commitments

41 Balances and ratios do not include nonperforming LHFS and nonperforming AFS debt securities

151 Balances and ratios do not include loans measured at fair ualue in accordance with SPAS 159

n/m not meaningful
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Supplemental Financial Data

Iable provides reconciliation of the supplemental financial data men

tioned below with financial measures defined by GAAP Other companies

may define or calculate supplemental financial data differently

Operating Basis Presentation

In managing our business we may at times look at performance exclud

ing certain nonrecurring items For example as an alternative to net

income we view results on an operating basis which represents net

income excluding merger and restructuring charges The operating basis

of presentation is not defined by GAAP We believe that the exclusion of

merger and restructuring charges which represent events outside our

normal operations provides meaningful year-to-year comparison and is

more reflective of normalized operations

Net Interest Income FTE Basis

In addition we view net interest income and related ratios and analysis

i.e.efficiency ratio net interest yield
and operating leverage on FTE

basis Although this is non-GAAP measure we believe managing the

business with net interest income on FTE basis provides more accu

-ate picture of the interest margin for comparative purposes To derive the

ETE basis net interest income is adjusted to reflect tax-exempt income

on an equivalent before-tax basis with corresponding increase in

income tax expense For purposes of this calculation we use the federal

statutory tax rate of 35 percent This measure ensures comparability of

net interest income arising from taxable and tax-exempt sources

Performance Measures

As previously mentioned certain performance measures including the

efficiency ratio net interest yield and operating leverage utilize net inter

est income and thus total revenue on FTE basis The efficiency ratio

measures the costs expended to generate dollar of revenue and net

interest yield
evaluates how many basis points we are earning over the

cost of funds Operating leverage measures the total percentage revenue

growth minus the total percentage expense growth for the corresponding

period During our annual planning process we set operating leverage

and efficiency targets for the Corporation and each line of business We

believe the use of these non-GMP measures provides additional clarity in

assessing our results Targets vary by year and by business and are

based on variety of factors including maturity of the business invest

ment appetite competitive environment market factors and other items

e.g risk appetite The aforementioned performance measures and

ratios return on average assets and dividend payout ratio as well as

those measures discussed more fully below are presented in Table

Return on Average Common Shareholders Equity

and Return on Average Tangible Shareholders

Equity
We also evaluate our business based upon ROE and ROTE measures

ROE and ROTE utilize non-GAAP allocation methodologies ROE measures

the earnings contribution of unit as percentage of the shareholders

equity allocated to that unit ROTE measures our earnings contribution as

percentage of shareholders equity reduced by goodwill and intangible

assets excluding MSR5 These measures are used to evaluate our use

of equity i.e capital at the individual unit level and are integral compo

nents in the analytics for resource allocation In addition profitability

relationship and investment models all use ROE as key measures to

support our overall growth goal
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Table Supplemental Financial Data and Reconciliations to GAAP Financial Measures

2008 2007 2006 2005 2004Dollars in milli005

Operating basis

Operating earnings

Return on average assets

Return on average common shareholders equity

Return on average tangible shareholders equity

Operating efficiency ratio FTE basis

Dividend payout ratio

Operating leverage FTE basis

FTE basis data

Net interest income

Total revenue net of interest expense

Net interest yield

Efficiency ratio

Reconciliation of net income to operating earnings

Net income

Merger and restructuring charges

Related income tax benefit

4638 15240 21640 16740 14358

0.25% 0.95% 1.48% 1.32% 1.37%

2.25 11.27 16.66 16.79 16.96

6.14 26.38 40.00 32.84 31.89

54.88 54.12 47.28 48.73 51.35

n/rn 71.02 44.59 45.84 44.98

1.51 13.40 3.80 5.74 n/a

46554 36190 35818 31569 28677

73976 68582 74000 58007 51406

2.98% 2.60% 2.82% 2.84% 3.17%

56.14 54.71 48.37 49.44 52.55

4008 14982 21133 16465 13947

935 410 805 412 618

305 152 298 137 207

4638 15240 21640 16740 14/358

$164831 $136662 $130463 99861 84815

79827 69333 66040 45331 36612

9502 9566 10324 3548 3184

75502 57763 54099 50982 45019

Operating earnings

Reconciliation of average shareholders equity to average tangible
shareholders

equity

Average shareholders equity

Average goodwill

Average intangible assets

Average tangible
shareholders equity

Reconciliation of return on average assets to operating return on average assets

Return on average assets

Effect of merger and restructuring charges net-of-tax

Operating return on average assets

Reconciliation of return on average common shareholders equity to operating

return on average common shareholders equity

Return on average common shareholders equity

Effect of merger and restructuring charges net-of-tax

Operating return on average common shareholders equity

Reconciliation of return on average tangible
shareholders equity to operating

return on average tangible shareholders equity

Return on average tangible
shareholders equity

Effect of merger and restructuring charges net-of-tax

Operating return on average tangible shareholders equity

Reconciliation of efficiency ratio to operating efficiency ratio FTE basis

Efficiency ratio

Effect of merger and restructuring charges

Operating efficiency ratio

Reconciliation of dividend payout ratio to operating dividend payout ratio

Dividend payout ratio

Effect of merger and restructuring charges net-of-tax

Operating dividend payout ratio

0.22% 0.94% 1.44% 1.30% 1.34%

0.03 0.01 0.04 0.02 0.03

0.25% 0.95% 1.48% 132% 1.37%

1.80% 11.08% 16.27% 16.51% 16.47%

0.45 0.19 0.39 .0.28 0.49

2.25% 11.27% 16.66% 16.79% 16.96%

5.31% 25.94% 39.06% 32.30% 30.98%

0.83 0.44 0.94 0.54 0.91

6.14% 26.38% 400% 32.84% 31.89%

56.14% 54.71% 48.37% 49.44% 52.55%

1.26 0.59 1.09 0.71 1.20

54.88% 54.12% 47.28% 48.73% 51.35%

n/rn

n/rn

n/rn

Operating leverage

Effect of merger and restructuring charges

Operating leverage

n/rn not meaningful

n/a not applicable

Reconciliation of operating leverage to operating basis operating leverage FTE

basis

72.26% 45.66% 46.61% 46.31%

1.24 1.07 0.77 1.33

71.02% 44.59% 45.84% 44.98%

2.81% 12.16% 2.77% 6.67% n/a

1.30 1.24 1.03 0.93 n/a

1.51% 13.4O% 3.80% 5.74% n/a
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Core Net Interest Income Managed Basis

We manage core net interest income managed basis which adjusts

reported net interest income on FTE basis for the impact of market-

based activities and certain securitizations net of retained securities As

discussed in the GCIB business segment section beginning on page 38

we evaluate our market-based results and strategies on total market-

based revenue approach by combining net interest income and non-

interest income fOr CMAS We also adjust for loans that we originated

and subsequently sold into certain securitizations These securitizations

include off-balance sheet loans and leases primarily credit card securiti

zations Noninterest income rather than net interest income and provi

sion for credit losses is recorded for assets that have been securitized

as we are compensated for servicing the securitized assets and record

servicing income and gains or losses on securitizations where appro

priate We believe the use of this rion-GAAP presentation provides addi

tional clarity in managing our results An analysis of core net interest

income managed basis core average earning assets managed basis

and core net interest yield on earning assets managed basis which

adjusts for the impact of these two non-core items from reported net

interest income on FTE basis is shown below

Core net interest income on managed basis increased $8.1 billion

to $49.5 billion for 2008 compared to 2007 The increase was driven by

strong loan growth as well as the acquisitions of Countrywide and

LaSalle Core net interest income on managed basis also benefited

from the reduced interest rate environment however this benefit was

partially offset by the spread dislocation between the Federal Funds rate

and LIBOR

On managed basis core average earning assets increased $213.1

billion to $1.3 trillion for 2008 compared to 2007 due to higher average

managed loans and an increase in debt securities The increase in

managed loans was driven by higher consumer managed loans resulting

from organic growth and the acquisition of Countrywide In addition aver

age commercial loans increased primarily due to organic growth and the

acquisition of LaSalle which occurred in the fourth quarter of 2007 The

average balance in the debt securities portfolio increased from 2007 due

to net purchases of securities th securitization of residential mortgage

loans into mortgage-backed securities which we retained nd the LaSalle

and Countrywide acquisitions

Core net interest yield on managed basis remain9d flat at 3.82

percent for 2008 as the beneficial impact of the current interest rate

environment and loan growth was offset by the addition of lower yielding

assets from the Countrywide and LaSalle acquisitions

Table Core Net.Interest Income Managed Basis

Dollars in millions

2008 2007

Net interest income

As reported 46554 36190

Impact of market-based net interest income 6011 27181

Core net interest income 40543 33472

Impact of securitizations 8910 7841

Core net interest income managed basis 49453 41313

Average earning assets

As reported
$1562729 $1390192

Impact of market-based earning assets 368751 412587

Core average earning assets 1193978 977605

Impact of securitizations 100145 103371

Core average earning assets managed basis $1294123 $1080976

Net interest yield contribution

As reported
2.98% 2.60%

Impact of market-based activities
0.42 0.82

Core net interest yield on earning assets 3.40 3.42

Impact of securitizations 0.42 0.40

3.82% 3.82%Core net interest
yield on earning assets managed basis

01 PiE basis

121

Represents the impact of market-hosed amounts included in the CMAS business within 0dB For 2008 and 2007 the impact of market-based net interest income evcludes $113 million and $70 million of net interest

income on loans for which the fair value option has been elected and is not considered market-based income

13
Represents the impact of securitizationu utilizing actual bond costs This is different from the business segment view which utilizes funds transfer pricing methodologies

14 Represents average securitized loans less accrued interest receivable and certain secoritized bonds retained
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Business Segment Operations

Segment Description

We report the results of our operations through three business segments

GCSBB GCIB and GWIM with the remaining operations recorded in A/I

Other Certain prior period amounts have been reclassified to conform to

current period presentation For more information on our basis of pre

sentation selected financial information for the business segments and

reconciliations to consolidated total revenue net income and period end

total assets see Note 22 Business Segment In formation to the Con

solidated Financial Statements

Basis of Presentation

We prepare and evaluate segment results using certain non-GAAP method

ologies and performance measures many of which are discussed in

Supplemental Financial Data beginning on page 29 We begin by evaluat

ing the operating results of the businesses which by definition exclude

merger and restructuring charges The segment results also reflect cer

tain revenue and expense methodologies which are utilized to determine

net income The net interest income of the businesses inCludes the

results of funds transfer pricing process that matches assets and

liabilities with similar interest rate sensitivity
and maturity characteristics

The management accounting reporting process derives segment and

business results by utilizing allocation methodologies for revenue

expense and capital The net income derived for the businesses is

dependent upon revenue and cost allocations using an activity-based

costing model funds transfer pricing and other methodologies and

assumptions management believes are appropriate to reflect the results

of the business

Our ALM activities maintain an overall interest rate risk management

strategy that incorporates the use of interest rate contracts to manage

fluctuations in earnings that are caused by interest rate volatility Our goal

is to manage interest rate sensitivity so that movements in interest rates

do not significantly adversely affect net interest income The results of

the business segments will fluctuate based on the performance of corpo

rate ALM activities Some ALM activities are recorded in the businesses

e.g Deposits and Student Lending such as external product pricing

decisions including deposit pricing strategies as well as the effects of

our internal funds transfer pricing process The net effects of other ALM

activities are reported within the Deposits and Student Lending business

for GCSBB and for GCB and GWM segments under ALM/Other In addi

tion certain residual impacts of the funds transferpricing process are

retained in All Other

Certain expenses not directly attributable to specific business

segment are allocated to the segments based on pre-determined means

The most significant of these expenses include data processing costs

item processing costs and certain centralized or shared functions Data

processing costs are allocated to the segments based on equipment

usage Item processing costs are allocated to the segments based on the

volume of items processed for each segment The costs of certain

centralized or shared functions are allocated based on methodologies

which reflect utilization

Equity is allocated to business segments and related businesses

using risk-adjusted methodology incorporating each units stand-alone

credit market interest rate and operational risk components The nature

of these risks is discussed further beginning on page 54 The Corporation

benefits from the diversification of risk across these components which

is reflected as reduction to allocated equity for each segment For

GCSBB this benefit is reflected as reduction to allocated equity pro

portionately across the three consumer businesses Deposits and Stu

dent Lending Card Seniices and MHEIS For the GCIB and GWIM

segments this benefit is recorded within ALM/Other Average equity is

allocated to the business segments and the businesses and is impacted

by the portion of goodwill that is
specifically assigned to them
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Global Consumer and Small Business Banking

2008

Mortgage

Deposits and Card Home Equity and

Dollars in rnhlli000 Total Student Lending Services Insurance Services

Net interest income 33851 11395 19184 3272

Noninterest income

Card income 10057 2397 7655

Service charges 6807 6803

Mortgage banking income 4422 4422

Insurance premiums 1968 552 1416

All other income 239 54 1042 143

Total noninterest income 24 493 254 249 990

Total revenue net of interest expense 58344 20649 28433 9262

Provision for credit losses 31 26841 1014 19550 6277

Noninterest expense 24937 9869 8120 6948

Income loss before income taxes 6566 9766 763

Income tax expense benefit 21 2332 3556 242

Net income loss 4234 6210 521

Net interest yield 8.43% 3.23% 8.36%

Return on average equity 5.78 28.37 1.25

Efficiency ratio 21 42 74 47 79 2856

Period end total assets 51 $511401 $389450 $249676

2007

Mortgage

Deposits and Card Home Equity and

Dollars in millions
Total ll Student Lending Services Insurance Services

Net interest income 21 28712 10549 16284 1879

Noninterest income

Card income 10194 2156 8032

Service charges 6007 6003

Mortgage banking income 332 332

Insurance premiums 912 565 347

All other income 698 143 434 121

Total noninterest income 19143 8302 9031 1810

Total revenue net of interest expense 47855 18851 25315 3689

Provision for credit losses 31 12 920 601 11 305 014

Noninterest expense 20349 9411 8358 2580

Income before income taxes 14586 8839 5652 95

Income tax expense 21 5224 3126 2062 36

Net income 9362 5713 3590 59

Net interest yield
21 8.03% 3.19% 7.80% 2.35%

Return on average equity
41 14.81 26.49 9.13 2.50

Efficiency ratio 121 42.52 49.93 33.02 69.93

Period end total assets $445319 $380934 $254356 $100992
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3963
1466

2497

2.52%

25.79

75.02

$205386

111 Presented on managed basis specifically Card Services

21 HE basis

Represents prooioion for credit losses on held loans combined with realized credit losses associated with the secsritized loan portfolio

141

Average allocated equity for GCSBB was $73.3biiiion and $63.2 billies in 2008 and 2007

Total assets incisde asset aliocatisos to match liabilities i.e depositsl



The strategy for GCSBB is to attract retain and deepen customer rela

tionships We execute this strategy through our ability to offer wide

range of products and services through franchise that stretches coast

to coast through 32 states and the District of Columbia We also provide

credit card products to customers in Canada Ireland Spain and the

United Kingdom In the U.S we serve approximately 59 million consumer

and small business relationships utilizing our network of 6139 banking

centers 18685 domestic branded ATMs and telephone and Internet

channels GCSBB is made up of three businesses Deposits and Student

Lending Card Services and MHEIS GCSBB specifically the Card Services

business is presented on managed basis For reconciliation of

managed GCSBB to held GCSBB see Note 22 Business Segment

In formation to the Consolidated Financial Statements

Net income decreased $5.1 billion or 55 percent to $4.2 billion

compared to 2007 as growth in noninterest income and net interest

income was more than offset by higher provision for credit losses and an

increase in noninterest expense

Net interest income increased $5.1 billion or 18 percent to $33.9

billion due to higher margin on ALM activities and the impact of the Coun

trywideand LaSalle acquisitions In addition average loans and leases

and average deposits increased $56.2 billion and $40.3 billion or 19

percent and 12 percent Noninterest income increased $5.4 billion or 28

percent due to increased mortgage banking income and insurance pre

miums primarily as result of the Countrywide acquisition and higher

service charges In addition noninterest income benefited from the $388

million gain from the Visa IPO transactions and $283 million gain on the

sale of card portfolio

Provision for credit losses increased $13.9 billion to $26.8 billion

compared to $12.9 billion in 2007 driven by increases of $8.2 billion

and $5.3 billion in Card Services and MHEIS For further discussion

related to Card Services and MHEIS see their respective discussions

beginning on pages 35 and 36

Noninterest expense increased $4.6 billion or 23 percent to $24.9

billion primarily driven by the Countrywide and LaSalle acquisitions

Deposits and Student Lending

Deposits and Student Lending includes the results of consumer deposits

activities which include comprehensive range of products to consumers

and small businesses In addition Deposits and Student Lending

includes our student lending and small business banking results exclud

ing business card and the net effect of our ALM activities Debit Card

results are also included in Deposits and Student Lending

Our deposit products include traditional savings accounts money

market savings accounts CD5 and IRA5 and noninterest- and interest-

bearing checking accounts Deposit products provide relatively
stable

source of funding and liquidity We earn net interest spread revenues

from investing this liquidity in earning assets through client-facing lending

and ALM activities The revenue is allocated to the deposit products using

our funds transfer pricing process which takes into account the interest

rates and maturity characteristics of the deposits Deposits also generate

fees such as account service fees non-sufficient fund fees overdraft

charges and ATM fees while debit cards generate merchant interchange

fees based on purchase volume

We added 2.2 million net new retail checking accounts in 2008

These additions resulted from continued improvement in sales and serv

ice results in the Banking Center Channel and Online and the success of

new Affinity relationships and products such as Keep the ChangelM Dur

ing 2008 our active online banking customer base grew to 28.9 million

subscribers an increase of 5.1 million net subscribers from 2007 In

addition our active bill pay users paid $309.7 billion worth of bills online

during 2008

We continue to migrate qualifying affluent customers and their related

deposit balances to GWIM In 2008 and 2007 total of $20.5 billion

and $11.4 billion of deposits were migrated from Deposits and Student

Lending to Premier Banking and Investments PBI within GWIM The

increase was mainly due to the initial migration of legacy LaSalle

accounts and the acceleration of moving qualified clients into PBI as

part of our growth initiatives for our mass affluent and retirement custom

ers After migration the associated net interest income service charges

and noninterest expense are recorded in GWIM

Net income increased $497 million or nine percent to $6.2 billion

compared to 2007 driven by higher noninterest income and net interest

income partially
offset by increases in noninterest expense and provision

for credit losses

Net interest income increased $846 million or eight percent driven

by higher contribution from our ALM activities and growth in average

deposits partially
offset by the impact of competitive deposit pricing

Average deposits grew $34.2 billion or 11 percent due to organic

growth including customers flight-to-safety as well as the acquisitions of

Countrywide and LaSalle Organic growth was partially offset by the migra

tion of customer relationships and related deposit balances to GWIM

Noninterest income increased $952 million or 11 percent to $9.3

billion driven by higher service charges of $800 million or 13 percent

primarily as result of increased volume new demand deposit account

growth and the addition of LaSalle Additionally debit card revenue growth

of $241 million or 11 percent was due to new account and card growth

increased usage and the addition of LaSalle

Provision for credit losses increased $413 million or 69 percent to

$1.0 billion principally driven by deterioration in the small business lend

ing portfolio due to the impacts of slowing economy and seasoning of

the portfolio reflective of growth In addition the provision for credit

losses increased due to losses on overdraft accounts

Noninterest expense increased $458 million or five percent to $9.9

billion compared to 2007 primarily due to the acquisitions of LaSalle and

Countrywide combined with an increase in accounts and transaction

volumes

December 31 Average Balance

Dollars in millions
2008 2007 2008 2007

Total loans and leases $365198 $325759 $350264 $294030

Total earning assets 434568 381520 401671 357639

Total assets 511401 445319 471223 409999

Total deposits 393165 346908 370961 330661

11 Total earning assets and total assets include asset allocations to match liabilities lie depositsl
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Card Services

Card Services which excludes the results of Debit Card included in

Deposits and Student Lending provides broad offering of products

including U.S Consumer and Business Card Unsecured Lending and

International Card We offer variety of co-branded and affinity credit card

products and are one of the leading issuers of credit cards through

endorsed marketing in the U.S and Europe

The Corporation reports its Card Services results on managed basis

which is consistent with the way that management evaluates the results

of Card Services Managed basis assumes that securitized loans were

not sold and presents earnings on these.loans in manner similar to the

way loans that have not been sold i.e held loans are presented Loan

securitization is an alternative funding process that is used by the Corpo

ration to diversify funding sources Loan securitization removes loans

from the Consolidated Balance Sheet through the sale of loans to an

off-balance sheet QSPE which is excluded from the Corporations Con

solidated Financial Statements in accordance with GAAP

Securitized loans continue to be serviced by the business and are

subject to the same underwriting standards and ongoing monitoring as

held loans In addition excess servicing income is exposed to similar

credit risk and repricing of interest rates as held loans The financial

market disruptions that began in 2007 continued to impact the economy

and financial services sector Late in the third quarter and into the fourth

quarter of 2008 liquidity for asset-backed securities disappeared and

spreads rose to historic highs negatively impacting our credit card securi

tization programs If these conditions persist it could adversely affect our

ability to access these markets at favorable terms For more information

see the Liquidity Risk and Capital Management discussion on page 55

Net income decreased $3.1 billion or 85 percent to $521 million

compared to 2007 as growth in net interest income and noninterest

income was more than offset by higher provision for credit losses of $8.2

billion

Net interest income grew $2.9 billion or 18 percent to $19.2 billion

driven by higher managed average loans and leases of $21.3 billion or

10 percent combined with the beneficial impact of the decrease in short-

term interest rates on our funding costs

Noninterest income increased $218 million or two percent to $9.2

billion as other income benefited from the $388 million gain related to

Card Services allocation of the Visa IPO as well as $283 million gain

on the sale of card portfolio These increases were partially
offset by

the decrease in card income of $377 million or five percent due to the

unfavorable change in the value of the interest-only strip and decreases in

interchange income driven by reduced retail volume and late fees

Provision for credit losses increased $8.2 billion or 73 percent to

$19.6 billion compared to 2007 primarily driven by portfolio deterioration

and higher bankruptcies from impacts of the slowing economy lower

level of foreign securitizations and growth-related seasoning of the portfo

lio For further discussion see Provision for Credit Losses on page 81

Noninterest expense decreased $238 million or three percent to

$8.1 billion compared to 2007 as the impact of certain benefits asso

ciated with the Visa IPO transactions and lower marketing expense were

partially offset by higher personnel and technology-related expenses from

increased customer assistance and collections infrastructure

Key Statistics

Dollars in millions
2008

Card Services

Average total loans and leases

Managed

Held

Period end total loans and leases

Managed

Held

Managed net losses 11

Amount

Percent

Credit Card 12

Average.- total loans and leases

Managed

Held

Period end total loans and leases

Managed

Held

Managed net losses 11

Amount

Percent

lii Represents net charge-offo on held loans combined with realized credit losses associated with the

securitized loan portfolio

121 Includes U.S consumer foreign sod U.S government cUrd Does not include business card and

unsecured ending

31 Ratios are calculated as managed net looses divided by average outstanding managed loans and leases

during the year

The table above and the following discussion presents select key

indicators for the Card Services and credit card portfolios

Managed Card Services net losses increased $5 billion to $15

billion or 68 percent of average outstandings compared to $10 bil

lion or 85 percent in 2007 This increase was driven by portfolio

deterioration and higher bankruptcies reflecting the impacts of the slow

ing economy Additionally portfolio deterioration during the second half of

2008 and growth related seasoning of the unsecured lending portfolio

drove portion of the increase

Managed credit card net losses increased $3 billion to $11 bil

lion or 18 percent of average credit card outstandings compared to

$8 billion or 79 percent in 2007 The increase was driven by portfo

ho deterioration and higher bankruptcies reflecting the impacts of slow

ing economy

For more information on credit quality see Consumer Portfolio Credit

Risk Management beginning on page 62

2007

$229347 $208094

124946 104810

226081 225889

125121 122922

15321 10088

6.68% 4.85%

$184246 $171376

79845 70242

182234 183691

81274 80724

11382 8214

6.18% 4.79%
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Mortgage Home Equity and Insurance Services

MHES generates revenue by providing an extensive line of consumer-real

estate products and services to customers nationwide MHEIS products

are available to our customers through retail network of personal bank

ers located in 6139 banking centers mortgage loan officers in nearly

1000 locations and through sales force offering our customers direct

telephone and online access to our products These poducts are also

offered through our correspondent and wholesale loan acquisition chan

nels MHEIS products include fixed and adjustable rate first-lien mortgage

loans for home purchase and refinancing needs reverse mortgages

home equity lines of credit and home equity loans First mortgage prod

ucts are either sold into the secondary mortgage market to investors

while retaining MSRs and the Bank of America customer relationships or

are held on our balance sheet for ALM purposes MHEIS is not impacted

by the Corporations mortgage production retention decisions as MHEIS is

compensated for the decision on management accounting basis with

corresponding offset recorded in All Other In addition MHEIS offers

property casualty life disability and credit insurance

Effective July 2008 Countrywides results of operations are

included in the Corporations consolidated results While the results of

deposit operations are included in Deposits and Student Lending the

majority of Countrywides ongoing operations are recorded in MHEIS

Countrywides acquired first mortgage and discontinued real estate portfo

lios were recorded in All Other and are managed as part of our overall

ALM activities For more information related to the Countrywide acquis

ition see Note Merger and Restructuring Activity to the Consolidated

Financial Statements

MHEISs net income decreased $2.6 billion to net loss of $2.5 bil

lion compared to 2007 as growth in noninterest income and net interest

income was more than offset by higher provision for credit losses and an

increase in noninterest expense

Net interest income grew $1.4 billion or 74 percent driven primarily

by an increase in average home equity loans and LI-IFS The growth in

average home equity loans of $32.3 billion or 44 percent and $5.5

billion increase in LHFS were attributable to the Countrywide and LaSalle

acquisitiOns as well as increases in our home equity portfolio as result

of sower prepayment speeds and organic growth

Noninterest income increased $4 billion to $6 billion compared to

2007 driven by increases in mortgage banking income and insurance

premiums Mortgage banking income grew $3.1 billion due primarily to

the acquisition of Countrywide combined with increases in the value of

MSR economic hedge instruments partially offset by decrease in value

of MSR5 For more information see the mortgage banking income dis

cussion which follows Insurance premiums increased $1.1 billion due to

the acquisition of Countrywide

Provision for credit losses increased $5.3 billion to $6.3 billion com

pared to 2007 This increase was driven primarily by higher losses

inherent in the home equity portfolio reflective of deterioration in the

housing markets particularly in geographic areas that have experienced

higher levels- of declines in home prices In addition most home equity

loans are secured by second lien positions significantly reducing and in

some cases resulting in no collateral value-after consideration of the first

lien position -This drove more severe charge-offs as borrowers defaulted

For further discussion see Provision for Credit Losses on page 81

Noninterest expense increased $4.4 billion to $6.9 billion primarily

driven by the Countrywide acquisition

Mortgage Banking hcome

We categorize MHEISs mortgage banking income into production and

servicing income --Production income is comprised of revenue from the

fair value gains and losses recognized on our IRLCs and LHFS and the

related secondary market execution and costs related to representations

and warranties given in the sales transactions and other obligations

incurred in the sales of mortgage loans In addition production income

includes revenue for transfers of mortgage loans from MHEIS to the ALM

portfolio
related to the Corporations mortgage production retention deci

sio-ns which is eliminated in consolidation in All Other

Servicing activities primarily include collecting cash for principal inter

est and escrow payments from borrowers disbursing customer draws for

lines of credit and accounting for and remitting principal and interest

payments to investors and escrow payments to third parties Our workout

efforts are also part of our servicing activities along with responding to

customer inquiries and supervising foreclosures and property dis

positions Servicing income includes ancillary income derived in con

nection with these activities such as late fees and MSR valuation

adjustments net of economic hedge activities

The following table summarizes the components of mortgage banking

income

Mortgage banking income

iDoiiars in miflions
2008 2007

Production income 2119 733

Servicing income

Servicing
fees and ancillary income 3529 903

Impact of customer payments 3313 766
--

Fair value changes of MSRs net of economic

hedge results 1906 462

Other servicing-related revenue 181

Total net servicing income 2303 599

Total mortgage banking income 4422 $1332
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Production income increased $1.4 billion in 2008 compared to 2007

This increase was driven by the Countrywide acquisition which resulted in

higher volumes and an improvement in margins

Net servicing income increased $1.7 billion in 2008 compared to

2007 due primarily to increases in the value of the MSR economic hedge

instruments of $8.6 billion partially offset by changes in the fair value of

MSR5 of $6.7 billion Generally when mortgage interest rates decline as

occurred during the second half of 2008 there is an increase in the value

of instruments used to economically hedge MSR5 and corresponding

decrease in the value of MSRs The decrease in the value of MSR5 during

the second half of 2008 was tempered by the expectation that weakness

in the housing market would decrease the impact of market interest rates

on expected future prepayments For further discussion on MSR5 and the

related hedge instruments see Mortgage Banking Risk Management on

page 92

The following table presents select key indicators for MHEIS

Mortgage Home Equfty and hisurance SeMces Key 5tatstcs

Dollars in millions except as noted
2008 2007

Loan production

First mortgage $128945 $93304

Home equity 31998 69226

Period end

Mortgage servicing portfolio in billions 2057 517

Mortgage loans serviced for investors in

billions 1654 259

Mortgage servicing rights

Balance 12733 3053

Capitalized mortgage servicing rights

of loans serviced 77bps 118bps

111

servicing of residential mortgage loans home equity lines of credit home eqaity loans and discontinued

real estate mortgage loans

First mortgage and home equity production were $128.9 billion and

$32.0 billion in 2008 compared to $93.3 billion and $69.2 billion in

2007 The increase of $35.6 billion in first mortgage production was due

to the acquisition of Countrywide partially offset by decreased activity in

the mortgage market The decrease of $37.2 billion in home equity pro

duction was primarily due to more stringent underwriting guidelines for

home equity lines of credit and loans and lower consumer demand

The servicing portfolio at December 31 2008 was $2.1 trillion $1.5

trillion higher than at December 31 2007 driven by the acquisition of

Countrywide Included in this amount was $1.7 trillion of residential first

mortgage home equity lines of credit and home equity loans serviced for

others

At December 31 2008 the consumer MSR balance was $12.7 bil

lion which represented 77 bps of the related unpaid principal balance as

compared to $3.1 billion or 118 bps of the related principal balance at

December 31 2007 The increase in the consumer MSR balance was

driven by $17.2 billion of MSR5 that we acquired from Countrywide which

was partially
offset by the impact of mortgage rates falling substantially

during the fourth quarter of 2008 As result of the decline in rates the

value of the MSRs decreased driven by significant increase in expected

prepayments which reduced the expected life of the consumer MSR5

This resulted in the 41 bps decrease in the capitalized MSR5 as per

centage of loans serviced MSR economic hedge results were more than

sufficient to offset this decrease
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Global Corporate and Investment Banking

2008

Capital

Markets

and

Business Advisory Treasury ALM/

Dollars in millions
Total Lending Services Services Other

Net interest income 16538 6221 6124 3610 583

Noninterest income

Service charges 3344 657 134 2553

Investment and brokerage services 850 810 40

Investment banking income 2708 2708

Trading account profits losses 5956 251 5787 74

All other income loss 4044 1196 7007 1507 260

Total noninterest income loss 3098 1602 9142 4174 268

Total revenue net of interest expense 13440 7823 3018 7784 851

Provision for credit losses 3080 3082 47 54
Noninterest expense 10381 2066 4722 3459 134

Income loss before income taxes 21 2675 7745 4278 771

Income tax expense benefit 12 953 2797 1546 291

Net income loss 14 1722 4948 2732 480

Net interest yield
2.36% 1.97% n/rn 2.17% n/m

Return on average equity 0.02 7.38 24.32% 33.21 n/rn

Efficiency
ratio 77.24 26.40 n/rn 44.43 n/rn

Period end total assets $707170 $336561 $313141 $223895 n/rn

2007

Capital

Markets

and

Business Advisory Treasury ALM/

Dollars in millions
Total Lending Services Services Other

Net interest income 11206 4926 2788 3792 $300

Noninterest income

Service charges 2770 516 134 2121

Investment and brokerage services 913 869 42

Investment banking income 2537 2537

Trading account profits losses 4921 180 4811 63

All other income loss 1146 823 968 1086 205

Total noniriterest income loss 2445 1159 2239 3312 213

Total revenue net of interest expense 13651 6085 549 7104 87

Provision for credit losses 658 653

Noninterest expense 12198 2262 5925 3713 298

Income loss before income taxes 795 3170 5376 3385 384

Income tax expense benefit 285 1170 1991 1249 143

Net income loss 510 2000 3385 2136 $241

Net interest yield
1.65% 1.96% n/m 2.79% n/m

Return on average equity
1.12 12.36 25.52% 27.18 n/m

Efficiency ratio 89.36 37.19 n/rn 52.27 n/m

Period end total assets $778158 $303966 $413811 $183996 n/m

111 IncludeS $113 million and $70 million of net interest income on loans for which the fair value option has been elected and is not considered market-basind income for 2008 and 2007 For more information see the

market-based revenoe discussion beginoing on page 40

12 jE basis

31
Average allocated equity for GCIB was $62.4 billion and $45.3 billion for 2008 and 2007 The increase was attributable to goodwill associated with the LaSalle acquisition portfolio growth and higher trading and

operational risk

141 Total assets include asset allocations to match liabilities i.e deposits

n/m not meaningful
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December 31 Average Balance

Dollars in millions

2008 2007 2008 2007

Total loans and leases $340692 $326042 $337352 $274725

Total trading-related assets 247552 308316 341544 362195

Total market-based earning assets 244914 360276 368751 412587

Total earning assets 589431 675407 699708 677215

Total assets 707170 778158 816832 771219

Total deposits 251798 246242 239097 219891

Total market-based earning assets represents earning assets included in CMAS but excludes loans that are accounted for at fair value in accordance with SFAS 159

121 Total earning assets and tutal assets include asset allocations to match liabilities i.e deposits

CC/B provides wide range of financial services to both our issuer

and investor clients that range from business banking clients to large

international corporate and institutional investor clients using strategy

to deliver value-added financial products transaction and advisory serv

ices CC/Bs products and services are delivered from three primary busi

nesses Business Lending CMAS and Treasuty Services and are

provided to our clients through global team of client relationship

managers and product partners In addition ALM/Other includes the

results of ALM activities and other CC/B activities Our clients are sup

ported through offices in 22 countries that are divided into four distinct

geographic regions U.S and Canada Asia Europe Middle East and

Africa and Latin America For more information on our foreign operations

see Foreign Portfolio beginning on page 79

On January 2009 we acquired Merrill Lynch in exchange for com

mon and preferred stock with value of $29.1 billion creating premier

financial services franchise with significantly enhanced wealth manage

ment investment banking and international capabilities In addition the

acquisition adds strengths in debt and equity underwriting sales and

trading and global merger and acquisition advice creating significant

opportunities to deepen relationships with corporate and institutional

clients around the globe For more information related to the Merrill Lynch

acquisition see Note Merger and Restructuring Activity to the Con

solidated Financial Statements

During 2008 we reached an agreement with the Massachusetts

Securities Division under which we offered to purchase at par ARS held by

our retail customers including individual investors businesses and

charitable organizations Further in October 2008 we announced other

agreements in principle with the SEC the Office of the NYAG and the

North American Securities Administrators Association These agreements

are substantially similar except that the agreement with the NYAG

requires the payment of penalty These agreements will cover approx

imately $5.3 billion in ARS held by an estimated 5600 of our customers

We purchased approximately $4.7 billion of securities $2.7 billion of

which were purchased by CW/M and $2.0 billion of which were purchased

by CC/B During the year we recognized mark-to-market losses of $181

million and $312 million in GW/M and CC/B on these securities and

penalty of $50 million which was equally allocated to CW/M and CC/B As

of December 2008 our remaining commitment to purchase ARS was

$675 million of which $537 million related to CW/M and $138 million

related to CC/B

Net income decreased $524 million to net loss of $14 million and

total revenue decreased $211 million or two percent to $13.4 billion in

2008 compared to 2007 These decreases were driven by losses result

ing
from our CDO and other trading exposures Additionally we experi

enced an increase in provision for credit losses which was partially offset

by higher net interest income and decrease in noninterest expense

Net interest income increased $5.3 billion or 48 percent driven

primarily by higher market-based net interest income which benefited from

the steepening of the yield curve and product mix Additionally net inter

est income benefited from growth in average loans and leases of $62.6

billion or 23 percent combined with higher margin on ALM activities

These benefits were partially offset by the impact of competitive deposit

pricing and shift in the deposit product mix as more custbmers moved

their deposits to higher yielding products The growth in average loans

and deposits was due to the LaSalle merger as well as organic growth

Noninterest income decreased $5.5 billion to loss of $3.1 billion in

2008 compared to 2007 driven by declines in trading account profits

losses of $1.0 billion and other income of $5.2 billion For more

information on the aforementioned decreases see the CMAS discussion

Additionally noninterest income benefited from the favorable impact of

the Visa IPO transactions and an increase in service charge income

The provision for credit losses increased $2.4 billion to $3.1 billion in

2008 compared to 2007 reflecting higher credit costs in Business Lend

ing For further information see the Bus/ness Lending discussion

Noninterest expense decreased $1.8 billion or 15 percent mainly

due to reduction in performance-based incentive compensation in CMAS

and the impact of certain benefits associated with the Visa IPO trans

actions partially offset by the addition of LaSalle

Business Lending
Business Lending provides wide range of lending-related products and

services to our clients through client relationship teams along with vari

ous product partners Products include commercial and corporate bank

loans and commitment facilities which cover our business banking cli

ents middle-market commercial clients and our large multinational corpo

rate clients Real estate lending products are issued primarily to public

and private developers homebuilders and commercial real estate firms

Leasing and asset-based lending products offer our clients innovative

financing products Products also include indirect consumer loans which

allow us to offer financing through automotive marine motorcycle and

recreational vehicle dealerships across the U.S Business Lending also

contains the results for the economic hedging of our risk to certain

middle-market and real estate-related commercial credit counterparties

utilizing various risk mitigation tools

Net income decreased $278 million or 14 percent to $1.7 billion in

2008 compared to 2007 as increases in net interest income and non-

interest income combined with decrease in noninterest expense were

more than offset by increases in provision for credit losses

Net interest income increased $1.3 billion or 26 percent driven by

average loan growth of 25 percent to $311.0 billion The increase in

average loans and leases was attributable to the LaSalle acquisition and

organic growth primarily in commercial domestic and real estate loans

The increase in noninterest income of $443 million or 38 percent

was mainly driven by improved economic hedging results of our exposures

to certain commercial clients and an increase in service charges

The provision for credit losses increased $2.4 billion to $3.1 billion in

2008 compared to 2007 reflecting reserve increases and higher charge

offs primarily due to the continued weakness in the housing markets on

the homebuilder portfolio Also contributing to this increase were higher

commercial domestic and foreign net charge-offs which increased from
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very low prior year levels and higher net charge-offs and reserve increases

in the retail dealer-related loan portfolios due to deterioration and season

ing of the portfolio
reflective of growth

Noninterest expense decreased $196 million or nine percent primar

ily
due to decreased incentive compensation partially offset by the

LaSalle merger

Capital Markets and Advisory Services

CMAS provides financial products advisory services and financing glob

ally to our institutional investor clients in support of their investing and

trading activities We also work with our commercial and corporate issuer

clients to provide debt and equity underwriting and distribution capa

bilities merger-related advisory services and risk management products

using interest rate equity credit currency and commodity derivatives

foreign exchange fixed income and mortgage-related products The busi

ness may take positions in these products and participate in market-

making activities dealing in government securities equity and equity-

linked securities high-grade and high-yield corporate debt securities

commercial paper mortgage-backed securities and ABS Underwriting

debt and equity securities research and certain market-based activities

are executed through Banc of America Securities LLC which is our pri

mary dealer

CMAS recognized net loss of $4.9 billion in 2008 compared to net

loss of $3.4 billion in 2007 Market-based revenue was net loss of

$3.1 billion as compared to net revenue of $479 million These

decreases were driven by losses related to CDO exposure and the

continuing impact of the market disruptions on various parts of our busi

ness including the severe volatility illiquidity and credit dislocations that

were experienced in the debt and equity markets in the fourth quarter of

2008 Partially offsetting these declines were favorable results in our liq

uid products and equity underwriting businesses In addition noninterest

expense declined $1.2 billion primarily due to lower performance-based

incentive compensation For more information relating to our market-

based revenue see the discussion below

Market-based Revenue

CMAS evaluates its results using market-based revenue that is comprised

of net interest income and noninterest income The following table pres

ents further detail regarding market-based revenue Sales and trading

revenue is segregated into fixed income from liquid products primarily

interest rate and commodity derivatives and foreign exchange contracts

credit products primarily investment and noninvestment grade corporate

debt obligations credit derivatives and public finance structured prod

ucts primarily CMBS residential mortgage-backed securities structured

credit trading and CDO5 and equity income from equity-linked derivatives

and cash equity activity

Dollars in millions
2008 2007

Investment banking income

Advisory fees 287 443

Debt underwriting 1797 1775

Equity underwriting
624 319

Total investment banking income 2708 2537

Sales and trading revenue

Fixed income

Liquid products 3608 2155

Credit products 2273 12121

Structured products 7987 5326

Total fixed income 6652 3383
Equity income 8131325

Total sales and trading revenue 5839 2058

Total Capital Markets and Advisory Services

market-based revenue $3131 479

Exclades $113 million and $70 million for 2008 and 2007 of net interest income on loans for which the

fair valoe option has been elected and is not considered market-based income

Investment banking income increased $171 million to $2.7 billion as

compared to 2007 driven by increased equity underwriting fees
partially

offset by lower advisory fees Advisory fees were adversely impacted by

reduced activity due to the slowing economy Equity underwriting income

was driven by fees earned on the Corporations stock issuances during

2008 for which CMAS was compensated on management accounting

basis with corresponding offset in All Other

Sales and trading revenue declined $3.8 billion to loss of $5.8 bil

lion in 2008 compared to 2007 While structured products and credit

products reported losses for 2C108 liquid products increased and equities

compared reasonably well with 2007 despite the continuing disruptive

market conditions

Liquid products sales and rading revenue increased $1.5 billion in

2008 compared to 2007 as CMAS took advantage of trending volatility

in interest rate and foreign exchange markets which also drove favor

able client flows

Credit products sales and trading revenue declined $2.1 billion to

loss of $2.3 billion in 2008 cOmpared to 2007 During 2008 we

incurred losses of $1.1 billion net of $286 million of fees on lever

aged loans and the forward leveraged finance commitments as investor

confidence faded and liquidity became largely non-existent The few

institutions that were in position to acquire additional loans required

discount equivalent yields ill excess of one-month LIBOR plus 1000

bps in some inStances thus applying downward pressure to pricing

mechanisms especially during the fourth quarter of 2008 Losses

incurred on our leveraged exposure were not concentrated in any one

type senior secured or subordinated/senior unsecured and were

generally due to wider new issuance credit spreads as compared to the

negotiated spreads Credit products also incurred losses on ARS of

$898 million which included $312 million representing CMASs portion

of losses on the buyback from our customers significant portion of

these losses i.e $750 million were concentrated in student loan

ARS For further discussion on our ARS exposure see Industry Concen

trations beginning on page 76 and for discussion on GWIMs portion

of ARS losses on the buyback from our customers see page 45
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At December 31 2008 we had no forward leveraged finance com
mitments and the carrying value of our leveraged funded positions held

for distribution was $2.8 billion At December 31 2007 the carrying

value of the Corporations forward leveraged finance commitments and

leveragedfunded positions held for distribution were $11.9 billion and

$5.9 billion The elimination of our forward leveraged finance commit

ments was due to the funding of previously outstanding commitments

approximately 66 percent of which were distributed through syndi

cation and client-terminated commitments Pre-market disruption

exposure originated prior to September 30 2007 had carrying value

of $1.5 billion at December 31 2008 as compared to $5.9 billion at

December 31 2007 At December 31 2008 66 percent of the lever

aged funded positions held for distribution were senior secured with an

approximate carrying value of $1.9 billion of which $1.4 billion were

originated prior to September 30 2007

Structured products sales and trading revenue was loss of $8.0 bil

lion which represented decline in revenue of $2.7 billion compared

to the
prior year The decrease was driven by $4.8 billion of losses

resulting from our COO exposure which includes our super senior

warehouse and sales and trading positions and our hedging activities

including counterparty credit risk valuations See the detailed CDO

exposure discussion to follow Also structured products was adversely

impacted by $944 million of losses net of hedges on CMBS funded

debt and the forward finance commitments for 2008 and $545 million

in losses associated with equity investments we made in acquisition-

related financing transactions In addition 2008 included losses

related to other structured products including $738 million of losses

for counterparty credit risk valuations related to our structured credit

trading business Other structured products including residential

mortgage-backed securities as well as other residual structured credit

positions were negatively impacted by spread widening and extreme

dislocations in basis correlations in both domestic and foreign markets

that occurred in the fourth quarter of 2008 The results of 2007 were

adversely impacted by the market disruptions that began during the

third quarter of 2007

At December 31 2008 and 2007 we held $6.9 billion and $13.6

billion of funded CMBS debt of which $6.0 billion and $8.9 billion were

primarily floating-rate acquisition-related financings to major well-

known operating companies In addition at December 31 2008 and

2007 we had forward finance commitments of $700 million and $2.2

billion The decrease in funded CMBS debt was driven by securitiza

tions and loan sales while the decrease in forward finance commit

ments was driven by the funding of outstanding commitments and the

business decision not to enter into any new floating-rate acquisition-

related financings Forward finance commitments at December 31
2008 were comprised primarily of fixed-rate conduit product financings

The $944 million of losses recorded during 2008 associated with our

CMBS exposure were concentrated in the more difficult to hedge

floating-rate debt

Equity products sales and trading revenue decreased $512 million to

$813 million in 2008 compared to 2007 primarily due to lower trading

results in the institutional derivatives businesses and the sale of our

equity prime brokerage business that occurred in the third quarter of

2008

CollateraHzed Debt ObUgaflon Exposure at December 31 2008

CDO vehicles hold diversified pools of fixed income securities CDO

vehicles issue multiple tranches of debt securities including commercial

paper mezzanine and equity securities

Our CDO exposure can be divided into funded and unfunded super

senior liquidity commitment exposure other super senior exposure i.e

cash positions and derivative contracts warehouse and sales and trad

ing positions For more information on our CDO
liquidity commitments

refer to Collateralized Debt Obligation Vehicles as part of Off- and

On-Balance Sheet Arrangements beginning on page 49 Super senior

exposure represents the most senior class of commercial paper or notes

that are issued by the COO vehicles These financial instruments benefit

from the subordination of all other securities issued by the COO vehicles

During 2008 we recorded CDO-related losses of $4.8 billion com

pared to $5.6 billion in 2007 including losses on super senior exposure

of $3.6 billion and $4.0 billion Also included in CDO-related losses in

2008 were $707 million of losses on purchased securities from liqui

dated CDO vehicles These securities were purchased from the vehicles

at auction and the losses were recorded subsequent to their purchase

COO-related losses reduced trading account profits losses by $1.6 bil

lion and other income by $3.2 billion Also included during 2008 were net

gains of $893 million related to our hedging activity $315 million of

losses related to subprime sales and trading and CDO warehouse posi

tions and $1.1 billion of losses to cover counterparty risk on our CDO

and subprime-related exposure The losses recorded in other income

noted above were other-than-temporary impairment charges related to

COOs and purchased securities classified as AFS debt securities at

December 31 2008 Also we had unrealized losses on uninsured other

super senior cash positions and purchased securities from liquidated

COOs of $422 million pre-tax in accumulated OCI at December 31
2008

The COO and related markets continued to deteriorate during 2008

experiencing significant illiquidity impacting the availability and reliability

of transparent pricing At December 31 2008 we valued these COO

structures consistent with how we valued them at December 31 2007

We assumed the COO structures would terminate and looked through the

structures to the underlying net asset values of the securities We were

able to obtain security values using either external pricing services or

offsetting trades for approximately 94 percent of the COO exposure for

which we used the average of all prices obtained by security The majority

of the remaining positions where no pricing quotes were available were

valued using matrix pricing by aligning the value to securities that had

similar vintage of underlying assets and ratings using the lowest rating

between the rating services The remaining securities were valued as

interest-only strips based on estimated average life exposure type and

vintage of the underlying assets We assigned zero value to the COO

positiOns for which an event of default has been triggered and liquidation

notice has been issued The value of cash held by the trustee for all COO

structures was also incorporated into the resulting net asset value In

addition we were able to obtain security values using the same method

ology as the COO exposure for approximately 65 percent of the purchased

securities from liquidated COOs Similarly the majority of the remaining

positions where no pricing quotes were available were valued using matrix

pricing and projected cash flows
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As presented in the following table during 2008 our super senior net

exposure excluding purchased securities from liquidated CDOs

decreased $8.4 billion to $3.3 billion at December 31 2008 driven by

paydowns liquidations and writedowns Including purchased securities

our super senior net exposure decreased $6.3 billion to $5.3 billion at

December 31 2008 In addition during the year we reclassified $5.6 bil

lion of super senior liquidity
commitments to other super senior exposure

This amount represents the net exposure after insurance and write-

downs at the time of reclassification of five CDO vehicles and CDO

conduit to which we had an aggregate gross liquidity exposure of $11.5

billion at December 31 2007 As described further within the Collateral

ized Debt Obligation Vehicles section beginning on page 51 we no longer

have liquidity exposure to these vehicles Instead we now hold cash posi

tions including super senior securities issued by the CDO5

The following table presents rollforward of our super senior CDO

exposure for the year ended December 31 2008

Super Senior Coflateralized Debt Obligation Exposure Roilforward

2008 Net Paydowns

December 31 2007 Writedowns Liquidations December 31 2008

Dollars in miflions Net Exposure Reclassificatlons AdJustments2 Other Net Exposure

Super senior liquidity commitments

High grade 5166 $3917 486 287 476

Mezzanine 358 337 21
CDO-squared 2227 1318 5413 361

Total super senior liquidity

commitments 7751 5572 1055 648 476

Other super senior exposure

High grade 2125 3917 13213 2207 2507

Mezzanine 795 337 606 229 297

CDO-squared 959 1318 1023 1254

Total other super senior 3879 5572 2957 3690 2804

Totalsupersenior $11630 $4012 $4338 $3280

Purchased securities from liquidated CDOs 707 2737 2030

Total $11630 $4719 $1601 $5310

Represents COO exposure that was reclassified from super senior liquidity commitments to other super senior exposure as the Corporation is no longer providing liquidity

Net of insurance and includes $422 million pre-tax of unrealized louses recorded in accumulated DCI

The following table presents our super senior CDO exposure at December 31 2008 and 2007

Super Senior Collateralized Debt Obligation Exposure

Total CDO Exposure at December 31 2008

Subprime Exposure Non-Subprime Exposure Total CDO Net Exposure

Net of Cumulative Net of Cumulative

Insured Write- Net Insured Write- Net December31 December31

Dollars in millixrs Gross Insured Amount downs 45 Exposure Gross Insured Amount downs 45 Exposure 2008 2007__

Super senior liquidity commitments

High grade 542 542 66 476 476 5166

Mezzanine 358

CDO-squared 2227

Total super senior liquidity

commitments 542 542 66 476 476 7751

Other super senior exposure

High grade 4330 2519 1811 1127 684 3445 728 2717 894 1823 2507 2125

Mezzanine 535 535 238 297 297 795

CDO-squared 340 340 959

Total other super senior 4865 2519 2346 1365 981 3785 1068 2717 894 1823 2804 3879

Total super senior $4865 $2519 $2346 $1365 981 $4327 $1068 $3259 $960 $2299 $3280 $11630

Purchased securities from liquidated

CDO5 2737 2737 707 2030 2030

Total $7602 2519 5083$ 2072 3011 4327 1068 3259 960 2299 5310 11630

Classified as oxbpnime when oubpnime consumer real estate loans make up at least 35 percent of the ultimate underlying collaterals original net eep050re value

Includes highly-rated collateralized loan Obligations and commercial mortgage-backed securities super senior eeposure

moored exposures are presented prior to $2.1 billion of cumulatioe writedowns

Net of i000rence eeclxding losses taken on liquidated COOs

mi Cumolative write-downs on sxbprime and 000-subprime eoposures include unrealized losses of $111 million and $311 million pre-tue and are recorded in accumulated OCI
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At December 31 2008 we held $2.5 billion of purchased insurance

on our subprime super senior CDO exposure of which 71 percent was

provided by monolines in the form of CDS total-return-swaps TRS or

financial guarantees In the case of default we look to the underlying

securities and then to recovery on purchased insurance At December 31

2008 these contracts were valued at $1.9 billion by referencing the fair

value of the CDO whichis valued in the same manner as the unhedged

portion We have adjusted these values downward by total of $1.1 bil

lion to date to reflect the counterparty credit risk to the issuers of the

insurance In addition we held collateral in the form of cash and market

able securities of $401 million related to our purchased insurance The

underlying insured CDOs are collateralized with approximately 38 percent

of subprime assets of which approximately 53 percent are of higher qual

ity vintages from 2005 and prior

In addition at December 31 2008 we held $1.1 billion of purchased

insurance on our non-subprime super senior CDO exposure all of which

was provided by monolines in the form of CDS TRS or financial guaran

tees At December 31 2008 these contracts were valued at

$146 million by referencing the fair value of the CDO which is valued in

the same manner as the unhedged portion We have adjusted these

values downward by total of $40 million to date to reflect counterparty

credit risk to the issuers of the insurance For more information on our

credit exposure to monolines see Industry Concentrations beginning on

page76

At December 31 2008 the carrying value of the super senior

exposure in the form of cash positions liquidity commitments and

derivative contracts consisted of net subprime super senior exposure of

$981 million and net non-subprime super senior exposure of $2.3 billion

In addition we had $2.0 billion of exposure in purchased securities from

liquidated CDOs For more information on our super senior liquidity

exposure see the CDO discussion beginning on page 51

The table below presents the carrying values of our subprime net

exposures including subprime collateral content and percentages of

recent vintages

At December 31 2008 the Corporation did not have any subprime

super senior liquidity
commitments Net other subprime super senior

exposure was $981 million at December 31 2008 Other subprime super

senior exposure consists primarily of cash securities and CDS on CDO

positions The collateral supporting the high grade exposure consisted of

about 45 percent subprime content of which approximately 12 percent

was made up of 2006 and 2007 vintages while the remaining amount

was comprised of higher quality vintages from 2005 and prior The collat

eral supporting the mezzanine exposure consisted of approximately 35

percent subprime content of which approximately 66 percent is com

prised of later vintages We recorded losses associated with these

exposures of $3.0 billion in 2008

In addition at December 31 2008 we had $2.0 billion of exposure in

purchased securities from liquidated CDO5 These purchased securities

were carried at approximately 34 percent of their original net exposure

amount and approximately 27 percent of the underlying assets are sub-

prime

We also had net non-subprime super senior exposure of $2.3 billion

which primarily included CMBS super senior exposures and highly
rated

CLO exposures The net non-subprime super senior exposure is com

prised of $476 million of high grade super seniorliquidity commitment

exposure and $1.8 billion of high grade other super senior exposure We

recorded losses of $592 million associated with these exposures in

2008 These losses were primarily driven by spread widening and

impairments of principal
from the CMBS exposure in these super senior

CDO5 These non-subprime super senior exposures experienced addi

tional impairments ofprincipal as credit conditions deteriorated in the

corporate debt and commercial mortgage markets during the second half

of 2008

In addition to the super senior exposure including purchased secu

rities at December 31 2008 we also had exposure with market value

of $563 million in our CDO sales and trading portfolio of which approx

imately $233 million was classified as subprime This subprime exposure

is carried at approximately 22 percent of par value and includes $137

million of secondary trading positions and $96 million of positions in

legacy warehouses

Dollars in millions

Other super senior exposure

High grade

Mezzanine

Carrying

Value as

Subprime Percent

Net of original

Exposure Net Exposure

38% 45%

56 35

42

34 27

36

Percent in Percent in

2006/2007 2005/Prior

Vintages Vintages

12% 88%

66 34

26 74

Subprime Super Senior Collateralized Debt Obligation Carrying Values

December 31 2008

vintage of Subprime Collateral

Subprime

Content of

Collateral

684

297

Total other super senior
981

Purchased securities from liquidated COOs 2030

Total
$3011

11 Classified as subprirne when subprime consumer real estate loans make up at least 35 percent at the ultimate underlying collaterals original net exposure nalue

Based on current net exposure nalue
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Treasury Services

Treasury Services provides integrated working capital management and

treasury solutions to clients worldwide through our network of proprietary

offices and special clearing arrangements Our clients include multina

tionals middle-market companies correspondent banks commercial real

estate firms and governments Our products and services include treasury

management trade finance foreign exchange short-term credit facilities

and short-term investing options Net interest income is derived from

interest-bearing and noninterest-bearing deposits sweep investments

and other liability management products Deposit products provide rela

tively stable source of funding and liquidity We earn net interest spread

revenues from investing this liquidity in earning assets through client-

facing lending activity and our ALM activities The revenue is attributed to

the deposit products using our funds transfer pricing process which takes

into account the interest rates and maturity characteristics of the depos

its Noninterest income is generated from payment and receipt products

merchant services wholesale card products and trade services and is

comprised largely of service charges which are net of market-based earn

ings credit rates applied against noninterest-bearing deposits

Net income increased $596 million or 28 percent in 2008 compared

to 2007 as an increase in noninterest income combined with decrease

in noninterest expense was partially
offset by lower net interest income

Net interest income decreased $182 million or five percent due to

spread compression in spite of strong average deposit growth of $28.1

billion or 18 percent due to organic growth as well as the LaSalle acqui

ition Deposit growth was accentuated by our clients flight-to-safety

notably seen in activity of our large corporate and hedge fund clients and

contributed to overall total deposits growth during the latter part of 2008

Noninterest income grew $862 million or 26 percent driven by increased

service charges of $432 million which was due to organic growth

changes in our pricing structure and the LaSalle acquisition In addition

noninterest income benefited from the $388 million gain related to

Treasury Services allocation of the Visa P0 gain Noninterest expense

decreased $254 million or seven percent due to the impact of certain

benefits associated with the Visa IPO transactions
partially

offset by the

acquisition of LaSalle

ALM/Other
ALM/Other includes an allocation of portion of the Corporations net

interest income from ALM activities as well as residual amounts related

to discontinued business activities

Net income increased $721 million to $480 million in 2008 compared

to 2007 mainly due to an increase in net interest income of $883 million

resulting from higher contribution from the Corporations ALM activities

which was due in part to investing the Corporations deposits at profitable

spreads In addition we sold our equity prime brokerage business to BNP

Paribas which resulted in gain of $224 million which was recorded in all

other income This increase was partially
offset by the absence of gain

from the sale of our commercial insurance business that was sold in the

fourth quarter of 2007 Noninterest expense decreased mainly due to the

absence of this commercial insurance business
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Global Wealth and Investment Management

ILl In July 2007 the operations of the acquired U.S Trust Corporation were combined with the former Private Bank creating U.S Trost Bask of America

were reported for periods beginning on July 2007 Prior to July 2007 the results solely reflect that of the former Private Bank

21 PIE basis

Average allocated eqsity for GWIM was $11.7 billion and $9.9 billion in 2008 and 2007

Total assets include asset allocations to match liabilities i.e deposits

n/m not meaningful

2008

Premier

U.S Columbia Banking arid ALM/

Dollars in millions Total Trust Ui Management Investments Other

Net interest income 4775 1237 13 2141 $1384
Noniriterest income

Investment and brokerage services 4059 1397 1496 1002 164

All other income loss 1049 16 1118 58

Total noninterest income 3010 1413 378 1060 159

Total revenue net of interest expense 7785 2650 391 3201 1543

Provision for credit losses 664 103 561

Noninterest expense 4904 1817 1120 1713 254

Income loss before income taxes 2217 730 729 927 1289
Income tax expense benefit 121 801 270 270 343 458

Net income loss 1416 460 459 584 831

Net interest yield 2.97% 2.40% n/rn 1.75% n/rn

Return on average equity3l 12.11 9.87 63.35% 30.41 n/rn

Efficiency ratio 62.99 68.54 n/rn 53.51 n/rn

Period end total assets 187994 $57166 2923 $136079 n/rn

2007

Premier

U.S Columbia Banking and ALM/

Dollars in millionsl Total Truat 11 Management lnvestmenta Other

Net interest income 3917 1033 2654 223

Noninterest income

Investment and brokerage services 3781 1230 1435 950 166

All other income loss 145 57 366 1.45 19

Total nonirtterest income 3636 1287 1069 1095 185

Total revenue net of interest expense 7553 2320 1076 3749 408

Provision for credit losses 1.4 14 27

Noninterestexpertse 4480 1589 1042 1711 138

Income before income taxes 3059 745 34 2011 269

Income tax expense 1099 275 13 744 67

Net income 960 470 21 267 202

Net interest yield 3.11% 2.68% n/m 2.70% n/rn

Fleturn on average equity 19.83 17.36 3.91% 72.16 n/m
Efficiency ratio 21 59.31 68.49 96.85 45.64 i/m

Period end total assets 41
$155683 $51043 1943 $113365 n/m

Private Wealth Management The results of the combined business
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December 31 Average Balance

Dollars in millions

2008 2007 2008 2007

Total loans and leases 89400 84600 87591 73473

Total earning assets 178240 145056 160699 126014

Total assets 11 187994 155683 169986 134032

Total deposits
175107 144865 159525 124871

Ill Total earning assets and total assets include asset allocations to match liabilities i.e deposits

GWIM provides wide offering of customized banking investment and

brokerage services tailored to meet the changing wealth management

needs of our individual and institutional customer base Our clients have

access to range of services offered through three primary businesses

U.S Trust Bank of America Private Wealth Management U.S Trust

Columbia Management Columbia and PBl In addition ALM/Other

primarily includes the results of ALM activities

On January 2009 we acquired Merrill Lynch in exchange for common

and preferred stock with value of $29.1 billion The acquisition added Mer

rill Lynchs approximately 16000 financial advisors and its economic owner

ship of approximately 50 percent primarily preferred stock in BlackRock

Inc publicly traded investment management company For more

information related to the Merrill Lynch acquisition see Note Merger and

Restructuring Activity
to the Consolidated Financial Statements

In December 2007 we completed the sale of Marsico Prior year

Marsico business results have been transferred from GWlMto All Otherto

better facilitate year-over-year comparisons

Net income decreased $544 million or 28 percent to $1.4 billion in

2008 as increases in net interest income and investment and brokerage

services income were more than offset by losses associated with the

support provided to certain cash funds managed within Columbia

increases in provision for credit losses and noninterest expense as well

as losses related to the buyback of ARS

Net interest income increased $858 million or 22 percent to $4.8

billion due to higher margin on ALM activities the acquisitions of U.S

Trust Corporation and LaSalle and growth in average deposit and loan

balances partially offset by spread compression driven by deposit mix and

competitive deposit pricing GWIM average deposit growth benefited from

the migration of customer relationships and related balances from

GCSBB organic growth and the U.S Trust Corporation and LaSalle

acquisitions more detailed discussion regarding migrated customer

relationships and related balances is provided in the PBl discussion on

page 47

Noninterest income decreased $626 million or 17 percent to $3.0

billion driven by an additional $1.1 billion in losses during 2008 related

to the support provided to certain cash funds managed within Columbia

and losses of $181 million related to the buyback of ARS These losses

were partially offset by an increase of $278 million in investment and

brokerage services resulting from the U.S Trust Corporation acquisition

partially offset by the impact of
significantly

lower valuations in the equity

markets

Provision for credit losses increased $650 million to $664 million as

result of higher credit costs primarily in PBl due to the deterioration in

the housing markets and the impacts of slower economy

Noninterest expense increased $424 million or nine percent to $4.9

billion due to the addition of U.S Trust Corporation and LaSalle and

higher initiative spending partially offset by lower discretionary incentive

compensation

Client Assets

The following table presents client assets which consist of AUM client

brokerage assets and assets in custody

Client Assets

December 31

Dollars in millions
2008 2007

Assets under management $523159 $643531

Client brokerage assets 172106 222661

Assets in custody 133726 167575

Less Client brokerage assets and assets in

custody included in assets under management 78487 87071

Total net client assets $750504 $946696

AUM decreased $120.4 billion or 19 percent to $523.2 billion as of

December 31 2008 compared to 2007 Client brokerage assets

decreased by $50.6 billion or 23 percent and assets in custody

decreased $33.8 billion or 20 percent These decreases were driven by

significant market declines

U.S Trust Bank of America Private Wealth

Management
In July 2007 the acquisition ol U.S Trust Corporation was completed for

$3.3 billion in cash combining it with the Private Bank to form U.S Trust

The results of the combined business were reported for periods beginning

on July 2007 Prior to July 2007 the results solely reflect that of

the former Private Bank U.S Trust provides comprehensive wealth

management solutions to wealthy and ultra-wealthy clients with investable

assets of more than $3 million In addition U.S Trust provides resources

and customized solutions to meet clients wealth structuring investment

management trust and banking needs as well as specialty asset

management services oil and gas real estate farm and ranch timber

land private businesses and tax advisory Clients also benefit from

access to resources available through the Corporation including capital

markets products large and complex financing solutions and its

extensive banking platform

Net income decreased $10 million or two percent to $460 million

compared to 2007 as higher net interest income and noninterest income

were more than offset by higher noninterest expenses and provision for

credit losses Net interest income increased $204 million or 20 percent

due to the U.S Trust Corporation and LaSalle acquisitions as well as

organic growth in average deposits and average loans and leases This

growth was partially offset by spread compression driven by deposit mix

and competitive deposit pricing Noninterest income increased $126 mil

lion or 10 percent driven by higher investment and brokerage services

income due to the acquisitions which was partially
offset by the impact of

significantly
lower valuations in the equity markets In addition non

interest income was impacted by $50 million in losses related to the

buyback of ARS previously discussed Provision for credit losses

increased $117 million to $103 million compared to the same period in
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2007 primarily due to higher credit costs in our home equity and resi

dential mortgage portfolios reflective of deterioration in the housing

markets and the impacts of slowing economy The absence of prior

year reserve reduction of $54 million also contributed to the increase in

provision Noninterest expense increased $228 million or 14 percent

due primarily to the acquisitions of U.S Trust Corporation and LaSalle

Columbia Management
Columbia is an asset management business serving the needs of both

institutional clients and individual customers Columbia provides asset

management products and services including mutual funds and separate

accounts Columbia mutual fund offerings provide broad array of

investment strategies and products including equity fixed income

taxable and nontaxable and money market taxable and nontaxable

funds Columbia distributes its products and services to institutional cli

ents and individuals directly through U.S Trust PBl GCIB and non-

proprietary channels including other brokerage firms

In December 2007 we completed the sale of Marsico Prior year

Marsico business results have been transferred from Columbia to All

Other to better facilitate year-over-year comparisons

Net income decreased $480 million to loss of $459 million due to

$1.1 billion in losses related to support provided to certain cash funds as

discussed below compared to losses of $382 million in 2007 These

items were partially offset by an increase of $61 million in investment

and brokerage services income The increase in investment and broker

age services income was driven by the U.S Trust Corporation acquisition

partially offset by the impact of significantly lower valuations in the equity

markets In addition noninterest expense increased $78 million driven by

he Trust Corporation acquisition

Cash Funds Support

l3eginning in the second half of 2007 we provided support to certain

cash funds managed within Columbia The funds for which we provided

support typically invested in high quality short-term securities with port

folio weighted average maturity of 90 days or less including securities

issued by SIVs and senior debt holdings of financial service companies

Due to market disruptions certain investments in SIVs and the senior

debt securities were downgraded by the rating agencies and experienced

decline in fair value We entered into capital commitments under which

the Corporation provided cash to these funds in the event the net asset

value per unit of fund declined below certain thresholds The capital

commitments expire no later than the third quarter of 2010 At

December 31 2008 and 2007 we had gross i.e funded and unfunded

capital commitments to the funds of $1.0 billion and $565 million bjring

2008 and 2007 we incurred losses of $695 million and $382 million

related to these capital commitments At December 31 2008 and 2007

the remaining loss exposure on capital commitnents was $300 million

and $183 million

Additionally during 2008 we purchased $1.7 billion of investments

and recorded losses of $366 milliOn related to these securities and $52

million of other-than-temporary impairment losses recorded subsequent to

purchase During 2007 we purchased $585 million of certain invest

ments from the funds and subsequently recorded other-than-temporary

impairment losses in All Other of $394 million At December 31 2008

and 2007 we held AFS debt securities with fair value of $698 milliOn

and $163 million of which $279 million and $163 million were classified

nonperforming AFS securities At December 31 2008 $272 million of

unrealized losses on these investments were recorded in accumulated

DCI The decline in value of these securities was driven by the lack of

market liquidity and the overall deterioration of the financial markets

These unrealized losses are recorded in accumulated OCI as we expect to

recover the full principal amount of such investments No such losses

were recorded in accumulated OCI at December 31 2007 For additional

information on the valuation of our AFS securities see Note Secu

rities to the Consolidated Financial Statements

We may from time to time but are under no obligation to provide

additional support to funds managed within Columbia Future support if

any may take the form of additional capital commitments to the funds or

the purchase of assets from the funds

We do not consolidate the cash funds managed within Columbia

because the subordinated support provided by the Corporation will not

absorb majority of the
variability

created by the assets ofthe funds In

reaching this conclusion we considered both interest rate and credit risk

The cash funds had total AUM of $185.9 billion and $189.5 billion at

December 31 2008 and 2007

During 2008 federal government agencies initiated several actions in

response to the current financial crisis and economic slowdown to pro

vide
liquidity

in these markets As of December 31 2008 several money

market funds managed within Columbia participate in certain programs

including the U.S Treasurys Temporary Guarantee Program for Money

Market Funds and the AMLF For more information on these programs

see Regulatory Initiatives on page 20

Premier Banking and Investments

PBl includes Banc of America Investments our full-service retail broker

age business and our Premier Banking channel PBl brings personalized

banking and investment expertise through priority service with client-

dedicated teams PBI provides high-touch client experience through

network of approximately 5500 client facing associates to our affluent

customers with personal wealth profile of at least $100000 of invest-

able assets

PBI includes the impact of migrating qualifying affluent customers

including thOir related deposit balances from GCSBB to our PBl model

After migration the associated net friterest income service charges and

noninterest expense is recorded in PBl The change reported in the

financial results of PBl includes both the impact of migration as well as

the impact of incremental organic growth from providing broader array of

financial products and services to PB1 customers For 2008 and 2007

total of $20.5 billion and $11.4 billion of deposits were migrated from

GCSBB to PBI The increase was driven by the initial migration of legacy

LaSalle accounts and the migration of qualified clients into PBl as part

of our growth initiOtives for our mass affluent and retirement customers

Net income decreased $683 million or 54 percent to $584 million

compared to the same period in 2007 driven by an increase in provision

for credit losses lower net interest income and $131 million in losses

related to the buyback of ARS Net interest income declined $513 million

or 19 percent as spread compression driven by deposit mix and com

petitive deposit pricing more than offset higher average deposit balan

ces Provision for credit losses increased $534 million primarily driven by

higher credit costs in the home equity portfolio reflective of deterioration

in the housing markets and the impacts of slowing economy

ALM/Other

ALM/Other primarily includes the results of ALM activities

Net income increased $629 million to $831 million compared to

2007 These increases were driven by higher net interest income of $1

billion primarily due to the increased contribution from ALM activities

which was due in part to investing the Corporation deposits at profitable

spreads In addition noninterest expense increased $116 million or 84

percent to $254 million compared to 2007 primarily driven by higher

expenses related to growth initiatives for our mass affluent and retire

ment customers
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All Other

2008
2007

Reported Securitization As Reported Securitization As

Dollars in millions
Basis 0- Offset Adjusted Basis 11 Offset 121

Adjusted

Net interest income $8610 8701 91 $7645 8027 382

Noninterest income

Card income 2164 2250 86 2817 3356 539

Equity investment income 265 265 3745 3745

Gains on sales of debt securities 1133 1133 180 180

All other income loss 545 219 326 426 288 714

Total noninterest income 3017 2031 986 7168 3068 4100

Total revenue net of interest expense 5593 6670 1077 477 4959 4482

Provision for credit losses 3760 6670 2910 5207 4959 248

Merger and restructuring charges 935 935 410 410

All other noninterest expense 372 372 87 87

Income loss before income taxes 3140 4233 4233

Income tax expense benefit 1512 1083 1083

Net income loss $1628 3150 $3150

3140

_________________________ __________________________
1512

$1628

Provision for credit losses represents the provision for credit losses in All Other combined with the GCSBB securitization offset

121 The secoritization offset on net interest income is on funds transfer pricing methodology consistent with the way funding costs are allocated to the businesses

131 FTE basis

141 For more information on merger and restructuring charges see Note 2Merger and Restructuring Activity to the Consolidated Financial Statements

GCSBB is reported on managed basis which includes

securitization impact adjustment which has the effect of assuming that

loans that have been securitized were not sold and presenting these

loans in manner similar to the way loans that have not been sold are

presented All Others results include corresponding securitization

offset which removes the impact of these securitized loans in order to

present the consolidated results on GMP basis i.e held basis See

the GCSBB section beginning on page 33 for information on the GCSBB

managed results The following All Other discussion focuses on the

results on an as adjusted basis excluding the securitization offset For

additional information see Note 22 Business Segment In formation to

the Consolidated Financial Statements

In addition to the securitization offset discussed above All Other

includes our Equity Investments businesses and Other

Equity Investments includes Principal Investing Corporate Invest

ments and Strategic Investments Principal Investing is comprised of

diversified
portfolio

of investments in privately-held and publicly-traded

companies at all stages of their life cycle from start-up to buyout These

investments are made either directly in company or held through fund

and are accounted for at fair value In addition Principal Investing has

unfunded equity commitments related to some of these investments For

more information on these commitments see Note 13 Commitments

and Contingencies to the Consolidated Financial Statements

Corporate Investments primarily includes investments in publicly-

traded debt and equity securities and funds which are accounted for as

AFS marketable equity securities Strategic Investments includes invest

ments of $19.7 billion in CCB $2.5 billion in Banco Itati $2.1 billion in

Grupo Financiero Santander S.A Santander and other investments In

2008 under the terms of our purchase option we increased our owner

ship in CCB by purchasing 25.6 billion common shares for approximately

$9.2 billion These recently purchased shares are accounted for at cost

in other assets and are non-transferable until August 2011 In addition in

January 2009 we sold 5.6 billion common shares of our initial invest

ment in CCB for $2.8 billion reducing our ownership to 16.7 percent and

resulting in pre-tax gain of approximately $1.9 billion The remaining

initial investment of 13.5 billion common shares is accounted for at fair

value and recorded as AFS marketable equity securities in other assets

with an offset net-of-tax to accumulated OCI These shares became

transferable in Octpber 2008 The restricted shares of Banco lta are

carried at fair value with an offset net-of-tax to accumulated OCI and are

accounted for as AFS marketable equity securities Prior to the second

quarter of 2008 these shares were accounted for at cost Our invest

ment in Santander is accounted for under the equity method of account

ing Income associated with Equity Investments is recorded in equity

investment income

Other includes the residential mortgage portfolio associated with ALM

activities the residual impact of the cost allocation processes merger

and restructuring charges intersegment eliminations and the results of

certain businesses that are expected to be or have been sold or are in

the process of being liquidated Other also includes certain amounts

associated with ALM activities including the residual impact of funds

transfer pricing allocation methodologies amounts associated with the

change in the value of derivatives used as economic hedges of interest

rate and foreign exchange rate fluctuations that do not qualify for SFAS

133 hedge accounting treatment foreign exchange rate fluctuations

related to SFAS 52 revaluation of foreign denominated debt issuances

certain gains losses on sales of whole mortgage loans and gains

losses on sales of debt secLirities Other also includes adjustments to

noninterest income and income tax expense to remove the FTE impact of

items primarily low-income housing tax credits that have been grossed

up within noninterest income to FTE amount in the business segments

Net income decreased $4.8 billion to net loss of $1.6 billion due to

decrease in total revenue combined with increases in provision for

credit losses and merger and restructuring charges

Net interest income decreased $291 million resulting largely
from the

reclassification to card income related to our funds transfer
pricing

for

Card Services securitizations This reclassification is performed to pres

ent our consolidated results on held basis

Noninterest income declined $3.1 billion to $986 million driven by

decreases in equity investment income of $3.5 billion and all other

income loss of $1.0 billion partially
offset by increases in gains on sales

of debt securities of $953 million and card income of $453 million
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The following table presents the components of All Others equity

investment income and reconciliation to the total consolidated equity

investment income for 2008 and 2007

Components of Equity Investment Income

Dollars in millions 2008 2007

Principal Investing 84 $2217

Corporate Investments 520 445

Strategic and other investments 869 1083

Total equity investment income included in All Other 265 3745
Total equity investment income included in the business

segments 274 319

Total consolidated equity investment income 539 $4064

Equity investment income decreased $3.5 billion primarily due to

losses from our Principal Investing portfolio attributable to the lack of liq

uidity in the marketplace In addition we incurred other-than-temporary

impairment losses on AFS marketable equity securities of $661 million

which included writedowns on Fannie Mae and Freddie Mac preferred

securities and number of other equity securities where we did not

believe that the declines in value would be recoverable

All other income loss decreased due to the absence of the $1.5 bil

lion gain on the sale of our Marsico business during 2007 partially offset

by losses in 2007 of $394 million on securities after they were pur

chased at fair value from certain cash funds managed within GWM In

2008 losses on securities purchased from cash funds were recorded

within GWIM In addition All Others results were adversely impacted by

the absence of earnings due to the sale of certain businesses and for

eign operations in 2007 These decreases were partially offset by

increases in card income driven by the funds transfer pricing allocations

discussed in net interest income Further losses were partially offset by

increases in gains on sales of mortgage-backed securities and collateral

ized mortgage obligations

Provision for credit losses increased $3.2 billion to $2.9 billion primar

ily due to higher credit costs related to our ALM residential mortgage port

folio reflective of deterioration in the housing markets and the impacts of

slowing economy Additionally deterioration in our Countrywide dis

continued real estate portfolio subsequent to the July 2008 acquisition

as well as the absence of 2007 reserve reductions also contributed to

the increase in provision

Merger and restructuring charges increased $525 million to $935 mil

lion due to the integration costs associated with the Countrywide and

LaSalle acquisitions For additional information on merger and restructur

ing charges see Note Merger and Restructuring Activity to the Con

solidated Financial Statements

Off- and On-Balance Sheet Arrangements
In the ordinary course of business we support our customers financing

needs by facilitating
their access to the commercial paper market In

addition we utilize certain financing arrangements to meet our balance

sheet management funding and liquidity needs For additional

information on our liquidity risk see Liquidity Risk and Capital Manage

ment beginning on page 55 These activities utilize SPEs typically in the

form of corporations limited
liability companies or trusts which raise

funds by issuing short-term commercial paper or similar instruments to

third party investors These SPE5 typically hold various types of financial

assets whose cash flows are the primary source of repayment for the

liabilities of the SPE5 Investors have recourse to the assets in the SPE

and often benefit from other credit enhancements such as over

collateralization in the form of excess assets in the SPE liquidity facili

ties and other arrangements As result the SPEs can typically obtain

favorable credit rating from the rating agencies resulting in lower financ

ing costs for our customers

We have liquidity agreements SBLCs or other arrangements with the

SPEs as described below under which we are obligated to provide fund

ing in the event of market disruption or other specified event or other

wise provide credit support to the entities hereinafter referred to as

liquidity exposure We manage our credit risk and any market risk on

these arrangements by subjecting them to our normal underwriting and

risk management processes Our credit ratings and changes thereto will

affect the borrowing cost and liquidity of these SPEs In addition sig

nificant changes in counterparty asset valuation and credit standing may

also affect the
ability

of the SPEs to issue commercial paper The con

tractual or notional amount of these commitments as presented in Table

represents our maximum possible funding obligation and is not in

management view representative of expected losses or funding

requirements
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The table above presents our liquidity exposure to these consolidated

and unconsolidated SPE5 which include VIEs and QSPEs VIEs are SPEs

which lack sufficient equity at risk or whose equity investors do not have

controlling financial interest QSPE5 are SPE5 whose activities are

strictly
limited to holding and servicing financial assets Liquidity

commitments to Corporation-sponsored VIEs and other VIEs in which the

Corporation holds variable interest are disclosed in Note Variable

Interest Entities to the Consolidated Financial Statements

At December 31 2008 the Corporation total liquidity exposure to

SPE5 was $81.0 billion decrease of $23.1 billion from December 31

2007 The decrease was attributable to lower liquidity exposure in all

categories primarily CDOs and multi-seller conduits partially offset by the

addition of Countrywides home equity securitizations

Multi-Seller Conduits

We administer four multi-seller conduits three of which are uncon

solidated which provide low-cost funding alternative to our customers

by facilitating their access to the commercial paper market These con

duits are discussed in more detail in Note Variable Interest Entities to

the Consolidated Financial Statements

Due to the market disruptions the conduits experienced difficulties in

issuing commercial paper during certain periods of 2008 At

December 31 2008 we held $2 million of commercial paper issued by

the conduits including $1 million issued by the unconsolidated conduits

in trading account assets We did not hold any commercial paper issued

by the conduits at December 31 2007

Asset Acquisition Conduits

We administer three commercial paper conduits which acquire assets on

behalf of the Corporation or our customers and obtain funding through the

issuance of commercial paper and subordinated securities to third par-

ties Repayment of the commercial paper and certificates is assured by

total return swap contracts between us and the conduits With respect to

two of the conduits which are unconsolidated we are reimbursed through

total return swap contracts with our customers These conduits are dis

cussed in more detail in Note Variable Interest Entities to the Con

solidated Financial Statements

Due to the market disruptions theconduits experienced difficulties in

issuing commercial paper during certain periods of 2008 The Corporation

held $1 million and $27 million of commercial paper and certificates

issued by the conduits in trading account assets at December 31 2008

and 2007

Other Corporate Conduits

We administer several other corporate conduits that hold primarily high-

grade long-term municipal corporate and mortgage-backed securities

These conduits obtain funding by issuing commercial paper to third party

investors We have entered into derivative contracts which provide inter

est rate currency and pre-specified amount of credit protection to the

entities in exchange for the commercial paper rate These conduits are

discussed in more detail in Note Variable Interest Entities to the

Consolidated Financial Statements

Due to the market disrupticns these conduits experienced difficulties

in issuing commercial paper during certain periods of 2008 and at

December 31 2008 we held $145 million of the commercial paper in

trading account assets We did not hold any commercial paper issued by

the conduits at December 31 2007

Home Equity Securitizations

We evaluate all of our home equity securitizations for their potential to

experience rapid amortization event by estimating the amount and tim

ing of future losses on the underlying loans and the excess spread

Table Special Purpose Entities Liquidity Exposure
December 31 2008

VIEs QSPEs

Dollars in millions

Consolidated 1W Unconsolidated Unconsohdated Total

Commercial paper conduits

Multi-seller conduits
$11304 $41635 52939

Asset acquisition
conduits 1121 2622 3743

Other corporate conduits
1578 1578

Home equity securitizations
13064 13064

Municipai bond truSts
396 3872 2921 7189

Customer-sponsored conduits
980 980

Credit card securitizations
946 946

Collateralized debt obligation vehicles
542 542

Total liquidity exposure
$12821 $49651 $18509 80981

December 31 2007

ViEs QSPEs

Dollars in millions
Consolidated Uncorisohdated Unconsolidated Total

Commercial paper conduits

Multi.selier conduits $16984 $47335 64319

Asset acquisition conduits
623 399 022

Other corporate conduits
4263 4263

Municipal bond trusts 7359 3120 2988 13467

Customer-sponsored conduits
1724 1724

Collateralizeddebt obligation vehicles 131 3240 9026 12266

Total liquidity exposure $29206 $67604 7251 $104061

Ill We consolidate viEs when we are the primary benyficiaiyand absorb the majority of the enpected losses or espØcted residual returns of the viEsor both

121 Home equity necuritizations were added in connection with the Cnantrtseide acquisition

13 For additional information on our COO esposures at December31 2008 and 2007 and related writedowns see the COO discussion beginning on page 41
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available to cover such losses and by evaluating any estimated shortfalls

in relation to contractually defined triggers As of December 31 2008

$13.1 billion of outstanding principal balances of our home equity

securitization transactions were in rapid amortization Another $2.8 billion

of outstanding principal balances in our home equity securitization trans

actions are expected to enter rapid amortization

The Corporation is responsible for funding additional borrower draws

on home equity lines of credit underlying our securitization transactions

When transactions enter rapid amortization principal collections on

underlying loans are used to pay investor interests This has the effect of

extending the time period for which the Corporations advances are out

standing and we may not receive reimbursement for all of the funds

advanced to borrowers as senior bondholders and monoline insurers

have
priority for repayment While the available credit line for home equity

securitization transactions in or expected to be in rapid amortization was

approximately $1.0 billion at December 31 2008 maximum funding

obligation attributable to rapid amortization cannot be calculated as the

borrower has the
ability to pay down and redraw balances The amount in

Table equals the
principal balance of the outstanding trust certificates

that are subject to rapid amortization or $13.1 billion at December 31
2008 This amount is significantly higher than the amount we expect to

fund The charges we will ultimately record as result of the rapid amor

tization events are dependent on the performance of the loans the

amount of subsequent draws and the timing of related cash flows At

December 31 2008 the reserve for losses on expected future draw obli

gations on the home equity securitizations in or expected to be in rapid

amortization was $345 million For additional information on home equity

securitizations see Note Securitizations to the Consolidated Financial

Statements

Municipal Bond Trusts

We administer municipal bond trusts that hold highly rated long-term

fixed-rate municipal bonds The trusts obtain financing by issuing floating-

rate trust certificates that reprice on weekly basis to third party invest

ors We serve as remarketing agent and
liquidity provider for the trusts

These trusts are discussed in more detail in Note Variable Interest

Entities to the Consolidated Financial Statements

At December 31 2008 and 2007 we held $688 million and $125

million of floating rate certificates issued by unconsolidated municipal

bond trusts in trading account assets This increase is attributable to liii

quidity in the marketplace that occurred during the second half of 2008

Customer-Sponsored Conduits

We provide liquidity
facilities to conduits that are sponsored by our cus

tomers and which provide them with direct access to the commercial

paper market We are typically one of several liquidity providers for

customers conduit We do not provide SBLCs or other forms of credit

enhancement to these conduits Assets of these conduits consist primar

ily of auto loans student loans and credit card receivables The liquidity

commitments benefit from structural protections which vary depending

upon the program but given these protections the exposures are viewed

to be of investment grade quality

These commitments are included in Note 13 Commitments and

Contingencies to the Consolidated Financial Statements As we typically

provide less than 20 percent the total
liquidity commitments to these

conduits and do not provide other forms of support we have concluded

that we do not hold significant variable interest in the conduits and they

are not included in our discussion of VIEs in Note Variable Interest

Entities to the Consolidated Financial Statements

Credit Card Securitizations

During the second half of 2008 we entered into liquidity support agree

ment related to our commercial paper program that obtains financing by

issuing tranches of commercial paper backed by credit card receivables

to third party investors from trust sponsored by the Corporation If cer

tain criteria are met such as not being able to reissue the commercial

paper due to market illiquidity the commercial paper maturity dates can

be extended to 390 days from the original issuance date This extension

would cause the outstanding commercial paper to convert to an interest

bearing note and subsequent credit card receivable collections would be

applied to the outstanding note balance If any of the investor notes are

still outstanding at the end of the extended maturity period our liquidity

commitment obligates us to purchase maturity notes in order to retire the

investor notes As maturity note holder we would be entitled to the

remaining cash flows from the
collateralizing credit card receivables At

December 31 2008 there were no maturity notes outstanding and we

held $5.0 billion of investment grade securities in AFS debt securities

issued by the trust due to
illiquidity

in the marketplace For more

information on how our credit card securitizations impact our liquidity see

the Liquidity Risk and Capital Management discussion on page 55

Collateralized Debt Obligation Vehicles

CDO vehicles hold diversified pools of fixed income securities which they

fund by issuing multiple tranches of debt securities including commercial

paper and equity securities We provided liquidity support in the form of

written put options to several CDO5 totaling $542 million and $10.0 bil

lioo at December 31 2008 and 2007 In addition we provided other liq

uidity support to CDO conduit of $2.3 billion at December 31 2007

These CDOs are discussed in more detail in Note Variable Interest

Entities to the Consolidated Financial Statements

The decrease in liquidity support was primarily due to the termination

of $7.0 billion of put options for three CDOs and the termination of

$2.3 billion
liquidity commitment to the CDO conduit all of which were

liquidated during 2008 Additionally our liquidity support was reduced by

$2.2 billion as put options related to two CDO5 were consolidated on our

balance sheet following change in contractual arrangements and for

which we now hold all of the remaining outstanding commercial paper At

December 31 2008 we have
effectively eliminated our liquidity support

for these DOs

At December 31 2008 we held commercial paper of $323 million on

the balance sheet that was issued by one unconsolidated CDO At

December 31 2007 we held commercial paper of $6.6 billion that was

issued by unconsolidated CDOs and the CDO conduit

For more information on our super senior CDO exposure and related

writedowns see our CDO exposure discussion beginning on page 41 As

noted in the Super Senior Collateralized Debt Obligation Exposure on

page 42 we had net liquidity exposure of $476 million at December 31

2008 which is net of cumulative writedowns of $66 million At

December 31 2007 we had net liquidity exposure of $7.8 billion This

amount reflects gross exposure of $12.3 billion less insurance of $1.8

billion and cumulative writedowns of $2.7 billion

Obligations and Commitments
We have contractual obligations to make future payments on debt and

lease agreements Additionally in the normal course of business we

enter into contractual arrangements whereby we càmmit to future pur

chases of products or services from unaffiliated parties Obligations that

are legally binding agreements whereby we agree to purchase products or

services with specific minimum quantity defined at fixed minimum or

variable price over specified period of time are defined as purchase

obligations Included in purchase obligations in Table are vendor con-
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tracts of $6.2 billion commitments to purchase securities of $7.9 billion

and commitments to purchase loans of $14.3 billion The most sig

nificant of our vendor contracts include communication services process

ing services and software contracts Other long-term liabilities include our

contractual funding obligations related to the Qualified Pension Plans

Nonqudlified Pension Plans and Postretirement Health and Life Plans the

Plans Obligations to the Plans are based on the current and projected

obligations of the Plans performance of the Plans assets and any partic

ipant contributions if applicable During 2008 and 2007 we contributed

$1.6 billion and $243 million to the Plans and we expect to make at

least $229 million of contributions during 2009 The following table does

not include UTB5 of $3.5 billion associated with FIN 48 and tax-related

interest and penalties of $677 million

Debt lease equity and other obligations are more fully discussed in

Note 12 Short-term Borrowings and Long-term Debt and Note 13

Commitments and Con tingencies to the Consolidated Financial State

ments The Plans and UTBs are more fully discussed in Note 16

Employee Benefit Plans and Note 18 Income Taxes to the Consolidated

Financial Statements

Table presents total long-term debt and other obligations at

December 31 2008

Many of our lending relationships contain funded and unfunded ele

ments The funded portion is reflected on our balance sheet For lending

relationships carried at historical cost the unfunded component of these

commitments is not recorded on our balance sheet until draw is made

under the credit facility however reserve is established for probable

losses For lending commitments for which we have elected to account

for under SFAS 159 the fair value of the commitment is recorded in

accrued expenses and other liabilities

For more information on these commitments and guarantees includ

ing equity commitments see Note 13 Commitments and Contingencies

to the Consolidated Financial Statements For more information on the

adoption of SFAS 159 see Note 19 Fair Value Disclosures to the

Consolidated Financial Statements

We enter into commitments to extend credit such as loan commit

ments SBLCs and commercial letters of credit to meet the financing

needs of our customers For summary of the total unfunded or

off-balance sheet credit extension commitment amounts by expiration

date see the table in Note 13 Commitments and Contingencies to the

Consolidated Financial Statements

Other Commftmertts

We provided support to cash funds managed within GWIM by purchasing

certain assets at fair value and by committing to provide limited amount

of capital to the funds For more information see Note 13 Commit

ments and Contingencies to the Consolidated Financial Statements

Fair Values of Level Assets and Liabilities

Financial assets and liabilities whose values are based on prices or valu

ation techniques that require inputs that are both unobservable and are

significant to the overall fair value measurement are classified as Level

under the fair value hierarchy established in SFAS 157 The Level finan

cial assets and liabilities include private equity investments consumer

MSRs ABS highly structured complex or long-dated derivative contracts

and certain CDO5 for which there is not an active market for identical

assets from which to determine fair value or where sufficient current

market information about similar assets to use as observable corrobo

rated data for all significant inputs into valuatiob model is not available

In these cases the fair values Of these Level financial assets and

liabilities are determined using pricing models discounted cash flow

methodologies net asset value approach for certain structured secu

rities or similar techniques for which the determination of fair value

requires significant management judgment or estimation

Valuations of products using models or other techniques are sensitive

to assumptions used for the significant inputs Where market data is

available the inputs used for valuation reflect that information as of our

valuation date Inputs to valuation models are considered unobservable if

they are supported by little or no market activity
In periods of extreme

volatility lessened liquidity or in illiquid markets there may be more

variability in market pricing or lack of market data to use in the valu

ation process An illiquid market is one in which little or no observable

activity has occurred or one that lacks willing buyers or willing sellers Fair

value adjustments include adjustments for counterparties credit risk as

well as our own credit risk and liquidity as appropriate to determine fair

value measurement Judgment is then applied in formulating those

inputs Our valuation risk however is mitigated through valuation adjust

ments for particular inputs performance of stress testing of those inputs

to understand the impact that varying assumptions may have on the valu

ation and other review processes performed to ensure appropriate valu

ation

For example at December 31 2008 classified within Level are

$2.4 billion of AFS debt securities $887 million of trading account

assets and $934 million of net derivative assets associated with our CDO

exposure Substantially all of these AFS debt securities were acquired as

result of our liquidity obligations to certain COOs For more information

regarding our CDO exposure the types of assets underlying these

exposOres e.g percentage of subprime assets and vintages and related

valuation techniques see our CDO exposure discussion on page 41

Consumer MSR5 are also included in Level assets as valuing these

MSR5 requires significant management judgment and estimation The

Corporation uses an option-acusted spread OAS valuation approach to

determine the fair value of MSR5 which factors in prepayment risk This

approach consists of projecting servicing cash flows under multiple inter-

Table Lông-term Debt and Other Obligations
December 31 2008

Due after Due after

Due in year through years through Due after

Dollars in milliuns
year or less years years years

Total

Long-term
debt and capital eases $42882 $76433 $49471 99506 $268292

Purchase obligations
19326 7743 1198 144 28411

Operating
lease obligations

316 829 701 320 17 166

othjgterryjiabilrtie
395 779 516 532 2222

Total long-term debt and other obligations
$64919 $88784 $53886 $108502 $316091

111 obhgations that are iegaii binding agreements whereby we agree to purchase products or services with spsciftc minimum quantity defined at fised minimum or varLable price ouer specified pariod of time are

defined as purchase obligations
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est rate scenarios and discounting these cash flows using risk-adjusted

discount rates The key economic assumptions used in valuations of

MSRs include weighted average lives of the MSRs and the OAS levels

For more information on Level MSRs and their
sensitivity to prepayment

rates and 0AS levels see Note 21 Mortgage Servicing Rights to the

Consolidated Financial Statements

For additional information on our Level and fair value measure

ments including the valuation techniques utilized to determine their fair

values see Note Summary of Significant Accounting Principles and

Note 19 Fair Value Disclosures to the Consolidated Financial State

ments and Complex Accounting Estimates on page 93
Valuation-related issues confronted by credit market participants

including the Corporation in the current market include uncertainty result

ing from significant decline in market
activity

for certain credit products

significant increase in dependence on model-related assumptions and/or

unobservable model inputs doubts about the quality of the market

information used as inputs often because it is not clear whether

observable transactions are distressed sales and significant downgrades

of structured products by ratings agencies For exmple valuations of

certain CDO securities and related written put options declined sig

nificantly in response to market concerns Additionally liquidity issues in

the ARS sector impacted the value of such securities It is possible that

the economic value of these securities could be different as the cash

flows from the underlying assets may ultimately be higher or lower than

the assumptions used in current valuation models With the exception of

the changes discussed below there have been no significant changes to

the valuation methodologies used to value Level assets and liabilities

during the period

The table below presents reconciliation for all Level assets and

liabilities measured at fair value on recurring basis during 2008 includ

ing realized and unrealized gains losses included in earnings and OCI

Level assets before the impact of counterparty netting related to our

derivative positions were $59 billion as of December 31 2008 and

represented approximately 10 percent of assets measured at fair valu

or three percent of total assets Level liabilities before the impact of

counterparty netting related to our derivative positions were $8.0 billion

as of December 31 2008 and represented approximately nine percent of

the liabilities measured at fair value or less than one percent of total

iiabilitres See Note 19 Fair Value Disclosures to the Consolidated

Financial Statements for table that presents the fair value of Level

and assets and liabilities at December 31 2008

Countrywide Acquisition

The Countrywide acquisition on July 2008 added consumer MSRs of

$17.2 billion trading account assets of $1.4 billion LHFS of $1.4 billion

accrued
expenses and other liabilities of $1.2 billion related to certain

secured financings and AFS debt securities of $528 million to our Level

assets and liabilities Activity subsequent to July 2008 has been

included in the reconciling items in the table below

inckided in Earnings and Other Comprehensve income

During 2008 we recognized losses of $12.1 billion on Level assets

and liabilities which were primarily related to losses on consumer MSRs

trading account assets and AFS debt securities
partially offset by gains

on net derivatives The losses on consumer MSRs were due to declines

in mortgage rates which resulted in significant increase in expected

prepayments causing large decreases in the value of our consumer

MSR5 These consumer MSR losses were more than offset by economic

hedge gains of which approximately $750 million were classified as Level

The losses in our trading account assets were due to widening credit

spreads on our trading account positions and losses related to CDO5 and

ARS The losses on AFS debt securities were primarily driven by other-

than-temporary impairment on CDO-reated exposures and losses on cer

tain investments we purchased from our GWIM cash funds The gains in

net derivatives were driven by positive valuation adjustments on our

IRLCs MSR hedge gains and gains recognized on hedges of our Level

trading account assets We also recorded unrealized losses of $1.7 bil

lion pre-tax through OCI during 2008 due to widening credit spreads on

mortgage-backed securities collateralized by first liens on residential real

estate as well as temporary impairments recognized on commercial

paper and term notes These decreases were partially offset by the

unrealized gains on privately placed mortgage-backed securities that were

transferred into Level during 2008

Level financial instruments such as.our consumer MSRs may be

economically hedged with derivatives not classified as Level therefore

gains or losses associated with Level financial instruments may be

offset by gains or losses associated with financial instruments classified

in other levels of the fair value hierarchy The net losses recorded in earn

ings and OCI did not have significant impact on our liquidity or capital

resources

rpable 10 Level Fair Value Measurements

Year Ended December 31 2008

Avaliabie- Accrued

Trading for Saie Loans Mortgage Loans Expenses

Net Accosnt Debt and Servicing Heid-for- Other and Other

Dollars in millions Derivatives111 Assets Securities Leasesi2i Rights Saiei2i Assets3i Liabihtiesi2

Balance January 2008 $1203 4027 5507 $4590 3053 1334 $3987 660
Countrywide acquisition 185 1407 528 17188 1425 1212
Included in earnings 2531 3222 2509 780 7115 1047 175 169
Included in OCI 1688
Purchases Issuances and settlements 380 055 754 603 393 542 550 101

Transfers into lout ofl Level 253 7161 14110 2212 40
Balance December 31 2008 2270 7318 $18702 $5413 $12733 3382 $3572 $1940
ii Net derivatives at December 31 2008 included derivative assets of $8.3 billion and derivative liabilities of $8.0 billion Net derivatives acquired in connection with Couotrsnide included derivative assets of $107

million and derivative liabilities of $292 milliOn as of July 2008

Amounts represent Items which aro accounted for at fair value
in accordance with SPAS 159 including commercial loan commitments and certain secured financings recorded in accrued expenses and other liabilities

Other assets include equity investments held by Principal Investing and certain retained interests in securitlzatlon vehicles including ioterest only strips
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Purchases Issuances and Settements

During 2008 we had net purchases of $2.8 billion of Level AFS debt

securities net settlements of $2.1 billion of Level trading account

assets and net purchases of $1.4 billion in net derivatives The net

purchases in Level AFS debt securities were driven by the addition of

certain securities that were purchased from our GWM cash funds as well

as purchases of ARS mortgage-backed securities and collateralized

mortgage obligations These purchases were partially offset by settle

ments of certain CDO-related exposures The settlements for trading

account assets were primarily related to the liquidation of certain CDO

vehicles partially
offset by the purchase of ARS pursuant to our agree

ments to purchase certain ARS from our customers For more information

on our ARS agreements see Recent Events on page 22 The net settle

ments of derivative liabilities were driven by the extinguishment of our

liquidity exposure to certain CDO vehicles

Transfers into or out of Lev

Transfers into or out of Level are made if the inputs used in the finan

cial models measuring the fair values of the assets and liabilities became

unobservable or observable respectively in the current marketplace

These transfers are eftective as of the beginning of the quarter therefore

Table 10 considers any gains or losses occurring on these assets and

liabilities during each quarter that they are classified as Level

During 2008 several transfers were made into or out of Level AFS

debt securities of $14.1 billion and trading account assets of $7.2 billion

were transferred into Level Included in the $14.1 billion of AFS debt

securities were assets of certain consolidated multi-seller conduits and

securities in the form of commercial paper issued by CDO5 Included in

the $7.2 billion of transfers of trading account assets were student loan

ARS certain bond positions and asset-backed securities These assets

were transferred due to lack of liquidity in the marketplace In light
of

the illiquidity we implemented change to our valuation approach for

these instruments basing the valuation on assumptions about the

weighted average life of the security estimated future coupons to be paid

and spreads observed in pricing of similar instruments

Managing Risk

Overview

Our management governance structure enables us to manage all major

aspects of our business through our planning and review process that

includes strategic financial associate customer and risk planning We

derive much of our revenue from managing risk from customer trans

actions for profit In addition to qualitative factors we utilize quantitative

measures to optimize risk and reward trade offs in order to achieve

growth targets and financial objectives while reducing the variability of

earnings and minimizing unexpected losses Risk metrics that allow us to

measure performance include economic capital targets and corporate risk

limits By allocating economic capital to line of business we effectively

manage the ability to take on risk Review and approval of business plans

incorporate approval of economic capital allocation and economic capital

usage is monitored through financial and risk reporting Industry country

trading asset allocation and other limits supplement the allocation of

economic capital These limits are based on an analysis of risk and

reward in each line of business and management is responsible for track

ing and reporting performance measurements as well as any exceptions

to guidelines or limits Our risk management process continually eval

uates risk and appropriate metrics needed to measure it

Our business exposes us to the following major risks strategic liquid

ity credit market compliance and operational risk Strategic risk is the

risk that adverse business decisions ineffective or inappropriate busi

ness plans or failure to respond to changes in the competitive environ

ment business cycles customer preferences product obsolescence

execution and/or other intrinsic risks of business will impact our ability to

meet our objectives Liquidity
risk is the inability to accommodate liability

maturities and deposit withdrawals fund asset growth and meet con

tractual obligations through uncDnstrained access to funding at reason

able market rates Credit risk is the risk of loss arising from borrowers

or counterpartys inability to meet its obligations Market risk is the risk

that values of assets and liabilities or revenues will be adversely affected

by changes in market conditions such as interest rate movements

Compliance risk is the risk posed by the failure to manage regulatory

legal
and ethical issues that could result in monetary damages losses or

harm to the banks reputation or image Operational risk is the risk of

loss resulting from inadequate or failed internal processes people and

systems or external events The following sections Strategic Risk Man

agement on page 55 Liquidity
Risk and Capital Management beginning

on page 55 Credit Risk Management beginning on page 61 Market Risk

Management beginning on page 84 and Compliance and Operational

Risk Management beginning on page 92 address in more detail the

specific procedures measures and analyses of the major categories of

risk that we manage

Risk Management Processes and Methods

We have established and continually enhance control processes and use

various methods to align risk-taking and risk management throughout our

organization These control processes and methods are designed around

three lines of defense lines of business enterprise functions and

Corporate Audit

The lines of business are the first line of defense and are responsible

for identifying quantifying mitigating and monitoring all risks within their

lines of business while certain enterprise-wide risks are managed cen

trally
For example except for trading-related business activities interest

rate risk associated with our business activities is managed centrally as

part of our ALM activities Line of business management makes and

executes the business plan and is closest to the changing nature of risks

and therefore we believe is best able to take actions to manage and

mitigate those risks Our lines of business prepare periodic self-

assessment reports to identify the status of risk issues including miti

gation plans if appropriate These reports roll up to executive

management to ensure appropriate risk management and oversight and

to identify enterprise-wide issues Our management processes structures

and policies aid us in complying with laws and regulations and provide

clear lines for decision-making and accountability Wherever practical we

attempt to house decision-making authority as close to the transaction as

possible while retaining supervisory control functions from both in and

outside of the lines of business

The key elements of the second line of defense are our Risk Manage

ment Compliance Finance and Treasury Human Resources and Legal

functions These groups are independent of the lines of businesses and

are organized on both line of business and enterprise-wide basis For

example for Risk Management senior risk executive is assigned to

each of the lines of business and is responsible for the oversight of all

the risks associated with that line of business Enterprise-level risk

executives have responsibility to develop and implement polices and

practices to assess and manage enterprise-wide credit market and

operational risks

Corporate Audit the third line of defense provides an independent

assessment of our management and internal control systems Corporate

Audit activities are designed to provide reasonable assurance that

resources are adequately protected significant financial managerial and

operating information is materially complete accurate and reliable and
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employees actions are in compliance with corporate policies standards

procedures and applicable laws and regulations

We use various methods to manage risks at the line of business lev

els and corporate-wide Examples of these methods include planning and

forecasting risk committees and forums limits models and hedging

strategies Planning and forecasting facilitates analysis of actual versus

planned results and provides an indication of unanticipated risk levels

Generally risk committees and forums are composed of lines of busi

ness risk management treasury compliance legal and finance person

nel among others who actively monitor performance against plan limits

potential issues and introduction of new products Limits the amount of

exposure that may be taken in product relationship region or industry

seek to align corporate-wide risk goals with those of each line of business

and are part of our overall risk management process to help reduce the

volatility of market credit and operational losses Models are used to

estimate market value and net interest income sensitivity and to esti

mate expected and unexpected losses for each product and line of busi

ness where appropriate Hedging strategies are used to manage the risk

of borrower or counterparty concentration risk and to manage market risk

ntheportfolio

The formal processes used to manage risk represent only one portion

of our overall risk management process Corporate culture and the

actions of our associates are also critical to effective risk management

Through our Code of Ethics we set high standard for our associates

The Code of Ethics provides framework for all of our associates to

conduct themselves with the highest integrity in the delivery of our prod

ucts or services to our customers We instill risk-conscious culture

through communications training policies procedures and organiza

tional roles and responsibilities Additionally we continue to strengthen

the linkage between the associate performance management process

and individual compensation to encourage associates to work toward

corporate-wide risk goals

Oversight

The Board oversees the risk management of the Corporation through its

committees management committees and the Chief Executive Officer

The Boards Audit Committee monitors the effectiveness of our

internal controls the integrity of our Consolidated Financial State

rnents and compliance with legal and regulatory requirements In addi

tion the Audit Committee oversees the internal audit function and the

independent registered public accountant The Boards Asset Quality

Committee oversees credit and market risks and related topics that may

impact our assets and earnings The Finance Committee management

committee oversees the development and performance of the policies

and strategies for managing the strategic credit market and operational

risks to our earnings and capital The Asset Liability Committee ALCO
subcommittee of the Finance Committee oversees our policies and proc

esses designed to assure Sound market risk and balance sheet

management The Global Markets Risk Committee GRC has been des

ignated by ALCO as the primary governance authority for Global Markets

Risk Management The Compliance and Operational Risk Committee

subcommittee of the Finance Committee oversees our policies and proc

esses designed to assure sound operational and compliance risk

management The Credit Risk Committee CRC subcommittee of the

Finance Committee oversees and approves our adherence to sound

credit risk management policies and practices Certain CRC approvals are

subject to the oversight of the Boards Asset Quality Committee The

Executive Management Team i.e Chief Executive Officer and select

executives of the management team reviews our corporate strategies

and objectives evaluates business performance and reviews business

plans including economic capital allocations to the Corporation and lines

of business Management continues to direct corporate-wide efforts to

address the Basel Committee on Banking Supervisionsnew risk-based

capital standards Basel II The Audit Committeeand Finance Committee

oversee managements plans to comply with Basel II For additional

information see the Basel II discussion on page 59 and Note 15 Regu

latoty Requirements and Restrictions to the Consolidated Financial

Statements

Strategic Risk Management
Strategic risk is the risk that adverse business decisions ineffective or

inappropriate business plans or failure to respond to changes in the

competitive environment business cycles customer preferences product

obsolescence execution and/or other intrinsic risks of business will

impact our ability to meet our objectives We use our planning process to

help manage strategic risk key component of the planning process

aligns strategies goals tactics and resources throughout the enterprise.

The process begins with the creation of corporate-wide business plan

which incorpOrates an assessment of the strategic risks This business

plan establishes the corporate strategic direction The planning process

then cascades through the lines of business creating business line plans

that are aligned with the Corporations strategic direction At each level

tactics and metrics are identified to measure success in achieving goals

and assure adherence to the plans As part of this process the lines of

business continuously evaluate the impact of changing market and busi

ness conditions and the overall risk in meeting objectives See the

Compliance and Operational Risk Management section on page 92 for

further description of this process Corporate Audit in turn monitors and

independently reviews and evaluates the plans and measurement proc

esses

One of the key tools we use to manage strategic risk is economic

capital allocation Through the economic capital allocation process we

effectively manage each line of businesss ability to take on risk Review

and approval of business plahs incorporate approval of economic capital

allocation and economic capital usage is monitored through financial and

risk reporting Economic capital allocation plans for the lines of business

are incorporated into the Corporations operating plan that is approved by

the Board on an annual basis

Liquidity Risk and Capital Management

Liquidity Risk

Liquidity is the ongoing ability to accommodate liability matQritiØs and

deposit withdrawals fund asset growth and business operations and

meet contractual obligations through unconstrained access to funding at

reasonable market rates Liquidity management involves forecasting fund

ing requirements and maintaining sufficient capacity to accommodate

fluctuations in asset and liability levels due to changes in our business

operations or unanticipated events Sources of liquidity include deposits

and other customer-based funding and wholesale market-based funding

We manage liquidity at two levels The first is the
liquidity

of the

parent company which is the holding company that owns the banking and

nonbanking subsidiaries The second is the liquidity of the banking sub

sidiaries The management of
liquidity at both levels is essential because

the parent company and banking subsidiaries have different funding

needs and sources and are subject to certain regulatory guidelines and

requirements Through ALCO the Finance Committee is responsible for

establishing our liquidity policy as well as approving operating and con

tingency procedures and monitoring liquidity on an ongoing basis Corpo

rate Treasury is responsible for planning and executing our funding

activities and strategy
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In order to ensure adequate liquidity through the full range of potential

operating environments and market conditions we conduct our liquidity

management and business activities in manner that will preserve and

enhance funding stability flexibility and diversity Key components of this

operating strategy include strong focus on customer-based funding

maintaining direct relationships with wholesale market funding providers

and maintaining the ability
to liquefy certain assets when and if require

ments warrant Credit markets substantially deteriorated over the past 18

months and access to non-guaranteed market-based funding has dimin

ished for financial institutions For these reasons we have utilized various

government institutions e.g.-Federal Reserve U.S Treasury and FDIC

funding programs to enhance our liquidity position Many of these facili

ties are temporary in nature but have provided significant market stability

and have allowed many banks to maintain healthy liquidity profile

We develop and maintain contingency funding plans for both the

parent company and bank liquidity positions These plans evaluate our

liquidity position under various operating circumstances and allow us to

ensure that we would be able to operate through period of stress when

access to normal sources of funding is constrained The plans project

funding requirements during potential period of stress specify and

quantify sources of liquidity outline actions and procedures for effectively

managing through the problem period and define roles and

responsibilities They are reviewed and approved annually by ALCO

Under normal business conditions primary sources of funding for the

parent company include dividends received from its banking and non-

banking subsidiaries and proceeds from the issuance of senior and

subordinated debt as well as commercial paper and equity Primary uses

of funds for the parent company include repayment of maturing debt and

commercial paper share repurchases dividends paid to shareholders

and subsidiary funding through capital or debt

Our borrowing costs and ability to raise funds are directly impacted by

our credit ratings The credit ratings of Bank of America Corporation and

Bank of America N.A as of February 27 2009 are reflected in the table

below

The cost and availability of unsecured and secured financing are

impacted by changes in our credit ratings reduction in these ratings or

the ratings of other asset-backed securitizations could have an adverse

effect on our access to credit markets and the related cost of funds

Some of the primary factors in maintaining our credit ratings include

stable and diverse earnings stream strong capital ratios strong credit

quality and risk management controls diverse funding sources and dis

ciplined liquidity monitoring procedures

If the Corporations long-term credit rating was incrementally down

graded by one level by the rating agencies we estimate the incremental

cost of funds and the potential lost funding would continue to be negli

gible for senior and subordinated debt and short-term bank debt

Additionally we do not believe that funding requirements for VIEs and

other third party commitments would be significantly impacted However

if the Corporations short-term credit rating was downgraded by one level

our incremental cost of funds and potential lost funding may

be material due to the negative impacts on our commercial paper pro

grams

Since October 2008 Bank of America has had the ability to issue

long-term senior unsecured debt through the TLGP program This program

gives us the ability
to issue AAA-rated debt backed by the full faith and

credit of the U.S government regardless of our current credit rating For

further information regarding this program see Regulatory Initiatives

beginning on page 20

The parent company maintains cushion of excess liquidity that

would be sufficient to fully fund the holding company and nonbank affili

ate operations for an extended period during which funding from normal

sources is disrupted The primary measure used to assess the parent

companys liquidity is the Time to Required Funding during such

period of liquidity disruption Since deposits are taken by the bank operat

ing subsidiaries and not by the parent company this measure is not

dependent on the bank operating subsidiaries stable deposit balances

This measure assumes that the parent company is unable to generate

funds from debt or equity issuance receives no dividend income from

subsidiaries and no longer pays undeclared dividends to shareholders

while continuing to meet nondiscretionary uses needed to maintain oper

ations and repayment of contractual principal and interest payments

owed by the parent company arid affiliated companies Under this scenar

io the amount of time the parent company and its nonbank subsidiaries

can operate and meet all obligations before the current liquid assets are

exhausted is considered the Time to Required Funding ALCO approves

the target range set for this metric in months and monitors adherence to

the target Maintaining excess parent company cash helps to facilitate

the target range of 21 to 27 months for Time to Required Funding and

is the primary driver of the timing and amount of the Corporations debt

issuances -After incorporating the impacts of the Corporations acquis

ition of Merrill Lynch including the $10.0 billion of Series Preferred

Stock issued in connection with the TARP Capital Purchase Program

Time to Required Funding increased to 23 months at December 31

2008 compared to 19 months at December 31 2007 Excluding the

impacts of Merrill Lynch acquisition and Series Preferred Stock issu

ance would result in significantly higher Time to Required Funding as

we had taken certain- liquidity actions prior to December 31 2008 in

preparation for the Merrill Lynch acquisition The bank operating sub

sidiaries maintain sufficient funding capacity to address large increases

in funding requirements such as deposit outflows This capacity is com

prised of available wholesale market capacity liquidity derived from

reduction in asset levels and various secured funding sources

The primary sources of funding for our banking subsidiaries include

customer deposits and wholesale market-based funding Primary uses of

funds for the banking subsidiaries include growth in the core asset portfo

lios including loan demand and in the ALM portfolio We use the ALM

portfolio primarily to manage interest rate risk and liquidity risk

Table 11 Credit Ratings
Bank of America Corporation Bank of America N.A._

Subordinated Commercial Short-term Long-term

Senior Debt Debt Paper Borrowings
Debt

Moody Investors Service
Al A2 P1 P1 Aa2

Standard Poors
A-l A-1 AA

Fitch Ratings
F1 F1
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One ratio that can be used to monitor the
stability

of our funding

composition and takes into account our deposit balances is the loan to

domestic deposit ratio This ratio reflects the percent of loans and

leases that are funded by domestic core deposits relatively stable

funding source ratio below 100 percent indicates that our loan portfolio

is completely funded by domestic core deposits The ratio was 118 per

cent at December 31 2008 compared to 127 percent at December 31
2007

ALCO determines prudent parameters for wholesale market-based

borrowing and regularly reviews the funding plan for the bank subsidiaries

to ensure compliance with these parameters The contingency funding

plan for the banking subsidiaries evaluates liquidity over 12-month

period in variety of business environment scenarios assuming different

levels of earnings performance and credit ratings as well as public and

investor relations factors Funding exposure related to our role as liquidity

provider to certain off-balance sheet financing entities is also measured

under stress scenario In this analysis ratings are downgraded such

that the off-balance sheet financing entities are not able to issue

commercial paper and backup facilities that we provide are drawn upon

In addition potential draws on credit facilities to issuers with ratings

below certain level are analyzed to assess potential funding exposure

The financial market disruptions that began in 2007 continued to

impact the economy and financial services sector during 2008 The

unsecured funding markets remained stressed and experienced short-

term periods of illiquidity during the second half of the year as prime

money market fund managers remained focused on redemptions and

increased their portfolio composition to shorter and more liquid

government-sponsored assets As result of the disruptions the Corpo

ration shifted to issuing FDIC guaranteed TLGP debt in the fourth quarter

to generate material funding in the capital markets

Our primary banking subsidiary Bank of America N.A is maintaining

historically high levels of cash with the Federal Reserve each day as well

as ensuring an unused portion of high quality collateral is available to

generate cash at all times Further Bank of America N.A maintains addi

tional collateral that could utilize the Federal Reserves balance sheet

through the Discount Window in the event of deep and prolonged shock

to funding markets

The Corporation also utilizes overnight repo markets During the most

severe liquidity disruptions in the overnight repo markets we did not expe

rience
liquidity

issues Nonetheless we have recently reduced overnight

funding exposure at both the parent and banking subsidiary levels

In addition liquidity for ABS disappeared and issuance spreads rose

to historic highs negatively impacting our credit card securitization pro

grams If these conditions persist it could adversely affect our ability to

access these markets at favorable terms in the future Approximately

$20.7 billion of debt issued through our U.S credit card securitizations

trust will mature in the upcoming 12 months The U.S credit card

securitization trust had approximately $88.6 billion and $84.8 billion in

outstanding securitized loans at December 31 2008 and 2007 and the

trust excess spread was 5.64 percent and 6.64 percent If the 3-month

average excess spread declines below 4.50 percent the residual excess

cash flows that are typically returned to the Corporation will be held by

trustee up to certain levels as additional credit enhancements to the

investors If the excess spread were to decline to zero percent the trust

would enter into early amortization repayment of the debt issued through

our credit card securitizations would be accelerated and the Corporation

will have to fund all future credit card loan advances on-balance sheet

This could adversely impact the Corporations liquidity and capital

As specifically permitted by the terms of the transaction documents

and in an effort to address the recent decline in the excess spread due to

the performance of the underlying credit card receivables in the U.S

credit card securitization trust an additional subordinated security total

ing approximately $8.0 billion will be issued by the trust to the Corpo

ration in the first quarter of 2009 This security will provide additional

credit enhancement to the trust and its investors In addition upon corn

pletion of requirements set forth in transaction documents we plan to

allocate percentage of new receivables into the trust that when col

lected will be applied to finance charges which is expected to increase

the
yield

in the trust These actions are not expected to have significant

impact on the Corporations results of operations If these actions had

occurred on December 31 2008 the impact would have increased our

Tier risk-weighted assets by approximately $75 billion or six percent

While market conditions have been challenging we experienced

significant increase in deposits as we benefited from consumer and

business flight-to-safety in the second half of 2008 We have also taken

direct actions to enhance our liquidity position during 2008 including

receiving cash proceeds of $34.7 billion on the issuance of preferred

stock $9.9 billion of common stock net of underwriting expenses $8.5

billion of senior notes $1.0 billion of Eurodollar floating rate notes and

$15.6 billion of debt issued under the TLGP by the parent company

Included in the $34.7 billion of cash proceeds on the issuance of pre

ferred stock is $15.0 billion related to the Series Preferred Stock that

was issued in connection with the TARP Capital Purchase Program which

is discussed further below Furthermore in January 2009 the Corporation

issued Series Preferred Stock for an additional $10.0 billion of cash

proceeds in connection with the TARP Capital Purchase Program

In addition in January 2009 the U.S government agreed to assist in

the Merrill Lynch acquisition by making further investment in the Corpo

ration of $20.0 billion in preferred stock Further the U.S government

has agreed in principle to provide protection against the possibility of

unusually large losses on $118.0 billion in selected capital markets

exposure primarily from the former Merrill Lynch portfolio As fee for

this arrangement we expect to issue to the U.S Treasury and FDIC

total of $4.0 billion of new class of preferred stock and to issue war

rants to acquire 30.1 million shares of Bank of America common stock

For more information see the Recent Events section on page 22

Lastly Bank of America N.A issued $10.0 billion of senior unsecured

bank notes of which $6.0 billion included an extendible feature $4.3 bil

lion of debt under the TLGP and $43.1 billion in short term bank notes

Also several funding programs have been made available through the

Federal Reserve which are more fully described in Regulatory Initiatives-

on page 20

majority of the long-term liquidity obtained by the Corporation under

the TLGP since the announcement of the Merrill Lynch acquisition was

completed in preparation for the funding needs of the combined orga

nizations We will continue to manage the liquidity position of the corn

bined company through our ALM activities Merrill Lynch had long-term

debt outstanding with fair value of $189.4 billion at acquisition As the

organizations integrate the Corporation intends to utilize the capital

markets to maintain its Time to Required Funding within the approved

ALCO guidelines

Regulatory Capital

At December 31 2008 the Corporation operated its banking activities

primarily under three charters Bank of America N.A FIA Card Services

N.A and Countrywide Bank FSB Effective October 17 2008 LaSalle

Bank N.A merged with and into Bank of America N.A with Bank of

America NA as the surviving entity As regulated financial services

company we are governed by certain regulatory capital requirements At

December 31 2008 and 2007 the Corporation Bank of America N.A

and FIA Card Services N.A were classified as well-capitalized for regu

latory purposes the highest classification Effective July 2008 we
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acquired Countrywide Bank FSB which is regulated by the Office of Thrift

Supervision OTS and is therefore subject to OTS capital requirements

Countrywide Bank FSB is required by OTS regulations to maintain

tangible equity ratio of at least two percent to avoid being classified as

critically undercapitalized At December 31 2008 Countrywide Bank

FSBs tangible equity ratio was 6.64 percent and was classified as well-

capitalized -for regulatory purposes Management believes that the

Corporation Bank of America N.A FIA Card Services N.A and Country

wide Bank FSB will remain well-capitalized

Certain corporate sponsored trust companies which issue trust pre

ferred securities Trust- Securities are not consolidated pursuant to FIN

46R In accordance with -FRB guidance the FRB allows Trust Securities to

qualify as Tier Capital with revised quantitative limits that would be

effective on March 31 2009 As result we include Trust Securities in

TiOr Capital

Such limits restricted core capital elements to 15 percent for interna

tionally active bank holding companies In addition the FRB revised the

qualitative standards for capital instruments included in regulatory capi

tal Internationally active bank holding companies are those with con

solidated assets greater than $250 billion or-on-balance sheet exposure

greater than $10 billiOn At December 31 2008 the Corporations

restricted core capital elements comprised 14.7 percent of total core

capital elements The Corporation expects to remain fully compliant with

the revised limits prior to the implementation date of March 31 2009

Table 12 reconciles the Corporations total shareholders equity to

Tier and Total Capital as defined by the regulations issued by the FRB

the FDIC the 0CC and the OTS at December 31 2008 and 2007

At December 31 2008 the Corporations Tier Capital Total Capital

and Tier Leverage ratios were 9.15 percent 13.00 percent and 6.44

percent respectively See Note 15 Regulatoty Requirements and

Restrictions to the Consolidated Financial Statements for more

information on the Corporations regulatory capital

The Corporation calculates tangible common equity as common

shareholders equity less goodwill and intangible assets excluding MSR5

divided by total assets less goodwill and intangible assets excluding

MSR5J Our tangible common equity ratio decreased to 2.83 percent at

December 31 2008 as compared to 3.35 percent at December 31

2007 as the favorable impact to common equity from the issuance of

common stock and net income during the year was more than offset by

dividend payments and an increased loss in accumulated

OCI Management remains focused on balance sheet discipline and

reducing non-core business asset levels to improve this ratio in future

periods Unlike the Tier Capital ratio the tangible common equity ratio

is subject to fluctuations in accumulated OCI including unrealized losses

on AFS debt securities that we expect to return to par upon their maturity

which adversely impacted this ratio at December 31 2008

On January 2009 we completed the acquisition of Merrill Lynch

and subsequently issued an additional $10.0 billion of preferred stock in

connection with the TARP Capital Purchase Program In addition on Jan

uary 16 2009 the U.S government agreed to assist in the Merrill Lynch

acquisition by making further investment in the Corporation of $20.0

billion in preferred stock Further the U.S government has agreed in

principle to provide protection against the possibility
of unusually large

losses on $118.0 billion in selected capital markets exposure primarily

from the former Merrill Lynch Portfolio As fee for this arrangement we

expect to issue to the U.S Treasury and FDIC total of $4.0 billion of

new class of preferred stock On pro forma basis the net impact of the

additional capital actions and the acquisition of Merrill Lynch would result

in Tier Capital ratio of approximately 10.7 percent and tangible

common equity ratio of 2.6 percent at December 31 2008

Management continuously evaluates opportunities to build to the

Corporations capital position During this heightened period of market

stress there is limited ability to source meaningful private-sector capital

Management therefore remains focused on managing asset-levels appro

priately ensuring we deploy TARP funds to core lending businesses and

trimming other assets in non-core businesses The Merrill Lynch balance

sheet ended the year at approximately $650 billion down from $875 bil

lion at September 30 2008 These reductions provided significant bene

fit to capital while not forgoing meaningful earnings to the Corporation

Management is also focused on disciplined expense management to

further contribute to the Corporations capital position through earnings

generation The government actions noted above ensures the Corporation

has adequate capital to manage through this earnings cycle but we are

clearly
focused on evaluating opportunities to repay the government

as soon as possible Obviously the earnings environment and overall

health of markets will dictate the pace in which we are able to accomplish

these objectives Further management is engaged in holistic stress-

testing of the Corporations earnings capital and liquidity position

Management recognizes the interdependencies and the importance of

planning under wide range of potential scenarios in light of the historic

volatility witnessed over the past 18 months

Table 12 Reconciliation of Tier and Total Capital

December 31

Dollars in millions

2008 2007

Tier Capital

Total shareholders equity --
$177052 $146803

Goodwill
81934 775301

Nlonqualifying intangible
assets 111

--
4195 52391

Effect of net unrealized gains losses on AFS debt and marketable equity securities and net gains losses on derivatives recorded in

accumulated OCI net-of-tax
5479 2149

Unamortized net periodic benefit costs recorded in accumulated OCI net-of-tax 4642 1301

Trust securitiqs
18105 16863

Other 1665 3323

Total Tier Capital
120814 83372

Long-term debt qualifying as Tier Capital
31312 31771

Allowance for loan and lease losses
23071 11588

Reserve for unfunded lending commitments
421 518

Other 957 6471

Total Capital
$171661 $133720

Ill

Nonqualifying intangible assets of the Corporation are csnprised of certain core deposit intangibles affinity relationships and other intangibles

121 At December 31 2008 and 2007 includes 45 percent of the pre-tax fair value adjastment of $3.5 billion and $6.0 billion related to the Corporations stcch investment in CCB
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Baselli

In June 2004 the Basel Accord was published with the intent of more

closely aligning regulatory capital requirements with underlying

risks Similar to economic capital measures Basel II seeks to address

credit risk market risk and operational risk

While economic capital is measured to cover unexpected losses the

Corporation also maintains certain threshold in terms of regulatory capi

tal to adhere to legal
standards of capital adequacy These thresholds or

leverage ratios will continue to be utilized for the foreseeable future

The Basel II Final Rule Basel II Rules which was published on

December 2007 establish requirements for the U.S implementation

and provide detailed capital requirements for credit and operational risk

under Pillar supervisory requirements under Pillar and disclosure

requirements under Pillar We are still awaiting final rules for market

risk requirements under Basel II

The Basel II Rules allowed U.S financial institutions to begin parallel

reporting as early as 2008 upon successful development and approval of

formal Implementation Plan which was approved during the third quar

ter of 2008 During the parallel period the resulting capital calcu

lations under both the current Basel rules and the Basel II Rules

should be reported to the financial institutions regulatory supervisors for

examination and compliance for at least four consecutive quarterly peri

ods Once the parallel period and subsequent three-year transition period

are successfully completed the financial institution will utilize Basel II as

their means of capital adequacy assessment measurement and reporting

and discontinue use of Basel

With the acquisition of Countrywide during 2008 and Merrill Lynch

effective January 2009 the Corporation has 24 months from the date

of each acquisition to fully incorporate and transition all data necessary

to successfully complete the more robust Basel II calculations We con

tinue to work with the FRB 0CC OTS and FDIC collectively the Agencies

and with our transition team to meet these timelines and expect to meet

or exceed these requirements

We continue execution efforts to ensure preparedness with all Basel II

requirements The goal is to achieve full compliance by the end of the

three-year implementation period in 2011 Further internationally Basel II

was implemented in several countries during 2008 while others will

begin implementation in 2009 and beyond

Common Share Issuances and Repurchases
In January of 2009 the Corporation issued common stock in connection

with its acquisition of Merrill Lynch and warrants to purchase common

stock in connection with preferred stock issuances to the U.S govern

ment For additional information regarding the Merrill Lynch acquisition

see Note Merger and Restructuring Activity to the Consolidated Finan

cial Statements For additional information regarding the issuance of

warrants to purchase common stock see Note 25 Subsequent Events

to the Consolidated Financial Statements

We may repurchase shares subject to certain restrictions including

those imposed by the U.S government from time to time in the open

market or in private transactions through our approved repurchase pro

grams We did not repurchase any shares of the Corporations common

stock during 2008 and we issued 107 million shares in connection with

the Countrywide acquisition and 17.8 million shares under employee

stock plans In addition in October 2008 we issued 455 million shares

of common stock at $22.00 per share with proceeds of $9.9 billion net

of underwriting expenses

To replce the expiring stock repurchase program in July 2008 the

Board authorized stock repurchase program of up to 75 million shares

of the Corporations common stock at an aggregate cost not to exceed

$3.75 billion that is limited to period of 12 to 18 months This program

is also subject to the repurchase restrictions

For more information on our common share issuances and

repurchases see Note 14 Shareholders Equity and Earnings Per

Common Share to the Consolidated Financial Statements

Common Stock Dividends

The table below is summary of our regular quarterly cash dividends on

common stock as of February 27 2009 In October 2008 to position our

dividend to better match our earnings we announced 50 percent reduc

tion in our regular quarterly cash dividend on common stock to $0.32 per

share In January 2009 we further reduced our regular quarterly dividend

to $0.01 per share The declaration of common stock dividends is sub

ject to restrictions that are described in detail in Note 14 Shareholders

Equity and Earnings Per Common Share to the Consolidated Financial

Statements

Preferred Stock Issuances

In October 2008 in connection with the TARP Capital Purchase Program

created as part of the EESA we issued to the U.S Treasury

600 thousand shares of Series Preferred Stock with par value of

$0.01 per share for $15.0 billion In addition in January of 2009 we

issued an additional $30.0 billion of preferred stock to the U.S govern

ment Further the U.S government has agreed in principle to provide

protection against the
possibility

of unusually large losses on $118.0 bil

lion in selected capital markets exposure primarily from the former Merrill

Lynch portfolio As fee for this arrangement we expect to issue to the

U.S Treasury and FDIC total of $4.0 billion of new class of preferred

stock For more information on the January 2009 issuances and the U.S

government guarantee see Recent Events beginning on page 22 and

Note 25 Subsequent Events to the Consolidated Financial Statements

Under the TARP Capital Purchase Program dividend payments on and

repurchases of our outstanding preferred stock are subject to certain

restrictions For more information on these restrictions see Note 14

Shareholders Equity and Earnings Per Common Share to the Con

solidated Financial Statements

Table 13 Common Stock Dividend Summary
Declaration Date Record Date Payment Date Dividend per Share

January 16 2009 March 2009 March 27 2009 $0.01

October 2008 December 2008 December 26 2008 0.32

July 23 2008 September 2008 September 26 2008 0.64

April 23 2008 June 2008 June 27 2008 0.64

January 23 2008 March 2008 March 28 2008 0.64
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In May and June 2008 we issued 117 thousand shares of Bank of

America Corporation 8.20% Non-Cumulative Preferred Stock Series

with par value of $0.01 per share for $2.9 billion

In April 2008 we issued 160 thousand shares of Bank of America

Corporation Fixed-to-Floating Rate Non-Cumulative Preferred Stock Series

with par value of sool per share for $4.0 billion The fixed rate is

8.125 percent through May 14 2018 and then adjusts to three-month

LIBOR plus 364 bps thereafter

In January 2008 we issued 240 thousand shares of Bank of America

Corporation Fixed-to-Floating Rate Non-Cumulative Preferred Stock Ser

ies with par value of $0.01 per share for $6.0 billion The fixed rate is

8.00 percent through January 29 2018 and then adjusts to three-month

LIBOR plus 363 bps thereafter In addition we issued 6.9 million shares

of Bank of America Corporation 7.25% Non-Cumulative Perpetual Con

vertible Preferred Stock Series with par value of $0.01 per share for

$6.9 billion

For additional information on the issuance of preferred stock see

Note 14 Shareholders Equity and Earnings Per Common Share to the

Consolidated Financial Statements

Table 14 Preferred Stock Cash Dividend Summary
Notional

Amount Per Annum Dividend

Preferred Stock in millions Declaration Date Record Date Payment Date Dividend Rate perShare

Series January 16 2009 April 10 2009 April 24 2009 7.00% 1.75

October 2008 January 2009 January 23 2009 7.00 1.75

July 23 2008 October 2008 October 24 2008 7.00 1.75

April 23 2008 July 2008 July 25 2008 7.00 1.75

January 23 2008 April 11 2008 April 25 2008 7.00 1.75

Series 825 January 2009 February 27 2009 March 16 2009 6.204% $038775

October 2008 November 28 2008 December 15 2008 6.204 0.38775

July
2008 August 29 2008 September 15 2008 6.204 0.38775

April 2008 May 30 2008 June 16 2008 6.204 0.38775

_______________________
January 32008 February 29 2008 March 14 2008 6.204 0.38775

Series 2025 January 2009 January 30 2009 February 17 2009 Floating $025556

October 2008 October 31 2008 November 17 2008 Floating 0.25556

July 2008 July 31 2008 August 15 2008 Floating 0.25556

April 2008 April 30 2008 May 15 2008 Floating 0.25

January 2008 January 31 2008 February 15 2008 Floating 0.33342

Series 2925 January 2009 January 15 2009 February 2009 8.20% $051250

October 2008 October 15 2008 November 2008 8.20 0.51250

July 20082 July 15 2008 August 2008 8.20 0.3929

Series Ill 550 January 2009 March 15 2009 April 2009 6.625% $041406

October 2008 December 15 2008 December 35 2008 6.625 0.41406

July 2008 September 15 2008 October 2008 6.625 0.41406

April 2008 June 15 2008 July
2008 6.625 0.41406

______________________
January 3_2008 March_15_2008 April_1_2008 6.625 0.41406

Series Jill 1035 January 2009 January 15 2009 February 2009 7.25% $0.45312

October 2008 October 15 2008 November 2008 7.25 0.45312

July 2008 July 15 2008 August 2008 7.25 0.45312

April 2008 April 15 2008 May 2008 7.25 0.45312

________________
January 20082 January 15 2008 February

2008 7.25 0.35750

Series 34 6000 January 2009 January 15 2009 January 30 2009 Fixed-to-Floating 40.00

July_3_20082 July_15_2008 July 30_2008 Fixed-to-Floating 40.00

Series 6900 December 16 2008 January 2009 January 31 2009 7.25% $181250

September 16 2008 October 2008 October 31 2008 7.25 18.1250

June 13 2008 July 2008 July 31 2008 7.25 18.1250

March 14 20082 April 2008 April 30 2008 7.25 18.3264

Series 4000 October 20082 October 31 2008 November 17 2008 Fixed-to-Floating $440104

Series $15000 January 20092 January 31 2009 February 17 2009 5.00% 371.53

SeriesQ $10000 January 21 20092 January 31 2009 February 172009 5.00% 125

Series $20000 January 21 20092 January 31 2009 February 17 2009 8.00% 161.11

Dividends per depositary share each representing 1/1000 interest in share of preferred stock

Initial dividends

13 Initially pays dividends semiannually

141 Dividends per depository share each representing 1/25th interest in share of preferred stock

Preferred Stock Dividends

In .2008 we declared total of $1.3 billion in cash dividends on our vari

ous series of preferred stock which does not include $130 million of

fourth quarter 2008 Series crJmulative preferred dividends not declared

as of year end In addition in January 2009 we declared aggregate dlvi

dendson preferred stock of $909 million including $145 million related

to preferred stock exchanged in connection with the Merrill Lynch acquis

ition We estimate that the potential aggregate cash dividends on various

series of our preferred stock in the first quarter of 2009 subject to the

Boards future declaration and assuming no conversion of convertible

shares will be $1.4 billion For additional information on our preferred

stock see Note 14 Shareholders Equity and Earnings Per Common

Share to the Consolidated Financial Statements

The following table is summary of our cash dividends on preferred

stock as of February 27 2009
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Credit Risk Management
The housing downturn and the financial market disruptions that began in

the second half of 2007 have continued to affect the economy and the

financial services sector in 2008 The housing downturn and the broader

economic slowdown accelerated during the second half of 2008 and

negatively impacted the credit quality of both our consumer and commer

cial portfolios The depth and breadth of the downturn as well as the

esulting impacts on the credit quality of our portfolios remain unclear

However we expect continued market turbulence and economic

uncertainty to continue well into 2009 This will result in higher credit

losses and provision for credit losses in future periods

Credit risk is the risk of loss arising from the inability of borrower or

counterparty to meet its obligations Credit risk can also arise from opera

tional failures that result in an erroneous advance commitment or

investment of funds We define the credit exposure to borrower or coun

terparty as the loss potential arising from all product classifications

including loans and leases deposit overdrafts derivatives assets

held-for-sale and unfunded lending commitments that include loan com
mitments letters of credit and financial guarantees Derivative positions

are recorded at fair value and assets held-for-sale are recorded at fair

value or the lower of cost or fair value Certain loans and unfunded com

mitments are accounted for at fair value in accordance with SFAS 159

Credit risk for these categories of assets is not accounted for as part of

the allowance for credit losses but as part of the fair value adjustment

recorded in earnings in the period incurred For derivative positions our

credit risk is measured as the net replacement cost in the event the

counterparties with contracts in gain position to us fail to perform under

the terms of those contracts We use the current mark-to-market value to

represent credit exposure without giving consideration to future

mark-to-market changes The credit risk amounts take into consideration

the effects of legally enforceable master netting agreements and cash

collateral Our consumer and commercial credit extension and review

procedures take into account funded and unfunded credit exposures For

additional information on derivatives and credit extension commitments

see Note Derivatives and Note 13 Commitments and Contingencies

to the Consolidated Financial Statements

For credit risk purposes we evaluate our consumer businesses on

both held and managed basis Managed basis assumes that credit card

loans that have been securitized were not sold and presents earnings on

these loans in manner similar to the way loans that have not been sold

i.e held loans are presented We evaluate credit performance on

managed basis as the credit card receivables that have been securitized

are subject to the same underwriting servicing ongoing monitoring and

collection standards as held loans In addition to the discussion of credit

quality statistics of both held and managed credit card loans included in

this section refer to the Card Services discussion on page 35 For addi

tional information on our managed portfolio and securitizations see Note

Securitizations to the Consolidated Financial Statements

We manage credit risk based on the risk profile of the borrower or

counterparty repayment sources the nature of underlying collateral and

other support given current events conditions and expectations We

classify our portfolios as either consumer or commercial and monitor

credit risk in each as discussed below

We continue to refine our credit standards to meet the changing

economic environment We have adjusted our underwriting criteria as

well as enhanced our line management and collection strategies across

the consumer businesses in an attempt to mitigate losses We have

increased our collections and customer assistance infrastructure in order

to enhance customer support

In our domestic consumer credit card business we have implemented

number of initiatives to mitigate losses including increased use of

judgmental lending adjusted underwriting account and line management

standards particularly in higher-risk geographies and increased collec

tions staffing levels In response to the significant deterioration in our

consumer real estate portfolio we have implemented initiatives including

underwriting changes on newly originated consumer real estate loans

which increased the minimum FICO score and reduced the maximum

loan-to-value LTV5 and combined loan-to-values CLTV5 Additional LW
and CLTV reductions were implemented for higher risk geographies In our

home equity portfolio we have also reduced unfunded lines on deteriorat

ing accounts with declining equity positions

In response to weakness in our direct/indirect portfolio we have

implemented several initiatives to mitigate losses In our unsecured lend

ing business we have increased the use of judgmental lending and
tighter

underwriting and account management standards for higher risk custom

ers and higher-risk geographies In our automotive and dealer-related

portfolios we have tightened underwriting criteria and improved the risk-

based pricing for purchased loans

To mitigate losses in the commercial businesses we have increased

the frequency and intensity of portfolio monitoring hedging activity and

our efforts in managing the exposure when we begin to see signs of dete

rioration As part of our underwriting process we have increased scrutiny

around stress analysis and required pricing and structure to reflect cur

rent market dynamics Given the volatility of the financial markets we

increased the frequency of various tests designed to understand what the

volatility could mean to our underlying credit risk Given the single name

risk associated with the problems in the financial markets we used

real-time counterparty event management process to monitor key

counterparties number of initiatives have also been implemented in our

small business commercial domestic portfolio including changes to

underwriting thresholds augmented by granular decision making proc

ess by experienced underwriters including increasing minimum FICO

scores and lowering initial line assignments We have also decreased

credit lines on higher risk customers in higher risk states and industries

Further we are increasing our customer assistance and collections

infrastructure and have instituted number of other initiatives related to

our credit portfolios in an attempt to mitigate losses and enhance our

support for our customers To help homeowners avoid foreclosure Bank

of America and Countrywide modified approximately 230000 home loans

during 2008 The majority of these home retention solutions were

extended as part of broader initiative to offer modifications for approx

imately $100 billion in mortgage financing for up to 630000 borrowers

over the next several years In addition to being committed to the loan

modification programs the Corporation continued to focus on lending by

extending more than $115 billion of new credit during the fourth quarter

For more information see Recent Events on page 22
On

July 2008 the Corporation acquired Countrywide creating one of

the largest mortgage originators and servicers We will continue our prac

tice of not originating subprime mortgages and certain nontraditional

mortgages and as such will not offer products such as Countrywides

pay-option and payment advantage ARMs pay option loans which we

classify as discontinued real estate in the Consumer Portfolio Credit Risk

Management discussion We have
significantly curtailed the production of

other nontraditional mortgages such as certain low-documentation loans

In addition we will continue to offer first-lien mortgages conforming to

the underwriting standards of GSEs and the government including loans

supported by the FHA and the Department of Veterans Affairs and other

loans designed for low and moderate income borrowers e.g Community

Reinvestment Act loans We will also continue to offer first-lien

non-conforming loans interest-only fixed-rate and ARMs that are subject

to 10-year minimum interest-only period and fixed-period ARMs
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On January 2009 the Corporation acquired Merrill Lynch which

contributed to both our consumer and commercial loans and commit

ments Acquired consumer loans consist of residential mortgages home

equity loans and lines of credit and direct/indirect and other loans

Commercial loans were comprised of both investment and non-investment

grade loans and include exposures to CMBS monolines and leveraged

finance Consistent with other acquisitions -we will incorporate the

acquired assets into our overall credit risk management processes and

enhance disclosures where appropriate

Consumer Portfolio Credit Risk Management
Credit risk management for the consumer portfolio begins with initial

underwriting and continues throughout borrowers credit cycle Stat

istical techniques in conjunction with experiential judgment are used in all

aspects of portfolio management including underwriting product pricing

risk appetite setting credit limits operating processes and metrics to

quantify and balance risks and returns Statistical models are built using

detailed behavioral information from external sources such as credit

bureaus and/or internal historical experience These models are

component of our consumer credit risk management process and are

used in part to help determine both new and existing credit decisions

portfolio management strategies including authorizations and line man

agement collection practices and strategies determination of the allow

ance for loan and lease losses and economic capital
allocations for

credit risk

For information on our accounting policies regarding delinquencies

nonperforming status and charge-offs for the consumer portfolio see

Note Summary of Significant Accounting Principles to the Con

solidated Financial Statements

Management of Consumer Credit Risk

Concentrations

Consumer credit risk is evaluated and managed with goalthat credit

concentrations do not result in undesirable levels of risk We review

measure and manage credit exposure in numerous ways such as by

product and geography in order to achieve the desired mix Additionally

credit protection is purchased on certain portions of our portfolio to

enhance our overall risk management position

The merger with Merrill Lynch will increase our concentrations to cer

tain products and loan types These increases are primarily in the resi

dential mortgage home equity and direct/indirect portfolios

Consumer Credit Portfolio

Overall -consumer credit quality indicators deteriorated during 2008 as

our customers were negatively impacted by the slowing economy Con

tinued weakness in the housing markets risFng unemployment and

underemployment and tighter credit conditions resulted in rising credit

risk across all our consumer portfolios The deterioration in the consumer

credit-qualify indicators accelerated during the fourth quarter

Table 15 presents our consumer loans and leases and our managed

crd1t card portfolio and related credit quality information Loans that

were acquired from Countrywide that were considered impaired were writ

ten down to fair value at acquisition in accordance with SOP 03-3 Refer

to the SOP 03-3 discussion beginning on page 65 for more information In

addition to being included in the Outstandings column below these

loans are also shown separately net of purchase accounting adjust

ments for in-creased transparencyin the SOP 03-3 Portfolio column

IDnIlars in mIlinns

Held basis

Residertial mortgage

Home equity

Discontinued real estate6

Credit card domestic

Credit card foreign

Direct/Indirect consumer 171

Other consumer

Total held

Outstandings

2008 2007

$247999 $274949

152547 114820

19981 n/a

64128 65774

17146 14950

83436 76538

3442 4170

$588679 $551201

Table15 Consumer Loans and Leases

December 31

Accruing Past Due 90 SOP 03-3

Nonperformingl1
23 Days or More 34 Portfolio 15

2008 2007 2008 2007 2008

$7044 $1999 372 237 9949

2670 1340 14163

77 n/a n/a 18097

n/a n/a 2197 1855 n/a

n/a n/a 368 272 n/a

26 1370 745 n/a

91 95 n/a

$9908 $3442 $4311 $3113 $42209

Supplemental managed basis data

Credit card domestic $154151 $151862 n/a n/a $5033 $4170 n/a

Credit card foreign
28083 31 829 n/a n/

717 714 n/a

Total credit card managed $182234 $183 691 n/a ri/a $5 750 $4 884 n/a

lii The dehnitinn of onnpertnrming dnes not include consumer credit card and consumer non-real estate loans and lease These loans are charged off no later than the end of the month in which the account becomes

180 days past due

121 Nnoperlorming held consumer sans and leases as percentage of ootstundihg consumer loans and leases were 1.68 percent 1.81 percent occluding the SOP 03-3 portfolio and 0.62 percent at Oecembor 31 2008

and 2007

13 Balances do not include loans occounted fnr in accordance with SOP 03-3 endnthsogh the customer may be contractually past due Loans accounted fur in accordance with SOP 03-3 were written down to fair salue

upon acquisition and accrete interest income seer the remaining life of the loan

14 Accruing held consumer loans and leases past due 90 days or mare as percentage of outstanding consumer loans and leases were 0.73 percent O.7b percent escloding the SOP 03-3 portfnlio and 0.57 percent at

December 31 2008 and 2007

Represents acquired mans from Onuntrysside that were considered impaired and written dnwn to fair nalue at the acquisition date in accordance with SOP- 03-3 These amounts are included in the Oststandings cnlumn

inthistable --

16 Oiscostitued real estate nclsdes pay option nuns and subprime loans obtained in connection with the acquisition of 0ountrywide The corporation no longer originates these products

cri Outstandings include foreign consumer Inans of $1.8 billion and $3.4 billion at December 31 2008 and 2007

15 Outstandings include consumer finance loans of $2.8 billion and $3.0 billion and other foreign consumer loans of $618 million and $829 million at and December 31 2008 and 2007

n/a not applicable
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Table 16 Consumer Net Charge-offs/Net Losses and Related Ratios

Dollars in millions

Held basis

Residential mortgage

Home equity

Discontinued real estate

Credit card domestic

Credit card
foreign

Direct/Indirect consumer

Other consumer

6.60 4.91

4.17 4.24

6.18 4.79

Table 16 presents net charge-offs and related ratios for our consumer

loans and leases and net losses and related ratios for our managed

credit card portfolio for 2008 and 2007 The reported net charge-off

ratios for residential mortgage home equity and discontinued real estate

benefit from the addition of the Countrywide SOP 03-3 portfolio as the

initial fair value adjustments recorded on those loans at acquisition would

have already included the estimated credit losses The reported net

charge-offs for residential mortgage do not include the benefits of

amounts reimbursable under cash collateralized synthetic securitiza

tions Adjusting for the benefit of this credit protection the residential

mortgage net charge-off ratio in 2008 would have been reduced by four

bps

In certain cases the inclusion of the SOP 03-3 portfolio which was

written down to fair value at acquisition may impact portfolio credit sta

tistics and trends We believe that the presentation of information

adjusted to exclude the impacts of the SOP 03-3
portfolio is more repre

sentative of the ongoing operations and Æredit quality of the business As

result in the discussions below of the residential mortgage home

equity and discontinued real estate portfolios we supplement certain

reported statistics with information that is adjusted to exclude the

impacts of the SOP 03-3 portfolio In addition beginning on page 65 we

separately disclose information on the SOP 03-3 portfolio

Residential Mortgage

The residential mortgage portfolio which excludes the discontinued real

estate portfolio acquired with Countrywide makes up the largest percent

age of our consumer loan portfolio at 42 percent of consumer loans and

leases 44 percent excluding the SOP 03-3 portfolio at December 31
2008 Approximately 14 percent of the residential portfolio is in GWM
and represents residential mortgages that are originated for the home

purchase and refinancing needs of our affluent customers The remaining

portion of the portfolio is mostly in All Other and is comprised of both

purchased loans including certain loans from the Countrywide portfolio

as well as residential loans originated for our customers which are used

ri our overall ALM activities

Outstanding loans and leases decreased $27.0 billion at

December 31 2008 compared to 2007 due to sales and conversions of

loans into retained mortgage backed securities totaling $56.8 billion as

well as paydowns partially
offset by new loan originations and the addition

of the Countrywide portfolio The Countrywide acquisition added $26.8

billion of residential mortgage outstandings of which $9.9 billion are

included in the SOP 03-3 portfolio Nonperforming balances increased

$5.0 billion due to the impacts of weak housing and economic conditions

and the addition of the non SOP 03-3 Countrywide portfolio due to sub

sequent credit deterioration after acquisition At December 31 2008 and

2007 loans past due 90 days or more and still accruing interest of $372

million and $237 million were related to repurchases pursuant to our

servicing agreements with Government National Mortgage Association

GNMA mortgage pools where repayments are insured by the Fl-IA or

guaranteed by the Department of Veterans Affairs

Net charge-offs increased $869 million to $925 million for 2008 or

0.36 percent of total average residential mortgage loans compared to

0.02 percent for 2007 The increase was reflective of the impacts of the

we8k housing markets and the slowing economy See page 65 for more

information on the SOP 03-3 residential mortgage portfolio

We mitigate portion of our credit risk through synthetic securitiza

tions which are cash collateralized and provide mezzanine risk protection

which will reimburse us in the event that losses exceed 10 bps of the

original pool balance As of December 31 2008 and 2007 $109.3 bil

lion and $140.5 billion of mortgage loans were protected by these

agreements As of December 31 2008 $146 million of credit and other

related costs recognized in 2008 were reimbursable under these struc

tures In addition we have entered into credit protection agreements with

GSE5 on $9.6 billion and $32.9 billion as of December 31 2008 and

2007 providing full protection on conforming residential mortgage loans

that become severely delinquent Combined these structures provided

risk mitigation for approximately 48 percent and 63 percent of our resi

dential mortgage portfolio at December 31 2008 and 2007 The reduc

tion in the protection was driven by an increase in loan sales and

securitizations during the period some of which were insured and the

percentage of protection was also impacted by the addition of Country

wide mortgages resulting from the acquisition Our regulatory risk-

weighted assets are reduced as result of these risk protection

transactions because we transferred portion of our credit risk to

unaffiliated parties At December 31 2008 and 2007 these transactions

had the cumulative effect of reducing our risk-weighted assets by

Net Charge-offs/Losses Net Charge-off/Loss Ratios 1121

2008 2007 2008 2007

Total held $12662

Supplemental managed basis data

Credit card domestic $10054 $6960
Credit card

foreign 1328 1254

Total credit card managed
----

$11382 $8214

925 56 0.36% 0.02%

3496 274 2.59 0.28

16 n/a 0.15 n/a

4161 3063 6.57 5.29

551 379 3.34 3.06

3114 1373 3.77 1.96

399 278 10.46 6.18

$5423 2.21 1.07

Net charge-off/loss ratios are calculated as held net charge-offn or managed net loseea divided by average outstanding held or managed laans and leases during the year for each loan and lease catogory

Net charge-off ratios eocluding the SOP 03-3 portfolio were 273 percent for home equity 1.33 percent for discontinued real estate and 2.29 percent for the total held portfolio for 2008 These are the only product

classifications materially impacted by SOP 03-3 for 2008 For these loan and lease categories the dollar amounts of the net charge-offs were unchanged

n/a not applicable
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Table 17 Residential Mortgage State Concentrations

Year Ended

December 31 2008 December 31 2008

Outstandings Nonperforming Net Charge-offs

Percent of Percent of Percent of

Dollars in millioos
Amount Total Amount Total

--

Amount Total

California 84847 35.6% $2028 28.8% $411 44.4%

Florida 15787 6.6 1012 14.4 154 16.6

New York 15539 6.5 255 3.6 0.5

Texas 10804 4.5 315 4.5 20 2.2

Virginia
9696 4.1 229 3.2 32 3.5

Other U.S/Foreign 101377 42.7 3205 45.5 303 32.8

Total residential mortgage loans excluding SOP 03-3 loans $238050 100.0% $7044 100.0% $925 100.0%

Total SOP 03-3 residential mortgage loans 9949

Total residential mortgage loans $247999

Ill Represents acquired sass from Countrveide that were considereô impaired and written down to fair value at the acquisition date in accordance with SOP 03-3 See page 65 for the discussion of the characteristics of

the SOP 03-3 loans

$34.0 billion and $49.0 billion and strengthened our Tier Capital ratio

at December 31 2008 and 2007 by 24 bps and 27 bps

Excluding the SOP 03-3 portfolio residential mortgage loans with

greater than 90 percent refreshed LIV represented 23 percent of the

portfolio
and those loans with refreshed FICO lower than 620 represented

eight percent of the portfolio In addition residential mortgage loans to

borrowers in the state of California represented 36 percent and 32 per

cent of total residential mortgage loans at December 31 2008 and

2007 The Los Angeles-Long Beach-Santa Ana Metropolitan Statistical

Area MSA within California represented 13 percent and 11 percent of

the total residential mortgage portfolio at December 31 2008 and 2007

In addition residential mortgage loans to borrowers in the state of Florida

represented seven percent and six percent of the total residential mort

gage portfolio at December 31 2008 and 2007 Additionally 56 percent

and 40 percent of loans in California and Florida are in reference pools of

synthetic securitizations as described above which provide mezzanine

risk protection Total credit risk on three percent of our mortgage loans in

Florida has been mitigated through the purchase of protection from gov

ernment sponsored entities The table above presents outstandings

nonperforming loans and net charge-offs by certain state concentrations

for the residential mortgage portfolio

The Community Reinvestment Act CRA encourages banks to meet

the credit needs of their communities for housing and other purposes

particularly
in neighborhoods with low or moderate incomes At

December 31 2008 our CRA portfolio comprised seven percent of the

total ending residential mortgage loan balances but comprised 24 per

cent of nonperforming residential mortgage loans This
portfolio

also

comprised 27 percent of residential mortgage net charge-offs during

2008 While approximately 48 percent of our residential mortgage portfo

lio carries risk mitigation protection only small portion of our CRA

portfolio is covered by this protection

Home Equity

At December 31 2008 approximately 79 percent of the home equity

portfolio was included in GCSBB while the remainder of the portfolio was

primarily in GWIM Outstanding home equity loans increased $37.7 bil

lion or 33 percent at December 31 2008 compared to December 31

2007 primarily due to the Countrywide acquisition which added approx

imately $29.0 billion in home equity loans of which $14.2 billion is

included in the SOP 03-3 portfolio An additional $25.0 billion in organic

growth and draws on existing lines was partially
offset by paydowns and

net charge-offs See page 65 for more information on the SOP 03-3 home

equity portfolio

Home equity unused lines of credit totaled $107.4 billion at

December 31 2008 compared to $120.1 billion at December 31 2007

The $12.7 billion decrease was driven primarily by higher account uti

lization due to draws on existing lines as well as line management ini

tiatives on deteriorating accounts with declining equity positions partially

offset by the addition of the Countrywide portfolio
which added $4.5 bil

lion of unused lines related to the non SOP 03-3 portfolio The home

equity utilization rate was 52 percent at December 31 2008 compared to

44 percent at December 31 2007 The increase was driven by the same

factors as previously discussed as well as the addition of the Countrywide

portfolio which hada higher utilization rate

Nonperforming home equity loans increased $1.3 billion compared to

December 31 2007 and net charge-offs increased $3.2 billion to $3.5

billion for 2008 or 2.59 percent 2.73 percent excluding the SOP 03-3

portfolio of total average home equity loans compared to 0.28 percent in

2007 These increases were driven by continued weakness in the hous

ing markets the slowing economy and seasoning of vintages originated in

periods of higher growth Adoitionally the increase was driven by high

refreshed CLIV loans in geographic areas that have experienced the most

significant declines in home prices Home price declines coupled with the

fact that most home equity loans are secured by second lien positions

have significantly
reduced and in some cases resulted in no collateral

value after consideration of the first lien position This drove more severe

charge-offs as borrowers defaulted

Excluding the SOP 03-3 portfolio home equity loans with greater than

90 percent refreshed CLIV comprised 37 percent of the home equity

portfolio at December 31 2008 and represented 85 percent of net

charge-offs for 2008 In addition loans with refreshed FICO lower than

620 represented 10 percent of the home equity loans at December 31

2008 The 2006 vintage loans which represent $34.2 billion or 25

percent of our home equity portfolio continue to season and have

higher refreshed CLIV and accounted for approximately 49 percent of net

charge-offs for 2008 The portfolios 2007 vintages which represent 26

percent of the portfolio are showing similar asset quality characteristics

as the 2006 vintages and accounted for 28 percent of net charge-offs in

2008 Additionally legacy Bank of America discontinued the program of

purchasing non-franchise originated loans in the second quarter of 2007

These purchased loans represented only three percent of the portfolio but

accounted for 17 percent of net charge-offs for 2008
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Table 18 Home Equity State Concentrations

Dollars in millions

California

Florida

New Jersey

New York

Massachusetts

Other U.S/Foreign

Total home equity loans excluding SOP 03-3 loans

Excluding the SOP 03-3 portfolio our home equity loan
portfolio in the

states of California and Florida represented in aggregate 40 percent and

39 percent of outstanding home equity loans at December 31 2008 and

2007 These states accounted for $1.5 billion or 55 percent of non-

performing home equity loans at December 31 2008 In addition these

states represented 65 percent of the home equity net charge-offs for

2008 In the New York area the New York-Northern New Jersey-Long

Island MSA made up 11 percent of outstanding home equity loans at

December 31 2008 but comprised only five percent of net charge offs for

2008 The Los Angeles-Long Beach-Santa Ana MSA within California

made up 11 percent of outstanding home equity loans at December 31
2008 and 11 percent of net charge-offs for 2008 The table above pres

ents outstandings nonperforming loans and net charge-offs by certain

state concentrations for the home equity portfolio

Discontinued Rea Estate

The discontinued real estate portfolio totaling $20.0 billion at

December 31 2008 consisted of pay-option and subprime loans

obtained in connection with the acquisition of Countide At acquisition

the majority of the discontinued real estate portfolio was considered

impaired and in accordance with SOP 03-3 written down to fair value At

December 31 2008 the SOP 03-3 portfolio comprised $18.1 billion of

the $20.0 billion discontinued real estate portfolio This portfolio is

included in All Other and is managed as part of our overall ALM activities

See the SOP 03-3
portfolio discussion to follow for more information on

the discontinued real estate portfolio

At December 31 2008 the non SOP 03-3 discontinued real estate

portfolio was $1.9 billion Loans with greater than 90 percent refreshed

L1V5 and CLTVs comprised 13 percent of this portfolio and those with

refreshed FICO scores lower than 620 represented 17 percent of the

portfolio California represented 31 percent of the portfolio and 22 per
cent of the nonperforming loans while Florida represented 10 percent of

the portfolio and 17 percent of the nonperforming loans at December 31
2008 The Los Angeles-Long Beach-Santa Ana MSA within California

made up 14 percent of outstanding discontinued real estate loans at

December 31 2008

SOP 03-3 Portfoflo

Loans acquired with evidence of credit quality deterioration since origi

nation and for which it is probable at purchase that we will be unable to

collect all contractually required payments are accounted for under SOP

03-3 Evidence of credit quality deterioration as of the purchase date may

include statistics such as past due status refreshed borrower credit

scores and refreshed LTVs some of which were not immediately avail

able as of the purchase date SOP 03-3 addresses accounting for differ

ences between contractual and expected cash flows to be collected from

the Corporations initial investment in loans if those differences are

attributable at least in part to credit quality SOP 03-3 requires that

acquired impaired loans be recorded at fair value and prohibits carrying

over or the creation of valuation allowances in the initial accounting for

loans acquired that are within the scope of this SOP The SOP 03-3

portfolio associated with the acquisition of LaSalle did not materially

impact results during 2008 and is excluded from the following dis

cussion

In accordance with SOP 03-3 certain acquired loans of Countrywide

that were considered impaired were written down to fair value at the

acquisition date As result there were no reported net charge-offs in

2008 On these loans as the initial fair value at acquisition date would

have already considered the estimated credit losses on these loans As

of December 31 2008 the carrying value was $42.2 billion excluding

the $750 million in incremental allowance and the unpaid principal bal

ance of these loans was $55.4 billion SOP 03-3 does not apply to loans

Countrywide previously securitized as they are not held on the Corpo

rations Balance Sheet During 2008 had the acquired portfolios not

been subject to SOP 03-3 we would have recorded additional net charge

offs of $3.6 billion of which approximately 13 percent would have been

due to conforming accounting adjustments Subsequent to the July

2008 acquisition of Countrywide the SOP 03-3 portfolio experienced fur

ther credit deterioration due to weakness in the housing markets and the

impacts of slowing economy As such we established $750 million

allowance for loan loss through charge to the provision for credit losses

comprised of $584 million for discontinued real estate loans and $166

million for home equity loans For further information regarding loans

accounted for in accordance with SOP 03-3 see Note Outstanding

Loans and Leases to the Consolidated Financial Statements

In the following paragraphs we provide additional information on the

residential mortgage home equity and discontinued real estate loans that

were accounted for under SOP 03-3 Since these loans were written down

to fair value upon acquisition we are reporting this information sepa

rately In certain cases we supplement the reported statistics on these

SOP 03-3 portfolios with information that is presented as if the acquired

loans had not been subject to SOP 03-3

Year Ended

December 31 2008 December 31 2008

Outstandings Nonperforming Net Charge-offs

Percent of Percent of Percent of

Amount Total Amount Total Amount Total

38015 27.5% 857 32.1% $1464 41.9%

17893 12.9 597 22.4 788 22.6

8929 6.5 126 4.7 96 2.7

8602 6.2 176 6.6 96 2.7

6008 4.3 48 1.8 56 1.6

58937 42.6 866 32.4 996 28.5

$138384 100.0% $2670 100.0% $3496 100.0%

Total SOP 03-3 home equity loans 11
14163

Total home equity loans $152547

li-I

Represents acquired loans from coontride that were considered impaired and written down to fair valae at the acquisition date in accordance with SOP 03-3 See the SOP 03-3 Portfolio aecton below for the
discussion of the characteristics of the SOP 03-3 loasa
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Table 19 SOP 03-3 Portfolio Residential Mortgage State Concentrations

Represents additional net charge-arts for 2008 had the portfolio not been subject to SOP 03-3

Residential Mortgage

The residential mortgage SOP 03-3 portfolio outstandings were $9.9 bil

lion at December 31 2008 and comprised 24 percent of the total SOP

03-3 portfolio Those loans with refreshed FICO score lower than 620

represented 26 percent of the residential mortgage SOP 03-3 portfolio at

December 31 2008 Refreshed LTVs greater than 90 percent after con

sideration of purchase accounting adjustments and refreshed LTVs

greater than 90 percent based on the unpaid principal
balance repre

sented 58 percent and 82 percent of the residential mortgage portfolio

California represented approximately 56 percent of the outstanding

residential mortgage SOP 03-3 portfolio
and Florida represented approx

imately eight percent at December 31 2008 Had the acquired portfolio

not been subject to SOP 03-3 the residential mortgage portfolio would

have recorded additional net charge-offs of $438 million The table above

presents outstandings net of purchase accounting adjustments and net

charge-offs had the portfolio not been subject to Sop 03-3 by certain

state concentrations

Home Equity

The home equity SOP 03-3 outstandings were $14.2 billion at

December 31 2008 and comprised 34 percent of the total sop 03-3

portfolio Those loans with refreshed FICO score lower than 620 repre

sented 19 percent of the home equity SOP 03-3 portfolio at

December 31 2008 Refreshed CLTVs greater than 90 percent repre

sented 80 percent of the home equity portfolio after consideration of

purchase accounting adjustments Refreshed CLTV5 greater than 90

percent based on the unpaid principal balance represented 88 percent of

the home equity portfolio at December 31 2008

California represented approximately 36 percent of the outstanding

home equity SOP 03-3 portfolio and Florida represented approximately

seven percent at December 31 2008 Had the acquired portfolio not

been subject to SOP 03-3 the home equity portfolio would have recorded

additional net charge-offs of $1.5 billion The table below presents out-

standings net of purchase accounting adjustments and net charge-offs

had the portfolio not been subject to SOP 03-3 by certain state concen

trations

Discontinued Real Estate

The discontinued real estate SOP 03-3 portfolio outstandings were $18.1

billion at December 31 2008 and comprised 42 percent of the total SOP

03-3 portfolio Those loans with refreshed FICO score lower than 620

represented 32 percent of the discontinued real estate SOP 03-3 portfo

lio at December 31 2008 Refreshed LTVs and CLTVs greater than 90

percent represented 40 percent of the discontinued real estate portfolio

after consideration of purchase accounting adjustments Refreshed LTV5

and CLTV5 greater than 90 percent based on the unpaid principal balance

represented 73 percent of the discontinued real estate portfolio
at

December 31 2008

Table 20 SOP 03 Portfolio Home Equity State Concentrations

Dollars In millions

California

Florida

Arizona

Virginia

Colorado

Other U.S Foreign

Total SOP 03-3 home equity loans

11 Represents additional net charge-offs for 2008 hnd the portfolio not been subject to SOP 03-3

Year Ended December 312008

SOP 03-3 Net Charge-offsOutstandings

Percent of

Amount Total Amount Percent of Total

5133 36.2% 744 49.8%

914 6.5 186 12.4

629 4.4 79 5.3

532 3.8 42 2.8

404 2.9 22 1.5

6551 46.2 421 28.2

Dollars in millions

California

Florida

Virginia

Maryland

Texas

Other U.S Foreign _________

Total SOP 03-3 residential mortgage loans

December 31 2008

Outstandings

Percent cf

Amount Total

$5598 56.3%

771 7.7

Year Ended December 31 2008

sop 03-3 Net Charge-offs

Amount Percent of Total

553

251

147

2629

$9949

5.6

2.5

1.5

26.4

$177

103

14

133

100.0%

40.4%

23.5

3.2

1.4

1.1

30.4

$438 100.0%

December 31 2008

$14163 100.0% $1494 100.0%
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Table 21 SOP 03-3 Portfolio Discontinued Real Estate State Concentrations

December 31 2008 Year Ended December 31 2008

Outstandings SOP 03-3 Net
Charge-offs

Percent of Percent of

Dollars in millions Amount Total Amount Total

California 9987 55.2% $1010 59.4%

Florida 1831 10.1 275 16.2

Arizona 666 3.7 61 3.6

Virginia 580 3.2 48 2.8

Washington 492 2.7 0.5

Other U.S Foreign 4541 25.1 297 17.5

Total SOP 03-3 discontinued real estate loans $18097 100.0% $1699 100.0%

101 Represents additional net charge-offs for 2008 had the portfolio not bees subject to SOP 03-3

California represented approximately 55 percent of the outstanding

discontinued real estate SOP 03-3 portfolio and Florida represented

approximately 10 percent at December 31 2008 Had the acquired port

folio not been subject to SOP 03-3 the discontinued real estate portfolio

would have recorded additional net charge-offs of $1.7 billion The table

above presents outstandings net of purchase accounting adjustments

and net charge-offs had the
portfolio not been subject to SOP 03-3 by

certain state concentrations

Pay option ARMs have interest rates that adjust monthly and minimum

required payments that adjust annually subject to resetting of the loan if

minimum payments are made and deferred interest limits are reached

Annual payment adjustments are subject to 7.5 percent maximum

change To ensure that contractual loan payments are adequate to repay

loan the fully amortizing loan payment amount is re-established after

the initial five or 10-year period and again every five years thereafter

These payment adjustments are not subject to the 7.5 percent limit and

may be substantial due to changes in interest rates and the addition of

unpaid interest to the loans balance Payment advantage ARMs have

interest rates that are fixed for an initial period of five years Payments

are subject to reset if the minimum payments are made and deferred

interest limits are reached If interest deferrals cause the loans principal

balance to reach certain level within the first 10 years of the loans the

payment is reset to the interest-only payment then at the 10-year point

the
fully amortizing payment is required

The difference between the frequency of changes in the loans inter

est rates and payments along with limitation on changes in the mini

mum monthly payments to 7.5 percent per year can result in payments

that are not sufficient to pay all of the monthly interest charges i.e

negative amortization Unpaid interest charges are added to the loan

balance until the loans balance increases to specified limit which is

no more than 115 percent of the original loan amount at which time

new monthly payment amount adequate to repay the loan over its remain

irtg contractual life is established

At December 31 2008 the unpaid principal balance of pay option

loans was $23.2 billion with carrying amount of $18.2 billion including

$16.8 billion of loans that were impaired at acquisition The total unpaid

principal balance of pay option loans with accumulated negative amor
tization was $21.2 billion and accumulated negative amortization from

the
original loan balance was $1.3 billion The percentage of borrowers

s.o Th rn\rum pmt 0tl Ii arms was 57

percent at December 31 2008 We continue to evaluate our exposure to

payment resets on the acquired negatively amortizing loans and have

taken into consideration several assumptions regarding this evaluation

e.g prepayment rates We also continue to evaluate the potential for

resets on the SOP 03-3 pay option portfolio Based on our expectations

four percent 31 percent and 20 percent of the pay option loan
portfolio is

expected to be reset in 2009 2010 and 2011 respectively Approx

imately nine percent is expected to be reset thereafter and approximately

36 percent are expected to repay prior to being reset

We manage these SOP 03-3 portfolios including consideration for the

home retention programs to modify troubled mortgages consistent with

our other consumer real estate practices These programs are in line with

the Corporations original expectations upon acquisition and will not

impact the Corporations purchase accounting adjustments For more

information see Recent Events beginning on page 22

Credft Card Domestic

The consumer domestic credit card portfolio is managed in Card Seivices

Outstandings in the held domestic credit card loan portfolio decreased

$1.6 billion at December 31 2008 compared to December 31 2007 due

to higher securitized balances and risk mitigation initiatives
partially off

set by lower payment rates Held domestic loans past due 90 days or

more and still accruing interest increased $342 million from

December 31 2007

Net charge.offs for the held domestic portfolio increased $1.1 billion

to $4.2 billion for 2008 or6.57 percent of total average held credit card

domestic loans compared to 5.29 percent for 2007 The increase was

reflective of the slowing economy including rising unemployment under

employment and higher bankruptcies particularly
in geographic areas that

have experienced the most significant home price declines

Managed domestic credit card outstandings increased $2.3 billion to

$154.2 billion at December 31 2008 compared to December 31 2007

due in part to lower payment rates partially offset by risk mitigation ini

tiatives Managed net losses increased $3.1 billion to $10.1 billion for

2008 or 6.60 percent of total average managed domestic loans com

pared to 4.91 percent in 2007 The increase in managed net losses was

driven by the same factors as described in the held discussion above

Our managed credit card domestic loan
portfolio in the states of

California and Florida represented in aggregate 24 percent of credit card

domestic outstandings at December 31 2008 These states repre

sented 31 percent of the credit card domestic net losses for 2008

Table 22 presents asset quality indicators by certain state concentrations

for the managed credit card domestic portfolio
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Table Credit Card Domestic State Concentrations Managed Basis

Managed consumer credit card unused lines of credit for both domes
tic and foreign credit card totaled $789.1 billion at December 31 2008
compared to $846.0 billion at December 31 2007 The $56.9 billion

decrease was driven primarily by account management initiatives on

higher risk customers in higher risk states and inactive accounts

Credit Card Foreign

The consumer foreign credit card portfolio is managed in Card Services

Outstandings in the held foreign credit card loan portfolio increased $2.2

billion to $17.1 billion at December 31 2008 compared to December 31
2007 primarily due to lower level of securitizations

partially offset by

the strengthening of the U.S dollar against certain foreign currencies

particularly
the British Pound Net charge-offs for the held foreign portfolio

increased $172 million to $551 million for 2008 or 3.34 percent of total

average held credit card foreign loans compared to 3.06 percent in

2007 The increase was driven primarily by lower levels of securitizations

in 2008 as well as deterioration which primarily impacted the latter half

of 2008

Managed foreign credit card outstandings decreased $3.7 billion to

$28.1 billion at December 31 2008 compared to December 31 2007
due primarily to the strengthening of the U.S dollar against certain for

eign currencies particularly the British Pound Net losses for the man
aged foreign portfolio increased $74 million to $1.3 billion for 2008 or

4.17 percent of total average managed credit card foreign loans com
pared to 4.24 percent in 2007

Direct/Indirect Consumer

At December 31 2008 approximately 49 percent of the direct/indirect

portfolio was included in Business Lending automotive marine motor-

cycle and recreational vehicle loans 46 percent was included in GCSBB
unsecured personal loans student and other non-real estate secured
and the remainder was included in GWIM principally other non-real estate
secured and unsecured personal loans

Outstanding loans and leases increased $6.9 billion at December 31
2008 compared to December 31 2007 due to purchases of automobile

loan portfolios student loan disbursements and growth in the Card Serv
ices unsecured lending product partially offset by the securitization of

automobile loans and the
strengthening of the U.S dollar against certain

foreign currencies Loans past due 90 days or more and still accruing

interest increased $625 million Net charge-offs increased $1.7 billion to

$3.1 billion for 2008 or 3.77 percent of total average direct/indirect

loans compared to 1.96 percent for 2007 The increase was con
centrated in the Card Services unsecured lending portfolio driven by port

folio deterioration reflecting the effects of slowing economy particularly

in states most impacted by the slowdown in housing notably California

and Florida as well as seasoning of vintages originated in periods of

higher growth Additionally the slowing economy and declining collateral

values resulted in higher charge-offs in the dealer financial services

portfolio

Direct/Indirect consumer loans to borrowers in the state of California

represented 13 percent of total direct/indirect consumer loans at

December 31 2008 In addition direct/indirect consumer loans to bor

rowers in the state of Florida represented nine percent of the total direct/

indirectconsumer portfolio at December 31 2008 In aggregate Cal
ifornia and Florida represented 30 percent of the net charge-offs for

2008 Th table below presents asset quality indiators by certain state

concentrations for the direct/indirect consumer loan portfolio

Table 23 Direct/Indirect State Concentrations

Dollars in millions

california

Texas

Florida

New York

Georga

Other U.S/Foreign

Year Ended
December31200gber3l2008

December 312008

Accruing Past Due 90

Outstandings DaysorMore Net
Percent of

Percent of
Percent of

Dollars milhons
Amount Total Amount Total Amount

Totalcalifornia

24191 15.7% 997 198% 1916 19.1%
Florida

13210 8.6 642 12.8 1223 12.2
Texas

10262 6.7 293 5.8 634 6.3New York
9368 6.1 263 5.2 531 5.3

New
Jersey

6113 4.0 172 3.4 316 3.1Other U.S

_____ 91007 58.9 2666 53.0 5434 54.0Total credit card domestic loans
$154151 100.0% $5033 100.0% $10054 100.0%

December 31 2008

Accruing Past Due 90

Year Ended

December 31 2008

Total
direct/indirect loans

Outstandings Days or More
_______

Net Charge-offs

Percent of Percent of Percent of

Amount Total Amount Total Amount
Total

$10555 12J% 247 18.0% 601 19.3%
7738 9.3 88 6.4 222 7.1

7376 8.8 145 10.6 334 10.7
4938 5.9 69 5.0 162 5.2

3212 3.8 48 3.5 115 3.7

___________________________ 49617 59.5 773 56.5 1680 54.0

__________________
$83436 100.0% $1370 100.0% $3114 100.0%
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Other Consumer

At December 31 2008 approximately 76 percent of the other consumer

portfolio was associated with portfolios from certain consumer finance

businesses that we have previously exited and is included in A/I Other

The remainder consisted of the foreign consumer loan
portfolio which is

mostly included in Card Services and deposit overdrafts Net charge-offs

increased $121 million for 2008 from 2007 driven by deposit overdraft

net charge-offs reflecting higher average balances per account and

account growth

Nonperforming Consumer Assets Aefivity

Table 24 presents nonperforming consumer assets activity during 2008

and 2007 Total net additions to-nonperforming loans and leases in

2008 were $6.5 billion compared to $2.4 billion in 2007 The increase in

2008 was driven by the residential mortgage and home equity portfolios

reflective of the weakening housing markets the slowing economy and

seasoning of vintages originated in periods of higher growth In addition

for 2008 the increase was impacted by the CRA portfolio which repre

sented approximately 19 percent of the net increase in nonperforming

loans and the non SOP 03-3 Countrywide portfolio which added 15 per

cent The increase in foreclosed properties of $1.2 billion was driven

primarily by the addition of Countrywide Nonperforming loans do not

include acquired loans that were considered impaired and written down to

fair value at the acquisition date in accordance with SOP 03-3 as these

loans accrete interest

Nonperforming loans also include loans that have been modified in

troubled debt restructurings TDR5 where concessions to borrowers who

experienced financial difficulties have been granted TDR5
typically result

from the Corporations loss mitigation activities and could include rate

reductions payment extensions and principal forgiveness TDRs generally

exclude loans that were written down to fair value at acquisition within the

scope of SOP 03-3 At December 31 2008 we had $529 million of resi

dential mortgages $303 million of home equity and $71 million of dis

continued real estate loans that were restructured in TDR5 These loans

were also classified as impaired loans at December 31 2008 and are

disclosed as such in Note Outstanding -Loans and Leases to the

Consolidated Financial Statements Certain TDRs are classified as non-

performing at the time of restructure and are not returned to performing

status until six consecutive on-time payments have been made by the

customer Included in the TDR balances are loans that were classified as

performing and are therefore excluded from the table below At

December 31 2008 the balances of performing TDRs were $320 million

of residential mortgages $1 million of home equity and $66 million of

discontinued re6l estate

In addition we work with customers that are experiencing financial

difficulty through renegotiating credit card and direct/indirect consumer

loans while ensuring that we remain within FFIEC guidelines These

renegotiated loans are excluded from the table below as we do not

classify non-real estate unsecured loans as nonpertorming. For more

information refer to Note Outstanding Loans and Leases to the Con

solidated Financial Statements

Table 24 Nonperforming Consumer Assets Activity

E0IIars in milfons 2008 2007

rlonperforming loans and leases

falanceJanuaryl
3442 $1030

Additions to nonperforming loans and leases

New nonaccrual loans and leases 13625 4093
Reductions in nonperforming loans and leases

Paydowns and payoffs 704 366
Returns to performing status 12 1522 855
Charge-offs @1 4032 300
Transfers to foreclosed properties 895 152
Transfers to loans held-for-sale

Total net additions to nonperforming loans and leases 6466 2412

Total nonperforming loans and leases December31 141

9908 3442

Foreclosed properties

Balance January 276 59

Additions to foreclosed properties

LaSa lie balance October 2007
70

Countrwide balance July 2008
952

New foreclosed properties
15

1578 246

Reductions in foreclosed properties

Sales 1077 1821

Wrrtedowns 223 17
Total net additions to foreclosed properties 1230 217

Total foreclosed properties December31
1506 276

Nonperforming consumer assets December31
$11414 $3718

Nonperforming consumer loans and leases as percentage of outstanding consumer loans and leases 1.68% 0.62%

Nonperforming consumer assets as percentage of outstanding consumer loans leases and foreclosed properties 1.93 067

111 Balances do not include nonperforming LHFS of $436 million and $95 million in 2008 and 2007

21 consumer loans and leases may be restored to performing status when all principal and interest is current and full repayment of the remaining contractual principal and interest is eupected or when the loan otherwise

becomes well-secured and is in the process of collection

131 Our policy is
not to classify consumer credit card and consumer non-teal estate loans aod leases as nonperforming therefore the charge-offs on these loans have no impact on nonperformiog activity

141

Approoimately half of the 2008 nosperforming loans and leases are greater than 180 days past due and have been written down through charge-offs to approvimately 71 percent of original coot
151 Our policy is to record any losses in the value of foreclosed properties as reduction in the allowance for credit losses during the first 90 days after transfer of loan into foreclosed properties Thereafter all losses in

value are recorded as noninterest eopense New foreclosed properties in the table above are net of $436 million and $75 million of charge-otto in 2008 and 2007 taken during the first 90 days after transfer
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Commercial Porttblio Credit Risk Management
Credit risk management for the commercial portfolio begins with an

assessment of the credit risk profile of the borrower or counterparty

based on an analysis of their financial position As part of the overall

credit risk assessment of borrower or counterparty most of our

commercial credit exposures are assigned risk rating and are subject to

approval based on defined credit approval standards Subsequent to loan

origination risk ratings are monitored on an ongoing basis If necessary

risk ratings are adjusted to reflect changes in the financial condition

cash flow or financial situation of borrower or counterparty We use risk

rating aggregations to measure and evaluate concentrations within portfo

lios Risk ratings are factor in determining the level of assigned

economic capital
and the allowance for credit losses In making credit

decisions we consider risk rating collateral country industry and single

name concentration limits while also balancing the total borrower or coun

terparty relationship Our lines of business and risk management person

nel use variety of tools to continuously monitor the ability of borrower

or counterparty to perform under its obligations

For information on our accounting policies regarding delinquencies

nonperforming status and charge-offs for the commercial portfolio see

Note Summary of Significant Accounting Principles to the Con

solidated Financial Statements

Management of Commercial Credit Risk

Concentrations

Commercial credit risk is evaluated and managed with goal that concen

trations of credit exposure do not result in undesirable levels of risk We

review measure and manage concentrations of credit exposure by

industry product geography and customer relationship Distribution of

loans and leases by loan size is an additional measure of portfolio
risk

diversification We also review measure and manage commercial real

estate loans by geographic location and property type In addition within

our international portfolio we evaluate borrowings by region and by coun

try Tables 28 30 34 35 and 36 summarize our concentrations Addi

tionally we utilize syndication of exposure to third parties loan sales

hedging and other risk mitigation techniques to manage the size and risk

profile of the loan portfolio

From the perspective of portfolio risk management customer concen

tration management is most relevant in GCIB Within that segments

Business Lending and CMAS businesses we facilitate bridge financing

high grade debt high yield debt CMBS and equity to fund acquisitions

recapitalizations and other short-term needs as well as provide syndi

cated financing for our clients These concentrations are managed in part

through our established originate to distribute strategy These client

transactions are sometimes large and leveraged They can also have

higher degree of risk as we are providing offers or commitments for vari

ous components of the clients capital structures including lower rated

unsecured and subordinated debt tranches and/or equity In normal

markets many of these offers to finance will not be accepted and if

accepted these conditional commitments are often retired prior to or

shortly following funding via the placement of securities syndication or

the clients decision to terminate However as we began to experience in

the latter half of 2007 where we have binding commitment and there is

market disruption or other unexpected event these commitments are

more likely to be funded and are more difficult to distribute As con

sequence there is heightened exposure in the portfolios and higher

potential for writedown or loss For more information regarding the Corpo

rations leveraged finance and CMBS exposures see the CMAS dis

cussion beginning on page 40

We account for certain large corporate loans and loan commitments

including issued but unfunded letters of credit which are considered uti

lized for credit risk management purposes which exceed our single

name credit risk concentration guidelines at fair value in accordance with

SEAS 159 Any fair value adjustment upon origination and subsequent

changes in the fair value of these loans and unfunded commitments are

recorded in other income By including the credit risk of the borrower in

the fair value adjustments any credit deterioration or improvement is

recorded immediately as part of the fair value adjustment As result the

allowance for loan and lease losses and the reserve for unfunded lending

commitments are not used to capture credit losses inherent in these

nonperforming or impaired loans and unfunded commitments The

Commercial Credit Portfolio tables exclude loans and unfunded commit

ments that are carried at fair value to adjust related ratios See the

Commercial Loans Measured at Fair Value section on page 74 for more

information on the performance of these loans and loan commitments

and see Note 19 Fair Value Disclosures to the Consolidated Financial

Statements for additional information on our SFAS 159 elections

The merger with Merrill Lynch will increase our concentrations to cer

tain industries countries and customers These increases are primarily

with diversified financial institutions active in the capital markets There

are also increased concentrations within the high-grade commercial

portfolio monoline insurers certain leveraged finance exposures and

several large CMBS positions
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Commercial Credit Portfolio

Housing value declines slowdown in consumer spending and the tur

molt in the global financial markets impacted our commercial portfolios

where we experienced higher levels of losses particularly
in the home-

builder sector of our commercial real estate portfolio Broader-based

economic pressures have also impacted other commercial credit quality

indicators The nonperforming loan and commercial utilized reservable

criticized exposure ratios were 1.93 percent and 8.90 percent at

December 31 2008 compared to 0.67 percent and 4.46 percent at

December 31 2007 Nonperforming loan increases were largely driven by

deterioration in the homebuilder portfolio Utilized reservable criticized

increases were broad based across lines of business products and

industries The loans and leases net charge-off ratio increased to 1.07

percent in 2008 from 0.40 percent year ago Higher net charge-offs in

our small business portfolios within GCSBB reflected deterioration from

the impacts of slowing economy particularly in geographic areas that

have experienced the most significant home price declines Excluding

small business commercial domestic the total net charge-off ratio was

0.52 percent compared to 0.07 percent in 2007 The increase was

mainly driven by higher net charge-offs in commercial real estate princi

pally
the homebuilder loan portfolio as well as commercial domestic and

foreign net charge-offs which were diverse in terms of both borrowers and

industries The deterioration in the market accelerated during the later

stages of the fourth quarter

Table 25 presents our commercial loans and leases and related credit

quality information for 2008 and 2007

Table 25 CommercialLoans and Leases

Dollars in milliuna

Commercial loans and leases

Commercial domestic 41

Commercial real estate

Commercial lease financing

Commercial foreign

Small business commercial

domestic

Total commercial loans and

leases
excluding loans

measured at fair value

Total measured at fair value 61

Total commercial loans

and leases

$200088

64701

22400

31020

318209

19145 19286

337354 320553

5413 4590

$342767 $325143

December31 Year Ended December31

Accruing Past Due Net Charge-off

Outstandlngs Nonperforming 90 Days or More 12 Net Charge-offs Ratios

2008 2007 2008 2007 2008 2007 2008 2007 2008 2007

$189011 $2040 852 381

61298 3906 1099 52

22582 56 33 23

28376 290 19

301267 6292 2003 463

$119 519

36 887

25 60

16 173

127

47

0.26% 0.08%

1.41 0.11

0.27 0.01

0.55

205 152 640 427 1930 880 9.80

196 1639 177 0.52 0.07

6497 2155 1103 623 3569

n/a

1057 1.07

n/a n/a

5.13

0.40

n/a

$6497 $2155 $1103 $623 $3569 $1057 107 040

UI Nonperforming commercial loans and leases as percentage of outstanding commercial loans and eases excluding loans measured at fair value were 93 percent and 67 percent at December31 2008 and 2007

12 Accruing commercial loena and leases past due 90 days or more as percentage of outstanding commercial loans and leases excluding loans measured at fair value were 0.33 percent and 0.19 percent at

December 31 2008 usd2007

31 Net charge-off ratios are calcalatedau net charge-offu divided by average outstanding loans and leases excluding loans measured at fair value during the year for each loan and lease category
141 Excades small business commercial domestic loans

Ii Small business commercial domestic is primarily card related

certain commercial loans are measured at fair value in accordance with SPAS 159 and include commercial domestic loans of $3.5 billion at both December 31 2008 and 2007 commercial foreign loans of $1.7

billion and $790 million and commercia real estate loans of $203 millIon and $304 million at December 31 2008 and 2007

n/a not applicable
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Table 26 Commercial Credit Exposure by Type

December31_____________________________________

Total Commercial

Commercial Utilized 12 Commercial Unfunded 34 Committed

Dollars.in millions
2008 2007 2008 2007 2008 2007

Loans and leases $342767 $325143 $300856 $329396 $643623 $654539

Standby letters of credit and financial guarantees 72840 58747 4740 4049 77580 62796

Derivative assets 1% 62252 34662 62252 34662

Assets held-for-sale 16 14206 26475 183 1489 14389 27964

Commercial letters of credit 2974 4413 791 140 3765 4553

Bankers acceptances 3389 2411 13 3402 2413

Foreclosed properties
321 75 321 75

Total commercial credit exposure $498749 $451926 $306583 $335076 $805332 $787002

11 Eoposure includes standby letters of credit financial guarantees
commercial letters of credit and bankers acceptances for which the bank is legally bound to advance funds under prescribed conditions during

specified period Although funds have not been adnanced these esposure types are considered utilized for credit risk management purposes

Tots commercial utilized exposure at December 31 2008 and 2007 incisdes sans and issued letters of credit measured at fair value in accordance with SPAS 159 and is comprised of loans outstanding of $5.4

billion and $4.6 billion and letters of credit at notional value of $1.4 billion and $1.1 billion

13 Total commercial unfunded exposure at December 31 2008 and 2007 includes san commitments measured at fair value in accordance with SPAS 159 with notional value of $15.5 billisn and $19.8 billion

141 Excludes unused business card lines which are not legally binding

151 Derivative assets are reported on mark-to-market basis ref act the effects of legally enforceable master letting agreements and have been reduced by cash collateral of $34.8 billion and $12.8 billion at

December31 2008 and 2007 In addition to cash collateral derivattxe assets are also collateralized by $7 billion and $85 billion of primarily other msketable securities at December31 2008 and 2007 for which

credit risk has notbeen reduced

16 Total commercial committed asset held-for-sale exposure consists of $12.1 billion and $23.9 billion of commercial LI-IFS expxsure e.g commercial mortgage snd leveraged finance and $2.3 billion and $4.1 billion of

investments held-fur-sale exposure at December 31 2008 and 2007

Table 26 presents commercial credit exposure by type for utilized

unfunded and total binding committed credit exposure The increase in

standby letters of credit and financial guarantees of $14.8 billion was

concentrated in the government healthcare providers and education

sectors The increase in derivative assets of $27.6 billion was centered

in interest rate swaps foreign exchange contracts and credit derivatives

and was driven by interest rate shifts especially during the latter part of

the year the strengthening of the U.S dollar against certain foreign cur

rencies and widening credit spreads The decrease of $13.6 billion in

assets held-for-sale was driven primarily by distributions and sales com

pleted securitizations reduced underwriting activity and mark-to-market

writedowns For more information on our credit derivatives see Industry

Concentrations beginning on page 76 and for more information on our

funded leveraged finance and CMBS exposures refer to Management of

Commercial Credit Risk Concentrations on page 70

Table 27 presents commercial utilized reservable criticized exposure

by product type Total commercial utilized reservable criticized exposure

increased $19.8 billion from December 31 2007 primarily due to

increases in commercial domestic reflecting deterioration across vari

ous lines of business and industries and commercial real estate

impacted by the housing markets weakness on the homebuilder sector of

the portfolio and the effect of the slowing economy on other property

types The table below excludes utilized criticized exposure related to

assets held-for-sale of $4.2 billion and $2.9 billion other utilized criti

cized exposure measured at fair value in accordance with SFAS 159 of

$1.3 billion and $1.1 billion and other utilized non-reservable criticized

exposure of $4.8 billion and $368 million at December 31 2008 and

2007 See Commercial Loans Measured at Fair Value on page 74 for

discussion of the fair value portfolio Criticized assets in the held-for-sale

portfolio are carried at fair value or the lower of cost or market including

bridge exposure of $1.5 billion and $2.3 billion at December 31 2008

and 2007 which are funded in the normal course of our Business Lending

and CMAS businesses and art managed in part through our originate to

distribute strategy see Management of Commercial Credit Risk Concen

trations on page 70 for more information on bridge financing The

increase in other utilized non-rpservable criticized exposure was driven by

Combination of an increase in the positive mark-to-market on certain

credit derivative assets prim6rily related to monoline wraps and down

grades on such positions For more information regarding counterparty

credit risk on our derivative positions see the Industry Concentrations

discussion beginning on page 76

Table 27 Commercial Utilized Reservable Criticized Exposure

December 31

2COS 2007

Dollars in millions

Amount Percent Amount Percent2

Commercial domestic 13 $18963 7.20% 8537 3.55%

Commercial real .estate
13830 19.73 6750 10.25

Commercial lease financing
1352 6.03 594 2.63

Commercial foreign
1459 3.65 449 1.23

35604 8.99 16330 4.47

Small business commercialdomestic 1333 6.94 846 4.37

Total commercial utilized reservable criticized exposure 41 $36937 8.90 $17176 4.46

Ii criticized exposure corresponds to the Special Mention Substandard and Doubtful asset categories defined by regulatory authorities

Percentages are calculated as commercial utilized reservable criticized esposure divided by total commercial utilized reseroable exposure for each exposuro category

131 Excludes small business commercial domestic esposure

141 In addition to reservable loans and leases exposure includes standby letters of credit financial guarantees
commercial letters of credit and bunkers ucceptaoces for which the bank is legally bound to advance funds

ander prescribed conditions during specified period Although funds have not been advanced these esposure types are considered utilized for credit risk management purposes
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Commercial Domesfic

At December 31 2008 approximately 92 percent of the commercial

domestic portfolio excluding small business was included in 6dB pri

marily in Business Lending business banking middle-market and large

multinational corporate loans and leases and CMAS acquisition bridge

financing and institutional investor services The remaining eight percent

was mostly in GWIM business-purpose loans for wealthy individuals

Outstanding commercial domestic loans increased $11.1 billion to

$200.1 billion at December 31 2008 compared to 2007 driven primarily

by Business Lending and GWJM partially
offset by CMAS due to the sale

of the equity prime brokerage business Nonperforming- commercial

domestic loans increased by $1.2 billion to $2.0 billion Net charge-offs

were up $392 million from 2007 These increases were broad-based in

terms of borrowers and industries and were up from very low loss levels

in 2007 Utilized reservable criticized commercial domestic exposure

increased $10.4 billion to $19.0 billion primarily driven by deterioration

across various portfolios within GCIB Additionally commercial domestic

drove the increase in other utilized non-reservable criticized exposure

primarily mark-to-market derivative assets

Commerdal Real Estate

The commercial real estate portfolio is mostly managed in Business

Lending and consists of loans issued primarily to public and private

developers homebuilders and commercial real estate firms Outstanding

loans and leases increased $3.4 billion to $64.7 billion at December 31

2008 compared to 2007 The increase was primarily driven by growth in

the California Southwest and Southeast regions The portfolio remains

diversified across property types with the largest increases in multiple

use office buildings hotels/motels and shopping centers/retail At

December 31 2008 we had committed homebuilder-related exposure of

$15.7 billion of which $11.0 billion were funded loans primarily con

struction and land development most of which was collateralized

Non-homebuilder construction and land development comprised $22.1

billion or 34 percent of the commercial real estate loans outstanding at

December 31 2008

Nonperforming commercial real estate loans increased $2.8 billion to

$3.9 billion and utilized reservable criticized exposure increased $7.1 bil

lion to $13.8 billion attributable to the continuing impact of the housing

slowdown on the homebuilder sector most of which is included in resi

dential in Table 28 and on other property types particularly shopping

centers/retail and land and land development Nonperforming assets and

utilized reservable criticized exposure in the homebuilder sector were

$3.0 billion and $7.6 billion respectively at December 31 2008 com

pared to $829 million and $5.4 billion at December 31 2007 Non-

performing assets and utilized reservable criticized exposure for the

non-homebuilder construction and land development sector increased to

$786 million and $3.2 billion The nonperforming assets ratio and the

utilized criticized ratio for the homebuilder sector was 27.07 percent and

66.33 percent at December 31 2008 compared to 6.11 percent and

39.31 percent at December 31 2007 Net charge-offs were up $840

million from 2007 principally related to the homebuilder sector of the

portfolio Assets held-for-sale associated with commercial real estate

decreased approximately $7.0 billion to $6.9 billion at December 31

2008 compared to 2007 driven by distributions and sales completed

securitizations and writedowns

Table 28 presents outstanding commercial real estate loans by geo

graphic region and property type

Table 28 Outstanding Commercial Real Estate Loans

December31

Dollars in millions

2008 2007

By Geographic Region

California

Northeast

Midwest

Southeast

Southwest

Illinois

Florida

Midsouth

Northwest

Other3

Geographically diversified

Non-U.S

Total outstanding commercial real estate loans5 $64904

By Property Type

Office buildings
$10388 8745

Shopping centers/retail
9293 8440

Residential
8534 10478

Apartments
8177 7615

Land and land development 6309 6286

Industrial/warehouse
6070 5419

Multiple use
3444 1689

Hotels/motels
2513 1535

Other 16 10176 11395

Total outstanding commercial real estate loans $64904 $61602

$11270

9747

7447

7365

6698

5451

5146

3475

3022

1741

2563

979

9683

8978

8005

6490

5610

6835

4908

2912

2644

2190

2282

1065

$61602

Ill Primarily Includes commercial loans and leases secured by non owner-occupied real estate which are dependent on the sale or lease of the real estate as the primary aource of repayment

121 Distribution is based on geographic location of collateral Geographic regions are in the U.S unless otherwise noted

31 Primarily includes properties in the states of Colorado Utah Hawaii Wyoming and Montana which are not defined by other property regions presented

141 The geographically diversified category is comprised primarily of unsecured oututandings to real estate investment trusts and national home builders Whose portfolios of properties span multiple geographic regions

101 Includes commercial real estate loans measured at fair value in accordance with SFAS 159 of $203 million and $304 million at December 31 2008 and 2007

161 Represents loans to borrowers whose primary business is commercial real estate but the eoposure is not secured by the listed property types or is unsecured
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Commercial Foreign

The commercial foreign portfolio is managed primarily in Business Lend

ing and CMAS Outstanding loans increased $2.6 billion to $31.0 billion

at December 31 2008 compared to 2007 driven by organic growth parti

ally offset by strengthening of the U.S dollar against foreign currencies

Utilized reservable criticized exposure increased $1.0 billion to $1.5 bil

lion Net charge-offs increased $172 million from $1 million largely con

centrated in few financial services borrowers the majority of which were

Icelandic banks The remaining net charge-offs were diverse in terms of

industries and countries For additional information on the commercial

foreign portfolio refer to the Foreign Portfolio discussion beginning on

page 79

Small Business Commercial Domestic

The small business commercial domestic portfolio business card and

small business loans is managed in GCSBB Outstanding small business

commercial domestic loans decreased $141 million to $19.1 billion at

December 31 2008 compared to 2007 Approximately 60 percent of the

small business commercial domestic outstanding loans at

December 31 2008 were credit card related products Nonperforming

small business commercial domestic loans increased $53 million to

$205 million loans past due 90 days or more and still accruing interest

increased $213 million to $640 million and utilized reservable criticized

exposure increased $487 million to $1.3 billiOn at December 31 2008

compared to 2007 Net charge-offs Were up $1.1 billion to $1.9 billion

or 9.80 percent of total average small business commercial domestic

Idans Approximately 75 percent of the small business commercial

domestic net charge-offs in 2008 were credit card related products

compared to 70 percent in 2007 The increases were primarily driven by

the impacts of slowing economy particularly in geographic areas that

have experienced the most significant home price declines and seasoning

of vintages originated in periods of higher growth

Commercial Loans Measured at Fair Value

The portfolio of commercial loans measured at fair value is managed in

CMAS Outstanding commercial loans measured at fair value increased

$823 million to an aggregate fair value of $5.4 billion at December 31
2008 compared to 2007 and were comprised of commercial domestic

loans excluding small business of $3.5 billion commercial foreign

loans of $1.7 billion and commercial real estate loans of $203 million

The aggregate increase of $823 million was driven primarily by increased

draws on existing and new lines of credit We recorded net losses in other

income of $775 million resulting from changes in the fair value of the

loan
portfolio during 2008 compared to losses of $139 million for 2007

These losses were primarily attributable to changes in instrument-specific

credit risk and were predominately offset by gains from hedging activities

At December 31 2008 none of these loans were 90 days or more past

due and still accruing interest or had been placed on nonaccrual status

Utilized criticized exposure in the fair value portfolio was $1.3 billion and

$1.1 billion at December 31 2008 and 2007

In addition unfunded lending commitments and letters of credit had

an aggregate fair value of $1.1 billion and $660 million at December 31
2008 and 2007 and were recorded in accrued expenses and other

liabilities The associated aggregate notional amount of unfunded lending

commitments and letters of credit subject to fair value treatment was

$16.9 billion and $20.9 billion at December 31 2008 and 2007 Net

losses resulting from changes in fair value of commitments and letters of

credit of $473 million were recorded in other income during the year

ended December 31 2008 compared to losses of $274 million in 2007

These losses were primarily attributable to changes in instrument-specific

credit risk and were predominately offset by gains from hedging activities
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Nonperforming Commercial Assets Activity weakness in the homebuilder sector but also included smaller increases

Table 29 presents the additions and reductions to nonperforming assets in other property types including commercial land development retail and

in the commercial portfolio during 2008 and 2007 The increase in non- apartments

accrual loans and leases for 2008 was primarily attributable to continued

Table 29 Nonperforming Commercial Assets Activity
123

DoIlars in millions

2008 2007

Nonperforming loans and leases

Balance January 2155 757

Additions to nonperforming loans and leases

New nonaccrual loans and leases 8110 2880

Advances 154 85

Reductions in nonperforming loans and leases

Paydowns and payoffs
1467 781

Sales 45 82
Returns to performing status 125 239

Charge-offs
1900 370

Transfers to foreclosed properties
372 75

Transfers to loans held-for-sale 13 20

Total net additions to nonperforming loans and leases 4342 1398

Total nonpeforming loans and leases December31 6497 2155

Foreclosed properties

Balance January
75 10

Additions to foreclosed properties

New foreclosed properties
372 91

Reductions in foreclosed properties

Sales 110 22
Writedowns 16

Total net additions to foreclosed properties
246 65

Total foreclosed properties December31 321 75

Nonperforming commercial assets December31 6818 $2230

Nonperforming commercial loans and leases as percentage of outstanding commercial loans and leases 1.93% 0.67%

Nonperforming commercial assets as percentage of oijtstanding
commercial loans and leases and foreclosed properties

18 2.02 0.70

lii Balances do not include nonperforming LHFS of $852 million and $93 million at Decmber 31 2008 and 2007 Balances do not include nonperforming AFS debt securities of $291 million and $180 million at

December 31 2008 and 2007

121 Balances do not include nonperforming derivative assets of $512 million at December 31 2008

131 Includes small business commercial domestic activity

141 commercial loans and leases may be restored to performing states when all principal and interest is current and full repayment of the remaining
contractual principal and interest is eopected or when the loss

otherwise becomes well-secured and is in the process of collection

151 Dertain loan and lease products including business card are not classified as nonperfsrming therefore the charge-offs on these loans have no impact Os nonperforming activity

101 Outstasding commercial loans and-leases esclilde loans measured at fair valae in accordance with SFAS 159
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Industry Concentrations

Table 30 presents commercial committed and commercial utilized credit

exposure by industry and the total net credit default protection purchased

to cover the funded and the unfunded portion of certain credit exposure

Our commercial credit exposure is diversified across broad range of

industries

Industry limits are used
internally to manage industry concentrations

and are based on committed exposure and capital usage that are allo

cated on an industry-by-industry basis risk management framework is

in place to set and approve industry limits as well as to provide ongoing

monitoring The CRC oversees industry limits governance

Total commercial committed credit exposure increased by $18.3 billion

or two percent at December 31 2008 compared to 2007
largely driven by

diversified financials partially offset by decline in commercial real estate

Total commercial utilized credit exposure increased by $46.8 billion or 10

percent at December 31 2008 compared to 2007 The overall commercial

credit utilization rate increased year over year increasing from 57 percent to

62 percent due to increases in diversified financials government and public

education and healthcare and equipment services

Real estate remains our largest industry concentration accounting for

13 percent of total commercial committed exposure of which 15 percent

is homebuilder exposure decrease of $7.9 billion or seven percent

was driven primarily by decline in CMBS assets held-for-sale as result

of sales and distributions completed securitizations and writedowns

Diversified financials grew by $17.2 billion or 20 percent reflecting

increases in capital markets exposure and consumer finance commit

ments Part of the increase was driven by $3.7 billion
fully committed

secured credit facility as well as $4.0 billion FDIC guaranteed facility

both of which were with Merrill Lynch These facilities were terminated

following the completion of the acquisition The increase in consumer

finance commitments was driven primarily by liquidity support associated

with the financing of credit card and auto finance related assets within

the Corporations multi-seller unconsolidated asset backed commercial

paper conduits

Healthcare equipment and services increased $5.8 billion or 14 per

cent due to loan growth primarily to not-for-profit
healthcare providers

This was driven
primarily by increased demand for

liquidity and credit

instruments to support variable rate demand notes VRDN5 caused by

dislocations in the ARS markets Consumer services increased $5.3 bil

lion or 14 percent driven primarily by growth in the education private

colleges and universities sector also resulting from the ARS dislocation

Food beverage and tobacco increased $2.8 billion or 11 percent due to

growth in food products and large underwritten transaction Banks

decreased by $8.8 billion or 25 percent reflecting the termination of

$5.0 billion commitment to Countrywide

Government and public education utilizations increased $7.6 billion

due to new refinancings of ARS into letter-of-credit backed VRDNs and the

restructuring of monoline insured VRDN5 into uninsured VRDNs Total

committed exposure increased by $1.2 billion as the increases in the

utilized balance were partially offset by reduction in certain unutilized

credit lines

Monoline exposure is reported in the insurance industry and managed

under insurance portfolio industry limits Direct loan exposure to mono-

lines consisted of revolvers in the amount of $126 million at

December 31 2008 and $203 million at December 31 2007

Mark-to-market counterparty derivative credit exposure was $2.6 billion at

December 31 2008 compared to $420 million at December 31 2007

The increase in the mark-to-market exposure was due to credit deterio

ration related to underlying counterparties and spread widening in both

wrapped CDO and structured finance related exposures At December 31

2008 the counterparty credit valuation adjustment related to monoline

derivative exposure was $1.0 billion which reduced our net

mark-to-market exposure to $1.6 billion We do not hold collateral against

these derivative exposures During the first quarter of 2009 one mono-

line counterparty restructured its business and had its credit rating down

graded We are currently evaluating the impact this restructuring and

downgradewill have on Merrill Lynch as Well as our related counterparty

credit valuation adjustment and the combined companys 2009 financial

results

We have indirect exposure to monolines primarily in the form of guar

antees supporting our loans investment portfolios securitizations credit

enhanced securities as part of our public finance business and other

selected products Such indirect exposure exists when we purchase

credit protection from monolines to hedge all or portion of the credit

risk on certain credit exposures including loans and CDO5 We underwrite

our public finance exposure by evaluating the underlying securities In the

case of default we first look to the underlying securities and then to

recovery on the purchased insurance See page 41 for discussion on our

CDO exposure and related credit protection

We also have indirect exposure as we invest in securities where the

issuers have purchased wraps i.e insurance For example municipal

ities and corporations purchase protection in order to enhance their pric

ing power which has the effect of reducing their cost of borrowings If the

rating agencies downgrade the monolines the credit rating of the bond

may fall and may have an adverse impact on the market value of the

security

We have further monoline related exposure in our public finance busi

ness where we are the lead manager or remarketing agent for trans

actions that are wrapped including ARS healthcare providers and

consumer services tender option municipal bonds TOB5 and VRDNs

Continuing concerns about monoline downgrades or insolvency have

caused disruptions in each of these markets as investor concerns have

impacted overall market liquidity and bond prices For more information

on ARS see Recent Events beginning on page 22 We no longer serve as

the lead manager on municipal or student loan ARS where high

percentage of the programs are wrapped by either monolines or other

financial guarantors We are the remarketing agent on TOBs and VRDN

transactions and also provide commitments on approximately $13 bil

lion of VRDNs which increased approximately $2.2 billion during the year

driven by the conversion by clients of ARS to VRDN structures including

those issued by municipalities and other organizations These commit

ments obligate us to purchase the VRDNs in the event that they can not

be remarketed or otherwise prcvide funding to the issuer and are primar

ily held and reported in government and education related industry portfo

lios and managed under respective industry limits

In addition at December 3L 2008 we also held approximately $1.3

billion in ARS $1.5 billion in VRDN5 and $3.0 billion in lOBs acquired in

connection with these activities which are included in trading account

assets During 2008 we recorded losses of $1.1 billion on the ARS

primarily related to student loan-backed securities including our commit

ment to repurchase ARS from certain clients as part of settlement

agreement with regulatory agencies We did not record any losses on the

VRDN5 and only minimal losses on the lOBs during the year We continue

to have liquidity exposure to these markets and instruments As market

conditions continue to evolve these conditions may impact our results

For additional information on our liquidity exposure to lOBs see the

Municipal Bond Trusts discussion within the Off- and On-Balance Sheet

Arrangements discussion beginning on page 49 and Note Variable

Interest Entities to the Consolidated Financial Statements
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Table 30 Commercial Credit Exposure by Industry 12

Credit protection is purchased to cover the funded portion as well as

the unfunded portion ofcertain credit exposure To lessen the cost of

obtaining our desired credit protection levels credit exposure may be

added within an industry borrower or counterparty group by selling pro

tection

At December 31 2008 and 2007 we had net notional credit default

protection purchased in our credit derivatives portfolio to cover the funded

and unfunded portion of certain credit exposures of $9.7 billion and $7.1

billion The mark-to-market impacts including the cost of net credit

default protection hedging our exposure resulted in net gains of $993

million in 2008 compared to net gains of $160 million in 2007 The

average VAR for these credit derivative hedges was $24 million and $18

million for 2008 and 2007 The increase in VAR was driven by an

increase in the average amount of credit protection outstanding during

the year There is diversification effect between the net credit default

protection hedging our credit exposure and the related credit exposure

such that their combined average VAR was $22 million for 2008 Refer to

the Trading Risk Management discussion beginning on page 85 for

description of our VAR calculation for the market-based trading portfolio

Tables 31 and 32 present the maturity profiles
and the credit

exposure debt ratings of the net credit default protection portfolio at

December 31 2008 and 2007

December31

Commercial Utilized Total Commercial Committed

2008 2007 2008 2007

79766 81260

Dollars in millions

Real estate $103889 $111742

Diversified financials 50327 37872 103306 86118

Government and public education 39386 31743 58608 57437

Capital goods 27588 25908 52522 52356

Retailing
30736 32401 50102 54037

Healthcare equipment and services 31280 24337 46785 40962

Consumer services 28715 23382 43948 38650

Materials 22825 22176 38105 38717

Commercial services and supplies 24095 21175 34867 31858

Individuals and trusts 22752 22323 33045 32425

Food beverage and tobacco 17257 13919 28521 25701

Banks 22134 21261 26493 35323

Energy 11885 12772 22732 23510

Media 8939 7901 19301 19343

Utilities 8230 6438 19272 19281

Transportation 13050 12803 18561 18824

Insurance 11223 7162 17855 16014

Religious and social organizations 9539 8208 12576 .10982

Consumer durables and apparel 6219 5802 10862 10907

Technoiogy hardware and equipment 3971 4615 10371 10239

Pharmaceuticals and biotechnology 3721 4349 10111 8563

Software and services 4093 4739 9590 10128

Telecommunication services 3681 3475 8036 8235

Food and staples retailing 4282 3611 7012 6465

Automobiles and components 3093 2648 6081 6960

Household and personal products 1137 889 2817 2776

Semiconductors and semiconductor equipment 1105 1140 1822 1734

Other 7720 7617 8142 7715

Total commercial credit exposure by industry $498749 $451926 $805332 $787002

Net.credit default protection purchased on total commitments 9654 7146

01 Total commercial utilized and total commercial committed enposure includes loans and letters of credit measured at fair value in accordance with SFAS 159 and are comprised of loans outstanding of $5.4 billion and

$4 billion and issued letters of credit at notional value of $1 billion and $1 billion at December 31 2008 and 2007 Is addition total commercial committed enposure includes unfunded loan commitments at

notional value of $15.5 billion and $19.8 billion at December 31 2008 and 2007

121 Includes small business commercial domestic esposure

21 Industries are viewed from variety of perspectives to best isolate the perceived risks For purposes of this table the reel estate industry is
defined based upon the borrowers or cuunterpurties primary business

activity using operating cash Cow and primary source of repayment as key factors

41 Represents net notional credit protection purchased

Table 31 Net Credit Default Protection by Maturity Profile

December31

2008 2007

Less than or equal to one year
1% 2%

Greater than one year and less than or equal to five years
92 67

Greater than five
years

31

Total net credit default protection
100% 100%

Ill In order to mitigate the cost of purchasing credit protection credit eoposure can be added by selling credit protection The distribution of maturities for net credit default protection purchased is shown as positive

percentages and the distribution of maturities for net credit protection sold as negative percentages
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In addition to our net notional credit default protection purchased to

cover the funded and unfunded portion of certain credit exposures credit

derivatives are used for market-making activities for clients and establish

ing proprietary positions intended to profit from directional or relative

value changes We execute the majority of our credit derivative positions

in the over-the-counter market with large international financial

institutions including broker/dealers and to lesser degree with variety

of other investors Because these transactions are executed in the

over-the-counter market we are subject to settlement risk We are also

subject to credit risk in the event that these counterparties fail to perform

under the terms of these contracts In most cases credit derivative

transactions are executed on daily margin basis Therefore events such

as credit downgrade depending on the ultimate rating level or breach

of credit covenants would
typically require an increase in the amount of

collateral required of the counterparty where applicable and/or allow us

to take additional protective measures such as early termination of all

trades Further we enter into
legally

enforceable master netting agree

ments which reduce risk by permitting the closeout and netting of trans

actions with the same counterparty upon the occurrence of certain

events

The notional amounts presented in Table 33 represent the total con

tract/notional amount of credit derivatives outstanding and includes both

purchased and written protection The credit risk amounts are measured

as the net replacement cost the event the counterparties with con

tracts in gain position to us fail to perform under the terms of those

contracts We use the current mark-to-market value to represent credit

exposure without giving consideration to future mark-to-market

changes The credit risk amounts take into consideration the effects of

legally enforceable master netting agreements and on an aggregate

basis have been reduced by cash collateral applied against derivative

assets The significant increase in credit spreads across nearly all major

credit indices during 2008 drove the increase in counterparty credit risk

for purchased protection The $1.0 trillion decrease in the contract/

notional value of credit derivatives was driven by our continued efforts to

reduce aggregate positions to minimize market and operational risk For

information on the performance risk of our written protection credit

derivatives see Note Derivatives to the Consolidated Financial

Statements

Table 32 Net Credit Default Protection by Credit Exposure Debt Rating

Dollars in millions December 31

2008 2007

Ratings Net Notional Percent Net Notional Percent

MA 30 O.3% 13 0.2%

AA 103 1.1 92 L3

2800 29.0 2408 33.7

BBB 4856 50.2 3328 46.6

BB 1948 20.2 1524 21.3

579 6.0 180 2.5

ccc and below 278 2.9 75 1.0

NR 880 9.1 474 6.6

$9654 100.0% $7146 100.0%Total net credit default
protection

____________________________________________________________________________
111 In order to mitigate the cost of purchasing credit protection credit expoaure can be added by selling credit protection The distribution of debt rating for net notional credit default protection purchased is shown as

negative and the net notional credit protection sold is Shown as positive amount

21 The Corporation considers ratings of BBB- or higher to meet the definition of investment grade

31 In addition to names which have not been rated NR includes $948 million and $550 million in net credit default swaps index positions at December 31 2008 and 2007 While indev positions are principally

investment grade credit default swaps indices include names in and across each of the ratings categories

Table 33 Credit Derivatives

December31

2008 2007

Dollars in millions Contract/Notional Credit Risk1 Contract/Notional Credit Risklll

Credit derivatives

Purchased protection

Credit default swaps $1025876 $11772 $1490641 $6822

Total return swaps 6575 1678 13551 671

Total purchased protection 1032451 13450 1504192 7493

Written protection

Credit default swaps 1000034 1517305

Total return swaps 6203 24884

Total written protection 1006237 1542189
_________

Total credit derivatives $2038688 $13450 $3046381 $7493

mi Does not reflect any potential benefit from offsetting eoposure to nsncredit derivative products with the same counterparties that may be netted upon the occurrence of certain events thereby reducing the

Corporations overall esposare
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Counterparty Credit Risk Valuation Adjustments

We record counterparty credit risk valuation adjustment on our expected

exposure related to derivative assets and liabilities including our credit

default protection purchased in order to properly reflect the credit quality

cf the counterparty in accordance with SFAS 157 In determining the

Expected exposure we consider collateral held and legally
enforceable

master netting agreements that mitigate our credit exposure to each

counterparty The amount of counterparty credit risk valuation adjust

roents at any point of time is dependent on the value of the derivative

contract collateral and credit worthiness of the counterparty

During 2008 valuation adjustments related to derivative assets of

$3.2 billion were recognized as trading account losses for counterparty

credit risk including $1.1 billion of losses related to insured super senior

CDOs and $537 million of losses related to our structured credit trading

business The losses were driven by increases in the value of the

derivative contracts resulting primarily from spread widening market vola

tility
and credit deterioration related to the underlying counterparties At

December 31 2008 the cumulative counterparty credit risk valuation

adjustment that was netted against the derivative asset balance was

$4.0 billion For information on our monoline counterparty credit risk see

the discussion on page 76 CDO-related counterparty credit risk see the

CMAS discussion on page 40 and for more information on the VAR

related to our counterparty credit risk see the Trading Risk Management

discussion on page 85

In addition the fair value of our derivative liabilities is adjusted to

reflect the impact of the Corporations credit quality During 2008 valu

ation adjustments of $364 million were recognized as trading account

profits
for changes in the Corporations credit risk driven by credit spread

widening At December 31 2008 the Corporations cumulative credit risk

valuation adjustment that was netted against the derivative liabilities

balance was $573 million

In light of recent market events banking regulators have been working

with the industry to organize central clearinghouse for credit derivative

trading similar to existing clearinghouses for interest rate derivatives It

is expected that central clearinghouse for credit derivatives would

reduce the risk of counterparty default similar to the reduction achieved

lhrough the interest rate derivative clearinghouse primarily through the

guaranteeing of trades in the event that member fails We continue to

participate in these industry initiatives

Foreign Portfolio

Our foreign credit and trading portfolio is subject to country risk We

define country risk as the risk of loss from unfavorable economic and

political conditions currency fluctuations social instability and changes

in government policies risk management framework is in place to

measure monitor and manage foreign risk and exposures Management

oversight of country risk including cross-border risk is provided by the

Country Risk Committee subcommittee of the CRC

Table 34 sets forth total foreign exposure broken out by region at

December 31 2008 and 2007 Foreign exposure includes credit

exposure net of local liabilities securities and other investments domi

ciled in countries other than the U.S Total foreign exposure can be

adjusted for externally guaranteed outstandings and certain collateral

types Exposures which are assigned external guarantees.are reported

under the country of the guarantor Exposures with tangible collateral are

reflected in the country where the collateral is held For securities

received other than cross-border resale agreements outstandings are

assigned to the domicile of the issuer of the securities Resale agree

ments are generally presented based on the domicile of the counterparty

consistent with FFIEC reporting requirements

Our total foreign exposure was $131.1 billion at December 31 2008

decrease of $7.0 billion from December 31 2007 Our foreign

exposure remained concentrated in Europe which accounted for $66.5

billion or 51 percent of total foreign exposure The European exposure

was mostly in Western Europe and was distributed across variety of

industries with approximately 58 percent concentrated in the commercial

sector and approximately 17 percent in the banking sector The decline of

$8.3 billion in Europe was driven by lower cross-border derivatives

assets and securities and other investment exposures

Asia Pacific was our second largest foreign exposure at $39.8 billion

or 30 percent The decline in Asia Pacific was primarily driven by lower

cross-border exposures in Japan and Australia offset in part by the net

$3.3 billion increased equity investment in CCB and higher exposure in

India Latin America accounted for $11.4 billion or nine percent of total

foreign exposure For more information on our Asia Pacific and Latin

America exposures see the discussion on the foreign exposure to

selected countries defined as emerging markets on page 80

Table 34 Regional Foreign Exposure 123

December31

IDotars in millions

2008 2007

Europe
66472 74725

Asia Pacific
39774 42081

Latin America 11378 10944

Middle East and Africa
2456 1951

Other
10988 8361

Total regional foreign exposure
$131068 $138062

The balances above exclude local funding or liabilities which are subtracted from local eoposures as allowed by the FFIEC

21 Exposures have been reduced by $19.6 billion and $6.3 billion at December 31 2008 and 2007 Soch amounts represent the caah applied as collateral to derivative aaaets

31 Generally resale agreements are presented based on the domicile of the coanterparty consistent with FFIEC reporting requirements Croasborder resale agreements where the underlying securitIes are U.S Treasury

securities in which case the domicile is the U.S are excluded from thin presentation
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As shown in Table 35 at December 31 2008 and 2007 China had

total cross-border exposure of $20.7 billion and $17.0 billion represent

ing 1.14 percent and 0.99 percent of total assets China was the only

country where the total cross-border exceeded one percent of our total

assets at December 31 2008 and 0.75 percent of tota assets at

December 31 2007 At December 31 2008 and 2007 the largest

concentration of the cross-border exposure to China was in the banking

sector primarily our equity investment in CCB

Table 35 Total Cross border Exposure Exceeding One Percent of Total Assets

Dollars in millisns December31 Public Sector

China

AS presented in Table 36 foreign exposure to borrowers or counter-

parties in emerging markets increased $5.4 billion to $45.8 billion at

December 31 2008 compared to $40.4 billion at December 31 2007

The increase was primarily due to our increased equity investment in CCB

as well as higher exposures in India and Bahrain Foreign exposure to

borrowers or counterparties in emerging markets represented 35 percent

and 29 percent of total foreign exposure at December 31 2008 and

2007

Table 36 Selected Emerging Markets

2008

2007

2006

44 $20091

58 16558

127 3174

Exposure as

Cross-border Percentage of Total

Banks Private Sector Exposure Assets

lii Exposure includes cross-border claims by our foreign offices as follows loans acceptances time deposits placed trading account assets securities derivative assets Other interest-earning investments and other

monetary assets Amounts also include unused commitments SBLCs commercial letters of credit and formal guarantees Sector definitions are consistent with FFIEC reporting requirements for preparing the Country

Exposure Report

$524

424

264

$20659

17040

3565

1.14%

0.99

0.24

Total

Locsl Emerging Increase

Loans and
Country Market Decrease

Leases and Securities/ Total Cross- Exposure Exposure at From

Loan Other Derivative Other border Net of Local December 31 December 31
Commitments Financing 121 Assets 13 Investments 141

Exposure 1Liab8ties 161 2008 2007Dollars in millionsl

Region/Country

Asia Pacific

China 285 48 499

South Korea 665 871 1635
India 1521 689 1045

Singapore 347 73 813

Taiwan 304 26 60

I-long Kong 429 28 143

Other Asia Pacific 171 187 97 40

$19827

1505

1179

336

29

81

281

23238

$20659

4676

4434

1569

419

681

605

33043

46

423

469

$20705

4676

4434

1569

842

681

605

33512

$3665

274

1142

277

225

114

82

4937Total Asia Pacific 3738 1832 4235

Latin America

Mexico 1335 301 132 2264 4032 125 4157 281
Brazil 350 407 50 2544 3351 518 3869 182

Chile 294 241 30 11 576 579 140
Other Latin America 150 273 67 492 155 647

Total Latin America 2129 1222 214 4886 8451 801 9252 239

Middle East and Africa

Bahrain 269 59 854 1189 1189 1042
Other Middle East and Africa 171 661 131 367 107 1266 1266 528

Total Middle East and Africa 930 138 426 961 2455 2455 514

Central and Eastern Europe71 65114 262 188 629 629 205

Total emerging market exposure $6862 $3306 $5137 $29273 $44578 $1270 $45848 $5417

Ill There Is no generally accepted definition of emerging markets The definition that we use includes all countries in Asia Pacific excluding Japan Australia snd New Zeoland all countries in Lstin America escluding

Cayman Islands and Bermuda all Countries in Middle East and Africa and all countries in Central and Eastern Europe eocluding Greece There woe no emerging market exposure included in the portfolio measured at

fair value in accordance with SFAS 159 at December 31 2008 and 2007

121 Includes acceptances standby letters of credit commercial letters of credit and formal guarantees

131 Derivative assets are reported on mark-to-market basis sod have been reduced by the amount of cash collateral applied of $152 million and $57 million rt December 31 2008 and 2007 At December 31 2008 and

2007 there were $531 million and $2 million of other marketable securities collateralizing derivative assets for which credit risk has not been reduced

41 Generally cross-border resale agreements are presented based on the domicile of the counterpsrty consistent with FFIEC reporting requirements Cross-border resole agreements where the underlying securities are

U.S Treasury securities in which case the domicile is the U.S are eocluded from this presentation

151 Cross-border exposure includes amounts payable to the Corporation by borrowers or counterparties with country of redidence other than the one in which the credit is booked regardless ot the currency in which the

claim Is denominated Consistent with FFIEC reporting requirements

161 Local country eoposure includes amounts payable to the Corporation by borrowers with country of residence in which the credit is booked regardless of the currency in which the clsim is denominated Local funding or

liabilities are subtracted from locsl exposures consistent with FFIEC reporting requirements Total amount of available local liabilities funding local country esposure at December 31 2008 woo $12.6 billion compsred

to $21.6 billion at December 31 2007 Local liabilities at December 31 2008 in Asis Pacific and Latin America were $12.1 billion snd $538 million of which $4.9 billion were in Singapore $22 billion were in Hong

Kong $1.7 billion were in South Korea $1.0 billion were in India and $882 million were in China There were no Other countries with avsilable local lisbities funding local count ry eopooore grester than $500 million

ri No country included in Other Asia Pacific Other Latin America Other Middle Eaot and Africa and Central and Eastern Europe had total foreign exposure of more than $500 million
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At December 31 2008 and 2007 73 percent and 71 percent of the

emerging markets exposure was in Asia Pacific Emerging markets

exposure in Asia Pacific increased by $4.9 billion driven by higher cross-

border exposure in China and India Our exposure in China was primarily

related to our equity investment in CCB which accounted for $19.7 billion

and $16.4 billion at December 31 2008 and 2007 In 2008 under the

terms of our purchase option we increased our ownership in CCB by pur

chasing 25.6 billion common sharesfor approximately $9.2 billion These

recently purchased shares are accounted for at cost in other assets and

are non-transferable until August 2011 In addition in January 2009 we

sold 5.6 billion common shares of our initial investment in CCB for $2.8

billion reducing our ownership to 16.7 percent and resulting in pre-tax

gain of approximately $1.9 billion The remaining initial investment of

13.5 billion common shares is accounted for at fair value and recorded

as AFS marketable equity securities in other assets with an offset

net-of-tax to accumulated OCI These shares became transferable in

October 2008

At December 31 2008 20 percent of the emerging markets exposure

was in Latin America compared to 23 percent at December 31 2007

Latin America emerging markets exposure decreased by $239 million

driven by lower cross-border exposures in Mexico and Chile The decline

in Mexico is primarily driven by the decline in value of our equity invest

ment in Santander due to the strengthening of the U.S dollar Our 24.9

percent investment in Santander which is classified as securities and

other investments in the preceding table accounted for $2.1 billion and

$2.6 billion of exposure in Mexico at December 31 2008 and

December 31 2007 Our exposure in Brazil was primarily related to the

carrying value of our investment in Banco ltaU which accounted for $2.5

billion and $2.6 billion of exposure in Brazil at December 31 2008 and

December 31 2007 Our equity investment in Banco ltar represents

eight percent and seven percent of its outstanding voting and non-voting

shares at December 31 2008 and 2007

At both December 31 2008 and 2007 five percent of the emerging

markets exposure was in Middle East and Africa Middle East and Africa

emerging markets exposure increased by $514 million driven by

increased cross-border securities and other investments exposures in

Bahrain which were primarily collateralized by mortgage-backed securities

issued by U.S government sponsored entities

Provision for Credit Losses

The provision for credit losses increased $18.4 billion to $26.8 billion in

2008 compared to 2007

The consumer portion of the provision for credit losses increased

$15.2 billion to $21.8 billion compared to 2007 The higher provision

expense was largely driven by higher net charge-offs and reserve

increases in our home equity and residential mortgage portfolios

reflective of deterioration in the housing markets
particularly

in geo

graphic areas that have experienced the most significant declines in

home prices as well as deterioration in our Countrywide SOP 03-3 portfo

lio subsequent to the July 2008 acquisition Furthermore the slowing

economy and portfolio deterioration resulted in higher credit costs in the

unsecured lending and domestic credit card portfolios

The commercial portion of the provision for credit losses increased

$3.2 billion to $5.0 billion compared to 2007 The increase was driven by

higher net charge-offs in our small business portfolios within GCSBB

reflecting
deterioration from the impacts of slowing economy particularly

in geographic areas that have experienced the most significant home

price declines Higher net charge-offs were also experienced in commer

cial real estate primarily the homebuilder loan portfolio as well as

commercial domestic and foreign net charge-offs which were broad-

based in terms of both borrowers and industries and up from very low

levels in 2007 Reserves were increased for deterioration in the home-

builder and non real estate commercial portfolios within GCIB as well as

in the small business
portfolio

within GCSBB In addition the absence of

2007 reserve reductions in All Other also contributed to the increase in

provision

Allowance for Credit Losses

The allowance for loan and lease losses excludes loans measured at fair

value in accordance with SFAS 159 as subsequent mark-to-market

adjustments related to loans measured at fair value include credit risk

component The allowance for loan and lease losses is allocated based

on two components We evaluate the adequacy of the allowance for loan

and lease losses based on the combined total of these two components

The first component of the allowance for loan and lease losses covers

those commercial loans excluding loans measured at fair value that are

either nonperforming or impaired An allowance is allocated when the

discounted cash flows or collateral value or observable market price are

lower than the carrying value of that loan For purposes of computing the

specific loss component of the allowance larger impaired loans are eval

uated
individually

and smaller impaired loans are evaluated as pool

using historical loss experience for the respective product type and risk

rating of the loans

The second component of the allowance for loan and lease losses

covers performing consumer and commercial loans and leases excluding

loans measured at fair value The allowance for commercial loan and

lease losses is established by product type after analyzing historical loss

experience by internal risk rating current economic conditions industry

performance trends geographic or obligor concentrations within each

portfolio segment and any other pertinent information The commercial

historical loss experience is updated quarterly to incorporate the most

recent data reflective of the current economic environment As of

December 31 2008 quarterly updating of historical loss experience did

not have material impact on the allowance for loan and lease losses

The allowance for consumer and certain homogeneous commercial loan

and lease products is based on aggregated portfolio segment evalua

tions generally by product type Loss forecast models are utilized that

consider variety of factors including but not limited to historical loss

experience estimated defaults or foreclosures based on portfolio trends

delinquencies economic trends and credit scores These loss forecast

models are updated on quarterly basis in order to incorporate

information reflective of the current economic environment As of

December 31 2008 quarterly updating of the loss forecast models

resulted in increases in the allowance for loan and lease losses driven by

higher losses primarily in the home equity portfolio reflective of deterio

ration in the housing markets portfolio deterioration on the consumer

card and unsecured lending portfolios and deterioration and reduced col

lateral values in the retail dealer-related loan portfolios

We monitor differences between estimated and actual incurred loan

and lease losses This monitoring process includes periodic assess

ments by senior management of loan and lease portfolios and the models

used to estimate incurred losses in those portfolios

Additions to the allowance for loan and lease losses are made by

charges to the provision for credit losses Credit exposures deemed to be

uncollectible are charged against the allowance for loan and lease loss

es Recoveries of previously charged off amounts are credited to the

allowance for loan and lease losses

The allowance for loan and lease losses for the consumer portfolio as

presented in Table 38 was $16.7 billion at December 31 2008 an

increase of $9.9 billion from December 31 2007 This increase was

primarily driven by reserve increases related to higher losses in our home

equity unsecured lending consumer card and residential mortgage port-
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folios and the addition of the Countiywide portfolio In addition reserves

were increased by $750 million associated with reduction in the princi

pal cash flows expected to be collected on the Countrywide SOP 03-3

portfolio mainly the discontinued real estate portfolio

The allowance for commercial loan and lease losses was $6.4 billion

at December 31 2008 $1.6 billion increase from December 31 2007

The increase in allowance levels was driven by higher losses in the small

business portfolio within GCSBB and reserve increases on the home-

builder loan
portfolio

within GCIB For further discussion see Provision for

Credit Losses on page 81

The allowance for loan and lease losses as percentage of total

loans and leases outstanding was 2.49 percent at December 31 2008

compared to 1.33 percent at December 31 2007 The increase in the

ratio was primarily driven by reserve increases for higher losses in the

home equity and residential mortgage portfolios reflective of continued

weakness in the housing markets and slowing economy The higher

ratio was also due to reserve increases in the Card Sen/ices unsecured

lending domestic credit card and small business portfolios These

reserve increases were result of the slowing economy particularly in

geographic areas that have experienced the most significant housing

declines and with respect to several portfolios seasoning of vintages

originated in periods of higher growth In addition the 2008 ratio also

includes the impact of SOP 03-3 portfolio As this portfolio was initially

recorded at fair value upon acquisition the reserve related to these loans

is significantly lower than other portfolios

Reserve for Unfunded Lending Commitments

In addition to the allowance for loan and lease losses we also estimate

probable losses related to unfunded lending commitments excluding

commitments measured at fair value such as letters of credit and finan

cial guarantees and binding unfunded loan commitments Unfunded lend

ing commitments are subject to the same assessment as funded loans

except utilization assumptions are considered The reserve for unfunded

lending commitments is included in accrued expenses and other liabilities

on the Consolidated Balance Sheet with changes to the reserve generally

made through the provision for credit losses

The reserve for unfunded lending commitments at December 31

2008 was $421 million compared to $518 million at December 31

2007 Our reserve for unfunded commitments decreased as result of

lower exposures
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Table 37 presents roliforward of the allowance for credit losses for 2008 and 2007

Table 37 Allowance for Credit Losses

Dollars in millions

2008 2007

Allowance for loan and lease losses January 11588 9016

Adjustment due to the adoption of SFAS 159 32
Loans and leases charged off

Residential mortgage 964 78
Home equity 3597 286

Discontinued real estate 19 n/a

Credit card domestic 4469 3410
Credit card

foreign
639 453

Direct/Indirect consumer 3777 1885
Other consumer 461 346

Total consumer charge-offs 13926 6458

Commercial domestic 11 2567 1135
Commercial real estate 895 54
Commercial lease financing 79 55
Commercial foreign 199 28

Total commercial charge-offs 3740 1272

Total loans and leases charged off 17666 7730

Recoveries of loans and leases previously charged off

Residential mortgage 39 22

Home equity
101 12

Discontinued real estate n/a

Credit card domestic 308 347

Credit card foreign
88 74

Direct/Indirect consumer 663 512

Other consumer 62 68

Total consumer recoveries 1264 1035

Commercial domestic 121 118 128

Commercial real estate

Commercial lease financing
19 53

Commercial foreign 26 27

Total commercial recoveries 171 215

Total recoveries of loans and leases previously charged off 1435 1250

Net charge-offs 16231 6480

Provision for loan and lease losses 26922 8357

Other 31 792 727

Allowance for loan and lease losses December31 23071 11588

Reserve for unfunded lending commitments January 518 397

Adjustment due to the adoption of SFAS 159 28
Provision for unfunded lending commitments 97 28

Other 121

Reserve for unfunded lending commitments December31 421 518

Allowance for credit losses December31 23 492 12 106

Loans and leases outstanding at December 31 15 $926033 $871754

Allowance for loan and lease losses as percentage of total loans and leases outstanding at December31 56 249% 1.33%

Consumer allowance for bàn and lease losses as percentage of total consumer loans and leases outstanding at December31 161 2.83 123

Commercial allowance for loan and lease losses as percentage of total commercial loans and leases outstanding at December31 1% 1.90 1.51

Average loans and leases outstanding at December31 61 $905944 $773142

Net charge-offs as percentage of average loans and leases outstanding at December31 15 61 1.79% 0.84%

Allowance for loan and lease losses as percentage of total nonperforming loans and leases at December31 61 141 207

Ratio of the allowance for loan and lease losses at December 31 to net charge-offs
61 1.42 1.79

Includes small business commercial domestic charge-otto of $2.0 billion and $931 million is 2008 and 2007

121 Includes small business commercial domestic recuneries of $39 million and $51 million in 2008 and 2007

31 The 2008 amount includes the $1.2 billion addition of the Cuuntrvvide allowance fur loanloaaes as of July 2008 The 2007 amount incluctea the $725 million and $25 million additions of the LaSalle and U.S Trust

curpurutiun allowance fur loan losses as of October 2007 and July 2007

141 The 2007 amount includes the $124 million addition of the LaSalle reserve for unfunded lending commitments as of October 2007

11 Outstanding loan and lease balances and ratios do not include loans measured at fair nalue in accordance with SEAS 159 at and for the year ended December 31 2008 and 2007 Loans measured at fair ealue were

$5.4 billion and $4.6 billion at December 31 2008 and 2007 Anerage loans measured at fair nalue were $4.9 billion and $3.0 billion for 2008 and 2007

Wo account for acquired impaired loans in accordance with SOP 03-3 For more information on the impact of SOP 03-3 on asset quality see consumer Portfolio credit Risk Management beginning on page 62

n/a nut applicable
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For reporting purposes we allocate the allowance for credit losses across products However the allowance is available to absorb any credit losses

Market Risk Management
Market risk is the risk that values of assets and liabilities or revenues will

be adversely affected by changes in market conditions such as market

movements This risk is inherent in the financial instruments associated

with our operations and/or activities including loans deposits securities

short-term borrowings long-term debt trading account assets and

liabilities and derivatives Market-sensitive assets and liabilities are

generated through loans and deposits associated with our traditional

banking business customer and proprietary trading operations ALM

process credit risk mitigation activities and mortgage banking activities

In the event of market volatility factors such as underlying market move

ments and liquidity have an impact on the results of the Corporation

Our traditional banking loan and deposit products are nontrading posi

tions and are reported at amortized cost for assets or the amount owed

for liabilities historical cost GAAP requires historical cost view of tradi

tional banking assets and liabilities However these positions are still

subject to changes in economic value based on varying market con

ditioris primarily changes in the levels of interest rates The risk of

adverse changes in the economic value of our nontrading positions is

managed through our ALM activities We have elected to fair value certain

loan and deposit products in accordance with SFAS 159 For further

information on fair value of certain financial assets and liabilities see

which include exposures to interest rates and foreign exchange rates as

well as mortgage equity commodity issuer and market liquidity risk

factors We seek to mitigate these risk exposures by using techniques

that encompass variety of financial instruments in both the cash and

derivatives markets The following discusses the key risk components

along with respective risk mitigation techniques

Interest Rate Risk

Interest rate risk represents exposures to instruments whose values vary

with the level or volatility
of interest rates These instruments include but

are not limited to loans debt securities certain trading-related assets

and liabilities deposits borrowings and derivative instruments Hedging

instruments used to mitigate these risks include related derivatives such

as options futures forwards arid swaps

Foreign Exchange Risk

Foreign exchange risk represents exposures to changes in the values of

current holdings and future cash flows denominated in other currencies

The types of instruments exposed to this risk include investments in for

eign subsidiaries foreign currency-denominated loans and securities

future cash flows in foreign currencies arising from foreign exchange

transactions foreign currency-denominated debt and various foreign

without restriction Table 38 presents our allocation by product type

Table 38 Allocation of the Allowance for Credit Losses by Product Type

December31

2008 2007

Percent of Percent of

Loansand Loansand

Percent Leases Percent Leases

Dofars in millions Amount of Total outstanding Amount of Total Outstanding

Allowance for loan and lease losses

Residential mortgage 1382 5.99%

Home equity 5385 23.34

Discontinued real estate 658 2.85

Credit card domestic 3947 17.11

Credit card foreign 742 3.22

Direct/Indirect consumer 4341 18.81

Other consumer 203 0.88

Total consumer 16658 72.20

Commercial domestic 4339 18.81

Commercial real estate 1465 6.35

Commercial lease financing 223 0.97

Commercial foreign 386 1.67

Total commercial 6413 27.80

Allowance for credit losses

Allowance for loan and lease losses 23071 100.00%

Reserve for unfunded lending commitments 421

0.56% 207 1.79%

3.53 963 8.31

3.29 n/a n/a

6.16 2919 25.19

4.33 441 3.81

5.20 2077 17.92

5.87 151 1.30

2.83 6758 58.32

1.98 3194 27.56

2.26 1083 9.35

1.00 218 1.88

1.25 335 2.89

1.90 4830 41.68

2.49% 11588 100.00%

518

$12106

0.08%

0.84

n/a

4.44

2.95

2.71

3.61

1.23

1.53

1.77

0.97

1.18

1.51

1.33%

$23492

We account for acquired impaired loans in accerdance with SOP 03-3 For more information on the impact of SOP 03-3 on asset quality see Consumer Portfolio Credit Risk beginning on page 62

121 Ratios are calcolated as allowance for loan and lease louses as percentage of loans and leases outstanding eocluding loans measured in accordance with SEAS 159 for each loan and lease category Loans

measured at fair nalae include commercial domestic loans of $3.5 billion and $3.5 billion commercial-foreign loans of $1.7 billion and $790 million and commercial real estate loans of $203 million and $304

million at December 31 2008 and 2007

131 Allowance for loan and leases looses at December 31 2008 incladea the benefit of amounts enpected to be reimbursable ander cash collateralized uynthetic securitizations Esclading these benefits the allowaece to

ending loans would be 0.69 percent See Residential Mortgage beginning on page 63 for more information

141 Includes allowance for small business commercial domestic loans of $2.4 billion and $1.4 billion at December 31 2008 and 2007

11 Includes allowance for loan and lease losses for impaired commercial loans of $691 million and $123 million at December 31 2008 and 2007

n/a nsf applicable

Note 19 Fair Value Disclosures to the Consolidated Financial State- exchange derivative instruments whose values fluctuate with changes in

ments the level or volatility of currency exchange rates or foreign interest rates

Our trading positions are reported at fair value with changes currently Hedging instruments used to mitigate this risk include foreign exchange

reflected in income Trading positions are subject to various risk factors options currency swaps futures forwards foreign currency denominated

debt and deposits
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Mortgage Risk

Mortgage risk represents exposures to changes in the value of mortgage-

related instruments The values of these instruments are sensitive to

prepayment rates mortgage rates agency debt ratings default market

liquidity other interest rates and interest rate volatility
Our exposure to

these instruments takes several forms First we trade and engage in

market-making activities in variety of mortgage securities including

whole loans pass-through certificates commercial mortgages and

collateralized mortgage obligations including CDOs using mortgages as

underlying collateral Second we originate variety of mortgage-backed

securities which involves the accumulation of mortgage-related loans in

anticipation of eventual securitization Third we may hold positions in

mortgage securities and residential mortgage loans as part of the ALM

portfolio Fourth we create MSR5 as part of our mortgage origination

activities See Note Summary of Significant Accounting Principles and

Note 21 Mortgage Servicing Rights to the Consolidated Financial

Statements for additional information on MSR5 Hedging instruments

used to mitigate this risk include options futures forwards swaps

swaptions and securities

Equity Market Risk

Equity market risk represents exposures to securities that represent an

ownership interest in corporation in the form of domestic and foreign

common stock or other equity-linked instruments Instruments that would

lead to this exposure include but are not limited to the following com

mon stock exchange trded funds American Depositary Receipts ADRs
convertible bonds listed equity options puts and calls over-the-counter

equity options equity total return swaps equity index futures and other

equity derivative products Hedging instruments used to mitigate this risk

include options futures swaps convertible bonds and cash positions

Commodity Risk

Commodity risk represents exposures to instruments traded in the petro

leum natural gas power and metals markets These instruments consist

primarily of futures forwards swaps and options Hedging instruments

used to mitigate this risk include options futures and swaps in the same

or similar commodity product as well as cash positions

Is suer Credit Risk

Issuer credit risk represents exposures to changes in the creditworthi

ness of individual issuers or groups of issuers Our portfolio is exposed to

issuer credit risk where the value of an asset may be adversely impacted

by changes in the levels of credit spreads by credit migration or by

defaults Hedging instruments used to mitigate this risk include bonds

CDS and other credit fixed income instruments

Market Liquidity Risk

Market liquidity risk represents the risk that expected market activity

changes dramatically and in certain cases may even cease to exist This

exposes us to the risk that we will not be able to transact in an orderly

manner and may impact our results This impact could further be

exacerbated if expected hedging or pricing correlations are impacted by

the disproportionate demand or lack of demand for certain instruments

We utilize various risk mitigating techniques as discussed in more detail

in Trading Risk Management

Trading Risk Management
Trading-relted revenues represent the amount earned from trading posh

tions including market-based net interest income which are taken in

diverse range of financial instruments and markets Trading account

assets and liabilities and derivative positions are reported at fair value

For more information on fair value see Note 19 Fair Value Disclosures

to the Consolidated Financial Statements and Complex Accounting Esti

mates beginning on page 93 Trading-related revenues can be volatile arid

are largely driven by general market conditions and customer demand

Trading-related revenues are dependent on the volume and type of trans

actions the level of risk assumed and the volatility of price and rate

movements at any given time within the ever-changing market environ

ment

The GRC chaired by the Global Markets Risk Executive has been

designated by ALCO as the primary governance authority for Global Mar

kets Risk Management including trading risk management The GRCs

focus is to take forward looking view of the primary credit and market

risks impacting CMAS and prioritize those that need proactive risk miti

gation strategy

At the GRC meetings the committee considers significant daily rev

enues and losses by business along with an explaation of the primary

driver of the revenue or loss Thresholds are established for each of our

businesses in order to determine if the revenue or loss is considered to

be significant for that business If any of the thresholds are exceeded an

explanation of the variance is made to the GRC The thresholds are

developed in coordination with the respective risk managers to highlight

those revenues or losses which exceed what is considered to be normal

daily
income statement volatility

The following histogram is graphic depiction of trading volatility
and

illustrates the daily level of trading-related revenue for the 12 months

ended December 31 2008 as compared with the 12 months ended

December 31 2007 During the 12 months ended December 31 2008

positive trading-related revenue was recorded for 66 percent of the trad

ing days of which 17 percent were dailytrading gains of over $50 million

25 percent of the trading days had losses greater than $10 million and

the largest loss was $173 million This can be compared to the 12

months ended December 31 2007 where excluding any discrete write-

downs on CDOs positive trading-related revenue was recorded for 71

percent of the trading days of which five percent were daily trading gains

of over $50 million 21 percent of the trading days had losses greater

than $10 million and the largest loss was $159 million The increase in

daily trading gains of over $50 million and losses of over $10 million in

2008 compared to 2007 wasdriven by the increased volatility that was

experienced in the markets during the-full year of 2008 while 2007

experienced increased volatility only during the second half of the year
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Histogram of Daily Trading-Related Revenue

Twelve Months Ended December 31 2008 versus

Twelve Months Ended December 31 2007

tO Twelve Months Ended December 312008 00 Twelve Months Ended Deceniber 31 2007

To evaluate risk in our trading activities we focus on the actual and

potential volatility
of individual positions as well as portfolios VAR is

key statistic used to measure market risk In order to manage day-to-day

risks VAR is subject to trading limits both for our overall trading portfolio

and within individual businesses All limit excesses are communicated to

management for review

VAR model simulates the value of portfolio under range of hypo

thetical scenarios in order to generate distribution of potential gains

and losses The VAR represents the worst loss the portfolio is expected

to experience based on historical trends with given level of confidence

VAR depends on the volatility of the positions in the portfolio
and on how

strongly their risks are correlated Within any VAR model there are sig

nificant and numerous assumptions that will differ from company to

company In addition the accuracy of VAR model depends on the avail

ability and quality of historical data for each of the positions in the portfo

lio VAR model may require additional modeling assumptions for new

products which do not have extensive historical price data or for illiquid

positions for which accurate daily prices are not consistently available

Our VAR model uses historical simulation approach based on three

years of historical data and assumes 99 percent confidence level Stat

istically this means that losses will exceed VAR on average one out of

100 trading days or two to three times each year

VAR model is an effective tool in estimating ranges of potential

gains and losses on our trading portfolios There are however many limi

tatioris inherent in VAR model as it utilizes historical results over

defined time period to estimate future performance Historical results

may not always be indicative of future results and changes in market

conditions or in the composition of the underlying portfolio could have

material impact on the accuracy of the VAR model This became partic

ularly relevant during the second half of 2007 and continued throughout

2008 when markets experienced periods of extreme illiquidity resulting

in losses that were far outside of the normal loss forecasts by VAR mod

els As such from time to time we update the assumptions and histor

ical data underlying our VAR model During the first quarter of 2008 we

increased the frequency with which we update the historical data to

weekly basis Previously this was updated on quarterly basis

Due to the limitations previously mentioned we have historically used

the VAR model as only one of the components in managing our trading

risk and also use other techniques such as stress testing and desk level

limits Periods of extreme market stress influence the reliability of these

techniques to various degrees See discussion on stress testing below

On quarterly basis the accuracy of the VAR methodology is reviewed

by backtesting i.e comparing actual results against expectations

derived from historical data the VAR results against the
daily profit and

loss Graphic representation of the backtesting results with additional

explanation of backtesting excesses are reported to the GRC Backtesting

excesses occur when trading losses exceed the VAR Senior management

reviews and evaluates the results of these tests

The following graph shows daily trading-related revenue and VAR for

the 12 months ended December 31 2008 Actual losses exceeded daily

trading VAR two times in the 12 months ended December 31 2008 and

excluding any discrete writedowns on ODDs losses exceeded daily trading

VAR 14 times in the 12 months ended December 31 2007 During the

12 months ended December 31 2008 we continued to take writedowns

on our CDO exposure but revalued these positions on more regular

basis and therefore no CDO-related losses were excluded from the follow

ing graph Our increase in total trading VAR during the fourth quarter

resulted from sharply increased volatility in the markets and widening

credit spreads across all rating categories despite establishing lower

risk profile as discussed in stress testing below Our VAR methodology

for credit products produces VAR measures that increase in proportion to

the level of credit spreads The large widening in credit spreads during

the fourth quarter produced commensurately large increases and fluctua

tions in VAR As result the majority of the highs for VAR in 2008

occurred during the fourth quarter In periods of market stress the GRC

members communicate daily to discuss losses and VAR limit excesses

As result of this process the lines of business may selectively reduce

risk Where economically feasible positions are sold or macro economic

hedges are executed to reduce the exposure
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Average

7.2

13.9

395

14.1

24.6

7.2

53.9

52.6

Daily

Trading

related

Revenue

High Low

$25.3 3.8

31.9 6.6

69.9 23.4

23.5 5.7

45.8 9.6

10.7 37

$91.5 $32.9

Table 39 presents average high and low
daily trading VAR for the 12

months ended December 31 2008 and 2007

The increases in average VAR during 2008 as compared to 2007 were

due to the rise in market
volatility that started during the second half of

2007 and accelerated into the fourth quarter of 2008 As previously dis

cussed we updated our VAR model during the first quarter of 2008 and

as the increased market
volatility was incorporated into the historical

price data the level of VAR increased substantially

Counterparty credit risk is an adjustment to the mark-to-market value

of our derivative exposures reflecting
the impact of the credit quality of

counterparties on our derivative assets Since counterparty credit

exposure is not included in the VAR component of the regulatory capital

allocation we do not include it in our trading VAR and it is therefore not

included in the daily trading-related revenue illustrated in our histogram

and used for backtesting At December 31 2008 and 2007 the VAR for

counterparty credit risk together with associated hedges that are marked

to market was $86 million and $13 million

Stress Testing

Because the very nature of VAR model suggests results can exceed our

estimates we also stress test our portfolio Stress testing estimates

the value change in our trading portfolio that may result from abnormal

market movements Various types of stress tests are run regularly

against the overall trading portfolio
and individual businesses Historical

scenarios simulate the impact of price changes which occurred during

set of extended historical market events The results of these scenarios

are reported daily to management During the 12 months ended

December 31 2008 the largest daily
losses among the historical scenar

ios ranged from $21 million to $999 million This can be compared with

losses from $9 million to $529 million for the historical scenarios during

the 12 months ended December 31 2007 The increase in historical

stress values are primarily associated with the introduction of new

scenario to reflect the ongoing credit crisis related to the credit market

disruptions that occurred during the past 12-15 months Hypothetical

scenarios simulate the anticipated shocks from predefined market stress

events These stress events include shocks to underlying market risk

variables which may be well beyond the shocks found in the historical

data used to calculate the VAR In addition to the value afforded by the

results themselves this information provides senior management with

clear picture of the trend of risk being taken given the relatively static

nature of the shocks applied During the 12 months ended December 31

2008 the largest losses among the hypothetical scenarios ranged from

Trndksg Risk and Return

Daily TradingreIated Revenue and VAR

12/31/2007 3/31/2008 6/30/2008 9/30/2008

Table 39 Trading Activities Market Risk VAR

VAR

12/31/2008

12 Months Ended December 31

2008 2007

VAR VAR 11

Duiaru in milt000 Average High Low

Foreign exchange 7.7 11.7 5.0

Interest rate 28.9 68.3 12.4

Credit 84.6 185.2 44.1

Real estate/mortgage 22.7 43.1 12.8

Equities 28.0 63.9 15.5

Commodities 8.2 17.7 2.4

Portfolio diversification 169.4

Total market-based trading portfolio $110.7 $255.7 $64.1

Ill Excludes our diocrete wotedowos on super senior CDO exposure

21 The high axd low for the total portfolio may not equal the sum of the individual components as the highu or lows of the individual portfolios may have occurred on different trading days

31 The able aboou doeu not include credit protection purchased to manage oar c000terparty credit nub
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$47 million to $1.1 billion This is down from $459 million to $1.5 billion

for the hypothetical scenarios for the 12 months ended December 31

2007 The results of these stress tests point to decrease in risk taken

during the 12 months ended December 31 2008

The acquisition of Merrill Lynch on January 2009 increased our

trading-related activities and exposure As such during 2009 we will con

tinue to refine the VAR calculations and develop set of stress scenarios

that will be regularly produced across the combined company for pur

poses of managing our overall risk profile As of January 2009 we

estimate that the VAR of the combined organizations would have been

$274 million as compared to $138 million for the Corporation The

combination of VAR measurements is not additive as there are both corre

lation and diversification effects that impact the results For stress test

ing Merrill Lynch used similar shocks for hypothetical scenarios and as

of January 2009 we estimate that the combined largest loss among

the hypothetical scenarios would have been $774 million Among the

historical scenarios comparable shocks were used to reflect the ongoing

credit crisis related to the credit market disruptions which had previously

exhibited the largest loss among all historical scenarios at

the Corporation As of January 2009 we estimate that the combined

loss from the histprical credit crisis scenario would have been $1.1 bil

lion For the Corporation the loss from the historical credit crisis scenario

would have been $579 million

Interest Rate Risk Management for Nontrading
Activities

Interest rate risk represents the most significant market risk exposure to

our nontrading exposures Our overall goal is to manage interest rate risk

so that movements in interest rates do not adversely affect core net

interest income managed basis Interest rate risk is measured as the

potential volatility in our core net interest income managed basis

caused by changes in market interest rates Client facing activities pri

marily lending and deposit-taking create interest rate sensitive positions

on our balance sheet Interest rate risk from these activities as well as

the impact of changing market conditions is managed through our ALM

activities

Simulations are used to estimate the impact on core net interest

income managed basis using numerous interest rate scenarios bal

ance sheet trends and strategies These simulations evaluate how these

scenarios impact core net interest income managed basis on short-term

financial instruments debt securities loans deposits borrowings and

derivative instruments In addition these simulations incorporate

assumptions about balance sheet dynamics such as loan and deposit

growth and pricing changes in funding mix and asset and liability repric

ing and maturity characteristics These simulations do not include the

impact of hedge ineffectiveness

Management analyzes core net interest income managed basis

forecasts utilizing different rate scenarios with the base case utilizing the

forward interest rates Management frequently updates the core net inter

est income managed basis forecast for changing assumptions and dif

fering outlooks based on economic trends and market conditions Thus

we continually monitor our balance sheet position in an effort to maintain

an acceptable level of exposure to interest rate changes

We prepare forward-looking forecasts of core net interest income

managed basis These baseline forecasts take into consideration

expected future business growth ALM positioning and the direction of

interest rate movements as implied by forward interest rates We then

measure and evaluate the impact that alternative interest rate scenarios

have to these static baseline forecasts in order to assess interest rate

sensitivity
under varied conditions The spot and 12-month forward

monthly rates used in our respective baseline forecasts at December 31

2008 and 2007 are shown in Table 40

At December 31 2008 the spread between the three-month LIBOR

rate and the Federal Funds target rate had significantly
widened since

December 31 2007 We are typically asset sensitive to Federal Funds

and Prime rates and liability sensitive to LIBOR As the Federal Funds

and LIBOR dislocation widens the benefit to net interest income from

lower rates is limited Subsequent to December 31 2008 the spread

between the three-month LIBOR rate and the Federal Funds target rate

has narrowed

Table 40 Forward Rates

December31

2008 2007

Federal Three-Month 10-Year Federal Three-Month 10 Year

Funds LIBOR Swap Funds LIBOR Swap

Spot rates 25% 43% 56% 25% 70% 67%

12-month forward rates 0.75 1.41 2.80 3.13 3.36 4.79
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Table 41 Estimated Core Net Interest Income Managed Basis at Risk

Dollars millions December31

Curve Change Short Rate bps Long Rate bps 2008 2007

100 bps Parallel shift 100 100 144 952
-100 bps Parallel shift -100 -100 186 865

Flatteners

Short end 100 545 1127
Long end -100 638 386

Steepeners

Short end -100 453 1255

Long end 100 698 181

The table above reflects the pre-tax dollar imppct to forecasted core

net interest income managed basis over the next 12 months from

December 31 2008 and 2007 resulting from 100 bp grpdual parallel

increase 100 bp gradual parallel decrease 100 bp gradual curve

flattening increase in short-term rates or decrease in long-term rates

and 100 bp gradual curve steepening decrease in short-term rates or

increase in long-term rates from the forward market curve For further

discussion of core net interest income managed basis see page 31

The sensitivity analysis above assumes that we take no action in

response to these rate shifts over the indicated years The estimated

exposure is reported on managed basis and reflects impacts that may

be realized primarily in net interest income and card income on the Con

solidated Statement of Income This sensitivity analysis excludes any

impact that could occur in the valuation of retained interests in the Corpo

rations securitizations due to changes in interest.rate levels For addi

tional information on securitizations see Note Securitizations to the

Consolidated Financial Statements

Our core net interest income managed basis was asset sensitive at

December 31 2008 and
liability

sensitive at December 31 2007 with

the shift being driven by the lower level of rates Over 12-month horizon

we would benefit from rising rates or steepening of the
yield curve

beyond what is already implied in the forward market curve

As part of our ALM activities we use securities residential mort

gages and interest rate and foreign exchange derivatives in managing

interest rate sensitivity

The acquisition of Merrill Lynch on January 2009 made our core net

interest income managed basis more asset sensitive to parallel move

in interest rates In addition at January 2009 we estimate that we

would continue to benefit from rising rates or steepening of the yield

curve over 12-month horizon beyond what is already implied in the

forward market curve

Securities

The securities portfolio is an integral part of our ALM position and is

primarily comprised of debt securities and includes mortgage-backed

securities and to lesser extent corporate municipal and other invest

ment grade debt securities At December 31 2008 AFS debt securities

were $276.9 billion compared to $213.3 billion at December 31 2007

This increase was due to the repositioning of our ALM portfolio due to

market liquidity and funding conditions as we increased the level of

mortgage-backed securities relative to loans and the acquisition of Coun

trywide During 2008 and 2007 we purchased AFS debt securities of

$184.2 billion and $28.0 billion sold $119.8 billion and $27.9 billion

and had maturities and received paydowns of $26.1 billion and $19.2

billion We realized $1.1 billion and $180 million in gains on sales of

debt securities during 2008 and 2007 In addition we securitized $26.1

billion and $5.5 billion of residential mortgage loans into mortgage-

backed securities which we retained during 2008 and 2007 We also

converted $4.9 billion of automobile loans into ABS which we retained

during 2008

The amount of pre-tax accumulated OCI loss related to AFS debt secu

rities increased by $6.4 billion during 2008 to $9.3 billion driven by

decrease in value of certain mortgage-backed securities attributable to

changes in market yields For those securities that are in an unrealized

loss position we have the intent and ability to hold these securities to

recovery

Accumulated OCI includes $2.0 billion in after-tax losses at

December 31 2008 including $5.9 billion of net unrealized losses

related to AFS debt securities and $3.9 billion of net unrealized gains

related to AFS marketable equity securities Total market value of the AFS

debt securities was $276.9 billion at December 31 2008 with

weighted average duration of 2.7 years and primarily relates to our

mortgage-backed securities portfolio

Prospective changes to the accumulated OCI amounts for the AFS

securities portfolio will be driven by further interest rate credit or price

fluctuations including market value fluctuations associated with our CCB

and Banco ltaiJ investments the collection of cash flows including pre

payment and maturity activity
and the passage of time portion of the

Corporations strategic investment in CCB and all of its investment in

Banco ItaU are carried at fair value The carrying values of COB and Banco

lta were $19.7 billion and $2.5 billion at December 31 2008 Unreal

ized gains losses on these investments of $4.8 billion and $77 mil

lion net-of-tax are subject to currency and price fluctuations and are

recorded in accumulated OCI During 2008 under the terms of our pur

chase option we increased our ownership to approximately 19 percent by

purchasing approximately $9.2 billion of the common shares of CCB

These shares are restricted through August 2011 and are carried at cost

In January 2009 we sold 5.6 billion common shares of our initial invest

ment in COB for approximately $2.8 billion resulting in pre-tax gain of

approximately $1.9 billion and our ownership was reduced to 16.7 per

cent

We recognized $3.5 billion of other-than-temporary impairment losses

on AFS debt securities during 2008 These losses were primarily com

prised of $3.2 billion of CDO-related writedowns We also recognized

$661 million of other-than-temporary impairment losses on AFS market

able equity securities during 2008 No such losses were recognized on

AFS marketable equity securities during 2007

The impairment of AFS debt and marketable equity securities is based

on variety of factors including the length of time and extent to which

the market value has been less than cost the financial condition of the

issuer of the security and its ability to recover market value and the

Corporations intent and ability to hold the security to recovery Based on

the Corporations evaluation of the above and other relevant factors and

after consideration of the losses described in the paragraph above we do
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not believe that the AFS debt and marketable equity securities that are in

an unrealized loss position at December 31 2008 are other-than-

temporarily impaired

Residential Mortgage Portfolio

At December 31 2008 residential mortgages were $248.0 billion com

pared to $274.9 billion at December 31 2007 This decrease was attrib

utable to the repositioning of our ALM portfolio driven by market liquidity

as we increased the level of mortgage-backed securities relative to loans

partially offset by the acquisition of Countrywide which added $26.8 bil

lion of residential mortgages We securitized $26.1 billion and $5.5 bil

lion of residential mortgage loans into mortgage-backed securities which

we retained during 2008 and 2007 During 2008 we purchased $405

million of residential mortgages related to ALM activities compared to

purchases of $22.5 billion during 2007 We also added $27.3 billion add

$66.3 billion of originated residential mortgages and we sold $30.7 bil

lion and $34.0 billion of residential mortgages during 2008 and 2007 Of

these sales $22.9 billion and $23.7 billion were originated residential

mortgages resulting in gains of $392 million and $187 million The

remaining $7 billion and $10 billion were related to service by others

loan sales resulting in gains of $104 million and $84 million We

received paydowns of $26.3 billion and $28.2 billion in 2008 and 2007

In addition to the residential mortgage portfolio we incorporated the

discontinued real estate portfolio that was acquired in connection with

the Countrywide acquisition into our ALM activities This portfolios bal

ance was $20.0 billion at December 31 2008

Interest Rate and Foreign Exchange Derivative

Contracts

Interest rate and foreign exchange derivative contracts are utilized in our

ALM activities and serve as an efficient tool to mitigate our interest rate

and foreign exchange risk We use derivatives to hedge the variability
in

cash flows or changes in fair value on our balance sheet due to interest

rate and foreign exchange components For additional information on our

hedging activities see Note Derivatives to the Consolidated Financial

Statements

Our interest rate contracts are generally non-leveraged generic interest

rate and foreign exchange basis swaps options futures and forwards In

addition we use foreign exchange contracts including cross-currency

interest rate swaps and foreign currency forward contracts to mitigate the

foreign exchange risk associated with foreign currency-denominated

assets and liabilities Table 42 reflects the notional amounts fair value

weighted average receive fixed and pay fixed rates expected maturity

and estimated duration of our open ALM derivatives at December 31

2008 and 2007 These amounts do not include our derivative hedges on

our net investments in consolidated foreign operations

Changes to the composition of our derivatives portfolio during 2008

reflect actions taken for interest rate and foreign exchange rate risk

management The decisions to reposition our derivative portfolio are

based upon the curreht assessment of economic and financial conditions

including the interest rate environment balance sheet composition and

trends and the relÆtivO mix of our cash and derivative positions The

notional amount of Our Option positions decreased from $140.1 billion at

December 31 2007 to $5.0 billion at December 31 2008 Changes in

the levels of the option positions was driven by maturities of $115.1 bil

lion in purchased caps along with the termination of $20.0 billion in sold

floors Our interest rate swap positions including foreign exchange con

tracts were net receive fixed position of $50.3 billion at December 31

2008 compared to net reCeive fixed position of $101.9 billion on

December 31 2007 Changes in the notional levels of our interest rate

swap positiOn were driven by the net termination and maturity of $54.8

billion in U.S dollar-denominated receive fixed swaps the termination of

$11.3 billion in pay fixed swaps and the net termination of $8.1 billion in

foreign denominated receive fixed swaps The notional amount of our

foreign exchange basis swaps was $54.6 billion and $54.5 billion at

December 31 2008 and 2007
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Table 42 Asset and Liability Management Interest Rate and Foreign Exchange Contracts

December 31 2008

Dollars in millions average estimated duration in years

Receive fixed interest rate swaps

Notional amount

Weighted average fixed rate

Pay fixed interest rate swaps ll

Notional amount

Weighted average fixed rate

Foreign exchange basis swaps

Notional amount

Option products

Notional amount

Foreign exchange contracts

Notional amount 17

Futures and forward rate contracts

Notional amount

Net AIM contracts

Net AIM contracts $6070

81965 4869 $48908 $3252 $1630 $2508 $20798

4.34% 4.03% 3.91% 4.35% 4.50% 4.88% 5.34%

11340 $1000 $10340

5.04% -% -% -% 5.45% 5.00%

54531 2537 4463 $5839 $4294 $8695 $28703

140114 130000 10000 76 38

31054 1438 2047 4171 1235 3150 19013

7-1 At December 31 2008 there were no forward starting pay or receive Sued swap positions At December 31 2007 the receive fined interest rate swap notional that represented forword starting swaps and will not be

effective until their renpectise contractual start dateo was $45.0 billion There were no forward starting pay
hoed swap positions at December 31 2007

121 Does not include basis adjustments on hoed rate debt issued by the Corporation and hedged under fair value hedge relationships pursuant to SFAS 133 that substantially offset the fair values of these derivatives

131

Foreign exchange basis swaps consist of croon-currency variable interest rate swaps used separately or in conjunction with receive flood interest rate swaps

141 Does not include foreign currency translation adjustments on certain foreign debt issued by the Corporation which substantially offset the fair values of these derivatives

Iii Option products of $5.0 billion at December 31 2008 are comprised completely of purchased caps Option products of $140.1 billion at December 31 2007 were comprised of $120.1 billion in purchased cups sod

$20.0 billion in sold floors

li Foreign eochange contracts include foreign-denominated and cross-currency receive hoed interest rate swaps as well as foreign currency forward rate contracts Total notional was comprised of $23.1 billion
in foreign

denominated and croon-currency receive fined swaps and $78 million in foreign currency forward rate contracts at December 31 2008 and $31.3 billion is foreign-denominated and cross-currency receive fixed swaps

and $211 million in foreign currency forward rate contracts at December 31 2007

Reflects the net of long and ahort pooitionn

The table above includes derivatives utilized in our ALM activities

including those designated as SEAS 133 accounting hedges and

economic hedges The fair value of net ALM contracts increased $357

million from gain of $6.1 billion at December 31 2007 to gain of

$6.4 billion at December 31 2008 The increase was primarily attribut

able to changes in the value of foreign exchange contracts of $1.6 billion

and U.S dollar-denominated receive fixed interest rate swaps of $1.1 bil

lion as well as changes related to the termination of pay fixed interest

rate swaps of $429 million and the termination of option products of

$155 million The increase was partially
offset by losses from changes in

the value of foreign exchange basis swaps of $3.0 billion The decrease

in the value of foreign exchange basis swaps was mostly attributable to

the strengthening of the U.S dollar against most foreign currencies dur

ing 2008

The Corporation uses interest rate derivative instruments to hedge the

variability in the cash flows of its assets and liabilities and other fore

casted transactions cash flow hedges From time to time the Corpo

ration also utilizes equity-indexed derivatives accounted for as SEAS 133

cash flow hedges to minimize exposure to price fluctuations on the fore

casted purchase or sale of certain equity investments The net losses

on both open and terminated derivative instruments recorded in accumu

lated OCI net-of-tax was $3.5 billion at December 31 2008 These net

losses are expected to be reclassified into earnings in the same period

when the hedged cash flows affect earnings and will decrease income or

increase expense on the respective hedged cash flows Assuming no

change in open cash flow derivative hedge positions and no changes to

prices or interest rates beyond what is implied in forward yield curves at

December 31 2008 the pre-tax net losses are expected to be

reclassified into earnings as follows $1.2 billion or 23 percent within the

next year 66 percent within five years and 89 percent within 10 years

with the remaining 11 percent thereafter For more information on

derivatives designated as cash flow hedges see Note Derivatives to

the Consolidated Financial Statements

Fair

Value Total 2009

Expected Maturity

27166 17 4002

4.08% 7.35% 1.89%

2010 2011 2012 2013 Thereafter

$2103

3196

1070

Average Estimated

Duration

$9258 773 $13116

-% 3.31% 4.53% 5.27%

4.93

58

-% -% -% -% -% -% -%

54569 4578 6192 $3986 $8916 $4819 $26078

5025 5000 22

23063 2313 4021 1116 1535 486 13592

8793 8793

$6427

Total 2008 2009 2010 2011 2012 Thereafter

December 31 2007 Expected Maturity

Fair

Dollars is millions average estimated duration in years
Value

Receive fixed interest rate swaps

Notional amount

Weighted average fixed rate

Pay fixed interest rate swaps 11

Notional amount

Weighted average fixed rate

Foreign exchange basis swaps

Notional amount

Option products

Notional amount

Foreign exchange contracts 61

Notional amount

Futures and forward rate contracts

Notional amount

992

429

6164

155

499

Average Estimated

Duration

3.70

5.37

752 752
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The amounts included in accumulated 001 for terminated derivative

contracts were losses of $3.4 billion and $3.8 billion net-of-tax at

December 31 2008 and 2007 Losses on these terminated derivative

contracts are reclassified into earnings in the same period or periods

during which the hedged forecasted transaction affects earnings

In addition to the derivatives disclosed in Table 42 we hedge our net

investment in consolidated foreign operations determined to have func

tional currencies other than the U.S dollar using forward foreign

exchange contracts that typically settle in 90 days as well as by issuing

foreign-denominated debt The Corporation recorded net derivative gains

of $2.8 billion in accumulated OCI associated with net investment hedges

for 2008 as compared to net derivative losses of $516 million for 2007

The gains for 2008 were driven by the strengthening of the U.S dollar

against certain foreign currencies including the British Pound Canadian

Dollar and the Euro These gains were more than offset by losses from

the changes in the value of our net investments in consolidated foreign

entities resulting in $1.0 billion in unrealized losses net-of-tax that were

recorded in accumulated 001 for 2008

ment and manage credit and liquidity risks by selling or securitizing

portion of the loans we originate

Interest rate and market risk can be substantial in the mortgage busi

ness Fluctuations in interest rates drive consumer demand for new mort

gages and the level of refinancing activity
which in turn affects total

origination and service fee income Typically decline in mortgage inter

est rates will lead to an increase in mortgage originations and fees and

decrease in the value of the MSR5 driven by higher prepayment expect

ations Hedging the various sources of interest rate risk in mortgage

banking is complex process that requires complex modeling and

ongoing monitoring IRLCs and the related residential first mortgage LHFS

are subject to interest rate risk between the date of the IRLC and the

date the loans are sold to the secondary market To hedge interest rate

risk we utilize forward loan sale commitments and other derivative

instruments including purchased options These instruments are used as

economic hedges of IRLC5 and residential first mortgage LHFS At

December 31 2008 and December 31 2007 the notional amount of

derivatives economically hedging the IRLCs and residential first mortgage

LHFS was $97.2 billion and $18.6 billion On January 2008 we

adopted SAB 109 which generally has resulted in higher fair values being

recorded upon initial recognition of derivative IRLCs For more information

on the adoption of SAB 109 see Note Summary of Significant

Accounting Principles to the Consolidated Financial Statements

MSRs are nonfinancial asset created when the underlying mortgage

loan is sold to investors and we retain the right to service the loan We

use certain derivatives such as interest rate options interest rate swaps

forward settlement contracts euro dollar futures mortgage-backedand

US Treasury securities as economic hedges of MSRs The notional

amounts of the derivative contracts and other -securities designated as

economic hedges of MSR5 at December 31 2008 were $1.0 trillion and

$87.5 billion for total notional amount of $1.1 trillion At December 31

2007 the notional amount of economic hedges of MSR5 was $69.0 bil

lion all of which were derivatives At December 31 2008 we recorded

gains in mortgage banking income of $8.6 billion related to the change in

fair value of these economic hedges as compared to gains of $303 mil

lion for the same period in 2007 For additional information on MSRs

see Vote 21 Mortgage Seniicing Rights to the Consolidated Financial

Statements and for more information on mortgage banking income see

the GCSBB discussion on page 33

Compliance and Operational Risk

Management
Compliance risk is the risk posed by the failure to manage regulatory legal

and ethical issues that could result in monetary damages losses or harm

to the banks reputation or image The Seven Elements of Compliance

Program provides the framework for the compliance programs that are

consistently applied across the enterprise to manage compliance risk

Operational risk is the risk of loss resulting from inadequate or failed

internal processes people systems or external events Operational risk

also encompasses the failure to implement strategic objectives and ini

tiatives in successful timely and cost-effective manner Successful

operational risk management is particularly important to diversified finan

cial services companies because of the nature volume and complexity of

the financial services business

We approach compliance and operational risk management from two

perspectives corporate-wide and line of business-specific The Compliance

and Operational Risk Committee provides oversight of significant

corporate-wide compliance and operational risk issues Within Global Risk

itoring
tools for assessing and managing compliance and operational risks

across the Corporation Through training and communication efforts com

pliance and operational risk awareness is driven across the Corporation

We also mitigate compliance and operational risk through broad-

based approach to process management and process improvement For

selected risks we use specialized support groups such as Enterprise

Information Management and Supply Chain Management to develop

corporate-wide risk management practices such as an information secu

rity program and supplier program to ensure that suppliers adopt appro

priate policies and procedures when performing work on behalf of the

Corporation These specialized groups also assist the lines of business in

the development and implementation of risk management practices spe

cific to the needs of the individual businesses These groups also work

with line of business executives and risk executives to develop and guide

appropriate strategies policies practices controls and monitoring tools

for each line of business
--

The lines of business are responsible for all the risks within the busi

ness line including compliance and operational risks Compliance and

Operational Risk executives working in conjunction with senior line of

business executives have developed key tools to help identify measure

mitigate and monitor risk in each business line Examples of these

include processes to ensure compliance with laws and regulations per

sonnel management practices data reconciliation processes fraud

management units transaction processing monitoring and analysis busi

ness recovery planning and new product introduction processes In addi

tion the lines of business are responsible for monitoring adherence to

corporate practices Line of business management uses self-

assessment process which helps to identify and evaluate the status of

risk and control issues including mitigation plans as appropriate The

goal of the self-assessment process is to periodically assess- changing

market and business conditions to evaluate key -risks impacting each

line of business and assess the controls in place to mitigate the risks In

addition to information gathered from the self-assessment process key

compliance and operational risk indicators have been developed and are

used to help identify
trends and issues on both corporate and line of

business level

Mortgage Banking Risk Management
We originate fund and service mortgage loans which subject us to credit

liquidity and interest rate risks among others We determine whether Management Global Compliance and Operational Risk Management

loans will be held for investment or held for sale at the time of commit- develops and guides the strategies policies practices controls and mon
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ASF Framework
In December 2007 the American Securitization Forum ASF issued the

Streamlined Foreclosure and Loss Avoidance Framework for Securitized

Adjustable Rate Mortgage Loans the ASF Framework The ASF Frame

work was developed to address large numbers of subprime loans that are

at risk of default when the loans reset from their initial fixed interest rates

to variable rates The objective of the framework is to provide uniform

guidelines for evaluating large numbers of loans for refinancing in an effi

cient manner while complying with the relevant tax regulations and

off-balance sheet accounting standards for loan securitizations The ASF

Framework targets loans that were originated between January 2005

and
July 31 2007 and have an initial fixed interest rate period of 36

months or less which are scheduled for their first interest rate reset

between January 2008 and July 31 2010

The ASF Framework categorizes the targeted loans into three seg

ments Segment includes loans where the borrower is
likely to be able

to refinance into any available mortgage product Segment includes

loans where the borrower is current but is unlikely to be able to refinance

into any readily
available mortgage product Segment includes loans

where the borrower is not current If certain criteria are met ASF Frame

work loans in Segment are eligible for fast-track modification under

which the interest rate will be kept at the existing initial rate generally for

five years following the interest rate reset date Upon evaluation

if targeted loans do not meet specific criteria to be
eligible for one of the

three segments they are categorized as other loans as shown in the

table below These criteria include the occupancy status of the borrower

structure and other terms of the loan In January 2008 the SECs Office

of the Chief Accountant issued letter addressing the accounting issues

relating to the ASF Framework The letter concluded that the SEC would

not object to continuing off-balance sheet accounting treatment for

Segment loans modified pursuant to the ASF Framework

For those current loans that are accounted for off-balance sheet that

are modified but not as part of the ASF Framework the servicer must

perform on an individual basis an analysis of the borrower and the loan

to demonstrate it is probable that the borrower will not meet the repay

ment obligation in the near term Such analysis shall provide sufficient

evidence to demonstrate that the loan is in imminent or reasonably fore

seeable default The SECs Office of the Chief Accountant issued letter

in
July 2007 stating that it would not object to continuing off-balance

sheet accounting treatment for these loans

Prior to the acquisition of Countrywide on July 2008 Countrywide

began making fast-track loan modifications under Segment of the ASF

Framework in June 2008 and the off balance sheet accounting treatment

of QSPEs that hold those loans was not affected In addition other work

out activities relating to subprime ARMs including modifications e.g
interest rate reductions and capitalization of interest and repayment

plans were also made These initiatives have continued subsequent to

the acquisition in an effort to work with all of our customers that ere eligi

ble and affected by loans that meet the requisite criteria These fore

closure prevention efforts will reduce foreclosures and the related losses

providing solution for customers and protecting investors

As of December 31 2008 the principal balance of beneficial inter

ests issued by the QSPEs that hold subprime ARMs totaled $56.5 billion

and the fair value of beneficial interests related to those QSPEs held by

the Corporation totaled $14 million The table below presents summary

of loans in QSPEs that hold subprime ARMs as of December 31 2008 as

well as workout and payoff activity
for the subprime loans by ASF catego

rization for the six months ended December 31 2008 Prior to the acquis

ition of Countrywide on July 2008 we did not originate or service

significant subprime residential mortgage loans nor did we hold sig

nificant amount of beneficial interest in QSPEs of subprime residential

mortgage loans

In October 2008 in agreement with several state attorneys general we

announced the Countrywide National Homeownership Retention Program

Under the program we will systematically identify and seek to offer loan

modifications for
eligible Countrywide subprime and pay option ARM bor

rowers whose loans are in delinquency or scheduled for an interest rate or

payment change For more information on our loan modification programs

see Recent Events on page 22

Complex Accounting Estimates

Our significant accounting principles as described in Note Summary

of Significant Accounting Principles to the Consolidated Financial State

ments are essential in understanding the MDA Many of our significant

accounting principles require complex judgments to estimate values of

assets and liabilities We have procedures and processes to facilitate

making these judgments

The more judgmental estimates are summarized below We have iden

tified and described the development of the variables most important in

the estimation process that with the exception of accrued taxes involve

mathematical models to derive the estimates In many cases there are

numerous alternative judgments that could be used in the process of

determining the inputs to the model Where alternatives exist we have

used the factors that we believe represent the most reasonable value in

developing the inputs Actual performance that differs from our estimates

rElable 43 QSPE Loans Subject to ASF Framework Evaluation

Dollars in millions

Segment

Segment

Segment

Balance Percent

2568 4.5%

9135 16.2

11176
_______

19.8

22879 40.5

30781 54.5

2794 5.0

$56454 100.0%

December 31 2008 Activity During the Six Months Ended December 31 2008

Other

Total Subprime ARMs

Other loans

Foreclosed properties

Total

111 Represents loans that were acquired with theacquisition of Countrwide on July 2008 that meet the requirements of the ASF Framework

n/u not upplicable

Fast.track Workout

Payoffs Modifications Activities Foreclosures

807 $1396

267 1428 1636 108

62 1802 929

1136 1428 4834 1037

n/a n/a n/a n/a

n/a n/a n/a n/a

$1136 $1428 $4834 $1037
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impairment of the portfolio of approximately $400 million of which approx

imately $250 million would be related to our discontinued real estate

portfolio

These sensitivity analyses do not represent managements expect

ations of the deterioration in risk ratings or the increases in loss rates

but are provided as hypothetical scenarios to assess the sensitivity of the

allowance for loan and lease losses to changes in key inputs We believe

the risk ratings and loss seventies currently in use are appropriate and

that the probability of downgrade of one level of the internal risk ratings

for commercial loans and leases within short period of time is remote

The process of determining the level of the allowance for credit losses

requires high degree of judgment It is possible that others given the

same information may at any point in time reach different reasonable

conclusions

Mortgage Servicing Rights
MSR5 are nonfinancial assets that are created when the underlying mort

gage loan is sold and we retain the right to service the loan We account

for consumer MSR5 at fair value with changes in fair value recorded in the

Consolidated Statement of Income in mortgage banking income

Commercial-related and residential reverse mortgage MSR5 are

accounted for using the amortization method i.e lower of cost or mar

ket with impairment recognized as reduction to mortgage banking

income At December 31 2008 our total MSR balance was $13.1 bil

lion

of the key variables could impact net income Separate from the possible

future impact to net income from input and model variables the value of

our lending portfolio and market sensitive assets and liabilities may

change subsequent to the balance sheet measurement often sig

nificantly due to the nature and magnitude of future credit and market

conditions Such credit and market conditions may change quickly and in

unforeseen ways and the resulting volatility could have significant

negative effect on future operating results These fluctuations would not

be indicative of deficiencies in our models or inputs

Allowance for Credit Losses

The allowance for credit losses which includes the allowance for loan

and lease losses and the reserve for unfunded lending commitments

represents managements estimate of probable losses inherent in the

Corporations lending activities excluding those measured at fair value in

accordance with SFAS 159 Changes to the allowance for credit losses

are reported in the Consolidated Statement of Income in the provision for

credit losses Our process for determining the allowance for credit losses

is discussed in the Credit Risk Management section beginning on page

61 and Note Summary of Significant Accounting Principles to the

Consolidated Financial Statements Due to the variability
in the drivers of

the assumptions made in this process estimates of the portfolios

inherent risks and overall collectability change with changes in the

economy individual industries countries and individual borrowers or

counterparties ability and willingness to repay their obligations The

degree to which any particular assumption affects the allowance for credit

losses depends on the severity of the change and its relationship to the

other assumptions

Key judgments used in determining the allowance for credit losses

include risk ratings for pools of commercial loans and leases

ii market and collateral values and discount rates for individually eval

uatecl loans iii product type classifications for consumer and commer

cial loans and leases iv loss rates used for consumer and commercial

loans and leases adjustments made to assess current events and

conditions vi considerations regarding domestic and global economic

uncertainty and vii overall credit conditions

Our allowance for loan and lease losses is sensitive to the risk rating

assigned to commercial loans and leases Assuming downgrade of one

level in the internal risk rating for commercial loans and leases and rated

under the internal risk rating scale except loans and leases already risk

rated Doubtful as defined by regulatory authorities the allowance for loan

and lease losses would increase by approximately $2.7 billion at

December 31 2008 The allowance for loan and lease losses-as per

centage of total loans and leases at December 31 2008 was 2.49 per

cent and this hypothetical increase in the allowance would raise the ratio

to approximately 2.78 percent Our allowance for loan and lease losses is

also sensitive to the loss rates used for the consumer and commercial

portfolios 10 percent increase in the loss rates used on the consumer

and commercial loan and lease portfolios covered by the allowance would

increase the allowance for loan and lease losses at December 31 2008

by approximately $2.0 billion of which $1.6 billion would relate to con

sumer and $440 million to commercial

SOP 03-3 requires acquired impaired loans to be recorded at fair

value and prohibits carrying over or the creation of valuation allowances

in the initial accounting of loans acquired in transfer that are within the

scope of this SOP However subsequent decreases to the expected prin

cipal cash flows from the date of acquisition will result in charge to

provision for credit losses and corresponding increase to allowance for

loan and lease losses Our SOP 03-3 portfolio
is also subjected to stress

scenarios to evaluate the potential impact given certain events one

percent decrease in the expected principal cash flows could result in an

We determine the fair value of our consumer MSR5 using valuation

model that calculates the present value of estimated future net servicing

income The model incorporates key economic assumptions including

estimates of prepayment rates and resultant weighted average lives of

the MSR5 and the option adjusted spread OAS levels These variables

can and generally do change from quarter to quarter as market con

ditions and projected interest rates change These assumptions are sub

jective in nature and changes in these assumptions could materially

impact our net income For example decreasing the prepayment rate

assumption used in the valuation of our consumer MSR by 10 percent

while keeping all other assumptions unchanged could have resulted in an

estimated increase of $786 million in mortgage banking income at

December 31 2008

We manage potential changes in the fair value of MSRs through

comprehensive risk management program The intent is to mitigate the

effects of changes in MSR5 fair value through the use of risk manage

ment instruments To reduce the sensitivity of earnings to interest rate

and market value fluctuations certain derivatives such as options secu

rities and interest rate swaps may be used as economic hedges of the

MSRs but are not designated as hedges under SFAS 133 These

derivatives are marked to market and recognized through mortgage bank

ing income The impact provided above does not reflect any hedge strat

egies that may be undertaken to mitigate such risk

For additional information on MSRs including the sensitivity of

weighted average lives and the fair value of MSR5 to changes in modeled

assumptions see Note 21 Mortgage Servicing Rights to the Con

solidated Financial Statements

Fair Value of Financial Instruments

We determine the fair market values of financial instruments based on

the fair value hierarchy established in SFAS 157 which requires an entity

to maximize the use of observable inputs and minimize the use of

unobservable inputs when measuring fair value The standard describes

three levels of inputs that may be used to measure fair value We carry

certain corporate loans and loan commitments LHFS structured reverse

repurchase agreements and long-term deposits at fair value in accord

ance with SFAS 159 We also carry trading account assets and liabilities
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derivative assets and liabilities AFS debt and marketable equity secu

rities MSRs and certain other assets at fair value For more information

see Note 19 Fair Value Disclosures to the Consolidated Financial

Statements

The values of assets and liabilities recorded at fair value include

adjustments for market
liquidity

credit qualityand other deal specific

factors where appropriate To ensure the prudent application of esti

mates and management judgment in determining the fair value of these

assets and liabilities various processes and controls have been adopted

which include model validation policy that requires review and appro

val of quantitative models used for deal pricing financial statement fair

value determination and risk quantification trading product valuation

policy
that requires verification of all traded product valuations and

periodic review and substantiation of daily profit and loss reporting for all

traded products Primarily through validation controls we utilize both

broker and pricing service inputs which can and do include both market

observable and internally modeled values and/or value inputs Our reli

ance on the receipt of this information is tempered by the knowledge of

how the broker and/or pricing
service develops its data with higher

reliance being applied to those that are more directly observable and

lesser reliance being applied on those developed through their own

internal modeling Similarly broker quotes that are executable are given

higher level of reliance than indicative broker quotes which are not

executable These processes and controls are performed independently

of the business

Trading account assets and liabilities are recorded at fair value which

is primarily based on actively traded markets where prices are based on

either direct market quotes or observed transactions Liquidity is sig

nificant factor in the determination of the fair value of trading aôcount

assets or liabilities Market price quotes may not be readily available for

some positions or positions within market sector where trading activity

has slowed
significantly or ceased Situations of illiquidity generally are

triggered by the markets perception of credit uncertainty regarding sin

gle company or specific market sector In these instances fair value is

determined based on limited available market information and other fac

tors principally from reviewing the issuers financial statements and

changes in credit ratings made by one or more rating agencies At

December 31 2008 $7.3 billion or five percent of trading account

assets were classified as Level fair value assets No trading account

liabilities were classified as Level liabilities at December 31 2008

The fair values of derivative assets and liabilities traded in the

over-the-counter market are determined using quantitative models that

require the use of multiple market inputs including interest rates prices

and indices to generate continuous
yield or pricing curves and

volatility

factors which are used to value the position The majority of market

inputs are actively quoted and can be validated through external sources

including brokers market transactions and
third-party pricing services

Estimation risk is greater for derivative asset and liability positions that

are either option-based or have longer maturity dates where observable

market inputs are less readily available or are unobservable in which

case quantitative-based extrapolations of rate price or index scenarios

are used in determining fair values The Corporation does incorporate

consistent with the requirements of SFAS 157 within its fair value meas

urements of over-the-counter derivatives the net credit differential

between the counterparty credit risk and our own credit risk The value of

the credit differential is determined by reference to existing direct market

reference costs of credit or where direct references are not available

proxy is applied consistent with direct references for other counterparties

that are similar in credit risk An estimate of severity of loss is also used

within the determination of fair value primarily based on historical experi

ence adjusted for any more recent name specific expectations

At December 31 2008 the Level fair values of derivative assets

and liabilities determined by these quantitative models were $8.3 billion

and $6.0 billion These amounts reflect the full fair value of the

derivatives and do not isolate the discrete value associated with the

subjective valuation variable Further they both represented less than

one percent of derivative assets and liabilities before the impact of

legally enforceable master netting agreements In 2008 there were no

changes to the quantitative models or uses of such models that

resulted in material adjustment to the Consolidated Statement of

Income

Trading account profits losses which represent the net amount

earned from our trading positions can be volatile and are largely driven

by general market conditions and customer demand Trading account

profits losses are dependent on the volume and type of transactions

the level of risk assumed and the volatility of price and rate movements

at any given time within the ever-changing market environment To eval

uate risk in our trading activities we focus on the actual and potential

volatility
of individual positions as well as portfolips At portfolio and

corporate level we use trading limits stress testing and tools such as

VAR modeling which estimates potential daily loss which is not

expected to be exceeded with specified confidence level to measure

and manage market risk At December 31 2008 the amount of our VAR

was $138 million based on 99 percent confidence level For more

information on VAR see Trading Risk Management beginning on page 85

AFS debt and marketable equity securities are recorded at fair value

which is generally based on quoted market prices market prices fer sim

ilar assets cash flow analysis or pricing services

Principal Investing

Principal Investing is included within Equity Investments in All Other and

is discussed in more detail beginning on page 48
Principal Investing is

comprised of diversified portfolio
of investments in

privately-held
and

publicly-traded companies at all stages of their life cycle from start-up to

buyout These investments are made either
directly

in company or held

through fund Some of these companies may need access to additional

cash to support theirlong-term business models Market conditions and

company performance may impact whether funding is available from pri

vate investors or the capital markets For more information see Note

Summary of Significant Accounting Principles and Note 19 Fair Value

Disclosures to the Consolidated Financial Statements

Investments with active market quotes are carried at estimated fair

value however the majority of our investments do not have publicly avail

able price quotations and therefore the fair value is unobservable At

December 31 2008 we had nonpublic investments of $3.5 billion or

approximately 91 percent of the total portfolio Valuation of these invest

ments requires significant management judgment We value such invest

ments initially at transaction price and adjust valuations when evidence is

available to support such adjustments Such evidence includes trans

actions in similar instruments market comparables completed or pend

ing third-party transactions in the underlying investment or comparable

entities subsequent rounds of financing recapitalizations and other

transactions across the capital structure and changes in financial ratios

or cash flows Investments are adjusted to estimated fair values at the

balance sheet date with changes being recorded in equity investment

income in the Consolidated Statement of Income

Accrued Income Taxes

As more fully described in Note Summary of Significant Accounting

Principles and Note 18 Income Taxes to the Consolidated Financial

Statements we account for income taxes in accordance with SFAS 109

as interpreted by FIN 48 Accrued income taxes reported as component
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of accrued expenses and other liabilities on our Consolidated Balance

Sheet represents the net amount of current income taxes we expect to

pay to or receive from various taxing jurisdictions attributable to our oper

ations to date We currently file income tax returns in more than 100

jurisdictions and consider many factors including tatutory judicial
and

regulatory guidance in estimating the appropriate acdrued income taxes

for each jurisdiction

In applying the principles of SFAS 109 we monitor relevant tax author

ities and change our estimate of accrued income taxes due to changes in

incoriie tax laws and their interpretation by the courts and regulatory

authorities These revisions of our estimate of accrued income taxes

which also may result from our own income tax planning and from the

resolution of income tax controversies may be material to our operating

results for any given period

Goodwill and Intangible Assets

The nature of and accounting for goodwill and intangible assets is dis

cussed in detail in Note Summary of Significant Accounting Principles

and Note 10 Goodwill and Intangible Assets to the Consolidated Finan

cial Statements Goodwill is reviewed for potential impairment at the

reporting unit level ori an annual basis which for the Corporation is per

formed at June 30 or in interim periods if events or circumstances

indicate potential impairment As reporting units are determined after

an acquisition or evolve with changes in business strategy goodwill is

assigned and it no longer retains its association witha particular acquis

ition All of the revenue streams and related activities of reporting unit

whether acquired or organic are available to support the value of the

goodwill The reporting units utilized for this test were those that are one

level below the business segments identified on page 32 e.g Card Serv

ices MHEIS CMAS and Columbia

Under applicable accounting standards goodwill impairment analysis is

two-step test The first step of the goodwill impairment test compares

the fair value of the reporting unit with its carrying amount includinggbod

will If the fair value of the reporting unit exceeds its carrying amount

goodwill of the reporting unit is considered not impaired however if the

carrying amount of the reporting unit exceeds its fair value the second

step must be performed The second step involves calculating an implied

fair value of goodwill for each reporting unit for which the first step

indicated possible impairment The implied fair value of goodwill is

determined in the same manneras the amount of goodwill recognized in

business combination which is the excess of the fair value of the reporting

unit as determined in the first step over the aggregate fair values of the

individual assets liabilities and identifiable intangibles as if the reporting

unit was being acquired in business combination The adjustments to

measure the assets liabilities and intangibles at fair value are for the

purpose of measuring the implied fair value of goodwill and such adjust

ments are not reflected in the Consolidated Balance Sheet If the implied

fair value of goodwill exceeds the goodwill assigned to the reporting unit

there is no impairment If the goodwill assigned to reporting unit exceeds

the implied fair value of the goodwill an impairment charge is recorded for

the excess An impairment loss recognized cannot exceed the amount of

goodwill assigned to reporting unit and the loss establishes new basis

in the goodwill Subsequent reversal of goodwill impairment losses is not

permitted under applicable accounting standards

For intangible assets subject to amortization impairment exists when

the carrying amount of the intangible asset exceeds its fair value An

impairment loss will be recognized only if the carrying amount of the

intangible asset is not recoverable and exceeds its fair value The carrying

amount of the intangible asset is not recoverable if it exceeds the sum of

the undiscounted cash flows expected to result from it An intangible

asset subject to amortization shall be tested for recoverability whenever

events or changes in circumstances such as significant or adverse

change in the business climate that could affect the value of the

intangible asset indicate that its carrying amount may not be recover

able An impairment loss is recorded to the extent the carrying amount of

the intangible asset exceeds its fair value

Estimating the fair value of reporting units is subjective process that

invOlves the use of estimates and judgments particularly related to-cash

flows the appropriate discount rates and an applicable control premium

The fair values of the reporting unitswere determined using combina

tion of valuation techniques consistent with the income approach and the

market approach and included the use of independent valuations The fair

values of the intangible assets were determined using the income

approach For purposes of the income approach discounted cash flows

were calculated by taking the net present value of estimated cash flows

using combination of historical results estimated future cash flows and

an appropriate price to earnings multiple Our discounted cash flow

employs capital asset pricing
model in estimating the discount rate

i.e cost of equity financing for each reporting unit The inputs to this

model include risk-free rate of return beta measure of the level of

non-diversifiable risk associated with comparable companies for each

specific reporting unit market equity risk premium and in certain cases

an unsystematic company-specific risk factor The unsystematic risk

factor is the input that specifically addresses uncertainty related to our

projections of earnings and growth including the uncertainty related to

loss expectations We use our internal forecasts to estimate future cash

flows and actual results may differ from forecasted results Cash flows

were discounted using discount rate based on expected equity return

rates which was 11 percent for 2008 We utilized discount rates that we

believe adequately reflected the risk and uncertainty in the financial

markets generally and specifically
in our internally developed forecasts

Expected rates of equity returns were estimated based on historical

market returns and risk/return rates for similar industries of the reporting

unit For purposes of the market approach valuations of reporting units

werebased on actual comparable market transactions and market earn

ings multiples for similar industries of the reporting unit

The annUal impairment test as of June 30 2008 indicated some

stress in certain reporting units Given thesignificant decline in our stock

price and current market conditions in the financial services industry we

concluded that circumstances warranted an additional impairment analy

sis in the fourth quarter of 2008 We evaluated the fair value of our

reporting units using combination of the market and income approach

Due to the volatility and uncertainties in the current market environment

we used range of valuations to determine the fair value of each report

ing unit In performing our updated goodwill impairment analysis which

exclUdes the current increase in mortgage refinancings that we have

benefited from our MHEIS business failed the first step aralysis i.e

carrying value exceeded its fair value and therefore we performed the

second step analysis In addition given the rise in the implied control

premium and the range in valuations we believe the assumptions used in

Our analysis were tied to an overall inefficient market driven by

uncertainty As such although not required to further substantiate the

value of our goodwill balance we also performed the second step analysis

described above for our Card Services business as this reporting unit

has experienced stress due to the current economic environment As

result of our tests no goodwill impairment losses were recognized for

2008 If current economic conditions continue to deteriorate or other

events adversely impact the business models and the related assump

tións used to value these reporting units there could be change in the

valuation of our goodwill and intangible assets when we conduct impaii

ment tests in future periods and may possibly result in the recognition of

impairment losses
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Consolidation and Accounting forVariable Interest

Entities

Under the provisions of FIN 46R VIE is consolidated by the entity that

will absorb majority of the variability created by the assets of the VIE

The calculation of variability is based on an analysis of projected

probability-weighted cash flows based on the design of the particular VIE

Scenarios in which expected cash flows are less than or greater than the

expected outcomes create expected losses or expected residual returns

The entity that will absorb majority of expected variability the sum of

the absolute values of the expected losses and expected residual

returns consolidates the VIE and is referred to as the primary beneficiary

variety of qualitative and quantitative assumptions are used to

estimate projected cash flows and the relative probability of each poten

tial outcome and to determine which parties will absorb expected losses

and expected residual returns Critical assumptions which may include

projected credit losses and interest rates are independently verified

against market observable data where possible Where market

Dbservable data is not available the results of the analysis become more

subjective

As certain events occur we reevaluate which parties will absorb varia

ility and whether we have become or are no longer the primary benefi

Diary Reconsideration events may occur when VIEs acquire additional

assets issue new variable interests or enter into new or modified con

tractual arrangements reconsideration event may also occur when we

acquire new or additional interests in VIE

In the unlikely event we were required to consolidate our uncon

solidated VIEs their consolidation would increbse our assets and

liabilities and could have an adverse impact on our Tier Capital Total

Capital and Tier Leverage Capital ratios under current GAAP On Sep

tember 15 2008 the FASB released exposure drafts which would amend

SFAS 140 and FIN 46R For additional information on this proposed

amendment see Recent Accounting Developments on page 23

For more information see Note Variable Interest Entities to the

Consolidated Financial Statements

2007 Compared to 2006
The following discussion and analysis provides comparison of our

results of operations for 2007 and 2006 This discussion should be read

in conjunction with the Consolidated Financial Statements and related

Notes Tables and contain financial data to supplement this dis

cussion

Overview

Net Income

Net income totaled $15.0 billion or $3.30 per diluted common share in

2007 compared to $21.1 billion or $4.59 per diluted common share in

2006 The return on average common shareholders equity was 11.08

percent in 2007 compared to 16.27 percent in 2006 These earnings

provided sufficientcash flow to allow us to return $13.6 billion and $21.2

billion in 2007 and 2006 in capital to shareholders in the form of divi

dends and share repurchases net of employee stock options exercised

Net Interest Income

Net interest income on FTE basis increased $372 million to $36.2 bil

lion in 2007 compared to 2006 The increase was driven by the con

tribution from market-based net interest income related to our CMAS

business higher levels of consumer and commercial loans the impact of

lhe LaSalle acquisition and one-time tax benefit from restructuring our

existing non-U.S based commercial aircraft leasing business These

increases were partially offset by spread compression increased hedge

costs and the impact of divestitures of certain foreign operations in late

2006 and the beginning of 2007 The net interest yield on FTE basis

decreased 22 bps to 2.60 percent for 2007 compared to 2006 and was

driven by spread compression and the impact of the funding of the

LaSalle merger partially offset by an improvement in market-based
yield

related to our CMAS business

Noninterest Income

Noninterest income decreased $5.8 billion to $32.4 billion in 2007

compared to 2006 due primarily to decreases in trading account profits

losses of $8.2 billion and other income of $916 million These

decreases were partially offset by increases in equity investment income

of $875 million investment and brokerage services of $691 million serv

ice charges of $684 million an increase in gains losses on sales of

debt securities of $623 million and mortgage banking income of $361

million Trading account profits losses were driven by losses of $4.9 bil

lion associated with CDO exposure and the impact of the market dis

ruptions on various parts of our CMAS businesses in the second half of

the year The decrease in other income was driven by losses of $752

million associated with CDO exposure losses of $776 million associated

with the support provided to certain cash funds managed within GWIM

and writedowns related to certain Sly investments that were purchased

from the funds and the absence of $720 million gain on the sale of our

Brazilian operations recognized in 2006 These losses were partially
off

set by $1.5 billion gain from the sale of Marsico that was recorded in

other income The increase in equity investment income was driven by the

$600 million gain on the sale of private equity funds to Conversus Capi

tal Investment and brokerage services increased due primarily to organic

growth in AUM brokerage activity and the U.S Trust Corporation acquis

ition Service charges grew resulting from new account growth in deposit

accounts and the beneficial impact of the LaSalle merger The increase in

gains losses on sales of debt securities was driven
largely by losses in

the prior year Mortgage banking income increased due to the favorable

performance of the MSRs partially offset by the impact of widening credit

spreads on income from mortgage production

Provision for Credit Losses

The provision for credit losses increased $3.4 billion to $8.4 billion in

2007 compared to 2006 due to higher net charge-offs reserve additions

and the absence of 2006 commercial reserve releases Higher net

charge-offs of $1.9 billion were primarily driven by seasoning of the con

sumer portfolios seasoning and deterioration in the small business and

home equity portfolios as well as lower commercial recoveries Reserves

were increased in the home equity and homebuilder loan portfolios on

continued weakness in the housing market Reserves were also added for

small business portfolio seasoning and deterioration as well as growth in

the consumer portfolios These increases were partially offset by reduc

tions in reserves from the sale of the Argentina portfolio in the first quar

ter of 2007

Noninterest Expense
Noninterest expense increased $1.7 billion to $37.5 billion in 2007

compared to 2006 primarily due to increases in other general operating

expense of $975 million and personnel expense of $542 million partially

offset by decrease in merger and restructuring charges of $395 million

The increase in other general operating expense was impacted by our

acquisitions and various other items including litigation related costs

Personnel expense increased due to the acquisitions of LaSalle and U.S

Trust Corporation partially offset by reduction in performance-based
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incentive compensation within GCIB Merger and restructuring charges

decreased mainly due to the declining integration costs associated with

the MBNA acquisition partially
offset by costs associated with the

integration of U.S Trust Corporation and LaSalle

Income Tax Expense
Income tax expense was $5.9 billion in 2007 compared to $10.8 billion

in 2006 resulting in effective tax rates of 28.4 percent in 2007 and 33.9

percent in 2006 The decrease in the effective tax rate was primarily due

to lower pre-tax income one-time tax benefit from restructuring our

existing non-U.S based commercial aircraft leasing business and an

increase in the relative percentage of our earnings taxed solely outside of

the U.S

Business Segment Operations

Global Consumer and Small Business Banking

Net income decreased $2.1 billion or 18 percent to $9.4 billion com

pared to 2006 as increases in noniriterest income and net interest

income were more than offset by increases in provision for credit losses

and noninterest expense Net interest income increased $653 million or

two percent to $28.7 billion due to the impacts of organic growth and the

LaSalle acquisition on average loans and leases and deposits compared

to 2006 Noninterest income increased $2.4 billion or 14 percent to

$19.1 billion compared to the same period in 2006 mainly due to

increases in card income of $823 million service charges of $663 mil

lion and mortgage banking income of $413 million Provision for credit

losses increased $4.4 billion or 52 percent to $12.9 billion compared to

2006 primarily driven by higher Card Services managed net losses from

portfolio seasoning and increases from unusually low loss levels experi

enced in 2006 post bankruptcy reform In addition the increase was

driven by higher losses inherent in the home equity portfolio reflective of

portfolio seasoning and the impacts of the weak housing market partic

ularly
in geographic areas which have experienced the most significant

home price declines driving reduction in collateral value Noninterest

expense increased $2.2 billion or 12 percent to $20.3 billion largely

due to increases in personnel-related expenses certain Visa-related

costs equally allocated to Card Services and Treasury Services on

management accounting basis and technology-related costs

Global Corporate and Investment Banking

Net income decreased $5.5 billion or 91 percent to $510 million and

total revenue decreased $7.7 billion or 36 percent to $13.7 billion

compared to 2006 These decreases were driven by $5.6 billion of

losses resulting from our CDO exposure and other trading losses Addi

tionally we experienced increases in provision for credit losses and non

interest expense which were partially offset by an increase in net interest

income Net interest income increased $1.3 billion or 13 percent to

$11.2 billion due to higher market-based net interest income and the FTE

impact of one-time tax benefit from restructuring our existing non-U.S

based commercial aircraft leasing business Noninterest income

decreased $9.0 billion or 79 percent to $2.4 billion compared to 2006

driven by the losses from our CDO exposure and other trading losses

Provision for credit losses was $658 million in 2007 compared to $6 mu

lion in 2006 The increase was driven by the absence of 2006 releases

of reserves higher net charge-offs and an increase in reserves during

2007 reflecting the impact of the weak housing market particularly on the

homebuilder loan portfolio Noninterest expense increased $321 million

or three percent to $12.2 billion compared to 2006 mainly due to the

addition of LaSalle and certain Visa-related costs equally allocated to

Treasury Services and Card Services on management accounting basis

partially offset by reduction in performance-based incentive compensa

tion in CMAS

Global Wealth and Investment Management
Net income decreased $182 million or eight percent to $2.0 billion

compared to 2006 due mainly to losses associated with the support

provided to certain cash funds managed within Columbia and an increase

in noninterest expense Net interest income increased $163 million or

four percent to $3.9 billion driven by the impact of the U.S Trust Corpo

ration acquisition and organic growth in average deposit and loan balan

ces Noninterest income increased $306 million or nine percent to $3.6

billion driven by an increase in investment and brokerage services primai

ily due to higher AUM attributable to the impact of the U.S Trust Corpo

ration acquisition net client inflows and favorable market conditions

combined with an increase in brokerage activity Partially offsetting this

increase was decrease in all other income due to losses associated

with support provided to certain cash funds Noninterest expense

increased $756 million or 20 percent to $4.5 billion driven by the addi

tion of U.S Trust Corporation higher revenue related expenses and

increased marketing costs

All Other

Net income increased $1.6 billion or 101 percent to $3.2 billion com

pared to 2006 Excluding the securitization offset this increase was due

to higher noninterest income combined with decreases in all other non-

interest expense merger and restructuring charges and provision for

credit losses partially offset by decrease in net interest income Net

interest income decreased $1.3 billion or 77 percent to $382 million

compared to 2006 resulting largely
from the absence of net interest

income due to the sale of the Latin American operations and Hong Kong-

based retail and commercial banking business which were included in our

2006 results Noninterest income increased $1.7 billion or 70 percent

to $4.1 billion driven by the $1.5 billion gain from the sale of Marsico In

addition noninterest income increased due to higher equity investment

income and the absence of loss on the sale of mortgage backed debt

securities which occurred in the prior year The provision for credit losses

decreased $135 million to negative $248 million mainly due to reserve

reductions from the sale of our Argentina portfolio during the first quarter

of 2007 Merger and restructuring charges decreased $395 million or 49

percent to $410 million due to declining integration costs associated

with the integration of the MBNA acquisition partially offset by costs

associated with U.S Trust Corporation and LaSalle The decrease in

other noninterest expense of $1.1 billion was driven by the absence of

operating costs after the sale of the Latin American operations and Hong

Kong-based retail and commercial banking business which were included

in our 2006 results
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Statistical Tables

Table Year-to-date Average Balances and Interest Rates FTE Basis

Dollars in millions

Earning assets

Time deposits placed and other short-term investments

Federal funds sold and aecurities purchased under agreements to

resell

Trading account assets

Debt securities 12

Loans and leases la

Residential mortgage

Home equity

Discontinued real estate

Credit card domestic

Credit card
foreign

Direct/Indirect consumer

Other consumer 15

Total consumer

Commercial domestic

Commercial real estate 16

Commercial lease
financing

Commercial foreign

Total commercial

Total loans and leases

Other earning assets

Total earning assets

Interest-bearing liabilities

Domestic interest-bearing deposits

Savings

NOW and money market deposit accounts

Consumer CDs and IRAs

Negotiable CDs public funds and other time deposits

Total domestic
interest-bearing deposits

Foreign interest-bearing deposits

Banks located in foreign countries

Governments and official institutions

Time savings and other

Total foreign interest-bearing deposits

Total
interest-bearing deposits

Federal funds purchased securities sold under agreements to

repurchase and other short-term borrowings

Trading account liabilities

Long-term debt

Interest Interest

Average lncome/ Y.ield/ Average lncome/ Yield/

Balance Expense Rate Balance Expense Rate

10696 440 4.11% 13152 627 4.77% 15611 646 4.14%

128053 3313 2.59 155828 7722 4.96 175334 7823 4.46

193631 9259 4.78 187287 9747 5.20 145321 7.552 5.20

250551 13383 5.34 186466 10020 5.37 225219 11845 5.26

14671 5.64 264650 15112 5.71 207879 11608 5.58

7592 5.62 98765 7385 7.48 78318 5772 7.37

858 7.87 n/a n/a n/a n/a n/a n/a

6843 10.81 57883 7225 12.48 6383 8638 13.53

2042 12.36 12359 1502 12.15 9141 1147 12.55

6934 8.40 70009 6002 8.57 53172 4185 7.87

321 8.41 4510 389 8.64 7516 789 10.50

39261 6.86 508176 37615 7.40 419864 32139 7.65

11702 5.31 180102 12884 7.15 151231 10897 7.21

3057 4.84 42950 3145 7.32 36939 2740 7.42

799 3.58 20435 1212 5.93 20862 995 4.77

1503 4.63 24491 1452 5.93 23521 1674 7.12

17061 5.04 267978 18693 6.98 232553 16306 7.01

56322 6.18 776154 56308 7.25 652417 48445 7.43

4161 6.04 71305 4629 6.49 55242 3498 6.33

86878 5.56 1390192 89053 6.41 1269144 79809 6.29

34052

________________________
163485

$1466681

32204 230 0.71% 32316 188 0.58% 34608 269 0.78%

267818 3781 1.41 220207 4361 1.98 218077 3923 1.80

203887 7404 3.63 167801 7817 466 144738 6022 4.16

32264 1076 3.33 20557 974 4.74 12195 483 3.97

536173 12491 2.33 440881 13340 3.03 409618 10697 2.61

37657 1063 2.82 42788 2174 5.08 34985 1982 5.67

13004 311 2.39 16523 812 4.91 12674 586 4.63

51363 1385 2.70 43443 1767 4.07 38544 1215 3.15

102024 2759 2.70 102754 4753 4.63 86203 3783 4.39

638197 15250 2.39 543635 18093 3.33 495821 14480 2.92

455710 12362 2.71 424814 21967 5.17 411132 19837 4.83

75270 2774 3.69 82721 3444 4.16 64689 2640 4.08

231235 9938 4.30 169855 9359 5.51 130124 7034 5.41

1400412 40324 288 1221025 52863 433 1101766 43991 399

2008 2007

Interest

Average lncome/ Yield/

Balance Expense Rate

2006

260213

135091

10898

63318

16527

82516

3816

572379

220561

63208

22290

32440

338499

910878

68920

1562729

Cash and cash equivalents 45354 33091
Other assets less allowance for loan and lease losses 235896 178790

Total assets $1843979 $1602073

Total interest-bearing liabilities

Noninterest-bearing sources

Noninterest-bearing deposits 192947 173547 177174
Other liabilities 85789 70839 57278
Shareholders equity 164831 136662 130463

Total liabilities and shareholders
equity $1843979 $1602073 $1466681

Net interest spread 2.68% 2.08% 2.30%

Impact of noninterest-bearing sources 0.30
-_____________________

0.52 0.52

Net interest income/yield on earning assets $46554 2.98% $36190 2.60% $35818 2.82%

Interest income RE basis in 2006 does not include the cumulative tao charge resulting from change in tax legislation relating to extraterritorial tax income and foreign sales corporation regimes The FTE impact to

net Interest income and net interest yield on earning assets of this retroactive tao adjustment was reduction of $270 million and two bps in 2006 Management has excluded this one-time impact to provide more

comparative basis of presentation for not interest income and net interest yield on earning assets on FTE basis The impact on any given future period is not expected to be material
12 Yields on AFS debt securities are calculated based on fair value rather than historical cost balances The use of fair value does not have material impact on net interest yield

11 Nonperforming loans are included in the respective average loan balances Income on these nonperforming loans is recognized on cash basis we account for acquired impaired loans in accordance with SOP 03-3
Loans accounted for in accordance with SOP 03-3 were written down to fair value upon acquisition and uccrete interest income over the remaining life of the loan

Includes foreign consumer loans of $2.7 billion $3.8 bilkon and $3.4 billion in 2008 2007 and 2006 respectively

15 Includes consumer finance loans of $2.8 billion $3.2 billion and $2.9 billion in 2008 2007 und 2006 respectively and other foreign consumer loans of $774 million $1.1 billion and $4.4 billion in 2008 2007 and
2006 respectively

Includes domestic commercial real estate loans of $62.1 billion $42.1 billion and $36.2 billion in 2008 2007 and 2006 respectively

17 Interest ocome includes the impact of interest rate rink management contracts which decreased interest income on the underlying assets $260 million $542 million and $372 million in 2008 2007 and 2006
respectively Interest expense includes the impact of interest rate risk management contracts which increased interest expense on the underlying liabilities $409 million $813 million and $106 million in 2008 2007

and 2006 respectively For further information on interest rate contracts see Interest Rate Risk Management for Nontrading Activities beginning on page 88
n/a not applicable
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Table II Analysis of Changes in Net Interest Income FTE Basis

Trading account assets

Debt securities

Loans and leases

Residential mortgage

Home equity

Discontinued real estate

Credit card domestic

Credit card foreign

Direct/Indirect consumer

Other consumer

Total interest
income_-

Increase decrease in interest expense

Domestic interest-bearing deposits

Savings

NOW and money market deposit accounts

Consumer CDs and IRA5

Dollars in rnillionsl

Increase decrease in interest income

Time deposits placed and other short-term investments

Federal funds sold and securities purchased under agreements to resell

From 2007 to 2008 From 2006 to 2007

Due to Change in

Net
Due to Change in 11

Net

Volume Rate Change Volume Rate Change

117 70 187 102 83 19
1371 3038 4409 873 772 O1

322 810 488 2187 2195

3435 72 3363 2037 212 1825

254 187 441 3159 345 3504

2720 2513 207 1507 106 1613

n/a n/a 858 n/a n/a n/a

677 1059 382 806 607 1413
506 34 540 404 49 355

1070 138 932 1325 492 1817

59 68 315 85 400

1646
Total consumer

Commercial domestic 2886 4068 1182

Commercial real estate 1482 1570 88

Commercial lease financing
110 523 413

Commercial foreign
472 421 51

Total commercial 1632

Total loans and leases 14

Other earning
assets 156 312 468

2175

5476

2088 101 1987

447 42 405

20 237 217

70 292 222

________
2387

________ _______
7863

1016 115 1131

$9244

942

1684

555

43

1522
2097

453

42

580
413
102

17 64
41 397

959 836

333 158

81
438

1795

491
Negotiable CDs public funds and other time deposits

Total domestic interest-bearing deposits
849

Foreign interest-bearing deposits

Banks located in foreign countries 261 850 1111

Governments and official institutions 174 327 501

Time savings and other
323 705 382

Total foreign interest-bearing deposits
1994

Total interest-bearing deposits
2843

Federal funds purchased securities sold under agreements to repurchase and other short-

term borrowings
1593 11198 9605

Trading account liabilities 313 357 670

Long-term debt 3382 2803 579

Total interest expense
12539

Net increase in net interest income 21 10364

2643

252 192

47 226

399 552

444

179

153

970

3613

682 1448 2130

735 69 804

2155 170 2325

__________
8872

372

ti The changes for each category
of interest income and eapense are divided between the portion of change ettribatable to the variance in volume and thu portion of change attributable to the variance in rate for that

category The unallocated change iv rate or volume variance has beenallocated between the rate and volume variances

121 Interest income RE basisin 2006 does nat include the cumulativetax charge resulting from change ih tao legislation relating to eotracerritorial tao income and foreign salvo corporation regimes The RE impact to

net interest income of this retroactive tao adluntment is reduction of $270 million from 2006 to 2007 Management has escluded this one-time impact to provide more comparative basis of presentation for net

interest income and net interest yield on earning assets on FTEbasin The impact on any given future period is not eupected to be material

n/a not applicable
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Table III Outstanding Loans and Leases

December31

Dsflars in millions
2008 2007 2006 2005 2004

Consumer

Residential mortgage $247999 $274949 $241181 $182596 $178079

Home equity 152547 114820 87893 70229 57439

Discontinued real estate 11 19981 n/a n/a n/a n/a

Credit card domestic 64128 65774 61195 58548 51726

Credit card foreign 17146 14950 10999

Direct/Indirect consumer 83436 76538 59206 37265 33113

Otherconsumerl3l 3442 4170 5231 6819 7526

Total consumer 588679 551201 465705 355457 327883

Commercial

Commercial domestic 219233 208297 161982 140533 122095

Commercial real estate 15 64701 61298 36258 35766 32319

Commercial lease financing 22400 22582 21864 20705 21115

Commercial foreign 31020 28376 20681 21330 18401

Total commercial loans 337354 320553 240785 218334 193930

Commercial loans measured at fair value 5413 4590 n/a n/a n/a

Total commercial 342767 325143 240785 218334 193930

Total loans and leases $931446 $876344 $706490 $573791 $521813

11 At December 31 2008 includes $18.2 billion of pay option loans and $1.8 billion of subprime loans obtained as part of the acquisition of Countrywide The corporation no longer originates these products

121 Includes foreign consumer loans of $1.8 billion $3.4 billion $3.9 billisn$48 million and $57 million at December 31 2008 2007 20062005 and 2004 respectively

131 Includes consumer finance loans of $2.6 billion $3.0 billion $2.8 billion $2.8 billion and $3.4 billion at December 31 2008 2007 2006 2005 and 2004 respectively other foreign consumer loans of $618

million $829 million $2.3 billion $3.8 billion end $3.5 billion at December 31 2008 2007 2006 2005 and 2004 respectively and consumer lease fnancing of $481 million at December 31 2004

141 Includes small business commercial domestic loans primarily card related of $19.1 billion $19.3 billion $15.2 billion $7.2 billion and $5.4 billion at December 31 2008 2007 20062005 and 2004

respectively

101 Includes domestic commercial real estate sans of $63.7 billion $60.2 billion $35.7 billion $35.2 billion and $31.9 billion at December 31 2008 2007 2006 2005 and 2004 respectively and foreign

commercial real estate loans of $979 million $1.1 billion $578 million $585 million and $440 million at December 31 2008 2007 2006 2005 and 2004 respectively

161 Certain commercial loans are measured at fair value in accordance with SFAS 159 and inclade commercial domestic loans of $3.5 billion and $3.5 billion commercial .- foreign loanb of $1.7 billion and $790 million

and commercial real estate loans of $203 million and $304 million at December 31 2008 and 2007 See Note 19 Fair Value Disclosures to the Consolidated Financial Statements for additional discussion of fair

valse for certain financial instruments

n/a not applicable
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Table IV Nonperforming Assets 12

December31

Dollars in millions
2008 2007 2006 2005 2004

Consumer

Residential mortgage 7044 $1999 660 570 554

Home equity 2670 1340 289 151 94

Discontinued real estate 77 n/a n/a n/a n/a

Direct/Indirect consumer 26

Other consumer 95 77 61 85

Total consumer 9908 3442 1030 785 738

Commercial

Commercial domestic 41 2040 852 494 550 847

Commercial real estate 3906 1099 118 49 87

Commercial lease financing
56 33 42 62 266

Commercial foreign
_________________________ _______________

290 19 13 34 267

6292 2003 667 695 1467

Small business commercial domestic 205 152 90 31 13

Total commercial 6497 2155 757 726 1475

Total nonperforming loans and leases 16405 5597 1787 1511 2213

Foreclosed properties ________________
1827 351 69 92 102

Total nonperforming assets ________________________ $18232 $5948 $1856 $1603 $2315

Ill At December 31 2008 balances did not include nonperforming derivatives of $512 million At December 31 2008 and 2007 balances did not include rronperforrning AFS debt securities of $291 mIllion and $180

million At December 31 2004 balances did not include $140 million of nonperforming securities primarily associated With the Fleet acquisition In addition bolanceo did not include nonperformiog LHFS of $1.3

billion $188 million $80 million $69 million and $151 million at December 31 2008 2007 2006 2005 and 2004 respectively

21 Balances do not include loans accounted for in accordance with SOP 03-3 enen though the customer may be contractually past due Loans accounted for in accordance with SOP 03-3 were written down to fair value

upon acquisition and uccrete interest income over the remaining life of the loan

31 In 2008 $512 million in interest income was estimated to be contractually due on oonperforming consumer loans and leases classified as nonperforming at December 31 2008 provided that these loans and leases

had been paid according to their terms and conditions including troubled debt restructured loans of which $387 million were performing at December 31 2008 and not included in the table above Approsimately $124

million of the estimated $512 million in contractual interest was received and included in net income for 2008

141 Excludes small business commercial domestic loans

151 In 2008 $260 million in interest income was estimated to be contractually due on nonperforming commercial loans and leases classified as nonperforming at December 31 2008 including troubled debt restructured

loans of which $13 million were performing at December 31 2008 and not included in the table above Approolmately $84 million of the estimated $260 nrillion in csntractual interest was received and included in net

income for 2008

n/a not applicable
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Table Accruing Loans and Leases Past Due 90 Days or More

December 31

Dollars in millions 2008 2007 2006 2005 2004

Consumer

Residential mortgage 372 237 118

Credit card domestic 2197 1855 1991 1197 1075
Credit card foreign 368 272 184

Direct/Indirect consumer 1370 745 378 75 58

Other consumer 15 23

Total consumer 4311 3113 2678 1287 1156

Commercial

Commercial domestic 381 119 66 79 82

Commercial real estate 52 36 78

Commercial lease financing 23 25 26 15 14

Commercial foreign 16 32

463 196 179 130 99

Small business commercial domestic 640 427 199 38 39

Total commercial 1103 623 378 168 138

Total accruing loans and leases past due 90 days or more 141 $5414 $3736 $3056 $1455 $1294

Accruing loans past due 90 days or more do not include acquired loans accounted for in accordance with SOP 03-3 that were considered impaired and written down to fair oalae upon acquisition and accrete interest

income over the remaining life of the loan

lv Balances are related to repurchases pursuant to our servicing agreements with GNMA mdrtgage pools where repayments are insured by the Federal Housing Administration or guaranteed by the Department of Veteran

Affairs

ll Eucludes small business commercial domestic loans

41 Balances do not include loans measured at fair value in accordance with SFAS 159 At December 31 2008 and 2007 there were no accn.ring loans or leases past due 90 days or more measured under fair value in

accordance with SFAS 159
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Table VI Allowance for Credit Losses

Dollars in millions

2008 2007 2006 2005 2004

Allowance for loan and lease losses January 11588 9016 8045 8626 6163

Adjustment due to the adoption of SFAS 159 32
Loans and leases charged off

Residential mortgage 964 78 74 58 62

Home equity
3597 286 67 46 38

Discontinued real estate 19 n/a n/a n/a n/a

Credit card domestic 4469 3410 3546 4018 2536
Credit card foreign 639 453 292

Direct/Indirect consumer 3777 1885 857 380 344

Other consumer 461 346 327 376 295

Total consumer charge-offs 13926 6458 5163 4878 3275

Commercial domestic 11 2567 1135 597 535 504

Commercial real estate 895 54 12

Commercial lease financing 79 55 28 315 39

Commercial foreign 199 28 86 61 262

Total commercial charge-offs 3740 1272 718 916 817

Total loans and leases charged off 17666 7730 5881 5794 4092

Recoveries of loans and leases previously charged off

Residential mortgage 39 22 35 31 26

Home equity
101 12 16 15 23

Discontinued real estate n/a n/a n/a n/a

Credit card domestic 308 347 452 366 231

Credit card foreign
88 74 67

Direct/Indirect consumer 663 512 247 132 136

Other consumer 62 68 110 101 102

Total consumer recoveries 1264 1035 927 645 518

Commercial domestic 118 128 261 365 327

Commercial real estate
15

Commercial lease financing
19 53 56 84 30

Commercial foreign
26 27 94 133 89

Total commercial recoveries
171 215 415 587 461

Total recoveries of loans and leases previously charged off 1435 1250 1342 1232 979

Net charge-offs
16231 6480 4539 4562 3113

Provision for loan and lease losses 26922 8357 5001 4021 2868

Other
13 792 727 509 40 2708

Allowance for loan and lease losses December31 23071 11588 9016 8045 8626

Reserve for unfunded lending commitments January 518 397 395 402 416

Adjustment due to the adoption of SEAS 159 28
Provision for unfunded lending

commitments 97 28 99

Other4 121 85

Reserve for unfunded lending commitments_December31
421 518 397 395 402

Allowance for credit losses_December31
23492 12106 9413 8440 9028

Loans and leases outstanding at December31 $926033 $871754 $706490 $573791 $521813

Allowance for loan and lease losses as percentage of total loans and leases

outstanding at December31 56 2.49% 1.33% 128% 1.40% 1.65%

Consumer allowance for loan and lease losses as percentage of total consumer

loans and leases outstanding at December 3116 2.83 1.23 1.19 1.27 1.34

Commercial allowance for loan and lease losses as percentage of total

commercial loans and leases outstanding at December31 1.90 1.51 1.44 1.62 2.19

Average loans and leases outstanding at December31 ei $905944 $773142 $652417 $537218 $472617

Net charge-offs as percentage of average loans and leases outstanding at

December31 56 1.79% 0.84% 0.70% 0.85% 0.66%

Allowance for loan and lease losses as percentage of total nonperforming loans

and leases at December31 156 141 207 505 532 390

Ratio of the allowance for loan and lease losses at December31 to

net charge-offs
16 1.42 1.79 1.99 1.76 2.77

lii Includes small business commercial domestic charge-offs of $2.0 billion $931 million and $424 million in 2008 2007 and 2006 respectively Small business commercial domestic charge offo were not material

in 2005 and 2004

121 Includes small buoiness commercial domestic recoveries of $39 million $51 million and $54 million in 2008 2007 and 2006 respectively Small business commercial domestic recoveries were not materia in

2006 and 2004

131 The 2008 amount includes the $1.2 billion addition of the countrmide allowance far loan losses as of July 2008 The 2007 amount includes the $726 million and $26 million additions of the LaSalle and u.s Trust

corporation allowance for loan losses as of October 2007 and July 2007 The 2006 amount includes the $577 billion addition of the MBNA allowance for loan losses as of Januuiy 2006 The 2004 amount

includes the $2.8 billion addition of the FleetBoston allowance for loan losses as of April 2004

141 The 2007 amount includes the $124 million addition of the LuSalle reserve for unfunded lending commitments us of October 2007 The 2004 amount includes the $85 million addition of the FleetBoston reserve for

unfunded lending commitments as of April 2004

151 Outstanding loan and lease balances and ratios do not include loans measured at fair value in accordance with SFAS 159 at and for the year ended December 31 2008 and 2007 Loans measured at fair value were

$5.4 billion and $4.6 billion at December 31 2008 and 2007 Average loans measured at fair value were $4.9 billion and $3.0 billion for 2008 and 2007

161 We account for acquired impaired loans in accordance with SOP 03-3 For more information on the impact of SOP 03-3 on asset quality see Consumer Portfolio Credit Risk Management beginnrvg on page 62

n/a sot applicable
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Table VII Allocation of the Allowance for Credit Losses by Product Type

December 31

Total consumer

Commercial domestic 4339 18.81 3194 27.56 2162 23.98 2100 26.10 2101 24.36

Commercial real estate 1465 6.35 1083 9.35 588 6.52 609 7.57 644 7.47

Commercial lease financing
223 0.97 218 1.88 217 2.41 232 2.89 442 5.12

Commercialforeign 386 167 335 2.89 489 5.42 589 7.32 1061 1.2.30

Total commercial 6413 27.80 4830 41.68 3456 38.33 3530 43.88 4248 49.25

Allowance for loan and lease losses 23071 100.00% 11588 100.00% 9016 100.00% 8045 100.00% 8626 100.00%

Reserve for unfunded lending
commitments 421 518 397 395 402

Allowanceforcreditlosses $23492 $12106 $9413 $8440 $9028

We account for acquired impaired loans in accordance with SOP 03-3 For more information on the impact of SOP 03-3 on asset quality see Consumer Portfolio Credit Risk Management beginning on page 62

121 Includes allowance for omall bunineso commercial domestic loans of $2.4 billion $1.4 billion and $578 million at December 31 2008 2007 and 2006 respectively The allowance fur small business commercial

domestic loans wan not material in 2005 and 2004

Includes allowance for loan and lease losses for impaired commercial loans of $691 million $123 million $43 million $55 million and $202 million at December 31 2008 2007 2006 2005 and 2004 respectively

na not applicable

2008 2007 2006 2005 2004

Percent Percent Percent Percent Percent

Dollars in millions
Amount of Total Amount of Total Amount of Total Amount of Total Amount of Total

Allowance for loan and lease losses

Residential mortgage

Home equity

Discontinued real estate

Credit card domestic

Credit card foreign

Direct/Indirect consumer

Other consumer

1382 5.99% 207 1.79% 248 2.75% 277 3.44% 240 2.78%

5385 23.34 963 8.31 133 1.48 136 1.69 115 1.33

658 2.85 n/a n/a n/a n/a n/a n/a n/a n/a

3947 17.11 2919 25.19 3176 35.23 3301 41.03 3148 36.49

742 3.22 441 3.81 336 3.73

4341 18.81 2077 17.92 1378 15.28 421 5.23 375 4.35

203 0.88 151 1.30 289 3.20 380 4.73 500 50

16658 72.20 6758 58.32 5560 61.67 4515 56.12 4378 50.75
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Table VIII Selected Loan Maturity Data 12

December 31 2008

Due After

Due in One Year Due After

One Year Through Five

Dollars in milhons or Less Five Years Years Total

Commercial domestic 79299 $101998 $41431 $222728
Commercial real estate domestic 29100 30298 4527 63925
Foreign and other 25268 10581 273 36122

Total selected loans $133667 $142877 $46231 $322775

Percent of total 414% 44.3% 14.3% lOOXf%

Sensitivity of selected loans to changes in interest rates for loans due after one year

Fixed interest rates 11978 $23888

Floating or adjustable interest rates 130899 22343

Total $142877 $46231

ll Loan maturities are based on the remaining maturities under contractual terms

121 Includes loans measured at fair value in accordance with SEAS 169

31 Loan maturities include direct/indirect consumer other consumer commercial real estate and commercial foreign loans

Table IX Short-term Borrowings

2008 2007 2006

Dollars in millions Amount Rate Amount Rate Amount Rate

Federal funds purchased

At December31 14432 0.11% 14187 4.15% 12232 5.35%

Average during year 8969 1.67 7595 4.84 5292 5.11

Maximum month-end baance
during year 18788 14187 12232

Securities sold under agreements to repurchase

At December31 192166 0.84 207248 4.63 205295 4.94

Average during year 264012 2.54 245886 5.21 281611 4.66

Maximum month-end balance during year 295537 277196 312955
Commercial paper

At December31 37986 1.80 55596 4.85 41223 5.34

Average during year 57337 3.09 57712 5.03 33942 5.15

Maximum month-end balance during year 65399 69367 42511
Other short-term borrowings

At December31 120070 2.07 135493 4.95 100077 5.43

Average during year 125392 2.99 113621 5.18 90287 5.21

Maximum month-end balance during year 160150 142047 104555
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Table Non-exchange Traded Commodity Contracts

Asset Liability

Dollars in millions

Positions Positions

Net fair value of contracts outstanding January 2008 1148 $1226

Effects of legally enforceable master netting agreements
3573 3573

Gross fair value of contracts outstanding January 2008 4721 4799

Contracts realized or otherwise settled
1674 1605

Fair value of new contracts
2435 2413

Other changes in fair value
1442 1484

Gross fair value of contracts outstanding December 31 2008 4040 4123

Elfects of legally
enforceable master netting agreements

2869 2869

Net fair value of contracts outstanding December 31 2008 1171 1254

Table XI Non-exchange Traded Commodity Contract Maturities

December 31 2008

Asset Liability

Collars in millions

Positions Positions

Maturity of less than year
1623 1503

Maturity of 1-3 years
2134 2331

Maturity of 4-5 years

208 202

Maturity in excess of
years

75 87

Gross fair value of contracts outstanding
4040 4123

Effects of legally enforceable master netting agreements
2869 2869

Net fair value of contracts outstanding
1171 1254
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Table XII Selected Quarterly Financial Data

Dollars in millions except per share information

Income statement

Net interest income

Noninterest income

Total revenue net of interest expense

Provision for credit losses

Noninterest expense before merger

and restructuring charges

Merger and restructuring charges

Income loss before income taxes

Income tax expense benefit

Net income loss

Average common shares issued and

outstanding in thousands

Average diluted common shares issued

and outstanding in thousands

Performance ratios

Return on average assets

Return on average common

shareholders equity

Return on average tangible

shareholders equity
11

Total ending equity to total ending assets

Total average equity to total average

assets

Dividend payout

Asset quality
121

Allowance for credit losses

Nonperforming assets

Allowance for loan and lease losses as

percentage of total loans and

leases
outstanding

15

Allowance for loan and lease losses as

percentage of total nonperforming

loans and leases

Net charge-offs

Annualized net charge-offs as

percentage of average loans and

leases outstanding

Nonperforming loans and leases as

percentage of total loans and leases

outstanding
15

Nonperforming assets as percentage

of total loans leases and foreclosed

properties

Ratio of the allowance for loan and

lease losses at period end to

annualized net charge-offs

17.55 1.616

39.22 36.29

8.85 8.98

8.55 8.78

43.60 48.02

2008 Quarters 2007 Quarters

Fourth Third Second First Foutl.h Third Second First

13106 11642 10621 9991 9165 8617 8389 8270
2574 7979 9789 7080 3639 7480 11281 9992

15680 19621 20410 17071 12804 16097 19670 18262
8535 6450 5830 6010 3310 2030 1810 1235

10641 11413 9447 9093 10269 8627 9125 9093
306 247 212 170 140 84 75 111

3802 1511 4921 1798 915 5356 8660 7823
2013 334 1511 588 1183 1658 2899 2568
1789 1177 3410 1210 268 3698 5761 5255

4957049 4543963 4435719 4427823 4421554 4420616 4419246 44326b4

49570494563508 4457193 4461201 4470108 4475917 4476799 4497028

0.37% 0.25% 0.78% 0.28% 0.03% 0.93% 1.48% 1.40%

6.68 1.97 9.25 2.90 0.60 11.02

8.28 6.24 18.54 7.26 1.90 25.58

9.74 8.79 9.48 9.00 8.56 8.77

9.06 8.73 9.20 8.77 8.32 8.51

n/m n/rn 88.67 n/rn n/rn 7797

Per common share data

Earnings loss 0.48 0.15 0.73 0.23 0.05 0.83 1.29 1.18
Diluted

earnings loss 0.48 0.15 0.72 0.23 0.05 0.82 1.28 1.16

Dividends paid 0.32 0.64 0.64 0.64 0.64 064 0.56 0.56

Bookvalue 27.77 30.01 31.11 31.22 32.09 30.45 29.95 29.74

Market price per share of common stock

Closing 14.08 35.00 23.87 37.91 41.26 50.27 48.89 51.02

High closing 38.13 37.48 40.86 45.03 52.71 51.87 51.82 54.05
Low

closing 11.25 18.52 23.87 35.31 41.11 47.00 48.80 49.46

Market capitalization 70645 159672 106292 168806 183107 223041 216922 226481

Average balance sheet

Total loans and leases 941563 946914 878639 875661 868119 780516 740199 714042
Total assets 1948854 1905691 1754613 1764927 1742467 1580565 1561649 1521418
Total deposits 892141 857845 786002 787623 781625 702481 697035 686704
Long-term debt 255709 264934 205194 198463 196444 175265 158500 148627
Common shareholders equity 142535 142303 140243 141456 141085 131606 130700 130737
Total shareholders equity 176566 166454 161428 154728 144924 134487 133551 133588

23492 20773 17637 15398 12106 9927 9436 9106
18232 13576 9749 7827 5948 3372 2392 2059

2.49% 2.17% 1.98% 1.71% 1.33% 1.21% 1.20% 1.21%

141 173 187 203 207 300 397 443

5541 4356 3619 2715 1985 1573 1495 1427

2.36% 1.84% 1.67% 1.25% 0.9 0.80% 0.81% 0.81%

1.77 1.25 1.06 0.84 0.64 0.40 0.30 0.27

1.96 1.45 1.13 0.90 0.68 0.43 0.32 0.29

1.05 1.17 1.18 1.36 1.47 1.53 1.51 1.51

Capital ratios period end
Risk-based capital

Tier 9.15% 7.55% 8.25% 7.51% 6.87% 8.22% 8.52% 8.57%
Total 13.00 11.54 12.60 11.71 11.02 11.86 12.11 11.94

Tier Leverage 6.44 5.51 6.07 5.59 5.04 6.20 6.33 6.25

Ill

Tangible shareholders equity is non-GMP measure For additional information on ROTE and corresponding reconciliation of tangible shareholders equity to GMP financial measure see Supplemental Financial

Data beginning on page 29

121 we account for acquired impaired loans in accordance with SOP 03.3 For more information on the impact of SOP 03-3 on asset quality see consumer Pnrtolio Credit Risk Management beginning on page 62
131 lncludeu the allowance for loan and leaae 000eu and the reueme for unfunded lending commitments
141 Balances and ratios do not include nonperforming LHFS and nonperforming AFS debt securities

01 Balances and ratios do nut include luano measured at fair value in accordance with SFAS 159

n/m not meaningful
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Table XIII Quarterly Average Balances and Interest Rates FTE Basis

Net interest spread

npactof noninterest-bearing sources

Net interest income/yield on earning assets

5.65

5.17

8.60

10.94

12.05

8.18

7.83

6.76

5.09

4.35

4.40

4.49

4.85

6.06

5.22

5.40

11361 101 3.54%

136322 912 2.67

191757 2390 4.98

266013 3672 5.52

260748 3712 5.69

151142 2124 5.59

22031 399 7.25

63414 1682 10.55

17075 535 12.47

85392 1790 8.34

3723 80 8.78

603525 10322 6.82

224117 2852 5.06

63220 727 4.57

22585 53 0.93

33467 377 4.48

343389 4009 4.64

946914 14331 6.03

70099 1068 6.07

1622466 22474 5.52

36030

247195

$1905691

0.73% 32297 58 0.72%

1.13 278520 973 1.39

3.18 218862 1852 3.37

2.94 36039 291 3.21

2.03 565718 3174 2.23

1.20 36230 266 2.91

0.87 11847 72 2.43

1.34 48209 334 2.76

1.22 96286 672 2.78

1.91 662004 3846 2.31

1.65 465511 3223 2.76

2.94 77271 661 3.40

4.32 264934 2824 4.26

2.30 1469720 10554 2.86

Dollars in millions

Fourth Quarter 2008 Third Quarter 2008

Interest Interest

Average lncome/ Yield/ Average Income/ Yield/

Balance Expense Rate Balance Expense Rate

5.97%

1.50

4.21

5.57

Earning assets

Time deposits placed and other short-term investments 10511 158

Federal funds sold and securities purchased under agreements to resell 104843 393

Trading account assets 205698 2170

Debt securities 111 280942 3913

Loans and leases

Residential mortgage 253468 3581

Home equity 152035 1969

Discontinued real estate 21324 459

Credit card domestic 64906 1784

Credit card foreign
17211 521

Direct/Indirect consumer 131 83331 1714

Other consumer 41 3544 70

Total consumer 595819 10098

Commercial domestic 226095 2890

Commercial real estate 64586 706

Commercial lease financing
22069 242

Commercial foreign
32994 373

Total commercial 345744 4211

Total loans and leases 941563 14309

Other earning assets 73116 959

Total earning assets 61 1616673 21902

Cash and cash equivalents
77388

Other assets less allowance for loan and lease losses 254793

Total assets

Interest-bearing liabilities

Domestic interest-bearing deposits

$1948854

Savings 31561 58

NOW and money market deposit accounts 285390 813

Consumer CD5 and IRA5 229410 .1835

Negotiable CDs public funds and other time deposits 36510 270

Total domestic interest-bearing deposits
582871 2976

Iroreign interest-bearing deposits

Banks located in foreign countries 41398 125

Governments and official institutions 13738 30

Time savings
and other 48836 165

Total foreign interest-bearing deposits 103972 320

Total interest-bearing deposits 686843 3296

Federal funds purchased securities sold under agreements to

repurchase and other short-term borrowings 459743 1910

rrading account liabilities 70859 524

Long-term debt 255709 2766

Total interest-bearing liabilities 1473154 8496

Noninterest-bearing sources

Noninterest-bearing deposits
205298 195841

Other liabilities 93836 73676

Shareholders equity
176566 166454

Total liabilities and shareholders equity $1948854 $1905691

3.10%

0.21

2.66%

0.27

$13406 3.31% $11920 2.93%

111 Yields on AFS debt securities are calculated based on fair value rather than historical cost belances The use of fair value does not have material impact on net interest yield

21 Noeperforming loans are included in the respective average
loan balances Income on these nonperforming loans is recognized on cash basis We account for acquired impaired loans in accordance with SOP 03-3

Loans accounted for in accordance with SOP 03-3 were written down to fair value upon acquisition and accrete interest income over theremaining life of the loan

131 Includes foreign consumer loans of $2.0 billion $2_a billion $30 billion and $3.3 billion in the fourth third second and first quarters of 2008 and $3.6 billion in the fOurth quarter of 2007 respectively

14 lnÆludes consumer finance loans of $2.7 billion $2.7 billion $2.8 billion and $3.0 billion in the fourth third second and first quarters of 2008 and $3.1 billion in the fourth quarter of 2007 respectively and other

foreign consumer loans of $654 million $725 million $862 million and $857 million in the fourth third second and first quarters of 2008 and $845 million in the fourth quarter of 2007 respectively

151 Includes domestic commercial real estate loans of $63.6 billion $62.2 billion $61.6 billion and $61.0 billion in the fourth third second and first quarters of 2008 and $58.5 billion in the fourth quarter of 2007

respectively

161 Interest income includes the impact of interest rate risk management contracts which decreased interest income on assets $41 million $12 million $104 million and $103 million in the fourth third second and first

quarters of 2008 und $134 million in the fourth quarter of 2007 respectively Interest expense
includes the impact of interest rate risk management contracts which increased interest expense on liabilities $237

million $88 million $37 million and $49 million in the fourth third second and first quarters of 2008 and $201 million in the fourth quarter of 2007 respectively For further information on interest rate contracts

see Interest Rate Risk Management for Nontrading Activities beginning on page
88

Bank of America 2008 109



Quarterly Average Balances and Interest Rates FTE Basis continued

Dollars in millions

Second Quarter 2008 First Quarter 2008 Fourth Quarter 2007

Interest Interest Interest

Average Income/ Yield Average Income/ Yield/ Average Income/ Yield/

Balance Expense Rate Balance Expense Rate Balance Expense Rate

Earning assets

Time deposits placed and other short-term investments 10310 87 3.40% 10596 94 3.56% 10459 122 4.63%

Federal funds sold and securities purchased under

agreements to resell 126169 800 2.54 145043 1203 3.34 151938 1748 4.59

Trading account assets 184547 2282 4.95 192410 2417 5.04 190700 2422 5.06

Debt securities 111 235369 2963 5.04 219377 2835 5.17 206873 2795 5.40

Loans and leases

Residential mortgage 256164 3541 5.54 270541 3837 5.68 277058 3972 5.73

Home equity 120265 1627 5.44 116562 1872 6.46 112369 2043 7.21

Discontinued real estate n/a n/a n/a n/a n/a n/a n/a n/a n/a

Credit card domestic 61655 1603 10.45 63277 1774 11.28 60063 1781 11.76

Credit card foreign 16566 512 12.43 15241 474 12.51 14329 464 12.86

Direct/Indirect consumer 31 82593 1731 8.43 78705 1699 8.68 75138 1658 8.75

Otherconsumer4 3953 84 8.36 4049 87 8.61 4206 71 6.77

Total consumer 541196 9098 6.75 548375 9743 7.13 543163 9989 7.32

Commercial domestic 219537 2762 5.06 212394 3193 6.06 213200 3704 6.89

Commercial real estate 151 62810 737 4.72 62202 887 5.74 59702 1053 6.99

Commercial lease financing 22276 243 4.37 22227 26 4.69 22239 574 10.33

Commercial foreign 32820 366 4.48 30463 387 5.11 29815426 5.67

Total commercial
__________

337443 4108 4.89 327286 4733 5.81 324956 5757 7.03

Total loans and leases 878639 13206 6.04 875661 14476 6.64 868119 15746 7.21

Other earning assets 65200 1005 6.19 67208 1129 6.75 74909 1296 6.89

Total earning assets 16 1500234 20343 5.44 1510295 22159 5.89 1502998 24129 6.39

Cash and cash
equivalents 33799 33949 33714

Other assets less allowance for loan and lease losses 220580 220683 205755

Total assets $1754613 $1764927 $1742467

Interest-bearing liabilities

Domestic
interest-bearing deposits

Savings 33164 64 0.77% 31798 51 0.63% 31961 50 0.63%

NOW and money market deposit accounts 258104 856 1.33 248949 1139 1.84 240914 1334 2.20

Consumer CDs and IRAs 178828 1646 3.70 188005 207L 4.43 183910 2179 4.70

Negotiable CDs public funds and other time deposits 24216 195 3.25 32201 320 4.00 34997 420 4.76

Total domestic
interest-bearing deposits 494312 2761 2.25 500953 3581 2.87 491782 3983 3.21

Foreign interest-bearing deposits

Banks located in
foreign countries 33777 272 3.25 39196 400 4.10 45050 557 4.91

Governments and official institutions 11789 77 2.62 14650 132 3.62 16506 192 4.62

Time savings
and other 55403 410 2.97 53064 476 3.61 51919521 3.98

Total
foreign interest-bearing deposits 100969759 3.02 106910 1008 3.79 113475 1270 4.44

Total
interest-bearingdeposits 595281 3520 2.38 607863 4588 3.04 605257 5253 3.44

Federal funds purchased securities sold under

agreements to repurchase and other short-term

borrowings 444578 3087 2.79 452854 4142 3.68 456530 5598 4.87

Trading account liabilities 70546 749 4.27 82432 840 4.10 81500 825 4.02

Long-term debt 205194 2050 4.00 198463 2298 4.63 196444 2638 5.37

Total interest-bearing liabilities 61 1315599 9406 2.87 1341612 11868 3.55 1339731 14314 425

Noninterest-bearing sources

Noninterest-bearing deposits 190721 179760 176368
Other liabilities 86865 88827 81444
Shareholders equity 161428 154728 144924

Total liabilities and shareholders equity $1754613 $1764927 $1742467

Net interest spread 2.57% 2.34% 2.14%

Impact of noninterest-bearing sources 0.35 0.39 0.47

Net
interest_income/yield

on earning assets $10937 2.92% $10291 2.73% $9815 2.61%

For Footnotes see page 109

n/a sot applicable
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Glossary
Assets in Custody Consist largely

of custodial and non-discretionary

trust assets administered for customers excluding brokerage assets

Trust assets encompass broad range of asset types including real

estate private company ownership interest personal property and

investments

Assets Under Management AUM The total market value of assets

under the investment advisory and discretion of Global Wealth and

Investment Management which generate asset management fees based

on percentage of the assets market value AIiM reflects assets that

are generally managed for institutional high net-worth and retail clients

and are distributed through various investment products including mutual

funds other commingled vehicles and separate accounts

Bridge Loan loan or security which is expected to be replaced by

permanent financing debt or equity securities loan syndication or asset

sales prior to the maturity date of the loan Bridge loans may include an

unfunded commitment as well as funded amounts and are generally

expected to be retired in one year or less

CDO-Squared type of CDO where the underlying collateralizing secu

rities include tranches of other CDOs

Client Brokerage Assets Include client assets which are held in broker

age accounts This includes non-discretionary brokerage and fee-based

assets which generate brokerage income and asset management fee

revenue

Committed Credit Exposure Includes any funded portion of facility

plus the unfunded portion of facility on which the Corporation is
legally

bound to advance funds during specified period under prescribed con

ditions

Core Net Interest Income Managed Basis Net interest income on

fully taxable-equivalent basis excluding the impact of market-based activ

ities and certain securitizations

Credit Default Swaps CDS derivative contract that provides pro

tection against the deterioration of credit quality and would allow one

party to receive payment in the event of default by third party under

borrowing arrangement

Derivative contract or agreement whose value is derived from

changes in an underlying index such as interest rates foreign exchange

rates or prices of securities Derivatives utilized by the Corporation

include swaps financial futures and forward settlement contracts and

option contracts

Excess Servicing Income For certain assets that have been securitized

interest income fee revenue and recoveries in excess of interest paid to

the investors gross credit losses and other trust expenses related to the

securitized receivables are all reclassified into excess servicing income

which is component of card income Excess servicing income also

includes the changes in fair value of the Corporations card related

retained interests

Home Equity Rapid Amortization Event Certain events defined by the

Corporations home equity securitizations documents including when

aggregate draws on monoline insurers policies which protect the bond

holders in the securitization exceed specified threshold The existence

of rapid amortization event affects the flow of funds and may cause

acceleration of payments to the holders of the notes

Interest-only Strip residual interest in securitization trust represent

ing the right to receive future net cash flows from securitized assets after

payments to third party investors and net credit losses These arise when

assets are transferred to special purpose entity as part of an asset

securitization transaction qualifying for sale treatment under GAAP

Interest Rate Lock Commitments IRLC5 Commitment with loan

applicant in which the loan terms including interest rate are guaranteed

for designated period of time subject to credit approval

Letter of Credit document issued by the Corporation on behalf of

customer to third party promising to pay that third party upon pre

sentation of specified documents letter of credit effectively substitutes

the Corporations credit for that of the Corporations customer

Managed Basis Managed basis assumes that securitized loans were

not sold and presents earnings on these loans in manner similar to the

way loans that have not been sold i.e held loans are presented Non-

interest income both on held and managed basis also includes the

impact of adjustments to the interest-only strip
that are recorded in card

income

Managed Net Losses Represents net charge-offs on held loans com

bined with realized credit losses associated with the securitized loan port

folio

Mortgage Servicing Right MSR The right to service mortgage loan

when the underlying loan is sold or securitized Servicing includes collec

tions for principal interest and escrow payments from borrowers and

accounting for and remitting principal and interest payments to investors

Net Interest Yield Net interest income divided by average total interest-

earning assets

Operating Basis basis of presentation not defined by GMP that

excludes merger and restructuring charges

Option-Adjusted Spread OAS The spread that is added to the discount

rate so that the sum of the discounted cash flows equals the market

price thus it is measure of the extra yield over the reference discount

factor i.e the forward swap curve that company is expected to earn

by holding the asset

Qualified Special Purpose Entity QSPE special purpose entity

whose activities are strictly limited to holding and servicing financial

assets and meet the requirements set forth in SFAS 140 qualified

special purpose entity is generally not required to be consolidated by any

party

Return on Average Common Shareholders Equity ROE Measures the

earnings contribution of unit as percentage of the shareholders

equity allocated to that unit

Return on Average Tangible Shareholders Equity ROTE Measures

the earnings contribution of unit as percentage of the shareholders

equity allocated to that unit reduced by allocated goodwill and intangible

assets excluding MSR5

Securitize Securitization process by which financial assets are sold

to special purpose entity which then issues securities collateralized by

those underlying assets and the return on the securities issued is based

on the principal and interest cash flow of the underlying assets

SOP 03-3 Portfolio Loans acquired from Countrywide which showed

signs of deterioration and were considered impaired These loans were

written down to fair value at the acquisition date in accordance with SOP

03-3

Structured Investment Vehicle SIV An
entity

that issues short dura

tion debt and uses the proceeds from the issuance to purchase longer-

term fixed income securities

Subprime Loans Although standard definition for subprime loans

including subprime mortgage loans does not exist the Corporation

defines subprime loans as specific product offerings for higher risk bor

rowers including individuals with one or combination of high credit risk

factors such as low FICO scores generally less than 620 for secured

products and 660 for unsecured products high debt to income ratios

and inferior payment history
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Super Senior CDO Exposure Represents the most senior class of

commercial paper or notes that are issued by the CDO vehicles These

financial instruments benefit from the subordination of all other secu

rities including AAA-rated securities issued by the CDO vehicles

Unrecognized Tax Benefit UTB The difference between the benefit

recognized for tax position in accordance with FIN 48 which is meas

ured as the largest dollar amount of that position that is more-likely-

than-not to be sustained upon settlement and the tax benefit claimed on

tax return

Value-at-Risk VAR VAR model estimates range of hypothetical

scenarios to calculate potential loss which is not expected to be

exceeded with specified confidence level VAR is key statistic used to

measure and manage market risk

Variable Interest Entities VIE term defined by FIN 46R for an entity

whose equity investors do not have controlling financial interest The

entity may not have sufficient equity at risk to finance its activities with

out additional subordinated financial support from third parties The

equity investprs may lack the ability to make significant decisions about

the entitys activities or they may not absorb the losses or receive the

residual returns generated by the assets and other contractual arrange

ments of the VIE The entity that will absorb majority of expected varia

bility the sum of the absolute values of the expected losses and

expected residual returns consolidates the VIE and is referred to as the

primary beneficiary
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Accounting Pronouncements

SFAS 52
Foreign Currency Translation

SFAS 109 Accounting for Income Taxes

SFAS 133 Accounting for Derivative Instruments and Hedging Activ

ities as amended

SFAS 140 Accounting for Transfers and Servicing of Financial Assets

and Extinguishments of Liabilities replacement of

FASB Statement No 125

Fair Value Measurements

The Fair Value Option for Financial Assets and Financial

Liabilities

FIN 46R Consolidation of Variable Interest Entities revised

December 2003an interpretation of ARB No 51

IN 48 Accounting for Uncertainty in Income Taxes an inter

pretation of FASB Statement No 109

SAB 109 Written Loan Commitments Recorded at Fair Value

Through Earnings

SOP 03-3 Accounting for Certain Loans or Debt Securities Acquired

in Transfer

Asset-backed securities

Available-for-sale

American Institute of Certified Public Accountants

Asset and Liability Committee

Asset and liability management

Auction rate securities

Collateralized debt obligation

Collateralized loan obligation

Commercial mortgage-backed securities

Credit Risk Committee

Earnings per common share

Financial Accounting Standards Board

Federal Deposit and Insurance Corporation

Federal Financial Institutions Examination Council

Financial Accounting Standards Board Inter

pretation

FRB/Federal Reserve

FSP

FrE

GAAP

GRC

IPO

LHFS

LIBOR

MDA

0CC

OCI

SBLCs

SEC

SFAS

SOP

Board of Governors of the Federal Reserve System

Financial Accounting Standards Board Staff Posi

tion

Fully taxable-equivalent

Generally accepted accounting principles in the

United States

Global Markets Risk Committee

Initial public offering

Loans held-for-sale

London lnterBank Offered Rate

Managements Discussion and Analysis of Finan

cial Condition and Results of Operations

Office of the Comptroller of the Currency

Other comprehensive income

Standby letters of credit

Securities and Exchange Commission

Financial Accounting Standards Board Statement

of Financial Accounting Standards

American Institute of Certified Public Accountants

Statement of Position

Special purpose entity

SFAS 157

SFAS 159

Acronyms

ABS

AFS

AICPA

ALCO

AIM

ARS

CDO

CLO

CMBS

CRC

EPS

FASB

FDIC

FFIEC

FIN

SPE
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Report of Management on Internal ControlOver Financial

Reporting
Bank of America Corporation and Subsidiaries

The management of Bank of America Corporation is responsible for estab

lishing and maintaining adequate internal control over financial reporting

The Corporations internal control over financial reporting is process

designed to provide reasonable assurance regarding the
reliability

of

financial reporting and the preparation of financial statements for external

purposes in accordance with accounting principles generally accepted in

the United States of America The Corporations internal control over

financial reporting includes those policies and procedures that pertain

to the maintenance of records that in reasonable detail accurately and

fairly reflect the transactions and dispositions of the assets of the com

pany ii provide reasonable assurance that transactions are recorded as

necessary to permit preparation of financial statements in accordance

with accounting principles generally accepted in the United States of

America and that receipts and expenditures of the company are being

made only in accordance with authorizations of management and direc

tors of the company and iii provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition use or dis

position of the companys assets that could have material effect on the

financial statements

Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also projections of

any evaluation of effectiveness to future periods are subject to the risk

that controls may become inadequate because of changes in conditions

or that the degree of compliance with the policies or procedures may

deteriorate

Management assessed the effectiveness of the Corporations internal

control over financial reporting as of December 31 2008 based on the

framework set forth by the Committee of Sponsoring Organizations of the

Treadway Commission in Internal Control Integrated Framework Based

on that assessment management concluded that as of December 31

2008 the Corporations internal control over financial reporting is effec

tive based on the criteria established in Internal Control Integrated

Framework

The effectiveness of the Corporations internal control over financial

reporting as of December 31 2008 has been audited by Pricewaterhou

seCoopers LLP an independent registered public accounting firm

Kenneth Lewis

Chairman Chief Executive Officer and President

Joe Price

Chief Financial Officer
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Report of Independent Registered Public Accounting Firm

Bank of America Corporation and Subsidiaries

To the Board of Directors and Shareholders

of Bank of America Corporation

In our opinion the accompanying Consolidated Balance Sheet and the

related Consolidated Statement of Income Consolidated Statement of

Changes in Shareholders Equity and Consolidated Statement of Cash

Flows present fairly in all material respects the financial position of

Bank of America Corporation and its subsidiaries at December 31 2008

and 2007 and the results of their operations and their cash flows for

each of the three years in the period ended December 31 2008 in con

formity with accounting principles generally accepted in the United States

of America Also in our opinion the Corporation maintained in all

material respects effective internal control over financial reporting as of

December 31 2008 based on criteria established in Internal Control

Integrated Framework issued by the Committee of Sponsoring Orga

nizations of the Treadway Commission COSO The Corporations

management is responsible for these financial statements for maintain

ing effective internal cofltrol over financial reporting and for its assess

ment of the effectiveness of internal control over financial reporting

included in the Report of Management on Internal Control Over Financial

Reporting appearing on page 114 of the 2008 Annual Report to Share

holders Our responsibility is to express opinions on these financial

statements and on the CorporatiOns internal control over financial report

ing based on our integrated audits We conducted our audits in accord

ance with the standards of the Public Company Accounting Oversight

Board United States Those standards require that we plan and perform

the audits to obtain reasonable assurance about whether the financial

statements are free of material misstatement and whether effective

internal control over financial reporting was maintained in all material

respects Our audits of the financial statements included examining on

test basis evidence supporting the amounts and disclosures in the finan

cial statements assessing the accounting principles used and significant

estimates made by management and evaluating the overall financial

statement presentation Our audit of internal control over financial report

ing included obtaining an understanding of internal control over financial

reporting assessing the risk that material weakness exists and testing

and evaluating the design and operating effectiveness of internal control

based on the assessed risk Our audits also included performing such

other procedures as we considered necessary in the circumstances We

believe that our audits provide reasonable basis for our opinions

As discussed in Note 19 Fair Value Disclosures to the Consolidated

Financial Statements as of the beginning of 2007 the Corporation has

adopted SFAS No 157 Fair Value Measurements and SFAS No 159

The Fair Value Option for Financial Assets and Financial Liabilities

companys internal control over financial reporting is process

designed to provide reasonable assurance regarding the reliability of

financial reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting principles

companys internal control over financial reporting includes those policies

and procedures that pertain to the maintenance of records that in

reasonable detail accurately and fairly reflect the transactions and dis

positions of the assets of the company ii provide reasonable assurance

that transactions are recorded as necessary to permit preparation of

financial statements in accordance with generally accepted accounting

principles and that receipts and expenditures of the company are being

made only in accordance with authorizations of management and direc

tors of the company and iii provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition use or dis

position of the companys assets that could have material effect on the

financial statements

Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also projections of

any evaluation of effectiveness to future periods are subject to the risk

that controls may become inadequate because of changes in conditions

or that the degree of compliance with the policies or procedures may

deteriorate

Charlotte North Carolina

February 25 2009
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Bank of America Corporation and Subsidiaries

Consolidated Statement of Income
Year Ended December31

Dollars in millions except per share information 2008 2007 2006

Interest income

Interest and fees on loans and leases 56017 55681 48274
Interest on debt securities 13146 9784 11655

Federal funds sold and securities purchased under agreements to resell 3313 7722 7823

Trading aöcount assets 9057 9417 7232

Other interest income 4151 4700 3601

Total interest income 85684 87304 78585

Interest expense

Deposits 15250 18093 14480
Short-term borrowings 12362 21967 19837

Trading account liabilities 774 444 640

Long term debt 938 359 034

Total interest expense 40324 52863 43991

Net interest income 45 360 34 441 34 594

Noninterest income

Card income 13314 14077 14290
Service charges 10316 8908 8224

Investment arid brokerage services 4972 5147 4456
Investment banking income 2263 2345 2317

Equity investment income 539 4064 3189

Trading account profits losses 5911 4889 3358

Mortgage banking income 4087 902 54
Insurance premiums 1833 761 437

Gains losses on sales of debt.securities 1124 180 443
Other income loss 115 897 813

Total nonlnterest income 27 422 32 392 38 182

Total revenue net of interest expense 72 782 66 833 72 776

Provision for credit losses 26825 8385 5010

Noninterest expense

Personnel 18371 18753 18211

Occupancy 3626 3038 2826

EquIpment 655 391 32P

Marketing 2368 2356 2336

Professional fees 1592 1174 1078

Amortization of intangibles 1834 1676 1755
Data processing 2546 1962 1732

Telecommunications 1106 1013 945

Other general operating 7496 5751 4776

Merger and restructuring charges 935 410 805

Total noninterest expense 41529 37524 35793

Income before income taxes 4428 20924 31973

Income tax expense 420 5942 10840

Net income 4008 14982 21133

Preferred stock dividends 1452 182 22

Net income available to common shareholders 2556 14800 21111

Per common share information

Earnings 0.56 3.35 466

Diluted earnings 0.55 3.30 4.59

Dividends paid 2.24 2.40 2.12

Average common shares issued and outstanding in thousands 4592085 4423579 4526637

Average diluted common shares issued and outstanding in thousands 4612491 4480254 4595896
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Bank of America Corporation and Subsidiaries

Consolidated Balance Sheet

December31

Dollars in millions

2008 2007

Assets

Cash and cash equivalents

Time deposits placed and other short-term investments

Federal funds sold and securities purchased under agreements to resell includes $2330 and $2578 measured at fair value and

$82099 and $128887 pledged as collateral

Trading
account assets includes $69348 and $88745 pledged as collateral

Derivative assets

Debt securities

Available-for-sale includes $158939 and $107440 pledged as collateral

Held-to-maturity at cost fair value $685 and $726

276904 213330

-685 726

Total debt securities
277589 214056

Loans and leases includes $5413 and $4590 measured at fair value and $166891 and $115285 pledged as collateral 931446 876344

Allowance for loan and lease losses
23071 11588

Loans and leases net of allowance 908375 864756

Premises and equipment net
13161 11240

Mortgage servicing rights includes $12 733 and $3 053 measured at fair value 13 056 347

Goodwill
81934 77530

Intangible assets 8535 10296

Loans held-for-sale includes $18964 and $15765 measured at fair value 31454 34424

Other assets includes $29906 and $25323 measured atfair value 137160 119515

Total assets $1 $1715746

Liabilities

Deposits in domestic offices

Noninterest-bearing
213994 188466

Interest-bearing includes $1717 and $2000 measured at fair value 576938 501882

Deposits in foreign
offices

Noninterest bearing
004 761

Interest-bearing
88061 111068

Total deposits
882997 805177

Federal funds purchased and securities sold under agreements to repurchase 206598 221435

Trading
account liabilities

57287 77342

Derivative liabilities
30709 22423

Commercial paper and other short-term borrowings
158056 191089

Accrued expenses and other liabilities includes $1978 and $660 measured at fair value and $421 and $518 of reserve for unfunded

lend ing commitments
36952 53969

Long-term debt 268292 197508

Total liabilities
1640891 1568943

Commitments and contingencies Note Variable Interest Entities and Note 13 Commitments and Contingencies

Shareholders equity

Preferred stock $0.01 par value authorized 100000000 shares issued and outstanding 8202042 and 185067 shares 37701 4409

Common stock and additional paid-in capital $001 par value authorized 10000000000 and 7500000000 shares issued and

outstanding 5017435592 and 4437885419 shares 76766 60328

Retained earnings
73823 81393

Accumulated other comprehensive income loss 10825 1129

Other 413 456

Total shareholders equity
177052 146803

Total liabilities and shareholders equity
$1817943 $17i5746

See accompanying Notes to Consolidated Financial Statements

32857

9570

82478

159522

62252

42531

11773

129552

162064

34662
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Bank of America Corporation and Subsidiaries

Consolidated Statement of Changes in Shareholders Equity

Dollars in millions shares in thousands

Balance December 312005

Adjustment to initially apply FASB Statement No 158

Net income

Net changes in available-for-sale debt and marketable

equity
securities

Net changes in
foreign currency

translation adjustments

Net changes in derivatives

Dividerlds paid

Common

Preferred

Issuance of preferred stock

Redemption of preferred stock

Common stock issued under employee plans and related

tax effects

Stock issued in acquisition

Common stock repurchased

Other

Accumulated

Other

Comprehensive

Income

Loss Other

$101533

1308
21133 $21133

245 245 245

269 269 269

641 641 641

9639
22

2850

270

39 4824

29377

14359

12

Common Stock and

Additional Paid-in

Preferred
Capital Retained

Stock Shares Amount Earnings

271 3999688 $41693 67552

21133

9639
22

2850

270

Total

Shareholders Comprehensive

EQuity Income

7556 $427

1308

118418

631145

291100

4863

29377

14359

Balance December 31 2006 2851 4458151 61574 79024 7711 466 135272 22286

Cumulative adjustment for accounting changes

Leveraged leases 1381 1381
Fair value option and measurement 208 208

Income tax uncertainties 146 146

Net incOme 14982 14982 14982

Net changes in available-for-sale debt and marketable

equity securities 9269 9269 9269

Net changes in
foreign currency

translation adjustments 149 149 149

Net changes in derivatWes 705 705 705

Employee benefit plan adjustments 127 127 127

Dividends paid

Common 10696 10696
Preferred 182 182

Issuance of preferred stock 1558 1558

Common stock issued under employee plans and related

tax effects 53464 2544 10 2554

Common stock repurchased 73730 3790 3790

Balance December31 2007 4409 4437885 60328 81393 1129 456 146803 23822

Net income 4008 4008 4008

Net changes in available-for-sale debt and marketable

equity securities 8557 8557 8557
Net changes in foreign currency translation adjustments 1000 1000 1000
Net changes in derivatives 944 944 944

Employee benefit plan adjustments 3341 3341 3341
Dividerlds paid

Common 10256 10256
Preferred 151 1272 1272

Issuance of preferred stock 33242 33242

Stock issued in acquisition 106776 4201 4201

Issuance of common stock 455000 9883 9883

Common stock issued under employee plans and related

tax effects 17775 854 43 897

Issuance of stock warrants 1500 1500

Other 50 50

Balance December 31 2008 $37701 5017436 76766 73823 $IO825 $413 $177052 7946

Amounts shows are net-of-tax For additional information on accumulated oci see Note 14 Shareholders Equity and Earnings Per Common Share to the Consolidated Financial Statements

121 Includes accumulated adjustment to apply SFAS 158 of $11428 million net-of-tao and the reversal of the additional minimum liability adjustment of $120 million net-of-tao

131 Includes adjustments for the fair value of outstanding MBNA Corporation MBNA stock-based compensation awards of 32 thousand shares and $435 million

14 Effective January 2007 the Corporation adopted FSP 13-2 SFAS 157 SFAS 159 and FIN 48 For additional information on the adoption of these accounting pronouncements see Note Summary of Significant

Accoonting Principles to the Consolidated Financial Statements

151 Excludes $130 million of Series Preferred Stock fourth quarter 2008 cumulative preferred dividends not declared as of year end and $50 million of accretion of discounts on preferred stock issuances

101 Includes adjustments for the fair value of certain Countride stock-based compensation awards of 507 thousand shares and $86 million

See accompanying Notes to Consolidated Financial Statements
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Bank of America Corporation and Subsidiaries

Consolidated Statement of Cash Flows

Year Ended December31

Dollars in millions

Operating activities

Net indome

Reconciliation of net income to net cash provided by operating activities

Provision for credit losses

Gains losses on sales of debt securities

Depreciation
and premises improvements amortization

Amortization of intangibles

Deferred income tax benefit expense

Net increase in trading and derivative instruments

Net increase decrease in other assets

Net increase decrease in accrued expenses and other liabilities

Otheroperating activities net

4008 14982 21133

26825 8385 5010

1124 180 443

1485 1168 1114

1834 1676 1755

5801 753 1850

21603 8108 3870
3803 15855 17070

14449 4190 4517

9056 5531

4034 11036 14509
Net cash provided by operating activities

Investing
activities

Net increase decrease in time deposits placed and other short-term investments 2203 2191 3053

Net decrease in federal funds sold and securities purchased under agreements to resell 53723 6294 13020

Proceeds from sales of available-for-sale debt securities
120972 28107 53446

Proceeds from paydowns and maturities of available-for-sale debt securities 26068 19233 22417

Purchases of available-for-sale debt securities
184232 28016 40905

Proceeds from maturities of held-to-maturity debt securities
741 630

Purchases of held-to-maurity debt securities
840 314

Proceeds from sales of loans and leases 52455 57875 37812

Other changes in loans and leases net
69574 177665 145779

tet purchases of premises and equipment
2098 2143 748

Proceeds from sales of foreclosed properties
1187 104 93

Acquisition divestiture of business activities net
650 19 816 388

Other investing activities net
10185 5040 2226

Net cash used in investing activities
293Q 108480 68304

Financing activities

Net increase in deposits
14830 45368 38340

Net decrease in federal funds purchased and securities sold under agreements to repurchase 34529 1448 22454

Net increase decrease in commercial paper and other short-term borrowings 33033 32840 23709

Proceeds from issuance of long-term
debt 43782 67370 49464

Retirement of long-term debt 35072 28942 17768

Proceeds from issuance of preferred stock
34742 1558 2850

Redemption of preferred stock
270

Proceeds from issuance of common stock
10127 1118 3117

Common stock repurchased
3790 14359

Cash dividends paid
11528 10878 9661

Excess tax benefits of share-based payments
42 254 477

Other financing activities net
56 38 312

Net cash provided by used in financing activities
10695 103412 53133

Effect of exchange rate changes on cash and cash equivalents
83 134 92

Net increase decrease in cash and cash equivalents
9674 6102 570

Cash and cash equivalents at January
42531 36429 36999

Cash and cash equivalents at December31 32857 42531 36429

Supplemental cash flow disclosures

Cash paid for interest
41951 51829 42355

Cash paid for income taxes
4700 9196 7210

During 2008 the corporation reclassified $1O.9bilhon of net transfers of AFS debt secarities to trading account assets

The corporation oecuritized $26.1 billion of residential mortgage loans intomortgage-backed
securities and $4.9 billion of automobile mans into asset-backed aecunities which were retained by the Corporation during 2008

The fair values of noncauh assets ricquired and habilitienassamed in the Countrywide acquisition were $157.4 billion and $157.8 billion

Approoimateiy 107 million shares of common stock salued at approsimuteiy $4.2 billion were issued in connection with the Couotiide acquisition

The fair salues of noncash assets acquired and liabilities assumed in the LaSalle Bank Corporation merger were $115.8 billion and $97.1 billion at October 2007

The fair values of nuncash assets acquired and liabilities assumed in the U.S Trust Corporation merger were $12.9 billion and $9.8 bilFon at July 2007

During 2007 the Corporation sold its operations in Chile and Uruguay for upprosimatsiy $760 million in equity in Banco tad Holding Financeira S.A and its aoseto in Bank800ton Argentina for the assumption of its

liabilities The total assets and liabilities in these diveotitures were $6.1 billion and $5.6 bilihon

During 2007 the Corporation transferred $1.7 billion of trading account assets to AFS debt securities

On January 2007 the Corporation transferred $3.7 billion of AF5 debt securities to trading account assets following the adoption of SFA5 159

The fair values of noncash assets acquired and liabilities unnamed in the MBNA merger were $83.3 billion and $50.4 billion at January 2006

Approoimatuly 631 million shares of common stock valued at approsimately $28.9 billion were issued in connection with thu MBNA merger

See accompanying Notes to Consolidated Financial Statements

2008 2007 2006

Bank of America 2008 119



Bank of AmericaCorporation and Subsidiaries

Notes to Consolidated Financial Statements

On
July 2008 Bank of America Corporation and its subsidiaries the

Corporation acquired all of the outstanding shares of Countrywide Finan

cial Corporation Countrywide through its merger with subsidiary of the

Corporation in exchange for stock with value of $4.2 billion On

October 2007 the Corporation acquired all the outstanding shares of

ABN AMRO North America Holding Company parent of LaSalle Bank

Corporation LaSalle for $21.0 billion in cash On July 2007 the

Corporation acquired all the outstanding shares of U.S Trust Corporation

for $3.3 billion in cash These mergers were accounted for under the

purchase method of accounting Consequently Countrywide LaSalle and

U.S Trust Corporations results of operations were included in the Corpo

rations results from their dates of acquisition

On January 2009 the Corporation acquired Merrill Lynch Co Inc

Merrill Lynch through its merger with subsidiary of the Corporation For

more information related to the Merrill Lynch acquisition see Note

Merger and Restructuring Activity to the Consolidated Financial State

ments

The Corporation through its banking and nonbanking subsidiaries

provides diverse range of financial services and products throughout the

U.S and in selected international markets At December 31 2008 the

Corporation operated its banking activities primarily under three charters

Bank of America National Association Bank of America N.A FIA Card

Services N.A and Countrywide Bank FSB Effective October 2008

LaSalle Bank N.A merged with and into Bank of America N.A with Bank

of America NA as the surviving entity This merger had no impact on the

Consolidated Financial Statements of the Corporation

Note 1- Summaryof Significant Accounting

Principles

Principles of Consolidation and Basis of

Presentation

The Consolidated Financial Statements include the accounts of the Corpo

ration and its majority-owned subsidiaries and those variable interest

entities VIES where the Corporation is the primary beneficiary All sig

nificant intercompany accounts and transactions have been eliminated

Results of operations of companies purchased are included from the

dates of acquisition and for VIEs from the dates that the Corporation

became the primary beneficiary Assets held in an agency or fiduciary

capacity are not included in the Consolidated Financial Statements The

Corporation accounts for investments in companies for which it owns

voting interest of 20 percent to 50 percent and for which it has the ability

to exercise significant influence over operating and financingdecisions

using the equity method of accounting These investments are included in

other assets and are Subject to impairment testing The Corporations

proportionate share of income or loss is included in equity investment

income

The preparation of the Consolidated Financial Statements in con

formity with accounting principles generally accepted in the United States

GAAP requires management to make estimates and assumptions that

affect reported amounts and disclosures Actual results could differ from

those estimates and assumptions

Certain prior period amounts have been reclassified to conform to

current period presentation

Recently Proposed and Is sued Accounting

Pronouncements

On January 12 2009 the Financial Accounting Standards Board FASB

issued FASB Staff Position FSP No Emerging IssUes Task Force EITF

99-20-1 Amendments to the Impairment and Interest Income Measure

ment Guidance of EITF Issue No 99-20 FSP EITF 99-20-1 FSP EITF

99-20-1 changed the guidance for the determination of whether an

impairment of certain non-investment grade beneficial interests in securi

tized financial assets is considered other-than-temporary The adoption of

FSP EITF 99-20-1 effective December 31 2008 didnot have material

impact on the Corporations financial condition and results of operations

On December 11 2008 the FASB issued FSP No FAS 140-4 and FIN

46R-8 Disclosures by Public Entities Enterprises about Transfers of

Financial Assets and Interests in Variable Interest Entities FSP FAS

140-4 and FIN 46R-8 FSP FAS 140-4 and FIN 46R-8 amends State

ment of Financial Accounting Standards SFAS No 140 Accounting for

Transfers and Servicing of Financial Assets and Extinguishments of

Liabilities replacement of FASB Statement No 125 SFAS 140 to

require public entities to provide additional disclosures about transferors

continuing involvements with transferred financial assets It also amends

FASB Interpretation FIN No 46 revised December 2003 Consolidation

of Variable Interest Entities an interpretation of ARB No 51 FIN 46R

to require public enterprises including sponsors that have variable

interest in VIE to provide additional disclosures about their involvement

with VIEs The expanded disclosure requirements for FSP FAS 140-4 and

FIN 46R-8 are effective for the Corporations financial statements for the

year ending December 31 2008 and are included in Note Securitiza

tions and Note Variable interest Entities to the Consolidated Financial

Statements The adoption of FSP FAS 140-4 and FIN 46R-8 did not

impact the Corporation financial condition and results of operations

On October 10 2008 the FASB issued FSP No 157-3 Determining

the Fair Value of Financial Asset When the MØrket for That Asset Is Not

Active FSP 157 FSP 157 clarifies how SFAS No 157 Fair Value

Measurements SFAS 157 should be applied when valuing securities in

markets that are not active The adoption of FSP 157-3 effective Sep

tember 30 2008 did not have material impact on the Corporations

financial condition and results of operations

On September 15 2008 the FASB released exposure drafts which

would amend SFAS 140 and FIN 46R As written the proposed amend

ments would among other things eliminate the concept of qualifying

special purpose entity QSPE and change the standards for consolidation

of VIEs The changes would be effective for both existing and newly cre

ated entities as of January 2010 If adopted as written the amend

ments would likely result in the consolidation of certain QSPE5 and VIEs

that are not currently recorded on the Consolidated Balance Sheet of the

Corporation e.g credit card securitization trusts Management is cur

rently evaluating the impactthe exposure drafts would have on the Corpo

rations financial condition and results of operations if adopted as

written
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On September .12 2008 the FASB issued FSP No 133-1 and FIN

45-4 Disclosures about Credit Derivatives and Certain Guarantees An

Amendment of FASB Statement No 133 and FASB Interpretation No 45
and Clarification of the Effective Date of FASB Statement No 161 FSP

133-1 FSP 133-1 requires expanded disclosures about credit derivatives

and guarantees The expanded disclosure requirements for FSP 133-1

were effective for the Corporations financial statements for the year

ending December 31 2008 and are included in Note Derivatives to

the Consolidated Financial Statements The adoption of.FSP 133-1 did

not impact the Corporations financial condition and results of operations

On June 16 2008 the FASB issued FSP EITF 03-6-1 Determining

Whether Instruments Granted in Share-Based Payment Transactions Are

Participating Securities FSP 03-6-1 FSP 03-6-1 defines unvested

share-based payment awards that contain nonforfeitable
rights to divi

dends asparticipating securities that should be included in computing

earnings per share EPS using the two-class method under SFAS

No 128 Earnings per Share FSP 03-6-1 is effective for the Corpo

rations financial statements for the year beginning on January 2009

Additionally all prior-period EPS data shall be adjusted retrospectively

The adoption of FSP 03-6-1 will not have material impact on the Corpo

rations financial condition and results of operations

On March 19 2008 the FASB issued SFAS No 161 Disclosures

about Derivative Instruments and Hedging Activities SFAS 161 which

requires expanded qualitative quantitative and credit-risk disclosures

about derivatives and hedging activities and their effects on the Corpo

rations financial position financial performance and cash flows SFAS

161 is effective for the Corporations financial statements for the year

beginning on January 2009 The adoption of SFAS 161 will not impact

the Corporations financial condition and results of operations

On February 20 2008 the FASB issued FSP No FAS 140-3

Accounting for Transfers of Financial Assets and Repurchase Financing

Transactions FSP 140-3 FSP 140-3 requires that an initial transfer of

financial asset and repurchase financing that was entered into con

temporaneously with or in contemplation of the initial transfer be eval

uated together as linked transaction under SFAS 140 unless certain

criteria are met FSP 140-3 is effective for the Corporations financial

statements for the year beginning on January 2009 The adoption of

FSP 140-3 is not expected to have material impact on the Corporations

financial condition and results of operations

On January 2008 the Corporation adopted the Securities and

Exchange Commissions SEC Staff Accounting Bulletin SAB No 109

Written Loan Commitments Recorded at Fair Value Through Earnings

SAB 109 for loan commitments measured at fair value through earnings

which were issued or modified since adoption on prospective basis

SAB 109 requires that the expected net future cash flows related to serv

icing of loan be included in the measurement of all written loan

commitments that are accounted for at fair value through earnings .The

adoption of SAB 109 generally has resulted in higher fair values being

recorded upon initial recognition of derivative interest rate lock commit

ments IRLCs

On January 2008 the Corporation adopted EITF consensus on

Issue No 06-11 Accounting for Income Tax Benefits of Dividends on

Share-Based Payment Awards EITE .06-11 EITF 06-11 requires on

prospective basis that the tax benefit related to dividend equivalents paid

on restricted stock and restricted stock units which are expected to vest

be recorded as an increase to additional
paid-in capital The adoption of

EITF 06-11 did not have material impact on the Corporations financial

condition and reults of operations

On December 2007 the FASB issued SFAS No 141 revised

2007 Business Combinations SFAS 141R SEAS 141R modifies the

accounting for business combinations and requires with limited

exceptions the acquirer in business combination to recognize 100

percent of the assets acquired liabilities assumed and any non-

controlling interest in the acquiree at the acquisition-date fair value In

addition SEAS 141R requires the expensing of acquisition-related trans

action and restructuring costs and certain contingent assets and

liabilities acquired as well as contingent consideration to be recognized

at fair value SFAS 141R also modifies the accounting for certain

acquired income tax assets and liabilities SEAS 141R is effective for new

acquisitions consummated on or after January 2009 The Corporation

applied SEAS 141R to its January 12009 acquisition of Merrill Lynch

On December 2007 the FASB also issued SEAS No 160

Noncontrolling Interests in Consolidated Financial Statements SEAS

160 SEAS 160 requires all entities to report noncontrolling i.e minor

ity interests in subsidiaries as equity in the Consolidated Financial

Statements and to account for transactions between an entity
and non-

controlling owners as equity transactions if the parent retains its control

ling
financial interest in the subsidiary SEAS 160 also requires expanded

disclosure that distinguishes between the interests of the controlling

owners and the interests of the noncontrolling owners of subsidiary

SEAS 160 is effective for the Corporations financial statements for the

year beginning on January 2009 The adoption of SEAS 160 is not

expected to have material impact on the Corporations financial con

dition and results of operations

On January 2007 the Corporation adopted FSP No FAS 13-2

Accounting for Change or Projected Change in the Timing of Cash

Flows Relating to Income Taxes Generated by Leveraged Lease Trans

action FSP 13-2 The principal provision of FSP 13-2 is the requirement

thata lessor recalculate the recognition of lease income when there is

change in the estimated timing of the cash flows
relating to income taxes

generated by such leveraged lease The adoption of ESP 13-2 reduced the

beginning balance of retained earnings as of January 2007 by $1.4

billion net-of-tax with corresponding offset decreasing the net invest

ment in leveraged leases recorded as part of loans and leases

Cash and Cash Equivalents

Cash on hand cash items in the process of collection and amounts due

from correspondent banks and the Federal Reserve Bank are included in

cash and cash equivalents

Securities Purchased Under Agreements to Resell

and Securities Sold under Agreements to

Repurchase
Securities purchased under agreements to resell and securities sold

under agreements to repurchase are treated as collateralized financing

transactions These agreements are recorded at the amounts at which

the securities were acquired or sold plus accrued interest except for

certain structured reverse repurchase agreements for which the Corpo

ration has elected the fair value option For more information on struc

tured reverse repurchase agreements for which the Corporation has

elected the fair value option see Note 19 Fair Value Disclosures to the

Consolidated Financial Statements The Corporations policy is to obtain

the use of securities purchased under agreements to resell The market

value of the underlying securities including accrued interest which

collateralize the relatt receivable on agreements to resell is monitored

The Corporation may require counterparties to deposit additional

collateral or return collateral pledged when appropriate
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Collateral

The Corporation accepts collateral that it is permitted by contract or cus

tom to sell or repledge At December 31 2008 the fair value of this col

lateral was approximately $144.5 billion of which $117.6 billion was sold

or repledged At December 31 2007 the fair value of this collateral was

approximately $210.7 billion of which $156.3 billion was sold or

repledged The primary source of this collateral is reverse repurchase

agreements The Corporation also pledges securities and loans as collat

eral in transactions that include repurchase agreements public and trust

deposits U.S Treasury Department U.S Treasury tax and loan notes

and other short-term borrowings This collateral can be sold or repledged

by the counterparties to the transactions

In addition the Corporation obtains collateral in connection with its

derivative activities Required collateral levels vary depending on the

credit risk rating and the type of counterparty Generally the Corporation

accepts collateral in the form of cash U.S Treasury securities and other

marketable securities Based on provisions contained in legal netting

agreements the Corporation has netted cash collateral against the appli

cable derivative mark-to-market exposures Accordingly the Corporation

offsets its obligation to return or its
right

to reclaim cash collateral

against the fair value of the derivatives being collateralized The Corpo

ration also pledges collateral on its own derivative positions which can be

applied against derivative liabilities

Trading Instruments

Financial instruments utilized in trading activities are stated at fair value

Fair value is generally based on quoted market prices or quoted market

prices for similar assets and liabilities If these market prices are not

available fair values are estimated based on dealer quotes pricing

models discounted cash flow methodologies or similar techniques for

which the determination of fair value may require significant management

judgment or estimation Realized and unrealized gains and losses are

recognized in trading account profits losses

Derivatives and Hedging Activities

The Corporation designates derivative as held for trading an economic

hedge not designated as SFAS No 133 Accounting for Derivative

Instruments and Hedging Activities as amended SEAS 133 hedge or

qualifying SFAS 133 hedge when it enters into the derivative contract The

designation may change based upon managements reassessment or

changing circumstances Derivatives utilized by the Corporation include

swaps financial futures and forward settlement contracts and option

contracts swap agreement is contract between two parties to

exchange cash flows based on specified underlying notional amounts

assets and/or indices Financial futures and forward settlement contracts

are agreements to buy or sell quantity of financial instrument index

currency or commodity at predetermined future date and rate or price

An option contract is an agreement that conveys to the purchaser the

right but not the obligation to buy or sell quantity of financial instru

ment including another derivative financial instrument index currency or

commodity at predetermined rate or price during period or at time in

the future Option agreements can be transacted on organized exchanges

or directly between parties The Corporation also provides credit

derivatives to customers who wish to increase or decrease credit

exposures In addition the Corporation utilizes credit derivatives to

manage the credit risk associated with the loan portfolio

All derivatives are recognized on the Consolidated Balance Sheet at

fair value taking into consideration the effects of
legally

enforceable

master netting agreements that allow the Corporation to settle positive

and negative positions and offset cash collateral held with the same

counterparty on net basis For exchange-traded contracts fair value is

based on quoted market prices For non-exchange traded contracts fair

value is based on dealer quotes pricing models discounted cash flow

methodologies or similar techniques for which the determination of fair

value may require significant management judgment or estimation

Valuations of derivative assets and liabilities reflect the value of the

instrument including the values associated with counterparty risk With

the issuance of SFAS 157 these values must also take into account the

Corporations own credit standing thus including in the valuation of the

derivative instrument the value of the net credit differential between the

counterparties to the derivative contract Effective January 2007 the

Corporation updated its methodology to include the impact of both the

counterparty and its own credit standing

Prior to January 2007 the Corporation recognized gains and losses

at inception of derivative contract only if the fair value of the contract

was evidenced by quoted market price in an active market an

observable price or other market transaction or other observable data

supporting valuation model in accordance with EITF Issue No 02-3

Issues Involved in Accounting for Derivative Contracts Held for Trading

Purposes and Contracts Involved in Energy Trading and Risk Management

Activities EITF 02-3 For those gains and losses not evidenced by the

above mentioned market data the transaction price was used as the fair

value of the derivative contract Any difference between the transaction

price and the model fair value was considered an unrecognized gain or

loss at inception of the contract These unrecognized gains and losses

were recorded in income using the
straight-line

method of amortization

over the contractual life of the derivative contract The adoption of SFAS

157 on January 2007 eliminated the deferral of these gains and

losses resulting in the recognition of previously deferred gains and losses

as an increase to the beginning balance of retained earnings by pre-tax

amount of $22 million

Trading Dedvatves and Economk Hedges

The Corporation designates at inception whether the derivative contract is

considered hedging or non-hedging for SFAS 133 accounting purposes

Derivatives held for trading purposes are included in derivative assets or

derivative liabilities with changes in fair value reflected in trading account

profits losses

Derivatives used as economic hedges but not designated in hedging

relationship for accounting purposes are also included in derivative

assets or derivative liabilities Changes in the fair value of derivatives that

serve as economic hedges of mortgage servicing rights MSR5 IRLC5

and first mortgage loans held-for-sale LHFS that are originated by the

Corporation are recorded in mortgage banking income Changes in the fair

value of derivatives that serve as asset and liability management ALM
economic hedges which do not qualify or were not designated as

accounting hedges are recorded in other income loss Credit derivatives

used by the Corporation do not qualify
for hedge accounting under SFAS

133 despite being effective economic hedges and changes in the fair

value of these derivatives are included in other income loss

Dorvatives Used For SFAS 133 Hedge Accounting Purposes

For SFAS 133 hedges the Corporation formally documents at inception

all relationships between hedging instruments and hedged items as well

as its risk management objectives and strategies for undertaking various

accounting hedges Additionally the Corporation uses dollar offset or

regression analysis at the hedges inception and for each reporting period

thereafter to assess whether the derivative used in its hedging trans

action is expected to be and has been highly
effective in offsetting

changes in the fair value or cash flows of the hedged item The Corpo
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ration discontinues hedge accounting when it is determined that

derivative is not expected to be or has ceased to be highly effective as

hedge and then reflects changes in fair value of the derivative in earn

ings after termination of the hedge relationship

The Corporation uses its derivatives designated as hedging for

accounting purposes as either fair value hedges cash flow hedges or

hedges of net investments in foreign operations The Corporation man

ages interest rate and foreign currency exchange rate sensitivity predom

inantly through the use of derivatives Fair value hedges are used to

protect against changes in the fair value of the Corporations assets and

liabilities that are due to interest rate or foreign exchange volatility Cash

flow hedges are used to minimize the variability in cash flows of assets or

liabilities or forecasted transactions caused by interest rate or foreign

exchange fluctuation For terminated cash flow hedges the maximum

length of time over which forecasted transactions are hedged is 27 years

with substantial portion of the hedged transactions being less than 10

years For open or future cash flow hedges the maximum length of time

over which forecasted transactions are or will be hedged is less than

seven years Changes in the fair value of derivatives designated as fair

value hedges are recorded in earnings together and in the same income

statement line item with changes in the fair value of the related hedged

item Changes in the fair value of derivatives designated as cash flow

hedges are recorded in accumulated other comprehensive income OCI
and are reclassified into the line item in the Consolidated Statement of

Income in which the hedged item is recorded in the same period the

hedged item affects earnings Hedge ineffectiveness and gains and

losses on the excluded component of derivative in assessing hedge

effectiveness are recorded in earnings in the same income statement line

item that is used to record hedge effectiveness SFAS 133 retains certain

concepts of SFAS No 52 Foreign Currency Translation SFAS 52 for

foreign currency exchange hedging Consistent with SFAS 52 the Corpo

ration records changes in the fair value of derivatives used as hedges of

the net investment in foreign operations to the extent effective as

component of accumulated OCI

If derivative instrument in fair value hedge is terminated or the

ledge designation removed the previous adjustments to the carrying

amount of the hedged asset or liability are subsequently accounted for in

the same manner as other components of the carrying amount of that

asset or liability
For interest-earning assets and interest-bearing

liabilities such adjustments are amortized to earnings over the remaining

life of the respective asset or liability
If derivative instrument in cash

flow hedge is terminated or the hedge designation is removed related

amounts in accumulated OCI are reclassified into earnings in the same

period or periods during which the hedged forecasted transaction affects

earnings If it is probable that forecasted transaction will not occur any

related amounts in accumulated OCI are reclassified into earnings in that

period

Rate Lock Commitments
The Corporation enters into IRLC5 in connection with its mortgage bank

ing activities to fund residential mortgage loans at specified times in the

future IRLCs that relate to the origination of mortgage loans that will be

held for sale are considered derivative instruments under SFAS No 149

Amendment of Statement 133 on Derivative Instruments and Hedging

Activities As such these IRLCs are recorded at fair value with changes

in fair value recorded in mortgage banking income

Effective January 2008 the Corporation adopted SAB 109 for its

derivative loan commitments issued or modified after the adoption date

which supersedes SEC SAB No 105 Application of Accounting Princi

ples to Loan Commitments SAB 105 SAB 109 requires that the

expected net future cash flows related to servicing of loanbe included

in the measurement of all written loan commitments that are accounted

for at fair value through earnings In estimating the fair value of an IRLC

the Corporation assigns probability to the loan commitment based on

an expectation that it will be exercised and the loan will be funded The

fair value of the commitments is derived from the fair value of related

mortgage loans which is based on observable market data Changes to

the fair value of IRLCs are recognized based on interest rate changes

changes in the probability that the commitment will be exercised and the

passage of time Changes from the expected future cash flows related to

the customer relationship are excluded from the valuation of the IRLC5

Prior to January 2008 the Corporation did not record any unrealized

gain or loss at the inception of the loan commitment which is the time

the commitment is issued to the borrower as SAB 105 did not allow

expected net future cash flows related to servicing of loan to be

included in the measurement of all written loan commitments that are

accounted for at fair value through earnings

Outstanding IRLCs expose the Corporation to the risk that the price of

the loansunderlying the commitments might decline from inception of the

rate lock to funding of the loan To protect against this risk the Corpo

ration utilizes forward loan sales commitments and other derivative

instruments including interest rate swaps and options to economically

hedge the risk of potential changes in the value of the loans that would

result from the commitments The changes in the fair value of these

derivatives are recorded in mortgage banking income

Securities

Debt securities are classified based on managements intention on the

date of purchase and recorded on the Consolidated Balance Sheet as

debt securities as of the trade date Debt securities which management

has the intent and ability to hold to maturity are classified as

held-to-maturity and reported at amortized cost Debt securities that are

bought and held principally for the purpose of resale in the near term are

classified as trading account assets and are stated at fair value with

unrealized gains and losses included in trading account profits losses

All other debt securities that management has the intent and ability to

hold for the foreseeable future are classified as available-for-sale AFS
and carried at fair value with net unrealized gains and losses included in

accumulated OCI on an after-tax basis If there is an other-than-temporary

deterioration in the fair value of any individual debt security classified as

AFS the Corporation will reclassify the associated net unrealized loss out

of accumulated OCI with corresponding adjustment to other income If

there is an other-than-temporary deterioration in the fair value of any

individual security classified as held-to-maturity the Corporation will write

down the security to fair value with corresponding adjustment to other

income Interest on debt securities including amortization of premiums

and accretion of discounts is included in interest income Realized gains

and losses from the sales of debt securities which are included in gains

losses on sales of debt securities are determined using the specific

identification method

Marketable equity securities are classified based on managements

intention on the date of purchase and recorded on the Consolidated

Balance Sheet as of the trade date Marketable equity securities that are

bought and held principally for the purpose of resale in the near term are

classified as trading account assets and are stated at fair value with

unrealized gains and losses included in trading account profits losses
Other marketable equity securities that management has the intent and

ability to hold for the foreseeable future are accounted for as AFS and

classified in other assets All AFS marketable equity securities are carried

at fair value with net unrealized gains and losses included in accumulated

OCI on an after-tax basis If there is an other-than-temporary deterioration

in the fair value of any individual AFS marketable equity security the
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Corporation will reclassify the associated net unrealized loss out of

accumulated OCI with corresponding adjustment to equity investment

income Dividend income on all AFS marketable equity securities is

included in equity investment income Realized gains and losses on the

sale cf all AFS marketable equity securities which are recorded in equity

investment income are determined using the specific identification

method

Equity investments held by Principal Investing diversified equity

investor in companies at all stages of their life cycle from startup to

buyout are reported at fair value pursuant to the American Institute of

Certified Public Accountants AICPA Investment Company Audit Guide and

recorded in other assets These investments are made either directly in

company or held through fund Equity investments for which there are

active market quotes are carried at estimated fair value based on market

prices Nonpublic and other equity investments for which representative

market quotes are not readily available are initially valued at the trans

action price Subsequently the Corporation adjusts valuations when evi

dence is available to support such adjustments Such evidence includes

changes in value as result of initial public offerings IPO market corn

parables market liquidity the investees financial results sales

restrictions or other-than-temporary declines in value The carrying value

of private equity investments reflects expected exit values based upon

market prices or other valuation methodologies including expected cash

flows and market comparables of similar companies Additionally certain

private equity investments that are not accounted for under the AICPA

Investment Company Audit Guide may be carried at fair value in accord

ance with SFAS No 159 Fair Value Option for Financial Assets and

Liabilities SFAS 159 Gains and losses on these equity investments

both unrealized and realized are recorded in equity investment income

Equity investments without readily determinable market values are

recorded in other assets are accounted for using the cost method and

are subject to impairment testing if applicable

Loans and Leases

Loans measured at historical cost are reported at their outstanding princi

pal balances net of any unearned income charge-offs unamortized

deferred fees and costs on originated loans and premiums or discounts

on purchased loans Loan origination fees and certain direct origination

costs are deferred and recognized as adjustments to income over the

lives of the related loans Unearned income discounts and premiums are

amortized to interest income using methods that approximate the interest

method Subsequent to the adoption of SFAS 159 on January 2007

the Corporation elected the fair value option for certain loans Fair values

for these loans are based on market prices where available or dis

counted cash flows using market-based credit spreads of comparable

debt instruments or credit derivatives of the specific borrower or com

parable borrowers Results of discounted cash flow calculations may be

adjusted as appropriate to reflect other market conditions or the per

ceived credit risk of the borrower

The Corporation purchases loans with and without evidence of credit

quality deterioration since origination Those loans with evidence of credit

quality deterioration for which it is probable at purchase that the Corpo

ration will be unable to collect all contractually required payments are

accounted for under AICPA Statement of Position 03-3 Accounting for

Certain Loans or Debt Securities Acquired in Transfer SOP 03-3

Evidence of credit quality deterioration as of the purchase date may

include statistics such as past due status refreshed borrower credit

scores and refreshed loan-to-value LW some of which are not immedi

ately available as of the purchase date The Corporation continues to

evaluate this information and other credit-related information as it

becomes available SOP 03-3 addresses accounting for differences

between contractual cash flows and cash flows expected to be collected

from the Corporations initial investment in loans if those differences are

attributable at least in part to credit quality

The initial fair values for loans within the scope of SOP 03-3 are

determined by discounting both principal and interest cash flows

expected to be collected using an observable discount rate for similar

instruments with adjustments that management believes market partic

ipant would consider in determining fair value The Corporation estimates

the cash flows expected to be collected at acquisition using internal

credit risk interest rate and prepayment risk models that incorporate

managements best estimate of current key assumptions such as

default rates loss severity and payment speeds

Subsequent decreases to expected principal
cash flows will result in

charge to provision for credit losses and corresponding increase to

allowance for loan and lease losses Subsequent increases in expected

principal cash flows will result in recovery of any previously recorded

allowance for loan losses to the extent applicable and reclassification

from nonaccretable difference to accretable yield
for any remaining

increase All changes in expected interest cash flows will result in

reclassifications to/from nonaccretable differences

The Corporation provides equipment financing to its customers

through variety of lease arrangements Direct financing leases are car

ried at the aggregate of lease payments receivable plus estimated

residual value of the leased property less unearned income Leveraged

leases which are form of financing leases are carried net of non-

recourse debt Unearned income on leveraged and direct financing leases

is accreted to interest income over the lease terms by methods that

approximate the interest method

Allowance for Credit Losses

The allowance for credit losses which includes the allowance for loan

and lease losses and the reserve for unfunded lending commitments

represents managements estimate of probable losses inherent in the

Corporations lending activities The allowance for loan and lease losses

and the reserve for unfunded lending commitments exclude loans and

unfunded lending commitments measured at fair value in accordance with

SFAS 159 as mark-to-market adjustments related to these instruments

already reflect credit component The allowance for loan and lease

losses represents the estimated probable credit losses in funded

consumer and commercial loans and leases while the reserve for

unfunded lending commitments including standby letters of credit

SBLC5 and binding unfunded loan commitments represents estimated

probable credit losses on these unfunded credit instruments based on

utilization assumptions Credit exposures excluding derivative assets

trading account assets and loans measured at fair value deemed to be

uncollectible are charged against these accounts Cash recovered on

previously charged off amounts are recorded as recoveries to these

accounts

The Corporation performs periodic and systematic detailed reviews of

its lending portfolios to identify
credit risks and to assess the overall col

lectability of those portfolios The allowance on certain homogeneous

loan portfolios which generally consist of consumer loans e.g

consumer real estate and credit card loans and certain commercial loans

e.g business card and small business portfolio is based on

aggregated portfolio segment evaluations generally by product type Loss

forecast models are utilized for these segments which consider variety

of factors including but not limited to historical loss experience esti

mated defaults or foreclosures based on portfolio trends delinquencies

economic conditions and credit scores These models are updated on

quarterly basis in order to incorporate information reflective of the current

economic environment The remaining commercial portfolios are reviewed
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on an individual loan basis Loans subject to individual reviews are ana

lyzed and segregated by risk according to the Corporations internal risk

rating scale These risk classifications in conjunction with an analysis of

historical loss experience current economic conditions industry perform

ance trends geographic or obligor concentrations within each portfolio

segment and any other pertinent information including individual valu

ations on nonperforming loans in accordance with SFAS No 114

Accounting by Creditors for Impairment ofa Loan SFAS 114 result in

the estimation of the allowance for credit losses The historical loss expe

rience is updated quarterly to incorporate the most recent data reflective

of the current economic environment

If necessary specific allowance for loan and lease losses is estab

lished for individual impaired commercial loans loan is considered

impaired when based on current information and events it is probable

that the Corporation will be unable to collect all amounts due including

principal and interest according to the contractual terms of the agree

rnent and once loan has been identified as individually impaired

management measures impairment in accordance with SEAS 114

Individually impaired loans are measured based on the present value of

payments expected to be received observable market prices or for loans

that are solely dependent on the collateral -for repayment the estimated

fair value of the collateral If the recorded investment in impaired loans

exceeds the present value of payments expected to be received

specific allowance is established as component of the allowance for

loan and lease losses

SOP 03-3 requires acquired impaired loans be recorded at fair value

and prohibits carrying over or the creation of valuation allowances in the

initial accounting of loans acquired in transfer that are within the scope

of this SOP The prohibition of the valuation allowance carryover applies

to the purchase of an individual loan pool of loans group of loans

and loans acquired in purchase business combination Eor more

information on the SOP 03-3 portfolio associated with the acquisition of

Countrywide see Note Outstanding Loans and Leases to the Con

solidated Elnancial Statements

The allowance for loan and lease losses includes two components

which are allocated to cover the estimated probable losses in each loan

and lease category based on the results of the Corporations detailed

review process described above -The first component covers those

commercial loans that are either nonperforming or impaired The second

component covers consumer loans and leases and performing commer

cial loans and leases Included within this second component of the

allowance for loan and lease losses and determined separately from the

procedures outlined above are reserves which are maintained to cover

uncertainties that affect the Corporations estimate of probable losses

including domestic and global economic uncertainty and large single

name defaults Management evaluates the adequacy of the allowance for

loan and lease losses based on the combined total of these two compo

nents

In addition to the allowance for loan and lease losses the Corporation

also estimates probable losses related to unfunded lending commit

ments such as letters of credit and financial guarantees and binding

unfunded loan commitments The reserve for unfunded lending commit

ments excludes commitments measured at fair value in accordance with

SEAS 159 Unfunded lending commitments are subject to individual

reviews and are analyzed and segregated by risk according to the Corpo

rations internal risk
rating

scale These risk classifications in con

junction with an analysis of historical loss experience utilization

assumptions current economic conditions performance trends within

specific portfolio segments and any other pertinent information result in

the estimation of the reserve for unfunded lending commitments

The allowance for credit losses related to the loan and lease portfolio

is reported separately on the Consolidated Balance Sheet whereas the

allowance for credit losses related to the reserve for unfunded lending

commitments is reported on the Consolidated Balance Sheet in accrued

expenses and other liabilities Provision for credit losses related to the

loan and lease portfolio and unfunded lending commitments is reported

in the Consolidated Statement of Income in the provision for credit loss

es

Nonperforming Loans and Leases Charge-offs and

Delinquencies
In accordance with the Corporations policies non-bankrupt credit card

loans and open-end unsecured consumer loans are charged off no later

than the end of the month in which the account becomes 180 days past

due The outstanding balance of real estate secured -loans that is in

excess of the property value less cost to sell are charged off no later

than the end of the month in which the account becomes 180 days past

due Personal property secured loans are charged off no later than the

end of the month in which the account becomes 120 days past due

Accounts in bankruptcy are charged off for credit card and certain

open-end unsecured accounts 60 days after bankruptcy notification Eor

secured products accounts in bankruptcy are written down to the

collateral value less cost to sell by the end of the month the account

becomes 60 days past due Only real estate secured accounts are gen

erally placed into nonaccrual status and classified as nonperforming at

90 days past due These loans may be restored to performing status

when all principal and interest is current and full repayment of the remain

ing contractual principal and interest is expected or when the loan other

wise becomes well-secured and is in the process of collection Consumer

loans whose contractual terms have been restructured in manner which

grants concession to borrower experiencing financial difficulties where

the Corporation does not receive adequate compensation are considered

troubled debt restructurings

Commercial loans and leases excluding business card loans that are

past due 90 days or more as to principal or interest or where reasonable

doubt exists as to timely collection including loans that are individually

identified as being impaired are generally classified as nonperforming

unless well-secured and in the process of collection Loans whose con

tractual terms have been restructured in manner which grants con

cession to borrower experiencing financial difficulties without

compensation on restructured loans are classified as nonperforming until

the loan is performing for an adequate period of time under the

restructured agreement In situations where the Corporation does not

receive adequate compensation the restructuring is considered trou

bled debt restructuring Interest accrued but not collected is reversed

when commercial loan is classified as nonperforming Interest collec

tions on commercial nonperforming loans and leases for which the ulti

mate collectability of principal is uncertain are applied as principal

reductions otherwise such collections are credited to income when

received Commercial loans and leases may be restored to performing

status when all principal and interest is current and full repayment of the

remaining contractual principal and interest is expected or when the loan

otherwise becomes well-secured and is in the process of collection Busi

ness card loans are charged off no later than the end of the month in

which the account becomes 180 days past due or in which 60 days has

elapsed since receipt of notification of bankruptcy filing whichever comes

first and are not classified as nonperforming

The entire balance of consumer and commercial loan account is

contractually delinquent if the minimum payment is not received by the

specified due date on the customers billing statement Interest and fees
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continue to accrue on past due loans until the date the loan goes into

nonaccrual status if applicable Delinquency is reported on accruing

loans that are 30 days or more past due

SOP 03-3 requires impaired loans be recorded at fair value at the

acquisition date Although the customer may be contractually delinquent

or nonperforming the Corporation does not disclose these loans as delin

quent or nonperforming as the loans were written down to fair value upon

acquisition and accrete interest income over the remaining life of the

loan In addition reported net charge-offs are lower as the initial fair

value at acquisition date would have already considered the estimated

credit losses in the fair valuing of these loans

Loans Held-for-Sale

LHFS include residential mortgages loan syndications and to lesser

degree commercial real estate consumer finance and other loans and

are carried at the lower of aggregate cost or market or fair value The

Corporation elected on January 2007 to account for certain LHFS

including first mortgage LHFS at fair value in accordance with SFAS 159

Fair values for LHFS are based on quoted market prices where available

or are determined by discounting estimated cash flows using interest

rates approximating the Corporations current origination rates for similar

loans and adjusted to reflect the inherent credit risk Mortgage loan origi

nation costs related to LHFS for which the Corporation elected the fair

value option are recognized in noninterest expense when incurred Mort

gage loan origination costs for LHFS carried at the lower of cost or market

are capitalized as part of the carrying amount of the loans and recognized

as reduction of mortgage banking income upon the sale of such loans

Premises and Equipment
Premises and Equipment are stated at cost less accumulated deprecia

tion and amortization Depreciation and amortization are recognized using

the straight-line method over the estimated useful lives ofthe assets

Estimated lives range up to 40 years for buildings up to 12 years for

furniture and equipment and the shorter of lease term or estimated

useful life for leasehold improvements

Mortgage Servicing Rights
The Corporation accounts for consumer-related MSRs at fair value with

changes in fair value recorded in mortgage banking income in accordance

with SFAS No 156 Accounting for Servicing of Financial Assets SFAS

156 while commercial-related and residential reverse mortgage MSRs

continue to be accounted for using the amortization method i.e lower of

cost or market with impairment recognized as reduction to mortgage

banking income To reduce the
volatility

of earnings to interest rate and

market value fluctuations certain securities and derivatives such as

options and interest rate swaps may be used as economic hedges of the

MSRs but are not designated as hedges under SFAS 133 These

economic hedges are marked to market and recognized through mortgage

banking income

The Corporation determines the fair value of our consumer-related

MSRs using valuation model that calculates the present value of esti

mated future net servicing income This is accomplished through an

option-adjusted spread OAS valuation approach which factors in

prepayment risk This approach consists of projecting servicing cash

flows under multiple interest rate scenarios and discounting these cash

flows using risk-adjusted discount rates The key economic assumptions

used in valuations of MSR5 include weighted average lives of the MSRs

and the OAS levels The OAS represents the spread that is added to the

discount rate so that the sum of the discounted cash flows equals the

market price therefore it is measure of the extra yield over the refer-

ence discount factor i.e the forward swap curve that the Corporation is

expected to earn by holding the asset These variables can and generally

do change from quarter to quarter as market conditions and projected

interest rates change and could have an adverse impact on the value of

our MSRs and could result in corresponding reduction to mortgage

banking income

Goodwill and Intangible Assets

Goodwill is calculated as the purchase premium after adjusting for the fair

value of net assets acquired Goodwill is not amortized but is reviewed for

potential impairment on an annual basis or when events or circum

stances indicate potential impairment at the reporting unit level The

impairment test is performed in two phases The first step of the goodwill

impairment test compares the fair value of the reporting unit with its

carrying amount including goodwill If the fair value of the reporting unit

exceeds its carrying amount goodwill of the reporting unit is considered

not impaired however if the carrying amount of the reporting unit

exceeds its fair value an additional step has to be performed This addi

tional step compares the implied fair value of the reporting units goodwill

as defined in SFAS No 142 Goodwill and Other Intangible Assets

with the carrying amount of that goodwill An impairment loss is recorded

to the extent that the carrying amount of goodwill exceeds its implied fair

value In 2008 2007 and 2006 goodwill was tested for impairment and

it was determined that goodwill was not impaired at any of these dates

Intangible assets subject to amortization are evaluated for impairment

in accordance with SFAS No 144 Accounting for the Impairment or

Disposal of Long-Lived Assets An impairment loss will be recognized if

the carrying amount of the intangible asset is not recoverable and

exceeds fair value The carrying amount of the intangible is considered

not recoverable if it exceeds the sum of the undiscounted cash flows

expected to result from the use of the asset At December 31 2008

intangible assets included on the Consolidated Balance Sheet consist of

purchased credit card relationship intangibles core deposit intangibles

affinity relationships and other intangibles that are amortized on an

accelerated or straight-line basis over anticipated periods of benefit of up

to 15 years

Special Purpose Financing Entities

In the ordinary course of business the Corporation supports its custom

ers financing needs by facilitating
the customers access to different

funding sources assets and risks In addition the Corporation utilizes

certain financing arrangements to meet its balance sheet management

funding liquidity
and market or credit risk management needs These

financing entities may be in the form of corporations partnerships lim

ited liability companies or trusts and are generally not consolidated on

the Corporations Consolidated Balance Sheet The majority of these

activities are basic term or revolving securitization vehicles for mortgages

credit cards or other types of loans which are generally funded through

term-amortizing debt structures Other special purpose entities finance

their activities by issuing short-term commercial paper The securities

issued from both types of vehicles are designed to be paid off from the

underlying cash flows of the vehicles assets or the reissuance of com

mercial paper

Securitizatons

The Corporation securitizes sells and services interests in residential

mortgage loans and credit card loans and from time to time automobile

other consumer and commercial loans The accounting for these activities

is governed by SFAS 140 The securitization vehicles are typically QSPE5

which in accordance with SFAS 140 are legally isolated bankruptcy
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remote and beyond the control of the seller QSPEs are not included in

the Corporations Consolidated Financial Statements When the Corpo

ration securitizes assets it may retain portion of the securities sub

ordinated tranches interest-only strips subordinated interests in accrued

interest and fees on the securitized receivables and in some cases

overcollateralization and cash reserve accounts all of which are generally

considered retained interests in the securitized assets The Corporation

may also retain senior tranches in these securitizations Gains and

losses upon sale of the assets are based on an allocation of the previous

carrying amount of the assets to the retained interests Carrying amounts

of assets transferred are allocated in proportion to the relative fair values

of the assets sold and interests retained

Quoted market prices are primarily used to obtain fair values of senior

retained interests Generally quoted market prices for retained residual

interests are not available therefore the Corporation estimates fair val

ues based upon the present value of the associated expected future cash

flows This may require management to estimate credit losses prepay

ment speeds forward interest yield curves discount rates and other fac

tors that impact the value of retained interests See Note

Securitizations to the Consolidated Financial Statements for further dis

cussion

Interest-only strips retained in connection with credit card securitiza

tions are classified in other assets and carried at fair value with changes

in fair value recorded in card income Other retained interests are

recorded in other assets AFS debt securities or trading account assets

and are carried at fair value or amounts that approximate fair value with

changes recorded in income or accumulated OCI If the fair value of such

retained interests has declined below its carrying amount and there has

been an adverse change in estimated contractual cash flows of the under

lying assets then such decline is determined to be other-than-temporary

and the retained interest is written down to fair value with correspond

ing adjustment to other income

Other Special Purpose Anancing Entifles

Other special purpose financing entities SPE5 e.g Corporation-

sponsored multi-seller conduits collateralized debt obligations asset

acquisition conduits are generally funded with short-term commercial

paper These financing entities are usually contractually limited to nar

row range of activities that facilitate the transfer of or access to various

types of assets or financial instruments and provide the investors in the

transaction protection from creditors of the Corporation in the event of

bankruptcy or receivership of the Corporation In certain situations the

Corporation provides liquidity commitments and/or loss protection

agreements

The Corporation determines whether these entities should be con

solidated by evaluating the degree to which it maintains control over the

financing entity and will receive the risks and rewards of the assets in the

financing entity In making this determination the Corporation considers

whether the entity is QSPE which is generally not required to be con

solidated by the seller or investors in the entity For non-QSPE structures

or VIEs the Corporation assesses whether it is the primary beneficiary of

the entity In accordance with FIN 46R the
entity that will absorb

majority of expected variability the sum of the absolute values of the

expected losses and expected residual returns consolidates the VIE and

is referred to as the primary beneficiary As certain events occur the

Corporation reevaluates which parties will absorb
variability and whether

the Corporation has become or is no longer the primary benefi

ciary Reconsideration events may occur when VIEs acquire additional

assets issue new variable interests or enter into new or modified con

tractual arrangements reconsideration event may also occur when the

Corporation acquires new or additional interests in VIE For additional

information on other SPEs see Note Variable Interest Entities to the

Consolidated Financial Statements

Fair Value

The Corporation measures the fair market values of its financial instru

ments in accordance with SFAS 157 which requires an entity to maximize

the use of observable inputs and minimize the use of unobservable

inputs to determine the exit price Also in accordance with SEAS 157 the

Corporation categorizes its financial instruments based on the
priority

of

inputs to the valuation technique into three-level hierarchy as dis

cussed below Trading account assets and liabilities derivative assets

and liabilities AFS debt and marketable equity securities MSRs and

certain other assets are carried at fair value in accordance with various

accounting literature including SEAS No 115 Accounting for Certain

Investments in Debt and Equity Securities SEAS 115 SEAS 133 SEAS

156 and broker dealer or investment company guidance The Corporation

has also elected to carry certain assets and liabilities at fair value in

accordance with SEAS 159 including certain corporate loans and loan

commitments LHFS structured reverse repurchase agreements and

long-term deposits SEAS 159 allows an entity the irrevocable option to

elect fair value for the initial and subsequent measurement for certain

financial assets and liabilities on contract-by-contract basis

Level Quoted prices in active markets for identical assets or

liabilities Level assets and liabilities include debt and equity

securities and derivative contracts that are traded in an active

exchange market as well as certain U.S Treasury securities

that are highly liquid and are actively traded in over-the-counter

markets

Level Observable inputs other than Level prices such as quoted

prices for similar assets or liabilities quoted prices in markets

that are not active or other inputs that are observable or can

be corroborated by observable market data for substantially the

full term of the assets or liabilities Level assets and

liabilities include debt securities with quoted prices that are

traded less frequently than exchange-traded instruments and

derivative contracts whose value is determined using pricing

model with inputs that are observable in the market or can be

derived
principally from or corroborated by observable market

data This category generally includes U.S government and

agency mortgage-backed debt securities corporate debt secu

rities derivative contracts residential mortgage and certain

LHES

Level Unobservable inputs that are supported by little or no market

activity and that are significant to the fair value of the assets or

liabilities Level assets and liabilities include financial

instruments whose value is determined using pricing models

discounted cash flow methodologies or similar techniques as

well as instruments for which the determination of fair value

requires significant management judgment or estimation This

category generally includes certain private equity investments

retained residual interests in securitizations residential MSR5
asset-backed securities ABS highly structured complex or

long-dated derivative contracts certain LI-IFS IRLCs and certain

collateralized debt obligations CDO5 where independent pric

ing information was not able to be obtained for significant

portion of the underlying assets

For more information on the fair value of the Corporations financial

instruments see Note 19 Fair Value Disclosures to the Consolidated

Financial Statements
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Income Taxes

The Corporation accounts for income taxes in accordance with SFAS

No 109 Accounting for Income Taxes SFAS 109 as interpreted by

FASB Interpretation No 48 Accounting for Uncertainty in Income Taxes

an interpretation of FASB Statement No 109 FIN 48 resulting in two

components of income tax expense current and deferred Current income

tax expense approximates taxes to be paid or refunded for the current

period Deferred income tax expense results from changes in deferred tax

assets and liabilities between periods These gross deferred tax assets

and liabilities represent decreases or increases in taxes expected to be

paid in the future because of future reversals of temporary differences in

the bases of assets and liabilities as measured by tax laws and their

bases as reported in the financial statements Deferred tax assets are

also recognized for tax attributes such as net operating loss carryforwards

and tax credit carryforwards Valuation allowances are then recorded to

reduce deferred tax assets to the amounts management concludes are

more-likely-than-not to be realized

Under FIN 48 income tax benefits are recognized and measured

based upon two-step model tax position must be more-likely-

than-not to be sustained based solely on its technical merits in order to

be recognized and the benefit is measured as the largest dollar

amount of that position that is more-likely-than-not to be sustained upon

settlement The difference between the benefit recognized for position

in accordance with this FIN 48 model and the tax benefit claimed on tax

return is referred to as an unrecognized tax benefit UTB The Corporation

accrues income-tax-related interest and penalties if applicable within

income tax expense

For additional information on income taxes see Note 18 Income

Taxes to the Consolidated Financial Statements

Retirement Benefits

The Corporation has established qualified retirement plans covering sub

stantially
all full-time and certain part-time employees Pension expense

under these plans is charged to current operations and consists of sev

eral components of net pension cost based on various actuarial assump

tions regarding future experience under the plans

In addition the Corporation has established unfunded supplemental

benefit plans and supplemental executive retirement plans SERPS for

selected officers of the Corporation and its subsidiaries that provide

benelits that cannot be paid from qualified retirement plan due to

Internal Revenue Code restrictions The SERPS were frozen and the

executive officers do not accrue any additional benefits These plans are

nonqualified under the Internal Revenue Code and assets used to fund

benefit payments are not segregated from other assets of the Corpo

ration therefore in general participants or beneficiarys claim to bene

fits under these plans is as general creditor In addition the

Corporation has established several postretirement healthcare and life

insurance benefit plans

The Corporation accounts for its retirement benefit plans in accord

ance with SFAS No 87 Employers Accounting for Pensions SFAS 87

SFAS No 88 Employers Accounting for Settlements and Curtailment of

Defined Benefit Pension Plans and for Termination Benefits SFAS

No 106 Employers Accounting for Postretirement Benefits Other Than

Perwions and SFAS No 158 Employers Accounting for Defined Bene

fit nsion and Other Postretirement Plans an amendment of FASB

Statements No 87 88 106 and 132R SFAS 158 as applicable

Accumulated Other Comprehensive Income

The Corporation records gains and losses on cash flow hedges unreal

ized gains and losses on AFS debt and marketable equity securities

unrecognized actuarial gains and losses transition obligation and prior

service costs on pension and postretirement plans foreign currency

translation adjustments and related hedges of net investments in foreign

operations in accumulated OCl net-of-tax Accumulated OCI also includes

fair value adjustments on certain retained interests in the Corporations

securitization transactions Gains or losses on derivatives accounted for

as cash flow hedges are reclassified to net income when the hedged

transaction affects earnings Gains and losses on AFS debt and market

able equity securities are reclassified to earnings as the gains or losses

are realized upon sale of the securities Other-than-temporary impairment

charges are reclassified to earnings at the time of the charge Translation

gains or losses on foreign currency translation adjustments are

reclassified to earnings upon the substantial sale or liquidation of

investments in foreign operations

Earnings Per Common Share

Earnings per common share is computed by dividing net income available

to common shareholders by the weighted average common shares issued

and outstanding Net income available to common shareholders repre

sents net income adjusted for preferred stock dividends including divi

dends declared accretions of discounts on preferred stock issuances and

cumulative dividends related to the current dividend period that have not

been declared as of year end In addition for diluted earnings per common

share net income available to common shareholders can be affected by

the conversion of the registrants convertible preferred stock Where the

effect of this conversion would have been dilutive net income available to

common shareholders is adjusted by the associated preferred dividends

This adjusted net income is divided by the weighted average number of

common shares issued and outstanding for each period plus amounts

representing the dilutive effect of stock options outstanding restricted

stock restricted stock units outstanding warrants and the dilution result

ing from the conversion of the registrants convertible preferred stock if

applicable The effects of convertible preferred stock restricted stock

restricted stock units outstanding warrants and stock options are

excluded from the computation of diluted earnings per common share in

periods in which the effect would be antidilutive Dilutive potential common

shares are calculated using the treasury stock method

Foreign Currency Translation

Assets liabilities and operations of foreign branches and subsidiaries are

recorded based on the functional currency of each entity For certain of

the foreign operations the functional currency is the local currency in

which case the assets liabilities and operations are translated for con

solidation purposes at period-end rates from the local currency to the

reporting currency the U.S dollar The resulting unrealized gains or

losses are reported as component of accumulated OCI on an after-tax

basis When the foreign entitys functional currency is determined to be

the U.S dollar the resulting remeasurement currency gains or losses on

foreign denominated assets or liabilities are included in earnings

Credit Cardand Deposit Arrangements

Endorsing Organization Agreements

The Corporation contracts with other organizations to obtain their

endorsement of the Corporations loan and deposit products This

endorsement may provide the Corporation exclusive rights
to market to

the organizations members or to customers on behalf of the Corporation

These organizations endorse the Corporations loan and deposit products

and provide the Corporation with their mailing lists and marketing activ

ities These agreements generally have terms that range from two to five
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years The Corporation typically pays royalties in exchange for their

endorsement Compensation costs related to the credit card agreements

are recorded as contra-revenue against card income

Cardholder Reward Agreements

The Corporation offers reward programs that allow its cardholders to earn

points that can be redeemed for broad range of rewards including cash

travel and discounted products The Corporation establishes rewards

liability based upon the points earned which are expected to be redeemed

and the average cost per point redemption The points to be redeemed

are estimated based on past redemption behavior card product type

account transaction
activity and other historical card performance The

liability is reduced as the points are redeemed The estimated cost of the

rewards programs is recorded as contra-revenue against card income

Insurance Premiums Insurance Expense

Property and casualty and credit life and
disability premiums are recog

nized over the term of the policies on pro-rata basis for all policies

except for certain of the lender-placed auto insurance and the guaranteed

auto protection GAP policies For GAP insurance revenue recognition is

correlated to the exposure and accelerated over the life of the contract

For lender-placed auto insurance premiums are recognized when collec

tions become probable due to high cancellation rates experienced early in

the life of the policy Mortgage reinsurance premiums are recognized as

earned Insurance expense consists of insurance claims and commis

sions both of which are recorded in other general operating expense in

the Consolidated Statement of Income

Note 2- Merger and Restructuring Activity

Merrill Lynch
On January 2009 the Corporation acquired Merrill Lynch through its

merger with subsidiary of the Corporation in exchange for common and

preferred stock with value of $29.1 billion creating premier financial

services franchise with
significantly enhanced wealth management

investment banking and international capabilities Under the terms of the

merger agreement Merrill Lynch common shareholders received 0.8595

of share of Bank of America Corporation common stock in exchange for

each share of Merrill Lynch common stock In addition Merrill Lynch

non-convertible preferred shareholders received Bank of America Corpo

ration preferred stock having substantially identical terms Merrill Lynch

convertible preferred stock remains outstanding and is convertible into

Bank of America common stock at an equivalent exchange ratio With the

acquisition the Corporation has one of the largest wealth management

businesses in the world with more than 18000 financial advisors and

more than $1.8 trillion in client assets Global investment management

capabilities will include an economic ownership of approximately 50 per

cent primarily preferred stock in BlackRock Inc publicly traded

investment management company In addition the acquisition adds

strengths in debt and equity underwriting sales and trading and merger

and acquisition advice creating significant opportunities to deepen rela

tionships with corporate and institutional clients around the globe Merrill

Lynchs results of operations will be included in the Corporations results

beginning January 2009

The Merrill Lynch merger is being accounted for under the acquisition

method of accounting in accordance with SFAS 141R Accordingly the

purchase price was preliminarily allocated to the acquired assets and

liabilities based on their estimated fair values at the Merrill Lynch acquis

ition date as summarized in the following table Preliminary goodwill of

$5.4 billion is calculated as the purchase premium after adjusting for the

fair value of net assets acquired and represents the value expected from

the synergies created from combining the Merrill Lynch wealth manage

ment and corporate and investment banking businesses with the Corpo

rations capabilities in consumer and commercial banking as well as the

economies of scale expected from combining the operations of the two

companies The allocation of the purchase price will be finalized upon

completion of the analysis of the fair values of Merrill Lynchs assets and

liabilities

Bank of America 2008 129



Merrill Lynch Preliminary Purchase Price Allocation

1600

0.8595

1375

14.08

19.4

8.6

1.1

29.1

19.9

2.6

0.9

5.0

5.8

3.6

1.2

15.5

10.6

4.2

The fair value of net assets acquired includes preliminary fair value

adjustments to certain receivables that were not considered impaired as

of the acquisition date These fair value adjustments were determined

using incremental spread impacts for credit and liquidity risk which are

___________
part of the rate used to discount contractual cash flows However the

Corporation believes that all contractual cash flows related to these

January 2009 financial instruments will be collected As such these receivables were

not considered impaired at the acquisition date and were not subject to

the requirements of SOP 03-3 Receivables acquired that were not sub

ject to the requirements of SOP 03-3 include non-impaired loans and

customer receivables with preliminary fair value and gross contractual

74.4 amounts receivable of $150.7 billion and $156.1 billion at the time of

Contingencies

The fair value of net assets acquired includes certain contingent liabilities

98
that were recorded as of the acquisition date Merrill Lynch has been

named as defendant in various pending legal actions and proceedings

arising in connection with its activities as global diversified financial

services institution Some of these legal actions and proceedings include

claims for substantial compensatory and/or punitive damages or claims

for indeterminate amounts of damages Merrill Lynch is also involved in

investigations and/or proceedings by governmental and self-regulatory

agencies Due to the number of variables and assumptions involved in

assessing the possible outcome of these
legal actions sufficient

information does not exist to reasonably estimate the fair value of these

contingent liabilities As such these contingencies have been measured

in accordance with SFAS No Accounting for Contingencies SEAS

Eor further information see Note 13 Commitments and Contingencies

to the Consolidated Einancial Statements

Dollars bill ons except per share amounts

Purchase price

Merrill Lynch common shares exchanged in millions

Exchange ratio

The Corporations common stock issued in millions

Purchase price per
share of the Corporations common stock 111

Total value of the Corporations common stock and cash exchanged for fractional shares

Merrill Lynch preferred Stock

Fair value of outstanding employee stock awards

Total purchase price

Preliminary allocation of the purchase price

Merrill Lynch
stockholders equity

Merrill Lynch goodwill and intangible assets

Pre-tax adjustments to reflect acquired
assets and liabilities at fair value

Securities

Loans

Intangible assets

Other assets

Other liabilities

Long-term debt

Pre-tax total adjustments

Deferred income taxes

After-tax total adiustments

6.4

Fair value of net assets acquired

23.7

Preliminary goodwill resulting from the Merrill Lynch merGer 41
54

01 The raise of the shares of common stock exchanged with Merrill Lynch shareholders was based upot the closing price of the corporations common stock at December 31 2008 the last traded day prior to the date of

acqaisition

Reprosents
Merrill Lynchs preferred stock exchanged for Bank of America preferred stock hasing substantially identical terms and also includeo $1.5 billion of conoertible preferred stock

131 Consists of trade tame of $1.3 billion and customer relationship and core deposit intangibles
of $4.5 billion The amortization life is 10 years for the customer relationship and core deposit Intangibles which will be

primarily amortized on straight-line basis

41 No goodwill is espected to be deductible for federal income tao purposes The goodwill will be primarily allocated to Global Corporate and Investment Banking and Global Wealth and Investment Management

Preliminary Condensed Statement of Net Assets Acquired

The following condensed statement of net assets acquired reflects the

preliminary value assigned to Merrill Lynchs net assets as of the acquis

ition date

Dollars in billions

Assets

Federal funds sold and securities purchased under

agreement to resell/securities
borrowed

Trading account assets

Derivative assets

Investment securities

Loans and leases

Intangible assets

Other assets

Total assets

Liabilities

Deposits

Federal funds purchased and securities sold under

agreements to repurchase/securities loaned

Trading account liabilities

Derivative liabilities

Commercial paper and other short-term borrowings

Accrued expenses and other liabilities

Long-term
debt

Total liabilities

Fair nalue of net assets acquired

acquisition52.7

5.8

194.3

$65i6

111.6

18.1

72.0

37.9

100.8

189.4

627.9

23.7

51 The fair nalue of net assets acquired excludes preliminary goodwill resalting from the Merrill Lynch

merger of $5.4 billion
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In connection with the Merrill Lynch acquisition the Corporation

recorded certain guarantees primarily standby liquidity facilities and let

ters of credit with fair value of approximately $1.0 billion At January

2009 the maximum payout that could arise from these guarantees

ranged from $0 to approximately $20.0 billion

Countrywide
On July 2008 the Corporation acquired Countrywide through its merger

with subsidiary of the Corporation Under the terms of the agreement

Countrywide shareholders received 0.1822 of share of Bank of America

Corporation common stock in exchange for each share of Countrywide

common stock The acquisition of Countrywide significantly improved the

Corporations mortgage originating and servicing capabilities while mak

ing us leading mortgage originator and servicer

As provided by the merger agreement 583 million shares of Country

wide common stock were exchanged for 107 million shares of the Corpo

rations common stock The $2.0 billion of Countrywides Series

convertible preferred shares that were previously held by the Corporation

were cancelled

The merger is being accounted for as purchase in accordance with

SFAS 141 Accordingly the purchase price was preliminarily allocated to

the assets acquired and liabilities assumed based on their estimated fair

values at the merger date as summarized below The final allocation of

the purchase price will be finalized upon completing the analysis of the

fair values of Countrywides assets and liabilities

Countrywide Preliminary Purchase Price Allocation

Dollars in billions

Purchase price 4.2

Preliminary allocation of the purchase price

Countrwde stockholders
equity 8.4

Pre-tax adjustments to reflect assets acquired and liabilities assumed

at fair value

Loans 19.81

Investments in other financial instruments 0.3

Mortgage servicing rights 1.5
Other assets 10.81

Deposits 10.21

Notes payable and other liabilities 10.9

Pre-tax total adjustments 13.5
Deferred income taxes 4.9

After-tax total adjustments 8.61

Fair value of net assets acquired 0.2

Preliminary goodwill resulting from the Countrywide merger 31 4.4

111 The value of the shares of common stock exchanged with Countrgside shareholders was based upon the

average of the closing prices of the Corporations common stock for the period commencing two trading

days before and ending two trading days after Janualy 11 2008 the date of the Cosntwvide merger

agreement

121 Represents the remaining Countrgxide shareholders equity as of the acquisition date after the

cancellation of the $2.0 billion of Series convertible preferred shares owned by the Corporation as

part of the merger

131 No goodwill is expected to be deductible for federal income tax purposes All the goodwill was allocated

to Global Consumer sod Small Boxiness Banking

The Corporation acquired certain loans for which there was atthe

time of the merger evidence of deterioration of credit quality since origi

nation and for which it was probable that all contractually required pay

ments would not be collected For more information see the Countrywide

SOP 03-3 discussion in Note Outstanding Loans and Leases to the

Consolidated Financial Statements

LaSalle

On October 2007 the Corporation acquired all the outstanding shares

of LaSalle for $21.0 billion in cash As part of the acquisition ABN

AMRO Bank N.y the seller capitalized approximately $6.3 billion as

equity of intercompany debt prior to the date of acquisition With this

acquisition the Corporation significantly expanded its presence in metro

politan Chicago Illinois and Michigan by adding LaSalles commercial

banking clients retail customers and banking centers LaSaIles results

of operations were included in the Corporations results beginning

October 2007

The LaSalle acquisition was accounted for under the purchase method

of accounting in accordance with SFAS 141 The purchase price has been

allocated to the assets acquired and the liabilities assumed based on

their fair values at the LaSalle acquisition date as summarized in the fol

lowing table

LaSalle Purchase Price Allocation

Dollars in billions

Purchase price $21.0

Allocation of the purchase price

LaSalle stockholders equity 12.5

LaSalle goodwill and other intangible assets 12.7

Adjustments net-of-tax to reflect assets acquired and liabilities

assumed at fair value

Loans and leases 0.11

Premises and equipment 10.21

Identified intangibles
11 1.0

Other assets 103
Exit and termination liabilities 0.4

Fair value of net assets acquired 9.8

Goodwill
resulting from the LaSalle merger 121 $11.2

li locludex core deposit intangibles of $0.7 billion and other intangibles of $0.3 billion The amortization

life for core deposit intangibles and other intangibles is 10 years These intongibles are amortized on an

accelerated basis

121 No goodwill is deductible for federal iocome tax purposes The goodwill has been allocated across all
of

the Conporstiuns business segments

The Corporation acquired certain loans for which there was at the

time of the merger evidence of deterioration of credit quality since origi

nation and for which it was probable that all contractually required pay

ments would not be collected The outstanding contractual balance of

such loans was approximately $850 million and the recorded fair value

was approximately $650 million as of the merger date At December 31

2007 the outstanding contractual balance of such loans was approx

imately $710 million and the recorded fair value was approximately $590

million At December 31 2008 the outstanding contractual balance and

the recorded fair value of these loans were not material

U.S Trust Corporation
On

July 2007 the Corporation acquired all the outstanding shares of

U.S Trust Corporation for $3.3 billion in cash The Corporation allocated

$1.7 billion to goodwill and $1.2 billion to intangible assets as part of the

purchase price allocation U.S Trust Corporations results of operations

were included in the Corporations results beginning July 2007 The

acquisition significantly increased the size and capabilities of the Corpo

rations wealth management business and positions it as one of the larg

est financial services companies managing private wealth in the U.S
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MBNA
On January 2006 the Corporation acquired all of the outstanding

shares of MBNA Corporation MBNA and as result 1260 million

shares of MBNA common stock were exchanged for 631 million shares of

the Corporations common stock MBNA shareholders also received cash

of $5.2 billion MBNAs results of operations were included in the Corpo

rations results beginning January 2006

Unaudited Pro Forma Condensed Combined

Financial Information

If the Merrill Lynch and Countrywide mergers had been completed on

January 2008 and 2007 total revenue net of interest expense would

have been $58.5 billion and $83.9 billion for 2008 and 2007 and net

income loss from continuing operations would have been $30.3 billion

and $4.4 billion These results include the impact of amortizing certain

purchase accounting adjustments such as intangible assets as well as

fair value adjustments to loans securities and issued debt Pro forma

results of operations also include the impact of conforming certain

acquiree accounting policies to the Corporations policies The pro forma

financial information does not indicate the impact of possible business

model changes nor does it consider any potential impacts of current

market conditions or revenues expense efficiencies asset dispositions

share repurchases or other factors

Merger and Restructuring Charges

Merger and restructuring charges are recorded in the Consolidated State

ment of Income and include incremental costs to integrate the operations

of the Corporation Countrywide LaSalle U.S Trust Corporation and

MBNA These charges represent costs associated with these one-time

activities and do not represent ongoing costs of the fully integrated com

bined organization The following table presents severance and employee-

related charges systems integrations and related charges and other

merger-related charges

Dollars in millions
2008 2007

2_-
2006

Severance and employee-related charges $138 $106 85

Systems integrations
and related charges 640 240 552

Other 157 64 168

Total merger and restructuring

charges $935 $410 $805

III Included for 2008 are merger-related charges of $623 million $205 million and $107 million related to

the LuSalle Countride and U.S Trust Corporation mergers respectively

Included for 2007 are merger-related charges of $233 million $109 million and $68 million related to

the M8NtA U.S Trust Corporation and LaSalle mergers respectively

Merger-related Exit Cost and Restructuring

Reserves

The following table presents the changes in exit cost and restructuring

reserves for 2008 and 2007

Exit Cost Restructuring

Reserves 111 Reserves

Dollars in millions
2008 2007 2008 2007

Balance January 377 125 108 67

Exit costs and restructuring charges

Countrywide 588 71

LaSalle 31 339 25 47

U.S Trust Corporation
52 40 38

MBNA 17

Cash payments
_______

464 139 155 61

Balance December31 523 377 86 $108

Ill Esit cost reserves were established in psrchase accounting resultiog in an increase in goodwill

12 Restructuring reserves were established by charge to merger and restructsning charges

As of December 31 2007 there were $377 million of exit cost

reserves related to the MBNA U.S Trust Corporation and LaSalle merg

ers including $187 million for severance relocation and other employee-

related costs and $190 million for contract terminations During 2008

the net amount of $610 million was added to the exit cost reserves

primarily related to the Countrywide acquisition including $536 million for

severance relocation and other employee-related costs and $74 million

for contract terminations The $31 million exit costs and restructuring

charges for 2008 was net of $56 million in exit cost reserve adjustments

related to the LaSalle acquisition primarily due to lower than expected

lease terminations with the offset being recorded as reduction to good

will Cash payments of $464 million during 2008 consisted of $376 mil

lion in severance relocation and other employee-related costs and $88

million for contract terminations As of December 31 2008 exit cost

reserves of $523 million included $383 million for Countrywide $135

million for LaSalle and $5 million for U.S Trust Corporation As of

December 31 2008 there were no exit cost reserves related to the

MBNA acquisition

As of December 31 2007 there were $108 million of restructuring

reserves related to the MBNA U.S Trust Corporation and LaSalle merg

ers including $104 million related to severance and other employee-

related costs and $4 million related to contract terminations During

2008 $133 million was added to the restructuring reserves related to

severance and other employee-related costs primarily associated with the

Countrywide acquisition Cash payments of $155 million during 2008

consisted of $153 million in severance and other employee-related costs

and $2 million in contract terminations As of December 31 2008

restructuring reserves of $86 million included $37 million for Country

wide $30 million for LaSalle and $19 million for U.S Trust Corporation

As of December31 2008 there were no restructuring reserves related to

the MBNA acquisition

Payments under exit cost and restructuring reserves associated with

the MBNA acquisition were substantially completed in 2007 while pay

ments associated with the U.S Trust Corporation LaSalle and Country

wide acquisitions will continue into 2009
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Note 3- Trading Account Assets and Liabilities

The following table presents the fair values of the components of trading account assets and liabilities at December 31 2008 and 2007

December31

Dollars in millions 2008 2007

Trading account assets

U.S government and agency securities 111

84660 48240
corporate securities trading loans and other

34056 55360
Equity securities

20258 22910
Foreign sovereign debt

13614 17161
Mortgage trading loans and asset-backed securities

6934 18393

Total trading account assets $159522 $162064

Trading account liabilities

U.S government and agency securities
32850 35375

Equity securities
12128 25926

Foreign sovereign debt
7252 9292

Corporate securities and other
5057 6749

Total
trading account liabilities $57287 77342

ll Includes $52.6 billion and $21.5 billion at December 31 2008 and 2007 of
government-sponsored enterprise obligations

Note Derivatives been reduced by the cash collateral applied against derivative assets At

The Corporation designates derivatives as trading derivatives economic December 31 2008 and 2007 the cash collateral applied against

hedges or as derivatives used for SFAS 133 accounting purposes For derivative assets was $34.8 billion and $12.8 billion In addition at

additional information on the Corporations derivatives and hedging activ- December 31 2008 and 2007 the cash collateral applied against

ties see Note Summaiy of Significant Accounting Principles to the derivative liabilities was $30.3 billion and $10.0 billion The average fair

Consolidated Financial Statements value of derivative assets less cash collateral for 2008 and 2007 was

The following table presents the contract/notional amounts and credit $48.1 billion and $29.7 billion The average fair value of derivative

risk amounts at December 31 2008 and 2007 of all the Corporations liabilities less cash collateral for 2008 and 2007 was $27.0 billion and

derivative positions $20.6 billion The Corporation held $48.8 billion of collateral on

The credit risk amounts take into consideration the effects of
legally

derivative positions of which $42.5 billion could be applied against credit

enforceable master netting agreements and on an aggregate basis have risk at December 31 2008

December 31 2008 December 31 2007

Contract/ Credit
Contract/ Credit

lDollars in millions Notional Risk Notional Risk

Interest rate contracts

Swaps $26577385 $48225 $22472949 $15368
Futures and forwards 4432102 1008 2596146 10

Written options 1731055 1402626
Purchased options 1656641 5188 1479985 2508

Foreign exchange contracts

Swaps 438932 6040 505878 7350
Spot futures and forwards 1376483 10888 1600683 4124
Written options 199846 341148
Purchased options 175678 2002 339101 1033

Equity contracts

Swaps 34685 1338 56300 2026
Futures and forwards 14145 198 12174 10

Written options 214125 166736
Purchased options 217461 7284 195240 6337

Commodity contracts

Swaps 2110 1000 13627 770

Futures and forwards
9633 222 14391 12

Written options 17574 14206
Purchased options 15570 249 13093 372

Credit derivatives

Purchased protection

Credit default swaps 1025876 11772 1490641 6822
Total return swaps 6575 1678 13551 671

Written protection

Credit default swaps 1000034 1517305
Total return swaps 6203 24884

Credit risk before cash collateral
97092 47413

Less Cash collateral
applied 34840 12751

Total derivative assets
$62252 $34662

11
Represents the tstsl csntracVnotisoal amount of the derivatives outstanding and includes both written and Purchased prstectioo
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The Corporation executes the majority of its derivative positions in the

over-the-counter market with large international financial institutions

including broker/dealers and to lesser degree with variety of other

investors The Corporation is subject to counterparty credit risk in the

event that these counterparties fail to perform under the terms of their

contracts and records valuation adjustments against the derivative assets

to reflect counterparty credit risk Substantially all of the derivative trans

actions are executed on daily margin basis Therefore events such as

credit downgrade depending on the ultimate rating level or breach of

credit covenants would typically require an increase in the amount of col

lateral required of the counterparty where applicable and/or allow the

Corporation to take additional protective measures such as early termi

nation of all trades Further as discussed above the Corporation enters

into legally enforceable master netting agreements which reduce risk by

permitting the closeout and netting of transactions with the same

counterparty upon the occurrence of certain events During 2008 valu

ation adjustments of $3.2 billion were recognized as trading account

losses for counterparty credit risk At December 31 2008 the cumulative

counterparty credit risk valuation adjustment that was netted against the

derivative asset balance was $4.0 billion

In addition the fair value of the Corporations derivative liabilities is

adjusted to reflect the impact of the Corporations credit quality During

2008 valuation adjustments of $364 million were recognized as trading

account profits for changes in the Corporations credit risk At

December 31 2008 the Corporations cumulative credit risk valuation

adjustment that was netted against the derivative liabilities balance was

$573 million

Credit Derivatives

The Corporation enters into credit derivatives primarily to facilitate clieht

transactions and to manage credit risk exposures Credit derivatives

derive value based on an underlying third party-referenced obligation or

portfolio
of referenced obligations and generally require the Corporation

as the seller of credit protection to make payments to buyer upon the

occurrence of predefined credit event Such credit events generally

include bankruptcy of the referenced credit entity and failure to pay under

the obligation as well as acceleration of indebtedness and payment

repudiation or moratorium For credit derivatives based on portfolio of

referenced credits or credit indices the Corporation may not be required

to make payment until specified amount of loss has occurred and/or

may only be required to make payment up to specified amount

Credit derivative instruments in which the Corporation is the seller of

credit protection and their expiration at December 31 2008 are summar

ized in the table below These instruments have been classified as

investment and non-investment grade based on the credit quality of the

underlying reference name within the credit derivative

For most credit derivatives the notional value represents the max

imum amount payable by the Corporation However the Corporation does

not exclusively monitor its exposure to credit derivatives based on

notional value because this measure does not take into consideration the

probability of occurrence As such the notional value is not reliable

indicator of the Corporations exposure to these contracts Instead risk

framework is used to define risk tolerances and establish limits to help to

ensure that certain credit risk-related losses occur within acceptable

predefined limits

The Corporation may economically hedge its exposure to credit

derivatives by entering into variety of offsetting derivative contracts and

security positions For example in certain instances the Corporation may

purchase credit protection with identical underlying referenced names to

offset its exposure At December 31 2008 the carrying value and

notional value of credit protection sold in which the Corporation held

purchased protection with identical underlying referenced names was

$92.4 billion and $819.4 billion

ALM Activities

Interest rate contracts and foreign exchange contracts are utilized in the

Corporations ALM activities The Corporation maintains an overall inter

est rate risk management strategy that incorporates the use of interest

rate contracts to minimize significant fluctuations in earnings that are

caused by interest rate volatility
The Corporations goal is to manage

interest rate sensitivity so that movements in interest rates do not sig

nificantly adversely affect net interest income As result of interest rate

fluctuations hedged fixed-rate assets and liabilities appreciate ordepreci

ate in market value Gains or losses on the derivative instruments that

are linked to the hedged fixed-rate assets and liabilities are expected to

substantially offset this unrealized appreciation or depreciation Interest

income and interest expense on hedged variable-rate assets and

liabilities increase or decrease as result of interest rate fluctuations

Gains and losses on the derivative instruments that are linked to these

hedged assets and liabilities are expected to substantially offset this

variability in earnings

Interest rate contracts which are generally non-leveraged generic inter

est rate and basis swaps options and futures allow the Corporation to

manage its interest rate risk position Non-leveraged generic interest rate

swaps involve the exchange of fixed-rate and variable-rate interest pay

ments based on the contractual underlying notional amount Basis swaps

involve the exchange of interest payments based on the contractual under

lying
notional amounts where both the pay rate and the receive rate are

floating
rates based on different indices Option products primarily consist

of caps floors and swaptions Futures contracts used for the Corpo

rations ALM activities are primarily index futures providing for cash pay

ments based upon the movements of an underlying rate index

The Corporation uses foreign currency contracts to manage the foreign

exchange risk associated with certain foreign currency-denominated

assets and liabilities as well as the Corporations investments in foreign

subsidiaries Foreign exchange contracts which include spot and forward

contracts represent agreements to exchange the currency of one country

for the currency of another country at an agreed-upon price on an agreed-

upon settlement date Exposure to loss on these contracts will increase

or decrease over their respective lives as currency exchange and interest

rates fluctuate

Maximum Less than One One to Three to Over Five Carrying

Dollars in millions
Payout/Notional Year Three Years Five Years Years Value

Investment grade
801886 $1039 $13062 $32594 $29153 75848

Non-ineestment grade 198148 1483 9222 19243 13012 42960

Total $1000034 $2522 $22284 $51837 $42165 $118808

111 Eaclodes total return swaps as they are not specifically linked to credit loden or credit event

121 The Corporativn considers ratings of BBB or higher to meet the definition of investment grade

131 Includes nonrated credit derivative instruments
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Fair Value Cash Flow and Net Investment Hedges
The Corporation uses various types of interest rate and foreign exchange

derivative contracts to protect against changes in the fair value of its

assets and liabilities due to fluctuations in interest rates and exchange

rates fair value hedges The Corporation also uses these types of con

tracts to protect against changes in the cash flows of its assets and

liabilities and other forecasted transactions cash flow hedges During

the next 12 months net losses on derivative instruments included in

accumulated OCI of approximately $1.2 billion $786 million after-tax are

expected to be reclassified into earnings These net losses reclassified

into earnings are expected to reduce net interest income related to the

respective hedged items

At December 31 2008 and 2007 both the amortized cost and fair

value of held-to-maturity debt securities was $685 million and $726 mil

lion and the accumulated net unrealized gains losses on AFS debt and

marketable equity securities included in accumulated OCI were $2.0 bil

lion and $6.6 billion net of the related income tax expense benefit of

$1.1 billion and $3.7 billion

During 2008 and 2007 the Corporation recognized $4.1 billion and

$398 million of other-than-temporary impairment losses on AFS debt and

marketable equity securities These other-than-temporary impairment

The following table summarizes certain information related to the

Corporations derivative hedges accounted for under SFAS 133 for 2008
2007 and 2006

The Corporation hedges its net investment in consolidated foreign

operations determined to have functional currencies other than the U.S

dollar using forward foreign exchange contracts that typically settle in 90

days as well as by issuing foreign-denominated debt The Corporation

recorded net derivative gain of $2.8 billion in accumulated OCI asso

ciated with net investment hedges for 2008 as compared to net

derivative losses of $516 million and $475 million for 2007 and 2006

losses were comprised of $3.5 billion and $398 million on AFS debt

securities during 2008 and 2007 and $661 million on AFS marketable

equity securities during 2008 No such losses on AFS marketable equity

securities were recognized during 2007 At December 31 2008 and

2007 the Corporation had nonperforming AFS debt securities of $291

million and $180 million

During 2008 the Corporation reclassified $12.6 billion of AFS debt

securities to trading account assets in connection with the Countrywide

acquisition as the Corporation realigned its AFS portfolio Further the

iDollarsin millions 2008 2007 2006

Fair value hedges

Hedge ineffectiveness recognized in net interest income $28 $55 $23
Cash flow hedges

Hedge ineffectiveness recognized in net interest income
18

Net
gains on transactions which are probable of not occurring recognized in other income 18

Note Securities

The amortized cost gross unrealized gains and losses in accumulated OCI and fair value of AFS debt and marketable equity securities at

December 31 2008 and 2007 were

Gross Gross

Amortized Unrealized Unrealized

IDullans in millions Cost Gains Losses Fair Value

Available-for-sale debt securities December 31 2008
U.S

Treasury securities and agency debentures
4540 121 14 4647

Mortgage-backed securities
235137 3924 9483 229578

Foreign securities
5675 678 5003

Corporate/Agency bonds
5560 31 1022 4569

Other taxable securities 12
24832 11 1300 23543

Total taxable securities
275744 4093 12497 267340

Tax-exempt securities
10501 44 981 9564

Total available-for-sale debt securities
$286245 4137 $13478 $276904

Available-for-sale marketable equity securities 131

18892 7717 1537 25072

Available-for-sale debt securities December 31 2007

U.S Treasury securities and agency debentures 749 10 759

Mortgage-backed securities 111

166768 92 3144 163716
Foreign securities

6568 290 101 6757
corporate/Agency bonds

3107 76 3033
Other taxable securities2

24608 69 84 24593

Total taxable securities
201800 463 13405 198858

Tax-exempt securities
14468 73 69 14472

Total available-for-sale debt securities
$216268 536 3474 $213330

Available-for-sale marketable equity securities
6562 $13530 1352 19740

I- The malurity of securities were issued by U.S government-backed orguveroment-spunsored enterprises
21 Includes ABS

131 Represents those AFS marketable equity-securities thet are recorded in uther assets on the Cunsulidated Balance Sheet At December 31 2008 and 2007 apprssimutely $19.7 billiun and $16.2 billion of the fuir

ualue balance including $7.7 bitiun and $13.4 billion of unrealized gain represents China Construction Bank ICCBI shares
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Corporation transferred approximately $1.7 billion of leveraged lending

bonds from trading account assets to AFS debt securities due to the

Corporations decision to hold these bonds for the foreseeable future

The table above presents the current fair value and the associated

gross unrealized losses only on investments in securities with gross

unrealized losses at December 31 2008 and 2007 The table also dis

closes whether these securities have had gross unrealized losses for

less than twelve months or for twelve months or longer

The impairment of AFS debt and marketable equity securities is based

on variety
of factors including the length of time and extent to which

the market value has been less than cost the financial condition of the

issuer of the security and the Corporations intent and ability to hold the

security to recovery

At December 31 2008 the amortized cost of approximately 12000

AFS securities exceeded their fair value by $15.0 billion Included in the

$15.0 billion of gross unrealized losses on AFS secLirities at

December 31 2008 was $10.6 billion of gross unrealized losses that

have existed for less than twelve months and $4.5 billion of gross unreal

ized losses that have existed for period of twelve months or longer Of

the gross unrealized losses existing for twelve months or more $2.7 bil

lion or 60 percent of the gross unrealized loss is related to approx

imately 400 mortgage-backed securities primarily due to continued

deterioration in collateralized mortgage obligation values driven by lack

of market liquidity
In addition of the gross unrealized losses existing for

twelve months or more $1.0 billion or 23 percent of the gross unreal

ized loss is related to approximately 300 AFS marketable equity secu

ritiŁs
primarily

due to the overall decline in the market during 2008 The

Corporation has the ability and intent to hold these securities for period

of time sufficient to recover all gross unrealized losses

The Corporation had investments in AFS debt securities from Fanrue

Mae Freddie Mac and Ginnie Mae that exceeded 10 percent of con

solidated shareholders equity as of December 31 2008 These invest

ments had market values of $104.1 billion $46.9 billion and $44.6

billion at December 31 2008 and total amortized costs of $102.9 billion

$46.1 billion and $43.7 billion respectively The Corporation had invest

ments in AFS debt securities from Fannie Mae and Freddie Mac that

exceeded 10 percent of consolidated shareholders equity as of

December 31 2007 These investments had market values of $100.8

billion and $43.2 billion at December 31 2007 and total amortized costs

of $102.9 billion and $43.9 billion The Corporations investments in AFS

debt securities from Ginnie Mae did not exceed 10 percent of con

solidated shareholders equity as of December 31 2007

Securities are pledged or assigned to secure borrowed funds govern

ment and trust deposits and for other purposes The carrying value of

pledged securities was $158.9 billion and $107.4 billion at

December 31 2008 and 2007

The expected maturity distribution of the Corporations mortgage-

backed securities and the contractual maturity distribution of the Corpo

rations other debt securities and the yields of the Corporations AFS

debt securities portfolio at December 31 2008 are summarized in the

following table Actual maturities may differ from the contractual or

expected maturities since borrowers may have the right
to prepay obliga

tions with or without prepayment penalties

Less than twelve months

Gross

Fair Value

Twelve months or longer

Gross

Unrealized

Losses

Total

Gross

DoUars fl miIIons

Available-for-sale debt securities as of December 31 2008

U.S Treasury securities and agency debentures

Mortgage-backed securities

Foreign
securities

Corporate/Agency bonds

Other taxable securities

Total taxable securities

Tax-exempt securities

Total temporarily-impaired available-for-sale debt securities

Temporarily-impaired available-for-sale marketable equity securities

Total temporarily-impaired available-for-sale securities

Available-for-sale debt securities as of December 31 2007

Mortgage-backed securities

Foreign
securities

Corporate/Agency bonds

Other taxable securities
______________ ________

Total taxable securities

Tax-exempt securities

Total temporarily-impaired
available-for-sale debt securities

Temporarily-impaired available-for-sale marketable equity securities

Total temporarily-impaired available-for-sale securities

Unrealized
Unrealized

Fair Value Losses Fair Value Losses

306 14 306 14

22350 6788 11649 2695 33999 9483

3491 562 1126 116 4617 6713

2573 934 666 88 3239 1022

12870 1077 501 223 13371 1300

41590 9375 13942 3122 55532 12497

6386 682 1540 299 7926 981

47976 10057 15482 3421 63458 13478

3431 499 1555 1038 4986 1537

51407 $10556 17037 4459 68444 $15015

$10103 4381 $140600 827061 $150703 3144

357 188 2129 1131 2486 1011

127 2181 74 2308 76

622 25 712 59 1334 184

11209 5531 145622 12852 156831 34051

2563 166 505 3068 69

13772 6191 146127 2855 159899 34741

2353 322 57 30 2410 352

$16125 941 $146184 $128851 $162309 3826
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December 312008

The components of realized gains and losses on sales of debt secu

rities for 2008 2007 and 2006 were

Dollars ons 2008 2007 2006

Gross gains $1367 $197 87

Gross losses 243 17 530

Net gains losses on sales of

debt securities $1124 $180 $443

The income tax expense benefit attributable to realized net gains

losses on debt securities sales was $416 million $67 million and

$163 million in 2008 2007 and 2006 respectively

Certain Corporate and Strategic Investments

At December 31 2008 and 2007 the Corporation owned approximately

19 percent or 44.7 billion common shares and eight percent or 19.1

billion common shares of CCB The initial investment of 19.1 billion

common shares is accounted for at fair value and recorded as AFS mar

ketable equity securities in other assets with an offset to accumulated

DCI These shares became transferable in October 2008 During 2008

under the terms of the purchase option the Corporation increased its

ownership by purchasing approximately 25.6 billion common shares or

$9.2 billion of CCB These recently purchased shares are accounted for

at cost are recorded in other assets and are non-transferable until

August 2011 At December 31 2008 and 2007 the cost of the CCB

investment was $12.0 billion and $3.0 billion and the carrying value was

$19.7 billion and $16.4 billion Dividend income on this investment is

recorded in equity investment income

Additionally the Corporation owned approximately 171.3 million and

137.0 million of preferred shares and 51.3 million and 41.1 million of

common shares of Banco ltal Holding Financeira S.A Banco Itali at

December 31 2008 and 2007 This investment in Banco ltaü is

accounted for at fair value and recorded as AFS marketable equity secu

rities in other assets with an offset to accumulated DCI Prior to the

second quarter of 2008 these shares were accounted for at cost Divi

dend income on this investment is recorded in equity investment income

At December 31 2008 and 2007 the cost of this investment was $2.6

billion and the fair value was $2.5 billion and $4.6 billion

At December 31 2008 and 2007 the Corporation had 24.9 per

cent or $2.1 billion and $2.6 billion investment in Grupo Financiero

Santander S.A the subsidiary of Grupo Santander S.A This investment

is recorded in other assets and is accolinted for under the equity method

of accounting with income being recorded in equity investment income

For additional information on securities see Note Summary of

Significant Accounting Principles to the Consolidated Financial State

ments

Due after five years

through ten years

Amount Yield Amount Yield

Due in one Due after one year

year or less through five
years

Do am in millions Amount Yield 11

Fair value of available-for-sale debt

securities

u.s Treasury securities and agency

debentures 167 2.45%

Mortgage-backed securities 3029 4.71

Foreign securities 543 4.89

Corporate/Agency bonds 197 4.48

Other taxable securities 17909 2.47

Total taxable securities 21845 2.90

Tax-exempt securities 142 5.41

Total available-for-sale debt securities $21987 2.92

Due after ten years

Aiount Yield 11

Total

niount
Yield

Amortized cost of available-for-sale debt

Securities

11 Yields are calculated based on the xmortmzed cost of the securities

Yields of too-exempt securities are calculated on fully taxable-equivalent IFTEI basis

$23150

1077 4.89% 2366 5.14% 1037 5.40% 4647 5.04%

25953 7.99 116770 5.21 83826 5.55 229578 5.68

2582 5.96 17 4.56 1861 6.37 5003 6.02

1369 5.03 2818 10.44 185 6.23 4569 8.65

5158 4.87 193 5.09 283 6.76 23543 3.11

36139 7.24 122164 5.36 87192 5.58 267340 5.50

836 5.91 1761 6.37 6825 6.87 9564 6.69

$36975 7.22 $123925 5.38 $94017 5.68 $276904 5.55

41879 125537 $95679 $286245
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Note 6- Outstanding Loansand Leases

Outstanding loans and leases at December 31 2008 and 2007 were

The Corporation mitigates portion of its credit risk in the residential

mortgage portfolio through synthetic securitizations which are cash collat

eralized and provide mezzanine risk protection which will reimburse the

Corporation in the event that losses exceed 10 bps of the original pool

balance As of December 31 2008 and 2007 $109.3 billion and

$140.5 billion of mortgage loans were protected by these agreements As

of December 31 2008 $146 million of credit and other related costs

recognized in 2008 are reimbursable by these structures In addition the

Corporation has entered into credit protection agreements with

government-sponsored enterprises on $9.6 billion and $32.9 billion as of

December 31 2008 and 2007 providing full protection on conforming

residential mortgage loans that become severely delinquent These struc

tures provided risk mitigation for approximately 48 percent and 63 per

cent of the residential mortgage portfolio at December 31 2008 and

2007

Nonperforming Loans and Leases

The following table presents the recorded loan amounts for commercial

loans without consideration for the specific component of the allowance

for loan and lease losses which were considered individually impaired in

accordance with SFAS 114 at December 31 2008 and 2007 SFAS 114

defines impairment to include performing loans which had previously

been accounted for as troubled debt restructuring and excludes all

commercial leases

mpaked Loans

December31

Dollars in millions
2008 2007

Commercial

Commercial domestic 11 $2257 $10i8

Commercial real estate 3906 1099

Commercial foreign
290 19

Total impaired loans $6453 $2136

Impaired loans include loans that have been modified in troubled debt

restructurings where concessions to borrowers who experienced financial

difficulties have been granted Troubled debt restructurings typically
result

from the Corporations loss mitigation activities and could include rate

reductions payment extensions and principal forgiveness Troubled debt

restructurings on commercial loans totaled $57 million and $74 million at

December 31 2008 and 2007 of which $44 million and $30 million

were classified as nonperforming

Dollars in millions

Consumer

Residential mortgage

Home equity

Discontinued real estate

Credit card domestic

Credit card foreign

Direct/Indirect consumer

Other consumer 13

Total consumer

Commercial

Commercial domestic

Commercial real estate

Commercial lease financing

Commercial foreign

Total commercial loans

Commercial loans measured at fair value

Total commercial

December31

2008 2007

$247999 $274949

152547 114820

19981 n/a

64128 65774

17146 14950

83436 76538

3442 4170

588679 551201

Total loans and leases

219233 208297

64701 61298

22400 22582

31020 28376

337354 320553

5413 4590

342767 325143

$931446 $876344

111 Includes $18.2 billion of pay option loans and $1.8 billion of subpnime loans obtained as part of the acquisition of countride The corporation no longer originates these products

121 Includes foreign consumer loans of $1.8 billion and $3.4 billion at December 31 2008 and 2007

131 Includes consumer finance loans of $2.6 billion and $3.0 billion and other foreign consumer loans of $618 million and $829 million at December 31 2008 and 2007

41 Includes small business commercial domestic loans primarily card-related of $19.1 billion and $19.3 billion at December 31 2008 and 2007

51 Includes domestic commercial real estate loans of $63.7 billion and $60.2 billion and foreign commercial real estate loans of $979 million and $1.1 billion at December 31 2008 and 2007

01 certain commercial loans are measured at fair value in accordance with SFAS 159 and include commercial domestic loans of $3.5 billion and $3.5 billioi commercial foreign buns of $1.7 billion and $790 million

and commercial real estate loans of $203 million and $304 million at December 31 2008 and 2007 See Note 19 Fair Value Disclosures to the consolidated Financial Statements for additional discussion of fair

value for certain financial instruments

n/a not applicable

Ill Includes small business commercial domestic loans of $205 million ard $152 million at

December 31 2008 and 2007

21 lncludeo performing commercial troubled debt restructarings of $13 million and $44 million at

December 31 2008 and 2007
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In addition to the commercial impaired loans included in the preceding

table the Corporation recorded $903 million of consumer impaired loans

at December 31 2008 that are individually impaired and restructured in

troubled debt restructuring Included in this amount were $529 million of

residential mortgage $303 million of home equity and $71 million of

discontinued real estate These impaired loans exclude loans that were

written down to fair value at acquisition within the scope of SOP 03-3

which is discussed in more detail below Included in consumer impaired

loans are performing troubled debt restructurings of $320 million for resi

dential mortgage $1 million for home equity and $66 million for dis

continued real estate at December 31 2008 There were no material

consumer impaired loans at December 31 2007 At December 31 2008

the Corporation had commitments of $123 million to lend additional

funds to debtors whose terms have been modified in commercial or

consumer troubled debt restructuring

The average recorded investment in the commercial and consumer

impaired loans for 2008 2007 and 2006 was approximately $5.0 billion

$1.2 billion and $722 million respectively At December 31 2008 and

2007 the recorded investment in impaired loans requirifig an allowance

for loan and lease losses per SFAS 114 guidelines was $5.4 billion and

$1.2 billion and the related allowance for loan and lease losses was

$720 million and $123 million For 2008 2007 atd 2006 interest

income recognized on impaired loans totaled $105 niillion $130 million

and $36 million respectively

At December 31 2008 and 2007 nonperform1g loans and leases

which exclude performing troubled debt restructurilgS and acquired loans

that were accounted for under SOP 03-3 totaled $16.4 billion and $5.6

billion In addition there were consumer and commercial nonperforming

LHFS of $1.3 billion and $188 million at December 31 2008 and 2007

In addition the Corporation works with customers that are experienc

ing financial difficulty through renegotiating credit card and direct/indirect

consumer loans while ensuring complance with Federal Financial

Institutions Examination Council guidelines At December 31 2008 and

2007 the Corporation had renegotiated credit card domestic held loans

of $2.3 billion and $1.6 billion credit card foreign held loans of $527

million and $483 million and direct/indirect loans of $1.4 billion and

$810 million These renegotiated loans are not considered non-

performing

Countrywide SOP 03-3

Loans acquired with evidence of credit quality deterioration since origi

nation and for which it is probable at purchase that the Corporation will

be unable to collect all contractually required payments are accounted for

under SOP 03-3 For additional information on the accounting under SOP

03-3 see the Loans and Leases section of Note Summary of Sig

nificant Accounting Principles to the Consolidated Financial Statements

The SOP 03-3 portfolio associated with the acquisition of LaSalle did not

materially impact results during 2008 and is excluded from the following

discussion

As of
July

2008 and December 31 2008 Countrywide acquired

loans within the scope of SOP 03-3 had an unpaid principal
balance of

$58.2 billion and $55.4 billion and carrying value of $44.2 billion and

$42.2 billion The following table provides details on loans obtained in

connection with the Countrywide acquisition within the scope of SOP

03-3

Acquired Loan Information as of July 2008

Dollars fl millions
Countrywide

Contractually required payments including interest 83864

Less Nonaccretable difference 20157

Cash flows expected to be collected 63707

Less Accretable yield 19549

Fair value of loans acquired 44158

11 Loan information as of countrffside acquisition date July 2008

Represents undiscounted eopected pnncipal and interest cast flows at acquisition

Under SOP 03-3 the excess of cash flows expected at acquisition

over the estimated fair value is referred to as the ccretabIe yield and is

recognized in interest income over the remaining life of the loans The

difference between contractually required payments at acquisition and the

cash flows expected to be collected at acquisition is referred to as the

nonaccretable difference Changes in the expected cash flows from the

date of acquisition will either impact the accretable yield or result in

charge to the provision for credit losses Subsequent decreases to

expected principal cash flows will result in charge to provision for credit

losses and corresponding increase to allowance for loan and lease

losses Subsequent increases in expected principal cash flows will result

in recovery of any previously recorded allowance for loan losses to the

extent applicable and reclassification from nonaccretable difference to

accretable yield for any remaining increase All changes in expected inter

est cash flows will result in reclassifications to/from nonaccretable differ

ences

The following table provides activity for the accretable yield of loans

acquired from Countrywide within the scope of SOP 03-3 for the six

months ended December 31 2008 During 2008 the Corporation

recorded $750 million provision for credit losses establishing corre

sponding allowance for loan and lease losses at December 31 2008

This provision for credit losses represents deterioration in the Country

wide SOP 03-3 portfolio subsequent to the July
2008 acquisition date

The reclassification to nonaccretable difference of $4.4 billion includes

the impact of increased prepayment speeds lower interest rates on

variable rate loans and principal reductions due to credit deterioration

Accretable Yield Activity

Six Months Ended

December 31 2008

$19549

1667
589

4433

$12860

11 The beginning balance represents the accretable yield of loans acquired from coantrsvide at July

2008

Nonaccretable difference represents gross contractually required payments including interest less

espected cash flows

Dollars in millions

Accretable yield beginning balance Cl

Accretions

Disposals

Reclassifications to nortaccretable difference

Accretable yield December 31 2008

Bank of America 2008 139



Note Securitizations

The Corporation routinely securitizes loans and debt securities These

securitizations are source of funding for the Corporation in addition to

transferring the economic risk of the loans or debt securities to third par

ties In securitization various classes of debt securities may be issued

and are generally collateralized by single class of transferred assets

which most often consist of residential mortgages but may also include

commercial mortgages credit card receivables home equity loans auto

mobile loans or mortgage-backed securities The securitized loans may be

servit ed by the Corporation or by third parties With each securitization

the Corporation may retain portion of the securities subordinated

tranches interest-only strips subordinated interests in accrued interest

and fees on the securitized receivables and in some cases over

collateralization and cash reserve accounts all of which are called

retained interests These retained interests are recorded in other assets

AFS debt securities or trading account assets and are carried at fair

value or amounts that approximate fair value with changes recorded in

income or accumulated CCI Changes in the fair value of credit card

related interest-only strips are recorded in card income In addition the

Corporation may enter into derivatives with the securitization trust to miti

gate the trusts interest rate or foreign exchange risk These derivatives

are entered into at market terms and are generally senior in payment The

Corporation also may serve as the underwriter and distributor of the

securitization serve as the administrator of the trust and from time to

time make markets in securities issued by the securitization trusts For

more information related to Qerivatives see Note Derivatives to the

Consolidated Financial Statem6nts

First Lien Mortgage-related Securitizations

The Corporation securitizes portion of its residential mortgage loan origi

nations in conjunction with or shortly
after loan closing In addition the

Corporation may from time to time securitize commercial mortgages and

first lien residential mortgages that it originates or purchases from other

entities

The following table summarizes selected information related to mortgage securitizations for 2008 and 2007

Residential Mortgage

Non-Agency

Commercial

Agency Prime Subprime Ait-A Mortgage

Dollars in mfflions 2008 2007 2008 2007 2008 11 2007 2008 2007 2008 2007

Cash proceeds from new

securitizations 123653 50866 1038 $17499 1377 745 3557 $15409

Gains on securitizations 34 25 52 27 24 29 103

Cash flows received on residual

interests 33

Principal balance outstanding 56 1123916 192627 111683 44565 57933 136027 12157 55403 47587

Senior securities held 13815 4702 4926 5261 121 2946 553 184 584

Subordinated securities held 43 143 18 36 136 77

Residual interests held
13 13

The cash proceeds related to the nov-agency subprime aecuritization were received during 2007 however this uecuritization did not achieve sale accounting until 2008

121 The corporation sells residential mortgage loans to government-sponsored agencies in the normal course of business and receives mortgage-bucked securities in exchange These mortgage-backed securities are they

subsequently sold into the market to third party investors for cash proceeds

131 Net of hedges

141 Substantially all of the residential mortgages
secunitized are initially classified as LHFS and recorded at fair value uoder SFAS 159 As such gains are recognioed on these LHFS prior to securitizatiov During 2008 and

2007 the Corporation recognized $1.6 billion and $212 million of gains on these LHFS

151

Generally the Corporation as transferor will service the soid loans and thus recognize an MSR upon securitization See additional information to follow related to the Corporations role as servicer and Note 21

Mortgage Servicing Rights to the Consolidated Financial Statements

ll The increase in principal balance outstanding at December 31 2008 from the prior year was due to the addition of Cosntra4de securitizatlons

Note 7- Allowance for Credit Losses

The following table summarizes the changes in the allowance for credit losses for 2008 2007 and 2006

Dollars millions

2008 2007 2006

Allowance for loan and lease losses January 11588 9016 8045

Acustment due to the adoption of SFAS 159 132

Loans and leases charged off 17666 17730 5881

Recoveries of loans and leases previously charged off 1435 1250 1342

Net charge-offs
16231 6480 4539

Provision for loan and lease losses 26922 8357 5001

Other 792 727 509

Allowance for loan and lease losses December31 23071 11588 9016

Reser6e for unfunded lending commitments January
518 397 395

Acustment due to the adoption of SEAS 159 28

Provision for unfunded lending commitments 97 28

Other 121
121

Reserve for unfunded lending commitments December31 421 518 397

Allowance for credit losses December31 23492 $12106 9413

Ill The 2008 amount includes the $1.2 billion addition of the Countride allowance for loan losses as of July 2008 The 2007 amount includes the $725 million and $25 million additions of the LaSalle and U.S Trust

Corporahon allowance for loan looses as of October 12007 and July 2007 The 2006 amount includes the $577 million addition otthe MBNA allowance for loan losses as of January 2006

121 The 2007 amount includes the $124 million addition of the LaSalle reserve for unfunded lending commitments as of October 2007
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The following table summarizes the balance sheet classification of the Corporations residential and commercial mortgage senior and subordinated

securities held at December 31 2008 and 2007

Total senior securities

Subordinated securities

Trading account assets

Available-for-sale debt

securities

Total subordinated

securities 43

Residential_Mortgage

Non-Agency

ill As holder of these securities the Corporation receives scheduled interest and principal payments accordingly During 2008 and 2007 there were no significant impairments recorded on those securities classified as
AF5 debt securities

121 At December 31 2008 and 2007 $13.8 billion and $4.7 billion of the agency senior securities were valued using quoted market prices and $13 million were valued using model valuations at December 31 2008 At
December 31 2008 and 2007 $4.3 billion and $4.7 billion of the

non-agency prime senior securities were valued using quoted market prices and $661 million and $583 million were valued using model valuations At
December 31 2008 all of the non-agency vubprime senior vecurities were valued using model valuations At December 31 2008 and 2007 $2.4 billion and $553 million of the non-agency Alt-A senior securities were
valued using quoted market prices and $541 million were valued using model valuations at December 31 2008 At December 31 2008 and 2007 $16 million and $0 of the commercial mortgage senior securities
were valued using quoted market prices and $168 million und $584 million were valued using model valuations

13 At December 31 2008 and 2007 $23 million and $141 million of the non-agency prime subordinated securities were valued using qaoted market prices and $20 million and $2 million were valued using model
valuations At December 31 2008

all of the non-agency subprime and
non-agency Alt-A subordinated securities were valued usieg model valuations At December 31 2007 all of the non-agency Alt-A subordinated

securities were valued using quoted market prices At December 31 2008 and 2007 all of the commercial mortgage subordinated securities were valued using model valuations

At December 31 2008 and 2007 the Corporation had recourse obli

gations of $157 million and $150 million with varying terms up to seven

years on loans that had been securitized and sold

The Corporation sells loans with various representations and warran
ties related to among other things the ownership of the loan validity of

the lien securing the loan absence of delinquent taxes or liens against

the property securing the loan the process used in selecting the loans for

inclusion in transaction the loans compliance with any applicable loan

criteria established by the buyer and the loans compliance with appli

cable local state and federal laws Under the Corporations representa

tions and warranties the Corporation may be required to either

repurchase the mortgage loans with the identified defects or indemnify

the investor or insurer In such cases the Corporation bears any tub

sequent credit loss on the mortgage loans During 2008 the Corporation

repurchased $448 million of loans from securitization trusts as result

of the Corporations representations and warranties The Corporations

representations and warranties are generally not subject to stated limits

However the Corporations contractual
liability arises only when the

representations and warranties are breached The Corporation attempts

to limit its risk of incurring these losses by structuring its operations to

ensure consistent production of quality mortgages and servicing those

mortgages at levels that meet secondary mortgage market standards In

addition certain of the Corporations securitizations include corporate

guarantee which are contracts written to protect purchasers of the loans

from credit losses up to specified amount The losses to be absorbed

by the guarantees are recorded when the Corporation sells the loans with

guarantees The Corporation records its
liability for representations and

warranties and corporate guarantees in accrued expenses and other

liabilities and records the related expense through mortgage banking

income

In addition to the amounts included in the preceding tables during

2008 the Corporation purchased $12.2 billion of mortgage-backed secu

rities from third parties and resecuritized them as compared to $18.1

billion during 2007 Net gains which include net interest income earned

during the holding period totaled $80 million for 2008 as compared to

net gains of $13 million during 2007 At December 31 2008 and 2007

the Corporation retained $1.0 billion and $540 million of the senior secu

rities issued in these transactions which were valued using quoted mar
ket prices and recorded in trading account assets

The Corporation has retained consumer MSRs from the sale or securi

tization of mortgage loans Servicing fee and ancillary fee income on

consumer mortgage loans serviced including securitizations where we

still have continued involvement were $3.3 billion and $810 million dur

ing 2008 and 2007 Servicing advances on consumer mortgage loans

including secunitizations where we still have continuing involvement were

$8.8 billion and $323 million at December 31 2008 and 2007 In addi

tion the Corporation has retained commercial MSRs from the sale or

securitization of commercial mortgage loans Servicing fee and
ancillary

fee income on commercial mortgage loans serviced including securitiza

tions where we still have continued involvement were $40 million and

$11 million during 2008 and 2007 Servicing advances on commercial

mortgage loans including securitizations where we still have continuing

involvement were $14 million and $13 million at December 31 2008

and 2007 For more information on MSRs see Note 21 Mortgage Set
icing Rights to the Consolidated Financial Statements

Dollars in millionsi

Senior securities 21

Trading account assets

Available-for-sale debt

Securities

Agency Prime Subprime

2008 2007 2008 2007 2008 2007

$1308 $367

12507 4702 4559

$13815 $4702 $4926

Alt-A

2008 2007

Commercial

Mortgage

2008 2007

23

20

$1254 278 12 $168 $584

4007 121 2668 541 16

$5261 $121 $2946 $553 $184 $584

141 36 $136 77

17

$143 $4 18 $36 $136 $77
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Credit Card Securitizations

The Corporation maintains interests in credit card securitization vehicles These retained interests include senior and subordinated securities interest-

only strips subordinated interests in accrued interest and fees on the securitized receivables and cash reserve accounts The following table summa

rizes selected information related to credit card securitizations for 2008 and 2007

Credit Card

Dollars in millions

20082007

Cash proceeds from new securitizations

20148 $19851

Gains on securitizationS

81 117

Collections reinvested in revolving period securitizatlons
162332 178556

Cash flows received on residual interests
5771 6590

Principal balance outstanding

114141 114450

Senior securities held 23
4965

Subordinated securities held 23
1837 424

Residual interests held

2233 2766

101

Principal balance outstanding represents the principal balance of credit card receivables that have been legally isolated from the corporation including those loans that are still held on the corporatIons balance sheet

i.e sellers interest

121 As holder of these securities the Corporation receives scheduled interest and principal payments accordingly oaring 2008 and 2007 there were no significant impairments recorded on those securities classified as

AFS debt securities

131 Held senior and subordinated securities issued by credit card secaritization vehicles are valued using quoted market prices and were all classified as AFS debt securities at December 31 2008 and 2007

141 Residual interests include interest-only strips of $74 million The remainder of the residual interests are subordinated intemsts in accrued interest and fees on the securitized receivables and cash reserve accounts

which are carried at fair value or amounts that approsimate fair value and are not sensitive to favorable and adverse fair value changes in payment rates expected credit losses and residual cash flows discount rates

The residual interests were valued using model valuations and are classified in other assets

At December 31 2008 and 2007 there were no recognized servicing original issuance date This extension would cause the outstanding

assets or liabilities associated with any of these credit card securitization commercial paper to convert to an interest-bearing note and subsequent

transactions The Corporation recorded $2.1 billion in servicing fees credit card receivable collections would be applied to the outstanding

related to credit card securitizations during both 2008 and 2007 note balance If any of the investor notes are still outstanding at the end

During the second half of 2008 the Corporation entered into liquid-
of the extended maturity period our liquidity

commitment obligates the

ity support agreement related to the Corporations commercial paper Corporation to purchase maturity notes in order to retire the investor

program that obtains financing by issuing tranches of commercial paper notes As maturity note holder the Corporation would be entitled to the

backed by credit card receivables to third party investors from trust remaining cash flows from the collateralizing credit card receivables At

sponsored by the Corporation If certain criteria are met such as not December 31 2008 there were no maturity notes outstanding and the

being able to reissue the commercial paper due to market illiquidity the Corporation held $5.0 billion of investment grade securities in AFS debt

commercial paper maturity dates can be extended to 390 days from the securities issued by the trust due to illiquidity
in the marketplace

Sensitivity Analysis

Key economic assumptions used in measuring the fair value of certain residual interests that continue to be held by the Corporation in credit card

securitizations and the sensitivity of the current fair value of residual cash flows to changes in those asumptions are as follows

Credit Card

December 31

Dollars in millionsl

2008 2007

Carrying amount of residual interests at fair value
12 $2233 $2766

Weighted average life to call or maturity in years

0.3 0.3

Monthly payment rate

10.7-13.9% 11.646.6%

Impact on fair value of 10% favorable change

51

Impact on fair value of 25% favorable change

22 158

lmpact.on fair value of 10% adverse change

35

Impact on fair value of 25% adverse change

14 80

WeIghted average expected credit loss rate annual rate

9.0% 5.3%

Impact on fair value of 10% favorable change

296 141

Impact on fair value of 25% favorable change

741 374

Impact on fair value of 10% adverse change
26 133

Impact on fair value of 25% adverse change

57 333

Residual cash flows discount rate annual rate

13.5% 11.5%

Impact on fair value of 100 bps favorable change

Impact on fair value of 200 bps favorable change

13

Impact on fair value of 100 bps adverse change

12

Impact on fair value of 200 bps adverse change

10 23

Ill Residual interests include subordinated interests in accrued interest and fees on the secaritized receivables cash reserve accounts and interest-only utripa which are camed affair value or amounts that approximate

fair value

121 At December 31 2008 and 2007 $74 million and $400 million of residual interests were sensitive to favorable and adverse fair value changes in payment rates eopected credit losses and residual cash flows

discount rates The amount of thu adverse change has been limited to the recorded amount of the residual interests where the hypothetical change exceeds its value
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The sensitivities in the preceding table are hypothetical and should be Corporation is calculated without changing any other assumption In real-

used with caution As the amounts indicate changes in fair value based ity changes in one factor may result in changes in another which might

on variations in assumptions generally cannot be extrapolated because magnify or counteract the sensitivities Additionally the Corporation has

the relationship of the change in assumption to the change in fair value the ability to hedge interest rate risk associated with retained residual

may not be linear Also the effect of variation in particular assump- positions The sensitivities in the previous table do not reflect any hedge

tion on the fair value of an interest that continues to be held by the strategies that may be undertaken to mitigate such risk

Home Equity Automobile

Dollars in millions 2008 2007 2008 2007

Cash proceeds from new securitizations $363 741

Losses on securitizations
1201 31

Collections reinvested in
revolving period securitizations 235 41

Repurchase of loans from trust 128 184

Cash flows received on residual interests 27 115

Principal balance outstanding 34169 8776 5385 1955
Senior securities held 45 4102 1400

Subordinated securities held 46 14 383 33

Residual interests held 17 93 84 100

111 Net of hedges

21 The reporchases of loans from the trust for home equity mans during 2008was result nf the Cnrpnrstions representations and warranties and the exercise of an optional clean-up call The repurchoses of automobile

loans doring 2008 was substantially due to the exorcise stan optional clean-up call

131 The increase in principal balance outstanding at December 31 2008 from the prior year was due to the addition of Countrxvide home equity securitizations

141 As holder of these securities the Corporation receives scheduled interest and principal payments accordingly During 2008 and 2007 there were no significant impairments recorded on th000 securities classified as

AFS debt securities

151 substantially all of the held senior securities issued by these oecuritization vehicles are valued using quoted market prices At December 31 2007 all of the senior securities issued by home equity securitization

eehicles were classified as trading account assets At December 31 2008 and 2007 substantially all of the senior securities issued by the automobile securitizotion vehicle were classified as AFS debt securities

101 At December 31 2008 and 2007 all of the subordinated securities issued by the home equity securitization vehicles were valued using mode valuations At December 31 2008 all of the subordinated securities

issued by the home equity securitization vehicles were classified as AFS debt securities and at December 31 2007 all of these subordinated securities were classified us trading account assets At December 31

2008 all of the subordinated securities issued by the automobile securitization vehicle were classified as AFS debt securities and $330 million were valued using quoted market prices while $53 million were valued

ssing model valuations At December 31 2007 all of the subordinated securities issued by the automobile securitization vehicle were valued using model valuations and classified as trading account assets

171 Residual interests include the residual asset overcollateralization and cash reserve accounts which are carried at fair value or om050tu thot apprusimate fair value The residual interests were valued using model

valuations and substantially all are classified in other assets

Under the terms of the Corporations home equity securitizations

advances are made to borrowers when they make subsequent draw on

their line of credit and the Corporation is reimbursed for those advances

from the cash flows in the securitization During the revolving period of

the securitization this reimbursement normally occurs within short

period after the advance However when the securitization transaction

has begun its rapid amortization period reimbursement of the Corpo

rations advance occurs only after other parties in the securitization have

received all of the cash flows to which they are entitled This has the

effect of extending the time period for which the Corporations advances

are outstanding In particular if loan losses requiring draws on monoline

insurers policies which protect the bondholders in the securitization

exceed specified threshold or duration the Corporation may not receive

reimbursement for all of the funds advanced to borrowers as the senior

bondholders and the monoline insurer have priority for repayment As of

December 31 2008 the reserve for losses on expected future draw obli

gations on the home equity securitizations in or expected to be in rapid

amortization was $345 million

The Corporation has retained consumer MSRs from the sale or securi

tization of home equity loans The Corporation recorded $78 million in

servicing fees related to home equity securitizations during 2008 No

such fees were recorded during 2007 For more information on MSR5
see Note 2ii Mortgage Servicing Rights to the Consolidated Financial

Statements At December 31 2008 and 2007 there were no recognized

servicing assets or liabilities associated with any of these automobile

securitization transactions The Corporation recorded $30 million and

$27 million in servicing fees related to automobile securitizations during

2008 and 2007

Managed Asset Quality Indicators

The Corporation evaluates its credit card loan portfolio on managed basis Managed loans are defined as on-balance sheet loans as well as those

loans in revolving credit card securitizations Portfolio balances delinquency and historical loss amounts of the credit card managed loan portfolio for

2008 and 2007 are presented in the following table

At and for the Year Ended December 31 2008 At and for the Year Ended December 31 2007

Accruing Accruing

Past Net Past Net

Due 90 Charge- Due 90 Charge-

Days or offs/ Days or offal

Dollars in millions Outstandings More Losses Outstaodings More Losses

Held credit card outstandings 81274 $2565 4712 80724 $2127 $3442
Securitization impact 100960 3185 6670 102967 2757 4772

Managed credit card outstandings $182234 $5750 $11382 $183691 $4884 $8214

Other Securitizations

The Corporation also maintains interests in other securitization vehicles These retained interests include senior and subordinated securities and

residual interests The following table summarizes selected information related to home equity and automobile loan securitizations for 2008 and 2007
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Note Variable Interest Entities

In addition to the securitization vehicles described in Note Securitiza

tions and Note 21 Mortgage Servicing Rights to the Consolidated Finan

cial Statements which are typically structured as QSPEs the Corporation

utilizes SPE5 in the ordinary course of business to support its own and its

customers financing and investing needs These SPE5 are typically
struc

tured as VIEs and are thus subject to consolidation by the reporting

enterprise that absorbs the majority of the economic risks and rewards of

the VIE To determine whether it must consolidate VIE the Corporation

qualitatively analyzes the design of the VIE to identify the creators of

variability within the VIE including an assessment as to the nature of the

risks that are created by the assets and other contractual arrangements

of the VIE and identifies whether it will absorb majority of that varia

bility

In addition to the VIEs discussed below the Corporation uses VIEs

such as trust preferred securities trusts in connection with its funding

activities as described in more detail in Note 12 Short-term Borrowings

and Long-term Debt to the Consolidated Financial Statements The Corpo

ration also uses VIEs in the form of synthetic securitization vehicles to

mitigate portion of the credit risk on its residential mortgage loan portfo

lio as described in Note Outstanding Loans and Leases to the Con

solidated Financial Statements The Corporation has also provided

support to or has loss exposure resulting from its involvement with other

VIEs including certain cash funds managed within Global Wealth and

Investment Management GWIM as described in more detail in Note 13

Commitments and Contingencies to the Consolidated Financial State

ments

On December 31 2008 the Corporation adopted FSP FAS 140-4 and

FIN 46R-8 which requires additional disclosures about its involvement

with consolidated and unconsolidated VIEs and expanded the population

of VIEs to be disclosed For example an unconsolidated customer vehicle

that was sponsored by the Corporation is now included in the disclosures

because the Corporation has variable interest in the vehicle even

though that interest is not significant variable interest The following

disclosures incorporate these requirements

The table below presents the assets and liabilities of VIEs which have

been consolidated on the Corporations Balance Sheet at December 31

2008 total assets of consolidated VIEs at December 31 2007 and the

Corporations maximum exposure to loss resulting from its involvement

with consolidated VIEs as of December 31 2008 and 2007 The Corpo

rations maximum exposure to loss is based on the unlikely event that all

of the assets in the VIEs become worthless and incorporates not only

potential losses associated with assets recorded on the Corporations

Balance Sheet but also potential losses associated with off-balance

sheet commitments such as unfunded liquidity commitments and other

contractual arrangements

Consolidated VIEs

Asset

Multi-Seller Acquisition Municipal Leveraged Other

Dollars in millions

Conduits Conduits Bond Trusts CDO5 Lease Trusts Vehicles Total

Consolidated VIEs December 31 2008

Maximum loss exposure $11304 $1121 343 $2443 $5774 $3222 $24207

Consolidated Assets

Trading account assets
188 343 531

Derivative assets
931 931

Aiailable-for-sale debt securities 7771 2443 1945 12159

Held-to-maturity debt securities 605
605

Loans and leases
5829 1251 7080

All other assets 992 1420 2414

Total 9368 $1121 343 $2443 $5829 $4616 $23720

Consolidated Liabilities

Commercial paper and other short-term borrowings
9623 $1121 396 $1626 $12766

AU other liabilities 53 55 582 690

Total
9676 $1121 396 55 $2208 $13456

Consolidated VIEs December 31 2007

Maximum loss exposure
$16984 $2003 $7646 $4311 $6236 $4247 $41427

Total assets 11944 2003 7646 4464 6236 5671 37964

cash flows generated by the assets of the consolidated VIEs must generally be used to settle the specific sbliguti055 of the VIEs befdre they are available to the Corporation for general purposes

Masimum loss exposure fsr consolidated VIES includes sn-balance sheet assets net st nun-recourse liabilities plus off-balance sheet euposures It does not include looses previously recognized thruugh write-downs of

asr.ets

131 Total assets ot consolidated VIEs are reported net of intercompany balances that hove been eliminated in consolidation
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Unconsolidated VIEs

Multi- Asset Municipal Real Estate

Seller Acquisition Bond Investment Customer Other

Dollars in mijlions
Conduits Conduits Trusts CDOs Vehicles Vehicles Vehicles Total

Unconsolidated VIEs December 31 2008 111

Maximum oss exposure 21 $42046 $2622 $7145 2383 $5696 5741 $4337 $69970

Total assets of VIEs
--

27922 2622 7997 2570 5980 6032 7280 60403

On-Balance Sheet Assets

Tradng account assets 688 732 2877 145 4444

Derivative assets 293 379 2864 3542

Available-for-sale debt securities 1039 1044

Loans and leases 388 1004 1392

All other assets 23 4996 1765 6784

Total 412 294 $1067 1777 $4996 5741 $2919 $17206

On-Balance Sheet Liabilities

Derivative liabilities 293 27 57 85 462

All other liabilities
1632 80 1712

Total
293 27 57 $1632 165 2174

Unconsolidated VIEs December 31 2007 11

Maximum loss exposure 121 $47335 $6399 $6341 $11135 $5009 9114 $6199 $91532

Total assets of VIEs 29363 6399 6361 13300 5138 11725 9562 81848

Ill Includes unconsolidated vIEs and certain QSPEs which are not included in Note Securitizations to the Consolidated Financial Statements

121 Manimum loss esposure for unconsolidated VIEs includes on-balance sheet assets plus off-balance sheet eoposures It dses not include losses previously recognized through write-downs of assets or the establishment

of derivative or other liabilities

The table above presents total assets of unconsolidated VIEs in which

the Corporation holds significant variable interest and Corporation-

sponsored unconsolidated VIEs in which the Corporation holds variable

interest even if not significant at December 31 2008 and 2007 The

table also presents the Corporations maximum exposure to loss result

ing from its involvement with these VIEs at December 31 2008 and

2007 The Corporations maximum exposure to loss is based on the

unlikely event that all of the assets in the VIEs become worthless and

incorporates not only potential losses associated with assets recorded on

the Corporations balance sheet but also potential losses associated with

off-balance sheet commitments such as unfunded liquidity commitments

and other contractual arrangements Certain QSPE5 in which the Corpo

ration has continuing involvement but that are not discussed in Note

Securitizations to the Consolidated Financial Statements are also

included in the table Assets and liabilities of unconsolidated VIEs

recorded on the Corporations Consolidated Balance Sheet at

December 31 2008 are also summarized above

Except as described below we have not provided financial or other

support to consolidated or unconsolidated VIEs that we were not pre

viously contractually required to provide nor do we intend to do so

Mufti-Seller Conduits

The Corporation administers four multi-seller conduits which provide

low-cost funding alternative to its customers by facilitating their access to

the commercial paper market These customers sell or otherwise transfer

assets to the conduits which in turn issue short-term commercial paper

that is rated high-grade and is collateralized by the underlying assets The

Corporation receives fees for providing combinations of liquidity and

SBLCs or similar loss protection commitments to the conduits The

Corporation also receives fees for serving as commercial paper place

ment agent and for providing administrative services to the conduits The

Corporations liquidity
commitments are collateralized by various classes

of assets which incorporate features such as overcollateralization and

cash reserves that are designed to provide credit support to the conduits

at level equivalent to investment grade as determined in accordance

with internal risk rating guidelines Third parties participate in small

number of the liquidity facilities on pan passu basis with the Corpo

ration

The Corporation determines whether it must consolidate multi-seller

conduit based on an analysis of projected cash flows using Monte Carlo

simulations which are driven principally by credit risk inherent in the

assets of the conduits Interest rate risk is not included in the cash flow

analysis because the conduits are not designed to absorb and pass along

interest rate risk to investors Instead the assets of the conduits pay

variable rates of interest based on the conduits funding costs The

assets of the conduits
typically carry risk rating of AAA to BBB based on

the Corporations current internal risk rating equivalent which reflects

structural enhancements of the assets including third party insurance

Projected loss calculations are based on maximum binding commitment

amounts probability of default based on the average one year Moodys

Corporate Finance transition table and recovery rates of 90 percent 65

percent and 45 percent for senior mezzanine and subordinate

exposures Approximately 97 percent of commitments in the uncon

solidated conduits and 70 percent of commitments in the consolidated

conduit are senior exposures Certain assets funded by one of the uncon

solidated conduits benefit from embedded credit enhancement provided

by the Corporation Credit risk created by these assets is deemed to be

credit risk of the Corporation which is absorbed by third party investors

The Corporation does not consolidate three conduits as it does not

expect to absorb majority of the variability
created by the credit risk of

the assets held in the conduits On combined basis these three con

duits have issued approximately $97 million of capital notes and equity

interests to third parties $92 million of which were outstanding at

December 31 2008 These instruments will absorb credit risk on first

loss basis The Corporation consolidates the fourth conduit which has

not issued capital notes or equity interests to third parties

At December 31 2008 liquidity commitments to the consolidated

conduit were mainly collateralized by credit card loans 25 percent auto

loans 14 percent equipment loans 10 percent corporate and

commercial loans seven percent and trade receivables six percent

None of these assets are subprime residential mortgages In addition 29

percent of the Corporations liquidity commitments were collateralized by

projected cash flows from long-term contracts e.g television broadcast

contracts stadium revenues and royalty payments which as mentioned

above incorporate features that provide credit support Amounts

advanced under these arrangements will be repaid when cash flows due
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under the long-term contracts are received Approximately 74 percent of

this exposure is insured At December 31 2008 the weighted average

life of assets in the consolidated conduit was estimated to be 3.1 years

and the weighted average maturity of commercial paper issued by this

conduit was 33 days Assets of the Corporation are not available to pay

creditors of the consolidated conduit except to the extent the Corporation

may be obligated to perform under the liquidity commitments and SBLC5

Assets of the consolidated conduit are not available to pay creditors of

the Corporation

At December 31 2008 the Corporations liquidity commitments to

the unconsolidated conduits were mainly collateralized by credit card

loans 23 percent student loans 17 percent auto loans 14 percent

trade receivables 10 percent and equipment loans seven percent In

addition 23 percent of the Corporations commitments were collateral

ized by the conduits short-term lending arrangements with investment

funds primarily real estate funds which as previously mentioned

incorporate features that provide credit support Amounts advanced under

these arrangements are secured by diverse group of high quality equity

investors Outstanding advances under these facilities will be repaid

when the investment funds issue
capital calls At December 31 2008

the weighted average life of assets in the unconsolidated conduits was

estimated to be 3.6 years and the weighted average maturity of commer

cial paper issued by these conduits was 37 days

The Corporations liquidity SBLCs and similar loss protection commit

ments obligate us to purchase assets from the conduits at the conduits

cost Subsequent realized losses on assets purchased from the uncon

solidated conduits would be reimbursed from restricted cash accounts

that were funded by the issuance of capital notes and equity interests to

third party investors The Corporation would absorb losses in excess of

such amounts If conduit is unable to re-issue commercial paper due to

illiquidity in the commercial paper markets or deterioration in the asset

portfolio the Corporation is obligated to provide funding subject to the

following limitations The Corporations obligation to purchase assets

under the SBLCs and similar loss protection commitments are subject to

maximum commitment amount which is typically set at eight to 10

percent of total outstanding commercial paper The Corporations obliga

tion to purchase assets under the liquidity agreements which comprise

the remainder of our exposure is generally limited to the amount of

non-defaulted assets Although the SBLCs are unconditional we are not

obligated to fund under other liquidity or loss protection commitments if

the conduit is the subject of voluntary or involuntary bankruptcy

proceeding

One of the unconsolidated conduits holds CDO investments with an

aggregate outstanding par value of $388 million The underlying collateral

includes middle market loans held in an insured CDO 65 percent and

subprime residential mortgages 12 percent with the remainder of the

collateral consisting primarily of investment grade securities During

2008 these investments were downgraded or threatened with down

grade by the rating agencies In accordance with the terms of our existing

liquidity obligations the Corporation funded these investments in trans

action that was accounted for as secured borrowing and tile invest

ments no longer serve as collateral for commercial paper issuances The

Corporation will be reimbursed for any ealized losses on these invest

ments up to the amount of
capital notes issued by the conduit There

were no other
significant downgrades nor were any losses recorded in

earnings from writedowns of assets held by any of the conduits during

this period

The liquidity commitments and SBLC5 provided to unconsolidated

conduits are included in Note 13 Commitments and Contingencies to

the Consolidated Financial Statements

Asset Acquisition Conduits

The Corporation administers three asset acquisition conduits which

acquire assets on behalf of the Corporation or our customers Two of the

conduits which are unconsolidated acquire assets at the request of

customers who wish to benefit from the economic returns of the specified

assets which consist principally of liquid exchange-traded equity secu

rities and some leveraged loans on leveraged basis The consolidated

conduit holds subordinated debt securities for the Corporations benefit

The conduits obtain funding by issuing commercial paper and sub

ordinated certificates to third party investors Repayment of the commer

cial paper and certificates is assured by total return swap contracts

between the Corporation and the conduits and for unconsolidated con

duits the Corporation is reimbursed through total return swap contracts

with its customers The weighted average maturity of commercial paper

issued by the conduits at December 31 2008 was 54 days The Corpo

ration receives fees for serving as commercial paper placement agent

and for providing administrative services to the conduits

The Corporation determines whether it must consolidate an asset

acquisition conduit based on the design of the conduit and whether the

third party investors are exposed to the Corporations credit risk or the

market risk of the assets Interest rate risk is not included in the cash

flow analysis because the conduits are not designed to absorb and pass

along interest rate risk to investors who receive current rates of interest

that are appropriate for the tenor and relative risk of their invest

ments When conduit acquires assets for the benefit of the Corpo

rations customers the Corporation enters into back-to-back total return

swaps with the conduit and the customer such that the economic returns

of the assets are passed through to the customer The Corporations

performance under the derivatives is collateralized by the underlying

assets and as such the third party investors are exposed primarily to

credit risk of the Corporation The Corporations exposure to the counter-

party credit risk of its customers is mitigated by the aforementioned

collateral arrangements and the
ability to liquidate an asset held in the

conduit if the customer defaults on its obligation When conduit

acquires assets on the Corporations behalf and the Corporation absorbs

the market risk of the assets it consolidates the conduit

Derivative activity related to unconsolidated conduits is carried at fair

value with changes in fair value recorded in trading account profits

losses

Municpa Bond Trusts

The Corporation administers municipal bond trusts that hold highly-rated

long-term fixed-rate municipal bonds some of which are callable prior to

maturity The majority of the bonds are rated MA or AA and some of the

bonds benefit from insurance provided by monolines The trusts obtain

financing by issuing floating-rale trust certificates that reprice on weekly

basis to third party investors The floating-rate investors have the right to

tender the certificates at any time upon seven days notice The Corpo

ration serves as remarketing agent and liquidity provider for the trusts

Should the Corporation be unable to remarket the tendered certificates it

is generally obligated to purchase them at par The Corporation is not

obligated to purchase the certificate if bonds credit rating declines

below investment grade or in the event of certain defaults or bankruptcy

of the issuer and insurer The weighted average remaining life of bonds

held in the trusts at Decembe 31 2008 was 11.8 years There were no

material writedowns or downgrades of assets or issuers during 2008

Some of these trusts are QSPEs and as such are not subject to

consolidation by the Corporation The Corporation consolidates those

trusts that are not QSPE5 if it holds the residual interests or otherwise
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expects to absorb majority of the variability created by changes in

market value of assets in the trusts and changes in market rates of inter

est The Corporation does not consolidate trust if the customer holds

the residual interest and the Corporation is protected from loss in con

nection with its liquidity obligations For example the Corporation may

have the ability to trigger the liquidation of trust that is not QSPE if

the market value of the bonds held in the trust declines below specified

threshold which is designed to limit market losses to an amount that is

less than the customers residual interest effectively preventing the

Corporation from absorbing the lossesincurred on the assets held within

the trust

The Corporations liquidity commitments to consolidated and uncon

solidated trusts totaled $7.2 billion and $13.5 billion at December 31
2008 and 2007 The decline is due

principally to the liquidation of certain

consolidated trusts Liquidity commitments to unconsolidated trusts of

$6.8 billion and $61 billion at December 31 2008 and 2007 are

included in Note 13 Commitments and Contingencies to the Con

solidated Financial Statements

Collateralized Debt Obligation Vehces
CDO vehicles hold diversified pools of fixed income securities They issue

multiple tranches of debt securities including commercial paper and

equity securities The Corporation receives fees for structuring CDOs and

providing liquidity support for super senior tranches of securities issued

by certain CDOs No third parties provide significant amount of similar

commitments to these CDO5

The Corporation evaluates whether it must consolidate CDO based

principally on determination as to which party is expected to absorb

majority of the credit risk created by the assets of the CDO When the

Corporation structured certain CDOs it acquired the super senior

tranches issued by the CDOs or provided commitments to support the

issuance of super senior commercial paper to third parties When the

CDOs were first created the Corporation did not expect its investments or

its liquidity commitments to absorb significant amount of the variability

driven by the credit risk within the CDOs and did not consolidate the

CDOs When the Corporationsubsequently acquired commercial paper or

term securities issued by certain CDO5 during 2008 and 2007 principally

as result of our liquidity obligations we performed updated con

solidation analyses Due to credit deterioration in the pools of securities

held by the CDO5 the updated analyses typically indicated that the

Corporation would now be expected to absorb majority of the variability

and accordingly.we consolidated these CDO5 Consolidation did not

have significant impact on net income as the Corporations invest

r7ients and liquidity obligations were recorded at fair value prior to con

solidation The creditors of the consolidated CDOs have no recourse to

the general credit of ttie Corporation

Liquidity commitments provided to CDOs include written put options

with notional amount of $542 million and $10.0 billion at

December 31 2008 and 2007 The written put options pertain to corn

niercial paper which is the most senior class of securities issued by the

COOs and benefits from the subordination of all other securities issued

by the CDOs The Corporation is obligated to provide funding to the CDOs

by purchasing the commercial paper at predetermined contractual yields

in the event of severe disruption in the short-term funding market The

decrease of $9.5 billion in the notional amount of written put options was

due primarily to the elimination of liquidity commitments to certain CDO5

This amount includes $2.2 billion of put options related to two CDO5 that

were consolidated by the Corporation due to change in contractual

arrangements such as the conversion of commercial paper into term

notes and for which it now holds all of the remaining outstanding

commercial paper It also includes $7.0 billion of put options that were

terminated due to liquidation of three CDO5

At December 31 2007 the Corporation also provided liquidity support

to CDO conduit that held $2.3 billion of assets consisting of super

senior tranches of debt securities issued by other COOs The CDO con

duit obtained funds by issuing commercial paper to third party investors

During 2008 the Corporation purchased the assets and liquidated the

CDO conduit in accordance with our liquidity obligation due to threat

ened downgrade of the CDO conduits commercial paper Four CDO

vehicles which issued securities formerly held in the CDO conduit are

consolidated on the Consolidated Balance Sheet of the Corporation at

December 31 2008

Leveraged Lease Trusts

The Corporations net involvement with consolidated leveraged lease

trusts totaled $5.8 billion and $6.2 billion at December 31 2008 and

2007 The trusts hold
long-lived equipment such as rail cars power gen

eration and distribution equipment and commercial aircraft The Corpo

ration consolidates these trusts because it holds residual interest

which is expected to absorb majority of the variability driven by credit

risk of the lessee and in some cases by the residual risk of the leased

property The net investment represents the Corporations maximum loss

exposure to the trusts in the unlikely event that the leveraged lease

investments become worthless Debt issued by the leveraged lease

trusts is nonrecourse to the Corporation The Corporation has no liquidity

exposure to these leveraged lease trusts

Rea Estate kwestment Vehces

The Corporations investment in real estate investment vehicles at

December 31 2008 and 2007 consisted principally of limited partnership

investments in unconsolidated partnerships that finance the construction

and rehabilitation of affordable rental housing The Corporation earns

return primarily through the receipt of tax credits allocated to the afford

able housing projects

The Corporation determines whether it must consolidate these limited

partnerships based on determination as to which party is expected to

absorb majority of the risk created by the real estate held in the vehicle

which may include construction market and operating risk Typically the

general partner in limited partnership will absorb majority of this risk

due to the legal nature of the limited partnership structure The Corpo

rations risk of loss is mitigated by policies requiring that the project qual

ify for the expected tax credits prior to making its investment The

Corporation may from time to time be asked to invest additional amounts

to support troubled project Such additional investments have not been

and are not expected to be significant

Customer Vehces

Customer vehicles include credit-linked note vehicles and asset acquis

ition vehicles which are
typically

created on behalf of customers who

wish to obtain market or credit exposure to specific company or finan

cial instrument

Credit-linked note vehicles issue notes linked to the credit risk of

specified company or debt instrument purchase high-grade assets as

collateral and enter into credit default swaps to synthetically create the

credit risk to pay the return on the notes The Corporation is typically the

counterparty for some or all of the credit default swaps and to lesser

extent it may invest in securities issued by the vehicles The Corporation

does not consolidate the vehicles because the credit default swaps cre

ate variability which is absorbed by the third party investors The Corpo

ration is exposed to loss if the collateral held by the vehicle declines in
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value and is insufficient to cover the vehicles obligation to the Corpo

ration under the credit default swaps

Asset acquisition vehicles acquire financial instruments typically

loans at the direction of single customer and obtain funding through

the issuance of structured notes to the Corporation At the time the

vehicle acquires an asset the Corporation enters into total return swap

with the customer such that the economic returns of the asset are

passed through to the customer As result the Corporation does not

consolidate the vehicles The Corporation is exposed to counterparty

credit risk if the asset declines in value and the customer defaults on its

obligation to the Corporation under the total return swap The Corpo

rations risk may be mitigated by collateral or other arrangements

Other Vehdes

Other vehicles include loan and other investment vehicles as well as

other corporate conduits that were established on behalf of the Corpo

ration or customers who wish to obtain market or credit exposure to

specific company or financial instrument

Loan and other investment vehicles at December 31 2008 and 2007

consisted primarily of securitization vehicles including term securitization

vehicles that did not meet QSPE status as well as managed investment

vehicles that invest in financial assets primarily debt securities and

loans The Corporation determines whether it is the primary beneficiary of

and must consolidate loan or other investment vehicle based principally

on determination as to which party is expected to absorb majority of

the credit risk or market risk created by the assets of the vehicle Typi

cally the party holding subordinated or residual interests in vehicle will

absorb majority of the risk Investors in consolidated loan and other

investment vehicles have no recourse to the general credit of the Corpo

ration as their investments are repaid solely from the assets of the

vehicle

Other corporate conduits at December 31 2008 and 2007 are

commercial paper conduits which hold primarily high-grade long-term

municipal corporate and mortgage-backed securities The assets held by

these other conduits have weighted average remaining life of approx

imately 2.5 years at December 31 2008 substantially all of the secu

rities are rated AAA or AA and some of the bonds benefit from insurance

provided by monolines The conduits obtain funding by issuing commer

cial paper to third party investors At December 31 2008 the weighted

average maturity of the commercial paper was 15 days We have entered

into derivative contracts which provide interest rate currency and

pre-specified amount of credit protection to the conduits in exchange for

the commercial paper rate In addition the Corporation may be obligated

to purchase assets from the conduits if the assets or insurers are down

graded If an assets rating declines below certain investment quality as

evidenced by its credit rating or defaults the Corporation is no longer

exposed to the risk of loss

During 2008 three monoline insurers were downgraded by the rating

agencies which resulted in the mandatory sale of $1.5 billion of insured

assets out of the conduits Due to illiquidity in the financial markets at

the time of the sales the Corporation purchased majority of these

assets After subsequent sales to third parties $1.1 billion of these

assets remain on the Consolidated Balance Sheet and are recorded

within trading account assets at December 31 2008 The conduits are

QSPE5 and as such are not subject to consolidation by the Corporation

In the event that the Corporation is unable to remarket the conduits

commercial paper such that they no longer qualify as QSPEs the Corpo

ration would consolidate the conduits which may have an adverse impact

on the fair value of the related derivative contracts Derivative activity

related to the other corporate conduits is carried at fair value with

changes in fair value recorded in trading account profits losses

Note 10- Goodwill and Intangible Assets

The following table presents goodwill at December 31 2008 and 2007

which includes approximately $4.4 billion of goodwill related to the

acquisition of Countrywide For more information on the Countrywide

acquisition see Note Merger and Restructuring Activities to the

Consolidated Financial Statements

December 31

Dollars in millions
2008 2007

Global Consumer and Small Business Banking $44873 $40340

Global corporate and Investment Banking 29570 29648

Global Wealth and Investment Management 6503 6451

All Other 988 1091

Total goodwill $81934 $77530

The Corporation performed its annual goodwill impairment test as of

June 30 2008 which indicated some stress in certain reporting units As

result of this test and considering the overall market displacement an

additional impairment analyss was completed at year-end The Corpo

ration evaluated the fair value of its reporting units using combination

of the market and income approach using range of valuations to

determine the fair value of each reporting unit In performing the updated

goodwill impairment analysis the Mortgage Home Equity and Insurance

Services business failed the first step analysis le carrying value

exceeded its fair value and therefore the second step analysis was per

formed i.e comparing the implied fair value of the reporting units

goodwill with the carrying amaunt of that goodwill In addition although

not required to further substantiate the value of the Corporations good

will balance the second step analysis described above was performed for

the Card Services business as well As result of the tests no goodwill

losses were recognized for 2008 For more information on goodwill

impairment testing see the Goodwill and Intangible Assets section of

Note Summary of Significant Accounting Principles to the Con

solidated Financial Statemnts
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The gross carrying values and accumulated amortization related to intangible assets at December 31 2008 and 2007 are presented below

December31

2008 2007

Gross Carrying Accumulated Gross Carrying Accumulated

Dollars fl mlons Value Amortization Value Amortization

Purchased credit card relationships 7080 $2740 $7027 $1970

Core deposit intangibles 4594 3284 4594 2828

Affinity relationships 1638 587 1681 406

Other intangibles
--

3113 1279 3050 852

Total intangible assets $16425 $7890 $16352 $6056

Amortization of intangibles expense was $1.8 billion $1.7 billion and lion $1.4 billion $1.2 billion $1.0 billion and $840 million for 2009

$1.8 billion in 2008 2007 and 2006 respectively The Corporation through 2013 respectively

estimates aggregate amortization expense will be approximately $1.6 bil

Note 11- Deposits
The Corporation had domestic certificates of deposit and other domestic time deposits of $100 thousand or more totaling $136.6 billion and $94.4

billion at December 31 2008 and 2007 Foreign certificates of deposit and other foreign time deposits of $100 thousand or more totaled $85.4 bil

lion and $109.1 billion at December 31 2008 and 2007

Time deposits of $100 thousand or more

Three months Over three months

Dollars in millions or less to twelve months Thereafter Total

Domestic certificates of deposit and other time deposits $62663 $69913 $4018 $136594

Foreign certificates of deposit and other time deposits 83900 486 966 85352

At December 31 2008 the scheduled maturities for total time deposits were as follows

Dollars in millions Domestic Foreign Total

Due in 2009 $248231 $85416 $333647

Due in 2010 6976 87 7063

Due in 2011 2962 69 3031

Due in 2012 2122 246 2368

Due in 2013 1854 62 1916

Thereafter 2990 526 3516

Total time deposits $265135 $86406 $351541
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Note 12- Short-term Borrowings
and Long-term Debt

Short-term Borrowings

Bank of America Corporation and certain of its subsidiaries issue commer

cial paper in order to meet short-term funding needs Commercial paper

outstanding at December 31 2008 was $38.0 billion compared to $55.6

billion at December 31 2007

Bank of America N.A maintains domestic program to offer up to

maximum of $75.0 billion outstanding at any one time of bank notes

with fixed or floating rates and maturities of at least seven days from the

date of issue Short-terni bank notes outstanding under this program

The majority of the floating rates are based on three- and six-month

London InterBank Offered Rates LIBOR Bank of America Corporation

and Bank of America N.A maintain various domestic and international

debt programs to offer both senior and subordinated notes The notes

may be denominated in U.S dollars or foreign currencies At

totaled $10.5 billion at December 31 2008 compared to $12.3 billion

at December 31 2007 These short-term bank notes along with

commercial paper Federal Home Loan Bank advances U.S Treasury tax

and loan notes and term federal funds purchased are reflected in

commercial paper and other short-term borrowings on the Consolidated

Balance Sheet

Long-term Debt

Long-term debt consists of borrowings having an original maturity of one

year or more The following table presents the balance of long-term debt

at December 31 2008 and 2007 and the related rates and maturity

dates at December 31 2008

December 31 2008 and 2007 the amount of foreign currency denomi

nated debt translated into U.S dollars included in total long-term debt

was $53.3 billion and $58.8 billion Foreign currency contracts are used

to convert certain foreign currency denominated debt into U.S dollars

December 31

Dollars in millions

2008 2007

Notes issued by Bank of America Corporation

Senior notes

Hxed with weighted average rate of 4.62% ranging from 0.61% to 10.00% due 2009 to 2043 67776 47430

Floating with weighted average rate of 3.05% ranging from 0.42% to 6.78% due 2009 to 2041 54076 41791

Subordinated notes

Fixed with weighted average rate of 5.80% ranging from 2.40% to 10.20% due 2009 to 2038 29618 28630

Floating with weighted average rate of 3.06% ranging from 2.48% to 5.13% due 2016 to 2019 650 686

Junior subordinated notes related to trust preferred securities

Fixed with weighted average rate of 6.73% ranging from 5.25% to 11.45% due 2026 to 2055 15606 13866

Floating with weighted average rate of 3.56% ranging from 2.25% to 8.17% due 2027 to 2056 3736 3359

Total notes issued by Bank of America Corporation 171462 135762

Notes issued by Bank of America N.A and other subsidiaries

Senior notes

Fixed with weighted average rate of 2.84% ranging from 170% to 11.30% due 2009 to 2027 6103 5648

Floating
with weighted average rate of 2.43% ranging from 0.47% to 4.50% due 2009 to 2051 28467 33088

Subordinated notes

Fixed with weighted average rate of 5.90% ranging from 5.30% to 7.13% due 2009 to 2036 5593 6592

Floating
with weighted average rate of 2.42% ranging from 228% to 3.77% due 2010 to 2027 2796 1907

Total notes issued by Bank of America N.A and other subsidiaries 42959 47235

Notes issued by NB Holdings Corporation

Junior subordinated notes related to trust preferred securities

Floating 3.82% due 2027 258 258

Total notes issued by NB Holdings Corporation
258 258

Notes issued by BAC North America Holding Company and subsidiaries

Senior notes

Fixed with weighted average rate of 5.27% ranging
from 3.00% to 7.00% due 2009 to 2026 562 583

Junior subordinated notes related to trust preferred securities

Fixed 6.97% perpetual
491 491

Floating with weighted average rate of 3.83% ranging from 2.05% to 6.50% perpetual
940 1627

Total notes issued by BAC North America Holding Company and subsidiaries 1993 2701

Other debt

Advances from Federal Home Loan Banks

Fixed with weighted average rate of 4.80% ranging from 1.00% to 8.29% due 2009 to 2031 48495 5751

Floating with weighted average rate of 0.78% ranging from 0.20% to 2.09% due 2009 to 2013 2750 5450

Other 375 351

Total other debt 51620 11552

Total long-term debt $268292 $197508

Ill Includes long-term debt assumed related to countrywide
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At December 31 2008 and 2007 Bank of America Corporation was

authorized to issue approximately $92.9 billion and $64.0 billion of addi

tional corporate debt and other securities under its existing shelf registra

tion statements At December 31 2008 and 2007 Bank of America

N.A was authorized to issue approximately $48.3 billion and $62.1 bil

lion of bank notes At both December 31 2008 and 2007 Bank of Amer

ica N.A was authorized to issue approximately $20.6 billion of additional

mortgage notes

The weighted average effective interest rates for total long-term debt

total fixed-rate debt and total floating-rate debt based on the rates in

effect at December 31 2008 were 4.26 percent 5.05 percent and 2.80

percent respectively at December 31 2008 and based on the rates in

effect at December 31 2007 were 5.09 percent 5.21 percent and 4.93

percent respectively at December 31 2007 These obligations were

denominated primarily in U.S dollars

Aggregate annual maturities of long-term debt obligations based on

final maturity dates at December 31 2008 are included in the table

above

Trust Preferred and Hybrid Securities

Trust preferred securities Trust Securities are issued by trust companies

the Trusts which are not consolidated These Trust Securities are

mandatorily redeemable preferred security obligations of the Trusts The

sole assets of the Trusts are Junior Subordinated Deferrable Interest

Notes of the Corporation or its subsidiaries the Notes The Trusts are

100 percent owned finance subsidiaries of the Corporation Obligations

associated with the Notes are included in the Long-term Debt table on the

previous page

Certain of the Trust Securities were issued at discount and may be

redeemed prior to maturity at the option of the Corporation The Trusts

have invested the proceeds of such Trust Securities in the Notes Each

issue of the Notes has an interest rate equal to the corresponding Trust

Securities distribution rate The Corporation has the
right

to defer pay

ment of interest on the Notes at any time or from time to time for

period not exceeding five years provided that no extension period may

extend beyond the stated maturity of the relevant Notes During any such

extension period distributions on the Trust Securities will also be

deferred and the Corporations ability to pay dividends on its common and

preferred stock will be restricted

The Trust Securities are subject to mandatory redemption upon repay

ment of the related Notes at their stated maturity dates or their earlier

redemption at redemption price equal to their liquidation amount plus

accrued distributions to the date fixed for redemption and the premium if

any paid by the Corporation upon concurrent repayment of the related

Notes

Periodic cash payments and payments upon liquidation or redemption

with respect to Trust Securities are guaranteed by the Corporation to the

extent of funds held by the Trusts the Preferred Securities Guarantee

The Preferred Securities Guarantee when taken together with the Corpo

rations other obligations including its obligations under the Notes will

constitute full and unconditional guarantee on subordinated basis by

the Corporation of payments due on the Trust Securities

Hybrid Income Term Securities HITS totaling $1.6 billion were also

issued by the Trusts to institutional investors in 2007 The BAC Capital

Trust XIII Floating Rate Preferred HITS have distribution rate of three-

month LIBOR plus 40 bps and the BAC Capital Trust XIV Fixed-to-Floating

Rate Preferred HITS have an initial distribution rate of 5.63 percent Both

series of HITS represent beneficial interests in the assets of the

respective capital trust which consists of series of the Corporations

junior subordinated notes and stock purchase contract for specified

series of the Corporations preferred stock The Corporation will remarket

the junior subordinated notes underlying each series of HITS on or about

the five year anniversary of the issuance to obtain sufficient funds for the

capital trusts to buy the Corporations preferred stock under the stock

purchase contracts

In connection with the HITS the Corporation entered into two replace

ment capital covenants for the benefit of investors in certain series of the

Corporations long-term indebtedness Covered Debt As of

December 31 2008 the Corporations 6.625% Junior Subordinated

Notes due 2036 constitutes the Covered Debt under the covenant corre

sponding to the Floating Rate Preferred HITS and the Corporations

5.625% Junior Subordinated Notes due 2035 constitutes the Covered

Debt under the covenant corresponding to the Fixed-to-Floating R6te Pre

ferred HITS These covenants generally restrict the ability of the Corpo

ration and its subsidiaries to redeem or purchase the HITS and related

securities unless the Corporation has obtained the
prior approval of the

Board of Governors of the Federal Reserve System FRB if required under

the FRBs capital guidelines the redemption or purchase price of the

HITS does not exceed the amount received by the Corporation from the

sale of certain qualifying securities and such replacement securities

qualify as Tier Capital and are not restricted core capital elements

under the FRBs guidelines

Included in the outstanding Trust Securities and Notes in the following

table are non-consolidated wholly owned subsidiary funding vehicles of

BAC North America Holding Company BACNAH and its subsidiaries that

issued preferred securities Funding Securities These subsidiary funding

vehicles have invested the proceeds of their Funding Securities in sepa

rate series of preferred securities of BACNAH or its subsidiaries as appli

cable BACNAH Preferred Securities The BACNAH Preferred Securities

and the corresponding Funding Securities are non-cumulative and permit

nonpayment of dividends within certain limitations The issuance dates

for the BACNAH Preferred Securities and the related Funding Securities

range from 2000 to 2001 These Funding Securities are subject to

mandatory redemption upon repayment by the issuer of the corresponding

series of BACNAH Preferred Securities at redemption price equal to

their liquidation amount plus accrued and unpaid distributions for up to

one quarter

For additional information on Trust Securities for regulatory capital

purposes see Note 15 Regulatory Requirements and Restrictions to

the Consolidated Financial Statements

Dollars in millions 2009 2010 2011 2012 2013 Thereafter Total

Bank of America Corporation $18411 $21781 $13299 $25928 7233 $84810 $171462

Bank of America NA and other subsidiaries 15466 11584 75 5667 86 10081 42959

NB Holdings Corporation
258 258

BAC North America Holding Company and subsidiaries 73 92 51 15 26 1736 1993

Other 8932 15947 13604 5490 5026 2621 51620

Total $42882 $49404 $27029 $37100 $1371 $99506 $268292
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The following table is summary of the outstanding Trust and Hybrid Securities and the related Notes at December 31 2008 as originated by Bank

of America Corporation and its predecessor companies

Dollars in millions
of Trust of the Stated Maturity Per Annum Interest

Issuance Date Securities Notes of the Notes Rate of the Notes Interest Payment Dates Redemption Period

December 2001 575 593 December 2031 7.00% 3/156/159/1512/15 On or after 12/15/06

January 2002 900 928 February 2032 7.00 2/15/18/111/1 On or after 2/01/07

August 2002 500 516 August 2032 7.00 2/155/158/1511/15 On or after 8/15/07

April 2003 375 387 May 2033 5.88 2/15/18/111/1 On or after 5/01/08

November 2004 518 534 November 2034 6.00 2/35/38/311/3 On or after 11/03/09

March 2005 1000 1031 March 2035 5.63 3/89/8 Any time

August 2005 1221 1259 AUgust 2035 5.25 2/108/10 Any time

August 2005 530 546 August 2035 6.00 2/255/258/2511/25 On or after 8/25/10

March 2006 900 928 March 2055 6.25 3/296/299/2912/29 or after 3/29/11

May 2006 1000 1031 May 2036 6.63 5/2311/23 Any time

August 2006 863 890 August 2055 6.88 2/25/28/211/2 On or after 8/02/11

February 2007 700 700 March 2043 3-mo LIBOR 40 bps 3/156/159/1512/15 On or after 3/15/17

February 2007 850 850 March 2043 5.63 3/159/15 On or after 3/15/17

May 2007 500 500 June 2056 3-mo LIBOR 80 bps 3/16/19/112/1 On or after 6/01/37

December 1996 365 376 December 2026 7.83 6/1512/15 On or after 12/15/06

February 1997 500 515 January 2027 3-mo LIBOR 55 bps 1/154/157/1510/15 On or after 1/15/07

_____________________
April 1997 500 515 April2027 8.25 4/1510/15 On or after 4/15/07

November 1996 450 464 December 2026 8.07 6/3012/31 On or after 12/31/06

November 1996 300 309 December 2026 7.70 6/3012/31 On or after 12/31/06

December 1996 450 464 December 2026 8.00 6/1512/15 On or after 12/15/06

January 1997 400 412 January 2027 3-mo LIBOR 57 bps 1/154/157/1510/15 On or after 1/15/02

January 1997 250 258 February 2027 3-mo LIBOR 62.5 bps 2/15/18/111/1 On or after 2/01/0

250 258 December 2026 7.92 6/1512/15 On or after 12/15/06

250 258 December 2028 3-mo LIBOR 100 bps 3/186/189/1812/18 On or after 12/18/03

534 550 March 2032 7.20 3/156/159/1512/15 On or after 3/08/07

175 180 August 2033 6.00 2/15/18/111/1 On or after 7/31/08

June 1997 250 258 June 2027 3-mo LIBOR 75 bps 3/156/159/1512/15 On or after 6/15/07

June 1998 250 258 June 2028 3-mo LIBOR 60 bps 3/86/89/812/8 On or after 6/08/03

June 2027 10.50 6/112/1 On or after 6/01/07

July 2030 11.45 1/197/19 On or after 7/19/10

10 November 2032 3-mo LIBOR 335 bps 2/155/158/1511/15 On or after 11/15/07

January 2033 3-mo LIBOR 335 bps 1/74/77/710/7 On or after 1/07/08

258 December 2026 8.28 6/112/1 On or after 12/01/06

289 February 2027 3-mo LIBOR 80 bps 2/15/18/111/1 On or after 2/01/01

309 October 2032 8.13 1/14/17/110/1 On or after 10/01/07

206 February 2033 8.10 2/155/158/1511/15 On or after 2/15/08

6.97% through 9/15/2010

3-mo LIBOR 105.5 bps

491 Perpetual thereafter 3/156/159/1512/15 On or after 9/15/10

3-mo LIBOR 5.5 bps

through 9/15/2010 3-mo

LIBOR 105.5 bps

95 95 Perpetual thereafter 3/156/159/1512/15 On or after 9/15/10

Aggregate Aggregate

Principal Principal

Amount Amount

Issuer

Bank of America

Capital Trust

Capital Trust II

capital Trust III

capital Trust IV

Capital Trust

Capital Trust VI

Capital Trust VII

Capital Trust VIII

Capital Trust

Capital Trust Xl

Capital Trust XII

Capital Trust XIII

Capital Trust XIV

Capital Trust XV

NationsBank

Capital Trust II

Capital Trust Ill

Capital Trust IV

BankAmerica

Institutional Capital

Institutional Capital

Capital II

Capital Ill

Barnett

Capital Ill

Fleet

Capital Trust II

Capital Trust

Capital Trust VIII

Capital Trust IX

December 1996

December 1998

March 2002

July 2003

BankBoston

Capital Trust Ill

Capital Trust IV

Progress

Capital Trust June 1997

Capital Trust II July 2000

Capital Trust III November 2002 10

Capital Trust IV December 2002

MBNA

Capital Trust December 1996 250

Capital Trust January 1997 280

Capital Trust June 2002 300

Capital Trust November 2002 200

ABN Amro North America

Series

Series II

Series Ill

Series IV

Series

Series VI

Series VII

Series IX

Series

Series XI

Series XII

Series XIII

LaSalle

Series

Series

Countrywide

Countrywide Capital Ill

Countrywide Capital IV

Countrywide Capital

May2001 77

May2001 77

May2001 77

May2001 77

May2001 77

May2001 77

May2001 88

June 2001 70

June 2001 53

June 2001 27

June 2001 80

June 2001 70

August2000 491

September 2000

June 1997 200

April 2003 500

November 2006 1495

77 Perpetual 3-mo LIBOR 175 bps 2/155/158/1511/15 On or after 8/15/06

77 Perpetual 3-mo LIBOR 175 bps 3/156/159/1512/15 On or after 9/15/06

77 Perpetual 3-mo LIBOR 175 bps 1/154/157/1510/15 On or after 10/15/06

77 Perpetual 3-mo LIBOR 175 bps 2/285/308/3011/30 On or after 8/30/06

77 Perpetual 3-mo LIBOR 175 bps 3/306/309/3012/30 On or after 9/30/06

77 Perpetual 3-mo LIBOR 175 bps 1/304/307/3010/30 On or after 10/30/06

88 Perpetual 3-mo LIBOR 175 bps 3/156/159/1512/15 On or after 9/15/06

70 Perpetual 3-mo LIBOR 175 bps 3/56/59/512/5 On or after 9/05/06

53 Perpetual 3-mo LIBOR 175 bps 3/126/129/1212/12 On or after 9/12/06

27 Perpetual 3-mo LIBOR 175 bps 3/266/269/2612/26 On or after 9/26/06

80 Perpetual 3-mo LIBOR 175 bps 1/104/107/1010/10 On or after 9/12/06

70 Perpetual 3-mo LIBOR 175 bps 1/244/247/2410/24 On or after 10/24/013

Total $20047 $20513

206 June2027

515 April 2033

1496 November 2036

8.05 6/1512/15 Only under special event

6.75 1/14/17/110/1 On or after 4/11/0i3

7.00 2/15/18/111/1 On or after 4/11/08
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Note 13- Commitments and Contingencies

In the normal course of business the Corporation enters into number of

off-balance sheet commitments These commitments expose the Corpo

ration to varying degrees of credit and market risk and are subject to the

same credit and market risk limitation reviews as those instruments

recorded on the Corporations Consolidated Balance Sheet

Credit Extension Commitments

The Corporation enters into commitments to extend credit such as loan

commitments SBLC5 and commercial letters of credit to meet the financ

ing
needs of its customers The unfunded legally binding lending

commitments shown in the following table are net of amounts distributed

e.g syndicated to other financial institutions of $46.9 billion and $39.2

billion at December 31 2008 and 2007 At December 31 2008 the

carrying amount of these commitments excluding fair value adjustments

was $454 million including deferred revenue of $33 million and

reserve for unfunded legally binding lending commitments of $421 mil

lion At December 31 2007 the comparable amounts were $550 million

$32 million and $518 million The carrying amount of these commitments

is recorded in accrued expenses and other liabilities For information

regarding the Corporations loan commitments accounted for at fair value

see Note 19 Fair Value Disclosures to the Consolidated Financial

Statements

Legally binding commitments to extend credit generally have specified

rates and maturities Certain of these commitments have adverse change

clauses that help to protect the Corporation against deterioration in the

borrowers ability to pay

The Corporation also facilitates bridge financing high-grade debt high-

yield
debt and equity to fund acquisitions recapitalizations and other

short-term needs as well as provide syndicated financing for clients

These concentrations are managed in part through the Corporations

established originate to distribute strategy These client transactions

are sometimes large and leveraged They can also have higher degree

of risk as the Corporation is providing offers or commitments for various

components of the clients capital structures including lower-rated

unsecured and subordinated debt tranches and/or equity In many cases

these offers to finance will not be accepted If accepted these condi

tional commitments are often retired prior to or shortly following funding

via the placement of securities syndication or the clients decision to

terminate Where the Corporation has commitment and there is

market disruption or other unexpected event there is heightened

exposure in the portfolios and higher potential for loss unless an orderly

disposition of the exposure can be made These commitments are not

necessarily indicative of actual risk or funding requirements as the com

mitments may expire unused the borrower may not be successful in

completing the proposed transaction or may utilize multiple financing

sources including other investment and commercial banks as well as

accessing the general capital markets instead of drawing on the commit

ment In addition the Corporation may reduce its portion of the commit

ment through syndications to investors and/or lenders prior to funding

Therefore these commitments are generally significantly greater than the

amounts the Corporation will ultimately fund Additionally the borrowers

ability to draw on the commitment may be subject to there being no mate

rial adverse change in the borrowers financial condition among other

factors Commitments also generally contain certain flexible pricing fea

tures to adjust for changing market conditions prior
to closing

At December 31 2008 the Corporation had no forward leveraged

finance commitments compared to $11.9 billion at December 31 2007

During 2008 the Corporation had new transactions of $10.0 billion

funded and syndicated of $11.5 billion closed but not yet syndicated of

$6.8 billion and client terminations and other transactions of $3.6 billion

related to the forward leveraged finance commitments The Corporation

also had unfunded capital markets commercial real estate commitments

of $700 million at December 31 2008 compared to $2.2 billion at

December 31 2007 with the primary change resulting from the $1.2 bil

lion of transactions that were funded The Corporation has not originated

any material unfunded capital markets commercial real estate commit

ments subsequent to September 30 2007

Expires after Expires after

Expires in year through years through Expires after

Dollars in millionsl

year or less years years years
Total

Credit extension commitments December 31 2008

Loan commitments
128992 120234 67111 31200 347537

Home equity lines of credit
3883 2322 4799 96415 107419

Standby letters of credit and financial guarantees
33350 26090 8328 9812 77580

commercial letters of credit
2228 29 1507 3765

Legally binding commitments 21 168453 148675 80239 138934 536301

Credit card lines 31
827350

827350

Total credit extension commitments $995803 $148675 80239 $138934 $1363651

Credit extension commitments December 31 2007

Loan commitments
178931 92153 $106904 27902 405890

Home equity lines of credit
8482 1828 2758 107055 120123

Standby letters of credit and financial guarantees
31629 14493 7943 8731 62796

Commercial letters of credit
3753 50 33 717 4553

Legally binding commitments 121 222795 108524 117638 144405 593362

Credit card lines 13
876393 17864

894257

Total credit extension commitments $1099188 $126388 $117638 $144405 $1487619

1l At December 31 2008 the notional value of SBLC and financial guarantees cisssified as investment grsde and non-investment grade
bused on the credit quality of the underlying reference name within the instrument

were $54.4 billion and $23.2 billion compared to $44.1 billion and $18.7 bilhon at December31 2007

121 Includes commitments to unconsolidated VIES and certain QSPE5 disclosed in Note Variable Interest Entities to the consolidated Financial Statements including $41 billion and $47 biilion to multi seller

conduits $6.8 billion and $6.1 bililoh to municipal bond trusts and $0 and $2.3 billion to cDos at December 31 2008 and 2007 Also includes commitments to SPE5 that are not disclosed in Note Variable

Interest Entities to the consolidated Financial Statefuents because the Corporation does not hold significant variable interest including $980 million and $1.7 billion to customer-sponsored conduits at December 31

2008 and 2007

131 Includes business card unused lines of credit
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Other Commitments

Principal Investing and Other Equity Investments

At December 31 2008 and 2007 the Corporation had unfunded equity

investment commitments of approximately $1.9 billion and $2.6 bil

lion These commitments relate primarily to the Corporations Principal

Investing business which is comprised of diversified portfolio of

investments in
privately

held and publicly traded companies at all stages

of their life cycle from start-up to buyout These investments are made
either

directly in company or held through fund and are accounted for

at fair value Bridge equity commitments provide equity bridge financing to

facilitate clients investment activities These conditional commitments

are often retired prior to or shortly following funding via syndication or the

clients decision to terminate Where the Corporation has binding equity

bridge commitment and there is market disruption or other unexpected

event there is heightened exposure in the portfolio and higher potential

for loss unless an orderly disposition of the exposure can be made At

December 31 2008 the Corporation did not have any unfunded bridge

equity commitments and had previously funded $1.2 billion of equity

bridges which are considered held for investment and recorded in other

assets at $670 million During 2008 the Corporation recorded $545 mil

lion in losses related to these investments through equity investment

income

Loan Purchases

At December 31 2008 the Corporation had no collateralized mortgage

obligation loan purchase commitments related to its ALM activities

compared to $752 million at December 31 2007 all of which settled in

the first quarter of 2008

In 2005 the Corporation entered into an agreement for the committed

purchase of retail automotive loans over five-year period ending

June 30 2010 The Corporation purchased $12.0 billion of such loans

under this agreement in 2008 compared to $4.5 billion of such loans in

2007 As of December 31 2008 the Corporation was committed for

additional purchases of up to $13.0 billion over the remaining term of the

agreement of which $3.0 billion will be purchased by June 30 2009 All

loans purchased under this agreement are subject to comprehensive

set of credit criteria This agreement is accounted for as derivative

liability which had balance of $316 million and $129 million at

December 31 2008 and 2007

Operating Leases

The Corporation is party to operating leases for certain of its premises

and equipment Commitments under these leases approximate $2.3 bil

lion $2.1 billion $1.8 billion $1.5 billion and $1.2 billion for 2009

through 2013 respectively and $8.3 billion for all years thereafter

Other Commitments

Beginning in the second half of 2007 the Corporation provided support to

certain cash funds managed within GW1M The funds for which the Corpo
ration provided support typically invested in high quality short-term secu

rities with
portfolio weighted average maturity of 90 days cr less

including securities issued by SIVs and senior debt holdings of financial

service companies Due to market disruptions certain investments in

SIVs and senior debt securities were downgraded by the rating agencies

and experienced decline in fair value The Corporation entered into capi
tal commitments under which the Corporation provided cash to these

funds in the event the net asset value per unit of fund declined below

certain thresholds The capital commitments expire no later than the third

quarter of 2010 At December 31 2008 and 2007 the Corporation had

gross i.e funded and unfunded capital commitments to the funds of

$1.0 billion and $565 million In 2008 the Corporation incurred losses of

$695 million related to these capital commitments At December 3L
2008 and 2007 the remaining loss exposure on capital commitments

was $300 million and $183 million Additionally during 2008 the Corpo
ration purchased $1.7 billion of investments from the funds and recorded

losses of $418 million

The Corporation may from time to time but is under no obligation to

provide additional support to unds managed within GWIM Future sup
port if any may take the form of additional capital commitments to the

funds or th purchase of assets from the funds

The Cprporation does not consolidate the cash funds managed within

GWIM because the subordinated support provided by the Corporation will

not absorb majority of the
variability created by the assets of the funds

In reaching this conclusion the Corporation considered both interest rate

and credit risk The cash funds had total assets under management of

$185.9 billion and $189.5 billion at December 31 2008 and 2007

Other Guarantees

Employee Retirement Protection

The Corporation sells products that offer book value protection primarily

to plan sponsors of Employee Retirement Income Security Act of 1974

ERISA governed pension plans such as 401k plans and 457 plans
The book value protection is provided on portfolios of intermediate/short-

term investment-grade fixed income securities and is intended to cover

any shortfall in the event that plan participants withdraw funds when

market value is below book value The Corporation retains the option to

exit the contract at any time If the Corporation exercises its option the

purchaser can require the Corporation to purchase zero-coupon bonds

with the proceeds of the liquidated assets to assure the return of princi

pal To manage its exposure the Corporation imposes significant

restrictions and constraints on the timing of the withdrawals the manner

in which the
portfolio is liquidated and the funds are accessed and the

investment parameters of the underlying portfolio These constraints

combined with structural protections are designed to provide adequate
buffers and guard against payments even under extreme stress scenar

ios These guarantees are booked as derivatives and marked to market in

the trading portfolio At December 31 2008 and 2007 the notional

amount of these guarantees totaled $42.2 billion and $35.2 billion with

estimated maturity dates between 2009 and 2038 As of December 31
2008 and 2007 the Corporation has not made payment under these

products and has assessed the probability of payments under these

guarantees as remote

Written Put Options

At December 31 2008 and 2007 the Corporation provided liquidity

support in the form of written put options on $542 million and $10.0 bil

lion of commercial paper issued by CDOs all of which were issued by

unconsolidated CDOs at Decemoer 31 2008 The commercial paper is

the most senior class of securities issued by the CDOs and benefits from

the subordination of all other securities including AAA-rated securities

issued by the CDOs The Corporation is obligated under the written put

options to provide funding to the COOs by purchasing the commercial

paper at predetermined contractual yields in the event of severe dis

ruption in the short term funding market These agreements are expected

to be terminated in 2009 The uiderlying collateral in the CDOs includes

mortgage-backed securities ABS and CDO securities issued by other
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vehicles These written put options are recorded as derivatives on the

Consolidated Balance Sheet and are carried at fair value with changes in

fair value recorded in trading account profits losses At December 31

2008 the Corporation held $323 million of commercial paper that was

issued by the unconsolidated CDOs

Indemnifications

In the ordinary course of business the Corporation enters into various

agreements that contain indemnifications such as tax indemnifications

whereupon payment may become due if certain external events occur

such as change in tax law The indemnification clauses are often stan

dard contractual terms and were entered into in the normal course of

business based on an assessment that the risk of loss would be remote

These agreements typically contain an early termination clause that per

mits the Corporation to exit the agreement upon these events The max

imum potential future payment under indemnification agreements is

difficult to assess for several reasons including the occurrence of an

external event the inability to predict future changes in tax and other

laws the difficulty in determining how such laws would apply to parties in

contracts the absence of exposure limits contained in standard contract

language and the timing of the early termination clause Historically any

payments made under these guarantees have been de minimis The

Corporation has assessed the probability of making such payments in the

future as remote

Merchant Services

The Corporation provides credit and debit card processing services to

various merchants by processing credit and debit card transactions on

their behalf In connection with these services liability may arise in the

event of billing dispute between the merchant and cardholder that is

ultimately resolved in the cardholders favor and the merchant defaults

upon its obligation to reimburse the cardholder cardholder through its

issuing bank generally has until the later of up to six months after the

date transaction is processed or the delivery of the product or service to

present chargeback to the Corporation as the merchant processor If

the Corporation is unable to collect this amount from the merchant it

bears the loss for the amount paid to the cardholder In 2008 and 2007

the Corporation processed $369.4 billion and $361.9 billion of trans

actions and recorded losses as result of these chargebacks of $21 mil

lion and $13 million

At December 31 2008 and 2007 the Corporation held as collateral

$38 million and $19 million of merchant escrow deposits which the

Corporation has the right to offset against amounts due from the

individual merchants The Corporation also has the
right to offset any

payments with cash flows otherwise due to the merchant Accordingly the

Corporation believes that the maximum potential exposure is not repre

sentative of the actual potential loss exposure The Corporation believes

the maximum potential exposure for chargebacks would not exceed the

total amount of merchant transactions processed through Visa and Mas

terCardfor the last six months which represents the claim period for the

cardholder plus any outstanding delayed-delivery transactions As of

December 31 2008 and 2007 the maximum potential exposure totaled

approximately $147.1 billion and $151.2 billion

Brokerage Business

Within the Corporations brokerage business the Corporation has con

tracted with third party to provide clearing services that include under

writing margin loans to the Corporations clients This contract stipulates

that the Corporation will indemnify the third party for any margin loan

losses that occur in their issuing margin to the Corporations clients The

maximum potential future payment under this indemnification was $577

million and $1.0 billion at December 31 2008 and 2007 Historically

any payments made under this indemnification have been immaterial As

these margin loans are highly collateralized by the securities held by the

brokerage clients the Corporation has assessed the probability of making

such payments in the future as remote This indemnification would end

with the termination of the clearing contract

Other Guarantees

The Corporation also sells products that guarantee the return of principal

to investors at preset future date These guarantees cover broad

range of underlying asset classes and are designed to cover the shortfall

between the market value of the underlying portfolio and the principal

amount on the preset future date To manage its exposure the Corpo

ration requires that these guarantees be backed by structural and invest

ment constraints and certain pre-defined triggers that would require the

underlying assets or portfolio to be liquidated and invested in zero-coupon

bonds that mature at the preset future date The Corporation is required

to fund any shortfall at the preset future date between the proceeds of

the liquidated assets and the purchase price of the zero-coupon bonds

These guarantees are booked as derivatives and marked to market in the

trading portfolio At December 31 2008 and 2007 the notional amount

of these guarantees totaled $1.3 billion and $1.5 billion These guaran

tees have various maturities ranging from two to five years At

December 31 2008 and 2007 the Corporation had not made payment

under these products and has assessed the probability of payments

under these guarantees as remote

The Corporation has entered into additional guarantee agreements

including lease end obligation agreements partial credit guarantees on

certain leases real estate joint venture guarantees sold risk participation

swaps and sold put options that require gross settlement The maximum

potential future payment under these agreements was approximately

$7.3 billion and $4.8 billion at December 31 2008 and 2007 The esti

mated maturity dates of these obligations are between 2009 and 2033

The Corporation has made no material payments under these guarantees

For additional information on recourse obligations related to residential

mortgage loans sold and other guarantees related to securitizations see

Note Securitizations to the Consolidated Financial Statements

Litigation and Regulatory Matters

In the ordinary course of business the Corporation and its subsidiaries

are routinely defendants in or parties to many pending and threatened

legal actions and proceedings including actions brought on behalf of

various classes of claimants Certain of these actions and proceedings

are based on alleged violations of consumer protection securities envi

ronmental banking employment and other laws In certain of these

actions and proceedings claims for substantial monetary damages are

asserted against the Corporation and its subsidiaries

In the ordinary course of business the Corporation and its subsidiaries

are also subject to regulatory examinations information gathering

requests inquiries and investigations Certain subsidiaries of the Corpo

ration are registered broker/dealers or investment advisors and are sub

ject to regulation by the SEC the Financial Industry Regulatory Authority

FINRA the New York Stock Exchange the Financial Services Authority

and other domestic international and state securities regulators In con

nection with formal and informal inquiries by those agencies such sub

sidiaries receive numerous requests subpoenas and orders for

documents testimony and information in connection with various aspects

of their regulated activities
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In view of the inherent difficulty of predicting the outcome of such liti

gation and regulatory matters particularly where the claimants seek very

large or indeterminate damages or where the matters present novel
legal

theories or involve large number of parties the Corporation cannot

state with confidence what the eventual outcome of the pending matters

will be what the timing of the ultimate resolution of these matters will be

or what the eventual loss fines or penalties related to each pending

matter may be

In accordance with SFAS the Corporation establishes reserves for

litigation and regulatory matters when those matters present loss con

tingencies that are both probable and estimable When loss con

tingencies are not both probable and estimable the Corporation does not

establish reserves In some of the matters described below including but

not limited to the Lehman Brothers Holdings Inc matters loss con

tingencies are not both probable and estimable in the view of manage

ment and accordingly reserves have not been established for those

matters Based on current knowledge management does not believe that

loss contingencies if any arising from pending litigation and regulatory

matters including the litigation
and regulatory matters described below

will have material adverse effect on the consolidated financial position

or liquidity of the Corporation but may be material to the Corporations

operating results for any particular reporting period

Adepha Communications Corporation

Adeiphia Recovery Trust is the plaintiff in lawsuit pending in the U.S

District Court for the Southern District of New York SDNY The lawsuit

originally named over 700 defendants including Bank of America N.A

BANA Banc of America Securities LLC BAS Merrill Lynch Co Inc

Merrill Lynch Capital Corp collectively Merrill Lynch Fleet National Bank

Fleet Securities Inc collectively Fleet and other affiliated entities and

asserted over 50 claims under federal statutes and state commonlaw

relating to loans and other services provided to various affiliates of ACC

and entities owned by members of the founding family of Adelphia

Communications Corporation The plaintiffs
seek unspecified damages in

an amount not less than $5 billion The District Court granted in part

defendants motions to dismiss which resulted in the dismissal of

approximately 650 defendants from the lawsuit The plaintiffs have

appealed the dismissal decision The primary claims remaining against

BANA BAS Merrill Lynch and Fleet include fraud aiding and abetting

fraud and aiding and abetting breach of fiduciary duty Trial is scheduled

for February 2010

Auction Rate Securities ARS Claims

On May 22 2008 putative class action Bondar Bank of America

Corporation was filed in the U.S District Court for the Northern District of

California against the Corporation Banc of America Investment Services

Inc BAI and BAS collectively Bank of America on behalf of persons who

purchased auction rate securities ARS from the defendants The

amended complaint which was filed on January 22 2009 alleges

among other things that Bank of America manipulated the market for

and failed to disclose material facts about ARS and seeks tc recover

unspecified damages for losses in the market value of ARS allegedly

caused by the decision of the Company and other broker-dealers to dis

continue supporting auctions for the securities On February 12 2009

the Judicial Panel on Multidistrict Litigation consolidated Bondar and two

related individual federal actions into one proceeding in the U.S District

Court for the Northern District of California

On March 25 2008 putative class action Burton Merrill Lynch

Co Inc et al was filed in the U.S District Court for the Southern Dis

trict of New York against Merrill Lynch on behalf of persons who pur

chased and continue to hold ARS offered for sale by Merrill Lynch

between March 25 2003 and February 13 2008 The complaint alleges

among other things that Merrill Lynch failed to disclose material facts

about ARS similar action captioned Stanton Merrill Lynch Co

Inc et al was filed the next day in the same court On October 31

2008 the two cases were consolidated and on December 10 2008

consolidated class action amended complaint was filed Plaintiffs seek to

recover alleged losses in the market value of ARS allegedly caused by the

decision of Merrill Lynch to discontinue supporting auctions for the secu

rities Responses to the amended complaint were due on February 27

2009

On September 2008 twc civil antitrust putative class actions City

of Baltimore Citigroup et and Mayfield Citigroup et aL were filed

in the U.S District Court for the Southern District of New York against the

Corporation Merrill Lynch and other financial institutions alleging that

the defendants conspired to restrain trade in ARS by artificially supporting

auctions and later withdrawing that support City of Baltimore is filed on

behalf of class of issuers of ARS underwritten by the defendants

between May 12 2003 and February 13 2008 who seek to recover the

alleged above-market interest payments they claim they were forced to

make when the Corporation Merrill Lynch and others allegedly dis

continued supporting ARS The plaintiffs who also purchased ARS also

seek to recover claimed losses in the market value of those securities

allegedly caused by the decision of the financial institutions to dis

continue supporting auctions for the securities Plaintiffs seek treble

damages and to rescind at par their purchases of ARS Mayfield is filed

on behalf of class of persons who acquired ARS
directly

from defend

ants and who held those securities as of February 13 2008 Plaintiffs

seek to recover alleged losses in the market value of ARS allegedly

caused by the decision of the Corporation and Merrill Lynch and others to

discontinue supporting auctions for the securities Plaintiffs seek treble

damages and to rescind at pal-
their purchases of ARS On January 15

2009 defendants including the Corporation and Merrill Lynch filed

motion to dismiss the complaints

On September 10 2008 Bank of America announced an agreemerlt

in principle with the Massachusetts Securities Division without admitting

or denying allegations of wrongdoing under which it will offer to purchase

at par ARS held by certain customers On October 2008 Bank of Amer

ica announced agreements in principle with the SEC the Office of the

New York State Attorney General NYAG and the North American Secu

rities Administrators Associaticn The agreements are substantially sim

ilar except that the agreement with the NYAG requires the payment of

penalty to be allocated among and at the discretion of the settling states

In addition the agreement with the SEC provides that the SEC reserves

the right to seek an additional penalty in the event it concludes Bank of

America has not satisfied its obligations under the agreement

Merrill Lynch has entered into agreements in principle to settle regu

latory
actions related to its sale of ARS As part of these settlements

Merrill Lynch agreed to offer to purchase ARS held by certain individuals

charities and non-profit corporations and to pay fine

Countrywide Equity and Debt Securities Matters

Countrywide Financial Corporation CFC certain other Countrywide enti

ties and certain former officers and directors of CFC among others have

been named as defendants in two putative class actions filed in the U.S

District Court for the Central District of California relating to certain CFC

equity and debt securities One case entitled In re Countrywide Financial

Corp Securities Litigation was filed by certain New York state and munici

156 Bank of America 2008



pal pension funds on behalf of purchasers of CFCs common stock and

certain other equity and debt securities The complaint alleges among

other things that CFC made misstatements including in certain SEC fil

ings concerning the nature and quality
of its loan underwriting practices

and its financial results in violation of the antifraud provisions of the

Securities Exchange Act of 1934 and Sections 11 and 12 of the Securities

Act of 1933 Plaintiffs also assert claims against BAS Merrill Lynch

Pierce Fenner Smith Inc MLPFS and other underwriter defendants

under Sections 11 and 12 of the Securities Act of 1933 Plaintiffs seek

unspecified compensatory damages among other remedies On

December 2008 the Court granted in part and denied in part the

defendants motions to dismiss the First Consolidated Amended Com

plaint with leave to amend certain claims Plaintiffs have filed Second

Consolidated Amended Complaint motion to dismiss is pending

The other case entitled Argent Classic Convertible Arbitrage Fund L.P

Countrywide Financial Corp et was filed in the U.S District Court

for the Central District of California in October 2007 against CFC on

behalf of purchasers of certain Series and debentures issued in vari

ous private placements pursuant to May 16 2007 CFC offering memo

randum This matter involves allegations similar to those in the In re

Countrywide Financial Corporation Securities Litigation case asserts

claims under the antifraud provisions of the Exchange Act and California

state law and seeks unspecified damages Plaintiffs have filed an

amended complaint that added the Corporation as defendant motion

to dismiss is pending

CFC has also responded to subpoenas from the SEC and the U.S

Department of Justice

Countrywkle Mortgage-Backed Securities Litigation

CFC certain other Countrywide entities certain former CFC officers and

directors as well as BAS and MLPFS are named as defendants in

consolidated putative class action entitled Luther Countrywide Home

Loans Servicing LP et filed in the Superior Court of the State of Cal

ifornia County of Los Angeles that relates to the public offering of vari

ous mortgage-backed securities The consolidated complaint alleges

among other things that the mortgage loans underlying these securities

were improperly underwritten and failed to comply with the guidelines and

processes described in the applicable registration statements and pro

spectus supplements in violation of Sections 11 and 12 of the Securities

Act of 1933 and seeks unspecified compensatory damages among other

relief In addition in August 2008 complaint was filed in the First Judi

cial Court for the County of Santa Fe against CFC certain other CFC enti

ties and certain former officers and directors of CFC by three New Mexico

governmental entities that allegedly acquired certain of these mortgage-

backed securities The complaint asserts claims under the Securities Act

and New Mexico state law motion to dismiss the complaint in the New

Mexico action is pending

Countrywide State and Local Enforcement Actions

Certain state and local government officials filed proceedings against CFC

and/or various of CFCs wholly-owned subsidiaries including lawsuits

brought by the state attorneys general of California Florida Illinois

Connecticut Indiana and West Virginia
in their respective state courts

These lawsuits alleged among other things that CFC and/or its sub

sidiaries violated state consumer protection laws by engaging in

deceptive marketing practices designed to increase the volume of loans it

originated and then sold into the secondary market These lawsuits

sought among other remedies restitution other monetary relief penal

ties and in the Illinois action rescission or repurchase of mortgage loans

made to Illinois consumers CFC and its affiliates removed each of the

lawsuits to federal court and they have been transferred finally or provi

sionally to the U.S District Court for the Southern District of California by

the Judicial Panel on Multidistrict Litigation In addition the Director of

the Washington State Department of Financial Institutions commenced an

administrative proceeding against CFC wholly-owned subsidiary alleging

among other things that such subsidiary did not provide borrowers with

certain required disclosures and that the loan products made available to

Washington borrowers of protected races or ethnicities were less favor

able than those made available to other similarly
situated borrowers

That proceeding seeks among other things monetary fine and an order

barring the CFC subsidiary from making consumer loans in the state of

Washington for five years The state lawsuits have been settled finally or

in principle except for the lawsuit brought by Indiana The settlement

provides for loan modification program principally for subprime and pay

option ARM borrowers and nationwide fund of up to $150 million for

foreclosure relief programs designated by certain settling states and for

payments to individuals whose property was foreclosed and prior to fore

closure had made few mortgage payments The settlements with all of

the states except Connecticut have been documented and filed in state

court leading to the dismissal of the federal court cases as to CFC and/

or its affiliates and the remaining settlements are subject to the negotia

tion and execution of agreements and the Courts approval of such

agreements

Countrywide Bond Insurance Litigation

In September 2008 CFC and other Countrywide entities were named as

defendants in an action filed by MBIA Insurance Corporation MBIA in

New York Supreme Court The action relates to bond insurance policies

provided by MBIA with regard to certain securitized pools of home equity

lines of credit and fixed-rate second lien mortgage loans MBIA allegedly

has paid claims as result of defaults in the underlying loans and claims

that these defaults are the result of improper underwriting The complaint

alleges misrepresentation and breach of contract among other claims

and seeks unspecified actual and punitive damages and attorneys fees

The Countrywide defendants have filed motion to dismiss the primary

claims in the action

Data Treasury Litigation

The Corporation and BANA have been named as defendants in two cases

filed by Data Treasury Corporation Data Treasury in the U.S District

Court for the Eastern District of Texas In one case Data Treasury alleges

that defendants provided sold installed utilized and assisted others to

use and utilize image-based banking and archival solutions in manner

that infringes United States Patent Nos 5910988 and 6032137 In

the other case Data Treasury alleges that the Corporation and BANA

among other defendants are making using selling offering foi sale

and/or importing into the United States directly contributory and/or by

inducement without authority products and services that fall within the

scope of the claims of United States Patent Nos 5265007

5583759 5717868 and 5930778 Data Treasury seeks

unspecified damages and
injunctive

relief in both cases This matter has

been scheduled for trial in the fall of 2009

Enron Litigation

On April 2002 Merrill Lynch Co Inc and MLPFS collectively Merrill

Lynch were added as defendants in consolidated class action entitled

Newby Enron Corp et filed in the U.S District Court for the South

ern District of Texas on behalf of certain purchasers of Enrons publicly

traded equity and debt securities The complaint alleges among other

things that Merrill Lynch engaged in improper transactions that helped

Enron misrepresent its earnings and revenues The District Court denied

Merrill Lynchs motion to dismiss and certified class action by Enron
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shareholders and bondholders against Merrill Lynch and other defend

ants On March 19 2007 the U.S Court of Appeals for the Fifth Circuit

reversed the District Courts decision certifying the case as class

action On January 22 2008 the Supreme Court denied plaintiffs peti

tion to review the Fifth Circuits decision The parties are currently await

ing the District Courts decision on Merrill Lynchs request to dismiss the

case based on the Fifth Circuits March 19 2007 decision and the

Supreme Courts January 15 2008 decision in another case Stoneridge

Investment Scientific Atlanta which rejected liability on the same

theory asserted by plaintiffs in this case Over dozen other actions have

been brought against Merrill Lynch and other investment firms in con

nection with their Enron-related activities There has been no adjudication

of the merits of these claims

Heilig-Meyers Utigation

In AIG Global Securities Lending Corp et Banc of America Secu

rities LLC pending in the U.S District Court for the Southern District of

New York the plaintiffs purchased asset-backed securities issued by

trust formed by Heilig-Meyers Co and allege that BAS as underwriter

made misrepresentations in connection with the sale of those securities

in violation of the federal securities laws and New York common law The

case was tried and jury rendered verdict against BAS in favor of the

plaintiffs for violations of Section 10b of the Securities Exchange Act of

1934 and Rule IOb-5 and for common law fraud The jury awarded

aggregate compensatory damages of $84.9 million plus prejudgment

interest totaling approximately $59 million BAS filed motions to set aside

the verdict in January 2009

In re Initial Public Offering Securities Litigation

Beginning in 2001 Robertson Stephens Inc an investment banking

subsidiary of FleetBoston that ceased operations during 2002 BAS

Merrill Lynch Co Inc MLPFS collectively Merrill Lynch other under

writers and various issuers and others were named as defendants in

certain of the 309 putative class action lawsuits that have been con

solidated in the U.S District Court for the Southern District of New York

as In re Initial Public Offering Securities Litigation Plaintiffs contend that

the defendants failed to make certain required disclosures and manipu

lated prices of securities sold in initial public offerings through among

other things alleged agreements with institutional investors receiving

allocations to purchase additional shares in the aftermarket and seek

unspecified damages On December 2006 the U.S Court of Appeals

for the Second Circuit reversed the District Courts order certifying the

proposed classes On September 27 2007 plaintiffs filed motion to

certify modified classes which defendants opposed On October 10

2008 the District Court granted plaintiffs request to withdraw without

prejudice their class certification motion settlement in principle has

been reached subject to negotiation of definitive documentation and

court approval If the settlement is finalized and approved Robertson

Stephens Inc BAS and Merrill Lynch will pay in total approximately

$100 million to the settlement classes

Interchange and Related Cases

The Corporation and certain of its subsidiaries are defendants in putative

class actions filed on behalf of retail merchants that accept Visa and

MasterCard payment cards Additional defendants include Visa Master

Card and other financial institutions Plaintiffs seek unspecified treble

damages and injunctive relief and allege that the defendants conspired to

fix the level of interchange and merchant discount fees and that certain

other practices including various Visa and MasterCard rules violate

federal and California antitrust laws The class actions are coordinated

for pre-trial proceedings in the U.S District Court for the Eastern District

of New York together with individual actions brought only against Visa

and MasterCard under the caption In Re Payment Card Interchange Fee

and Merchant Discount Anti-Tnist Litigation Interchange On January

2008 the District Court dismissed all claims for pre-2004 damages
Plaintiffs filed motion for class certification on May 2008 and the

defendants have opposed that motion On January 29 2009 the class

plaintiffs filed an amended consolidated complaint

The class
plaintiffs have also filed two supplemental complaints

against certain defendants including the Corporation and certain of its

subsidiaries relating to respectively MasterCards 2006 initial public

offering MasterCard IPO and Visas 2008 initial public offering Visa

IPO The supplemental complaints which seek unspecified treble dam

ages and injunctive relief assert among other things claims under

federal antitrust laws On November 25 2008 the District Court granted

defendants motion to dismiss the supplemental complaint relating to

MasterCards IPO with leave to amend On January 29 2009 plaintiffs

amended this supplemental complaint and also filed the supplemental

complaint relating to Visas IPO Responses to all of the complaints are

due on March 16 2009

The Corporation and certain of its subsidiaries have entered into

agreements that provide for sharing liabilities in connection with certain

antitrust litigation against Visa the Visa-Related Litigation including

Interchange Under these agreements the Corporations obligations to

Visa in the Visa-Related Litigation are capped at the Corporations mem
bership interest in Visa USA approximately 12.1 percent as of December

31 2008 but expected to rise to approximately 12.6 percent after giving

effect to the transaction with Merrill Lynch Co Inc. Also under these

agreements Visa Inc has used portion of the proceeds from the Visa

IPO to fund liabilities arising from the Visa-Related Litigation including the

settlement during 2008 of Discover Financial Services Visa USA et

and the 2007 settlement of American Express Travel Related Services

Company Visa USA et and has stated that it will use such pro

ceeds to fund other liabilities in the future if any arising from the Visa-

Related Litigation

Lehman Brothers Holdings Inc

Beginning in September 2008 BAS MLPFS Countrywide Securities

Corporation and LaSalle Financial Services Inc along with other under

writers and individuals were ramed as defendants in several putative

class action complaints filed in the U.S District Court for the Southern

District of New York and state courts in Arkansas California New York

and Texas Plaintiffs allege that the underwriter defendants violated Sec

tions 11 and 12 of the Securities Act of 1933 by making false or mislead

ing disclosures in connection with various debt and convertible stock

offerings of Lehman Brothers Holdings Inc and seek unspecified dam

ages On January 2009 the U.S District Court for the Southern District

of New York issued an order consolidating most of these cases under the

caption In re Lehman Brothers Securities and ERISA Litigation

Mediafiction Litigation

Approximately decade ago Merrill Lynch International Bank Limited

MLIB formerly Merrill Lynch Capital Markets Bank Limited acted as

manager for $284 million issuance of notes for an Italian
library of

movies backed by the future flow of receivables to such movie rights

Mediafiction S.p.A Mediafiction was responsible for collecting payments

in connection with the rights to the movies and forwarding the payments

to MLIB for distribution to note holders Mediafiction failed to make the

required payments to MLIB and subsequently filed for protection under

the bankruptcy laws of
Italy MLIB has filed claims in the Mediafiction

bankruptcy proceeding for amounts that Mediafiction failed to pay on the

notes and Mediafiction has filei counterclaim alleging that the agree-
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ment between MLIB and Mediafiction is null and void and seeking return

of the payments previously made by Mediafiction to MLIB In October

2008 the Court of Rome granted Mediafiction S.p.A counter-claim

against MLIB in the amount of $137 million MLIB has appealed the rul

ing to the Court of Appeals of the Court of Rome

MerriH Lynch Merger-Rated Matters

Beginning in January 2009 the Corporation and certain of its officers and

directors have been named as defendants in putative class actions

brought by shareholders alleging violations of Sections 10b 14a and

20a of the Securities Exchange Act of 1934 and SEC rules promulgated

thereunder based on among other things the alleged failure to disclose

information concerning the financial performance of Merrill Lynch during

the fourth quarter of 2008 in connection with the proxy statement pur

suant to which the Corporations shareholders approved the merger

between the Corporation and Merrill Lynch the Merger and certain other

public statements These actions which seek unspecified damages and

other relief include Skiar Bank of America Corp eta Finger Interests

No One Ltd Bank of America Corp et Fort Worth Employees Ret

Fund BOnk of America Corp et Palumbo Bank of America Corp

et Zitner Bank of America Corp et and Stabbert Bank of

America Corp et in the U.S District Court for the Southern District of

New York Boom Bank of America Corp et in the U.S District Court

for the Northern District of Georgia and Cromier Bank of America Corp

et in the U.S District Court for the Northern District of California

The Corporation and certain of its officers and directors have also

been named as defendants in putative class action Stern Bank of

America Corp et brought in the Delaware Court of Chancery by

shareholders alleging breaches of fiduciary duties in connection with the

Merger

Other putative class actions including Dailey Bank of America

Corp et Wilson Bank of America Corp et Adams Bank of

America Corp eta Wright Bank of America Corp eta and Stricker

Bank of America Corp Corporate Benefits Comm et have been

filed in the U.S District Court for the Southern District of New York

against the Corporation and certain of its officers and directors seeking

recovery for losses from the Bank of America 401k Plan pursuant to the

Employee Retirement Income Security Act The complaints allege among

other things that defendants made false and misleading statements in

connection with the Mergernd failed to inform participants in the plan of

risks associated with investment irthe Corporations stock

In addition several derivative actions have been filed against directors

of the Corporation and the Corporation as nominal defendant in the U.S

District Court for the Southern District of New York including Louisiana

Municipal Police Employees Ret System Lewis et Waidman

Lewis et Hollywood Police Officers Ret System Lewis et

Siegel Lewis et Lehmann Lewis et and Smith Lewis et

Other derivative actions have been filed in the DeIawre Court of Chan

cery consolidated as In re Bank Of Amdrich Corp Stockholder Derivative

Litigation and in North Carolina Superior Court Cunniff Lewis et

The derivative actions assert common law claims for breach of fiduciary

duty and waste of corporate assets in connection with the Merger Certain

derivative actions filed in the U.S District Court for the Southern District

of New York also allege violations of Section 14a of the Securities

Exchange Act of 1934 and Rule 14a-9 promulgated thereunder based on

among other things the alleged failure to disclose information concerning

the financial performance of Merrill Lynch during the fourth quarter of

2008 in connection with the proxy statement pursuant to which the

Corporation shareholders approved the Merger

The Corporation and Merrill Lynch have also received and are respond

ing to inquiries from governmental authorities relating to the Merger

and incentive compensation paid to employees for 2008

MerrH Lynch Subprme-Reated Matters

In re Merrill Lynch Co Inc Securities Derivative and ERISA

Litigation

Beginning in October 2007 Merrill Lynch Co Inc and MLPFS

collectively Merrill Lynch and certain present and former Merrill Lynch

officers and directors were named in both putative class actions filed on

behalf of certain persons who acquired Merrill Lynch securities the Secu

rities Action or participated in Merrill Lynch retirement plans the ERISA

Action and purported shareholder derivative actions the Derivative

Actions that have largely been consolidated under the caption In re Mer

nI Lynch Co Inc Securities Derivative and ERISA Litigation filed in

the U.S District Court for the Southern District of New York The com

plaints allege among other things that the defendants misrepresented

and omitted facts related to Merrill Lynchs exposure to subprime

collateralized debt obligations and subprime lending markets in violation

of the federal securities laws and seek damages in unspecified

amounts The Securities Action plaintiffs allege harm to investors who

purchased Merrill Lynch securities during the class period the ERISA

Action plaintiffs allege harm to employees who invested retirement assets

in Merrill Lynch securities in violation of the Employee Retirement Income

Securities Act ERISA and the plaintiffs in the derivative suits allege

harm to Merrill Lynch itself from alleged breaches of fiduciary duty In

January 2009 Merrill Lynch agreed in principle to settle the Securities

Action for $475 million and the ERISA Action for $75 million The settle

ment is subject to number of conditions including court approval and

confirmatory discovery and was reached without any adjudication of the

merits or finding of liability On February 17 2009 the District Court

granted the defendants motion to dismiss the Derivative Actions

Louisiana Sheriffs Pension Relief Fund Conway et

On October 2008 putative class action was filed against Merrill

Lynch Co Inc Merrill Lynch Capital Trust Merrill Lynch Capital Trust

II Merrill Lynch Capital Trust Ill MLPFS collectively Merrill Lynch and

certain present and former Merrill Lynch officers and directors and

underwriters including BAS in New York SUpreme Court The complaint

seeks relief on behalf of all persons who purchased or otherwise acquired

Merrill Lynch debt securities issued pursuant to shelf registration

statement dated March 31 2006 The complaint alleges that Merrill

Lynchs prospectuses misstated Merrill Lynchs financial condition and

failed to disclose its exposure to losses from investments tied to sub-

prime and other mortgages as well as its liability arising from its partic

ipatiOn in the auction rate securities market On October 22 2008 the

Oction was removed to federal court and on November 2008 it was

accepted as related case to In re Merrill Lynch Co Inc Securities

Derivative and ERSA Litigation On February 2009 Merrill Lynch filed

motion to dismiss the action

Connecticut Carpenters Pension Fund et Merrill Lynch Co

Inc eta

On December 2008 class action complaint was tiled against Merrill

Lynch Co Inc MLPFS Merrill Lynch Mortgage Investors Inc Merrill

Lynch Mortgage Lending Inc and Merrill Lynch Credit Corporation Inc

collectively Merrill Lynch and certain present and former Merrill Lynch

officers and directors in the Superior CoOrt of the State of California

County of Log Angeles on behalf of persods who purchased Merrill Lynch
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Mortgage Trust Certificates pursuant or traceable to registration state

ments that Merrill Lynch Mortgage Investors Inc filed with the SEC on

August 2005 December 21 2005 and February 2007 The com

plaint alleges that the registration statements misrepresented or omitted

material facts regarding the quality of the mortgage pools underlying the

Trusts the mortgages loan-to-value ratios and other criteria that were

used to qualify borrowers for mortgages Plaintiffs seek to recover alleged

losses in the market value of the Certificates allegedly caused by the

performance of the underlying mortgages

Public Employees Ret System of Mississippi Merrill Lynch Co

Inc

On February 17 2009 putative class action was filed against Merrill

Lynch and others in the U.S District Court for the Southern District of

New York on behalf of persons who purchased Merrill Lynch Mortgage

Trust Certificates pursuant or traceable to registration statements that

Merrill Lynch Mortgage Investors Inc filed with the SEC on December 21
2005 and February 2007 The complaint alleges among other things

that the registration statements and related documents misrepresented

or omitted material facts regarding the underwriting standards used to

originate the mortgages in the mortgage pools underlying the Trusts

Plaintiffs seek to recover alleged losses in the market value of the Certifi

cates allegedly caused by the performance of the underlying mortgages or

to rescind their purchases of the Certificates

In addition to the above class actions Merrill Lynch is respondent or

defendant in arbitrations and lawsuits brought by customers relating to

the purchase of subprime-related securities Plaintiffs generally allege

causes of action for negligence breach of duty and fraud

Merrill Lynch Co Inc is cooperating with the SEC and other gov

ernmental authorities investigating sub-prime mortgage-related activities

Miller

On August 13 1998 predecessor of BANA was named as defendant

in class action filed in Superior Court of California County of San Fran

cisco entitled Paul Miller Bank of America N.A challenging its prac

tice of debiting accounts that received by direct deposit governmental

benefits to repay fees incurred in those accounts The action alleges

among other claims fraud negligent misrepresentation and other viola

tions of California law On October 16 2001 class was certified con

sisting of more than one million California residents who have had or will

have at any time after August 13 1994 deposit account with BANA

into which payments of public benefits are or have been directly

deposited by the government

On March 2005 the trial court entered judgment that purported

to award the class restitution in the amount of $284 million plus attor

neys fees and provided that class members whose accounts were

assessed an insufficient funds fee in violation of law suffered substantial

emotional or economic harm and therefore are entitled to an additional

$1000 statutory penalty The judgment also purported to enjoin BANA

among other things from engaging in the account balancing practices at

issue On November 22 2005 the California Court of Appeal stayed the

judgment including the injunction pending appeal

On November 20 2006 the California Court of Appeal reversed the

judgment in its entirety holding that BANAs practice did not constitute

violation of California law On March 21 2007 the California Supreme

Court granted plaintiffs petition to review the Court of Appeals decision

Municipal Derivatives Matters

The Antitrust Division of the U.S Department of Justice DOJ the SEC

and the IRS are investigating possible anticompetitive bidding practices in

the municipal derivatives industry involving various parties including

BANA from the early 199Os to date The activities at issue in these

industry-wide government invesligations concern the bidding process for

municipal derivatives that are offered to states municipalities and other

issuers of tax-exempt bonds The Corporation has cooperated and con

tinues to cooperate with the DDJ the SEC and the IRS On February

2008 BANA received Wells notice advising that the SEC staff is

considering recommending thai the SEC bring civil injunctive action

and/or an administrative proceeding in connection with the bidding of

various financial instruments associated with municipal securities An

SEC action or proceeding could seek permanent injunction disgorge

ment plus prejudgment interest civil penalties and other remedial relief

Merrill Lynch Co Inc is also being investigated by the SEC and the

DOJ

On January 11 2007 the Corporation entered into Corporate Condi

tional Leniency Letter the Letter with DOJ Under the Letter and subject

to the Corporations continuing cooperation DOJ will not bring any crimi

nal antitrust prosecution against the Corporation in connection with the

matters that the Corporation reported to DOJ Subject to satisfying DOJ

and the court presiding over any civil
litigation

of the Corporations

cooperation the Corporation is
eligible

for limit on liability to single

rather than treble damages in certain types of related civil antitrust

actions and ii relief from
joini

and several antitrust liability with other

civil defendants

Beginning in March 2008 the Corporation BANA and other financial

institutions including Merrill Lynch Co Inc have been named as

defendants in complaints filed in federal courts in the District of Colum

bia New York and elsewhere Plaintiffs purport to represent classes of

government and private entities that purchased municipal derivatives

from defendants The complaints allege that defendants conspired to

allocate customers and fix or stabilize the prices of certain municipal

derivatives from 1992 through the present The plaintiffs complaints

seek unspecified damages including treble damages These lawsuits

were consolidated for pre-trial proceedings in the In re Municipa

Derivatives Antitrust Litigation MDL No 1950 Master Docket

No 08-2516 pending in the U.S District Court for the Southern District

of New York and plaintiffs have filed Consolidated Class Action corn-

plaint in this matter BANA BAS Merrill Lynch and other financial

institutions were also named in several related individual suits filed in

California state courts on behalf of number of cities and counties in

California These complaints allege substantially similar conspiracy and

assert violations of Californias Cartwright Act as well as fraud and deceit

claims All of these state complaints have been removed to federal court

and are now part of in re Municipal Derivatives Antitrust Litigation MDL

No 1950 Master Docket No 08-2516 Motions to remand these cases

to state court were denied

Beginning in
April 2008 ttie Corporation and BANA received sub

poenas interrogatories and/or civil investigative demands from number

of state attorneys general requesting documents and information regard

ing municipal derivatives transactions from 1992 through the pres

ent The Corporation and BANA are cooperating with the state attorneys

general

Parmalat Finanziaria Sp.A
On December 24 2003 Parmalat Finanziaria SpA was admitted into

insolvency proceedings in.ltaly known as extraordinary administration

The Corporation through certain of its subsidiaries including BANA pro

vided financial services and extended credit to Parmalat and its related

entities On June 2004 Extraordinary Commissioner Dr Enrico Bondi

filed with the Italian Ministry of Production Activities plan of reorganiza

tion for the restructuring of the companies of the Parmalat group that are

160 Bank of America 2008



included in the Italian extraordinary administration proceeding In July

2004 the Italian Ministry of Production Activities approved the Extra

ordinary Commissioners restructuring plan as amended for the Parma

lat group companies that are included in the Italian extraordinary

administration proceeding This plan was approved by the voting creditors

and the Court of Parma Italy in October of 2005

Litigation and investigations relating to Parmalat are pending in both

Italy and the United States

Proceedings in Italy

On May 26 2004 The Public Prosecutors Office for the Court of Milan

Italy filed criminal charges against Luca Sala Luis Moncada and Antonio

Luzi three former employees of the Corporation alleging the crime of

market manipulation in connection with press release issued by Parrna

lat On December 18 2008 the Cdurt of Milan Italy fully acquitted each

of the former employees of all charges At this time the acquittal has not

been appealed The Public Prosecutors Office also filed related charge

in May 2004 against the Corporation asserting administrative
liability

based on an alleged failure to maintain an organizational model sufficient

to prevent the alleged criminal activities of its former employees The trial

on this administrative charge is ongoing with hearing dates scheduled in

2009

Separately on October 2008 the Public Prosecutor of the Court of

Parma Italy filed notice of intent to file criminal charges against twelve

former and current employees of the Corporation in connection with the

insolvency of Parmalat SpA The notice of intent to file charges alleges

that the Corporations transactions with Parmalat contributed to the

insolvency of Parmalat that certain transactions violated the Italian usury

laws and that certain former employees of the Corporation wrongly

diverted funds in connection with certain transactions

Proceedings in the United States

On March 2004 First Amended Complaint was filed in securities

action pending in the U.S District Court for the Southern District of New

York entitled Southern Alaska Carpenters Pension Fund et Bonlat

Financing Corporation et al The action was brought as putative class

action on behalf of purchasers of Parmalat securities alleged violations

of the federal securities laws against the Corporation and certain affili

ates and sought unspecified damages The action was subsequently

consolidated as the In re Parmalat Securities Litigation before Judge

Lewis Kaplan of the Southern District of New York On August 12

2008 the District Court dismissed the putative class claims against the

Corporation and its affiliates in their entirety and no appeal was taken

On October 2004 Enrico Bondi filed an action in the U.S District

Court for the Western District of North Carolina on behalf of Parmalat and

its shareholders and creditors against the Corporation and various related

entities entitled Dr Enrico Bondi Extraordinaty Commissioner of Parma

lat Finanziaria S.p.A et Bank of America Corporation et al the

Bondi Action The complaint alleged federal and state RICO claims and

various state law claims including fraud The complaint seeks damages

in excess of $10 billion The Bondi Action was transferred to the U.S

District Court for the Southern District of New York for coordinated

pre-trial purposes with putative class actions and other related cases

against non-Bank of America defendants under the caption In re Parmalat

Securities Litigation Following orders on motions to dismiss the remain

ing claims are federal and state RICO claims breach of fiduciary duty

claim and other state law claims with respect to three transactions

entered into between the Corporation and Parmalat The Corporation filed

an answer and counterclaims seeking damages The District Court

granted in part motion to dismiss certain of the counterclaims leaving

intact the counterclaims for fraud negligent misrepresentation and civil

conspiracy against Parmalat S.p.A Parmalat Finanziaria S.p.A and

Parmalat Netherlands B.V as well as claim for securities fraud against

Parmalat S.p.A and Parmalat Finanziaria S.p.A

Certain purchasers of Parmalat-related private placement offerings

have filed complaints against the Corporation and various related entities

in the following actions Principal Global Investors LLC et al Bank of

America Corporation et al in the U.S District Court for the Southern

District of Iowa Monumental Life Insurance Company et Bank of

America Corporation et al in the U.S District Court for the Northern Dis

trict of Iowa Prudential Insurance Company of America and Hartford Life

Insurance Company Bank of America Corporation et al in the U.S

District Court for the Northern District of Illinois Allstate Life Insurance

Company Bank of America Corporation et al in the U.S District CÆurt

for the Northern District of Illinois Hartford Life Insurance Bank of

America Corporation et al in the U.S District Court for the Southern

District of New York and John HancOck Life Insurance Company et

Bank of America Corporation et in the U.S District Court for the Dis

trictof Massachusetts The actions variously allege violations of federal

and state securities law and state common law and seek rescission and

unspecified damages based upon the Corporations and related entities

alleged roles in certain private placement offerings issued by Parmalat

related companies All cases have been transferred to the U.S District

Court for the Southern District of New York for coordinated pre-trial pur

poses with the In re Parmalat Securities Litigation matter The plaintiffs

seek rescission and unspecified damages resulting from alleged pur

chases of approximately $305 million in private placement instruments

Pender

The Corporation is defendant in putative class action entitled William

Pender et Bank of America Corporation et formerly captioned

Anita Pothier et Bank of America Corporation et al which is pend

ing in the U.S District Court for the Western District of North Carolina

The action is brought on behalf of participants in or beneficiaries of The

Bank of America Pension Plan formerly known as the NationsBank Cash

Balance Plan and The Bank of America 401k Plan formerly known as

the NationsBank 401k Plan The Corporation BANA The Bank of Amer

ica Pension Plan The Bank of America 401k Plan the Bank of America

Corporation Corporate Benefits Committee and various members thereof

and PricewaterhouseCoopers LLP are defendants The complaint alleges

violations of ERISA including that the design of The Bank of America

Pension Plan violated ERISAs defined benefit pension plan standards

and that such plans definition of normal retirement age is invalid In

addition the complaint alleges age discrimination by The Bank of America

Pension Plan unlawful lump sum benefit calculation violation of ERISAs

anti-backIoading rule that certain voluntary transfers of assets by

participants in The Bank of America 401k Plan to The Bank of America

Pension Plan violated ERISA and other related claims The complaint

alleges that plan participants are entitled to greater benefits and seeks

declaratory relief monetary relief in an unspecified amount equitable

relief including an order reforming The Bank of America Pension Plan

attorneys fees and interest On December 2005 the plaintiffs moved

to certify classes consisting of among others all persons who accrued

or who are currently accruing benefits under The Bank of America Pension

Plan and ii all persons who elected to have amounts representing their

account balances under The Bank of America 401k Plan transferred to

The Bank of America Pension Plan That motion and motion to dismiss

the complaint are pending
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Note 14- Shareholders Equity and Earnings
Per Common Share

During the first quarter of 2009 the Corporation issued preferred stock

and warrants to purchase common stock For additional information see

Note 25 Subsequent Events to the Consolidated Financial Statements

In January 2009 the Corporation issued common stock in connection

with its acquisition of Merrill Lynch For additional information seeNote

Merger and Restructuring Activity to the Consolidated Financial State

ments

Common Stock

In Oqtober 2008 the Corporation issued 455 million shares of common

stock at $22.00 per share which resUlted in proceeds of $9.9 billion net

of underwriting expenses In July 2008 the Corporation issued 197 million

shares in connection with the Countride acquisition Also during the

year the Corporation issued 17.8 million shares under employee stock

plans Additionally the Corporation may repurchase shares subject to

certain restrictions including those imposed by the U.S government from

time to time in the open market or in private transactions through the

Corporations approved repurchase program In 2008 the Corporation did

not repurchase any shares of common stock As discussed further below

the declaration of common stock dividends and the repurchase of common

shares are subject to certain restrictions in connection with the Troubled

Asset Relief Program TARP Capital Purchase Program

In October 2008 the Board declared fourth quarter cash dividend of

$0.32 per common share which was paid on December 26 2008 to

common shareholders of record on December 2008 In July 2008 the

Board declared third quarter cash dividend of $0.64 per common share

which was paid on September 26 2008 to common shareholders of

record on September 2008 In April 2008 the Board declared sec

ond quarter cash dividend of $064 per common share which was paid on

June 27 2008 to shareholders of record on June 2008 In January

2008 the Board declared first quarter cash dividend of $0.64 per

common share which was paid on March 28 2008 to shareholders of

record on March 2008

In addition in January 2009 the Board declared regular quarterly

cash dividend on common stock of $0.01 per share payable on

March 27 2009 to common shareholders of record on March 2009
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Preferred Stock

The following table presents summary of Preferred Stock issued by the Corporation

Preferred Stock Summary

Dollars in

Liquidation

millions except
initial Total Preference

as noted
Issuance Shares per Share Carrying Per Annum

Series Description Date issued in dollars Value Dividend Rate Redemption Period

Series 7%

Cumulative January

Redeemable 1998 7642 100 7.00% n/a

Series 4.5 6.204% Non- September On or after

Cumulative 2006 33000 25000 825 6.204% September 14 2011

Series 1451 Annual rate equal to the

Floating Rate greater of 3-mo

Non- November LIBOR 35 bps and On or after

Cumulative 2006 81000 25000 2025 4.00% November 15 2011

Series 45 8.20% Non- May On or after

Cumulative 2008 117000 25000 2925 8.20% May 12013

Series 145 6.625% Non- September On or after

Cumulative 2007 22000 25000 550 6.625% October 2017

Series 451 7.25% Non- November On or after

Cumulative 2007 41400 25000 1035 7.25% November 2012

Series Fixed-to-

Floating Rate 8.00% through 1/29/18

Non- January 3-mo LIBOR 363 bps On or after

Cumulative 2008 240000 25000 6000 thereafter January 302018

Series 7.25% Non-

Cumulative

Perpetual January

Convertible 2008 6900000 1000 6900 7.25% n/a

Series Fixed-to-

Floating Rate 8.125% through

Non- April 5/14/18 3-mo LIBOR On or after

Cumulative 2008 160000 25000 4000 364 bps thereafter May 15 2018

Series Fixed Rate 5.00% through

Cumulative October 11/14/13 9.00% On or after

Perpetual 2008 600000 25000 13550 thereafter November 15 2011

Total 8202042 $37811

Series of preferred stock have par value of $0.01 per share

121 Amounts shown before third party issuance costs totaling $110 million

Series Preferred Stock does not have early redemption/call rights

41

Ownership is held in the form of depository shares each representing 1/1000th interest in share of preferred stock paying quarterly cash dividend

The Corporation may redeem series of preferred stock on or after the redemption date in whole or in part at its option at the liquidation preference pies declared and unpaid dividends

Ownerohip is held in the form of depository shares each representing 1/25th interest in share of preferred stock paying semi-actual cash dividend if and when declared until the redemption date then adjosts to

quarterly cashdividend if and when declared thereafter

71 Series Preferred Stock does not have early redemption/call rights Each share of the Series Preferred Stack may be converted at soy time at the option of the holder into 20 shares of the Corporations common

stock plus cash in lies of fractional shares On or after January 30 2013 the Corporation may cause some or sit of the Series Preferred Stock at ta option at soy time or from time to time to be converted into

shares of common stock at the then-applicable conversion rate if for 20 trading days during any period of 30 consecutive trading days the closing price of common stock esceeds 130 percent of the then-applicable

conversion price of the Series Preferred Stock if the Corporation exercises its right to cause the automatic conversion of Series Preferred Stock on January 30 2013 it wUl still pay any accrued dividends payable

on Javuary 30 2013 to the applicable holders of record

81 Series Preferred Stock initially pays quarterly cash dividends Series Preferred Stock may be redeemed earlier with net proceeds from qualified eqsity offerings which is detned generally as sale or issuance of

common or perpetual preferred stock to third parties that qualifies as Tier Capital

n/a not applicable
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The shares of the series of preferred stock previously discussed are long as any Series Preferred Stock is outstanding no dividends may be

not subject to the operation of sinking fund and have no participation

rights With the exception of the Series Preferred Stock the shares of

the series of preferred stock in the previous table are not convertible The

holders of these series have no general voting rights If any dividend

payable on these series is in arrears for three or more semi-annual or six

or more quarterly dividend periods as applicable whether consecutive or

not the holders of these series and any other class or series of pre

ferred stock ranking equally as tO payment of dividends and upon which

equivalent voting rights have been conferred and are exercisable voting

as single class will be entitled to vote for the election of two additional

directors Theise voting rights terminate when the Corporation has paid in

full dividends on these series for at least two semi-annual or four quar

terly
dividend periods as applicable following the dividend arrearage or

in the case of the Series Preferred Stock upon payment of all accrued

and unpaid dividends

In October 2008 in connection with the TARP Capital Purchase Pro

gram established as part of the Emergency Economic Stabilization Act of

2008 the Corporation issued to the U.S Treasury 600 thousand shares

of Series Preferred Stock as presented in the previous table The Ser

ies Preferred Stock has call feature after three years In connection

with this investment the Corporation also issued to the U.S Treasury

10-year warrants to purchase approximately 73.1 million shares of Bank

of America Corporation common stock at an exercise price of $30.79 per

share Upon the request of the U.S Treasury at any time the Corpo

ration has agreed to enter into deposit arrangement pursuant to which

the Series Preferred Stock may be deposited and depositary shares

representing 1/25th of share of Series Preferred Stock may be

issued The Corporation has agreed to register the Series Preferred

Stock the warrants the shares of common stock underlying the warrants

and the depositary shares if any for resale under the Securities Act of

1933

As required under the TARP Capital Purchase Program in connection

with the sale of the Series Preferred Stock to the U.S Treasury divi

dend payments on and repurchases of the Corporations outstanding

preferred and common stock are subject to certain restrictions For as

Accumulated OCT

declared or paid on the Corporations outstanding preferred and common

stock until all accrued and unpaid dividends on Series Preferred Stock

are fully paid In addition the L.S Treasurys consent is required for any

increase in dividends declared on shares of common stock before the

third anniversary of the issuance of the Series Preferred Stock unless

the Series Preferred Stock is redeemed by the Corporation or trans

ferred in whole by the U.S Treasury Further the U.S Treasurys consent

is required for any repurchase of any equity securities or trust preferred

securities except for repurchases of Series Preferred Stock or

repurchases of common shares in connection with benefit plans con

sistent with past practice before the third anniversary of the issuance of

the Series Preferred Stock unless redeemed by the Corporation or

transferred in whole by the U.S Treasury

On
July 14 2006 the Corporation redeemed its 6.75% Perpetual

Preferred Stock with stated value of $250 per share The

382.5 thousand shares or $96 million outstanding of preferred stock

were redeemed at the stated value of $250 per share plus accrued and

unpaid dividends

On July 2006 the Corporation redeemed its Fixed/Adjustable Rate

Cumulative Preferred Stock with stated value of $250 per share The

700 thousand shares or $175 million outstanding of preferred stock

were redeemed at the stated value of $250 per share plus accrued and

unpaid dividends

All preferred stock outstanding has preference over the Corporations

common stock with respect to the payment of dividends and distribution

of the Corporations assets in the event of liquidation or dissolution

Except in certain circumstances the holders of preferred stock have no

voting rights

During 2008 2007 and 2006 the aggregate dividends declared on

preferred stock were $1.3 billion $182 million and $22 million

respectively In addition in January 2009 the Corporation declared

aggregate dividends on preferred stock of $909 million including $145

million related to preferred stock exchanged in connection with the Merrill

Lynch acquisition

The following table presents the changes in accumulated OCI for 2008 2007 and 2006 net-of-tax

Employee Foreign

Dollars in millions Securities Derivatives Benefit Plans Currency Total

Balance December 31 2007 6536 $4402 $1301 296 1129

Net change in fair value recorded in accumulated OCI 10354 104 3387 1000 14637

Net realized losses reclassified into earnings 1797 840 46 2683

Balance December 31 2008 2021 $3458 $4642 704 $1O825

Balance December 31 2006 2733 $3697 $1428 147 7711
Net change in fair value recorded in accumulated OCI 9416 1252 142 8310

Net realized gains losses reclassified into earnings
It 147 547 123 530

Balance December 31 2007 6536 $14402 $11301 296 1129

Balance December 31 2005 2978 $14338 118 11221 7556

Net change in fair value recorded in accumulated OCI 465 534 11310 219 92
Net realized Igains losses reclassified into earnings 220 107 50 1631

Balance December 31 2006 2733 $3697 $1428 147 17711

Ill In 2008 2007 and 2006 the corporation reclassified net realized losses into earnings on the sales and other-than-temporary impairments of AFS drbt Securities of $1.4 billion $137 million and $279 million

net-of-tax respectively and net realized gains losses on the sales and other-than-temporary impairments of AFS marketable equity securities of $377 million $284 million and $499 million net-of-tax respectively

121 The amounts included in accumulated OCI for terminated interest rate derivative contracts were losses of $3.4 billion $3.8 billion and $3.2 billion net-of-tee at December 31 2008 2007 and 2006 respectively

131 For more information see Note 16- Employee Senefit Plans to the consolidated Financial Statementu

141 For 2008 the net change in fair value recorded in accumulated OCI represented $3.8 billinn in losses associated with the Corporations foreign currency translation adjustments on ito net investment in consolidated

foreign operations partially offset by gains of $2.8 billion on the related foreign currency exchange hedging revults

151 securities include the fair value adjustment of $4.8 billion and $8.4 billion net-of-tao related to the Corporations investment in COB at December 31 2008 and 2007

lel Included in this line item are amounts related to derivatives ulod in cash flow hedge relationships These amounts are reclassified into earnings in the same period or periods during which the hedged forecasted

transactions affect earnings This line item also includes gains losses on AFS debt and marketable equity securities and impairment charges These amounts are reclassified into earnings upon sale of the related

security or when the other-than-temporary impairment charge is recognized
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Earnings Per Common Share

The calculation of earnings per common share and diluted earnings per common share for 2008 2007 and 2006 is presented below See Note

Summary of Significant Accounting Principles to the Consolidated Financial Statements for discussion on the calculation of earnings per common

share

Dollars in millions except per share information shares is thousands
2008 2007 2006

Earnings per common share

Net income 4008 14982 21133

Preferred stock dividends 111 1452 182 22

Net income available to common shareholders 2556 14800 21111

Average common shares issued and outstanding 4592085 4423579 4526637

Earnings per common share 0.56 3.35 4.66

Diluted earnings per common share

Net income available to common shareholders 2556 14800 21111

Average common shares issued and outstanding 4592085 4423579 4526637

Dilutive potential common shares 20406 56675 69259

Total diluted average common shares issued and outstanding 4612491 4480254 4595896

Diluted earnings per common share 0.55 3.30 4.59

In 2008 preferred stock dividends istludes $130 million of Series Preferred Stock fourth quarter 2008 cumulative preferred dividends not declared as of year end and $50 million of accretion of discounts on

preferred stock issuasces

121 For 2008 2007 and 2006 average options to purchase 181 million 28 million and 355 thousand shares respectively were outstanding but not included in the computation of earnings per common share because

they were antidilutise For 2008 128 million average dilutive potential common shares associated with the convertible Series Preferred stock issued in January of 2008 were eocluded from the diluted share count

because the result would bane been astidilative under the f-cooserted method

131 Includes incremental shares from restricted stock units restricted stock shares stock options and warrants

Note 15- Regulatory Requirements and
Restrictions

The FRB requires the Corporations banking subsidiaries to maintain

reserve balances based on percentage of certain deposits Average

daily reserve balances required by the FRB were $7.1 billion and $5.7 bil

lion for 2008 and 2007 Currency and coin residing in branches and cash

vaults vault cash are used to partially satisfy the reserve requirement

The average daily reserve balances in excess of vault cash held with the

FRB amounted to $133 million and $49 million for 2008 and 2007

The primary source of funds for cash distributions by the Corporation

to its shareholders is dividends received from its banking subsidiaries

l3ank of America N.A FIA Card Services NA and Countrywide Bank

FSB In 2008 the Corporation received $12.2 billion in dividends from its

banking subsidiaries In 2009 Bank of America N.A FIA Card Services

N.A and Countrywide Bank FSB can declare and pay dividends to the

Corporation of $0 $226 million and $695 million plus an additional

amount equal to their net profits
for 2009 as defined by statute up to

the date of any such dividend declaration The other subsidiary national

banks can initiate aggregate dividend payments in 2009 of $1.2 billion

plus an additional amount equal to their net profits for 2009 as defined

by statute up to the date of any such dividend declaration The amount of

dividends that each subsidiary bank may declare in calendar year with

out approval by the Office of the Comptroller of the Currency 0CC is the

subsidiary banks net profits
for that year combined with its net retained

profits as defined for the preceding two years In addition the Corpo

rations declaration of common stock dividends is subject to certain

restrictions in connection with its preferred stock issued to the U.S

Treasury under the TARP Capital Purchase Program For additional

information see Note 14 Shareholders Equity and Earnings Per Com

mon Share to the Consolidated Financial Statements

The FRB 0CC Office of Thrift Supervision OTS and FDIC collectively

the Agencies have issued regulatory capital guidelines for U.S banking

organizations Failure to meet the capital requirements can initiate certain

mandatory and discretionary actions by regulators that could have

material effect on the Corporations financial statements At

December 31 2008 and 2007 the Corporation Bank of America N.A

and FIA Card Services N.A were classified as well-capitalized under

this regulatory framework Effective July 2008 the Corporation

acquired Countrywide Bank FSB which is regulated by the OTS and is

therefore subject to OTS capital requirements Countrywide Bank FSB is

required by OTS regulations to maintain tangible equity ratio of at least

two percent to avoid being classified as critically undercapitalized At

December 31 2008 Countrywide Bank FSBs tangible equity ratio was

6.64 percent and was classified as well-capitalized for regulatory pur

poses Management believes that the Corporation Bank of America N.A

FIA Card Services N.A and Countrywide Bank FSB will remain well-

capitalized

The regulatory capital guidelines measure capital in relation to the

credit and market risks of both on- and off-balance sheet items using

various risk weights Under the regulatory capital guidelines Total Capital

consists of three tiers of capital Tier Capital includes common share

holders equity Trust Securities minority interests and qualifying pre

ferred stock less goodwill and other adjustments Tier Capital consists

of preferred stock not qualifying as Tier Capital mandatory convertible

debt limited amounts of subordinated debt other qualifying term debt

the allowance for credit losses up to 1.25 percent of risk-weighted assets

and other adjustments Tier Capital includes subordinated debt that is

unsecured fully paid has an original maturity of at least two years is not

redeemable before maturity without prior approval by the FRB and

includes lock-in clause precluding payment of either interest or principal

if the payment would cause the issuing banks risk-based capital ratio to

fall or remain below the required minimum Tier Capital can only be

used to satisfy the Corporations market risk capital requirement and may

not be used to support its credit risk requirement At December 31 2008

and 2007 the Corporation had no subordinated debt that qualified as

Tier Capital

Certain corporate sponsored trust companies which issue Trust Secu

rities are not consolidated pursuant to FIN 46R In accordance with FRB

guidance the FRB allows Trust Securities to qualify as Tier Capital with

revised quantitative limits that will be effective on March 31 2009 As

result we include Trust Securities in Tier Capital

Such limits restrict core capital elements to 15 percent for internation

ally active bank holding companies In addition the FRB revised the qual

itative standards for capital instruments included in regulatory capital
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Internationally active bank holding companies are those with consolidated

assets greater than $250 billion or on-balance sheet exposure greater

than $10 billion At December 31 2008 the Corporations restricted

core capital elements comprised 14.7 percent of total core capital ele

ments The Corporation expects to remain
fully compliant with the revised

limits prior to the implementation date of March 31 2009

To meet minimum adequately capitalized regulatory requirements an

institution must maintain Tier Capital ratio of four percent and Total

Capital ratio of eight percent well-capitalized institution must gen

erally maintain capital ratios 200 bps higher than the minimum guide

lines The risk-based capital rules have been further supplemented by

Tier Leverage ratio defined as Tier Capital divided by adjusted quar

terly average total assets after certain adjustments Well-capitalized

bank holding companies must have minimum Tier Leverage ratio of

three percent National banks must maintain Tier Leverage ratio of at

least five percent to be classified as well-capitalized

Net unrealized gains losses on AFS debt securities net unrealized

gains on AFS marketable equity securities net unrealized gains losses

on derivatives and employee benefit plan adjustments in shareholders

equity at December 31 2008 and 2007 are excluded from the calcu

lations of Tier Capital and Leverage ratios The Total Capital ratio

excludes all of the above with the exception of up to 45 percent of net

unrealized pre-tax gains on AFS marketable equity securities

On January 2009 the Corporation completed its acquisition of

Merrill Lynch and subsequently issued an additional $10.0 billion of pre

ferred stock in connection with the TARP Capital Purchase Program On

January 16 2009 the U.S government agreed to assist in the Merrill

Lynch acquisition by making further investment in the Corporation of

$20.0 billion in preferred stock For additional information regarding the

acquisition of Merrill Lynch see Note Merger and Restructuring Activity

to the Consolidated Financial Statements and for additional information

regarding these equity issuances see Note 25 Subsequent Events to

the Consolidated Financial Statements

Regulatory Capital Developments
In June 2004 Basel II was published with the intent of more closely align

ing regulatory capital requirements with underlying risks Similar to eco

nomic capital measures Basel II seeks to address credit risk market

risk and operational risk On December 2007 the U.S regulatory

Agencies published the Basel II Final Rules Basel II Rules providing

detailed capital requirements for credit and operational risk under Pillar

supervisory requirements under Pillar and disclosure requirements

under Pillar The corporation is still awaiting final rules for market risk

requirements under Basel II

The Basel II Rules effective date was April 2008 which allows U.S

financial institutions to begin parallel reporting as early as 2008 The

Corporation continues execution efforts to ens.ure preparedness with all

Basel II requirements The goal is to achieve full compliance by the end of

the three-year implementation period in 2011 Further internationally

Basel II was implemented in several countries during 2008 while others

will begin implementation in 2009 and beyond

Regulatory Capital

December31

20072008

Actual Minimum Actual Minimum

Dollars in millions Ratio Amount Required Ratio Amount Required

Risk-based capital

Tier

Bank of America Corporation 9.15% $120814 52833 6.87% 83372 $48516

Bank of America NA 851 88979 41818 8.23 75395 36661

FIA Card Services NA 13.90 19573 5632 14.29 21625 6053

Countrywide Bank FSB 9.03 7602 3369 n/a n/a n/a

Total

Bank of America Corporation 13.00 171661 105666 11.02 133720 97032

Bank of America NA 11.71 122392 83635 ilcOl 100891 73322

FIA Card Services N.A 16.25 22875 11264 16.82 25453 12105

Countrywide Bank FSB 10.28 8662 6738 n/a n/a n/a

Tier Leverage

Bank of America Corporation 6.44 120814 56155 5.04 83372 49595

Bank of America N.A 5.94 88979 44944 594 75395 38092

FIA Card Services N.A 14.28 19573 4113 16.37 21625 3963

Countrywide Bank FSB 21 6.64 7602 3437 n/a n/a n/a

11 Dollar amount required to meet guidelines for adequately capitalized institutions

121

Countiide Bank FSB is presented for periods subsequent to Jute 30 2008

n/a not applicable
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Note 16 Employee Benefit Plans

Pens ion and Postretirement Plans

The Corporation sponsors noncontributory trusteed qualified pension

plans that cover substantially all officers and employees number of

noncontributory nonqualified pension plans and postretirement health

and life plans The plans provide defined benefits based on an employ

ees compensation and years of service The Bank of America Pension

Plan the Pension Plan provides participants with compensation credits

generally based on years of service For account balances based on

compensation credits prior to January 2008 the Pension Plan allows

participants to select from various earnings measures which are based

on the returns of certain funds or common stock of the Corporation The

participant-selected earnings measures determine the earnings rate on

the individual participant account balances in the Pension Plan Partic

ipants may elect to modify earnings measure allocations on periodic

basis subject to the provisions of the Pension Plan For account balances

based on compensation credits subsequent to December 31 2007 the

account balance earnings rate is based on benchmark rate For eligible

employees in the Pension Plan on or after January 2008 the benefits

become vested upon completion of three years of service It is the policy

of the Corporation to fund not less than the minimum funding amount

required by ERISA

The Pension Plan has balance guarantee feature for account balan

ces with participant-selected earnings applied at the time benefit

payment is made from the plan that effectively provides principal pro

tection for participant balances transferred and certain compensation

credits The Corporation is responsible for funding any shortfall on the

guarantee feature

As result of recent mergers the Corporation assumed the obliga

tions related to the pension plans of former FleetBoston MBNA U.S

Trust Corporation LaSalle and Countrywide These plans together with

the Pension Plan are referred to as the Qualified Pension Plans The

Bank of America Pension Plan for Legacy Fleet the FleetBoston Pension

Plan and the Bank of America Pension Plan for Legacy U.S Trust Corpo

ration the U.S Trust Pension Plan are substantially similar to the

Pension Plan discussed above however these plans do not allow

participants to select various earnings measures rather the earnings rate

is based on benchmark rate in addition both plans include participants

with benefits determined under formulas based on average or career

compensation and years of service rather than by reference to pension

account The Bank of America Pension Plan for Legacy MBNA the MBNA

Pension Plan The Bank of America Pension Plan for Legacy LaSalle the

LaSalle Pension Plan and the Countrywide Financial Corporation Inc

Defined Benefit Pension Plan the Countrywide Pension Plan provide

retirement benefits based on the number of years of benefit service and

percentage of the participants average annual compensation during the

five highest paid consecutive years of their last ten years of employment

Effective December 31 2008 the Countrywide Pension Plan LaSalle

Pension Plan MBNA Pension Plan and U.S Trust Pension Plan merged

into the FleetBoston Pension Plan which was renamed the Bank of Amer

ica Pension Plan for Legacy Companies The plan merger did not change

participant benefits or benefit accruals as the Bank of America Pension

Plan for Legacy Companies continues the respective benefit structures of

the five plans for their respective participant groups

The Corporation sponsors number of noncontributory nonqualified

pension plans the Nonqualified Pension Plans As result of mergers

the Corporation assumed the obligations related to the noncontributory

nonqualified pension plans of former FleetBoston MBNA U.S Trust

Corporation LaSalle and Countrywide These plans which are unfunded

provide defined pension benefits to certain employees

In addition to retirement pension benefits full-time salaried employ

ees and certain part-time employees may become
eligible

to continue

participation as retirees in health care and/or life insurance plans spon

sored by the Corporation Based on the other provisions of the individual

plans certain retirees may also have the cost of these benefits partially

paid by the Corporation The obligations assumed as result of the

mergers are substantially similar to the Corporations Postretirement

Health and Life Plans except for Countrywide which did nof have Post

retirement Health and Life Plan

The tables within this Note include the information related to the U.S

Trust Corporation plans beginning July 2007 the LaSalle plans begin

ning October 2007 and the Countrywide plans beginning July 2008
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The following table summarizes the changes in the fair value of plan

assets changes in the projected benefit obligation PBO the funded

status of both the accumulated benefit obligation ABO and the PBO and

the weighted average assumptions used to determine benefit obligations

for the pension plans and postretirement plans at December 31 2008

and 2007 Amounts recognized at December 31 2008 and 2007 are

reflected in other assets and accrued expenses and other liabilities on

the Consolidated Balance Sheet The discount rate assumption is based

on cash flow matching technique and is subject to change each year

This technique utilizes yield curve based upon Aa-rated corporate bonds

with cash flows that match estimated benefit payments to produce the

discount rate assumption For the Qualified Pension Plans the Non

qualified Pension Plans and the Postretirement Health and Life Plans the

discount rate at December 31 2008 was 6.00 percent For both the

Qualified Pension Plans and the Postretirement Health and Life Plans the

expected long-term return on plan assets is 8.00 percent for 2009 The

expected return on plan assets is determined using the calculated

market-related value for the Qualified Pension Plans and the fair value for

the Postretirement Health and Life Plans The asset valuation method for

the Qualified Pension Plans recognizes 60 percent of the prior years

market gainsor losses at the next measurement date with the remaining

40 percent spread equally over subsequent four years

Amounts recognized in the Consolidated Financial Statements at December 31 2008 and 2007 were as follows

Qualified Nonqalified Pension Postretirement Health

Pension Plans Plans and Life Plans

Doflars in millions
2008 2007 2003 2007 2008 2007

Other assets $607 $4520

Accrued expenses and other liabilities 77 1256 113051 1294 114111

Net amount recognized at December31 $530 $4520 $1256 $11305 $1294 $1411l

Qualified Pension Plans

2008 2007
Dollars in millions

Change in fair value of plan assets

Fair value January $18720 $16793

U.S Trust Corporation balance July
2007 437

LaSalle balance October 2007 1400

Countrywide balance July 2008 305

Actual return on plan assets 5310 1043

Company contributions 1400

Plan participant contributions

Benefits paid
861 19531

Federal subsidy on benefits paid n/a n/a

154

154
n/a

Nonqualified Pension Postretirement Health

Plans 11 and Life Plans 11

2008 2007 2008 2007

165 90

85

43
159 83 84

117 109

11571 227 225

n/a 15 15

165
Fair value December31 $14254 $18720 110

Change in projected benefit obligation

Projected benefit obligation January $14200 $12680 1307 1345 1576 1549

U.S Trust Corporation balance July 2007 363

LaSalle balance October 2007 1133 108 120

Countrywide balance July 2008 439 53

Semice cost
343 316 16 16

Interest cost
837 761 77 71 87 84

Plan participant contributions
117 109

Plan amendments

Actuarial gains 1239 103 32 74 180 101

Benefits paid 861 953 154 157 227 2251

Federal subsidy on benefits paid n/a n/a n/s n/a 15 15

Projected benefit obligation December31 $13724 $14200 1258 1307 1404 1576

Amount recognized December31 530 4520 $1256 $11305 $1294 $1411

Funded status December 31

Accumulated benefit obligation

Overfunded unfundedi status of ABO

Provision for future salaries

Projected benefit obligation

Weighted average assumptions

December31

Discount rate

Expected return on plan assets

Rate of comnensation increase

$12864 $13540 1246 1284 n/a n/a

1390 5180 1244 1282 n/a n/a

860 660 12 23 n/a n/a

13724 14200 1258 1307 1404 1576

The measurement date for the Qualified Pension Plans Nnnqualified Pension Plans and Poutretirement Health and Life Plans was December31 Of each year reported

12 The corporations host estimate of its contributions ts be made to the Qualihed Pension Plans Nonqualified Pension Plans and Postretirement -leslth and Life Plans in 2009 is $0 $110 million and $119 million

respectively

n/a not applicable

6.00% 6.00% 6.00% 6.00% 6.00% 6.00%

8.00 8.00 n/a n/a 8.00 8.00

4.00 4.00 4.00 4.00 n/a n/a
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Net periodic benefit cost income for 2008 2007 and 2006 included the following components

Postretirement Health

Qualified Pension Plans Nonqualified Pension Plans and Life Plans

Dollars in millions 2008 2007 2006 2008 2007 2006 2008 2007 2006

Components of net periodic benefit cost income

Service cost 343 316 306 13 16 16 13

Interest Cost 837 761 676 77 71 78 87 84 86

Expected return on plan assets 1444 1312 1034 13 10
Amortization of transition obligation 31 32 31

Amortization of prior service cost Credits 33 47 41

Recognized net actuarial loss gain 83 156 229 14 17 20 81 60 12

Recognized loss gain due to settlements and

curtailments 14

Net periodic benefit cost income 148 32 218 90 104 103 40 62 132

Weighted average assumptions used to determine

net cost for years ended December31

Discount rate 6.00% 5.75% 5.50% 6.00% 5.75% 5.50% 6.00% 5.75% 5.50%

Expected return on plan assets 8.00 8.00 8.00 n/a n/a n/a 8.00 8.00 8.00

Rate of compensation increase 4.00 4.00 4.00 4.00 4.00 4.00 n/a n/a n/a

101 Includes the results of Countryvide The net periodic benefit Cost of the Cosotride Qualified Pension Plan was $29 million in 2008 using discount rate of 6.75 percent at July 2008 The net periodic benefit cost

of the Countimide Nonqualified Pension Plan was $1 million and Countinvide did not have Postretirement Health and Life Plan

121 In connection with the U.S Trust Corporation and LaSsIle mergers those plans were remessured on July 2007 and October 2007 using discount rate of 6.15 percent and 6.50 percent

n/a not applicable

Net periodic postretirement health and life expense was determined expected cost of benefits covered by the Postretirement Health Care

using the projected unit credit actuarial method Gains and losses for

all benefits except postretirement health care are recognized in accord

ance with the standard amortization provisions of the applicable account

ing standards For the Postretirement Health Care Plans 50 percent of

the unrecognized gain or loss at the beginning of the fiscal year or at

subsequent remeasurement is recognized on level basis during the

year

Assumed health care cost trend rates affect the postretirement bene

fit obligation and benefit cost reported for the Postretirement Health Care

Plans The assumed health care cost trend rate used to measure the

Plans was 8.00 percent for 2009 reducing in steps to 5.00 percent in

2015 and later years one-percentage-point increase in assumed health

care cost trend rates would have increased the service and interest costs

and the benefit obligation by $4 million and $35 million in 2008 $5 mil

lion and $64 million in 2007 and $3 million and $51 million in 2006

one-percentage-point decrease in assumed health care cost trend rates

would have lowered the service and interest costs and the benefit obliga

tion by $4 million and $31 million in 2008 $4 million and $54 million in

2007 and $3 million and $44 million in 2006

Pre-tax amounts included in accumulated OCl at December 31 2008 and 2007 were as follows

Postretirement

Qualified Nonqualif led Health and

Pension Plans Pension Plans Life Plans Total

Dollars in millions 2008 2007 2008 2007 2008 2007 2008 2007

Net actuarial gain loss $7232 $1776 70 $119 $158 $106 $7144 $1789

Transition obligation 126 157 126 157

Prior service cost credits 129 157 30 38 99 119

Amounts recognized in accumulated OCl $7361 $1933 40 81 32 51 $7369 $2065

Pre-tax amounts recognized in OCI for 2008 included the following components

Qualified Nonqualified Postretirement

Pension Pension Health and

Dollars in millions Plans

-- --

Plans Life Plans Total

Other changes in plan assets and benefit obligations recognized in OCI

Current year actuarial gain loss $5539 $35 $133 $5371

Amortization of actuarial
gain loss 83 14 81 16

Current
year prior service credit cost

Amortization of prior service credit cost 33 25
Amortization of transition obligation 31 31

Total recognized in OCl $5428 $41 83 $5304
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The estimated net actuarial loss and prior service cost credits for the

Qualified Pension Plans that will be amortized from accumulated 0C1 into

net periodic benefit cost income during 2009 are pre-tax amounts of

$395 million and $36 million The estimated net actuarial loss and prior

service cost for the Nonqualified Pension Plans that will be amortized

from accumulated OCl into net periodic benefit cost income during 2009

are pre-tax amounts of $7 million and $8 million The estimated net

actuarial loss and transition obligation for the Postretirement Health and

Life Plans that will be amortized from accumulated OCI into net periodic

benefit cost income during 2009 are pre-tax amounts of $58 million

and $31 million

Plan Assets

The Qualified Pension Plans have been established as retirement vehicles

for participants and trusts have been established to secure benefits

promised under the Qualified Pension Plans The Corporations policy is

to invest the trust assets in prudent manner for the exclusive purpose

of providing benefits to participants and defraying reasonable expenses of

administration The Corporations investment strategy is designed to pro

vide total return that over the long-term increases the ratio of assets

to liabilities The strategy attempts to maximize the investment return on

assets at level of risk deemed appropriate by the Corporation while

complying with ERISA and any applicable regulations and laws The

investment strategy utilizes asset allocation as principal determinant for

establishing the risk/reward profile
of the assets Asset allocation ranges

are established periodically reviewed and adjusted as funding levels and

liability characteristics change Active and passive investment managers

are employed to help enhance the risk/return profile
of the assets An

additional aspect of the investment strategy used to minimize risk part of

the asset allocation plan includes matching the equity exposure of

participant-selected earnings measures For example the common stock

of the Corporation held in the trust is maintained as an offset to the

exposure related to participants who selected to receive an earnings

measure based on the return performance of common stock of the Corpo

ration No plan assets are expected to be returned to the Corporation

during 2009

The Expected Return on Asset Assumption EROA assumption was

developed through analysis of historical market returns historical asset

class volatility and correlations current market conditions anticipated

future asset allocations the funds past experience and expectations on

potential future market returns The EROA assumption represents long-

term average view of the performance of the Qualified Pension Plans and

Postretirement Health and Life Plan assets return that may or may not

be achieved during any one calendar year In simplistic analysis of the

EROA assumption the building blocks used to arrive at the long-term

return assumption would include an implied return from equity securities

of 8.75 percent debt securities of 5.75 percent and real estate of 7.00

percent for all pension plans and postretirement health and life plans

The Qualified Pension Plans and Postretirement Health and Life

Plans asset allocations at December 31 2008 and 2007 and target

allocations for 2008 by asset category are as follows

Asset Category

Qualified Pension Plans Postretirement Health and Life Plans

Percentage 01 Percentage of

2009
Plan Assets al

2009
Plan Assets at

Target

December31
Target

Allocation 2008 2007 Allocation 2008 2007

Equity securities
60 80% 53% 70% 50 75% 58% 67%

Debt securities
2040 44 27 2545 40 30

Real estate
05 05

Total
100% 100% 100% 100%
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Equity securities for the Qualified Pension Plans include common

stock of the Corporation in the amounts of $269 million 1.88 percent of

total plan assets and $667 million 3.56 percent of total plan assets at

December 31 2008 and 2007

The Bank of America MBNA U.S Trust Corporation and LaSalle

Postretirement Health and Life Plans had no investment in the common

stock of the Corporation at December 31 2008 or 2007 The Fleet-

Boston Postretirement Health and Life Plans included common stock of

the Cdrporation in the amount of $0.05 million 0.12 percent of total plan

assets and $0.3 million 0.20 percent of total plan assets at

December 31 2008 and 2007

Note 17 Stock-Based Compensation Plans

The compensation cost recognized in income for the plans described

below was $885 million $1.2 billion and $1.0 billion in 2008 2007 and

2006 respectively The related income tax benefit recognized in income

was $328 million $438 million and $382 million for 2008 2007 and

2006 respectively

The following table presents the assumptions used to estimate the

fair value of stock options granted on the date of grant using the lattice

option-pricing model Lattice option-pricing models incorporate ranges of

assumptions for inputs and those ranges are disclosed in the following

table The risk-free rate for periods within the contractual life of the stock

option is based on the U.S Treasury yield curve in effect at the time of

grant Expected volatilities are based on implied volatilities from traded

stock options on the Corporations common stock historical volatility of

the Corporations common stock and other factors The Corporation uses

historical data to estimate stock option exercise and employee termi

nation within the model The expected term of stock options granted is

derived from the output of the model and represents the period of time

that stock options granted are expected to be outstanding The estimates

of fair value from these models are theoretical values for stock options

and changes in the assumptions used in the models could result in mate

rially different fair value estimates The actual value of the stock options

will depend on the market value of the Corporations common stock when

the stock options are exercised

2008 2007 2006

Risk-free interest rate 2.05 3.85% 4.72 5.16% 4.59 4.70%

Dividend yield 5.30 4.40 4.50

Expected volatility 26.00 36.00 16.00 27.00 17.00 27.00

Weighted average volatility 32.80 19.70 20.30

Expected lives lyears 6.6 6.5 6.5

Defined Contribution Plans

The Corporation maintains qualified defined contribution retirement plans

and nonqualified defined contribution retirement plans

The Corporation contributed approximately $454 million $420 million

and $328 million for 2008 2007 and 2006 in cash respectively At

December 31 2008 and 2007 an aggregate of 104 million shares and

93 million shares of the Corporations common stock were held by the

401k plans Payments to the 401k plans for dividends on common

stock were $214 million $228 million and $216 million during 2008

2007 and 2006 respectively

In addition certain non-U.S employees within the Corporation are

covered under defined contribution pension plans that are separately

administered in accordance with local laws

The Corporation has equity compensation plans that were approved by

its shareholders These plans are the Key Employee Stock Plan and the

Key Associate Stock Plan Descriptions of the material features of these

plans follow

Key Employee Stock Plan

The Key Employee Stock Plan as amended and restated provided for

different types of awards These include stock options restricted stock

shares and restricted stock units Under the plan 10-year options to

purchase approximately 260 million shares of common stock were

granted through December 31 2002 to certain employees at the closing

market price on the respective grant dates Options granted under the

plan generally vest in three or four equal annual installments At

December 31 2008 approximately 53 million options were outstanding

under this plan No further awards may be granted

Key Associate Stock Plan

On April 24 2002 the shareholders approved the Key Associate Stock

Plan to be effective January 2003 This approval authorized and

reserved 200 million shares for grant in addition to the remaining amount

under the Key Employee Stock Plan as of December 31 2002 which was

approximately 34 million shares plus any shares covered by awards under

the Key Employee Stock Plan that terminate expire lapse or are can

celled after December 31 2002 Upon the FleetBoston merger the

shareholders authorized an additional 102 million shares and on April 26
2006 the shareholders authorized an additional 180 million shares for

grant under the Key Associate Stock Plan In January 2009 in con

junction with the Merrill Lynch merger the shareholders authorized an

additional 105 million shares for grant under the Key Associate Stock

Plan At December 31 2008 approximately 159 million options were

Projected Benefit Payments
Benefit payments projected to be made from the Qualified Pension Plans the Nonqualified Pension Plans and the Postretirement Health and Life Plans

are as follows

Qualified Pension Nonqualified Pension fretIrement Hearth and Life Plans

lDoIIars in millions Plans Plans Net Payments Medicare SubsJy

2009 968 $110 $150 $15

2010 975 109 149 15

2011 1004 112 150 16

2012 1022 112 149 16

2013 1026 111 149 16

2014-2018 5101 530 588 78

11 Benefit
payments expected to be made from the plans assets

121 Benefit payments eopected to be made from the Corporations assets

131 Benefit payments net of retiree contributionsi eopected to be made from combination of the plans sod the Corporations assets
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outstanding under this plan Approximately 18 million shares of restricted

stock and restricted stock units were granted in 2008 These shares of

restricted stock generally vest in three equal annual installments begin

ning one year from the grant date

The following table presents the status of all option plans at

December 31 2008 and changes during 2008

Employee stock options

Weighted

Average Exercise

Shares Price

Outstanding at January 2008 228660049 39.49

Countrywide acquisition July 2008 9062914 150.99

Granted 17123312 42.70

Exercised 7900507 30.94

Forfeited 14516711 59.92

Outstanding at December 31 20081 232429057 43.08

Options exercisable at December 31 2008 186430678 41.87

Options vested and expected to vest 21 231919145 43.08

Ill Includes 53 million options under the Key Employee Stock Plan 159 million options under the Key

Associate Stock Plan and 20 million options to employees of predecessor companies assumed in

mergers

121 Includes vested shares and nnnvssted shares after forfeiture rate is applied

At December 31 2008 the Corporation had no aggregate intrinsic

value of options outstanding exercisable and vested and expected to

vest The weighted average remaining contractual term of options out

standing was 5.0 years options exercisable was 4.2 years and options

vested and expected to vest was 5.0 years at December 31 2008

The weighted average grant-date fair value of options granted in 2008

2007 and 2006 was $8.92 $8.44 and $6.90 respectively The total

intrinsic value of options exercised in 2008 was $54 million

The following table presents the status of the restricted stock/unit

awards at December 31 2008 and changes during 2008

Restricted stoclVunit awards

Weighted

Average Grant

Date Fair

Shares Value

Outstanding at January 2008 31821724 $48.80

Countrywide acquisition July 2008 718152 23.81

Granted 17856372 41.97

vested 16209483 47.16

Cancelled 1470801 46.31

Outstanding at December 31 2008 32715964 45.45

At December 31 2008 there was $610 million of total unrecognized

compensation cost related to share-based compensation arrangements

for all awards that is expected to be recognized over weighted average

period of 0.88 years The total fair value of restricted stock vested in

2008 was $657 million of which $15 million related to restricted stock

acquired in connection with Countrywide and vested upon acquisition as

result of change in control provisions In 2008 the amount of cash used

to settle equity instruments was $39 million
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Note 18 Income Taxes

The components of income tax expense for 2008 2007 and 2006 were as follows

Dollars orillons
2008 2007 2006

Current income tax expense

Federal 5075 $5210 7398

State 561 681 796

Foreign
585 804 796

Total current expense 6221 6695 8990

Deferred income tax expense benefit

Federal 5269 710 1807

State 520 18 45

Foreign 1.2 25

Total deferred expense benefit 5801 753 1850

Total income tax expense 11 420 $5942 $10840

11 Does not reflect the deferred tax effects of unrealized gains and losses en AFS debt and marketable equity securities foreign currency crenelation sdjustments derivatives and employee benefit plan adjustments that

are included in accumulated DCI As result of these tao effects accumulated OCI increased $5.9 billion in 2008 decreased $5.0 billion in 2007 and increased $378 million is 2008 Also does not reflect tao effects

associated with the Corporations employee stock plans which decreased common stock and additional paid-in capital $9 million in 2008 and iecreased common stock and additional paid-in capital $251 million and

$674 million in 2007 and 2006 Goodwill was reduced $9 million $47 million and $195 million in 2008 2007 and 2006 respectively reflecting certain tao benefits attributable to esercises of employee stock options

issued by MBNA and FleetBoston which had vested prier to the merger dates

Income tax expense for 2008 2007 and 2006 varied from the income tax expense using the federal statutory tax rate of 35 percent to

amount computed by applying the statutory income tax rateto income the Corporations actual income tax expense and resulting effective tax

before income taxes reconciliation between the expected federal rate for 2008 2007 and 2006 are presented in the following table

2008 2007 2006

Dollars in mllions
Amount Percent Amount Percent Amount Percent

Expected federal income tax expense $1550 35.0% $7323 35.0% $11191 35.0%

Increase decrease in taxes resulting from

State tax expense net of federal benefit 27 0.6 431 2.1 547 1.7

Low income housing credits/other credits 722 16.3 590 2.8 537 17
Tax-exempt income including dividends 631 14.3 683 3.3 630 2.0

Leveraged lease tax differential 216 4.9 148 0.7 249 0.8

Foreign tax differential 192 4.3 485 2.3 291 0.9

Changes in prior period UTB5 including interest
169 3.8 143 0.7 126 0.4

Non-U.S leasingTIPRA/AJCA 221 1.1 175 0.5

Other 0.1 124 0.6 10 0.1

Total income tax expense 420 9.5% $5942 28.4% $10840 33.9%

As result of the Tax Increase Prevention and Reconciliation Act of the provisions of the AJCA resulted in one-time income tax benefit of

2005 TIPRA and the American Jobs Creation Act of 2004 the AJCA the $221 million in 2007

Corporations non-U.S based commercial aircraft leasing business no The Corporation adopted the provisions of FIN 48 on January 2007

longer qualified for reduced U.S tax rate Accounting for the change in FIN 48 clarifies the accounting and reporting for income taxes where

law resulted in the discrete recognition of $175 million charge to interpretation of the tax law may be uncertain As result of the adoption

income tax expense during 2006 However the PJCA modified the anti- of FIN 48 the Corporation recognized $198 million increase in UTB

deferral provisions associated with the active leasing of aircraft operated balance reducing retained earnings by $146 million and increasing

predominantly outside the U.S The restructuring of the Corporations goodwill by $52 million The reconciliation of the beginning UTB balance

non-U.S based commercial aircraft leasing business in compliance with to the ending balance is presented in the following table

Reconciliation of the Change in Unrecognized Tax Benefits

IDollars in millrons 2008 2007

Beginning balance $3095 $2667

Increases related to positions taken during prior years
688 67

Increases related to positions taken during the current year
241 456

Positions acquired or assumed in business combinations 169 328

Decreases related to positions taken during prior years 371 227

Settlements 209 108

Expiration of statute of limitations 72 88

Ending balance $3541 $3095
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As of December 31 2008 and 2007 the balance of the Corporations

UTBs which would if recognized affect the Corporations effective tax

rate was $2.6 billion reflective of the January 2009 adoption of SFAS

141R and $1.8 billion Included in the UTB balance are some items the

recognition of which would not affect the effective tax rate such as the

tax effect of certain temporary differences the portion of gross state

UTBs that would be offset by the tax benefit of the associated federal

deduction and UTB5 related to acquired entities that may impact goodwill

if recognized during the initial measurement period for the acquisition As

of December 31 2008 and 2007 the portion of the UTB balance that

could impact goodwill if recognized in the future was $117 mfllion and

$577 million

The table below summarizes the status of significant U.S federal

examinations for the Corporation and various acquired subsidiaries as of

December 31 2008

Status at

Company Years under examination December 31 2008

Bank of America Corporation 2000-2002 In Appeals process

Bank of America Corporation 2003-2005 Field examination

FleetBoston 1997-2000 In Appeals process

FleetBoston 2001-2004 Field examination

LaSalle 2003-2005 In Appeals process

Countrywide 2005-2006 Field examination

Countrywide 2007 Field examination

With the exception of the examinations of the 2003 through 2005 tax

years for the Corporation and the 2007 tax year for Countrywide and

except as noted below it is reasonably possible that all above examina

tions will be concluded during 2009

During 2008 the Internal Revenue Service IRS announced settle

ment initiative related to lease-in lease-out LILO and sale-in lease-out

SILO leveraged lease transactions Pursuant to the settlement initiative

the Corporation received offers to settle its LILOs and SILOs and

accepted these offers which impact the years in Appeals and under

examination for the Corporation and FleetBoston According to the terms

of the settlement initiative an acceptance will not be binding until clos

ing agreement is executed by both parties which is expected during

2009 The Corporation revised the assumptions used in accounting far

the projected cash flows of the relevant leases to reflect its expectation

of receiving the tax treatment proposed in the leasing settlement ini

tiative As result of prior remittances the Corporation does not expect

to pay any additional tax and interest related to the settlement initiative

Upon the execution of closing agreement for the settlement ini

tiative the Corporations remaining unagreed proposed adjustment for

the 2000 through 2002 tax years is the disallowance of foreign tax cred

its related to certain structured investment transactions The Coiporation

continues to believe the crediting of these foreign taxes against U.S

income taxes was appropriate Except with respect to the foreign tax

credit issue management believes it is reasonably possible that the

2000 through 2002 examinations can be concluded within the next

twelve months

Considering all federal examinations it is reasonably possible that the

UTB balance will decrease by as much as $650 million during the next

twelve months since resolved items would be removed from the balance

whether their resolution resulted in payment or recognition

All tax years subsequent to the above years remain open to examina

tion

The Corporation files income tax returns in more than 100 state and

foreign jurisdictions each year and is under continuous examination by

various state and foreign taxing authorities While many of these examina

tions are resolved every year the Corporation does not anticipate that

resolutions occurring within the next twelve months would result in

material change to the Corporations financial position

During 2008 and 2007 the Corporation recognized within income tax

expense $147 million and $161 million of interest and penalties net of

tax As of December 31 2008 and 2007 the Corporations accrual for

interest and penalties that related to income taxes net of taxes and

remittances including applicable interest on certain leveraged lease posi

tions was $677 million and $573 million

Significant components of l.he Corporations net deferred tax 8ssets

and liabilities at December 31 2008 and 2007 are presented in the fol

lowing table

December31

loollars in millions 2008 2007

Deferred tax assets

Allowance for credit losses 8042 4056

Security and loan valuations 5590 3673

Employee compensation and retirement

benefits 2409 1541

Accrued expenses 2271 1307

Net operating loss carryforwards 1263

Available-for-sale securities 1149

State income taxes 279

Other 1987 73

Gross deferred tax assets 22990 10650

valuation allowance 11 1272 11481

Total deferred tax assets net of valuation

allowance 22718 10502

Deferred tax liabilities

Equipment lease financing 5720 6875

Mortgage servicing rights 3404 859

Intangibles 1712 2015

Fee income 1637 1445

Available-for-sale securities 3836

State income taxes 347

Other 1549 1667

Gross deferred liabilities 14022 17044

Net deferred tax assets liabilities
121 8696 6542

Ill At December 31 2008 $115 million of thE valuation allowance related to gross deferred tax assets was

attributable to the Countrside merger In accordance with SEAS 1419 tax attributes associated with

these gross deferred tax assets could result in tae benefits to reduce guodwiEl during purtisn uf 2009

121 The Corporations net deferred tao assets liabilities were adjusted during 2008 and 2007 to include

$3.5 billion of net deferred tao assets and $228 million of net deferred tao liabilities related to business

combinations

The valuation allowance at December 31 2008 and 2007 is attribut

able to deferred tax assets generated in certain state and foreign juris

dictions for which management believes it is more likely than not that

realization of these assets will not occur The change in the valuation

allowance primarily resulted rom certain state deferred tax assets

acquired in the Countrywide merger

At December 31 2008 and 2007 federal income taxes had not been

provided on $6.5 billion and $58 billion of undistributed earnings of for

eign subsidiaries earned prior to 1987 and after 1997 th8t have been

reinvested for an indefinite period of time If the earnings were dis

tributed an additional $1.1 bilion and $925 million of tax expense net

of credits for foreign taxes paid on such earnings and for the related for

eign withholding taxes would have resulted as of December 31 2008

and 2007
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Note 19 Fair Value Disclosures

Effective January 2007 the Corporation adopted SFAS 157 which

provides framework for measuring fair value under GMP SEAS 157

also eliminated the deferral of gains and losses at inception of certain

derivative contracts whose fair value was not evidenced by market

observable data SEAS 157 requires that the impact of this change in

accounting for derivative contracts be recorded as an adjustment to

beginning retained earnings in the period of adoption

The Corporation also adopted SEAS 159 on January 2007 SEAS

159 allows an entity
the irrevocable option to elect fair value for the initial

and subsequent measurement for certain financial assets and liabilities

on contract-by-contract basis with changes in fair value recognized in

SEAS 157 defines fair value as the exchange price that would be

received for an asset or paid to transfer liability an exit price in the

principal or most advantageous market for the asset or liability in an

orderly transaction between market participants on the measurement

date The Corporation determines the fair values of its financial instru

ments based on the fair value hierarchy established in SEAS 157 which

requires an entity to maximize the use of observable inputs and minimize

the use of unobservable inputs when measuring fair value The standard

describes three levels of inputs that may be used to measure fair value

The Corporation carries certain corporate loans and loan commitments

LHES structured reverse repurchase agreements and long-term deposits

at fair value in accordance with SEAS 159 The Corporation also carries at

fair value trading account assets and liabilities derivative assets and

liabilities AES debt securities MSRs and certain other assets Eor

detailed discussion regarding the fair value hierarchy and how the Corpo

ration measures fair value see Note Summary of Significant Account

ing Principles to the Consolidated Einancial Statements

Fair Value Measurement

Level and Valuation Techniques

Financial instruments are considered Level when valuation can be

based on quoted prices in active markets for identical assets or

liabilities Level financial instruments are valued using quoted prices for

earnings as they occur The Corporation elected to adopt the fair value

option for certain financial instruments on the adoption date SFAS 159

requires that the difference between the carrying value before election of

the fair value option and the fair value of these instruments be recorded

as an adjustment to beginning retained earnings in the period of adop

tion

The following table summarizes the impact of the change in account

ing for derivative contracts described above and the impact of adopting

the fair value option for certain financial instruments on January 2007

Amounts shown represent the carrying value of the affected instruments

before and after the changes in accounting resulting from the adoption of

SEAS 157 andSEAS 159

similar assets or liabilities quoted prices in markets that are not active

or models using inputs that are observable or can be corroborated by

observable market data of substantially the full term of the assets or

liabilities Financial instruments are considered Level when their values

are determined using pricing models discounted cash flow method

ologies or similar techniques and at least one significant model assump

tion or input is unobservable and when determination of the fair value

requires significant management judgment or estimation

The Corporation also uses market indices for direct inputs to certain

models where the cash settlement is directly linked to appreciation or

depreciation of that particular index primarily in the context of structured

credit products In those cases no material adjustments are made to

the index-based values In other cases market indices are also used as

inputs to valuation but are adjusted for trade specific factors such as

rating credit quality vintage and other factors

Corporate Loans and Loan Commitments

The fair values of loans and loan commitments are based on market

prices where available or discounted cash flows using market-based

credit spreads of comparable debt instruments or credit derivatives of the

specific borrower or comparable borrowers Results of discounted cash

flow calculations may be adjusted as appropriate to reflect other market

conditions or the perceived credit risk of the borrower

rranstlon Impact

Ending Balance Opening Balance

Sheet
Adoption Net Sheet

Dollars in millions December 31 2006 Gain/Loss January 2007

Impact of adopting SFAS 157

Net derivatve assets and liabilities 11
$7100 22 $7122

Impact of electing the fair value option under SEAS 159

Loans and leases 3968 211 3947
Accrued expenses and other liabilities 28 321 349
Loans held-for-sale 8778 8778
Available-for-sale debt securities 3692 3692
Federal funds sold and securities purchased under agreements to resell 1401 1400

Interest-bearing deposit liabilities in domestic offices 548 547

Cumulative-effect adjustment pre-tax 320
Tax impact 112

Cumulative-effect adjustment net-of-tax decrease to retained earnings $208

li The transition adjastment reflects the Impact of recognizing previoosly deferred gains and losses usa resolt of the rescission of certain requirements of EITF 02-3 in accordance with SFAS 157

Includes loans to certain large corporate clients The ending balance at December 31 2006 and the transition adjostment were net of $32 million reduction in the allowance for loan and lease losses

The Janoary 2007 balance after adoption represents the fair value of certain unfunded commercial loan commitments The December 31 2006 balance prior to adoption represents the reserve for unfunded lending

commitments associated with these commitments

141 No transition adjustment was recorded for the loans held-for-sale because they were already recorded at fair value purs000t to lower of cost or market accoanting
II

changes in fair noIse of these AF5 debt securities resulting from foreign currency enposure which is the primary driver of fair value for these securities had previously been hedged by derivatives that qualified for fair

value hedge accosnting in accordance with SFAS 133 As result there was no transition adjostment Following the election of the fair solos option these AF5 debt securities hans been transferred to trading account

assets

iei Inclades stroctured reverse repurchase agreements that were hedged with derisatives in accordance with SFA5 133

ri Includes long-term hoed rate deposits that were economically hedged with derivatives
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Structured Reverse Repurchase Agreements and Long-term

Deposits

The fair values of structured reverse repurchase agreements and long-

term deposits are determined using quantitative models including dis

counted cash flow models that require the use of multiple market inputs

including interest rates and spreads to generate continuous yield or pric

ing curves and volatility
factors The majority of market inputs are actively

quoted and can be validated through external sources including brokers

market transactions and third-party pricing services The Corporation does

incorporate consistent with the requirements ofSFAS 157 within its fair

value measurements of long-term deposits the net credit differential

between the counterparty credit risk and our own credit risk The value of

the net credit differential is determined by reference to existing direct

market reference costs of credit or where direct references are not avail

able proxy is applied consistent with direct references for other

counterparties that are similar in credit risk

Tradng Account Assets and LiabiUties and AvaiÆbe-for-Sae Debt

Securities

The fair values of trading account assets and liabilities are primarily

based on actively traded markets where prices are based on either direct

market quotes or observed transactions The fair values of AFS debt

securities are generally based on quoted market prices or market prices

for similar assets Liquidity is significant factor in the determination of

the fair values of trading account assets or liabilities and AFS debt secu

rities Market price quotes may not be readily available for some posi

tions or positions within market sector where trading activity has

slowed significantly or ceased such as certain CDO positions and other

ABS Some of these instruments are valued using net asset value

approach which considers the value of the underlying securities Under

lying
assets are valued using external pricing services where available or

matrix pricing based on the vintages and ratings Situations of illiquidity

generally are triggered by the markets perception of credit uncertainty

regarding single company or specific market sector In these

instances fair value is determined based on limited available market

information and other factors principally from reviewing the issuers

financial statements and changes in credit ratings made by one or more

rating agencies

Derivative Assets and Liabilities

The fair values of derivative assets and liabilities traded in the

over-the-counter market are determined using quantitative models that

require the use of multiple market inputs including interest rates prices

and indices to generate continuous yield or pricing curves and volatility

factors which are used to value the position The majority of market

inputs are actively quoted and can be validated through external sources

including brokers market transactions and third-party pricing services

Estimation risk is greater for derivative asset and liability positions that

are either option-based or have longer maturity dates where observable

market inputs are less readily
available or are unobservable in which

case quantitative-based extrapolations of rate price or index scenarios

are used in determining fair values The fair values of derivative assets

and liabilities include adjustments for market liquidity counterparty credit

quality and other deal specific lactors where appropriate Consistent with

the way the Corporation fair values long-term deposits as previously dis

cussed the Corporation incorporates within its fair value measurements

of over-the-counter derivatives the net credit differential between the

counterparty credit risk and our own credit risk An estimate of severity of

loss is also used in the determination of fair value primarily based

on historical experience adjusted for recent name specific expectations

Mortgage Servicing Rights

The fair values of MSRs are determined using models which depend on

estimates of prepayment rates the resultant weighted average lives of

the MSRs and the OAS levels For more information on MSR5 see Note

21 Mortgage Seniicing Rights to the Consolidated Financial Statements

Loans Held-for-Sale

The fair values of LHFS are based on quoted market prices where avail

able or are determined by discounting estimated cash flows using inter

est rates approximating the Corporations current origination rates for

similar loans adjusted to reflect the inherent credit risk

Other Assets

The Corporation fair values certain other assets including AFS equity

securities and certain retained residual interests in securitization

vehicles The fair values of AFS equity securities are generally based on

quoted market prices or market prices for similar assets However

non-public investments are initially
valued at transaction price and sub

sequently adjusted when evidence is available to support such adjust

ments Retained residual interests in securitization vehicles are based on

certain observable inputs such as interest rates and credit spreads as

well as unobservable inputs such as estimated net charge-off and pay

ment rates

Asset-backed Secured Financings

The fair values of asset-backed secured financings are based on external

broker bids where available or are determined by discounting estimated

cash flows using interest rates approximating the Corporations current

origination rates for similar loans adjusted to reflect the inherent credit

risk
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Recurring Fair Value

Assets and liabilities measured at fair value on recurring basis including financial instruments for which the Corporation accounts for in accordance

with SFAS 159 are summarized below

Fair Value Measurements Using

December 31 2008

Dollars in milliors

Assets

Federal funds sold arid securities purchased under agreements to resell

Trading account assets

Derivative assets

Available-for-sale debt securities

Loans and leases

Mortgage servicing rights

Loans held-for-sale

Other assets

Total assets

Netting Assets/Liabilities

Level Level Level Adjustments
111 at Fair Value

2330

44889 107315 7318

2109 1525106 8289

2789 255413 18702

5413

12733

15582 3382

25089 1245 3572

74876 $1906991 59409

2330

159522

62252

276904

5413

12733

18964

29906

$568024

1473252

$1473252

Liabilities

Interest-bearing deposits in domestic offices 1717 1717

Trading account liabilities 42974 14313 57287

Derivative liabilities 4872 1488509 6019 1468691 30709

Accrued expenses and other liabilities 38 1940 1978

Total liabilities 47884 $1504539 7959 $1468691 91691

December 31 2007

Assets

Federal funds sold and securities purchased under agreements to resell 2578 2578

Trading account assets 42986 115051 4027 162064
Derivative assets 516 442471 8972 417297 34662
Available-for-sale debt securities 2089 205734 5507 213330
Loans and leases 4590 4590

Mortgage servicing rights 3053 3053
Loans held-for-sale 14431 1334 15765
Other assets 19796 1540 3987 25323

Total assets $65387 781805 $31470 417297 $461365

Liabilities

Interest-bearing deposits in domestic offices 2000 2000

Trading account liabilities 57331 20011 77342

Derivative liabilities 534 426223 10175 414509 22423

Accrued expenses and other liabilities 660 660

Total liabilities $57865 448234 $10835 414509 $102425

cci Amounts represent the impact of legally enforceable master netting agreements that allow the Corporation to settle positive and negative pssitisns and also cash collateral held or placed with the some cnunterparties

21 Loans and eases at December 31 2008 end December 31 2007 included $22.4 billion ond $22.6 billion of leases that were not eligible for the fair value option as leases are specifically escluded from fair value

option election in accordance with SEAS 159

i3 Other assets Include equity investments held by Principal Investing AFS equity securities and certain retained reeidual interests in securitization vehicles including intereet-only strips Substantially all of other assets

are eligible for and the Corporation has not chosen to elect fair value accounting at December 31 2008 and 2007
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The table below presents reconciliation of all assets and liabilities measured at fair value on recurring basis using significant unobservable

inputs Level during the year ended December 31 2008 and 2007 including realized and unrealized gains losses included in earnings and OCI

Level Fair Value Measurements

Year Ended December 31 2008

Balance January 2007 788 303 1133 $3947 2869 $6605 349

Included in earnings 341j 2959 1398 140 231 1901 2149 279

Included in other comprehensive income 206 79
Purchases issuances and settlements 333 708 4588 783 471 11259 4638 32
Transfers into out of Level 1317 5975 390 2683 50

Balance December 31 2007 $11203 4027 5507 $4590 3053 1334 $3987 6601

Ill Net derivatives at December 31 2008 and 2007 included derivative assets of $8.3 billion and $9.0 billion and derivative liabilities of $6.0 billion vnd $10.2 bill on Nvt derivatrves acquirvd in connection with

Couotride on July 2008 included derivative assets of $107 million and derivative liabilities of $292 million

Amounts represent items which are accounted for at fair value in accordance with SFAS 159 including commercial loan commitmvnts and certuin securvd linancings recorded sccrued expenses and othvr liabilities

Other onsets include equity investments held by Principal Investing and certain retained interests in securitization vehicles including interest-only strips

The table below summarizes gains and losses due to changes in fair value including both realized and unrealized gains and losses recorded in

earnings for Level assets and liabilities during the year ended December 31 2008 and 2007 These arrounts include those gains and losses gen

erated by loans LHFS and loan commitments which are accounted for at fair value in accordance with SFAS 159

Level Total Realized and Unrealized Gains Losses Included in Earnings

Year Ended December 31 2008

IDvilars in millions

Card income

Equity investment income

Trading account profits losses

Mortgage banking income loss 121

Other income loss

Total

103 3044
2428 178

$2531 $3222

Accrued

Expenses

and Other

Liabilities Total

55

110

3132

295 5492

10 473 3677

$169 $12136

Year Ended December 31 2007

Card income

Equity investment income

Trading account profits losses

Mortgage banking income loss 121

Other income loss

103

1971

161

231 29
75

$140 231 901 $2149

Dollars in millions

Balance January 2008

Countrywide acquisition

Included in earnings

Included in other comprehensive income

Purchases issuances and settlements

Transfers into out of Level

Balance December 31 2008

Accrued

Trading Available-for- Mortgage Loans Expenses

Net Account Sale Debt Loans and Servicing Held-for- Other and Other

Derivatives11 Assets Securities Leases Rights Sale Assets Liabilities

$12O3 4027 5507 $4590 3053 1334 $3987 660

185 1407 528 17188 1425 1212

2531 3222 2509 780 7115 1047 175 169

1688

1380 2055 2754 1603 393 542 550 101

253 7161 14110 2212 40

2270 7318 $18702 $5413 $12733 3382

Year Ended December 31 2007

$3572 $1940

Trading

Net Account

Derivatives Assets

Available-for-

Sale Debt

Securities

Mortgage

Loans and Servicing

Leases
11

Rights

Loans

Held-for-

Sale

74
2435

$2509

Other

Assets

55

110

775

$780

195

7115 848

$7115 $1047 175

Total

515 129591

174

398

341 $2959 398

vi Amounts represent items which are accounted for at fair value in accordance with SFAS 159

Mortgage basking income does not reflect impact of Level and Level hedges against MSR5

139 274

103

1971

35411

376

736

$279 1827
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The table below summarizes changes in unrealized gains or losses recorded in earnings during the years ended December 31 2008 and 2007 for

Level assets and liabilities that were still held at December 31 2008 and 2007 These amounts include changes in fair value of loans LHFS and

loan commitments which are accounted for at fair value in accordance with SFAS 159

Level Changes in Unrealized Gains Losses Relating to Assets and Liabilities Still Held at Reporting Date

Non-recurring Fair Vaue

Year Ended December 31 2008

Fair Value Option Elections

Corporate Loans and Loan Commitments

The Corporation elected to account for certain large corporate loans and

loan commitments which exceeded the Corporations single name credit

risk concentration guidelines at fair value in accordance with SFAS 159

Lending commitments both funded and unfunded are actively managed

and monitored and as appropriate credit risk for these lending relation

ships may be mitigated through the use of credit derivatives with the

Corporations credit view and market perspectives determining the size

and timing of the hedging activity These credit derivatives do not meet

the requirements for hedge accounting under SFAS 133 and are therefore

carried at fair value with changes in fair value recorded in other income

Electing the fair value option allows the Corporation to account for these

loans and loan commitments at fair value which is more consistent with

managements view of the underlying economics and the manner in which

they are managed In addition accounting for these loans and loan

commitments at fair value reduces the accounting asymmetry that would

otherwise result from carrying the loans at historical cost and the credit

derivatives at fair value

At December 31 2008 and 2007 funded loans which the Corporation

has elected to fair value had an aggregate fair value of $5.41 billion and

$4.59 billion recorded in loans and leases and an aggregate outstanding

principal balance of $6.42 billion and $4.82 billion At December 31

2008 and 2007 unfunded loan commitments that the Corporation has

elected to fair value had an aggregate fair value of $1.12 billion and

$660 million recorded in accrued expenses and other liabilities and an

aggregate committed exposure of $16.9 billion and $20.9 billion Interest

income on these loans is recorded in interest and fees on loans and

leases At December 31 2008 and 2007 none of these loans were 90

days or more past due and still accruing interest or had been placed on

nonaccrual status

Loans Held-for-Sae

The Corporation also elected to account for certain loans held-for-sale at

fair value Electing to use fair value allows better offset of the changes

Dollars in millions

card income Ilossi

Equity investment income Ilossi

Trading account profits losses

Mortgage banking income lIossi
12

Other income Iloss

Total

Net

Derivatives

2095

1154

$3249

Accrued

Trading Available-for- Loans Mortgage Loans Expenses

Account Sale Debt and Servicing Held-for- Other and Other

Assets Securities Leases
Rights Sale Assets Liabilities Total

$331 331
193 193

2144 154 203
178 74 7378 423 292 6607

1840 1003 880 3727

$2322 $1914 $1003 $7378 $581 $524 $588 $11061

Year Ended December 31 2007

Card income Iloss $1136 136
Equity investment income loss 651 1651

Trading account profits lossesl 196 2857 58 11 3112
Mortgage banking income loss 139 431 221 74
Other income

Ilossi 1398 1167 395 960
Total 57 $12857 3981 1671 43 801 $201 $396 4199

ii Amounts represented items which are accounted for at fair value in accordance with SPAS 159

Mortgage basking income does sot reflect impact of Level and Level hedges against MSR5

Certain assets and liabilities are measured at fair value on non-recurring basis and are not included in the tables above These assets and liabilities

primarily include LHFS unfunded loan commitments held-for-sale and foreclosed properties The amounts below represent only balances measured at

fair value during the period and still held as of the reporting date

Assets and Liabilities Measured at Fair Value on Non-Recurring Basis

At and for the Year Ended At and for the Year Ended

December 31 2008 December 31 2007

ttollars in millions Level Level Level Losses Level Level Level ILossesi

Assets

Loans held-for-sale $1828 $9782 $1699 $1200 $13300 $172
Foreclosed

properties 590 171 155 1171

Liabilities

Accrued expenses and other liabilities 142 145
Amounts are included in other assets on the consolidated Balance Sheet and represent fair value and related losses of foreclosed properties that wore written down subsequent to their initial classification as

foreclosed properties
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in fair values of the loans and the derivative instruments used to econom

ically hedge them without the burden of complying with the requirements

for hedge accounting under SFAS 133 The Corporation has not elected to

fair value other loans held-for-sale primarily because these loans are float

ing rate loans that are not economically hedged using derivative instru

ments At December 31 2008 and 2007 residential mortgage loans

commercial mortgage loans and other loans held-for-sale for which the

fair value option was elected had an aggregate fair value of $18.96 billion

and $15.77 billion and an aggregate outstanding principal
balance of

$20.75 billion and $16.72 billion Interest income on these loans is

recorded in other interest income These changes in fair value are mostly

offset by hedging activities An immaterial portion of these amounts was

attributable to changes in instrument-specific credit risk

Structured Reverse Repurchase Agreements

The Corporation elected to fair value certain structured reverse

repurchase agreements which were hedged with derivatives which quali

fied for fair value hedge accounting in accordance with SEAS 133 Elec

tion of the fair value option allows the Corporation to reduce the burden

of complying with the requirements of hedge accounting under SFAS 133

At December 31 2008 and 2007 these instruments had an aggregate

fair value of $2.33 billion and $2.58 billion and principal balance of

$2.34 billion and $2.54 billion recorded in federal funds sold and secu

rities purchased under agreements to resell Interest earned on these

instruments continues to be recorded in interest income The Corporation

did not elect to fair value other financial instruments within the same

balance sheet category because they were not economically hedged using

derivatives

Long-term Deposits

The Corporation elected to fair value certain long-term fixed rate deposits

which are economically hedged with derivatives At December 31 2008

and 2007 these instruments had an aggregate fair value of $1.72 billion

and $2.00 billion and principal balance of $1.70 billion and $1.99 billion

recorded in interest-bearing deposits Interest paid on these instruments

continues to be recorded in interest expense Election of the fair value

option will allow the Corporation to reduce the accounting volatility
that

would otherwise result from the accounting asymmetry created by

accounting for the financial instruments at historical cost and the

economic hedges at fair value The Corporation did not elect to fair value

other financial instruments ithin the same balance sheet category

because they were not econom cally hedged using derivatives

Asset-backed Secured Finarcings

During 2008 the Corporation elected to fair value certain asset-backed

secured financings that were acquired as part of the Countrywide acquis

ition At December 31 2008 these secured financings had an aggregate

fair value of $816 million and principal balance of $1.6 billion recorded in

accrued expenses and other liabilities Using the fair value option election

allows the Corporation to reduce the accounting volatility that would

otherwise result from the accounting asymmetry created by accounting for

the asset-backed secured financings at historical cost and the corre

sponding mortgage LHFS securing these financings at fair value

The following table provides information about where changes in the

fair value of assets or liabilities for which the fair value option has been

elected are included in the Corsolidated Statement of Income

Gains Losses Relating to Assets and Liabilities Accounted for Using Fair Value Option

Year Ended December 31 2008

Corporate
Structured Asset-

Loans and Reverse Long- Backed

Loan Loans Repurchase term Secared

Dollars in millionsi

Commitments Held-f_ Totat

Trading account profits losses
$680 -- 676

Mortgage banking income
281 295 576

rJncpiireU1

Total
$1244 $614 $18 $1O $295 $1591

Year Ended December 31 2007

Trading account profits losses $348 354

Mortgage banking income 333 333

0therincorneJjpL_
44l

Total
419 73 23 $26 495
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Note 20 Fair Value of Financial Instruments
SFAS 107 Disclosure
SFAS No 107 Disclosures About Fair Value of Financial Instruments

ISFAS 107 requires the disclosure of the estimated fair value of finan

cial instruments including those financial instruments for which the

Corporation did not elect the fair value option The fair values of such

instruments have been derived in part by managements assumptions

the estimated amount and timing of future cash flows and estimated

discount rates Different assumptions could significantly affect these

estimated fair values Accordingly the net realizable values could be

materially different from the estimates presented below In addition the

estimates are only indicative of the value of individual financial instru

ments and should not be considered an indication of the fair value of the

Corporation

The provisions of SFAS 107 do not require the disclosure of the fair

value of lease financing arrangements and nonfinancial instruments

including goodwill and intangible assets such as purchased credit card

affinity and trust relationships

The following disclosures represent financial instruments in which the

ending balance at December 31 2008 are not carried at fair value in its

entirety on the Corporations Consolidated Balance Sheet

Short4erm Financial Instruments

The carrying value of short-term financial instruments including cash and

cash equivalents time deposits placed federal funds sold and pur

chased resale and certain repurchase agreements commercial paper

and other short-term investments and borrowings approximates the fair

value of these instruments These financial instruments generally expose

the Corporation to limited credit risk and have no stated maturities or

have short-term maturities and carry interest rates that approximate

market In accordance with SFAS 159 the Corporation elected to fair

value certain structured reverse repurchase agreements See Note 19
Fair Value Disclosures to the Consolidated Financial Statements for addi

tional information on these structured reverse repurchase agreements

Loans

Fair values were generally determined by discounting both principal and

interest cash flows expected to be collected using an observable discount

rate for similar instruments with adjustments that management believes

market participant would consider in determining fair value The Corpo

ration estimates the cash flows expected to be collected at acquisition

using internal credit risk interest rate and prepayment risk models that

incorporate managements best estimate of current key assumptions

such as default rates loss severity and prepayment speeds for the life of

the loan In accordance with SFAS 159 the Corporation elected to fair

value certain large corporate loans which exceeded the Corporations

single name credit risk concentration guidelines See Note 19 Fair

Value Disclosures to the Consolidated Financial Statements for additional

information on loans for which the Corporation adopted the fair value

option

Deposits

The fair value for certain deposits with stated maturities was calculated

by discounting contractual cash flows using current market rates for

instruments with similar maturities The carrying value of foreign time

deposits approximates fair value For deposits with no stated maturities

the carrying amount was considered to approximate fair value and does

not take into account the significant value of the cost advantage and

stability
of the Corporations long-term relationships with depositors In

accordance with SEAS 159 the Corporation elected to fair value certain

long-term fixed rate deposits which are economically hedged with

derivatives See Note 19 Fair Value Disclosures to the Consolidated

Financial Statements for additional information on these long-term fixed

rate deposits

Long-term Debt

The Corporation uses quoted market prices for its long-term debt when

available When quoted market prices are not available fair value is

estimated based on current market interest rates and credit spreads for

debt with similar maturities

The book and fair values of certain financial instruments at

December 31 2008 and 2007 were as follows

December31

2008 2007

Dsllarsinmillions Book Value0i FairValue BookVaiue1 FairValue

Financial assets

Loans $886198 $841629 $842392 $847405
Financial liabilities

Deposits 882997 883987 805177 806511

Long-term
debt 268292 260291 197508 195835

Loans are presented net of allowance for loan losses Amounts esclude leases

The fair salue is determined based on the present value of future cash flows using credit spreads or risk adjusted rates of return that buyer of the porttolio would require in the dislocated markets as of December 31
2008 However the Corporation aspects to collect the principal cash flows underlying the book values as well av the related interest cash flows
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Note 21 Mortgage Servicing Rights

The Corporation accounts for consumer MSRs at fair value with changes

in fair value recorded in the Consolidated Statement of Income in mort

gage banking income The Corporation economically hedges these MSR5

with certain derivatives and securities

The following table presents activity
for consumer mortgage MSRs for

2008 and 2007

DoUars in millions
2008 2007

Balance January 3053 $2869

Countrywide balance July 2008 17188

Additions 2587 792

Impact of customer payments 3313 766

Other changes in MSR market value 6782 158

Balance December31 $12733 $3053

Mortgage loans serviced for investors in billions 1654 259

During 2008 and 2007 other changes in MSR market value were

$6.8 billion and $158 million These amounts reflect the change in

Commercial and residential reverse mortgage MSRs are accounted for

using the amortization method i.e lower of cost or market Commercial

and residential reverse mortgage MSRs totaled $323 million and $294

discount rates and prepayment speed assumptions mostly due to

changes in interest rates as well as the effect of changes in other

assumptions The amounts do not include $333 million in losses in

2008 resulting from cash received being lower than expected prepay

ments and $73 million in gairs in 2007 resulting from the actual cash

received exceeding expected prepayments The total amounts of $7.1

billion and $231 million are included in the line mortgage banking

income loss in the table Level Total Realized and Unrealized Gains

Losses Included in Earnings in Note 19 Fair Value Disclosures to the

Consolidated Financial Statements

At December 31 2008 and 2007 the fair value of consumer MSRs

was $12.7 billion and $3.1 billion The Corporation uses an OAS valu

ation approach to determine the fair value of MSR5 which factors in pre

payment risk This approach consists of projecting servicing cash flows

under multiple interest rate scenarios and discounting these cash flows

using risk-adjusted discount rates The key economic assumptions used

in valuations of MSRs include weighted average lives of the MSRs and

the OAS levels

Key economic assumptiors used in determining the fair value of

MSR5 at December 31 2008 and 2007 were as follows

million at December 31 2008 and 2007 and are not included in the

tables above

December 31 2008 December 31 2007

Dollars in millions

Fixed Adjustable Fixed Adjustable

Weighted average option adjusted spread
1.71% 6.40% 0.59% 2.54%

Weighted average life in years
3.26 2.71 4.80 2.75

The following table presents the sensitivity
of the weighted average the fair value of MSR that continues to be held by the Corporation is

lives and fair value of MSR5 to changes in modeled assumptions The calculated without changing any other assumption In reality changes in

sensitivities in the following table are hypothetical and should be used one factor may result in changes in another which might magnify or coun

with caution As the amounts indicate changes in fair value based on teract the sensitivities Additonally the Corporation has the ability
to

variations in assumptions generally cannot be extrapolated because the hedge interest rate and market valuation fluctuations associated with

relationship of the change in assumption to the change in fair value may MSR5 The sensitivities below do not reflect any hedge strategies that

not be linear Also the effect of variation in particular assumption on may be undertaken to mitigate such risk

December 31 2008

Change in Weighted Average Lives

Change

in Fair

Dollars in millions

Fixed Adjustable Value

Prepayment rates

Impact of 10% decrease
0.23 years

0.13 years 786

Impact of 20% decrease
0.51 0.28 1717

Impact of 10% increase
10.201 0.111 6741

Impact of 20% increase
0.361 0.20 11258

OAS level

Impact of 100 bps decrease n/a n/a 460

Impact of 200 bps decrease n/a n/a 955

Impact of 100 bps increase
n/a n/a 14281

Impact of 200 bps increase
n/a n/a 8271

n/s not applicsble
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Note 22 Business Segment Information
The Corporation reports the results of its operations through three busi

ness segments Global Consumer and Small Business Banking GCSBB
Global Corporate and Investment Banking GCIB and Global Wealth and

investment Management GWIM The Corporation may periodically

reclassify business segment results based on modifications to its man
agement reporting methodologies and changes in organizational align

ment

Global Consumer and Small Business Banking
GCSBB provides diversified range of products and services to

individuals and small businesses The Corporation reports GCSBBs

results specifically credit card and certain unsecured lending portfolios

on managed basis Reporting on managed basis is consistent with

the way that management evaluates the results of GCSBB Managed

basis assumes that securitized loans were not sold and presents earn

ings on these loans in manner similar to the way loans that have not

been sold i.e held loans are presented This basis of presentation

excludes the Corporations securitized mortgage and home equity pdrtfo

lbs for which the Corporation retains servicing Loan securitization is an

alternative funding process that is used by the Corporation to
diversify

funding sources Loan securitization removes loans from the Con

solidated Balance Sheet through the sale of loans to an off-balance sheet

QSPE which is excluded from the Corporations Consolidated Financial

Statements in accordance with GAAP

The performance of the managed portfolio is important in under

standing GCSBBs results as it demonstrates the results of the entire

portfolio serviced by the business Securitized loans continue to be serv

iced by the business and are subject to the same underwriting standards

and ongoing monitoring as held loans In addition retained excess servic

ing income is exposed to similar credit risk and repricing of interest rates

as held loans GCSBBs managed income statement line items differ

from held basis as follows

Managed net interest income includes GCSBBs net interest income on

held loans and interest income on the securitized loans less the

internal funds transfer pricing allocation related to securitized loans

Managed noninterest income includes GCSBBs noninterest income on

held basis less the reclassification of certain components of card

income e.g excess servicing income to record securitized net inter

est income and provision for credit losses Noninterest income both

on held and managed basis also includes the impact of adjustments

to the interest-only strips that are recorded in card income as

management continues to manage this impact within GCSBB

Provision for credit losses represents the provision for credit losses on

held loans combined with realized credit losses associated with the

securitized loan portfolio

Global Corporate and Investment Banking
GCIB provides wide range of financial services to both the Corporations

issuer and investor clients that range from business banking clients to

large international corporate and institutional investor clients using

strategy to deliver value-added financial products and advisory solutions

Global Wealth and Investment Management
GWIM offers investment and brokerage services estate management

financial planning services fiduciary management credit and banking

expertise and diversified asset management products to institutional

clients as well as affluent and high net-worth individuals GWM also

includes the impact of migrated qualifying affluent customers including

their related deposit balances from GCSBB After migration the asso

ciated net interest income service charges and noninterest expense on

the deposit balances are recorded in GWIM

All Other

All Other consists of equity investment activities including Principal Inves

ting Corporate Investments and Strategic Investments the residential

mortgage portfolio associated with ALM activities the residual impact of

the cost allocation processes merger and restructuring charges and the

results of certain businesses that are expected to be or have been sold

or are in the process of being liquidated All Other also includes certain

amounts associated with ALM activities and corresponding

securitization offset which removes the securitization impact -of sold

loans in GCSBB in order to present the consolidated results of the

Corporation on GMP basis i.e held basis

Basis of Presentation

Total revenue net of interest expense includes net interest income on

FTE basis and noninterest income -The adjustment of net interest income

to FTE basis results in corresponding increase in income tax expense

The net interest income of the businesses includes the results of funds

transfer pricing process that matches assets and liabilities with similar

interest rate sensitivity and maturity characteristics Net interest income

of the business segments also includes an allocation of net interest

income generated by the Corporations ALM activities

Certain expenses not directly attributable to specific business

segment are allocated to the segments based on pre-determined means

The most significant of these expenses include data processing costs

item processing costs and certain centralized or shared functions Data

processing costs are allocated to the segments based on equipment

usage Item processing costs are allocated to the segments based on the

volume of items processed for each segment The costs of certain

centralized or shared functions are allocated based on methodologies

which reflect utilization
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The following table presents total revenue net of interest expense on FTE basis and net income for 2008 2007 and 2006 and total assets at

December 31 2008 and 2007 for each business segment as well as All Other

Business Segments Global Consumer and

At and for the Year Ended December31
Total CorporatIon111

________

Dollars in millions

2008 2007 2006 2008 2007 2006

Net interest income 46554 36190 $35818 33851 28712 $28059

Noninterest income 27422 32392 38182 24493 19143 16769

Total revenue net of interest expense 73976 68582 74000 58344 47855 44.828

Provision for credit losses 26825 8385 5010 26841 12920 8518

Amortization of intangibles
1834 1676 1755 1383 1336 1452

Other noninterest expense
39695 35848 34038 23554 19013 16725

Income before income taxes 5622 22673 33197 6566 14586 18133

Income tax expense 1614 7691 12064 2332 5224 6682

Net Income 4008 14982 $21133 4234 9362 $11451

Period-end total assets $1817943 $1715746 $511401 $445319

Global Corporate
Global Wealth and

and Investment Banking
21

________ lme$me2
Dollars in rrrtlions

2008 2007 2006 2008 2007 2006

Net interest income 16538 11206 9914 4775 3917 3754

Noninterest income loss 3098 2445 11443 3010 3636 3330

Total revenue net of interest expense 13440 13651 21357 7785 7553 7084

Provision for credit losses 3080 658 664 14 39

Amortization of intangibles
191 178 218 231 150 72

Other noninterest expense 10190 12020 11659 4673 43303652

Income loss before income taxes 21 795 9474 2217 3059 3399

Income tax expense benefit
285 35O____ 1099 1257

Net income loss 14 510 5969 1416 1960 2142

Pertod-endtotalassets 707470 778158 $187994 $155683

All Other 23

Dollars in millions

2008 2007 2006

Net interest income 8610 7645 5909

Noninterest income 3017 71686640
Total revenue net of.interest expense 5593 477 731

Provision for credit losses 3760 5207 3475

Amortization of intangibles
29 12 13

Other noninterest expense
278 4852002

Income loss before income taxes 3140 4233 2191

Income tax expense benefit 1512 1083 620

Net income loss 1628 3150 1571

Period-endtotalassets 411378 336586

li There were so material intersegment revenues

121 Total assets include asset allocations to match liabilities I.e deposIts

131 GcsBB is presented on managed basiswith corresponding offset recorded in All Other

141 PTE basis

151 Provision for credit losses represents For GCSBB Provision for credit losses on held loans combined with realized credit losses associated with the secuntized loan portfolio and for All Other Provision for credit

losses combined with the GCSBB securitization offset
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GCSBB is reported on managed basis which includes securitization impact adjustment which has the effect of presenting securitized loans in

manner similar to the way loans that have not been sold are presented All Othets results include corresponding securitization offset which

removes the impact of these securitized loans in order to present the consolidated results of the Corporation on held basis The tables below recon

cile GCSBB and All Other to held basis by reclassifying net interest income insurance premiums all other income and realized credit losses asso

ciated with the securitized loans to card income

Global Consumer and Small Business Banking Reconciliation

2008 2007 2006

Managed Securitization Held Managed Securitization Held Managed Securitization Held

collars in millions Basis Impact Basis Basis 11
Impact

12
Basis Basis 11

Impact
12 Basis

Net interest income $33851 $8701 $25150 $28712 $8027 $20685 $28059 $7593 $20466
Noninterest income

Card income 10057 2250 12307 10194 3356 13550 9371 4566 13937
Service charges 6807 6807 6007 6007 5344 5344

Mortgage banking income 4422 4422 1332 1332 919 919

Insurance premiums 1968 186 1782 912 250 662 615 302 313

All other income 1239 33 1206 698 38 660 520 133 487

Total noninterest income 24493 2031 26524 19143 3068 22211 16769 4231 21000

Total revenue net of interest

expense 58344 6670 51674 47855 4959 42896 44828 3362 41466
Provision for credit losses 26841 6670 20171 12920 4959 7961 8518 3362 5156
Noninterest expense 24937 24937 20349 20349 18177 18177

Income before income taxes 6566 6566 14586 14586 18133 18133
Income

tax_expense 2332 2332 5224 5224 6682 6682

Net income 4234 4234 9362 9362 $11451 $11451

11 Provision for credit losses represents provision for credit losses on held loans combined with realized credit losses associated with the securitized loan portfolio

121 The securitization impact sri net interest income is on funds transfer pricing methodology consistent with the way funding costs ore allocated to the businesses

131 FTE basis

All Other Reconciliation

2008 2007 2006

Reported Securitization As Reported Securitization As Rei5orted Securitization As

Dollars in millions Basis Offset Adjusted Basis 10 Offset Adjusted Basis Ill Offset 12
Adjusted

Net interest income 13 $8610 8701 91 $7645 8027 382 $15909 $7593 $1684
Nortinterest income

Card income loss 2164 2250 86 2817 13356 539 3795 4566 771
Equity investment income 265 265 3745 3745 2872 2872
Gains losses on sales of debt

securities 1133 1133 180 180 475 475
All other

income_loss 545 219 326 426 288 714 448 335 783

Total noninterest income 3017 2031 986 7168 3068 4100 6640 4231 2409

Total revenue net of interest

expense 5593 6670 1077 477 4959 4482 731 3362 4093
Provision for credit losses 3760 6670 2910 5207 4959 248 3475 3362 113
Merger and restructuring charges 935 935 410 410 805 805

All other noninterest expense 372 372 87 87 1210 1210

Income loss before income taxes 3140 3140 4233 4233 2191 2191
Income tax expense benefit 1512 1512 1083 1083 620 620

Net income loss $1628 $1628 3150 $3150 1571 $1571
01 Provision for credit losses represents prooision for credit losses in All Other combined with the GCSBB securitization offset

The securitization offset on net interest income is on funds transfer pricing methodology consistent with the way funding costs are allocated to the businesses

13 FTE basis
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The following tables present reconciliationS of the three business segments GCSBB GCB and GWIM total revenue net of interest expense on

FTE basis and net income to the Consolidated Statement of Income and total assets to the Consolidated Balance Sheet The adjustments presented

in the table below include consolidated income and expense amounts not specifically
allocated to individual business segments

Year Ended December31

Dollars in milhonS

2008 2007 2006

Segments total revenue net of interest expense

$79 569 $69059 $73269

Adjustments

ALM activities

1867 66 936

Equity investment income

265 3745 2872

Liquidating
businesses

256 1060 3013

FTE basis adjustment

1194 1749 1224

Managed securitization impact to total revenue net of interest expense
6670 4959 3362

Other

1311 389 856

Consolidated revenue net of interest expense

$72782 $66833 $72776

Segments net income

5636 $11832 $19562

Adjustments net of taxes

ALM activities

1015 241 816

Equity
investment income

167 2359 1809

Liquidating
businesses

86 613 1276

Merger and restructuring charges

630 258 507

Other

236 677 191

Consolidated net income

4008 $14982 $21133

Ill PIE basis

December31

Dollars in rrrillions

2008 2007

Segments total assets

$1406565 $1379160

Adjustments

ALM activities including securities portfolio

553730 452626

Equity investments

28839 28358

Liquidating
businesses

3172 4608

Elimination of segment excess asset allocations to match liabilities

100611 104118

Elimination of managed securifized loans

100960 102967

Other

27208 58079

Consolidated total assets

$1817943 $1715746

Ill Represents
GCSBs securitized loans
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ote 23 Parent Company Information
The following tables present the Parent Company Only financial information

Condensed Statement of Income

Year Ended December31

Dollars in millions 2008 2007 2006

Income

Dividends from subsidiaries

Bank holding companies and related subsidiaries 18178 $20615 $15950
Nonbank companies and related subsidiaries 1026 181 111

Interest from subsidiaries 3433 4939 3944
Other income 940 3319 2346

Total income 23577 29054 22351

Expense

Interest on borrowed funds 6818 7834 5799
Noninterest expense 1829 3127 3019

Total expense 8647 10961 8818

Income before income taxes and equity in undistributed
earnings

of subsidiaries 14930 18093 13533
Income tax benefit 1793 1136 1002

Income before equity in undistributed earnings of subsidiaries 16723 19229 14535

Equity in undistributed earnings losses of subsidiaries

Bank holding companies and related subsidiaries 11221 4497 5613

Nonbank companies and related subsidiaries 1494 250 985

Total equity in undistributed earnings losses of subsidiaries 12715 4247 6598

Net income 4008 $14982 $21433

Net income available to common shareholders 2556 $14800 $21111

Condensed Balance Sheet

December31

Dollars in millions 2008 2007

Assets

Cash held at bank subsidiaries 98525 51953

Debt securities 16241 3198
Receivables from subsidiaries

Bank
holding companies and related subsidiaries 39239 30032

Nonbank companies and related subsidiaries 23518 33637
Investments in subsidiaries

Bank holding companies and related subsidiaries 172460 181248
Nonbank companies and related subsidiaries 20355 6935
Other assets 20428 30919

Total assets $390766 $337922

Liabilities and shareholders equity

Commercial paper and other short-term borrowings 26536 40667
Accrued expenses and other liabilities 15244 13226
Payables to subsidiaries

Bank
holding companies and related subsidiaries 469 1464

Nonbank companies and related subsidiaries

Long-term
debt

171462 135762
Shareholders equity 177052 146803

Total liabilities and shareholders equity $390766 $337922
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Condensed Statement of Cash Flows

Year Ended December 31

Dollars in millions
2008 2007 2006

Operating activities

Net income 4008 14982 21133

Reconciliation of net income to net cash provided by operating activities

Equity in undistributed earnings losses of subsidiaries 12715 4247 6598
Other operating activities net 598 276 2159

Net cash provided by operating activities 161.25 18953 16694

Investing activities

Net purchases of securities 12142 839 705

Net payments from to subsidiaries 2490 44457 13673

Other investing activities net
___________

43 824 1300

Net cash used in investing activities 9609 46120 15678

Financing activities

Net increase decrease in commercial paper and other short-term borrowings 14131 8873 12519

Proceeds from issuance of long-term debt 28994 38730 28412

Retirement of long-term debt 13178 12056 15506

Proceeds from issuance of preferred stock 34742 1558 2850

Redemption of preferred stock 270

Proceeds from issuance of common stoqk 10127 1118 3117

Common stock repurchased 3790 14359

Cash dividends paid 11528 10878 9661
Other financing activities net 5030 576 2799

Net cash provided by financing
activities 40056 24131 4303

Net increase decrease in cash held at bank subsidiaries 46572 3036 5319

Cash held at bank subsidiaries at JanUary 51953 54989 49670

Cash held at bank subsIdiaries at December31 98525 51953 54989
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Note 24- Performance by Geographical Area

Since the Corporations operations are highly integrated certain asset liability income and expense amounts must be allocated to arrive at total

assets total revenue net of interest expense income before income taxes and net income by geographic area The Corporation identifies its geo

graphic performance based upon the business unit structure used to manage the capital or expense deployed in the region as applicable This requires

certain judgments related to the allocation of revenue so that revenue can be appropriately matched with the related expense or capital deployed in the

region

At December 31 Year Ended December31

Total Income

Revenue Net Loss
of Interest Before Net Income

Dollars in millions Year Total Assetsj Expense Income Taxes Loss

Domestic 2008 $1678853 $67549 3289 3254
2007 1529899 60245 18039 13137

2006 64577 28041 18605

Asia 2008 50567 1770 1207 761

2007 46359 1613 1146 721

2006 1117 637 420

Europe Middle East and Africa 2008 78790 3020 456 252
2007 129303 4097 894 592

2006 4835 1843 1193
Latin America and the Caribbean 2008 9733 443 388 245

2007 10185 878 845 532

2006 2247 1452 915

Total Foreign 2008 139090 5233 1139 754

2007 185847 6588 2885 1845
2006 8199 3932 2528

Total Consolidated 2008 $1817943 $72782 4428 4008

2007 1715746 66833 20924 14982
2006 72776 31973 21133

ni Total assets include long.lived assets which are primarily located in the U.S

21 There were no material intercompany revenues between geograplic regioos for any of the periods presented

Includes the Corporutions Canadian operations which had total assets of $13.5 billion and $10.9 billion at December 31 2008 and 2007 total revenue set of interest expense of $1.2 billion $770 million and
$636 million income before income fuses of $552 million $292 million and $269 million and net income of $404 million $195 million and $182 million for the years ended December 31 2008 2007 and 2006
respectively
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Note 25 Subsequent Events

In January 2009 in connection with the TARP Capital Purchase Program

established as part of the Emergency Economic Stabilization Act of 2008

and in connection with the Merrill Lynch acquisition the Corporation

issued to the U.S Treasury 400 thousand shares of Bank of America

Corporation Fixed Rate Cumulative Perpetual Preferred Stock Series

Series Preferred Stock with par value of $0.01 per share for $10.0

billion The Series Preferred Stock initially pays quarterly dividends at

five percent annual rate that increases to nine percent after five years on

liquidation preference of $25000 per share The Series Preferred

Stock has call feature after three years In connection with this invest

ment the Corporation also issued to the U.S Treasury 10-year warrants

to purchase approximately 48.7 million shares of Bank of America Corpo

ration common stock at an exercise price of $30.79 per share Upon the

request of the U.S Treasury at any time the Corporation has agreed to

enter into deposit arrangement pursuant to which the Series Pre

ferred Stock may be deposited and depositary shares representing

1/25tl of share of Series Preferred Stock may be issued The Corpo

ration has agreed to register the Series Preferred Stock the warrants

the shares of common stock underlying the warrants and the depositary

shares if any for resale under the Securities Act of 1933

As required under the TARP Capital Purchase Program in connection

with the sale of the Series Preferred Stock to the U.S Treasury divi

dend payments on and repurchases of the Corporations outstanding

preferred and common stock are subject to certain restrictions The

restrictions are the same as previously discussed in connection with the

sale of the Series Preferred Stock For more information on these

restrictions see Note 14 Shareholders Equity and Earnings Per Com

mon Share to the Consolidated Financial Statements

Also in January 2009 the U.S Treasury the FDIC and the Federal

Reserve agreed in principle
to provide protection against the.possibility of

unusually large losses on an asset pool of approximately $118.0 billion

of financial instruments comprised of $81.0 billion of derivative assets

and $37.0 billion of other financial assets The assets that would be

protected under this agreement are expected generally to be domestic

pre-market disruption i.e originated prior
to September 30 2007 lever

aged and commercial real estate loans CDOs financial guarantor coun

terparty exposure certain trading counterparty exposure and certain

investment securities These protected assets would be expected to

exclude certain foreign assets and assets originated or issued on or after

March 14 2008 The majority of the protected assets were added by the

Corporation as result of its acquisition of Merrill Lynch This guarantee

is expected to be in place for 10 years for residential assets and five

years for non-residential assets unless the guarantee is terminated by the

Corporation at an earlier date It is expected that the Corporation will

absorb the first $10.0 billion of losses related to the assets while any

additional losses will be shared between the Corporation 10 percent

and the U.S government 90 percent These assets would remain on the

Corporations balance sheet and the Corporation would continue to

manage these assets in the ordinary course of business as well as retain

the associated income The assets that would be covered by this guaran

tee are expected to carry 20 percent risk weighting for regulatory capital

purposes As fee for this arrangement the Corporation expects to issue

to the U.S Treasury and FDIC total of $4.0 billion of new class of

preferred stock and to issue warrants to acquire 30.1 million shares of

Bank of America common stock

If necessary under this proposed agreement the Federal Reserve will

provide liquidity
for the residual risk in the asset pool through

nonrecourse loan facility As previously discussed the Corporation would

be responsible for the first $10.0 billion in losses on the asset pool

Once additional losses exceed this amount by $8.0 billion the Corpo

ration would be able to draw on this facility
This loan facility would termi

nate and any related funded loans would mature on the termination dates

of the U.S governments guarantee The Federal Reserve is expected to

charge fee of 20 bps per annum on undrawn amounts and floating

interest rate of the overnight index swap rate plus 300 bps per annum on

funded amounts Interest and fee payments would be with recourse to the

Corporation

Further the Corporation issued to the U.S Treasury 800 thousand

shares of Bank of America Corporation Fixed Rate Cumulative Perpetual

Preferred Stock Series Series Preferred Stock with par value of

$0.01 per share for $20.0 billion The Series Preferred Stock pays divi

dends at an eight percent annual rate on liquidation preference of

$25000 per share The Series Preferred Stock may only be redeemed

after the Series and Series Preferred Stock have been redeemed In

connection with this investment the Corporation also issued to the U.S

Treasury 10-year warrants to purchase approximately 150.4 million

shares of Bank of America Corporation common stock at an exercise

price of $13.30 per share Upon the request of the U.S Treasury at any

time the Corporation has agreed to enter into deposit arrangement

pursuant to which the Series Preferred Stock may be deposited and

depositary shares representing 1/25th of share of Series Preferred

Stock may be issued The Corporation has agreed to register the Series

Preferred Stock the warrants the shares of common stock underlying

the warrants and the depositary shares if any for resale under the Secu

rities Act of 1933

As required under the TARP Capital Purchase Program dividend pay

ments on and repurchases of the Corporations outstanding preferred

and common stock are subject to certain restrictions In addition to these

restrictions in connection with this arrangement the Corporation will

comply with enhanced executive compensation restrictions and continue

with current mortgage loan modification programs Additionally any

increase in the quarterly common stock dividend for the next three years

will require the consent of the U.S government
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Executive Officers and Directors

Bank of America Corporation

Executive Officers

Kenneth Lewis

Chairman Chief Executive Officer

and President

Amy Woods Brinkley

Chief Risk Officer

Barbara Desoer

President Mortgage

Home Equity

Insurance Services

Liam McGee

Presideilt Consumer

Small Business Bank

Brian Moynihan

President Global Banking

Wealth Management

Joe Price

Chief Financial Officer

Richard Struthers

President Global Card Services

Board of Directors

William Barnet III

Chairman President

and Chief Executive Officer

The Barnet Company

Spartanburg SC

Frank Bramble Sr

Former Executive Officer

MBNA Corporation

Wilmington DE

Virgis Colbert

Senior Advisor

MillerCoors Company
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John Collins

Chief Executive Officer

The Collins Group Inc

Boston MA

Gary Countryman

Chairman Emeritus

Liberty Mutual Group

Boston MA

Tommy Franks

Retired General

United States Army

Roosevelt OK

Charles Gifford

Former Chairman

Bank of America Corporation

Charlotte NC

Kenneth Lewis

Chairman Chief Executive

Officer and President

Bank of America Corporation

Charlotte NC

Monica Lozano

Publisher and

Chief Executive Officer

La Opinion

Los Angeles CA

Thomas May

Chairman President and

Chief Executive Officer

NSTAR

Boston MA

Patricia Mitchell

President and Chief

Executive Officer

The Paley Center for Media

New York NY

Joseph Prueher

Retired Admiral

United States Navy

Virginia Beach VA

Charles Rossotti

Senior Advisor

The Carlyle Group

Washington D.C

Thomas Ryan

Chairman President and

Chief Executive Officer

CVS/Caremark Corporation

Woonsocket RI

Temple Sloan Jr

Chairman

General Parts International Inc

Raleigh NC

Meredith Spangler

Trustee and Board Member

C.D Spangler Construction Company

Charlotte NC

Robert Tillman

Former Chairman and CEO Emeritus

Lowes Companies Inc

Mooresville NC

Jackie Ward

Retired Chairman/CEO

Computer Generation Inc

Atlanta GA

Walter Massey

President Emeritus

Morehouse College

Atlanta GA
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Corporate Informaflon

Bank of America Corporation

Headquarters

The principal executive offices of Bank of America

Corporation the Corporation are located in the

Bank of America Corporate Center Charlotte NC 28255

Shareholders

The Corporations common stock is listed on the New

York Stock Exchange NYSE under the symbol BAC The

Corporations common stock is also listed on the London

Stock Exchange and certain shares are listed on the Tokyo

Stock Exchange The stock is typically listed as BankAm in

newspapers As of February 20 2009 there were 263495

registered holders of the Corporations common stock

The Corporations annual meeting of shareholders will be

held at 10 am local time on April 29 2009 in the Belk

Theater of the North Carolina Blumenthal Performing Arts

Center 130 North Tryon Street Charlotte NC

For general shareholder information call Jane Smith share

holder relations manager at 1.800.521.3984 For inquiries

concerning dividend checks dividend reinvestment plan

electronic deposit of dividends tax information transfer

ring ownership address changes or lost or stolen stock

certificates contact Bank of America Shareholder Services at

Computershare Trust Company N.A via our Internet access

at www.computershare.com/bac call 1.800.642.9855 or

write to P.O Box 43078 Providence RI 02940-3078

Analysts portfolio managers and other investors seeking

additional information about Bank of America stock should

contact our Investor Relations group at 1.704.386.5681

Visit the Investor Relations area of the Bank of America

Web site http//investor.bankofamerica.com for stock and

dividend information financial news releases links to Bank of

America SEC filings electronic versions of our annual reports

and other items of interest to the Corporations shareholders

Annuai Report on Form 1C..K

The Corporations 2008 Annual Report on Form 10-K is avail

able at http//investor.bankofamerica.com The Corporation

also will provide copy of the 2008 Annual Report on Form

10-K without exhibits upon written request addressed to

Bank of America Corporation

Shareholder Relations Department

NC1-002-29-01

101 South Tryon Street

Charlotte NC 28255

Customers

For assistance with Bank of America products and services

call 1.800.900.9000 or visit the Bank of America Web site

at www.bankofamerica.com

News Metha

News media seeking information should visit our online

Newsroom at www.bankofamerica.com/newsroom for news

releases speeches and other items relating to the Corporation

including complete list of the Corporations media relations

specialists grouped by business specialty or geography

NYSE and SEC Certifications

The Corporation filed with the New York Stock Exchange

NYSE on May 19 2008 the Annual CEO Certification as

required by the NYSE corporate governance listing standards

The Corporation has also filed as exhibits to its 2008

Annual Report on Form 10-K the CEO and CFO certifications

as required by Section 302 and Section 906 of the

Sarbanes-Oxley Act

Global Wealth Investment Management is division of Bank of America Corporation Banc of America Investment Services Inc U.S Trust Bank of America

Private Wealth Management and Columbia Management are all affiliates within Global Wealth Investment Management Banc of America lnvestrient Services

Inc is registered broker.dealer memberFINRA and SIPC and nonbank subsidiary of Bank ofAmerica N.A U.S Trust Bank of America Private Wealth

Management operates through Bank of America N.A wholly owned subsidiary of Bank of America Corporation Columbia Management Group LLC Columbia

Management is the investment management division of Bank of America Corporation Columbia Management entities furnish investment management services

and products for institutional and individual investors Premier Banking lnvestmentsTM is offered through Bank of America Premier Banking and Banc of

America Investment Services Inc Banking products are provided by Bank of America NA Member FDIC

Investment products Are Not FDIC Insured May Lose value Are Not Bank Guaranteed
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