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-;CORPORATE PROFILE
o

X qwgz;auth Fnancial Group, Inc. (TSFQ) is a bank holding company dedicated to serving small businesses,
middle market companies, and retail customers in the Carolinas and Florida. Founded in 1986, TSFG’s
fundamental focus is to establish strong relationships with its customers by providing a broad range of
financial products, solutions, and services and by helping customers achieve financial success. TSEG provides
commercial, retail, and private banking, as well as insurance and investment services, with an emphasis on
personalized services, local decision-making, and community involvement.

TSEG operates Carolina First Bank, which conducts banking operations in North Carolina and South
Carolina (as Carolina First), in Florida (as Mercantile), and on the Internet (as Bank CaroLine). Headquartered
in Greenville, South Carolina, TSFG ranks among the top 35 U.S. commercial bank holding companies in
asset size.

At December 31, 2008 ($ in billions):

. . Assets $13.6
Our mission is to make a difference Customer funding 5 80
for our customers, shareholders, Loans $10.2
team members, and communities Tangible shareholders” equity 514
_ ’ 4 Team members (FTE) 2,505
by being the best relationship bank Branch offices 180
in each of our markets. Listing NASDAQ
Ticker symbol TSEG
e 3
CAROLINA FIRST ,A/Z/

North Carolina
Entered Market: 2000
Loans: $1.8 billion
Customer Funding: $1.1 billion
Branches: 27
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CAROLINA FIRST

South Carolina
Entered Market: 1986
Loans: $4.5 billion
Customer Funding: $3.7 billion
Branches: 82

oot

=
MERCANTILE BANK
Florida
Entered Market: 1999
Loans: $3.9 billion
Customer Funding: $3.2 billion
Branches: 71

Information as of December 31, 2008.
Customer funding is total deposits less
brokered deposits plus customer sweeps.



Letter To Shareholders

. Lynn Harton
resident and Chief Ex

DEAR SHAREHOLDERS, CUSTOMERS, TEAM MEMBERS, AND FRIENDS,

The year 2008 was an exiraordinary year = one that
saw dramatic changes in the financial industry land-
scape. Major institutions failed, others combined with
stronger partners, and the federal government initiated
multiple new prograrns in reaction to the unprecedented
economic environnient. It wasa year in'which the
performance of all financial institurions suffered.
TSFG’s results were tremendously disappointing,
and our share price reflects both our disappointing
results and the continued tncertain economic outlook.
2009 will be-another challenging year, as the nation
continues to work its way through the recession.

We are making every effort to be realistic and
confront proactively this turbulent economic environ-
ment. Our first priority is taking action to ride out the
continuing storm. Secondly, we are positioning TSFG
to emerge from this recession with improved long-term
performance. Most importantly, we're clarifying who
we are and how we will best compete; both now and
when better times arrive.

Dealing With Reality - Riding Out the Storm
While our 2008 financial results were very
disappointing, it was a year where we took a proactive
and realistic approach to the economic cycle. Early
in the year — painful as it was — we moved to raise
capital, cut cash dividends, and recognize goodwill
impairment charges. In doing so, we improved our

capital and strengthened our loan reserves and
liquidity. We also continued aggressive actions to
recognize and resolve problem loans.

We focused on capital because we believe that
having a strong capital base is the first line of defense
against economic issues. To that end, we completed
a'$250 million mandatorily convertible preferred
stock offering in"May 2008 and added an-additional
$347 million in equity through our participation
in the U.S. Treasury’s Capital Purchase Program in
December 2008. We preserved additional capital by
reducing the quarterly cash dividend to $0.01 per
share in May 2008 — a tough decision that we know
has been difficult for our shareholders who depended
upon those dividends.

Additionally, we strengthened ouroverall liquidity
position and ended 2008 with $4.4 billion in unused
secured borrowing capacity. At year-end 2008, our
parent company cash totaled $210 million, which'covers
approximately five years of current fixed obligations
with no support from Carolina First Bank.

Inorder to have best-in-class talent focused on
managing credit risk; we also supplemented our
existing risk management team with several excep-
tional risk management experts with large-bank
expetience in turnaround situations. The efforts of
this team resulted in early identification of real estate
credit issues, ahead of many of our Southeastern peers,
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as seen in our rise in nonaccrual loans in first quarter
2008. Our team also began actively selling problem
loans in the second quarter of 2008, although these
efforts slowed later in the year due to market conditions
and reduced market liquidity. Furthermore, we increased
our loan loss reserve levels throughout 2008, with an
absolute increase of $121 million during the year. On
a relative basis, our reserves increased from 1.26% of
loans at year-end 2007 to 2.45% at year-end 2008.

There is no doubt the current recession represents
continuing credit challenges for all banks, but we are
addressing them through our strong risk manage-
ment team and combined strong capital and reserves
described earlier.

We have also made several leadership and
organizational changes to move the business forward.
I became Interimr CEO in November 2008 and President
and CEO in February 2009. 11 December, I put in
place a 10-person Executive Management Team with
clear organizational accountabilities and ownership.
We named Ernie Diaz - a 25-year Florida banking
veteran — as President of Mercantile in Florida.

CAPITAL IS OUR FIRST LINE OF DEFENSE

[ Tangible Equity to Tangible Assets

I 6.619
5%

Common Commion Total
Fully Diluted*

10.29%

@ 2007
B 2008

* Assumés conversion of manddtorily convertible
preferred (converts to common by May 2011)
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We tapped Chris Gompper fora new role as head of
Commercial Banking Strategy to develop and drive
strategy for our largest business line. Rob Edwards,
formerly our Chief Risk Officer, has become our

Chief Credit Officer, while William Crawford; our

General Counsel, has assumed the Chief Risk Officer

role:"'We also changed reporting relationshipsso

that all line bankers are now accountable to the state
bank presidents instead of operating in “silo” lines
of business.

The Executive Management Team took some
immediate cost control actions, including eliminating
approximately 3% of FTEs in December 2008.
Additionally, in recognition of the environment
and our obligation to shareholders, the Executive
Management Team received no bonuses for 2008
and will receive no merit salary increases in 2009.
We recently launched phase one of Project NOW,
an efliciency improvement project to reduce costs
and increase revenues while improving the customer
experience. Phase one involves eight workstreams,
such as streamlining branch processes, enhancing
retail deposit fees, and centralizing procurement.

Going torward, we will find additional ways to
streamline our cost structure given near-term
revenue pressures and expense headwinds from
higher FDIC insurance premiums and loan collection
expense. To that end, we are aggressively pursuing
improvements in efficiency and operating under the
assumption that there is no business as usual, and
nothing is above scrutiny. Everything is on the table
as we explore our opportunities.

Making Certain We Are Ready

Post-Recession Environment

Today’s environment is ditficult for all financial
institutions. The recession will in all likelihood get
worse before it gets better. Unemployment will
likely continue to rise.



However, on the other side of this current environ-
ment, there lies opportunity for an organization like
TSFG. For years, banks have been fighting disinter-
mediation, with the result that three out of every four
loans made in the United States was funded, not by
banks, but by some form of Wall Street securitization.
Over the next several years, some of this business will
find its way back onto the balance sheets of banks like
ours, providing new revenue opportunities. Winners
will be banks with trained relationship managers who
understand their customers’ businesses and provide
value-added solutions along with a strong community
image and distribution system that provide a growing
deposit base to fund lending opportunities. We are
improving our training, sales systems, and branding to
capture this opportunity. Additionally, post-recession,
there should be a reduction in the number of banks,
with the result that irrational pricing competition
should lessen. In short, there should be a favorable
environment in which a company that provides
exceptional service to local businesses and consumers
can win — and that is what we intend to do.

A Focused Plan
We must be ready for this future — ready to compete
and ready to perform. To do that, we have been working
on our cultural clarity, and making sure that as a team
we understand our mission to be the best relationship
bank in each of our local markets. Internally, we have
been communicating our “ONE” vision — this is creating
“One Team. One Bank. One Mission.” We will be
more personal; we will cooperate across lines of
business to put the best solution in front of our
customers; we will deliver more plain talk; we will
know our customers at a deeper level; and we will do
what I think a real banker does — provide advice.

Our history and our strength has been that of
being a bank primarily for entrepreneurial business
customers. As we strengthen our historical niche, we
will have the opportunity to deepen and expand our
private banking business. Our focus on community
involvement will provide a strong niche for retail
customers who value local pride and service over
price. Strategically, our focus is on:

* Improving credit quality;

* Managing capital and liquidity;

* Attracting and building core banking relationships;

— Achieving deposit growth and key funding
mix targets;
— Achieving our loan portfolio mix and
growth targets;

BUILD CORE BANKING RELATIONSHIPS

Relationship Non-Relationship

Commerical Indirect Auto

Middle Market
Lot Loans

Private Banking
& Shared National

Retail Banking Credits

Small Business

* Deepening customer relationships;
— Growing noninterest income and deepening
relationship cross-selling;
* Establishing better loan and deposit pricing; and
* Improving efficiency and expense management.

During 2008, we recommitted ourselves to an
organizational structure led by market presidents
with local decision-making responsibility and local
community involvement. Our lines of business in a
designated market (commercial banking, corporate
banking, business banking, private banking, and
retail banking) now report directly to that bank’s
geographical leader.

While we bring many strengths and abilities to the
post-recession world — an experienced management
team, markets with long-term growth potential, and
a solid capital base — we recognize that increasing our
core long-term customer funding remains a strategic
imperative. The good news is that there should be sub-
stantial deposits up for grabs. We are making certain
that we are in a position to increase TSFG’s share.

We know that talk doesn't matter — execution does—
and we have a great team that is ready to move forward.
We are focused on building credibility with our share-
holders and customers, which we believe, in turn, will
drive our Company’s value.

I believe there are better days ahead, and we will
be ready. Thank you for your support and understand-
ing during these trying times, and I look forward to
building our future success together.

w

H. Lynn Harton
President and Chief Executive Officer
March 2, 2009
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Uniquely TSI

Our mission is to make a difference by being the best
relationship bank in each of the markets we serve.
How do we accomplish this objective? The answer
can be found in the following commitments, which
each of us at TSFG works to uphold every day.

We Are Responsive

We know our customers and care about their
success. Because we understand their business
and can anticipate their needs, we are able to
make better, quicker decisions. We are accessible
and highly responsive, and decisions are made by
local people whom our customers know and trust.
There is inherent, long-term value in building
deep relationships with our customers, and we

work to establish those connections every day.

We Genuinely Like the People
We Do Business With

Our customers are more than customers. They
are friends and neighbors. We know their names,
ask about their families, and understand their
businesses. Customers can sense these personal
connections and will bank where they feel

welcome, comlortable, and understood.

We Are Involved in the Community

We demonstrate commitment in working for
our hometowns, in the same way we show those
qualities working lor our customers. Businesses

and individuals prefer banking with communiry

leaders. Our affiliations reflect our passions, and
our involvement underscores our commitment

to the communities we call home.

We Make Good, Rational Decisions
Based on Facts

Customers want expert financial advice and
trusted counsel from their banker. We make
decisions that are derived from solid information,
not intuition, and our customers appreciate this
reliable professionalism. That’s our business,

and every decision we make matters.

4 THE SOUTH FINANUCIAL GROUP




We Are Candid, and We Own the Answer

We believe in “plain talk” and personal attention.
Decisions that atfect our customers are explained
clearly without relying on “policy” as a scapegoat.
We encourage cuestions and dialogue, and pride
ourselves on being responsive and thorough with
our answers. We communicate with candor
internally as well, encouraging everyone at The
South Financial Group to articulate their ideas
and make suggestions when they see room

for improvement.

We Price Our Products Appropriately

The South Financial Group shareholders deserve
a fair return on their investment. Our product
pricing retlects a commitment to honoring that
tenet, while covering our risks and servicing
costs. As a regional bank, we are big enough to
effectively serve our customers’ needs — offering
a competitive product mix at a fair price — while

providing personalized service.

We Earn the Business and Ask For More
Personal service sets us apart, and we are not
afraid to build on the exceptional reputation

we have for exceeding customer expectations.
We are honored when customers reward us by
giving us more business or by recommending us

to a friend.

We Invest in Our Team Members

Our people are our competitive advantage. They
are the front line, building the personal customer
relationships that are at the core of our business.
And, they are the behind-the-scenes professionals
making certain that we can deliver what we promise.
They are one team that understands the unique
character of our culture and believes in The
South Financial Group’s mission, reflects our

values, and executes our charge.

THE SOUTH FINANCIAL GROUP 5




EXECUTIVE MANAGEMENT TEAM

THE SOUTH FINANCIAL GROUP

J. Emesto “Ernie” Diaz
President, Mercantile

H. Lynn Harton

President and

Chief Executive Officer
Robert A. Edwards

Tanya A. Butts Executive Vice President,

Executive Vice President, Chief Credit Officer
Chief Operations and
Technology Officer Scott M. Frierson

President, Carolina First
William P Crawford, Jr.
Executive Vice President,
Chief Legal and Risk Officer

BANK LEADERSHIP

BANK PRESIDENT

Christopher S. Gompper
Executive Vice President,

Director Commercial Strategy

James R. Gordon

Senior Executive Vice President,

Chief Financial Officer

Christopher T. Holmes

Senior Executive Vice President,

Director Retail Strategy

MARKET PRESIDENTS {$ in millions)

Mary A. Jeffrey
Executive Vice President,
Chief Human.

Resources Officer

Keith D. Williamson
Executive Vice President,
General Auditor

CAROLINA FIRST
North Carolina and
South Carolina

Scott M. Frierson

Coastal, North Coast
Jerry O. Jenerette

Joe C. Alexander

Offices 19

Loans $873

Customer Funding $738

Coastal, South Coast

W. Dixon Woodward
Offices 12

Loans $563

Customer Funding $367

Midlands

David M. Lominack
Offices 24

Loans $825

Customer Funding $1,124

Mountain

S. Ross Sloan

Offices 22

Loans $1,546

Customer Funding $896

Piedmont

Robert E. Brown

W. Todd Lumpkin
Offices 5

Loans $339

Customer Funding $180

Upstate

Michael J. Spitzmiller
Offices 27

Loans $1,206

Customer Funding $1,474

MERCANTILE
Florida

J. Emesto “Ernie” Diaz

Information as of December 31, 2008.

TSFG loans also include indirect auto loans, mortgage loans, and certain statewide
corporate banking loans, which are excluded from above.

Customer funding is total deposits less brokered deposits plus customer sweeps.
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Central Florida

Donald L. Gaudette, Jr.
Offices 14

Loans $494

Customer Funding $341

Mid Florida

Christopher E Yancey
Offices 4

Loans $333

Customer Funding $292

North Central Florida
Suzanne M. Norris
Offices 12

Loans $602

Customer Funding $752

Northeast Florida
Cynthia S. Stover
Offices 12

Loans $584

Customer Funding $407

South Florida

J. Ernesto “Ernie” Diaz
Offices 11

Loans $562

Customer Funding $622

Tampa Bay

Anthony L. Ong

Offices 18

Loans $701

Customer Funding $793



BOARD OF DIRECTORS

THE SOUTH FINANCIAL GROUP

William P Brant

Senior Partner

Brant, Abraham, Reiter,
McCormick & Greene, PA.

Chief Executive Officer

Thayendanegea Timber, LLC

J.W. Davis
Chairman
Carolina First/NC

M. Dexter Hagy
Principal
Vaxa Capital Management, LLC

H. Lynn Harton
President and

Chief Executive Officer
The South Financial Group

ADVISORY BOARDS

William S. Hummers 111
Retired — Chief Financial Officer
The South Financial Group

Challis M. Lowe

Senior Vice President,
Organizational Development
and Human Resources

Ascension Health

Darla D. Moore
Vice President
Rainwater, Inc.

Jon W, Pritchett
President and

Chief Executive Officer
Nextran Corporation

H. Earle Russell, Jr., M.D.
Surgeon
Greenville Surgical Associates

Edward J. Sebastian

Retired — Founder, Chairman
and Chief Executive Officer

Resource Bancshares
Mortgage Group, Inc.

Resource Bancshares
Corporation

John C.B. Smith, Jr.

Chairman

The South Financial Group

Owner

John C.B. Smith Real Estate

Attorney/Of Counsel

Nelson Mullins Riley &
Scarborough LLP

William R. Timmons 111

Vice Chairman

The South Financial Group

Secretary, Treasurer and Senior
Vice President of Investments

Canal Insurance Company

David C. Wakefield 111
President
Wakefield Enterprises, LLC

Mack 1. Whittle, Jr.

Retired — Chairman, President
and Chief Executive Officer

The South Financial Group

All Board members, except for
Edward ]. Sebastian, serve on both
The South Financial Group and
Carolina First Bank Boards.

CAROLINA FIRST/
NORTH CAROLINA

HENDERSON/BUNCOMBE
COUNTY, NC

Thomas L. Cooper

Robert P. Ingle 11

James F. Miller 111

W. Leonard Overstreet 111, M.D.

MARION/MCDOWELL
COUNTY, NC

Lanetta Byrd

Stephen T. Dirhold

W. Hill Evans

Allen Gurley

Larry Miller

RUTHERFORD COUNTY, NC
John Mark Bennett, M.D.
Terry M. Campbell

H. Lee Harrill

Mary Jaeger-Gale

Gary McCall

Peter O'Leary

Timothy J. Ridenhour

SHELBY/CLEVELAND
COUNTY, NC

Sally Barker

Gaye DeVoe
Hampton C. Hager, Jr.
Mark A. Hudson

CAROLINA FIRST/
SOUTH CAROLINA
ANDERSON, SC
Chrissy T. Adams
Robert G. Austin, D.M.D.
David Burriss

Phillip C. Cahaly

Gene Clary

Todd Davidson

Tom Dunaway 111

Phil Little

James C. Mills I, M.D.
Chris Rozakos

Greg Shore

Perry Voisin

David Wakefield

CHARLESTON, SC

Samuel H. Altman

Henry Berlin

W. Carlyle Blakeney, Jr.
William S. Hann

Paul J. Heinauer

John H. Hofford

Chris Kerrigan

General James E. Livingston
Michael C. Robinson
Raymond C. Smith, Jr., CPA
William S. Stuhr, Sr.

COLUMBIA, SC

T. Moffatt Burriss
William C. Cantey, Jr.
Charlie W. Devlin, M.D.
Robin H. Dial

C. Richard Jackson

S. Stanley Juk, Jr., M.D., FACC
Charles B. Kahn

Jerome C. Kline

Robert E. Kneece, Jr.

John C.B. Smith, Jr.

John P. Sutton, Sr., M.D.
James T. Tharp

Dubose Tuller

CONWAY, SC

Larry L. Biddle

Jonathan L. Dieter, Jr., M.D.
J. Charley Ray

Bobby J. Smith

Kenneth O. Ward

Dierdre S. Williams, D.D.S.
William D. Witherspoon

GEORGETOWN COUNTY, SC
T. M. Andrews

William S. Duncan

John P. Grimes

William N. Miller 11

Charles A. Moore

Mark A. Nash

L. Payton Parsons, Jr.
Brigadier Gen. Robert B. Plowden, Jr.
Julian A. Reynolds, Jr.

Wright S. Skinner 111, M.D.

R. Frank Swinnie, Jr.

John B. Trotter

GREENVILLE, SC
Judy P. Alexander
David M. Ashmore
Glenn E. Batson

Alfred N. Bell, Jr.
Susan J. Bichel

Steven R. Brandt

John P. Edwards
Nathan A. Einstein

C. Douglass Harper
A. Foster McKissick III
Mary Louise Mims

E. Hays Reynolds I1I
Porter B. Rose

Betty Smoak

Morris E. Williams, M.D.

LAKE CITY, SC

Marlene Askins

Joe F. Boswell

Rev. Matthew C. Brown
William C. Garner, Jr.
Roger K. Kirby

James C. Lynch, Sr.

E. Leroy Nettles, Jr.
William J. Sebnick

LAURENS COUNTY, SC
Lumus Byrd, Jr.

Robert L. Cason
George H. Cornelson
Joy Gault

Joe J. Gresham

John V. Griffith, Ph.D.
Jay Peay

MYRTLE BEACH, SC
Dorothy K. Anderson
Penny 1. Boling

W. Cecil Brandon, Jr.

THE SOUTH FINANCIAL GROUP
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David L. Brittain

Calhoun D. Cunningham, M.D.

A. Shaw Dargan 111
William W. DesChamps
Frank H. DuRant
Douglas R. Martin
David P. “Pat” Nobles
Leroy Rainbow, Jr.
Larry G. Tuttle

James S. Watson, Jr.

NORTH STRAND, SC
Jay O. Baldwin I1I
Martin H. Barrier
John L. Martini, Jr.
C. Gene Sheppard
Terry W. White, Sr.

OCONEE COUNTY, SC
Roy E. Adams

Gregory Davis

William Gustafson, D.M.D.
Sean McCallum, M.D.
Alexander Shadwick

PICKENS COUNTY, SC
Lynn Breazeale
Jonathan Foster
William Jones

Kip Merck

Thomas O’Hanlan

Christopher P. Robinson
Sean Thornton
David Whittemore

PIEDMONT, SC (CITY)
Thomas A. Devenny, Ph.D.
Norma Hedstrom

Max Kennedy

Dawn Nappi

Elizabeth Pack

T. D. Thomason, D.C.
Jerry Yeargin

PIEDMONT REGION, SC
Edwin L. Barnes
William C. Beaty, Jr.
Claude W. Burns 11
Hugh L. Harrelson, Sr.
Jerry H. Padgett, Ph.D.
Richard S. Powell
Betty Jo Rhea

Elvin F. Walker

SOUTH STRAND, SC
Mike Arakas

Al Hitchcock

W. Winston Hoy, Jr.
Kirk McQuiddy

W. Gairy Nichols 111
Jerry W. Oakley
Dennis G. Permenter

E.]J. Servant III
willie C. Shelley, Jr.
John S. Springs
J. Roddy Swaim
Ryan R. Swaim

SPARTANBURG, SC

C. Sloan Evans

Solicitor Harold “Trey” Gowdy 11
John T. Gramling 111

Steven M. Querin

John B. White, Jr.

E. Fort Wolfe, Jr.

Thomas R. Young 111

LEGACY CAROLINA
FIRST BANK BOARD

Mary Rainey Belser

Claude M. Epps, Jr.

Maj. Gen. John S. Grinalds,
USMC (Ret.)

Charles B. McElveen

Thomas J. Rogers

David H. Swinton, Ph.D.

MERCANTILE /FLORIDA

MID FLORIDA/OCALA
Nancy Deichman
David DeSantis

Guy Lemieux

Harvey Vandeven

Sid Varner

NORTH CENTRAL FLORIDA
Jon Baxter, D.M.D.
Howard Freeman
Charles 1. Holden, Jr.
Millard K. Joyner
Scott Medley, M.D.
Nancy Perry

Jon W. Pritchett
G.W. Robinson
Portia Taylor

Scott Whitaker

NORTHEAST FLORIDA
Paul D. Causey

John J. Diamond

John G. Harrison 111
William A. McArthur
Edgar B. Vickers

Mark S. Wood

LOCATIONS
é Chapin Simpsonville Kissimmee (3)
Charleston (5) Spartanburg Lake Butler
CAROUNA FIRST Clemson Summerville Lake City (3)
www.carolinafirst.com Clinton (2) Surfside Beach Largo
NORTH CAROLINA Colurr}bla © Swansea Live Oak
(27 Locations/20 Communities) Conway (2) Taylors Longwood
Easley (2) Travelers Rest Macclenny
Asheville (4) Edgefield West Columbia Miami
Brevard Florence (2) Miami Beach
Burnsville Fort Mill () = New Port Richey
Columbus Georgetown (2) MERCANTILE MNK Ocala (2)
Fletcher Greenville (6) www.bankmercantile.com Ocean Ridge
Forest City Greenwood Orlando (5)
Franklin Greer (2) FLORIDA Palatka
Hampstead Hilton Head Island 4) (70 Locations/47 Communities) Pembroke Pines
Hendersonville (2) Irmo Altamonte Springs Port Richey
Lake Lure Lake City Apollo Beach S. Ponte Vedra
Marion Laurens Apopka St. Augustine
Mills River Lexington (2) Aventura St. Augustine Beach
Morganton Litchfield Boca Raton St. Petersburg (4)
Rutherfordton Little River Brandon Starke
Shelby Marion Clearwater Tampa (5)
Spruce Pine Mauldin Coral Gables Temple Terrace
Tryon Moncks Corner Coral Springs Tierra Verde
Waynesville Mount Pleasant Crescent City Wesley Chapel
Weaverville Murrells Inlet Crystal River West Palm Beach

Wilmington (4)

SOUTH CAROLINA

(83 Locations/46 Communities)
Aiken (2)

Anderson (4)

Andrews

Camden

Myrtle Beach (3)
Newberry

N. Myrtle Beach (2)
Pendleton

Pickens

Piedmont

Rock Hill (3)
Seneca
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East Palatka
Fort White

Ft. Lauderdale
Gainesville (3)
Glen St. Mary
Interlachen
Inverness
Jacksonville (5)

Winter Garden
Winter Park (2)

Bank CaroLing
www.bankcaroline.com



UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
Form 10-K

Annual report putsuant to section 13 or 15(d) of the Securities Exchange Act of 1934 for the fiscal year ended
December 31, 2008 or

O Transition report putsuant to section 12 or 15(d) of the Securities Exchange Act of 1934 for transition period

from to .
Commission File Number: 0-15083
The South Financial Group, Inc.
(Exact Name of Registrant as Specified in its Charter)
South Carolina 57-0824914
(State or Other Jurisdiction of Incorporation or Organization) (LR.S. Employer Identification No.)
102 South Main Street, Greenville, South Carolina 29601
(Address of principal executive offices) (Zip Code)

(864) 255-7900

Registrant's telephone number, including area code

Securities registered pursuant to Section 12(b) of the Act:

None None
(Title of Each Class) (Name of each exchange on which tegistered)

Securities registered pursuant to Section 12(g) of the Act:
Common Stock, $1.00 Par Value
(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuet, as defined in Rule 405 of the Securities Act. Yes [J No[X].
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes [ NolX].

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

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to
the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any
amendment to this Form 10-K. [

Indicate by check mark whether the registrant is a latge accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See
the definitions of “large accelerated filer,” “acceletated filer,” and “smaller teporting company” in Rule 12b-2 of the Exchange Act. (Check One):

Large accelerated filer (1 Accelerated filer

Non-accelerated filer [ Smaller reporting company [J

(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes LI NolX1.

The aggregate market value of the voting and non-voting common stock held by non-affiliates of the registrant, computed by reference to the closing
ptice of such stock on June 30, 2008, was approximately $276 million.

The number of shares of the Registrant's common stock, $1.00 par value, outstanding on February 19, 2009 was 84,769,161

DOCUMENTS INCORPORATED BY REFERENCE
Portions of the Proxy Statement telating to the 2009 Annual Meeting of Shareholders filed with the Securities and Exchange Commission are
specifically identified and incorporated by reference into Part IT and III.

‘The Exhibit Index begins on page 129.
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PART1
Item 1. Business

The Company

The South Financial Group, Inc., a South Carolina cotporation headquartered in Greenville, South Carolina, is a bank
holding company. “TSFG” tefers to The South Financial Group, Inc. and its subsidiaries, except where the context requires
otherwise. TSEG operates principally through Carolina First Bank, a South Carolina-chartered commercial bank headquartered in
Greenville, South Carolina, which conducts banking operations in South Carolina and North Carolina (as Carolina First), in Florida
(as Mercantile), and on the internet (as Bank CaroLine).

TSFG's subsidiaties provide a full range of financial services, including deposits, loans, treasury management, merchant
processing, full-service brokerage and investments, business and personal insurance, trust, investment management, and financial
planning. At December 31, 2008, TSFG conducted business through 82 branch offices in South Carolina, 71 in Flotida, and 27 in
Nortth Carolina. At December 31, 2008, TSFG had $13.6 billion in assets, $10.2 billion in loans, $9.4 billion in deposits, and $1.6
billion in shareholdets' equity.

TSFG began its operations in 1986 under the name “Carolina First Corporation” with the de novo opening of its banking
subsidiary, Carolina First Bank, in Greenville, South Carolina. Its opening was undertaken, in part, in response to opportunities
resulting from the takeovers of several South Carolina-based banks by larger Southeastern regional bank holding companies in the
mid-1980s. In the late 1990’s, TSFG perceived a similar opportunity in Flotida where banking relationships wete in a state of flux due
to the acquisition of several larger Florida banks. In 1999, TSFG entered the Florida market with the same view of capitalizing on the
environment through strategic acquisitions. Substantial expansion in Florida occutred as a result of three bank acquisitions in 2004
and 2005. TSEG entered North Carolina in 2000 through the acquisition of a bank which had three branch locations in eastetn Noxth
Carolina, and then expanded its presence there in 2003 via a bank acquisition in westetn North Carolina.

TSFG focuses on attractive Southeastern banking markets which have historically had long-term growth potential. TSFG
has emphasized internal growth through the acquisition of market share from the large out-of-state bank holding companies and
other competitors. It attempts to acquire market share by providing quality banking services and petsonal service to individuals and
business customers.

Available Information

All of TSFG’s electronic filings with the United States Securities and Exchange Commission (“SEC”), including its Annual
Reports on Form 10-K, Quartetly Reports on Form 10-Q, Current Reports on Form 8-K and other documents filed or furnished
pursuant to Section 13(2) or 15(d) of the Securities Exchange Act of 1934, are accessible at no cost on TSFG’s web site,
www.thesouthgroup.com, through the “Investor Relations” link. In addition, through the “Corporate Governance” link, TSFG
makes available its Corporate Governance Guidelines, Code of Conduct, Code of Ethics for Senior Executive and Financial Officers,
Whistleblower Policy, and charters for Board Committees, including the Executive, Audit, Compensation, Nominating and
Corportate Governance, and Risk Committees. "TSFG’s SEC filings are also available through the SEC’s web site at www.sec.gov.

Subsidiary Bank

TSFG manages its banking operations by dividing its franchise into Carolina First (North and South Carolina) and
Mercantile (Flotida) and then into twelve banking markets run by market presidents. This structure allows TSFG to operate like a
community bank focusing on personal customer service. However, because of the size of the ovetall organization, TSFG’s
subsidiary bank can also offer a full range of sophisticated products and services more typical of larger regional banks.

Carolina First currently focuses its operations in the following six principal matket areas:

e the Greenville, Spartanburg, and Anderson metropolitan area (located in the Upstate region of South Carolina);
e the Hendersonville and Asheville metropolitan area (located in the Western region of North Carolina);



e the Rock Hill, or greater South Chatlotte, metropolitan area (located in the Piedmont region of South Carolina);

e the Columbia metropolitan area (Jocated in the Midlands region of South Carolina);

o the Myrtle Beach, Georgetown, and Wilmington metropolitan areas (located in the North Coast of South Carolina and
Wilmington, North Carolina ); and

e the Chatleston and Hilton Head metropolitan areas (located in the South Coast of South Carolina).

TSFG entered Florida in 1999 with two acquisitions in central Florida and a de novo branch in Jacksonville. Since then,
'TSFG has completed five other Florida acquisitions. Carolina First Bank currently operates (as Mercantile) in six principal Florida
market areas:

the Jacksonville metropolitan atea (located in the North East Florida region);

the Gainesville metropolitan atea (located in the Notth Central region);

the Marion County area (located in the Mid Florida region);

the Orlando metropolitan area (located in the Central Florida region);

the Tampa Bay metropolitan area (located in the Tampa Bay region);

the Palm Beach County, Miami-Dade County, and Broward County atea (located in the South Florida region).

Because some of our markets are resort areas that are seasonal in nature, most of the businesses in those markets, including
financial institutions, are subject to moderate swings in activity between the winter and summer months. Otherwise, Carolina First
Bank’s business is not subject to significant seasonal factors.

Carolina First Bank targets small business, middle market companies, and rerail consumers in its market areas. Carolina First
Bank provides a full range of commercial and consumer banking services, including deposits and loans; treasury management and
merchant processing; full-service brokerage and investments; and wealth management and private banking. In 1999, Carolina First
Bank began offering Internet banking services, including bill payment, through Carolina First Bank's web site and Bank CaroLine, an
Internet-only banking product. Carolina First Bank's deposits are insured by the Federal Deposit Insurance Corporation ("FDIC").

Non-Bank Subsidiaries
TSFG has a number of non-bank subsidiaries. The following describes certain of the more significant subsidiaries.

American Pensions, Ine. In 2003, TSFG acquired American Pensions, Inc. (“APT”), which is a retirement plan administrator
headquartered in Mount Pleasant, South Carolina. At December 31, 2008, API had 206 retirement plan accounts with approximately
$500 million in plan assets.

Bowditch Insurance Corporation. In 2005, TSFG acquired Bowditch Insurance Corporation and Lossing Insurance Agency,
both property and casualty insurance companies operating in northern Florida. Lossing Insurance Agency is operated as a
division of Bowditch Insurance Corporation.

Carolina First Community Development Corporation. In 2003, Carolina First Bank formed a subsidiary, Catolina First
Community Development Corporation (“CFCDC”), to underwrite low-income community business loans. CFCDC has been
certified by the Department of the Treasury as a qualified Community Development Entity and has received allocations totaling
$200 million under the 2007 and 2008 New Markets Tax Credit Program, a federal program which offers tax incentives in
connection with making equity and debt investments in borrowers and projects located in low to moderate income census tracts.

Koss Olinger. In 2005, TSFG acquired the Koss Olinger group of companies, a financial planning group based in Gainesville,
Florida.

REIT Subsidiaries. In 1999, 2001 and 2003, TSFG formed three real estate investment trust subsidiaries (“REITs”), which
have issued preferred and debt securities to institutional investors as a means of raising regulatory capital. They do not engage in
other activities apart from the internal management of their assets and liabilities. During 2008, TSFG dissolved one of its REITs.

South Group Insurance Services, Inc. In 2005, TSFG combined Gardner Associates, Inc., which operates an insurance agency
business ptimarily in the Midlands area of South Carolina, with several of its smaller insurance subsidiaries to create South Group
Insurance Services, Inc.



Summit Title, LLC. In April 2004, TSFG acquired the stock of Summit Title, LLC (“Summit”), a North Carolina limited
liability company. Summit is a title insurance agency based in Hendersonville, North Carolina.

Business Segments

Item 8, Note 29 to the Consolidated Financial Statements discusses TSFG's business segments, which information is
incorporated herein by reference.

Competition

Each of TSFG's markets is highly competitive with the largest banks in their respective states represented. The competition
among the various financial institutions is based upon a variety of factors including intetest rates offered on deposit accounts, interest
rates charged on loans, credit and service charges, the quality of services rendered, the convenience of banking facilities and, in the
case of loans to large commercial borrowers, relative lending limits. In addition to banks and savings associations, 'TSFG competes
with other financial institutions, such as securities firms, insurance companies, credit unions, leasing companies, and finance
companies.

The banking industry continues to consolidate, which presents opportunities for TSFG to gain new business. However,
consolidation may further intensify competition if additional financial services companies enter TSFG’s market areas through the
acquisition of local financial institutions.

Size gives larger banks cettain advantages in competing for business from latge commercial customers. These advantages
include higher lending limits and the ability to offer services in other areas of South Carolina, North Carolina, Flotida, and the
Southeastern United States region. As a result, TSFG concentrates its efforts on small- to medium-sized businesses and individuals.
TSFG believes it competes effectively in this market segment by offering quality, petsonalized setvice.

Employees

At December 31, 2008, TSEG and its subsidiaries employed 2,505 full-time equivalent employees. TSFG provides a variety
of benefit programs including retirement plans and health, life, disability, and other insurance. TSFG also maintains training,
educational, and affirmative action programs designed to prepare employees for positions of increasing responsibility. TSFG believes
that its relations with employees are good.

Executive Officers of the Registrant (Section 16 Reporting Persons)

TSFG’s executive officers (reporting persons under Section 16 of the Securities Exchange Act of 1934) are appointed by
the Boartd of Directots and set forth below.

Name Age TSFG Offices Cutrently Held TSFG Officer Since
H. Lynn Harton 47  President and Chief Executive Officer 2007
William P. Crawford, Jr. 46 Executive Vice President — Chief Legal and Risk Officer and 2002
Secretary
J. Ernesto Diaz 43 President — Mercantile 2008
Robert A. Edwards 44  Executive Vice President — Chief Credit Officer 2008
Scott M. Frierson 45  President — Carolina First 2008
Christopher S. Gompper 49  Executive Vice President — Director Commercial Strategy 2008
James R. Gordon 43 Senior Executive Vice President — Chief Financial Officer 2007
Christopher T. Holmes 45  Senior Executive Vice President — Director Retail Strategy 2006
Mary A. Jeffrey 58  Executive Vice President — Chief Human Resources Officer 2002
Christopher G. Speaks 43 Executive Vice President — Chief Accounting Officer 2008

Mr. Harton joined TSFG in February 2007. On February 9, 2009, he was appointed President and Chief Executive
Officer, after serving since November 2008 as Interim President and CEO. From June 2004 to December 2006, he served as
Chief Credit Officer for Regions Financial Corporation, a bank holding company headquartered in Birmingham, AL. From June
2003 to June 2004, he served as Chief Credit Officer for Union Planters Corporation, a bank holding company headquartered in



Memphis, Tennessee. From January 1983 to June 2003, he served in various senior line and credit administration roles for BB&T
Corporation, a bank holding company headquartered in Winston Salem, NC.

Mt. Crawford has served as General Counsel of TSFG since April 2002. In addition, he has served as Chief Risk Officer
since December 2008.

Mzt. Diaz joined TSFG in September 2007 as Market President in South Florida. He assumed the role of President of
Mercantile in December 2008. Prior to joining TSFG, Mr. Diaz worked with Regions Bank for seven years, most recently as a
market executive for Southeast Florida.

Mr. Edwards joined TSEG in April 2007 as Executive Vice President, Senior Credit Administrator. In June 2008, he was
appointed Chief Risk Officer and in December 2008 he ceased serving as Chief Risk Officer and became Chief Credit Officer.
From 2003 until joining TSFG in 2007, Mr. Edwards served in various capacities responsible for lending and credit policy at
Regions Bank.

Mz. Frierson has been employed at TSFG since May 1988 and currently serves as President for Carolina First.

Mtr. Gompper joined TSFG in June 2005 and currently serves as Executive Vice President, Director Commercial
Strategy. Ptior to joining TSFG, Mr. Gompper served in various senior management roles with AmSouth from January 2003 to
late 2004.

Mt. Gordon joined TSFG on March 15, 2007 and serves as Senior Executive Vice President and Chief Financial
Officer. From December 2004 until his appointment with the Company, Mr. Gordon served as a partner in the Jackson,
Mississippi office of Horne LLP, a regional accounting and consulting firm. From April 2004 until November 2004, he served as
chief accounting officer of National Commerce Financial Corp. (until acquired by SunTrust Banks), a bank holding company
headquartered in Memphis, Tennessee. From June 2002 to April 2004, he served as chief risk officer for Union Planters
Corporation (until acquired by Regions Financial), a bank holding company headquartered in Memphis, Tennessee.

Mr. Holmes joined TSFG in 2006 and serves as Senior Executive Vice President in charge of retail strategy. From 2005
until joining TSFG in 2006, Mr. Holmes served as the head of certain Tennessee and northern Mississippi banking markets for
Trustmark Corporation, financial institution headquartered in Jackson, MS. From 1991 until 2005, Mr. Holmes served in various
officer capacities at National Commerce Financial Corp., primarily in the retail banking area. This included the management of
retail banking consulting subsidiary and its Wal-Mart banking division, which operated branches placed in Wal-Mart stores.

Ms. Jeffrey has served as Director of Human Resources for TSFG since 2002.
Mr. Speaks joined TSFG in 1998 and currently serves as Chief Accounting Officer.
Monetary Policy

The policies of regulatory authorities, including the Board of Governors of the Federal Reserve System (the "Federal
Reserve") affect TSFG's earnings. An important function of the Federal Reserve is regulation of the money supply. Various methods
employed by the Federal Reserve include open market operations in U.S. Government securities, changes in the target Federal funds
rate on bank borrowings, and changes in reserve requirements against member bank deposits. The Federal Resetve uses these
methods in varying combinations to influence overall growth and distribution of bank loans, investments, and deposits. The use of
these methods may also affect interest rates charged on loans or paid on deposits.

The monetary policies of the Federal Reserve have had a significant effect on the operating results of commetcial banks in
the past and are expected to continue to do so in the future. Due to the changing conditions in the national economy and money
markets, as well as the effect of actions by monetary and fiscal authorities, TSFG can make no prediction as to the future impact that
changes in interest rates, securities, deposit levels, or loan demand may have on its business and earnings. TSFG strives to manage the
effects of interest rates through its asset/liability management processes.



Impact of Inflation

Unlike most industrial companies, the assets and liabilities of financial institutions such as TSFG's subsidiaies ate primarily
monetary in nature. As a result, interest rates generally have a more significant impact on the performance of a financial institution
than the effects of general levels of inflation. TSFG sttives to manage the effects of interest rate movements through its asset/liability
management processes.

Supervision and Regulation

TSFG and its subsidiaries are extensively regulated under federal and state law. To the extent that the following information
desctibes statutory or regulatory provisions, it is qualified in its entirety by reference to the particular statutory and regulatory
provisions. Any change in applicable laws may have a material effect on TSFG's business and prospects. 'TSFG's operations may be
affected by possible legislative and regulatory changes and by the monetaty policies of the United States.

In light of current conditions in the global financial markets and the global economy, regulators have incteased their
focus on the regulation of the financial services industry. Proposals for legislation that could substantially intensify the regulation
of the financial setvices industry are expected to be introduced in the U.S. Congress and in state legislatures. The agencies
regulating the financial services industry also frequently adopt changes to their regulations. Substantial regulatory and legislative
initiatives, including a comprehensive overhaul of the tegulatory system in the U.S., are possible in the months or years ahead.
Any such action could have a mateially adverse effect on our business, financial condition and results of operations.

Regulatory Developments

Recent months have seen an unprecedented number of government initiatives designed to respond to the stresses

expetienced in financial markets.

In response to the financial crises affecting the banking system and financial markets and going concern threats to
investment banks and other financial institutions, the Emergency Economic Stabilization Act of 2008 (the “EESA”) was signed
into law on October 3, 2008. Pursuant to the EESA, the U.S. Treasury was given the authority to, among other things, purchase
up to $700 billion of mortgages, mortgage-backed securities and certain other financial instruments from financial institutions for
the purpose of stabilizing and providing liquidity to the U.S. financial markets. The U.S. Treasury has since injected capital into
many financial institutions, including TSFG, under the Troubled Asset Relief Program Capital Purchase Program (the “CPP”).
On December 5, 2008, TSFG entered into a Securities Purchase Agreement—Standard Terms with the U.S. Treasuty pursuant to
which, among other things, TSFG sold preferred stock and watrants to the U.S. Treasury for an aggregate purchase price of
$347.0 million. Under the terms of the CPP, TSFG is prohibited from increasing dividends on its common stock, and from
making certain repurchases of equity securities, including its common stock, without the U.S. Treasury’s consent. Furthermore, as
long as the preferred stock issued to the U.S. Treasury is outstanding, dividend payments and repurchases or redemptions relating
to certain equity secutities, including TSFG’s common stock, are prohibited until all accrued and unpaid dividends are paid on
such preferred stock, subject to certain limited exceptions. See “Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Balance Sheet Review—Capital Resources and Dividends” in Item 7 herein and Note 19 — Preferred
Stock and Warrants in the accompanying Notes to the Consolidated Financial Statements in Ttem 8.

On October 3, 2008, the FDIC increased its insurance coverage limits on all deposits from $100,000 to $250,000 per
account until December 31, 2009.

On October 14, 2008, the “systemic risk exception” to the FDIC Act was enacted, enabling the FDIC to temporarily
provide a 100% guarantee of the senior unsecured debt of all FDIC-insured institutions and their holding companies, as well as
deposits in noninterest-bearing transaction deposit accounts and certain interest-bearing checking accounts (for which the rate
paid will not exceed 50 basis points) under a Temporary Liquidity Guarantee Program (“TLGP”) through December 31, 2009.
Coverage under the TLGP is available for 30 days without charge (subsequently extended to December 5, 2008) and thereafter at
a cost of 75 basis points per annum for senior unsecured debt and 10 basis points per annum for noninterest-bearing transaction
deposits and certain interest-bearing checking accounts (for which the rate paid will not exceed 50 basis points).



TSFG opted into the TLGP with respect to noninterest-bearing deposit accounts and certain interest-bearing checking
accounts (for which the rate paid will not exceed 50 basis points) in December 2008. TSFG cuzrently does not plan to participate
in the Temporary Liquidity Guarantee Program with respect to the guarantee of applicable unsecured obligations.

On Februaty 10, 2009, the U.S. Treasury announced the Financial Stability Plan (“FSP”), which, among other things,
proposes to establish a new Capital Assistance Program (“CAP”) through which eligible banking institutions will have access to
U.S. Treasury capital as a bridge to private capital until market conditions normalize, and extends the TLGP to October 31, 2009.
As a complement to the CAP, a new Public-Private Investment Fund on an initial scale of up to $500 billion, with the potential to
expand up to $1 trillion, was announced to catalyze the removal of legacy assets from the balance sheets of financial institutions.
This proposed fund will combine public and private capital with government financing to help free up capital to support new
lending. In addition, the existing Term Asset-Backed Securities Lending Facility (“TALF”) would be expanded (up to $1 trillion)
in order to reduce credit spreads and restart the securitized credit markets that in recent years supported a substantial portion of
lending to households, students, small businesses, and others. Furthermore, the FSP proposes a new framework of governance
and oversight to help ensure that banks receiving funds are held responsible for appropriate use of those funds through stronger
conditions on lending, dividends and executive compensation along with enhanced reporting to the public.

On February 17, 2009, the American Recovery and Reinvestment Act of 2009 (the “Stimulus Bill”) was signed into law.
The Stimulus Bill is intended to provide tax breaks for individuals and businesses, direct aid to distressed states and individuals,
and infrastructure spending. The Stimulus Bill also limits executive compensation at companies that have received or will receive
CPP funds based on a sliding scale of funds received. Also in February 2009, the U.S. Treasury announced the Homeowner
Affordability and Stability Plan (“HASP”), which proposes to provide refinancing for certain homeowners, to support low
mortgage rates by strengthening confidence in Fannie Mae and Freddie Mac, and to establish a Homeowner Stability Initiative to
reach at-risk homeowners. Among other things, the Homeowner Stability Initiative would offer monetary incentive to mortgage
servicers and mortgage holders for certain modifications of at-risk loans, and would establish an insurance fund designed to
reduce foreclosures.

It is not clear at this time what impact the EESA, the CPP, the TLGP, the FSP, the Stimulus Bill, the HASP, or other
liquidity and funding initiatives will have on the financial markets and the other difficulties described above, including the high
levels of volatility and limited credit availability currently being experienced, or on the U.S. banking and financial industries and
the broader U.S. and global economies. Failure of these programs to address the issues noted above could have an adverse effect
on the Company and its business.

General

The South Financial Group, Inc. TSFG, a bank holding company registered under the Bank Holding Company Act of 1956, as
amended (the "BHCA"), is subject to regulaton and supetvision by the Federal Reserve. Undet the BHCA, TSFG's activities and
those of its subsidiaries are limited to banking, managing or controlling banks, furnishing setvices to or petforming services for its
subsidiaries or engaging in any other activity that the Federal Reserve determines to be so closely related to banking or managing or
controlling banks as to be a proper incident thereto. The BHCA prohibits TSFG from acquiring direct ot indirect control of more
than 5% of any class of outstanding voting stock, or substantially all of the assets of any bank, or merging or consolidating with
another bank holding company without prior approval of the Federal Reserve. The BHCA prohibits TSFG from acquiting
ownership or control of more than 5% of the outstanding voting stock of any company engaged in a nonbanking business unless
such business is determined by the Federal Reserve to be so closely related to banking or managing or controlling banks as to be
properly incident thereto, except to the extent permitted by “financial holding companies,” as discussed below.

As of June 1, 1997, a bank headquartered in one state was authorized to merge with a bank headquartered in another state,
as long as neither of the states had opted out of such interstate merger authority prior to such date. After a bank has established
branches in a state through an interstate merger transaction, the bank may establish and acquire additional branches at any location in
the state where a bank headquartered in that state could have established or acquited branches under applicable federal or state law.

The Federal Deposit Insurance Act, as amended ("FDIA"), authorizes the merger or consolidation of any Bank Insurance
Fund ("BIF") member with any Savings Association Insurance Fund ("SAIF") member, the assumption of any liability by any BIF
member to pay any deposits of any SAIF member or vice versa, or the transfer of any assets of any BIF membet to any SAIF
member in consideration for the assumption of liabilities of such BIF member or vice versa, provided that certain conditions are met.
In the case of any acquiting, assuming or resulting depository institution which is a BIF member, such institution will continue to



make payment of SAIF assessments on the portion of liabilities attributable to any acquired, assumed or merged SAIF-insured
institution (or, in the case of any acquiting, assuming or resulting depository institution which is a SATF member, that such institution
will continue to make payment of BIF assessments on the portion of liabilities attributable to any acquired, assumed ot metged
BIF-insured institution).

In addition, the "cross-guarantee" provisions of the FDIA requite insured depository institutions under common control to
reimburse the FDIC for any loss suffered by either the SAIF ot the BIF as a result of the default of a commonly controlled insured
depository institution ot for any assistance provided by the FDIC to a commonly controlled insured depository institution in danger
of default. The FDIC may decline to enforce the cross-guarantee provisions if it determines that a waiver is in the best interest of the
SAITF or the BIF, or both. The FDIC's claim for damages is supetior to claims of stockholders of the insured depository institution or
its holding company but is subotdinate to claims of depositors, secured creditors and holders of subordinated debt (other than
affiliates) of the commonly controlled insured depository institutions.

Law and regulatory policy impose 2 number of obligations and restrictions on bank holding companies and their depository
institution subsidiaries that are designed to minimize potential loss exposute to the depositors of such depository institutions and to
the FDIC insurance funds. Current federal law requites a bank holding company to guarantee the compliance of any insured
depositoty institution subsidiaty that may become "undercapitalized” with the terms of any capital restoration plan filed by such
subsidiary with its approprtiate federal banking agency up to the lesser of (i) an amount equal to 5% of the institution's total assets at
the time the institution became undercapitalized, or (i) the amount that is necessary (or would have been necessaty) to bring the
institution into compliance with all applicable capital standards as of the time the institution fails to comply with such capital
restoration plan. The Federal Reserve requires 2 bank holding company to serve as a source of financial strength to its subsidiary
depository institutions and to commit resources to support such institutions in circumstances where it might not do so absent such
policy. The Federal Reserve also has the authority under the BHCA to require a bank holding company to terminate any activity or
relinquish control of a nonbank subsidiary (other than a nonbank subsidiaty of a bank) upon the Federal Reserve's determination that
such activity or control constitutes a serious tisk to the financial soundness or stability of any subsidiary depository institution of the
bank holding company. Further, federal law grants federal bank regulatory authorities additional discretion to require 2 bank holding
company to divest itself of any bank or nonbank subsidiaty if the agency determines that divestiture may aid the depository
institution's financial condition.

The Gramm-Leach-Bliley Act of 1999 (“GLB™) covets a broad range of issues, including a repeal of most of the resttictions
on affiliations among depository institutions, secutities firms and insurance companies. GLB also permits bank holding companies to
elect to become financial holding companies. A financial holding company may engage in or acquire companies that engage in a
broad range of financial services, including securities activities such as underwriting, dealing, investment and merchant banking,
insurance underwriting and sales, and brokerage activities. In order to become a financial holding company, the bank holding
company and all of its affiliated depository institutions must be well-capitalized, well-managed, and have at least a satisfactory
Community Reinvestment Act rating. TSFG became a financial holding company in 2001, but changed its status back to bank
holding company in 2008.

GLB adopts a system of functional regulation under which the Federal Reserve Board is confirmed as the umbrella
regulator for bank holding companies, but bank holding company affiliates are to be principally regulated by functional regulators
such as the FDIC for state nonmember bank affiliates, the Securities and Exchange Commission for securities affiliates and state
insurance regulators for insurance affiliates. GLB repeals the broad exemption of banks from the definitions of "broker" and "dealet"
for purposes of the Securities Exchange Act of 1934, but identifies a set of specific activities, including traditional bank trust and
fiduciary activities, in which a bank may engage without being deemed a "broker", and a set of activities in which a bank may engage
without being deemed a “dealer.”

GLB contains extensive customer ptivacy protection provisions, which require the institution to provide notice of the
privacy policies and provide the opportunity to opt-out of many disclosures of personal information. Additionally, GLB limits the
disclosure of customer account numbers ot other similar account identifiers for marketing purposes.

TSFG, through its banking subsidiary, is also subject to regulation by the South Carolina state banking authorities. TSFG
must receive the approval of the state authorities prior to engaging in the acquisitions of banking or nonbanking institutions or assets.
It also must file periodic reports with these authotities showing its financial condition and operations, management, and
intercompany relationships between TSFG and its subsidiaries.



Carolina First Bank. Carolina First Bank is an FDIC-insured, state-chartered banking corporation and is subject to various
statutory requirements and rules and regulations promulgated and enforced primarily by the FDIC and the South Carolina State
Board of Financial Institutions. These statutes, rules, and regulations relate to insurance of deposits, required reserves, allowable
investments, loans, mergers, consolidations, issuance of securities, payment of dividends, establishment of branches and other aspects
of the business of Carolina First Bank. The FDIC has broad authority to prohibit Carolina First Bank from engaging in what it
determines to be unsafe or unsound banking practices. In addition, federal law imposes a number of restrictions on state-chartered,
FDIC-insured banks, and their subsidiaties. These restrictions tange from prohibitions against engaging as a principal in certain
activities to the requitement of ptior notification of branch closings. Carolina First Bank is not a member of the Federal Reserve
System.

Carolina First Bank is subject to the requitements of the Community Reinvestment Act ("CRA"). The CRA requires that
financial institutions have an affirmative and ongoing obligation to meet the credit needs of their local communities, including low-
and moderate-income neighbothoods, consistent with the safe and sound operation of those institutions. Each financial institution's
efforts in meeting community credit needs ate evaluated as part of the examination process pursuant to three assessment factors.
These factors are also considered in evaluating metgets, acquisitions, and applications to open a branch or facility.

Other Regulations. Intetest and certain other charges collected or contracted for by TSFG subsidiaries are subject to state
usury laws and certain federal laws concerning interest rates. TSFG's loan operations are also subject to certain federal laws applicable
to credit transactions, such as the federal Truth-In-Lending Act governing disclosures of credit terms to consumer borrowers. The
deposit operations of Carolina First Bank are also subject to vatious laws and regulations, such as the Right to Financial Privacy Act,
which imposes a duty to maintain confidentiality of consumer financial records and prescribes procedures for complying with
administrative subpoenas of financial records, and the Electronic Funds Transfer Act and Regulation E issued by the Federal Reserve
to implement that act, which govern automatic deposits to and withdrawals from deposit accounts and customers' rights and liabilities
atising from the use of automated teller machines and other electronic services.

Dividends

The holders of TSFG's common stock ate entitled to receive dividends when, as and if declared by the Board of Directors
out of funds legally available. As a legal entity separate and distinct from its subsidiaries, TSFG depends on the payment of dividends
from its subsidiaries for its revenues. Cutrent federal law prohibits, except under certain circumstances and with prior regulatory
approval, an insuted depository institution from paying dividends or making any other capital distribution if, after making the
payment or distribution, the institution would be considered "undercapitalized," as that term is defined in applicable regulations.
South Carolina banking regulations restrict the amount of dividends that the subsidiary bank can pay to TSFG, and may require prior
approval before declaration and payment of any excess dividend. At December 31, 2008, Carolina First Bank could not pay dividends
without the approval of such agencies. During 2008, TSFG issued preferred stock, the terms of which include a restriction on
declating ot paying common dividends unless all preferred dividends are paid. In addition, the Federal Reserve has the authority to
prohibit TSFG from paying a dividend on its common and/or preferred stock.

Capital Adequagy

TSFG. The Federal Resetve has adopted tisk-based capital guidelines for bank holding companies. Under these guidelines,
the minimum ratio of total capital to tisk-weighted assets (including certain off-balance sheet activities, such as standby letters of
credit) is 8%. At least half of the total capital is required to be "ter 1 capital," principally consisting of common shareholders' equity,
non-cumulative preferred stock, a limited amount of cumulative perpetual preferred stock, and mandatory redeemable preferred
stock, less certain goodwill items and disallowed deferred tax assets. The remainder (tier 2 capital) may consist of a limited amount of
subordinated debt and intermediate-term preferred stock, certain hybrid capital instruments and other debt securities, perpetual
preferred stock, and a limited amount of the allowance for loan losses. In addition to the risk-based capital guidelines, the Federal
Reserve has adopted a minimum ter 1 (leverage) capital ratio under which a bank holding company must maintain 2 minimum level
of tier 1 capital (as detetmined under applicable rules) to average total consolidated assets of at least 3% in the case of bank holding
companies which have the highest regulatory examination ratios and are not contemplating significant growth or expansion. All other
bank holding companies, including TSFG, ate requited to maintain a ratio of at least 4%. At December 31, 2008, TSFG's capital
levels exceeded both the tisk-based capital guidelines and the applicable minimum leverage capital ratio.

Carolina First Bank. Carolina First Bank is subject to capital requitements imposed by the FDIC. The FDIC requires
state-chartered nonmembet banks to comply with risk-based capital standards substantially similar to those required by the Federal



Reserve, as described above. The FDIC also requires state-chartered nonmember banks to maintain a2 minimum leverage ratio similar
to that adopted by the Federal Reserve. Under the FDIC's leverage capital requirement, state nonmember banks that (i) receive the
highest rating during the examination process and (i) are not anticipating or expetiencing any significant growth are requited to
maintain a2 minimum leverage ratio of 3% of tier 1 capital to average assets; all other banks, including Carolina First Bank, ate required
to maintain an absolute minimum leverage ratio of not less than 4%. As of December 31, 2008, Carolina First Bank exceeded each of
the applicable regulatory capital requirements.

Deposit Insurance Assessments

Substantially all of the deposits of Carolina First Bank are insured up to applicable limits by the Deposit Insurance Fund
(“DIF”) of the FDIC and are subject to deposit insurance assessments to maintain the DIF. The FDIC utilizes a tisk-based
assessment system that imposes insurance premiums based upon a risk matrix that takes into account a bank’s capital level and
supervisory rating. Under the Federal Deposit Insurance Reform Act of 2005, which became law in 2006, Carolina First Bank
received a one-time assessment credit of $4.8 million that was applied against premiums until fully utilized in fourth quarter 2007.
As a result, Carolina First Bank expensed only $1.2 million in 2007, compared to $9.6 million in 2008. FDIC insurance premiums
are expected to increase based in part on TSFG’s decision to proceed with the Temporary Liquidity Guarantee Program telated
to noninterest-bearing deposit accounts and across-the-boatd rate increases beginning in 2009 (designed to replenish the DIF). In
addition, during 2008 and 2007, TSFG expensed $1.1 million and $1.2 million, respectively, in Financing Corporation (“FICO”)
assessments related to outstanding FICO bonds to the FDIC as collection agent. The FICO is a mixed-ownership government
corporation established by the Competitive Equality Banking Act of 1987 whose sole purpose was to function as a financing
vehicle for the now defunct Federal Savings & Loan Insurance Corporation.

Other Safety and Soundness Regulations

Prompt Corrective Action. Current law provides the federal banking agencies with broad powers to take prompt corrective
action to resolve problems of insured depositoty institutions. The extent of these powers depends upon the capitalization of the
institutions. Under uniform tegulations defining such capital levels issued by each of the federal banking agencies, a bank is
considered "well capitalized” if it has (i) a total risk-based capital ratio of 10% or greater, (i) a ter 1 risk-based capital ratio of 6% or
greater, (iii) a leverage ratio of 5% or greater, and (iv) is not subject to any order or written directive to meet and maintain a specific
capital level for any capital measure. An "adequately capitalized" bank is defined as one that has (i) a total risk-based capital ratio of
8% or greater, (i) a tier 1 risk-based capital ratio of 4% or greater, and (iii) a leverage ratio of 4% or greater. A bank is considered
(A) "undercapitalized"” if it has (i) a total tisk-based capital ratio of less than 8%, (i) a der 1 risk-based capital ratio of less than 4% ot
(iii) a leverage ratio of less than 4%; (B) "significantly undercapitalized” if the bank has (i) a total risk-based capital ratio of less than
6%, (ii) a tier 1 risk-based capital ratio of less than 3%, or (iii) a leverage ratio of less than 3%; and (C) "critically undercapitalized" if
the bank has a ratio of tangible equity to total assets equal to or less than 2%. As of December 31, 2008, Carolina First Bank met the
definition of well capitalized.

Brokered Deposits. Current federal law also regulates the acceptance of brokered deposits by insured depository institutions to
petmit only a "well capitalized" depository institution with approptiate FDIC ratings to accept brokered deposits without prior
regulatory approval. Under FDIC regulations, "well capitalized" insured depository institutions with approptiate FDIC ratings may
accept broketed deposits without restriction, "adequately capitalized" insured depository institutions may accept brokered deposits
with a waiver from the FDIC (subject to certain restrictions on payments of interest rates) while "undercapitalized”" insured
depository institutions may not accept brokered deposits.

Transactions between TSFG, its Subsidiaries, and Affiliates

TSFG's subsidiaries are subject to certain restrictions on extensions of credit to executive officers, directors, principal
shareholders or any related interest of such persons. Extensions of credit (i) must be made on substantially the same terms, including
interest rates and collateral, as those prevailing at the time for comparable transactions with unaffiliated persons; and (i) must not
involve more than the normal risk of repayment or present other unfavorable features. Aggregate limitations on extensions of credit
also may apply. TSFG's subsidiaties are also subject to certain lending limits and restrictions on overdrafts to such persons.

Subsidiary banks of a bank holding company are subject to certain restrictions imposed by the Federal Reserve Act on
extensions of credit to the bank holding company or its nonbank subsidiaries, on investments in their securities and on the use of
their secutities as collateral for loans to any bortowet. Such restrictions may limit TSFG's ability to obtain funds from its bank



subsidiary for its cash needs, including funds for acquisitions, intetest, and operating expenses. Certain of these restrictions are not
applicable to transactions between a bank and a savings association owned by the same bank holding company, provided that every
bank and savings association controlled by such bank holding company complies with all applicable capital requirements without
telying on goodwill.

In addition, under the BHCA and certain regulations of the Federal Reserve, a bank holding company and its subsidiaties
are prohibited from engaging in certain tie-in arrangements in connection with any extension of credit, lease or sale of property, ot
furnishing of services.

Anti-Money Lanndering Legislation

TSFG’s banking subsidiary is subject to the Bank Secrecy Act and its implementing regulations and other anti-money
laundering laws and regulations, including the USA Patriot Act of 2001. Among other things, these laws and regulations require
financial institutions such as TSFG to take steps to prevent the use of its banking subsidiary for facilitating the flow of illegal or
illicit money, to report large cutrency transactions and to file suspicious activity reports. TSFG is also required to develop and
implement a comprehensive anti-money laundering compliance program. TSFG must also have in place apptopriate "know your
customer” policies and procedures. Violations of these requirements can result in substantial civil and criminal sanctions. In
addition, provisions of the USA Patriot Act require the federal financial institution regulatoty agencies to consider the
effectiveness of a financial institution's anti-money laundering activities when reviewing bank mergers and bank holding company
acquisitions.

Sarbanes-Oxley

The Sarbanes-Oxley Act of 2002 addresses, among other issues, corporate governance, auditing and accounting, internal
controls, executive compensation, and enhanced and timely disclosure of corporate information. In accordance with Section
302(a) of the Sarbanes-Oxley Act, written certifications by TSFG’s Chief Executive Officer and Chief Financial Officer are
obtained. These certifications attest that TSFG’s quarterly and annual reports filed with the SEC do not contain any untrue
statement of a material fact or omit material facts necessary to make such reports not misleading. TSFG has also implemented a
program designed to comply with Section 404 of the Sarbanes-Oxley Act, which includes the identification of key controls over
significant processes and accounts, evaluation of the control design effectiveness, and testing of the operating effectiveness of key
controls. See Trem 9A “Controls and Procedures” for TSFG’s evaluation of its disclosure controls and procedures and internal
conttol over financial reporting.

Future Legislation

Changes to the laws and regulations (including changes in interpretation or enforcement) at the federal level and in the
states where we do business can affect the operating environment of bank holding companies and their subsidiaries in substantial
and unpredictable ways. From time to time, various legislative and regulatory proposals are introduced. These proposals, if
codified, may change banking statutes and regulations and our operating environment in substantial and unpredictable ways. If
codified, these proposals could increase or decrease the cost of doing business, limit or expand permissible activities or affect the
competitive balance among banks, savings associations, credit unions and other financial institutions. We cannot accurately
predict whether those changes in laws and regulations will occur, and, if those changes occur, the ultimate effect they would have
upon our financial condition or results of operations. It is likely, however, that the current high level of enforcement and
compliance-related activities of federal and state authorities will continue and potentially increase.

Additional Information

See Item 7, “Ctitical Accounting Policies and Estimates” and “Recently Adopted/Issued Accounting Pronouncements,”
for discussion of certain accounting matters, which is incorporated herein by reference.
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Item 1A. Risk Factors

Our business, operating results and/ or the market price of our common stock may be significantly affected by a number of factors, including
the following:

Our business may be further adversely affected by conditions in the financial markets and economic
conditions generally. Since late 2007, the United States has been in a recession. Business activity across a wide range of
industries and regions is greatly reduced and local governments and many businesses are in serious difficulty due to the lack of
consumer spending and the lack of liquidity in the credit markets. Unemployment has increased significantly.

Since mid-2007, and particulatly during the second half of 2008, the financial services industry and the securities markets
generally wete materially and adversely affected by significant declines in the values of neatly all asset classes and by a serious lack
of liquidity. This was initially triggered by declines in home prices and the values of subptime mortgages, but spread to all
mortgage and real estate asset classes, to leveraged bank loans and to nearly all asset classes, including equities. The global
markets have been characterized by substantially increased volatility and short-selling and an overall loss of investor confidence,
initially in financial institutions, but more recently in companies in 2 number of other industries and in the broader markets.

Market conditions have also led to the failure or merger of a number of prominent financial institutions. Financial
institution failutes or near-failures have resulted in further losses as a consequence of defaults on securities issued by them and
defaults under contracts enteted into with such entities as counterparties. Furthermore, declining asset values, defaults on
mortgages and consumer loans, and the lack of market and investor confidence, as well as other factors, have all combined to
increase credit default swap spreads, to cause rating agencies to lowet credit ratings, and to otherwise increase the cost and
decrease the availability of liquidity, despite very significant declines in Federal Resetve borrowing rates and other government
actions. Some banks and other lenders have suffered significant losses and have become reluctant to lend, even on a secured
basis, due to the increased risk of default and the impact of declining asset values on the value of collateral. The foregoing has
significantly weakened the strength and liquidity of some financial institutions worldwide. In 2008, the U.S. government, the
Federal Reserve and other regulators have taken numetrous steps to increase liquidity and to restore investor confidence,
including investing in the equity of banking organizations, but asset values have continued to decline and access to liquidity
continues to be very limited.

Our financial performance generally, and in particular the ability of borrowers to pay intetest on and repay principal of
outstanding loans and the value of collateral securing those loans, is highly dependent upon the business environment in the
markets where we operate. A favorable business environment is generally characterized by, among other factors, economic
growth, efficient capital markets, low inflation, high business and investor confidence, and strong business earnings. Unfavorable
or uncertain economic and market conditions can be caused by: declines in economic growth, business activity or investor or
business confidence; limitations on the availability ot incteases in the cost of credit and capital; increases in inflation or interest
rates; natural disasters; or a combination of these or other factors. Overall, during 2008, the business envitonment has been
adverse for many households and businesses in the United States and worldwide. It is expected that the business environment in
the United States and worldwide will continue to detetiorate for the foreseeable future. There can be no assurance that these
conditions will improve in the near term. Such conditions could advetsely affect the credit quality of our loans, results of
operations and financial condition.

The downturn in the residential real estate market (and the related effects on certain commercial real estate
loans to acquire, develop, and construct residential properties) has significantly affected our results of operations, and
further deterioration could have further adverse effects on collateral values and botrowers’ ability to repay, and
consequently our financial condition and results of operations. We make commercial, real estate and consumer loans
predominantly in South Carolina, western North Carolina and larger markets in Florida. A large portion of our loans have real
estate as a primary or secondary component of collateral. In many cases, the real estate collateral has deteriorated in value during
the past year. This deterioration has, to a large extent, been a result of the recent imbalance of supply and demand for residential
real estate particulatly in Florida and our coastal markets. If we are required to liquidate the collateral duting this period of
reduced real estate values, our profitability and financial condition could be further adversely affected. As the extent and duration
of this downturn is not known, we must estimate, based on current portfolio knowledge and analysis, the amount of our probable
losses when recording our allowance for loan losses. This estimate requires substantial judgment on the part of management
which may or may not prove valid. Commetcial real estate loans comptised 40.0% of total loans at December 31, 2008,
compared to 40.7% and 43.0% at December 31, 2007 and 20006, respectively. (See Table 1 and the section titled “Commercial

11



Real Estate Concentration” undet “Balance Sheet Review--Loans” in Item 7 for additional information on loan portfolio
concentrations.)

Our loans are predominantly focused in three states and continued adverse economic conditions in those
states, in particular, could have a further negative impact on our financial condition and results of operations. Because
of the concentration of loans in the same geographical region, adverse economic conditions in these areas have contributed to
higher rates of loss and delinquency on our loans than if the loans had been more geographically diversified. Our decisions
regarding credit risk could be inaccurate, and our allowance for loan losses may be inadequate, which could materially and
adversely affect our financial condition. A continued economic downturn and volatility in the financial matkets could significantly
affect the estimates, judgments and assumptions used in the preparation of the Consolidated Financial Statements, and could lead to
impairment of goodwill and other intangible assets, investments, or other assets. Also, a key marketing strategy targets the needs of
ownet-operated businesses with credit needs of under $5 million. These owner-operated businesses represent a major sectot of
regional economies. If these regional economic conditions detetiorate, our results of operations and financial condition may be
affected.

Recent government actions in response to market conditions may affect us. It is not clear at this time what impact
EESA, the CPP, the TLGP, the FSP, the Stimulus Bill, the HASP, or other liquidity and funding initiatives will have on us. There
can also be no assurance as to the impact that the above measures will have on the financial markets, including the high levels of
volatility and limited credit availability currently being expetienced, or on the U.S. banking and financial industries and the
broader U.S. and global economies. The failure of these measures to help stabilize the financial matkets and a continuation or
worsening of current financial market conditions could matesially and adversely affect our business, financial condition, results of
operations, access to credit, or the trading price of our common stock.

We may be adversely affected by the soundness of other financial institutions. Financial setvices institutions are
interrelated as a result of trading, clearing, counterparty, or other relationships. We have exposure to many different industries
and countetparties, and routinely execute transactions with counterparties in the financial services industty, including commercial
banks, brokers and dealers, investment banks, and othet institutional clients. Many of these transactions expose us to credit tisk
in the event of a default by a counterparty ot client. In addition, our credit risk may be exacerbated when the collateral we hold
cannot be realized upon ot is liquidated at prices not sufficient to recover the full arnount of the credit or detivative exposure due
to us. Any such losses could have a material adverse affect on our financial condition and results of operations.

We are subject to extensive government regulation and supervision. TSFG and its subsidiaries are subject to
extensive federal and state regulation and supervision. Banking regulations are primarily intended to ptotect depositors’ funds,
consumers, federal deposit insurance funds, and the banking system as a whole, not security holders. These regulations affect out
lending practices, capital structure, investment practices, dividend policy, and growth, among other things. Congress and federal
regulatory agencies continually review banking laws, regulations and policies for possible changes. Tt is likely that there will be
significant changes to the banking and financial institutions regulatory regimes in the near future in light of the recent
performance of and government intervention in the financial services sector. Changes to statutes, regulations, regulatory policies,
or regulatory ratings (including changes in interpretation or implementation), could affect us in substantial and unpredictable
ways. Such changes could subject us to additional costs, limit access to certain funding sources, limit the types of financial
services and products we may offer, and/or increase the ability of non-banks to offer competing financial services and products,
among other things. Laws and regulations exist that require financial institutions like us to take steps to prevent the use of our
banking subsidiary for facilitating the flow of illegal or illicit money, to report large currency transactions, and to file suspicious
activity reports. We are also required to develop and implement a comprehensive anti-money laundering compliance program. In
response to regulatory demands, we could be required to cease payment of common and/or preferted dividends, in which case
access to capital equity matkets could be impaired. Failure to comply with laws, regulations or policies could result in sanctions by
regulatory agencies, civil money penalties and/or reputation damage, which could have a material adverse effect on our business,
financial condition and results of operations. While we have policies and procedures designed to prevent any such violations,
there can be no assurance that such violations will not occut. See the section captioned “Supervision and Regulation” in Item 1.

Our eatnings are exposed to risks associated with movements in market interest rates. Market interest rate
movements could adversely impact earnings, depending on our interest rate risk mismatches at that time. In particular, rising
interest rates would adversely impact earnings in the event that our liabilities reprice faster than assets, whereas falling interest
rates would adversely impact earnings in the event our assets reptice faster than liabilities. If we have a “mismatch” between the
duration of our assets and the duration of our liabilities, and interest rates move as described in the previous sentence, our net
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interest income would be negatively affected. (See “Market Risk and Asset/Liability Management” under “Enterprise Risk
Management” in Item 7 for additional information.)

We are required to make a number of judgments in applying accounting policies and different estimates and
assumptions in the application of these policies could result in a decrease in capital and/or other material changes to
our reports of financial condition and results of operations. Material estimates that are particularly susceptible to significant
change relate to the determination of the allowance for loan losses and reserve for unfunded lending commitments, the
effectiveness of derivatives and other hedging activities, the fair value of certain financial instruments (securities, derivatives, and
privately held investments), income tax assets or liabilities (including deferred tax assets and any related valuation allowance),
share-based compensation, and accounting for acquisitions, including the fair value determinations and the analysis of goodwill
impairment. While we have identified those accounting policies that ate considered critical and have procedures in place to
facilitate the associated judgments, different assumptions in the application of these policies could result in a decrease to net
income and, possibly, capital and may have a material adverse effect on our reports of financial condition and results of
operations.

Our controls and procedures may fail or be circumvented or outside patties may perpetrate a fraud, resulting
in an adverse effect on our results of operations and financial condition. We can incur losses due to internal or external acts
intended to defraud, misappropriate assets, or circumvent applicable law ot our system of internal controls. We regularly review
and update our internal controls and procedures. However, any system of controls, no matter how well designed and operated, is
based in part on certain assumptions and can provide only reasonable, not absolute, assurances that the objectives of the system
are met.

An interruption or breach in security with respect to our information systems, as well as information systems
of our outsourced service providers, could damage our reputation, result in a loss of customer business, subject us to
additional regulatory scrutiny, or expose us to civil litigation, any of which could have a material adverse effect on our
financial condition and results of operations. We rely heavily on communications and information systems to conduct our
business. Any failure, interruption or breach in secutity of these systems could tesult in failures or disruptions in our customer
relationship management, general ledger, deposit, loan and othet systems.

Inability to achieve customer deposit growth could adversely impact profitability and liquidity. Because of a
traditional focus on commercial lending, our customer deposit funding has been low telative to peets, causing us to utilize
wholesale funding to a greater degree than some other peers. Customer deposits typically provide cost and liquidity advantages
versus wholesale funding — generally to a greater degree in a higher interest rate envitonment. Accordingly, any future inability to
achieve customer deposit growth and diversify funding sources could adversely impact earnings and, in the event of limited
access to attractive wholesale funding markets, could hamper our ability to support attractive lending opportunities.

Our stock price can be volatile in response to a number of factors. These factors include: variations in our
quarterly operating results; recommendations by securities analysts; significant acquisitions or business combinations;
performance of other companies that investors deem comparable to us; news reports relating to trends, concerns and other issues
in the financial services industry; and changes in government tegulations. General matket fluctuations, industry factors, and
general economic and political conditions and events could also cause our stock price to decrease regardless of our operating
results. Declining stock prices could create customer concern, which could weaken our competitive position and, in turn,
adversely affect our financial condition and results of operations.

The NASDAQ may not extend the temporary relief for stocks trading below $1 per share. In October 2008, the
NASDAQ Stock Market temporarily suspended its listing requirement that requires companies to have a minimum bid price of
$1 per share through April 20, 2009. NASDAQ rules classify a secutity as “deficient” if it has a closing bid price of less than $1
per share for thirty consecutive business days. Once deficient, issuers have an automatic 180-day petiod to regain compliance by
having a closing bid price of at least $1 per share for ten consecutive business days, and can receive an additional 180 days if all
other listing requirements are met. If we do not meet this standatrd and the NASDAQ Stock Market does not continue its
suspension of this listing requirement, liquidity in our stock could be matetially and adversely affected.

Hurricanes and other natural disasters may adversely affect loan portfolios and operations and increase the
cost of doing business. We operate and make Joans in hurticane-prone areas. Hurricanes destroy collateral and the service
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businesses that support the area, and may affect the demand for houses and setvices in hurricane-prone ateas. Our results could
be adversely affected if we suffered higher than expected losses on our loans due to weather events.

Item 1B. Unresolved Staff Comments
Not applicable.
Item 2. Properties

TSFG's ptincipal executive offices are located at 102 South Main Street, Greenville, South Carolina. TSFG leases
approximately 111,000 square feet of this location, which also houses Catolina First Bank's Greenville main office branch. The
majority of TSFG's administrative functions presently reside at this location. TSFG owns a 130,000 square foot building in
Lexington, South Carolina which houses the technology and operations departments. TSFG leases the land for the technology
building under a 30 year lease. In addition, TSFG leases non-banking office space in 25 locations in South Carolina, North Carolina,
and Florida.

At December 31, 2008, TSFG operated 180 branch offices, including 82 in South Catolina, 71 in Florida, and 27 in Notth
Carolina. Of these locations, TSFG or one of its subsidiaties owns 104 locations, which includes 20 locations with land leases, and
leases 76 locations. In addition, TSFG or one of its subsidiaries owns 6 stand-alone ATM locations, including 5 locations with land
leases, and leases 20 locations.

See Item 7, “Expanded Cortporate Facilities” included in Management’s Discussion and Analysis of Financial Condition and
Results of Operations for a discussion of TSFG’s plan to develop a corporate campus, which information is incorporated herein by
reference.

Item 3. Legal Proceedings

On November 7, 2008, a shareholder detivative suit was filed in South Carolina State Court in Greenville County. The
named plaintiff is Vernon A. Mercier. The complaint also contains class action allegations. All Company directors at the time of
filing were named as Defendants, as well as the Company itself as a nominal Defendant. The complaint alleges that the
Company’s Directors breached their fiduciary duties by entering into a retitement agreement with its former CEO, Mack 1.
Whittle, Jr. and by determining the timing of Mr. Whittle’s departure, and seeks injunctive relief to preclude payments to Mr.
Whittle under this retitement agreement, ostensibly because such payments would jeopardize the Company’s participation in the
TARP program, and also because they are improper otherwise. The complaint also alleges that the Directors breached their
fiduciary duties insofar as the amounts payable to Mr. Whittle under the retirement agreement are, in their view, excessive. A
motion for a temporary testraining order was denied. On January 29, 2009, plaintiff filed an amended complaint that did not add
causes of action, but sought to allege that the Company’s patticipation in TARP was still in jeopardy, despite the fact that the
TARP investment had already been made. The Company has moved to dismiss the complaint and expects to prevail in all
respects. It views the claims to be completely without merit.

On November 26, 2008, a second shareholder derivative suit was filed in South Carolina State Court in Greenville
County. The named plaintiff is John S. McMullen on behalf of Andros Associates, Inc. The named defendants were all Company
directots at the time of filing, a former director, Michael Hogan, the Company’s General Counsel, William P. Crawford, Jr., and
the Company (as a nominal Defendant). The complaint asserts causes of action for: (1) breach of fiduciary duties by all
defendants, primarily in connection with amounts paid to Mack 1. Whittle, Jr., (2) gross mismanagement by all defendants, (3)
unjust enrichment by Mr. Whittle, and (4) corporate waste by all defendants. The plaintiff seeks unspecified damages resulting
from the alleged breaches of duty, and requests that a constructive trust be placed on amounts paid to Mr. Whittle. The Company
has moved to dismiss the complaint and expects to prevail in all respects. It views the claims to be completely without merit.

Item 4. Submission of Matters to a Vote of Shareholders

No matter was submitted to a vote of secutity holders by solicitation of proxies ot otherwise during the fourth quarter of
2008.
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PART II

Item 5. Marker for the Registrant's Common Equity, Related Stockholder Matters, and Issuer Purchases of
Equity Securities

Market for Common Stock and Related Matters

TSFG's common stock trades on The NASDAQ Global Select Market under the symbol TSFG. At February 19, 2009,
TSFG had 7,803 shareholdets of record and 84,769,161 shares outstanding. See Item 7, "Capital Resources and Dividends" and
Item 8, Notes 20 and 22 to the Consolidated Financial Statements for a discussion of capital stock and dividends, which information
is incorporated herein by reference.

Three Months Ended
December31  September 30 June 30 March 31
2008
Common stock price:
High $ 953 § 1350 § 1552 $ 18.02
Low 2.48 2.52 3.66 12.25
Close 4.32 7.33 3.92 14.86
Cash dividend declared 0.01 0.01 0.01 0.19
Volume traded 68,949,220 106,046,605 172,874,695 73,719,377
Three Months Ended
December31  September 30 June 30 March 31
2007
Common stock price:
High $ 2404 § 2479 % 2481 § 27.47
Low 15.29 20.47 22.23 24,57
Close 15.63 22.74 22.64 24.72
Cash dividend declared 0.19 0.18 0.18 0.18
Volume traded 50,923,185 42,171,530 38,917,664 22,510,110

Unregistered Sales of Securities

On December 5, 2008, we issued 347,000 shares of prefetred stock and a watrant to purchase 10,106,796 shares of our
common stock to the United States Department of the Treasury through a private placement. This issuance of shares was not
registered under the Secutities Act of 1933 in reliance upon the exemption set forth in Section 4(2) thereof.

On June 3, 2008, we issued 4,403 common shares to the former shareholder of Summit Title, LLC, 2 title insurance
agency acquired by TSFG in 2004. These shares were issued in connection with earnout provisions in the acquisition documents.
This issuance of shares was not registered under the Securities Act of 1933 in reliance upon the exemption set forth in Section
4(2) thereof.

On May 8, 2008, we issued 250,000 shates of prefetred stock to certain institutional investors and certain Company
affiliates (including directors) through a ptivate placement. This issuance of shares was not registered under the Securities Act of
1933 in reliance upon the exemption set forth in Section 4(2) thercof. During 2008, 11,300 shares of preferred stock were
converted into 1,738,454 common shares. This issuance of common shates was not registered under the Securities Act of 1933 in
reliance upon the exemption set forth in Section 3a(9) thereof.

Equity Compensation Plan Data

See Equity Compensation Plan Data to be included in the Registrants’ Proxy Statement relating to the 2009 Annual
Meeting of Shareholders filed with the Securities and Exchange Commission, which information is incorporated herein by
reference.
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Purchases of Equity Securities by the Issuer and Affiliated Purchasers

ISSUER PURCHASES OF EQUITY SECURITIES

Approximate
Total Dollar Value of
Number of Shares that
Shares Purchased May Yet Be
Total Average as Part Purchased
Number Price of Publicly Under Plans or
of Shares Paid per Announced Plans Programs
Period Purchased Share or Programs (in thousands)
October 1, 2008 to October 31, 2008 5831 U ¢ 4.07 - $ -
November 1, 2008 to November 30, 2008 - - - -
December 1, 2008 to December 31, 2008 2,937 4.23 - -
Total 8,768 $ 413 - $ -

O Includes 5,831 shares in October and 2,937 shares in December canceled in connection with exercise of options, vesting of
restricted stock, or distribution from the deferred compensation plan. Pursuant to TSFG’s stock option plans, participants
may exercise stock options by surrendering shares of TSFG common stock the participants alteady own or, in some cases, by
surrendering fully vested stock options as payment of the option exercise price. Pursuant to TSFG’s restricted stock plans,
participants may tender shares of vested restricted stock as payment for taxes due at the time of vesting. Pursuant to TSFG’s
Executive Deferred Compensation Plan, participants may tender shares of stock as payment for taxes due at the time of
distribution. Shares surrendered by participants of these plans are repurchased at current market value pursuant to the terms

of the applicable stock option, restricted stock, or deferred compensation plan and not pursuant to publicly announced share
repurchase programs.
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Total Shareholder Return

The following graph sets forth the performance of TSFG’s common stock for the five year period ended December 31,
2008 as compated to the S&P 500 Index, the NASDAQ Bank Index, and the SNL Mid Cap Bank Index. The graph assumes
$100 originally invested on December 31, 2003 and that all subsequent dividends were reinvested in additional shares. The
petformance graph represents past petformance and should not be considered to be an indication of future
petformance. Historically, TSFG has utilized the SNL Mid Cap Bank Index as its line-of-business index; however, going forward,
it intends to utilize the NASDAQ Bank Index as its line-of-business index. With the 2008 decline in common stock prices and
related market capitalizations, TSFG believes that it is mote appropriate to use an index that is not based on a specific market
capitalization range.
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Item 6.Selected Financial Data

See Ttem 8, Consolidated Financial Statements and the accompanying notes for factors including but not limited to business
combinations and accounting changes that affect the comparability of the information presented.

SIX-YEAR SUMMARY OF SELECTED FINANCIAL DATA
(dollars and shares (except per share data) in thousands)

Years Ended December 31,
2008 2007 2006 2005 2004 2003

Earnings Summary
Net interest MCOME ..vvrirmmmrirrirsesssssenes $ 380,163 $ 382,781 $§ 401,371 § 409,056 § 335841 § 250,390
Noninterest INCOME ...rrrrirsnresssssiens 121,684 113,712 118,210 43.893 115,728 93,553

Total revenue 501,847 496,493 519,581 452,949 451,569 344,443
Provision for credit l0SSES ...vvrerivrrnnninnes 344,589 68,568 32,789 40,592 34,987 20,581
Noninterest EXpenses ... 791,950 321,249 326,244 316,736 241,095 199,984
(Loss) income from continuing ops........ (547,118) 73,276 112,866 70,217 119,998 83,583
Net (088) INCOME ervvenirrnmrisimsrisesrissssisenas (547,118) 73,276 112,866 69,821 119,508 83,583
Net (loss) income available to

common shateholders.........coreincnn. (568,622) 73,276 112,866 69,821 119,508 83,583
Per Common Share
Basic:

(Loss) income from continuing ops.. $ a7 % 1.00 § 151§ 096 § 18 § 1.70

Net (108S) INCOME .vuurrrvrerrrvernrsssrinnins 7.77) 1.00 1.51 0.95 1.85 1.70
Diluted:

(Loss) income from continuing ops.. $ 7.77) 0.99 1.49 0.94 1.81 1.66

Net (108S) INCOME worerveeernverissnrrrinrnnnns @.77) 0.99 1.49 0.94 1.80 1.66
Average common shares outstanding:

Basic... 73,137 73,618 74,940 73,307 64,592 49,204

Diluted 73,137 74,085 75,543 74,595 66,235 50,328
Cash dividends declated........coueevrersrrerenns $ 022 § 073 § 069 § 065 § 061 § 0.57
Common book value (December 31) ... 14.12 21.40 20.73 19.90 19.56 16.46
Market ptice (December 31) ..ovnreeeeennnne 4.32 15.63 26.59 27.54 3253 27.75
Balance Sheet Data (Year End)
Loans held for investment......o.ernenns $ 10,192,072 $ 10213420 $ 9,701,867 $ 9,439,395 $ 8,107,757 § 5,732,205
Allowance for credit 10SS€S.....ccverveverrennins 249,874 128,695 112,688 109,350 96,918 73,287
Securities 2,129,903 2,025,903 2,795,764 3,159,617 4,310,088 4,007,571
Intangible assets 246,020 678,182 685,568 691,758 611,450 353,079
Total assets 13,602,326 13,877,584 14,210,516 14,319,285 13,798,689 10,724,715
Customer funding O....vricsrenrerronnns 7,989,962 8,178,471 8,392,597 8,201,571 6,827,268 5,547,466
Deposits 9,405,717 9,788,568 9,516,740 9,234,437 7,670,944 6,032,238
Long-term debt 707,769 698,340 1,130,475 1,922,151 2,972,270 2,711,699
Shareholders' eqUILY .....coveiveenrermersirssssens 1,620,531 1,550,308 1,562,032 1,486,907 1,393,460 972,299
Balance Sheet Data (Averages)
Loans $ 10374423 $ 10,013,387 $ 9,621,846 § 8883837 $ 6927336 § 4915437

Securities (excludes unrealized gains,
losses on available for sale securities) 2,087,745 2,525317 3,043,385 4,388,351 4,158,202 3,471,324

Total €arning aSSetS ..uumuumrrrsemsrssssmsssssessonss 12,478,993 12,545,223 12,692,872 13,307,956 11,101,951 8,425,590
Total assets 13,833,355 14,044,565 14,202,649 14,752,973 12,208,069 9,261,657
Customer funding M....ccoecvevvcvrrsvsrnnnerionnns 8,065,982 8,216,762 8,077,605 7,606,071 6,167,731 4,788,040
Shatreholders’ equity ......wrmiemrererserssrissenns 1,558,081 1,543,552 1,506,195 1,463,125 1,164,004 709,791
Performance Ratios
Return On average assets......mmemmreesns (3.96)% 0.52% 0.79% 0.47% 0.98% 0.90%
Return on average equity .o.eerreesvensens (35.11) 4.75 7.49 4.77 10.27 11.78
Net interest margin (tag-equivalent)....... 3.09 3.10 3.22 3.12 3.06 3.01
Tangible equity to tangible assets ............ 10.29 6.61 6.48 5.83 5.93 5.97
Dividend payout fatio........emssseressssessonees n/m 73.74 46.31 69.15 33.89 34.34
Credit Quality
Nonpetforming assets .......ummrrrrismmssnns $§ 420906 § 89907 § 41,509 $ 43977 $ 55976 § 60,774
Nonpetforming assets as a %o of

loans and foreclosed property............. 4.10% 0.88% 0.43% 0.46% 0.69% 1.05%
Net charge-offs to average loans

held fot INVEStMENt c...vvrvvririirinssrrrinienns 2.16 0.53 0.28 0.36 0.46 0.62
Allowance for credit losses as a % of

loans held for investment ......veeweervenes 245 1.26 1.16 1.16 1.20 1.28
Operations Data
Branch offices 180 172 167 172 154 134
Employees (full-time equivalent)............. 2,505 2,474 2,618 2,607 2,308 1,918

®Customer funding is total deposits less brokered deposits plus customer sweep accounts.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis are presented to assist in understanding the financial condition, changes in financial
condition, results of opetations, and cash flows of The South Financial Group, Inc. and its subsidiaries (collectively, "TSFG"), except
whete the context tequires otherwise. TSFG may also be referted to herein as "we", "us", or "our.” This discussion should be read in
conjunction with the audited Consolidated Financial Statements and accompanying Notes presented in Item 8 of this report and the
supplemental financial data appeating throughout this report. Percentage calculations contained herein have been calculated based
upon actual, not rounded, results.

TSFG primarily opetates through its subsidiary bank, Carolina First Bank, which conducts operations in South Carolina
and North Carolina (as Carolina First) and in Florida (as Mercantile).

Index to Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations
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Forward-Looking Statements

This report contains certain forward-looking statements (as defined in the Private Securities Litigation Reform Act of 1995)
to assist in the understanding of anticipated future operating and financial performance, growth opportunities, growth rates, and
other similar forecasts and statements of expectations. These forward-looking statements may be identified by the use of such
words as: “estimate”, “anticipate”, “expect”, “believe”, “intend”, “plan”, or words of similar meaning, or future or conditional
verbs such as “may”, “intend”, “could”, “will”, ot “should”. These forward-looking statements reflect current views, but are based
on assumptions and are subject to risks, uncertainties, and other factors, which may cause actual results to differ materially from those
in such statements. A variety of factors, some of which are discussed in mote detail in Ttem 1A — Risk Factors, may affect the

operations, performance, business strategy and results of TSFG including, but not limited to, the following:

e risks from changes in economic, monetary policy, regulatory, governmental, and industry conditions;

e changes in interest tates, shape of the yield curve, deposit rates, the net interest margin, and funding soutces;

e market risk (including net interest income at tisk analysis and economic value of equity risk analysis) and inflation;
e risks inherent in making loans including repayment risks and changes in the value of collateral;

e loan growth, loan sales, the adequacy of the allowance for credit losses, provision for credit losses, and the assessment
of problem loans (including loans acquired via acquisition);

continued deterioration in the overall credit envitonment;

level, composition, and repricing characteristics of the securities portfolio;

deposit growth, change in the mix or type of deposit products and cost of deposits;

loss of deposits due to perceived financial condition or otherwise;

availability of wholesale funding;

adequacy of capital and future capital needs;

fluctuations in consumer spending;

competition in the banking industry and demand for our products and services;

continued availability of senior management;
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technological changes;

ability to increase market share;

income and expense projections, ability to control expenses, and expense reduction initiatives;

changes in the compensation, benefit, and incentive plans, including compensation accruals;

risks associated with income taxes, including the potential for adverse adjustments and realization of deferred taxes;
acquisitions, greater than expected deposit attrition or customer loss, inaccuracy of related cost savings estimates,
inaccuracy of estimates of financial results, and unanticipated integration issues;

valuation of goodwill and intangibles and any potential future impairment;

significant delay or inability to execute strategic initiatives designed to grow revenues;

changes in management’s assessment of and strategies for lines of business, asset, and deposit categories;

changes in accounting policies and practices;

changes in the evaluation of the effectiveness of our hedging strategies;
changes in regulatory actions, including the potential for adverse adjustments;
changes, costs, and effects of litigation, and environmental remediation; and
tecently-enacted or proposed legislation.

Such forward-looking statements speak only as of the date on which such statements are made and shall be deemed to be
updated by any future filings made by TSFG with the Securities and Exchange Commission (“SEC”). We undertake no obligation to
update any forward-looking statement to reflect events or circumstances after the date on which such statement is made to reflect the
occurrence of unanticipated events. In addition, certain statements in future filings by TSFG with the SEC, in press releases, and in
oral and wtitten statements made by or with the approval of TSFG, which are not statements of historical fact, constitute
forward-looking statements.

Non-GAAP Financial Information

This report also contains financial information determined by methods other than in accordance with Generally
Accepted Accounting Principles (“GAAP”). TSFG’s management uses these non-GAAP measures to analyze TSFG’s
petformance. In particular, TSFG presents certain designated net interest income amounts on a tax-equivalent basis (in
accordance with common industry practice). Management believes that these presentations of tax-equivalent net interest income
aid in the comparability of net interest income arising from both taxable and tax-exempt sources over the petiods presented. In
discussing its deposits, TSFG presents information summarizing its funding generated by customers using the following
definitions: “customer deposits,” which ate defined by TSEG as total deposits less brokered deposits, and “customer funding,”
which is defined by TSFG as total deposits less brokered deposits plus customer sweep accounts. TSFG also discusses its funding
generated from non-customer sources using the following definition: “wholesale borrowings” which are defined by TSFG as
short-term and long-term botrowings less customet sweep accounts plus brokered deposits. Management believes that these
presentations of “customer deposits,” “customer funding,” and “wholesale borrowings” aid in the identification of funding
generated by its lines of business versus its treasury department. In addition, TSFG provides data eliminating intangibles in order
to present data on a “tangible” basis. The limitations associated with operating measures are the risk that persons might disagree
as to the appropriateness of items comprising these measures and that different companies might calculate these measures
differently. Management compensates for these limitations by providing detailed reconciliations between GAAP and operating
measures. These disclosures should not be viewed as a substitute for GAAP measutes, and furthesmore, TSFG’s non-GAAP
measures may not necessatily be comparable to non-GAAP performance measures of other companies.

Overview

The South Financial Group is a bank holding company, headquattered in Greenville, South Carolina, with $13.6 billion
in total assets and 180 branch offices in South Carolina, Florida, and North Carolina at December 31, 2008. Founded in 1986,
TSFG focuses on attractive Southeastern banking markets which have historically experienced long-term growth. TSFG operates
Carolina First Bank, which conducts banking operations in South Carolina and North Carolina (as Carolina First), in Florida (as
Mercantile), and on the Internet (as Bank CaroLine). At December 31, 2008, approximately 45% of TSFG’s customer deposits
(total deposits less brokered deposits) were in South Carolina, 41% were in Florida, and 14% were in North Carolina.
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TSFG tatgets small business, middle market companies, and retail consumers. TSFG strives to combine personalized
customer setvice and local decision-making, typical of community banks, with a full range of financial services normally found at
larger regional institutions.

TSFG tepotted a net loss available to common shareholders of $568.6 million, or $(7.77) per diluted share, for 2008,
compared with net income of $73.3 million or $0.99 per diluted share for 2007. The net loss was primarily due to a $426.0 million
goodwill impairment charge resulting from a decrease in the value of the Mercantile banking segment and a $344.6 million
provision for credit losses resulting from continued credit deterioration, particulatly in the Florida market.

At December 31, 2008, nonpetforming assets as a percentage of loans and foreclosed property increased to 4.10% from
0.88% at December 31, 2007. The increase in nonpetforming assets was ptimarily attributable to accelerating deterioration in
residential construction and development-srelated loans (which are included in commercial real estate loans), principally in Florida
markets. For 2008, annualized net loan chatge-offs totaled 2.16% of average loans held for investment, compared to 0.53% for
the year ended December 31, 2007. TSFG’s ptovision for ctredit losses increased to $344.6 million for 2008 compared to $68.6
million for 2007.

In order to strengthen its capital and liquidity position, TSFG issued a total of $597.0 million of preferred stock and
warrants during 2008, with net proceeds of $585.0 million. Of this amount, $347.0 million of perpetual preferred stock and
warrants were issued to the U.S. Treasury Department under the Troubled Asset Relief Program Capital Purchase Program (the
“CPP”) and $250.0 million of mandatorily convertible preferred stock (with net proceeds of $238.0 million) was issued to
investors. The CPP preferred stock pays cumulative dividends at a rate of 5% per year for the first five years and thereafter at a
rate of 9% per year. The convertible preferred secutities pay dividends at an annual rate of 10%, have a conversion price of $6.50
per common share, and the remaining outstanding shares (238,700 at December 31, 2008) will convert into approximately 36.7
million common shares on or before May 1, 2011. Subsequent to year-end, 48,674 shares of convertible preferred stock were
converted into approximately 10.0 million common shares, which included 2.5 million shares issued as an inducement to convert.
(See “Capital Resources and Dividends” under “Balance Sheet Review” and Note 19 to the Consolidated Financial Statements
for additional details regarding preferred stock.)

TSFG’s tangible equity to tangible asset ratio increased to 10.29% at December 31, 2008, from 6.61% at December 31,
2007, due primarily to the issuance of preferred stock. Tangible common equity to tangible assets was 6.05% at December 31,
2008 compared to 6.61% at December 31, 2007. Tangible common equity to tangible assets, assuming convetsion of the
mandatorily convertible preferred stock, was 7.84% at December 31, 2008. In addition, all regulatory capital ratios exceeded well-
capitalized minimums.

;Tax—equivalent net interest income was $385.5 million for 2008, a $3.5 million decrease from $389.0 million in 2007.
The net interest margin decreased to 3.09% in 2008 from 3.10% for 2007, primarily due to increased nonperforming asset levels
partially offset by the issuance of preferred stock. Federal Reserve actions to reduce the targeted fed funds rate by 400 basis
points during 2008 led to decteased carning asset yields and a decline in average funding costs.

Noninterest income totaled $121.7 million for 2008, compared to $113.7 million for 2007. The increase in noninterest
income was largely attributable to a gain on mandatory partial redemption of shares received in the Visa IPO of $1.9 million and
a net gain on securities of $3.1 million in 2008 versus a $4.6 million net loss on securities in 2007. In addition, the change in
noninterest income included a $990,000 positive swing from the loss associated with derivative activities. TSFG’s debit card
income (net) and trust and investment management income in 2008 increased over the prior year amounts, but were offset by
decteases in most othet nonintetest income categories.

Noninterest expenses for 2008 totaled $792.0 million, compared to $321.2 million for 2007. This increase was primarily
due to the $426.0 million goodwill impairment chatge in 2008. The increase in noninterest expenses also included higher
employment contract and severance expense related to the retirement of TSFG’s CEO, higher regulatory assessments, higher
loan collection and foreclosed asset expenses, and increases in most other noninterest expense categories.

Using petiod-end balances, TSFG’s loans held for investment at December 31, 2008 decreased 0.21% from a year ago,
and total deposits, including brokered deposits, decreased 3.9%. Customer funding (deposits less brokered deposits plus
customer sweep accounts) decreased 2.3% since December 31, 2007.
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On September 2, 2008, the Board of Directors and Mack 1. Whittle, the Company’s Chairman, President, and Chief
Executive Officer, entered into a severance agreement pursuant to which Whittle would receive certain retirement benefits and
tetire on ot before December 30, 2008 (at the Board’s election). Subsequently, the Executive Committee, on behalf of the Boatd,
specified that Whittle’s retirement would be effective October 27, 2008. Those benefits included, among others, a lump sum cash
payment of $4.1 million (subject to a six month delay pursuant to Section 409A of the Internal Revenue Code), vesting of all
equity awards, service credit under the Supplemental Executive Retirement Plan through age 65 which provides an annual
retirement payment commencing at retirement date, vested benefits under other Company plans, continued welfare and fringe
benefits for three years, and three years of continued life insurance coverage. The incremental expense related to these benefits
was approximately $12 million, which was recognized in the second half of 2008.

The Board appointed a Succession Committee to oversee a nationwide search for a replacement for Whittle. On
Novembet 3, 2008, the Board amended TSFG’s Bylaws to consolidate the roles and responsibilities of the Chairman and Lead
Independent Director into a single Chairman position. It named John C. B. Smith, Jr. as Chairman, and William R. Timmons III
as Vice Chairman. On November 14, 2008, the Board named H. Lynn Harton as Interim President and CEO; subsequent to
year-end, on February 9, 2009, the Board named Harton President and CEO and appointed him to the Board.

Recent Market Developments

The global and U.S. economies are expetiencing significantly reduced business activity as a result of, among other
factors, disruptions in the financial system during the past year. Dramatic declines in the housing market during the past year,
with falling home prices and increasing foreclosures and unemployment, have resulted in significant write-downs of asset values
by financial institutions, including government-sponsored entities and major commercial and investment banks. These write-
downs, initially of residential-related loans and mottgage-backed securities, but spreading to credit default swaps and other
derivative securities, have caused many financial institutions to seek additional capital, to merge with larger and stronger
institutions and, in some cases, to fail.

Reflecting concetn about the stability of the financial markets generally and the strength of counterparties, many lenders
and institutional investors have reduced, and in some cases, ceased to provide funding to borrowers, including other financial
institutions. The availability of credit, confidence in the financial sector, and level of volatility in the financial markets have been
significantly adversely affected as a result. In recent weeks, volatility and disruption in the capital and credit markets has reached
unprecedented levels.

In response to the financial ctises affecting the banking system and financial markets and going concern threats to
investment banks and other financial institutions, the Emetgency Economic Stabilization Act of 2008 (the “EESA”) was signed
into law on October 3, 2008. Pursuant to the EESA, the U.S. Treasuty was given the authority to, among other things, purchase
up to $700 billion of mortgages, mortgage-backed securities and certain other financial instruments from financial institutions for
the purpose of stabilizing and providing liquidity to the U.S. financial markets. The U.S. Treasury has since injected capital into
many financial institutions, including TSFG, under the Troubled Asset Relief Program Capital Purchase Program (the “CPP”).
On December 5, 2008, TSFG entered into a Securities Putchase Agreement-Standard Terms with the U.S. Treasury pursuant to
which, among other things, TSFG sold preferred stock and watrants to the U.S. Treasury for an aggregate purchase price of
$347.0 million. Under the terms of the CPP, TSFG is prohibited from increasing dividends on its common stock, and from
making certain repurchases of equity securides, including its common stock, without the U.S. Treasury’s consent. Furthermore, as
long as the preferred stock issued to the U.S. Treasury is outstanding, dividend payments and repurchases or redemptions relating
to certain equity secutities, including TSFG’s common stock, are prohibited until all accrued and unpaid dividends are paid on
such preferred stock, subject to certain limited exceptions. See “Balance Sheet Review—Capital Resources and Dividends” and
Note 19 — Prefetred Stock and Warrants in the accompanying Notes to the Consolidated Financial Statements in Item 8.

On October 3, 2008, the FDIC increased its insurance coverage limits on all deposits from $100,000 to $250,000 per
account until December 31, 2009.

On October 14, 2008, the “systemic tisk exception” to the FDIC Act was enacted, enabling the FDIC to temporarily
provide a 100% guarantee of the senior unsecured debt of all FDIC-insured institutions and their holding companies, as well as
deposits in noninterest-bearing transaction deposit accounts and certain interest-bearing checking accounts (for which the rate
paid will not exceed 50 basis points) under a Temporary Liquidity Guarantee Program (“TLGP”) through December 31, 2009.
Coverage undet the TLGP is available for 30 days without charge (subsequently extended to December 5, 2008) and thereafter at
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a cost of 75 basis points per annum for senior unsecured debt and 10 basis points per annum for noninterest-bearing transaction
deposits and certain interest-bearing checking accounts (for which the rate paid will not exceed 50 basis points).

TSFG opted into the TL.GP with respect to noninterest-beating deposit accounts and certain interest-bearing checking
accounts (for which the rate paid will not exceed 50 basis points) in December 2008. TSFG currently does not plan to participate
in the Temporary Liquidity Guarantee Program with respect to the guarantee of applicable unsecured obligations.

On February 10, 2009, the U.S. Treasury announced the Financial Stability Plan (“FSP”), which, among other things,
proposes to establish a new Capital Assistance Program (“CAP”) through which eligible banking institutions will have access to
U.S. Treasury capital as a bridge to private capital until market conditions normalize, and extends the TLGP to October 31, 2009.
As a complement to the CAP, a new Public-Private Investment Fund on an initial scale of up to $500 billion, with the potential to
expand up to $1 trillion, was announced to catalyze the removal of legacy assets from the balance sheets of financial institutions.
This proposed fund will combine public and private capital with government financing to help free up capital to support new
lending. In addition, the existing Term Asset-Backed Securities Lending Facility (“TALF”) would be expanded (up to $1 trillion)
in order to reduce credit spreads and restart the securitized credit markets that in recent years supported a substantial pottion of
lending to households, students, small businesses, and others. Furthermore, the FSP proposes a new framework of governance
and oversight to help ensure that banks receiving funds are held responsible for appropriate use of those funds through stronger
conditions on lending, dividends and executive compensation along with enhanced reporting to the public.

On February 17, 2009, the American Recovery and Reinvestment Act of 2009 (the “Stimulus Bill”) was signed into law.
The Stimulus Bill is intended to provide tax breaks for individuals and businesses, direct aid to distressed states and individuals,
and infrastructure spending. The Stimulus Bill also limits executive compensation at companies that have received or will receive
CPP funds based on a sliding scale of funds received. Also in February 2009, the U.S. Treasury announced the Homeowner
Affordability and Stability Plan (“HASP”), which proposes to provide refinancing for certain homeownets, to support low
mortgage rates by strengthening confidence in Fannie Mae and Freddie Mac, and to establish 2 Homeowner Stability Initiative to
reach at-risk homeowners. Among other things, the Homeowner Stability Initiative would offer monetaty incentive to mortgage
servicers and mortgage holders for certain modifications of at-risk loans, and would establish an insurance fund designed to
reduce foreclosures.

It is not clear at this time what impact the EESA, the CPP, the TLGP, the FSP, the Stimulus Bill, the HASP, or other
liquidity and funding initiatives will have on the financial markets and the other difficulties described above, including the high
levels of volatility and limited credit availability currently being experienced, or on the U.S. banking and financial industries and
the broader U.S. and global economies. Failure of these programs to address the issues noted above could have an adverse effect
on the Company and its business.

Critical Accounting Policies and Estimates

TSFG's accounting policies are in accordance with accountng principles generally accepted in the United States and with
general practice within the banking industry. TSFG makes a number of judgmental estimates and assumptions relating to reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilides at the date of the Consolidated Financial
Statements and the reported amounts of revenues and expenses during periods presented. Material estimates that are particulatly
susceptible to significant change relate to the determination of the allowance for loan losses and teserve for unfunded lending
commitments, the effectiveness of derivatives and other hedging activities, the fair value of cettain financial instruments (securites,
derivatives, and privately held investments), income tax assets ot labilides, share-based compensation, and accounting for
acquisitions, including the fair value determinations and the analysis of goodwill impairment. To a lesser extent, significant estimates
are also associated with the determination of contingent liabilities, discretionary compensation, and other employee benefit
agreements. Different assumptions in the application of these policies could result in material changes in TSFG’s Consolidated
Financial Statements. Accordingly, as this information changes, the Consolidated Financial Statements could reflect the use of
different estimates, assumptions, and judgments. Certain determinations inherently have a greater reliance on the use of
estimates, assumptions, and judgments, and as such have a greater possibility of producing results that could be matetially
different than originally reported. TSFG has procedures and processes in place to facilitate making these judgments.
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Allowance for oan Losses and Reserve for Unfunded Lending Commitments

The allowance for loan losses (“Allowance”) represents management’s estimate of probable incurred losses in the
lending pottfolio. See “Balance Sheet Review — Allowance for Loan Losses” for additional discussion, including the methodology
for analyzing the adequacy of the Allowance. This methodology relies upon management’s judgment in segregating the portfolio
into risk-similar segments, computing specific allocations for impaired loans, and setting the amounts within the probable loss
range (from 95% to 105% of the adjusted historical loss ratio). Management’s judgments evolve from an assessment of various
issues, including but not limited to the pace of loan growth, collateral values, botrower’s ability and willingness to repay, emerging
portfolio concentrations, risk management system changes, entry into new matkets, new product offetings, loan pottfolio quality
trends, and uncertainty in cutrent economic and business conditions.

Assessing the adequacy of the Allowance is a process that requires considerable judgment. Management considers the
year-end Allowance approptiate and adequate to cover probable incurred losses in the loan portfolio. However, management's
judgment is based upon a number of assumptions about curent events, which are believed to be reasonable, but which may or may
not prove valid. Thus, there can be no assurance that loan losses in future periods will not exceed the current Allowance amount ot
that future increases in the Allowance will not be required. No assurance can be given that management's ongoing evaluation of the
loan portfolio in light of changing economic conditions and other relevant circumstances will not require significant future additions
to the Allowance, thus adversely affecting the operating results of TSFG.

The Allowance is also subject to examination and adequacy testing by regulatoty agencies, which may consider such factors
as the methodology used to determine adequacy and the size of the Allowance telative to that of peer institutions, and other adequacy
tests. In addition, such regulatory agencies could require TSFG to adjust its Allowance based on infotmation available to them at the
time of their examination.

The methodology used to determine the reserve for unfunded lending commitments, which is included in other liabilities, is
inherently similar to that used to determine the allowance for loan losses desctibed above, adjusted for factors specific to binding
commitments, including the probability of funding and historical loss ratio.

Derivatives and Hedging Activities

TSEG uses derivative financial instruments to reduce exposure to changes in interest rates and market prices for
financial instruments. The application of hedge accounting requires judgment in the assessment of hedge effectiveness,
identification of similarly hedged item groupings, and measurement of changes in the fair value of derivatives and related hedged
items. TSEG believes that its methods for addressing these judgmental areas are reasonable and in accordance with generally
accepted accounting principles in the United States. See “Derivative Financial Instruments” and “Fair Value of Certain Financial
Instruments” for additional information regarding derivatives.

Fair Value of Certain Financial Instruments

Effective January 1, 2008, TSFG adopted SFAS No. 157 (“SFAS 1577), “Fair Value Measurements” for its financial
assets and liabilities and SFAS No. 159 (“SFAS 159”), “The Fair Value Option for Financial Assets and Financial Liabilities” with
no significant impact on its Consolidated Financial Statements. These standards define fair value, establish guidelines for
measuring fair value, and allow an irrevocable option to elect fair value for the initial and subsequent measutement for certain
financial assets and liabilities on a contract-by-contract basis.

SFAS 157 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability (an
exit price) in the principal or most advantageous matket for the asset or liability in an ordetly transaction between market
participants on the measurement date. SFAS 157 also establishes a fair value hierarchy which tequires an entity to maximize the
use of observable inputs and minimize the use of unobservable inputs when measuting fair value. Fair value is based on quoted
market prices for the same or similar instruments, adjusted for any differences in terms. If market values are not readily available,
then the fair value is estimated. For example, when TSFG has an investment in a privately held company, TSFG’s management
evaluates the fair value of these investments based on the entity’s ability to generate cash through its operations, obtain alternative
financing, and subjective factors. Modeling techniques, such as discounted cash flow analyses, which use assumptions for interest
rates, credit losses, prepayments, and discount rates, are also used to estimate fair value if market values are not teadily available.
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TSFG carties its available for sale securities, mortgage loans held for sale, and derivatives at fair value. The unrealized gains
or losses, net of income tax effect, on available for sale securities and the effective component of detivatives qualifying as cash flow
hedges are included in accumulated other comprehensive income (loss), a separate component of shareholders’ equity. The fair value
adjustments for mortgage loans held for sale and derivative financial instruments not qualifying as cash flow hedges are included in
earnings. In addition, for hedged items in a fair value hedge, changes in the hedged item’s fair value attributable to the hedged tisk are
also included in noninterest income. No fair value adjustment is allowed for the related hedged asset or liability in circumstances
where the derivatives do not meet the requirements for hedge accounting under SFAS No. 133 (“SFAS 133”), “Accounting fot
Derivative Instruments and Hedging Activities.”

TSFG periodically evaluates its investment securities portfolio for other-than-temporary impairment. If a security is
considered to be other-than-temporarily impaired, the related unrealized loss is charged to operations, and a new cost basis is
established. Factors considered include the reasons for the impairment, the severity and duration of the impairment, changes in value
subsequent to petiod-end, and forecasted performance of the security issuer. Impairment is considered other-than-temporary unless
TSEG has both the intent and ability to hold the security until the fair value recovers and evidence supporting the recovery
outweighs evidence to the contrary. However, for equity securities, which typically do not have a contractual maturity with a
specified cash flow on which to rely, the ability to hold an equity security indefinitely, by itself, does not allow for avoidance of
other-than-temporary impairment.

The fair values of TSEG’s investments in ptivately held limited partnerships, corporations and LLCs ate not readily
available. These investments are accounted for using either the cost or the equity method of accounting. The accounting treatment
depends upon TSFG’s percentage ownership and degree of management influence over the investee’s operations. TSFG’s
management evaluates its investments in limited partnerships and LLCs quarterly for impairment based on the investee’s ability to
generate cash through its operations, obtain alternative financing, and subjective factors. There ate inherent risks associated with
TSFG’s investments in ptivately held limited partnerships, corporations and LLCs, which may result in income statement volatility in
future periods.

The process for valuing financial instruments, particularly those with little or no liquidity, is subjective and involves a
high degree of judgment. Small changes in assumptions can result in significant changes in valuation. Valuations are subject to
change as a result of external factors beyond our control that have a substantial degree of uncertainty. The inherent risks
associated with determining the fair value of a financial instrument may result in income statement volatility in future periods.

We may be requited, from time to time, to measure cettain other assets at fair value on a nonrecurring basis in
accordance with generally accepted accounting principles. These adjustments to fair value usually result from write-downs of
individual assets. For example, nonrecurring fair value adjustments to loans held for investment reflect full or partial write-downs
that ate based on the loan’s observable fair value ot the fair value of the undetlying collateral in accordance with SFAS No. 114,
“Accounting by Creditors for Impairment of a Loan.” Nonrecurring fair value adjustments to loans held for sale (other than
mortgage loans held for sale) reflect the application of the principle of lower of cost or fair value.

See Note 28 to the Consolidated Financial Statements for more information on fair value measurements for the year
ended December 31, 2008.

Income Taxes

Management uses certain assumptions and estimates in determining income taxes payable or refundable, deferred
income tax liabilities and assets for events recognized differently in its financial statements and income tax returns, and income
tax expense. Determining these amounts requires analysis of certain transactions and interpretation of tax laws and regulations.
Management exetcises considerable judgment in evaluating the amount and timing of recognition of the resulting income tax
liabilities and assets. These judgments and estimates are re-evaluated on a continual basis as regulatory and business factors
change.

No assurance can be given that either the tax returns submitted by management or the income tax reported on the
Consolidated Financial Statements will not be adjusted by either adverse rulings by the U.S. Tax Court, changes in the tax code, or
assessments made by the Internal Revenue Setvice (“IRS”). TSFG is subject to potential adverse adjustments, including but not
limited to: an increase in the statutory federal ot state income tax rates, the permanent nondeductibility of amounts currently
considered deductible either now ot in future periods, and the dependency on the generation of future taxable income, including
capital gains, in order to ultimately realize deferred income tax assets.
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TSFG adopted FASB Interpretation No. 48 (“FIN 487), “Accounting for Uncertainty in Income Taxes,” on January 1,
2007. Under FIN 48, TSFG will only include the cutrent and deferred tax impact of its tax positions in the financial statements when
it is more likely than not (likelihood of greater than 50%) that such positions will be sustained by taxing authorities, with full
knowledge of relevant information, based on the technical merits of the tax position. While TSFG supports its tax positions by
unambiguous tax law, prior experience with the taxing authority, and analysis that considers all relevant facts, circumstances and
regulations, management must still rely on assumptions and estimates to determine the overall likelihood of success and proper
quantification of a given tax position.

TSFG recognizes deferred tax assets and liabilities based on differences between the financial statement carrying
amounts and the tax bases of assets and liabilities. Management regularly reviews the Company’s deferred tax assets for
recoverability based on history of earnings, expectations for future earnings and expected timing of teversals of temporary
differences. Realization of a deferred tax asset in accordance with GAAP ultimately depends on the existence of sufficient taxable
income available under tax law, including future reversals of existing temporary differences, future taxable income exclusive of
reversing differences, taxable income in prior carryback years, and tax planning strategies.

Although realization is not assured, management believes the recorded deferred tax assets, beyond the REIT capital loss
and the South Carolina non-bank net operating loss (which currently have a valuation allowance recorded as reported in Note 14
to the Consolidated Financial Statements) are fully recoverable based on forecasts of future taxable income and cutrent forecasts
for the periods through which losses may be carried back and/or forward. At December 31, 2008, the net deferred tax asset
totaled $51.1 million, of which $31.4 million is supported by the catryback of losses to prior years, with the remaining net amount
of $19.7 million supported by the assumption of future taxable income sufficient to realize the net deferred tax asset. The amount
of future taxable income required is approximately $106 million in the carryforward petiod, which is currently 20 yeats. Should
the assumptions of future profitability change, a valuation allowance may be established if management believes any portion of
the deferred tax asset will not be realized.

Additionally, for regulatory capital purposes, deferred tax assets are limited to the assets which can be realized through
(i) carryback to prior years or (ii) taxable income in the next twelve months. At December 31, 2008, $44.6 million of the net
deferred tax asset was excluded from tier 1 and total capital. (See “Capital Resources and Dividends” under “Balance Sheet
Review”.)

Share-Based Compensation

TSFG measures compensation cost for share-based awards at fair value and recognizes compensation expense over the
service period for awards expected to vest. The fair value of restricted stock and restricted stock units is based on the number of
shares granted and the quoted ptice of our common stock, the fair value of service-based stock options is determined using the
Black-Scholes valuation model, and the fair value of market-based stock options is determined using a Monte Carlo simulation.
Both the Black-Scholes model and the Monte Carlo simulation require the input of subjective assumptions, changes to which can
materially affect the fair value estimate. In addition, the estimation of share-based awards that will ultimately vest requires
judgment, and to the extent actual results or updated estimates differ from our current estimates, such amounts will be recorded
as 2 cumulative adjustment in the period estimates are revised. TSFG considers many factors when estimating expected
forfeitures, including types of awards, employee class, and historical expetience. Actual results, and future changes in estimates,
may differ substantially from our current estimates. For performance-based awards, TSFG estimates the degree to which
performance conditions will be met to determine the number of shares which will vest and the related compensation expense
ptior to the vesting date.

Acconnting for Acquisitions

TSFG has grown its operations, in part, through bank and non-bank acquisitions. In accordance with SFAS No. 141,
“Business Combinations,” and No. 142, “Goodwill and Other Intangible Assets,” TSFG has used the purchase method of
accounting to account for acquisitions. Under this method, TSFG is requited to record assets acquired and liabilities assumed at their
fair value, which in many instances involves estimates based on third party, internal, or other valuation techniques. These estimates
also include the establishment of vatious accruals for planned facilities dispositions and employee benefit related considerations,
among other acquisition-related items. In addition, purchase acquisitions typically result in goodwill of other intangible assets, which
are subject to periodic impairment tests on an annual basis, or more often, if events or circumstances indicate that there may be
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impairment. These tests, which TSFG has performed annually as of June 30th since 2002 (and on an interim basis, as needed), use
estimates such as projected cash flows, discount rates, time periods, and comparable market values in their calculations. Management
believes these estimates and assumptions are reasonable; however, the fair value of each reporting unit could be different in the future
if actual results and market conditions differ from the estimates and assumptions used. Furthermore, the determination of which
intangible assets have finite lives is subjective, as well as the determination of the amortization period for such intangible assets.

TSFG evaluates goodwill for impairment by determining the fair value for each reporting unit and comparing it to the
carrying amount. If the carrying amount exceeds its fair value, the potential for impairment exists, and a second step of impairment
testing is required. In the second step, the implied fair value of the reporting unit’s goodwill is determined by allocating the reporting
unit’s fair value to all of its assets (recognized and unrecognized) and liabilities as if the reporting unit had been acquired in a business
combination at the date of the impairment test. If the implied fair value of reporting unit goodwill is lower than its carrying amount,
goodwill is impaired and is written down to its fair value.

TSFG has assigned goodwill to its Carolina First, Metcantile, Insurance, Financial Planning (Koss Olinger), and Retirement
Plan Administration (Ametican Pensions, Inc.) teporting units. Although they do not meet the definition of a reportable operating
segment as discussed in Note 29 - Business Segments to the Consolidated Financial Statements, the Insurance, Financial Planning,
and Retirement Plan Administration reporting units are tested separately for goodwill impairment because they have dissimilar
product sets and separate discrete financial information. Goodwill is assigned to the reporting units at the date the goodwill is initially
recorded and no longer retains its association with a particular acquisiton. All of the activities within a reporting unit, whether
acquired ot organically generated, are available to support the value of the goodwill. Determining the fair value of the Company’s
reporting units requires management to make judgments and assumptions telated to vatious items, including estimates of future
operating results, allocations of indirect expenses, and discount rates. During 2008, TSFG used discount rates ranging from 10% to
19% to value the projected cash flows of its reporting units and refined its methodology for allocating certain previously unallocated
noninterest expenses to its banking segments. As a result of the goodwill impairment analysis, TSFG determined that the carrying
amount of its Metcantile reporting unit exceeded its fair value and, after applying the second step of impairment testing, recorded a
goodwill impairment charge. During the annual and interim goodwill impairment tests on the other reporting units, TSFG
determined that the fait value of the other reporting units exceeded their respective catrying values, and the second step was not
petformed. See “Goodwill” for additional discussion of management’s process and the assumptions and the judgments applied.

For several previous acquisitions, TSFG has agreed to issue earn-out payments based on the achievement of certain
performance targets. Upon paying the additional consideration, TSFG would record additional goodwill.

TSFG’s other intangible assets have an estimated finite useful life and are amortized over that life in a manner that
reflects the estimated decline in the economic value of the identified intangible asset. TSFG periodically reviews its other
intangible assets to determine whether there have been any events or circumstances which indicate the recorded amount is not
recoverable from projected undiscounted cash flows. If the projected undiscounted net operating cash flows are less than the
carrying amount, a loss is recognized to reduce the carrying amount to fair value, and when appropriate, the amortization period
is also reduced.

Effective January 1, 2009, TSFG adopted SFAS No. 141R, “Business Combinations,” which requires an acquirer, upon
initially obtaining control of another entity, to tecognize the assets, liabilities and any non-controlling interest in the acquiree at
fair value as of the acquisition date. Contingent consideration is required to be recognized and measured at fair value on the date
of acquisition. This fair value approach replaces the cost-allocation process required under SFAS 141 whereby the cost of an
acquisition was allocated to the individual assets acquired and liabilities assumed based on their estimated fair value. SFAS 141R
requires acquirers to expense acquisition-related costs as incurred rather than allocating such costs to the assets acquired and
liabilities assumed, as was previously the case under SFAS 141. Under SFAS 141R, the requirements of SFAS No. 146,
“Accounting for Costs Associated with Exit or Disposal Activities,” would have to be met in order to accrue for a restructuring
plan in putrchase accounting. Pre-acquisition contingencies are to be recognized at fair value, unless it is a non-contractual
contingency that is not likely to materialize, in which case nothing should be recognized in purchase accounting and, instead, that
contingency would be subject to the probable and estimable recognition criteria of SFAS No. 5, “Accounting for Contingencies.”
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Expanded Corporate Facilities

During 2005, TSFG initiated plans for 2 “corporate campus” to meet current and future facility needs and serve as the
primary headquarters for its banking opetations, including legal, human tesources, accounting, finance, certain loan operations,
credit, treasury, internal audit, risk management, and other suppott and administrative functions. Through December 31, 2008,
TSFG had invested approximately $65 million in the project and had entered into additional contractual commitments of
approximately $26 million. Originally, TSFG planned to place the initial phase of the facilities in service during mid-2009.

However, in light of the economic downturn, TSFG has initiated a review of the corporate campus to determine the
best shott-term and long-term options relative to the facility. There are potential one-time charges that will be generated
dependent on the corporate campus decision. TSFG may decide on one of the following: to move into the facility as originally
planned (which would create lease termination expense when TSFG vacates existing space, currently estimated to be between $8
million and $12 million pre-tax); to modify the amount of space the Company takes and lease the remainder; or to market the
campus for sale to an end user (which would require reclassification of the investment in the campus as held for sale and
measurement at lower of carrying value or estimated net realizable value, for which no estimate has been made). Each of these
options will have different financial impacts. Management is currendly in the eatly stages of this teview and plans to make a
decision by the end of the third quarter 2009.

Balance Sheet Review
1 oans

TSFG focuses its lending activities on small and middle market businesses and individuals in its geographic markets. At
December 31, 2008, outstanding loans totaled $10.2 billion, which equaled 108.7% of total deposits (127.9% of customer
funding) and 75.2% of total assets. Loans held for investment decreased $21.3 million, or 0.2%, to $10.2 billion at December 31,
2008. The major components of the loan portfolio were commercial loans, commercial real estate loans, and consumer loans
(including both direct and indirect loans). Substantially all loans wete to borrowers located in TSFG’s market areas in South
Carolina, Notth Carolina, and Florida. At Decembet 31, 2008, approximately 6% of the portfolio was unsecured.

As part of its portfolio and balance sheet management strategies, TSFG reviews its loans held for investment and
determines whether its intent for specific loans or classes of loans has changed. If management changes its intent from held for
investment to held for sale, the loans are transferred to the held for sale portfolio and recorded at the lower of cost basis ot fair
value.

At December 31, 2008, loans held for sale included $16.3 million of nonperforming loans originally held for investment.
During 2008, TSFG transferred nonperforming loans with an unpaid principal balance totaling $117.3 million from the held for
investment portfolio to the held for sale portfolio, and charged-off $53.4 million of these loans against the allowance for loan
losses on or before the date of transfer. Of these loans, approximately $41 million (net of charge-offs) were sold and $3.1 million
were transferred back to loans held for investment. The remaining balance was reduced by lower of cost or fair value adjustments
and unscheduled paydowns.

TSFG generally sells a majority of its residential mortgage loans at origination in the secondary market. TSFG also
retains certain of its mortgage loans in its held for investment portfolio as part of its overall balance sheet management strategy.
Mortgage loans held for sale decreased $3.2 million to $14.7 million at December 31, 2008 from $17.9 million at December 31, 2007,
primarily due to lower mortgage loan volume and timing of mortgage sales. Effective January 1, 2008, TSFG elected to account for
its mortgage loans held for sale at fair value pursuant to SFAS 159.

Table 1 summarizes outstanding loans held for investment by loan purpose.
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Table 1
Loan Portfolio Composition Based on Loan Purpose
(dollars in thousands)

December 31,

2008 2007 2006 2005 2004
Commercial Loans
Commetcial and industrial @ $ 2722611 $ 2,742,863 $ 2,491,210 $ 2,258,789 $ 2,049,160
Commercial owner - occupied real estate 1,270,746 1,070,376 830,179 801,953 825,582
Commetcial real estate & 4,074,331 4,158,384 4,171,631 3933927 3,246,729

8,067,688 7,971,623 7,493,020 6,994,669 6,121,471
Consumer Loans
Inditrect - sales finance 635,637 699,014 660,401 916,318 790,372
Consumer lot loans 225,486 311,386 357,325 310,532 103,473
Direct retail @ 95,397 107,827 98,181 107,295 111,516
Home equity ® 813,201 754,158 512,881 553,194 524,909

1,769,721 1,872,385 1,628,788 1,887,339 1,530,270
Mortgage Loans ® 354,663 369,412 580,059 557,387 456,016

Total loans held for investment $ 10,192,072 $ 10,213,420 $ 9,701,867 $ 9,439,395 $ 8,107,757
Percentage of Loans Held for Investment
Commercial and industrial 26.7 % 269 % 257 % 239 % 253 %
Commercial owner - occupied real estate 12.5 10.5 8.6 8.5 10.2
Commetcial real estate 40.0 40.7 43.0 41.7 40.0
Consumer 17.3 18.3 16.7 20.0 18.9
Mortgage 35 3.6 6.0 5.9 5.6
Total 100.0 % 100.0 % 100.0 % 1000 % 100.0 %

O During 2008, TSFG reclassified certain loan balances. Amounts presented for ptior periods have been reclassified to conform to
the current presentation.

@  See “Commercial Real Estate Concentration,” “Credit Quality,” and “Allowance for Loan Losses and Reserve for Unfunded
Lending Commitments”™ for more detail on commercial real estate loans.

Commercial and industrial loans are loans to finance short-term and intermediate-term cash needs of businesses. Typical
needs include the need to finance seasonal or other temporary cash flow imbalances, growth in working assets created by sales
growth, and purchases of equipment and vehicles. Credit is extended in the form of shott-term single payment loans, lines of
credit for periods up to a year, revolving credit facilities for petiods up to five years, and amortizing term loans for petiods up to
ten years.

Commercial owner-occupied real estate loans are loans to finance the purchase or expansion of operating facilities used by
businesses not engaged in the real estate business. Typical loans are loans to finance offices, manufacturing plants, warehouse
facilities, and retail shops. Depending on the property type and the borrowet’s cash flows, amortization terms vaty from ten years
up to 20 years. Although secured by mortgages on the properties financed, these loans are underwtitten based on the cash flows
generated by operations of the businesses they house.

Commercial real estate (“CRE”) loans are loans to finance real properties that are acquired, developed, or constructed for
sale of lease to parties unrelated to the borrower. Our CRE products fall into four ptimary categoties including land, acquisition
and development, construction, and income property. See “Commetcial Real Estate Concentration” below for further details.

Indirect - sales finance loans are loans to individuals to finance the purchase of motor vehicles. They are closed at the auto
dealership but approved in advance by TSFG for immediate purchase. Loans are extended on new and used motor vehicles with
terms varying from two to six years. During second quarter 2008, TSFG ceased originating indirect loans in Florida, and plans to
allow this portion of the portfolio to run off over its remaining life. At December 31, 2008, this portfolio of Florida indirect loans
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totaled $380.7 million. In January 2009, TSFG effectively stopped originating indirect auto loans in its remaining markets, with
the exception of a few dealers that fit within our relationship strategy.

Consumer lot loans are loans to individuals to finance the purchase of residential lots.

Direct retail consumer loans are loans to individuals to finance personal, family, or household needs. Typical loans are loans
to finance auto putchases or home repairs and additions.

Home equity loans ate loans to homeownerts, secured by junior mortgages on their primary residences, to finance personal,
family, or household needs. These loans may be in the form of amortizing loans or lines of credit with tetms up to 15 years.
TSFG’s home equity portfolio consists of loans to direct customers, with no brokered loans.

Mortgage loans are Joans to individuals, secured by first mortgages on single-family residences, generally to finance the
acquisition ot construction of those residences. TSFG generally sells a majority of its tesidential mortgage loans at otigination in
the secondary market. TSFG also retains certain of its mortgage loans in its held for investment portfolio as part of its overall
balance sheet management strategy. TSFG’s mortgage portfolio is bank-customer related, with minimal brokered loans or
subprime exposute.

Portfolio risk is partially managed by maintaining a “house” lending limit at a level significantly lower than the legal
lending limit of Carolina First Bank, and by requiring approval by the Risk Committee of the Board of Ditectors to exceed this
house limit. At December 31, 2008, TSFG’s house lending limit was $35 million, and 10 credit relationships totaling $442.0
million were in excess of the house lending limit (but not the legal lending limit). The 20 largest credit relationships have an
aggregate outstanding principal balance of $536.0 million, or 5.3% of total loans held for investment, at December 31, 2008,
compared to 4.2% of total loans held for investment at December 31, 2007. Approximately $15 million of these loans were
considered nonperforming loans as of December 31, 2008.

TSFG, through its Corporate Banking group, participates in “shared national credits” (multi-bank credit facilities of $20
million ot more, or “SNCs”), ptimarily to borrowers who ate headquartered or conduct business in or near out markets. At
December 31, 2008, the loan portfolio included commitments totaling $1.3 billion in SNCs. Outstanding borrowings under these
commitments totaled $711.6 million, increasing from $660.7 million at December 31, 2007. The latgest commitment was $40.0
million and the largest outstanding balance was $33.0 million at December 31, 2008. In addition to internal limits that control our
credit exposure to individual botrowers, we have established limits on the size of the overall SNC portfolio, and have established a
sub-limit for total credit exposute to borrowers located outside of our matkets. All of our SNC relationships are underwritten and
managed in a centralized Corporate Banking Group staffed with experienced bankers. Our strategy tatgets borrowers whose
management teams are well known to us and whose risk profile is above average. Our ongoing strategic plan is to maintain diversity
in our portfolio and expand the profitability of our relationships through the sale of non-credit products. Going forward, we expect
to reduce the percentage of our portfolio invested in SNCs.
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Table 2 presents remaining maturities of certain loan classifications at December 31, 2008. The table also provides the
breakdown between those loans with a predetermined interest rate and those loans with a floating interest rate.

Table 2
Selected Loan Maturity and Interest Sensitivity
(dollars in thousands)

Over One But Over
One Year Less Than Five
or Less Five Years Years Total
Commercial and industrial $ 1,319,732 § 1,137,615 § 265,264 $ 2,722,611
Commercial owner - occupied real estate 135,752 663,092 471,902 1,270,746
Commercial real estate 1,456,277 2,123,882 494,172 4,074,331
Total of loans with:

Floating interest rates 2,518,980 2,234,662 610,035 5,363,677
Predetermined interest rates 392,781 1,689,927 621,303 2,704,011

®  TSFG has entered into swaps and an interest rate floor to hedge the forecasted interest income from certain prime-based and
LIBOR-based loans. The notional amount of the swaps and the floor totaled $1.7 billion and $200.0 million, respectively, at
December 31, 2008.

Table 3 summatizes TSFG's loan relationships, including unused loan commitments, which are greater than $20 million.

Table 3
Loan Relationships Greater than $20 Million

Outstanding Principal Balance

Percentage of

Number Total Loans Held
of Borrowers Commitment Amount for Investment
December 31, 2008.......ooiverrnerreniceirercenersensesessseensanas 53 $1.6 billion $1.1 billion 10.3%
Decembert 31, 2007 ....cuveeeiireeeereereiersesesasssesessesenes 57 1.6 billion 979.8 million 9.6

Commercial Real Estate Concentration

The portfolio’s largest concentration is in commetcial real estate loans. Real estate development and construction are major
components of the economic activity that occurs in TSFG’s markets. TSFG’s commercial real estate products include the

following:
Commercial Real Estate Description
Product
Completed income property Loans to finance a vatiety of income producing propetties, including apartments, retail

centers, hotels, office buildings and industrial facilities

Residential A&D Loans to develop land into residential lots
Commercial A&D Loans to finance the development of raw land into sellable commercial lots
Commercial construction Loans to finance the construction of various types of income property
Residential construction Loans to construct single family housing; primarily to residential builders
Residential condo Loans to construct or convert residential condominiums
Undeveloped land Loans to acquite land for resale or future development

Underwriting policies dictate the loan-to-value (“LTV”) limitations for commercial real estate loans. Table 4 presents
selected characteristics of commercial real estate loans by product type.
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Table 4
Selected Characteristics of Commercial Real Estate Loans

(dollars in thousands)

December 31, 2008

Weighted Average Weighted Largest

Time to Maturity Average Ten
Commercial Real Estate Product Type Policy LTV (in_months) Loan Size Total O/S
Completed income property 85 % 40.7 $ 512 $ 163,234
Residential A&D 75 10.1 625 96,737
Commertcial A&D 75 10.2 1,153 101,137
Commercial construction 80 29.6 2,228 131,766
Residential construction 80 11.4 307 54,404
Residential condo 80 8.6 1,398 127,529
Undeveloped land 65 10.7 732 99,293
Overall 28.3 $ 606 $ 774,100

In addition to LTV limitations, other commercial real estate management processes are as follows:

Project Hold Limits. TSEG has implemented project hold limits (which represent the maximum amount that TSFG will
hold in its portfolio by project) tiered by the undetlying risk. These project limits act to encourage the appropriate amount of
borrower and geographic granularity within the portfolio. Since the project limits vary by grade, TSFG attempts to reduce the
exposure in correlation to the amount of assigned risk inherent in the project.

Construction Advances. TSFG monitors construction advances on all new construction projects and existing or renewed
construction projects over set thresholds to ensure inspections are properly obtained and advances are consistent with the
construction budget. The approptiateness of the construction budget is part of the underwriting package and considered during
the approval process. The monitoting is administered by the centralized Construction Loan Administration department on an
ongoing basis.

Quarterly Project Reviews. On a quartetly basis, each commercial real estate loan greater than $5 million is reviewed as part
of a large project review process. Risk Management and the Relationship Manager discuss recent sales activity, local market
absorption rates and the progtess of each transaction in order to ensure proper internal risk rating and borrower strategy.

Appraisal Policies. It is TSFG’s policy to comply with Interagency Appraisal and Evaluation Guidelines as issued by the
Office of the Comptroller of the Currency, the Board of Governors of the Federal Reserve System, the Federal Deposit
Insurance Corporation, and the Office of Thrift Supervision (the “Agencies”). These guidelines address supervisory matters
relating to real estate appraisals and evaluations used to support real estate-related financial transactions and provide guidance to
both examiners and regulated institutions about prudent appraisal and evaluation programs. Under the Agencies’ appraisal
regulations, the appraiser is selected and engaged directly by TSFG or its agent. Additionally, because the appraisal and evaluation
process is an integral component of the credit underwriting process, these processes should be isolated from influence by our
loan production process. TSFG orders and reviews all appraisals for loans over a set threshold through a centralized review
function.

Although the Agencies’ appraisal regulations exempt certain categories of real estate-related financial transactions from
the appraisal requirements, most real estate transactions over $250,000 are considered federally regulated transactions and thus
require appraisals. The Agencies allow us to use an existing appraisal or evaluation to suppott a subsequent transaction, if we
document that the existing estimate of value remains valid. Criteria for determining whether an existing appraisal or evaluation
remains valid will vary depending upon the condition of the property and the marketplace, and the nature of any subsequent
transaction. Factors that could cause changes to originally reported values include: the passage of time; the volatility of the local
market; the availability of financing; the inventory of competing properties; improvement to, or lack of maintenance of, the
subject property or competing sutrounding properties; changes in zoning; ot environmental contamination.

While the Agencies’ appraisal regulations generally allow appropriate evaluations of real estate collateral in lieu of an
appraisal for loan renewals and refinancing, in certain situations an appraisal is required. If new funds are advanced over
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reasonable closing costs, we would be expected to obtain a new appraisal for the renewal of an existing transaction when there is
a material change in market conditions or the physical aspects of the property that threatens our real estate collateral protection.

A reappraisal would not be required when we advance funds to protect our interest in a propetty, such as to tepair
damaged property, because these funds should be used to restore the damaged property to its original condition. If a loan
workout involves modification of the terms and conditions of an existing ctedit, including acceptance of new or additional real
estate collateral, which facilitates the ordetly collection of the credit or reduces our risk of loss, a reappraisal or reevaluation may
be prudent, even if it is obtained after the modification occuts.

TSFG’s policy is to order new appraisals in the following circumstances:

e  Funds are being advanced to increase the loan above the originally committed loan amount and the appraisal is
more than 18 months old;

e Loan is downgraded to substandard or worse, and the appraisal is more than three years old or significant
adverse changes have occutred in the market where the property is located;

e Loan is downgraded to watch, and the apptaisal is more than five years old or significant adverse changes have
occurted in the market where the propetty is located;

e Loan is testructured to advance additional funds or extend the original amortization term, and the appraisal is
over three years old or significant adverse changes have occurted in the market where the property is located;

e Property is being cross-pledged to anothet loan (other than an abundance of caution), and the appraisal is over
three years old or significant adverse changes have occutred in the market where the property is located.

Credit Officers and Special Assets Officers make the final determination of whether an updated appraisal is required
and the timing of the updated appraisal, as part of their approval and portfolio management responsibilities.

Stress Testing. TSFG has implemented a Dual Risk Rating system with nine risk scorecards. The Risk Rating system was
launched in December 2007, and fully implemented by Match 31, 2008. TSFG expects to begin stressing historical risk ratings
following proper validation of assignments and migration studies.

Late in first quarter 2008, the land portfolio in Flosida began to exhibit indicators of distress which prompted additional
analysis of the existing portfolio and potential losses based on existing loan to value ratios and anticipated default probabilities.
This analysis is further discussed in “Allowance for Loan Losses and Reserve for Unfunded Lending Commitments™ below. The
allowance for loan losses was increased by approximately $35 million duting the year ended 2008 as a result of this analysis.

Table 5 presents the commercial real estate portfolio by geography, while Table 6 presents the commercial real estate
portfolio by geogtaphy and property type. Commetcial real estate nonaccruals, past dues, and net charge-offs are presented in Tables
8,9, 10, and 14, respectively. TSFG monitors trends in these categories in order to evaluate the possibility of higher credit tisk in its
commercial real estate portfolio.
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Table 5

Commercial Real Estate Loans by Geographic Diversification
(dollars in thousands)

®

December 31, 2008 December 31, 2007
% of % of
Balance Total Balance Total
South Carolina, excluding Coastal:
Upstate South Carolina (Greenville) $ 544,188 134 o5 § 400,936 9.6 9,
Midlands South Carolina (Columbia) 238,329 5.9 300,414 7.2
Greater South Chatlotte South Carolina (Rock Hill) 164,709 4.0 134,166 32
Coastal South Carolina:
Notth Coastal South Carolina (Myrtle Beach) 329,440 8.1 297,075 7.2
South Coastal South Carolina (Chatleston) 268,951 6.6 231,881 5.6
Western North Carolina (Hendersonville/ Asheville) 830,132 204 868,226 20.9
Central Flotida:
Central Flotida (Orlando) 274,560 6.7 278,416 6.7
Mation County, Florida (Ocala) 156,700 3.8 168,054 4.0
Notth Florida:
Northeast Flotida (Jacksonville) 276,942 6.8 327,877 7.9
Notth Central Florida 311,426 7.6 301,485 7.3
South Florida (Ft. Lauderdale) 232437 5.7 283,937 6.8
Tampa Bay Florida 446,517 11.0 565,917 13.6
Total commercial real estate loans $ 4074331 100.0 o, § 4,158,384 100.0 o,

®  Geography is ptimarily determined by the otiginating operating geographic market and not necessarily the ultimate location of
the underlying collateral.
Note: At December 31, 2008 and 2007, average loan size for commercial real estate loans totaled $606,000 and $557,000,

respectively.

Table 6

Commercial Real Estate Loans by Geography and Product Type

(dollars in thousands)
December 31, 2008 Commercial Real Estate Loans by Geography

SC, Excl Coastal Western Central  North South  Tampa Total % of

Coastal SC NC FL EL FL Bay CRE LHFI

Commercial Real Estate
Loans by Product Type
Completed income property $539,047 $288,217 $468,047 $210,792 $358,814 $135443 $202,965 $2,203,325 21.6 %
Residential A&D 101,069 71,942 170,169 35,512 73,476 4,268 31,455 487,891 4.8
Commercial A&D 49,519 31,249 43,616 40,838 8,974 29,768 70,370 274,334 27
Commercial construction 163,585 34,454 29,225 49,723 17,767 18,842 20,566 334,162 3.3
Residential construction 27,544 40,472 43,641 19,714 30,610 11 7,955 169,947 1.7
Residential condo 23,098 86,502 10,660 1,175 30,905 21,204 24915 198,459 1.9
Undeveloped land 43,364 45,555 64,774 73,506 67,822 22,901 88,291 406,213 4.0

Total CRE Loans $947,226 $598391 $830,132 $431,260 $588368 §$232437 §$446,517 $4,074,331 400 %
CRE Loans as %
of Total Loans HFI 9.3% 5.9% 8.1% 4.2% 5.8% 2.3% 4.4% 40.0%

Credit Quality

A willingness to take credit tisk is inherent in the decision to grant credit. Prudent risk-taking requires a credit risk
management system based on sound policies and control processes that ensure compliance with those policies. TSFG’s credit risk
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management system is defined by policies approved by the Board of Directors that govern the risk underwriting, portfolio
monitoring, and problem loan administration processes. Adhetence to underwriting standards is managed through a multi-layered

credit approval process and after-the-fact review by credit risk management of loans approved by lenders. Through daily review
by credit risk managers, monthly reviews of exception repotts, and ongoing analysis of asset quality trends, compliance with

underwriting and loan monitoring policies is closely supervised. The administration of problem loans is driven by policies that

require written plans for resolution and periodic meetings with credit risk management to review progress. Credit risk

management activities are monitored by Risk Committee of the Board, which meets periodically to review credit quality trends,
new large credits, loans to insiders, large problem credits, credit policy changes, and reports on independent credit reviews.

Table 7 presents a summary of TSFG’s credit quality indicators.

Table 7
Credit Quality Indicators
(dollars in thousands)
December 31,
2008 2007 2006 2005 2004

Loans held for sale $ 30,963 $ 17,867 $ 28,556 $ 37,171 $ 21,302
Loans held for investment 10,192,072 10,213,420 9,701,867 9,439,395 8,107,757
Allowance for loan losses 247,086 126,427 111,663 107,767 96,434
Allowance for credit losses ¥ 249,874 128,695 112,688 109,350 96,918
Nonaccrual loans - commercial and industrial @ $ 35,998 $ 22,963 $ 7,052 $ 25,145 $ 38015
Nonaccrual loans - commercial owner - occupied

teal estate 14,876 4,085 4512 included above included above
Nonaccrual loans - commercial real estate 230,373 36,634 16,913 included above included above
Nonaccrual loans - consumer 39,009 11,606 5,250 3417 2312
Nonaccrual loans - mortgage 29,126 4903 3,441 4,693 4,755
Restructured loans accruing interest 6,249 1,440 - - -

Total nonpetforming loans held for investment 355,631 81,631 37,168 33,255 45,082
Nonperforming loans held for sale - CRE 16,282 - - - -
Foreclosed property (other real estate owned and

personal property repossessions) 48,993 8,276 4,341 10,722 10,894

Total nonperforming assets 420,906 89,907 41,509 43,977 55,976

Loans past due 90 days or more (interest

accruing) $ 47,481 $ 5,349 $ 3,129 $ 4,548 $ 3,764
Total nonpetforming assets as a percentage of loans

and foreclosed property 410 % 0.88 % 043 % 046 % 0.69 %
Allowance for loan losses as a percentage of loans

held for investment 242 1.24 1.15 1.14 1.19
Allowance for credit losses as a percentage of loans

held for investment 245 1.26 1.16 1.16 1.20
Allowance for loan losses to nonperforming loans

held for investment 0.69 x 155 x 300 x 324 x 214 x
® The allowance for credit losses is the sum of the allowance for loan losses and the reserve for unfunded lending commitments.
@ In 2008, TSFG reclassified certain loan balances. Amounts presented for prior periods have been reclassified to conform

to the current presentation.

@ At December 31, 2008, approximately 67% of nonaccrual loans — mortgage were located in Florida and approximately

79% wete jumbo mortgages.

TSFG’s nonperforming asset ratio (nonpetforming assets as a percentage of loans and foreclosed property) increased to
4.10% at December 31, 2008 from 0.88% at December 31, 2007. The increase in nonperforming assets was primarily attributable
to accelerated market deterioration in residential housing and development-related loans, principally in Florida markets.
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Tables 8 and 9 ptresent CRE nonaccrual loans and CRE loans 90 days past due still accruing interest by geography and
product type.

Table 8
Commercial Real Estate Nonaccrual Loans

(dollars in thousands)
December 31, 2008 CRE Nonaccrual Loans HFI (""NAL") by Geography

SC,Excl Coastal Western Central  North South  Tampa Total % of

Coastal sC NC FL FL FL Bay CRE NAL NALY
CRE Nonaccrual Loans by
Product Type
Completed income property $ 2203 $ 11,151 ¢§ 8219 ¢ 11374 § 3760 $ 6,103 § 16,089 § 58,899 169 %
Residential A&D 3,594 2,560 21,779 1,745 3,873 788 9,817 44,156 12.6
Commercial A&D 390 5,930 1,065 123 - 5,250 1,017 13,775 3.9
Commertcial construction - - 624 - - 3,733 11,395 15,752 4.5
Residential construction 915 1,792 8,040 6,424 2,986 11 - 20,168 5.8
Residential condo 8,193 2,835 93 - - 7,992 5,781 24894 7.1
Undeveloped land 1,069 351 310 10,378 5,332 7,431 27,858 52,729 15.1

Total CRE Nonaccrual Loans $ 16,364 $§ 24,619 § 40,130 § 30,044 § 15951 § 31,308 § 71,957 $230,373 65.9 o,

CRE Nonaccrual Loans as %
of Total Nonaccrual Loans HFT 4.7% 7.0% 11.5% 8.6% 4.6% 8.9% 20.6% 65.9%

® Calculated as a petcent of nonaccrual loans held for investment, which totaled $349.4 million at December 31, 2008. Excludes
nonaccrual loans held for sale, which totaled $16.3 million at December 31, 2008.

Table 9
Commercial Real Estate Loans HFI Past Due 90 Days or Mote and Interest Accruing

(dollars in thousands)
December 31, 2008 CRE 90+ Days Past Due ("90+ PD") by Geography

SC, Excl Coastal Western Cental Total
Coastal SC NC FL CRE 90+ PD
CRE 90+ Days Past Due by Product Type
Completed income property $ - $ - % 210 $ - 3 210
Residential A&D 8,199 7,428 - - 15,627
Undeveloped land - - 13 12,155 12,168
Total CRE 90+ PD $ 8,199 $ 7,428 $ 223§ 12,155 % 28,005

Subsequent to December 31, 2008, $12.1 million of the $28.0 million shown in the table above was placed on
nonacctual status. Table 10 provides detail regarding commercial real estate loans past due 30 days or more.

Table 10
Commercial Real Estate Loans Past Due 30 Days or More (excluding nonaccruals)

(dollars in thousands)

December 31, 2008 December 31, 2007
Balance % of CRE Balance % of CRE
Notth Carolina $ 21,364 053 % § 10,029 024 %
South Carolina 34,268 0.84 1,889 0.05
Florida 44,471 1.09 14,383 0.34
Total CRE loans past due 30 days or more $ 100,103 246 % § 26,301 0.63 %

Potential problem loans consist of commercial loans that are performing in accordance with contractual terms but for
which management has concetns about the ability of an obligor to continue to comply with repayment terms because of the
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obligot’s potential operating ot financial difficulties. These loans are identified through our internal risk grading processes.
Management monitors these loans closely and teviews their performance on a regular basis. Table 11 provides additional detail
regarding potential problem loans.

Table 11
Potential Problem Loans

(dollars in thousands)
December 31, 2008

Outstanding Principal Balance

Percentage of

Number of Loans Held for
Loans Amount Investment
Latge potential problem loans ($5 million ot more) 23 $ 217,688 2.13 o
Small potential problem loans (less than $5 million) 732 282,189 2.77
Total potential problem loans 755 $ 499,877 4.90 %

MIncludes commercial and industrial, commercial real estate, and owner-occupied real estate.
Allowance for Loan Losses and Reserve for Unfunded 1ending Commitments

The allowance for loan losses represents management’s estimate of probable incurred losses inherent in the lending
portfolio. The adequacy of the allowance for loan losses (the “Allowance”) is analyzed quarterly. For purposes of this analysis,
adequacy is defined as a level sufficient to absotb probable incurred losses in the portfolio as of the balance sheet date presented. The
methodology employed for this analysis is as follows.

Management’s ongoing evaluation of the adequacy of the Allowance considers both impaired and unimpaired loans and
takes into consideration TSFG’s past loan loss experience, known and inherent risks in the portfolio, existing advetse situations
that may affect the borrowers’ ability to repay, estimated value of any underlying collateral, an analysis of guarantees and an
analysis of cutrent economic factors and existing conditions.

TSFG, through its lending and credit functions, continuously reviews its loan portfolio for credit risk. TSFG employs an
independent credit review area that reviews the lending and credit functions and processes to validate that credit risks are
appropriately identified and addressed and reflected in the risk ratings. Using input from the credit risk identification process, the
Company’s credit risk management area analyzes and validates the Company’s Allowance calculations. The analysis includes four
basic components: genetal allowances for loan pools segmented based on similar tisk charactetistics, specific allowances for
individually impaired loans, subjective and judgmental qualitative adjustments based on identified economic factors and existing
conditions and other risk factors, and the unallocated component of the Allowance (which is determined based on the overall
Allowance level and the determination of a range given the inherent imprecision of calculating the Allowance).

Management reviews the methodology, calculations and results and ensures that the calculations are appropriate and
that all matetial risk elements have been assessed in order to determine the approptiate level of Allowance for the inherent losses
in the loan portfolio at each quarter end. The Allowance for Credit Losses Committee is in place to ensute that the process is
systematic and consistently applied.

The following chatt reflects the various levels of reserves included in the Allowance:

Level I General allowance calculated based upon historical losses

Level IT Specific resetves for individually impaired loans

Level 111 Subjective/judgmental adjustments for economic and other risk factors
Unfunded Reserves for off-balance sheet (unadvanced) exposure

Unallocated Represents the imprecision inherent in the previous calculations

Total Represents summation of all reserves
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Level I Roserves. The first reserve component is the genetal allowance for loan pools segmented based on similar risk
characteristics that are determined by applying adjusted historical loss factors to each loan pool. This part of the methodology is
governed by SFAS No. 5, “Accounting for Contingencies.” The general allowance factors are based upon recent and historical
charge-off experience and ate applied to the outstanding portfolio by loan type and internal risk rating. Historical loss analyses of
the previous 12 quatters provide the basis for factors used for homogenous pools of smaller loans, such as indirect auto and
other consumer loan categoties which generally are not evaluated based on individual risk ratings but almost entirely based on
historical losses. The loss factors used in the Level I analyses ate adjusted quartetly based on loss trends and risk rating
migrations.

TSFG generates historical loss ratios from actual loss history for eight subsets of the loan portfolio over a 12 quarter
period (3 years). Commercial loans ate sorted by risk rating into four pools—Pass, Special Mention, Substandard, and Doubtful.
Consumer loans are sorted into four pools by product type—Direct, Indirect, Revolving, and Mortgage.

The adjusted loss ratio for each pool is multiplied by the dollar amount of loans in the pool in order to create a range.
We then add and subtract five percent (5.0%) to and from this amount to create the upper and lower boundaries of the range.
The upper and lower boundary amounts for each pool are summed to establish the total range. Although TSFG generally uses
the actual historical loss rate, on occasion management may decide to select a higher or lower boundary based on known market
trends or internal behaviors that would impact the performance of a specific portfolio grouping. The Level I reserves totaled
$81.8 million at December 31, 2008, based on the portfolio historical loss rates, compared to $48.7 million at December 31, 2007.

Level II Reserves. The second component of the Allowance involves the calculation of specific allowances for each
individually impaired loan in accordance with SFAS No. 114, “Accounting by Creditors for Impairment of a Loan.” In situations
where a loan is determined to be impaited (ptimatily because it is probable that all principal and interest amounts due according
to the terms of the note will not be collected as scheduled), a specific reserve may or may not be warranted. Upon examination of
the collateral and other factors, it may be determined that TSFG reasonably expects to collect all amounts due; therefore, no
specific reserve is watranted. Any loan determined to be impaired (whether a specific reserve is assigned or not) is excluded from
the Level I calculations described above.

TSFG tests a broad group of loans for impairment each quatter (this includes all loans over $500,000 that have been
placed in nonaccrual status). Once a loan is identfied as impaired, reserves are based on a thorough analysis of the most probable
source of repayment which is normally the liquidation of collateral, but may also include discounted future cash flows or the
market value of the loan itself. Generally, for collateral dependent loans, cutrent market appraisals are utilized for larger credits;
however, in situations where a cuttent market appraisal is not available, management uses the best available information
(including appraisals for similar properties, communications with qualified real estate professionals, information contained in
reputable publications and other observable market data) to estimate the current fair value (less cost to sell) of the subject
property. TSFG had Level II reserves of $44.4 million at December 31, 2008, compared to $11.3 million at December 31, 2007.

Level ITT Reserves. 'The third component of the Allowance represents subjective and judgmental adjustments determined
by management to account for the effect of risks or losses that are not fully captured elsewhere. This part of the methodology is
calculated in accordance with SFAS 5 and reflects adjustments to historical loss experience to incorporate current economic
conditions and other factors which impact the inherent losses in the portfolio. This component includes amounts for new loan
ptoducts or portfolio categories which are deemed to have risks not included in the other reserve elements as well as
macroeconomic and other factors. The qualitative tisk factors of this third allowance level are more subjective and require a high
degree of management judgment. Currently, Level III Reserves include additional reserves for current economic conditions, the
commetcial real estate concentration in the portfolio, and an additional adjustment to represent declining land values.

During first quarter 2008, undeveloped land loans were experiencing distressed default rates, and higher loss severities
wete expected. TSFG performed two separate analyses to determine an accurate adjustment to this category. Both analyses
concluded that an adjustment to the allowance of $23.8 million was appropriate. This adjustment was added to the Allowance in
the Florida Bank segment for the first time during first quarter 2008. This analysis was updated during 2008 with updated loan
balances on this subportfolio using an adjusted appraisal discount, which resulted in the new Level III allowance component
increasing to $35.2 million at December 31, 2008, of which $33.4 million was allocated to Florida loans and $1.8 million was
allocated to North Carolina loans.
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TSEG also experienced an increase in losses in the indirect portfolio, as $14.1 million was charged-off (net of
recoveries) during 2008, compared to $6.0 million in 2007. As a result of that recognizable increase and a similar stress on lot
loans (see next paragraph), an adjustment was made to the component of economic conditions increasing that portion of the
Allowance by $12.2 million.

The Company has begun to expetience stress in the Direct Consumer Portfolio related to consumet lot loans in some
coastal communities. TSFG experienced elevated losses in this portfolio during fourth quarter 2008, and anticipates additional
stress during 2009. Due to this anticipated stress, the Company created an adjustment for this portfolio (in addition to the
economic conditions adjustment mentioned above) which added approximately $4.5 million to the allowance from 2007 year end.

As a result of the areas mentioned above, the Level 111 Reserves increased to $117.0 million at December 31, 2008, from
$66.4 million at December 31, 2007.

Reserve for Unfunded Commitments. At December 31, 2008 and 2007, the reserve for unfunded commitments was $2.8
million and $2.3 million, respectively. This reserve is determined by formula; historical loss ratios are multiplied by potential usage
levels (i.e., the difference between actual usage levels and the second highest historical usage level).

Unallocated Reserves. The calculated Level I, 1T and III reserves are then segregated into allocated and unallocated
components. The allocated component is the sum of the loss estimates at the lower end of the probable loss ranges, and is
distributed to the loan categoties based on the mix of loans in each category. The unallocated portion is calculated as the sum of
the differences between the actual calculated Allowance and the lower boundaty amounts for each category in our model. The
sum of these differences at December 31, 2008 was $13.9 million, up from $6.0 million at December 31, 2007. The unallocated
Allowance is the result of management’s best estimate of risks inherent in the portfolio, economic uncertainties and other
subjective factors, including industry trends, as well as the imprecision inherent in estimates used for the allocated portions of the
Allowance. Management reviews the overall level of the Allowance as well as the unallocated component and considers the level
of both amounts in determining the appropriate level of reserves for the overall inherent risk in TSFG’s total loan portfolio.

Changes in the Level IT reserves (and the overall Allowance) may not correlate to the relative change in impaired loans
depending on a number of factors including whether the impaired loans are secured, the collateral type, and the estimated loss
severity on individual loans. Specifically, impaired loans increased to $287.5 million at December 31, 2008 from $68.1 million at
December 31, 2007, primarily atttibutable to commercial real estate loans in Florida. Most of the loans contributing to the
increase were over $500,000 and were evaluated for whether a specific reserve was warranted based on the analysis of the most
probable soutce of repayment including liquidation of the collateral. Based on this analysis, the Level II Reserves increased 292%
compared to the 322% increase in impaired loans.

Changes in the other components of the Allowance (reserves for Level I, Level III, unallocated, and unfunded
commitments) are not related to specific loans but reflect changes in loss experience and subjective and judgmental adjustments
made by management. For example, due to indicators of stress on the land portfolio in Florida and other credit quality indicators,
these reserves were increased by $35.2 million during 2008.

Assessing the adequacy of the Allowance is a process that requires considerable judgment. Management's judgments are
based on numerous assumptions about cutrent events, which we believe to be reasonable, but which may or may not be valid. Thus,
there can be no assurance that loan losses in future periods will not exceed the current Allowance amount ot that future increases in
the Allowance will not be requited. No assurance can be given that management's ongoing evaluation of the Joan portfolio in light of
changing economic conditions and other televant circumstances will not require significant future additions to the Allowance, thus
adversely affecting the operating results of TSFG.

The Allowance is also subject to examination and adequacy testing by regulatory agencies, which may consider such factors
as the methodology used to determine adequacy and the size of the Allowance relative to that of peer institutions, and other adequacy
tests. In addition, such regulatory agencies could require us to adjust our Allowance based on information available to them at the
time of their examination.

Table 12, which summarizes the changes in the Allowance, and Table 13, which reflects the allocation of the Allowance at
the end of each yeat, provides additional information with respect to the activity in the Allowance.

39



Table 12

Summary of Loan Loss Experience

(dollars in thousands)

December 31,
2008 2007 2006 2005 2004
Allowance for loan losses, beginning of year $ 126427 $ 111,663 $ 107,767 $ 96,434 $ 72,811
Purchase accounting adjustments - - - 3,741 20,682
Allowance adjustment for loans sold - - (3,089) - (5006)
Charge-offs:
Commetcial and industtial 44,647 18,651 16,440 22,989 20,806
Commercial owner-occupied real estate 3,671 2,576 1,693 652 2,040
Commercial real estate 135,414 12,714 10,638 7,436 5,295
Indirect - sales finance 14,927 6,582 4,205 4,658 5,335
Consumer lot loans 14,349 15,225 83 7 43
Direct retail 731 1,117 1,468 1,221 1,565
Home equity 6,239 1,284 1,452 1,428 1,198
Mortgage loans 10,983 1,259 644 823 721
Total loans charged-off 230,961 59,408 36,623 39,214 37,003
Recoveries:
Commercial and industrial 2,577 3,898 6,522 4,652 2,754
Commetcial ownet-occupied real estate 179 270 739 73 147
Commercial real estate 2,544 1,440 1,699 1,269 1,145
Inditect - sales finance 794 538 746 522 590
Consumer lot loans 680 9 3 4 2
Ditect retail - 339 311 325 526
Home equity 180 285 241 379 304
Mortgage loans 597 68 - 89 3
Total Joans recovered 7,551 6,847 10,261 7,313 5,471
Net charge-offs 223,410 52,561 26,362 31,901 31,532
Additions through provision expense 344,069 67,325 33347 39,493 34979
Allowance for loan losses, end of year $ 247,086 $ 126,427 § 111,663 $ 107,767 $ 96,434
Average loans held for investment $ 10,351,897 $ 9,985,751 $ 9,581,602 $ 8848279 $ 6,909,545
Loans held for investment (period end) 10,192,072 10,213,420 9,701,867 9,439,395 8,107,757
Net charge-offs as a percentage of average loans
held for investment 216 o, 0.53 o 0.28 oy 0.36 o, 0.46
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Table 13
Composition of Allowance for Loan Losses
(dollars in thousands)

December 31,
2008 2007 2006 2005 2004

Commercial and industrial $ 58712 $§ 35834 $ 32,004 $ 27,130 $ 24,588
Commercial owner-occupied real estate 27,533 14,875 10,321 10,599 11,742
Commercial real estate 108,125 56,519 52,080 45,957 35,915
Indirect - sales finance 9,750 6,499 4,623 8,825 10,500
Consumer lot loans 7,470 879 1,201 1,777 969
Direct retail 3,160 304 330 614 1,044
Home equity 12,154 2,369 2,256 3,309 4811
Mortgage loans 6,245 3,132 2,487 3,965 2,092
Unallocated 13,937 6,016 6,361 5,591 4,773

Total § 247,086 § 126,427 § 111,663 $§ 107,767 $ 96,434

Table 14 provides additional detail for 2008 commercial real estate net charge-offs.

Table 14
CRE Net Charge-Offs by Product Type
(dollars in thousands)

Year Ended December 31, 2008 CRE Net Charge-Offs ("NCO") by Geography

SC, Excl Coastal Western Central North South  Tampa Total % of
Coastal SC NC FL FL FL Bay CRENCO NCO
CRE Net Charge-Offs by
Product Type
Completed income property $ 1931 § 314 $ 2,881 $ 4,707 $ 1511 § 2656 § 1200 § 15200 6.8 %
Residential A&D 643 562 5,239 12,538 11,190 - 11,825 41,997 188
Commercial A&D 245 1,450 241 179 - 765 8,424 11,304 5.1
Commercial construction - - 755 - - 3,005 - 3,760 1.7
Residential construction 1,061 1,059 1,448 2,085 3,439 - - 9,092 4.1
Residential condo 1,053 1,000 185 943 140 6,566 20,375 30,262 135
Undeveloped land 150 - 1,423 611 10,218 6,831 2,022 21,255 9.5

Total CRE Net Charge-Offs §_5.083 § 4385 § 12172 § 21063 $ 26498 § 19823 § 43846 § 132870 595 %

CRE Net Charge-Offs as %
of Total Net Charge-Offs 2.3% 2.0% 5.4% 9.4% 11.9% 8.9% 19.6% 59.5%

In addition to the allowance for loan losses, TSFG also estimates probable losses related to binding unfunded lending
commitments. The methodology to determine such losses is inherently similar to the methodology utilized in calculating the
allowance for commercial loans, adjusted for factors specific to binding commitments, including the probability of funding. The
reserve for unfunded lending commitments is included in other liabilities on the balance sheet. Changes to the reserve for
unfunded lending commitments are made by changes to the provision for credit losses. (See Item 8, Note 8 to the Consolidated
Financial Statements for information regarding the teserve for unfunded lending commitments, which information is
incorporated herein by reference.)

Securities

TSFG uses the investment secutities portfolio for several purposes. It serves as a vehicle to manage interest rate risk, to
generate interest and dividend income, to provide liquidity to meet funding requirements, and to provide collateral for pledges on
public deposits, TT&L advances, FHLB advances, detivatives, and securities sold under repurchase agreements. TSFG sttives to
provide adequate flexibility to proactively manage cash flow as market conditions change. Cash flow may be used to pay-off
borrowings, to fund loan growth, ot to reinvest in securities at then cuzrent market rates. Table 15 shows the carrying values of the
investment securities portfolio at the end of each of the last five years.
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Table 15
Investment Securities Portfolio Composition
(dollars in thousands)

December 31,
2008 2007 2006 2005 2004
Trading Account (at fair value)
U.S. Treasury $ - $ - % -9 22 % -
U.S. Government agencies - - - 137 -
State and municipal - - - 1,243 -
- - - 1,402 -

Securities Available for Sale (at fair value)
U.S. Treasury 2,069 27,592 166,719 182,468 234,538
U.S. Government agencies 313,729 503,571 653,034 656,442 930,046
Agency mortgage-backed securities 1,468,639 1,088,427 1,400,288 1,688,862 2,502,440
Private label mortgage-backed secutities 12,771 . - - -
State and municipal 262,248 302,586 341,488 373,892 272,535
Other investments:

Corporate bonds 9,963 20,380 113,365 112,246 141,970

Federal Home Loan Bank ("FHLB") stock 35,536 35,333 52,246 67,553 72,733

Community bank stocks 672 4,988 12,406 10,067 14,899

Federal National Mortgage Association preferred stock - - - - 50,062

Federal Home Loan Mortgage Corporation preferred stock - - - - 11,990

Other equity investments 1,567 3335 3,910 4,037 3,630

2,107,194 1986212 2743456 3095567 4,234,843

Securities Held to Maturity (at amortized cost)

State and municipal 22,609 39,451 52,208 62,548 75,145

Other investments 100 240 100 100 100

22,709 39,691 52,308 62,648 75,245

Total $ 2129903 § 2025903 § 2795764 $ 3,159,617 § 4,310,088
Total securities as a percentage of total assets 15.7% 14.6% 19.7% 22.1% 31.2%

Securities (i.e., trading securities, securities available for sale, and securities held to maturity), excluding the unrealized
loss on available for sale securities, averaged $2.1 billion in 2008, 17.3% below the average for 2007 of $2.5 billion. The average
tax-equivalent portfolio yield decreased in 2008 to 4.65% from 4.81% in 2007. The securities yield decreased primarily due to an
overall decline in interest rates resulting in reinvestment of maturities and calls at lower yields.

The expected duration of the debt securities portfolio was approximately 2.9 years at December 31, 2008, a decrease
from approximately 3.3 years at December 31, 2007. If interest rates rise, the duration of the debt securities portfolio may extend.
Conversely, if interest rates fall, the duration of the debt securities portfolio may decline. Since total securities include callable
bonds and mortgage-backed secutities, security paydowns are likely to accelerate if interest rates fall or decline if interest rates
rise. Changes in interest rates and related prepayment activity impact yields and fair values of TSFG’s securities.

The available for sale portfolio constituted 98.9% of total securities at December 31, 2008. Management believes that
maintaining most of its securities in the available for sale category provides greater flexibility in the management of the overall
investment portfolio. The majority of these securities are government or agency securities and, therefore, pose minimal credit risk.

Approximately 57% of mortgage-backed securities (“MBS”) are collateralized mortgage obligations (“CMOs™) with an
average expected duration of 4.3 years. At December 31, 2008, approximately 15% of the MBS portfolio was vatiable rate or hybrid
variable rate, where the rate adjusts on an annual basis after a specified fixed rate period, generally ranging from one to ten years.

In second quarter 2008, TSFG recorded $927,000 in other-than-temporary impairment on its corporate bond portfolio due

to a change in intent to hold the securities until a recovery in value based on a change in investment strategy. In third quarter 2008,
TSEG sold approximately $8.4 million of corporate bonds and recognized a gain on sale of approximately $129,000. Additionally in
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2008, TSFG tecotded $2.1 million in othet-than-tempotaty impairment on certain community bank-related investments included in
the other investments portfolio due to the severity and/or duration of the impairment. In 2007, TSFG recorded $2.9 million in other-
than-temporary impaitment on its corporate bond portfolio, and sold approximately $70 million of those bonds.

At December 31, 2008, TSFG had equity investments in two community banks located in the Southeast with a cost basis of
$727,000 and a fair value of $672,000. In each case, TSFG owns less than 5% of the community bank's outstanding common stock.
These investments in community banks are included in securities available for sale. As mentioned above, in 2008, TSFG recorded
$2.1 million in other-than-tempotary impairment on cettain of these investments and certain community bank-related investments
included in othet equity investments. Durting 2007, TSFG sold approximately $6 million of such securities for a net gain of $1.7
million.

The net unrealized gain on secutities available for sale (pre-tax) totaled $10.9 million at December 31, 2008, compared with
2 $48.8 million loss at December 31, 2007, ptimarily due to a dectease in long term interest rates. If interest rates increase, credit
spreads widen, and/or market illiquidity worsens, TSFG expects its net unrealized gain on securities available for sale to decrease. See
Item 1, Note 6 to the Consolidated Financial Statements for information about TSFG’s securities in unrealized loss positions.
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Table 16 shows the credit risk profile of the securities portfolio for the years ended December 31, 2008 and 2007.

Table 16

Investment Securities Portfolio Credit Risk Profile

(dollats in thousands)

Government and agency
U.S. Treasury

U.S. Government agencies ®

Agency mortgage-backed securities (MBS) e
Federal Home Loan Bank Stock
Total government and agency
State and municipal @@
Pre-funded with collateral or AAA-rated backed by
Texas Permanent School Fund
Undetlying issuer ot collateral rated A or better (including
South Catolina State Aid)
Undetlying issuer ot collateral rated BBB
Non-rated
Total state and municipal
Corporate bonds
AA ot A-rated
BBB-rated
Total corporate bonds
Private label mortgage-backed securities AAA-rated @

Community bank stocks and other
Total securities

Percent of total securities:

Rated A or higher
Investment grade

December 31, 2008 December 31, 2007
Balance % of Total Balance % of Total
$ 2,069 01 % § 27,592 1.4 o,
313,729 14.7 503,571 249
1,468,639 68.9 1,088,427 53.7
35,536 1.7 35,333 1.7
1,819,973 85.4 1,654,923 81.7
188,598 8.9 214,675 10.6
81,238 38 102,187 5.1
7,344 0.3 12,930 0.6
7,677 0.4 12,245 0.6
284,857 13.4 342,037 16.9
9,963 0.5 17,068 0.8
- - 3,312 0.2
9,963 0.5 20,380 1.0
12,771 0.6 - -
2,339 0.1 8,563 0.4
$ 2,129,903 100.0 % § 2,025,903 100.0 %
99.2 % 98.2 %
99.5 99.0

® At December 31, 2008, these numbers include, in the aggregate, $172.8 million and $1.5 billion related to senior debt and MBS,

respectively, issued by FNMA and FHLMC.

@  Current policies restrict MBS/CMO purchases to agency-backed and a small percent of private-label securities and prohibit

securities collateralized by sub-prime assets.

® At December 31, 2008 and 2007, state and municipal secutities include $22.6 million and $39.5 million, respectively, of secutities

held to maturity at amortized cost.

@ Ratings shown above do not reflect the benefit of guarantees by bond insurers. At December 31, 2008 and 2007, $39.1
million and $43.5 million, respectively, of municipal bonds are guaranteed by bond insurers.
® At December 31, 2008, the breakdown by current bond rating is as follows: $188.6 million pre-funded with collatetal or
AAA-rated backed by Texas Permanent School Fund, $7.7 million AAA-rated, $83.7 million AA or A-rated, $2.6 million

BBB-rated, and $2.3 million non-rated.

Note: Within each category, securities are ordeted based on tisk assessment from lowest to highest. TSFG holds no collateralized

debt obligations, or subotdinated debt or equity investments in FNMA or FHLMC.

Table 17 shows the contractual maturity schedule for securities held to maturity and securities available for sale at
December 31, 2008. Expected maturities may differ from contractual maturities because issuers may have the right to call or ptepay

obligations. The table also reflects the weighted average yield of the investment securities.
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Table 17

Investment Securities Maturity Schedule

(dollars in thousands)

Available for Sale -- Fair Value

After One After Five No
Within But Within  But Within After Contractual

One Year Five Years Ten Years Ten Years Maturity @ Total
U.S. Treasury $ 2,069 $ - $ - $ - $ - $ 2,069
U.S. Government agencies - 167,543 3,001 143,185 - 313,729
Agency mortgage-backed securities 40,765 284,730 180,151 962,993 - 1,468,639
Private label mortgage-backed securities - - - 12,771 - 12,771
State and municipal 37,445 166,023 52,013 6,767 - 262,248
Other investments 9,968 2 - - 37,768 47,738

§ 90,247 $ 618298 $ 235,165 $ 1,125,716 $ 37,768 $ 2,107,194
Weighted Average Yield
U.S. Treasuty 5.93 % - % - % - % - % 5.93 %
U.S. Government agencies - 3.38 5.36 5.63 - 4.46
Agency mortgage-backed securities 4.99 4.76 4.36 4.53 - 4.61
Private label mortgage-backed securities - - - 531 - 5.31
State and municipal 4.42 5.14 5.64 7.28 - 5.19
Other investments 5.54 4.00 - - n/a 5.32

4.84 o, 4.50 o 4.65 o, 4.70 o, -0 4.68 o

Held to Maturity -- Amortized Cost
State and municipal $ 5,284 $ 15,628 $ 1,697 $ - $ - $ 22,609
Other investments - 100 - - - 100

$ 5284 $ 15,728 $ 1,697 $ - $ - $ 22709
Weighted Average Yield
State and municipal 6.06 % 5.61 % 532 % - % - % 570 %
Other investments - 5.48 - - - 5.48

6.06 o, 5.61 o, 5.32 o -0, -0 5.70 o,

() These secutities have no contractual maturity or yield and accordingly are excluded from the "Other Investments" yield
calculation, as well as the overall "Available for Sale" yield calculation.

Tnvestments Included in Other Assets. TSFG also invests in limited partnerships, limited liability companies (LLC's) and other
ptivately held companies. These investments are included in other assets. Fair values are estimated based on information available
as no quoted market prices ate available. In 2008, 2007, and 2006, TSFG recorded $589,000, $2.0 million, and $126,000,
respectively, in other-than-temporary impairment on these investments. Since certain of these investments are real estate-related,
additional impairment in future periods is possible. Additionally, in 2008, TSFG sold certain of these investments and recorded
$4.3 million of realized gains. At December 31, 2008, TSFG's investment in these entities totaled $18.1 million, of which $5.3
million were accounted for under the cost method and $12.8 million were accounted for under the equity method. At December
31, 2008, TSFG’s temaining commitment to advance funds on these investments was $7.2 million. At December 31, 2007,
TSEG's investment in these entities totaled $16.4 million, of which $6.9 million were accounted for under the cost method and
$9.5 million were accounted for under the equity method.

Subsequent to December 31, 2008, TSFG repurchased $6.9 million of various auction rate preferred securities from

brokerage customers who putchased the securities during 2007. Currently, the market for these securities is illiquid and TSFG
expects to record a charge of approximately $700,000 during first quarter 2009 to adjust these securities to estimated fair value
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reflective of the current market conditions. If they are redeemed by the issuer or market liquidity returns, the securities may
recover in value; however, such recovety in value can not be assured.

Goodwill

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets” (“SFAS 142”), TSFG evaluates its goodwill
annually for each reporting unit as of June 30% or more frequently if events or circumstances indicate that there may be
impaitment. The acceleration of credit deterioration in Florida and overall adverse changes in the banking industry prompted
TSEG to petform an intetim impairment evaluation of a significant portion of the recorded goodwill at each quarter-end during
2008. As a result of these evaluations, TSFG recorded goodwill impairment charges of $426.0 million in 2008, which are included
in noninterest expense in the consolidated statements of income. The fair value of the Mercantile reporting unit evaluated for
impairment was determined primarily using discounted cash flow models based on internal forecasts (90% weighting) and, to a
lesser extent, market-based trading and transaction multiples (10% weighting). The internal forecasts include certain assumptions
made by management, including expected growth rates in loans and customer funding, changes in net interest margin, credit
quality trends, and the forecasted levels of other income and expense items. Forecasts are prepared for each of the next five
years, with a terminal cash flow assigned to the remainder of the forecast horizon. A range of terminal growth rates ranging from
3% to 7% are applied to the terminal cash flow. Each petiod’s cash flow is then discounted using a range of discount rates based
on the risk-free rate plus a premium based on overall stock market volatility and the volatility of our own stock. The portion of
the estimated value detived from market-based trading and transaction multiples is based on a weighting of market multiples for
selected peer institutions based on such metrics as book value of equity, tangible equity, assets, trailing earnings, and projected
earnings. The value assigned to the teporting unit for purposes of the goodwill impairment evaluation is based on the midpoint of
the range of values determined using the method outlined above.

During first quarter 2008, TSFG recognized $188.4 million in goodwill impairment in the Mercantile banking segment
primarily due to increased projected credit costs and a related decrease in projected loan growth, as well as changes in the
measurement of segment profitability. During fourth quarter 2008, TSFG recognized an additional $237.6 million of goodwill
impairment primarily due to an increase in the discount rate used for valuing future cash flows of our Mercantile reporting unit
and a reduction in the projected cash flows ptimatily over the next two years. The range of discount rates used increased to 14%
to 18% at December 31, 2008 (from 10% to 14% in ptiot evaluations) due to increases in overall stock market volatility as well as
volatility of our stock.

In the cutrent environment, forecasting cash flows, credit losses and growth in addition to valuing the Company’s assets
with any degree of assurance is very difficult and subject to significant changes over very short periods of time. Management will
continue to update its analysis as circumstances change, and as market conditions continue to be volatile and unpredictable. In
otrder to evaluate the sensitivity of the fair value calculations on the goodwill impairment test, we applied 2 10% hypothetical
decrease to the fair values of the reporting units. This hypothetical decrease would have resulted in the carrying values of each of
the reporting units, other than Retitement Plan Administration, exceeding their adjusted fair values and would have required Step
2 of the goodwill impairment test to be performed. In addition, we estimate that, holding the other valuation assumptions
constant, 2 100 basis point reduction in the range of terminal growth rates applied to the terminal cash flows of the Carolina First
reporting unit, which has been allocated the majority of the remaining goodwill, would result in an estimated 8.5% decrease in its
fair value. A 100 basis point increase in the range of discount rates would result in an estimated 11% reduction in the fair value of
Carolina First. Accordingly, based on these sensitivity analyses, the Company has concluded that it is possible that the other
teporting units may become impaired in future periods.
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Dertvative Financial Instruments

Derivative financial instruments used by TSFG may include interest rate swaps, caps, collars, floors, options, futures and
forward contracts. Detivative contracts are primatily used to hedge identified risks and also to provide risk-management products
to customers. TSFG has derivatives that qualify for hedge accounting under SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities” (“SFAS 133”), derivatives that do not qualify for hedge accounting under SFAS 133 but
otherwise achieve economic hedging goals (“economic hedges™), as well as derivatives that are used in trading and customer
hedging programs. Table 18 shows the fair value of TSFG’s detivative assets and liabilities (which are included in other assets and
other liabilities, respectively, in the Consolidated Financial Statements), their related notional amounts, and the rates received and
paid on cash flow hedges. TSFG’s trading derivatives, economic hedges, and customer hedging programs are included in Other
Derivatives in Table 18.

Table 18
Derivative Financial Instruments
(dollass in thousands)

Floor Rate/
Notional Fixed Rate  Floating Rate Fair Value
Type/Maturity Amount Received Paid Asset Liability
Cash Flow Hedges
Prime Swaps (Ptime Loans) o
November 12, 2009 $ 150,000 3.85 % 325 % % 693 §$ -
Novembetr 16, 2009 50,000 7.75 3.25 1,937 -
November 17, 2009 100,000 3.91 3.25 521 -
December 1, 2009 20,000 7.85 3.25 832 -
December 19, 2009 35,000 7.65 3.25 1,466 -
October 1, 2010 30,000 791 3.25 2,223 -
November 1, 2010 25,000 7.97 3.25 1,951 -
November 1, 2010 40,000 8.01 3.25 3,147 -
November 12, 2010 100,000 4.47 3.25 1,413 -
May 1, 2011 112,500 8.12 3.25 5,861 -
May 1, 2011 37,500 8.12 3.25 1,954 -
July 17, 2011 15,000 8.25 3.25 1,609 -
October 1, 2011 30,000 7.95 3.25 3,149 -
July 13, 2012 20,000 8.32 3.25 2,767 -
July 16, 2012 15,000 8.27 3.25 1,955 -
July 18,2012 40,000 8.24 3.25 5,392 -
820,000 36,870 -
LIBOR Swaps (LIBOR Loans) @
August 1, 2009 150,000 2.79 1.90 1,869 -
December 1, 2009 150,000 1.84 1.90 1,404 -
December 1, 2009 150,000 1.94 1.90 1,549 -
February 1, 2010 150,000 2.95 1.90 3,382 -
June 1, 2010 100,000 2.02 1.90 1,452 -
June 1, 2010 150,000 2.05 1.90 2,240 -
850,000 11,896 -
Prime Floor (Prime Loans) &
October 1, 2009 200,000 7.75 6,873 -
Total cash flow hedges 1,870,000 55,639 -
Fair Value Hedges 220,352 various various 2,491 1,376
Other Derivatives
Forward foreign currency contracts 11,063 various vatrious 1,660 1,660
Customer swap contracts 984,897 vatious various 44,067 44 882
Options, interest rate swaps and other 162,243 various various 3,481 4,652
$ 3,248,555 $ 107,338 § 52,570

O Rate paid equals prime rate as of December 31, 2008.
@  Rate paid equals 1-month LIBOR.
®  Floor contract receives cash payments equal to the floor rate less the prime rate.
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Noninterest income included $207,000 of net losses, $1.2 million of net losses, and $3.2 million of net gains in 2008, 2007,
and 2006, respectively, for trading and detivative activities. These gains and losses include the following: the change in fair value of
derivatives that do not qualify for hedge accounting under SFAS 133, as well as the net cash settlement from these interest rate swaps;
hedge ineffectiveness; and other miscellaneous items.

Customer Hedging Programs. TSFG offers programs that permit its customers to hedge various risks, including fluctuations
in interest rates and foreign exchange rates. Through these programs, derivative contracts are executed between the customers
and TSFG. Offsetting contracts are executed between TSFG and selected third parties to hedge market risk created through the
customer contracts. The interest rates on the third party contracts are identical to the interest rates on the customer contracts. As
a result, the change in fair value of the customer contracts will generally be offset by the change in fair value of the related third-
party contracts, with the exception of any credit valuation adjustments that may be recorded. During 2008, the change in value of
customet contracts atttibutable to credit risk was a loss of $815,000. Customer contracts are frequently interest rate swaps in
conjunction with floating tate loans to achieve fixed rate financing and foreign exchange forward contracts to manage currency
risk associated with non-dollar denominated transactions.

All detivative contracts associated with these programs are cartied at fair value and are not considered hedges under
SFAS 133. The gains and losses on these contracts are included in other noninterest income. At December 31, 2008, the largest
fair value adjustment to any single customer derivative or third-party derivative totaled $1.9 million.

Fair Value Hedges. TSFG enters into interest rate swaps to effectively convert its fixed rate brokered CDs to floating
rates. The interest rate swaps are structured such that the notional amount, termination date, fixed rate and other relevant terms
match those of the brokered CD it is hedging. These interest rate swaps are designated as fair value hedges under SFAS 133 using
the “long-haul” method of assessing hedge effectiveness. Upon entering into a brokered CD, TSFG pays a commission to the
CD broker. These comtnissions are treated as prepaid fees and are amortized over the life of the related CD. Amortization of the
prepaid fees on the brokered CDs, included in interest expense, was $5.5 million and $4.6 million for 2008 and 2007, respectively.

TSFG has entered into interest rate swaps to hedge the risk created from certain indexed brokered CD products,
including equity-linked CDs and inflation-indexed CDs. These interest rate swaps are designated as fair value hedges under SFAS
133 using the “long-haul” method of assessing hedge ineffectiveness.

In 2008, 2007, and 2006, noninterest income included losses of $115,000, $481,000, and $88,000, respectively,
representing ineffectiveness of fair value hedges.

Cash Flow Hedges. TSEG uses interest rate swaps and floors to hedge the repricing characteristics of certain floating rate
assets and liabilities. The initial assessment of expected hedge effectiveness and the ongoing periodic measures of hedge
ineffectiveness ate based on the expected change in cash flows of the hedged item caused by changes in either the benchmark
interest rate or overall cash flows, depending on the specific hedge relationship. TSFG has entered into receive-fixed interest rate
swaps to hedge the forecasted interest income from prime-based and LIBOR-based loans and may enter into additional interest
rate swaps on its loans. TSFG has also purchased an interest rate floor which protects the Company from decreases in the
hedged cash flows on its ptime-based interest receipts below the strike rate on the floor. There were no significant cash flow
hedging gains or losses, as a result of hedge ineffectiveness, recognized for the years ended December 31, 2008, 2007 and 2006.

Trading. From time to time, TSFG enters into derivative financial contracts that are not designed to hedge specific
transactions or identified assets or liabilities and therefore do not qualify for hedge accounting, but are rather part of the
Company’s overall tisk management strategy. Such contracts include interest rate futures, option contracts on certain U.S. agency
debt securities, and certain other interest rate swaps that are not designated as hedges. The futures contracts are exchange-traded,
while the option contracts are over-the-counter instruments with money center and super-regional financial institution
counterparties. These contracts are marked to market through earnings each period and are generally short-term in nature.

Mortgage Loan Commitments and Forward Sales Commitments. As part of its mortgage lending activities, TSFG originates certain
residential loans and commits these loans for sale. The commitments to originate residential loans (“rate locks’) and the sales
commitments ate freestanding detivative instruments and are generally funded within 90 days. TSFG’s strategy also includes selling
mortgage loans on a pooled basis in addition to individual loan sales. As a result, the amount of time between origination date and
sale date has increased, which has increased the amount of interest rate risk associated with these loans. The value of the rate locks
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(and of the forward sale commitments mentioned below) is estimated based on indicative market prices being bid on similatly
structured mortgage backed securities.

The Company enters into forward sales commitments of closed mortgage loans to third parties at a specified price. The
forward sales commitments are entered into to economically hedge the change in fair value of the underlying mortgage loans. The
change in the value of the forward sales commitments is recognized through current period earnings. Effective January 1, 2008,
TSFG elected to account for its portfolio of mortgage loans held for sale at fair value, so these changes are also recognized
through current petiod earnings. Fair value gains or losses related to the forward sales commitments were not material for the
year ended December 31, 2008 or 2007.

Credit Risk of Derivative Financial Instraments. Entering into derivative financial contracts creates credit risk for potential
amounts contractually due to TSFG from the detivative counterparties. For contracts in a gain position, derivative credit tisk is
generally measured as the net replacement cost to TSFG in the event that a counterparty completely fails to perform under the
terms of the contract. In addition, for contracts in a liability position, detivative credit risk exists to the extent that TSFG has
posted collateral with a counterparty in excess of the fair value of the contract. Derivative credit risk related to existing bank
customets (in the case of “customer loan swaps” and foreign exchange contracts) is monitored through existing credit policies
and procedures. The effects of changes in interest rates ot foreign exchange rates are evaluated across a range of possible options
to limit the maximum exposures to individual customers. Customer loan swaps are generally cross-collateralized with the related
loan. In addition, customers may also be requited to provide margin collateral to further limit TSFG’s derivative credit risk.

Counterparty credit risk with other derivative counterparties (generally money-center and super-regional financial
institutions) is evaluated through existing policies and procedures. This evaluation considers the total relationship between TSFG
and each of the counterparties. Individual limits are established by management and approved by the credit department.
Institutional counterparties must have an investment grade credit rating and be approved by TSFG’s Asset/Liability Management
Committee and Executive Credit Committee.

A deterioration of the credit standing of one or mote of the counterparties to these contracts may result in the related
hedging relationships being deemed ineffective or in TSFG not achieving its desired economic hedging outcome.

TSFG had counterparty credit exposure to Lehman Brothers Special Financing, Inc. (“LBSF”) in connection with
derivatives. LBSF’s parent company filed for bankruptcy in 2008, triggering an event of default under the derivative agreement,
resulting in termination. During fourth quarter 2008, TSFG recognized a loss related to the termination in the amount of $1.1
million, representing the excess of the value of the securities collateral held by LBSF above the amounts owed by TSFG under
the agreement.

Please see Item 8, Note 1 to the Consolidated Financial Statements for a description of TSFG’s significant accounting
policies.

Deposits

Deposits remain TSFG's primary soutce of funds. Average customer deposits equaled 61.9% of average total funding in
2008 and 62.7% in 2007. TSFG faces strong competition from other banking and financial services companies in gathering deposits.
TSEG also maintains short and long-term wholesale sources, including federal funds, repurchase agreements, Federal Reserve
borrowings, brokered CDs, and FHLB advances to fund a portion of loan demand and, if appropriate, any increases in investment

secutities.

Table 19 shows the breakdown of total deposits by type of deposit and the respective percentage of total deposits, while
Table 20 shows the breakdown of customer funding by type.
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Table 19

Types of Deposits

(dollars in thousands)

December 31,
2008 2007 2006 2005 2004

Noninterest-bearing demand deposits $ 1,041,140 $ 1,127,657 $ 1,280,908 $ 1,458,914 $ 1,237,877
Interest-bearing checking 1,078,921 1,117,850 1,208,125 1,162,891 816,933
Money market accounts 1,834,115 2,188,261 2,435,413 2,290,134 2,704,287
Savings accounts 190,519 158,092 181,192 187,101 192,769
Time deposits under $100,000 1,863,520 1,442,030 1,272,056 1,246,791 836,386
Time deposits of $100,000 or more 1,488,735 1,496,270 1,514,615 1,549,925 665,820

Customer deposits @ 7,496,950 7,530,160 7,892,309 7,895,756 6,454,072
Brokered deposits 1,908,767 2,258,408 1,624,431 1,338,681 1,216,872

Total deposits $ 9,405,717 $ 9,788,568 $ 9,516,740 $ 9,234,437 $ 7,670,944
Percentage of Deposits
Noninterest-bearing demand deposits 111 % 115 % 134 % 158 % 16.1
Interest-bearing checking 11.5 114 127 12.6 10.6
Money market accounts 19.5 22.4 25.6 24.8 353
Savings accounts 2.0 1.6 1.9 2.0 2.5
Time deposits under $100,000 19.8 14.7 134 13.5 10.9
Time deposits of $100,000 or more 15.8 15.3 15.9 16.8 8.7

Customer deposits 79.7 76.9 82.9 85.5 84.1
Brokered deposits 20.3 23.1 17.1 14.5 15.9

Total deposits 100.0 % 100.0 % 100.0 % 100.0 % 100.0
®  TSFG defines customer deposits as total deposits less brokered deposits.
Table 20
Types of Customer Funding
(dollars in thousands)

December 31,
2008 2007 2006 2005 2004

Customer deposits $ 7,496,950 $ 7,530,160 $ 7,892,300 $ 7,895,756 $ 6,454,072
Customer sweep accounts 493012 648311 500,288 305,815 373,196

Customer funding $ 7,989,962 $ 8,178471 $ 8,392,597 $ 8,201,571 $ 6,827,268

®  TSFG defines customer deposits as total deposits less brokered deposits.

@ TSFG includes customer sweep accounts in short-term borrowings on its consolidated balance sheet.

%

%

At December 31, 2008, petiod-end customer funding decreased $188.5 million, or 2.3%, from December 31, 2007, as
increases in time deposits and savings accounts due to several promotions duting the year were more than offset by decreases in all
other customer deposit categories and customer sweeps. Public deposits totaled approximately $697 million at December 31, 2008,
compared to $582 million at December 31, 2007. This increase was more than offset by a decrease in commercial deposits at
December 31, 2008 relative to December 31, 2007 due in part to lower overall liquidity from commercial customers and customers
seeking diversification among banks to avoid deposit levels in excess of FDIC insurance limits (which increased to $250,000 in

October 2008).

TSFG is participating in the Temporary Liquidity Guarantee Program’s full coverage of noninterest-bearing deposit
transaction accounts and cettain intetest-bearing checking accounts (for which the rate paid will not exceed 50 basis points)
regardless of dollar amount through December 31, 2009 (see “Recent Market Developments”). In addition, in fourth quarter
2008, TSFG began participating in Cettificate of Deposit Account Registry Services (“CDARS”), a program that allows TSFG’s
customets the ability to benefit from full FDIC insurance on CD investments of up to $50 million.
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While reported in short-tetm borrowings on the consolidated balance sheet, customer sweep accounts represent excess
overnight cash to/from commercial customer operating accounts and are a source of funding for TSFG. Cutrently, sweep balances
are generated through two products: 1) collateralized customer tepurchase agreements ($449.0 million at December 31, 2008) and 2)
uninsured Eurodollar deposits ($44.0 million at December 31, 2008). These balances are tied directly to commercial customer
checking accounts, and these sweep accounts generate treasury setvices noninterest income.

TSFG uses brokered deposits and other borrowed funds as an alternative funding source while continuing its efforts to
maintain and grow its local customer funding base. Brokered deposits decteased as a percentage of total deposits since December 31,
2007, primarily due to TSFG’s issuance of preferred stock, since a portion of the proceeds were used to pay off certain brokered
deposits.

Table 25 in “Results of Operations - Net Interest Income” details average balances for the deposit portfolio for both
2008 and 2007. Compating 2008 and 2007, average customer funding decreased $150.8 million, or 1.8%. Within customer
funding, the mix continues to shift toward higher cost products, with increases in average time deposits and customer sweep
accounts mote than offset by a decrease in all other account types. Average brokered deposits increased $91.3 million, or 4.3%.

Average customer funding equaled 66.7% of average total funding for 2008 and 67.0% for 2007. As part of its overall
funding strategy, TSFG expects to continue its focus on lowering its funding costs by ttying to improve the customer funding
level, mix, and rate paid. TSFG attempts to enhance its deposit mix by working to attract lower-cost transaction accounts
through actions such as new transaction account opening goals, new checking products, and changing incentive plans to place a
greater emphasis on lower-cost customer deposit growth. Deposit pricing is very competitive, and we expect this pricing
environment to continue, as banks compete for sources of liquidity and funding to replace funding which may not be available in
the cutrent market environment.

Table 21
Maturity Distribution of Time Deposits of $100,000 or More
(dollats in thousands)

Three months or less $ 363,945
Opver three through six months 334,695
Opvet six through twelve months 557,682
Over twelve months 232,413

Total outstanding § 1,488,735
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Borrowed Funds

Table 22 shows the breakdown of total botrowed funds by type.

Table 22

Types of Borrowed Funds

(dollars in thousands)

Short-Term Borrowings

Federal Reserve borrowings

Customer sweep accounts

Federal funds purchased and repurchase agreements
Commercial paper

Treasuty, tax and loan note

FHLB advances

Long-Term Borrowings
FHLB advances
Repurchase agreements
Subordinated notes

Mandatorily redeemable preferred stock of REIT subsidiary

Note payable
Employee stock ownership plan note payable
Purchase accounting premiums, net of amortization
Total long-term borrowings
Total borrowings
Less: customer sweep accounts
Add: brokered deposits™
Total wholesale borrowings

Total wholesale borrowings as a percentage of total assets

December 31,

008 2007 2006 2005 2004

1,050,000 $ - % - 3% - % .
493,012 648,311 500,288 305,815 373,196
67,309 206,216 920,811 1,115,486 1,210,299
12,537 30,828 32,631 32,933 29,405
3,516 752,195 139,989 20,131 14,111

- - 175,000 - -
1,626,374 1,637,550 1,768,719 1,474,365 1,627,011
233 497 223,087 328,113 852,140 1,057,167
200,000 200,000 521,000 821,000 1,665,134
216,704 216,704 188,871 155,695 155,695
56,800 56,800 89,800 89,800 89,800
768 786 828 865 900

- - 200 500 800

- 963 1,663 2,151 2,774

707,769 698,340 1,130,475 1,922,151 2,972,270
2,334,143 2,335,890 2,899,194 3,396,516 4,599,281
(493,012 (648,311) (500,288) (305,815) (373,196)
1,908,767 2,258,408 1,624,431 1,338,681 1,216,872
3,749,898 $ 3945987 § 4023337 § 4429382 § 5442957
27.6% 28.4% 28.3% 30.9% 39.4%

O TSFG includes brokered deposits in total deposits on its consolidated balance sheet.

TSFG uses both short-term and long-term borrowings to fund growth of earning assets in excess of deposit growth. In
2008, average borrowings totaled $2.4 billion, compared with $2.5 billion in 2007.

Period-end wholesale borrowings decreased to $3.7 billion at December 31, 2008, compared to $3.9 billion at December
31, 2007 primarily due to TSFG’s issuance of preferred stock, since a portion of the proceeds were used to pay off certain brokered

deposits.

Table 23 shows balance and interest rate information on TSFG's short-term borrowings.
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Table 23
Short-Term Borrowings
(dollars in thousands)

Maximum Interest
Outstanding Rate at
at any Average Average Ending Year
Year Ended December 31 Month End  Balance  Interest Rate Balance End
2008
Federal Reserve borrowings $ 1,150,000 § 478,954 1.82 % § 1,050,000 0.28 %
Customer sweep accounts 741,206 580,882 1.98 493,012 0.58
Federal funds purchased and repurchase agreements 589,229 329,503 2.52 67,309 0.05
Commercial paper 31,053 22,507 4.24 12,537 3.30
Treasuty, tax and loan note 625,470 178,945 2.45 3,516 0.07
FHLB advances 250,000 35,662 2.44 - -
$ 1,626,453 214 o, § 1,626,374 0.38 o,
2007
Customer sweep accounts $ 648311 § 525,606 432 % $ 648311 3.79 %
Federal funds purchased and reputchase agreements 1,048,334 767,413 5.17 206,216 3.70
Commercial paper 35,704 33,454 5.35 30,828 5.04
Treasury, tax and loan note 752,195 227,045 4.94 752,195 4.13
FHLB advances 175,000 83,288 5.37 - -
$ 1,636,806 4.88 o, § 1,637,550 3.96 o,
2006
Customer sweep accounts $ 500288 $ 349,963 436 % § 500,288 444 %
Federal funds purchased and repurchase agreements 1,462,673 1,225,832 5.06 920,811 5.27
Commercial paper 39,532 35,122 5.12 32,631 5.36
Treasuty, tax and loan note 140,821 68,280 4.93 139,989 5.18
FHLB advances 175,000 87,500 4.67 175,000 5.32
$ 1,766,697 490 o, § 1,768,719 5.03 o,

Daily funding needs are met through federal funds purchased and short-term brokered CDs, term TT&L, repurchase
agreements, Federal Reserve borrowings, and FHLB advances. Balances in these accounts can fluctuate on a day-to-day basis based
on availability of collateral and overall funding needs.

During 2008, TSFG recognized a loss on eatly extinguishment of debt of $2.1 million, primarily due to prepayment
penalties for FHLB advances partially offset by gains on brokered CDs for which the related swaps were called. During 2007, TSFG
recognized a loss on eatly extinguishment of debt of $2.0 million, primarily from the write-off of unamottized debt issuance costs
associated with $131.5 million of subotdinated notes and mandatorily redeemable preferred stock, with an average spread of 347 basis
points over LIBOR, which TSFG called for redemption.

Capital Resonrces and Dividends

Shareholders' equity totaled $1.6 billion, or 11.9% of total assets, compared with $1.6 billion, or 11.2% of total assets, at
December 31, 2007. Shareholders' equity remained basically flat as the net loss for the year ended 2008 (which includes the $426.0
million goodwill impairment charge) and cash dividends paid were largely offset by the net proceeds from the issuance of preferred
stock and the increase in the unrealized gain on securities available for sale and cash flow hedges.

On December 5, 2008, in connection with the Troubled Asset Relief Program Capital Purchase Program (the “CPP”),
TSEG issued 347,000 shares of perpetual preferred stock (“Seties 2008-T”) and a warrant to purchase 10.1 million shares of
common stock to the United States Department of the Treasury, with net proceeds of $347.0 million. The Series 2008-T pays
cumulative dividends at a rate of 5% per year for the first five years and thereafter at a rate of 9% per year.

53



In addition, on May 8, 2008, TSFG issued $250.0 million of mandatorily convertible non-cumulative preferred stock,
with net proceeds of $238.0 million. The convertible preferred securities pay dividends at an annual rate of 10%, have a
conversion price of $6.50 petr common share, and the remaining outstanding shares (238,700 at December 31, 2008) will convert
into approximately 36.7 million common shares by May 1, 2011.

Although these issuances strengthened TSFG’s overall capital and liquidity position and regulatory capital ratios, they
had a dilutive effect on book value per share and tangible book value per share and will have a dilutive effect on earnings per
share. (For the period ended December 31, 2008, the convertible preferred stock and the watrants are antidilutive and, as such,
are excluded from the calculation of earnings per share.)

During 2008, 11,300 shares of convertible preferred stock were converted into approximately 1.7 million common
shares. Subsequent to year-end, 48,674 shares of convertible preferred stock were converted into approximately 10.0 million
common shares, which included 2.5 million shares issued as an inducement to convert. The value of the inducement ($6.5
million) will be treated as a deemed dividend to preferred shareholders in first quarter 2009 and deducted from net income in
calculating net income available to common shareholders.

TSFG’s unrealized gain on securities available for sale and cash flow hedges, net of tax, which is included in
accumulated other comprehensive income, was $42.6 million as of December 31, 2008 compared with a $15.8 million loss at
December 31, 2007, primarily due to a decrease in long-term interest rates.

Common book value per common share at December 31, 2008 (assuming conversion of the convertible prefetred stock)
and December 31, 2007 was $14.12 and $21.40, respectively. Common tangible book value per common shate at December 31, 2008
(assuming conversion of the convertible preferred stock) and December 31, 2007 was $9.40 and $12.04, respectively. Tangible book
value was below book value as a result of goodwill and intangibles associated with acquisitions of entities and assets accounted for as
purchases. Since TSFG’s net loss for 2008 was largely due to the $426.0 million goodwill impairment charge, book value per share
decreased much more than tangible book value per share. At December 31, 2008, goodwill totaled $224.2 million, or $3.00 pet shate
($2.01 per share assuming conversion of the convertible preferred stock), and is not being amortized, while other intangibles totaled
$21.9 million and will continue to be amortized.

TSFG is subject to the risk-based capital guidelines administered by bank regulatory agencies. The guidelines are
designed to make regulatory capital requirements more sensitive to differences in risk profiles among banks and bank holding
companies, to account for off-balance sheet exposure and to minimize disincentives for holding liquid assets. Undet these
guidelines, assets and certain off-balance sheet items are assigned to broad risk categories, each with appropriate weights. The
resulting capital ratios represent capital as a percentage of total risk-weighted assets and certain off-balance sheet items. TSFG
and Carolina First Bank exceeded the well-capitalized regulatory requirements at December 31, 2008. Failure to meet minimum
capital requirements can initiate certain mandatory, and possibly additional discretionary actions by tegulators, that, if undertaken,
could have a direct material effect on our Consolidated Financial Statements.

Table 24 sets forth various capital ratios for TSFG and Carolina First Bank. Under current regulatory guidelines, debt
associated with trust preferred securities qualifies for tier 1 capital treatment. At December 31, 2008, trust preferred securities
included in tier 1 capital totaled $200.5 million. For further information regarding the regulatory capital of TSFG and Carolina First
Bank, see Item 8, Note 21 to the Consolidated Financial Statements.
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Table 24

Capital Ratios
Well Capitalized

December 31, 2008 Requirement
TSFG
Total risk-based capital 14.35 % n/a
Tier 1 risk-based capital 12.86 n/a
Leverage ratio 11.22 n/a
Carolina First Bank
Total risk-based capital 12.59 % 10.00 %
Tier 1 risk-based capital 10.88 6.00
Leverage ratio 9.49 5.00

As mentioned earlier, TSFG believes that its recorded deferred tax assets ate fully recoverable based on forecasts of future
income and current forecasts for the periods through which losses may be carried back and/or forward. However, for regulatory
purposes, approximately $44 million of net deferred tax asset (net of the amount carried back to 2007) has been deducted from ter 1
and total capital ratios for both TSFG and Carolina First Bank as capital regulations only allow a twelve-month hotizon for taxable
income projections. Accordingly, future tax benefits recorded may be excluded from regulatory capital computations.

At December 31, 2008, TSFG’s tangible equity to tangible asset ratio totaled 10.29%, an increase from 6.61% at
December 31, 2007, ptimarily due to the issuance of preferred stock.

Carolina First Bank is subject to certain regulatory restrictions on the amount of dividends it is permitted to pay. Currently,
Carolina First Bank may not pay a dividend to TSFG without regulatory approval. TSFG presently intends to pay a quarterly cash
dividend on its common stock; however, future dividends will depend upon 2 number of factors, including payment of the preferred
stock dividends, financial performance, capital requitements and assessment of capital needs. In addition, the Federal Reserve has the
authority to prohibit TSFG from paying a dividend on its common and preferred stock. On May 2, 2008, TSFG announced a
reduction in its quartetly common stock cash dividend to $0.01 per share.

TSFG, through a real estate investment trust subsidiary, had 568 mandatorily redeemable preferred shares outstanding at
December 31, 2008 with a stated value of $100,000 per share. At December 31, 2008, these preferred shares, which are reported as
long-term debt on the consolidated balance sheet, totaled $56.8 million. Under Federal Reserve Boatd guidelines, $26.3 million
qualified as tier 1 capital, and $18.3 million qualified as tier 2 capital. The terms for the preferred shares include certain asset coverage
and cash flow tests, which if triggered, may prohibit TSFG’s real estate trust subsidiary from paying dividends to Carolina First Bank,
which in turn may limit its ability to pay dividends to TSFG.

Results of Operations
Net Interest Income

Net interest income is TSFG’s primary sousce of tevenue. Net interest income is the difference between the interest
earned on assets, including loan fees and dividends on investment securities, and the interest incurred for the liabilities to support
such assets. The net interest margin measures how effectively a company manages the difference between the yield on earning
assets and the rate paid on funds used to support those assets. Fully tax-equivalent net interest income adjusts the yield for assets
earning tax-exempt income to a comparable yield on a taxable basis based on a 35% marginal federal income tax rate. Table 25
presents average balance sheets and a net interest income analysis on a tax equivalent basis for each of the years in the three-year
period ended December 31, 2008. Table 26 provides additional analysis of the effects of volume and rate on net interest income.
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Table 25

Comparative Average Balances - Yields and Costs

(dollars in thousands)

Assets
Earning assets

Loans "

Investment securities, taxable @

. )
Investment securities, nontaxable @e
Total investment secutities

Federal funds sold and interest-bearing
bank balances
Total earning assets
Non-earning assets

Total assets

Liabilities and Shareholders' Equity
Liabilities
Interest-bearing liabilities
Interest-bearing deposits
Interest-bearing checking
Savings
Money market
Time deposits, excluding brokered deposits
Brokered deposits
Total interest-bearing deposits
Customer sweep accounts
Other borrowings .
Total interest-bearing liabilities
Noninterest-bearing liabilities
Noninterest-bearing deposits
Other noninterest-beaing liabilities
Total liabilities
Shareholders' equity
Total liabilities and shareholders' equity
Net interest income (tax-equivalent)

Less: tax-equivalent adjustment

Net interest income

Supplemental data:
Customer funding(s)
Wholesale borrowings O
"Total funding

Years Ended December 31,

2008

2006

Average Income/ Yield/

Balance Expense

§ 10374423 § 629,966
1,788,333 81,744
299,412 15,299
2,087,745 97,043

16,825 385
12,478,993 § 727,394
1,354,362

§ 13833355

$ 1,104,088 § 11,127
156,464 1,504
2,014,702 49,557
3,153,991 125,475
2,205,481 87,340
8,634,726 275,003
580,882 11,519
1,814,120 55,355
11,029,728 § 341,877

1,055,855
189,691
12,275,274
1,558,081
$ 13833355

§ 385517

5,354

$ 380,163

$ 8065982 § 199,182
4,019,601 142,695
§ 12085583 § 341877

® Nonaccrual loans are included in average balances for yield computations.

Rate

6.07
4.57
5.11
4.65

2.29
5.83

1.01
0.96
2.46
3.98
3.96
3.18
1.98
3.05
3.10

3.09

247
3.55
283

Income/ Yield/

2007
Average
Balance Expense
% § 10,013,387 § 764,828
2,165,589 103,525
359,728 17,847
2,525,317 121,372
6,519 402
12,545,223 § 886,602
1,499,342
§ 14,044,565
$ 1,140,753 § 22,141
174,100 2,756
2,275,380 89,338
2,900,260 144,299
2,114,211 109,761
8,604,704 368295
525,606 22,723
1,938,851 106,557
11,069,161 § 497,575
1,200,663
231,189
12,501,013
1,543,552
§ 14044565
% § 389,027
6,246
§ 382781
% § 8216762 § 281,257
4,053,062 216,318
% § 12269824 § 497,575

@ The average balances for investment secutities exclude the unrealized loss recotded for available for sale securities.

Rate

7.64
4.78
4.96
4.81

6.17
7.07

1.94
1.58
393
4.98
5.19
4.28
4.32
5.50
4.50

3.10

3.42
5.34
4.06

Average Income/ Yield/

Balance Expense

% § 9,621,846 § 721,020
2628947 124,850
414438 19722
3043385 144572

27,641 1,511
12,692,872 § 867,103
1,509,777

$ 14202649

$ 1137031 § 21,09
185,649 1,858
2336433 81876
2681737 115304
1401369 71,155
7742219 291292
349963 15241
2993210 152296
11,085392 § 458829

1,386,792
224,270
12,696,454
1,506,195
$ 14202649

% § 408274

6,903

$ 401371

% § 8,077,605 § 235378
4,394,579 223451
% § 12472184 § 458829

® The tax-equivalent adjustment to net interest income adjusts the yield for assets earning tax-exempt income to a comparable yield on a taxable basis.
® During the years ended December 31, 2008 and 2007, TSEG capitalized $1.6 million and $505,000, respectively, of interest in conjunction with the

expanded corporate facilities

® Customer funding includes total deposits (total interest-bearing plus noninterest-bearing deposits) less brokered deposits plus customer sweep accounts.

@ Wholesale borrowings include botrowings less customer sweep accounts plus brokered deposits. For purposes of this table, wholesale borrowings equal the
sum of other borrowings and brokered deposits, as customer sweep accounts are presented separately.

D Total funding includes customer funding and wholesale borrowings.

Note: Average balances are derived from daily balances.
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Rate

749 %
475
476
4.75

547
6.83

1.86
1.00
3.50
4.30
5.08
3.76
4.36
5.09
4.14

322 %

291 %
508
368 %



Table 26
Rate/Volume Variance Analysis
(dollars in thousands)

2008 Compared to 2007 2007 Compared to 2006
Total Changein Change in Total Changein Changein
Change  Volume Rate Change  Volume Rate
Earning assets
Loans $(134,862) $ 26,731 § (161,593) § 43,808 § 29,724 § 14,084
Investment secutites, taxable (21,781) (17,403) 4,378) (21,325) (22,145) 820
Investment securites, nontaxable (2,548) (3,068) 520 (1,875) (2,687) 812
Federal funds sold and interest-
bearing bank balances (17) 350 (367 (1,109 (1,281) 172
Total interest income (159,208) 6,610 (165,818) 19,499 3,611 15,888
Interest-beating liabilities
Interest-beating deposits
Interest-bearing checking (11,014) (690) (10,324) 1,042 69 973
Savings (1,252) (257) 995) 898 (122) 1,020
Money market (39,781) (9,338) (30,443) 7,462 (2,185) 9,647
Time deposits (18,824) 11,855 (30,679) 28,995 9,900 19,095
Brokered deposits (22,421) 4,565 (26,986) 38,606 36,973 1,633
Total interest-bearing deposits 93,292) 6,135 (99,427) 77,003 44,635 32,368
Customer sweep accounts (11,204) 2,315 (13,519) 7,482 7,617 (135)
Other borrowings (51,202 (6,470) (44,732) (45,739) (57,149) 11,410
Total interest expense (155,698) 1,980 (157,678) 38,746 (4,897) 43,643
Net intetest income $ (35100 4630 § (81400 § (19247) § 8508 § (27,755

Note: Changes that are not solely attributable to volume or rate have been allocated to volume and rate on a pro-rata basis.

Fully tax-equivalent net interest income decreased to $385.5 million in 2008 from $389.0 million in 2007 and $408.3 million
in 2006. TSFG’s average eatning assets remained constant at $12.5 billion for both 2008 and 2007, as an increase in average loans
offset a planned reduction in average securities. As a result, average loans as a percentage of average earning assets increased to
83.1% for 2008, from 79.8% for 2007, improving the earning asset mix. At December 31, 2008, approximately 61% of TSFG’s
accruing loans wete variable rate loans, the majority of which are tied to the prime rate. TSFG has entered into receive-fixed
interest rate swaps to hedge the forecasted interest income from certain ptime-based and LIBOR-based loans as patt of its overall
interest rate risk management. Certain of these swaps matured in 2008 (for maturity of remaining swaps, see “Detivative
Financial Instruments™). TSFG also has an interest rate floot that is designated as a hedge of commetcial loans and is intended to
mitigate earnings exposure to falling interest rates.

The net interest margin for 2008 was 3.09%, compared with 3.10% for 2007 and 3.22% for 2006. The decrease in 2008
relative to 2007 was ptimarily due to increased nonperforming asset levels partially offset by the issuance of preferred stock.
Federal Reserve actions to reduce the targeted fed funds rate by 400 basis points during 2008 led to decreased earning asset yields
and a decline in average funding costs. The decrease in 2007 relative to 2006 was primarily due to an unfavorable mix shift to
higher-cost deposit categories and higher wholesale borrowing costs resulting from TSFG’s replacement of puttable funding with
higher-cost non-puttable funding.

Provision for Credit Losses

The provision for credit losses is recorded in amounts sufficient to bting the allowance for loan losses and the reserve
for unfunded lending commitments to a level deemed approptiate by management. Management determines this amount based
upon many factors, including its assessment of loan portfolio quality, loan growth, changes in loan portfolio composition, net
loan charge-off levels, and expected economic conditions. The provision for credit losses was $344.6 million, $68.6 million, and
$32.8 million in 2008, 2007, and 2006, respectively. In 2008, the higher provision largely reflected credit deterioration due to
continued weakness in housing markets, particularly in Flotida, and additional specific reserves for nonperforming loans and land
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development loans, particularly in Florida. The allowance for credit losses equaled 2.45% and 1.26% of loans held for investment at
December 31, 2008 and 2007, respectively.

Net loan charge-offs wete $223.4 million, ot 2.16% of average loans held for investment in 2008, compared with $52.6
million, or 0.53% of average loans held for investment in 2007. Management expects the level of charge-offs and provision expense
to remain elevated relative to historical trends due to the cutrent credit environment. See “Loans,” “Credit Quality,” and “Allowance
for Loan Losses.”

Noninterest Income
Table 27 shows the components of noninterest income during the three years ended December 31, 2008.
Table 27

Components of Noninterest Income
(dollars in thousands)

Years Ended December 31,
2008 2007 2006

Service charges on deposit accounts $ 42,940 $ 44,519 $ 45,041
Debit card income, net 7,805 7,182 5,437
Customer setvice fee income 5,335 5,648 4,467

Total customer fee income 56,080 57,349 54,945
Insurance income 10,082 12,029 12,025
Retail investment services, net 7,711 7,902 6,533
Trust and investment management income 6,688 6,595 6,124
Benefits administration fees 3,136 3,261 2,933

Total wealth management income 27,617 29,787 27,615
Bank-owned life insurance income 12,877 13,344 11,636
Mortgage banking income 5,260 6,053 8,155
Merchant processing income, net 3,279 3,263 2,307
Gain (loss) on securities 3,108 (4,623) 4,037
Gain on Visa IPO share redemption 1,904 - -
(Loss) gain on trading and certain derivative activities (207) (1,197) 3,150
Gain on disposition of assets and liabilities - - 2,498
Loss on inditect auto loans - - (5,129
Other 11,766 9,736 8,996

Total noninterest income $ 121,684 $ 113,712 $ 118,210

Nonintetest income increased $8.0 million to $121.7 million in 2008 due primarily to a gain on mandatory partial
redemption of shares teceived in the Visa IPO of $1.9 million and a net gain on securities of $3.1 million in 2008 compared to a $4.6
million net loss on securities in 2007. The 2008 gain included other-than-temporary impairment recorded on corporate bonds,
community bank-telated stock, and other investments (see “Securities”), which was more than offset by realized gains. The 2007 loss
included other-than-temporary impaitment of $2.9 million on corporate bonds and $2.0 million on non-marketable equity
investments.

Nonintetrest income also included a loss on cestain detivative activities of $207,000 in 2008 (see “Derivative Financial
Instruments” for further detail on this line item), compared with a loss of $1.2 million in 2007.

Comparing 2008 to 2007, total customer fee income decreased 2.2% and wealth management income decreased 7.3%,
partially due to the effects of the economic downturn, such as fewer customer transactions and lower asset valuations. NSF fees,
which are included in setvice chatges on deposit accounts, continued their downward trend based on fewer opportunities to collect.
Net debit card incotne was an exception, as increased transactions led to an 8.7% increase in this line item in 2008 relative to 2007.

Bank-owned life insurance income fluctuated based on the amount of life insurance proceeds received duting the year.
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In 2008, mottgage banking income decreased 13.1% compared with 2007. Mortgage loan originations totaled $278.3
million, $505.0 million, and $737.0 million in 2008, 2007, and 2006, respectively. The decrease in mortgage banking income was
principally the result of lower otigination volumes in response to industry conditions. TSFG’s mortgage banking strategy is to sell
most of the loans it originates in the secondary matket with servicing rights released. However, during 2008 TSFG retained
approximately $38.3 million of its mortgage loans in loans held for investment.

Other noninterest income also includes income related to intetnational banking services, wite transfer fees, overdraft
protection fee income, internet banking fees, swap fee income, and gains/losses on disposition of fixed assets.

Comparing 2007 to 2006, noninterest income decreased 3.8% due primarily to a 2007 net loss on secutities of $4.6 million
(discussed above) compared to a 2006 net gain on securities of $4.0 million. In addition, noninterest income in 2007 included a loss
on trading and certain detivative activities of $1.2 million compared to a net gain of $3.2 million in 2006. Partially offsetting these
noninterest income increases, in 2006 TSFG recorded a loss on inditect auto loans of $5.1 million, which included a $3.5 million loss
on the sale of $359.6 million of indirect auto loans originally classified as held for investment, as well as lower of cost or market
adjustments on indirect auto loans otiginated as held for sale (but subsequently transferred to held for investment) and losses on
swaps economically hedging the anticipated monthly sale of these loans.

Noninterest Expenses
Table 28 shows the components of noninterest expenses for the three years ended December 31, 2008.
Table 28

Components of Noninterest Expense
(dollars in thousands)

Years Ended December 31,

2008 2007 2006

Goodwill impairment $ 426,049 $ - $ -
Salaries and wages, excluding employment contracts and severance 144,037 137,085 134,743
Employment contracts and severance 16,519 2,306 5,588

Total salaries and wages 160,556 139,391 140,331
Employee benefits 38,200 37,098 35,739
Occupancy 37,311 34,659 31,802
Furniture and equipment 27,561 26,081 25,216
Professional services 16,483 17,062 21,462
Loan collection and foreclosed asset expense 12,431 3,665 3,615
Regulatory assessments 10,923 2,628 1,765
Advertising and business development 9,927 7,401 9,894
Telecommunications 6,140 5,668 5,630
Amortization of intangibles 6,138 7,897 8,775
Loss on eatly extinguishment of debt 2,086 2,029 821
Loss on detivative collateral 1,061 - -
Branch acquisition and conversion costs 731 - -
Visa-related litigation (863) 881 -
Other 37,216 36,789 41,194

Total noninterest expenses $ 791,950 $ 321,249 $ 326,244

The acceleration of credit deterioration in Florida and overall adverse changes in the banking industry prompted TSFG
to petform an interim impairment evaluation of the goodwill associated with its Mercantile banking segment at each quarter-end
during 2008. The evaluations reflected decreases in projected cash flows for the Mercantile banking segment and increases in the
discount rate used to value the cash flows, and accordingly the estimated fair value of the segment declined. This decline resulted
in the recognition of goodwill impairment charges of $426.0 million. See “Goodwill.”
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Salaries, wages, and employee benefits (excluding contracts and severance) increased $8.1 million, or 4.6%, in 2008, partially
due to normal salary increases and lower loan origination salary deferrals. In addition, full-time equivalent employees (“FTEs”) as of
December 31, 2008 totaled 2,505, compared to 2,474 and 2,618 at December 31, 2007 and 2006, respectively. The 2008 increase in
FTEs was partly due to the acquisition of five branch offices in Orlando and three de novo branch openings.

Employment contracts and severance increased primarily as a result of expenses related to the retitement of Mack Whittle
(see “Overview”). The incremental expense related to Whittle’s retirement benefits was approximately $12 million, all of which was
recorded in 2008.

Professional services decreased 3.4% for 2008, primarily due to a decrease in legal fees and a decrease in expenses related to
development of TSFG’s strategic initiatives.

Advertising and business development increased 34.1% in 2008, primarily due to costs related to customer funding
initiatives. In addition, regulatory assessments increased, ptimarily due to the fact that the credit which had been offsetting FDIC
premiums for all of 2006 and the first three quarters of 2007 was fully utilized in fourth quarter 2007. FDIC insurance premiums ate
expected to increase based in part on TSFG’s participation in the Temporary Liquidity Guarantee Program related to noninterest-
bearing deposit accounts (see “Recent Market Developments”) and across-the-board rate increases beginning in 2009 (designed to
replenish the FDIC’s Deposit Insurance Fund). Loan collection and foreclosed asset expense increased $8.8 million in 2008 due to
the current credit environment, and may continue to increase.

During 2008, TSFG recognized a loss on eatly extinguishment of debt of $2.1 million, which reflects prepayment penalties
for FHLB advances partially offset by gains on brokered CDs for which the related interest rate swaps were called. During 2007 and
2006, TSFG recognized a loss on early extinguishment of debt of $2.0 million and $821,000, respectively, primarily from the write-off
of unamortized debt issuance costs associated with subotdinated notes and mandatorily redeemable preferred stock which TSFG
called for redemption. See “Borrowed Funds.”

Also in 2008, TSFG recognized a loss related to detivative collateral of $1.1 million, representing the excess of the value
of securities collateral held by a counterparty who declared bankruptcy duting the year above the amounts owed by TSFG under
the swap agreement. See “Detivative Financial Instruments.”

TSFG incurred branch acquisition and convetsion costs during the first half of 2008 related to the June 6, 2008
putchase of five retail branch offices in the Orlando area. This transaction also contributed to higher occupancy expense.

During 2008, TSFG teversed $863,000 of an $881,000 reserve for losses for Visa-related litigation (shared among Visa
and Visa member banks) recorded in 2007.

Compating 2007 to 2006, noninterest expenses decreased $5.0 million or 1.5%, primarily due to a decrease in
employment contracts and severance and professional setvices. In 2006, professional services included outsourcing costs for
internal audit projects which were performed internally by TSFG’s staff beginning in 2007; this decrease was partially offset in
2007 with additional professional services related to the development of TSFG’s strategic initiatives.

Income Taxes

The effective incotne tax rate as a percentage of pretax income (loss) was 13.8% in 2008, 31.3% in 2007, and 29.7% in 2006.
The 2008 tax rate was driven by the impact of the nondeductible goodwill impairment, other nontaxable and nondeductible items.
The 2007 tax rate is lowet than the expected tax rate due to the change in the level and mix of pretax income. The 2006 tax rate
reflects 2 $5.2 million reduction in federal and state income taxes related to the settlement of certain tax matters. The statutory U.S.
federal income tax rate was 35% during all three petiods. On an ongoing basis, TSFG evaluates its deferred tax assets for
realizability (see “Critical Accounting Policies and Estimates — Income Taxes”). As of December 31, 2008, management
determined that no additional valuation allowance against deferred tax assets was required. TSFG anticipates the effective income
tax tate to be between 35% and 45% for 2009, assuming no valuation allowance is recorded on the deferred tax asset. The effective
tax rate may change as earnings forecasts are updated.

In October 2008, TSFG was awarded a $100 million allocation under the New Markets Tax Credits (“NMTC”) program
from the Community Development Financial Institution Fund (“CDFI”) of the Department of the Treasury. This award is in
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addition to the $100 million allocation which TSFG received in fourth quarter 2007. The program is designed to attract private-
sector investment to help finance community development projects, stimulate economic growth and create jobs in lower and
modetate income communities by providing tax credits to lenders who have an allocation. The NMTC provides tax credits
aggregating 39% of the invested amount over seven years, although a substantial portion of the value gained via the tax credits
must be used to benefit the respective projects.

For further information concerning income tax expense, refer to Item 8, Note 14 to the Consolidated Financial Statements.

Fourth Quarter Summary

TSFG tepotted a net loss available to common shareholders of $319.4 million or $(4.29) per diluted share for fourth
quarter 2008, compared to a net loss available to common shareholders of $31.2 million, or $(0.43) per diluted share for thitd
quarter 2008 and net income of $9.0 million, or $0.12 per diluted shate for fourth quarter 2007. The fourth quarter 2008 net loss
was primarily due to a $237.6 million goodwill impairment charge resulting from a decrease in value of the Mercantile banking
segment and a $122.9 million provision for credit losses resulting from continued credit detetioration.

At Decembert 31, 2008, nonperforming assets as a percentage of loans and foreclosed property increased to 4.10% from
2.83% at September 30, 2008 and 0.88% at December 31, 2007. The increase in nonperforming assets was primarily attributable
to continuing detetioration in residential construction and development-related loans. TSFG’s provision for credit losses
increased to $122.9 million for fourth quarter 2008 compared to $84.6 million for third quarter 2008 and $31.9 million fourth
quarter 2007.

Fully tax-equivalent net intetest income totaled $92.9 million, compared with $96.9 million for third quarter 2008 and
$96.5 million for fourth quarter 2007. The net interest margin for fourth quarter 2008 was 2.97%, compared to 3.08% for third
quarter 2008 and 3.09% for fourth quarter 2007. The dectease in the margin was primarily due to the impact of higher levels of
nonpetforming loans, maturing interest rate swaps, the competitive deposit environment, and the low level of interest rates.
Comparing fourth quarter 2008 to third quarter 2008, the yield on average earning assets declined 28 basis points, while average
funding costs decreased 17 basis points. Within funding costs, wholesale funding cost decreased 42 basis points, while customer
funding costs declined only 5 basis points teflecting the competitive pricing environment and the limitations for passing through
the recent sharp rate cuts given the low absolute level of interest rates on non-maturity deposits.

Noninterest income totaled $29.7 million for fourth quarter 2008, compared to $28.7 million for third quarter 2008 and
$29.0 million for fourth quarter 2007. Fourth quarter 2008 noninterest income included a gain on securities of $1.6 million
compated with a loss of $725,000 and $1.3 million, respectively, in third quarter 2008 and fourth quatter 2007 (primarily due to
other-than-tempotary impaitment on non-marketable equity investments). Comparing fourth quarter 2008 to third quarter 2008,
customer fee income, wealth management income, and merchant processing income decreased, while mortgage banking income
increased due to refinancing activity in the low-rate environment.

Noninterest expenses totaled $341.8 million in fourth quarter 2008, compared to $94.2 million in third quarter 2008 and
$80.7 million in fourth quarter 2007. This increase was primarily due to the $237.6 million goodwill impairment charge. The
increase in noninterest expense also included higher employment contract and severance expense related to the retirement of
TSFG’s CEO, higher advertising and business development, higher regulatory assessments, and higher loan collection and
foreclosed asset expenses. In addition, TSFG recorded a $1.7 million loss on eatly extinguishment of debt and a $1.1 million loss
on detivative collateral during fourth quarter 2008.

In fourth quarter 2008, the effective income tax rate was 9.7%, compared with 54.2% in third quarter 2008 and 20.3%
in fourth quarter 2007.
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Enterprise Risk Management

Risk, to varying degrees and in different forms, is present in virtually all business activities of a financial services
organization. In certain activities, the bank proactively assumes risk as a means of generating revenue, while in other activities risk
arises by virtue of engaging in that activity. The primary goals of tisk management are to ensure that (1) the outcomes of risk-
taking activities are within TSFG’s risk tolerance and (2) that there is an appropriate balance between risk and reward to
maximize shareholder returns.

Several key principles guide our enterprise-wide risk management activities. The active patticipation of the Board and
executive and business line management in the risk management process is designed to ensure consistency with risk-taking
activities and integrity with these ptinciples which, in varying forms, apply to all business and risk types:

e Board oversight—The Board approves risk strategies, policies and associated limits; and the Board ditectly, or through
its Risk Committee, receives regular updates on the key risks to TSFG.

e Accountability—Business units are responsible for identifying and managing risks within their areas, as outlined in their
policies and procedures.

e Monitoring—The risk management functions within the Company seek to provide objective oversight of business unit
activities and work with business units to ensure key risks are properly identified and controlled.

e Independent review—The internal audit group reports directly to the Audit Committee of the Board of Directors and
provides an independent assessment of our system of internal controls.

Market Risk and Asset/Liability Management

Market Risk Management. We refer to “market risk” as the risk of loss from adverse changes in market prices of fixed income
securities, equity securities, other earning assets, interest-bearing liabilities, and derivative financial instruments as a result of changes
in interest rates or other factors. TSFG's market risk arises principally from interest rate risk inherent in its core banking activities.
Interest rate risk is the risk of a change in earnings ot equity tepresented by the impact of potential changes in market interest rates,
both short-term and long-term, and includes, but is not limited to, the following:

assets and liabilities (including derivative positions) may mature or reprice at different times;

assets and liabilities may reprice at the same time but by different amounts;

short-term and long-term interest rates may change by different amounts;

fremaining maturities of assets or liabilities may shorten or lengthen as interest rates change;

the fair value of assets and liabilities may adjust by varying amounts; and

changes in interest rates may have an indirect impact on loan and deposit demand, credit quality, and other sources of
earnings.

e o ¢ o o o

TSFG has risk management policies and systems which attempt to monitor and limit exposure to interest rate risk.
Specifically, TSFG manages its exposure to fluctuations in interest rates through policies established by our Asset/Liability
Committee ("ATLCO"), reviewed by the Risk Committee of the Board, and approved by the Board of Directors. A primary goal of
ALCO is to monitor and limit exposure to interest rate risk through implementation of various strategies. These strategies include
positioning the balance sheet to minimize fluctuations in income associated with interest rate risk, while maintaining adequate liquidity
and capital. As of December 31, 2008, the overall interest rate risk position of TSFG fell within risk guidelines established by ALCO.

In evaluating interest rate tisk, TSFG uses a simulation model to analyze various interest rate scenarios, which take into
account potential changes in the shape of the yield curve, forward interest rates implied by current yield curves, and immediate and
gradual intetest rate shifts. ALCO assesses interest rate risk by comparing the base case scenario tesults to the vatious interest rate
scenatios. The variations of net interest income and economic value of equity (“EVE”), as compared with our base case, provide
insight into our interest rate risk exposures.
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The assumptions used in this process possess an inherent uncertainty. As a result, we cannot precisely predict the impact of
changes in interest rates on net intetest income or the fair value of net assets. Actual results may differ significantly from our
projections, due to, but not limited to the following:

the timing, magnitude and frequency of interest rate changes;
changes in market conditions;
differences in the yields on earning assets and costs of interest-bearing liabilities; and

actions taken by TSFG to counter such changing market conditions.

Interest Sensitivity Analysis. The information presented in Tables 29 and 30 are not projections, and are presented with static
balance sheet positions. This methodology allows for an analysis of our inherent risk associated with changes in interest rates. There
are some similar assumptions used in both Table 29 and 30. Primary assumptions include, but are not limited to, the following:

a static balance sheet for net intetrest income analysis;
as assets and liabilities mature or reprice they ate reinvested at current rates and keep the same charactetistics (L.e., remain as
either vatiable or fixed rate) for net interest income analysis;

e mortgage backed secutities prepayments atre based on historical industry data (given the current economic and regulatory
environment, uncettainty regarding future prepayments is heightened);
loan prepayments are based upon historical bank-specific analysis and historical industry data;
deposit retention and average lives are based on historical bank-specific analysis;

o whether callable/puttable assets and liabilities are called/put is based on the implied forward yield curve for each interest
rate scenario; and

®  management takes no action to counter any change.

Table 29 reflects the sensitivity of net interest income to changes in interest rates. It shows the effect that the indicated
changes in interest rates would have on net intetest income over the next 12 months compared with the base case ot flat interest rate

scenario. The base case or flat scenario assumes interest rates stay at December 31, 2008 and 2007 levels, respectively.

Table 29

Net Interest Income at Risk Analysis

Annualized Hypothetical Percentage Change in

Net Interest Income

O]

Interest Rate Scenario December 31,

2008 2007

200 % ©02) % (1.3) %
1.00 - 0.9)
Flat _ _
(1.00) @ n/a -
2.00) @ n/a 0.2

®  Net interest income sensitivity is shown for gradual rate shifts over a 12 month period.
®  Due to the current rate environment, downward rate shifts were not run for December 31, 2008.

Table 30 reflects the sensitivity of the EVE to changes in interest rates. EVE is a measurement of the inherent, long-term
economic value of TSFG (defined as the fair value of all assets minus the fair value of all liabilities and their associated off balance
sheet amounts) at a given point in time. Table 30 shows the effect that the indicated changes in interest rates would have on the fair
value of net assets at December 31, 2008 and 2007, respectively, compared with the base case or flat interest rate scenatio. The base
case scenario assumes interest rates stay at December 31, 2008 and 2007 levels, respectively.
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Table 30

Economic Value of Equity Risk Analysis

Annualized Hypothetical Percentage Change in
Economic Value of Equity

Interest Rate Scenario December 31,
2008 2007
200 % 82 % 8.7) %
1.00 (1.2) (3.4
Flat R _
1.00) @ n/a 0.5
2.00) @ n/a (3.6)

®  The tising 100 and 200 basis points and falling 100 and 200 basis point interest rate scenatios assume an immediate and parallel
change in intetest rates along the entire yield curve.
@  Due to the current rate environment, downward rate shifts wete not run for December 31, 2008.

There are material limitations with TSFG’s models presented in Tables 29 and 30, which include, but are not limited to, the
following:

the flat scenarios are base case and are not indicative of historical results;

e  they do not project an increase or decrease in net interest income or the fair value of net assets, but rather the risk to net
interest income and the fair value of net assets because of changes in interest rates;

e they present the balance sheet in a static position; however, when assets and liabilities mature or reprice, they do not
necessatily keep the same charactetistics (i.e., vatiable or fixed interest rate);

e the computation of prospective effects of hypothetical interest rate changes are based on numerous assumptions and should
not be relied upon as indicative of actual results; and

e the computations do not contemplate any additional actions TSFG could undertake in response to changes in interest rates.

Derivatives and Hedging Activities. TSFG uses derivative instruments as part of its interest rate risk management activities to
reduce risks associated with its lending, investment, deposit taking, and bortowing activities. Derivatives used for interest rate risk
management may include interest rate swaps, interest rate floors, options, and futures contracts.

By using detivative instruments, TSFG is exposed to credit and market risk. Derivative credit risk, which is the risk that
a counterparty to a detivative instrument will fail to perform, is equal to the extent of the fair value gain in a derivative, or the
excess of the fair value of collateral posted against the fair value loss in a derivative. Derivative credit tisk is created when the fair
value of a detivative contract is positive, since this generally indicates that the counterparty owes us. When the fair value of a
derivative is negative, credit risk exists to the extent that TSFG has posted collateral in excess of the fair value of the derivative.
TSFG minimizes the credit risk in detivative instruments by entering into transactions with high-quality counterparties as
evaluated by management. Market risk is the adverse effect on the value of a financial instrument from a change in interest rates,
ot implied volatility of rates. TSFG manages the market risk associated with derivative contracts by establishing and monitoring
limits as to the types and degree of risk that may be undertaken. The market risk associated with derivatives used for interest rate
risk management activity is fully incorporated into our market risk sensitivity analysis.

In accordance with SFAS 133, TSFG records derivatives at fair value, as either assets or liabilities, on the consolidated
balance sheet, included in other assets or other liabilities. See Table 18 for the fair value of TSFG’s detivative assets and liabilities
and their related notional amounts. Detivative transactions ate measured in terms of the notional amount, but this amount is not
tecorded on the balance sheet and is not, when viewed in isolation, a meaningful measure of the tisk profile of the instrument. The
notional amount is not exchanged, but is used only as the basis upon which interest and other payments are calculated.

Economic Risk

TSEG’s performance is impacted by U.S. and particulatly Southeastern economic conditions, and as non-U.S. companies
continue to move into TSFG’s footptint, by intetnational economic citcumstances. This includes the level of interest rates, price
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compression, competition, bankruptcy filings and unemployment rates, as well as political and international policies, regulatory
guidelines and general developments. TSFG remains diversified in its products and customers and continues to monitor the
economic situations in all areas of operations to achieve growth and limit risk.

Credit Risk

Credit risk is the potential for financial loss resulting from the failure of a borrower or counterpatty to honor its financial or
contractual obligation. Credit risk arises in many of TSFG’s business activities, most prominently in its lending activities, detivative
activities, ownership of debt securities, and when TSFG acts as an intermediary on behalf of its customers and other third parties.
TSFG has a risk management system designed to help ensure compliance with its policies and control processes. See “Critical
Accounting Policies and Estimates — Allowance for Loan Losses and Reserve for Unfunded Lending Commitments” and “Credit

Quality.”
Liguidity Risks

TSFG’s business is also subject to liquidity risk, which atises in the normal course of business. TSFG’s liquidity risk is that we
will be unable to meet a financial commitment to a customer, creditot, ot investor when due. See “Liquidity.”

Operational Risk

Operational risk is the tisk of loss resulting from inadequate or failed internal processes, people ot systems, or external
events. It includes reputation and franchise risks associated with business practices or market conduct that TSFG may undertake.
TSFG has an operational risk management system with policies and procedures designed to help limit our operational risks.

Compliance and Litigation Risks

TSFG is a public company in a heavily regulated industry. Failure to comply with applicable laws and regulations can
result in monetary penalties and/ot prohibition from conducting certain types of activities. Furthermore, TSFG’s conduct of
business may result in litigation associated with contractual disputes or other alleged liability to third parties.

TSFG’s regulatory compliance risk is managed by our compliance group. This group works with our business lines
regularly monitoring activities and evaluating policies and procedures. See Item 1, “Supervision and Regulation” for some of the
laws and regulations which impact TSFG and its subsidiaries. TSFG has policies and control processes that are designed to help
ensure compliance with applicable laws and regulations and limit litigation. These policies and control processes comply with the
Gramm-Leach-Bliley Act, the Satbanes-Oxley Act, and other regulatory guidance.

TSEG’s Audit Committee and Disclosure Committee help to ensure compliance with financial reporting matters.
TSFG’s Audit Committee is involved in the following: selecting the independent auditor, communicating with the independent
auditor, reviewing the financial statements and the results of the financial statement audit, monitoring the performance of the
independent auditor, and monitoring the work of the internal audit function. The Audit Committee has chartered a Disclosure
Committee to help ensure that TSFG's internal controls and reporting systems are sufficient to satisfy compliance with disclosure
requitements related to TSFG’s Annual Report on Form 10-K and Quarterly Reports on Form 10-Q.

Off-Balance Sheet Arrangements

In the normal course of operations, TSFG engages in a variety of financial transactions that, in accordance with generally
accepted accounting principles, are not recorded in the financial statements, or are recorded in amounts that differ from the notional
amounts. These transactions involve, to varying degrees, elements of credit, interest rate, and liquidity risk. Such transactions are used
by TSFG for general cotporate purposes or for customer needs. Corporate purpose transactions are used to help manage credit,
interest rate, and liquidity risk or to optimize capital. Customer transactions are used to manage customers' requests for funding.

Lending Commitments. Lending commitments include loan commitments, standby letters of credit, unused business credit card

lines, and documentary letters of credit. These instruments are not recorded in the consolidated balance sheet until funds are
advanced under the commitments. TSFG provides these lending commitments to customers in the normal course of business. TSFG
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estimates probable losses related to binding unfunded lending commitments and records a reserve for unfunded lending
commitments in other liabilides on the consolidated balance sheet.

For commercial customers, loan commitments generally take the form of revolving credit arrangements to finance
customers' working capital tequitements. For retail customers, loan commitments are generally lines of credit secured by residential
property. At December 31, 2008, commercial and retail loan commitments totaled $2.1 billion. Documentary letters of credit are
typically issued in connection with customers’ trade financing requirements and totaled $941,000 at December 31, 2008. Unused
business credit card lines, which totaled $33.8 million at December 31, 2008, are generally for short-term borrowings.

Standby letters of ctedit tepresent an obligation of TSFG to a third party contingent upon the failure of TSFG’s
customer to perform under the tetms of an underlying contract with the third party. The underlying contract may entail eithet
financial or nonfinancial obligations and may involve such things as the customer’s delivery of merchandise, completion of a
construction contract, release of a lien, or repayment of an obligation. Under the terms of a standby letter, drafts will be generally
drawn only when the undetlying event fails to occur as intended. TSFG has legal recourse to its customers for amounts paid, and
these obligations ate secured or unsecured, depending on the customers’ creditworthiness. Commitments under standby letters of
credit are usually for one year or less. TSFG evaluates its obligation to perform as a guarantor and records reserves as deemed
necessary. The maximum potential amount of undiscounted future payments related to standby letters of credit at December 31,
2008 was $214.0 million.

- TSFG applies essentially the same credit policies and standards as it does in the lending process when making these
commitments. See Item 8, Note 18 to -the Consolidated Financial Statements for additional information regarding lending

” commitments. _

Derivatives. In accordance with SFAS 133, TSFG records detivatives at fair value, as either assets or liabilities, on the
consolidated balance sheet. Detivative transactions are measured in terms of the notional amount, but this amount is not recorded on
the balance sheet and is not, when viewed in isolation, a meaningful measure of the risk profile of the instrument. The notional
amount is not exchanged, but is used only as the basis upon which interest and other payments are calculated.

See “Detivative Financial Instruments” under “Balance Sheet Review” for additional information regarding derivatives.
Liquidity

Liquidity management ensures that adequate funds are available to meet deposit withdrawals, fund loan and capital
expenditure commitments, maintain reserve requirements, pay operating expenses, provide funds for dividends and debt service,
manage operations on an ongoing basis, and capitalize on new business opportunities.

Liquidity is managed at two levels. The first is the liquidity of the parent company, which is the holding company that
owns Carolina First Bank, the banking subsidiary. The second is the liquidity of the banking subsidiary. The management of
liquidity at both levels is essential because the parent company and banking subsidiary each have different funding needs and
sources, and each are subject to certain regulatory guidelines and requirements. Through the Asset Liability Committee
(“ALCO”), Corporate Treasury is responsible for planning and executing the funding activities and strategy.

TSFG’s liquidity policy sttives to ensure a diverse funding base, with limits established by wholesale funding source as
well as aggregate wholesale funding. Daily and short-term liquidity needs are principally met with deposits from customers,
payments on loans, maturities and paydowns of investment securities, and wholesale borrowings, including brokered CDs, federal
funds purchased (as available), reputchase agreements, and, depending on the availability of collateral, treasury tax and loan notes,
and botrowings from the Federal Reserve and FHLB. In light of current market conditions, TSFG has reduced its usage of short-
term unsecured wholesale borrowings. TSFG is focusing additional efforts aimed at acquiring new deposits from its customer base
thtough its established branch network to enhance liquidity and reduce reliance on wholesale borrowing. Liquidity needs are a factor
in developing the deposit pricing sttucture, which may be altered to retain or grow deposits if deemed necessary.

Longer term funding needs are typically met through a variety of wholesale sources, which have a broader range of

maturities than customer deposits and add flexibility in liquidity planning and management. These wholesale sources include
advances from the FHLB with longer maturities, brokered CDs, and instruments that qualify as regulatory capital, including trust
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prefetred secutities and subordinated debt. In addition, the Company may also issue equity capital to address liquidity or capital
needs.

Under notmal business conditions, the soutces above are adequate to meet both the short-term and longer-term
funding needs of the Company; however, TSFG’s contingency funding plan establishes eatly warning triggers to alert
management to potentially negative liquidity trends. The plan provides a framework to manage through vatious scenarios —
including identification of alternative actions and an executive management team to navigate through a crisis. Limits ensure that
liquidity is sufficient to manage through crises of vatious degrees of severity, triggered by TSFG-specific events, such as
significant adverse changes to earnings, credit quality or credit ratings, or general industry or market events, such as market
instability or rapid adverse changes in the economy. As of December 31, 2008, we had more than $4 billion of secured liquidity
reserves in the form of borrowing capacity from the Federal Reserve and TT&L ($2.7 billion), FHLB ($863.7 million) and
unpledged investment secutities (approximately $851 million), which could be used to manage through a severe liquidity scenatio.
Following a severe liquidity scenatio, we would consider vatious actions to replenish liquidity, including potential asset sales. We
have no debt for which a downgrade of our credit ratings would ttigger eatly termination. In addition, a credit rating downgrade
would not impact access to our primary funding sources.

In addition to the ptitnary funding soutces discussed above, secondary sources of liquidity include sales of investment
securities which ate not held for pledging purposes and other classes of assets. Securities classified as available for sale which ate
not pledged may be sold or pledged against new borrowings in response to changes in interest rates or liquidity needs. A significant
portion of TSFG’s securities are pledged as collateral for repurchase agreements and public funds deposits, although approximately
$851 million was unpledged as of December 31, 2008.

Management believes that TSFG’s available borrowing capacity and efforts to grow deposits are sufficient to provide
the necessary funding for 2009. However, management is prepared to take other actions if needed to manage through adverse
liquidity conditions.

Regarding the Temporary Liquidity Guarantee Programs offered by the FDIC, TSFG opted into the program providing
full coverage (regardless of dollar amount) of noninterest-beating deposit transaction accounts and certain interest-beating
checking accounts (for which the rate paid will not exceed 50 basis points) through December 31, 2009. This program will further
stabilize and strengthen our liquidity position.

In managing its liquidity needs, TSFG focuses on its existing assets and liabilities, as well as its ability to enter into additional
borrowings, and on the manner in which they combine to provide adequate liquidity to meet its needs. Table 31 summarizes future
contractual obligations as of December 31, 2008. Table 31 does not include payments which may be required under employment and
deferred compensation agreements (see Item 8, Note 25 of the Consolidated Financial Statements) or loan commitments (see Item I,
Note 18 of the Consolidated Financial Statements). In addition, Table 31 does not include payments required for interest and income
taxes (see Item 8, Consolidated Statements of Cash Flows for details on interest and income taxes paid for 2008).

Table 31
Contractual Obligations

(dollars in thousands)

Payments Due by Period
Less

than 1 1-3 4-5 After 5

Total Year Years Yeats Years
Time deposits $ 5,261,022 § 3917,759 $ 1,065,128 § 141,880 $§ 136,255
Short-term borrowings 1,626,374 1,626,374 - - -
Long-term debt 707,769 30,170 368 441,358 235,873
Operating leases 186,022 18,811 34,307 30,471 102,433
Expanded corporate facilities contracts 25,657 25,657 - - -
Total contractual cash obligations $ 7,806,844 § 5618771 $§ 1,099,803 $§ 613,709 § 474,561
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As mentioned above, TSFG has the ability to borrow from the FHLB and maintain short-term lines of credit from
unrelated banks. FHLB advances outstanding as of December 31, 2008, totaled $233.5 million. At December 31, 2008, TSFG
had $863.7 million of unused borrowing capacity from the FHLB, compated to $273.1 million at December 31, 2007. TSFG
funds its short-term needs principally with deposits, including brokered deposits, federal funds purchased, repurchase
agreements, FHLB advances, Federal Reserve borrowings, treasury tax and loan notes, and the ptincipal run-off of investment
securities. At December 31, 2008, TSFG had unused short-term lines of credit totaling $328.7 million (which may be canceled at
the lender's option and which ate subject to funds availability at the lender), compared to $1.9 billion at December 31, 2007. This
reduction was a result of our fed funds counterparties reducing their overall appetite to lend combined with our recent earnings
and credit performance.

A collateralized botrowing relationship with the Federal Resetve Bank of Richmond is in place for Carolina First Bank.
At December 31, 2008, TSFG had qualifying collateral to secute advances up to $3.4 billion, of which $1.1 billion was
outstanding. At December 31, 2007, TSFG had qualifying collateral to secure advances up to $1.4 billion, of which none was
outstanding.

The parent company has maintained cash from the prefetred stock issuances in 2008 to meet preferred stock dividend
requirements for the next five years. At December 31, 2008, the parent company had no lines of credit. At December 31, 2007,
the parent company had three short-term lines of credit totaling $35.0 million, which expired in 2008. No amounts were
outstanding under these lines of credit during the years 2008 or 2007.

TSFG enters into agreements in the normal course of business to extend credit to meet the financial needs of its
customers. For amounts and types of such agreements at December 31, 2008, see “Off-Balance Sheet Arrangements.” Increased

demand for funds under these agreements would reduce TSFG’s available liquidity and could require additional sources of
liquidity.
Recently Adopted/Issued Accounting Pronouncements

See Note 1 — Recently Adopted Accounting Pronouncements and Recently Issued Accounting Pronouncements in the
accompanying Notes to the Consolidated Financial Statements for details of recently adopted and recently issued accounting
pronouncements and their expected impact on the Company’s Consolidated Financial Statements.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

See “Enterptise Risk Management” in Item 7, and Item 8, Notes 6, 12, and 28, for quantitative and qualitative disclosures
about market tisk, which information is incorporated herein by reference.
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Item 8. Financial Statements and Supplementary Data

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of The South Financial Group, Inc. (“ISFG”) and subsidiaries is committed to enhanced shateholder value,
financial stability, and integrity in all dealings. Management has prepared the accompanying Consolidated Financial Statements in
conformity with accounting principles generally accepted in the United States of America. The statements include amounts that are
based on management's best estimates and judgments. Other financial information in this report is consistent with the Consolidated
Financial Statements.

TSFG’s management is also tesponsible for establishing and maintaining adequate internal control over financial reporting.
TSFG’s internal control system is designed to provide reasonable assurance to TSFG’s management and Board of Directors
regarding the preparation and fair presentation of published financial statements. In meeting its responsibility, management relies on
its internal control structure that is supplemented by a program of internal audits.

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, ot that the degree of compliance with the policies or procedures may deteriorate.

TSFG’s management assessed the effectiveness of TSFG’s intetnal control over financial reporting as of December 31,
2008. In making this assessment, management used the critetia established in Insernal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on this assessment, we believe that, as of
December 31, 2008, TSFG’s internal control over financial reporting was effective.

PricewaterhouseCoopers LLP, an independent registered public accounting firm, audited TSFG’s Consolidated Financial
Statements and the effectiveness of TSFG’s internal control over financial repotting in accordance with standards of the Public
Company Accounting Oversight Board (United States). PricewaterhouseCoopers LLP reviews the results of its audit with both
management and the Audit Committee of the Board of Directors of TSFG. In connection with its audit, PricewaterhouseCoopers
LLP has issued an attestation report on out internal control over financial reporting as of December 31, 2008. This attestation report
“Report of Independent Registered Public Accounting Firm” appears on page 70.

The Audit Committee, composed entirely of independent directors, meets periodically with management, TSFG’s internal

auditors and PricewatethouseCoopers LLP (sepatately and jointy) to discuss audit, financial reporting and related matters.
PricewaterhouseCoopers LLP and the internal auditors have direct access to the Audit Committee.

oo

H. Lynn Harton James R. Gordon

President and Senior Executive Vice President
Chief Executive Officer and Chief Financial Officer
Match 3, 2009 March 3, 2009
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
The South Financial Group, Inc.:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of (loss)
income, of shareholdets' equity and comprehensive (loss) income and of cash flows present fairly, in all material respects, the
financial position of The South Financial Group, Inc. 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 conformity with
accounting principles generally accepted in the United States of America. Also, in our opinion, the Company 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 Organizations of the Treadway Commission
(COSO0). The Company’s management is responsible for these financial statements, for maintaining effective internal control
over financial repotting and for its assessment of the effectiveness of internal control over financial reporting, included in the
accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to express opinions on
these financial statements and on the Company’s internal control over financial reporting based on our integrated audits. We
conducted our audits in accordance 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 a test basis, evidence supporting the amounts
and disclosures in the financial 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 reporting
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness
exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our
audits also included petforming such other procedures as we considered necessary in the circumstances. We believe that our
audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a 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. A company’s internal control over financial reporting includes those policies and procedures that
(i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions 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 directors of the company; and (iii) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a 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.

Chatlotte, North Carolina
Matrch 3, 2009
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THE SOUTH FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

December 31,
2008 2007
Assets
Cash and due from banks $ 292,219 $ 290,974
Interest-bearing bank balances 166 5,551
Securities
Available for sale, at fair value 2,107,194 1,986,212
Held to maturity (fair value $23,048 in 2008 and $39,782 in 2007) 22,709 39,691
Total securities 2,129,903 2,025,903
Loans held for sale (includes $14,681 measured at fair value at December 31, 2008) 30,963 17,867
Loans held for investment 10,192,072 10,213,420
Less: Allowance for loan losses (247,086) (126,427)
Net loans held for investment 9,944,986 10,086,993
Premises and equipment, net 282,472 233,852
Accrued interest receivable 50,388 70,464
Goodwill 224,161 651,003
Other intangible assets, net 21,859 27,179
Other assets 625,209 467,798
Total assets $ 13,602,326 $ 13,877,584
Liabilities and Shareholders' Equity
Liabilities
Deposits
Nonintetest-bearing retail and commercial deposits $ 1,041,140 $ 1,127,657
Interest-bearing retail and commercial deposits 6,455,810 6,402,503
Total retail and commetcial deposits 7,496,950 7,530,160
Broketed deposits 1,908,767 2,258,408
Total deposits 9,405,717 9,788,568
Short-term borrowings 1,626,374 1,637,550
Long-term debt 707,769 698,340
Accrued interest payable 71,465 69,288
Other liabilities 170,470 133,530
Total liabilities 11,981,795 12,327,276
Commitments and contingencies (Note 18) - -
Shareholders' equity
Preferred stock-no par value; authotized 10,000,000 shares; issued and
outstanding 585,700 shares in 2008 566,379 -
Common stock-par value $1 per share; authorized 200,000,000 shates; issued and
outstanding 74,643,649 shares in 2008 and 72,455,205 shares in 2007 74,644 72,455
Sutplus 1,135,920 1,107,601
Retained (deficit) earnings (199,540) 386,061
Accumulated other comprehensive income (loss), net of tax 42,558 (15,809)
Other, net 570 -
Total shareholders' equity 1,620,531 1,550,308
Total liabilities and shareholders' equity $ 13,602,326 $ 13,877,584

See Notes to Consolidated Financial Statements, which are an integral part of these statements.
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THE SOUTH FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF (LOSS) INCOME

(in thousands, except per share data)

Interest Income
Interest and fees on loans

Interest and dividends on secutities:

Taxable

Exempt from federal income taxes

Total interest and dividends on secutities
Interest on short-term investments
Total interest income

Interest Expense
Interest on deposits
Interest on short-term botrowings
Interest on long-term debt

Total interest expense

Net Interest Income
Provision for Credit Losses

Net interest income after provision for credit losses
Noninterest Income
Noninterest Expenses

(Loss) income before income taxes
Income tax (benefit) expense

Net (Loss) Income
Preferred stock dividends
Deemed dividend resulting from accretion of discount

Net (Loss) Income Available to Common Shareholders

Average Common Shares Outstanding, Basic
Average Common Shares Outstanding, Diluted
(Loss) Earnings Per Common Share, Basic

(Loss) Earnings Per Common Share, Diluted

See Notes to Consolidated Financial Statements, which ate an integral part of these statements.
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Year Ended December 31,

2008 2007 2006
$ 629,966 $ 764,828 $ 721,020
81,744 103,525 124,850
9,945 11,601 12,819
91,689 115,126 137,669
385 402 1,511
722,040 880,356 860,200
275,003 368,295 291,292
34,775 79,853 86,524
32,099 49,427 81,013
341,877 497,575 458,829
380,163 382,781 401,371
344,589 68,568 32,789
35,574 314,213 368,582
121,684 113,712 118,210
791,950 321,249 326,244
(634,692) 106,676 160,548
(87,574) 33,400 47,682
(547,118) 73,276 112,866
21,261 - -
243 - -
$ (568,622) $ 73,276 $ 112,866
73,137 73,618 74,940
73,137 74,085 75,543
$ 7.77) $ 1.00 $ 1.51
.77 0.99 1.49



THE SOUTH FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES
IN SHAREHOLDERS' EQUITY AND COMPREHENSIVE (LOSS) INCOME
(dollars in thousands, except per share data)

Balance, December 31, 2005
Net income
Other comprehensive loss, net of tax of $1,272
Comprehensive income
Common dividends declared ($0.69 per share)
Common stock activity:
Acquisitions
Exercise of options, including tax benefit of $1,612
Dividend reinvestment plan
Restricted stock plan
Employee stock purchase plan
Director compensation
Common stock released by trust for deferred comp
Deferred compensation payable in common stock
Cumulative effect of initial application of SAB 108,
net of income tax of $1,858
Adoption of SFAS 123R--reversal of unearned comp
Stock option expense
Other, net
Balance, December 31, 2006
Net income
Other comprehensive income, net of tax of $18,292
Comprehensive income
Common dividends declared ($0.73 per share)
Common stock activity:
Stock repurchase
Acquisitions
Exercise of options, including tax benefit of $1,067
Dividend reinvestment plan
Restricted stock plan
Employee stock purchase plan
Director compensation
Common stock released by trust for deferred comp
Defetred compensation payable in common stock
Cumulative effect of initial application of FIN 48
Stock option expense
Other, net
Balance, December 31, 2007
Net loss
Other comprehensive income, net of tax of $33,288
Comprehensive loss
Issuance of preferred stock
Issuance of warrant to U. S. Treasury Department
Common dividends declared ($0.22 per share)
Preferred dividends declared
Accretion of discount on preferred stock
Common stock activity:
Conversion of preferred stock
Dividend reinvestment plan
Restricted stock plan
Director compensation
Employee stock purchase plan
Acquisitions
Exercise of options, including tax benefit of $6
Common and preferred stock purchased
by trust for deferred compensation
Deferred compensation payable in stock
Cumulative effect of initial application of:
SFAS 159, net of tax
EITF 06-4
Stock option expense
Other, net
Balance, December 31, 2008

Retained Accumulated
Shares of Earnings Other
Common Common  Preferred and Comprehensive

Stock Stock Stock Surplus Other* Income (Loss) Total
74,721,461 $ 74721 § - $ 1,151,005 § 307,081 $ (45,900) $ 1,486,907
- - - - 112,866 - 112,866
- - - - - (2,204) (2,204
- - - - - - 110,662
- - - - (51,960) - (51,960)
4,991 5 - 68 - - 73
459,317 460 - 8,111 - - 8,571
127,303 127 - 3,092 - - 3,219
(8,988) (O] - 3,178 - - 3,169
19,057 19 - 460 - - 479
18,135 18 - 461 - - 479
- - - - 289 - 289
- - - - (289 - (289)
- - - - (3,412) - (3,412)
- - - (2,301) 2,301 - -
- - - 3,483 - - 3,483
- - - 128 234 - 362
75,341,276 75,341 - 1,167,685 367,110 (48,104) 1,562,032
- - - - 73,276 - 73,276
- - - - - 32,295 32,295
- - - - - - 105,571
- - - - (53,695) - (53,695)
(3,600,000) (3,600) - (79,691) - - (83,291)
7,918 8 - 183 - - 191
476,386 476 - 8,675 - - 9,151
149,021 149 - 3,057 - - 3,206
39,617 40 - 3,078 (293) - 2,825
19,378 19 - 402 - - 421
22,098 22 - 512 - - 534
- - - - 122 - 122
- - - - (122) - (122)
- - - - (488) - (488)
- - - 3,657 - - 3,657
(489) - - 43 151 - 194
72,455,205 72,455 - 1,107,601 386,061 (15,809) 1,550,308
- - - - (547,118) - (547,118)
- - - - - 58,367 58,367
- - - - - - (488,751)
- - 577,436 (12,030) - - 565,406
- - - 19,564 - - 19,564
- - - - (16,089) - (16,089)
- - - - (21,261) - (21,261)
- - 243 - (243) - -
1,738,454 1,739 (11,300) 9,561 - - -
225,805 226 - 1,707 - - 1,933
96,635 97 - 5,604 (163) - 5,538
70,422 70 - 460 - - 530
49,123 49 - 276 - - 325
4,403 4 - 20 - - 24
3,602 4 - 37 - - 41
- - - - (585) - (585)
- - - - 1,155 - 1,155
- - - - 60 - 60
- - - - (737) - 737)
- - - 3,179 - - 3,179
- - - (&) (50) - (109)
74,643,649 § 74644 $ 566379 § 1,135920 §  (198,970) $ 42,558 $ 1,620,531

* Other includes guarantee of employee stock ownership plan debt, deferred compensation, and (prior to January 1, 2006) nonvested restricted stock.

See Notes to Consolidated Financial Statements, which are an integral part of these statements.
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THE SOUTH FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousands)

Year Ended December 31,

2008 2007 2006
Cash Flows from Operating Activities
Net (loss) income $  (547,118) % 73,276 $ 112,866
Adjustments to reconcile net (loss) income to net cash provided by
operating activities

Depreciation, amortization, and accretion, net 38,691 33,963 40,504
Provision for credit losses 344,589 68,568 32,789
Share-based compensation expense 9,936 7,469 6,418
Goodwill impairment 426,049 - -
(Gain) loss on securities (3,108) 4,623 (4,037)
Gain on Visa IPO share redemption (1,904) - -
Loss (gain) on trading and certain derivative activities 207 1,197 (3,150)
Gain on sale of mortgage loans (3,314) (5,179) (7,022)
Loss on non-mottgage loans held for sale 283 - 5,129
Loss on eatly extinguishment of debt 2,086 2,029 821
Loss (gain) on disposition of premises and equipment 342 70 (476)
Loss on disposition of other real estate owned 633 401 341
Deferred income tax (benefit) expense (47,200) 7,426 5,674
Excess tax benefits from share-based compensation ©) (1,067) (1,612)
Loss on detivative collateral 1,061 - -
Gain on disposition of assets and liabilities - - (2,498)
Origination of loans held for sale (251,144) (411,539) (632,920)
Sale of loans held for sale and principal repayments 278,840 454,948 565,832
(Increase) decrease in other assets 17,732) (6,364) 6,499
Increase (dectease) in other liabilities 12,861 (12,894) 22,231
Net cash provided by operating activities 244,046 216,927 147,389
Cash Flows from Investing Activities
Sale of securities available for sale 257,483 309,110 40,274
Maturity, redemption, call, or principal repayments of securities available for sale 490,181 483,630 355,569
Maturity, redemption, call, or principal repayments of securities held to maturity 16,983 12,655 10,206
Purchase of securities available for sale (813,272) (12,616) (38,267)
Purchase of securities held to maturity - (140) -
Origination of loans held for investment, net of principal repayments (328,088) (601,055) (591,378)
Sale of loans held for investment 41,163 - 353,044
Sale of other real estate owned 12,324 4,746 11,705
Sale of premises and equipment 9 445 6,004
Purchase of premises and equipment (57,917) (35,658) (50,991)
Disposition of assets and liabilities, net - - (22,655)
Cash equivalents acquired, net of payment for purchase acquisitions 3,332 (363) (374
Net cash (used for) provided by investing activities (377,802) 160,754 73,137

See Notes to Consolidated Financial Statements, which ate an integral part of these statements.
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THE SOUTH FINANCIAL GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(dollars in thousands)

Cash Flows from Financing Activities
(Decrease) increase in deposits
(Decrease) increase in short-term bortowings
Issuance of long-term debt
Payment of long-term debt
Cash dividends paid on common stock
Cash dividends paid on preferred stock
Issuance of preferred stock and wartant, net
Repurchase of common stock
Excess tax benefits from share-based compensation
Other common stock activity

Net cash provided by (used for) financing activities
Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental Cash Flow Data

Interest paid, net of amounts capitalized

Income tax (refunds) payments, net

Significant non-cash investing and financing transactions:
Unrealized gain (loss) on available for sale securities
Conversion of preferred stock into common stock
Loans transferted from held for investment to held for sale
Loans transferred from held for sale to held for investment

Loans transferred to other real estate owned

See Notes to Consolidated Financial Statements, which are an integral part of these statements.
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Year Ended December 31,
2008 2007 2006

$ (407,440)  $ 249,876 $ 311,011
(12,140) (132,959) 292,556

203,320 126,290 127,321
(200,169) (557,726) (918,509)
(29,106) (53,493) (51,097)
(11,920) - -
584,970 - -

- (83,291) -

6 1,067 1,612

2,095 11,249 11,706
129,616 (438,987) (225,400)
(4,140) (61,306) (4,874)
296,525 357,831 362,705

$ 292,385 $ 296,525 $ 357,831
$ 355,460 $ 492,913 $ 442,237
(5,927) 30,313 19,466
59,790 26,461 (1,667)

11,300 - -

63,929 - R

3,060 59 97,196

51,158 8,173 5,616



THE SOUTH FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies

The accounting and repotting policies followed by The South Financial Group, Inc. and all its subsidiaties and the methods
of applying these policies conform with U.S. generally accepted accounting principles and with general practices within the banking
industry. Certain policies, which significantly affect the determination of financial position, results of operations and cash flows, are
summarized below. “TSFG” refers to The South Financial Group, Inc. and its subsidiaries, except where the context requires
otherwise.

Nature of Operations

TSFG is a bank holding company headquartered in Greenville, South Carolina that offers a broad range of financial
products and services, including banking, merchant processing, mortgage, treasury services, and wealth management (which
consists of benefits administration, insurance, retail investment, and trust and investment management). TSFG’s banking
subsidiary Carolina First Bank conducts banking operations in South Carolina and North Carolina (as Carolina First), in Florida
(as Mercantile), and on the Internet (as Bank Caroline). TSFG also owns several non-bank subsidiaries. At December 31, 2008,
TSFG opetated through 82 branch offices in South Carolina, 71 in Florida, and 27 in North Carolina. In South Carolina, the
branches are primarily located in the state’s largest metropolitan areas. The Florida operations are principally concentrated in the
Jacksonville, Oslando, Tampa Bay, Southeast Florida, and Gainesville ateas. The North Carolina branches are primatily located in the
Hendersonville and Asheville areas of westetn North Carolina and in the Wilmington area of eastern North Carolina.

Accounting Estimates and Assumptions

The preparation of the Consolidated Financial Statements and accompanying notes requires management of TSFG to make
a number of estimates and assumptions relating to reported amounts of assets and liabilities and the disclosure of contingent assets
and liabilities at the date of the Consolidated Financial Statements and the reported amounts of revenues and expenses duting the
period. Actual results could differ significantly from these estimates and assumptions. Material estimates that are particulatly
susceptible to significant change telate to the determination of the allowance for loan losses and teserve for unfunded lending
commitments, for the effectiveness of detivative and other hedging activities, the fair value of certain financial instruments (securities,
derivatives, and privately held investments), income tax assets or liabilities (including deferred tax assets and any related valuation
allowance), share-based compensation, and accounting for acquisitions, including the fair value determinations, the analysis of
goodwill impairment and the analysis of valuation allowances in the initial accounting of loans acquited. To a lesser extent, significant
estimates ate also associated with the determination of contingent liabilities, discretionary compensation, and other employee benefit
agreements.

Principles of Consolidation

The Consolidated Financial Statements include the accounts of The South Financial Group, Inc. and all other entities in
which it has a controlling financial interest. All significant intercompany balances and transactions have been eliminated in
consolidation.

TSFG determines whether it has a controlling financial interest in an entity by first evaluating whether the entity is 2
voting interest entity ot a variable interest entity under U.S. generally accepted accounting principles. Voting interest entities are
entities in which the total equity investment at risk is sufficient to enable each entity to finance itself independently and provides
the equity holders with the obligation to absorb losses, the right to receive residual returns, and the tight to make decisions about
the entity's activities. TSFG consolidates voting interest entities in which it has all, or at least majority of, the voting interest. As
defined in applicable accounting standards, vatriable interest entities (“VIEs”) ate entities that lack one or more of the
characteristics of a voting interest entity described above. A controlling financial interest in an entity is present when an enterprise
has a variable interest, or combination of variable interests, that will absorb a majority of the entity's expected losses, receive a
majority of the entity's expected residual returns, or both. The enterprise with a controlling financial interest, known as the
primary beneficiary, consolidates the VIE. At December 31, 2008, TSEG had six subsidiaries that were VIEs for which TSFG
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was not the primary beneficiary. Accordingly, the accounts of these statutory business trusts (“Trusts”) wete not included in
TSFG’s Consolidated Financial Statements. At December 31, 2008 and 2007, the Trusts had outstanding trust preferred secutities
with an aggregate par value of $200.5 million. At December 31, 2008 and 2007, the principal assets of the Trusts are $206.7
million of the Company’s subordinated notes with identical rates of interest and maturities as the trust preferred securities (see
Note 17). At December 31, 2008 and 2007, the Trusts have issued $6.2 million of common securities to the Company. The
Company records interest expense on the subordinated debt and recognizes the dividend income on the common stock of the
trust entities.

Reclassifications

Certain prior year amounts have been reclassified to conform to the 2008 presentation. Specifically, in 2008, TSFG began
presenting its loss on sale of other real estate owned in noninterest expenses (rather than nonintetest income). Amounts for prior
periods have been reclassified to conform to the current presentation. This reclassification had no impact on net income.

Business Combinations

For all business combination transactions initiated after June 30, 2001, the purchase method of accounting has been used,
and accordingly, the assets and liabilities of the acquired company have been recorded at their estimated fair values as of the merger
date. The fait values ate subject to adjustment as information relative to the fair values as of the acquisition date becomes available.
The Consolidated Financial Statements include the results of operations of any acquired company since the acquisition date.

Cash and Cash Equivalents

Cash and cash equivalents include cash and due from banks, interest-bearing bank balances, and federal funds sold.
Generally, both cash and cash equivalents have maturities of three months or less, and accordingly, the catrying amount of these
instruments is deemed to be a reasonable estimate of fair value.

Securities

TSFG classifies its investment securities in one of three categories: trading, available for sale or held to maturity. Trading
securities are bought and held principally for the purpose of selling in the near term. Securities held to maturity are debt securities in
which TSFG has the ability and intent to hold until maturity. All securities not included in trading or held to maturity are classified as
available for sale. TSFG classifies its investment securities at the date of commitment or purchase.

Trading securities are carried at fair value. Adjustments for realized and unrealized gains or losses from trading securities are
included in noninterest income.

Securities available for sale are carried at fair value. Such securities are used to execute asset/liability management strategy,
manage liquidity, collateralize public deposits, borrowings, and derivatives and leverage capital. Adjustments for unrealized gains or
losses, net of the income tax effect, are made to accumulated other comprehensive income (Joss), a separate component of
shareholders' equity.

Securities held to maturity are stated at cost, net of unamortized balances of premiums and discounts.

TSFG determines the fair value of its securities based on quoted market prices from observable market data. On a quarterly
basis, TSFG evaluates declines in the market value below cost of any available for sale or held to maturity security for
other-than-temporary impairment and, if necessary, charges the unrealized loss to operations and establishes a new cost basis in
accordance with Statement of Financial Accounting Standards (“SFAS”) No. 115, “Accounting for Certain Investments in Debt
and Equity Securities” (“SFAS 1157) and the Securities and Exchange Commission (“SEC”) Staff Accounting Bulletin No. 59,
“Noncurrent Marketable Equity Securities” (“SAB 597). To determine whether impairment is other-than-temporaty, TSFG
considers the reasons for the impairment, recent events specific to the issuer or industry, the severity and duration of the impairment,
volatility of fair value, changes in value subsequent to period-end, external credit ratings, and forecasted performance of the investee.
In addition, TSFG considets whether it has the ability and intent to hold the investment until a market price tecovery and whether
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evidence indicating the cost of the investment is recoverable outweighs evidence to the contrary. As the forecasted market price
recovery period lengthens, the uncertainties inherent in the estimate increase, impacting the teliability of that estimate. To be
included in assessment of recoverability, market price recoveries must reasonably be expected to occur within an acceptable
forecast period. Ultimately, a lack of objective evidence to support recovery of a secutity’s cost over a treasonable period of time
will result in an othet-than-temporary impairment charge.

Dividend and interest income are recognized when earned. Premiums and discounts are amottized or accreted over the
expected life of the related held to maturity or available for sale security as an adjustment to yield. Gains ot losses on the sale of
securities are recognized on a specific identification, trade date basis.

Loans Held for Sale

Loans held for sale include residential mortgage loans intended to be sold in the secondary market and other loans that
management has an active plan to sell. Effective January 1, 2008, TSFG elected to carry its portfolio of mortgage loans held for sale
at fair value pursuant to SFAS No. 159 (“SFAS 1597), “The Fair Value Option for Financial Assets and Financial Liabilities.”
Other loans held for sale are catried at the lower of cost or estimated fair value on an aggregate basis. Prior to sale, decreases in fair
value and subsequent recoveries in fair value up to the cost basis are included in noninterest income or expense. Gains or losses on
sales of loans are recognized in noninterest income or expense at the time of sale and are determined by the difference between net
sales proceeds and the catrying value of the loans sold.

Loans ot pools of loans are transferred from the held for investment portfolio to the held for sale portfolio when the intent
to hold the loans has changed due to portfolio management or risk mitigation strategies and when there is 2 plan to sell the loans
within a reasonable petiod of time. At the time of transfer, if the fair value is less than the cost, the difference related to the credit
quality of the loan is recorded as an adjustment to the allowance for loan losses. Decreases in fair value subsequent to the transfer are
recognized in noninterest income ot expense.

Loans ot pools of loans are transferred from the held for sale portfolio to the held for investment pottfolio when the intent
to sell the loans has changed. Any previously recorded lower of cost or market adjustments are amortized to interest income over the
remaining life of the loans.

Loans Held for Investment

Loans held for investment are reported at their outstanding principal balances, adjusted for any deferred fees (net of
associated direct costs) and unamortized premiums or unearned discounts. TSFG recognizes interest on the unpaid balance of the
loans when earned. The net amount of the nonrefundable loan origination fees, commitment fees, and certain direct costs associated
with the lending process ate defetred and amortized to interest income over the term of the loan. The premium or discount on
purchased loans is amortized over the expected life of the loans and is included in interest and fees on loans.

In accotdance with SFAS No. 114 (“SFAS 1147), “Accounting by Creditors for Impairment of a Loan,” loans are
considered to be impaired when, in management's judgment and based on cutrent information, the full collection of principal and
interest becomes doubtful. A loan is also considered impaired if its terms are modified in a troubled debt restructuring. Impaired
loans are placed in nonperforming status, and future payments are applied to principal until such time as collection of the obligation is
no longer doubtful. Interest accrual resumes only when loans return to performing status. To return to performing status, loans must
be fully current, and continued timely payments must be a reasonable expectation.

Loans are charged-off (if unsecured) or written-down (if secured) when losses are reasonably quantifiable. Commercial
loans are generally placed in nonaccrual status (if secured) or charged-off (if unsecured) when full collection of principal and interest
becomes doubtful or when they become 90-days delinquent. Consumer loans are generally placed in nonaccrual status (if secured) or
charged-off (if unsecured) when they become greater than 120 days past due or upon determination that full collection of principal
and interest is doubtful. Mortgage loans are generally placed in nonaccrual status when they become greater than 150 days past due ot
upon determination that full collection of principal and intetest is doubtful. Once placed in nonaccrual, in the event the net realizable
liquidation value of the collateral is less than the principal balance of the mortgage loan, the anticipated deficiency balance is charged
off.
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When loans are placed in nonaccrual status, accrued but unpaid interest is charged against accrued interest income and
other accrued but unpaid charges ot fees are charged to cutrent expenses. Generally, loans are returned to accrual status when the
loan is brought current and ultimate collectibility of principal and interest is no longer in doubt. TSFG defines past due loans based
upon contractual maturity dates for commercial loans. For consumer and mortgage loans, past dues ate defined as loans with two or
more payments due.

Allowance for Loan Losses and Reserve for Unfunded Lending Commitments

The allowance for loan losses and reserve for unfunded lending commitments are based on management's ongoing
evaluation of the loan portfolio and unfunded lending commitments and reflect an amount that, in management's opinion, is
adequate to absorb probable incutred losses in these items. In evaluating the portfolio, management takes into consideration
numerous factors, including current economic conditions, prior loan loss experience, the composition of the loan portfolio, and
management's estimate of credit losses. Loans are charged against the allowance at such time as they are determined to be losses.
Subsequent recoveries are credited to the allowance.

Management considers the year-end allowance approptiate and adequate to cover probable incurred losses in the loan
portfolio; however, management's judgment is based upon a number of assumptions about current events, which are believed to be
reasonable, but which may or may not prove valid. Thus, thete can be no assurance that loan losses in future periods will not exceed
the allowance for loan losses or that additional increases in the allowance for loan losses will not be required. In addition, various
regulatory agencies petiodically review TSFG's allowance for loan losses as part of their examination process and could require TSFG
to adjust its allowance for loan losses based on information available to them at the time of their examination.

The methodology used to determine the resetve for unfunded lending commitment, which is included in other liabilities, is
inherently similar to that used to determine the allowance for loan losses desctibed above, adjusted for factors specific to binding
commitments, including the probability of funding and exposure at default.

Concentrations of Credit Risk

"TSFG's loan portfolio is composed ptimatily of loans to individuals and small and medium sized businesses for various
personal and commercial purposes ptimarily in South Carolina, the western and coastal regions of Notth Carolina, and the
Jacksonville, Otlando, Tampa Bay, Gainesville, and certain southeastern Florida matkets. The loan portfolio is diversified by
botrower and geographic area within these regions. Industry concentrations parallel the mix of economic activity in these markets, the
most significant of which is commercial real estate, and, to a lesser extent, the toutism and automobile industties.

Premises and Equipment

Premises and equipment are carried at cost including capitalized interest, when approptiate, less accumulated depteciation.
Depreciation is charged to expense over the estimated useful lives of the assets. Leasehold improvements and capital leases are
amortized over the terms of the respective lease or the estimated useful lives of the improvements, whichever is shorter. Depreciation
and amortization are computed primarily using the straight-line method. Estimated useful lives generally range from 30 to 40 years
for buildings, 3 to 12 years for furniture, fixtutes, and equipment, 5 to 7 years for capitalized software, and 3 to 30 years for leasehold
improvements.

Additions to premises and equipment and major teplacements or improvements are capitalized at cost. Maintenance,
repairs, and minor replacements are expensed when incurred.

Impairment of Long-Lived Assets
TSFG periodically teviews the carrying value of its long-lived assets including premises and equipment for impairment
whenever events or circumstances indicate that the carrying amount of such assets may not be fully recoverable. For long-lived assets

to be held and used, impairments ate recognized when the catrying amount of a long-lived asset is not recoverable and exceeds its fair
value. The carrying amount of a long-lived asset is not recoverable if it exceeds the sum of the undiscounted cash flows expected to
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result from the use and eventual disposition of the asset. An impairment loss is measured as the amount by which the carrying
amount of a long-lived asset exceeds its fair value.

Long-lived assets to be disposed of by abandonment or in an exchange for a similar productive long-lived asset ate classified
as held and used until disposed of.

Long-lived assets to be sold are classified as held for sale and are no longer depreciated. Certain criteria have to be met in
order for the long-lived asset to be classified as held for sale, including that a sale is probable and expected to occur within one year.
Long-lived assets classified as held for sale are recorded at the lower of their carrying amount ot fair value less the cost to sell

Goodwill and Intangible Assets

Intangible assets include goodwill and other identifiable assets, such as core deposit intangibles, customer list intangibles,
and non-compete agreement intangibles, resulting from TSFG acquisitions. Core deposit intangibles are amortized over 5 to 15 years
using the straight-line or the sum-of-the-years' digits method based upon historical studies of core deposits. The non-compete
agreement intangibles are amortized on a straight-line basis over the non-compete period, which is generally seven years or less.
Customer list intangibles are amortized on a straight-line or accelerated basis over their estimated useful life of 10 to 17 yeats.
Goodwill is not amortized but tested annually for impaitment ot at any time an event occuts or citcumstances change that may
trigger a decline in the value of the reporting unit. Examples of such events or circumstances include adverse changes in legal factors,
business climate, unanticipated competition, change in regulatory environment, or loss of key personnel.

TSFG tests for impairment in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets” (“SFAS 1427).
Potential impairment of goodwill exists when the cartying amount of a reporting unit exceeds its implied fair value. The fair value for
each reporting unit may be computed using one or a combination of the following three methods: income, matket value, or cost
method. The income method uses a discounted cash flow analysis to determine fair value by considering estimated future cash flows
that the reporting unit will generate over its remaining useful life. These cash flows are discounted at a rate appropriate for the risk of
the reporting unit. The market value method uses tecent transaction analysis or publicly traded comparable analysis for similar
companies to determine fair value. The cost method estimates the cutrent cost to purchase or replace the assets of the reporting unit.
To the extent a repotting unit’s catrying amount exceeds its fair value, an indication exists that the reporting unit’s goodwill may be
impaired, and a second step of impairment testing will be petformed. In the second step, the implied fair value of the reporting unit’s
goodwill is determined by allocating the reporting unit’s fair value to all of its assets (recognized and unrecognized) and liabilities as if
the reporting unit had been acquired in a business combination at the date of the impairment test. If the implied fair value of
reporting unit goodwill is lower than its carrying amount, goodwill is impaired and is written down to its implied fair value. The loss
recognized is limited to the carrying amount of goodwill. Once an impairment loss is recognized, future increases in fair value will not
result in the teversal of previously recognized losses.

TSFG’s other intangible assets have an estimated finite useful life and are amortized over that life in a manner that
reflects the estimated decline in the economic value of the identified intangible asset. TSFG periodically reviews its other
intangible assets for impairment.

Derivative Financial Insttuments and Hedging Activities

TSFG’s derivative activities, along with its other exposutes to market tisk, are monitored by its Asset/Liability
Committee (“ALCO”) based upon the interest rate tisk guidelines TSFG has established. Market risk is the adverse effect on the
value of a financial insttument from a change in interest rates, implied volatility of rates, counterparty credit risk and other market-
driven factors. TSFG manages the market risk associated with derivative contracts by establishing and monitoring limits as to the
types and degree of risk that may be undertaken. The market risk associated with trading and derivative activites used for tisk
management activities is fully incorporated into its market risk sensitivity analysis.

'TSEFG uses derivatives to manage exposute to interest rate and foreign exchange risk and offers derivatives to its customers
which they use to meet their risk management objectives. TSFG manages risks associated with its lending, investment, deposit taking,
and borrowing activities. Derivatives for interest rate risk management include interest rate swaps, floors, options, and futures
contracts. Derivatives used for foreign currency risk management consist of forward contracts. Interest rate swaps used by TSFG
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effectively convert specific fixed rate botrowings to a floating rate index, or vice versa, ot setve to convert prime-based or LIBOR-
based variable loan cash flows to fixed rate income streams. TSFG has also entered into swap contracts that effectively convert
exposure taken on through the issuance of equity-linked and inflation-indexed certificates of deposit to LIBOR-based funding.

'TSFG enters into forwatd sales commitments to hedge the interest rate risk arising from its mortgage banking activities.

TSFG may also, from time to time, enter into cettain option and futures contracts that are not designated as hedging a
specific asset, liability or forecasted transaction and ate therefore considered trading positions. Such options and futures contracts
typically have indices that relate to the pricing of specific on-balance sheet instruments and forecasted transactions and may be
more speculative in nature. TSFG has policies that limit the amount of outstanding trading positions.

TSFG also offers vatious detivatives, including interest rate, commodity, equity, credit, and foreign exchange contracts,
to its customers; however TSFG neutralizes its matket risk exposure with offsetting financial contracts from third party dealets.
All detivative contracts associated with these programs ate carried at fair value and are not considered hedges under SFAS No.
133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS 133”).

TSFG uses detivatives to modify the repricing charactetistics of certain assets and liabilities so that changes in interest
rates do not have a significant adverse effect on net interest income and cash flows and to better match the repricing profile of
our interest bearing assets and liabilities. As a result of interest rate fluctuations, certain interest-sensitive assets and liabilities will
gain or lose matket value. In an effective fair value hedging strategy, the effect of this change in value will generally be offset by a
corresponding change in value on the derivatives linked to the hedged assets and liabilities. In an effective cash flow hedging
strategy, the vatiability of cash flows due to intetest rate fluctuatdons on floating rate instruments is managed by derivatives that
effectively lock-in the amount of cash payments or receipts.

By using detivative instruments, TSFG is also exposed to credit risk. Credit risk, which is the risk that a counterparty to a
derivative instrument will fail to petform, equals the fair value gain in a derivative or the excess of the fair value of collateral posted
against the fair value loss in a derivative. Credit tisk is created when the fair value of a derivative contract is positive, since this
generally indicates that the counterparty owes TSFG. When the fair value of a derivative is negative, credit risk exists to the extent
that TSFG has posted collateral in excess of the fair value of the detivative. TSFG minimizes the credit risk in derivative instruments
by enteting into transactions with highly rated counterpattes, which management confirms with its own analysis.

At the inception of a hedge transaction, TSFG formally documents all relationships between hedging instruments and
hedged items, as well as its risk-management objective and sttategy for undertaking the hedge. This process includes identification of
the hedging instrument, hedged item, tisk being hedged and the method for assessing effectiveness and measuring ineffectiveness. In
addition, on a quattetly basis, TSFG assesses whether the derivative used in the hedging transaction is highly effective in offsetting
changes in fair value or cash flows of the hedged item, and measures and records any ineffectiveness.

All derivatves are recognized on the consolidated balance sheet in either other assets or other liabilities at their fair value in
accordance with SFAS 133. On the trade date, TSFG designates the derivative as (1) a hedge of the fair value of a recognized asset or
liability or of an unrecognized firm commitment ("fair value hedge™), (2) a hedge of a forecasted transaction or of the variability of
cash flows to be received or paid telated to a recognized asset or liability ("cash flow hedge"), or (3) an instrument with no hedging
designation. Changes in fair value for derivatives that qualify as fair value hedges are recorded along with the gain or loss on the
hedged asset ot liability that is attributable to the hedged risk as noninterest income in the consolidated statements of income.
Changes in fair value for detivatives that qualify as cash flow hedges are recorded through other comprehensive income (net of tax)
in shareholders' equity to the extent that the hedge is effective. The net cash settlement on derivatives qualifying for hedge accounting
is recorded in interest income ot interest expense, as approptiate, based on the item being hedged. The net cash settlement on
derivatives not qualifying for hedge accounting is included in noninterest income. Changes in the fair value of derivative instruments
that fail to meet the ctiteria for hedge designation as a hedge under SFAS 133 or fail to meet the critetia thereafter are recorded as
noninterest income in the consolidated statements of income. TSFG has elected not to offset fair value amounts recognized for
detivative instruments and fait value amounts recognized for the right to reclaim cash collateral.

TSFG discontinues hedge accounting in accotdance with SFAS 133 when the derivative is no longer effective in offsetting
changes in the fair value or cash flows of a hedged item; the derivative expires or is sold, terminated or exercised; the derivative is
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dedesignated as 2 hedge instrument because it is unlikely that the forecasted transaction will occur; or management determines that
designation of the detivative as a hedge instrument is no longer approptiate.

When hedge accounting is discontinued, the future gains and losses on derivatives are recognized as noninterest income in
the consolidated statements of income. When a fair value hedge is discontinued, the hedged asset or liability is no longer adjusted for
changes in fair value and the existing basis adjustment is amortized or accreted over the remaining life of the asset or liability. When a
cash flow hedge is discontinued but the hedged cash flows or forecasted transaction ate still expected to occur, gains and losses that
were accumulated in other comprehensive income are amortized or accreted into earnings as the hedged cash flows impact earnings.
They are recognized in earnings immediately if the cash flow hedge was discontinued because a forecasted transaction is no longer
probable of occurring.

TSFG may occasionally enter into a contract (the host contract) that contains an embedded detivative. If applicable, an
embedded derivative is separated from the host contract, recorded at fair value and can be designated as a hedge that qualifies for
hedge accounting; otherwise, the derivative is recorded at fair value with gains and losses recognized in the consolidated statements of
income. TSFG’s equity-linked certificates of deposit contain embedded derivatives that requite separation from the host contract.

Other Investments

TSFG accounts for its investments in limited partnerships, limited liability companies (“LLCs”), and other privately held
companies using either the cost or the equity method of accounting. The accounting treatment depends upon TSFG’s percentage
ownership and degree of management influence.

Under the cost method of accounting, TSFG records an investment in stock at cost and generally recognizes cash dividends
received as income. If cash dividends received exceed the investee’s earnings since the investment date, these payments are
considered a return of investment and reduce the cost of the investment.

Under the equity method of accounting, TSFG records its initial investment at cost. Subsequently, the carrying amount of
the investment is increased or decreased to reflect TSFG’s share of income ot loss of the investee. TSFG’s recognition of earnings or
Josses from an equity method investment is based on TSFG’s ownership percentage in the limited partnership or LLC and the
investee’s earnings on a quartetly basis. The limited partnerships and LI.Cs generally provide their financial information during the
quarter following the end of a given petiod. TSFG’s policy is to record its share of earnings or losses on equity method investments
in the quarter the financial information is received.

All of the limited partnerships and LLCs in which TSFG invests are privately held, and their market values are not readily
available. TSFG’s management evaluates its investments in limited partnerships and LI.Cs for impaitment based on the investee’s
ability to generate cash through its operations or obtain alternative financing, and other subjective factors. There are inherent risks
associated with TSFG’s investments in limited partnerships and LLCs, which may result in income statement volatility in future
petiods.

Bank-Owned Life Insurance

TSFG has purchased life insurance policies on certain key employees. These policies ate recorded in other assets at their
cash surrender value, or the amount that can be realized. Income from these policies and changes in the net cash surrender value are
recorded in noninterest income. Bank-owned life insurance totaled $288.8 million and $278.3 million, respectively, at December 31,
2008 and 2007.

Foreclosed Property

Other teal estate owned, included in other assets, is comprised of real estate properties acquired in pattial ot total
satisfaction of problem loans. In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets” (“SFAS 144”), the property is classified as held for sale when the sale is probable and is expected to occur within one year.
The property is initially cartied at the lower of cost or estimated fair value less estimated selling costs. Principal losses existing at the
time of acquisition of such properties are charged against the allowance for loan losses. Interest losses ate charged to interest income.
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Subsequent write-downs that may be requited to the carrying value of these properties and gains and losses realized from the sale of
other real estate owned are included in other noninterest expense. Costs telated to the development and improvements of such
property are capitalized, whereas the costs related to holding the property are charged to expense. Other real estate owned totaled
$44.7 million and $6.5 million at December 31, 2008 and 2007, respectively.

Personal property tepossessions are acquired in partial ot total satisfaction of problem loans and are included in other assets.
These repossessions are initially carried at the lower of cost ot estimated fair value. Principal losses existing at the time of acquisition
of such petsonal properties are charged against the allowance for loan losses. Personal property repossessions totaled $4.3 million and
$1.8 million at December 31, 2008 and 2007, respectively.

Debt Issuance Costs

TSFG amortizes debt issuance costs over the life of the related debt using 2 method that approximates the effective interest
method.

Borrowed Funds

TSEG’s short-term borrowings are defined as borrowings with matutities of one year or less when made. Long-term
borrowings have maturities greater than one year when made. Any premium or discount on borrowed funds is amortized over the
term of the borrowing.

Commitments and Contingencies

Contingencies arising from environmental remediation costs, claims, assessments, guarantees, litigation, recourse reserves,
fines, penalties and othet sources ate recorded when deemed probable and estimable.

Deposit Accounts

TSFG recognizes service chatges on deposit accounts when collected. Any premium or discount on fixed maturity deposits
is amortized over the term of the deposits.

TSFG is charged a fee in connection with its acquisition of brokered certificates of deposit. The fee is included in other
assets as a prepaid charge and is amortized into interest expense over the maturity period of the brokered CD on a straight-line
basis.

Fair Value

Effective January 1, 2008, TSFG determines the fair market values of its financial instruments based on the fair value
hietarchy established in SFAS No. 157 (“SFAS 157”), “Fair Value Measurements,” 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:

e Level 1 — Valuations are based on quoted prices in active markets for identical assets and liabilities. Level 1 assets
include debt and equity securities 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.

e Level 2 — Valuations are based on observable inputs other than Level 1 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. Level 2 assets and liabilities include debt secutities with quoted prices that are traded less
frequently than exchange-traded instruments and derivative contracts whose value is determined using a pricing model
with inputs that are observable in the matket or can be derived principally from ot corroborated by obsetvable market
data. This category generally includes U.S. government agencies, agency mortgage-backed debt securities, private-label
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mortgage-backed debt securites, state and municipal bonds, corporate bonds, certain detivative contracts, and mortgage
loans held for sale.

e Level 3 — Valuations include unobsetvable inputs that are supported by little or no market activity and that are
significant to the fair value of the assets. For example, certain available for sale securities included in this category are
not readily marketable and may only be redeemed with the issuer at par. This category also includes certain derivative
contracts for which independent pricing information is not available for a significant portion of the underlying assets.

TSFG catries secutities available for sale, mottgage loans held for sale, and derivative assets and liabilities at fair value on a
recurting basis. For more infotmation on the fair value of TSFG’s financial instruments, see Note 28.

Income Taxes

"TSFG accounts for income taxes under the asset and liability method. The federal taxable operating results of TSFG and its
eligible subsidiaries are included in its consolidated federal income tax return. Each subsidiary included in the consolidated federal
income tax return receives an allocation of federal income taxes due to the Parent Company or is allocated a receivable from the
Parent Company to the extent tax benefits are realized. Where federal and state tax laws do not permit consolidated or combined
income tax returns, applicable separate subsidiaty federal or state income tax returns are filed and payment, if any, is remitted directly
to the federal or state governments from such subsidiary. In addition, TSFG periodically reviews the sustainability of its federal and
state income tax positions and, if necessaty, in accordance with FASB Interpretation No. 48 (“FIN 487), “Accounting for
Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109,” records contingent tax liabilities.

Deferred income tax assets and liabilities are recognized for the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and liabilities and their respective income tax basis and operating loss and
income tax credit carryforwards. Deferred income tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporaty differences are expected to be realized or settled. The effect on deferred
income tax assets and liabilities of a change in tax rates is recognized in income in the petiod that includes the enactment date.
Management regularly reviews deferred tax assets for recoverability, and in situations where it is “more likely than not” that a deferred
tax asset is not realizable, a valuation allowance is tecorded.

Preferred Stock

Preferred stock ranks seniot to common shares with respect to dividends and has preference in the event of liquidation.
Preferred stock is reported in shareholders’ equity unless it is mandatorily redeemable or it embodies an unconditional obligation
that the Company must or may settle in shares whose monetary value at inception is based solely or predominantly on any of the
following: (1) a fixed amount known at inception, (2) variations in something other than the fair value of the Company’s equity
shares, ot (3) variations inversely related to changes in the fair value of the Company’s equity shares as prescribed in Statement of
Financial Accounting Standards (“SFAS”) No. 150, “Accounting for Certain Financial Instruments with Characteristics of both
Liabilities and Equity.” Dividends declared on preferred stock are accounted for as a reduction in retained earnings. Issuance
costs are charged against surplus. Any premium or discount on preferred stock is amortized over the expected term of the
borrowing using the effective interest method.

Comprehensive Income (Loss)

Comptehensive income (loss) is the change in TSFG's equity during the period from transactions and other events and
circumstances from non-owner sources. Total comprehensive income (loss) consists of net income (loss) and other comprehensive
income (loss). TSFG's other comptehensive income (loss) and accumulated other comprehensive income (loss) are comprised of
unrealized gains and losses on certain investments in debt securities, equity securities, and derivatives that qualify as cash flow hedges
to the extent that the hedge is effective.
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Share-Based Compensation

TSEG records share-based compensation in accordance with SFAS No. 123R (“SFAS 123R”), “Share-Based Payment,”
which requires companies to recognize in the income statement the grant-date fair value of stock options and other equity-based
compensation issued to employees. Under SFAS 123R, the way an award is classified will affect the measutement of
compensation cost. Liability-classified awards are remeasured to fair value at each balance-sheet date until the award is settled.
Equity-classified awards are measured at grant-date fair value, amortized over the subsequent vesting period, and are not
subsequently remeasured. The fair value of non-vested stock awards for the purposes of recognizing stock-based compensation
expense is the market price of the stock on the grant date. The fair value of options is estimated on the grant date using a Monte
Catlo simulation method for market-based stock options and the Black-Scholes option pricing model for all other options (see
Note 24).

Compensation cost is based on awards ultimately expected to vest; consequently, it has been reduced for estimated
forfeitures. SFAS 123R requires forfeitures to be estimated at the time of grant and revised, if necessaty, in subsequent periods if
actual forfeitures differ from those estimates. TSFG has elected to expense future grants of awards with graded vesting on a straight-
line basis over the requisite service petiod of the entire award.

SFAS 123R requires cash flows resulting from tax deductions in excess of the grant-date fair value of share-based
awards to be included in cash flows from financing activities. Cash flows from financing activities for 2008, 2007, and 2006
included $6,000, $1.1 million, and $1.6 million, respectively, in cash inflows from excess tax benefits related to stock
compensation. TSFG has elected the “short-cut method” to determine the pool of windfall tax benefits.

Per Share Data

Basic earnings per share is computed by dividing net income available to common shareholders by the weighted-average
number of shates of common stock outstanding during the year. For diluted earnings per share, the denominator is increased to
include the number of additional common shares that would have been outstanding if dilutive potential common shares had been
issued. In addition, if the denominator has been adjusted as per the prior sentence, then the numerator is adjusted to add back any
convertible preferred dividends. If dilutive, common stock equivalents ate calculated for options, warrants, restricted stock, and
restricted stock units using the treasury stock method and for convertible securities using the if-converted method.

Business Segments

TSFG repotts operating segments in accordance with SFAS No. 131, "Disclosures about Segments of an Enterprise and
Related Information" ("SFAS 131"). Operating segments ate components of an enterprise about which separate financial information
is available that is evaluated regularly by the chief operating decision maker in deciding how to allocate resources and assess
performance. SFAS 131 requires that a public enterptise report a measure of segment profit ot loss, certain specific revenue and
expense items, segment assets, information about the way that the operating segments wete determined and other items. TSFG has
two reportable operating segments: Carolina First and Mercantile (see Note 29).

Risk and Uncertainties

In the normal coutse of its business, TSFG encounters significant economic and regulatory risks. There are two main
components of econormic risk: credit risk and market risk. Credit tisk is primarily the risk of default on TSFG's loan portfolio that
results from borrowers' failure to make contractually required payments. Market risk arises principally from interest rate tisk inherent
in TSFG's lending, investing, deposit, and borrowing activities.

TSFG is subject to the regulations of various government agencies. These regulations may change significantly from period
to period. TSFG also undetgoes periodic examinations by the regulatory agencies, which may subject it to further changes with
respect to asset valuations, amounts of required loss allowances and operating restrictions resulting from the regulators' judgments
based on information available to them at the time of their examination.
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'The global and U.S. economies are expetiencing unprecedented volatility, and a challenging business climate is forecast for
the foreseeable futute. A continued economic downturn and volatility in the financial markets could significantly affect the estimates,
judgments and assumptions used in the preparation of the Consolidated Financial Statements, and could lead to impairment of
goodwill and other intangible assets, investments, or other assets.

Recently Adopted Accounting Pronouncements
Fair Value Measurements

SFAS 157 defines fair value, establishes guidelines for measuring fair value and expands disclosures regarding fair value
measurements. SFAS 157 does not require any new fair value measurements but rather eliminates inconsistencies in guidance
found in vatious prior accounting pronouncements. TSFG adopted this standard for financial assets and liabilities effective
January 1, 2008 with no significant impact on its Consolidated Financial Statements. See Note 28 for fair value disclosures.
Financial Accounting Standards Board (“FASB”) Staff Position FAS 157-2 (“ESP 157-2”) delays the effective date of SFAS 157
for nonfinancial assets and liabilities measured at fair value on a nonrecurring basis until fiscal years beginning after November
15, 2008. As a result, TSFG adopted this standard for nonfinancial assets and liabilities effective January 1, 2009 with no
significant impact on its Consolidated Financial Statements.

Endorsement Split-Dollar Life Insurance Arrangements

In September 2006, the Emerging Issues Task Force (“EITF”) reached a final consensus on Issue 06-4 (“EITF 06-47),
“Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance
Arrangements.” EITF 06-4 stipulates that an agreement by the employer to share a portion of the proceeds of a life insurance
policy with the employee during the postretirement period is a postretirement benefit arrangement for which a liability must be
recorded. The consensus is effective for fiscal years beginning after December 15, 2007. Entities had the option of applying the
provisions of EITF 06-4 as a cumulative effect adjustment to the opening balance of retained earnings or retrospectively to all
ptior petiods. TSFG currently has several atrangements as described by EITF 06-4. TSFG adopted this standard effective
January 1, 2008, with a $737,000 decrease to retained earnings.

Fair Valne Option for Financial Assets and Financial Liabilities

SFAS 159 allows an entity the irrevocable option to elect fair value for the initial and subsequent measurement for
certain financial assets and liabilities on a contract-by-contract basis. Subsequent changes in fair value of these financial assets and
liabilities would be recognized in earnings when they occur. SFAS 159 further establishes certain additional disclosure
requirements. TSFG adopted this standard effective January 1, 2008 and elected to account for its portfolio of mortgage loans
held for sale at fair value. The impact of adoption was an increase to retained earnings of $60,000, net of income tax of $32,000.
For additional information on the fair value option, see Note 28.

Offsetting Amounts under Master Netting Arrangements

FASB Staff Position FIN 39-1 (“FSP FIN 39-17), “Amendment of FASB Interpretation No. 39” amends Interpretation
No. 39 to permit a reporting entity to offset the right to reclaim cash collateral (a receivable), or the obligation to return cash
collateral (a payable), against derivative instruments executed with the same counterparty under the same master netting
arrangement. TSFG adopted FSP FIN 39-1 effective January 1, 2008 with no significant impact on its Consolidated Financial
Statements.

Written Loan Commitments Recorded at Fair Value throngh Earnings

Staff Accounting Bulletin No. 109 (“SAB 1097), “Written Loan Commitments Recorded at Fair Value Through
Earnings,” supersedes SAB No. 105, “Application of Accounting Principles to Loan Commitments,” and indicates that the
expected net future cash flows related to the associated setvicing of the loan should be included in the measurement of all written
loan commitments that ate accounted for at fair value through earnings. TSFG adopted SAB 109 effective January 1, 2008 with
no significant impact on its Consolidated Financial Statements.
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Determining the Fair Valne of a Financial Asset When the Market for That Asset Is Not Active

FASB Staff Position FAS 157-3 (“FSP FAS 157-3”), “Determining the Fair Value of a Financial Asset When the Market
for That Asset Is Not Active” clarifies the application of SFAS 157 in a market that is not active and expands the guidance for
estimating the present value of future cash flows for some hard-to-value financial instruments, such as collateralized debt
obligations. TSFG adopted FSP FAS 157-3 effective September 30, 2008 with no significant impact on its Consolidated Financial
Statements.

Amendments to the Impairment Guidance of EITF Issue No. 99-20

FASB Staff Position No. EITF 99-20-1 (“FSP EITF 99-20-17), “Amendments to the Impairment Guidance of EITF
Issue No. 99-20,” amends the impairment guidance in EITF Issue No. 99-20, “Recognition of Intetest Income and Impairment
on Purchased Beneficial Interests and Beneficial Interests That Continue to Be Held by a Transferor in Securitized Financial
Assets,” to achieve more consistent determination of whether an othet-than-temporary impairment has occurred. The FSP also
retains and emphasizes the objective of an othet-than-temporary impairment assessment and the related disclosure requirements
in SFAS 115 and other related guidance. TSFG adopted FSP EITF 99-20-1 effective December 31, 2008 with no significant
impact on its Consolidated Financial Statements.

Disclosures by Public Entities (Enterprises) abont Transfers of Financial Assets and Interests in Variable Interest Entities

FASB Staff Position No. FAS 140-4 and FIN 46(R)-8 (“FSP FAS 140-4”), “Disclosures by Public Entities (Enterprises)
about Transfers of Financial Assets and Interests in Variable Interest Entities,” amends SFAS No. 140, “Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities,” and FIN No. 46(R), “Consolidation of Variable
Interest Entities,” to require public companies to disclose additional information regarding transfers of financial assets and
interests in variable interest entities. TSFG adopted FSP EITF 99-20-1 effective December 31, 2008 with no significant impact
on its Consolidated Financial Statements.

Business Combinations

SFAS No. 141R (“SFAS 141R”), “Business Combinations,” requites an acquirer, upon initially obtaining control of
another entity, to recognize the assets, liabilities and any non-controlling interest in the acquiree at fair value as of the acquisition
date. Contingent consideration is requited to be recognized and measured at fair value on the date of acquisition rather than at a
later date when the amount of that consideration may be detetminable beyond a reasonable doubt. This fair value approach
replaces the cost-allocation process required under SFAS 141 whereby the cost of an acquisition was allocated to the individual
assets acquired and liabilities assumed based on their estimated fair value. SFAS 141R requires acquirers to expense acquisition-
related costs as incurred rather than allocating such costs to the assets acquired and liabilities assumed, as was previously the case
under SFAS 141. Under SFAS 141R, the requirements of SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities,” would have to be met in order to accrue for a restructuring plan in purchase accounting. Pre-acquisition contingencies
are to be recognized at fair value, unless it is 2 non-contractual contingency that is not likely to materialize, in which case nothing
should be recognized in purchase accounting and, instead, that contingency would be subject to the probable and estimable
recognition criteria of SFAS No. 5, “Accounting for Contingencies.” TSFG adopted SFAS 141R effective January 1, 2009 with
no significant impact on its Consolidated Financial Statements. However, TSFG expects SFAS 141R to have a significant effect
on future acquisitions, if any.

Noncontrolling Interests in Consolidated Financial S tatements

SFAS No. 160 (“SFAS 160™), “Noncontrolling Interests in Consolidated Financial Statements, an amendment of ARB
No. 51, establishes accounting and reporting standards for the noncontrolling interest in a subsidiary and for the
deconsolidation of a subsidiary. SFAS 160 clarifies that a non-controlling interest in a subsidiary, which is sometimes referred to
as minority interest, is an ownership interest in the consolidated entity that should be reported as a component of equity in the
consolidated financial statements. Among other requitements, SFAS 160 requires consolidated net income to be reported at
amounts that include the amounts attributable to both the patent and the noncontrolling interest. It also requires disclosure, on
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the face of the consolidated income statement, of the amounts of consolidated net income attributable to the parent and to the
noncontrolling interest. TSFG adopted SFAS 160 effective January 1, 2009 with no significant impact on its Consolidated
Financial Statements.

Disclosures abont Derivative Instruments and Hedging Activities

SFAS No. 161 (“SFAS 1617), "Disclosures about Derivative Instruments and Hedging Activities, an Amendment of
FASB Statement No. 133," amends SFAS 133, "Accounting for Detivative Instruments and Hedging Activities," to amend and
expand the disclosure requirements of SFAS 133 to provide greater transparency about (i) how and why an entity uses derivative
instruments, (i) how derivative instruments and related hedge items are accounted for under SFAS 133 and its related
interpretations, and (jii) how derivative instruments and related hedged items affect an entity's financial position, results of
operations and cash flows. To meet those objectives, SFAS 161 requires qualitative disclosures about objectives and strategies for
using derivatives, quantitative disclosures about fair value amounts of gains and losses on detivative instruments and disclosures
about credit-risk-related contingent features in derivative agreements. TSFG adopted SFAS 161 effective January 1, 2009 with no
significant impact on its Consolidated Financial Statements.

Determining Whether Instruments Granted in Share-Based Payment Transactions Are Participating Securities

FASB Staff Position EITF 03-6-1 (“FSP EITF 03-6-17), “Determining Whether Instruments Granted in Share-Based
Payment Transactions Are Participating Secutities,” states that unvested share-based payment awards that contain nonforfeitable
rights to dividends or dividend equivalents are participating securities and shall be included in the computation of earnings per
share pursuant to the two-class method. TSFG adopted FSP EITF 03-6-1 effective January 1, 2009 with no significant impact on
its Consolidated Financial Statements.

Determination of the Useful Life of Intangible Assets
FASB Staff Position FAS 142-3 (“FSP FAS 142-3”), “Determination of the Useful Life of Intangible Assets,” amends
the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of 2

recognized intangible asset under SFAS No. 142, “Goodwill and Other Intangible Assets.” TSFG adopted FSP FAS 142-3
effective January 1, 2009 with no significant impact on its Consolidated Financial Statements.

Equity Method Investment Acconnting Considerations
EITF TIssue 08-6, “Equity Method Investment Accounting Considerations” clarifies the accounting for certain
transactions and impaitment considerations involving equity method investments. TSFG adopted EITF Issue 08-6 effective
January 1, 2009 with no significant impact on its Consolidated Financial Statements.
Accounting for Defensive Intangible Assets
EITF Issue 08-7, “Accounting for Defensive Intangible Assets™ clarifies how to account for defensive intangible assets

subsequent to initial measurement. TSFG adopted EITF Issue 08-7 effective January 1, 2009 with no significant impact on its
Consolidated Financial Statements.
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Note 2. Accumulated Othet Comprehensive Income (Loss)

The following summarizes accumulated other comprehensive income (loss), net of tax (in thousands) for the years ended
December 31:

2008 2007 2006
Net Unrealized Gains (Losses) on Securities Available for Sale
Balance at beginning of year $ (30,765) § (47,378) $ (46,350)
Other comprehensive income (loss):
Untealized holding gains (losses) arising during the period 59,236 23,129 (1,654)
Income tax (expense) benefit (21,941) (8,682) 634
Less: Reclassification adjustment for losses (gains) included in net (loss) income 554 3,332 (13)
Income tax (benefit) expense (194) (1,166) 5
37,655 16,613 (1,028)
Balance at end of year 6,890 (30,765) (47,378)
Net Unrealized Gains (Losses) on Cash Flow Hedges
Balance at beginning of year 14,956 (726) 450
Other comptehensive income (loss):
Untrealized gain (loss) on change in fair values 31,865 24,678 (113)
Income tax (expense) benefit (11,153) (8,637) 40
Less: Amortization of terminated swaps - (552) (1,696)
Income tax expense - 193 593
20,712 15,682 (1,176)
Balance at end of year 35,668 14,956 (726)
$ 42,558 $ (15809) § (48,104
Total other comprehensive income (loss) $ 58,367 $ 32295 $ (2204
Net (loss) income (547,118) 73276 112,866
Comprehensive (loss) income $ (488,751) § 105,571 $ 110,662
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Note 3. Noninterest Income and Noninterest Expenses

The following presents the details for noninterest income and noninterest expenses (in thousands) for the years ended
December 31:

2008 2007 2006
Noninterest Income
Service charges on deposit accounts $ 42,940 $ 44,519 $ 45,041
Debit card income, net 7,805 7,182 5,437
Customer setvice fee income 5,335 5,648 4,467
Total customer fee income 56,080 57,349 54,945
Insurance income 10,082 12,029 12,025
Retail investment services, net 7,711 7,902 6,533
Trust and investment management income 6,688 6,595 6,124
Benefits administration fees 3,136 3,261 2,933
Total wealth management income 27,617 29,787 27,615
Bank-owned life insurance income 12,877 13,344 11,636
Morttgage banking income 5,260 6,053 8,155
Metchant processing income, net 3,279 3,263 2,307
Gain (loss) on securities 3,108 (4,623) 4,037
Gain on Visa IPO share redemption 1,904 - -
(Loss) gain on trading and certain derivative activities (207) (1,197) 3,150
Gain on disposition of assets and liabilities ’ - - 2,498
Loss on indirect auto loans - - (5,129)
Other @ 11,766 9,736 8,996
Total noninterest income § 121,684 $ 113,712 $ 118,210
Noninterest Expenses
Goodwill impairment $ 426,049 $ - $ -
Salaties and wages, excluding employment contracts and severance 144,037 137,085 134,743
Employment contracts and severance 16,519 2,306 5,588
Total salaries and wages 160,556 139,391 140,331
Employee benefits 38,200 37,098 35,739
Occupancy 37,311 34,659 31,802
Furniture and equipment 27,561 26,081 25,216
Professional services 16,483 17,062 21,462
Loan collection and foreclosed asset expense 12,431 3,665 3,615
Regulatory assessments 10,923 2,628 1,765
Advertising and business development 9,927 7,401 9,894
Telecommunications 6,140 5,668 5,630
Amortization of intangibles 6,138 7,897 8,775
Loss on eatly extinguishment of debt 2,086 2,029 821
Loss on detivative collateral 1,061 - -
Branch acquisition and conversion costs 731 - -
Visa-related litigation (863) 881 -
Other 37,216 36,789 41,194
Total noninterest expenses $§ 791,950 $ 321,249 § 326,244

®  In fourth quarter 2008, TSFG reclassified gain (loss) on sale of other real estate owned from noninterest income to noninterest expense. For the yeats
ended December 31, 2008, 2007, and 2006, such amounts totaled (in thousands) a loss of $633, $401, and $305, respectively.
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Note 4. Branch Acquisition/Disposition

In June 2008, Carolina First Bank acquired five branch offices (including related loans and deposits) in Florida from an
unrelated financial institution. In connection with this branch acquisition, the Company acquired loans of $6.4 million, premises
and equipment of $13.4 million, and deposits totaling $24.5 million, and tecorded a cote deposit intangible asset of $655,000. The
core deposit intangible asset is being amortized over 5 years using an accelerated method.

In September 2006, Carolina First Bank completed the sale of its branch office in Mullins, South Carolina. In connection
with the sale of this branch, TSFG recorded a gain of $2.5 million and transferred deposits of $27.9 million and loans of $2.6 million
to the purchaser.

Note 5. Restrictions on Cash and Due From Banks

TSFG is required to maintain average reserve balances with the Federal Reserve Bank based upon a percentage of deposits.
The average amounts of these reserve balances for the years ended December 31, 2008 and 2007 wete $27.8 million and $87.0
million, respectively.

At December 31, 2008, TSFG had no testricted cash collateralizing detivative financial instruments. At December 31, 2007,
TSFG had restricted cash totaling $50,000 collateralizing derivative financial instruments.

Note 6. Securities

The aggregate amortized cost and estimated fair value of securities available for sale and secutities held to maturity (in
thousands) at December 31 wete as follows:

2008
Gross Gross

Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

Securities Available for Sale
U.S. Treasury $ 2,001 $ 68 $ - $ 2,069
U.S. Government agencies 307,025 6,704 - 313,729
Agency mortgage-backed securities 1,467,516 14,632 13,509 1,468,639
Private label mortgage-backed securities 14,850 - 2,079 12,771
State and municipals 256,755 5,673 180 262,248
Other investments 48,098 87 447 47,738

$ 2,096,245 § 27,164 § 16,215 § 2,107,194

Securities Held to Maturity

State and municipals $ 22,609 § 343§ 4 3 22,948
Other investments 100 - - 100
$ 22,709 § 343 § 4 % 23,048
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2007

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
Securities Available for Sale
U.S. Treasury $ 27,081 $ 511 § - $ 27,592
U.S. Government agencies 502,659 1,142 230 503,571
Agency mortgage-backed securities 1,138,352 289 50,214 1,088,427
State and municipals 302,775 919 1,108 302,586
Other investments 64,186 1,402 1,552 64,036

$ 2,035,053 § 4,263 § 53,104 § 1,986,212

Securities Held to Maturity

State and municipals $ 39,451 § 209 § 118 39,542
Other investments 240 - - 240
$ 39,691 § 209 § 118 § 39,782

At December 31, 2008, other investments in securities available for sale included the following (recorded at the estimated
fair value): corporate bonds of $10.0 million, FHLB stock of $35.5 million, community bank stocks of $672,000, and other equity
investments of $1.6 million. At December 31, 2007, other investments in securities available for sale included the following (tecorded
at the estimated fair value): corporate bonds of $20.4 million, FHLB stock of $35.3 million, community bank stocks of $5.0 million,
and other equity investments of $3.3 million.

The amortized cost and estimated fair value of securities available for sale and secutities held to maturity (in thousands) at
December 31, 2008, by contractual maturity, are shown in the following table. Expected maturities will differ from contractual
matutities because borrowets may have the right to call or prepay obligations with or without call or prepayment penalties. The
estimated fait value of securities was determined using quoted market prices.

December 31, 2008
Amortized Estimated
Cost Fair Value
Securities Available for Sale
Due in one year or less $ 90,200 $ 90,247
Due after one year through five years 606,361 618,298
Due after five years through ten years 232,374 235,165
Due after ten yeats 1,129,167 1,125,716
No contractual maturity 38,143 37,768

$ 2,096,245 § 2,107,194

Securities Held to Maturity

Due in one year or less $ 5284 § 5,299
Due after one year through five years 15,728 16,006
Due after five years through ten yeats 1,697 1,743

Due after ten years - -

No contractual maturity - -
$ 22,709 § 23,048

Proceeds from sales of securities available for sale, gross realized gains and losses on sales, and maturities and other
securities transactions (in thousands) for the years ended December 31 are summarized as follows. The net gains ot losses are shown
in noninterest income as gain (loss) on securities.
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2008 2007 2006

Proceeds from sales of secutities available for sale $ 257,483 $ 309,110 $ 40,274
Sales transactions of securities available for sale:
Gross realized gains $ 2,544 $ 2,795 $ 4,711
Gross realized losses & (986) (5,427) (557)
Maturities and other secutities transactions:
Gross realized gains 4,262 - 11
Gross realized losses ©) - 2
Other-than-temporaty impairment (2,706) (1,991) (126)
Net gain (loss) on securities $ 3,108 $ (4,623) ) 4,037

®  Includes impairment losses on secutities subsequently sold.

Securities with market values of approximately $1.4 billion and $1.8 billion at December 31, 2008 and 2007, respectively,
were pledged to secure public deposits and for other purposes. The amortized cost totaled approximately $1.4 billion and $1.9 billion
for these same petiods.

Carolina First Bank, as a member of the Federal Home Loan Bank ("FHLB") of Atlanta, is requited to own capital stock in
the FHLB of Atlanta based generally upon its balances of residential mottgage loans, select commercial loans secuted by real estate,
and FHLB advances. FHLB capital stock, which is included in other investments, is pledged to secute FHLB advances. No ready
market exists for this stock, and it has no quoted market value. However, redemption of this stock has historically been at par value.

Gross unrealized losses on investment securities and the fair value of the related secutities, aggregated by investment
category and length of time that individual securities have been in a continuous unrealized loss position, at December 31 were as
follows (in thousands):

2008
Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

Securities Available for Sale
Agency mortgage-backed securities $ 342,792 § 3,062 $ 399,557 $§ 10,447 $ 742349 § 13509
Private label mortgage-backed securities 12,771 2,079 - - 12,771 2,079
State and municipals 4,230 148 1,854 32 6,084 180
Othet investments 369 128 700 319 1,069 447
$ 360,162 $ 5,417 $ 402111 § 10,798 $ 762273 § 16,215

Securities Held to Maturity
State and municipals $ - 3 - $ 1,036 § 4 $ 1,036 $ 4
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2007

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

Securities Available for Sale
U.S. Government agencies $ - 9 - $ 51,775  § 230 $ 51,775 § 230
Agency mortgage-backed securities 67,150 512 1,003,886 49,702 1,071,036 50,214
State and municipals 4,641 3 157,857 1,105 162,498 1,108
Other investments 7,836 1,552 - - 7,836 1,552
$ 79,627 § 2,067 $ 1,213,518 § 51,037 $ 1,293,145 § 53,104

Securities Held to Maturity
State and municipals $ 813 § 1 $ 15,136 § 117 $ 15,949 § 118

At December 31, 2008, TSFG had 114 individual investments that were in an unrealized loss position. The unrealized losses
summarized above, except for equity investments, were primarily attributable to changes in interest rates, rather than deterioration in
credit quality. The majotity of these securities are government or agency securities and, therefore, pose minimal credit risk. TSFG
believes it has the ability and intent to hold these debt securities until a market price recovery or maturity. Therefore, at December 31,
2008, these investments are not considered impaited on an other-than-temporary basis.

In second quarter 2008, TSFG recorded $927,000 in other-than-temporary impairment on its corporate bond portfolio due
to a change in intent to hold the securities until a recovery in value based on a change in investment strategy. In third quarter 2008,
TSFG sold approximately $8.4 million of corporate bonds and recognized a gain on sale of approximately $129,000. Additionally in
2008, TSFG recorded $2.1 million in other-than-temporary impairment on certain community bank-related investments included in
the other investments portfolio. At December 31, 2008, TSFG’s other investments with unrealized losses are not considered
impaired on an other-than-temporary basis due to the lack of severity and duration of the impairments. In 2007, TSFG recorded $2.9
million in other-than-temporary impairment on its corporate bond pottfolio, and sold approximately $70 million of those bonds.

TSFG also invests in limited partnerships, limited liability companies (LLC's) and other privately held companies. These
investments are included in other assets. In 2008, 2007, and 2006, TSFG recorded $589,000, $2.0 million, and $126,000,
respectively, in other-than-temporary impaitment on these investments. At December 31, 2008, TSFG's investment in these
entities totaled $18.1 million, of which $5.3 million were accounted for under the cost method and $12.8 million were accounted
for under the equity method. At December 31, 2007, TSFG's investment in these entities totaled $16.4 million, of which $6.9
million were accounted for under the cost method and $9.5 million were accounted for under the equity method.
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Note 7. Loans

The following is a summary of loans by category (in thousands) at December 31:

2008 2007
Commercial Loans
Commetcial and industtial $ 2,722,611 $ 2,742,863
Commercial owner - occupied real estate 1,270,746 1,070,376
Commercial real estate 4,074,331 4,158,384

8,067,688 7,971,623
Consumer Loans
Indirect - sales finance 635,637 699,014
Consumer lot loans 225,486 311,386
Direct retail 95,397 107,827
Home equity 813,201 754,158

1,769,721 1,872,385
Mortgage Loans 354,663 369,412
Loans held for investment 10,192,072 10,213,420
Loans held for sale 30,963 17,867
Total loans $ 10,223,035 $ 10,231,287
Included in the above:
Nonaccrual loans held for investment $ 349,382 $ 80,191
Nonaccrual loans held for sale 16,282 -
Loans past due 90 days still accruing interest 47,481 5,349

The following tables summatize information on impaired loans (in thousands) at and for the years ended December 31:

2008 2007 2006
Impaired loans with specific allowance $ 193,280 $ 35,856 $ 11,957
Impaited loans with no specific allowance 94,217 32,246 16,776
Total impaired loans (year end) § 287497 $ 68,102 § 28733
Related allowance (yeat end) § 44418 $ 11,340 $ 06,686
Interest income recognized 112 59 -
Foregone interest 14,439 3,437 1,665

The average recorded investment in impaired loans for the years ended December 31, 2008, 2007, and 2006 was $222.0
million, $40.4 million, and $26.3 million, respectively. At December 31, 2008, 2007 and 2006, impaired loans included $6.4 million,
$1.7 million and $500,000, respectively, in restructured loans.

TSFG ditectors, directors of subsidiaries of TSFG, executive officers, and associates of such persons were customers of and
had transactions with TSFG in the ordinary course of business. Included in such transactions are outstanding loans and
commitments, all of which were made under normal credit terms and did not involve mote than normal risk of collection. The
aggregate dollar amount of these outstanding loans was $19.5 million, $35.5 million, and $48.9 million at December 31, 2008, 2007,
and 2006, respectively. During 2008, new loans of $5.7 million were made, and payments totaled $21.7 million. During 2007, new
loans of $10.7 million were made, and payments totaled $24.1 million.

Credit risk represents the maximum accounting loss that would be recognized at the reporting date if borrowers failed

to perform as contracted and any collateral or secutity proved to be of no value. Concentrations of credit risk (whether on- ot
off-balance sheet) arising from financial instruments can exist in relation to individual borrowers or groups of borrowers, certain
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types of collateral, certain types of industries, certain loan products, or certain regions of the country. Credit risk associated with
these concentrations could arise when a significant amount of loans, related by similar characteristics, are simultaneously
impacted by changes in economic or other conditions that cause their probability of repayment to be adversely affected. The
Company does not have a significant concentration to any individual client. The major concentrations of credit risk for the
Company atise by collateral type in relation to loans and credit commitments. The only significant concentration that exists is in
loans secured by commercial teal estate. At December 31, 2008, the Company had $4.1 billion in commertcial real estate loans,
representing 40.0% of total loans held for investment. A geographic concentration arises because the Company operates primarily
in the Southeastern region of the United States.

At December 31, 2008, loans held for sale included $16.3 million of nonperforming loans originally held for investment.
During 2008, TSFG transferred nonperforming loans with an unpaid principal balance totaling $117.3 million from the held for
investment portfolio to the held for sale portfolio, and charged-off $53.4 million of these loans against the allowance for loan
losses. Of these loans, approximately $41 million (net of charge-offs) were sold and $3.1 million were transferred back to loans
held for investment, based on the withdrawal of the potential buyer’s offer and management’s decision to work out the loans
internally. The remaining balance was reduced by lower of cost or fair value adjustments and unscheduled paydowns.

During the second quartet of 2006, TSFG identified and sold $359.6 million of indirect auto loans originally classified as
loans held for investment and recorded a $3.5 million loss on the sale. In connection with the sale, TSFG transferred $3.1 million out
of the allowance for loan losses. Indirect auto loan production for the months of June and July 2006 was originally classified as held
for sale at loan origination based on management’s intent to sell these loans. For the year ended December 31, 2000, TSFG-trecorded
a loss on indirect auto loans of $5.1 million, which included lower of cost or market adjustments on the loans held for sale, losses on
swaps economically hedging the anticipated monthly sale of the loans, and the $3.5 million loss on sale mentioned above. On July 31,
2006, TSFG changed its otiginal intent to sell these loans and decided to retain these loans and transferred them to the held for
investment portfolio. All subsequent otiginations have been recorded as loans held for investment.

Note 8. Allowance for Credit Losses

The allowance for loan losses, reserve for unfunded lending commitments, and allowance for credit losses for each of the
years in the three-year petiod ended December 31, 2008 are presented below (in thousands).

2008 2007 2006

Allowance for loan losses

Balance at beginning of year $ 126,427 $ 111,663 $ 107,767
Allowance adjustment for loans sold - - (3,089
Provision for loan losses 344,069 67,325 33,347
Loans charged-off (230,961) (59,408) (36,623)
Recoveries of loans previously charged-off 7,551 6,847 10,261
Balance at end of year $ 247,086 $ 126,427 $ 111,663

Resetve for unfunded lending commitments

Balance at beginning of year $ 2,268 $ 1,025 $ 1,583

Provision for unfunded lending commitments 520 1,243 (558)
Balance at end of year $ 2,788 $ 2,268 $ 1,025

Allowance for credit losses

Balance at beginning of year $§ 128,695 $ 112,688 $§ 109,350
Allowance adjustment for loans sold - - (3,089)
Provision for credit losses 344,589 68,568 32,789

Loans charged-off (230,961) (59,408) (36,623)
Recoveries of loans previously charged-off 7,551 6,847 10,261

Balance at end of year § 249,874 $ 128,695 $ 112,688
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Note 9. Premises and Equipment

Premises and equipment at December 31 are summarized (in thousands) as follows:

2008 2007
Land and land improvements $ 56,989 $ 53,360
Buildings 89,715 85,156
Furniture, fixtures and equipment 133,743 121,502
Capitalized software 35,518 31,967
Leasehold improvements 62,017 51,576
Construction in progress 54,024 19,287
432,006 362,848
Less accumulated depreciation and amortization 149,534 128,996
$ 282472 $ 233,852

During 2008 and 2007, TSFG capitalized $1.6 million and $505,000, respectively, of interest related to construction in
progress. Depreciation and amottization of premises and equipment totaled $22.5 million, $20.5 million, and $19.8 million in 2008,
2007, and 2006, respectively. At December 31, 2008, thete wete no land or buildings pledged as collateral for long-term debt.

Note 10. Goodwill

The following summatizes the changes in the catrying amount of goodwill related to each of TSFG’s business segments (in
thousands) for the years ended December 31, 2008 and 2007:

Carolina First Mercantile Other Total
Balance, December 31, 2006 $ 203,800 $ 427,887 $ 18,805 $ 650,492
Putchase accounting adjustments - - 564 564
Other - - G3) (3)
Balance, December 31, 2007 203,800 427,887 19,316 651,003
Goodwill impairment chatge - (426,049) - (426,049)
Purchase accounting adjustments - (1,838) 1,045 (793)
Balance, December 31, 2008 $ 203,800 $ - $ 20,361 $ 224161

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets” (“SFAS 142”), TSFG evaluates its goodwill
annually for each reporting unit as of June 30% or more frequently if events or circumstances indicated that there may be
impairment. The acceleration of credit detetioration in Florida and overall adverse changes in the banking industry prompted
TSFG to petform an intetim impairment evaluation of a significant portion of the recorded goodwill at each quarter-end during
2008. As a result of these evaluations, TSFG recorded goodwill impairment chatges of $426.0 million in 2008, which are included
in noninterest expense in the consolidated statements of income. The fair value of the Mercantile reporting unit evaluated for
impairment was determined primarily using discounted cash flow models based on internal forecasts (90% weighting) and, to a
lesser extent, market-based trading and transaction multiples (10% weighting). The internal forecasts include certain assumptions
made by management, including expected growth rates in loans and customer funding, changes in net interest margin, credit
quality trends, and the forecasted levels of other income and expense items. Forecasts are prepared for each of the next five
years, with a terminal cash flow assigned to the remainder of the forecast horizon. A range of terminal growth rates ranging from
3% to 7% are applied to the terminal cash flow. Each petiod’s cash flow is then discounted using a range of discount rates based
on the risk-free rate plus a premium based on overall stock market volatility and the volatility of our own stock. The portion of
the estimated value derived from market-based trading and transaction multples is based on a weighting of market multiples for
selected peer institutions based on such metrics as book value of equity, tangible equity, assets, trailing earnings, and projected
earnings. The value assigned to the reporting unit for purposes of the goodwill impairment evaluation is based on the midpoint of
the range of values determined using the method outlined above.

97



During first quarter 2008, TSFG recognized $188.4 million in goodwill impairment in the Mercantile banking segment
primarily due to increased projected credit costs and a related decrease in projected loan growth, as well as changes in the
measurement of segment profitability. During fourth quarter 2008, TSFG tecognized an additional $237.6 million of goodwill
impairment primarily due to an increase in the discount rate used for valuing future cash flows of our Mercantile reporting unit
and a reduction in the projected cash flows primarily over the next two years. The range of rates used increased to 14% to 18% at
December 31, 2008 (from 10% to 14% in prior evaluations) due to increases in overall stock market volatility as well as volatility
of our stock.

Note 11. Other Intangible Assets

Other intangible assets, net of accumulated amortization, at December 31 are summarized as follows (in thousands):

2008 2007
Core deposit intangible $ 59,550 $ 58,895
Less accumulated amortization (41,979) (37,168)
17,571 21,727
Non-compete agreement intangible 5,672 5,672
Less accumulated amortization (5,460) (4,989)
212 683
Customer list intangible 7,960 7,797
Less accumulated amortization (3,884) (3,028)
4,076 4,769

§ 21,859 $ 27,179

The following presents the details for amortization expense of intangible assets (in thousands) for the years ended
December 31:

2008 2007 2006
Core deposit intangible $ 4,811 $ 5,663 $ 6,362
Non-compete agreement intangible 471 1,254 1,305
Customer list intangible 856 980 1,108
Total amortization expense of intangible assets $ 6,138 $ 7,897 $ 8,775

The estimated amortization expense for amortizable intangible assets (in thousands) for the years ended December 31 is
as follows:

Non-
Core Compete Customer
Deposit Agreement List

Intangible Intangible Intangible Total
2009 $ 4,023 $ 209 $ 791 $ 5,023
2010 3,543 3 698 4,244
2011 3,113 - 612 3,725
2012 2,317 - 479 2,796
2013 977 - 313 1,290
Aggtegate total for all years thereafter 3,598 - 1,183 4,781

$ 17,571 $ 212 $ 4,076 $ 21,859
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Note 12. Detivative Financial Instruments and Hedging Activities

The fair value of TSFG’s detivative assets and liabilities and their related notional amounts (in thousands) at December 31
are presented below.

2008 2007
Fair Value Notional Fair Value Notional
Asset  Liability Amount Asset  Liability Amount
Cash Flow Hedges
Interest rate swaps associated with
lending activities $ 48,766 % - $ 1,670,000 $20,114 § - $ 830,000
Interest rate floor associated with
lending activities 6,873 - 200,000 4,531 - 200,000
Fair Value Hedges
Interest rate swaps associated with
brokered CDs 2,491 1,376 220,352 672 8,235 988,477
Other Derivatives
Forward foreign currency contracts 1,660 1,660 11,063 5 5 653
Customer swap contracts 44,067 44,882 984,897 5,065 5,065 238,224
Options, interest rate swaps and other 3,481 4,652 162,243 5,807 7,712 161,832

$ 107,338  $ 52,570 $ 3,248,555 $ 36,194 §$21017 $ 2,419,186

At December 31, 2008, TSFG’s fair value hedges include interest rate swaps to convert the payment profile on certain
brokered CDs from a fixed rate to a floating rate based on LIBOR and to similatly convert exposure taken on through the issuance
of equity-linked and inflation-indexed certificates of deposit.

TSFG’s cash flow hedges include the following: interest rate swaps to hedge the forecasted interest income from cettain
ptime-based and LIBOR-based loans; and an interest rate floor which protects the Company from decteases in the hedged cash flows
on certain prime-based interest receipts below the strike rate on the floor. Amounts included in other comprehensive income related
to cash flow hedges represent unrealized gains or losses on detivative contracts which will be reported in earnings over time as net
cash settlements. TSFG estimates that $38.3 million of net unrealized gains will be reclassified as earnings during 2009. With
respect to these cash flow hedges, forecasted transactions are being hedged through 2012. There were no significant cash flow
hedging gains ot losses, as a result of hedge ineffectiveness, recognized for 2008, 2007, or 2006.

At December 31, 2008, TSFG held $7.8 million as cash collateral against detivative assets. At December 31, 2007, the cash
collateral placed against derivative liabilities was $50,000. Certain derivative liabilities were also collateralized by securities, which are
held by third-party safekeepers. The approximate amorttized cost and fair value of these securities at December 31, 2008 were $15.0
million and $15.0 million, respectively. The approximate amortized cost and fair value of these securities at December 31, 2007 were
$8.7 million and $8.6 million, respectively.

TSFG had counterparty credit exposure to Lehman Brothers Special Financing, Inc. (“LBSF”) in connection with
derivatives. LBSF’s parent company filed for bankruptcy in 2008, triggering an event of default under the derivative agteement,
resulting in termination. During fourth quarter 2008, TSFG recognized a loss related to the termination in the amount of $1.1
million, representing the excess of the value of the securities collateral held by LBSF above the amounts owed by TSFG under

the agreement.

As part of its mortgage activities, TSFG ortiginates certain residential loans and commits these loans for sale. The
commitments to originate tesidential loans (“rate locks™) and the forward sales commitments are freestanding detivative instruments
and are generally funded within 90 days. The values of the rate locks and forward sale commitments are estimated based on indicative
market prices being bid on similatly structured mortgage backed securities.
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In June and July of 2006, TSFG hedged the anticipated monthly sale of indirect auto loans with pay-fixed interest rate
swaps. These swaps did not qualify for hedge accounting and were marked to market through earnings with no offsetting
adjustment for the hedged item. TSFG terminated these hedges as of July 31, 2006 when it transferred its indirect auto loan
production for June and July, originally classified as held for sale, to held for investment. In 2006, the loss on indirect auto loans
included realized losses of $150,000 on these swaps.

In 2008, 2007, and 2006 noninterest income included $207,000 of net losses, $1.2 million of net losses, and $3.2 million of
net gains, respectively, for certain detivative activities. These gains and losses include the following: the change in fair value of
derivatives that do not qualify for hedge accounting under SFAS 133 (see Note 1), as well as the net cash settlement from these
interest rate swaps; hedge ineffectiveness for fair value hedges, which totaled losses of $115,000, $481,000, and $88,000, respectively,
for the years ended December 31, 2008, 2007, and 2006; and other miscellaneous items.

Note 13. Deposits

Deposits (in thousands) at December 31 are summarized in the table below.

2008 2007

Noninterest-bearing demand deposits $ 1,041,140 $ 1,127,657
Intetest-bearing checking 1,078,921 1,117,850
Money market accounts 1,834,115 2,188,261
Savings accounts 190,519 158,092
Time deposits under $100,000 1,863,520 1,442,030
Time deposits of $100,000 or more 1,488,735 1,496,270

Customer deposits 7,496,950 7,530,160
Brokered deposits 1,908,767 2,258,408

Total deposits $ 9,405,717 $ 9,788,568

Maturities of time deposits (including broketed deposits) at December 31, 2008 are as follows (in thousands):

2009 $ 3,917,759
2010 875,722
2011 189,406
2012 89,222
2013 52,658
Thereafter 136,255

$ 5,261,022

Prepaid broker fees, net of accumulated amortization, totaled $6.0 million and $11.5 million at December 31, 2003 and
2007, respectively, and wete included in other assets on the consolidated balance sheet. Amortization of prepaid broker fees totaled
$5.5 million, $4.6 million, and $2.6 million in 2008, 2007, and 2006, respectively, and was teported in interest expense on deposits in
the consolidated statements of income.
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Note 14. Income Taxes

The aggregate amount of income tax expense (benefit) (in thousands) included in the consolidated statements of income
and in the consolidated statements of changes in shareholders’ equity and comprehensive income (in thousands) for the years ended

December 31, 2008, 2007, and 2006 wete as follows:

2008 2007 2006

(Loss) income before income taxes $ (87,574 $ 33,400 $ 47,682
Changes recorded in shareholders' equity

Cumulative effect of initial application of SAB 108 - - (1,858)

Cumulative effect of initial application of FIN 48 - (488) -

Cumulative effect of initial application of SFAS 159 (32 - -

Change in untealized gains/losses on fair value of cash flow hedges (11,153) (8,444) (633)

Change in untealized gains/losses on available for sale secutities (22,135) (9,848) (639)

$ (120,894 § 14,620 § 44,552

Income tax expense (benefit) attributable to income (loss) before income taxes ("income tax expense”) (in thousands) for

the years ended December 31, 2008, 2007, and 2006 consisted of the following:

2008 2007 2006
Current
U.S. Federal $ (41,2849 § 22937 $ 42,091
State and local 916 3,037 (683)
(40,368) 25,974 42,008
Deferred
U.S. Federal (39,232) 6,879 5,266
State and local (7,974) 547 408
(47,206) 7,426 5,674
Total income tax (benefit) expense $ @757 % 33,400 § 47,682

Income tax expense differed from the amounts computed by applying TSFG's statutory U.S. federal income tax rate of
35% for the years ended December 31, 2008, 2007, and 2006 to pretax income from continuing operations as a result of the

following (in thousands):

2008 2007 2006
Income tax expense at federal statutory rate $ (222,142 § 37,337 $ 56,192
State income tax, net of federal benefit (4,588) 2,329 179
Increase (decrease) resulting from:
Subsidiary stock, recognition of basis difference 2 50 2,537
Bank-owned life insurance (4,507) (4,670) (4,073)
Book compensation cost for ISO stock options 946 1,179 995
Nontaxable municipal interest (3,275) (3,817) (3,635)
Income tax credits (3,364) (841) (520)
Dividends received deduction 24 24 (26)
Goodwill impairment 149,117 - -
Change in federal and state valuation allowance for deferred income
tax assets 83 (573) (1,923)
Other, net 178 2,430 (1,686)
$ (87574 § 33400 § 47,682
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The tax effected sources of temporary differences that give rise to significant portions of deferred income tax assets and
deferred income tax liabilities at December 31 are presented below (in thousands):

2008 2007
Defetred Income Tax Assets
Loan loss allowance deferred for income tax purposes $ 90,906 $ 47,611
Unrealized losses on securities available for sale - 18,076
Compensation expense deferred for income tax reporting purposes 21,293 18,394
Federal capital loss carryforward 1,484 2,305
Untealized losses on fait value of derivatives not qualifying for hedge accounting - 577
State net operating loss carryforwards 6,802 2,880
Excess basis of securities for income tax purposes over financial reporting purposes 335 873
Federal net operating loss catryforward 958 946
Excess tax basis over catrying value of assets acquired for financial reporting purposes - 179
Miscellaneous accruals and reserves 5,855 5,854
Other 4,550 3,468
132,183 101,163
Less valuation allowance 3,765 3,682
128,418 97,481
Deferred Income Tax Liabilities
Excess basis of intangible assets for financial reporting purposes over income tax basis 15,822 17,240
Unrealized gains on secutities available for sale 4,059 -
Income tax depreciation in excess of book depreciation 18,523 20,649
Excess basis of prepaid and deferred expenses for financial reporting purposes over
income tax basis 18,227 14,306
Unrealized gains on cash flow hedges and fair value of derivatives deferred for income
tax reporting purposes 19,206 8,053
Excess carrying value of assets acquired for financial reporting purposes over income
tax basis 369 -
Unrealized gains on fair value of derivatives not qualifying for hedge accounting 1,115 -
Income tax bad debt reserve recapture adjustment 4 58
77,325 60,306
Net deferred income tax assets $ 51,093 $ 37175
Changes in net deferred income tax assets were (in thousands):
2008 2007
Balance at beginning of year $ 37,175 $ 62,889
Purchase accounting adjustments - 4
Income tax effect from change in unrealized gains/losses on available for sale securities (22,135) (9,848)
Income tax effect from change in fair values on cash flow hedges (11,153) (8,444)
Deferred income tax {expense) benefit on continuing operations 47,206 (7,426)
Balance at end of year $ 51,093 $ 37175

"TSFG had a current tax receivable of $45.2 million and $8.3 million at December 31, 2008 and 2007, respectively.

At December 31, 2008, TSFG has net operating loss carryforwards for state income tax purposes of $152.4 million available
to offset future taxable state income, if any, which expires in years 2010 through 2028. TSFG also has capital loss carryforwards for
financial reporting purposes of $4.2 million, which are available to reduce future taxable federal capital gains, if any, through 2012.
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The valuation allowance for deferred income tax assets as of December 31, 2008 and 2007 was $3.8 million and $3.7
million, respectively. The net change in the valuation allowance relative to state net operating loss carryforwards and net deferred
state income tax assets for the years ended December 31, 2008 and 2007 was an increase of $666,000 and a decrease of $468,000,
respectively. The net change in valuation allowance relative to federal capital loss carryforwards for the years ended December 31,

2008 and 2007 was a decrease of $583,000 and $105,000, respectively.

In assessing the realizability of deferred income tax assets, management considers whether it is more likely than not that
some portion or all of the deferred income tax assets will not be realized. The ultimate realization of deferred income tax assets is
dependent upon TSFG’s ability to generate taxable income during the periods in which those temporary differences become
deductible and prior to their expiration governed by the income tax code. Management considers the scheduled reversal of deferred
income tax liabilities, projected future taxable income, and income tax planning strategies in making this assessment. Based upon the
level of historical taxable income and projections for future taxable income over the periods duting which the deferred income tax
assets are expected to be deductible, management believes it is more likely than not that TSFG will realize the benefits of these
deductible differences, net of the existing valuation allowances at December 31, 2008. The amount of the deferred income tax assets
considered realizable, however, could be reduced in the near term if estimates of future taxable income during the catryforward
petiod are reduced.

For tax years 2006 and 2007, TSFG had $134.0 million and $89.6 million, respectively, of taxable income. This income is
available to be used to offset 2008 tax losses of approximately $127 million. Income from 2007 is also available to offset 2009 tax
losses if applicable.

Accounting for Uncertainty in Income Taxes
TSFG adopted FIN 48 effective January 1, 2007. As a result, the Company recognized a $488,000 increase to reserves
for uncertain tax positions. This increase was accounted for as an adjustment to the beginning balance of retained earnings. At

the beginning of 2008, TSFG had approximately $10.8 million of total gross unrecognized tax benefits.

The following table summarizes the 2008 activity related to unrecognized tax benefits (in thousands):

Gross unrecognized tax benefits at January 1, 2008 $ 10,818
Increases related to current year tax positions 154
Decreases related to prior year tax positions (70
Decreases related to expiration of statute of limitations (2,985)
Decreases telated to audits/settlements with taxing authotities (3,535)
Gross unrecognized tax benefits at December 31, 2008 $ 4,382

If recognized, the gross unrecognized tax benefits of $4.4 million at December 31, 2008 would favorably affect the
effective income tax rate in future periods. At December 31, 2008, approximately $963,000 of unrecognized tax benefits are
expected to be resolved duting the next 12 months through the expiration of the statute of limitations and tesolution of
outstanding audits with taxing authorities.

TSFG and its subsidiaries are subject to U.S. federal income tax as well as income tax of multiple state jurisdictions. The
Company has substantially concluded all U.S. federal income tax matters for years through 2004. Tax returns for 2005 forward
are open to examination by the Internal Revenue Service. The Company is open to state and local income tax examinations for
the tax years 2005 forward.

TSFG’s continuing practice is to recognize interest and/or penalties related to income tax matters in income tax
expense. The Company had approximately $622,000 accrued for interest and penalties at December 31, 2008, which includes a
current year accrual of approximately $79,000.
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Note 15. Short-Term Bortowed Funds

Short-term botrowings and their related weighted average interest rates at December 31 wete (in thousands):

2008 2007
Amount Rate Amount Rate

Federal reserve borrowings $ 1,050,000 182 % § - - %
Customer sweep accounts 493,012 1.98 648,311 3.79
Federal funds purchased and repurchase agreements 67,309 2.52 206,216 3.70
Commercial paper 12,537 4.24 30,828 5.04
Tteasuty, tax and loan note 3,516 2.45 752,195 413

$ 1,626,374 214 % § 1,637,550 3.96 %

Repurchase agreements and certain customer sweep accounts represent overnight and short-term borrowings by Carolina
First Bank collateralized by securities of the United States government ot its agencies, which are held by third-party safekeepers. The
approximate cost and fair value of these securities at December 31, 2008 were $532.9 million and $530.8 million, respectively. The
approximate cost and fair value of these securities at December 31, 2007 were $579.3 million and $563.0 million, respectively.

! . . . .
The maximum short-term borrowings outstanding at any month end wete (in thousands):

Federal reserve borrowings

Customer sweep accounts

Federal funds putchased and repurchase agreements
Commercial paper

Treasuty, tax and loan note

FHLB advances

Aggregate short-term borrowings

2008 2007
$ 1,150,000 $ -
741,206 648,311
589,229 1,048,334
31,053 35,704
625,470 752,195
250,000 175,000
2,324,472 2,070,581

LAverage short-term borrowings during 2008, 2007, and 2006, were $1.6 billion, $1.6 billion and $1.7 billion, respectively.
The average interest rates on short-term borrowings during 2008, 2007, and 2006 were 2.14%, 4.88%, and 4.90%, respectively.

‘_ﬁnterest expense on shott-term borrowings for the yeats ended December 31 related to the following (in thousands):

2007 2006
3 - s .
22,724 15,241
39,650 62,023

1,790 1,798

11,208 3,366
4,476 4,083

5 14

2008

Federal reserve borrowings $ 8,734
Customer sweep accounts 11,519
Federal funds purchased and repurchase agreements 8,311
Commercial paper 954
Treasuty, tax and loan note 4,382
FHLB advances 870
Line of credit to unaffiliated bank and other 5

$ 34,775

$ 79,853 $ 86,525

Note 16. Unused Lines of Credit

At December 31, 2008, TSFG had unused short-term lines of credit to purchase federal funds from unrelated banks
totaling $328.7 million (which may be canceled at the lenders’ option). These lines of credit are generally available on a one-to-ten day
basis for funding short-term liquidity needs. In addition, at December 31, 2008, TSFG had $863.7 million of excess collateral to
support FHLB advances, subject to adjustments regarding acceptability by the FHLB, and $362.0 million of excess collateral to

support Treasury, tax and loan botrrowings.
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A collateralized borrowing relationship with the Federal Reserve Bank of Richmond is in place for Carolina First Bank.

Note 17. Long-Term Debt

FHLB advances; fixed rates ranging from 1.00% to 5.94% due from 2009 to 2018,
notwithstanding certain eatlier call dates; collateralized by a blanket lien on qualifying
loans, including first mortgages on one-to-four family residences valued at
$399.3 million, home equity lines of credit and second mortgage loans valued at
$585.2 million, and commercial loans valued at $1.2 billion; initial matutity of one
year ot greater; interest payable quartetly

Repurchase agreements; variable rates ranging from 1.98% to 4.06% due in 2012;
collateralized by securities of the United States government or its agencies, which are
held by third-party safekeepers, valued at $227.5 million; interest payable quarterly

Subordinated Notes; due September 1, 2037; unsecured; interest payable quartetly
and at maturity at a rate per annum equal to three-month LIBOR plus 1.42%;
balance can be prepaid in whole or in part after September 1, 2012 at
accrued and unpaid intetest plus outstanding principal ®

Subotdinated Notes; due June 15, 2036; unsecured; interest payable quartetly
and at maturity at a rate per annum equal to three-month LIBOR plus 1.59%; balance
can be prepaid in whole or in patt after June 15, 2011 at accrued and unpaid interest
plus outstanding principal

Subordinated Notes; due July 7, 2036; unsecured; intetest payable quarterly
and at matutity at a rate per annum equal to three-month LIBOR plus 1.56%; balance
can be prepaid in whole or in part after July 7, 2011 at accrued and unpaid interest
plus outstanding principal @

Subordinated Notes; due September 15, 2037; unsecured; interest payable quarterly
and at maturity at a rate per annum equal to three-month LIBOR plus 1.32%;
balance can be prepaid in whole or in part after December 15, 2012 at accrued and
unpaid interest plus outstanding principal ®

Mandatorily redeemable preferred stock of subsidiary; redeemable May 31, 2012;
unsecured; dividends payable quartetly and at maturity at a rate per annum equal to
three-month LIBOR plus 3.50% @

Mandatorily redeemable preferred stock of subsidiary; redeemable January 31, 2031;
unsecured; dividends payable quartetly and at maturity at a rate per annum equal to
11.125% @

Subotdinated Notes; due October 30, 2037; unsecured; interest payable quarterly
and at maturity at a rate per annum equal to three-month LIBOR plus 1.33%;
balance can be ptepaid in whole or in part after October 30, 2012 at accrued and
unpaid interest plus outstanding principal

Subordinated Notes; due December 17, 2013; unsecured; interest payable quarterly
and at maturity at a rate per annum equal to three-month LIBOR plus 2.83%;
balance can be prepaid after December 17, 2008 at par plus accrued and unpaid interest
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Long-term debt at December 31 consisted of the following (in thousands, except for descriptions of terms):

2008

§ 233,497

200,000

77,320

41,238

36,083

30,928

30,500

26,300

18,042

10,000

At December 31, 2008, TSFG had $2.3 billion of excess qualifying collateral to secure advances from the Federal Reserve Bank.

2007

$ 223,087

200,000

77,320

41,238

36,083

30,928

30,500

26,300

18,042

10,000



Subordinated Notes; due June 26, 2033; unsecured; interest payable quartetly
and at matutity at a rate per annum equal to three-month LTBOR plus 3.10% (not to exceed
11.75% through June 26, 2008); balance can be prepaid in whole or in past after

June 26, 2008 at accrued and unpaid interest plus outstanding principal M 3,093 3,093
Other 768 786
697,377

- 963
$ 707,769 $ 698,340

Purchase accounting premiums, net of amortization

() The balance can also be prepaid in whole (but not in part) at any time within a specified number of days (as defined in the
indenture) following the occurrence of a tax event, an investment company event, ot a capital treatment event at a special
redemption price (as defined in the indenture).

®  The balance can be redeemed in whole or in part following the occurrence of a tax or capital event (as defined in the terms
of the preferred stock).

Required annual principal payments for the five years subsequent to December 31, 2008 ate as follows (in thousands):

FHLB Repurchase
Advances Agreements Other Total
2009 $ 30,120 $ - $ 50 $ 30,170
2010 123 - 56 179
2011 126 - 63 189
2012 128 200,000 31,099 231,227
2013 200,131 - 10,000 210,131
Thereafter 2,869 - 233,004 235873

§ 233497 $ 200,000 $ 274,272 $ 707,769

Debt issuance costs, net of accumulated amortization, totaled $1.7 million and $1.9 million at December 31, 2008 and 2007,
respectively, and are included in other assets on the consolidated balance sheet. Amortization of debt issuance costs totaled $233,000,
$466,000, and $671,000 in 2008, 2007, and 2006, respectively, and is reported in other noninterest expenses on the consolidated
statements of income.

During the years ended December 31, 2008, 2007 and 2006, TSFG recognized losses on the eatly extinguishment of debt
totaling $2.1 million, $2.0 million, and $821,000, respectively. Such losses are included in noninterest expenses. The loss for 2008 was
primarily due to prepayment penalties for FHLB advances partially offset by gains on calls of interest rate swaps hedging brokered
CDs. The majority of the loss for 2007 reflects the write-off of unamottized debt issuance costs associated with $131.5 million of
subordinated notes and mandatorily redeemable preferred stock, with an average spread of 347 basis points over LIBOR, which
TSFG called for redemption. The loss for 2006 reflects the write-off of unamortized debt issuance costs associated with $38.1 million
of subordinated notes, with interest rates ranging from 8.99% to 9.17%, which TSFG called for redemption.

Note 18. Contingent Liabilities and Commitments
Legal Proceedings
TSFG is cutrently subject to various legal proceedings and claims. In the opinion of management based on consultation

with external legal counsel, any reasonably foreseeable outcome of such current litigation would not be expected to materially affect
TSFG's consolidated financial position or results of operations.
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Recourse Reserve

As part of its 2004 acquisition of Florida Banks, Inc. (“Florida Banks™), TSFG acquited a recoutse tesetve associated
with loans previously sold from Florida Banks’ wholesale mottgage operation. This recourse requires the repurchase of loans at
par plus accrued interest from the buyer, upon the occurrence of certain events. At December 31, 2008, the estimated recoutrse
reserve liability, included in other liabilities, totaled $6.0 million. TSFG will continue to evaluate the reserve level and may make
adjustments through earnings as more information becomes known. There can be no guarantee that any liability or cost arising
out of this matter will not exceed any established reserves.

Expanded Corporate Facilities
During 2005, TSFG initiated plans for a “corporate campus” to meet current and future facility needs and setve as the
primary headquarters for its banking operations. Through December 31, 2008, TSFG had invested approximately $65 million in

the project and had entered into additional contractual commitments of approximately $26 million.

Lease Commitments

Minimum rental payments under noncancelable operating leases at December 31, 2008 are as follows (in thousands):

2009 $ 18,811
2010 17,585
2011 16,722
2012 15,833
2013 14,638
Thereafter 102,433

$ 186,022

Leases on premises and equipment have options for extensions under substantially the same terms as in the original lease
petiod with certain rate escalations. Lease payments charged to expense totaled $21.0 million, $19.2 million, and $17.3 million in 2008,
2007, and 2006, respectively. The leases typically provide that the lessee pay property taxes, insurance, and maintenance cost.

Lending Commitments and Guarantees

In the normal course of business, to meet the financing needs of its customers, TSFG is a party to financial instruments
with off-balance-sheet risk. These financial instruments include commitments to extend credit, standby letters of credit, repurchase
agreements, and documentary letters of credit. Those instruments involve, to vatying degrees, elements of credit and interest rate risk
in excess of the amount recognized in the consolidated balance sheets.

TSFG's exposure to credit loss in the event of non-performance by the other patty to the financial instrument is
represented by the contractual amount of those instruments. TSFG uses the same credit policies in making commitments and
conditional obligations as it does for on-balance-sheet instruments.

Commitments to extend credit are agreements to lend as long as there is no violation of any condition established in the
contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee. Since
many of the commitments are expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. TSFG evaluates each customer's creditworthiness on a case-by-case basis. The amount of

collateral obtained, if deemed necessary by TSFG upon extension of credit, is based on management's credit evaluation of the
botrower.
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Unfunded loan commitments and letters of credit at December 31, 2008 were approximately $2.3 billion and included the
following (in thousands):

Loan commitments:

Commercial, industrial, and other $ 1,296,635
Commercial owner-occupied and commercial real estate 324,360
Home equity loans 477,777
Standby letters of credit 213,960
Documentaty lettets of credit 941
Unused business credit card lines 33,836

The total portfolios of loans setviced ot subserviced for non-affiliated parties at December 31, 2008 and 2007 were $103.1
million and $179.8 million, respectively.

TSEG directots, directors of subsidiaties of TSFG, executive officers, and associates of such petsons wete customers of and
had transactions with TSFG in the ordinary course of business. Included in such transactions are loan commitments, all of which
wete made under normal credit terms and did not involve more than normal tisk of collection. At December 31, 2008, the aggregate
dollar amount of these unfunded loan commitments to the aforementioned directors, officers and their associates totaled $24.7
million and are included in the unfunded loan commitments presented above.

Standby letters of credit represent an obligation of TSFG to a third party contingent upon the failute of TSFG’s
customer to perform under the terms of an underlying contract with the third party. The undetlying contract may entail either
financial or nonfinancial obligations and may involve such things as the customer’s delivery of merchandise, completion of a
construction contract, release of a lien, or repayment of an obligation. Under the terms of a standby letter, drafts will be generally
drawn only when the underlying event fails to occur as intended. TSFG has legal recourse to its customers for amounts paid, and
these obligations are secured or unsecured, depending on the customers’ creditworthiness. Commitments under standby letters of
credit are usually for one year ot less. TSFG evaluates its obligation to perform as a guarantor and records reserves as deemed
necessary and such amount was not significant at December 31, 2008. The maximum potential amount of undiscounted future
payments related to standby letters of credit at December 31, 2008 was $214.0 million.

Note 19. Preferred Stock and Warrants

On May 8, 2008, TSFG issued, in the aggregate, 250,000 shares of no par value, mandatory convertible non-cumulative
preferred stock (“Series 2008ND/D Preferred Stock™), at a purchase price and liquidation preference of $1,000 per share.
Dividends are payable quarterly, if declared by the Board of Directors, at an annual rate of 10%. Each share of Series 2008ND/D
Preferred Stock is mandatorily convertible into 153.846 shares of TSFG’s common stock, based on a conversion price of $6.50
per share of common stock, on May 1, 2011. On or after July 18, 2010, the Series 2008ND/D Preferred Stock is also
automatically convertible if, for a period of 20 consecutive trading days, the closing price of TSFG’s common stock has been at
least $21.00 pet share. In addition, the Seties 2008ND/D Preferred Stock is convertible at the option of the holder before the
mandatory conversion events described above.

During 2008, 11,300 shares of Series 2008ND/D Preferred Stock were converted into approximately 1.7 million
common shares.

The voting and conversion rights of the Seties 2008ND/D Preferred Stock were voted upon and approved at a special
shareholders’ meeting on July 18, 2008. As a result, all four Series 2008ND /D Preferred Stock series were considered common
stock equivalents at December 31, 2008 and would have added approximately 36.7 million shares to the computation of diluted
earnings pet share, had the effect not been antidilutive.

Since July 18, 2008, except when they are entitled to vote as a separate class, the holders of the Series 2008ND/D
Preferred Stock are entitled to vote their shares on an as-converted basis with our common stock as a single class. The
affirmative vote of two-thirds of the holders of outstanding Series 2008ND/D Preferred Stock (voting as a separate class) is
required for approval of any proposed changes in the preferences and special rights of such stock, ot for certain acquisitions
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announced during the first 18 months following the issuance of the Series 2008ND/D Preferred Stock. The Series 2008 ND/D
Preferred Stock has no participation rights, unless the quattetly cash dividend on TSFG’s common stock is increased above
certain thresholds after May 1, 2010. In that event, the Seties 2008ND/D Preferred Stock would be entitled to receive additional
dividends in proportion to the increase in the common stock dividend. The Series 2008ND/D Preferred Stock is not redeemable
and is not subject to any sinking fund. Dividends declared on the Seties 2008ND/D during 2008 wete $17.9 million.

On December 5, 2008, TSFG issued 347,000 shates of no par value, cumulative perpetual preferred stock, Seties 2008-
T (“Series 2008-T Preferred Stock™), to the United States Department of the Treasury (“Treasury Department”) with a
liquidation preference of $1,000 per share, as part of the Troubled Asset Relief Program Capital Purchase Program. The Series
2008-T Preferred Stock pays cumulative dividends at a rate of 5% per year for the first five years and thereafter at a rate of 9%
per year. TSFG may not redeem the Series 2008-T Preferred Stock prior to Februatry 15, 2012 except with the proceeds from a
qualified equity offering. After February 15, 2012, TSFG may, at its option, redeem the Setries 2008-T Preferred Stock at par
value plus accrued and unpaid dividends. (In February 2009, legislation was signed that may result in changes to the conversion
terms.) The Series 2008-T Preferred Stock is generally non-voting. Prior to December 5, 2011, unless the Company has redeemed
the Series 2008-T Preferred Stock or the Treasury Department has transferred the Series 2008-T Preferred Stock to a third party,
the consent of the Treasury Department will be required for the Company to increase its common stock dividend or repurchase
its common stock or other equity or capital securities, other than in connection with benefit plans consistent with past practices
and certain other circumstances. A consequence of the Seties 2008-T Preferred Stock putchase includes certain restrictions on
executive compensation that could limit the tax deductibility of compensation the Company pays to executive management.
Dividends declared on the Series 2008-T during 2008 were $3.4 million.

As part of its purchase of the Series 2008-T Preferred Stock, the Treasury Department received a warrant (“the
Warrant”) to purchase 10,106,796 shares of the Company’s common stock at an initial per share price of $5.15. The Warrant
provides for the adjustment of the exercise price and the number of shares of the Company’s common stock issuable upon
exercise pursuant to customary anti-dilution provisions and upon certain issuances of the Company’s common stock at ot below
a specified price relative to the initial exercise price. The Warrant is immediately exercisable and expires ten years from the
issuance date. The shares issuable pursuant to the Warrant were considered common stock equivalents and would have added
10.1 million shares to the computation of diluted earnings per share for the year ended December 31, 2008, had the effect not
been antidilutive.

The proceeds from the issuance of the Series 2008-T Preferred Stock and the Warrant were allocated based on the
relative fair value of the Warrant as compared to the fair value of the preferred shares. The fair value of the Warrant was
determined using a Black-Scholes model. The model includes assumptions regarding TSFG’s common stock price, dividend
yield, stock price volatility, as well as assumptions regarding the risk-free interest rate. The fair value of the preferred shares was
determined based on a discounted cash flow model using an estimated life of five years and a discount rate of 13%. As a result of
the valuations, $327.4 million was allocated to the preferred shares and $19.6 million was allocated to the Warrant. The resulting
discount on the preferred shares will be accreted through retained earnings over the five-year estimated life using the effective
interest method. During 2008, accretion of the preferred discount totaled $243,000 and was treated as a deemed dividend to
preferred shareholders in the computation of earnings per share.
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All preferred shates outstanding are in parity to each other and rank senior to common shares both as to dividend and
liquidation preferences. The following is a summary of TSFG’s prefetred stock at and for the year ended December 31, 2008:

Shares Value
Issued Converted Outstanding ($000s)
Series 2008ND-V 55,562 (4,221) 51,341 $ 51,341
Series 2008ND-NV 184,718 (7,079) 177,639 177,639
Series 2008D-V 2,248 - 2,248 2,248
Seties 2008D-NV 7,472 - 7,472 7,472
Mandatorily convetrtible preferred stock 250,000 (11,300) 238,700 238,700
Series 2008-T 347,000 - 347,000 347,000
Less discount otiginally attributable to the Watrant
issued to the Treasury Department, net of accretion - - - (19,321)
Series 2008-T, net 347,000 - 347,000 327,679
Total preferred stock 597,000 (11,300) 585,700 $ 566,379

Subsequent to year-end, 48,674 shares of Series 2008ND/D Preferred Stock were converted into approximately 10.0
million common shares, which included 2.5 million shates issued as an inducement to convett.

Note 20. Capital Stock

On November 28, 2008, TSFG filed a “universal shelf” registration statement registering up to $750.0 million of securities
to provide additional flexibility in managing capital levels, both in terms of debt and equity. No securities have been offered or sold
under this shelf registration to date. TSFG’s previous shelf registration, filed November 10, 2004, terminated in 2008.

In December of 2006, TSFG’s Board of Directors authorized a stock repurchase program of up to 4 million shares. This
authotization replaced TSFG’s existing stock repurchase authorizations. Through August 2007, TSFG had repurchased 3 million
shates pursuant to this authorization. In August 2007, the Board of Directors amended and restated the existing stock repurchase
authorization to be an additional $100 million, which expires if unused on or before June 30, 2008. In fourth quarter 2007, TSFG
repurchased 600,000 shares for $12.0 million, leaving $88.0 million under this authorization, which expired unused on June 30, 2008.

TSEG has a Dividend Reinvestment Plan, which allows shareholders to invest dividends and optional cash payments in
additional shares of common stock. Shareholders of record ate automatically eligible to participate in the plan.

Note 21. Regulatory Capital Requitements

TSFG and Carolina First Bank are subject to various regulatory capital requitements administered by the Federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by
regulators that, if undertaken, could have a direct material effect on TSFG's financial statements. Undet capital adequacy guidelines
and the regulatory framework for prompt cotrective action, TSFG and Carolina First Bank must meet specific capital guidelines that
involve quantitative measures of the assets, liabilities, and certain off-balance sheet items as calculated under regulatory accounting
practices. TSFG's and Carolina First Bank’s capital amounts and classification are also subject to qualitative judgments by the
regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy tequite TSFG and Carolina First Bank to
maintain minimum amounts and ratios (set forth in the following table) of total and tier 1 capital (as defined in the regulation) to
risk-weighted assets (as defined) and to average assets (as defined). Management believes, as of December 31, 2008, that TSFG and
Carolina First Bank met all capital adequacy requirements.

As of December 31, 2008, the most recent notification from federal banking agencies categorized TSFG and Carolina First
Bank as "well capitalized" under the regulatory framework. To be categorized as "well capitalized," Carolina First Bank must maintain
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minimum total tisk-based capital, der 1 capital, and tier 1 leverage ratios as set forth in the table. Since December 31, 2008, there have
been no events or conditions that management believes have changed Carolina First Bank’s categories.

TSFG's and Carolina First Bank's capital levels at December 31 exceeded the "well capitalized levels," as shown below

(dollars in thousands):
Minimum Requirements

To Be Well Capitalized
Under Prompt
For Capital Adequacy Cotrective Action
Actual Purposes Provisions

2008 2007 2008 2007 2008 2007
TSFG
Tier 1 capital $ 1,513,452 $ 1,114,915 $ 470,581 $ 469,752 n/a n/a
Total risk-based capital 1,688,077 1,278,010 941,161 939,504 n/a n/a
Tier 1 capital ratio 12.86 % 9.49 % 400 % 4,00 % n/a n/a
Total risk-based capital ratio 14.35 10.88 8.00 8.00 n/a n/a
Leverage ratio 11.22 8.42 4.00 4.00 n/a n/a
Carolina First Bank
Tiet 1 capital $ 1,277,340 $ 1,073,266 $ 469,428 $ 468,696 $ 704,142 $ 703,044
Total risk-based capital 1,477,910 1,262,661 938,856 937,392 1,173,570 1,171,740
Tiet 1 capital ratio 10.88 % 9.16 % 4.00 % 4.00 % 6.00 % 6.00 %
Total risk-based capital ratio 12.59 10.78 8.00 8.00 10.00 10.00
Leverage ratio 9.49 8.12 4.00 4.00 5.00 5.00

Note 22. Restriction of Dividends from Subsidiaties

The ability of TSFG to pay cash dividends over the long term is dependent upon receiving cash in the form of dividends
from its subsidiaries. South Catolina's banking regulations restrict the amount of dividends that Carolina First Bank can pay. All
dividends paid from Carolina First Bank are payable only from the net income of the current year, unless prior regulatory approval is
granted. Capital adequacy considerations could further limit the availability of dividends from Carolina First Bank.

The terms for the mandatory redeemable preferred stock of subsidiary included in Jong-term debt specify certain asset

coverage and cash flow tests, which, if triggered, may prohibit the subsidiary from paying dividends to Carolina First Bank, which in
turn may limit its ability to pay dividends to TSFG.
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Note 23. Average Share Information

The following is a summary of the basic and diluted average common shares outstanding and (loss) earnings per share
calculations (in thousands, except share and per share data) for the years ended December 31:

2008 2007 2006

Net (loss) income $  (547,118) $ 73276 § 112,866
Less: preferred stock dividends declared 21,261 - _
Less: deemed dividend resulting from accretion of discount 243 - -
Net (loss) income available to common shareholders §  (568,622) $ 73,276 § 112,866
Basic

Average common shares outstanding (denominator) 73,136,936 73,618,338 74,940,249
Loss (eatnings) per share $ (177§ 1.00 $ 1.51
Diluted

Average common shates outstanding 73,136,936 73,618,338 74,940,249
Dilutive potential common shares - 467,102 602,599
Average diluted shates outstanding (denominator) 73,136,936 74,085,440 75,542,848
Loss (earnings) per share $ (7.77) $ 0.99 $ 1.49

For the years ended December 31, 2008, 2007, and 2006, options to putchase an additional 4.7 million, 2.0 million, and 1.4
million shares, respectively, of common stock were outstanding but were not included in the computation of earnings per share
because either their inclusion would have had an antidilutive effect or the exetcise price of the option was greater than the average
market price of the common shares. Also excluded from the computation of diluted eatnings per share for the year ended
December 31, 2008 because of their antidilutive effect were 36.7 million shares of common stock related to mandatorily convertible
preferred stock, 10.1 million shares of common stock related to warrants, and 385,000 shares of common stock telated to restricted
stock and restricted stock units granted under equity incentive programs.

Note 24. Share-Based Compensation

TSFG has a Long-Term Incentive Plan (the “LTIP”), a restricted stock plan, and vatious stock option plans. These plans
provide for grants of restricted stock units (“RSUs”), restricted stock, options to purchase TSFG’s §1 par value common stock, or
other share-based awards. Service awards are expensed ovet the vesting period (typically three or five years following the grant
date). For performance-based RSUs and restricted stock, TSFG estimates the degree to which performance conditions will be
met to determine the number of shares which will vest and the related compensation expense prior to the vesting date.
Compensation expense is adjusted in the period such estimates change. Income tax benefits related to stock compensation in
excess of grant date fair value are recognized as an increase to surplus upon vesting and delivery of the stock. The compensation
cost that was charged against income for these plans and the total income tax benefit recognized in the income statement for
share-based compensation arrangements were as follows (in thousands):

2008 2007 2006
Compensation cost charged against income $ 9,936 $ 7,469 $ 6,418
Total income tax benefit recognized in income statement 2,534 1,432 1,252

Restricted Stock and Other Share-Based Awards

TSFG’s LTIP provides for incentive compensation in the form of stock options, restricted stock, RSUs, performance units
(which may be stock based), stock appreciation rights and other stock-based forms of director compensation. These grants may be
made to directors, officers, employees, prospective employees, and consultants of TSFG. At December 31, 2008, authorized shares
under the LTIP totaled 2.5 million shares (subject to further limitation of 1.7 million shares for restricted stock), of which
approximately 152,000 shares wete available to be granted. TSFG also has a Restricted Stock Plan for awards to certain key
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employees. At December 31, 2008, authorized shares under the Restricted Stock Plan totaled 875,000 shares, of which approximately
75,000 shares were available to be granted.

Shares of restricted stock granted to employees under both the LTIP and the Restricted Stock Plan are subject to restrictions
as to continuous employment for a specified time petiod following the date of grant. Duting this period, the holder is entitled to full
voting rights and dividends.

In third quarter 2008, TSFG’s Boatrd of Directors approved long-term incentive awards for the period 2008-2010. A
total of 216,550 RSUs and 1.1 million stock options with a total grant-date fair value of $5.0 million were issued. The stock
options granted to the 18 most senior officers are market-based stock options and will not vest unless the executive remains
employed by the Company at June 30, 2011 and the Company’s closing stock price for 20 consecutive trading days during the
first six months of 2011 equals or exceeds $12 per share. The compensation expense for the market-based options will be
recognized on a straight-line basis over the period from the date of grant through June 30, 2011. The remaining stock options
and all restricted stock units will vest 50% on each of January 31, 2010 and January 31, 2011, based on continued service to those
respective dates, and will be expensed ratably over the vesting petiod.

Additionally, in third quarter 2008, TSFG’s Board of Directors modified and accelerated the vesting of several previous
share-based awards to CEQ/Chairman Mack Whittle in connection with his retitement (which was effective October 27, 2008).
As a result, expense related to unvested tranches of the original awards was reversed, and the incremental expense related to the
modified awards ($2.0 million) was recognized during the third and fourth quarters of 2008.

Certain of TSFG’s RSUs are performance-based awards and will vest based on achieving, during 2009, certain earnings
pet share targets telative to a broad regional bank peer group, and return on equity targets. Achieving target performance (100%)
on both of the petformance goals will result in the issuance of 135,351 shares, although a maximum of 270,702 shares may be
issued if more stringent performance hurdles are met. Based on its assessment at December 31, 2008 and 2007, management
determined that it is not probable that the performance targets will be met. Consequently, TSFG recognized no expense related
to the performance targets in 2008 or 2007. If the performance targets are not reached, the corresponding RSUs will be forfeited.

The following is a summary of the status of TSFG’s nonvested shates of restricted stock and RSUs as of December 31,
2008 and changes during the year ended December 31, 2008.

Weighted Weighted
Average Average

Grant-Date Restricted Grant-Date

RSUs Fair Value Shares Fair Value
Nonvested at January 1, 2008 1,148,551 @ § 25.16 96,220 § 25.72
Granted 234,680 10.07 83,409 15.42
Vested (466,768) 25.58 (76,530) 23.61
Cancelled (353,153) 25.62 (10,529) 25.93
Nonvested at December 31, 2008 563,310 O § 18.35 92,570 § 18.15

® Assumes maximum performance targets are met for performance-based awards.

As of December 31, 2008, thete was $10.3 million of total untecognized compensation cost related to nonvested shares
of restricted stock and RSUs, assuming maximum performance targets ate met for performance-based awards. At such date, the
weighted-average petiod over which the service component of this unrecognized expense is expected to be recognized was 1.8
yeats. The total fair value of shares and RSUs vested during 2008, 2007, and 2006 was $13.8 million, $2.6 million and $1.7 million,
tespectively. The weighted average grant date fair value of RSUs in 2007 and 2006 was $23.26 and $26.92, respectively. The
weighted average grant date fair value of restricted stock in 2007 and 2006 was $21.41 and 26.71, respectively.
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In 2005, undet the LTIP, TSFG issued cash-settled stand alone stock appreciation rights, which are accounted for as
liability-classified awards pursuant to SEAS 123R. The strike price of each stock appreciation right equals the fair market value of
TSEG's common stock on the date of grant. Stock appreciation rights issued to employees under this plan are exercisable on a
cumulative basis for 20% of the shates on each of the first five anniversaries of the grant, and have a maximum contractual term of
ten years. The following is a summary of the stock appreciation rights activity under the LTIP for the year ended December 31, 2008.

Weighted
Weighted Average Aggregate
Average Remaining Intrinsic
Exercise Contractual Value
Shares Price Term (Years) ($000)
Outstanding, January 1, 2008 173,675 § 29.40
Cancelled (20,350) 29.40
Outstanding, December 31, 2008 153,325 '§ 2940 69 § -
Exercisable, December 31, 2008 92,935 § 29.40 68 $ -

Unrecognized stock-based compensation expense related to stock appreciation rights totaled $13,000 at December 31,
2008. At such date, the weighted-average period over which this unrecognized expense is expected to be recognized was 2.0
years.

Stock Option Plans

TSEG has a Stock Option Plan, a Directors' Stock Option Plan, a Fortune 50 Stock Option Plan, and various option plans
assumed in connection with acquisitions (collectively referred to as “stock-based option plans”). At December 31, 2008, authorized
shares under the Stock Option Plan totaled 5.2 million shares, of which approximately 463,000 were available to be granted. The
exercise price of each option either equals ot exceeds the fair market value of TSFG's Common Stock on the date of grant. Options
issued to employees under the Stock Option Plan are typically exercisable on a cumulative basis for 20% of the shatres on each of the
first five anniversaries of the grant, and have a maximum contractual term of ten years. Under the Directors' Stock Option Plan,
TSFG may grant options to its non-employee directors and advisory board members. At December 31, 2008, authorized shates
under the Directors’ Stock Option Plan totaled 650,000 shares, of which approximately 135,000 were available to be granted. The
exercise price of each director’s option equals the fair market value of TSFG's common stock on the date of grant. Options issued to
directors under the Ditectors’ Stock Option Plan vest immediately on the grant date, and have a maximum contractual term of ten
years.

The fair value of TSFG’s market-based stock options is estimated at the date of grant using a Monte Carlo simulation.
The fair value of TSFG’s other stock options is estimated at the date of grant using the Black-Scholes option-pricing model. Both
models require the input of highly subjective assumptions, changes to which can materially affect the fair value estimate.
Additionally, there may be other factors that would otherwise have a significant effect on the value of employee stock options
granted but are not considered by the model. Accordingly, while management believes that these option-pricing models provide a
reasonable estimate of fait value, the models do not necessarily provide the best single measure of fair value for TSFG’s
employee stock options. Assumptions include, but are not limited to, TSFG’s expected price volatility over the term of the
awards, which is based on historical volatility of TSFG’s common stock. The following is a summary of TSFG’s weighted-
average assumptions used to estimate the weighted-average per share fair value of options granted on the date of grant using the
Black-Scholes option-pricing model:

2008 2007 2006
Expected life (in years) 6.01 6.01 6.07
Expected volatility 40.96 % 23.45 % 26.50 %
Risk-free interest rate 3.08 3.93 4.57
Expected dividend yield 2.88 4.32 2.61
Weighted-average fair value of options granted
during the period $3.20 $2.95 $6.70
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Assumptions used to estimate the per-share fair value of options granted during 2008 using the Monte Catlo simulation
method were similar to those summarized in the table above, and yielded a fair value per option of $2.13.

The following is 2 summary of the activity under the stock-based option plans for the year ended December 31, 2008.

Weighted
Weighted Average Aggregate
Average Remaining Intrinsic
Exercise Contractual Value
Shares Price Term (Years) ($000)
Outstanding, January 1, 2008 4,030,363 $ 21.88
Granted 1,245,150 10.04
Cancelled (583,096) 22.77
Exercised (4,324) 10.87
Outstanding, December 31, 2008 4,688,093 § 18.63 63 § 6
Exercisable, December 31, 2008 2,585,184 § 21.42 40§ -

The total intrinsic value of options exercised during 2008, 2007, and 2006 was $19,000, $3.6 million, and $1.7 million,
trespectively. Untecognized stock-based compensation expense related to stock options totaled $5.7 million at December 31,
2008. At such date, the weighted-average petiod over which this unrecognized expense is expected to be recognized was 2.6
years.

Cash received from options exercised under all share-based payment arrangements for 2008, 2007, and 2006 was
$35,000, $8.1 million, and $7.0 million, respectively. The actual tax benefit realized for the tax deductions from option exercise of
the share-based payment arrangements totaled $6,000, $1.1 million, and $1.6 million, respectively, for 2008, 2007, and 2006.
TSFG has a policy of issuing new shares to satisfy stock option exercises.

Note 25. Employee Benefits

TSFG maintains the Carolina First Salary Reduction Plan and Trust ("401(k) Plan") for all eligible employees. Upon
ongoing approval of the Board of Ditectors, TSFG matches employee contributions equal to six percent of compensation subject to
certain adjustments and limitations. Conttibutions of $5.4 million, $5.5 million, and $5.5 million were charged to operations in 2008,
2007, and 2000, respectively.

Effective December 1, 2007, TSFG merged its Employee Stock Ownership Plan ("ESOP") into its 401(k) Plan. Prior to
December 1, 2007, annual contributions to the ESOP consisted of amounts necessary to service its debt (paid off during 2007) and
other amounts at the discretion of] and determined by, the Board of Directors. For the years ended December 31, 2007 and 2006,
contributions of $209,000, and $363,000, tespectively, were charged to operations. There were no contributions made during 2008.

TSFG maintains Supplementary Executive Retirement Plans (“SERPs”) for certain officers. These plans provide salary
continuation benefits after the participant reaches normal retirement age (usually age 65) or early retirement (age 55 and 7 years
of service) and continue for 15 years. The SERPs also provide limited benefits in the event of early termination or disability while
employed by TSFG and full benefits to the officer’s beneficiaries in the event of the officer’s death. In the event of a change of
control of TSFG as defined in the SERPs, the officers become 100% vested in the total benefit. For the years ended December
31, 2008, 2007, and 2006, costs of $3.5 million, $4.3 million, and $3.7 million, respectively, were charged to expense related to
these SERPs.

The SERP liability is accrued over the period until normal retirement date. The accrual is determined based on the

present value of the estimated annual benefit payments at normal retirement, and by calculating a level principal amount required
for the accrual to reach the present value of the estimated annual benefit payments at normal retirement. A discount rate is used
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to determine the present value of future benefit obligations. The discount rate for each plan is determined using the Moodys Aaa
corporate bond rate published in the Federal Register as of the prior year end. In determining the estimated futute annual benefit
obligations, an estimated rate of compensation growth of 5% per year is used. Compensation, fot purposes of determining the
annual benefit levels as defined in the plans, is the average of the highest three years annual base salary plus bonus. The benefit
level, as a percentage of compensation, generally ranges between 15% and 60%, as specified in each SERP agreement.

If the Executive retires prior to normal retirement, or there is a change in the anticipated retitement date, and the
Executive is eligible for the early retirement benefit under the SERP plan, the accrual is adjusted to reflect the calculated amount
pursuant to provisions of the eatly retirement benefit.

TSFG maintains an Executive Deferred Compensation Plan for certain officers and directors. This plan allows eligible
officers to defer up to 80% of base annual salary and 100% of annual bonus compensation on a pre-tax basis. TSFG provides a
match of 10% of the contribution. The deferral elections are irtevocable and cannot be changed during the plan year. TSFG’s
match becomes fully vested after five years. Payments from the plan will automatically begin upon the employee’s retirement,
termination of employment, or death during employment. However, employees may choose to receive payments prior to these
events, such as an in-service distribution, an elective eatly withdrawal, or upon a change in control. Deferred compensation
expense, which is associated with TSFG’s matching conttibutions, totaled $154,000, $103,000, and $144,000 in 2008, 2007, and
20006, respectively.

Beginning on January 1, 2003, under TSFG’s Executive Deferred Compensation Plan for certain officers, TSFG
common stock was added as an investment option for defetred compensation. In 2008, preferred stock was added as an
investment option for deferred compensation. The common and preferred stock purchased by TSFG for this deferred
compensation plan is maintained in a rabbi trust (the “Trust”), on behalf of the participants. The assets of the Trust are subject to
the claims of general creditors of TSFG. Dividends payable on the common and preferred shares held by the Trust will be
reinvested in additional shares of common stock of TSFG on behalf of the participants. The deferred compensation obligation in
the Trust is classified as 2 component of shareholders’ equity, and the common and preferred stock held by the Trust is classified
as a reduction of shareholders’ equity. The obligations of TSFG under this investment option of the deferred compensation plan,
and the shares held by the Trust, have no net effect on outstanding shares. Subsequent changes in the fair value of the common
and preferred stock are not reflected in earnings or shateholdets’ equity.

Note 26. CEO Retitement

On September 2, 2008, the Board of Directors and Mack L Whittle, the Company’s Chairman, President, and Chief
Executive Officer, entered into a severance agreement pursuant to which Whittle would receive certain retirement benefits and
retire on ot before December 30, 2008 (at the Board’s election). Subsequently, the Executive Committee, on behalf of the Board,
specified that Whittle’s retirement would be effective October 27, 2008. Those benefits include, among othets, a lump sum cash
payment of $4.1 million (subject to a six month delay pursuant to Section 409A of the Internal Revenue Code), vesting of all
equity awards (see Note 24 — Share-Based Compensation), service credit under the SERP through age 65 which provides an
annual retitement payment commencing at retirement date, vested benefits under other Company plans, continued welfare and
fringe benefits for three years, and three years of continued life insurance coverage. The incremental expense related to these
benefits was approximately $12 million, which was recognized in the second half of 2008.

Note 27. Related Party Transactions

During the years ended December 31, 2008, 2007, and 2006, lease payments aggregating approximately $47,000, $45,000,
and $37,000, respectively, were made to affiliates of directors or companies in which certain directors have an interest. These lease
payments were made in the ordinary course of business and were on terms comparable to those that would have been obtained
between unrelated parties.

At December 31, 2008 and 2007, TSFG had loans to TSFG directors, ditectors of its subsidiaries, executive officers, and

associates of such persons totaling $19.5 million and $35.5 million, respectively. All of these loans wete made under normal credit
terms and did not involve mote than normal risk of collection. At December 31, 2008, the aggregate dollar amount of these
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unfunded loan commitments to the aforementioned directors, officers and their associates totaled $24.7 million. See Notes 7 and 18
for further details.

Note 28. Fair Value Disclosures

Effective January 1, 2008, TSFG adopted SFAS 157 (for its financial assets and liabilities) and SFAS 159. SFAS 157
defines fair value, establishes a consistent framework for measuring fair value and expands disclosure requirements about fair
value measurements. SFAS 157 requires, among other things, the Company to maximize the use of obsetvable inputs and
minimize the use of unobservable inputs in its fair value measurement techniques. The adoption of SFAS 157 resulted in no
change to January 1, 2008 retained earnings. The application of SFAS 157 in situations where the market for a financial asset is
not active was clarified by the issuance of FSP FAS 157-3 in Octobet 2008. FSP FAS 157-3 became effective for TSFG’s interim
financial statements as of September 30, 2008 and did not significantly impact the methods by which the Company determines
the fair values of its financial assets.

SFAS 159 allows an entity the irrevocable option to elect fair value for the initial and subsequent measurement for
certain financial assets and liabilities on a contract-by-contract basis. TSFG elected the fair value option fot its portfolio of
mortgage loans held for sale in order to reduce certain timing differences and better match changes in fair values of the loans
with changes in the value of derivative instruments used to economically hedge them. As a result of its election, TSFG recorded
the following entry to opening retained earnings (in thousands):

Opening Adjusted
Balance Sheet Adoption Balance Sheet
January 1, 2008 Net Gain (Loss) anuary 1, 2008

Mortgage loans held for sale $ 17,867 $ 92 $ 17,959
Pretax cumulative effect of adoption of the fair value option 92
Tax impact 32

Cumulative effect of adoption of the fair value option
(increase to retained earnings) $ 60

Adoption of these standards did not have a significant impact on earnings for the year ended December 31, 2008.

SFAS 157 defines fair value as the exchange price that would be received for an asset ot paid to transfer a liability (an
exit price) in the principal or most advantageous market for the asset or liability in an otderly transaction between market
participants on the measurement date. SFAS 157 also establishes a fair value hierarchy which requites 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:

e Level 1 — Valuations are based on quoted prices in active markets for identical assets and liabilities. Level 1 assets
include debt and equity securities 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.

e Level 2 - Valuations are based on observable inputs other than Level 1 prices, such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are obsetvable or can be corroborated by
observable market data. Level 2 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 a pricing model
with inputs that are observable in the market ot can be detived principally from or cortroborated by observable market
data. This category generally includes U.S. government agencies, agency mortgage-backed debt securities, private-label
mortgage-backed debt securities, state and municipal bonds, corporate bonds, certain derivative contracts, and mortgage
loans held for sale.
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e Level 3 — Valuations include unobservable inputs that are supported by little or no market activity and that are
significant to the fair value of the assets. For example, certain available for sale securities included in this category ate
not readily matketable and may only be redeemed with the issuer at par. This category also includes certain derivative
contracts for which independent pricing information is not available for a significant pottion of the underlying assets.

Assets and Liabilities Measured at Fair Value on a Recurring Basis

Following is a description of the valuation methodologies used for the major categories of financial assets and liabilities
measured at fair value on a recurring basis.

Securities Available for Sak. Where quoted market prices ate available in an active market, securities are valued at the last
traded price by obtaining feeds from a number of live data soutces including active market makers and inter-dealer brokers.
These securities are classified as Level 1 within the valuation hierarchy and include debt and equity securities 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. If quoted market prices are not available, fair values are estimated by using bid prices and quoted prices of pools or
tranches of securities with similar characteristics. These types of secutities are classified as Level 2 within the valuation hierarchy
and generally include U.S. government agencies, agency mortgage-backed debt securities, private-label mortgage-backed debt
secutities, state and municipal bonds, and corporate bonds. In cettain cases where there is limited activity or less transparency
around inputs to valuation, securities are classified as Level 3 with the valuation hierarchy. TSFG’s ptimaty Level 3 security is
FHLB stock.

Morigage Loans Held for Sale. Since quoted market prices are not available, fair value is derived from a pricing model used
to project the “exit price” of the loan in a sale transaction for which the ultimate usage is in a securitization. The bid pricing
convention is used for loan pricing for similar assets. The valuation model is based upon a pool of loans of identical coupon,
maturity, product, and credit attributes. The inputs to the model are updated with available market and historical data. As the
loans are sold in the secondary market and predominantly used as collateral for securitizations, the valuation model represents the
highest and best use of the loans in TSFG’s principal market. Mortgage loans held for sale are classified within Level 2 of the
valuation hieratchy.

Derivative Assets and Liabilities. TSFG measures the fair value of many of its derivatives using internal valuation models
that use primarily martket observable inputs, such as yield curves and option volatilities, and accordingly, those derivatives are
classified as Level 2. When available, TSFG also obtains dealer quotations for these derivatives for comparative purposes to
assess the reasonableness of the model valuations. Examples of Level 2 detivatives are basic interest rate swaps and an interest
rate floor. Level 3 derivative instruments have primary risk characteristics that relate to unobservable pricing parameters. For
purposes of potential valuation adjustments to its derivative positions, TSFG evaluates the credit risk of its counterparties as well
as that of TSFG. Accordingly, TSFG has considered factors such as the likelihood of default by TSFG and its counterparties, its
net exposures, and remaining contractual life, among other things, in determining fair value adjustments related to credit risk.

The table below presents the balances of assets and liabilities measured at fair value on a recurting basis (in thousands):

December 31, 2008
Total Level 1 Level 2 Level 3
Securities available for sale $ 2,107,194 $ 155,938 $ 1,915,154 $ 30,102
Mortgage loans held for sale 14,681 - 14,681 -
Derivative assets 107,338 - 103,998 3,340
Total $ 2229213 $ 155,938 $ 2,033,833 $ 39442
Derivative liabilities b 52,570 ) - 3 48,820 ) 3,750
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The changes in Level 3 assets and liabilities measured at fair value on a recurring basis are summarized as follows (in
thousands):

Year Ended
December 31, 2008

Net
Securities Derivative
Available Asset

For Sale (Liability)

Balance at beginning of period $ 37,735 $ 370
Total net losses included in net (loss) income - (829)
Purchases, sales, issuances and settlements, net (1,633) 10
Transfers into Level 3, net - 39
Balance at end of period § 36,102 $ (410)

Net losses included in net (loss) income relating
to assets held at December 31, 2008 $ - $ (829)

Of the $829,000 loss in the table above, $795,000 was included in loss on certain derivative activities and $34,000 was
included in mottgage banking income, both of which are included in noninterest income.

Assets Measured at Fair Value on a Nonrecurring Basis

We may be required, from time to time, to measure certain other assets at fair value on a nonrecurring basis in
accordance with generally accepted accounting principles. These adjustments to fair value usually result from write-downs of
individual assets.

For financial assets measured at fair value on a nonrecusring basis in the year ended December 31, 2008 that were still
held in the balance sheet at year end, the following table provides the level of valuation assumptions used to determine each
adjustment and the carrying value of the related individual assets at year end (in thousands).

Year Ended
Cartying value at December 31, 2008 December 31, 2008
Total Level 1 Level 2 Level 3 Total gains (losses)
Loans held for investment '  $ 243,079 § - % - % 243079 % (106,183)
Loans held for sale @ 16,282 - - 16,282 (20,056)

®  Represents catrying value and related write-downs of loans for which adjustments are based on the appraised value
of the collateral.

@  Represents catrying value and related write-downs of loans carried at lower of cost or fair value. The write-downs
were recorded as charge-offs against the allowance for loan losses prior to transfer to held for sale and as
noninterest expense subsequent to transfer. These numbers exclude mortgage loans held for sale, which are
measuted at fair value on a recurring basis pursuant to the fair value option.

The valuation techniques for the items in the table above are as follows:

Loans held for investment. Loans under the scope of SFAS 114 are evaluated for impairment using the present value of
expected future cash flows discounted at the loan’s effective interest rate, or as a practical expedient, a loan’s observable market
value or the fair value of the collateral if the loan is collateral dependent. The measurement of impaired loans using future cash
flows discounted at the loan’s effective interest rate rather than the market rate of interest is not a fair value measurement and is
therefore excluded from the requirements of SFAS 157. Impaired loans measured by applying the practical expedient in SFAS
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114 are included in the requirements of SFAS 157. Under the practical expedient, TSFG measures the fair value of collateral
dependent impaired loans based on the fair value of the collateral securing these loans. These measurements are classified as
Level 3 within the valuation hierarchy. Substantially all impaired loans ate secured by real estate. The fair value of this real estate
is generally determined based upon appraisals performed by a certified or licensed appraiset using inputs such as absorption rates,
capitalization rates, and comparables. Management also considers other factors or recent developments which could result in
adjustments to the collateral value estimates indicated in the appraisals such as changes in absorption rates or market conditions
from the time of valuation. Impaired loans are reviewed and evaluated on at least a quarterly basis for additional impairment and
adjusted accordingly, based on the same factors identified above.

Loans held for sale. Loans held for sale for which the fair value option has not been elected are measured at the lower of
aggregate cost ot fair value. If available, fair value is measured by the price that secondary market investors are offering for loans
with similar characteristics. If quoted market prices are not available, TSFG may consider outstanding investor commitments,
discounted cash flow analyses with market assumptions, or the fair value of the collateral if the loan is collateral dependent.
Where assumptions are made using significant unobsetvable inputs, such loans held for sale are classified as Level 3 within the
valuation hierarchy.

During the year ended December 31, 2008, TSFG also measured certain nonfinancial assets using fair value on a
nontecurring basis, including pottions of goodwill and certain foreclosed assets. In accordance with FSP 157-2, we have delayed
application of the provisions of SFAS 157 to those measurements, and as such they ate not included in the table above.

Fair Valne Option

At December 31, 2008, mortgage loans held for sale for which the fair value option was elected had an aggregate fair
value and outstanding principal balance of $14.7 million and $14.6 million, respectively. Interest income on these loans is
calculated based on the note rate of the loan and is recorded in interest income in the income statement. During the year ended
December 31, 2008, net gains resulting from changes in fair value of these loans of $16,000 wete recorded in mortgage banking
income. These changes in fair value were mostly offset by hedging activities. An immatetial portion of these amounts was
attributable to changes in instrument-specific credit risk.

SEAS 107, Disclosures about Fair Valne of Financial Instruments

SFAS No. 107, "Disclosures about Fair Value of Financial Insttuments" (“SFAS 107”), requires disclosure of fair value
information, whether or not recognized in the statement of financial position, when it is practical to estimate the fair value. SFAS
107 defines a financial instrument as cash, evidence of an ownetship interest in an entity or contractual obligations, which require
the exchange of cash, or other financial instruments. Certain items are specifically excluded from the disclosure requirements,
including TSFG's common stock, premises and equipment, accrued interest receivable and payable, and other assets and
liabilities.

The methodologies used to determine fair value for securities, mortgage loans held for sale, derivative assets and
liabilities, loans held for investment which are under the scope of SFAS 114, and other loans held for sale for which the fair value
option has not been elected are disclosed elsewhere in this footnote. Fair value approximates book value for cash and due from
banks and interest-bearing bank balances due to the short-term nature of the instrument. Fair value for loans held for investment
which are not under the scope of SFAS 114 is based on the discounted present value of the estimated future cash flows.
Discount rates used in these computations apptoximate the rates currently offered for similar loans of comparable terms and
credit quality. An overall valuation adjustment is made for specific credit risks as well as general portfolio credit risk. Loan
commitments and letters of credit, which are off-balance-sheet financial insttuments, are short-term and typically based on
current market rates; therefore, the fair values of these items are not included in the following table.

Fair value for demand deposit accounts and intetest-bearing accounts with no fixed maturity date is equal to the
carrying value. Certificate of deposit accounts are estimated by discounting cash flows from expected maturities using current
interest rates on similar instruments. Callable brokered deposits ate valued in a similar manner except the cash flow stream may
be shorter than the term to maturity if the call option is exercised. Fair value approximates book value for federal funds
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putchased due to the short-term nature of the borrowing. Fair value for other short-term bottowings and long-term debt is based
on discounted cash flows using current market rates for similar instraments.

TSFG has used management's best estimate of fair value based on the above assumptions. Thus, the fair values
presented may not be the amounts, which could be realized, in an immediate sale or settlement of the instrument. In addition,
any income taxes or other expenses, which would be incurted in an actual sale or settlement, are not taken into consideration in
the fair values presented. The estimated fair values of TSFG's financial instruments (in thousands) at December 31 were as
follows:

2008 2007

Carrying Fair Carrying Fair

Amount Value Amount Value
Financial Assets
Cash and due from banks $ 292219 § 292219 $ 290974 $ 290,974
Interest-bearing bank balances 166 166 5,551 5,551
Secutities available for sale 2,107,194 2,107,194 1,986,212 1,986,212
Securities held to maturity 22,709 23,048 39,691 39,782
Net loans 9,975,949 9,494,197 10,104,860 10,200,119
Derivative assets 107,338 107,338 36,194 36,194
Financial Liabilities
Deposits 9,405,717 9,487,817 9,788,568 9,833,057
Short-term borrowings 1,626,374 1,626,025 1,637,550 1,637,598
Long-term debt 707,769 705,504 698,340 699,224
Derivative liabilities 52,570 52,570 21,017 21,017

Note 29. Business Segments

TSFG’s banking subsidiary Carolina First Bank conducts banking operations in South Carolina and North Carolina (as
Carolina First) and in Florida (as Mercantile). Carolina First and Mercantle are TSFG’s primary reportable segments for
management financial reporting. Effective January 1, 2008, TSFG began to exclude its insurance operations from its banking
segments due to a change in management responsibility and changed its allocation methodology for provision for credit losses
and noninterest expenses. In addition, in fourth quarter 2008, TSFG combined its South Carolina and Notth Carolina banking
regions into one segment to reflect a change in management structure. This business segment structure along geographic lines is
consistent with the way management internally reviews financial information and allocates resources. Results for prior petiods
have been restated for comparability. Each geographic bank segment consists of commercial and consumer lending and full
service branches in its geographic tegion with its own management team. The branches provide a full range of traditional banking
products as well as treasury setvices, merchant services, wealth management and mortgage banking services. The “Other” column
includes the investment securities portfolio, indirect lending, treasury, parent company activities, bank-owned life insurance, net
intercompany eliminations, vatious nonbank subsidiaries (including insurance, financial planning, and retitement plan
administration subsidiaries), equity investments, and certain other activities not currently allocated to the aforementioned
segments.

The results for these segments are based on TSFG’s management reporting process, which assigns balance sheet and
income statement items to each segment. Unlike financial reporting, there is no authoritative guidance for management reporting
equivalent to generally accepted accounting principles. The Company uses an internal funding methodology to assign funding
costs to assets and earning credits to liabilities with an offset in “Other.” The management reporting process measures the
performance of the defined segments based on TSFG’s management structure and is not necessatily compatable with similar
information for other financial services companies or teptesentative of results that would be achieved if the segments operated as
stand-alone entities. If the management structute and/or allocation process change, allocations, transfers and assignments may
change. Segment information (in thousands) is shown in the table below.
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Carolina

First Mercantile Other Total
Year Ended December 31, 2008
Net interest income before inter-segment income (expense) $ 210,061 $ 125,003 § 45,099 §$ 380,163
Inter-segment interest income (expense) 3,319 3,753 (7,072) -
Net interest income 213,380 128,756 38,027 380,163
Provision for credit losses 122,844 188,439 33,306 344,589
Noninterest income 58,832 28,557 34,295 121,684
Goodwill impairment - 426,049 B 426,049
Other noninterest expenses - direct o 89,810 68,302 207,789 365,901
Contribution before allocation 59,558 (525,477) (168,773) (634,692)
Noninterest expenses - allocated @ 95,563 63,537 (159,100 -
Contribution before income taxes $ (36,005) $  (589,014) § (9,673) (634,692)
Income tax benefit (87,574)
Net loss $ 547,118
December 31, 2008
Total assets $ 5,946,552 § 3,483,532 $ 4,172,242 § 13,602,326
Total loans held for investment 5,699,630 3,414,354 1,078,088 10,192,072
Total deposits 4,380,862 3,060,230 1,964,625 9,405,717
Year Ended December 31, 2007
Net interest income before inter-segment income (expense) $ 253,258 % 167,261 $ (37,738) % 382,781
Inter—seé‘ment interest income (expense) (22,611) (12,6006) 35,217 -
Net interest income 230,647 154,655 (2,521) 382,781
Provision for credit losses 36,869 24,963 6,736 68,568
Nonintetest income 56,681 28,060 28,971 113,712
Noninterest expenses - direct M 82,164 56,949 182,136 321,249
Contribution before allocation 168,295 100,803 (162,422) 106,676
Noninterest expenses - allocated @ 93,033 55,697 (148,730) -
Contribution before income taxes $ 75,262 $ 45,106 $ (13,692) 106,676
Income tax expense 33,400
Net income $ 73,276
December 31, 2007
Total assets $ 5952356 $ 4,179,868 $ 3,745,360 $ 13,877,584
Total loans held for investment 5,587,845 3,641,253 984,322 10,213,420
Total deposits 4,619,007 2,856,678 2,312,883 9,788,568
Year Ended December 31, 2006
Net interest income before inter-segment income (expense) $ 272,667 $ 171,667 § (42,963) % 401,371
Inter-segment interest income (expense) (26,144) (7,337 33,481 -
Net interest income 246,523 164,330 (9,482) 401,371
Provision for credit losses 22,782 4,905 5,102 32,789
Noninterest income 55,752 26,289 36,169 118,210
Noninterest expenses - direct ® 79,879 58,041 188,324 326,244
Contribution before allocation 199,614 127,673 (166,739) 160,548
Noninterest expenses - allocated @ 93,044 57,369 (150,413) -
Contribution before income taxes $ 106,570 $ 70,304 $ (16,326) 160,548
Income tax expense 47,682
Net income $ 112,866

Noninterest expenses — direct include the direct costs of the segment’s operations such as facilities, personnel, and other operating
expenses.

Noninterest expenses — allocated include expenses not directly attributable to the segments, such as information services, operations,
human resoutces, accounting, finance, treasury, and corporate incentive plans.
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Note 30. Parent Company Financial Information
The following is condensed financial information (dollars in thousands) of The South Financial Group (Parent Company only):

Condensed Balance Sheets

December 31,
2008 2007
Assets
Cash and due from banks $ 27,787 $ -
Interest-bearing bank balances 182,000 29,968
Investment in subsidiaries:
Bank subsidiaries 1,607,229 1,731,844
Nonbank subsidiaties 3,798 4,779
Total investment in subsidiaties 1,611,027 1,736,623
Receivable from subsidiaties 2,630 749
Other investments 2,023 7,346
Other assets 31,630 35,934

$ 1,857,097 $ 1,810,620

Liabilities and Shareholders' Equity

Accrued expenses and other liabilities % 11,311 ¢ 15,344
Payables to subsidiaries 6,014 7,436
Borrowed funds 12,537 30,828
Subordinated debt 206,704 206,704
Shatreholders' equity 1,620,531 1,550,308

$ 1,857,097 § 1,810,620

Condensed Statements of Income
Years Ended December 31,

2008 2007 2006
Income
Equity in undistributed net (loss) income of subsidiaries $ (568,826) § 203 $ 127977
Dividend income from subsidiaries 27,405 75,886 -
Gain (loss) on equity investments 1,450 (68) 459
Interest income from subsidiaries 193 356 516
Sundry 4,338 6,261 6,603

(535,440) 82,638 135,555
Expenses
Interest on borrowed funds 10,700 17,074 17,174
Loss on eatly extinguishment of debt - 1,772 821
Sundry 4,596 (8,205) 11,094

15,296 10,641 29,089

(Loss) income before taxes (550,7306) 71,997 106,466
Income tax benefit (3,618) (1,279) (6,400)

Net (loss) income § (547,118) $ 73,276 $ 112,866
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Condensed Statements of Cash Flows

Operating Activities
Net (loss) income

Adjustments to reconcile net (loss) income to net cash provided

by (used for) operations

Equity in undistributed net loss (income) of subsidiaries

(Gain) loss on disposition of equity investments
Loss on eatly extinguishment of debt
Decrease in other assets
(Dectease) increase in other liabilities
Net cash provided by (used for) operating activities

Investing Activities

(Investment in) distribution from subsidiaries
Loans to subsidiaties, net

Purchase of premises and equipment

Sale of premises and equipment

Proceeds from disposition of equity investments
Purchase of equity investments

Net cash (used for) provided by investing activities

Financing Activities

Dectrease in borrowings

Issuance of subordinated debt

Payment of subordinated debt

Issuance of preferred stock and warrant, net
Cash dividends paid on common stock
Cash dividends paid on preferred stock
Repurchase of common stock

Other, net

Net cash provided by (used for) financing activities
Net change in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year
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Years Ended December 31,

2008 2007 2006
$ (547,118) $ 73276 § 112,866
568,826 (203) (127,977)
(1,450) 68 (459)
- 1,772 821
8,682 3,326 1,692
(357) (16,279) 3,606
28,583 61,960 (9,451)
(385,113) 12 334
6,602 14,591 3,896
- - (10,894)
- - 10,645
1,993 8,235 910
- (1,178) (3,541)
(376,518) 21,660 1,350
(18,291) (2,003) (602)
- 126,290 77,321
- (98,457) (44,145)
584,970 - -
(29,106) (53,493) (51,097)
(11,920) : -
- (83,291) -
2,101 12,316 13,858
527,754 (98,638) (4,665)
179,819 (15,018) (12,766)
29,968 44,986 57,752
§ 209787 § 29968 $ 44986




Note 31. Quarterly Financial Data (Unaudited)
The following provides quarterly financial data for 2008 and 2007 (dollars in thousands, except per share data).
2008 Quarterly Financial Data

Three Months Ended
December 31 September 30 June 30 March 31

Interest income $ 168,225 § 178,238 $ 181,192 § 194,385
Interest expense 76,592 82,619 80,987 101,679
Net interest income 91,633 95,619 100,205 92,706
Provision for credit losses 122,926 84,608 63,763 73,292
Noninterest income 29,729 28,665 32,187 31,103
Noninterest expenses 341,810 94,157 87,617 268,366
Loss before income taxes (343,374) (54,481) (18,988) (217,849)
Income tax benefit (33,435) (29,526) (8,056) (16,557)
Net loss (309,939) (24,955) (10,932) (201,292)
Preferred stock dividends 9.421 6,250 5,833 -
Net loss available to common shareholders $  (319.360) § (31,205) $ (16,765) §  (201,292)
Loss per common share, basic $ (429 § 043) % 023) % 2.78)
Loss per common share, diluted p) 4.29) % 0.43) % ©0.23) $ 279

2007 Quarterly Financial Data

Three Months Ended
December 31 September 30 June 30 March 31

Intetest income $ 216,150 $ 223739 § 221,825 § 218,642
Interest expense 121,202 126,965 125,304 124,104
Net intetest income 94,948 96,774 96,521 94,538
Provision for credit losses 31,926 10,504 17,125 9,013
Noninterest income 28,991 29,905 27,711 27,105
Noninterest expenses 80,731 78,727 80,179 81,612
Income before income taxes 11,282 37,448 26,928 31,018
Income tax expense 2,293 11,609 8,998 10,500
Net income $ 8989 § 25839 § 17,930 $ 20,518
Earnings per common share, basic $ 012 % 0.35 % 024 § 0.27
Earnings per common share, diluted $ 012 § 035 § 0.24 % 0.27
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Item 9.

Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

There have been no changes in or disagreements with accountants on accounting and financial disclosure.

Item 9A.

Controls and Procedures

TSFG maintains disclosure controls and procedures and internal control over financial reporting as required under
Rule 13a-15 promulgated under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), that are designed to
ensure that information required to be disclosed in our Exchange Act reports is recorded, processed, summarized and reported
within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and communicated to
TSFG’s management, including its Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions
regarding required disclosures.

Disclosure Controls and Procedures

@)

At December 31, 2008, TSFG’s management, under the supetvision and with the participation of TSFG’s
Chief Executive Officer and Chief Financial Officer, evaluated its disclosure controls and procedures as
currently in effect. Based on this evaluation, TSFG’s management concluded that as of December 31, 2008,
TSFG’s disclosure controls and procedures wete effective (1) to provide reasonable assurance that information
required to be disclosed by TSFG in the repotts filed or submitted by it under the Exchange Act was recorded,
processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and (2) to
provide reasonable assurance that information required to be disclosed by TSFG in such reports was
accumulated and communicated to TSFG’s management, including its Chief Executive Officer and Chief
Financial Officet, as approptiate to allow timely decisions regarding required disclosure.

Internal Control over Financial Reporting

(b)
reporting:

©

(1) Statement of management’s responsibility for maintaining adequate internal control over financial

See Management’s Report on Internal Control Over Financial Reporting included in Item 8 of this Annual
Report on Form 10-K.

(2) Statement identifying the framework utilized by management to assess internal control over financial
reporting;

See Management’s Repott on Internal Control Over Financial Reporting included in Item 8 of this Annual
Report on Form 10-K.

(3) Management’s assessment of the effectiveness of internal control over financial reporting:

See Management’s Report on Internal Control Over Financial Reporting included in Item 8 of this Annual
Report on Form 10-K.

(4) Statement that the independent registered public accounting firm has issued an attestation report on

internal control over financial reporting:
See Management’s Report on Internal Control Over Financial Reporting included in Item 8 of this Annual

Report on Form 10-K.

Attestation teport of PricewaterhouseCoopers LLP, an independent registered public accounting firm, on the

effectiveness of TSEG’s internal control over financial reporting:
See “Report of Independent Registered Public Accounting Firm” included in Item 8 of this Annual Report on

Form 10-K.

Changes in internal control over financial reporting:
TSFG continually assesses the adequacy of its internal control over financial reporting and strives to enhance
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its controls in response to internal control assessments and internal and external audit and regulatory
recommendations. There were no changes in TSFG’s internal control over financial reporting identified in
connection with is assessment during the quarter ended December 31, 2008 or through the date of this Annual
Report on Form 10-K that have materially affected, or are reasonably likely to matetially affect, TSFG’s
internal control over financial reporting,

Item 9B. Other Information

None.
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PART III
Item 10. Directors, Executive Officers and Corporate Governance

See Executive Compensation Plan Data in the Registrants’ Proxy Statement relating to the 2009 Annual Meeting of
Shareholders filed with the Securities and Exchange Commission, which information is incorporated herein by reference.

See Election of Directors, Business Experience of Ditectors and Executive Officers, and Section 16(a) Beneficial
Ownership Reporting Compliance in the Registrant's Proxy Statement relating to the 2009 Annual Meeting of Shareholders filed
with the Securities and Exchange Commission, which information is incorporated herein by reference.

See Executive Officers of the Registrant included in Item 1 of this Annual Report on Form 10-K for a listing of
executive officers.

TSFG has adopted a Code of Ethics that is specifically applicable to senior management and financial officers, including
its principal executive officer, its principal financial officer, its principal accounting officer and controllers. This Code of Ethics
can be viewed on TSFG’s website, www.thesouthgroup.com, under the Investor Relations / Corporate Governance tab. TSFG’s
Code of Conduct, applicable to all employees, may also be viewed on TSFG’s website under the Investor Relations / Cotporate
Governance tab.

Item 11. Executive Compensation

See Director Compensation and Executive Compensation in TSFG's Proxy Statement relating to the 2009 Annual
Meeting of Shareholders filed with the Securities and Exchange Commission, which information is incorporated herein by
reference. However, the information provided in the Proxy Statement under the heading “Compensation Committee Report”
shall not be deemed to be “soliciting matetial” ot to be “filed” with the Secutities and Exchange Commission, subject to
Regulation 14A or 14C, other than as provided in Item 402 of Regulation S-K, or subject to liabilides of Section 18 of the
Securities Exchange Act of 1934.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

See Security Ownership of Certain Beneficial Ownerts and Management in TSFG's Proxy Statement relating to the 2009
Annual Meeting of Shareholders filed with the Securities and Exchange Commission, which information is incorporated herein
by reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence

See Certain Relationships and Related Transactions in TSFG's Proxy Statement relating to the 2009 Annual Meeting of
Shareholders filed with the Securities and Exchange Commission, which information is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services
See Audit Fees, Other Audit Committee Matters, and Ratification of Independent Registered Public Accounting Firm

for 2009 in TSFG's Proxy Statement relating to the 2009 Annual Meeting of Shareholders filed with the Securities and Exchange
Commission, which information is incotporated herein by reference.
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Item 15.

PART IV
Exhibits and Financial Statement Schedules
(a)(1)Financial Statements filed as part of this report:
The following items are included in Item 8 hereof:

Management’s Report on Internal Control over Financial Reporting

Report of PricewaterhouseCoopers LLP, an Independent Registered Public Accounting Firm

Consolidated Balance Sheets—December 31, 2008 and 2007

Consolidated Statements of (Loss) Income—Yeats ended December 31, 2008, 2007 and 2006

Consolidated Statements of Changes in Shareholders’ Equity and Comptehensive (Loss) Income—7Years ended
December 31, 2008, 2007 and 2006

Consolidated Statements of Cash Flows—Years ended December 31, 2008, 2007 and 2006

Notes to Consolidated Financial Statements

(2)(2)Financial Statement Schedules

All schedules to the Consolidated Financial Statements required by Article 9 of Regulation S-X and all other schedules

to the financial statements of TSFG required by Article 5 of Regulation S-X ate not required under the related instructions ot are
inapplicable and, therefore, have been omitted, or the required information is contained in the Consolidated Financial Statements

ot the notes thereto, which ate included in Ttem 8 hereof.

(a)(3)Listing of Exhibits
Exhibit No. | Description of Exhibit Location
31 Articles of Incorporation Incorporated by reference to Exhibits 3.1 and 3.2 of
TSFG’s Quarterly Report on Form 10-Q for the three
months ended March 31, 2004, Exhibit 3.01 of TSFG's
Current Report on Form 8-K dated May 8, 2008, and
Exhibit 3.01 of TSFG's Current Report on Form 8-K
dated December 5, 2008
32 Bylaws of TSFG Incorporated by reference to Exhibit 3(ii) of TSEG's
Current Report on Form 8-K dated November 3, 2008
4.1 Specimen TSFG Common Stock certificate Incorporated by Reference to Exhibit 4.1 of TSFG's
Registration Statement on Form S-1
42 Specimen certificate for shares of Preferred Stock, Incorporated by Reference to Exhibit 4.1 of TSFG's
Series 2008ND-V Registration Statement on Form S-3 dated June 6, 2008
4.3 Specimen certificate for shares of Preferred Stock, Incorporated by Reference to Exhibit 4.2 of TSFG's
Series 2008ND-NV Registration Statement on Form S-3 dated June 6, 2008
4.4 Specimen certificate for shares of Preferred Stock, Incotrporated by Reference to Exhibit 4.3 of TSFG's
Series 2008D-V Registration Statement on Form S-3 dated June 6, 2008
4.5 Specimen certificate for shares of Preferred Stock, Incotporated by Reference to Exhibit 4.4 of TSFG's
Series 2008D-NV Registration Statement on Form S-3 dated June 6, 2008
4.6 Specimen Certificate for the Series 2008-T Preferred | Incorporated by reference to Exhibit 4.1 of TSFG's
Stock Current Report on Form 8-K dated December 5, 2008
4.7 Warrant for Purchase of Shares of Common Stock Incorporated by reference to Exhibit 4.2 of TSFG’s
Current Report on Form 8-K dated December 5, 2008
4.8 Articles of Incorporation, as amended Included as Exhibit 3.1
4.9 Bylaws Included as Exhibit 3.2
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Exhibit No.| Desctiption of Exhibit Location
410 Amended and Restated Common Stock Dividend Incorporated by reference to the Prospectus in TSFG’s
Reinvestment Plan Registration Statement on Form S-3, Commission File
No. 333-137578
10.1 * TSEG Amended and Restated Restricted Stock | Incorporated by refetence to Exhibit 10.1 of TSFG’s
Agreement Plan Annual Report on Form 10-K for the year ended
December 31, 2006 and Exhibit 10.4 to TSFG’s
Current Report on Form 8-K dated August 14, 2007
10.2 * TSFG Amended and Restated Stock Option Plan Filed herewith
103 * TSFG Salary Reduction Plan Incorporated by reference to Exhibit 28.1 of TSFG’s
Registration Statement on Form S-8, Commission File
No. 33-25424
10.4-2 * Amended and Restated Employment Agreement | Incorporated by reference to Exhibit 99.1 of TSFG’s
dated September 3, 2006 between TSFG and Mack I. | Current Report on Form 8-K dated September 3, 2006
Whittle, Jr.
10.4-b * Letter Agreement dated September 2, 2008 between | Incorporated by reference to Exhibit 10.1 of TSFG’s
The South Financial Group, Inc. and Mack I. Whittle, | Current Repott on Form 8-K dated September 2, 2008
Jt.
10.4-c * Supplemental Executive Retirement Agreement | Incorporated by reference to Exhibit 10.25 of TSFG’s
between TSFG and Mack 1. Whittle, Jr. Annual Report on Form 10-K for the year ended
December 31, 2003
10.5-a * Noncompetition, ~Severance and Employment | Incorporated by reference to Exhibit 10.20 of TSFG’s
Agreement dated February 25, 2008 between TSFG | Annual Report on Form 10-K for the year ended
and H. Lynn Harton December 31, 2007
10.5-b * Retention Bonus Award Agreement dated September | Incorporated by reference to Exhibit 10.1 of TSFG’s
18, 2008 between TSFG and H. Lynn Harton Current Report on Form 8-K dated September 18,
2008
10.5-c * Supplemental Executive Retirement ~Agreement | Incorporated by reference to Exhibit 10.24 of TSFG’s
between TSFG and H. Lynn Harton Annual Report on Form 10-K for the year ended
December 31, 2007
10.6-a * Noncompetition, Severance and Employment | Incorporated by reference to Exhibit 10.6 of TSFG’s
Agreement dated February 25, 2008 between TSFG | Annual Report on Form 10-K for the year ended
and James R. Gordon December 31, 2007
10.6-b * Retention Bonus Award Agreement dated September | Incorporated by reference to Exhibit 10.1 of TSFG’s
18, 2008 between TSFG and James R. Gordon Current Repott on Form 8-K dated September 18,
2008
10.6-c * Supplemental Executive Retirement Agreement | Incorporated by reference to Exhibit 99.2 of TSFG’s
between TSFG and James R. Gordon Current Report on Form 8-K dated March 20, 2007
10.7-a * Noncompetition, ~Severance and Employment | Incorporated by reference to Exhibit 10.7 of TSFG’s
Agreement dated February 25, 2008 between TSFG | Annual Report on Form 10-K for the year ended
and Mautice J. Spagnoletti December 31, 2007
10.7-b * Separation and Release Agreement dated June 12, | Incorporated by reference to Exhibit 99.1 of TSFG’s
2008 between Maurice J. Spagnoletti, Carolina First | Current Report on Form 8-K dated June 9, 2008
Bank and TSFG
10.7-c * Supplemental Executive Retirement Agreement | Incorporated by reference to Exhibit 10.5 of TSFG’s
between TSFG and Maurice J. Spagnoletti Quarterly Report on Form 10-Q for the quarter ended
March 31, 2006
10.8-a * Noncompetition, Severance and Employment Filed herewith

Agreement dated Febtruary 25, 2008 between TSFG
and Christopher T. Holmes
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Exhibit No.| Description of Exhibit Location
10.8-b * Retention Bonus Award Agreement dated Septembet | Incorporated by reference to Exhibit 10.1 of TSFG's
18, 2008 between TSFG and Christopher T. Holmes | Current Report on Form 8-K dated September 18,
2008
10.8-c * Supplemental Executive Retitement Agteement | Filed herewith
between TSFG and Christopher T. Holmes
10.9-a * Noncompetition, Severance and Employment | Incorporated by reference to Exhibit 10.8 of TSFG’s
Agreement dated February 25, 2008 between TSFG | Annual Report on Form 10-K for the year ended
and Kendall L. Spencer December 31, 2007
10.9-b * Separation and Release Agreement dated June 12, | Incotporated by reference to Exhibit 10.1 of TSFG’s
2008 between Kendall L. Spencer, Carolina First | Current Report on Form 8-K dated December 10,
Bank and TSFG 2008
10.9-c * Supplemental Executive Retitement Agtreement | Incotporated by reference to Exhibit 10.12 of TSFG’s
between TSFG and Kendall L. Spencer Quarterly Report on Form 10-Q for the quarter ended
September 30, 2004
10.10-a * Noncompetition, —Severance and Employment | Filed herewith
Agreement dated February 25, 2008 between TSFG
and William P. Crawford, Jt.
10.10-b * Supplemental Executive Retitement Agreement | Filed herewith
between TSFG and William P. Crawford, Jr.
10.11-a * Noncompetition, Severance and Employment | Filed herewith
Agreement dated February 25, 2008 between TSFG
and Mary A. Jeffrey
10.11-b * Supplemental Executive Retitement Agteement | Filed herewith
between TSFG and Mary A. Jeffrey
10.12 * TSFG Management Performance Incentive Plan | Incorporated by reference to Exhibit 10.2 of TSFG’s
(MPIP) (the short term bonus plan) Current Report on Form 8-K dated August 14, 2007
10.13 * Amended TSFG Long Term Incentive Plan Filed herewith
10.14 * Management Incentive Compensation Plan Targets | Incorporated by reference to the Cutrent Report on
(short term and long term incentive) Form 8-K dated March 12, 2008
10.15 * Amended and Restated TSFG Employee Stock | Incotporated by reference to Exhibit 10.1 of TSFG’s
Purchase Plan Quarterly Report on Form 10-Q for the quarter ended
June 30, 2000, Commission File No. 15083
10.16 * TSFG Directors Stock Option Plan Incorporated by reference to Exhibit99.1 from
TSFG’s  Registration  Statement on  Form S-8,
Commission File No. 33-82668/82670
10.17 * TSFG Amended and Restated Fortune 50 Plan Incorporated by reference to the Prospectus in TSFG’s
Registration Statement on Form S-8, Commission File
No. 333-31948
10.18 * TSFG Executive Deferred Compensation Plan Incorporated by reference to Exhibit 10.3 of TSFG’s
Current Report on Form 8-K dated August 14, 2007
10.19 * Form of Grant for TSFG 2006-2008 Long-Term | Incorporated by reference to Exhibit 10.19 of TSFG’s
Incentive Plan — Restricted Stock Unit Award | Annual Report on Fotm 10-K for the year ended
Agreement December 31, 2006
10.20 * Form of Grant for TSFG 2007-2009 Long-Term | Incotporated by reference to Exhibit 10.1 of TSFG’s
Incentive Plan — Restricted Stock Unit Award | Current Report on Form 8-K dated August 14, 2007
Agreement
10.21 * Form of Grant for TSFG 2008-2010 Long-Term | Filed herewith
Incentive Plan — Restricted Stock Unit Award
Agreement
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Exhibit No.| Desctiption of Exhibit Location
11.1 Statement of Computation of Earnings Per Share Filed herewith as Note 24 of the Notes to
Consolidated Financial Statements
21.1 Subsidiaties of TSFG Filed herewith
221 Proxy Statement for the 2009 Annual Meeting of Future filing incorporated by reference pursuant to
Shareholders General Instruction G(3)
23.1 Consent of PricewaterhouseCoopers LLP Filed herewith
23.2 Opinion of PricewaterhouseCoopets LLP, an Included herewith
Independent Registered Public Accounting Firm
311 Certification of Principal Executive Officer pursuant | Filed herewith
to Rule 13a-14a/15(d)-14(a) of Securities Exchange
Act of 1934, as amended, as adopted pursuant to
Section 302 of the Sarbanes Oxley Act of 2002
31.2 Certification of Principal Financial Officer pusrsuant Filed herewith
to Rule 13a-14a/15(d)-14(a) of Secutities Exchange
Act of 1934, as amended, as adopted pursuant to
Section 302 of the Sarbanes Oxley Act of 2002
32.1 Certification of Principal Executive Officer pursuant | Filed hetewith
to 18 U.S.C. 1350, as adopted pursuant to section 906
of the Sarbanes Oxley Act of 2002
322 Certification of Principal Financial Officer pursuant Filed herewith
to 18 U.S.C. 1350, as adopted pursuant to section 906
of the Sarbanes Oxley Act of 2002

*  This is 2 management contract or compensatory plan.

Copies of exhibits ate available upon written request to the Cotporate Secretary of The South Financial Group, Inc.

| Date Filed

| Reporting Purpose

©

See Item 15(2)(3).
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SIGNATURES

Pursuant to the requirements of the Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

THE SOUTH FINANCIAL GROUP, INC.

Name Title Date

[s/H. I ynn Harton. President and Chief Executive Officer Match 3. 2009

H. Lynn Harton (Principal Executive Officer) a2,

[s/ James R. Gordon Senior Executive Vice President and Chief

James R. Gotrdon Financial Officer March 3, 2009
(Principal Financial Officer)

[s/ Christopher G. Speaks Executive Vice President and Chief Accounting

Christopher G. Speaks Officer March 3, 2009

(Principal Accounting Officer)

Pursuant to the requirement of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant and in the capacities on the date indicated:

Name Title Date

/s/Jobn C. B. Smith, Ir. Chairman and Director March 3, 2009
John C. B. Smith, Jr.

/5] William R. Timmons ITT Vice-Chairman and Ditector March 3, 2009
William R. Timmons 11T

/5/ William P. Brant Director March 3, 2009
William P. Brant

[s/ . W. Davis Ditector March 3, 2009
J. W. Davis

s/H. Lynn Harton. Director March 3, 2009
H. Lynn Harton

/s/ M. Dexter Haoy Director March 3, 2009
M. Dexter Hagy

[s/ William S. Hummers 111 Director March 3, 2009
William S. Hummers I1T

[s/ Challis M. Lowe Director March 3, 2009
Challis M. Lowe
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/s/ Darla D. Moore
Datla D. Moore

/s/ Jon W. Pritchett
Jon W. Pritchett

/s/ H. Earle Russell, Jr.
H. Earle Russell, .

/s/ Edward . Sebastian
Edwatd ]. Sebastian

/s/ David C. Wakefield IIT
David C. Wakefield 111

/s/Mack I. Whittle, Ir.
Mack I. Whittle, Jr.

Director

Director

Director

Director

Director

Director
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SHAREHOLDER SUMMARY

COMPANY INFORMATION

STOCK LISTING

The NASDAQ Global Select Market

Ticker Symbol: TSFG

74,643,649 common shares outstanding (12/31/08)

COMMON DIVIDEND INFORMATION

Calendar

Dividends are customarily paid to shareholders of record as follows:
Record Dates: January 15, April 15, July 15, and October 15
Payment Dates: February 1, May 1, August 1, and November 1

Quarterly Common Dividend Rate
Our current quarterly dividend is $0.01 per share.

Direct Deposit

The South Financial Group offers shareholders the convenience
of automatic deposit of dividends into personal bank accounts
on the same day dividends are paid. For more information,
please contact the Transfer Agent by phone at (800) 368-5948
or by e-mail at info@rtco.com.

Dividend Reinvestment Plan

Shareholders may purchase additional shares of common stock
by reinvesting cash dividends. Participants in the Plan may
also invest additional cash, up to a maximum of $10,000 per
month, for purchase of common stock at market value. For more
information, please contact Investor Relations by phone at
(888) 592-3001 or by e-mail at investor@thesouthgroup.com.

INFORMATION REQUESTS

Copies of The South Financial Group’s Annual Report;
SEC Forms 10-K, 10-Q, and 8-K; Proxy Statement; and
quarterly earnings releases are available, free of charge,
by calling (888) 592-3001 or by visiting TSFG’s website,
www. thesouthgroup.com, under Investor Relations.

CORPORATE HEADQUARTERS
The South Financial Group

104 South Main Street

Poinsett Plaza, 10th Floor
Greenville, South Carolina 29601
(864) 255-7900

www.thesouthgroup.com

CONTACT INFORMATION

Customer Service

For customers requesting assistance regarding accounts,
products, or services, please contact our Sales and
Service Center by phone at (800) 476-6400 (for NC
and SC) or (800) 238-8681 (for FL) or by e-mail at
customerassistance@thesouthgroup.com.

Investor Relations
For analysts, investors and others seeking financial
information, please contact:

Phone: (888) 592-3001
E-mail: investor@thesouthgroup.com

Transfer Agent

For shareholders seeking help with a change of address,
records, or information about lost certificates, stock
transfers, dividend checks, or dividend reinvestment,
please contact our Transfer Agent:

Registrar and Transfer Company
10 Commerce Drive

Cranford, New Jersey 07016
Phone: (800) 368-5948

E-mail: info@rtco.com
WWW.rtco.com

ON THE INTERNET
www.thesouthgroup.com

Carolina First: www.carolinafirst.com
Mercantile: www.bankmercantile.com
Bank CaroLine: www.bankcaroline.com

VA)
FSC

Mixed Sources
Product group from well-managed
forests and other controlled sources

Thanks to our team members photographed in this report:
Hal Atkins, Stacey Ellenburg, Larry Feniger, Gary Fuccillo, Don Gaudette, Steven Herrera, Vickie Jarrell,
Tony Ong, Sherry Prioleau, Ed Proulx, Patrick Ratliff, Patricia Shealy, and Trish Springfield.

Cert no, SW-COC-003080
www.fsc.org
© 1996 Forest Stewardship Councit

The South Financial Group’s 2008 Annual Report contains certain forward-looking statements as defined in the Private Securities Litigation Reform
Act of 1995. These statements may address issues that include significant visks and uncertainties. Although we believe that the expectations reflected
in this discussion are reasonable, actual results may be materially different. Please refer to The South Financial Group’s 2008 Annual Report on Form
10-K (included in this document) for a more thorough description of the types of risks and uncertainties that may affect management’s forward-looking
statements. The information contained hevein shall be deemed to be updated by any future filings made by The South Financial Group with the Securities
and Exchange Commission.



IT TAKES A LOT OF WORK TO GET ONE OF THESE, AND A LOT MORE TO KEEP IT.

This is way more than just a sign. Its a business benchmark that’s earned
through hard work, passion, long hours and long nights. It starts with an
idea and a dream, and it becomes reality with dedication and know-how.
And if you want to get one, or keep yours turned the right way, you need
a partner you can trust to listen, respond, provide guidance and timely
advice. You need a bank with people that will do whatever it takes to

help your business. Because when you succeed, so do we.

A

—

CAROLINA FIRST

)

[

MERCANTILE BANK

BUSINESS BANKING PERSONAL BANKING

PRIVATE BANKING

THE SOUTH | FINANCIAL GROUP

104 South Main Street / Poinsett Plaza, 10th Floor
Greenville, South Carolina 29601

(864) 255-7900

www.thesouthgroup.com



