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PART I
Iltem 1. Business
GENERAL

First BanCorp. (the Corporation) is a publicly owr®ank holding company, registered under the Baplklidig Company Act of 1956, as
amended and, accordingly, subject to the supervsim regulation by the Federal Reserve Board.Cdrporation was incorporated on
March 17, 1998 under the laws of the CommonwedltPuzrto Rico to serve as the bank holding comganiirstBank Puerto Rico
(FirstBank or the Bank). As a result of this rearigation consummated on October 1st, 1998, eatfedBank’s outstanding shares of
common stock was converted into one share of constamk of the new bank holding company. This reoizition was carried out pursuant
to an Agreement and Plan of Merger by and betwieeiCbrporation and the Bank.

Based on total assets, the Corporation is the seleogest locally owned bank holding company headgued in the Commonwealth of
Puerto Rico and the third largest depository in8tin in Puerto Rico. The Corporation had totabtssf $4.017 billion, total deposits of
$1.775 billion and total tangible stockholders'iggof $270.4 million at December 31, 1998.

The Corporation's only subsidiary, FirstBank, castdiits business through its main office locate@am Juan, Puerto Rico, 38 full-service
branches in Puerto Rico and two branches in the Wr8in Islands of St. Thomas and St. Croix. ThenB also has nine loan origination
offices focusing on personal loans and credit gaadd four loan origination offices focusing on@ldans. First chartered in 1948, FirstBank
was the first savings and loan association estadisn Puerto Rico. It has been a stockholder-ovim&itution since January 1987. Effective
at the close of business on October 31, 1994 Hard converted to a Puerto Rico chartered commidraigk. The Bank is subject to
supervision, examination and regulation by the ¢@fif the Commissioner of Financial InstitutiondPoferto Rico (the Commissioner) and
Federal Deposit Insurance Corporation (FDIC), whitgures its deposits through the Savings Assatidtisurance Fund (SAIF). FirstBank
has two subsidiaries, First Leasing and Rental @atfon, a vehicle leasing and daily rental compaiti six offices, and First Federal
Finance Corp. D/B/A Money Express "La Financiemsmall loan company with 26 offices.

The Corporation has distinguished itself by praviginnovative marketing strategies and novel prtgitecattract clients. Besides the
branches and lending offices described above, tiipdZation has offered a telephone informationiserealled "Telebanco" since 1983. This
was the first telebanking service offered in Pu®imo. The Corporation's clients have access texéensive ATM network with access in the
U.S. Virgin Islands, the U.S. mainland and all other world. The Corporation was the first instibutin Puerto Rico to accept loan
applications by fax, and was also the first banlimgitution in Puerto Rico with a presence onltiternet. Clients can now submit
applications for some loans by way of the Corporasi web site. The Corporation was also the firftuerto Rico to open on weekends and
the first to offer in-store branches to its clieffthe Corporation is committed to continue provigihe most efficient and cost effective
banking services possible in selected productsesicilanagement's long term goal is to transfornCibvgoration into a conservatively
managed, diversified financial institution in orderposition itself to deliver superior financianformance



The information under the caption "1998: the Ye&aReview" on pages 12 to 15 and the informatioreaidbte 34 - Segment Information on
pages 67 to 69 of the Corporation's annual repaéturity holders for the year ended Decembei 338 is incorporated herein by reference.

SUPERVISION AND REGULATION

Bank Holding Company Activities and Other Limitate The Corporation is subject to ongoing regutgtsupervision, and examination by
the Federal Reserve Board, and is required tavitle the Federal Reserve Board periodic and anrapadrts and other information concern
its own business operations and those of its sigi&d. In addition, under the provisions of themB&lolding CompanyAct, a bank holding
company must obtain Federal Reserve Board appb®fate it acquires directly or indirectly ownershipcontrol of more than 5% of the
voting shares of a second bank. Furthermore, FeReserve Board approval must also be obtained®efach a company acquires all or
substantially all of the assets of a second bamkernges or consolidates with another bank holdorggany. The Federal Reserve Board also
has authority to issue cease and desist orderssidailding companies and their non-bank subsesari

A bank holding company is prohibited under the Baigkding Company Act, with limited exceptions, fr@ngaging, directly or indirectly,
any business unrelated to the business of bankiagaging or controlling corporations. One of theaptions to these prohibitions permits
ownership by a bank holding company of the shaf@®y company if the Federal Reserve Board, aftermbtice and opportunity for heari
by regulation or order has determined that thevitiets of the company in question are so closelgteel to the business of banking or of
managing or controlling banks as to be a propedémnt thereto.

Under the Federal Reserve Board policy, a bankilgldompany such as the Corporation is expectegttas a source of financial strength to
its main banking subsidiaries and to also comnppsut to them. This support may be required atgimben, absent such policy, the bank
holding company might not otherwise provide sughpsut. In the event of a bank holding company'sbagstcy, any commitment by the
bank holding company to the federal bank regulatggncy to maintain capital of a subsidiary barklvé assumed by the bankruptcy trus
and be entitled to a priority of payment. In adifitiany capital loans by a bank holding compargniyp of its subsidiary banks must be
subordinated in right of payment to deposits anckttain other indebtedness of such subsidiary dainktBank is currently the only
depository institution subsidiary of the Corporatio

State Chartered Non-Member Bank. FirstBank is silieextensive regulation and examination by tben@issioner and the FDIC, and
subject to certain requirements established by#ueral Reserve Board. The federal and state Iadsegulations which are applicable to
banks regulate, among other things, the scopeetfltisiness, their investments, their reservemagdeposits, the timing and availability of
deposited funds and the nature and amount of diataral for certain loans. In addition to the inapaf regulations, commercial banks are
affected significantly by the actions of the Fetl®&aserve Board as it attempts to control the maupply and credit availability in order to
influence the economy.

Dividend Restrictions. The Corporation is subjectértain restrictions generally imposed on PuRitm corporations (i.e., that dividends
may be paid out only from the Corporation's neetsim excess of capital or in the absence of sdchss, from the Corporation's net earn
for such fiscal year and/or the preceding fiscaryeThe Federal Reserve Board has also issuelicg ptatement that provides that bank
holding companies should generally pay dividendg ouat of current operating earning



At present, the principal source of funds for tre@oration is dividends from FirstBank. The abiliti/FirsBank to pay dividends on its
common stock is restricted by the Banking Law (@fine@d herein), the Federal Deposit Insurance AdtlDIC regulations. In general terms,
the Puerto Rico Banking Law provides that whenetkgenditures of a bank are greater than recelpstcess of expenditures over receipts
shall be charged against undistributed profitheftiank and the balance, if any, shall be chargathst the required reserve fund of the bank.
If there is no sufficient reserve fund to coverlsbalance in whole or in part, the outstanding amstall be charged against the bank's
capital account. The Puerto Rico Banking Law presithat until said capital has been restored tritgnal amount and the reserve fund to
20% of the original capital, the bank may not dexkny dividends.

In general terms, the Federal Deposit InsuranceaAdtthe FDIC regulations restrict the paymentiatidnd when a bank is undercapitaliz
when a bank has failed to pay insurance assessnoemtten there are safety and soundness conasgasding such bank.

Limitations on Transactions with Affiliates. Tramsi@ns between financial institutions such as thalBand any affiliate are governed by
Sections 23A and 23B of the Federal Reserve Actaffihiate of a financial institution is any compaar entity, which controls, is controlled
by or is under common control with the financiadtitution. In a holding company context, the paigartk holding company and any
companies which are controlled by such parent hgldompany are affiliates of the financial insiitat Generally, Sections 23A and 23B of
the Federal Reserve Act (i) limit the extent to ethihe financial institution or its subsidiariesyrengage in "covered transactions" with any
one affiliate to an amount equal to 10% of suchitinson's capital stock and surplus, and contairaggregate limit on all such transactions
with all affiliates to an amount equal to 20% o€lsicapital stock and surplus and (ii) require #ibsuch transactions be on terms
substantially the same, or at least as favorablihe institution or subsidiary as those provided hon-affiliate. The term "covered
transaction" includes the making of loans, purclHdsessets, issuance of a guarantee and othemsitrihsactions.

In addition, Sections 22(h) and (g) of the FedBaderve Act place restrictions on loans to exeeutilicers, directors and principal
stockholders. Under Section 22(h) of the FederakeRe& Act loans to a director, an executive offened to a greater than 10% stockholder of
a financial institution, and certain affiliated énésts of these, may not exceed, together withtladlr outstanding loans to such person and
affiliated interests, the financial institutionsahs to one borrower limit, generally equal to 1&0the institution's unimpaired capital and
surplus. Section 22(h) of the Federal Reserve Bat@quires that loans to directors, executivecefs and principal stockholders be made on
terms substantially the same as offered in compatednsactions to other persons and also reqpiiesboard approval for certain loans. In
addition, the aggregate amount of extensions afitby a financial institution to insiders cannateed the institution's unimpaired capital
and surplus. Furthermore, Section 22(g) of the FddReserve Act places additional restrictionsaank to executive officers.

Capital Requirements. The Federal Reserve Boardd@sted capital adequacy guidelines pursuant tohwhassesses the adequacy of
capital in examining and supervising a bank holdiompany and in analyzing applications to it unttierBank Holding Company Act. The
Federal Reserve Board capital adequacy guideliersrglly require bank holding companies to maintatal capital equal to 8% of total risk-
adjusted assets, with at least one-half of thaterhoonsisting of Tier | or core capital and upt®-half of that amount consisting of Tier Il
or supplementary capital. Tier | capital for bardkding companies generally consists of the sunpaimon stockholders' equity a



perpetual preferred stock, subject in the cashefdtter to limitations on the kind and amounsw€h stocks which may be included as Tier |
capital, less goodwill and, with certain exceptiangangibles. Tier Il capital generally consistdgbrid capital instruments, perpetual
preferred stock which is not eligible to be inclddes Tier | capital; term subordinated debt anermediate-term preferred stock; and, subject
to limitations, generally allowances for loan loss&ssets are adjusted under the risk-based gonédeto take into account different risk
characteristics, with the categories ranging frét(@equiring no additional capital) for assets sasttash to 100% for the bulk of assets
which are typically held by a bank holding compaingJuding multi-family residential and commercrahl estate loans, commercial business
loans and commercial loans. Off-balance sheet iedstsare adjusted to take into account certainafigracteristics.

In addition to the riskbased capital requirements, the Federal ReservaelBequires bank holding companies to maintain gimmim leverag
capital ratio of Tier | capital to total assets30d%. Total assets for this purpose does not ircgabdwill and any other intangible assets and
investments that the Federal Reserve Board detesnsimould be deducted from Tier | capital. The FddReserve Board has announced that
the 3.0% Tier | leverage capital ratio requiremsrihe minimum for the top-rated bank holding conmipa without a supervisory, financial or
operational weaknesses or deficiencies or thosehndrie not experiencing or anticipating significgrawth. Other bank holding companies
will be expected to maintain Tier | leverage cdpiios of at least 4.0% or more, depending oir theerall condition. At December 31,

1998, the Corporation exceeded each of its camtplirements and was a well-capitalized instituisrdefined in the Federal Reserve Board
regulations.

FDIC Capital Requirements. The FDIC has promulgatedilations and adopted a statement of policyrdga the capital adequacy of state-
chartered non-member banks like the Bank. Thea@resgents are substantially similar to those adbpiethe Federal Reserve Board
regarding bank holding companies, as describedeabov

The FDIC also requires that banks meet a risk-baapial standard. The risk-based capital stanftardanks requires the maintenance of
total capital (which is defined as Tier | capitabasupplementary (Tier 2) capital) to risk weightadets of 8%. In determining the amount of
risk-weighted of 0% to 100%, based on the risksRD&C believes are inherent in the type of asséeon. The components of Tier | capital
are equivalent to those discussed above undefthie\Brage capital standard. The components oflsogmtary capital include certain
perpetual preferred stock, certain mandatory cdiblersecurities, certain subordinated debt angkrinediate preferred stock and generally
allowances for loan and lease losses. Allowancéofor and lease losses includable in supplementgifal is limited to a maximum of
1.25% of risk-weighted assets. Overall, the amaofictpital counted toward supplementary capitahoaexceed 100% of core capital.

The FDIC's capital regulations establish a mininRi6%6 Tier | capital to total assets requirementliermost highly-rated state-chartered,
non-member banks, with an additional cushion déast 100 to 200 basis points for all other stéi@tered, non-member banks, which
effectively will increase the minimum Tier | levg@ratio for such other banks to 4.0% to 5.0% orendnder the FDIC's regulation, the
highest-rated banks are those that the FDIC detesrare not anticipating or experiencing signifignowth and have well diversified risk,
including no undue interest rate risk exposureghent asset quality, high liquidity, good earniragsl, in general, which are considered a
strong banking organization and are rated compobsiteler the Uniform Financial Institutions RatiSgstem. Leverage or core capital is
defined as the sum of common stockholders' eqodlding retained earnings, noncumulative perpaiteferred stock and related surplus,
and minority interests in consolidated subsidianeifius all intangible assets other than certaalifying supervisory



goodwill and certain purchased mortgage serviciglgts. At December 31, 1998, the Bank exceeded ekith capital requirements and we
well-capitalized institution as defined in the FDi€yulations.

Activities and Investments. The activities and ggirivestments of FDIC-insured, statbartered banks such as the Bank are generallteti
to those that are permissible for national banksled regulations dealing with equity investmentsirsured state bank generally may not
directly or indirectly acquire or retain any equittyestments of a type, or in an amount, that tspeomissible for a national bank. An insured
state bank is not prohibited from, among otherghijr{i) acquiring or retaining a majority inter@st subsidiary, (ii) investing as a limited
partner in a partnership the sole purpose of wisichirect or indirect investment in the acquisitioehabilitation or new construction of a
qualified housing project, provided that such leditpartnership investments may not exceed 2% dfdh&'s total assets, (iii) acquiring up to
10% of the voting stock of a company that solelyvites or reinsures directors', trustees' andafidiability insurance coverage or bankers'
blanket bond group insurance coverage for insuegebsitory institutions, and (iv) acquiring or retiaig the voting shares of a depository
institution if certain requirements are met. Iniédd, an insured state-chartered bank may nogctli, or indirectly through a subsidiary,
engage as "principal” in any activity that is netmissible for a national bank unless the FDICdetermined that such activity would pose
risk to the insurance fund of which it is a memaed the bank is in compliance with applicable ratprly capital requirements. Any insured
state-chartered bank directly or indirectly engaigeahy activity that is not permitted for a natibbank must cease the impermissible
activity.

Puerto Rico Banking Law. As a commercial bank oimeshunder the laws of Commonwealth, FirstBankulgect to supervision,

examination and regulation by the Commissioneryamsto the Puerto Rico Banking Law of 1933, asraded (the Banking Law). The
Banking Law contains provisions governing the ipaation and organization, rights and responsigdiof directors, officers and
stockholders as well as the corporate powers, tgnignitations, capital requirements, investmemfuieements and other aspects of the Bank
and its affairs. In addition, the Commissioneriigeg extensive rule making power and administratiiaeretion under the Banking Law.

The Banking Law authorizes Puerto Rico commerdialds to conduct certain financial and related #@gtivdirectly or through subsidiaries,
including finance leasing of personal property apdrating a small loan company.

The Banking Law requires every bank to maintaiagal reserve which shall not be less than twentgepe (20%) of its demand liabilities,
except government deposits (federal, state andeipat) which are secured by actual collateral. féserve is required to be composed of
of the following securities or combination there(f) legal tender of the United States; (2) chemk®anks or trust companies located in any
part of Puerto Rico, to be presented for collectiaring the day following that on which they aree®ed, and (3) money deposited in other
banks provided said deposits are authorized b timamissioner, subject to immediate collection.

The Banking Law permits Puerto Rico commercial Isatokmake loans to any one person, firm, partngrshcorporation, up to an aggregate
amount of fifteen percent (15%) of paid-in cap#éatl reserve fund of the commercial bank. If sueim$oare secured by collateral worth at
least twenty-five percent (25%) more than the amotithe loan, the aggregate maximum amount maghreae third of the paidh capital of
the commercial bank, plus its reserve fund. Thezena restrictions under the Banking Law on the @ama@f loans which are wholly secured
by bonds, securities and other evidences of indeletss of the Government of the United States,eftbmmonwealth ¢



Puerto Rico, or by bonds, not in default, of mupédities or instrumentalities of the Commonwealtioerto Rico.

The Banking Law also prohibits Puerto Rico comnadroanks from making loans secured by their ownkstand from purchasing their own
stock, unless such purchase is made pursuantitzlargpurchase program approved by the Commissimmie necessary to prevent losses
because of a debt previously contracted in godH.f@he stock so purchased by the Puerto Rico camatdank must be sold by the bank in
a public or private sale within one year from tlag¢edof purchase.

The Banking Law provides that no officers, direst@gents or employees of a Puerto Rico commeyaigh may serve or discharge a posi
of officer, director, agent or employee of anotReerto Rico commercial bank, financial companyjregs/and loan association, trust
company, company engaged in granting mortgage loaasy other institution engaged in the money ilegdusiness in Puerto Rico. This
prohibition is not applicable to the subsidiariéad®uerto Rico commercial bank.

The Banking Law requires that Puerto Rico commeélmaks strike each year a general balance of tparations, and to submit such
balance for approval to a regular general meetfrejazkholders, together with an explanatory regiogteon. The Banking Law also requires
that at least ten percent (10%) of the yearly medine of a Puerto Rico commercial bank be creditetially, to a reserve fund. This
apportionment is required to be done every yedl suth reserve fund shall be equal to the tota pacapital of the bank.

The Banking Law also provides that when the expgenes of a Puerto Rico commercial bank are grahtar receipts, the excess of the
expenditures over receipts shall be charged agdiestndistributed profits of the bank, and theahaé, if any, shall be charged against the
reserve fund, as a reduction thereof. If thereisaserve fund sufficient to cover such balanoghiole or in part, the outstanding amount s
be charged against the capital account and noetididhall be declared until said capital has bestored to its original amount and the
reserve fund to twenty percent (20%) of the oribazgoital.

The Finance Board, which is composed of the Coniariss, the Secretary of the Treasury, the SecretbtGommerce, the Secretary of
Consumer Affairs, the President of the Housing Bdin& President of the Government Development Rdifkuerto Rico, and three public
interest representatives, has the authority tolaggthe maximum interest rates and finance chatggsnay be charged on loans to
individuals and unincorporated businesses in PiRito. The current regulations of the Finance BganVide that the applicable interest rate
on loans to individuals and unincorporated busiegsisicluding real estate development loans butiditg certain other personal and
commercial loans secured by mortgages on realegstaperties, is to be determined by free competifihe Finance Board also has autht

to regulate the maximum finance charges on retathliment sales contracts, which are currenthas2t%, and for credit card purchases,
which are currently set at 26%. There is no maxinata set for installment sales contracts involvimgtor vehicles, commercial, agricultural
and industrial equipment, commercial electric agpties and insurance premiui



MARKET AREA AND COMPETITION

Puerto Rico, where the banking market is highly petitive, is the main geographic service area efG@brporation. At December 31, 1998,
Puerto Rico had 17 banking institutions with altofeapproximately $43 billion in assets accordingndustry statistics published by the
Commissioner. The Corporation ranked third basetbtal assets at December 31, 1998. The otherdabgaks in order of size were Banco
Popular de Puerto Rico and Banco Santander Pu@to Ruerto Rico banks are subject to the samedélisvs, regulations and supervision
that apply to similar institutions on the Unitedit&s mainland.

In addition, the Corporation competes with brokerfigns with retail operations, credit unions, cemives, small loan companies and
mortgage banks in Puerto Rico.

The Corporation encounters intense competitioritia@ing and retaining deposits and in its consuamel commercial lending activities. The
Corporation competes for loans with other finangiatitutions, some of which are larger and havailatsle resources greater than those o
Corporation. There can be no assurance that ifuthee the Corporation will be able to continudrtorease its deposit base or originate loans
in the manner or on the terms on which it has damnim the past.

Management believes that the Corporation has biglert@compete effectively for deposits and loaypstbering a variety of transaction
account products and loans with competitive featuog pricing its products at competitive inteneges and by offering convenient branch
locations and emphasizing the quality of its sexvithe Corporation's ability to originate loans elegs primarily on the rates and fees cha
and the service it provides to its borrowers in imglprompt credit decision



FINANCIAL CONDITION

The Corporation's total assets at December 31, 4888inted to $4,017.4 million, $690.0 million otiee $3,327.4 million at December 31,
1997. The increase in total assets was mainlyekgltrof an increase in total investments of $523il6on plus an increase of $150.6 million
in loans receivable (net of the allowance for lt@ses) and loans held for sale.

The Corporation's principal funding sources arebinabased deposits, institutional deposits, fedarals purchased, securities sold under
agreements to repurchase, and notes.

The following table presents an average balancetstseof the dates indicated:

December 31,

1998 1997 1996
Assets (In thousands)
Interest earning assets:
Deposits at Bank and other
short term investments $ 40,766 $ 67,969 $ 36,8 83
Government obligations 319,777 404,517 405,2 21
Mortgage backed securities 1,032,632 428,804 255,9 26
Other investment 1,150 519 3,9 20
FHLB stock 10,252 10,150 11,7 01
Consumer loans 1,032,704 1,090,991 985,5 54
Real estate loans 642,112 567,446 552,3 85
Commercial loans 324,426 250,757 207,7 45
Total interest earning assets 3,403,819 2,821,153 2,459,3 35
Allowance for loan losses (58,613) (52,287) (53,0 89)
Total non-interest earnings assets 148,331 143,643 133,4 21
Total assets $ 3,493,537 $2,912,509 $2,539,6 67
Liabilities and Stockholders' Equity
Interest bearing liabilities:
Deposits $1,494,530 $1,502,975 $1,441,6 12
Other borrowed funds 1,559,892 1,012,757 718,4 07
FHLB advances 4,515 15,157 25,6 37
Total interest bearing liabilities 3,058,937 2,530,889 2,185,6 56
Total non-interest bearing liabilities 182,369 168,515 170,3 48
Total liabilities 3,241,306 2,699,404 2,356,0 04
Stockholders' equity 252,231 213,105 183,6 63
Total liabilities and stockholders' equity $3,493,537 $2,912,509 $2,539,6 67




The following table sets forth the maturity distrilon of earning assets at December 31, 1998:

As of December 31, 1998
Maturities
After one year
through five years After five years
Fixed Variable Fixed Variab

One year interest  interest interest intere st
or less rates rates rates rates Total
(In thousands)
Money market
securities $ 526 $ 526
Investment and
trading securities 312,830 $ 34605 $ 2,585 $1,421,489 $ 28, 454 1,799,963
Loans:
Commercial 68,890 62,390 44,867 29,701 162, 701 368,549
Construction 13,232 50,707 63,939
Lease financing 23,636 28,578 52,214
Consumer 319,919 653,995 27,184 1,001,098
Residential Mortgage 14,902 40,241 2,257 250,512 307,912
Commercial Mortgage 18,999 5,871 90,624 17,580 193, 268 26,342
Total Loans 459,578 791,075 188,455 324,977 355, 969 2,120,054
Total $ 772,934 $ 825,680 $191,040 $1,746,466  $384, 423  $3,920,543

LENDING ACTIVITIES

First BanCorp's lending activities are concentrateithe consumer and commercial lines of busingsBecember 31, 1998 total consumer
loans amounted to $1,001.1 million, total comméioans to $811.0 million, including $326.3 milliam commercial real estate loans and
$63.9 million in construction loans that for findaaeporting purposes are presented within theesiate category, and total residential
mortgage loans to $307.9 million. The consumer jpartfolio consists principally of auto loans, paral loans and credit cards. The
Corporation's portfolio of commercial loans is cased in its majority of asset based financing androercial mortgage loans. First
BanCorp continues to originate lc-term fixed rate residential real estate loans totaan this portfolio at the same level of priorays.



The following table sets forth the composition asEBanCorp 's total loan portfolio and the petege of loans in each category to total Ic
in the Corporation's portfolio at the dates indicat

1998 1997 1996 1995 1994

(In thousands)
Real estate loans:
Secured by first mortgages:

Residential $237,561 $223,098 $224,253 $ 231,74 4 $ 313,270
Commercial 326,342 306,734 256,227 210,64 5 175,415
Construction, land

acquisition and land

improvements 162,474 15,400 12,407 12,08 8 19,783
Insured by government

agencies:

Federal Housing

Administration and

Veterans Administration 8,185 10,176 9,282 12,41 8 6,505
Puerto Rico Housing Corporation
and Finance Agency 38,516 44,073 50,016 55,32 5 61,210
Secured by second mortgages 13,256 14,171 14,375 23,20 8 16,907
786,334 613,652 566,560 545,42 8 593,090
Less:
Loans in process (98,535) (6,121) (2,198) (2,85 5) (5,971)
Deferred loan fees (10,246) (9,138) (8,531) (8,46 1) (8,484)
677,553 598,393 555,831 534,11 2 578,635

Commercial loans:

Commercial loans 368,549 235,571 174,770 156,36 9 117,564
Finance Leases 52,214 42,500 58,481 32,96 5 9,278
420,763 278,071 233,251 189,33 4 126,842

Consumer loans:

Auto 512,116 512,938 510,083 329,29 6 255,112
Personal 472,588 676,965 749,732 619,54 9 412,979
Credit card 125,956 116,734 109,259 79,16 4 64,459
Boat 32,209 29,145 29,458 30,16 8 35,718
Home equity reserve 3,385 4,282 5,828 6,81 1 9,037
Agency for International
Development 128 148 651 79 5 929
Unearned finance interest (145,284) (267,599) (305,870) (238,14 6) (155,683)
1,001,098 1,072,613 1,099,141 827,63 7 622,551
Loans receivable 2,099,413 1,949,077 1,888,223 1,551,08 3 1,328,028
Loans held for sale 20,642 10,225 7,851 5,52 3 173,244
Total loans 2,120,054 1,959,302 1,896,074 1,556,60 6 1,501,272
Less - Allowance for
loan losses (67,854) (57,712) (55,254) (55,00 9) (37,412)

Loans receivable - net $2,052,200 $1,901,590 $1,840,821 $1,501,59 7 $1,463,860




The following table sets forth the composition @SEBanCorp's total loan portfolio before the alince for loan losses and the weighted
average taxable equivalent interest rates of loarach category at December 31, 1998.

December 31, 1998

Weigh ted
(In thousands) average rate
Real estate loans $ 698,194 9 54%
Commercial loans 420,763 9 .03%
Consumer and other loans
(net of unearned interest)
Auto 416,898 12 .56%
Personal 425,834 16 .92%
Credit card 125,956 15 .50%
Boat 28,897 10 .91%
Home equity reserve loans 3,385 12 .88%
Agency for International Development 128 8 .15%
Total consumer and other loans 1,001,098 14 .76%
Total $2,120,054 11 .91%

Loan Activity

The following table sets forth certain additionatalrelated to the Corporation's loan portfolioafghe allowance for loan losses for the d:
indicated:

For the year ended December 31,

19 98 1997 1996 1995 1994

(Dollars in thousands)

Beginning balance $1,901 ,590  $1,840,821 $1,501,597 $1,463,860 $1,207,475
Consumer loans originated 371 ,333 569,620 823,884 663,056 631,021
Commercial loans originated 285 ,812 125,604 125,814 118,123 43,339
Real estate loans originated(1) 149 ,096 132,248 99,402 94,527 173,320
Total loans originated 806 241 827,472 1,049,100 875,706 847,680
Purchase of loans 1 ,330 446 31,903
Sales of loans (1,250) (360,428) (6,488)
Repayments and securitization

of loans into mortgage backed securities (559 ,727)  (665,175) (654,450) (436,616) (584,269)
Other decreases(2) (97 ,234)  (100,278)  (55,872)  (40,925) (32,441)
Net increase 150 ,610 60,769 339,224 37,737 256,385
Ending balance $2,052 ,200  $1,901,590 $1,840,821 $1,501,597 $1,463,860
Percentage increase 7 .92% 3.30% 22.59% 2.58% 21.23%
(1) Includes commercial real estate loans.

(2) Includes the change in the allowance for lo an losses and cancellation of loans due to the repossession of the

collateral.



Non-Performing Assets
The following table presents non-performing asastef the dates indicated:

December 31,
1998 1997 1996

(In thousands)

Past due loans:

Commercial $ 6,986 $2,023 $2,412
Consumer:
Personal 4,385 6,745 6,011
Credit cards 3,739 2,776 1,329
Total consumer 8,124 9,521 7,340
Total past due loans 15,110 11,544 9,752
Non-accruing loans:
Real estate 17,399 12,249 12,795
Commercial 12,823 16,143 12,712
Consumer:
Personal 3,868 5,125 4,370
Auto 20,753 18,225 19,360
Boat 1,864 923 1,083
Credit cards 10 286
HERL 251 264 556
Total Consumer 26,736 24,547 25,655
Total non-accruing loans 56,958 52,939 51,162
Non-performing loans 72,068 64,483 60,914
Other real estate owned (OREO) 3,642 1,132 1,696
Other repossessed property:
Repossessed autos 1,929 7,354 6,949
Repossessed boats 348 1,348 617
Total other repossessed property 2,277 8,702 7,566
Total non-performing assets $77,987 $74,317 $70,176
Non-performing assets to total assets 1.94% 2.23% 2.49%
Allowance for loan losses $67,854 $57,712 $55,254
Allowance to total non-performing
loans 94.15% 89.50% 90.71%

Non-performing loans consist of non-accruing loanaif®as to which interest is no longer being reasgh)iand past due loans (loans
delinquent 90 days or more as to principal anditarest, but still accruing interest).

INVESTMENT ACTIVITIES

The Corporation's investment is managed by theslingaand Investment Division, under the supervisibthe Senior Vice President,
Treasury and Investments, who reports to the Catjmor's Senior Executive Vice President and Chiefifrcial Officer. Investment policy is
set by the Corporation's Asset Liability Managenmsmd Investment Committee (the ALCO), which inclsitlee President and Chief
Executive Officer, the Senior Executive Vice Presidand Chief Financial Officer, the Senior ExegaitVice President and Chief Lending
Officer, the Executive Vice Preside



President of Money Express, the Senior Vice Prasid&reasury and Investments, and the CorporatiBoonomist. Significant investment
transactions are reported to the ALCO and on a nipbasis to the Board of Directors through theasmged ALCO, which consists of
officers who are members of the ALCO plus two alddilirectors, one of whom acts as chairman.

The Corporation's investment policy is designechprily to provide a portfolio of high credit qualitvhile seeking to optimize net interest
income within acceptable limits of interest ratkricredit risk and liquidity. Under the Corporat®current policy, the Treasury and
Investments Division is authorized to purchase seitfederal funds, certificates of deposit in othanks, bankers' acceptances of comme
banks that are members of the FDIC, mortgage baséeurities, and U.S. and Puerto Rico obligatitmaddition, the Treasury and
Investments Division is authorized to invest inwgéies purchased under agreements to resell. Apthe Corporation's asset and liability
management, the Treasury and Investments Divisgmemngages in hedging activities as approved &Btiard of Directors and as set forth
in the Corporation's hedging policy monitored bg &LCO.

SOURCES OF FUNDS

First BanCorp's principal funding sources are binaaeposits, collateralized deposits, federal fymgshased and securities sold under
agreements to repurchase, and notes. Throughrkéngabranch system First BanCorp offers individuah-interest bearing checking
accounts, savings accounts, personal interestrgeahiecking accounts, certificates of deposit, BR&ounts and commercial non-interest
bearing checking accounts.

Deposit Accounts

Deposits represent First BanCorp's largest sourfinding. The Corporation's deposit accounts asaried up to applicable limits by the
SAIF. Management makes retail deposit pricing deessperiodically through the ALCO, which adjudis trates paid on retail deposits in
response to general market conditions and locapetition. Pricing decisions take into account s being offered by other local banks,
LIBOR and mainland United States interest rate® fbllowing table presents the amount and weightestage interest rates of deposit
accounts as of each date indicated in the categyseieforth below, including the percentage ofltasaets represented by those depc



Weighted average

rates at
December 31, December 31,
1998 1998 1997 1996
(Dollars in t housands)
Non-interest bearing checking accounts $173,104 $ 140,099 $ 135,707
Saving accounts 2.92% 416,424 403,129 412,511
Interest bearing checking accounts 3.52% 130,883 121,452 115,899
Certificate accounts 5.35% 1,054,634 929,955 1,039,809
Total $1,775,045 $1,594,635 $1,703,926
Weighted average rate on interest
bearing deposits 4.57%
Total deposits as a percentage of
total assets 44.18% 47.92% 60.38%
Weighted average rate during period
on interest bearing deposits 4.71% 4.80% 4.92%
The following table presents the avera ge amounts of and the average
rate paid on certain deposit categories as of each date indicated:
1998 1997 1996
Average Average Average
Outstanding Outstanding Outstanding
Interest Interest Interest
Amount Rate Amount Rate A mount Rate
Deposits: (Dollars in thousands)
Non-interest bearing checking
accounts $ 145,357 $ 127,256 $ 126,661
Savings accounts 398,249 2.94% 400,998 3.03% 399,036 3.10%
Interest bearing checking
accounts 123,847 3.62% 116,852 3.57% 121,947 3.50%
Certificate accounts 972,433 5.58% 985,124 5.67% 920,629 5.90%
$1,639,886 4.29% $1,630,230 4.43% $ 1,568,273  4.52%

Certificate accounts include institutional deposgitséch consist mainly of brokered certificate opdsits, and certificates issued to agencies of
the Government of Puerto Rico. FDIC regulationspaeid under FDICIA govern the receipt of brokerepaiits. Under these regulations, a
bank cannot accept, roll over or renew brokeredsig which term is defined also to include angaiit with an interest rate more than 75
basis points above prevailing rates, unless §)tell capitalized or (ii) it is adequately capitad and receives a waiver from the FDIC. The
Bank has no such restrictions since it is a welitadized institution.

The following table presents a maturity summargeaftificates of deposits with balances of $100,00thore at December 31, 1998.

(In thousands)

Three months or less $238,481
Over three months to six months 80,402
Over six months to one year 63,633
Over one year 284,857

Total $667,374



Borrowings

The following table presents the amount and weijateerage interest rates of borrowings as of eatdhiddicated in the categories set forth
below.

Weighte d average
rates at December 31, December 31,
1998 1998 1997 1996
(Dollars in thousand s)
Borrowings:
Federal funds purchased and
securities sold under
agreements to repurchase 5.0 3% $1,620,630 $ 965,869 $ 584,857
FHLB-N.Y. advances 51 3% 2,600 29,000 14,100
Notes payable 5.4 2% 118,100 132,350 186,433
Other short-term borrowings 6.3 8% 86,595 231,505
Subordinated notes 8.1 4% 99,496 99,423 99,351
Total 5.2 7% $1,927,421 $1,458,147 $ 884,741
Total borrowed funds as a percentage
of total assets 47.98% 43.82% 31.35%
Weighted average rate during period 5.41% 5.67% 5.65%
Short-term borrowings:
Securities sold under agreements to repurchase:
Average balance outstanding $1,220,717 $565,095 $ 455,552
Maximum amount outstanding at
any month end during period $1,638,714 $965,870 $ 584,857
Weighted average interest rate during the perio d 5.07% 5.08% 5.04%
Other short-term borrowings:
Average balance outstanding $111,237 $176,657
Maximum amount outstanding
at any month end during period $224,780 $250,000

Weighted average interest rate during period 6.39% 6.10%



CAPITAL

At December 31, 1998, total common stockholdengitgdor the Corporation amounted to $270.4 millian increase of $34 million as
compared to $236.4 million at December 31, 1997.

The Corporation's actual and required ratios anduams of total risk-based capital, Tier | risk-bésapital and Tier | leverage at December
31, 1998 and for the Bank at December 31, 1998188d were as follows:

Regulatory req
For capital
adequacy purposes

uirements
To be
well capitalized

Actual
Amount Ratio Amount  Ratio Amount  Ratio
At December 31, 1998 (Dollars in thousa nds)

Total Capital (to Risk-Weighted Assets):

First BanCorp $377,939 17.39% $173,835 8% $217,294 10%

FirstBank 372,015 17.12% 173,817 8% 217,271 10%
Tier | Capital (to Risk-Weighted Assets):

First BanCorp $250,910 11.55% $86,917 4% $130,376 6%

FirstBank 244,989 11.28% 86,909 4% 130,363 6%
Tier | Capital (to Average Assets):

First BanCorp $250,910 6.59% $152,272 4% $190,340 5%

FirstBank 244,989  6.44% 152,272 4% 190,340 5%

Regulatory r equirements
For capital To be
adequacy purposes well capitalized
Actual
Amount Ratio Amount  Ratio Amount  Ratio
At December 31, 1998 (Dollars in thousa nds)

Total Capital (to Risk-Weighted Assets):

FirstBank $348,359 17.26% $161,452 8% $201,816 10%
Tier | Capital (to Risk-Weighted Assets):

FirstBank $223,481 11.07% $80,726 4% $121,089 6%

Tier | Capital (to Average Assets):
FirstBank $223,481  7.44% $120,101 4% $150,126 5%



Employees

At December 31, 1998 the Corporation employed 18ons. None of its employees are representadcbilective bargaining group. The
Corporation considers its employees' relationsetgdiod.

Item 2. Properties

At December 31, 1998 First BanCorp owned three roffices premises, 12 branch and office premised faur loan centers. All these
premises are located in Puerto Rico. In additibmexrember 31, 1998, the Corporation leased intBuRico 26 branch premises, 35 loan and
office centers and seven other facilities. The Gmapon leased two branch premises in the Virgiands. Management believes that the
Corporation's properties are well maintained amdsaitable for the Corporation's business as ptigseonducted.

Main offices:

1. Headquarters Offices - Located at First Fedgudting, 1519 Ponce de Leon Avenue, Santurce,tBuico, a 16 story office building.
Approximately 50% of the building and an undergrdtinree levels parking lot are owned by the Corfana

2. EDP & Operations Center - A five story structloreated at 1506 Ponce de Leon Avenue, Santuregid®Rico. These facilities are fully
occupied by the Corporation.

3. Personal Lending and Branch Administration Cenfethree story building with a three levels packlot located at 876 Munoz Rivera
Avenue, corner Jesus T. Pinero Avenue, Hato Rexert® Rico. These facilities are fully occupiedthg Corporation.

Item 3. Legal Proceedings

The information required herein is incorporatedéfgrence from page 69 of the annual report torgigdwolders for the year ended Decernr
31, 1998 (see Exhibit C to this Form 10-K).

Item 4. Submission of Matters to a Vote of Securityolders

No matters were voted upon during the fourth quarté 998.



PART Il
Item 5. Market for Corporation's Common Equity and Related Stockholder Matters
a) Market Information

The information required herein is incorporatedéfgrence from page 35 of the annual report torgigdwolders for the year ended Decerr
31, 1998.

b) Holders

The information required herein is incorporatedéfgrence from page 35 of the annual report torgigdwlders for the year ended Decerr
31, 1998.

c) Dividends

The Corporation has a policy providing for the payinof quarterly cash dividends on its outstandingres of common stock. Accordingly,
the Corporation declared a cash dividend of $0d¥5share for each quarter of 1996, $0.06 per shaeach quarter of 1997 and $0.075 per
share for each quarter of 1998.

The Puerto Rico Internal Revenue Code requiresvitidholding of income tax from dividends income igtled by resident U.S. citizens,
special partnerships, trusts and estates and byasitent U.S. citizens, custodians, partnerslaipd,corporations from sources within Puerto
Rico.

Resident U.S. Citizens

A special tax of 10% is imposed on eligible dividempaid to individuals, special partnerships, #astd estates to be applied to all
distributions unless the taxpayer specifically ®axtherwise. Once this election is made it isviomable. However, the taxpayer can elect to
include in gross income the eligible distributigrseived and take a credit for the amount of taklvald. If he does not make this election in
his tax return, then he can exclude from his gihossme the distributions received and reported evittclaiming the credit for the tax
withheld.

Nonresident U.S. Citizens

Have the right to certain exemptions when a Witdhng) Tax Exemption Certificate (Form 2732) is prdpdilled-in and filed with the
Corporation. The Corporation as withholding agsrdtthorized to withhold a tax of 10% only from theess of the income paid over the
applicable tax-exempt amount.

U.S. Corporations and Partnerships

Corporations or partnerships not organized undertBwRico laws that have not engaged in businefside in Puerto Rico during the taxable
year in which the dividend is paid are subjecthi® 10% dividend tax withholdin

Corporations or partnerships not organized undetaws of Puerto Rico that have engaged in tradisiness in Puerto Rico corporations or
partnerships are not subject to the 10% retentiohthey must declare the dividend as gross indortigeir Puerto Rico income tax retu



Item 6. Selected Financial Data

The information required herein is incorporatedéfgrence from page 21 of the annual report torgigdwolders for the year ended Decerr
31, 1998.

tem 7. Management's Discussion and Analysis ofti€iah Condition and Results of Operations

The information required herein is incorporatedéfgrence from page 22 through 35 of the annualrtep security holders for the year
ended December 31, 1998.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

The information required herein is incorporatedéfgrence from page 36 of the annual report torgigdwlders for the year ended Decerr
31, 1998.

Item 8. Financial Statements and Supplementary Data

The information required herein is incorporatedéfgrence from page 38 through 71 of the annualrteép security holders for the year
ended December 31, 1998.

Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure

None



PART IlI
Item 10. Directors, Executive Officers and ControPersons of the Corporation

The information required herein is incorporatedéfgrence to the information under the captionfotimation with respect to nominees for
directors of the Company, directors whose termgicoa and executive officers of the Company" anect®n 16(a) Compliance" in the
Corporation's definite proxy statement filed on dai9, 1999.

Item 11. Executive Compensation

The information required herein is incorporatedéfgrence to the information under the captionsti@ensation of Directors”,
"Compensation of Executive Officers", "Stock OpsdPlans”, "Options/Grants in Last Fiscal Year", {egate Options/SAR Exercises in
Last Fiscal Year and Fiscal YeRnd Options/SAR Values", "Employment AgreementBeflned Contributions Retirement Plan", "Repor
the Compensation Committee”, "Compensation Comeltieerlocks and Insider Participation”, "Other Hoyment Benefits" and
"Performance of Common Stock" in the definite prexgtement filed on March 19, 1999.

Item 12. Security Ownership of Certain Beneficial @vners and Management

The information required herein is incorporatedéfgrence to the information under the caption "8igal Ownership of Securities" in the
Corporation's definite proxy statement filed on bat9, 1999.

Item 13. Certain Relationships and Related Transadns

The information required herein is incorporatedéfgrence to the information under the caption 1Bess Transactions Between the
Company and its Subsidiaries and Executive Offieais Directors" in the Corporation's definite prastgtement filed on March 19, 19¢



PART IV

Item 14. Exhibits, Financial Statement Schedulesna Reports on Form 8-K
(a)(1) The following financial statements are irt&d in Item 8 thereof:
Report of independent accountants
Consolidated Statements of Financial Condition etdnber 31, 1998 and 1997.
Consolidated Statements of Income for Each of tived Years in the Period Ended December 31, 1998.
Consolidated Statements of Changes in StockholBgtsty for Each of the Three Years in the Periodi€ December 31, 1998.
Consolidated Statements of Comprehensive Incomedohn of the Three Years in the Period Ended DeeeBih 1998.
Consolidated Statements of Cash Flows for Eacheofihree Years in the Period Ended December 38.199

Notes to Consolidated Financial Statements.
(2) Financial statement schedules.

Schedules are omitted because they are not aplglioabecause the required information is containgtlie Consolidated Financial
Statements described in (a)(1) above or in the ibtereto.

(3) Exhibits

The exhibits listed on the Exhibits Index on sati{ic) below are filed herewith or are incorporatedein by reference.
(b) Reports on Form 8-K.

No reports on Form-K were filed during the quarter ended Decemberl3988.

(c) See Index to Exhibits on page 25 for the exbifiied as a part of this Form 10-K.

(d) Financial data schedules

Schedules are omitted because they are not apigli



Index to Exhibits

No. Exhibit Page No

2.0 Agreement and P lan of Merger dated March 31, 1998 by and 1)
between FirstB ank, First Interim Bank and the
Corporation.

3.1 Certificate of | ncorporation 1)

3.2 By-Laws 1)

4.0 Form of Common S tock Certificate 1)

10.1 FirstBank's 1987 Stock Option Plan -

10.2 FirstBank's 1997 Stock Option Plan -

10.3 Employment Agr eement between FirstBank and Angel -
Alvarez-Perez

10.4 Employment Agre ement between FirstBank and Annie Astor -
de Carbonell

10.5 Employment Agr eement between FirstBank and Luis M. -
Beauchamp

10.6 Employee Agreeme nt between FirsBank and Aurelio Aleman. -

10.7 Employment Agre ement between FirstBank and Fernando L. -
Batlle.

10.8 Employment Agr eement between FirstBank and Randolfo -
Rivera.

11.0 Statement Repor tto Shareholders for fiscal year ended 2
December 31, 199 8.

13.0 Annual Report t o shareholders for fiscal year ended -
December 31, 199 8.

21.0 List of subsidi aries (direct and indirect) -

27.0 Financial Data S chedule -

n statement on Form-S-4 filed

(1) Incorporated by reference from Registratio
by the Corporation on April 15, 1998. (2) Informat
the Corporation's annual report to security hol
reference herein (See Exhibit 13.0).

ion is included on page 50 of
ders and is incorporated by



SIGNATURES

Pursuant to the requirements of Section 13 of #wmufities Exchange Act of 1934 the Corporationdhag caused this report to be signed by
the undersigned, thereunto duly authorized.

FIRST BANCORP

By: /s/ Angel Alvarez-Perez Date: 03/23/99
Angel Alvarez Perez,
Chairman
President and Chief Executive Officer

Pursuant to the requirements of the Secu rities Exchange Act of 1934,
this report has been signed by the following person s on behalf of the registrant
and in the capacities and on the dates indicated.

/sl Angel Alvarez-Perez Date:  03/23/99
Angel Alvarez Perez,

Chairman

President and Chief Executive Officer

s/ Annie Astor de Carbonell Date: 03/23/99
Annie Astor de Carbonell, Director

Senior Executive Vice President and

Chief Financial Officer

/sl Jose Julian Alvarez Date: 03/23/99
Jose Julian Alvarez, Director

/s/ Rafael Bouet Date: 03/23/99
Rafael Bouet, Director

/sl Francisco D. Fernandez Date: 03/23/99
Francisco D. Fernandez, Director



/sl Armando Lopez
Armando Lopez, Director

/sl German Malaret,
German Malaret, Director

/sl Hector M. Nevares
Hector M. Nevares, Director

s/ Antonio Pavia Villamil
Antonio Pavia Villamil, Director

/sl Jose Teixidor
Jose Teixidor, Director

/sl Angel L. Umpierre
Angel L. Umpierre, Director
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Senior Executive Vice President and
Chief Lending Officer
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Laura Villarino Tur,
Senior Vice President and
Controller

Date:
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Date:
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First Federal Savings Bank
1987 - AMENDED EMPLOYEE STOCK OPTION PLAN
1. PURPOSE

This Stock Option Plan (the "Option Plan") is irded to encourage stock ownership by officers ahdratmployees of First Federal Savings
Bank (the "Bank") or of subsidiary corporationsdasined in Section 425(f) of the Internal Reve@gzle of 1986, as amended (the "Code"),
or as may be defined pursuant to regulations tlzst Ine approved under Section 44A of the Puerto Ricome Tax Act of 1954, as amended
(the "Act"), of the Bank (the "Subsidiaries"), $@t the person to whom the option is granted (@ygtibnee") may acquire or increase his or
her propietary interest in the success of the Ban#,to encourage the Optionee to remain in thdangs the Bank or of its Subsidiaries.

At the time this Option Plan was established, tleg As amended up to date, did not contain anyifgppoovisions with respect to stock
options. On October 6, 1987, the Act was amendefidbyNo. 2 which, among other things, added SecfibA to the Act to provide specific
provisions with respect to the Puerto Rico incom&tion of certain stock option plans. The OptitemRs being restated in order to comply
with the requirements of said Section 44A of the. Ac

2. ADMINISTRATION

(a) The Option Plan shall be administered by a ciitaenof not less than three directors of the Bawgke of whom is an officer or other
salaried employee of the Bank. The members ofcthismittee (the "Compensation Committee") shall pygointed by the Board of Directors
and shall be "disinterested persons" within themmepof Rule 16b-3(b), - 3(d)(3) and - 3(e) of thecurities Exchange Act of 1934 (the
"Act"). No person shall serve as a member of thmm@ensation Committee if such person is then eklgibi has been eligible at any time
during the prior twelve months, to receive stotkck options or stock appreciation rights under@mtion Plan or any other option, stock
purchase or similar plan of the Bank or its Sulasids, except that eligibility to participate iretStock Option Plan for Non-Employee
Directors of the Bank shall not disqualify suchguer from serving on the Compensation Committee.afornity vote of the members of the
Compensation Committee shall be required for aladtions.

(b) the Compensation Committee shall have the posudgject to, and within the limits of, the expressvisions of the Option Plan and in
furtherance of its purposes;

(i) To determine from time to time which of theggtile persons shall be granted options under th@@®plan and the time or times when,
the number of shares for which, an option or ogtisimall be granted to such persons;

(i) To prescribe the other terms and provisionkiflt need no be identical) of each option grantatkuthe Option Plan to eligible persons;

(iii) To construe and interpret the Option Plan aptions granted under it, and to establish, ameand revoke rules and regulations for its
administration. The Compensation Committee, ingkercise of this power, may correct any defecupply any omission, or reconcile any
inconsistency in the Option Plan, or in any op@mneement, in the manner and to the extent it slealin necessary or expedient to make the
Option Plan fully effective. In exercising this pemthe Compensation Committee may retain counsbkagxpense of the Bank. All decisic
and determinations by the Compensation Committexéncising this power shall be final and bindiqgpu the Bank and the Optionee;

(iv) To determine the duration and purpose of Isasfeabsence which may be granted to an Optiontguti constituting a termination of his
or her employment for purpose of the Option Plamt a

(v) Generally, to exercise such powers and to perfeuch acts as are deemed necessary or expeamljgnatnote the best interests of the Bank
with respect to the Option Plan.

(c) In the case of options granted after Octobd987 (date of enhancement of Section 44A of th, Alwe aggregate fair market value of the
shares, determined as of the time the option istgda with respect to which stock options grantedeu all stock option plans of the Bank :
its subsidiaries corporations are exercisableHerfirst time by an employee during any calendaryshall not exceed $100,000.

With respect to options granted prior to Octobet987, the Compensation Committe is authorizedesmplowered, with the written consent
of the person to whom such option were grantedaty the terms of said options comply with the iiegments of the preceding paragraph, if
such action is necessary in order for the provsiminSection 44A nof the Act to apply to such opsid

3. STOCK

(a) The stock subject to the options shall be shaf¢he Bank's authorized but unissued commorkspar value $0.01 per share (the
"Common Stock"). The number of shares for whiclias® may be granted hereunder, and under any stihek option plan of the Bank,
whether or not an "incentive" or "qualified" optionder the Code, excluding the shares involvetiénunexercised portion of any canceled,
terminated or expired options, shall not exceedgaregate of twenty percent (20%) of the numbehafes of Common Stock outstanding as
of January 21, 1987, date upon which conversicgh@Bank from mutual to the stock form and the clatign of the subscription and pub



offerings were effective

(b) Whenever any outstanding option under the @lan expires, is canceled or is otherwise tertathahe shares of Common Stock
allocable to the unexercised portion of such opti@y again be the subject of options under theadRilan, except for options surrendere
provided by Section 7 hereof.

4. ELIGIBILITY

(a) The persons who shall be eligible to receiviog hereunder shall be officers and other emp@syee. persons employed 1,000 or more
hours per year) of the Bank or its Subsidiariedj&tt to the following provisions, the Compensatiommittee may from time to time grant
options to one or more eligible persons. An opteomay hold more than one option.

(b) No person shall be eligible to receive any apff, at the date of grant, such person benefgidirectly or indirectly, owns in excess of
ten percent (10%) of the outstanding Common Stdé¢keoBank, and no option will be granted to arlyestperson to the extent such optiol
exercised, would increase the ownership of suckgpeto an amount in excess of ten percent (10%).

5. TERMS OF THE OPTION AGREEMENTS

Each option agreement shall contain such provisignfie Compensation Committee shall from timénte leem appropriate. Option
Agreements need not be identical, but each optipeeament by appropriate language shall includsthstance of all the following
provisions:

(a) An option shall expire on the date specifiethim option agreement, which date shall not be then the tenth anniversary of the date on
which the option was granted. All options must benged by the tenth anniversary of the effectivie déd the Option Plan.

(b) The minimum number of shares with respect taclvlan option may be exercised at any one timd bkal00 shares, unless the number
purchased is the total number at the time availfdslpurchase under the option.

(c) Each option shall be exercisable in such ilmetatts (which need not be equal) and at such tasedesignated by the Compensation
Committee. To the extent not exercised, installmehtll accumulate and be exercisable, in whoie part, at any time after becoming
exercisable, but not later than the date the optiquires. No option granted hereunder shall becisadsle unless and until the Option Plan has
been ratified by the stockholders as specified in

Section 15 hereof.

(d) The purchase price per share of Common Stodkmueach option shall be not less than the faikataralue of the Common Stock subject
to the option on the date the option is granted.tikis purpose, the fair market value of the ComiBtack shall be determined by the
Compensation Committee, however, that

(i) with respect to the grant of options on theeefive date of the Conversion, fair market valuaidbe the initial public offering price of the
Common Stock in the Conversion, (i) if the Comn&iock is admitted to quotation on he National Agsitan of Securities Dealers
Automated Quotation System (the "NASDAQ System"}tmndate the option is granted, fair market valigl not be less than the averag
the highest bid and lowest asked prices of CommntookSn the NASDAQ System on such date, or (iith# Common Stock is admitted to
trading on a national securities exchange on thettle option is granted, fair market value shatllye less than the last sale price reporte
the Common Stock on such exchange on such date thedast date preceding such date on which ansadereported.

(e) The Optionee shall not be deemed to be thesholi] or to have any of the rights of a holdethwispect to, any shares of Common Stock
subject to such option unless and until the opsioall have been exercised pursuant to the termsdhehe Bank shall have issued and
delivered the shares to the Optionee, and the @gie name shall have been entered as a stocklblekzord on the books of the Bank.
Thereupon, the Optionee shall have full votingjdind and other ownership rights with respect thshares of Common Stock.

(f) Except as provided in Section |0 hereof:

(i) All options granted pursuant to an Option P&uall not be transferable, except by will or thedaf descent and distribution, and shall be
exercisable during the Optionee's lifetime onlythg Optionee; and

(i) No assignment or transfer of an option, otha# rights represented thereby, whether voluntaigwmluntary, by operation of law or
otherwise, shall vest in the assignee or transfengdnterest or right in the option whatsoevet,ilmediately upon any attempt to assign or
transfer an option, the same shall terminate anaf be force or effect.

(9) The option shall be subject to any provisionessary to assure compliance with the securitigs ¢d the United States, the
Commonwealth of Puerto Rico, or any state.

(h) For purposes of the Option Plan, the term "gean control" shall be deemed to have taken pfa¢® an acquirer is deemed to have
acquired control of the Bank under the provisiohSection 574.4(a) of the regulations of the Felddmne Loan Bank Board (the "Bal



Board"); or (ii) as the result of, or in connectiwith, any cash tender or exchange offer, mergetlwer business combination, sale of asse¢
contested election, or any combination of the foieg transactions, the persons who were directottseoBank before such transaction shall
cease to constitute a majority of the Board of Etwes of the Bank or of any successor institution.

6. METHOD OF EXERCISE, PAYMENT OF PURCHASE PRICE

(a) An option may be exercised by the Optioneevdahg to the Compensation Committee on any busidayg a written notice specifying t
number of shares of Common Stock the Optioneeeaketirpurchase (the "Notice").

(b) Payment for the shares of Common Stock purchpsesuant to the exercise of an option shall tieeein (i) cash in an amount equal to
the purchase price per share multiplied by the rarrobshares specified in the Notice (the "Totati@pPrice"), or (ii) in the discretion of the
Compensation Committee, shares of Common StodkeoBank, valued at the then fair market value,rdgteed as provided in Section 5
hereof, equal to or less than the total OptionéPidus cash in an amount equal to the amountyif lay which the Total Option Price exceeds
the fair market value of the Common Stock.

7. STOCK APPRECIATION RIGHTS, RELEASE OF FINANCIANFORMATION

(a) The Compensation Committee may, but shall eraitiligated to, grant the stock appreciation rigitsvided in this Section 7 at any time
subsequent to the grant of an option under theo®Rian. Subsequent to such grant of the stocleajgtion rights, if any, the Compensation
Committee may, but shall not be obligated to, atitieo on such terms and conditions as it deemsogpiate in each case, the Bank to accept
the surrender by the Optionee of the right to exeran option granted under the Option Plan origrothereof in consideration for payment
by the Bank of an amount equal to the excess ofdinenarket value of the shares of Common Stoddesu to such option or portion thereof
surrendered over the Total Option Price of suchesh&uch payment, at the discretion of the CongimmsCommittee, may be made in
shares of Common Stock valued at the then fair etarkdue thereof, determined as provided in Sed@ibereof, or in cash, or partly in cash
and partly in shares of Common Stock.

(b) Any election by an Optionee to exercise thels@ppreciation rights provided in this Sectionlisbe made during the period beginning on
the third business day following the release fdslipation of quarterly or annual financial inforrat and ending on the twelfth business day
following such date. This condition shall be deerntetle satisfied when the specified financial dadpears on or in a wire service, financial
news service or newspaper of general circulatiols otherwise first made publicly available. Nockt@ppreciation rights may be exercised
within six months of the date it is granted exddat this limitation shall not apply in the everiath or disability of the Optionee occurs prior
to the expiration of the six-month period. For pasg of this Section, the stock appreciation rightll be deemed to have been granted as of
the date specified by the Compensation Committee.

(c) A copy of the Bank's annual report to stockkaddshall be delivered to each Optionee. Upon gtiee Bank shall furnish each optionee
a copy of its most recent annual report on FDIO@0-K and each quarterly report and current refiled under the Act or with the Bank
Board since the end of the Bank's prior fiscal year

(d) Any option surrendered as provided in this Bect shall be canceled by the Bank and the stsagigct to the option shall not be eligible
for further grants under the Option Plan.

8. USE OF PROCEEDS FROM STOCK Proceeds from theeafaCommon Stock pursuant to options granted utiee©ption Plan shall
constitute general funds of the Bank.

9. ADJUSTMENTS UPON CHANGE IN CAPITALIZATION

a) If the shares of the Bank's Common Stock asa@endre increased, decreased or changed intocbaaged for, a different number or kind
of shares or securities of the Bank, whether thnaugrger, consolidation, reorganization, recagigion, reclassification, stock dividend,
stock split, combination of shares, exchange ofed)ahange in corporate structure or the likea@propriate and proportionate adjustment
shall be made in the number and kinds of shargeatuio the Option Plan and in the number, kind$ ja&r share exercise price of shares
subject to unexercised options or portions thegeafted prior to any such change. Any such adjustinean outstanding option, however,
shall be made without change in the total pricdiepbple to the unexercised portion of the optiomWwith a corresponding adjustment in the
price for each share of Common Stock covered byftien.

(b) Upon dissolution or liquidation of the Bank,gon reorganization, merger or consolidation incivithe Bank is not the surviving
corporation, or upon the sale of substantiallyoithe property of the Bank to another corporatitie, Option Plan and the options issued
thereunder shall terminate unless provision is nia@®nnection with such transaction for the assionmf options therefore granted, or the
substitution for such options of new options of shkecessor employer corporation or a parent oridialog thereof, with appropriate
adjustment as to the number and kind of sharestrenper share exercise prices. In the event of grahination, all outstanding options shall
be exercisable in full at least 30 days prior ® tdrmination date whether or not otherwise exahtésduring such period.

(c) Adjustments under this Section shall be madéhbyCompensation Committee, whose determinatido @fat adjustments shall be made,
and the extent thereof, shall be conclusive. The@msation Committee shall have the discretionpaweer in any such event to determine
and to make effective provisions for the acceleratf the time during which the option may be eigad, notwithstanding the provisions



the option setting forth the date or dates on whitbr any part of it may be exercised. No fragtibshares of Common Stock shall be issued
under the Option Plan on account of any adjustrapetified above.

10. TERMINATION OF EMPLOYMENT OR SERVICE
(@) In the event of the death of an Optionee wihildne employ of the Bank:

() The options, whether or not exercisable attime of the death of the Optionee, may be exerciasgrovided in Section 6 hereof, by the
estate of the Optionee or by a person who acqtiredight to exercise such option by bequest oetitdince from such Optionee, within one
year after the date of such death but not latdrttteadate on which the option would otherwise sxpor

(i) The Compensation Committee may, but shallb®bbligated to, grant if not theretofore granted, stock appreciation rights provided in
Section 7 hereof and may, but shall not be obldjadeauthorize, if not theretofore authorized, Bask to accept surrender of the right to
exercise an option or any portion thereof undetiSed of this Option Plan by the estate of thei@ye, or by a person who acquired the
right to exercise such option by bequest or inaedé from such Optionee, within one year afterdidite of such death but no later than the
date on which the option would otherwise expire.

(b) If the employment of an Optionee is termindbgdeason of disability, as determined by the Camspgon Committee, the options held by
such Optionee may be exercised, whether or notisedrie at the time of such termination of emplogimeithin one year after such
termination but not later than the date on whiathsoptions would otherwise expire.

(c) If the employment of the Optionee is termindi@dany reason other than death or disabilityias® held by such Optionee shall, to the
extent not theretofore exercised, be canceled spoh termination and shall not thereafter be egabde: provided, however, that an Optic
whose employment is terminated by retirement iroest@nce with the Bank's normal retirement policissletermined by the Compensation
Committee, or who is voluntarily or involuntarilgrminated within one year after a change in comfdhe Bank, as defined in Section 5 (h)
hereof, shall be permitted to exercise such optiah&ther or not exercisable at the time of suamitgation, within three months after the ¢
of such termination but not later than the datevbich the options would otherwise expire.

(d) Notwithstanding the provisions of subsecticais (b) and (c) above, no option granted hereuskall be exercisable prior to stockholders
ratification, as provided in Section 15 hereof.

11. AMENDMENT OF THE OPTION PLAN

The Board of Directors at any time, and from tiro¢itne, may amend the Option Plan subject to agyired regulatory approval and subject
to the limitation that, except as provided in Satt® hereof, no amendment shall be effective urdppsoved by vote of a majority of the tc
votes cast by the stockholders of the Bank at anaror special meeting held within twelve montk$obe or after the date of such
amendment's adoption where such amendment will:

(@) Increase the number of shares of Common Stetd which options may be granted under the OgRilan; (b) Change in substances
Section 4 hereof relating to eligibility to parpeite in the Option Plan; (c) Change the minimuncpase price; or (d) Increase the maximum
term of options as provided herein.

Except as provided in Section 9 hereof, rights @sldyations under any option granted before amemdmwiethe Option Plan shall not be
altered or impaired by amendment of the Option Réanept with the consent of the person to whonofften was granted.

12. TERMINATION OR SUSPENSION OF THE OPTION PLAN

The Board of Directors at any time may terminatsuspend the Option Plan. Unless sooner termintited)ption Plan shall terminate on
tenth anniversary of the effective date specifre@éction 15 hereof, but such termination shallaffgct any option theretofore granted. An
option may not be granted while the Option Plasuispended or after it is terminat



Rights and obligations under any option grantedentie Option Plan is in effect shall not be allener impaired by suspension or
termination of the Option Plan under this Secti@rekcept with the consent of the Optionee.

13. NON EXCLUSIVITY OF THE PLAN

Neither the adoption of the Option Plan by the BlaafrDirectors nor the submission of the Plan sgtockholders of the Bank for appro
shall be construed as creating any limitationshengower of the Board of Directors to adopt sudtenincentive arrangements as it may d
desirable, including, without limitation, the grang of stock options otherwise than under the OpBtan, and such arrangements may be
either applicable generally or only in specificesas

14. GOVERNMENT AND OTHER REGULATIONS, GOVERNING LAW

(a) The obligation of the Bank to sell and deligbares of Common Stock under options granted uhdeDption Plan shall be subject to all
applicable laws, rules and regulations and theiwioig of all such approvals by governmental ageheai® may be deemed necessary or
appropriate by the Board of Directors of the Bank.

(b) The Option Plan shall be governed by fedenal la

(c) The Option Plan is intended to comply with Ruiéb-3 under the Act. Any provision inconsistenthwsuch Rule shall be inoperative and
shall not affect the validity of the Option Plan.

(d) Reference herein to the Code shall be deemetiiade reference to comparable provisions of fuRico law, if any.
15. EFFECTIVE DATE OF OPTION PLAN, STOCKHOLDER APPRAL

The Option Plan shall be effective upon commencermgthe public offering in connection with the a@msion of the Bank or, if no public
offering is held, upon consummation of the Conwersprovided, however, that the Option Plan shalsbbject to the approval of the
stockholders of the Bank by vote of a majoritylod total votes cast by its stockholders at an drorugpecial meeting held within twelve
months of such effective date. No options grantedku the Option Plan prior to such stockholder apprmay be exercised until such
approval has been obtaine



FirstBank
1997 EMPLOYEE STOCK OPTION PLAN
1. PURPOSE

The purpose of this 1997 Stock Option Plan (theti@pPlan") is to further the success of FirstB&uerto Rico (The "Bank") and its
Subsidiaries (the "Subsidiaries") as defined urgkation 1046 of the Puerto Rico Internal RevenudeGd 1994, by making available
Common Stock of the Bank for purchase by key offareemployees of the Bank or its Subsidiaries targive such persons a proprietary
interest in the continued growth and success oBtirek. The Plan is also intended to encourage @g#s to remain in the employ of the B
and to assist the Board of Directors and Manageinehe attraction and recruitment of qualifiedioéfs to serve the Bank and/or its
Subsidiaries. The Plan is intended to comply witlst®n 1046 the Puerto Rico Internal Revenue Ctue"P. R. Code") and regulations
promulgated thereunder.

2. ADMINISTRATION

(&) The Option Plan shall be administered by a ciitaenof the Board of Directors (the "Compensat@mmmittee") which shall be compos

of not less than three directors none of whom isféiner or other salaried employee of the Bankfoa Subsidiary of the Bank. The members
of the Compensation Committee shall be appointeth&yBoard of Directors and all shall be "disingteel persons" within the meaning of
Rule 16b-3(c)(2)(i) of the Securities Exchange 8&c1934 (the "Act"). No person shall serve as a inenof the Compensation Committee if
such person is then eligible, or has been eligibleny time during the prior twelve months, to reeestock, stock options or stock
appreciation rights under the Option Plan or atmgobption, stock purchase or similar plan of tleaBor its Subsidiaries. A majority vote of
the members of the Compensation Committee shabdpaired for all actions.

(b) the Compensation Committee shall have the posudject to, and within the limits of, the expressvisions of the Option Plan, and in
furtherance of the purposes of such plan:

(i) To determine from time to time which eligiblensons shall be granted options under the Optian &hd the time or times, and the number
of shares for which, an option or options shalgbented to such persons:

(i) To prescribe the other terms and provisionkiflt need no be identical) of each option grantetku the Option Plan to eligible persons:

(iii) To construe and interpret the Option Plan aptions granted under it, and to establish, amend revoke rules and regulations for its
administration. The Compensation Committee, ingtkercise of its powers, may correct any defectipply any omissions, or reconcile any
inconsistency in the Option Plan, or in any opmneement in the manner and to the extent it slealin necessary or expedient to make the
Option Plan fully effective. In exercising this pemthe Compensation Committee may retain counsbkagxpense of the Bank. All decisic
and determinations by the Compensation Committexéncising this power shall be final and bindimpgn the Bank and the Optionee:

(iv) To determine the duration and purpose of lsasfeabsence which may be to an optionee withoustitoiting a termination of his or her
employment for purpose of the Option Plan; and

(v) Generally to exercise such powers and to perfeuch acts as are deemed necessary or expedmontote the best interest of the Bank
with respect to the Option Plan.

(c) Pursuant to Section 1046(c)(6) of the P.R. Gndhe case of options granted under this 199i,Rilee aggregate fair market value of the
shares, determined as of the time the option istgda with respect to which stock options grantedeu all stock option plans of the Bank :
its Subsidiaries are exercisable for the first thgean employee during any calendar year shaleroted S100,000.

3. STOCK SUBJECT TO PLAN

(a) The stock subject to the options shall be shaf@uthorized and unissued common stock, paevalu00 per share (the "Common Stoc
The number of shares for which options may be gdhereunder shall be 1,449,352 of FirstBank Com8tonk, which amount represents
the number of remaining shares that could have besmted under the Bank's prior plan at the timigsaermination. Such number shall be
subject to adjustments as provided in

Section 9 hereof.

(b) Whenever any outstanding option under the @lan expires, is canceled or is otherwise tertathahe shares of Common Stock
allocable to the unexercised portion of such opti@y again be subject of option under the Opti@mPéxcept for options surrendered as
provided by Section 7 hereof.

4. ELIGIBILITY

(a) The persons who shall be eligible to receiviiog hereunder shall be officers and other emp@syee. persons employed 1,000 or rr



hours per year) of the Bank or its Subsidiariedj&tt to the following provisions, the Compensatiommittee may from time to time grant
options to one or more eligible persons. An Optéomay hold more than one option.

(b) No person shall be eligible to receive any apfif at the date of grant, such person benefigidirectly or indirectly, owns in excess of 1
percent (10%) of the outstanding common stock @fB8hnk, and no option will be granted to any ofienson to the extent such option, if
exercised, would increase such persons ownerskgip sonount in excess of ten percent (10%).

(c) Pursuant to Section 12 of the Puerto Rico Bagnkiaw (7 LPRA 39), no person may exercise an ogiicthe extent that as a result of such
exercise such person would acquire beneficial ogimprof five percent (5%) or more of the then iskaad outstanding Common Stock of
Bank, unless such person has previously obtairedithten approval of the Commissioner of Finanaiatitutions of P.R.

(d) The aggregate fair market value of the shate®rmined as of the time the option is granteth vaspect to which the stock options, as
defined by Section 1046 of Puerto Rico Code, apzasable for the first time in any calendar yesugler this plan or any other plan of the
Bank, shall not exceed S100,000.

5. TERMS OF THE OPTION AGREEMENTS

Each option agreement shall contain such provisi@rthe Compensation Committee shall from timénte tdleem appropriate. Option
Agreements need not be identical, but each optipeeament by appropriate language shall includsthstance of all the following
provisions:

(a) An option shall expire on the date specifiethim option agreement, which date shall not be then the tenth anniversary of the date on
which the option was granted. All options must benged by the tenth anniversary of the effectivie déd the Option Plan.

(b) The minimum number of shares with respect teivlan option may be exercised at any one timd beal00 shares, unless the number
purchased is the total number available for purehesler the option at the time.

(c) Each option shall be exercisable in such ilmetatts (which need not be equal) and at such tasetesignated by the Compensation
Committee. To the extent not exercised, installmehall accumulate and be exercisable, in whoie part. at any time after becoming
exercisable, but not later than the date of exipinadf the option. No option granted hereunderldimkexercisable unless and until the Option
Plan has been ratified by the stockholders as pédn Section 15 hereof.

(d) The purchase price of per share of Common Stader each option shall not be less than theraiket value of the Common Stock
subject to the option on the date the option isigé as determined by the Compensation Committee fdir market value shall not be less
than the last sale price reported for the CommonkSon the New York Stock Exchange on the dateafitgor on the last date preceding s
date on which the sale was reported.

(e) The Optionee shall not be deemed to be thesholil or to have any rights of a holder with retge, any shares of Common Stock suk

to such option unless and until the option shaliehaeen exercised pursuant to the terms thereoBaimk shall have issued and delivered the
shares to the Optionee, and the Optionee's nanliehalua been entered as a stockholder of recotti@books of the Bank. Thereupon, the
Optionee shall have full voting, dividend and otbemership rights with respect to such shares ah@on Stock.

(f) Except as provided in Section |0 hereof:

(i) All options granted pursuant to an Option P&uall not be transferable, except by will or thedaf descent and distribution. and shall be
exercisable during the Optionee's lifetime onlythg Optionee; and

(i) No assignment or transfer of an option, otha# rights represented thereby, whether voluntaigwmluntary, by operation of law or
otherwise, shall vest in the assignee or transfengdnterest or right in the option whatsoevet,ilmediately upon any attempt to assign or
transfer an option, the same shall terminate amf be force or effect.

(9) The option shall be subject to any provisionassary to assure compliance with the securitigs td the United States and of Puerto R
or of any other jurisdiction in which the Bank t8 Subsidiaries may have qualifying employees.

(h) For purposes of the Option Plan, the term "gean control" shall be deemed to have taken pfa¢g) an acquirer is deemed to have
acquired control of the under provisions of Secti8i7 of the Federal Deposit Insurance Act (12 USC7[i]); or as a result of, or in
connection with, any cash tender or exchange afierger or other business combination, sale otassaontested election, or any
combination of the foregoing transactions, the @assvho were directors of the Bank before suctstration shall cease to constitute a
majority of the Board of Directors of the Bank dramy successor Institution.

6. METHOD OF EXERCISE, PAYMENT OF PURCHASE PRICE

(a) An option may be exercised by the Optioneedlivering to the Compensation Committee on anyrrss day a written notice specifyi



the numbers of shares of Common Stock the Optidaseges to purchase (the "Notice").

(b) Payment for the shares of common stock purchpsesuant to the exercise of an option shall eein (1) cash in an amount equal to
purchase price per share multiplied by the numbshares specified in the Notice (the "Total Optitiice"), or in the discretion of the
Compensation Committee, shares of common stodkeoBaink valued at the then fair market value, detezd as provided in Section 5
hereof, equal to or less than the total Optioné?fdus cash in an amount equal to the amountyif lay which the Total Option Price exceeds
the fair market value of the Common Stock.

7. STOCK APPRECIATION RIGHTS, RELEASE OF FINANCIANFORMATION

(a) The Compensation Committee may, but shall raililigated to, grant the stock appreciation rights/ided in this Section 7 at any time
subsequent to the grant of an option under theo®Rian. Subsequent to such grant of the stocleajgtion rights, if any, the Compensation
Committee may, but shall not be obligated to, atitlep on such terms and conditions as it deemsogpiate in each case, the Bank to accept
surrender by the Optionee of the right to exerais@ption granted under the Option Plan or pottti@neof in consideration for payment by
the Bank of an amount equal to the excess of thenfarket value of the shares of Common Stock subgesuch option or portion thereof
surrendered over the Total Option Price of suchesh&uch payment, at the sole discretion of thmgamsation Committee, may be made in
shares of Common Stock valued at the fair markleteviénereof, determined as provided in Sectionrgdtfeor in cash, or partly in cash and
partly in shares of Common Stock.

(b) Any election by an Optionee to exercise thelsppreciation rights provided in this Sectionlsby made during the period beginning on
the third business day following the release fdsljpation of quarterly or annual financial inforriat and ending on the twelfth business day
following such date. This condition shall be deerteetle satisfied when the specified financial dadpears on or in a wire service, financial
news service or newspaper of general circulatias otherwise first made publicly available. Nock@ppreciation rights may be exercised
within six months of the date it is granted exddat this limitation shall not apply in the evertath or disability of the Optionee occurs prior
to the expiration of the six month period. For mgp of this Section, the stock appreciation rightsl be deemed to have been granted as of
the date specified by the Compensation Committee.

(c) A copy of the Bank's Annual Report to Stockleotdshall be delivered to each Optionee. Upon mgtlee Bank shall furnish each
optionee a copy of its most recent annual repoRBIC Form F-2 and each quarterly reports filedhrsy Bank under FDIC law.

(d) Any option surrendered as provided in this Bect shall be canceled by the Bank and the stsargigct to the option shall not be eligible
for further grants under the Option Plan.

8. USE OF PROCEEDS FROM STOCK
Proceeds from the sale of Common Stock pursuasptions granted under the Option Plan shall cartstijeneral funds of the Bank.
9. ADJUSTMENTS UPON CHANGE IN CAPITALIZATION

a) If the shares of the Bank's Common Stock as@endre increased, decreased or changed intocbaaged for, a different number or kind
of shares or securities of the Bank, whether thnaugrger, consolidation, reorganization, recapi#ion, reclassification, Stock dividend,
stock split, combination of shares, exchange ofeshahange in corporate structure or the likeg@propriate and proportionate adjustment
shall be made in the number and kinds of shareestity) the Plan and in the number, kinds and paresbxercise price of shares subject to
unexercised options or portions thereof grantedrpo any such change. Any such adjustment in astanding option, however, shall be
made without change in the total price applicablthe unexercised portion of the option but withresponding adjustment in the price of
each share of Common Stock covered by the option.

(b) Upon dissolution or liquidation of the Bank,gon reorganization, merger or consolidation incivithe Bank is not the surviving
corporation, or upon the sale of substantiallyofithe property of the Bank to another corporatitie, Option Plan and the options issued
thereunder shall terminate unless provision is niag@nnection with such transaction for the asstionmf options therefore granted, or the
substitution for such options of new number andikiof shares and the per share exercise pric#se kvent of such termination, all
outstanding options shall be exercisable in fuleast 30 days prior to the termination date whethaot otherwise exercisable during such
period.

(c) Adjustments under this Section shall be madéhbyCompensation Committee, whose determinatida afat adjustments shall be made,
and the extent thereof, shall be conclusive. They@msation Committee shall have the discretionpaweer in any such event to determine
and to make effective provisions for the acceleratf the time during which the option may be eigad, notwithstanding the provisions of
the option setting forth the date or dates whitlominy part of it may be exercised. No fractioslahres of Common Stock shall be issued
under the Option Plan on account of any adjustrapetified above.

10. TERMINATION OF EMPLOYMENT OR SERVICE

(@) In the event of the death of an Optionee wihiltne employ of the Banl



(i) The options. whether or not exercisable attime of the death of the Optionee, may be exerciaggrovided in Section 6 hereof, by the
estate of the Optionee or by any person who acdjtiire right to exercise such option by bequesthieiitance from such Optionee, within
one year after the date of such death but not thédithe date on which the option would otherveigpire: or

(i) The Compensation Committee may, but shallb®bbligated to, grant if not theretofor grantéa, $tock appreciation rights provided in
Section 7 hereof and may, but shall not be obl@ytdeauthorize, if not theretofor authorized, Bank to accept surrender of the right to
exercise an option or any portion thereof undetiSed of this Option Plan by the estate of thei@ye, or by a person who acquired the
right to exercise such option by bequest or inardé from such Optionee, within one year afterdidite of such death but no later than the
date on which the option would otherwise expire.

(b) If the employment of an Optionee is terminatgdeason of disability, as determined by the Camspdon Committee, the options held by
such Optionee may be exercised, whether or notisedrie at the time of such termination of emplogimeithin one year after such
termination but not later than the date on whiothsoptions would otherwise expire.

(c) If the employment of the Optionee is termindi@dany reason other than death or disabilityias® held by such Optionee shall, to the
extent not theretofor exercised, be canceled upoh grmination and shall not thereafter be exabiés provided, however, that an Optionee
whose employment is terminated by retirement ied@nce with the Bank's normal retirement policéssdetermined by the Compensation
Committee, or who is voluntarily or involuntarilgrminated within one year after a change in comfdhe Bank, as defined in Section 5 (h)
hereof, shall be permitted to exercise such optishether or not exercisable at the time of sualmitgation, within three months after the ¢

of such termination but not later than the datevbicth the options would otherwise expire.

(d) Notwithstanding the provisions of subsecticais (b) and (c) above, no option granted hereuslall be exercisable prior to ratification
the Plan by the stockholders, as provided in Sedt®hereof.

11. AMENDMENT OF THE OPTION PLAN

The Board of Directors at any time, and from tiro¢itne, may amend the Option Plan subject to agyired regulatory approval and subject
to the limitation that, except as provided in Satt® hereof, no amendment shall be effective urdppsoved by vote of a majority of the tc
votes cast by the stockholders of the Bank at an@ror special meeting held within twelve montk$obe or after the date of such
amendment's adoption where such amendment will:

(@) Increase the number of shares of Common Stets which options may be granted under the Oilan; (b Change in substance Sec
4 hereof relating to eligibility to participate fhe Option Plan; (c) Change the minimum purchagepor (d) Increase the maximum term of
options as provided herein.

Except as provided in Section 9 hereof, rights @pldyations under any option granted before amemdmwiethe Option Plan shall not be
altered or impaired by amendment of the Option Réanept with the consent of the person to whonofften was granted.

12. TERMINATION OR SUSPENSION OF THE OPTION PLAN

The Board of Directors at any time may terminatsuspend the Option Plan. Unless sooner termintited)ption Plan shall terminate on
tenth anniversary of the effective date specifre@éction 5 hereof, but such termination shallaffgct any option theretofor granted. An
option may not be granted while the Option Plasuispended or after it is terminated.

Rights and obligations under any option grantedentie Option Plan is in effect shall not be allener impaired by suspension or
termination of the Option Plan under this Secti@rekcept with the consent of the Optionee.

13. NON EXCLUSIVITY OF THE PLAN

Neither the adoption of the Option Plan by the BaafrDirectors nor the submission of the Plan sgtockholders of the Bank for appro
shall be construed as creating any limitationshenpower of the Board of Directors to adopt sudtenincentive arrangements as it may d
desirable, including, without limitation, the grang of stock options otherwise than under the OpBtan, and such arrangements may be
either applicable generally or only in specificesas

14. GOVERNMENT AND OTHER REGULATIONS, GOVERNING LAW

(a) The obligation of the Bank to sell and deligbares of Common Stock under options granted uhdeDption Plan shall be subject to all
applicable laws, rules and regulations and theinioi of all such approvals by governmental ageneie may be deemed necessary or
appropriate by the Board of Directors of the Bank.

(b) The Option Plan shall be governed by the laf\Buerto Rico and any applicable federal law amglilations.

(c) The Option Plan is intended to comply with Rli&-3 under the Act. Any provision inconsistent witttBRule shall be inoperative a



shall not affect the validity of the Option Plan.
15. EFFECTIVE DATE OF OPTION PLAN, STOCKHOLDER APPRAL

The Option Plan shall be effective as of Januaryl®97, the date of termination of the 1987 Empéo$éock Option Plan, provided, howe\
that the Option Plan shall be subject to the apgrof/the stockholders of the Bank by vote of aarigj of the total votes cast by its
stockholders at an annual or special meeting hétdmtwelve months of such effective date. No opsi granted under the Option Plan prior
to such stockholder approval may be exercised sath approval has been obtair



EMPLOYMENT AGREEMENT

AGREEMENT, dated as of May 14, 1998, by and betwe&STBANK PUERTO RICO (the "Bank") and Angel Ahear Perez (the
"Executive").

WHEREAS, the Bank wishes to retain the servicethefExecutive and the retention of the Executisetwices for and on behalf of the Bank
is of material importance to the preservation amtb@cement of the value of the Bank's business;

WHEREAS, the Board of Directors of the Bank hasraped and authorized the entry into this Agreemetit the Executive to take effect
immediately upon execution of the same;

WHEREAS , the parties desire to enter into thiseflgnent setting forth the terms and conditions efeimployment relationship of the Bank
and the Executive;

NOW, THEREFORE, in consideration of the foregoimgl ghe mutual covenants and agreements hereipatties hereto agree as follov

1. Employment. The Bank agrees to continue to eyniile Executive and the Executive agrees to coatinihe employment of the Bank for
the period stated in Paragraph 4 hereof and upoottier terms and conditions herein provided.

2. Position and Responsibilities. The Executivengployed as President and Chief Executive Offiaed shall carry out and render to the
Bank such services as are customarily performeageloyons situated in a similar executive and pradass capacity. The Executive shall also
perform such other related duties as he may from tb time be reasonably directed, including, tmitlimited to performing duties for the
Bank or for any of its present or future subsidiariThe Executive shall report to the Board of &iwes of the Bank.

3. Duties. During the period of employment hereunded except for iliness, vacation periods, armdoaable leaves of absence, the Exec
shall devote his business time, attention, skilt] afforts to the faithful performance of his dstleereunder as is customary for an executive
holding a similar position in a financial institoti of comparable size.

The Executive agrees that during the term of hiplegment hereunder, except with the express cortdehe Board of Directors he will not,
directly or indirectly, engage or participate, beeodirector of, or render advisory or other serviftg, or in connection with, or become
interested in, or make any financial investmerdny firm, corporation, business entity or businas®rprise competitive with or to any
business of the Bank; provided, however, that tkechtive shall not thereby be precluded or probibfrom owning passive investments,
including investments in the securities of othaaficial institutions, so long as such ownershipsdus require him to devote substantial time
to management or control of the business or aigs/ih which he has invested.

4. Term. The initial term of employment under tAgreement shall be for a period of four (4) yeamsnmencing on the date hereof and
terminating May 14, 2002. On each anniversary efdhate of commencement of this Agreement, the tdremployment hereunder shall
automatically be extended for an additional oney€Br period beyond the then effective expiratiatedunless either party receives written
notice, not less than 90 days prior to the annargrdate, advising the other party that this Agreetshall not be further extended. Any such
written notice shall not affect any prior extensi@f the term of employment hereunder.

5. Standards. The Executive shall perform his dutied responsibilities under this Agreement in edamoce with such reasonable standards ac
are established from time to time by the Board wé&ors and/or management of the Bank. The reddeness of such standards shall be
measured against standards for executive perforengeigerally prevailing in the banking industry.

Notwithstanding anything to the contrary, nothinghis Agreement will be interpreted in any manwaich would tend to limit or interfer
with the authority or oversight duties and disanetof the Board of Directors to establish adeqgaidelines for the effective management of
the Bank.

6. Compensation and Reimbursement of Expenses.
a) Compensation

The Bank agrees to pay the Executive during tha tdrthis Agreement a base salary of not less $%50,000 per year. The performance of
the Executive shall be reviewed annually by therBad Directors and the salary provided herein hayncreased, but not decreased, in
accordance with the recommendation of the Compems@ommittee. The salary provided herein shallbepaid less frequently than
monthly.

b) Performance Bonus

In addition to the salary set forth above, the ganance of the Executive and of the Bank durindhgaar of employment shall be evaluated
on the basis of the Bank's achievement of the peeaidned business objectives contained in the Baarkhual business plan. The contribution
of the Executive to the achievement of the Bankisual business objectives and his performancedh sther functions as may be reason:



put under his charge, will be evaluated by the iBezt and Chief Executive Officer who may recommemthe Compensation Committee
payment of a performance bonus in an amount whielfCompensation Committee may determine at itsetisn.

c) Stock Options

The Executive will be entitled to participate indareceive the benefits of any stock option, prsffidring, or other plans, benefits and
privileges given to employees and executives oBhek or its subsidiaries and affiliates which nexist or may come into existence
hereafter, to the extent commensurate with his theies and responsibilities, as fixed by the Comspion Committee and approved by the
Board of Directors. The terms and conditions ofhssimck options will be within the parameters settf in the employee stock option plan of
the Bank or other similar plan under which a bdrafprivilege is made available.

d) Automobile Expenses.

(i) The Bank shall provide the Executive with a gamy owned automobile. Such automobile will be ifslrad in accordance with existing
executive automobile policy as approved by the BadiDirectors. All expenses, including but notilied to insurance, maintenance, repairs,
fuel, and lubrication services, shall be providgdhe Bank.

(i) Monthly or not more than thirty (30) days aftbe expenses are incurred, the Bank shall pagimburse the Executive for any gasoline,
oil and maintenance or repair expenses which tleeltive incurs directly in the operation of theamobbile provided hereunder.

e) Reimbursement of Expenses.

Not less frequently than monthly, the Bank shayl pareimburse the Executive for all reasonabledrand other expenses incurred by
Executive in the performance of his duties under Agreement.

f) Office.

The Bank shall furnish the Executive with a privatiice, a private secretary and such other assistand accommodations as shall be
suitable to the character of the Executive's pmsitiith the Bank and adequate for the performarfidésaduties hereunder.

7. Participation in Benefit Plans. The payments lagwkefits provided hereunder are in addition to gensyment and benefits to which Execu
may be or may become entitled under any other ptesduture group employee benefit plan or progadrthe Bank for which executives &
or shall become eligible, and the Executive shaleligible to receive all benefits and entitlemdntswhich the executives are eligible under
every such plan or program.

8. Voluntary Absences; Vacations and Sick Leave Ekecutive shall be entitled, without loss of payabsent himself voluntarily for
reasonable periods of time from the performande®fiuties and responsibilities under this Agreeim&th such voluntary absences shall
count either as paid vacation time or sick leavdess otherwise provided by the Board of Directdfe Executive shall be entitled to an
annual paid vacation of 21 working days per yeasuzh longer periods as the Board of Directors apyrove, which vacations shall be
scheduled by the Executive, taking into accounnimeds of the Bank. The Executive may accumulatieechpaid vacation time from one
calendar year to the next; provided, that suchractation shall not exceed 36 working days of unusezhtion time from prior years. The
Executive shall be entitled to up to 15 non-cumudatvorking days of paid sick leave per year ortslonger period as the Board of Directors
may approve.

9. Benefits Payable Upon Disability or Death. ThenB shall, at all times, maintain in effect disdpiand death benefits insurance for the
benefit of the Executive in an amount at least etputhat maintained for executives of similar rarid which will not be less than that
maintained by the Bank for all officers and emples.eProvided that the Bank may increase but neaenedse the benefits which the
Executive and/or the Executive's heirs would béledtto thereunder.

10. Disability.

(a) If the Executive shall become disabled or imcitated for a number of consecutive days exceetlioge to which he is entitled as sick-
leave, and it is determined that he will continaéemporarily be unable to perform his duties uriter Agreement, he shall nevertheless
continue to receive 60% of his compensation, exketusf any benefits which may be in effect for Bankployees under Paragraph 7 hereof
until such time as he may rejoin active employmeimon returning to active duty, the Executive'$ dompensation as set forth in this
Agreement shall be reinstated. In the event traEtkecutive returns to active employment on othanta full-time basis, then his
compensation (as set forth in Paragraph 6 of tigieé&ment) shall be reduced in proportion to the tapent in said employment.

(b) For purposes of this Agreement, the Executhadl $e deemed to be permanently disabled or irgtgted if the Executive, due to physi
or mental iliness, shall have been absent frondtiies with the Bank on a full-time basis for thoemsecutive months. In such case, the
Board of Directors may remove the Executive fronplEryment and may employ another executive in sagacity; provided, that, if the
Executive shall not agree with a determinatioretmove him/her because of disability or incapadcftg,question of the Executive's ability to
continue in active employment shall be submittedrtompartial and reputable physician selectechbypiarties hereto and such physicii



determination on the question of disability or ipaeity shall be binding. If it is determined thiag¢ tExecutive is permanently disabled, he ¢
nevertheless continue to receive 60% of his comgiemsfor the remaining term of this Agreement.

(c) There shall be deducted from the amounts meild Executive hereunder during any period oflidigg or incapacitation as described
herein, any amounts actually paid to the Execugivsuant to any disability insurance or other ssmfuch program, as provided in Paragraph
9 hereof, which the Bank has instituted or mayitntgt on behalf of its employees for the purposeahpensating the Executive in the event
of disability.

11. Termination of Employment.

(a) Without cause. The Board of Directors may, withcause, terminate this Agreement at any timeyiting 90 days written notice to the
Executive. In such event, the Executive, if reqe@dty the Board of Directors, shall continue tadearhis services, and shall be paid his
regular salary up to the date of termination. Iditioin, the Executive shall be paid from the ddtéeomination a severance payment of four
(4) years base salary (less all amounts requiree teithheld and deducted), such payment to be nimesigbstantially equal semimonthly
installments on the fifteenth and last days of eachth, or if these days are nonbusiness daysmimediately preceding business day,
commencing with the month in which the date of feation occurs and continuing for 24 consecutivaiggnthly payment dates.

The Executive may, without cause, terminate thesAgrent by giving 90 days written notice to the BlaafrDirectors. In such event, the
Executive shall continue to render his servicessaradl be paid his regular salary up to the datewhination, but shall not receive any
severance payment. In the event that the Exectdéimeéinates his agreement without cause, the Baalk Is& entitled to enjoin the employm:
of the Executive as an officer or employee of agyiicant competitor of the Bank for a period afeoyear. The term "significant competiti
shall mean any bank, savings bank or savings arddssociation which at the date of its employroétite Executive has total assets of one
billion dollars or more and a home or branch offitcany city in Puerto Rico. In consideration oé thxecutive entering into this non-
competition agreement, he shall receive an amdu$b® 000 which amount is for purposes of this Agnent included as part of the
Executive's base salary.

(b) With Cause. The Board of Directors may, at amg, terminate this Agreement for cause. In suang the Executive shall not be entitled
to receive any further compensation from the dateotice of termination. For the purpose of thisrégment, "termination for cause" shall
include any act or omission on the part of the Exge which involves personal dishonesty, willfuistonduct, breach of fiduciary duty, a
material violation of any law, rule or regulatiagiating to the banking industry or a material breatany provision of this Agreement, such
as the willful and continued failure of the Exewetio perform the duties herein set forth. No adadure to act on the Executive's part shall
be considered "willful" unless done, or omittecbodone, by him/her not in good faith and witha#sonable belief that his action or
omission was in the best interest of the Bank.frmposes of this paragraph, any act or omissi@etton the part of the Executive in reliance
upon an opinion of counsel to the Bank or to thedttive shall not be deemed to be willful or withoeasonable belief that the act or
omission to act was in the best interest of thekBan

The Executive may, with cause, terminate this Agreet. For purposes of this paragraph, terminatiith gause shall mean a failure of the
Bank to comply with any material provision of tligreement, which failure has not been cured wiftsrdays of receipt of a written notice
by the Executive of such noncompliance by the Bank.

(c) If the Executive is suspended and/or prohibftech participating in the conduct of the Bank'taab by a notice or order served under
Sections

8(e)(3), (e)(4) or (g)(1) of the Federal Deposgurance Act [12 USC 1818(e)(3), (e)(4) and (g)(@)]Jany other similar provision of state or
federal law now in place or enacted in future,Blamk's obligations under this Agreement shall Ispsaded as of the date of service, unless
such prohibition and/or suspension is stayed byapjate proceedings. If after a hearing is held apon judicial review, the notice or order
suspending and/or prohibiting the Executive frontipgoating in the affairs of the Bank is confirmeten this Agreement shall be terminated
with cause. If the charges in the notice or orderdismissed, the Bank shall: (i) pay the Executifv¢he compensation withheld while the
contractual obligations were suspended and (ijstaie, in whole or in part, any of the obligatievtich were suspended.

(d) If the Bank is in default, as defined to mearedjudication or other official determination of@urt of competent jurisdiction, the
appropriate Federal banking agency or other pahithority pursuant to which a conservator, recedresther legal custodian is appointed for
the Bank for the purpose of liquidation, all obtigas under this Agreement shall terminate as efdate of default, but rights of the
Executive to compensation earned as of the datrmwination shall not be affected.

(e) In the event that the Executive is terminateleoterminates this Agreement, in a manner whiolates the provisions of this Paragraph
11, as determined by the arbitration procedureigsain Paragraph 21, the Executive or the Bankh@gase may be, shall be entitled to
reimbursement for all reasonable costs, includitgy@ey's fees, incurred by the Executive or thalBas the case may be, in challenging
such termination

12. Change in Control.

(a) If during the term of this Agreement there Ixhange in control" of the Bank, as such termefireéd in sub-paragraph (c) hereunder, the
Executive shall be entitled to receive from the Barseverance payment in consideration of havinmfdimself to employment by the Be
and having foregone other business or professmp@brtunities, actual or potential. The severarmanent shall be a lump sum cash payr
equal to four (4) times the Executive's total congadion, as the term is defined in Section 12(khisf Agreement, to be made on or bel



the fifth day following the date on which the charg control occurs.

(b) For purposes of this section, the term totahgensation shall mean the Executive's base salasythe highest cash Performance Bonus
paid to the Executive in any of the four (4) fisgahrs prior to the date of the change in con&nadl the value of any other benefits provide
the Executive during the year in which the chamgeointrol occurs which are listed and attachedthexg Exhibit A, as it may be amended
from time to time.

(c) The term "change in control" shall be deemelaee taken place if:

(i) a third person, including a "group" as define®bection 13(d)(3) of the Securities Exchange #ct934, becomes the beneficial owner of
shares of the Bank having 25% or more of the tatatber of votes which may be cast for the eleabibdirectors of the Bank or which, by
cumulative voting, if permitted by the Banks chadebylaws, would enable such third person tot2886 or more of the directors of the
Bank; or (ii) as the result of, or in connectiorttwiany cash tender or exchange offer, merger ypo#rer business combination, sales of a:
or contested election, or any combination of thredoing transactions, the persons who were direabthe Bank before such transaction
shall cease to constitute a majority of the Bodrihe Bank or any successor institution. Notwithstiag the provisions of this paragraph, a
change in control of the Bank shall not be deemdthtre occurred in the event the Bank undertakesrganization to form a bank holding
company.

(d) Any payments made to the Executive pursuathifoAgreement are subject to and conditioned upein compliance with 12 USC 1828
(k) and any regulations promulgated thereunder.Bdnk shall in good faith seek to obtain, if neegg®r required, any consents or appra
from the FDIC or any other applicable regulatorgragy and any successors thereto with respect tpayypents to be made or any benefit
be provided to the Executive pursuant to the tesfrithis Agreement.

13. Confidentiality; Injunctive Relief. Recognizitigat the knowledge and information about, or reteghips with, the business associates,
customers, clients, and agents of the Bank araffiteted companies and the business methodsesysstplans, and policies of the Bank and
of its affiliated companies which Executive hasdtefore and shall hereafter receive, obtain, aldisth as an employee of the Bank or
otherwise are valuable and unique assets of th&,Blam Executive agrees that, during the continaari¢his Agreement and thereafter, he
shall not (otherwise than pursuant to his dutigsimeder) disclose without the written consent efBank, any material or substantial,
confidential, or proprietary know-how, data, ordrrhation pertaining to the Bank, or its businegsspnnel, or plans, to any person, firm,
corporation, or other entity, for any reason ompmse whatsoever. Executive acknowledges and atfraeall memoranda, notes, records, and
other documents made or compiled by Executive ataravailable to Executive concerning the Bank'snass shall be the Bank's exclusive
property and shall be delivered by Executive toBaek upon expiration or termination of this Agresrhor at any other time upon the
request of the Company.

The provisions of this Paragraph 13 shall surviveeexpiration or termination of this Agreement ny gart thereof, without regard to the
reason therefor.

Executive hereby acknowledges that the services t@ndered by him/her are of special, unique,extichordinary character and, in
connection with such services, he will have actes®nfidential information concerning the Bankisiness. By reason of this, Executive
consents and agrees that if he violates any gbittésions of this Agreement with respect to coefitiality, the Bank would sustain
irreparable harm and, therefore, in addition to atiner remedies which the Bank may have underfisement or otherwise, the Bank will
be entitled to an injunction to be issued by anyrtof competent jurisdiction restraining the Exeei from committing or continuing any
such violation of this Agreement. The term "Confitdal Information" means: (1) proprietary infornatiof the Bank; (2) information marked
or designated by the Bank as confidential; (3)rimfation, whether or not in written form and whetbenot designated as confidential, which
is known to the Executive as treated by the Bandoasidential; and (4) information provided to tBank by third parties which the Bank is
obligated to keep confidential, specifically indlugl Bank customer lists and information. Confidehtnformation does not include any
information now or hereafter voluntarily dissemidiby the Bank to the public, or which otherwisedimes part of the public domain
through lawful means.

14. No assignments. This Agreement is personaic¢th ef the parties hereto. Neither party may assigielegate any of his or its rights or
obligations hereunder without first obtaining thetten consent of the other party. However, indkient of the death of the Executive all his
rights to receive payments hereunder shall becaghésrof his estate.

15. Benefits. Any benefits due or provided hereuid¢he Executive shall be in addition to, and inaubstitution of, any benefit to which
the Executive is otherwise entitled to without neb the Agreement.

16. Mitigation. The Executive shall not be oblighte seek other employment in mitigation of the ante payable or arrangements made
under any provision of this Agreement, and the inirtg of any such other employment shall in no éedfect any reduction of the Bank's
obligation to make the payments and arrangemeqtsresl to be made under this Agreement.

17. Notices. All notices required by this Agreemienbe given by one party to the other shall beriting and shall be deemed to have been
delivered either:

(&) When personally delivered to the Office of Bexretary of the Bank at his regular corporateceffor the Executive in person;



(b) Five days after depositing such notice in timétédl States mails, certified mail with return ripteequested and postage prepaid, to: (i) the
Bank: c/o Office of the Secretary of the Bank Bestk Puerto Rico PO Box 9146 Santurce, PR 00908-014

(i) the Executive:
Angel Alvarez Perez S-9 Calle Jardin Garden Hillm@abo, PR 00969
or to such other address as either party may datgida the other by notice in writing in accordandth the terms hereof.

18. Amendments or Additions; Action by Board of &itors. No amendments or additions to this Agreermsigall be binding unless in writing
and signed by both parties. The prior approval byathirds affirmative vote of the full Board ofif@ctors of the Bank shall be required in
order for the Bank to authorize any amendmentsliditians to this Agreement, to give any consentwaivers of provisions of this
Agreement, or to take any other action under tigses@ment including any termination of the employtra@ithe Executive with or without
cause under Paragraph 10 hereof.

19. Section Headings. The Paragraph headings nshaiAgreement are included solely for convengeand shall not affect, or be used in
connection with, the interpretation of this Agreermne

20. Severability. The provisions of this Agreemsimall be deemed severable and the invalidity onfareeability of any provision shall not
affect the validity or enforceability of the othgrovisions hereof.

21. Governing Law. This Agreement shall be goverdmgthe laws of the Commonwealth of Puerto RiconMefor the litigation of any and
all matters arising under or in connection wittstAgreement shall be in the Superior Court forGoenmonwealth of Puerto Rico, in San
Juan, in the case of state court jurisdiction, wtlanse 21 of this Agreement is not legally apiiea

22. Arbitration. Any controversy as to the inteat®n of this contract must be submitted beforedharbitrators to be appointed by the
American Arbitration Association ("AAA"). The rulemnd regulations of the AAA shall govern the praged of said arbitration. The awarc
a majority of arbitrators shall be binding and fina the parties.

FIRSTBANK PUERTO RICO

/'Sl German Mal ar et

ATTEST: /s/ Antoni o Escriba



EMPLOYMENT AGREEMENT

AGREEMENT, dated as of May 14, 1998, by and betwel&@STBANK PUERTO RICO (the "Bank™) and Annie Asibe Carbonell (the
"Executive").

WHEREAS, the Bank wishes to retain the servicethefExecutive and the retention of the Executisetwices for and on behalf of the Bank
is of material importance to the preservation amtb@cement of the value of the Bank's business;

WHEREAS, the Board of Directors of the Bank hasraped and authorized the entry into this Agreemetit the Executive to take effect
immediately upon execution of the same;

WHEREAS , the parties desire to enter into thiseflgnent setting forth the terms and conditions efeimployment relationship of the Bank
and the Executive;

NOW, THEREFORE, in consideration of the foregoimgl ghe mutual covenants and agreements hereipatties hereto agree as follov

1. Employment. The Bank agrees to continue to eyniile Executive and the Executive agrees to coatinihe employment of the Bank for
the period stated in Paragraph 4 hereof and upoottier terms and conditions herein provided.

2. Position and Responsibilities. The Executivenigployed as Senior Executive Vice President, aatl shrry out and render to the Bank
such services as are customarily performed by psrsibuated in a similar executive and professioaphcity. The Executive shall also
perform such other related duties as she may fim@ to time be reasonably directed, including, fmittlimited to performing duties for the
Bank or for any of its present or future subsidiariThe Executive shall report to the PresidentGinidf Executive Officer of the Bank, and
to the Board of Directors of the Bank.

3. Duties. During the period of employment hereunded except for iliness, vacation periods, armdoaable leaves of absence, the Exec
shall devote her business time, attention, skili] efforts to the faithful performance of her datieereunder as is customary for an executive
holding a similar position in a financial institoti of comparable size.

The Executive agrees that during the term of hgrlepment hereunder, except with the express cordfehte Board of Directors she will n
directly or indirectly, engage or participate, beeodirector of, or render advisory or other serviftg, or in connection with, or become
interested in, or make any financial investmerdny firm, corporation, business entity or businas®rprise competitive with or to any
business of the Bank; provided, however, that tkechtive shall not thereby be precluded or prohibfrom owning passive investments,
including investments in the securities of othaaficial institutions, so long as such ownershipsdua® require her to devote substantial time
to management or control of the business or aigs/ih which she has invested.

4. Term. The initial term of employment under tAgreement shall be for a period of four (4) yeamsnmencing on the date hereof and
terminating May 14, 2002. On each anniversary efdhate of commencement of this Agreement, the tédremployment hereunder shall
automatically be extended for an additional oneyé8r period beyond the then effective expiratiatedunless either party receives written
notice, not less than 90 days prior to the annargrdate, advising the other party that this Agreetshall not be further extended. Any such
written notice shall not affect any prior extensia@f the term of employment hereunder.

5. Standards. The Executive shall perform her dgtied responsibilities under this Agreement in edaoce with such reasonable standarc
are established from time to time by the Board ibé&ors and/or management of the Bank. The reddeness of such standards shall be
measured against standards for executive perforengeicerally prevailing in the banking industry.

Notwithstanding anything to the contrary, nothinghis Agreement will be interpreted in any manwbich would tend to limit or interfer
with the authority or oversight duties and disanetof the Board of Directors to establish adeqgaidelines for the effective management of
the Bank.

6. Compensation and Reimbursement of Expenses.
a) Compensation

The Bank agrees to pay the Executive during tha tdrthis Agreement a base salary of not less #246%,000 per year. The performance of
the Executive shall be reviewed annually by therBad Directors and the salary provided herein hayncreased, but not decreased, in
accordance with the recommendation of the Compems@ommittee. The salary provided herein shallbepaid less frequently than
monthly.

b) Performance Bonus

In addition to the salary set forth above, the grenance of the Executive and of the Bank durindie@ar of employment shall be evaluated
on the basis of the Bank's achievement of the peeained business objectives contained in the Baarkhual business plan. The contribu



of the Executive to the achievement of the Bankiual business objectives and her performancedh sther functions as may be reason
put under her charge, will be evaluated by theiBeas and Chief Executive Officer who may recommemthe Compensation Committee
payment of a performance bonus in an amount whiefCompensation Committee may determine at itsetiso.

c¢) Stock Options

The Executive will be entitled to participate indaceive the benefits of any stock option, prsffidring, or other plans, benefits and
privileges given to employees and executives oBhek or its subsidiaries and affiliates which nexist or may come into existence
hereafter, to the extent commensurate with her duties and responsibilities, as fixed by the Conspdion Committee and approved by the
Board of Directors. The terms and conditions othsstock options will be within the parameters setif in the employee stock option plan of
the Bank or other similar plan under which a bdr@fprivilege is made available.

d) Automobile Expenses.

(i) The Bank shall provide the Executive with a gamy owned automobile. Such automobile will be ifslrad in accordance with existing
executive automobile policy as approved by the BadiDirectors. All expenses, including but notilied to insurance, maintenance, repairs,
fuel, and lubrication services, shall be providgdhe Bank.

(i) Monthly or not more than thirty (30) days aftbe expenses are incurred, the Bank shall pagimburse the Executive for any gasoline,
oil and maintenance or repair expenses which tleelikve incurs directly in the operation of theamobbile provided hereunder.

e) Reimbursement of Expenses.

Not less frequently than monthly, the Bank shayl pareimburse the Executive for all reasonabledrand other expenses incurred by
Executive in the performance of his duties under Agreement.

f) Office. The Bank shall furnish the Executive ki private office, a private secretary and subleroassistance and accommodations as shal
be suitable to the character of the Executive'sipaswith the Bank and adequate for the perforneapicher duties hereunder.

7. Participation in Benefit Plans. The payments lagwkefits provided hereunder are in addition to genyment and benefits to which Execu
may be or may become entitled under any other ptesduture group employee benefit plan or progadrthe Bank for which executives ¢
or shall become eligible, and the Executive shaléligible to receive all benefits and entitlementswhich the executives are eligible under
every such plan or program.

8. Voluntary Absences; Vacations and Sick Leave Ekecutive shall be entitled, without loss of payabsent herself voluntarily for
reasonable periods of time from the performandeistiuties and responsibilities under this Agreemath such voluntary absences shall
count either as paid vacation time or sick leavdess otherwise provided by the Board of Directdte Executive shall be entitled to an
annual paid vacation of 21 working days per yeasuzh longer periods as the Board of Directors apyrove, which vacations shall be
scheduled by the Executive with the prior appr@fahe President and Chief Executive Officer, tgkinto account the needs of the Bank.
The Executive may accumulate unused paid vacdtion from one calendar year to the next; provided{ such accumulation shall not
exceed 36 working days of unused vacation time fpoior years. The Executive shall be entitled tdaaf5 non-cumulative working days of
paid sick leave per year or such longer periochadBbard of Directors may approve.

9. Benefits Payable Upon Disability or Death. ThenB shall, at all times, maintain in effect disdpiand death benefits insurance for the
benefit of the Executive in an amount at least etjuthat maintained for executives of similar raarid which will not be less than that
maintained by the Bank for all officers and emplegieProvided that the Bank may increase but nex@edse the benefits which the
Executive and/or the Executive's heirs would béledtto thereunder.

10. Disability.

(a) If the Executive shall become disabled or imcitated for a number of consecutive days exceetiioge to which she is entitled as sick-
leave, and it is determined that she will contitmeemporarily be unable to perform her duties urkbis Agreement, she shall nevertheless
continue to receive 60% of her compensation, ek@usf any benefits which may be in effect for Batkployees under Paragraph 7 hereof
until such time as she may rejoin active employmépbn returning to active duty, the Executives dompensation as set forth in this
Agreement shall be reinstated. In the event traEtkecutive returns to active employment on othanfa full-time basis, then her
compensation (as set forth in Paragraph 6 of thgieément) shall be reduced in proportion to the thpent in said employment.

(b) For purposes of this Agreement, the Executhadl e deemed to be permanently disabled or irgtgted if the Executive, due to physi
or mental iliness, shall have been absent frondtiges with the Bank on a full-time basis for thoemsecutive months. In such case, the
Board of Directors may remove the Executive fronplEryment and may employ another executive in sagacity; provided, that, if the
Executive shall not agree with a determinatioretmove her because of disability or incapacity ghestion of the Executive's ability to
continue in active employment shall be submittedriompartial and reputable physician selectechbypiarties hereto and such physician's
determination on the question of disability or ipaeity shall be binding. If it is determined thia¢ tExecutive is permanently disabled, she
shall nevertheless continue to receive 60% of bergensation for the remaining term of this Agreetn



(c) There shall be deducted from the amounts maild Executive hereunder during any period ofldigg or incapacitation as described
herein, any amounts actually paid to the Execugivsuant to any disability insurance or other ssmfuch program, as provided in Paragraph
9 hereof, which the Bank has instituted or mayitimist on behalf of its employees for the purposearfipensating the Executive in the event
of disability.

11. Termination of Employment.

(a) Without cause. The Board of Directors may, withcause, terminate this Agreement at any timeyivipg 90 days written notice to the
Executive. In such event, the Executive, if reqeedty the Board of Directors, shall continue tadearher services, and shall be paid her
regular salary up to the date of termination. Iditon, the Executive shall be paid from the détéeomination a severance payment of four
(4) years base salary (less all amounts requiree teithheld and deducted), such payment to be rimesigbstantially equal semimonthly
installments on the fifteenth and last days of eaonth, or if these days are nonbusiness days$ymediately preceding business day,
commencing with the month in which the date of feation occurs and continuing for 24 consecutivaiggnthly payment dates.

The Executive may, without cause, terminate thesAgrent by giving 90 days written notice to the BlaafrDirectors. In such event, the
Executive shall continue to render her servicessinadl be paid her regular salary up to the daterofination, but shall not receive any
severance payment. In the event that the Exectgimeinates her agreement without cause, the Baalklsh entitled to enjoin the
employment of the Executive as an officer or empgf any significant competitor of the Bank fguexiod of one year. The term
"significant competitor" shall mean any bank, sgeithank or savings and loan association whicheatittte of its employment of the
Executive has total assets of one hillion dollarmore and a home or branch office in any city ireffo Rico. In consideration of the
Executive entering into this non-competition agreamshe shall receive an amount of $50,000 whicbhuant is for purposes of this
Agreement included as part of the Executive's satay.

(b) With Cause. The Board of Directors may, at amg, terminate this Agreement for cause. In su@ng the Executive shall not be entitled
to receive any further compensation from the dateotice of termination. For the purpose of thisrégment, "termination for cause" shall
include any act or omission on the part of the E%ige which involves personal dishonesty, willfulstonduct, breach of fiduciary duty, a
material violation of any law, rule or regulatiaglating to the banking industry or a material breatany provision of this Agreement, such
as the willful and continued failure of the Exewetto perform the duties herein set forth. No adadure to act on the Executive's part shall
be considered "willful" unless done, or omittecb®odone, by her not in good faith and without reaste belief that her action or omission
was in the best interest of the Bank. For purpo$#isis paragraph, any act or omission to act enpiéut of the Executive in reliance upon an
opinion of counsel to the Bank or to the Execusiall not be deemed to be willful or without reasiole belief that the act or omission to act
was in the best interest of the Bank.

The Executive may, with cause, terminate this Agrest. For purposes of this paragraph, terminatith gause shall mean a failure of the
Bank to comply with any material provision of tligreement, which failure has not been cured wiflsrdays of receipt of a written notice
by the Executive of such noncompliance by the Bank.

(c) If the Executive is suspended and/or prohibftech participating in the conduct of the Bank'taab by a notice or order served under
Sections 8(e)(3), (e)(4) or (g)(1) of the Federapbsit Insurance Act

[12 USC 1818(e)(3), (e)(4) and (g)(1)], or any othienilar provision of state or federal law nowpilace or enacted in future, the Bank's
obligations under this Agreement shall be suspenadeaf the date of service, unless such prohibdiuwd/or suspension is stayed by
appropriate proceedings. If after a hearing is laeld upon judicial review, the notice or order susjing and/or prohibiting the Executive
from participating in the affairs of the Bank isnfiomed, then this Agreement shall be terminatetth\wause. If the charges in the notice or
order are dismissed, the Bank shall: (i) pay thedative all the compensation withheld while thetcactual obligations were suspended and
(i) reinstate, in whole or in part, any of the ighlttions which were suspended.

(d) If the Bank is in default, as defined to mearedjudication or other official determination of@urt of competent jurisdiction, the
appropriate Federal banking agency or other puhitbority pursuant to which a conservator, recedresther legal custodian is appointed for
the Bank for the purpose of liquidation, all obtigas under this Agreement shall terminate as efd#ite of default, but rights of the
Executive to compensation earned as of the datrmination shall not be affected.

(e) In the event that the Executive is terminateshe terminates this Agreement, in a manner whiclates the provisions of this Paragraph
11, as determined by the arbitration procedureigealin Paragraph 21, the Executive or the Bankhagsase may be, shall be entitled to
reimbursement for all reasonable costs, includitay@ey's fees, incurred by the Executive or thalBas the case may be, in challenging
such termination.

12. Change in Control.

(a) If during the term of this Agreement there Ikhange in control" of the Bank, as such termefireéd in sub-paragraph (c) hereunder, the
Executive shall be entitled to receive from the IBarseverance payment in consideration of havinmbtderself to employment by the Bank
and having foregone other business or professip@brtunities, actual or potential. The severarayenent shall be a lump sum cash payr
equal to four (4) times the Executive's total congation, as the term is defined in Section 12(lihisf Agreement, to be made on or before
the fifth day following the date on which the charg control occurs.

(b) For purposes of this section, the term totahgensation shall mean the Executive's base salag\the highest cash Performance Ba



paid to the Executive in any of the four (4) fisgahrs prior to the date of the change in contnod] the value of any other benefits provide
the Executive during the year in which the chamgeointrol occurs which are listed and attachedthexg Exhibit A, as it may be amended
from time to time.

(c) The term "change in control" shall be deemelatee taken place if: (i) a third person, includantgroup” as defined in Section 13(d)(3]
the Securities Exchange Act of 1934, becomes theflmal owner of shares of the Bank having 25%nore of the total number of votes
which may be cast for the election of directorshef Bank or which, by cumulative voting, if perradtby the Banks charter or bylaws, would
enable such third person to elect 25% or more@fiirectors of the Bank; or (ii) as the resultafjn connection with, any cash tender or
exchange offer, merger or any other business caatibim sales of assets or contested election,yocambination of the foregoing
transactions, the persons who were directors oBtrk before such transaction shall cease to ¢atest majority of the Board of the Bank
any successor institution. Notwithstanding the @iowns of this paragraph, a change in control efBlank shall not be deemed to have
occurred in the event the Bank undertakes a retrgiion to form a bank holding company.

(d) Any payments made to the Executive pursuatiisoAgreement are subject to and conditioned tpeimr compliance with 12 USC 1828
(k) and any regulations promulgated thereunder.Bdngk shall in good faith seek to obtain, if neegg®r required, any consents or appra
from the FDIC or any other applicable regulatorgragy and any successors thereto with respect tpayypents to be made or any benefit
be provided to the Executive pursuant to the tesfrikis Agreement.

13. Confidentiality; Injunctive Relief. Recognizitigat the knowledge and information about, or retesthips with, the business associates,
customers, clients, and agents of the Bank ardaffitmted companies and the business methodsessstplans, and policies of the Bank and
of its affiliated companies which Executive hasdtefore and shall hereafter receive, obtain, aldisth as an employee of the Bank or
otherwise are valuable and unique assets of th&,Blam Executive agrees that, during the continaari¢his Agreement and thereafter, she
shall not (otherwise than pursuant to her dutiesuneder) disclose without the written consent ef Bank, any material or substantial,
confidential, or proprietary know-how, data, ordrrhation pertaining to the Bank, or its businegsspnnel, or plans, to any person, firm,
corporation, or other entity, for any reason omumse whatsoever. Executive acknowledges and atfraeall memoranda, notes, records, and
other documents made or compiled by Executive ateravailable to Executive concerning the Bank'snass shall be the Bank's exclusive
property and shall be delivered by Executive toBaek upon expiration or termination of this Agresrhor at any other time upon the
request of the Company.

The provisions of this Paragraph 13 shall surviveeexpiration or termination of this Agreement ny gart thereof, without regard to the
reason therefor.

Executive hereby acknowledges that the servicee t@ndered by her are of special, unique, an@d@xdinary character and, in connection
with such services, she will have access to confideinformation concerning the Bank's businessr&son of this, Executive consents and
agrees that if she violates any of the provisidrthis Agreement with respect to confidentialityetBank would sustain irreparable harm and,
therefore, in addition to any other remedies whithBank may have under this Agreement or otherwligeBank will be entitled to an
injunction to be issued by any court of competansgiction restraining the Executive from commmigtior continuing any such violation of
this Agreement. The term "Confidential Informationéans: (1) proprietary information of the Bank; i(formation marked or designated by
the Bank as confidential; (3) information, whetbenot in written form and whether or not desigdads confidential, which is known to the
Executive as treated by the Bank as confidentral; @) information provided to the Bank by third{s which the Bank is obligated to keep
confidential, specifically including Bank custonists and information. Confidential Information doeot include any information now or
hereafter voluntarily disseminated by the Bank®public, or which otherwise becomes part of thiglip domain through lawful means.

14. No assignments. This Agreement is personaac¢t ef the parties hereto. Neither party may assigielegate any of his or its rights or
obligations hereunder without first obtaining thetten consent of the other party. However, ind¢kent of the death of the Executive all his
rights to receive payments hereunder shall becaghésrof his estate.

15. Benefits. Any benefits due or provided hereuid¢he Executive shall be in addition to, and inaubstitution of, any benefit to which
the Executive is otherwise entitled to without neb the Agreement.

16. Mitigation. The Executive shall not be oblighte seek other employment in mitigation of the ante payable or arrangements made
under any provision of this Agreement, and the inirtg of any such other employment shall in no ¢edfect any reduction of the Bank's
obligation to make the payments and arrangemeqtsresl to be made under this Agreement.

17. Notices. All notices required by this Agreemienbe given by one party to the other shall beriting and shall be deemed to have been
delivered either:

(a) When personally delivered to the Office of Bexretary of the Bank at his regular corporateceffor the Executive in person; or
(b) Five days after depositing such notice in tinétédl States mails, certified mail with return ripteequested and postage prepaid, to:

(i) the Bank:



c/o Office of the Secretary of the Bank
FirstBank Puerto Rico
PO Box 9146
Santurce, PR 00908-0146

(i) the Executive:
Mrs. Annie Astor de Carbonell Parque de Santa MdriB2 Rosa St.
San Juan, PR 00927
or to such other address as either party may datgida the other by notice in writing in accordandth the terms hereof.

18. Amendments or Additions; Action by Board of &itors. No amendments or additions to this Agreermsigall be binding unless in writing
and signed by both parties. The prior approval byathirds affirmative vote of the full Board ofif@ctors of the Bank shall be required in
order for the Bank to authorize any amendmentsliditians to this Agreement, to give any consentwaivers of provisions of this
Agreement, or to take any other action under tigses@ment including any termination of the employtraithe Executive with or without
cause under Paragraph 10 hereof.

19. Section Headings. The Paragraph headings nsbisiAgreement are included solely for convengeand shall not affect, or be used in
connection with, the interpretation of this Agreerme

20. Severability. The provisions of this Agreemsimall be deemed severable and the invalidity onfareeability of any provision shall not
affect the validity or enforceability of the othgovisions hereof.

21. Governing Law. This Agreement shall be goverdmgthe laws of the Commonwealth of Puerto RiconMefor the litigation of any and
all matters arising under or in connection wittstAgreement shall be in the Superior Court forGeenmonwealth of Puerto Rico, in San
Juan, in the case of state court jurisdiction, wtlanse 21 of this Agreement is not legally apiliea

22. Arbitration. Any controversy as to the inteat®n of this contract must be submitted beforedharbitrators to be appointed by the
American Arbitration Association ("AAA"). The rulemnd regulations of the AAA shall govern the praged of said arbitration. The awarc
a majority of arbitrators shall be binding and fina the parties.

FIRSTBANK PUERTO RICO

/'Sl German Mal ar et

ATTEST: /s/ Antoni o Escriba



EMPLOYMENT AGREEMENT

AGREEMENT, dated as of May 14, 1998, by and betwe&STBANK PUERTO RICO (the "Bank") and Luis M. Bedhamp (the
"Executive").

WHEREAS, the Bank wishes to retain the servicethefExecutive and the retention of the Executisetwices for and on behalf of the Bank
is of material importance to the preservation amtb@cement of the value of the Bank's business;

WHEREAS, the Board of Directors of the Bank hasraped and authorized the entry into this Agreemetit the Executive to take effect
immediately upon execution of the same;

WHEREAS , the parties desire to enter into thiseflgnent setting forth the terms and conditions efeimployment relationship of the Bank
and the Executive;

NOW, THEREFORE, in consideration of the foregoimgl ghe mutual covenants and agreements hereipatties hereto agree as follov

1. Employment. The Bank agrees to continue to eyniile Executive and the Executive agrees to coatinihe employment of the Bank for
the period stated in Paragraph 4 hereof and upoottier terms and conditions herein provided.

2. Position and Responsibilities. The Executivenigployed as Senior Executive Vice President, aatl shrry out and render to the Bank
such services as are customarily performed by psrsibuated in a similar executive and professioaphcity. The Executive shall also
perform such other related duties as he may from tb time be reasonably directed, including, tmitlimited to performing duties for the
Bank or for any of its present or future subsidiariThe Executive shall report to the PresidentGinidf Executive Officer of the Bank, and
to the Board of Directors of the Bank.

3. Duties. During the period of employment hereunded except for iliness, vacation periods, armdoaable leaves of absence, the Exec
shall devote his business time, attention, skilt] afforts to the faithful performance of his dstleereunder as is customary for an executive
holding a similar position in a financial institoti of comparable size.

The Executive agrees that during the term of hiplepment hereunder, except with the express cordfehe Board of Directors he will not,
directly or indirectly, engage or participate, beeodirector of, or render advisory or other serviftg, or in connection with, or become
interested in, or make any financial investmerdny firm, corporation, business entity or businas®rprise competitive with or to any
business of the Bank; provided, however, that tkechtive shall not thereby be precluded or probibfrom owning passive investments,
including investments in the securities of othaaficial institutions, so long as such ownershipsdus require him to devote substantial time
to management or control of the business or aigs/ih which he has invested.

4. Term. The initial term of employment under tAgreement shall be for a period of four (4) yeamsnmencing on the date hereof and
terminating May 14, 2002. On each anniversary efdhate of commencement of this Agreement, the téremployment hereunder shall
automatically be extended for an additional oneyé8r period beyond the then effective expiratiatedunless either party receives written
notice, not less than 90 days prior to the annargrdate, advising the other party that this Agreetshall not be further extended. Any such
written notice shall not affect any prior extensia@f the term of employment hereunder.

5. Standards. The Executive shall perform his dwtied responsibilities under this Agreement in edamoce with such reasonable standards ac
are established from time to time by the Board iwé&ors and/or management of the Bank. The reddenass of such standards shall be
measured against standards for executive perforengeigerally prevailing in the banking industry.

Notwithstanding anything to the contrary, nothinghis Agreement will be interpreted in any manwbich would tend to limit or interfer
with the authority or oversight duties and disanetof the Board of Directors to establish adeqgaidelines for the effective management of
the Bank.

6. Compensation and Reimbursement of Expenses.
a) Compensation

The Bank agrees to pay the Executive during tha tdrthis Agreement a base salary of not less #246%,000 per year. The performance of
the Executive shall be reviewed annually by therBad Directors and the salary provided herein hayncreased, but not decreased, in
accordance with the recommendation of the Compems@ommittee. The salary provided herein shallbepaid less frequently than
monthly.

b) Performance Bonus

In addition to the salary set forth above, the grenance of the Executive and of the Bank durindie@ar of employment shall be evaluated
on the basis of the Bank's achievement of the peeained business objectives contained in the Baarkhual business plan. The contribu



of the Executive to the achievement of the Banktsual business objectives and his performancedh sther functions as may be reasonably
put under his charge, will be evaluated by the iBezs and Chief Executive Officer who may recommemthe Compensation Committee
payment of a performance bonus in an amount whiefCompensation Committee may determine at itsetiso.

¢) Stock Options

The Executive will be entitled to participate indaceive the benefits of any stock option, prsffidring, or other plans, benefits and
privileges given to employees and executives oBhek or its subsidiaries and affiliates which newxist or may come into existence
hereafter, to the extent commensurate with his theies and responsibilities, as fixed by the Comspion Committee and approved by the
Board of Directors. The terms and conditions othsstock options will be within the parameters setif in the employee stock option plan of
the Bank or other similar plan under which a bdrafprivilege is made available.

d) Automobile Expenses.

(i) The Bank shall provide the Executive with a gamy owned automobile. Such automobile will be ifslrad in accordance with existing
executive automobile policy as approved by the BadiDirectors. All expenses, including but notilied to insurance, maintenance, repairs,
fuel, and lubrication services, shall be providgdh®e Bank.

(i) Monthly or not more than thirty (30) days aftbe expenses are incurred, the Bank shall pagimburse the Executive for any gasoline,
oil and maintenance or repair expenses which tleeltive incurs directly in the operation of theamobbile provided hereunder.

e) Reimbursement of Expenses.

Not less frequently than monthly, the Bank shayl pareimburse the Executive for all reasonabledrand other expenses incurred by
Executive in the performance of his duties under Agreement.

f) Office.

The Bank shall furnish the Executive with a privatiice, a private secretary and such other assistand accommodations as shall be
suitable to the character of the Executive's pmsitvith the Bank and adequate for the performarégsaduties hereunder.

7. Participation in Benefit Plans. The payments laewkfits provided hereunder are in addition to pesyment and benefits to which Execu
may be or may become entitled under any other ptesduture group employee benefit plan or progadrthe Bank for which executives &
or shall become eligible, and the Executive shaleligible to receive all benefits and entitlemdntswhich the executives are eligible under
every such plan or program.

8. Voluntary Absences; Vacations and Sick Leave Ekecutive shall be entitled, without loss of payabsent himself voluntarily for
reasonable periods of time from the performande®fiuties and responsibilities under this Agreeim&th such voluntary absences shall
count either as paid vacation time or sick leavdess otherwise provided by the Board of Directdfe Executive shall be entitled to an
annual paid vacation of 21 working days per yeasuzh longer periods as the Board of Directors agyrove, which vacations shall be
scheduled by the Executive with the prior apprafahe President and Chief Executive Officer, tgkinto account the needs of the Bank.
The Executive may accumulate unused paid vacatiom from one calendar year to the next; providedt such accumulation shall not
exceed 36 working days of unused vacation time fpoior years. The Executive shall be entitled tdaf5 non-cumulative working days of
paid sick leave per year or such longer periochadBbard of Directors may approve.

9. Benefits Payable Upon Disability or Death. ThenB shall, at all times, maintain in effect disdpiand death benefits insurance for the
benefit of the Executive in an amount at least etputhat maintained for executives of similar rarid which will not be less than that
maintained by the Bank for all officers and emples.eProvided that the Bank may increase but neaenedse the benefits which the
Executive and/or the Executive's heirs would béledtto thereunder.

10. Disability.

(a) If the Executive shall become disabled or iscitated for a number of consecutive days exceetiioge to which he is entitled as sick-
leave, and it is determined that he will continaéemporarily be unable to perform his duties uriter Agreement, he shall nevertheless
continue to receive 60% of his compensation, exetusf any benefits which may be in effect for Bamkployees under Paragraph 7 hereof
until such time as he may rejoin active employmeimion returning to active duty, the Executive'$ dompensation as set forth in this
Agreement shall be reinstated. In the event traEtkecutive returns to active employment on othanta full-time basis, then his
compensation (as set forth in Paragraph 6 of tigieé&ment) shall be reduced in proportion to the thpent in said employment.

(b) For purposes of this Agreement, the Executhadl $e deemed to be permanently disabled or irwtgted if the Executive, due to physi
or mental iliness, shall have been absent frondtiies with the Bank on a full-time basis for thoemsecutive months. In such case, the
Board of Directors may remove the Executive fronplEryment and may employ another executive in sagacity; provided, that, if the
Executive shall not agree with a determinatioretmove him/her because of disability or incapacftg,question of the Executive's ability



continue in active employment shall be submittedriompartial and reputable physician selectechbypiarties hereto and such physician's
determination on the question of disability or ipaeity shall be binding. If it is determined thiag¢ tExecutive is permanently disabled, he ¢
nevertheless continue to receive 60% of his congiesfor the remaining term of this Agreement.

(c) There shall be deducted from the amounts maild Executive hereunder during any period ofldigg or incapacitation as described
herein, any amounts actually paid to the Execugiusuant to any disability insurance or other ssmfuch program, as provided in Paragraph
9 hereof, which the Bank has instituted or mayitntgt on behalf of its employees for the purposeahpensating the Executive in the event
of disability.

11. Termination of Employment.

(a) Without cause. The Board of Directors may, withcause, terminate this Agreement at any timeyivipg 90 days written notice to the
Executive. In such event, the Executive, if reqeedty the Board of Directors, shall continue tadearhis services, and shall be paid his
regular salary up to the date of termination. Iditioin, the Executive shall be paid from the ddtéeomination a severance payment of four
(4) years base salary (less all amounts requiree teithheld and deducted), such payment to be nimesigbstantially equal semimonthly
installments on the fifteenth and last days of eaonth, or if these days are nonbusiness days$yimediately preceding business day,
commencing with the month in which the date of feation occurs and continuing for 24 consecutivaiggnthly payment dates.

The Executive may, without cause, terminate thesAgrent by giving 90 days written notice to the BlaafrDirectors. In such event, the
Executive shall continue to render his servicessradl be paid his regular salary up to the datewhination, but shall not receive any
severance payment. In the event that the Exectdimginates his agreement without cause, the Baalk Is& entitled to enjoin the employm:
of the Executive as an officer or employee of agyiicant competitor of the Bank for a period afeoyear. The term "significant competiti
shall mean any bank, savings bank or savings arddssociation which at the date of its employmétite Executive has total assets of one
billion dollars or more and a home or branch offitcany city in Puerto Rico. In consideration o thxecutive entering into this non-
competition agreement, he shall receive an amdub® 000 which amount is for purposes of this Agnent included as part of the
Executive's base salary.

(b) With Cause. The Board of Directors may, at amg, terminate this Agreement for cause. In suang the Executive shall not be entitled
to receive any further compensation from the dateotice of termination. For the purpose of thisrégment, "termination for cause" shall
include any act or omission on the part of the E%ige which involves personal dishonesty, willfulstonduct, breach of fiduciary duty, a
material violation of any law, rule or regulatiaglating to the banking industry or a material breatany provision of this Agreement, such
as the willful and continued failure of the Exewetio perform the duties herein set forth. No adadure to act on the Executive's part shall
be considered "willful" unless done, or omittecb&done, by him/her not in good faith and with@asonable belief that his action or
omission was in the best interest of the Bank.femposes of this paragraph, any act or omissi@tton the part of the Executive in reliance
upon an opinion of counsel to the Bank or to thedttive shall not be deemed to be willful or withceasonable belief that the act or
omission to act was in the best interest of thekBan

The Executive may, with cause, terminate this Agreet. For purposes of this paragraph, terminatiith gause shall mean a failure of the
Bank to comply with any material provision of tligreement, which failure has not been cured wiflsrdays of receipt of a written notice
by the Executive of such noncompliance by the Bank.

(c) If the Executive is suspended and/or prohibftech participating in the conduct of the Bank'taab by a notice or order served under
Sections 8(e)(3), (e)(4) or (g)(1) of the Federapbsit Insurance Act

[12 USC 1818(e)(3), (e)(4) and (g)(1)], or any othienilar provision of state or federal law nowpilace or enacted in future, the Bank's
obligations under this Agreement shall be suspenadeaf the date of service, unless such prohibdiwd/or suspension is stayed by
appropriate proceedings. If after a hearing is la@ld upon judicial review, the notice or order sumsting and/or prohibiting the Executive
from participating in the affairs of the Bank isndiomed, then this Agreement shall be terminatetthwause. If the charges in the notice or
order are dismissed, the Bank shall: (i) pay thedative all the compensation withheld while thetcactual obligations were suspended and
(i) reinstate, in whole or in part, any of the ighltions which were suspended.

(d) If the Bank is in default, as defined to mearedjudication or other official determination of@urt of competent jurisdiction, the
appropriate Federal banking agency or other pahithority pursuant to which a conservator, recedresther legal custodian is appointed for
the Bank for the purpose of liquidation, all obtigas under this Agreement shall terminate as efd#ate of default, but rights of the
Executive to compensation earned as of the datrmwination shall not be affected.

(e) In the event that the Executive is terminateleoterminates this Agreement, in a manner whiolates the provisions of this Paragraph
11, as determined by the arbitration procedureigsain Paragraph 21, the Executive or the Bankh@gase may be, shall be entitled to
reimbursement for all reasonable costs, includitay@ey's fees, incurred by the Executive or thalBas the case may be, in challenging
such termination.

12. Change in Control.

(a) If during the term of this Agreement there Iklhange in control" of the Bank, as such termefireéd in sub-paragraph (c) hereunder, the
Executiveshall be entitled to receive from the Bank a saveggayment in consideration of having bound hifrteetmployment by the Bar
and having foregone other business or professmp@brtunities, actual or potential. The severarmanent shall be a lump sum cash payr



equal to four (4) times the Executive's total congation, as the term is defined in Section 12(lihisf Agreement, to be made on or before
the fifth day following the date on which the charg control occurs.

(b) For purposes of this section, the term totahgensation shall mean the Executive's base salasythe highest cash Performance Bonus
paid to the Executive in any of the four (4) fisgahrs prior to the date of the change in contnod] the value of any other benefits provide
the Executive during the year in which the chamgeointrol occurs which are listed and attachedthexg Exhibit A, as it may be amended
from time to time.

(c) The term "change in control" shall be deemelaee taken place if:

(i) a third person, including a "group" as definedbection 13(d)(3) of the Securities Exchange &ct934, becomes the beneficial owner of
shares of the Bank having 25% or more of the tatatber of votes which may be cast for the eleabibdirectors of the Bank or which, by
cumulative voting, if permitted by the Banks chadebylaws, would enable such third person tot28€6 or more of the directors of the
Bank; or (ii) as the result of, or in connectiorttwiany cash tender or exchange offer, merger ypo#rer business combination, sales of a:
or contested election, or any combination of thedoing transactions, the persons who were directbthe Bank before such transaction
shall cease to constitute a majority of the Bodrhe Bank or any successor institution. Notwithstiag the provisions of this paragraph, a
change in control of the Bank shall not be deemdthtve occurred in the event the Bank undertakesrganization to form a bank holding
company.

(d) Any payments made to the Executive pursuatiisoAgreement are subject to and conditioned utpeimr compliance with 12 USC 1828
(k) and any regulations promulgated thereunder.Bdnk shall in good faith seek to obtain, if neegg®r required, any consents or appra
from the FDIC or any other applicable regulatorgragy and any successors thereto with respect tpayypents to be made or any benefit
be provided to the Executive pursuant to the tesfrithis Agreement.

13. Confidentiality; Injunctive Relief. Recognizitigat the knowledge and information about, or reteghips with, the business associates,
customers, clients, and agents of the Bank araffitmted companies and the business methodsessstplans, and policies of the Bank and
of its affiliated companies which Executive hasdtefore and shall hereafter receive, obtain, aldisth as an employee of the Bank or
otherwise are valuable and unique assets of th&,Blam Executive agrees that, during the continaari¢his Agreement and thereafter, he
shall not (otherwise than pursuant to his dutiesireder) disclose without the written consent efBank, any material or substantial,
confidential, or proprietary know-how, data, ordrrhation pertaining to the Bank, or its businegsspnnel, or plans, to any person, firm,
corporation, or other entity, for any reason omumse whatsoever. Executive acknowledges and atfraeall memoranda, notes, records, and
other documents made or compiled by Executive ataravailable to Executive concerning the Bank'snass shall be the Bank's exclusive
property and shall be delivered by Executive toBaek upon expiration or termination of this Agresrhor at any other time upon the
request of the Company.

The provisions of this Paragraph 13 shall surviveeexpiration or termination of this Agreement ny gart thereof, without regard to the
reason therefor.

Executive hereby acknowledges that the services t@ndered by him/her are of special, unique,extichordinary character and, in
connection with such services, he will have actes®nfidential information concerning the Bankisimess. By reason of this, Executive
consents and agrees that if he violates any gbittesions of this Agreement with respect to coefitiality, the Bank would sustain
irreparable harm and, therefore, in addition to atiner remedies which the Bank may have underfisement or otherwise, the Bank will
be entitled to an injunction to be issued by anyrtof competent jurisdiction restraining the Exiiezi from committing or continuing any
such violation of this Agreement. The term "Confital Information" means: (1) proprietary infornatiof the Bank; (2) information marked
or designated by the Bank as confidential; (3)rimfation, whether or not in written form and whetbenot designated as confidential, which
is known to the Executive as treated by the Bandoasidential; and (4) information provided to tBank by third parties which the Bank is
obligated to keep confidential, specifically indlngl Bank customer lists and information. Confidehthformation does not include any
information now or hereafter voluntarily dissemidby the Bank to the public, or which otherwisedmes part of the public domain
through lawful means.

14. No assignments. This Agreement is personaic¢th ef the parties hereto. Neither party may assigielegate any of his or its rights or
obligations hereunder without first obtaining thetten consent of the other party. However, ind¢lent of the death of the Executive all his
rights to receive payments hereunder shall becaghésrof his estate.

15. Benefits. Any benefits due or provided hereuid¢he Executive shall be in addition to, and inaubstitution of, any benefit to which
the Executive is otherwise entitled to without neb the Agreement.

16. Mitigation. The Executive shall not be oblighte seek other employment in mitigation of the ante payable or arrangements made
under any provision of this Agreement, and the inrtg of any such other employment shall in no éeffect any reduction of the Bank's
obligation to make the payments and arrangemeqtsresl to be made under this Agreement.

17. Notices. All notices required by this Agreemienbe given by one party to the other shall beriting and shall be deemed to have been
delivered either:

(&) When personally delivered to the Office of Bexretary of the Bank at his regular corporateceffor the Executive in person;



(b) Five days after depositing such notice in timétédl States mails, certified mail with return ripteequested and postage prepaid, to:
(i) the Bank:

c/o Office of the Secretary of the Bank
FirstBank Puerto Rico
PO Box 9146
Santurce, PR 00908-0146

(i) the Executive:
Mr. Luis M. Beauchamp 1678 Calle Geranio Urb. SeamEisco Rio Piedras, PR 00927
or to such other address as either party may datgidga the other by notice in writing in accordangth the terms hereof.

18. Amendments or Additions; Action by Board of &itors. No amendments or additions to this Agreermsigall be binding unless in writing
and signed by both parties. The prior approval byathirds affirmative vote of the full Board ofif@ctors of the Bank shall be required in
order for the Bank to authorize any amendmentsliditians to this Agreement, to give any consentwaivers of provisions of this
Agreement, or to take any other action under tigge@ment including any termination of the employtradrthe Executive with or without
cause under Paragraph 10 hereof.

19. Section Headings. The Paragraph headings nsbaiAgreement are included solely for convengeand shall not affect, or be used in
connection with, the interpretation of this Agreermne

20. Severability. The provisions of this Agreemsimall be deemed severable and the invalidity onfareeability of any provision shall not
affect the validity or enforceability of the othgovisions hereof.

21. Governing Law. This Agreement shall be govermgthe laws of the Commonwealth of Puerto Ricond&for the litigation of any and
all matters arising under or in connection wittstAgreement shall be in the Superior Court forGoenmonwealth of Puerto Rico, in San
Juan, in the case of state court jurisdiction, wtlanse 21 of this Agreement is not legally apiiea

22. Arbitration. Any controversy as to the inteat®n of this contract must be submitted beforedharbitrators to be appointed by the
American Arbitration Association ("AAA"). The rulemnd regulations of the AAA shall govern the praged of said arbitration. The awarc
a majority of arbitrators shall be binding and fina the parties.

FIRSTBANK PUERTO RICO

/'Sl German Mal ar et

ATTEST: /s/ Antoni o Escriba



EMPLOYMENT AGREEMENT

AGREEMENT, dated as of February 24, 1998, by artdiéen FIRSTBANK PUERTO RICO (the "Bank") and Auceileman (the
"Executive").

WHEREAS, the Bank wishes to retain the servicethefExecutive and the retention of the Executisetwices for and on behalf of the Bank
is of material importance to the preservation amtb@cement of the value of the Bank's business;

WHEREAS, the Board of Directors of the Bank hasraped and authorized the entry into this Agreemetit the Executive to take effect
immediately upon execution of the same;

WHEREAS , the parties desire to enter into thiseflgnent setting forth the terms and conditions efeimployment relationship of the Bank
and the Executive;

NOW, THEREFORE, in consideration of the foregoimgl ghe mutual covenants and agreements hereipatties hereto agree as follov

1. Employment. The Bank agrees to continue to eyniile Executive and the Executive agrees to coatinihe employment of the Bank for
the period stated in Paragraph 4 hereof and upoottier terms and conditions herein provided.

2. Position and Responsibilities. The Executivengployed as an Executive Vice President, and shaly out and render to the Bank such
services as are customarily performed by persanated in a similar executive and professional céypaThe Executive shall also perform
such other related duties as he/she may from tintiene be reasonably directed, including, but moitéd to performing duties for the Bank
for any of its present or future subsidiaries. Bxecutive shall report to the President and Chiefditive Officer of the Bank, or to any
Executive Officer designated by the President eBbard of Directors.

3. Duties. During the period of employment hereunded except for iliness, vacation periods, armdoaable leaves of absence, the Exec
shall devote his/her business time, attention|, sldld efforts to the faithful performance of hew/lduties hereunder as is customary for an
executive holding a similar position in a finandiadtitution of comparable size.

The Executive agrees that during the term of hisgheployment hereunder, except with the expressamtrof the Board of Directors he/she
will not, directly or indirectly, engage or partieite, become director of, or render advisory oeoservices for, or in connection with, or
become interested in, or make any financial investnm any firm, corporation, business entity osibess enterprise competitive with or to
any business of the Bank; provided, however, thatxecutive shall not thereby be precluded oripited from owning passive investmer
including investments in the securities of othaaficial institutions, so long as such ownershipsdu® require him/her to devote substantial
time to management or control of the business tiviies in which he/she has invested.

4. Term. The initial term of employment under tAgreement shall be for a period of four (4) yeamsnmencing on the date hereof and
terminating February 24, 2002. On each annivershtiye date of commencement of this Agreementte¢ha of employment hereunder shall
automatically be extended for an additional oneyé8r period beyond the then effective expiratiatedunless either party receives written
notice, not less than 90 days prior to the annargrdate, advising the other party that this Agreetshall not be further extended. Any such
written notice shall not affect any prior extensi@f the term of employment hereunder.

5. Standards. The Executive shall perform his/latied and responsibilities under this Agreemeratdoordance with such reasonable
standards as are established from time to timééyBbard of Directors and/or management of the Bahk reasonableness of such standard:s
shall be measured against standards for executifermance generally prevailing in the banking istty

Notwithstanding anything to the contrary, nothinghis Agreement will be interpreted in any manwbich would tend to limit or interfer
with the authority or oversight duties and disanetof the Board of Directors to establish adeqgaidelines for the effective management of
the Bank.

6. Compensation and Reimbursement of Expenses.

a) Compensation

The Bank agrees to pay the Executive during tha tdrthis Agreement a base salary of not less #280,000 per year. The performance of
the Executive shall be reviewed annually by therBad Directors and the salary provided herein fbayncreased, but not decreased, in
accordance with the recommendation of the Comprems@obmmittee. The salary provided herein shallbepaid less frequently than
monthly.

b) Performance Bonus

In addition to the salary set forth above, the ganance of the Executive and of the Bank durindhgaar of employment shall be evaluated
on the basis of the Bank's achievement of the peeained business objectives contained in the Baarkhual business plan. The contribution
of the Executive to the achievement of the Banfiteual business objectives and his/her performamseach other functions as may



reasonably put under his/her charge, will be exatliay the President and Chief Executive Officeowiay recommend to the Compensation
Committee payment of a performance bonus in an amehbich the Compensation Committee may determirits discretion.

c) Stock Options

The Executive will be entitled to participate indarceive the benefits of any stock option, prsffidring, or other plans, benefits and
privileges given to employees and executives oBhek or its subsidiaries and affiliates which nexist or may come into existence
hereafter, to the extent commensurate with higher duties and responsibilities, as fixed by tbenfensation Committee and approved by
the Board of Directors. The terms and conditionsuath stock options will be within the parameteisferth in the employee stock option
of the Bank or other similar plan under which adféror privilege is made available.

d) Automobile Expenses.

(i) The Bank shall provide the Executive with a gamy owned automobile. Such automobile will be ifslrad in accordance with existing
executive automobile policy as approved by the BadiDirectors. All expenses, including but notilied to insurance, maintenance, repairs,
fuel, and lubrication services, shall be providgdhe Bank.

(i) Monthly or not more than thirty (30) days aftbe expenses are incurred, the Bank shall pagimburse the Executive for any gasoline,
oil and maintenance or repair expenses which tteelikve incurs directly in the operation of theamobbile provided hereunder.

e) Reimbursement of Expenses.

Not less frequently than monthly, the Bank shayl pareimburse the Executive for all reasonabledrand other expenses incurred by
Executive in the performance of his duties under Agreement.

f) Office.

The Bank shall furnish the Executive with a privatiice, a private secretary and such other assistand accommodations as shall be
suitable to the character of the Executive's pmsitiith the Bank and adequate for the performamégséher duties hereunder.

7. Participation in Benefit Plans. The payments lagwkefits provided hereunder are in addition to gensyment and benefits to which Execu
may be or may become entitled under any other ptesduture group employee benefit plan or progadrthe Bank for which executives &
or shall become eligible, and the Executive shaleligible to receive all benefits and entitlemdntswhich the executives are eligible under
every such plan or program.

8. Voluntary Absences; Vacations and Sick Leave Ekecutive shall be entitled, without loss of payabsent himself voluntarily for
reasonable periods of time from the performande®fiuties and responsibilities under this Agreeim&th such voluntary absences shall
count either as paid vacation time or sick leavdess otherwise provided by the Board of Directdfe Executive shall be entitled to an
annual paid vacation of 18 working days per yeasuzh longer periods as the Board of Directors apyrove, which vacations shall be
scheduled by the Executive with the prior appr@fahe President and Chief Executive Officer or ather officer to whom the Executive
reports, taking into account the needs of the B@ihk. Executive may accumulate unused paid vacétimfrom one calendar year to the
next; provided, that such accumulation shall naeexl 36 working days of unused vacation time froior years. The Executive shall be
entitled to up to 15 non-cumulative working daysafd sick leave per year or such longer periotha®Board of Directors may approve.

9. Benefits Payable Upon Disability or Death. ThenB shall, at all times, maintain in effect disdpiand death benefits insurance for the
benefit of the Executive in an amount at least etputhat maintained for executives of similar rarid which will not be less than that
maintained by the Bank for all officers and emples.eProvided that the Bank may increase but neaenedse the benefits which the
Executive and/or the Executive's heirs would béledtto thereunder.

10. Disability.

(a) If the Executive shall become disabled or imscitated for a number of consecutive days excedtlioge to which he/she is entitled as
sick-leave, and it is determined that he/she wifitmue to temporarily be unable to perform his/theties under this Agreement, he/she shall
nevertheless continue to receive 60% of his/herpeorsation, exclusive of any benefits which mayrbefiect for Bank employees under
Paragraph 7 hereof until such time as he/she mainractive employment. Upon returning to activeydihe Executive's full compensatior
set forth in this Agreement shall be reinstatedhievent that the Executive returns to activeleympent on other than a full-time basis, then
his/her compensation (as set forth in ParagraphtiissAgreement) shall be reduced in proportioth®time spent in said employment.

(b) For purposes of this Agreement, the Executhadl $e deemed to be permanently disabled or irgtgted if the Executive, due to physi
or mental iliness, shall have been absent frondtiies with the Bank on a full-time basis for thoemsecutive months. In such case, the
Board of Directors may remove the Executive fronplEryment and may employ another executive in sagacity; provided, that, if the
Executive shall not agree with a determinatioretmove him/her because of disability or incapadcftg,question of the Executive's ability to
continue in active employment shall be submittedrtompartial and reputable physician selectechbypiarties hereto and such physicii



determination on the question of disability or ipaeity shall be binding. If it is determined thla¢ tExecutive is permanently disabled, he/she
shall nevertheless continue to receive 60% of Bistbmpensation for the remaining term of this Agnent.

(c) There shall be deducted from the amounts meild Executive hereunder during any period oflidigg or incapacitation as described
herein, any amounts actually paid to the Execugivsuant to any disability insurance or other ssmfuch program, as provided in Paragraph
9 hereof, which the Bank has instituted or mayitntgt on behalf of its employees for the purposeahpensating the Executive in the event
of disability.

11. Termination of Employment.

(a) Without cause. The Board of Directors may, withcause, terminate this Agreement at any timeyiting 90 days written notice to the
Executive. In such event, the Executive, if reqeedty the Board of Directors, shall continue tadearhis/her services, and shall be paid
his/her regular salary up to the date of termimatin addition, the Executive shall be paid frora thate of termination a severance paymel
four (4) years base salary (less all amounts redu be withheld and deducted), such payment todme in substantially equal semimont
installments on the fifteenth and last days of eachth, or if these days are nonbusiness daysmimediately preceding business day,
commencing with the month in which the date of feation occurs and continuing for 24 consecutivaiggnthly payment dates.

The Executive may, without cause, terminate thesAgrent by giving 90 days written notice to the BlaafrDirectors. In such event, the
Executive shall continue to render his/her servaresd shall be paid his/her regular salary up tadtite of termination, but shall not receive
any severance payment. In the event that the Bxedetrminates his/her agreement without causeB#nk shall be entitled to enjoin the
employment of the Executive as an officer or empgf any significant competitor of the Bank fguexiod of one year. The term
"significant competitor" shall mean any bank, sasgitank or savings and loan association whicheatl#fte of its employment of the
Executive has total assets of one billion dollarmyore and a home or branch office in any city irei®o Rico. In consideration of the
Executive entering into this non-competition agreamhe/she shall receive an amount of $50,000wdmicount is for purposes of this
Agreement included as part of the Executive's Bat@y. (b) With Cause. The Board of Directors naygny time, terminate this Agreement
for cause. In such event, the Executive shall eagititled to receive any further compensation fthendate of notice of termination. For the
purpose of this Agreement, "termination for caustell include any act or omission on the part effxecutive which involves personal
dishonesty, willful misconduct, breach of fiduciatyty, a material violation of any law, rule or uégtion relating to the banking industry or a
material breach of any provision of this Agreementh as the willful and continued failure of thesEutive to perform the duties herein set
forth. No act or failure to act on the Executiyegst shall be considered "willful" unless doneparitted to be done, by him/her not in good
faith and without reasonable belief that his/heioacor omission was in the best interest of thalB&or purposes of this paragraph, any act
or omission to act on the part of the Executiveeliance upon an opinion of counsel to the Bantodhe Executive shall not be deemed to be
willful or without reasonable belief that the actamission to act was in the best interest of thal8 The Executive may, with cause,
terminate this Agreement. For purposes of thisgrafh, termination with cause shall mean a faibfrne Bank to comply with any material
provision of this Agreement, which failure has been cured within 15 days of receipt of a writtetice by the Executive of such
noncompliance by the Bank. (c) If the Executiveuspended and/or prohibited from participatinghm ¢onduct of the Bank's affairs by a
notice or order served under Sections 8(e)(3)4)@) (g)(1) of the Federal Deposit Insurance A& USC 1818(e)(3), (e)(4) and (g)(1)], or
any other similar provision of state or federal lamw in place or enacted in future, the Bank'sgatiions under this Agreement shall be
suspended as of the date of service, unless sobibfiron and/or suspension is stayed by approppadceedings. If after a hearing is held
and upon judicial review, the notice or order susfireg and/or prohibiting the Executive from papiiing in the affairs of the Bank is
confirmed, then this Agreement shall be terminatéd cause. If the charges in the notice or orderdismissed, the Bank shall: (i) pay the
Executive all the compensation withheld while tbatcactual obligations were suspended and (ii)state, in whole or in part, any of the
obligations which were suspended. (d) If the Banikidefault, as defined to mean an adjudicatiootloer official determination of a court of
competent jurisdiction, the appropriate Federakbranagency or other public authority pursuant tial a conservator, receiver or other
legal custodian is appointed for the Bank for thgppse of liquidation, all obligations under thigr&ement shall terminate as of the date of
default, but rights of the Executive to compengagarned as of the date of termination shall natffexted. (e) In the event that the ExecL
is terminated or he/she terminates this Agreenie@t,manner which violates the provisions of thasdgraph 11, as determined by the
arbitration procedure provided in Paragraph 21 Bkecutive or the Bank, as the case may be, shathtitled to reimbursement for all
reasonable costs, including attorney's fees, ieduoly the Executive or the Bank, as the case maw lohallenging such termination.

12. Change in Control. (a) If during the term atAgreement there is a "change in control" of Ba@k, as such term is defined in sub-
paragraph (c) hereunder, the Executive shall bdezhto receive from the Bank a severance paynmeoonsideration of having bound
himself to employment by the Bank and having foregother business or professional opportunitigsighor potential. The severance
payment shall be a lump sum cash payment equalito f

(4) times the Executive's total compensation, agéim is defined in Section 12(b) of this Agreetémbe made on or before the fifth day
following the date on which the change in contratwurs. (b) For purposes of this section, the terta tompensation shall mean the
Executive's base salary plus the highest cash freaface Bonus paid to the Executive in any of the (d) fiscal years prior to the date of the
change in control, and the value of any other bhnpfovided to the Executive during the year inahtthe change in control occurs which
listed and attached hereto as Exhibit A, as it imagmended from time to time. (c) The term "changmntrol" shall be deemed to have
taken place if: (i) a third person, including adgp" as defined in

Section 13(d)(3) of the Securities Exchange Act@84, becomes the beneficial owner of shares oB#rk having 25% or more of the total
number of votes which may be cast for the eleatiodirectors of the Bank or which, by cumulativetiag, if permitted by the Bank's charter
or bylaws, would enable such third person to &€ or more of the directors of the Bank; or (8)the result of, or in connection with, any
cash tender or exchange offer, merger or any dthginess combination, sales of assets or contektetion, or any combination of the
foregoing transactions, the persons who were diredf the Bank before such transaction shall ceasenstitute a majority of the Board of
the Bank or any successor institution. Notwithstagdhe provisions of this paragraph, a changemtrol of the Bank shall not be deemec



have occurred in the event the Bank undertakesrgaaization to form a bank holding company. (dyAswayments made to the Executive
pursuant to this Agreement are subject to and tiomeéid upon their compliance with 12 USC 1828(kj any regulations promulgated
thereunder. The Bank shall in good faith seek taiabif necessary or required, any consents orayas from the FDIC or any other
applicable regulatory agency and any successomsttheith respect to any payments to be made obangfits to be provided to the
Executive pursuant to the terms of this Agreement.

13. Confidentiality; Injunctive Relief. Recognizitigat the knowledge and information about, or reteghips with, the business associates,
customers, clients, and agents of the Bank araffiteted companies and the business methodsesystplans, and policies of the Bank and
of its affiliated companies which Executive hasdtefore and shall hereafter receive, obtain, aldisth as an employee of the Bank or
otherwise are valuable and unique assets of th&,Blam Executive agrees that, during the continaari¢his Agreement and thereafter,
he/she shall not (otherwise than pursuant to hislbhtes hereunder) disclose without the writtensemt of the Bank, any material or
substantial, confidential, or proprietary know-halafa, or information pertaining to the Bank, srhusiness, personnel, or plans, to any
person, firm, corporation, or other entity, for aepson or purpose whatsoever. Executive acknowsdgd agrees that all memoranda, n
records, and other documents made or compiled legEive or made available to Executive concernirggBank's business shall be the
Bank's exclusive property and shall be deliverekgcutive to the Bank upon expiration or termimatdbf this Agreement or at any other
time upon the request of the Company. The provssairthis Paragraph 13 shall survive the expiratiotermination of this Agreement or a
part thereof, without regard to the reason therdfgecutive hereby acknowledges that the servicés trendered by him/her are of special,
unique, and extraordinary character and, in commeetith such services, he/she will have accesdtdidential information concerning the
Bank's business. By reason of this, Executive aussEnd agrees that if he/she violates any of tbeigions of this Agreement with respect
confidentiality, the Bank would sustain irreparabs&m and, therefore, in addition to any other isewhich the Bank may have under this
Agreement or otherwise, the Bank will be entitledhh injunction to be issued by any court of corapgjurisdiction restraining the Executive
from committing or continuing any such violationtbfs Agreement. The term "Confidential Informationeans: (1) proprietary information
of the Bank; (2) information marked or designatgdh®e Bank as confidential; (3) information, wheatbe not in written form and whether or
not designated as confidential, which is knowrh® Executive as treated by the Bank as confidemtral (4) information provided to the
Bank by third parties which the Bank is obligatekéep confidential, specifically including Bankstemer lists and information. Confident
Information does not include any information nowhereafter voluntarily disseminated by the Banth®public, or which otherwise becon
part of the public domain through lawful means.

14. No assignments. This Agreement is personaic¢t ef the parties hereto. Neither party may assigielegate any of his or its rights or
obligations hereunder without first obtaining thetten consent of the other party. However, indkent of the death of the Executive all his
rights to receive payments hereunder shall becaghésrof his estate.

15. Benefits. Any benefits due or provided hereutid¢he Executive shall be in addition to, and inaubstitution of, any benefit to which
the Executive is otherwise entitled to without nebt the Agreement.

16. Mitigation. The Executive shall not be oblighte seek other employment in mitigation of the ante payable or arrangements made
under any provision of this Agreement, and the inirtg of any such other employment shall in no éedfect any reduction of the Bank's
obligation to make the payments and arrangemeqtsrezl to be made under this Agreement.

17. Notices. All notices required by this Agreemienbe given by one party to the other shall beriting and shall be deemed to have been
delivered either:

(&) When personally delivered to the Office of 8exretary of the Bank at his regular corporateceffor the Executive in person; or
(b) Five days after depositing such notice in timétédl States mails, certified mail with return ripteequested and postage prepaid, to:

(i) the Bank:

c/o Office of the Secretary of the Bank
FirstBank Puerto Rico
PO Box 9146
Santurce, PR 00908-0146

(i) the Executive:
Mr. Aurelio Aleman Calle San Paolo #4 Monte AlverGuaynabo, PR 00969
or to such other address as either party may datgida the other by notice in writing in accordangth the terms hereof.

18. Amendments or Additions; Action by Board of &itors. No amendments or additions to this Agreermsigall be binding unless in writing
and signed by both parties. The prior approval byathirds affirmative vote of the full Board ofif@ctors of the Bank shall be required in
order for the Bank to authorize any amendmentslditians to this Agreement, to give any consentwaivers of provisions of this
Agreement, or to take any other action under tlgee@ment including any termination of the employharihe Executive with or withot



cause under Paragraph 10 hereof.

19. Section Headings. The Paragraph headings nshaiAgreement are included solely for convengeand shall not affect, or be used in
connection with, the interpretation of this Agreerme

20. Severability. The provisions of this Agreemsimall be deemed severable and the invalidity onfareeability of any provision shall not
affect the validity or enforceability of the othgrovisions hereof.

21. Governing Law. This Agreement shall be govermgthe laws of the Commonwealth of Puerto Ricondéfor the litigation of any and
all matters arising under or in connection wittstAgreement shall be in the Superior Court forGeenmonwealth of Puerto Rico, in San
Juan, in the case of state court jurisdiction, wtlaose 21 of this Agreement is not legally apiliea

22. Arbitration. Any controversy as to the inteat®n of this contract must be submitted beforedharbitrators to be appointed by the
American Arbitration Association ("AAA"). The ruleend regulations of the AAA shall govern the praged of said arbitration. The awarc
a majority of arbitrators shall be binding and fina the parties.

FIRSTBANK PUERTO RICO

/'Sl German Mal ar et

ATTEST: / s/ Angel Al varez-Perez

EXECUTI VE: /s/ Aurelio Al enman



EMPLOYMENT AGREEMENT

AGREEMENT, dated as of May 14, 1998, by and betwe&STBANK PUERTO RICO (the "Bank") and FernanddBatlle (the
"Executive").

WHEREAS, the Bank wishes to retain the servicethefExecutive and the retention of the Executisetwices for and on behalf of the Bank
is of material importance to the preservation amtb@cement of the value of the Bank's business;

WHEREAS, the Board of Directors of the Bank hasraped and authorized the entry into this Agreemetit the Executive to take effect
immediately upon execution of the same;

WHEREAS , the parties desire to enter into thiseflgnent setting forth the terms and conditions efeimployment relationship of the Bank
and the Executive;

NOW, THEREFORE, in consideration of the foregoimgl ghe mutual covenants and agreements hereipatties hereto agree as follov

1. Employment. The Bank agrees to continue to eyniile Executive and the Executive agrees to coatinihe employment of the Bank for
the period stated in Paragraph 4 hereof and upoottier terms and conditions herein provided.

2. Position and Responsibilities. The Executivengployed as an Executive Vice President, and shaly out and render to the Bank such
services as are customarily performed by persanated in a similar executive and professional céypaThe Executive shall also perform
such other related duties as he may from timene the reasonably directed, including, but not kehito performing duties for the Bank or for
any of its present or future subsidiaries. The Exee shall report to the President and Chief ExigeuOfficer of the Bank, or to any
Executive Officer designated by the President eBbard of Directors.

3. Duties. During the period of employment hereunded except for iliness, vacation periods, armdoaable leaves of absence, the Exec
shall devote his business time, attention, skilt] afforts to the faithful performance of his dstleereunder as is customary for an executive
holding a similar position in a financial institoti of comparable size.

The Executive agrees that during the term of hiplepment hereunder, except with the express cordfehe Board of Directors he will not,
directly or indirectly, engage or participate, beeodirector of, or render advisory or other serviftg, or in connection with, or become
interested in, or make any financial investmerdny firm, corporation, business entity or businas®rprise competitive with or to any
business of the Bank; provided, however, that tkechtive shall not thereby be precluded or probibfrom owning passive investments,
including investments in the securities of othaaficial institutions, so long as such ownershipsdus require him to devote substantial time
to management or control of the business or aigs/ih which he has invested.

4. Term. The initial term of employment under tAgreement shall be for a period of four (4) yeamsnmencing on the date hereof and
terminating May 14, 2002. On each anniversary efdhate of commencement of this Agreement, the téremployment hereunder shall
automatically be extended for an additional oneyé8r period beyond the then effective expiratiatedunless either party receives written
notice, not less than 90 days prior to the annargrdate, advising the other party that this Agreetshall not be further extended. Any such
written notice shall not affect any prior extensia@f the term of employment hereunder.

5. Standards. The Executive shall perform his dwtied responsibilities under this Agreement in edamoce with such reasonable standards ac
are established from time to time by the Board iwé&ors and/or management of the Bank. The reddenass of such standards shall be
measured against standards for executive perforengeigerally prevailing in the banking industry.

Notwithstanding anything to the contrary, nothinghis Agreement will be interpreted in any manwbich would tend to limit or interfer
with the authority or oversight duties and disanetof the Board of Directors to establish adeqgaidelines for the effective management of
the Bank.

6. Compensation and Reimbursement of Expenses.
a) Compensation

The Bank agrees to pay the Executive during tha tdrthis Agreement a base salary of not less #209,000 per year. The performance of
the Executive shall be reviewed annually by therBad Directors and the salary provided herein hayncreased, but not decreased, in
accordance with the recommendation of the Compems@ommittee. The salary provided herein shallbepaid less frequently than
monthly.

b) Performance Bonus

In addition to the salary set forth above, the grenance of the Executive and of the Bank durindie@ar of employment shall be evaluated
on the basis of the Bank's achievement of the peeained business objectives contained in the Baarkhual business plan. The contribu



of the Executive to the achievement of the Banktsual business objectives and his performancedh sther functions as may be reasonably
put under his charge, will be evaluated by the iBezs and Chief Executive Officer who may recommemthe Compensation Committee
payment of a performance bonus in an amount whiefCompensation Committee may determine at itsetiso.

¢) Stock Options

The Executive will be entitled to participate indaceive the benefits of any stock option, prsffidring, or other plans, benefits and
privileges given to employees and executives oBhek or its subsidiaries and affiliates which newxist or may come into existence
hereafter, to the extent commensurate with his theies and responsibilities, as fixed by the Comspion Committee and approved by the
Board of Directors. The terms and conditions othsstock options will be within the parameters setif in the employee stock option plan of
the Bank or other similar plan under which a bdrafprivilege is made available.

d) Automobile Expenses.

(i) The Bank shall provide the Executive with a gamy owned automobile. Such automobile will be ifslrad in accordance with existing
executive automobile policy as approved by the BadiDirectors. All expenses, including but notilied to insurance, maintenance, repairs,
fuel, and lubrication services, shall be providgdh®e Bank.

(i) Monthly or not more than thirty (30) days aftbe expenses are incurred, the Bank shall pagimburse the Executive for any gasoline,
oil and maintenance or repair expenses which tleeltive incurs directly in the operation of theamobbile provided hereunder.

e) Reimbursement of Expenses.

Not less frequently than monthly, the Bank shayl pareimburse the Executive for all reasonabledrand other expenses incurred by
Executive in the performance of his duties under Agreement.

f) Office.

The Bank shall furnish the Executive with a privatiice, a private secretary and such other assistand accommodations as shall be
suitable to the character of the Executive's pmsitvith the Bank and adequate for the performarégsaduties hereunder.

7. Participation in Benefit Plans. The payments laewkfits provided hereunder are in addition to pesyment and benefits to which Execu
may be or may become entitled under any other ptesduture group employee benefit plan or progadrthe Bank for which executives &
or shall become eligible, and the Executive shaleligible to receive all benefits and entitlemdntswhich the executives are eligible under
every such plan or program.

8. Voluntary Absences; Vacations and Sick Leave Ekecutive shall be entitled, without loss of payabsent himself voluntarily for
reasonable periods of time from the performande®fiuties and responsibilities under this Agreeim&th such voluntary absences shall
count either as paid vacation time or sick leavdess otherwise provided by the Board of Directdfe Executive shall be entitled to an
annual paid vacation of 18 working days per yeasuzh longer periods as the Board of Directors apyrove, which vacations shall be
scheduled by the Executive with the prior apprafahe President and Chief Executive Officer or ather officer to whom the Executive
reports, taking into account the needs of the Baihk. Executive may accumulate unused paid vacétimnfrom one calendar year to the
next; provided, that such accumulation shall naeexl 36 working days of unused vacation time froior years. The Executive shall be
entitled to up to 15 non-cumulative working daysaid sick leave per year or such longer periothafoard of Directors may approve.

9. Benefits Payable Upon Disability or Death. ThenB shall, at all times, maintain in effect disdpiand death benefits insurance for the
benefit of the Executive in an amount at least etputhat maintained for executives of similar rarid which will not be less than that
maintained by the Bank for all officers and emples.eProvided that the Bank may increase but neaenedse the benefits which the
Executive and/or the Executive's heirs would béledtto thereunder.

10. Disability.

(a) If the Executive shall become disabled or imcitated for a number of consecutive days exceetiioge to which he is entitled as sick-
leave, and it is determined that he will continaéemporarily be unable to perform his duties uriter Agreement, he shall nevertheless
continue to receive 60% of his compensation, exetusf any benefits which may be in effect for Bamkployees under Paragraph 7 hereof
until such time as he may rejoin active employmeimion returning to active duty, the Executive'$ dompensation as set forth in this
Agreement shall be reinstated. In the event traEtkecutive returns to active employment on othanta full-time basis, then his
compensation (as set forth in Paragraph 6 of tigieément) shall be reduced in proportion to the tapent in said employment.

(b) For purposes of this Agreement, the Executhadl $e deemed to be permanently disabled or irwtgted if the Executive, due to physi
or mental iliness, shall have been absent frondtiies with the Bank on a full-time basis for thoemsecutive months. In such case, the
Board of Directors may remove the Executive fronplEryment and may employ another executive in sagacity; provided, that, if the
Executive shall not agree with a determinatioretmove him/her because of disability or incapacftg,question of the Executive's ability



continue in active employment shall be submittedriompartial and reputable physician selectechbypiarties hereto and such physician's
determination on the question of disability or ipaeity shall be binding. If it is determined thiag¢ tExecutive is permanently disabled, he ¢
nevertheless continue to receive 60% of his congiesfor the remaining term of this Agreement.

(c) There shall be deducted from the amounts maild Executive hereunder during any period ofldigg or incapacitation as described
herein, any amounts actually paid to the Execugiusuant to any disability insurance or other ssmfuch program, as provided in Paragraph
9 hereof, which the Bank has instituted or mayitntgt on behalf of its employees for the purposeahpensating the Executive in the event
of disability.

11. Termination of Employment.

(a) Without cause. The Board of Directors may, withcause, terminate this Agreement at any timeyivipg 90 days written notice to the
Executive. In such event, the Executive, if reqeedty the Board of Directors, shall continue tadearhis services, and shall be paid his
regular salary up to the date of termination. Iditioin, the Executive shall be paid from the ddtéeomination a severance payment of four
(4) years base salary (less all amounts requiree teithheld and deducted), such payment to be nimesigbstantially equal semimonthly
installments on the fifteenth and last days of eaonth, or if these days are nonbusiness days$yimediately preceding business day,
commencing with the month in which the date of feation occurs and continuing for 24 consecutivaiggnthly payment dates.

The Executive may, without cause, terminate thesAgrent by giving 90 days written notice to the BlaafrDirectors. In such event, the
Executive shall continue to render his servicessradl be paid his regular salary up to the datewhination, but shall not receive any
severance payment. In the event that the Exectdimginates his agreement without cause, the Baalk Is& entitled to enjoin the employm:
of the Executive as an officer or employee of agyiicant competitor of the Bank for a period afeoyear. The term "significant competiti
shall mean any bank, savings bank or savings arddssociation which at the date of its employmétite Executive has total assets of one
billion dollars or more and a home or branch offitcany city in Puerto Rico. In consideration o thxecutive entering into this non-
competition agreement, he shall receive an amdub® 000 which amount is for purposes of this Agnent included as part of the
Executive's base salary.

(b) With Cause. The Board of Directors may, at amg, terminate this Agreement for cause. In suang the Executive shall not be entitled
to receive any further compensation from the dateotice of termination. For the purpose of thisrégment, "termination for cause" shall
include any act or omission on the part of the E%ige which involves personal dishonesty, willfulstonduct, breach of fiduciary duty, a
material violation of any law, rule or regulatiaglating to the banking industry or a material breatany provision of this Agreement, such
as the willful and continued failure of the Exewetio perform the duties herein set forth. No adadure to act on the Executive's part shall
be considered "willful" unless done, or omittecb&done, by him/her not in good faith and with@asonable belief that his action or
omission was in the best interest of the Bank.femposes of this paragraph, any act or omissi@tton the part of the Executive in reliance
upon an opinion of counsel to the Bank or to thedttive shall not be deemed to be willful or withceasonable belief that the act or
omission to act was in the best interest of thekBan

The Executive may, with cause, terminate this Agreet. For purposes of this paragraph, terminatiith gause shall mean a failure of the
Bank to comply with any material provision of tligreement, which failure has not been cured wiflsrdays of receipt of a written notice
by the Executive of such noncompliance by the Bank.

(c) If the Executive is suspended and/or prohibftech participating in the conduct of the Bank'taab by a notice or order served under
Sections 8(e)(3), (e)(4) or (g)(1) of the Federapbsit Insurance Act

[12 USC 1818(e)(3), (e)(4) and (g)(1)], or any othienilar provision of state or federal law nowpilace or enacted in future, the Bank's
obligations under this Agreement shall be suspenadeaf the date of service, unless such prohibdiwd/or suspension is stayed by
appropriate proceedings. If after a hearing is la@ld upon judicial review, the notice or order sumsting and/or prohibiting the Executive
from participating in the affairs of the Bank isndiomed, then this Agreement shall be terminatetthwause. If the charges in the notice or
order are dismissed, the Bank shall: (i) pay thedative all the compensation withheld while thetcactual obligations were suspended and
(i) reinstate, in whole or in part, any of the ighltions which were suspended.

(d) If the Bank is in default, as defined to mearedjudication or other official determination of@urt of competent jurisdiction, the
appropriate Federal banking agency or other pahithority pursuant to which a conservator, recedresther legal custodian is appointed for
the Bank for the purpose of liquidation, all obtigas under this Agreement shall terminate as efd#ate of default, but rights of the
Executive to compensation earned as of the datrmwination shall not be affected.

(e) In the event that the Executive is terminateleoterminates this Agreement, in a manner whiolates the provisions of this Paragraph
11, as determined by the arbitration procedureigsain Paragraph 21, the Executive or the Bankh@gase may be, shall be entitled to
reimbursement for all reasonable costs, includitay@ey's fees, incurred by the Executive or thalBas the case may be, in challenging
such termination.

12. Change in Control.

(a) If during the term of this Agreement there Iklhange in control" of the Bank, as such termefireéd in sub-paragraph (c) hereunder, the
Executive shall be entitled to receive from the Barseverance payment in consideration of havinmfdimself to employment by the Be
and having foregone other business or professmp@brtunities, actual or potential. The severarmanent shall be a lump sum cash payr



equal to four (4) times the Executive's total congation, as the term is defined in Section 12(lihisf Agreement, to be made on or before
the fifth day following the date on which the charg control occurs.

(b) For purposes of this section, the term totahgensation shall mean the Executive's base salasythe highest cash Performance Bonus
paid to the Executive in any of the four (4) fisgahrs prior to the date of the change in contnod] the value of any other benefits provide
the Executive during the year in which the chamgeointrol occurs which are listed and attachedthexg Exhibit A, as it may be amended
from time to time.

(c) The term "change in control" shall be deemelaee taken place if: (i) a third person, includantgroup” as defined in Section 13(d)(3]
the Securities Exchange Act of 1934, becomes theflmal owner of shares of the Bank having 25%nore of the total number of votes
which may be cast for the election of directorshef Bank or which, by cumulative voting, if perradtby the Bank's charter or bylaws, would
enable such third person to elect 25% or moreefiirectors of the Bank; or (ii) as the resultafjn connection with, any cash tender or
exchange offer, merger or any other business caatibin sales of assets or contested election,yocambination of the foregoing
transactions, the persons who were directors oBtrk before such transaction shall cease to ¢ates majority of the Board of the Bank
any successor institution. Notwithstanding the miowns of this paragraph, a change in control efBlank shall not be deemed to have
occurred in the event the Bank undertakes a retgiion to form a bank holding company.

(d) Any payments made to the Executive pursuathifoAgreement are subject to and conditioned upein compliance with 12 USC 1828
(k) and any regulations promulgated thereunder.Bdnk shall in good faith seek to obtain, if neegg®r required, any consents or appra
from the FDIC or any other applicable regulatorgragy and any successors thereto with respect tpayypents to be made or any benefit
be provided to the Executive pursuant to the tesfrithis Agreement.

13. Confidentiality; Injunctive Relief. Recognizitigat the knowledge and information about, or reteghips with, the business associates,
customers, clients, and agents of the Bank araffiteted companies and the business methodsesysstplans, and policies of the Bank and
of its affiliated companies which Executive hasdtefore and shall hereafter receive, obtain, aldisth as an employee of the Bank or
otherwise are valuable and unique assets of th&,Blam Executive agrees that, during the continaari¢his Agreement and thereafter, he
shall not (otherwise than pursuant to his dutigsimeder) disclose without the written consent efBank, any material or substantial,
confidential, or proprietary know-how, data, ordrrhation pertaining to the Bank, or its businegsspnnel, or plans, to any person, firm,
corporation, or other entity, for any reason ompmse whatsoever. Executive acknowledges and atfraeall memoranda, notes, records, and
other documents made or compiled by Executive ataravailable to Executive concerning the Bank'snass shall be the Bank's exclusive
property and shall be delivered by Executive toBaek upon expiration or termination of this Agresrhor at any other time upon the
request of the Company.

The provisions of this Paragraph 13 shall surviveeexpiration or termination of this Agreement ny gart thereof, without regard to the
reason therefor.

Executive hereby acknowledges that the services t@ndered by him/her are of special, unique,extichordinary character and, in
connection with such services, he will have actes®nfidential information concerning the Bankisiness. By reason of this, Executive
consents and agrees that if he violates any gbittésions of this Agreement with respect to coefitiality, the Bank would sustain
irreparable harm and, therefore, in addition to atiner remedies which the Bank may have underfisement or otherwise, the Bank will
be entitled to an injunction to be issued by anyrtof competent jurisdiction restraining the Exeei from committing or continuing any
such violation of this Agreement. The term "Confitdal Information" means: (1) proprietary infornatiof the Bank; (2) information marked
or designated by the Bank as confidential; (3)rimfation, whether or not in written form and whetbenot designated as confidential, which
is known to the Executive as treated by the Bandoasidential; and (4) information provided to tBank by third parties which the Bank is
obligated to keep confidential, specifically indlugl Bank customer lists and information. Confidehtnformation does not include any
information now or hereafter voluntarily dissemidiby the Bank to the public, or which otherwisedimes part of the public domain
through lawful means.

14. No assignments. This Agreement is personaic¢th ef the parties hereto. Neither party may assigielegate any of his or its rights or
obligations hereunder without first obtaining thetten consent of the other party. However, indkient of the death of the Executive all his
rights to receive payments hereunder shall becaghésrof his estate.

15. Benefits. Any benefits due or provided hereuid¢he Executive shall be in addition to, and inaubstitution of, any benefit to which
the Executive is otherwise entitled to without neb the Agreement.

16. Mitigation. The Executive shall not be oblighte seek other employment in mitigation of the ante payable or arrangements made
under any provision of this Agreement, and the inirtg of any such other employment shall in no éedfect any reduction of the Bank's
obligation to make the payments and arrangemeqtsresl to be made under this Agreement.

17. Notices. All notices required by this Agreemienbe given by one party to the other shall beriting and shall be deemed to have been
delivered either:

(&) When personally delivered to the Office of Bexretary of the Bank at his regular corporateceffor the Executive in person;



(b) Five days after depositing such notice in timétédl States mails, certified mail with return ripteequested and postage prepaid, to: (i) the
Bank: c/o Office of the Secretary of the Bank Bestk Puerto Rico PO Box 9146 Santurce, PR 00908-014

(i) the Executive:
Mr. Fernando L. Batlle 44 Calle Principe AlbertobUEstancias Reales Guaynabo, PR 00969
or to such other address as either party may datgida the other by notice in writing in accordandth the terms hereof.

18. Amendments or Additions; Action by Board of &itors. No amendments or additions to this Agreermsigall be binding unless in writing
and signed by both parties. The prior approval byathirds affirmative vote of the full Board ofif@ctors of the Bank shall be required in
order for the Bank to authorize any amendmentsliditians to this Agreement, to give any consentwaivers of provisions of this
Agreement, or to take any other action under tigses@ment including any termination of the employtra@ithe Executive with or without
cause under Paragraph 10 hereof.

19. Section Headings. The Paragraph headings nshaiAgreement are included solely for convengeand shall not affect, or be used in
connection with, the interpretation of this Agreermne

20. Severability. The provisions of this Agreemsimall be deemed severable and the invalidity onfareeability of any provision shall not
affect the validity or enforceability of the othgrovisions hereof.

21. Governing Law. This Agreement shall be goverdmgthe laws of the Commonwealth of Puerto RiconMefor the litigation of any and
all matters arising under or in connection wittstAgreement shall be in the Superior Court forGoenmonwealth of Puerto Rico, in San
Juan, in the case of state court jurisdiction, wtlanse 21 of this Agreement is not legally apiiea

22. Arbitration. Any controversy as to the inteat®n of this contract must be submitted beforedharbitrators to be appointed by the
American Arbitration Association ("AAA"). The rulemnd regulations of the AAA shall govern the praged of said arbitration. The awarc
a majority of arbitrators shall be binding and fina the parties.

FIRSTBANK PUERTO RICO

/'Sl German Mal ar et

ATTEST: /s/ Antoni o Escriba

EXECUTI VE: / s/ Fernando L. Batlle



EMPLOYMENT AGREEMENT

AGREEMENT, dated as of May 26, 1998, by and betwe&STBANK PUERTO RICO (the "Bank") and RandolfovBia Sanfeliz (the
"Executive").

WHEREAS, the Bank wishes to retain the servicethefExecutive and the retention of the Executisetwices for and on behalf of the Bank
is of material importance to the preservation amtb@cement of the value of the Bank's business;

WHEREAS, the Board of Directors of the Bank hasraped and authorized the entry into this Agreemetit the Executive to take effect
immediately upon execution of the same;

WHEREAS , the parties desire to enter into thiseflgnent setting forth the terms and conditions efeimployment relationship of the Bank
and the Executive;

NOW, THEREFORE, in consideration of the foregoimgl ghe mutual covenants and agreements hereipatties hereto agree as follov

1. Employment. The Bank agrees to continue to eyniile Executive and the Executive agrees to coatinihe employment of the Bank for
the period stated in Paragraph 4 hereof and upoottier terms and conditions herein provided.

2. Position and Responsibilities. The Executivengployed as an Executive Vice President, and shaly out and render to the Bank such
services as are customarily performed by persanated in a similar executive and professional céypaThe Executive shall also perform
such other related duties as he may from timene the reasonably directed, including, but not kehito performing duties for the Bank or for
any of its present or future subsidiaries. The E#ee shall report to the Senior Executive Viceditent and Chief Lending Officer of the
Bank, or to any Executive Officer designated byRhesident or the Board of Directors.

3. Duties. During the period of employment hereunded except for iliness, vacation periods, armdoaable leaves of absence, the Exec
shall devote his business time, attention, skilt] afforts to the faithful performance of his dstleereunder as is customary for an executive
holding a similar position in a financial institoti of comparable size.

The Executive agrees that during the term of hiplepment hereunder, except with the express cordfehe Board of Directors he will not,
directly or indirectly, engage or participate, beeodirector of, or render advisory or other serviftg, or in connection with, or become
interested in, or make any financial investmerdny firm, corporation, business entity or businas®rprise competitive with or to any
business of the Bank; provided, however, that tkechtive shall not thereby be precluded or probibfrom owning passive investments,
including investments in the securities of othaaficial institutions, so long as such ownershipsdus require him to devote substantial time
to management or control of the business or aigs/ih which he has invested.

4. Term. The initial term of employment under tAgreement shall be for a period of four (4) yeamsnmencing on the date hereof and
terminating May 31, 2002. On each anniversary efdate of commencement of this Agreement, the tédremployment hereunder shall
automatically be extended for an additional oneyé8r period beyond the then effective expiratiatedunless either party receives written
notice, not less than ninety (90) days prior toahaiversary date, advising the other party thiatAlgreement shall not be further extended.
Any such written notice shall not affect any préottensions of the term of employment hereunder.

5. Standards. The Executive shall perform his dutied responsibilities under this Agreement in edamoce with such reasonable standards ac
are established from time to time by the Board imé&ors and/or management of the Bank. The reddeness of such standards shall be
measured against standards for executive perforengeigerally prevailing in the banking industry.

Notwithstanding anything to the contrary, nothinghis Agreement will be interpreted in any manwbich would tend to limit or interfer
with the authority or oversight duties and disanetof the Board of Directors to establish adeqgaidelines for the effective management of
the Bank.

6. Compensation and Reimbursement of Expenses.
a) Compensation

The Bank agrees to pay the Executive during tha tdrthis Agreement a base salary of not less twarhundred thousand dollars ($200,C
per year, and a signing bonus of fifty thousandadsl($50,000) at the term of the execution of Ensployment Agreement. The performance
of the Executive shall be reviewed annually byBloard of Directors and the salary provided heredy ime increased, but not decreased, in
accordance with the recommendation of the Compems@ommittee. The salary provided herein shallbepaid less frequently than
monthly.

b) Performance Bonus

In addition to the salary set forth above, the grenance of the Executive and of the Bank durindve@ar of employment shall be evalua



on the basis of the Bank's achievement of the peeaidned business objectives contained in the Baarkhual business plan. The contribution
of the Executive to the achievement of the Banktsual business objectives and his performancedh sther functions as may be reasonably
put under his charge, will be evaluated by the iBeed and Chief Executive Officer and/or the Setfigecutive Vice President and Chief
Lending Officer who may recommend to the Compensafiommittee payment of a performance bonus imasuat which the

Compensation Committee may determine at its disereThe performance bonus payable on January 4889he performance bonus
payable on January 2000 will not be less than emelfed thousand dollars ($100,000) per each suatsye

c¢) Stock Options

The Executive will be entitled to participate indareceive the benefits of any stock option, prsffidring, or other plans, benefits and
privileges given to employees and executives oBhek or its subsidiaries and affiliates which newxist or may come into existence
hereafter, to the extent commensurate with his theies and responsibilities, as fixed by the Comspéion Committee and approved by the
Board of Directors. The terms and conditions othsstock options will be within the parameters setif in the employee stock option plan of
the Bank or other similar plan under which a bdrmfprivilege is made available. Notwithstandihg above, simultaneously with the
execution of this Employment Agreement, and asgegral part of the recruitment package agreed upenExecutive will receive stock
options for forty thousand (40,000) shares.

d) Automobile Expenses.

(i) The Bank shall provide the Executive with a gamy owned automobile. Such automobile will be ifslrad in accordance with existing
executive automobile policy as approved by the BadiDirectors. All expenses, including but notilied to insurance, maintenance, repairs,
fuel, and lubrication services, shall be providgdh®e Bank.

(i) Monthly or not more than thirty (30) days aftbe expenses are incurred, the Bank shall pagimburse the Executive for any gasoline,
oil and maintenance or repair expenses which tleelikve incurs directly in the operation of theamobile provided hereunder.

e) Reimbursement of Expenses.

Not less frequently than monthly, the Bank shajl pareimburse the Executive for all reasonabledrand other expenses incurred by
Executive in the performance of his duties under Agreement.

f) Office.

The Bank shall furnish the Executive with a privatiice, a private secretary and such other assistand accommodations as shall be
suitable to the character of the Executive's pmsitvith the Bank and adequate for the performarfidésaduties hereunder.

g) Membership at club
The Bank shall pay all initiation and monthly feetated to a full membership for the Executivetia Dorado Beach Hotel.

7. Participation in Benefit Plans. The payments lagwkefits provided hereunder are in addition to geasyment and benefits to which Execu
may be or may become entitled under any other ptesduture group employee benefit plan or progadrthe Bank for which executives ¢
or shall become eligible, and the Executive shaleligible to receive all benefits and entitlemdntswhich the executives are eligible under
every such plan or program.

8. Voluntary Absences; Vacations and Sick Leave Ekecutive shall be entitled, without loss of payabsent himself voluntarily for
reasonable periods of time from the performandeistiuties and responsibilities under this Agreemath such voluntary absences shall
count either as paid vacation time or sick leavdess otherwise provided by the Board of Directdfe Executive shall be entitled to an
annual paid vacation of eighteen (18) working dagisyear, or such longer periods as the Board @fdbrs may approve, which vacations
shall be scheduled by the Executive with the prjgproval of the Senior Executive Vice President @haef Lending Officer, taking into
account the needs of the Bank. The Executive meyraglate unused paid vacation time from one caleyelar to the next; provided, that
such accumulation shall not exceed thsity{36) working days of unused vacation time frprior years. The Executive shall be entitled tc
to fifteen (15) non-cumulative working days of paidk leave per year or such longer period as ther@®of Directors may approve.

9. Benefits Payable Upon Disability or Death. ThenB shall, at all times, maintain in effect disapiand death benefits insurance for the
benefit of the Executive in an amount at least etyuthat maintained for executives of similar raarid which will not be less than that
maintained by the Bank for all officers and emplesieProvided that the Bank may increase but neaenedse the benefits which the
Executive and/or the Executive's heirs would béledtto thereunder.

10. Disability.

(a) If the Executive shall become disabled or icitated for a number of consecutive days excedtlioge to which he is entitled as sick-
leave, and it is determined that he will continoieetmporarily be unable to perform his duties uritlier Agreement, he shall neverthel



continue to receive sixty percent (60%) of hisltotampensation, exclusive of any benefits which rbayn effect for Bank employees under
Paragraph 7 hereof until such time as he may rejclive employment. Upon returning to active dtity, Executive's full compensation as set
forth in this Agreement shall be reinstated. In¢kent that the Executive returns to active emplayhon other than a full-time basis, then his
compensation (as set forth in Paragraph 6 of tigieé&ment) shall be reduced in proportion to the thpent in said employment.

(b) For purposes of this Agreement, the Executhadl $e deemed to be permanently disabled or irgtgted if the Executive, due to physi
or mental iliness, shall have been absent frondbiies with the Bank on a full-time basis for th(8g consecutive months. In such case, the
Board of Directors may remove the Executive fronplEryment and may employ another executive in sagacity; provided, that, if the
Executive shall not agree with a determinatioretmove him because of disability or incapacity,dbestion of the Executive's ability to
continue in active employment shall be submittedrtompartial and reputable physician selectechbypiarties hereto and such physician's
determination on the question of disability or ipaeity shall be binding. If it is determined thia¢ tExecutive is permanently disabled, he
nevertheless continue to receive sixty percent (j6@his total compensation for the remaining ternthis Agreement.

(c) There shall be deducted from the amounts meild Executive hereunder during any period oflidigg or incapacitation as described
herein, any amounts actually paid to the Execugivesuant to any disability insurance or other ssmluch program, as provided in Paragraph
9 hereof, which the Bank has instituted or mayitimist on behalf of its employees for the purposearfipensating the Executive in the event
of disability.

11. Termination of Employment.

(a) Without cause. The Board of Directors may, withcause, terminate this Agreement at any timeyiving ninety (90) days written notice
to the Executive. In such event, the Executivegdfuested by the Board of Directors, shall contittueender his services, and shall be paic
regular salary up to the date of termination. Iditon, the Executive shall be paid from the détéeomination a severance payment of four
(4) years base salary (less all amounts requiree teithheld and deducted), such payment to be rimesigbstantially equal semimonthly
installments on the fifteenth and last days of eachth, or if these days are nonbusiness daysmimediately preceding business day,
commencing with the month in which the date of feation occurs and continuing for twenty-four (2énsecutive semimonthly payment
dates.

The Executive may, without cause, terminate theesAgrent by giving ninety

(90) days written notice to the Board of Directdrssuch event, the Executive shall continue talegris services and shall be paid his
regular salary up to the date of termination, Imatllsnot receive any severance payment. In thetdhiahthe Executive terminates his
agreement without cause, the Bank shall be entitieshjoin the employment of the Executive as dic@f or employee of any significant
competitor of the Bank for a period of one (1) yd@dre term "significant competitor" shall mean dank, savings bank or savings and loan
association which at the date of its employmerthefExecutive has total assets of one billion dslta more and a home or branch office in
any city in Puerto Rico. In consideration of theeEutive entering into this non-competition agreetnlea shall receive an amount of $50,000
which amount is for purposes of this Agreementudel as part of the Executive's base salary.

(b) With Cause. The Board of Directors may, at amg, terminate this Agreement for cause. In su@ng the Executive shall not be entitled
to receive any further compensation from the dateotice of termination. For the purpose of thisrégment, "termination for cause" shall
include any act or omission on the part of the Exge which involves personal dishonesty, willfuistonduct, breach of fiduciary duty, a
material violation of any law, rule or regulaticglating to the banking industry or a material breatany provision of this Agreement, such
as the willful and continued failure of the Exewetio perform the duties herein set forth. No adadure to act on the Executive's part shall
be considered "willful" unless done, or omittecbtodone, by him not in good faith and without reedide belief that his action or omission
was in the best interest of the Bank. For purpo$disis paragraph, any act or omission to act enpidut of the Executive in reliance upon an
opinion of counsel to the Bank or to the Execusitiall not be deemed to be willful or without reaaole belief that the act or omission to act
was in the best interest of the Bank.

The Executive may, with cause, terminate this Agreet. For purposes of this paragraph, terminatith gause shall mean a failure of the
Bank to comply with any material provision of tiligreement, which failure has not been cured wifiifeen (15) days of receipt of a written
notice by the Executive of such noncompliance leyBank, to such case the Executive shall be elhtitliehe same severance payment set
forth for cases of termination without cause by Bagk.

(c) If the Executive is suspended and/or prohibftech participating in the conduct of the Bank'taab by a notice or order served under
Sections

8(e)(3), (e)(4) or (g)(1) of the Federal Deposgurance Act [12 USC 1818(e)(3), (e)(4) and (g)(@)Jany other similar provision of state or
federal law now in place or enacted in future,Blamk's obligations under this Agreement shall Ispsanded as of the date of service, unless
such prohibition and/or suspension is stayed byapjate proceedings. If after a hearing is held apon judicial review, the notice or order
suspending and/or prohibiting the Executive frontipgoating in the affairs of the Bank is confirmeten this Agreement shall be terminated
with cause. If the charges in the notice or orderdismissed, the Bank shall: (i) pay the Executiv¢he compensation withheld while the
contractual obligations were suspended and (ijstaie, in whole or in part, any of the obligatievtich were suspended.

(d) If the Bank is in default, as defined to mearedjudication or other official determination of@urt of competent jurisdiction, the
appropriate Federal banking agency or other pahithority pursuant to which a conservator, recedresther legal custodian is appointed for
the Bank for the purpose of liquidation, all obtigas under this Agreement shall terminate as efd#te of default, but rights of the
Executive to compensation earned as of the datrmwiination shall not be affecte



(e) In the event that the Executive is terminateleoterminates this Agreement, in a manner whiolates the provisions of this Paragraph
11, as determined by the arbitration procedureigsain Paragraph 22, the Executive or the Bankh@gase may be, shall be entitled to
reimbursement for all reasonable costs, includitay@ey's fees, incurred by the Executive or thalBas the case may be, in challenging
such termination.

12. Change in Control.

(a) If during the term of this Agreement there Ixhange in control" of the Bank, as such termefireéd in sub-paragraph (c) hereunder, the
Executive shall be entitled to receive from the Barseverance payment in consideration of havinmfdimself to employment by the Be
and having foregone other business or professigp@brtunities, actual or potential. The severarayanent shall be a lump sum cash payr
equal to four (4) times the Executive's total congation, as the term is defined in Section 12(lihisf Agreement, to be made on or before
the fifth day following the date on which the charg control occurs.

(b) For purposes of this section, the term totahgensation shall mean the Executive's base salasythe highest cash Performance Bonus
paid to the Executive in any of the four (4) fisgahrs prior to the date of the change in con&nadl the value of any other benefits provide
the Executive during the year in which the chamgeointrol occurs which are listed and attachedthexe Exhibit A, as it may be amended
from time to time.

(c) The term "change in control" shall be deemelaee taken place if:

(i) a third person, including a "group" as define®bection 13(d)(3) of the Securities Exchange #&ct934, becomes the beneficial owner of
shares of the Bank having twenty-five percent (28%nore of the total number of votes which maycast for the election of directors of the
Bank or which, by cumulative voting, if permitteg the Banks charter or bylaws, would enable suil fherson to elect twenty-five percent
(25%) or more of the directors of the Bank; or &$) the result of, or in connection with, any cesider or exchange offer, merger or any c
business combination, sales of assets or conteltetion, or any combination of the foregoing tet®ons, the persons who were directors of
the Bank before such transaction shall cease tstitote a majority of the Board of the Bank or augcessor institution. Notwithstanding the
provisions of this paragraph, a change in contfthe Bank shall not be deemed to have occurrédarevent the Bank undertakes a
reorganization to form a bank holding company.

(d) Any payments made to the Executive pursuathifoAgreement are subject to and conditioned upein compliance with 12 USC 1828
(k) and any regulations promulgated thereunder.Bdngk shall in good faith seek to obtain, if neegg®r required, any consents or appra
from the FDIC or any other applicable regulatorgragy and any successors thereto with respect tpayypents to be made or any benefit
be provided to the Executive pursuant to the tesfrithis Agreement.

13. Confidentiality; Injunctive Relief. Recognizitigat the knowledge and information about, or reteghips with, the business associates,
customers, clients, and agents of the Bank araffitmted companies and the business methodsessstplans, and policies of the Bank and
of its affiliated companies which Executive hasdtefore and shall hereafter receive, obtain, aldisth as an employee of the Bank or
otherwise are valuable and unique assets of th&,Blam Executive agrees that, during the continaari¢his Agreement and thereafter, he
shall not (otherwise than pursuant to his dutigsimeder) disclose without the written consent efBank, any material or substantial,
confidential, or proprietary know-how, data, ordrrhation pertaining to the Bank, or its businegsspnnel, or plans, to any person, firm,
corporation, or other entity, for any reason omumse whatsoever. Executive acknowledges and atiraeall memoranda, notes, records, and
other documents made or compiled by Executive ataravailable to Executive concerning the Bank'snass shall be the Bank's exclusive
property and shall be delivered by Executive toBaek upon expiration or termination of this Agresrhor at any other time upon the
request of the Company.

The provisions of this Paragraph 13 shall surviveedxpiration or termination of this Agreement ny gart thereof, without regard to the
reason therefor.

Executive hereby acknowledges that the services t@ndered by him are of special, unique, anagerdinary character and, in connection
with such services, he will have access to confideimformation concerning the Bank's businessr&son of this, Executive consents and
agrees that if he violates any of the provisionthif Agreement with respect to confidentialitye tBBank would sustain irreparable harm and,
therefore, in addition to any other remedies whithBank may have under this Agreement or otherpwlgeBank will be entitled to an
injunction to be issued by any court of competarisgiction restraining the Executive from commmigtior continuing any such violation of
this Agreement. The term "Confidential Informationéans: (1) proprietary information of the Bank; i(formation marked or designated by
the Bank as confidential; (3) information, whetbenot in written form and whether or not desigdads confidential, which is known to the
Executive as treated by the Bank as confidentia; @) information provided to the Bank by third{pes which the Bank is obligated to keep
confidential, specifically including Bank custonists and information. Confidential Information doot include any information now or
hereafter voluntarily disseminated by the Bank®public, or which otherwise becomes part of thiglip domain through lawful means.

14. No assignments. This Agreement is personaac¢t ef the parties hereto. Neither party may assigielegate any of his or its rights or
obligations hereunder without first obtaining thetten consent of the other party. However, indkient of the death of the Executive all his
rights to receive payments hereunder shall becdaghésrof his estate.

15. Benefits. Any benefits due or provided hereud¢he Executive shall be in addition to, and incgubstitution of, any benefit to which
the Executive is otherwise entitled to without nebi the Agreemen



16. Mitigation. The Executive shall not be oblighte seek other employment in mitigation of the ante payable or arrangements made
under any provision of this Agreement, and the inirtg of any such other employment shall in no éedfect any reduction of the Bank's
obligation to make the payments and arrangemeqtsresl to be made under this Agreement.

17. Notices. All notices required by this Agreemienbe given by one party to the other shall beriting and shall be deemed to have been
delivered either:

(&) When personally delivered to the Office of Bexretary of the Bank at his regular corporateceffor the Executive in person; or

(b) Five days after depositing such notice in timétédl States mails, certified mail with return ripteequested and postage prepaid, to: (i) the
Bank: c/o Office of the Secretary of the Bank Bestk Puerto Rico PO Box 9146 Santurce, PR 00908-014

(i) the Executive:
Mr. Randolfo Rivera Sanfeliz Urb. Tierra Alta || 2> Calle Las Palomas Guaynabo, PR 00969
or to such other address as either party may datsida the other by notice in writing in accordandth the terms hereof.

18. Amendments or Additions; Action by Board of &itors. No amendments or additions to this Agreermsigall be binding unless in writing
and signed by both parties. The prior approval byathirds affirmative vote of the full Board ofif@ctors of the Bank shall be required in
order for the Bank to authorize any amendmentsliditians to this Agreement, to give any consentwaivers of provisions of this
Agreement, or to take any other action under tigses@ment including any termination of the employtraithe Executive with or without
cause under Paragraph 10 hereof.

19. Section Headings. The Paragraph headings nshaiAgreement are included solely for convengeand shall not affect, or be used in
connection with, the interpretation of this Agreerme

20. Severability. The provisions of this Agreemsimall be deemed severable and the invalidity onfareeability of any provision shall not
affect the validity or enforceability of the othgrovisions hereof.

21. Governing Law. This Agreement shall be goverdmgthe laws of the Commonwealth of Puerto RiconMefor the litigation of any and
all matters arising under or in connection wittstAgreement shall be in the Superior Court forGeenmonwealth of Puerto Rico, in San
Juan, in the case of state court jurisdiction, wtlanse 21 of this Agreement is not legally apiliea

22. Arbitration. Any controversy as to the intetat®n of this contract must be submitted beforedh(3) arbitrators to be appointed by the
American Arbitration Association ("AAA"). The rulemnd regulations of the AAA shall govern the praged of said arbitration. The awarc
a majority of arbitrators shall be binding and fina the parties.

FIRSTBANK PUERTO RICO

/'Sl German Mal ar et

ATTEST: /s/ Antoni o Escriba

EXECUTI VE: /s/ Randolfo Rivera
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What started out as a small community bank in trerthof Santurce, has become one of the leadilagdial institutions in the Island and the
second largest locally owned financial services gany in Puerto Rico.

In 1948 First Federal Savings & Loan Associatiogdreoperations in Puerto Rico. From its early d#hyesjnstitution was committed to
Puerto Rico's growth and quality of life. In 1987e institution became a savings bank, and in 18®®mmercial bank under the laws of
Puerto Rico. In 1998, it was reorganized as a lbahdting company under the name of First BanCorp.

The first 50 years have been marked by constaovation and the creation of top quality servicethwine primary goal in mind: promoting
the development in Puerto Rico.

New technology, new branches and new productsatepFirst BanCorp's plan to provide outstandiegvice to our customers wh
benefiting employees and stockholders.

While the future brings on new challenges and ofymities, we reafirm our commitment to quality sees and products to our customers. A
community that has seen us grow and has beenfohis@rowth. Because without them, there woulchbduture, and success would not
have been possible. Their loyalty is our motivafionthe next 50 years to come.

[LOGQ] 1First BanCorp 50 Anniversary
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Financial Highlights

In Thousands (Except for per share results) 1998 1997 Percentage
Increase

Operating Results:

Net interest income $166,168 $154,731 7.39
Provision for loan losses 76,000 55,676 36.50
Other income 58,240 39,866 46.09
Other operating expenses 91,798 83,268 10.24
Income tax provision 4,798 8,125 (40.95)
Net income 51,812 47,528 9.01
Weighted average shares-basic* 29,586 30,036 (1.50)
Weighted average shares-diluted* 29,858 30,204 (1.15)
Per common share:

Net income - basic 1.75 1.58 10.76

Net income - diluted 1.74 1.58 10.13
At Year End:
Assets $4,017,352 $3,327,436 20.73
Loans 2,120,054 1,959,301 8.20
Allowance for loan losses 67,854 57,712 17.57
Investments 1,800,489 1,276,900 41.00
Deposits 1,775,045 1,594,635 11.31
Borrowings 1,930,488 1,461,582 32.08
Capital 270,368 236,379 14.38
* Retroactively adjusted for the 100% stock split distributed in 1998.
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[GRAPHS]
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Performance of First BanCorp's Common Stock
[GRAPH]
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Branches - 40 Offices

Total 85 Offices

(P.R. GEOGRAPHIC MAP)

Aguada 1
San Sebastian 1
Arecibo 1
Manati 1
VegaBaja 1
Dorado 1
Bayamon 4

Guaynabo 1
San Juan 10
Carolina 3

Humacao 1
Caguas 4
Aguas Buenas 1
Cidra 1
Guayama 1
Cayey 1
Barranquitas 1
Ponce 1
Yauco 1
Cabo Rojo 1

Mayaguez 1
Saint Thomas 1

Saint Croix 1
Money Express - 26 Offices
Aguada 1
Aguadilla 1
Isabela 1
San Sebastian 1
Arecibo 1
Manati 1
VegaBaja 1
Toa Baja 1
Bayamon 3

San Juan 3
Carolina 1
Rio Grande 1
Fajardo 1
Humacao 1
Yabucoa 1
Caguas 1
Guayama 1
Cayey 1
Ponce 1
Utuado 1
Yauco 1
Mayaguez 1

First Leasing & Rentals - 6 Offices
Isabela 1

Bayamon 1

San Juan 3

Caguas 1

Auto Loan Center - 4 Offices
Bayamon 1

San Juan 1

Caguas 1

Mayaguez 1

Loan Center - 9 Offices

Aguadilla 1
Moca 1
Barceloneta 1
Fajardo 1

Las Piedras 1
Juana Diaz 1
Utuado 1
San German 1
Mayaguez 1



Business Profile

First BanCorp ("the Corporation"), incorporatedPinerto Rico, is the holding company for FirstBatth€ Bank"), the second largest locally
owned Commercial Bank in Puerto Rico. First BanCuad total assets of $4.017 billion as of Decendier1998. First BanCorp operates
primarily in the Puerto Rico banking market, offeyia wide selection of financial services to a gnganumber of consumer and commercial
customers. Commercial loans, consumer loans, ngetlgsns and investment securities are the mosirapt areas of its business.

The Corporation has a $747 million portfolio of amercial loans, commercial mortgages and othereeélabmmercial products. Its
commercial clients include a wide range of smadl aredium sized businesses and professional prackaest BanCorp also has a $1.0 bill
consumer loan portfolio, which is concentratedutodoans, personal loans and credit cards. [®80B4illion investment portfolio consists
mostly of U.S. government securities and mortgagked securities. In addition, First BanCorp hag283illion in residential mortgage and
construction loans. Fifteen years ago these moettrzans were the Corporation's principal line adibass, but Management has moved to
diversify First BanCorp's operations in recent geépproximately 1,750 full time professionals angophisticated computer system support
the business activities of the Corporation.

First chartered in 1948, First BanCorp was the fisvings bank established in Puerto Rico, undendme of "First Federal Savings Bank'
has been a stockholder owned institution since 188@ctober, 1994 it became a Puerto Rico chadteoenmercial bank and assumed the
name of "FirstBank". Effective October 1, 1998 Bank reorganized, making FirstBank a subsidiarthefholding company First BanCorp.

First BanCorp, which is a well-capitalized institut under federal standards, operates 40 full sefvranches including two offices in the
U.S. Virgin Islands. The Corporation also has Ihleenters in Puerto Rico. A second tier subsidifyirst BanCorp, Money Express,
operates 26 small loan offices throughout Puertm Rtirst BanCorp also includes a second tier slidnsi known as First Leasing, which re
and leases motor vehicles from its six officesulefo Rico.

First BanCorp has distinguished itself by providingovative marketing strategies and novel prodtatgtract clients. Besides its main
branches and specialized lending offices, the Gatjmm has offered a
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telephone information service called "Telebancatsil983. This was the first telebanking serviderefl in Puerto Rico. First BanCorp
clients have access to an extensive ATM network afticess to the U.S. Virgin Islands, the U.S. naaidland all over the world. First
BanCorp was the first institution in Puerto Ricaatept loan applications by FAX. First BanCorp ab® the first banking institution in
Puerto Rico with a presence on the Internet. Glieah now submit applications for some loans by @faie Corporation's web site. The
Corporation was also the first in Puerto Rico tempn weekends and the first to offer in-store tias to its clients. First BanCorp was the
first financial institution in the world to offemandexed CD whose interest is based on the avenageciation of the Dow Jones Industrial
Average and whose principal is insured by the Fed2eposit Insurance Corporation ("FDIC").

First BanCorp and its subsidiaries are subjectipesvision, examination and regulation by the Fald@eserve Board, the Office of the
Commissioner of Financial Institutions of Puerted&and the FDIC.

First BanCorp is committed to continue providing thost efficient and cost effective banking servipgessible in selected product niches.
Management's long term goal is to transform Fiemd®orp into a conservatively managed, diversifiadricial institution that will deliver
superior financial performance in the years to come



President's Letter

[PHOTO]

Angel Alvarez-Perez
Chairman, President

and Chief Financial Officer

To our stockholders:

On behalf of the Board of Directors and staff asEBanCorp | am pleased to submit our annual tdpot1998, our fiftieth anniversary year.
First BanCorp earned $51.8 million or $1.74 pershia 1998. This represents a 10.1 percent incrieas&rnings per share. The Corporation
earned $47.5 million or $1.58 per share in 199%imu1998 we also surpassed $4 billion in asseaist2billion in loans. These achieveme
continue a record of consistent growth that goek ba1991.

Our institution converted to a bank holding compdfiyst BanCorp, during 1998. This reorganizatidh iwcrease our agility in a changing
regulatory environment and give us the flexibititytake advantage of new business opportunities.

We achieved these outstanding results in a diffiemvironment, with stronger local competition daeontinuing mergers in the local marl
Bankruptcies have also continued their uptrenchenigland. Although the growth of bankruptcies maslerated in recent months, it has
affected the entire Puerto Rico financial serviogistry. As outgoing President of the Puerto FBemkers' Association, | have had a unique
opportunity to observe the broad implications @ thrend. Under my leadership the industry devedogre advertising campaign to educate
consumers and steer them toward alternative wagleafng with financial problems.

Strengthening Management and Operations

Management has been working intensively to stresrgffirst BanCorp here in Puerto Rico. We are ptpgireater emphasis on commercial
lending, while adding experienced managers andgtnening our technological base.

To begin with, we have enhanced our managementlgaminging in senior executives with extensiv@exence in consumer, mortgage
commercial lending. We have also re-initiated actending programs in construction lending and &e#sing, led by talented and
experienced executives whom we have recently ectuDver the next few years we expect
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our strengthened management team to improve effigiand contribute new ideas that will help ushréase our market share.

Second, we have made important additions to ourdbraetwork, opening four new offices. Two of thesev branches are modern, full
service offices in local shopping centers. The otive are instore branches in principal towns away from the &&n metropolitan area. T
makes a total of forty branches, including twolia t.S. Virgin Islands.

Third, First BanCorp introduced new and innovativeducts during 1998. We were the first finanaititution in the world to offer an
indexed CD whose interest is based on the averggeaation of the Dow Jones Industrial Average whdse principal is FDIC insured.
This account allows depositors to earn an equitsketaeturn on their bank deposits. We also intozdliour "First Class" auto loan program,
which provides personalized service and acceleilatedprocessing for participating dealers andrttlents. Finally, the Corporation
inaugurated a new mortgage product that allowstaleclients to finance 105% of the assessed \ailtieeir property. Although similar
offerings are available on the U.S. mainland, feepbank in Puerto Rico offers a similar product.

Fourth, we have changed our public relations amegididing strategy, undertaking a focused marketengpaign of high quality. The
Corporation has also adopted a new, streamlineatmgymbolize the new First BanCorp.

Fifth, Management has continued to dedicate mamyshaf time to maintaining strict cost controls. MghFirst BanCorp has been outstanding
in maintaining low costs, as shown by our efficignatio of 46.5% in 1998, Management has been exiamivays to carry cost control even
further. We have been systematically analyzingngtiortant functions of the Corporation, with thgemttive of becoming more efficient and
improving customer service.

Sixth, we have continued to invest in new techngl@g we have been doing for the past several yBaring 1998 we installed a more
powerful mainframe computer, significantly improvear web site and finished converting all major mfi@me applications to more modern
software. Our management recognizes the importahite technological revolution that has been chanthe face of the financial services
industry. We will continue to take full advantadgetttese new technologies.
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Seventh, the Information Technology area made anhat progress on our long range plan to elimitia¢eyear 2000 problem. Since
Management began dealing with this issue in 19%6hawve dedicated countless staff resources toviegadt. The Corporation has upgraded
all critical systems to new platforms that are y2@00 compliant, and is testing all systems in bowMge will be fully tested by March 1999.
The total expenditure for year 2000 compliance mwitige between $1.5 million and $2.0 million, exiéhg the cost of converting to new
systems which are year 2000.

Enhancing Shareholder Value

Our past efforts have paid off in strong earningsagh and stock appreciation, which have benefitedshareholders. The total return to First
BanCorp shareholders in 1998 was 79.4%, includiniglends of 30 cents per share after adjustmenrd taro for one stock split. Investors
who held First BanCorp stock over the seven yesogdrom year-end 1991 to year-end 1998 receiveta return of 3,398 percent, for an
average annual growth rate of 66.1 percent on thed&stment.

Puerto Rico government policy has contributed sphrformance of our stock. To stimulate the foromabf a local capital market, the Pue
Rico government has allowed local IRA holders teest limited amounts in stocks of local companiases1997. This change in policy has
broadened the market for stocks of all Puerto Raanpanies, including First BanCorp.

The Corporation began a stock repurchase progrege ffears ago. During 1998 we repurchased 317/&#@s This brought total activity
over the three years of our share repurchase proggrd, 663,450 shares, adjusted for splits, reptegga total investment of $21.8 million.
In addition, officers and directors of First Banf@wned approximately 19 percent of its shares ecelmber 31, 1998. This shows their
confidence in First BanCorp's future and their catmmant to keep its fundamentals sound.

As First BanCorp embarks on another half centurgrofvth and service to the Puerto Rico community,ane confident that our Corporation
is stronger and better positioned than ever. We laatvuly outstanding group of employees, offi@d directors. | am confident that we can
meet the challenges ahead, and that First BanCidirpomtinue to provide outstanding service todlients, while benefiting employees and
stockholders in the years to come.

Angel Alvarez-Perez Chairman President Chief ExeeuDfficer

12



1998: The Year in Review

During 1998 First BanCorp exceeded $4 billion itatassets and $2 billion in total loans for thetftime. Loans grew by 8.2%, from $1.959
billion to $2.120 billion. At the same time, thevé@stment portfolio was expanding even more ragidign $1.277 billion to $1.800 billion.
Deposits grew 11.3% from $1.595 billion to $1.7 5dn.

First BanCorp earned $51.8 million or $1.74 persthia 1998, as compared to $47.5 million or $1.8Bghare in 1997. Net income increased
by 9%, or 10.1% on a per share basis. Net inté@mestne, the main source of earnings, grew 7.4% a84.7 million last year to $166.2
million in 1998. Other income also increased by.$18illion, from $39.9 million in 1997 to $58.2 ridn in 1998. This growth was mostly
due to increases in trading income and gains osdleeof investments. Due to strong earnings, blodder equity rose by $34 million, from
$236.4 million at the end of 1997 to $270.4 mill@nDecember 31, 1998.

Management has achieved these gains in a highlpetitive market in which rising bankruptcies haeeb notable. This trend has affected
the entire financial services industry in PuertodRin response, Management has maintained tiglgnanmiting standards while improving
loan tracking and collections systems. Also, the dd increase in bankruptcies has declined ifabefew months of 1998.

Analysis of Key Financial Ratios

High spreads in the loan portfolio combined witticstcost controls have been important featureiSigt BanCorp's strategy in recent years.
Last year these factors, combined with a stronteee in trading and investment income, helpedtrporation combine above-average
returns on assets and capital with a healthy granvéarnings. At the same time, the Corporation &l@s to show a strong increase in
reserves although loan losses grew during the year.

The results of these high spreads and cost cordrelsvident in the financial ratios. The returre@erage assets was 1.48% in 1998,
compared with the annualized average of 1.15%If&AC insured financial institutions through Septber 30. Similarly, First BanCorp's
return on equity was 20.54% as compared with alaiRDIC average of 13.31%. In 1998 the Corporakiad a net interest margin of 5.27%
on a tax equivalent basis. At the same time Manageéimeld the efficiency ratio at 46.5% in 1998 jites of investments in new information
technology and new branches. The Corporation resr@mmitted to tight cost controls in the future.

Ample spreads allowed Management to maintain ity even while the provision for loan lossessvexpanding by $20.3 million from
$55.7 million in 1997 to $76.0
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million in 1998. This, in turn, allowed to increalsan loss reserves by $10.1 million, from $57.Hiam at the end of 1997 to $67.8 million at
December 31, 1998. Although non-performing loarseibom 3.29% to 3.40% of total loans during 1988ihcrease in reserves more than
compensated for the rise in delinquencies. Thavesmverage ratio, which consists of total loassleeserves as a percentage of non-
performing loans, rose from 89.5 percent at theadrid®97 to 94.2 percent at December 31, 1998. Mament's target is to raise the reserve
coverage ratio to 100%. The tightening in undemgistandards that has been in effect for the tpasiears should bear fruit in the future as
loan losses return to normal levels.

Growth in Major Lending Areas

First BanCorp has achieved a strong position ireisd\key lending areas in Puerto Rico. The Corpamat loan portfolio has been expanding
and diversifying as Puerto Rico has grown and becorare sophisticated. Here is an outline of magwetbpments in the lending area dur
1998.

Commercial Loans

In recent years, a significant portion of the griowf this portfolio had come from commercial mogga. However, growth in that area was
relatively limited in 1998, as the portfolio grew $19.6 million, from $306.7 million to $326.3 nidh. First BanCorp has made mortgage
loans for businesses as diverse as office buildimgsaurants with national franchises, professioffaces and shopping centers.

A major goal of the Corporation in 1998 was to expaommercial lending in other areas besides mgegjavianagement achieved this goal,
expanding commercial lending by $142.7 million fr&i78.1 million to $420.8 million. The Corporaticecruited experienced personnel to
support this effort.

First BanCorp directs part of its commercial lengio small and medium sized businesses, many afhwdrie locally owned and managed.
The Corporation is a certified U.S. Small Busin&dsinistration ("SBA") lender, allowing rapid pragging of loans under this Federal
program. First BanCorp also offers commercial loguaranteed by the local Economic Development Bank.

14



Commercial lending executives are flexible in megthe individualized needs of each client, ang theto develop a mutually productive
relationship. This approach requires the continud®welopment of new methods and services as tHestmation and diversity of Puerto
Rico's business sector grows.

Residential Mortgage Loans

First BanCorp was active in the residential mortgatarket during 1998. Management introduced a nevigage product that allows clients
to finance 105% of the assessed value of theirgstppThis allows clients to take advantage of gelherising property values on the Island.
No other bank in Puerto Rico offers this produac&use land is limited in Puerto Rico, propertygalhave risen steadily during the post
period.

First BanCorp has also renewed its construction thgpartment, bringing in a new executive with cdesble experience in this area. The
to the financing of new housing developments inSha Juan metropolitan area, construction loans Qye$54.6 million from $9.3 million t
$63.9 million during 1998. As these projects armpleted the Corporation will have the opportungyobtain part of the permanent financi
Management expects to be more active in construetiml mortgage financing than it has in the repast.

Consumer Loans

The consumer loan portfolio declined by $71.5 miilduring 1998 as tighter underwriting standardsvel new originations. Still,
Management sees considerable future potentiaisratiea.

In auto loans First BanCorp introduced a new, peabped program for auto dealers and their cliehitss service, known as "First Class",
assigns special representatives to participatidede so that they can process loans rapidly bglisgrapplications electronically to the main
office. Clients will be able to choose among thatternatives: a conventional auto loan, a loan wattuced payments and a residual, or a
lease. A distinctive "First Class" logo identifigarticipating dealers.

First BanCorp's credit card portfolio grew by $&lion from $116.7 million at the end of 1997 taZ5.0 million as of last December 31."
Corporation offers special cards with Texaco amdRhberto Rico Telephone Co., as well as a collierhcard for clients who need to
establish a credit record or who cannot obtain st credit through other channels. Under thestWiiles" program, cardholders can obtain
free airline travel as they use their credit cards.
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First BanCorp also operates Money Express, a doallsubsidiary of FirstBank with 26 offices thréwogit Puerto Rico. Management plans
to expand the activities of Money Express durirggdbming year. First Leasing, another subsidiaryirdtBank, offers vehicle rental and
leasing services.

First BanCorp's growing selection of consumer potslveflects the needs and demands of Puerto Rjomiing middle class. Management
hopes to continue expanding the variety and sdpht&in of consumer loans in the years to come.

Increasing Shareholder Value

The financial results reported here are part ajrgiouing trend of earnings growth that has produsecellent value for shareholders. Return
on average equity was 20.54% in 1998. First BanGbgpeholders received a total return of 79.4%9®81 and a cumulative increase in
shareholder value of 3,398 percent from year-er®d 10 yearend 1998. Although dividends were increased in 1883dividend payout rat
remained low at 17.12% compared with 15.14% in 188ifing 1998 the Corporation repurchased 317,&00mnton shares.

Management is optimistic about the future of HBahCorp. The range of services it offers, its @ffecnetwork of offices and branches
supplemented by new sales methods, its dedicaaéfdasid its reputation with clients will all cortrite to future earnings growth.
Management will continue its efforts to improvegtiBanCorp's excellent performance in 1999 antiéryears to come.
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The Puerto Rico Economy

The island of Puerto Rico is a U.S. Commonwealtth wipopulation of 3.8 million, located in the Gdo@an approximately 1,600 miles
southeast of New York. Puerto Rico has been enjpgalid economic growth over most of the 1990'saalR&NP grew by 3.1% in fiscal 1998.
Private economists are forecasting 2% to 3% readtrin the 1999 fiscal year. Management expedsitegrowth patterns on the Island to
continue, with some slowdown during the comingdlseear.

Puerto Rico's economic performance is a naturaltre$its increasing integration into the U.S. somy. Puerto Ricans are U.S. citizens and
serve in the United States armed forces, and thedshas several large U.S. military bases. Thantslses U.S. currency and forms a part of
the U.S. financial system. Federal courts enforc® laws here. Since Puerto Rico falls within th&.Uor purposes of customs and migrat
there is full mobility of funds, people and goodsween Puerto Rico and the U.S. mainland. Puedo Banks are subject to the same Fe
laws, regulations and supervision as other findmg#itutions in the rest of the U.S. The Fed@aposit Insurance Corporation insures the
deposits of Puerto Rico chartered commercial bankkjding FirstBank, the banking subsidiary ofseiBanCorp.

Puerto Rico has made a rapid transition from pguarthe immediate postwar period to prosperityatpdrhroughout this process the Island
has attracted industry using tax exemption. Manitimational corporations have substantial operatibare. During 1996 Congress repealed
Section 936 of the Internal Revenue Code, whickifgeal Federal tax exemption for companies operatirfjuerto Rico. However, Congress
also provided a ten year grandfather clause forpeones already operating here. Because PuertorRia fiscal system independent from
that of the U.S., it can fashion local tax inceasiio attract or retain industry. A new law broadgrand strengthening local tax incentives
went into effect on January 1, 1998.

Puerto Rico is becoming somewhat less dependemamufacturing than it was in the early postwargerManufacturing attracted by tax
exemption is still an important part of the islanetonomy. Nevertheless, Puerto Rico has beensifiviag its economic base to include
tourism, business services and transportation.aisgf these changes the Island has been recdikiBgprivate investment in diverse areas
such as hotels, financial services and large rstaibs. During the past year a slowdown in manufang growth was balanced by strong
construction activity, both private and public. Mgement is very optimistic about Puerto Rico's eatn future.
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SELECTED FINANCIAL DATA
Years ended December 31,

Condensed Income Statements:
Total interest income
Total interest expense
Net interest income
Provision for loan losses
Other income
Other operating expenses
Unusual item - SAIF assessment
Income before income tax provision and
extraordinary item
Provision for income tax
Income before extraordinary item
Extraordinary item
Net income
Per Common Share Results - Diluted (1):
Income before extraordinary item
Extraordinary item
Net income per common share
Cash dividends declared
Average shares outstanding
Average shares diluted
Balance Sheet Data:
Loans and loans held for sale (net of
unearned interest)
Allowance for possible loan losses
Investments
Total assets
Deposits
Borrowings
Total capital (100% common equity)
Book value per common share, end of year (1)
Regulatory Capital Ratios (In Percent):
Total capital to risk weighted assets
Tier 1 capital to risk weighted assets
Tier 1 capital to average assets
Selected Financial Ratios (In Percent):
Net income to average total assets
Interest rate spread (2)
Net interest income to average earning assets (
Net yield on average earning assets (2)
Net cost on average interest bearing liabilitie
Net income to average total equity
Average total equity to average total assets
Dividend payout ratio
Efficiency ratio (3)
Offices:
Number of full service branches
Loan origination offices

(1) Amounts presented were recalculated, when a
consider the effect of common stock splits. (2)
taxable equivalent basis. (3) Other operating
interest income and other income (excluding gain on
1997 and 1995, and gain on sale of subsidiary in 19

1998 1997 1996
(Dollars in thousands except for pe

$321,298 $285,160 $256,523
155,130 130,429 113,027
166,168 154,731 143,496

76,000 55,676 31,582
58,240 39,866 29,614
91,798 83,268 82,498
9,115
56,610 55,653 49,915
4,798 8,125 12,281
51,812 47,528 37,634
51,812 47,528 37,634
$1.74 $1.58 $1.22
$1.74 $1.58 $1.22
$0.30 $0.24 $0.20
29,586 30,036 30,794
29,858 30,204 30,952

$2,120,054  $1,959,301 $1,896,074
67,854 57,712 55,254
1,800,489 1,276,900 830,980
4,017,352 3,327,436 2,822,147
1,775,045 1,594,635 1,703,926
1,930,488 1,458,148 884,741

270,368 236,379 191,142
9.17 7.93 6.32
17.39 17.26 15.25
11.55 11.07 9.32
6.59 7.44 6.65
1.48 1.63 1.48
4.76 5.30 5.46
2) 5.27 5.83 6.03
9.83 10.45 10.63
s 5.07 5.15 5.17
20.54 22.30 20.49
7.22 7.32 7.23
17.12 15.14 16.32
46.46 45.45 47.66
40 36 36
45 44 47

pplicable, to retroactively
Ratios were computed on a
expenses to the sum of net
sale of investments in 1998,
95).
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1995
r share results)

$208,488
96,838
111,650
30,894
48,268
65,628

63,396
14,295
49,101

49,101
$1.58

$1.58
$0.08
30,592
31,118

$1,556,606
55,009

785,747

2,432,816

1,518,367
698,097
171,202

5.51

16.17
9.93
6.82

2.22
5.07
5.59
10.12
5.05

1994

$180,309
76,674
103,635
17,674
18,169
60,760

$1,501,273
37,413
595,555

2,174,692

1,493,445
536,278
120,015
3.99

9.76
8.50
5.74

1.53
5.23
5.65
9.63
4.40
29.07
5.27
N/A
49.88
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF
OPERATIONS
FINANCIAL REVIEW SUMMARY

For the year 1998, First BanCorp (the Corporatresprded earnings of $51,812,386 or $1.74 per camshare as compared to $47,527,552
or $1.58 per common share for 1997 and $37,6337$1.22 per common share for 1996. First BanCethe bank holding company for
FirstBank (or the Bank).

Earnings for the year 1996 included a one timer@mvAssociation Insurance Fund (SAIF) industry wdéeosit insurance assessment of
$6,715,000 (net of tax) or $.22 per share. Exclydims unusual item, operational amounted to $8131 or $1.44 per share. All per share
figures are presented on a diluted basis.

The Corporation's continuous increase in net istéareeome and other income and tight control oyesrating expenses net of the provision
for loan losses, have resulted in the sustainedthrin net income. For 1998 as compared to 1997ineeme increased by $4,284,834 or ¢
per common share, and for 1997 as compared to b§983,178,761 or $0.14 per common share, excluiding996 the one time SAIF
insurance assessment.

Return on average assets was 1.48% for 1998, 1f&3¥®97 and 1.48% for 1996. Return on average comeguity was 20.54% for 1998,
22.30% for 1997 and 20.49% for 1996. The decreadieei return on average assets and average congudy fr 1998 as compared to 1997
was due to the increase in total assets and coneanaity, respectively.

RESULTS OF OPERATIONS

First BanCorp's results of operations depend pilynan its net interest income, which is the diface between the interest income earned or
interest earning assets, including investment #Esand loans, and the interest expense paidteneist bearing liabilities, including deposits
and borrowings. The Corporation's results of openatalso depend on the provision for loan losspsrating expenses (such as personnel,
occupancy and other costs), on other income (maigyice charges and fees on loans), and on gairale of investments.

Net Interest Income

The main component of the Corporation's resultgpafrations is net interest income. Net interegstnme is the difference between interest
earned on loans and investment securities (integrsing assets) and the interest expense on #epaosi borrowings (interest bearing
liabilities). Net interest income is the resulttbé spread between the yield of interest earnisgtasnd the cost of interest bearing liabilities,
and the volume of such assets and liabilities.

Net interest income increased to $166.2 million®98 from $154.7 million in 1997 and $143.5 mitlim 1996. The improvement was 1
result of the continuous increase in the averafg@enve of interest earning assets together with bdrigvailable capital and non-interest
bearing liabilities to fund those assets. Thiefected in an increase in the average volumetefast earning assets by $582.7 million for
1998 as compared to 1997 and by $361.8 milliorl8%7 as compared to 1996. Interest bearing ligslincreased by $528.0 million for
1998 as compared to 1997 and by $345.2 milliorl 887 as compared to 1996.
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The following table includes a detailed analysisief interest income. Part | presents average wdend rates on a tax equivalent basis and
Part Il presents the extent to which changes erést rates and changes in volume of intereseiadsets and liabilities have affected the
Corporation's net interest income. For each categbearning assets and interest bearing liakslitieformation is provided on changes
attributable to changes in volume (changes in velmmultiplied by old rates), and changes in rateufges in rate multiplied by old volumes).
Rate-volume variances (changes in rate multipliedianges in volume) have been allocated to thegdsin volume and changes in rate
based upon their respective percentage of the cmdlotals.

Part | Average vol ume Interest income (1) / expense A verage rate (1)
Year ended December 31, 1998 1997 1996 1998 1997 1996 1998 1997 1996

(Dollars in thousands)
Earning Assets:
Deposits at banks and other

short-term investments $ 40,766$ 679 69% 36,883$% 2,028% 3,708% 1,959 4.97 % 5.45% 5.31%
Government obligations 319,777 404,5 17 405,221 19,984 26,949 23,242 6.25 % 6.66% 5.74%
Mortgage backed securities 1,032,632 428,8 04 255,926 77,463 34,942 18,142 7.50 % 8.15% 7.09%
Other investment 1,150 5 19 3,920 186 22 190 16.14 % 4.24% 4.85%
FHLB stock 10,252 10,1 50 11,701 743 670 756 7.25 % 6.60% 6.46%
Total investments 1,404,577 9119 59 713,651 100,404 66,290 44,289 7.15 % 7.27% 6.21%
Consumer loans (2) 1,032,704 1,090,9 91 985,554 139,309 147,100 139,732 13.49 % 13.48% 14.18%
Real estate loans (2) 642,112 567,4 46 552,385 63,789 56,985 55,894 9.93 % 10.04% 10.12%
Commercial loans (2) 324,426  250,7 57 207,745 31,131 24,494 21,490 9.60 % 9.77% 10.34%
Total loans 1,999,242 1,909,1 94 1,745,684 234,229 228,579 217,116 11.72 % 11.97% 12.44%
Total earning assets $3,403,820 $2,821,1 53 $2,459,334 $334,633 $294,869 $261,405 9.83 % 10.45% 10.63%
Interest Bearing Liabilities:
Deposits $1,494,530 $1,502,9 75 $1,441,612 $70,418 $72,148$ 70,964 4.71 % 4.80% 4.92%
Other borrowed funds 1,559,892 1,012,7 57 718,407 84,460 57,419 40,608 5.41 % 5.67% 5.65%
FHLB advances 4515 151 57 25,637 252 864 1,455 5.58 % 5.70% 5.68%
Total interest bearing
liabilities $3,058,937 $2,530,8 89 $2,185,656 $155,130 $130,431 $113,027 5.07 % 5.15% 5.17%
Net interest income $179,503 $164,438 $148,379
Interest rate spread 4.76 % 5.30% 5.46%
Net interest margin 5.27 % 5.83% 6.03%
(1) On a tax equivalent basis. The tax equivalent yield was computed dividing
the interest rate spread on exempt assets by (1- s tatutory tax rate) and adding
to it the cost of interest bearing liabiliti es. When adjusted to a tax
equivalent basis, yields on taxable and exempt assets are comparative. (2)
Non-accruing loans are included in the average bala nces.
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Part Il 19 98 compared to 1997 1997 compared to 1 996
Increase (decrease) Increase (decr ease)
Due to: Due to:
Volum e Rate Total Volume Rate Total
Earning assets: In thousands
Deposits at banks and other
short-term investments $(1,37 7) $(303) $(1,680) $1694 $ 54 $1,748
Government obligations (5,37 5) (1,589) (6,964) (44) 3,751 3,707
Mortgage backed securities 47,25 0 (4,729) 42,521 13,755 3,044 16,799
Other investment 5 0 114 164 (147) (21) (168)
FHLB stock 7 66 73 (101) 15 (86)
Total investments 40,55 5 (6,441) 34,114 15,157 6,843 22,000
Consumer loans (7,86 1) 70 (7,791) 14,583 (7,215) 7,368
Real estate loans 7,45 8 (654) 6,804 1,518 (427) 1,091
Commercial loans 7,13 3 (496) 6,637 4,325 (1,321) 3,004
Total loans 6,73 0 (1,080) 5,650 20,426 (8,963) 11,463
Total interest income 47,28 5 (7,521) 39,764 35,583 (2,120) 33,463
Interest bearing liabilities:
Deposits (40 3)  (1,327) (1,730) 2,984 (1,800) 1,184
Borrowed funds 30,32 3 (3,282) 27,041 16,688 123 16,811
FHLB advances (59 4) (18) (612) (596) 5 (591)
Total interest expense 29,32 6 (4,627) 24,699 19,076 (1,672) 17,404
Change in net interest income $17,95 9 $(2,894) $15,065 $16,507 $ (448) $16,059

Total interest income includes tax equivalent adjgesnts of $13.3 million, $9.7 million and $4.9 riwh for 1998, 1997, and 1996,
respectively.

On a tax equivalent basis, net interest incomeeamxd to $179.5 million for 1998 from $164.4 millir 1997, and $148.4 million for 1996.
The interest rate spread and net interest margouatad to 4.76% and 5.27%, respectively, for 1988;ompared to 5.30% and 5.83%,
respectively, for 1997 and to 5.46% and 6.03%,aetbyely, for 1996.

The reduction in the interest rate spread andmetdst margin for 1998 is mainly due to the inseeaf $492.6 million in the average volume
of total investments when compared to the averafiene recorded for 1997. These investments haweverlspread than loans but without
the credit risk. In addition, there was a reductt6$58.3 million in the average volume of consuteans, which are the assets with the
highest spread but, also the highest credit rigkénportfolio.

1998 compared to 1997

On a tax equivalent basis interest income increbygegB9.8 million for 1998 as compared to 1997.&0ax equivalent basis the yield on
earning assets was 9.83% for 1998 as compared46%or 1997. The improvement in interest inconas \@ue to the increase in the
average volume of investments of $492.6 millionre#l estate (mostly commercial real estate loand)commercial loans of $74.7 million
and $73.7 million, respectively, net of a decraaseonsumer loans of $58.3 million. The increasthencommercial real estate and
commercial loans portfolio was the result of theration's strategy of diversifying its asset baggich was concentrated in consumer
loans. The consumer loan portfolio decreased asudtrof the tightening implemented early in 199The underwriting standards for the
origination of these loans.

For the investment portfolio, the average volumenoftgage backed securities increased in 1998 Bg.86nillion. The tax equivalent yield
on mortgage backed securities was 7.50% in 199@8dr%o in 1997. The portfolio of mortgage backecusiies contributed $47.3 million in
interest income due to volume net of $4.7 milli@ctibase in interest income due to rate. The averelgene of government obligations
decreased by $84.7 million for 1998 as compared®8y, causing a total decrease in interest incdr$&.6 million.
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For the loan portfolio, the growth in the averagéume of commercial loans represented an increB$&.d million in income due to volume,
partially offset by a reduction of $.5 million interest income due to rate. The reduction duetéowas mainly caused by various decreases ir
the prime rate from 8.50% effective for 1997 throBeptember 29, 1998 to 7.75% effective on NovertiBed998. The average portfolio of
mortgage loans increased for 1998, representinasiiye volume variance of $7.5 million. This inase was mostly achieved in commercial
real estate loans. The decrease in the averagmeadficonsumer loans caused a negative variariogeirest income due to volume of $7.9
million.

Interest expense increased by $24.7 million for8l&9 compared to 1997. This was the result ofrtbeease in the average volume of interest
bearing liabilities of $528.0 million for 1998 asropared to 1997 with a volume variance of $29.3ionil However, interest expense was
affected by a decrease of eight basis points icdisé of interest bearing liabilities from 5.15% #®97 to 5.07% for 1998 causing a positive
rate variance of $4.6 million for 1998 as compared997.

1997 compared to 1996

On a tax equivalent basis interest income increbygegB3.5 million for 1997 as compared to 1996.&0ax equivalent basis the yield on
earning assets was 10.45% for 1997 as compare@l@3% for 1996. The improvement in interest incomas primarily due to the increase in
the average volume of investments of $198.3 millad to an increase in the average volume of coesamd commercial loans of $105.4
million and $43.0 million, respectively.

For the investment portfolio, the average volumenoftgage backed securities increased in 1997 B2.9Imillion. The tax equivalent yield
on mortgage backed securities increased from 71@9%096 to 8.15% for 1997. The portfolio of morggabacked securities contributed
$13.8 million in interest income due to volume &3d0 million in interest income due to yield impemwent. Interest income from investme
was also positively affected by the improvemerthimtax equivalent yield of government obligatidmsn 5.74% in 1996 to 6.66% in 1997,
representing an increase of $3.8 million in intenresome due to rate. To a lesser extent, investinenme was positively affected by an
increase of $31.1 million in the average volumstudrt term investments.

For the loan portfolio, the increase in the avenagame of consumer loans represented a growtli4fgdmillion in interest income, which
was partially offset by a reduction of $7.2 millioninterest income due to rate. The yield on camsuloans decreased from 14.18% in 1996
to 13.48% in 1997 as a result of the increase mamxruing loans written off in 1997, and the tegtihg of underwriting standards in the
origination of consumer loans. Early in 1997, s$énicinderwriting standards were implemented inagasp to the industry wide increase in
delinquencies and bankruptcies. As the credit guafithe customers improves, the yield chargetthéoloans is lower, causing a decrease in
the average yield of the consumer loan portfolio.

The growth in the average volume of commercial $o@presented an increase of $4.3 million in incdoeto volume, partially offset by a
reduction of $1.3 million in interest income dueae. The growth in the commercial loan portfabsponded to the strategy of emphasizing
commercial loans to diversify the loan portfolicdhieh has been concentrated in consumer loans. Vdrage portfolio of mortgage loans
increased for 1997, representing a positive voluareance of $1.5 million. This increase was mostigorded in commercial real estate loans.
The negative variance due to rate was mostly dimatts that were placed in non accruing status.pFimee rate was at 8.50% for 1997 and
1996.

Interest expense increased by $17.4 million for7189 compared to 1996. The increase was the fghk increase in the average volume of
interest bearing liabilities of $345.2 million f&@97 as compared to 1996 with an additional co$16f1 million. However, interest expense
was positively affected by a decrease of two bagists in the cost of interest bearing liabilitfesm 5.17% for 1996 to 5.15% for 1997. This
reduction was entirely due to a decrease in theafdsterest bearing deposits from 4.92% in 1998.80% in 1997.

Provision for Loan Losses

During 1998, the Corporation provided $76.0 millfon loan losses, a significant increase as contpr&55.7 million in 1997 and $31.6
million in 1996.

The increased provision for loan losses recorded®88 was necessary to cover net charge offs aB3@é8lion, and to increase by $10.1
million the allowance for loan losses at Decemlderl®98 as compared to December 31, 1997. Thi$ déveet charge offs resulted mainly
from the increase in the level of delinquencies laaakruptcies experienced in Puerto Rico during81@®addition, net charge offs for 1998
included $8.9 million in loans written off as au#f changes in the write off policy to a morenservative one. During the first quarter of
1998 the Corporation changed its write off polioyiriclude personal unsecured loans in bankruptaiystnd more than 30 days delinquent.
These loans were previously written off accordimghie general regulatory guidance for unsecuresiopat loans which were 120 days
delinquent. As a result of this change, $4.5 millioans were written off during the first quart®uring the fourth quarter of 1998 the
Corporation changed the timing to record the egtichaartial write offs of certain auto loans anplagsessed units. This change resulted in ar
additional write off of $4.4 million of previousheserved losses. Net charge offs for 1997 and 488&unted to $53.2 million and $31.3
million, respectively.
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The allowance activity for 1998, and prior two yearms as follows:

Year ended Decem ber 31,
1998 1997 1996 1995 1994
(Dollars in thous ands)

Allowance for loan losses, beginning of period $57,712 $55,254 $55,009 $37,413  $30,453
Provision for loan losses 76,000 55,675 31,582 30,894 17,674
Loans charged off:

Real estate (168) (284) (492) (403)  (839)

Commercial (4,150) (1,996) (942) (3,299) (4,329)

Consumer (67,906) (57,311)  (33,295) (10,821)  (6,753)
Recoveries and other adjustments 6,366 6,374 3,392 1,225 1,207
Net charge offs (65,858) (53,217)  (31,337) (13,298) (10,714)
Allowance for loan losses, end of period $67,854 $57,712 $55,254 $55,009 $37,413
Allowance for loan losses to year end total
loans and loans held for sale 3.20% 2.95% 2.91% 3.53% 2.49%
Net charge offs to average loans
outstanding during the period 3.29% 2.79% 1.80% .93% .79%

The Corporation maintains the allowance for loassés at a level that Management considers adeualtisorb losses inherent in the loan
portfolio. The adequacy of the allowance for loassks is reviewed on a quarterly basis as paheofantinuing evaluation of the quality of
the assets. This evaluation is based upon a nuoflfectors, including the followings:

historical loan loss experience, projected loasdgsloan portfolio composition, current econonainditions, fair value of the underlying
collateral, financial condition of the borrowersdaas such, includes amounts based on judgmedtsstimates made by Management.

Other Income

The following table presents the composition ofeotimcome.

Year ended December 31, 1998 1997 1996
(In thousands)

Other fees on loans $11,158 $10,899 $10,651
Service charges on deposit accounts 7,844 7,363 6,184
Fees on loans serviced for others 1,617 2,670 3,993
Rental income 2,292 1,935 2,356
Other operating income 5,137 4,866 2,928
Other income before gain on
sale of investments and trading 28,048 27,733 26,112
Gain on sale of investments 26,827 11,388 4,857
Trading income (loss) 3,365 745 (1,355)

Total $58,240 $39,866 $29,614
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Other income primarily consists of service chargesleposit accounts, fees on loans, servicing ikc@mmmissions derived from various
banking activities, the results of trading actegtiand gains on sale of investments.

Other income before gains on the sale of investenandl trading activities increased to $28.0 miliimA998 from $27.7 million in 1997 and
$26.1 million in 1996. These variances were mathlg to fees and charges on deposit and loan accandtother fees on miscellaneous
banking services, partially offset by a decreadeds on loans serviced for others.

Service charges on deposit accounts represent@ortamt and stable source of other income for thg@ration. This source of income
increased to $7.8 million in 1998 from $7.4 million1997 and $6.2 million in 1996.

Other fees on loans consist mainly of credit ceesfand late charges collected on loans. The Beiiaahis source of income to $11.2 mill
in 1998 from $10.9 million in 1997 and $10.7 miligdh 1996 was due to fees generated on the inatgas#folio of commercial loans.

Fees on loans serviced for others primarily refteetservicing fees for the auto loan securitizegiolosed in 1995. It also includes servicing
fees on residential mortgage loans originated abdexjuently securitized. Due to the repaymenteftito loan portfolio securitized in 1995,
the related servicing income decreased from 199088.

The Corporation's second tier subsidiary, Firstsirgaand Rental Corporation, generates income @ngiital of various types of motor
vehicles. This source of income has averaged $2li@min the past three years.

The other operating income category is composeadisdellaneous fees such as check fees and rergaf@fieposit boxes. For 1998 and
1997, other operating income also includes earismbdnts on tax credits purchased and utilizedreg&come tax payments.

The Corporation recorded $26.8 million in 1998, @lrillion in 1997 and $4.9 million in 1996 fromiga on sale of investment securities.
These sales of investments were realized as map@rtunities arose and in response to the Corpatatinvestment policies.

Other Operating Expenses

Other operating expenses amounted to $91.8 mitind998 as compared to $83.3 million for 1997 &B8d.5 million for 1996. The followin
table presents the components of other operatipgreses.

Year ended December 31, 1998 1997 1996
(In thousands)

Salaries and benefits $43,185 $38,644 $37,359
Occupancy and equipment 18,155 16,101 14,932
Deposit insurance premium 971 1,040 2,431
Other taxes and insurance 5,607 5,536 4,663
Professional and service fees 5,820 4,883 4,956
Business promotion 5,922 4,993 5,880
Communications 4,330 4,364 4,789
Real estate owned operations 42 (21) 219
Amortization of debt issue costs 691 788 873
Expense of rental equipment 1,226 1,184 1,113
Other 5,849 5,756 5,283

Total $91,798 $83,268 $82,498
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Management's goal has been to make only expenslitiad contribute clearly and directly to incregsine efficiency and profitability of the
Corporation. This control over other operating exges has been an important factor contributingedrhprovement in earnings in recent
years. The best measure of the success of thisgmmog the efficiency ratio, which is the ratioather operating expenses to the sum of
interest income and other recurring income. Thep@ation's efficiency ratio was 46.46% for 199&ampared to 45.45% and 47.66% for
1997 and 1996, respectively.

For 1998 as compared to 1997, salary increasemptive compensation and increases in fringe benafiected the salaries and benefits
category for all employees. Additional employeesendred to staff two full service branches and taxstore branches that opened in 1998,
to strengthen the commercial lending businessstipport areas of consumer lending such as creditaltection, and other support areas of
the Corporation. For 1997 as compared to 1996tisaland benefits were mainly affected by increasaslary and fringe benefits.

The occupancy and equipment category consistspereses associated with premises, office and compgtepment, and other automated
banking equipment. The increase in the past theaesywas mainly affected by enhancements of hasdarzd software through system
conversions, which have enabled the Corporatiaffey new products, and to improve customer seraite portfolio servicing. For 1998, t
increase was also due to the expansion of the bnagiwvork mentioned above. Expenses related tgehe2000 issue also affected this
category (see Year 2000 section).

The increase in the professional and service fesgosay for 1998 was mainly due to credit card psso®y and assessment fees related to the
increase in the portfolio and in the number of acts. The increase in credit card related fee ircerteeded the related processing costs.

Business promotion costs amounted to $5.9 millmml®98 as compared to $5.0 million in 1997, an® $5illion for 1996. Business
promotion expense has been incurred to obtairotfre &nd deposit volumes achieved during those years

In 1998 and 1997, communications expense decressedmpared to 1996, due to an improvement indleptione and data line network.
Unusual Item

In 1996, FirstBank recorded the one time industigewSAIF deposit insurance special assessmenbaglpd by the Omnibus Spending bill
signed by the President of the United States omeB#er 30, 1996, in order to recapitalize the SAlre Bank's assessment was $9.1 million,
which represented a net after tax expenditure of 86llion. On October 31, 1994, the Bank, formealgavings institution, converted its
charter to a commercial bank, but stayed in theFS#dcause legal restrictions prevented the Bank gwitching to the Bank Insurance Fu

Income Tax Expense

The provision for income tax amounted to $4.8 wiill{or 8% of pre-tax earnings) for 1998 as compé&we®B.1 million (or 15% of pre-tax
earnings) in 1997, and $12.3 million (or 25% of-tae earnings) in 1996. The Corporation has maiethian effective tax rate lower than the
statutory rate of 39% mainly by investing in obtigas and loans exempt from federal and Puerto Ricome tax. Also the current income
tax expense was reduced by the increase in loattenoff. For additional information relating taxes, see Note 29 of the Corporation's
financial statements - "Income Taxes."

FINANCIAL CONDITION
Assets

The Corporation's total assets at December 31, ag88inted to $4,017.4 million, $690.0 million ovee $3,327.4 million at December 31,
1997. The increase in total assets was mainlyebgltrof an increase in total investments of $523il6on plus an increase of $150.6 million
in loans receivable (net of the allowance for lt@sses) and loans held for sale.

The investment portfolio grew from $1,276.9 milliahDecember 31, 1997 to $1,800.5 million at Decan®i, 1998. This resulted from the
strategy of purchasing $733.7 million in additionartgage backed securities, increasing the pastédlmortgage backed securities to
$1,492.5 million. The portfolio of mortgage baclkssturities yielded 7.50% in 1998 as compared t698.1h 1997. Government obligations
decreased by $211.8 million. Government obligatigiekled 6.25% in 1998 compared to 6.66% in 199 3hift to mortgage backed
securities was due to the higher yield on thesestments as compared to government obligations.
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The increase in loans receivable of $150.6 milli@s composed of an increase in commercial loafd42.7 million and $89.6 million in
real estate loans, net of an increase in the alloa/dor loan losses of $10.1 million and a decréasensumer loans of $71.6 million.

The following table presents the composition ofldan portfolio (including loans held for sale)yatar-end for each of the last five years.

% of % of % of % of % of
December 31, 1998 Total 199 7 Total 1996 Total 1995 Total 1994 Total
(Dollars in thousands)
Real estate loans:

Residential $ 307,912 15 $ 29 2,604 15 $ 297,246 16 $ 319,758 21 $ 406,653 28
Commercial 326,342 16 30 6,734 16 256,227 14 210,645 14 175,415 12
Construction and land 63,939 3 9,279 1 10,209 1 9,233 1 13,812 1
698,193 34 60 8,617 32 563,682 31 539,636 36 595,880 41
Commercial loans 420,763 20 27 8,071 15 233,251 12 189,334 13 126,842 9
Consumer loans 1,001,098 49 1,07 2,613 56 1,099,141 60 827,636 55 778,551 53
Total 2,120,054 103 1,95 9,301 103 1,896,074 103 1,556,606 104 1,501,273 103
Allowance for
loan losses (67,854) 3) (5 7,712) (3) (55,254) (3) (55,009) (4) (37,413) (3)
Net loans $2,052,200 100 $1,90 1,589 100 $1,840,820 100 $1,501,597 100 $1,463,860 100

Early in 1997, the Corporation tightened its undémg standards for the origination of consumearls because of the industry wide higher
trend in delinquencies and bankruptcies. This teduh a decrease in the consumer loan portfoimf$1,072.6 million at December 31, 1!
to $1,001.1 million at December 31, 1998.

During 1998, the Corporation continued emphasitiirggorigination of commercial loans as a strateggiversify the loan portfolio, which is
concentrated in consumer loans. Most of the comiaddoans originated are asset based loans. Théoporof commercial loans includes a
floor plan financing to dealers, which has enhartbedCorporation's ability to maintain its prodoctiof auto loans. As a result of this
strategy, the commercial loan portfolio grew by $Z4million in 1998. 1997 ended with an increas&44.8 million as compared to the
commercial loan portfolio at the end of 1996, aB86@ with an increase of $43.9 million as compacetla95. The Corporation has been able
to increase its percentage of commercial loansttd bbans to 20%.

As to real estate loans, the increase in the diartéd $89.6 million was composed of the followimmgreases: (1) $19.6 million in real estate
commercial loans; (2) $15.3 million in residentiedl estate loans; and (3) $54.7 million in cortam loans. The growth in the real estate
commercial loan portfolio is consistent with theagtgy of emphasizing commercial loans. Real estatanercial loans grew by $50.5 milli
in 1997 and by $45.6 million in 1996.

Average earning assets for 1998 amounted to $840ion, an increase of $582.7 million when comgghto total average earning assets of
$2,821.1 million for 1997. The composition and éguivalent weighted average interest rates of thp@ation's earning assets at December
31, 1998 were as follows:
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Amount Weighted
(In thousands) Average Rate
Money market instruments $ 526 3.40%
Government obligations 295,533 5.74%
Mortgage backed securities 1,492,539 7.02%
FHLB of N.Y. stock 10,271 7.00%
Other investment 1,620 15.76%
Total investments 1,800,489 6.82%
Consumer loans 1,001,098 14.76%
Real estate loans 698,193 9.54%
Commercial loans 420,763 9.03%
Total loans(1) 2,120,054 11.91%
Total earning assets $3,920,543 9.57%

(1) Excludes the reserve for loan losses. General
included in this analysis as if they were accruing

ly, non-accruing loans were
interest.

Non-performing Assets

Total non-performing assets are the sum of nonu@ingioans, past due loans, OREO's and other repssd properties. Past due loans are
loans delinquent 90 days or more as to principdl@rninterest, and still accruing interest. Nonfaaug loans are loans as to which interest is
no longer being recognized. When loans fall into-accruing status, all previously accrued and dactgd interest is charged against interest
income.

At December 31, 1998, total non-performing assetsumted to $78.0 million (1.94% of total assetst@spared to $74.3 million (2.23% of
total assets) at December 31, 1997 and $70.2 mi{{2c19% of total assets) at December 31, 1996.BEmk's reserve to ngperforming loan
ratio was 94.2% at December 31, 1998 as compar88.586 and 90.71% at December 31, 1997 and 198gec&vely.

The following table presents non-performing asaetbe dates indicated:

December 31, 1998 1997 1996 1995 1994
(Dollars in thousa nds)

Past due loans $ 15,110 $11,544 $ 9,752 $5,544 $ 4,859
Non-accruing loans:

Real estate 17,399 12,249 12,795 14,106 18,422

Commercial 12,823 16,143 12,712 14,479 10,295

Consumer 26,736 24,547 25,655 26,085 13,993

56,958 52,939 51,162 54,670 42,710

Non-performing loans 72,068 64,483 60,914 60,214 47,569
Other real estate owned (OREO) 3,642 1,132 1,696 2,991 12,383
Other repossessed property 2,277 8,702 7,566 3,132 1,619
Total non-performing assets $77,987 $74,317 $70,176 $66,337 $61,571
Non-performing assets to total assets 1.94% 2.23% 2.49% 2.73% 2.83%
Non-performing loans to total loans 3.40% 3.29% 3.21% 3.87% 3.17%
Allowance for loan losses $67,854 $57,712 $55,254 $55,009 $37,413
Allowance to total non-performing loans 94.15% 89.50% 90.71% 91.36% 78.65%

33



Past Due Loans

Past due loans are accruing commercial and condoanes, which are contractually delinquent 90 darysore. Past due commercial loans
are current as to interest but delinquent in theneant of principal. Past due consumer loans inchetsonal lines of credit and credit card
loans delinquent 90 days up to 179 days and perkmares (including small loans) delinquent 90 dapgo 119 days.

Non-accruing Loans

Real Estate Loans - The Corporation classifieseall estate loans delinquent 90 days or more iragoruing status. Even though these loans
are in non-accruing status, Management considesestcban the value of the underlying collateral dredlban to value ratios, that no material
losses will be incurred in this portfolio. Managentie understanding is based on the historical éspes of the Corporation. Non-accruing
real estate loans amounted to $17.4 million (2.49%tal real estate loans) at December 31, 1998papared to $12.2 million (2.01% of
total real estate loans) and $12.8 million (2.27%%otal real estate loans) at December 31, 19971886, respectively.

Nor-accruing real estate loans at December 31, 1998 emmposed of $9.2 million in low risk residentiabrtgage loans and $8.2 million in
commercial real estate loans. No construction leggr® on noraccruing status at December 31,1998. There wasord@yeal estate loan o
$500,000 in non-accruing status. This loan was.@ #illion mortgage secured by an income produgiraperty, which has an estimated fair
value that exceeds the principal balance of tha.loa

Commercial Loans - The Corporation places all coneiakloans 90 days delinquent as to principal mterest in non-accruing status. The
risk exposure of this portfolio is diversified aagortion of the portfolio is collateralized byrgon real property. Non-accruing commercial
loans amounted to $12.8 million (3.05% of total coencial loans) at December 31, 1998 as compar&déd. million (5.81% of total
commercial loans) and $12.7 million (5.45% of tatammercial loans) at December 31, 1997 and 1@3pectively. At December 31, 1998,
non-accruing commercial loans of over $500,000 w@rea $3.6 million loan secured by senior lienreceivables and junior liens on real
estate; and (2) a $1.9 million loan partially secliby inventory and accounts receivable.

Consumer Loans - Consumer loans are classified@socruing when they are delinquent 90 days in,&xdat and home equity reserve
loans, 120 days in personal loans (including stoalhs) and 180 days in credit cards and persames lof credit.

Nor-accruing consumer loans amounted to $26.7 milllb67% of the total consumer loan portfolio) at Braber 31, 1998, $24.5 million (or
2.29% of the total consumer loan portfolio) at Dmber 31, 1997 and $25.7 million (or 2.33% of th@alteonsumer loan portfolio) at
December 31, 1996. The ratio of non-accruing comsuaans to total consumer loans is the resulhefiével of delinquencies and write offs,
mainly due to the overall level of bankruptciedimerto Rico. During 1998 and 1997 the delinqueraigsbankruptcies increased and, as a
result, the amount of net charge offs increase®b5 million from $51.9 million in 1997 and $308llion in 1996 (see Provision for Loan
Losses section).

Other Real Estate Owned (OREO)

OREO acquired in settlement of loans is carrietth@iower of cost (carrying value of the loan) air f/alue less estimated cost to sell off the
real estate at the date of acquisition. Therettie Corporation does not expect to incur signifidasses on the disposition of OREQ's at
December 31, 1998.

Repossessed Property

The Repossessed Property category includes regessksats and autos acquired in settlement of Iéesossessed boats are recorded at th
lower of cost or estimated fair value. For 1997 4666, repossessed autos were recorded at thépatibalance of the loans. For 1998,
repossessed autos were recorded at the princifgaldeaof the loans less an estimated loss on #position of the units in accordance with
the new write off policy implemented in late 1998e Provision for Loan Losses section).

Sources of Funds

The Corporation's principal funding sources arebinabased deposits, institutional deposits, fedarals purchased, securities sold under
agreements to repurchase, and notes.

Deposits

Total deposits amounted to $1,775.0 million at Deloer 31, 1998, as compared to $1,594.6 million&hnd03.9 million at December 31,
1997 and 1996, respectively.
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The following table presents the composition chtoteposits.

At December 31, 1998 1997 19 96
(Dollars in thousands)

Savings accounts $ 416,424 $ 403,129 $ 412, 511

Interest bearing checking accounts 130,883 121,452 115, 899

Certificates of deposit 1,054,634 929,955 1,039, 809

Interest bearing deposits 1,601,941 1,454,536 1,568, 219

Non-interest bearing deposits 173,104 140,099 135, 707
Total $ 1,775,045 $1,594,635 $1,703, 926

Weighted average rate during the

period on interest bearing deposit 4.71% 4.80% 4. 92%

Total deposits are composed of branch-based dsgusitinstitutional deposits. Institutional depogitclude brokered certificates of deposits
and certificates issued to agencies of the GovenhafePuerto Rico.

Total interest bearing deposits increased by $1#ifll#bn at December 31, 1998 when compared to bdssr 31, 1997. This fluctuation was
mainly due to:

(1) an increase in branch-based deposits of $68lidm (2) an increase of $58.2 million in brokereertificates of deposits; and (3) an
increase of $31.0 million in certificates issuedhe agencies of the Government of Puerto Rico.

The increase of $33.0 million in non interest hegudeposits was mainly due to the increase in cawimlelemand deposit accounts resulting
from the growth in the commercial lending business.

Borrowings

At December 31, 1998 total borrowings amountedlt®30.5 million as compared to $1,458.1 million &884.7 million at December 31,

1997 and 1996, respectively. The increase in twiedowings was used to fund the increase in totakést earning assets. The following table
presents the composition of borrowings.

At December 31, 1998 1997

1996
(Dollars in thousand s)
Advances from FHLB $ 2600 $ 29,000 $ 14,100
Federal funds purchased and securities
sold under agreements to repurchase 1,623,698 965,869 584,857
Other short term borrowings 86,595 231,505
Notes payable 118,100 132,350 186,433
Subordinated notes 99,496 99,423 99,351
Total $1,930,489 $1,458,147 $884,741
Weighted average rate during the period 5.41% 5.67% 5.65%
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The Corporation uses advances from FHLB, federad$upurchased, repurchase agreements and notdsdeagadditional funding sources.
In March 1997, the Corporation obtained $250.0iomlin short term borrowings under a three yearrmoential paper asset backed program,
collateralized with the personal loan portfolio.December 1995, FirstBank sold $100 million in year subordinated notes with a yield of
7.63%.

The borrowings of the Corporation consist primadfyffederal funds purchased and securities sol@éuadreements to repurchase (repurc
agreements) which at December 31, 1998 amount®t],623.7 million or 84% of total borrowings. Rephase agreements had a total
weighted average cost of 5.08%, during the yeaeéim@ecember 31, 1998.

The composition and weighted average interest dtegerest bearing liabilities at December 3198 9were as follows:

Amount Weighted
(In thousands) Average rate
Interest bearing deposits $1,601,941 4.57%
Borrowed funds 1,930,489 5.27%
$3,532,430 4.95%

Average interest bearing liabilities amounted t¢0$8.9 million in 1998 as compared to $2,530.9ionlin 1997. During the year the cost
4.71% for interest bearing deposits, and 5.41%éorowed funds.

Capital

During 1998, the Corporation increased its totgitedy composed solely of common equity, mainhotigh retained earnings. Total capital
increased from $236.4 million at December 31, 1@9%$270.4 million at December 31, 1998. Total capitcreased by $34.0 million due to
earnings of $51.8 million, reduced by the repureldashares of common stock at a total cost of $8l®m a decrease in the unrealized gain
on investment securities available for sale of $8ilion and cash dividends of $8.9 million.

The Corporation is a "well capitalized" instituticdhe highest ranking available under the capttaidards set by the federal banking agen
To be in a "well capitalized" position, an institut should have:

(i) a leverage ratio of 5% or greater; (ii) a taiak based capital ratio of 10% or greater; aiifgiTier 1 risk-based capital ratio of 6% or
greater. At December 31, 1998 the Corporation hiaderage ratio of 6.59%; a total risk based cpéttio of 17.39%; and a Tier 1 risk-based
capital ratio of 11.55%.

Dividends

In 1998, the Corporation declared four quarterlshcdividends of $0.075 per common share for anardividend of $0.30. In 1997, the
Corporation declared four quarterly cash divideoid$0.06 per common share for an annual divider80o24. In 1996, the Corporation
declared four quarterly cash dividends of $0.05qmenmon share for an annual dividend of $0.20. [Taztsh dividends paid amounted to $
million for 1998 (or a 17.12% dividend payout rati$7.2 million for 1997 (or a 15.14% dividend payoatio) and $6.1 million for 1996 (or
16.32% dividend payout ratio).

Year 2000

The year 2000 issue concerns the inability of im@tion systems to properly recognize and procetgssaasitive information beyond Janui
1, 2000. The Corporation recognizes the need torerikat its operations will not be adversely intpedy Year 2000 problem and has
established a plan to address Year 2000 risks.

The Corporation continues its program of improvitsgnformation systems through the systematic whale replacement of certain hardware
and software. Since October 1996, it has beenrtdripe to install new systems that are already 2680 enabled. Therefore, there are no
additional costs associated with changes or madifios to accommodate the year 2000 issue on tiegeaystems. All the related costs
associated with the replacement of these systeen®eaorded as assets and amortized. Any year 2@@hditure is expensed as incurred.

Based on the Corporation's final action plan addngsthe Year 2000 issue, Management estimateshib@xpenses required to modify
existing computer systems enabling them for the 2680 will be between $1.5 million and $2.0 millieor 1998 and 1999. Accordingly, the
amounts to be expensed will not have a significaptact on the Corporation's financial position esults of operations. For 1998, a total of
$650,000 in expenses was related to the year 289®. &o expenses were incurred during 1997.
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The year 2000 action plan uses clearly articulatedram criteria that is being implemented by tlegdration for compliance. Management
named a Project Team, responsible for the planemphtation. The plan guides the planning and eiatof all activities related to: (1)
information and computerized systems, includingtedd hardware and software; (2) non informationesys (i.e., environmental,
communication and security equipment);

(3) credit customers; and (4) service providers wauicipate in the project testing. The Corpomatompleted the assessment phase on thes
project risk areas.

Management has substantially completed the rermvatiase of the information and computerized systesk area composed of: business
applications, data center hardware, operating systoftware and end-user and desktop computing.

Unit test and validation of the mission criticalpdipations is in process and was substantially deted at December 31, 1998. Integration
and validation of all information systems shouldcenpleted by March 31, 1999.

The identification and documentation of the Yead@@ontingency plan for the Corporation's missitioal functions should be substantie
completed by March 31, 1999 and completed by JOnd299.

Asset/Liability Management

The Corporation has a formal system of interest rigk management. Management recognizes thatyitsmaetimes be necessary to forego
earning opportunities in order to maintain a staileam of net interest income as interest rasesamd fall.

Management monitors the Corporation's interestrigkeposition primarily through computer simulatgof the effect of rising and falling
interest rates on net interest income. Two sessnofilations are carried out, both of which covéwra year time horizon: one assuming a flat
balance sheet with a constant asset/liability mict another assuming a balance sheet which grovesding to expected loan originations ¢
funding. These simulations also incorporate exgect@nges in prepayment rates as interest ratesrisll, repricing characteristics of
variable rate assets and liabilities, current aqabeted lending rates, funding sources and coster@actors, which may be potentially
important in determining the future growth of natierest income (i.e. planned securitizations agaidity requirements), are considered in
these simulations.

Management also uses one year GAP analysis a®adsag technique for evaluating interest rate rigie Corporation's one year GAP
fluctuated between a negative 2% and a negative &7@sets during 1998. Management considerstibatinges of the GAP ratio achieved
during 1998 are adequate, considering the Cormaratnet interest margin and capital ratios.

The Corporation's interest rate risk position isaswed on a quarterly basis and is evaluated bfdket Liability Management and
Investment Committee. This Committee is in chaegeong other things, of informing Management asiéodurrent levels of interest rate risk
and, when necessary, managing the repricing o€tirporation's assets, liabilities and off balartoee$ contracts to maintain that risk at
reasonable and prudent levels.

Liquidity

Liquidity refers to the level of cash and eligiil@estments to meet loan and investment commitmenotential deposit outflows and debt
repayments. The Investment Committee, using messiddéguidity developed by Management reviews@ueporation's liquidity position
and liquidity targets on a weekly basis.

The principal sources of short-term funds are legayments, deposits, securities sold under agmsrterepurchase, a commercial paper
conduit collateralized by personal loans, and liofesredit with the FHLB and other financial instibns. The Investment Committee reviews
credit availability on a regular basis. In addititimee Corporation has securitized and sold autonaoidgage loans as supplementary sources o
funding. Commercial paper has also provided aduitifunding. The Corporation has obtained long-tarmding through the issuance of
notes and longerm institutional certificates of deposit. The @aration's principal uses of funds are the origamabf loans and the repaym

of maturing deposit accounts and borrowings.

Impact of Inflation and Changing Prices

The financial statements and related data presémedin have been prepared in conformity with galheaccepted accounting principles,
which require the measurement of financial positiad operating results in terms of historical dsllaithout considering changes in the
relative purchasing power of money over time duiafiation.

Unlike most industrial companies, substantiallyodiithe assets and liabilities of a financial ington are monetary in nature. As a result,
interest rates have a greater impact on a finaims#tution's performance than the effects of gahlevels of inflation. Interest rate
movements are not necessarily correlated with aksmigthe prices of goods and services.
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Market Prices and Stock Data

The Corporation's common stock is traded in the Newk Stock Exchange (NYSE) under the symbol FBR.D@cember 31, 1998, there
were 673 holders of record of the Corporation's mam stock.

The following table sets forth the high and lowces of the Corporation's common stock for the pisriadicated as reported by the NYSE.
Common stock prices were adjusted to give retreacffect to the stock split declared in May 1998.

Quarter ended High Low
1998:

December $30.50 $ 21.38
September 29.50 23.63
June 29.63 22.72
March 23.88 16.50
1997:

December $18.82 $ 15.13
September 17.75 12.53
June 13.63 11.69
March 14.38 12.50
1996:

December $14.19 $ 11.13
September 11.57 10.00
June 12.07 10.07
March 12.13 10.32
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

First BanCorp manages its asset/liability positionrder to limit the effects of changes in inténedes on net interest income, subject to other
goals of Management and within guidelines set fbgtthe Board of Directors.

The day-to-day management of interest rate riskyedkas liquidity management and other relatedtenst is assigned to the Asset Liability
Management and Investment Committee (ALCO). The ALE composed of the following officers: Presidentt CEO, Senior Executive
Vice President/Chief Financial Officer, Senior Extree Vice President/Chief Lending Officer, ExesetiVice President and President of
Money Express, Senior Vice President/Investmemis the Economist. The ALCO meets on a weekly bdsis.Economist acts as secretary,
keeping minutes of all meetings.

Committee meetings focus on, among other thingsentiand expected conditions in world financiarkess, competition and prevailing
rates in the local deposit market, reviews of liifyi, unrealized gains and losses in securitierreor proposed changes to the investment
portfolio, alternative funding sources and theistsphedging and the possible purchase of deremguch as swaps and caps, and any tax or
regulatory issues which may be pertinent to thesasa The ALCO approves pricing and funding deossio the light of the Corporation's
overall growth strategies and objectives. On a semual basis the ALCO performs a comprehensivet/fiability review, examining the
measures of interest rate risk described belowtbegevith other matters such as liquidity and capit

The Corporation uses simulations to measure tleetsfbf changing interest rates on net interesinmec These measures are carried out ir
ways, assuming upward and downward interest rateements of 200 basis points:

(1) using a balance sheet which is assumed tabatfthe levels existing on the simulation date, a
(2) using a balance sheet which has growthpatterdsstrategies similar to those which have occurrdde recent past.

Assuming a flat balance sheet, tax equivalentmtetest income for the twelve months following Daber 31, 1998 would be $207.1 million
under flat rates, $185.4 million under rising ratesd $211.0 million under falling rates. Assumangrowing balance sheet, tax equivalent net
interest income for the same one year period wbal$209.1 million under flat rates, $188.3 millimmder rising rates and $212.5 million
under falling rates. These simulations do not regmewhat actual results would be, since inteastnisk management is dynamic, and can be
adjusted depending on the committee's interesorteok.

These simulations assume gradual upward or downmasegments of interest rates over one year, withcttange totaling 200 basis points at
the end of the twelve month period. The balancetsisedivided into groups of similar assets andilites in order to simplify the process of
carrying out these projections. As interest raites or fall these simulations incorporate expefttare lending rates, current and expected
future funding sources and cost, the possible é&ef options, liquidity requirements, and othesetbrs which may be important in
determining the future growth of net interest ine®@nly interest and fee income is included in ¢gh@®jections; profits on the sale of assets
are excluded. All computations are done on a taxvedent basis, including the effects of the chaggiost of funds on the tasxempt spreac

of certain investments.

These simulations are highly complex, and theymary simplifying assumptions which are intendeceftect the general behavior of the
Corporation over the period in question, but theze be no assurance that actual events will phth#ise assumptions in all cases. For this
reason, the results of these simulations are @pycximations of the true sensitivity of net intgrancome to changes in market interest rates.
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Report of Independent
Accountants and Consolidated
Financial Statements

PricewaterhouseCoopers
Report of Independent Accountants

To the Board of Directors
and Stockholders
of First BanCorp

In our opinion, the accompanying consolidated stetgts of financial condition and the related coisoéd statements of income, of changes
in stockholders' equity, of comprehensive inconme, af cash flows present fairly, in all materiadpects, the financial position of First
BanCorp and its subsidiaries at December 31, 1868897, and the results of their operations aait tash flows for each of the three years
ended December 31, 1998, in conformity with gemgdcepted accounting principles. These finarst@tiements are the responsibility of the
Company's management; our responsibility is to@sgean opinion on these financial statements basedr audits. We conducted our audits
of these statements in accordance with generatigmed auditing standards which require that we ptad perform the audit to obtain
reasonable assurane about whether the financiahstats are free of material misstatement. An anditides examining, on a test basis,
evidence supporting the amounts and disclosuréigifinancial statements, asssessing the accoyntimgjples used and significant estime
made by management, and evaluating the overaldiahstatement presentation. We believe that adits.provide a reasonable basis for the
opinion expressed above.

/sl PricewaterhouseCoopers LLP

CERTI FI ED PUBLI C ACCOUNTANTS

(OF PUERTO RI CO)

Li cense No. 216 Expires Dec., 1 2001
Stanmp 1537438 of the P.R Society of
Certified Public Accountants has been
affixed to the file copy of this report

February 12, 1999



FIRST BANCORP

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

Decemb
Assets
Cash and due from depository institutions

Money market instruments -
Deposits at interest with banks

Debt securities available for sale, at market:
United States and Puerto Rico Government obliga
Mortgage backed securities
Other investment

Total debt securities available for sale

Debt securities held to maturity, at cost -
United States and Puerto Rico Government oblig

Federal Home Loan Bank (FHLB) stock

Loans held for sale
Loans receivable

Total loans
Allowance for loan losses

Total loans - net

Other real estate owned

Premises and equipment - net
Accrued interest receivable

Due from customers on acceptances
Other assets

Total assets

Liabilities and Stockholders' Equity
Liabilities:
Non-interest bearing deposits
Interest bearing deposits
Federal funds purchased and securities
sold under agreements to repurchase
Other short-term borrowings
Advances from FHLB
Notes payable
Bank acceptances outstanding
Accounts payable and other liabilities

Subordinated notes

Stockholders' equity:
Common stock, $1.00 par value, authorized
29,599,552 shares (including 14,796,526 share
on May 29, 1998 as a stock split) (1997 - 14,9
Less: Treasury Stock (100,000 shares at par)

Common stock outstanding

Additional paid-in capital

Capital reserve

Legal surplus

Retained earnings

Accumulated other comprehensive income - unreal
on securities available for sale, net of ta

Contingencies and commitments
Total liabilities and stockholders' equity

The accompanying notes are an integral part of thes

er 31, 1998 1997

$ 39,416,097 $ 37,666

525,669 514
tions 268,611,106 448,092
1,492,538,909 758,886
1,620,000

1,762,770,015 1,206,979

ations 26,921,836 59,256
10,270,600 10,150
20,641,628 10,224

2,099,412,756 1,949,076

2,120,054,384 1,959,301
(67,854,066) (57,711

2,052,200,318 1,901,589

3,642,525 1,131
51,537,192 48,447
10,738,072 13,035

2,392,338 353
56,937,413 48,311

$4,017,352,075 $3,327,435

$ 173,103,709 $ 140,099
1,601,941,185 1,454,535

1,623,697,988 969,303
86,594,710 231,504
2,600,000 29,000
118,100,000 132,350
2,392,338 353
39,058,247 34,486

3,647,488,177 2,991,632
99,495,830 99,423

250,000,000 shares; issued

s issued
01,826) 29,599,552 14,901
100,000

29,499,552 14,901
23,575,936 38,453
30,000,000 20,000
53,454,469 53,454
125,088,180 97,537

ized gain

X 8,749,931 12,031
270,368,068 236,379

$4,017,352,075 $3,327,435

e statements.

,068

,236

442
800

242

,360

,300

,509

,558



Interest income:
Loans
Debt securities
Short-term investments
Dividends on FHLB stock

Total interest income

Interest expense:
Deposits
Short-term borrowings
Notes payable
Advances from FHLB

Total interest expense
Net interest income
Provision for loan losses

Net interest income after provision for loan losses

Other income:

Other fees on loans

Service charges on deposit accounts
Trading income (loss)

Fees on loans serviced for others
Gain on sale of investments

Rental income

Other operating income - net

Total other income

Other operating expenses:
Employees' compensation and benefits
Occupancy and equipment
Taxes and insurance
Net cost (gain) of operations and disposition of
other real estate owned
Amortization of debt issuance costs
Other

Total other operating expenses
Income before unusual item and income tax provision
Unusual item - SAIF assessment

Income before income tax provision
Income tax provision

Net income
Earnings per common share - basic
Earnings per common share - diluted

The accompanying notes are an integral part of thes

FIRST BANCORP
CONSOLIDATED STATEMENTS OF INCOME

1998

Year ended December 31,
1997

$231,513,730 $225,524,452
88,312,096 55,310,691
729,417 3,654,806
743,161 670,156
321,298,404 285,160,105
70,418,359 72,147,084
69,494,151 39,460,518
14,965,751 17,958,092
251,707 863,599
155,129,968 130,429,293
166,168,436 154,730,812
76,000,000 55,675,500
90,168,436 99,055,312 1
11,157,852 10,898,586
7,843,837 7,363,369
3,364,843 744,789
1,617,292 2,669,673
26,827,417 11,388,137
2,291,814 1,935,169
5,136,795 4,865,788
58,239,850 39,865,511
43,185,324 38,644,042
18,154,663 16,101,054
6,577,894 6,575,896
42,359 (21,128)
691,411 787,745
23,146,048 21,180,662
91,797,699 83,268,271
56,610,587 55,652,552
56,610,587 55,652,552
4,798,200 8,125,000
$ 51,812,387 $47,527,552
$1.75 $1.58
$1.74 $1.58

e statements.

$

13,744,790
40,180,410
1,842,204
755,485

70,963,853

23,319,871
17,289,034
1,454,547

43,495,584

31,582,401

10,651,284
6,184,113
(1,354,773)
3,993,007
4,856,568
2,356,358
2,927,920

37,358,733
14,931,955
7,093,764

218,522
873,420
22,021,236

59,030,030
9,115,000
49,915,030
12,281,239



CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Net income

Other comprehensive income net of tax:
Unrealized gain (losses) on securities:
Unrealized holding gains (losses)
arising during the period
Less: reclassification adjustment
for gains included in net income

Total other comprehensive income

Comprehensive income

The accompanying notes are an integral part of thes

FIRST BANCORP

Year ended De

1998 1997
$51,812,387 $47,527,552
(14,665,309) 12,081,362
(11,383,796) 657,037

(3,281,513) 11,424,325
$48,530,874 $58,951,877

e statements.

cember 31,

(3,585,742)

(1,074,566)



CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from (for) operating activities:
Net income

Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation
Provision for loan losses
Increase in taxes payable
Increase in deferred tax asset
Decrease (increase) in accrued interest receiva
Increase (decrease) in accrued interest payable
Amortization of deferred loan fees
Net gain on sale of investments securities
Originations of loans held for sale
Proceeds from sale of loans
Decrease (increase) in other assets
Increase (decrease) in other liabilities

Total adjustments
Net cash provided by operating activities

Cash flows from (for) investing activities:
Principal collected on loans
Loans originated
Sales of investment securities and deposits at i
Maturities of investment securities and deposits
Purchases of investment securities and deposits a
Additions to premises and equipment
Proceeds from sale of other real estate owned
Proceeds from sale of auto repossessions
Redemption of FHLB stock

Net cash used by investing activities

Cash flows from (for) financing activities:
Proceeds from issuance of certificates of deposit
Payments for maturing certificates of deposit
and withdrawals of saving accounts
Interest credited to deposits
Proceeds from federal funds purchased and
securities sold under repurchase agreements
Payments/Maturities of federal funds purchased
and securities sold under repurchase agreements
Net increase (decrease) in other short-term borro
FHLB-N.Y. advances taken
Principal payments on FHLB-N.Y. advances
Payments of notes payable
Proceeds from notes payable
Decrease (increase) in debt securities issuance ¢

Net increase (decrease) in demand deposit account

Dividends
Repurchase of common stock
Treasury stock acquired
Exercise of stock options
Net cash provided by financing activities

Net increase (decrease) in cash and cash equivale
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The accompanying notes are an integral part of thes

FIRST BANCORP

Year ende
1998 1

$ 51,812,387 $ 47

7,827,866 7
76,000,000 55
3,454,049 1
(11,454,033) (1
ble 2,297,862 @3
1,072,485 @
881,411

(26,827,417) (11
(9,086,622) (7

(2,194,128) 3
1,718,243 3

559,726,839 661

(798,487,248) (819
nterest with banks 302,128,585 118
at interest with banks  6,096,509,572 7,546
t interest with banks  (6,899,653,771) (8,079

(10,917,891) 6

463,867 1
22,506,674 a4
(120,300)

(727,843,673) (535

and savings accounts  1,213,776,011 894

(1,029,607,935) (961
(53,226,355) (53

16,408,940,022 14,057

(15,754,179,517) (13,676
wings (144,910,185) 231
2,600,000 29
(29,000,000) (14
(14,177,660) (54

ost (1,049,270)
s 49,468,489 10
(8,870,832) @
(3,656,420) 6
(2,211,250)
196,501

634,091,599 451

nts 1,750,029 2
37,666,068 35

$ 39,416,097 $ 37

e statements.

d December 31,

997

,527,552

,281,936
,675,500
464,869
,765,992)
,843,610)
,371,552)
(30,868)
,388,137)
,668,575)
,249,543
,294,965
,157,333)

,129,038
,802,988)
,004,497
,078,859
,336,836)
,739,859)
,105,200
,413,066

,793,781

,330,999)
,567,387)

,501,079

,488,479)
504,896
,000,000
,100,000)
,010,993)

957,972
813,682
,197,417)
,899,822)

382,249

,666,068

1996

$ 37,633,791

6,156,487
31,582,401
1,539,279
(7,625,000)
3,582,598
4,527,433
950
(4,856,568)
(8,455,567)

(734,092)
3,058,474

648,321,626
(1,041,089,883)
208,657,726
4,744,671,620
(4,999,351,451)

(16,183,784)
4,780,000
19,932,726
2,297,100

977,210,993

(740,699,072)
(45,258,544)

8,180,227,456
(8,016,755,718)

14,100,000
(29,500,000)
(16,927,316)
55,500,000
327,813
(3,184,250)
(6,140,400)
(9,042,230)

(1,695,402)
36,883,633

$ 35,188,231




CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Common
stock

outstanding

Balance at December 31, 1995

Net income

Change in valuation of
securities available for sale
Addition to legal surplus
Addition to capital reserve
Repurchase of common stock
Cash dividends

Balance at December 31, 1996

Net income

Change in valuation of
securities available for sale

Addition to legal surplus

Addition to capital reserve

Repurchase of common stock

Stock option exercised

Cash dividends

Balance at December 31, 1997

Net income

Change in valuation of
securities available for sale

Addition to capital reserve

Repurchase of common stock

$15,541,751

(425,100)

15,116,651

(247,825)
33,000

14,901,826

(108,800)

Treasury stock (100,000)

Stock option exercised
Cash dividends
Common stock split
on May 29, 1998

10,000

14,796,526(14

35
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Additional
paid-in Capital Legal Retaine
capital reserve surplus earni

$39,450,162 $45,343,616  $67,748
37,633
3,763,379 (3,763
$10,000,000 (10,000

(850,200) (7,766
(6,140

38,599,962 10,000,000 49,106,995 77,711
47,527

4,347,474 (4,347

10,000,000 (10,000
(495,650) (6,156
349,249
(7,197

38,453,561 20,000,000 53,454,469 97,537

51,812
10,000,000 (10,000
(217,600) (3,330
(50,000) (2,061
186,501
(8,870
,796,526)

$23,575,936 $30,000,000 $53,454,469 $125,088

The accompanying notes are an integral part oketegement:

Unrealized
gain on
securities

d available
ngs for sale

,506  $3,118,295
,791

(2,511,176)
379)
,000)
,930)
,402)
586 607,119
552

11,424,325
A74)
,000)
,347)

417)
900 12,031,444
387
(3,281,513)
,000)
,024)
,250)
,832)

,180 $8,749,931



FIRST BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 - Nature of Business

First BanCorp (the Corporation) was incorporateddamtober 1st, 1998 under the laws of the CommontWedlPuerto Rico to serve as the
bank holding company for FirstBank Puerto RicogiBank or the Bank). As a result of this reorgatiiraeach of the Bank's outstanding
shares of common stock was converted into one sli@@mmon stock of the new bank holding comparys Teorganization was carried out
pursuant to an Agreement and Plan of Merger bybatdeen the Corporation and the Bank. First Ban@ospbject to the Federal Bank
Holding Company Act and to the regulations, sugovi, and examination of the Federal Reserve Board.

FirstBank, the Corporation's subsidiary, is a comuiaébank chartered under the laws of the Commattiveof Puerto Rico. Its main office is
located in San Juan, Puerto Rico, and has 38dunlice banking branches in Puerto Rico and tw&énU.S. Virgin Islands. It also has loan
origination offices in Puerto Rico focusing on comer loans. In addition, through its wholly ownedbsidiaries, FirstBank operates other
offices in Puerto Rico specializing in small persldioans, finance leases and vehicle rental. ThkBasubject to the supervision,
examination and regulation by the Office of the @assioner of Financial Institutions of Puerto Rarud the Federal Deposit Insurance
Corporation (FDIC), which insures its deposits tigl the Savings Association Insurance Fund (SAIF).

Note 2 - Summary of Significant Accounting Policies

The accounting and reporting policies of the Casion and its subsidiaries conform with generatlgepted accounting principles, and, as
such, include amounts based on judgments, estiraattassumptions made by Management that affecefueted amounts of assets and
liabilities at the date of the financial statemeantsl the reported amounts of revenues and expduosag the reporting periods. Actual result
could differ from those estimates. Following isesdription of the more significant accounting pelicfollowed by the Corporation:

Principles of consolidation

The consolidated financial statements include to®ants of the Corporation and its subsidiaridgyfalvhich are wholly owned. All
significant intercompany balances and transacti@ve been eliminated in consolidation.

Statement of cash flows
For purposes of reporting cash flows, cash and egslvalents include cash on hand and amountsrdoedepository institutions.
Segments of an enterprise and related information

In June 1997, the Financial Accounting Standardsr@¢9FASB) issued Statement of Financial AccounStandards (SFAS) No. 131
"Disclosures about Segments of an Enterprise atatdrelnformation.” This statement changes the puahylic companies report information
about segments of their business in their finarstatiements and requires them to report selectgdesd information in the reports issued to
shareholders. It also requires entity-wide disaleswabout the products and services an entity gesyiactivities in different geographic areas,
and reliance on major customers.

The segments are determined based on the way drzdément organizes the segments within the datitpaking operating decisions and
assessing performance. Management implemented SIBA$31 for all the periods presented. The impletatén affected only the
disclosures given in the notes to the financiakstents.

Securities purchased under agreements to resell

The Corporation enters into purchases of securitiger agreements to resell the same securitiesuAta advanced under these agreements
represent short-term loans and are reflected &tsassthe statements of financial condition.

Investment securities
The Corporation classifies its investments in detat equity securities into one of three categories:

Held to maturity - Securities for which the entitgs the positive intent and ability to hold to nmgu These securities are carried at amortized
cost.

Trading - Securities that are bought and held jadty for the purpose of selling them in the nesgm. These securities are carried at fair
value, with holding gains and losses reported miags.



Available for sale - Securities not classified r@sling or as held to maturity. These securitiexarged at fair value, with unrealized holding
gains and losses net of estimated tax effect, deddrom earnings and reported in other comprekieristome as a separate component of
stockholders' equity



Premiums and discounts are amortized as an adjostmeterest income over the life of the relasedurities using a method that
approximates the interest method. Realized gaihssses on securities are reported in earnings 'Vdbmputing realized gains or losses, the
cost of securities is determined on the specifniiication method.

Loans and allowance for loan losses

Loans are stated at their outstanding balancaulesarned interest and net deferred loan origindéea and costs. Unearned interest on
installment loans (i.e., personal and auto) isgeced as income under a method which approxinthtemterest method.

Loans on which the recognition of interest incoras heen discontinued are designated as non-accilimgn loans are placed on non-
accruing status, any accrued but uncollected isténeome is reversed and charged against intieeshe.

Consumer loans are classified as non-accruing wh®nare delinquent:

90 days or more for auto, boat and home equityvedeans, 120 days or more for personal loans1&@ddays or more for credit cards and
personal lines of credit. Commercial and mortgagas$ are classified as non-accruing when theyeeqdient 90 days or more. This policy
is also applied to all impaired loans.

The Corporation provides for estimated losses origage, commercial and consumer loans upon an &i@uof the risk characteristics of
said loans, loss experience, economic conditiodsodimer pertinent factors. Loan losses are chaageldecoveries are credited to the
allowance for loan losses.

Loan origination fees and costs

Loan origination fees and costs incurred in thgindtion of loans are deferred and amortized usiegnterest method or under a method that
approximates the interest method over the lifdheflbans as an adjustment to interest income. Vitean is paid off or sold, any
unamortized net deferred fee (cost) balance isted¢charged) to income.

Other real estate owned - acquired in settlemeltanfs

Other real estate owned, acquired in settlemelttanfs, is carried at the lower of cost (carryinfueaof the loan) or fair value minus estima
cost to sell of the real estate at the date ofia@togpun. Subsequent to foreclosure, gains or losssslting from the sale of these properties and
losses recognized on the periodic reevaluatiotesfe properties are credited or charged to néf{gam) of operations and disposition of
other real estate owned. The cost of maintainimjaperating these properties is expensed as irtturre

Premises and equipment

Premises and equipment are carried at cost lessnatated depreciation. Depreciation is providedtenstraight-line method over the
estimated useful lives of the individual assetgpfi@eiation of leasehold improvements is computetherstraight-line method over the terms
of the leases or estimated useful lives of the awpments, whichever is shorter. Costs of maintemand repairs which do not improve or
extend the life of the respective assets are exggeas incurred. Costs of renewals and bettermeatsapitalized. When assets are sold or
disposed of, their cost and related accumulatededeiion are removed from the accounts and any galioss is reflected in earnings.

Securities sold under agreements to repurchase

The Corporation enters into sales of securitieeuadreements to repurchase the same or similarises. Generally, similar securities are
securities from the same issuer, with identicaiif@and type, similar maturity, identical contractirdérest rates, similar assets as collateral
and the same aggregate unpaid principal amountufitsadvanced under these agreements are accasngbdrt-term borrowings and the
securities underlying the agreements remain irafiset accounts.

Amortization of debt issuance costs
Costs related to the issuance of debt are amortinddr a method which approximates the intereshoaet
Treasury stock

The Corporation accounts for treasury stock atvpare. Under this method, the treasury stock adcisuincreased by the par value of each
share of common stock reacquired. Any excess paidhpare over the par value is debited to additipaia-in capital for the amount per sh
that it was originally credited. Any remaining egsés charged to retained earnir



Stock option plan

The cost associated with stock option plan undechvbertain employees receive options to buy shafretock of the Corporation must be
recognized either by the fair value based methdti@intrinsic value based method. The Corporatiees the intrinsic value based method of
accounting. Under the intrinsic value based metbotjpensation cost is the excess, if any, of ttiteglimarket price of the stock at grant
date or other measurement date over the amoumhplogee must pay to acquire the stock. If mateeatities using the intrinsic value based
method on awards granted to employees must makimpna disclosures of net income and earnings Ip&res as if the fair value based
method of accounting had been applied. Under tinedidue based method, compensation cost is medsithe grant date based on the value
of the award and is recognized over the servicemgewhich is usually the vesting period.

Earnings per common share

Earnings per share-basic is calculated by dividiiegme available to common stockholders by the teidj average number of outstanding
common shares. The computation of earnings peedtiluted is similar to the computation of earnipgs share-basic except that the
weighted average common shares are increasedltaénthe number of additional common shares thatldvbave been outstanding if the
dilutive potential common shares had been issuwtk®ptions outstanding under the Corporatiomsksbption plan are considered in the
earnings per share-diluted by application of teasury stock method. Any stock splits or stockd#nids are retroactively recognized in all
periods presented in financial statements.

Reporting comprehensive income

In June 1997, the FASB issued SFAS No. 130 "Remp@iomprehensive Income.” This statement estalslisteandards for reporting and
displaying comprehensive income and its componiearttge financial statements. Comprehensive incamokides net income and several
other items that current accounting standards reqaibe recognized outside of net income. Thigstant was implemented in 1998 and
affected only financial statements' presentatiatléssification of financial statements for earfieriods was presented for comparative
purposes.

Reclassifications
Certain amounts in the 1997 and 1996 financiaéstants have been reclassified to conform with #88Xlassifications.
Accounting for derivative instruments and hedgintjaties

In June 1998, the FASB issued SFAS No. 133 "Acdagrfor Derivative Instruments and Hedging Actiggi" This statement establishes
accounting and reporting standards for derivatigtruments, including derivative instruments thatembedded in other contracts, and for
hedging activities. SFAS No. 133 standardizes auiog for derivative instruments, including thoseledded in other contracts, by requit
the recognition of all derivatives (both assets katfilities) in the statement of financial positiat fair value. In accordance with SFAS No.
133, changes in the fair value of derivative instemts are generally accounted for as current inaama¢her comprehensive income,
depending on their designation.

SFAS No. 133 generally provides for the matchingheftiming of gain or loss recognition on the hiedgnstruments with the recognition of
either the changes in the fair value of the hedxgset or liability, or the earnings effect of tleglfed forecasted transaction.

SFAS No. 133 is effective for fiscal periods begignafter June 15, 1999. Based on current voluMasagement expects that the adoption
of SFAS No. 133 will not have a significant impact the Corporation's financial position and resofteperations



Note 3 - Stockholders' Equity
Common stock
Authorized common stock shares at December 31, 198 250,000,000 (1997 - 200,000,000), with avpdue of $1.00.

On April 30, 1998, the Corporation declared a taodne stock split on its then outstanding 14,786 ghares of common stock. As a resu
total of 14,796,526 additional shares of commoglsteere issued on May 29, 1998. In addition, 33,800 10,000 shares of common stock
were issued during 1997 and 1998 as part of theeimeeof stock options under the Corporation'skstition plan.

The Corporation declared a cash dividend on itsnmomstock of $0.20 per share in 1996, of $0.24spare in 1997, and of $0.30 per shai
1998.

Stock repurchase plan and treasury stock

In 1996 a stock repurchase program was establighed 996 Program) where the Corporation is autledrio repurchase in the open market,
and retire from circulation or hold as treasurycktaip to ten percent of the 31,083,502 issuedoamstanding shares of common stock at the
time the program was approved by the stockholdémger this program the Corporation repurchasedsh b 317,600 shares of common
stock at a cost of $5,867,674 during 1998, 4958&0es of common stock at a cost of $6,899,822dur997, and 850,200 shares of
common stock at a cost of $9,042,230 during 199@. Tumber of shares were adjusted to recognizil#lye1998 stock split.

In 1997 an additional stock repurchase programestablished whereby the Corporation may repurcimatbee open market shares of
common stock, which amount represents 10% of thee$ and outstanding shares after all shares &@adamder the 1996 Program have
been repurchased.

As permitted by the new bank holding company stmgtat December 31, 1998, 100,000 shares wereakdléasury stock and were
available for general corporate purposes.

Preferred stock

The Corporation has 50,000,000 shares (1997 - Q@O00) of authorized preferred stock with a paugadf $1. This stock may be issued in
series and the shares of each series shall halkeights and preferences as shall be fixed by ther® of Directors when authorizing the
issuance of that particular series. At Decembel9%8, no shares of preferred stock were outstgndin

Capital reserve

The capital reserve account was established to lyowith certain regulatory requirements of the ©iof the Commissioner of Financial
Institutions of Puerto Rico related to the issuamicgubordinated notes by FirstBank in 1995. An ami@qual to 10% of the principal of the
notes is set aside each year from retained earnimgshe reserve equals the total principal antoAhthe notes repayment date the balance
in capital reserve is to be transferred to thellsgeplus account or retained earnings after thg@gl of the Commissioner of Financial
Institutions of Puerto Rico.

Legal surplus

The Banking Act of the Commonwealth of Puerto Riequires FirstBank that a minimum of 10% of theinebme for the year be transfer
to legal surplus, until such surplus equals thel it paid in capital on common and preferred stéakounts transferred to the legal surplus
account from the retained earnings account ar@vaitable for distribution to the stockholders.

Dividend restrictions

The Corporation is subject to certain restrictigeserally imposed on Puerto Rico corporations, ftat dividends may be paid out only from
the Corporation's net assets in excess of capiialthe absence of such excess, from the Corporathet earnings for such fiscal year and/or
the preceding fiscal year). The Federal Reservedloas also issued a policy statement that provttEsank holding companies should
generally pay dividends only out of current opemgtarnings.

Note 4 - Regulatory Capital Requirement

The Corporation is subject to various regulatonyited requirements imposed by the federal bankonaies. Failure to meet minimum
capital requirements can initiate certain mandatony possibly additional discretionary actions égulators that, if undertaken, could have a
direct material effect on the Corporation's finahstatements. Under capital adequacy guidelindgtaregulatory framework for prompt
corrective action, the Corporation must meet specépital guidelines that involve quantitative regi@s of the Corporation's assets,
liabilities, and certain off-balance sheet itemgasulated under regulatory accounting practitég. Corporation's capital amounts and
classification are also subject to qualitative jondat by the regulators about components, risk wigigh and other factor



Capital standards established by regulations redbe Corporation to maintain minimum amounts aits of Tier 1 capital to total average
assets (leverage ratio) and ratios of Tier 1 atal tapital to risk-weighted assets, as definethénregulations. The total amount of risk-
weighted assets is computed by applying risk wéighfactors to the Corporation's assets, which ¥iamyn 0% to 100% depending on the
nature of the asset.

At December 31, 1998 and 1997, the Corporationedkee the requirements for an adequately capitaiisdution.

At December 31, 1998, the Corporation also waslhoapitalized institution under the regulatoryrfrawork for prompt corrective action. To
be categorized as well capitalized the Corporatioist maintain minimum total risk based, Tier 1 tisised and Tier 1 leverage ratios as set
forth in the following table. Management believiattthere are no conditions or events that haveggththat classification.

The Corporation's regulatory capital position wagalows (dollars in thousands):

For Capital To Be Well
Adequacy Purposes Cap italized
Amount Ratio Amount Ratio
At December 31, 1998:
Total capital to risk weighted assets:
Actual $377,939 17.39% $377,939 17.39%
Requirement 173,835 8.00% 217,294 10.00%
Excess $204,104 9.39% $160,645 7.39%
Tier 1 capital to risk weighted assets:
Actual $250,910 11.55% $250,910 11.55%
Requirement 86,917 4.00% 130,376 6.00%
Excess $163,993 7.55% $120,534 5.55%
Tier 1 capital to average assets:
Actual $250,910 6.59% $250,910 6.59%
Requirement 152,272 4.00% 190,340 5.00%
Excess $ 98,638 2.59% $ 60,570 1.59%
At December 31, 1997:
Total capital to risk weighted assets:
Actual $348,359 17.26% $348,359 17.26%
Requirement 161,452 8.00% 201,816 10.00%
Excess $186,907 9.26% $146,543 7.26%
Tier 1 capital to risk weighted assets:
Actual $223,481 11.07% $223,481 11.07%
Requirement 80,726 4.00% 121,089 6.00%
Excess $142,755 7.07% $102,392 5.07%
Tier 1 capital to average assets:
Actual $223,481 7.44% $223,481 7.44%
Requirement 120,101 4.00% 150,126 5.00%
Excess $103,380 3.44% $ 73,355 2.44%

At December 31, 1998, the Bank's regulatory capétids, which exceeded the requirements for agw@ately and well capitalized institution,
were as follows: (1) total risk based of 17.12%;T&r 1 risk based of 11.28% and; (3) Tier 1 lexg ratio of 6.44%. Management believes
that there are no conditions or events that hage@dd that classificatio



Note 5 - Stock Option Plan

The Corporation has a stock option plan coverimtpgeemployees. The plan covers a number of optiai to exceed 20% of the number of
common shares outstanding. Each option providethéopurchase of one share of common stock ata pot less than the fair market value
of the stock on the date the option is granted. Mhgimum term to exercise the options is ten yegns.stock option plan provides for a
proportionate adjustment in the exercise pricethrchumber of shares that can be purchased irvée of a stock dividend, stock split,
reclassification of stock, merger or reorganizagon certain other issuance and distributions.

Following is a summary of the activity related tock options as adjusted retroactively for the M98 stock split:

Number Weighted Aver age
of Options  Exercise Price of Option
At December 31, 1995 305,714 $ 5.7 2
Granted 20,000 12.6 9
At December 31, 1996 325,714 6.1 5
Granted 240,000 154 5
Exercised (66,000) 5.7 9
Expired or canceled (25,714) 10.2 0
At December 31, 1997 474,000 10.6 8
Granted 294,000 24.8 3
Exercised (13,500) 145 6
At December 31, 1998 754,500 16.1 3

During 1998 the Corporation granted 294,000 opttortsuy common stock shares with a weighted exeqice of $24.83 per option. The
option prices equal the quoted market price ofstibek on the grant date, therefore no compensatishwas recognized on the options
granted.

The options outstanding at December 31, 1998 hawiginal expiration term of ten years and altttdm are exercisable. The exercise price
of the options outstanding at December 31, 199§esufrom $5.79 to $28.38 and the weighted averageaining contractual life is eight
years and three montt

Following is additional information concerning ts®ck options outstanding at December 31, 1998 .dHi& included herein have been
adjusted to reflect the May 1998 stock split.

Number of Exercise Contractual
Options Price Maturity
234,000 $5.79 No vember 2004
13,000 13.56 Ja nuary 2007
213,500 15.63 No vember 2007
60,000 19.19 Fe bruary 2008
7,000 28.38 Ap ril 2008

40,000 27.09 Ma y 2008
10,000 26.56 Ju ne 2008
177,000 26.00 No vember 2008

754,500



Note 6 - Earnings Per Common Share

The calculations of earnings per common sharen®years ended December 31, 1998, 1997 and 198@ foh thousands, except per share
data):

Year ended December 31,
Earnings per common share-basic: 1998 1997 1996
Net income - available to common stockholders $51,812 $47,528 $37,634
Weighted average common shares outstanding 29,586 30,036 30,794
Earnings per common share-basic $ 1.75 $ 1.58 $ 1.22
Earnings per common share-diluted:
Net income - available to common stockholders $51,812 $47,528 $37,634
Weighted average common shares and share equivale nts:
Average common shares outstanding 29,586 30,036 30,794
Common stock equivalents - Options 272 168 158
Total 29,858 30,204 30,952
Earnings per common share-diluted $ 1.74 $ 1.58 $ 1.22

Had compensation cost for the stock options granésth determined based on the fair value at th& gede (as a result of the requirement
explained in Note 2 - Stock option plan), the Cogtion's net income and earnings per common shavédvihave been reduced to the pro
forma amounts indicated, as follow (in thousandsept per share data):

Year ended De cember 31,
Pro forma earnings per common share: 1998 1 997 1996
Net income $48,592 $ 46,354 $37,634
Earnings per common share-basic $1.64 $1.55 $1.22
Earnings per common share-diluted $1.63 $1.54 $1.22

Management uses the binomial model for the comjputatf the fair value of each option granted to khgres of the Corporation's common
stock. The fair value of each option granted dufifg§8 and 1997 was estimated using the followirsgiaptions: weighted dividend growth
of 21.97% (1998); expected life of 10 years; weightxpected volatility of 36.08% (1998) and 29.8%9(7) and weighted risk-free interest
rate of 5.10% (1998) and 5.76% (1997). The weigletinated fair value of the options granted w38 (1998) and $4.89

(1997) per option. The options granted during 1886 not considered in the 1996 pro forma earnpegshare since their effect in the
computation was immaterie



Note 7 - Cash and Due from Banks

The Corporation is required by law to maintain agerreserve balances. The amount of those resalarecles was approximately
$34,867,200 at December 31, 1998 (1997 - $25,00%,40

Note 8 - Securities Purchased Under Agreements TceRell

At December 31, 1998 and 1997, there were no demupurchased under agreements to resell. Thenmiaxiaggregate balance outstanding
at any month-end during 1998 was approximately $288000 (1997 - $552,969,000). The average agtgrdgdance during 1998 was
$15,009,052 (1997 - $66,401,236). The securitielerying these agreements are kept under the Catipois control or held by the dealers
through which the agreements were transacted. dezsgities are not recorded as assets of the Gudipo.

Note 9 - Debt Securities Held For Trading
At December 31, 1998 and 1997, there were no dexaihield for trading purposes or options on sdusties.

All trading instruments are subject to market riglg risk that future changes in market conditi@ugh as fluctuations in market prices or
interest rates, may make an instrument less vauabiore onerous. The instruments are accounteat foarket value, and their changes are
reported directly in earnings.

The Corporation may write options on trading sd@sias part of its trading activities. These apdiare carried at market value. Net gains
losses resulting from these transactions are redardthe trading income or loss account.

The net gain from the sale of trading securitiepanted to $3,365,000 for the year ended Decemhet%®B (a gain of $745,000 for 1997
and a loss of $1,355,000 for 1996), and were iregdud earnings as trading income.

Note 10 - Debt Securities Held To Maturity

The amortized cost, unrealized gains and loss@sogimate market value, taxable equivalent weiglateerage yield and maturities of debt
securities held to maturity at December 31, 19982397 were as follows (dollars in thousands):

D ecember 31, 1998 De cember 31, 1997
Weighted Weighted
Amortized Unrealiz ed Market average Amortized Unrealized Market average
cost gains(los ses) value yield% cost gains(losses) value yield%
Obligations of other U.S.
Government Agencies:
Within 1 year $ 500 $ ( 2) $ 498 3.37 $10,704 $ (64) $10,640 4.45
After 1 to 5 years 500 (12) 488 3.99
After 10 years 23,051 $569 23,620 10.20 33,890 $412 34,302 9.53
Puerto Rico Government
Obligations:
Within 1 year 11,000 11,000 2.94
After 10 years 3,371 204 3,575 7.41 3,162 (32) 3,130 7.36
Total $26,922 $773 $( 2) $27,693 9.73 $59,256 $412 $(108) $59,560 7.23

During 1998, certain debt securities held to matwiere called by the issue



Note 11 - Debt Securities Held For Sale

The amortized cost, gross unrealized gains ané$ospproximate market value, taxable equivaleighted average yield and maturities of
debt securities held for sale at December 31, B8@B1997 were as follows (dollars in thousands):

Decemb er 31, 1998 Decembe r 31, 1997
Weighted Weighted
Amortized Unrealiz ed Market average Amortized  Unrealized Market average
cost gains(los ses) value yield% cost gains (loss es) value yield%

U.S. Treasury Securities:

After 5 to 10 years $251,092 $5,197 $256,289 7.61
Obligations of other U.S.
Government Agencies:

Within 1 year $240,040 $51 $240,091 5.00 188,852 $( 34) 188,818 5.72

After 10 years 25,619 $(1 59) 25,460 8.32
Puerto Rico Government
Obligations:

After 10 years 2,964 96 3,060 7.18 2,963 22 2,985 7.15
Total $268,623 $147 $(1 59) $268,611 5.35 $442,907 $5219 $ (34) $448,092 6.82
Mortgage backed securities- Federal Home Loan M ortgage Corporation (FHLMC)
certificates:

Within 1 year $ 4564 $ 19 $ 4,583 7.84 $12,046 $ (67) $11,979 6.76
After 1 to 5 years 1,001 9 1,010 8.14 7,361 $ 46 7,407 7.82
After 5 to 10 years 10,169 149 10,318 7.68 4,902 63 4,965 8.23
After 10 years 32,363 802 33,166 9.07 48,374 882 49,256 8.71

48,098 979 49,077 8.64 72,684 991 (67) 73,608 8.26

Government National
Mortgage Association
(GNMA) certificates:
After 10 years 1,411,369 9,936 $(3 57) 1,420,947 6.91 643,839 8,261 ( 183) 651,917 8.00
Federal National
Mortgage Association
(FNMA) certificates:

Within 1 year 157 1 158 8.23

After 1 to 5 years 2,691 30 2,721 8.40 3,501 37 3,638 8.31

After 5 to 10 years 274 11 285 10.28 1,452 22 1,474 8.89

After 10 years 14,299 605 ( 10) 14,894 10.35 18,011 843 18,854 10.36
17,422 646 ( 10) 18,058 10.02 22,964 902 23,866 9.95

Mortgage pass through
certificates:

After 5 to 10 years 2,627 (20) 2,608 6.54
After 10 years 2,764 767 3,530 9.33 3,049 924 3,973 9.48
2,764 767 3,530 9.33 5,676 924 (20) 6,581 8.12

Real Estate Mortgage
Interest Conduit:
After 1 to 5 years 865 62 927 11.63 2,867 48 2,915 11.30

Total $1,480,516 $12,390 $(36 7) $1,492,539 7.02 $748,031 $11,126 $( 270) $758,887 8.10

Other Investment:
After 5 to 10 years $1,964 $(34 4)  $1,620 15.76



Maturities for mortgage backed securities are bageh contractual terms assuming no repaymentswElghted average yield on debt
securities held for sale is based on amortized tostefore it does not give effect to changesinvialue.

At December 31, 1998, the net unrealized gain ¢f48931 (1997 - $12,031,444) on securities aviglfdy sale after the estimated income
tax of $2,916,644 (1997 - $4,010,476) was repaated separate component of stockholders' equityl 38 the change in the net unrealized
holding gain on the available for sale securitie®anted to a loss of $4,375,351 (199 gain of $15,232,433) before estimated incomes

For 1998, proceeds from the sale of securities ateolto $302.1 million (1997 - $118.0 million, 199%208.7 million) resulting in a realizt
gain of $26.8 million (1997 - $11.4 million, 199%4-9 million). No losses were recognized on thadess

Note 12 - Federal Home Loan Bank (FHLB) Stock

At December 31, 1998 and 1997, there were invedsnerrHLB stock with book value and estimated reéskalue of $10,270,600 and
$10,150,300, respectively. The estimated marketevaf such investments is its redemption value.

Note 13 - Interest and Dividend on Investments

A detail of interest and dividend income on investits follows (in thousands):

Year ended December 31,

1998 1997 1996
Mortgage-backed securities:
Taxable $ 5,230 $ 6,239 $13,343
Exempt 63,131 24,481 4,194
$68,361 $30,720 $17,537
Other investment securities:
Taxable $ 801 $ 1,372 $ 2,788
Exempt 20,621 27,544 22,453

$21,422 $28,916 $25,241



Note 14 - Loans Receivable

The following is a detail of the loan portfolio:

December 31 ,
1998 1997

Real estate loans:
Secured by first mortgages:
Residential $237,560,711 $2 23,097,793
Commercial 326,341,768 3 06,733,946
Construction, land acquisition and land improve ments 162,474,127 15,399,778
Insured by government agencies:
Federal Housing Administration and Veterans
Administration 8,185,232 10,176,044
Puerto Rico Housing Bank and Finance Agency 38,515,744 44,072,871
Secured by second mortgages 13,255,512 14,171,031
786,333,094 6 13,651,463
Undisbursed portion of loans in process (98,535,025) (6,120,583)
Deferred loan and commitment fees - net (10,246,116) (9,138,124)
Real estate loans 677,551,953 5 98,392,756
Commercial loans:
Commercial loans 368,548,532 2 35,570,531
Finance leases 52,214,183 42,500,399
Commercial loans 420,762,715 2 78,070,930
Consumer and other loans:
Personal 463,052,946 6 66,003,133
Personal lines of credit 9,535,354 10,961,902
Auto 512,116,471 5 12,937,974
Boat 32,208,879 29,144,971
Credit card 125,955,592 1 16,734,201
Home equity reserve loans 3,385,220 4,282,064
Unearned interest (145,284,440) (2 67,598,801)
1,000,970,022 1,0 72,465,444
Agency for International Development 128,066 147,848
Consumer and other loans 1,001,098,088 1,0 72,613,292
Loans receivable 2,099,412,756 1,9 49,076,978
Loans held for sale 20,641,628 10,224,509
Total loans 2,120,054,384 1,9 59,301,487
Allowance for loan losses (67,854,066) ( 57,711,927)
Total loans-net $2,052,200,318 $1,9 01,589,560

The Corporation's primary lending area is PuertmRAt December 31, 1998 and 1997 there is no féignit concentration of credit risk in
any specific industry on the loan portfolio.

At December 31, 1998, loans in which the accruahigrest income had been discontinued amount&8658,000 (1997 - $52,939,000;
1996 - $51,162,000). If these loans had been auginterest, the additional interest income redliz@uld have been approximately
$4,970,000 (1997 - $5,246,000; 1996 - $3,879,0D0¢re are no material commitments to lend additiurads to borrowers whose loans
were in no-accruing status at these da



At December 31, 1998 and 1997 mortgage loans belsale amounted to $20,641,628 and $10,224,569ectively. All mortgage loans
originated and sold during 1998 and 1997 were sakkd on pre-established commitments or at magkees, which in both situations were
equal or exceeded the carrying value of the loans.

At December 31, 1998, the Corporation was serviagiogtgage loans owned by others aggregating appadely $147,439,000 (1997 -
$168,416,000; 1996 - $186,781,000). As a resuli@fecuritization of auto loans, at December 9981the Corporation was servicing auto
loans aggregating approximately $19,567,000 (19669;049,000; 1996 - $121,775,000).

Various loans secured by first mortgages were asdigs collateral for term notes, certificatesegabit, advances from the Federal Home
Loan Bank of New York, and unused lines of crefiite total of loans pledged as collateral amourtebP®2,732,275 and $308,003,080 at
December 31, 1998 and 1997, respectively. A pootioi personal loans was assigned as collateradtiort-term borrowings as explained in
Note 21- "Other Short-Term Borrowings." The total of logriedged as collateral amounted to $220,443,511$268,024,128 at December
31, 1998 and 1997, respectively.

Note 15 - Allowance for Loan Losses

The changes in the allowance for loan losses were as follows:

Year ended December 31,

1998 1997 1996
Balance at beginning of period $57,711,927 $55,253,546 $55,008,7 54
Provision charged to income 76,000,000 55,675,500 31,582,4 01
Losses charged against the allowance (72,223,389) (59,590,916) (34,729,6 51)
Recoveries credited to the allowance 6,033,922 6,373,797 3,291,8 57
Other adjustments 331,606 100,1 85
Balance at end of period $67,854,066 $57,711,927 $55,253,5 46

At December 31, 1998, $14.3 million ($7.2 millionCecember 31, 1997) in commercial and real esvates over $1,000,000 was conside
impaired with an allowance of $3.8 million ($3.6llion at December 31, 1997). As of both periodsjmaeases in the provision for loan
losses were necessary, since the allowance prowideaidy covered the estimated impairment. There we consumer loans over $1,000,
considered impaired at December 31, 1998 and I®%¥ average recorded investment in impaired loamsated to $10.8 million for 1998
(1997 -$6.4 million). Interest income in the amount opegximately $736,000 was recognized on impairedddar 1998. No interest incot
was recognized in 1997 on the portfolio of impaile@hs during the period they were impaired.

Note 16 - Related Party Transactions

The Corporation granted loans to its directorscatiee officers and to certain related individuatsentities in the ordinary course of busin
The movement and balance of these loans werelas/fol

Amount
Balance at December 31, 1997 $ 8,902,326
New loans 21,006,257
Payments (8,379,759)

Balance at December 31, 1998 $21,528,824



Note 17 - Premises and Equipment
Premises and equipment are stated at cost lessatated depreciation as follows:

December 31,

1998 1997
Land $ 5,825,249 $ 5,825,249
Buildings and improvements 30,976,673 30,536,536
Leasehold improvements 10,807,734 10,095,690
Furniture and equipment 41,330,835 38,507,052
88,940,491 84,964,527
Accumulated depreciation (42,167,391) (39,052,917)
46,773,100 45,911,610
Projects in progress 4,764,092 2,535,557
Total premises and equipment - net $51,537,192 $48,447,167

Note 18 - Other Assets

Following is a detail of other assets:

December 31,

1998 1997

Deferred income taxes $22,142,665 $ 9,594,795
Accounts receivable 10,023,555 7,840,930
Prepaid expenses 10,219,939 8,466,690
Revenue earning vehicles 4,465,609 3,673,464
Other repossessed property 2,276,766 8,702,146
Insurance claims 1,778,133 2,003,426
Other 6,030,746 8,029,845

Total $56,937,413 $48,311,296
Note 19 - Deposits and Related Interest

Deposits and related interest consist of t he following:

December 31,

1998 1
Type of account and interest rate at:
Savings accounts - 2.75% to 4.00%

(1997 - 2.75% to 4.00%) $ 416,423,887 $ 403,128,42
Interest bearing checking accounts -

2.90% to 4.50% (1997 - 2.90% to 5.00%) 130,883,439 121,452,20
Non-interest bearing checking accounts 173,103,709 140,099,30
Certificate accounts - 3.80% to 7.15%

1,054,633,858 929,954,75

(1997 - 4.00% to 8.00%)
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The weighted average interest rate on total depasiDecember 31, 1998 and 1997 was 4.57% and 4ré8¢ectively.

The following table presents a summary of certtésaof deposits with remaining term of more thaa pear at December 31, 1998 (in
thousands):

Total
Over one year to two years $136,776
Over two years to three years 44,432
Over three years to four years 39,059
Over four years to five years 84,627
Over five years 42,650
Total $347,544

At December 31, 1998 time deposits in denominatair&L00,000 or higher amounted to $667,373,51971%559,625,405) including
brokered certificates of deposit of $283,249,2299(1- $225,018,000) at a weighted average rate68%6 (1997 - 6.03%).

At December 31, 1998, certificates of deposits eggting $59,000,000 (199%64,000,000) were guaranteed by irrevocable statedters o
credit issued by the Federal Home Loan Bank of Nevk and other banks. At December 31, 1998 spenifictgage loans with a carrying
value of $137,483,494 (1997 - $139,635,855) anichestd market value of $141,951,708 (1997 - $148,B1) and securities with a book
value of $6,877,563 (1997 - $9,239,236) and apprate market value of $7,041,301 (1997 - $9,519,1&2F pledged to the Federal Home
Loan Bank of New York as part of the agreement®dag the letters of credit.

At December 31, 1998, deposit accounts issuedvergment agencies with a carrying value of $67.286(1997 - $37,757,061) were
collateralized by securities with a carrying vahie&70,892,236 (1997 - $48,737,539) and estimatarket value of $72,177,444 (1997 -
$49,384,763) and specific mortgage loans with aygag value of $4,838,781 (1997 - $5,498,532) astiheated market value of $5,684,600
(1997 - $6,322,913).

A table showing interest expense on deposits falow

Year ended December 31,

1998 1997 1996
Savings $11,716,764 $12,155,192 $12,376, 620
Interest bearing checking accounts 4,486,582 4,167,371 4,264, 731
Certificates 54,215,013 55,824,521 54,322, 502
Total $70,418,359 $72,147,084 $70,963, 853

Note 20 - Federal Funds Purchased and Securities So

Federal funds purchased and securities

Id Under Agreements to Repurchase

sold under agreements to

repurchase (repurchase agreements) consist of the f ollowing:
December 31,
1998 1997
Federal funds purchased, interest
rate 5.32% (1997 - 7.33%) $ 15,000,000 $ 53,400 ,000
Repurchase agreements, interest
ranging from 4.65% to 5.80%
(1997 - 3.50% to 5.34%) 1,605,630,051 912,469 ,546
1,620,630,051 965,869 ,546
Accrued interest payable 3,067,937 3,433 ,835
Total $1,623,697,988 $969,303 ,381
Federal funds purchased and repurchase agreemen ts mature as follows:
December 31,
1998 1997
Federal funds purchased:
One to thirty days $ 15,000,000 $ 53,400 ,000
Repurchase agreements:
One to thirty days 1,158,520,676 681,469 ,546
Over thirty to ninety days 247,109,375 31,000 ,000
Over ninety days 200,000,000 200,000 ,000
1,605,630,051 912,469 ,546
Total $1,620,630,051 $965,869 ,546




The following securities were sold under agreememtspurchase:

December 31, 1998

Book Approximate w eighted
value of market value average
underly ing Balance of of underlying i nterest
Underlying securities securit ies borrowing securities rate
U.S. Treasury Securities and
obligations of other U.S.
Government Agencies $ 216, 073,870 $ 214,716,114 $216,111,108 5.13%
Mortgage backed securities 1,393, 322,895 1,390,913,937 1,403,729,265 6.08%
Total $1,609, 396,765  $1,605,630,051 $1,619,840,373
Accrued interest receivable $ 4, 321,371
December 31, 1997
Boo k Approximate W eighted
valu e of market value average
under lying Balance of of underlying i nterest
Underlying securities secur ities borrowing securities rate
U.S. Treasury Securities and
obligations of other U.S.
Government Agencies $392, 557,900 $404,869,203 $397,473,320 6.02%
Mortgage backed securities 518, 205,340 507,600,343 522,328,823 6.74%
Total $910, 763,240 $912,469,546 $919,802,143
Accrued interest receivable $ 7, 479,125

The weighted average interest rates of federaldymuichased and repurchase agreements at Deceipld®98 and 1997 was 5.03% and
5.13%, respectively.

At December 31, 1998, the securities underlyindisagreements were delivered to, and are beinghyeide dealers with which the
repurchase agreements were transacted, excepafsattions where the Corporation has agreed toglease similar but not identical
securities. The maximum aggregate balance outstgradiany month-end during 1998 was $1,648,513(8987 - $965,869,546). The
average balance during 1998 was approximately $1728,000 (1997 - $565,095,000).

Note 21 - Other Short-Term Borrowings

On March 31, 1997, the Corporation entered int@%0$00,000 financing arrangement administered fediCSuisse First Boston to be
renewed annually within a term of three years. At&@mber 31, 1998 borrowings through this arrangéareounted to $86,594,710 (1997 -
$231,504,896), with an available line of $95,252,88der the financing arrangement. Interest pendier the financing agreement cannot
exceed 100 days. The rate of interest for this tfifamancing, in which advances may be repaidetworrowed at the option of the
Corporation, is equivalent to A-1+/P-1 rated comeiadmpaper. The weighted average maturity at Deegrh, 1998 was 21 days (1997 -
eight days).

The weighted average interest rate of these bongsvat December 31, 1998 and 1997 was 6.38% aBéo6r2spectively. The maximum
aggregate balance outstanding at any month-enép@eximately $224,780,000 (1997 - $250,000,008% dverage aggregate balance
outstanding during the year was approximately $138,888 (1997 - $176,656,943).

Under this arrangement, the Corporation is requinadaintain eligible collateral consisting of pamal loans owned by the Corporation to
secure this borrowing. The Corporation has to naairat all times the aggregate outstanding balahtiee borrowing at a maximum of 85%

of the aggregate book value of the personal lotated as collateral. The aggregate book valueeofdains pledged as collateral at December
31, 1998 amounted to $220,443,511 (1- $288,024,128)



Note 22 - Advances From The Federal Home Loan Bardf New York (FHLB-N.Y.)
Following is a detail of the advances from the FHNE:

December 31,

Maturity Interest rate 1998 1997
January 4, 1999 5.13% $2,600,000
January 2, 1998 7.12% $29,000,000
Total $2,600,000 $29,000,000

Advances are received from the FHLB-N.Y. under alvaces, Collateral Pledge and Security AgreentkatGollateral Agreement). Under
the Collateral Agreement, the Corporation is reggito maintain a minimum amount of qualifying made collateral with a market value at
least 110% of the outstanding advances. At Dece®ibel998, specific mortgage loans with an estichatarket value of $3,155,152 (1997 -
$35,539,790) were pledged to the FHLB-N.Y. as pathe Collateral Agreement. The carrying valuswath loans at December 31, 1998
amounted to $2,860,000 (1997 - $31,900,000).

Note 23 - Notes Payable

Following is a detail of notes payable outstanding:

December 31, 1998 December 31,

Issue date (footnote) Maturity Interest rate 1998 1997
Notes payable:

May 31, 1990 (a) 1998 8.37% $ 3,000,000
January 29, 1993 (b) 1998 4.95% 5,000,000
February 8, 1993 (b) 1998 4.95% 1,250,000
April 15, 1993 (b) 1998 4.57% 5,000,000
February 11, 1994 (b) 1999 5.44% $ 2,100,000 2,100,000
May 13, 1994 (b) 1999 6.19% 5,000,000 5,000,000
May 13, 1994 (b) 1999 6.19% 5,000,000 5,000,000
May 26, 1994 (b) 1999 6.09% 5,000,000 5,000,000
September 7, 1994 (a) 1999 4.33% 15,500,000 15,500,000
September 29, 1994 (a) 1999 6.40% 30,000,000 30,000,000
September 12, 1996 (b) 2001 4.87% 10,000,000 10,000,000
September 20, 1996 (b) 2001 4.88% 20,500,000 20,500,000
September 20, 1996 (a) 2001 4.77% 25,000,000 25,000,000

Total $118,100,000 $132,350,000

Footnotes:

a. These notes have the benefit of a firm commitrissaed by the FHLBN.Y. whereby it will make advances to pay the pipatand interes
on the notes as they become due if the Corporéditsto do so. The Corporation is required to neimas collateral with the FHLB-N.Y.
securities having an aggregate market value, datedhmonthly, equal to 110% of the aggregate ontltey principal amount of the notes
plus interest. The collateral securities may cdrefig combination of all or some of the followin(@: home mortgage loans owned by the
Corporation and secured by first mortgages onpaaderties in Puerto Rico; (ii) obligations of,gquaranteed by, the United States
Government or certain agencies; (iii) fully-moddipass-through mortgage backed certificates gusedrity GNMA; (iv) mortgage
participation certificates issued by FHLMC; (v) gaiateed mortgage pass-through certificates issyétNiMA; and (vi) certain certificates of
deposit issued by banks approved by the F-N.Y.



At December 31, 1998, specific mortgage loans wittook value of $77,550,000 (1997 - $80,850,00@)amestimated market value of
$88,887,810 (1997 - $91,789,005) were pledgeded-thLB-N.Y. as part of the agreement covering theve mentioned firm commitment.
The estimated market value was computed basedrampters given by the Federal Home Loan Bank.

b. The Corporation is required to maintain with timdder of these notes, cash or securities witlaekat value of at least 105% of the
aggregate amount of the notes. The aggregate éstimaarket value and carrying value of the eligim#ateral at December 31, 1998
amounted to $46,162,955 (1997 - $59,456,354) ahc388,289 (1997 - $54,069,211), respectively.

Note 24 - Subordinated Notes

On December 20, 1995, the Bank issued 7.63% sulmiadl capital notes in the amount of $100,000,08furimg in 2005. The notes were
issued at a discount. At December 31, 1998 thaéandig balance net of the unamortized discount$88s495,830 (1997 - $99,423,490).
Interest on the notes is payable semiannually anthturity. The notes represent unsecured obligataf the Bank ranking subordinate in
right of payment to all existing and future serdebt including the claims of depositors and otheregal creditors. The notes may not be
redeemed prior to their maturity. At December 398, the Bank has transferred to capital resemnees the retained earnings account
$30,000,000, as a result of the requirement expthin Note 3 - "Stockholders' Equity."

Note 25 - Unused Lines Of Credit

The Corporation maintains unsecured standby lifiesedlit with other banks. At December 31, 1998, @orporation's total unused lines of
credit with these banks amounted to approximaté8,%00,000 (1997 $25,100,000). At December 31, 1998, the Corpandias an availab
line of credit with the FHLB guaranteed with excee#lateral, in the amount of $20,808,133 (1997 ,4%0,265). In addition, the Corporation
had at December 31, 1998 an available line of 852 under the financing arrangement explainddoite 21 - "Other Short-Term
Borrowings."

Note 26 - Other Expenses

A detail of other expenses follows:
Year ended December 31,

1998 1997 1996

Professional and service fees $ 5,819,978 $ 4,883,088 $ 4,956 ,210
Advertising and business promotion 5,922,039 4,993,392 5,879 478
Communications 4,330,023 4,363,802 4,789 451
Revenue earning equipment 1,225,689 1,183,557 1,113 ,125
Supplies and printing 1,314,131 1,128,672 1,694 ,046
Other 4,534,188 4,628,151 3,588 ,927

Total $23,146,048 $21,180,662 $22,021 237

Note 27 - Employees' Benefit Plan

FirstBank has a defined contribution retirementthe Plan) qualified under the provisions of fheerto Rico Internal Revenue Code
Section 1165(e). All employees (excluding the Bauskibsidiaries) are eligible to participate in Fi@n after one year of service. Under the
provisions of the Plan, the Bank is required to enalcontribution of a quarter of the first 4% (19946 and 1996 - 1%) of each participant's
compensation. Participants are permitted to cautigilp to 10% of their annual compensation, limtte#8,000 per year. Additional
contributions to the Plan are voluntarily made oy Bank as determined by its Board of Directore Bank made a total contribution of
$575,000, $540,000 and $450,000 during 1998, 18671896, respectively, to the Pl



Note 28 - Unusual Item

In September 1996, the Bank recorded a one timga®@AIF assessment of $9.1 million with an estedancome tax benefit of $2.4
million. This special assessment was required byteposit Insurance Funds Act of 1996 to capitahzeSAIF.

Note 29 - Income Taxes

The Corporation is subject to Puerto Rico inconxedtaits income from all sources. For United Statesme tax purposes, the Corporation is
treated as a foreign corporation. Accordinglysigenerally subject to United States income tay onlits income from sources within the
United States or income effectively connected whth conduct of a trade or business within the Wn@8&tes. Any United States income tax
paid by the Corporation is creditable, within certeonditions and limitations, as a foreign taxdit@against its Puerto Rico tax liability.

The provision for income taxes was as follows (iousands):

Year ended December 31,

19 98 1997 1996
Current $17 ,845 $16,364 $18,500
Deferred (13 ,047) (8,239) (6,219)
Total $4 , 798 $ 8,125 $12,281

Income tax expense applicable to income beforeigimvfor income tax differs from the amount comgaliby applying the Puerto Rico
statutory rate of 39% as follows (dollars in thowds):

Year ended December 31,

1998 1997 1996
% of % of % of
pre-tax pre-tax pre-tax
Amount income Amount  income Amount  income
Computed income tax at statutory rate $22,078 39 $21,705 39 $ 19,467 39
Benefit of net exempt income (22,078)  (39) (13,137) (24) (7,611) (15)
Other-net 4,798 8 (443) 425 1

Total income tax provision $ 4,798 8 $ 8,125 15 $ 12,281 25



Accounting for income taxes

Deferred taxes arise because certain transactftetw the determination of taxable income for fineh reporting purposes in periods differ
from the period in which the transactions affegatsle income for tax return purposes. Deferredsdrae been recorded based upon the

Puerto Rico enacted tax rate of 39%. Current tgperse has been provided based upon the estimatbaliidity to be incurred for tax return
purposes.

The components of the deferred tax asset anditiabiére as follows (in thousands):

December 31,

1998 1997
Deferred tax asset:

Adjustment to charge-off method $25,460 $ 12,768
Other 1,232 3,305
Gross deferred tax asset $26,692 $16,073

Deferred tax liability:
Unrealized gain on available for sale securitie S $(2,917) $(4,010)
Other (1,633) (2,468)
Gross deferred tax liability $(4,550) $(6,478)

Due to the above temporary differences, a net defaax asset resulted amounting to $22.1 millioRecember 31, 1998 (1997 - $9.6
million). The primary timing difference was the &ft of future deductions under the charge-offs wkflor deducting bad debt losses. No
valuation allowance was considered necessary.

The tax effect of the unrealized holding gain @sléor securities available for sale is includea @sirt of stockholders' equity in other
comprehensive income.

Note 30 - Commitments

At December 31, 1998 certain premises are leastdt@rims expiring through the year 2011. The Cafion has the option to renew or
extend certain leases from two to ten years beylemdriginal term. Some of these leases requir@dlyenent of insurance, increases in
property taxes and other incidental costs. At Ddiem31, 1998, the obligation under various leasas follows:

Year Amount

1999 $ 2,607,737
2000 1,794,633
2001 1,272,775
2002 1,096,813
2003 and later years 5,161,246
Total $11,933,204

Rental expense included in occupancy and equipmergnse was $3,158,156 in 1998 (1- $2,933,798; 199- $2,894,698)



Note 31 - Fair Value of Financial Instruments

The information about the estimated fair valuefir@ncial instruments as required by SFAS No. 19presented hereunder including some
items not recognized in the statement of finanmialdition. The disclosure requirements of SFAS NiY. exclude certain financial
instruments and all non financial instruments. Adamly, the aggregate fair value amounts presedtedot represent Management's
estimation of the underlying value of the CorpamatiA summary table of estimated fair values arrdyaay values of financial instruments at
December 31, 1998 and 1997 follows (in thousands):

December 31,

1998 1997

Estima ted Carrying Estimated C arrying

fair v alue value fair value value
Assets:
Money market instruments $ 526 $ 526 $ 514 $ 514
Debt securities 1, 790,463 1,789,692 1,266,539 1,266,236
FHLB stock 10,271 10,271 10,150 10,150
Loans receivable - net 2, 146,003 2,052,200 2,009,447 1,901,590
Liabilities:
Deposits 1, 776,811 1,775,045 1,593,688 1,594,635
Federal funds, securities sold
under agreements to repurchase
and other short-term borrowings 1, 710,293 1,710,293 1,200,808 1,200,808
Advances from FHLB 2,600 2,600 29,000 29,000
Debt security borrowings 231,923 217,596 233,425 231,773

The estimated fair values were based on judgmegtrding current and future economic condition® &stimates are subjective in nature
and involve uncertainties and matters of signifigadgment and, therefore, cannot be determineld prigcision. Changes in the underlying
assumptions used in calculating the fair valuesdcsignificantly affect the results. In additiohgtfair value estimates are based on
outstanding balances without attempting to estirttedevalue of anticipated future business. Theggftire estimated fair values may
materially differ from the values that could actydle realized on a sale.

The estimated fair values were calculated usintatefacts and assumptions which vary dependintherspecific financial instrument, as
follows:

Money market instruments
The carrying amounts of money market instrumergg@asonable estimates of their fair values.
Debt securities

The fair values of debt securities are the markéies based on quoted market prices and dealezgjuldie fair value of debt securities
available for sale equals their carrying value sitiey are marked-to-market for accounting purpestsunrealized gains and losses, net of
deferred tax, reported as a separate componetaait®lders' equity.

Other investment

The fair value of other investments securities@spnts the market value of the securities in wthielfunds are invested.

FHLB stock

Investments in FHLB stock are valued at their repigon values



Loans receivable - net

The fair value of all loans was estimated by distimg loans with similar financial characteristit®ans were classified by type such as
commercial, conventional residential mortgage, itieatd and automobile. These asset categories fusheer segmented into fixed and
adjustable rate categories and by accruing andaonding groups. Performing floating rate loansemalued at book if they reprice at least
once every three months. The fair value of fixed merforming loans was calculated by discountixyeeted cash flows through the
estimated maturity date. Recent prepayment expegiems assumed to continue for mortgage loansit c@ds, auto loans and personal
loans. Other loans assumed little or no prepaynimepayment estimates were based on the Corpdsattistorical data for similar loans.
Discount rates were based on the Treasury Yield&at the date of the analysis, with an offset Whiflects the risk and other costs inhe

in the loan category. In certain cases, where teguerience was available regarding the saleafdpthis information was also incorporated
into the fair value estimates.

Non-accruing loans covered by a specific loan lossrieswere viewed as immediate losses and wered/alieero. Other noaecruing loan
were arbitrarily assumed to be repaid after one. y@@sumably this would occur either because isaepaid, collateral has been sold to
satisfy the loan or because general reserves atiedpo it. The value of non-accruing loans note@ed by specific reserves was discounted
for one year at the going rate for new loans.

Deposits

The estimated fair values of demand deposits avidgsaccounts, which are the deposits with nongefimaturities, are the amount payable
on demand at the reporting date. For deposits st@ted maturities, but that reprice at least qugrttne fair values are estimated to be the
amount payable at the reporting date.

The fair values of fixed rate deposits with stateaturities, are based on the discounted valueeofuture cash flows expected to be paid on
deposits. The cash flows are based on contractatirities; no early repayments are assumed. Disqates are based on the wholesale
certificate of deposit yield curve and the LIBORIgi curve. The estimated fair values of total dép@xclude the fair value of core deposits
intangible, which represent the value of the custoralationship measured by the values of demapdsiis and savings deposits that bear a
low or zero rate of interest and do not fluctuateesponse to changes in interest rates.

Federal funds, securities sold under agreememeptorchase and other short-term borrowings

Federal funds purchased, repurchase agreementglsrdshort-term borrowings are commitments todarfunds which reprice at least
quarterly. Therefore, their outstanding balancesestimated to be their fair values.

Advances from FHLB

The fair value of advances was determined usings batue, since they have terms of less than threetins. Therefore, their outstanding
balances are estimated to be their fair values.

Debt security borrowings

The fair value of debt security borrowings witheftkmaturities was determined using discounted ffaghanalysis over the full term of the
borrowings. The cash flows assumed no early repayofehe borrowings. Discount rates were basetherl.IBOR yield curve. Variable ra
debt securities reprice at intervals of three mewthless, therefore, their outstanding balancegstimated to be their fair values.

Note 32 - Supplemental Cash Flow Information
Supplemental cash flow information follows (in tisands):

Year ended December 31,

1998 1997 1996
Cash paid for:
Interest $153,645 $132,801 $108,500
Income tax 1,494 1,089 9,461

Non cash investing and financing activities:

Mortgage loans exchanged for mortgage
backed securities 4,046 6,128
Additions to other real estate owned 2,975 541 3,485



Note 33 - Financial Instruments With Off-Balance Sket Risk, Commitments to Extend Credit and Standby.etters of Credit

The following table presents a detail of ¢ ommitments to extend credit and standby letters of credit (in thousands):
December 31,
1998 1997
Financial instruments whose contract amounts repres ent credit risk:
Commitments to extend credit:
To originate loans $245,257 $103,214
Unused credit card lines 132,867 103,842
Unused personal lines of credit 10,536 11,021
Commercial lines of credit 96,874 64,584
Commercial letters of credit 19,101 22,966
Standby letters of credit 1,575 4,660

The Corporation's exposure to credit loss in thenewef nonperformance by the other party to tharfgial instrument on commitments to
extend credit and standby letters of credit iseepnted by the contractual amount of those instntsn&anagement uses the same credit
policies in making commitments and conditional gations as it does for on-balance sheet instruments

Commitments to extend credit are agreements totteacdcustomer as long as there is no violatioangfcondition established in the contract.
These commitments generally expire within one yEammitments to originate loans are mainly for mage loans at auction rates of the
insuring agencies at the time the loans are cld&ede certain commitments are expected to expiteowt being drawn upon, the total
commitment amount does not necessarily represanefeash requirements. In the case of credit camdgpersonal lines of credit, the
Corporation can at any time and without cause, elahe unused credit facility. The amount of c@tat, obtained if deemed necessary by the
Corporation upon extension of credit, is based @m&dgjement's credit evaluation of the borrower. Rett@rged on the loans that are finally
disbursed is the rate being offered at the timddhars are closed, therefore, no fee is chargatiese commitments. The fee is the amount
which is used as the estimate of the fair valueoofimitments.

In general, commercial and standby letters of ti@@i issued to facilitate foreign and domestidertransactions. Normally, commercial and
standby letters of credit are short-term commitmersed to finance commercial contracts for thersbigt of goods. The collateral for these
letters of credit include cash or available comnattmes of credit. The fair value of commercialdastandby letters of credit is based on the
fees currently charged for such agreements, whi€feaember 31, 1998 is not significant.

Interest rate risk management

The operations of the Corporation are subjecttier@st rate fluctuations to the extent that inteeasning assets and interest-bearing liabilities
mature or reprice at different times or in differamounts. As part of the interest rate risk marag#, the Corporation has entered into a
series of interest rate swap agreements. Undentinest rate swaps, the Corporation agrees whtargiarties to exchange, at specified
intervals, the difference between fixed-rate aondtihg-rate interest amounts calculated by referén@n agreed notional principal amount.
Net interest settlements on interest rate swapeeamrded as an adjustment to interest expensemosd accounts

The following table indicates the types of swapsdu@n thousands):

Notional amount
Pay-fixed swaps:

Balance at December 31, 1996 $220,000
Expired contracts in 1996 170,000
Balance at December 31, 1997 and 1998 $ 50,000

Receive-fixed swaps:

Balance at December 31, 1996 $65,000
Expired contracts 25,000
New contracts 40,000
Balance at December 31, 1997 80,000
Expired contracts 40,000

Balance at December 31, 1998 $40,000



Pay-fixed swaps at December 31, 1998, have a fseddhted average rate payment of 5.41% (1997 96)48d a floating weighted average
rate receiving of 6.48% (1997 - 5.88%). Receivediswaps at December 31, 1998, have a floatinghterigaverage rate payment of 5.13%
(1997 - 5.68%) and a fixed weighted average rateiveng of 7.15% (1997 - 7.12%). Floating rateslzeed on an 85% to 100% of the
average of the last three months LIBOR rate.

For swap transactions, the amounts potentiallyesuiltp credit loss are the net streams of paymerdsr the agreements and not the notional
principal amounts used to express the volume o$iwaps. At December 31, 1998 the Corporation htad assets of $876,949 (1997 -
$956,530) related to the swap transactions. Thedation controls the credit risk of its interester swap agreements through approvals,
limits, and monitoring procedures. The Corporatioes not anticipate non-performance by the couatiégs. As part of the swap
transactions, the Corporation is required to pledgkateral in the form of deposits in banks orsdies. The book value and aggregate m:
value of securities pledged as collateral for ié¢rate swaps at December 31, 1998 was approxXyn$dt8 million and $1.9 million,
respectively (1997 - $2.69 million and $2.73 mifljgespectively). The period to maturity of the pwat December 31, 1998 ranged from one
year and four months through eight years and twoth®(1997% from two years and five months through nine yeard three months).

At December 31, 1998, the estimated fair valuéciaidiate the Corporation's interest rate swapsapgsoximately $2,760,000 (1997 -
$4,013,500).

Yield enhancement program

The Corporation writes put and call options with thtention of enhancing the yield of its investingaortfolio (Yield Enhancement Program).
The Corporation acquires and manages a portfolasséts consisting of Treasury notes. The aggregabent permitted to be outstanding
under this program cannot exceed $120 million. feuthhanges to this limitation may be made by re&oiwf the Board of Directors. The
Corporation does not write uncovered calls (i.allsoon securities which are not in the portfolibem the call is written) under this program.

The Corporation writes covered call options on sies maintained in the portfolio, and put opti@rssecurities eligible for inclusion in the
portfolio. The Corporation will only write put optis on securities that the Corporation has thafizie and ability to own. When put options
are exercised, the related securities enter the phe purchase price of the securities is redumethe amount of the option premium
received. Call options are subsequently writtethenassets in the pool, and the pool is reducsif the call options are exercised. The
Corporation receives a premium on these call optitirereby increasing the net price received whersécurities are sold. Premiums from
expired call options are applied to reduce the badie of the corresponding securities; those fexired put options are recorded as
income.

During 1998, no premiums were received under thogmam (1997 - $685,938; 1996 - $1,579,686). Atddelser 31, 1998 no options were
outstanding under this program. The options eigxpired or were exercised, and premiums were eitfearded as other income or applie
the price of the security purchased or sold.

The risks in the Yield Enhancement Program stemm filee possibility of large, unforeseen adverse etamkovements while the options are in
effect. If the market falls sharply after the Camgton sells a put option, the Corporation maydredd to purchase a security at a price above
that which could have been obtained by buying e@xdhen market at expiration, even after adjustiegyield for the option premium receivi

In this case, the Corporation would be unable te dvantage of unexpectedly lower market pricesil&ly, if the market rises sharply and
suddenly after the Corporation sells a call optibmay be forced to sell the security at a prietoty the market, even after adjusting for the
option premium. In this case, the Corporation ¥eill to participate fully in the market rally wittespect to this particular transaction.

Management considers that the risks inherent sxglogram are controlled, prudent, and moderatgaoad to the opportunities for
enhancing the income stream of the Corporatiorutjinaption premiums.

Forward contracts

Forward contracts are commitments for future pusehaf a specific quantity of debt securities forgmses other than trading at a price
specified at the beginning of the contract and siexified rate with delivery and settlement gpectfied future date. The market risk relates
to economic losses due to adverse changes initheafae of the contract related to price and litjtyi. At December 31, 1998 the Corporat
had no forward contracts. At December 31, 1997 Ctbiooration had a commitment to purchase mortpagked securities (GNMA's) in the
amount of $300 million, which was exercised in JayuL998.

Interest Rate Protection Agreements (Caps)

The Corporation also issues interest rate protectgreements (Caps) to limit its exposure to rigmgrest rates on its deposits. Under these
agreements, the Corporation pays an up front pranoiufee for the right to receive cash flow paymsédntexcess of the predetermined cap
rate; thus, effectively capping its interest radstdor the duration of the agreement. The prenigiamortized as an adjustment to interest
expense on deposits. The following table indicttiesagreements outstanding at December 31, 19%ar&lm thousands



Cap agreements notional amount Cap Rate Current 90 day LIBOR Maturity

$ 50,000 6.00% 5.065% March 27, 2000
200,000 6.50% 5.065% June 4, 2000

Note 34 - Segment Information

In 1998, the Corporation implemented SFAS No. 1Bik¢losures about Segments of an Enterprise aratdtelnformation”. The
Corporation has three reportable segments: Rataihbss, Treasury and Investments, and Commerorglo€ate business. Management
determined the reportable segments based on gmaahtreporting used to evaluate performance amladtess where to allocate resources.
Other factors such as the Corporation's organizatichart, nature of the products, distributionrefels and the economic characteristics of
the products were also considered in the deterinimaf the reportable segments.

The Retail business segment is composed of theo€atipn's branches and loan centers together hithetail products of deposits and
consumer loans. Consumer loans include loans suipkraonal, residential real estate, auto, credit and small loans. Finance leases are
included in Retail business. The Commercial Congosagment is composed of commercial loans andcatgservices such as letters of
credit and cash management. The Treasury and meessegment is responsible for the Corporatiorstment portfolio and treasury
functions.

The accounting policies of the segments are theesethose described in Note 2 - "Summary of Sganf Accounting Policies."

The Corporation evaluates the performance of tesats based on net interest income after the athprovision for loan losses. The
segments are also evaluated based on the averlugeevof its earning assets less the allowanceofm losses.

The only intersegment transaction is the net teanaff funds between the segments and the Treasdrinaestment segment. The Treasury
and Investment segment sells funds to the RetdilGommercial Corporate segments to finance theditey activities and purchases funds
gathered by those segments. The interest rategecbarcredit by Investment and Treasury is basethanket rates



The following table presents information about tbportable segments (in thousands):

Treasury and  Comme rcial

Retail  Investments Cor porate  Total
For the year ended December 31, 1998:
Interest income $ 178,251 $ 89,785 $ 52,499 $ 320,535
Net (charge) credit for transfer of funds 7,683 20,698 ( 28,381)
Interest expense (60,003) (95,127) (155,130)
Net interest income 125,931 15,356 24,118 165,405
Provision for loan losses (74,837) (1,163)  (76,000)
Segment income 51,094 15,356 22,955 89,405
Average earning assets 1,364,803 1,418,791 5 61,612 3,345,206
For the year ended December 31, 1997:
Interest income $ 184,761 $ 59,263 $ 40,246 $ 284,270
Net (charge) credit for transfer of funds (4,396) 27,534 ( 23,138)
Interest expense (58,553) (71,876) (130,429)
Net interest income 121,812 14,921 17,108 153,841
Provision for loan losses (52,343) (3,332) (55,675)
Segment income 69,469 14,921 13,776 98,166
Average earning assets 1,443,982 909,457 4 15,427 2,768,866
For the year ended December 31, 1996:
Interest income $ 177,354 $ 42,773 $ 35,666 $ 255,793
Net (charge) credit for transfer of funds (1,310) 20,088 ( 18,778)
Interest expense (52,156) (60,871) (113,027)
Net interest income 123,888 1,990 16,888 142,766
Provision for loan losses (31,038) (544) (31,582)
Segment income 92,850 1,990 16,344 111,184

Average earning assets 1,337,197 714,753 3 54,296 2,406,246



The following table presents a reconciliation &f teportable segment financial information to tbesolidated totals (in thousands):

Year ended December 31,

1998 1997 1996
Interest income
Total interest income for segments $320,535  $284,270 $255,79 3
Interest income credited to expense accounts 763 890 73 0
Total consolidated interest income $321,298  $285,160 $256,52 3
Net income:
Total income for segments $89,405 $98,166 $111,18 4
Other income 58,240 39,866 29,61 4
Operating expenses (91,035) (82,379) (90,88 3)
Income taxes (4,798) (8,125) (12,28 1)
Total consolidated net income $51,812 $47,528 $37,63 4
Average assets:
Total average earning assets for segments $3,345,206 $2,768,866 $2,406 ,246
Average non earning assets 148,331 143,643 133 421
Total consolidated average assets $3,493,537  $2,912,509 $2,539 ,667

Note 35 - Litigation

The Corporation is a defendant in a number of lpgateedings arising in the normal course of bissin®lanagement believes, based on the
opinion of legal counsel, that the final dispositiaf these matters will not have a material advefert on the Corporation's financial posit
or results of operations.

Note 36 - Selected Quarterly Financial Data (Unautid)

Financial data showing results of the 1998 and Ifififters is presented below. These results argdited. In the opinion of Management,
all adjustments necessary for a fair presentatée bbeen included:

1998
March 31 June 30 Sept. 30 Dec .31
Interest income $77,397, 641 $77,731,354  $79,846,911 $86,3 22,498
Net interest income 40,607, 988 41,193,889 39,812,331 44.5 54,228
Provision for loan losses 21,738, 000 13,929,000 21,420,000 18,9 13,000
Net income 12,360, 681 12,700,723 13,064,618 13,6 86,365
Earnings per common share-basic $0 42 $0.43 $0.44 $0.46
Earnings per common share-diluted $0 42 $0.43 $0.43 $0.46
1997
March 31 June 30 Sept. 30 Dec .31
Interest income $70,227, 271 $72,237,188 $69,877,982 $72,8 17,664
Net interest income 38,277, 561 38,864,060 38,230,170 39,3 59,021
Provision for loan losses 10,025, 500 13,575,000 17,962,500 141 12,500
Net income 11,645, 214 11,815,757 11,920,926 12,1 45,655
Earnings per common share-basic $0 .39 $0.39 $0.40 $0.40

Earnings per common share-diluted $0 .39 $0.39 $0.40 $0.40



Note 37 - First BanCorp (Holding Company Only) Financial Information:

The following condensed financial information presethe financial position of the Holding Compamjyoat December 31, 1998 and the
results of its operations and its cash flows ferpleriod from October 1st, 1998 through Decemhed 998.

Statement of Financial Condition

December 31, 1998

Assets

Cash and due from depository institutions $ 5,702,362
Investment in FirstBank Puerto Rico, at equity 264,447,053
Other assets 218,653

Total assets

Liabilities & Stockholders' Equity
Borrowings

Accounts payable and other liabilities
Stockholders' equity

Total liabilities and stockholders' equity

Statement of Income

Period from October 1, 19 98
through December 31, 19 98
Income:
Dividend from subsidiary $ 10,359,843
Expenses:
Operating expenses 15,110
Income before income taxes and equity in
undistributed earnings of subsidiary 10,344,733
Equity in undistributed earnings of subsidiary 3,341,632

Net income



Statement of Cash Flows

Period from Oc tober 1, 1998
through Decemb er 31, 1998
Cash flows from operating activities:
Net income $1 3,686,365
Adjustments to reconcile net income to net
Cash provided by operating activities:
Equity in undistributed earnings of subsid iary ( 3,341,632)
Net increase in other assets (218,654)
Total adjustments ( 3,560,286)
Net cash provided by operating activities 1 0,126,079
Cash flows from financing activities:
Cash dividends paid ( 2,212,467)
Treasury stock acquired ( 2,211,250)
Net cash provided by financing activities ( 4,423,717)
Net increase in cash 5,702,362
Cash at the beginning of period
Cash at the end of period $ 5,702,362

The principal source of income for the Holding C@mnp consists of dividends from FirstBal



Stockholders' Information
Independent Certified Public Accountants PricewaiaseCoopers LLP

Annual Meeting:
The annual meeting of stockholders will be heldApnil 27, 1999, at 2:00 p.m., at the main officetlodé Corporation located at 1519 Ponce de
Leon Avenue, Santurce, Puerto Rico.

Telephone (787) 729-8200
Internet http://www.1bankpr.com

Additional Information and Form 10-K:

Additional financial information about First Ban@amay be requested to Mrs. Laura Villarino, SeMme President and Controller, PO Box
9146, Santurce, Puerto Rico 00908. Copies of BiastCorp's Form 10K filed with the SEC, will be pided to stockholders upon written
request to Mrs. Laura Villarino at the same mailaatyiress.

Transfer Agent and Registrar:
The Bank of New York, 101 Barclay Street 12W, Neark, NY 10286

General Counsels:

Fiddler, Gonzalez & Rodriguez, LLP
Latimer, Biaggi, Rachid & Godreau
Melendez Perez, Moran & Santia



List of Subsidiaries
(Direct and Indirect)

Direct
1. FirstBank Puerto Rico

Indirect
1. First Leasing and Rental Corporation

2. First Federal Finance Corp. D/B/A Money ExpréssFinanciera’
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PERIOD TYPE

FISCAL YEAR END
PERIOD START

PERIOD END

CASH

INT BEARING DEPOSITE
FED FUNDS SOLLC
TRADING ASSETS
INVESTMENTS HELD FOR SALE
INVESTMENTS CARRYING
INVESTMENTS MARKET
LOANS

ALLOWANCE

TOTAL ASSETS
DEPOSITS

SHORT TERM

LIABILITIES OTHER

LONG TERM

PREFERRED MANDATORY
PREFERREL

COMMON

OTHER SE

TOTAL LIABILITIES AND EQUITY
INTEREST LOAN
INTEREST INVEST
INTEREST OTHER
INTEREST TOTAL
INTEREST DEPOSIT
INTEREST EXPENSE
INTEREST INCOME NET
LOAN LOSSES
SECURITIES GAINS
EXPENSE OTHEF

INCOME PRETAX

INCOME PRE EXTRAORDINARY
EXTRAORDINARY
CHANGES

NET INCOME

EPS PRIMARY

EPS DILUTED

YIELD ACTUAL

LOANS NON

LOANS PAST

LOANS TROUBLED
LOANS PROBLEM
ALLOWANCE OPEN
CHARGE OFF<
RECOVERIES
ALLOWANCE CLOSE
ALLOWANCE DOMESTIC
ALLOWANCE FOREIGN
ALLOWANCE UNALLOCATED

yeal
DEC 31 199
JAN 1 199!
DEC 31 199
39,416,09
525,66

0

0
1,762,770,01
26,921,83
27,692,50
2,120,054,38
67,854,06
4,017,352,07
1,775,044,89
1,712,892,69
41,450,58
217,595,83
0

0

29,599,55
240,768,51
4,017,352,07
231,513,73
89,041,51
743,16
321,298,40
70,418,35
155,129,96
166,168,43
76,000,00
26,827,41
91,797,69
56,610,58
56,610,58

0

0

51,812,38
1.7t

1.74

5.2
56,958,00
15,110,00

0

0

57,711,92
72,223,38
6,365,52!
67,854,06
67,854,06

0

0
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