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Washington, D.C. 20549
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[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (D) OHE SECURITIES EXCHANGE
ACT OF 1934
For the Fiscal Year Ended December 31, 2002
OR
[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (OfF THE SECURITIES

EXCHANGE ACT OF 193¢
Commission File No. 001-14793

First BanCorp.

(Exact name of registrant as specified in its arart

Puerto Rico 66-0561882
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organizatiol Identification No.)
1519 Ponce de Ledn Avenue, Stop 23 00908

Santurce, Puerto Rico

(Address of principal office (Zip Code)
Registrant’s telephone number, including area code:
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Securities registered under Section 12(b) of thie Ac
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7.125% Noncumulative Perpetual Monthly Income
Preferred Stock, Series A (Liquidation Preference 5 per share)
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Preferred Stock, Series C (Liquidation Preference @6 per share)
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Securities registered under Section 12(g) of thie Ac
Not applicable

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15 (d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsfiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the pastags. Yes [X] No[ ]

Indicate by check mark if disclosure of delinquiéler pursuant to Item 405 of Regulation S-K is sontained herein, and will not be
contained, to the best of the registrant’s knowdedlg definite proxy or information statements immrated by reference in Part 11l of this
Form 10-K or any amendment to this Form 10-K. [X]

Indicate by check mark whether the registrant is@gelerated filer (as defined in Rule 12b-2 ofAle8). Yes [X] No [ ]

State the aggregate market value of the voting comstock held by nonaffiliates of the Corporatigpproximately $895,105,000 (based on
the closing sales price of $25.133 at June 28, 2002uch shares). Number of shares of Common Siatdtanding as of March 18, 2003:

39,955,285
Documents Incorporated by Reference

(1) Portions of the Annual Report to security leokifor the fiscal year ended December 31, 200haogporated by reference in Part I, 1l
and IV; and (2) Portions of the definite proxy staent filed on/or about March 28, 2003 are incaapext by reference in Part IlI.

Forward Looking Statements

When used in this Form 10-K or future filings bystiBanCorp (First BanCorp or the “Corporation”}twihe Securities and Exchange
Commission, in the Corporation’s press releaseshar public or shareholder communication, or ial statements made with the approval of

"o, "o n o, " u ” o,

an authorized executive officer, the words or pésd'svould be”, “will allow”, “intends to”, “will likely result”, “are expected to”, “will

continue”, “is anticipated”, “estimated”, “project™elieve”, or similar expressions are intendedtentify “forward looking statements”
within the meaning of the Private Securities Litiga Reform Act of 1995.

The future results of the Corporation could bectéd by subsequent events and could differ makgfi@m those expressed in forward-
looking statements. If future events and actualgoerance differ from the Corporation’s assumptidhs, actual results could vary
significantly from the performance projected in thevard-looking statements.

The Corporation wishes to caution readers notaoglndue reliance on any such forward-lookingstants, which speak only as of the date
made, and to advise readers that various factarkiding regional and national conditions, subséhiechanges in levels of market interest
rates, credit and other risks of lending and inwestt activities, competitive and regulatory factansl legislative changes, could affect the
Corporation’s financial performance and could cahgeCorporation’s actual results for future pesioal differ materially from those
anticipated or projected. The Corporation doesunoiertake, and specifically disclaims any obligatio update any forward-looking
statements to reflect occurrences or unanticipatedts or circumstances after the date of suchrstatts.
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PART |

Item 1. Business
GENERAL

First BanCorp is a publicly owned financialding company offering a full range of financiargees through its wholly owned
subsidiaries, FirstBank Puerto Rico (FirstBank) &irdtBank Insurance Agency. First BanCorp is stibje the Federal Bank Holding
Company Act and to the regulations, supervisiod, @mamination of the Federal Reserve Board. ltsrarsce subsidiary, FirstBank Insurance
Agency, is subject to the supervision, examinagind regulation of the Commissioner of InsurancBudrto Rico.

Based on total assets, the Corporation isé¢ieend largest bank holding company headquartarggtiCommonwealth of Puerto Rico and
the second depository institution in Puerto Ridee Torporation had total assets of $9.644 billiotal deposits of $5.483 billion and total
stockholders’ equity of $798.4 million at DecemBér 2002.

The Corporation’s wholly owned bank subsidjdtystBank, chartered in 1948, was the first sggiand loan association established in
Puerto Rico. It has been a stockholder-owned uigiit since January 1987. Effective at the closkusiness on October 31, 1994, FirstBank
converted to a Puerto Rico chartered commercigk.bBime Bank is subject to supervision, examinasiod regulation by the Office of the
Commissioner of Financial Institutions of Puerteé®{the Commissioner) and the Federal Deposit &g Corporation (FDIC), which
insures its deposits through the Savings Associdtisurance Fund (SAIF). FirstBank conducts itdress through its main office located in
San Juan, Puerto Rico, 43 full-service branché&xuigrto Rico and 11 full-service branches in the drf8l British Virgin Islands. The Bank
also has nine loan origination offices focusingnoortgage loans, and two loan origination officesufsing on auto loans. The Bank offers
brokerage services in selected branches througifliance with a national brokerage house in PuRitom. FirstBank has four subsidiaries,
First Leasing and Rental Corporation, a vehicle @aity rental company with six offices, First Fealdfinance Corp. D/B/A Money Express
“La Financiera”, a small loan company with 27 offi¢ FirstBank Insurance Agency V.I., Inc., with affice selling insurance in the U.S.
Virgin Islands and First Trade Inc., a trade finagcsubsidiary with one office in the Virgin Isla;mdnd one office in Barbados. The Virgin
Islands operations of FirstBank are regulated yMigin Islands Banking Board (for the USVI) anglthe British Virgin Islands Financial
Services Commission (for the BVI).

In October 2002, the Corporation acquired JRjn Chase’s Eastern Caribbean Region busineks id.S. Virgin Islands, British Virgin
Islands and Barbados. In addition to branches aedjuihis transaction included the acquisitionhaf &ssets of the former Chase Trade, Inc.,
now the aforementioned First Trade, Inc., and lbdaistanding shares of the former Chase Agencyi&ss, Inc., now the aforementioned
FirstBank Insurance Agency V.l., Inc.

First BanCorp has distinguished itself by pdawy innovative marketing strategies and novedpiais to attract clients. Besides its
branches and specialized lending offices, the Gatfum has offered a telephone information serealéed “Telebanco” since 1983. This was
the first telebanking service offered in PuertodRi€irst BanCorp clients have access to an exte’SiM network with access all over the
world. The Corporation was also the first in Puéttoo to open on weekends and the first to offestore branches to its clients. First
BanCorp was also the first banking institution in
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Puerto Rico with a presence on the internet. Th@ation now offers a wide menu of internet bagkservices to its clients.

First BanCorp is committed to providing thesnefficient and cost effective banking servicesgilole. Management’s goal is to make the
Corporation the premier financial institution ind?to Rico and the Virgin Islands, recognized fongistently exceeding the expectations ¢
clients, employees and stockholders.

The information under the caption “Presidehgster” on pages 15 to 17 and the information uridigte 30 — Segment Information on
pages 78 to 80 of the Corporation’s annual remoseturity holders for the year ended DecembeR@02 are incorporated herein by
reference.

WEBSITE ACCESS TO REPORTS

We made our annual report on Form 10-K, quigrteports on Form 10-Q, current reports on Fori, &nd amendments to those reports,
filed or furnished pursuant to section 13(a) ord)%(f the Securities Exchange Act of 1934 availdi#e of charge on or through our internet
website www.firstbankpr.com, (First BanCorp secti@ompany Filings link), as soon as reasonablytjmainle after we electronically file
such material with, or furnish it to , the SEC.
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SUPERVISION AND REGULATION

Bank Holding Company Activities and Other Limitations . The Corporation is subject to ongoing regulat&upervision, and examination
by the Federal Reserve Board, and is requiredaavith the Federal Reserve Board periodic and ahrports and other information
concerning its own business operations and thog#s sfibsidiaries. In addition, under the provisio the Bank Holding Company Act, a
bank holding company must obtain Federal Resenadapproval before it acquires directly or indilpownership or control of more than
5% of the voting shares of a second bank. Furthexnieederal Reserve Board approval must also kanaot before such a company acqu
all or substantially all of the assets of a secoaak or merges or consolidates with another baifditgppcompany. The Federal Reserve B¢
also has authority to issue cease and desist aadaist holding companies and their non-bank gidrgs.

Under the Federal Reserve Board policy, a leéing company such as the Corporation is expetctact as a source of financial strer
to its main banking subsidiaries and to also consoitport to them. This support may be requiredrags when, absent such policy, the bank
holding company might not otherwise provide sughpsut. In the event of a bank holding company’skoaptcy, 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 compargniy of its subsidiary banks must be
subordinated in right of payment to deposits anckttain other indebtedness of such subsidiary HainktBank is currently the only
depository institution subsidiary of the Corporatio

The Gramm-LeacBliley Act, revised and expanded the provisionshef Bank Holding Company Act by including a sectibat permits
bank holding company to elect to become a finarteiéding company to engage in a full range of fiiahactivities. In 2000, the Corporati
elected this option and is currently a financiddimy company. The qualification requirements amel process for a bank holding company
that elects to be treated as a financial holdingmany requires that all the subsidiary banks cdettdy the bank holding company at the
time of election to become a financial holding camp must be and remain at all times well capitaliaed well managed.

The financial holding companies may engageatly or indirectly, in any activity that is deteined to be (i) financial in nature,
(i) incidental to such financial activity, or (jitcomplementary to a financial activity and doespmse a substantial risk to the safety and
soundness of depository institutions or the finahsystem generally. The Gramm-Leach-Bliley Acedafically provides that the following
activities have been determined to be “financialature”: @) Lending, trust and other banking activities;lijurance activities; (c) Financ
or economic advice or services; (d) Pooled invests)de) Securities underwriting and dealing; (fJsing bank holding company domestic
activities; (g) Existing bank holding company fayeiactivities; and (h) Merchant banking activiti#ke Corporation offers insurance agency
services through its wholly-owned subsidiary, Bestk Insurance Agency, Inc. and through FirstBardutance Agency V. |, Inc., a
subsidiary of FirstBank Puerto Rico.

In addition, the Gramm-Leach-Bliley Act spédfly gives the Federal Reserve Board the authdrit regulation or order, to expand the
list of “financial” or “incidental” activities, butequires consultation with the U.S. Treasury, givés the Federal Reserve Board authority to
allow a financial holding company to engage in antivity that is “complementary” to a financial sty and does notgose a substantial ri
to the safety and soundness of depository ingtitstor the financial system generally.”
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Sate Chartered Non-Member Bank. FirstBank is subject to extensive regulation anahexation by the Commissioner and the FDIC, and
subject to certain requirements established by-#ueral Reserve Board. The federal and state lad/segyulations which are applicable to
banks regulate, among other things, the scopeeaflusiness, their investments, their reservemagdeposits, the timing and availability of
deposited funds and the nature and amount of aitateral for certain loans. In addition to the inspaf regulations, commercial banks are
affected significantly by the actions of the Feti®aserve Board as it attempts to control the maupply and credit availability in order to
influence the economy.

Dividend Restrictions. The Corporation is subject to certain restrictigegerally imposed on Puerto Rico corporations, (i@t dividends
may be paid out only from the Corporation’s neetsi excess of capital or in the absence of swckss, from the Corporation’s net
earnings for such fiscal year and/or the precefigugl year). The Federal Reserve Board has atsmisa policy statement that provides that
bank holding companies should generally pay divildesnly out of current operating earnings.

At present, the principal source of fundstf@ Corporation is earnings from FirstBank. Thdigbdf 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 whenekgenditures of a bank are greater than recelps:tcess of expenditures over receipts
shall be charged against undistributed profithefliank 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 amghall 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 Inswgakat and the FDIC regulations restrict the paynardividend when a bank is
undercapitalized, when a bank has failed to payrarece assessments, or when there are safety andr&ss concerns regarding such bank.

Limitations on Transactions with Affiliates. Transactions between financial institutions sucthaBank and any affiliate are governed by
Sections 23A and 23B of the Federal Reserve Actgridegulation W, which becomes effective on ApriP003. An affiliate of a financial
institution is any company or entity, which consi,ak controlled by or is under common control with financial institution. In a holding
company context, the parent bank holding compaulyaswy companies which are controlled by such pdrelding company are affiliates of
the financial institution. Generally, Sections 28Ad 23B of the Federal Reserve Act (i) limit théeek to which the financial institution or its
subsidiaries may engage in “covered transactiorigi any one affiliate to an amount equal to 109swth institution’s capital stock and
surplus, and contain an aggregate limit on all suefsactions with all affiliates to an amount dqa&20% of such capital stock and surplus
and (ii) require that all such transactions beesms substantially the same, or at least as fal@rabthe institution or subsidiary, as those
provided to a non-affiliate. The term “covered saction” includes the making of loans, purchasasskts, issuance of a guarantee and other
similar transactions.

The Gramm-Leach-Bliley Act provides that fica@ subsidiaries of banks be treated as affilifdepurposes of sections 23A and 23B of
the Federal Reserve Act, but provides that (i)1ib% capital limit on transactions between the bamk such financial subsidiary as an
affiliate is not applicable, and (ii) the investrhéy the bank in the financial subsidiary doesinolude retained
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earnings in the financial subsidiary. Certain @aw#&sion provisions have been included that retatkd relationship between any financial
subsidiary of a bank and sister companies of tié:b@) any purchase of, or investment in, the g&ea of a financial subsidiary by any
affiliate of the parent bank is considered a pusehar investment by the bank; or (2) if the FedBederve Board determines that such
treatment is necessary, any loan made by an #ffitiithe parent bank to the financial subsidiarioibe considered a loan made by the paren
bank.

In addition, Sections 22(h) and (g) of the ératiReserve Act, implemented through Regulatioty fitace restrictions on loans to
executive officers, directors and principal stodkleos. Under Section 22(h) of the Federal Resemtddans to a director, an executive offi
and to a greater than 10% stockholder of a finaincstitution, and certain affiliated intereststbése, may not exceed, together with all other
outstanding loans to such person and affiliateer@sts, the financial institution’s loans to onerbwer limit, generally equal to 15% of the
institution’s unimpaired capital and surplus. Sect?2(h) of the Federal Reserve Act also requhiaslbans to directors, executive officers
and principal stockholders be made on terms sutisiigrthe same as offered in comparable transastto other persons and also requires
prior board approval for certain loans. In addititre aggregate amount of extensions of credit fayascial institution to insiders cannot
exceed the institution’s unimpaired capital angbig. Furthermore, Section 22(g) of the FederakbResAct places additional restrictions on
loans to executive officers.

Capital Requirements. The Federal Reserve Board has adopted capital adgguidelines pursuant to which it assesses tegquaty 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 guideliesserglly 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 barmtding companies generally consists of the sunpaimon stockholders’ equity and
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 exceptioother intangibles. Tier Il capital generally cists of hybrid 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 risk-based capital requiesnts, the Federal Reserve Board requires bankrgptdimpanies to maintain a minimum
leverage capital ratio of Tier | capital to totakats of 3.0%. Total assets for this purpose doemaude goodwill and any other intangible
assets and investments that the Federal Reservd Bermines should be deducted from Tier | chpitae Federal Reserve Board has
announced that the 3.0% Tier | leverage capité raguirement is the minimum for the top-ratedlbbalding companies without a
supervisory, financial or operational weaknessageficiencies or those which are not experiencingrdicipating significant growth. Other
bank holding companies will be expected to maintaar | leverage capital ratios of at least 4.0%mmare, depending on their overall
condition.

FDIC Capital Requirements. The FDIC has promulgated regulations and adoptgdtement of policy regarding the capital adegoéc
state-chartered non-member banks like the Banks&he




Table of Contents
requirements are substantially similar to thosepgatbby the Federal Reserve Board regarding baltknigocompanies, as described above.

The FDIC also requires that banks meet abésded capital standard. The risk-based capitadlatdrfor banks requires the maintenance of
total capital (which is defined as Tier | capitaessupplementary (Tier 2) capital) to risk weightsdets of 8%. In determining the amount of
risk-weighted assets of 0% to 100%, weights usedased on the risks the FDIC believes are inhénahe type of asset or item. The
components of Tier | capital are equivalent to ¢hdiscussed above under the 3% leverage capitalatd The components of supplemen
capital include certain perpetual preferred steektain mandatory convertible securities, certaiposdinated debt and intermediate preferred
stock and generally allowances for loan and leassgels. Allowance for loan and lease losses incladalsupplementary capital is limited ti
maximum of 1.25% of risk-weighted assets. Oveth#,amount of capital counted toward supplemertapjtal cannot exceed 100% of core
capital.

The FDIC's capital regulations establish aimiim 3.0% Tier | capital to total assets requiretienthe most highly-rated state-chartered,
non-member banks, with an additional cushion déast 100 to 200 basis points for all other st@i@ered, non-member banks, which
effectively will increase the minimum Tier | levgaratio for such other banks to 4.0% to 5.0% oremdnder 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 exposureghant asset quality, high liquidity, good earnirzgsl, in general, which are considered a
strong banking organization and are rated compositeler the Uniform Financial Institutions RatiSgstem. Leverage or core capital is
defined as the sum of common stockholders’ eqaitiuding retained earnings, noncumulative perpgitefierred stock and related surplus,
and minority interests in consolidated subsidianeius all intangible assets other than certaalifying supervisory goodwill and certain
purchased mortgage servicing rights. At Decembel8@2, the most recent naotification from FDIC egadrized the Bank as a well-
capitalized institution under the regulatory franogkvfor prompt corrective action.

Activities and Investments. The activities and equity investments of FDIC-irezyrstate-chartered banks such as the Bank areajgne
limited to those that are permissible for natidmehks. Under regulations dealing with equity ingestts, an insured state bank generally may
not directly or indirectly acquire or retain anyudg investments of a type, or in an amount, teatat permissible for a national bank. An
insured state bank is not prohibited from, amomgeothings, (i) acquiring or retaining a majoritgdrest in a subsidiary, (ii) investing as a
limited partner in a partnership the sole purpdsgtoch is direct or indirect investment in the atsition, rehabilitation or new construction
of a qualified housing project, provided that slintited partnership investments may not exceed 2¥hebank’s total assets, (iii) acquiring
up to 10% of the voting stock of a company thaglkyoprovides or reinsures directors’, trustees’ afitters’ liability insurance coverage or
bankers’ blanket bond group insurance coveragm$ured depository institutions, and (iv) acquirorgetaining the voting shares of a
depository institution if certain requirements aret. In addition, an insured state-chartered baay not, directly, or indirectly through a
subsidiary, engage as “principal” in any activitat is not permissible for a national bank unlégsRDIC has determined that such activity
would pose no risk to the insurance fund of whitds & member and the bank is in compliance withlieable regulatory capital requiremer
Any insured state-chartered bank directly or inttiseengaged in any activity that is not permitfeda national bank must cease the
impermissible activity.

Puerto Rico Banking Law. As a commercial bank organized under the laws oh@onwealth, FirstBank is subject to supervision,
examination and regulation by the Commissioner
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pursuant to the Puerto Rico Banking Law of 193%rasnded (the Banking Law). The Banking Law comt@irovisions governing the
incorporation and organization, rights and respuliés of directors, officers and stockholdersnasl as the corporate powers, lending
limitations, capital requirements, investment reguients and other aspects of the Bank and itgsflai addition, the Commissioner is given
extensive rule making power and administrativergisen under the Banking Law.

The Banking Law authorizes Puerto Rico commaélanks to conduct certain financial and relaetivities directly or through
subsidiaries, including finance leasing of persqmaperty and operating a small loan company.

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

The Banking Law permits Puerto Rico commerioiaiks to make loans to any one person, firm, peship or corporation, up to an
aggregate amount of fifteen percent (15%) of paidapital and reserve fund of the commercial b#frduch loans are secured by collateral
worth at least twenty-five percent (25%) more tiamamount of the loan, the aggregate maximum atmoay reach one third of the paid-in
capital of the commercial bank, plus its resenrefurhere are no restrictions under the Banking bawhe amount of loans which are wh
secured by bonds, securities and other evidendeslelbtedness of the Government of the United Statethe Commonwealth of Puerto
Rico, or by bonds, not in default, of municipaktier instrumentalities of the Commonwealth of Pu&ico.

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

The Banking Law provides that no officersgdiors, agents or employees of a Puerto Rico coniahdmank may serve or discharge a
position of officer, director, agent or employeeaobther Puerto Rico commercial bank, financial gany, savings and loan association, trust
company, company engaged in granting mortgage loaany other institution engaged in the money ilegdbusiness in Puerto Rico. This
prohibition is not applicable to the subsidiariéad®uerto Rico commercial bank.

The Banking Law requires that Puerto Rico caroial banks strike each year a general balantdgeafoperations, 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 creditatially, 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.
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The Banking Law also provides that when thgeexlitures of a Puerto Rico commercial bank aratgrehan receipts, the excess of the
expenditures over receipts shall be charged agdiestindistributed profits of the bank, and thehaé, if any, shall be charged against the
reserve fund, as a reduction thereof. If thereisaserve fund sufficient to cover such balancghiole 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 oribazgital.

The Finance Board, which is composed of thm@ssioner, the Secretary of the Treasury, theedagr of Commerce, the Secretary of
Consumer Affairs, the President of the Economicdd@yment Bank, the President of the Government Dpweent Bank, and the President
of the Planning Board, has the authority to reguthe maximum interest rates and finance charggsitay be charged on loans to individt
and unincorporated businesses in Puerto Rico. Tilrert regulations of the Finance Board providé tha applicable interest rate on loans to
individuals and unincorporated businesses, inclydéal estate development loans but excludingicesther personal and commercial loans
secured by mortgages on real estate propertits bis determined by free competition. Regulatiahaspéed by the Finance Board deregulated
the maximum finance charges on retail installmatdscontracts, and for credit card purchases.eTreggilations do not set a maximum rate
for charges on retail installment sales contractsfar credit card purchases and set aside prevemudations which regulated these maxin
finance charges. Furthermore, there is no maximatmget for installment sales contracts involvir@anvehicles, commercial, agricultural
and industrial equipment, commercial electric agptes and insurance premiums.

International Banking Act of Puerto Rico (IBE Act) . The business and operations of the First Ban@ocdpFirstBank IBE’s are subject to
supervision and regulation by the Commissioner.adnke IBE Act, certain sales, encumbrances, assggts, mergers, exchange or transfer
of shares, interest or participation in the capifan international banking entity (an “IBE”) mawgt be initiated without the prior approval of
the Commissioner. The IBE Act and the regulati@ssiéd thereunder by the Commissioner (the “IBE Reigus”) limit the business
activities that may be carried out by an IBE. Sactivities are limited in part to persons and asketated outside of Puerto Rico.

Pursuant to the IBE Act and the IBE Regulatdhe First BanCorp and FirstBank IBE’s must neimbooks and records of all its
transactions in the ordinary course of business.Hitst BanCorp and FirstBank are also requiretetiider to submit to the Commissioner
quarterly and annual reports of its financial ctiodi and results of operations, including annudalital financial statements.

The IBE Act empowers the Commissioner to revoksuspend, after notice and hearing, a licessed thereunder if, among other thir
the IBE fails to comply with the IBE Act, the IBEeBulations or the terms of its license, or if the@nissioner finds that the business or
affairs of the IBE are conducted in a manner thattat consistent with the public interest.

Insurance Operations Regulation. FirstBank Insurance Agency, Inc. is registeredramaurance agency with the Commissioner of
Insurance of Puerto Rico. FirstBank Insurance Ageht. is subject to regulations issued by the @ussioner of Insurance of Puerto Rico
and FDIC relating to, among other things, licengifigmployees, sales, solicitation and advertigiragtices, and consumer protections.

Community Reinvestment. Under the Community Reinvestment Act (“CRA”"), fedlly insured banks have a continuing and affirnetiv
obligation to meet the credit needs of their entwenmunity, including low and moderate-income restd, consistent with its safe and sound

11




Table of Contents

operation. The CRA does not establish specificilemdequirements or programs for financial instdos nor does it limit and institution’s
discretion to develop the type of products andisesvthat it believes are best suited to its paldiccommunity, consistent with the CRA. The
CRA requires the federal supervisory agenciesaasgh the general examination of supervised battkassess the bank’s record of meeting
the credit needs of its community, assign a peréorce rating, and to take such record and ratirggaotount in its evaluation of certain
applications by such bank. The CRA also requiresstitutions to make public disclosure of thelRE& ratings. FirstBank received a
“satisfactory” CRA rating in its most recent examation.

Recent Legislation. The Sarbanes-Oxley Act of 2002 (“Sarbanes-Oxley)Aethich became law on July 30, 2002, added neyalle
requirements for public companies affecting corf@gvernance, accounting and corporate reporting.

The Sarbanes-Oxley Act provides for, amongothings:

. a prohibition on personal loans made or arraryeithe issuer to its directors and executive offidexcept for loans made by a bank
subject to Regulation O

. independence requirements for audit committee mesn

. independence requirements for company audi

. certification of financial statements on Form«-K and 1(-Q reports by the chief executive officer and theetfinancial officer;

. the forfeiture by the chief executive officer ahe chief financial officer of bonuses or otheréntive-based compensation and profits
from the sale of an issuer’s securities by sucitef§ in the twelve month period following initigliblication of any financial statements
that later require restatement due to corporateanuct;

. disclosure of otbalance sheet transactio

. two-business day filing requirements for insiders §jliform 4s

. disclosure of a code of ethics for financial offeand filing a Form -K for a change in or waiver of such cor

. the reporting of securities violatio” up the ladde” by both ir-house and outside attorne

. restrictions on the use of r-GAAP financial measures in press releases and SiEGsf

. the formation of a public accounting oversight lshand

. various increased criminal penalties for violatiofsecurities laws

The Sarbanes-Oxley Act contains provisionsciiecame effective upon enactment on July 30, 20@2orovisions which will become
effective from within 30 days to one year from enaent.

The SEC has been delegated the task of egacties to implement various provisions. In additieach of the national stock exchanges
has proposed new corporate governance rules, ingud
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rules strengthening director independence requinésrfer boards, the adoption of corporate goveraancies and charters for the nomina
corporate governance and audit committees.

As part of the USA Patriot Act, signed intavlan October 26, 2001, Congress adopted the Irttena Money Laundering Abatement &
Financial Anti-Terrorism Act of 2001 (the “Act”).he Act authorizes the Secretary of the Treasurgpmsultation with the heads of other
government agencies, to adopt special measuregapipl to financial institutions such as banks, kdaolding companies, broker-dealers and
insurance companies. Among its other provisiores Att requires each financial institution: (i) tstablish an antinoney laundering prograi
(ii) to establish due diligence policies, procedusad controls that are reasonably designed tetdmte report instances of money laundering
in United States private banking accounts and spmedent accounts maintained for non-United Stagesons or their representatives; and
(iii) to avoid establishing, maintaining, administeg, or managing correspondent accounts in théedribtates for, or on behalf of, a foreign
shell bank that does not have a physical presenaryi country. In addition, the Act expands theuwinstances under which funds in a bank
account may be forfeited and requires covered @i@mstitutions to respond under certain circuanses to requests for information from
federal banking agencies within 120 hours.

MARKET AREA AND COMPETITION

Puerto Rico, where the banking market is ligidmpetitive, is the main geographic service afghe Corporation. According to the lat
industry statistics published by the CommissioReierto Rico has 17 banking institutions with apprately $67 billion in assets. The
Corporation ranked second based on total assetdafdest bank in order of size was Banco Popw@drukrto Rico. Puerto Rico banks are
subject to the same federal laws, regulations apdrsision that apply to similar institutions oretbnited States mainland.

In addition, the Corporation competes withkerage firms with retail operations, credit uniocspperatives, small loan companies and
mortgage banks in Puerto Rico.

The Corporation encounters intense competitiattracting and retaining deposits and in itsstoner and commercial lending activities.
The Corporation competes for loans with other foaninstitutions, some of which are larger andéhavailable resources greater than those
of the Corporation.

Management believes that the Corporation leas lable to compete effectively for deposits amad$dy offering 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 deg@s primarily on the rates and fees
charged and the service it provides to its borreviemaking prompt credit decisions. There candassurance that in the future the
Corporation will be able to continue to increasediéposit base or originate loans in the mannendhe terms on which it has done so in the
past.
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FINANCIAL CONDITION

The Corporation’s total assets at DecembeRB@2 amounted to $9,644 million, $1,446 millioreothe $8,198 million at December 31,
2001.

The following table sets forth the maturitgtiibution of earning assets at December 31, 2002:

As of December 31, 2002

Maturities
After one year
through five years After five years
Fixed Variable Fixed Variable
One year interest interest interest interest
or less rates rates rates rates Total

(In thousands)

Money market securitie $ 273,66( $ 273,66
Investment securities(; 103,32¢ $ 63,13¢ $ 59,43.  $3,218,49. $ 10,61¢ 3,455,00!
Loans(2):

Residential real esta 61,627 87,21¢ 99,47. 817,82! 787,92! 1,854,06:
Constructior 27,26¢ 2,12¢ 2,80 226,85t 259,05:

Commercial and commercial
real estat: 423,58( 58,36¢ 267,49 163,34¢ 1,319,51 2,232,30!
Lease financini 3,71 108,53¢ 31,15¢ 143,41.
Consume 429,28 649,45¢ 3,081 52,94: 14,24 1,149,01;
Total Loans 945,48: 905,71:  370,05( 1,068,07. 2,348,53 5,637,85!
Total $1,322,46! $968,84¢ $429,48.  $4,286,56! $2,359,15. $9,366,51!
| | ] | | |

(1) Equity securities and FHLB stock were included urttle“one year or less categ”.

(2) Non-accruing loans were included under “one year or less categ”.
LENDING ACTIVITIES

At December 31, 2002 First BanCorp’s lendintjvities include total commercial loans of $2,48illion (44% of total loans), total
consumer loans of $1,149 million (20% of total Isprand total residential mortgage loans of $1884on (33% of total loans). The
Corporation’s portfolio of commercial loans is comspd in its majority of asset based financing asrdroercial real estate loans. Total
commercial loans include $814 million in commercial estate loans and $259 million in construcki@ms. The consumer loan portfolio
consists principally of auto loans, personal loand credit cards. The portfolio of finance lease$1@d3 million (3% of total loans), is mostly
composed of loans to individuals to finance theugition of an auto.
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The following table sets forth the compositafri-irst BanCorp’s total loans at the dates ingtida

Year ended December 31,

2002

2001

2000

1999

1998

Residential real estate loal
Secured by first mortgage

(In thousands)

Conventiona $1,778,04 $ 955,57 $ 695,34 $ 395,88! $ 237,56:
Insured by government agenci
Federal Housing Administration and
Veterans Administratio 41,80¢ 25,21: 20,00¢ 6,54: 8,18¢
Puerto Rico Housing Corporation and
Finance Agenc 19,06( 23,51 28,03} 32,92¢ 38,51¢
Secured by second mortga¢ 7,65( 8,08¢ 8,96¢ 5,70¢ 4,95¢
1,846,56. 1,012,38! 752,34¢ 441,06. 289,21¢
Deferred net loan fee (3,24%) (5,107%) (5,557 (5,297 (6,84¢)
Residential real estate loa 1,843,31. 1,007,27 746,79: 435,76 282,37(
Commercial loans
Construction, land acquisition and land
improvement: 467,97 413,21 484,98t 288,30: 161,49¢
Undisbursed portion of loans in proct (208,92Y (193,82) (281,03)) (156,239 (98,535
Construction loan 259,05: 219,39¢ 203,95! 132,06¢ 62,96:
Commercial loan 1,418,79: 1,238,17. 947,70¢ 655,41 368,54¢
Commercial mortgag 813,51: 688,92: 438,32: 371,64: 332,21¢
Commercial loan 2,491,35! 2,146,49. 1,589,98! 1,159,12 763,73:
Finance lease 143,41. 127,93! 122,88: 85,69: 52,21
Consumer loan:
Persona 424,33. 373,70t 401,54¢ 435,85¢ 472,71t
Auto 565,47 502,90: 530,53« 532,24 512,11¢
Boat 53,017 39,57( 33,95¢ 37,01¢ 32,20¢
Credit carc 164,17. 176,22¢ 174,79 168,04! 125,95¢
Home equity reserv 4,56¢ 1,851 2,13¢ 2,651 3,38¢
Unearned finance intere (62,557 (71,810 (104,429 (148,83¢) (145,28
Consumer and other loa 1,149,01 1,022,44! 1,038,53: 1,026,98 1,001,09:
Loans receivabl 5,627,09 4,304,14 3,498,19 2,707,57. 2,099,41:
Loans held for sal 10,75¢ 4,63( 37,79 20,64:
Total loans 5,637,85! 4,308,771 3,498,19 2,745,36! 2,120,05:
Allowance for loan losse (111,919 (91,060 (76,919 (71,789 (67,859
Total loan-net $5,525,93 $4,217,71! $3,421,27 $2,673,58. $2,052,20!
| | | | |
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The following table sets forth the compositafriirst BanCorp’s total loan portfolio before tabowance for loan losses and the estimated

weighted average taxable equivalent interest @ftémans in each category at December 31, 2002.

December 31, 2002

Weighted
(In thousands) average rate
Residential real estate loa $1,854,06:! 5.42%
Construction loan 259,05:! 5.15%
Commercial and commercial real estate Ic 2,232,30! 5.02%
Finance lease 143,41 10.14%
Consumer loans
Auto 550,69 10.6%%
Persona 377,30¢ 16.4%
Credit carc 164,17: 14.9¢%
Boat 52,27 8.5:%
Home equity reserve loal 4,56¢ 7.45%
Total consumer and other los 1,149,01; 13.1%%
Total $5,637,85! 6.95%

Loan Activity

The following table sets forth certain additib data related to the Corporation’s loan porntfolét of the allowance for loan losses for the

dates indicated:

For the year ended December 31,

2002 2001 2000 1999 1998

(Dollars in thousands)

Beginning balanc $4,217,71¢  $3,421,27¢  $2,673,58  $2,052,200  $1,901,59
Residential real estate loans originated and

purchaset 1,045,26! 613,69¢ 416,07 216,71 93,55:
Commercial loans originated and purcha 581,65 798,03 555,53( 623,59( 307,00¢
Finance leases originat 54,75( 45,09 65,64¢ 51,61¢ 34,42%
Consumer loans originatt 431,58t 363,58: 423,41: 515,34¢ 371,33
Total loans originatet! 2,113,26 1,820,41: 1,460,66- 1,407,26' 806,32:
Sales and securitizations of loz (80,446 (41,060 (1,267%)
Repayments and prepayme (635,765 (897,83) (646,58 (719,96¢) (559,72)
Other decreasé?d (88,829 (85,08() (66,38¢) (64,652 (95,989
Net increast 1,308,22I 796,44( 747,69! 621,38 150,61(
Ending balanc: $5,525,93! $4,217,71! $3,421,27! $2,673,58. $2,052,20!

| | | ] |

Percentage increa 31.02% 23.2&% 27.9% 30.28% 7.92%

@

@

Loan origination includes $435 million acquiredrh JP Morgan Chase VI operations together wittefgimption of $557 million in
deposits

Includes the change in the allowance for loasdesand cancellation of loans due to the reposseséthe collateral.
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INVESTMENT ACTIVITIES

The Corporation’s investments are managedhéylteasury and Investment Division, under the sugien of the Senior Vice President,
Treasury and Investments, who reports to the Catjmor's Senior Executive Vice President and Chief Firelrofficer. Investment policy fc
the holding company is set by the Corporation’sbtinent Committee, which includes the PresidentGindf Executive Officer, the Senior
Executive Vice President and Chief Financial Offictke Executive Vice President for Retail and Mage Banking, the Senior Vice
President for Treasury and Investments, and tha@d&oest. Significant investment transactions areregu to the Investment Committee.

Investment policy for FirstBank, the princigalbsidiary of First BanCorp, is set by the Barksset Liability Management and Investment
Committee (ALCO), which has the same members oCihigoration’s Investment Committee. The ALCO $et®stment policies, monitors
liquidity trends, and conducts quarterly reviewsha Bank’s interest rate risk exposure. Signifiagamestment transactions are reported to the
ALCO.

The Corporation’s investment policies are giesd primarily to provide a portfolio of high creduality while seeking high levels of net
interest income within acceptable limits of inténede risk, credit risk, capital and liquidity. der the Corporation’s current policy, the
Treasury and Investments Division is authorizeduhase and sell federal funds, certificates pbdi in other banks, bankers’ acceptances
of commercial banks that are members of the FDI@tgage backed securities, United States and PRétoobligations, corporate debt and
stocks and other investments. In addition, the Sugaand Investments Division is authorized to stue securities purchased under
agreements to resell. As part of the Corporatias&et and liability management, the Treasury amelstments Division also engages in
hedging activities as approved by the Board of @ars and as set forth in the Corporation’s hedgiolicy monitored by the Investment
Committee.

SOURCES OF FUNDS

First BanCorp’s principal funding sources branchbased deposits, retail brokered deposits, ingtitalideposits, federal funds purcha
and securities sold under agreements to repurchadeé;HLB advances. Through its branch bankingesystirst BanCorp offers individual
non-interest bearing checking accounts, savingsuats, personal interest-bearing checking accouatsificates of deposit, IRA accounts
and commercial non-interest bearing checking adsoun

Deposit Accounts

Deposits represent First BanCorp’s largestcmaf funding. The Corporation’s deposit accowamsinsured up to applicable limits by the
SAIF. Management makes retail deposit pricing deetsperiodically through the ALCO, which adjudis tates paid on retail deposits in
response to general market conditions and locapetition. Pricing decisions take into account ttes 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 deposits.
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Weighted
average
rates at
December31, December 31,
2002 2002 2001 2000
(Dollars in thousands)
Nor-interest bearing checking accou $ 447,07¢ $ 239,85: $ 232,16«
Saving account 1.82% 921,10: 469,45 430,29¢
Interest bearing checking accou 1.7(% 230,74 205,76( 170,63:
Certificate account 2.85% 3,883,991 3,183,49: 2,512,89:
Total $5,482,91! $4,098,55. $3,345,98.
| | |
Weighted average rate on interest bearing deg 2.58%
Total deposits as a percentage of total a: 56.85% 50.0(% 56.52%

Certificate accounts include institutional dsits which consist mainly of brokered certificafedeposits, and certificates issued to age!
of the Government of Puerto Rico. Under FDIC retioies, a bank cannot accept, roll over or renevkéred deposits, which term is defined
also to include any deposit with an interest rateéerthan 75 basis points above prevailing rategssr(i) it is well capitalized or (ii) it is
adequately capitalized and receives a waiver ftoerRDIC. The Bank has no such restrictions sinisdtwell capitalized institution.

The following table presents a maturity sumyrarcertificates of deposits with balances of $000 or more at December 31, 2002.

(In thousands)

Three months or les $ 514,81:
Over three months to six mont 169,81
Over six months to one ye 70,90z
Over one yea 2,624,22.
Total $3,379,74
|

Borrowings

The following table presents the amount an@jisted average interest rates of borrowings ascl eate indicated in the categories set
forth below.

Weighted average
rates at December 31, December 31,

2002 2002 2001 2000

(Dollars in thousands)

Borrowings:
Federal funds purchased and securities sold
under agreements to repurch 3.82% $2,793,54 $2,997,17. $1,856,43
FHLB advance:! 4.3% 373,00( 343,70( 67,00(
Subordinated note 8.04% 82,81t 84,36: 90,54¢
Notes payabli 55,50(
Total 3.9&% $3,249,35! $3,425,23 $2,069,48.
| | |
Total borrowed funds as a percentage of to
asset: 33.6%% 41.6% 34.81%
Weighted average interest rate during the
period:
Securities sold under agreements to
repurchass 4.21% 4.9(% 6.25%
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CAPITAL

At December 31, 2002, total stockholders’ ggfar the Corporation amounted to $798 million,iacrease of $195 million as compared to
$603 million at December 31, 2001. During 2002 tHdanCorp issued $92 million of preferred stock.

Employees

At December 31, 2002, the Corporation emplay@F3 persons. None of its employees are repreddnyta collective bargaining group.
The Corporation considers its employees’ relatiorise good.

Item 2. Properties
At December 31, 2002, First BanCorp owneddiewing three main offices located in Puerto Rico

Main offices:

1. Headquarters Offices — Located at First FedeudbBig, 1519 Ponce de Ledn Avenue, Santurce, BlRido, a 16 story office building.
Approximately 61% of the building and an undergrmtinree levels parking lot are owned by the Corona

2. EDP & Operations Center — A five story structioeated at 1506 Ponce de Leén Avenue, SanturcetdPRiezo. These facilities are
fully occupied by the Corporatio

3.  Consumer Lending Center — A three story buildiniy a three levels parking lot located at 876 MuRRivera Avenue, corner Jesus T.
Pifiero Avenue, Hato Rey, Puerto Rico. These facildiesfully occupied by the Corporatic

In addition, the Corporation owned 14 branct affice premises and an auto lot. The Corpordgased 40 branch premises, 28 loan and
office centers and six other facilities. All thggemises are located in Puerto Rico and in theeBagaribbean Region. Management believes
that the Corporation’s properties are well mairgdiand are suitable for the Corporation’s busiasgsresently conducted.

Item 3. Legal Proceedings

The information required herein is incorpodalty reference from page 80 of the annual repaseturity holders for the year ended
December 31, 2002 (see Exhibit 13 to this Form 10-K

Item 4. Submission of Matters to a Vote of Securityolders
No matters were voted upon during the fourthrtgr of 2002.
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PART II

Item 5. Market for Registrant’'s Common Stock and Réated Stockholder Matters
a) Market Information

The information required herein is incorpodalty reference from page 47 of the annual repcseturity holders for the year ended
December 31, 2002.

b) Holders

The information required herein is incorpodaly reference from page 47 of the annual reposeturity holders for the year ended
December 31, 2002.

c¢) Dividends

The Corporation has a policy providing for leeyment of quarterly cash dividends on its outiitammshares of common stock.
Accordingly, the Corporation declared a cash dinitlef $0.10 per share for each quarter of 2002)%per share for each quarter of 2001
$0.07 per share for each quarter of 2000.

The Puerto Rico Internal Revenue Code reqtiresvithholding of income tax from dividends incemerived by resident U.S. citizens,
special partnerships, trusts and estates and byasithent U.S. citizens, custodians, partnerslasipd,corporations from sources within Puerto
Rico.

Resident U.S. Citizens

A special tax of 10% is imposed on eligibleidénds paid to individuals, special partnershipssts and 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 distributioaseived and take a credit for the amount of takiwéld. If he does not make this election in
his tax return, then he can exclude from his giessme the distributions received and reported avittclaiming the credit for the tax
withheld.

Nonresident U.S. Citizens

Have the right to certain exemptions when #&hWlding Tax Exemption Certificate (Form 2732pieperly filled-in and filed with the
Corporation. The Corporation as withholding agserdatithorized 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 organizeceu®ierto Rico laws that have not engaged in bssioetrade in Puerto Rico during the
taxable year in which the dividend is paid are sabjo the 10% dividend tax withholding.

Corporations or partnerships not organizeceutige laws of Puerto Rico that have engaged detoa business in Puerto Rico corporations
or partnerships are not subject to the 10% withihgldout they must declare the dividend as grossrire in their Puerto Rico income tax
return.
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Iltem 6. Selected Financial Data

The information required herein is incorpodaly reference from page 8 through 9 of the anrepdrt to security holders for the year
ended December 31, 2002.

Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The information required herein is incorpodaly reference from page 28 through 47 of the ameypart to security holders for the year
ended December 31, 2002.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

The information required herein is incorpodaly reference from page 44 through 45 of the ameyart to security holders for the year
ended December 31, 2002.

Item 8. Financial Statements and Supplementary Data

The information required herein is incorpodaly reference from page 49 through 82 of the ameyart to security holders for the year
ended December 31, 2002.

Item 9. Changes in and Disagreements with Account&on Accounting and Financial Disclosure

None
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PART III
Item 10. Directors, Executive Officers and ControPersons of the Registrant

The information required herein is incorpodaly reference to the information under the captitnformation with respect to nominees
for directors of the Company, directors whose tecorgtinue and executive officers of the Companyd &ection 16(a) Compliance” in the
Corporation’s definite proxy statement filed onéout March 28, 2003.

Item 11. Executive Compensation

The information required herein is incorpodaly reference to the information under the cagtit@ompensation of Directors”,
“Compensation of Executive Officers”, “Stock Opt®Rlans”, “Options/Grants in Last Fiscal Year”, ‘kggate Options/SAR Exercises in
Last Fiscal Year and Fiscal Year-End Options Valu#Esmployment Agreements”, “Defined ContributioRetirement Plan”, “Report of the

Compensation Committee”, “Compensation Committeerlocks and Insider Participation”, “Other Emplogmt Benefits”, “Deferred
Compensation Plan” and “Performance of Common Stocthe definite proxy statement filed on/or abddérch 28, 2003.

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

The information required herein is incorpodaly reference to the information under the capti®eneficial Ownership of Securities” in
the Corporation’s definite proxy statement filedarabout March 28, 2003.

Item 13. Certain Relationships and Related Transa&ns

The information required herein is incorpodaly reference to the information under the captiBusiness Transactions Between the
Company and its Subsidiaries and Executive Offie@is Directors” in the Corporation’s definite prostatement filed on or about March 28,
2003.

Iltem 14. Controls and Procedures

Within the 90-day period prior to the filind this Annual Report on Form 10-K, an evaluatiorswarried out under the supervision and
with the participation of First BanCorp Managemeamtjuding its Chief Executive Officer and Chiefhncial Officer, of the effectiveness of
the design and operation of our disclosure conaints procedures (as defined in Rule 13a-14 (c) uthéeSecurities Exchange Act of 1934).
Based upon that evaluation, the Chief Executivéc®ffand Chief Financial Officer concluded that tlesign and operation of these disclo
controls and procedures were effective. No sigaiftcchanges were made in our internal controla other factors that could significantly
affect these controls subsequent to the date of¢kialuation.
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PART IV

Item 15. Exhibits, Financial Statement Schedules,nal Reports on Form 8-K
(@ (1) The following financial statements are includedtem 8 thereof

- Report of Independent Accountal
- Consolidated Statements of Financial Conditionetdnber 31, 2002 and 20(
- Consolidated Statements of Income for Each of thed Years in the Period Ended December 31, ¢

- Consolidated Statements of Changes in &tdkrs’ Equity for Each of the Three Years in Bexiod Ended December 31,
2002.

- Consolidated Statements of Comprehensive Incomedoh of the Three Years in the Period Ended Deeei 2002
- Consolidated Statements of Cash Flows for EatheThree Years in the Period Ended December 312..
- Notes to Consolidated Financial Stateme
(2) Financial statement schedul
None.
(3)  Exhibits
The exhibits listed on the Exhibits Index on satfic) below are filed herewith or are incorporatetein by referenct
(b) Reports on Form-K.
On January 17, 2003, the Corporation filed a Fo-K.
(c) See Index to Exhibits on page 24 for the exhildiésifas a part of this Form -K.
(d) Financial data schedul

Schedules are omitted because they are not apigli
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Index to Exhibits

No. Exhibit

3.1 Certificate of Incorporatio QD

3.2 By-Laws Q

4.0 Form of Common Stock Certifica Q

10.1 FirstBanl's 1987 Stock Option Ple 2

10.2 FirstBanl's 1997 Stock Option Ple 2

10.3 Employment Agreemen 2

11.0 Statement Report to Shareholders for fiscal yedeén (©)]
December 31, 200:

13.0 Annual Report to shareholders for fiscal year ended —
December 31, 200:

21.0 List of subsidiaries (direct and indire: —

99.1 Certification pursuant to 18 U.S.C. section 13%0adopted pursuantto —
section 906 of the Sarbal-Oxley Act of 2002

99.2 Certification pursuant to 18 U.S.C. section 13%0adopted pursuantto  —
section 906 of the Sarbal-Oxley Act of 2002

(1) Incorporated by reference from Registration statdgroa Forn-S-4 filed by the Corporation on April 15, 19¢
(2) Incorporated by reference from the Forn-K for the year ended December 31, 1998 filed byGbegporation on March 26, 199

(3) Information is included on page 63 of the Corfiords annual report to security holders and iomporated by reference herein (See
Exhibit 13.0).
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SIGNATURES

Pursuant to the requirements of Section 1B5qd) of the Securities Exchange Act of 1934 #gistrant has duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized.

FIRST BANCORP

By: /s/ Angel Alvarez-Pérez Date: 03/25/03

Angel Alvarez-Pérez, Esq
Chairman
President and Chief Executive Offic

Pursuant to the requirements of the Secuilitiehange Act of 1934, this report has been sidpyetthe following persons on behalf of the
registrant and in the capacities and on the datlisdted.

/sl Angel Alvarez-Pérez Date: 03/25/03

Angel Alvarez-Pérez, Esq.
Chairman
President and Chief Executive Offic

/s/ Annie Astor-Carbonell Date: 03/25/03

Annie Astor-Carbonell, Director
Senior Executive Vice President and
Chief Financial Officel

/sl José Julian Alvarez-Bracero Date: 03/25/03

Jos€ Julién AlvarezBracero, Directo

/s/ Rafael Bouet-Souffront Date: 03/25/03

Rafael Boue-Souffront, Directol

/sl Jorge L. Diaz Date: 03/25/03

Jorge L. Liaz, Directol
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Héctor M. Nevares, Directc

/sl Juan Acosta-Reboyras Date: 03/25/03
Juan Acost-Reboyras, Directc

/sl José Teixidor Date: 03/25/03
José Teixidor, Director

/sl José L. Ferrer-Canals Date: 03/25/03
Jos L. Ferre-Canals, Directo

/sl Laura Villarino-Tur Date: 03/25/03

Laura Villarino-Tur
Senior Vice President and
Controller
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CERTIFICATIONS

I, Angel Alvarez-Pérez, certify that:

1. | have reviewed this Annual Report on Forn-K of First BanCorp

2. Based on my knowledge, this Annual Report dogégantain any untrue statement of a material factnoit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this Annual Re|

3. Based on my knowledge, the financial statememtd,other financial information included in thisrral Report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
Annual Report

4.  The registrant’s other certifying officers andré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a) Designed such disclosure controls and procedaressure that material information relating to tbgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this
Annual Report is being prepare

b)  Evaluated the effectiveness of the registrarigsldsure controls and procedures as of a datén\dth days prior to the filing
date of this Annual Report (tI“Evaluation Dat"); and

c) Presented in this Annual Report our conclusiddmutithe effectiveness of the disclosure controts @rocedures based on our
evaluation as of the Evaluation Da

5.  The registrant’s other certifying officers ankave disclosed, based on our most recent evalyatidhe registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thevedent function):

a)  All significant deficiencies in the design or ogtion of internal controls which could adverseffieat the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audiemg material weaknesses in
internal controls; an

b)  Any fraud, whether or not material, that involveanagement or other employees who have a signifiote in the registrant’s
internal controls; an

6.  The registrant’s other certifying officers anldave indicated in this Annual Report whether orthete were significant changes in
internal controls or in other factors that coulghgiicantly affect internal controls subsequentite date of our most recent evaluation,
including any corrective actions with regard tongigant deficiencies and material weaknes

Date: 03/25/03 By: /s/ Angel Alvarez-Pérez

Angel Alvarez-Pérez, Esq.
Chairman, President and
Chief Executive Office
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CERTIFICATIONS

I, Annie Astor-Carbonell, certify that:

1. | have reviewed this Annual Report on Forn-K of First BanCorp

2. Based on my knowledge, this Annual Report dogégantain any untrue statement of a material factnoit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this Annual Re|

3. Based on my knowledge, the financial statememtd,other financial information included in thisrral Report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
Annual Report

4.  The registrant’s other certifying officers andré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a) Designed such disclosure controls and procedaressure that material information relating to tbgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this
Annual Report is being prepare

b)  Evaluated the effectiveness of the registrarigsldsure controls and procedures as of a datén\dth days prior to the filing
date of this Annual Report (tI“Evaluation Dat"); and

c) Presented in this Annual Report our conclusiddmutithe effectiveness of the disclosure controts @rocedures based on our
evaluation as of the Evaluation Da

5.  The registrant’s other certifying officers ankave disclosed, based on our most recent evalyatidhe registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thevedent function):

a)  All significant deficiencies in the design or ogtion of internal controls which could adverseffieat the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audiemg material weaknesses in
internal controls; an

b)  Any fraud, whether or not material, that involveanagement or other employees who have a signifiote in the registrant’s
internal controls; an

6.  The registrant’s other certifying officers anldave indicated in this Annual Report whether orthete were significant changes in
internal controls or in other factors that coulghgiicantly affect internal controls subsequentite date of our most recent evaluation,
including any corrective actions with regard tongigant deficiencies and material weaknes

Date: 03/25/03 By: /s/ Annie Astor-Carbonell

Annie Astor-Carbonell
Senior Executive Vice President
and Chief Financial Office
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LEADERSHIP

Leadership is Power. Vision.
And setting standards. It provides us
with the opportunity to open
new markets, develop new
products and set the groundwork
toward the future.

Experience is knowledge.
Skill. And Wisdom. It gives us
the ability to influence,
achieve our goals
and face new challenges.

At First BanCorp we are, and have
been, a leading institution
in the banking industry for over
54 years. Experience is what has
taken us, and continues to guide us,
to higher levels of quality, growth
and value.

EXPERIENCE
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Market Price Per Common Share
(end of year) $20.13 $13.83

Return on Assets
(percentage) 1.48 1.49

Diluted Earnings
Per Common Share $1.16 $1.32

2000 2001 2002
$15.75 $19.00 $22.60

128 1.28 1.23

$1.47 $1.73 $2.01



FINANCIAL HIGHLIGHTS

In thousands

(except for per share results) 2 002 2001
Operating results:
Net interest income $ 2 66,850 $ 236,055
Provision for loan losses 62,302 61,030
Other income 58,492 52,980
Other operating expenses 1 32,756 120,855
Income tax provision 22,327 20,134
Cumulative effect of accounting change (1,015)
Net income 1 07,956 86,001
Per common share:
Net income - basic $ 2.04 $ 174
Net income - diluted 2.01 1.73
Weighted average common shares:
Basic 39,901 39,851
Diluted 40,553 40,144
At year end:
Assets $9,6 43,852 $8,197,518
Loans 5,6 37,851 4,308,780
Allowance for loan losses 1 11,911 91,060
Investments 3,7 28,669 3,715,999
Deposits 54 82,918 4,098,554
Borrowings 3,2 49,355 3,425,235
Capital 7 98,424 602,919
1998 1999 2000 2001 2002

Return on common equity
(percentage) 20.54 24.68 27.81 22.13 21.90

Net interest income
(In millions) $166.2 $185.7 $190.8 $236.1 $266.9

Common stockholders' equity
(In millions) $270.4 $204.9 $269.5 $334.4 $437.9
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HIGHLIGHTS OF GROWTH

This history begins in 1991, shortly after a newnlsigement team headed by Angel Alvarez Perez toektbe operations of the oldest
Savings and Loan institution in Puerto Rico. Attttime the Bank had less than $2 billion in totsdets and approximately 900 employees,
compared with $9.6 billion in assets and 2,000 eyg®s today.

In the 1991 Annual Report, Mr. Alvarez stated:

"Net income for {1991} was $10.1 million or $1.7@mpshare {the equivalent of $0.15 per share todi@y allowing for subsequent stock
splits}. This . . . is the most clear and tangilpidication that First Federal {the Bank's namehat time} is on the road to a healthy recovery."

The accompanying table shows the course of thialtinerecovery" over the following eleven years.eDthat period the Corporation has
reported consistent growth in assets and earniith®ut earnings restatements. Asset size increased than five times from $1.9 billion to
$9.6 billion. Net income grew more than ten timesf $10.1 million to $108 million and earnings pemmon share diluted increased more
than 13 times from $0.15 to $2.01.

A milestone along this road came in 1994, withabeversion to a Commercial Bank charter. In thatr'geAnnual Report, Mr. Alvarez said:

"Our previous thrift charter contained significdintitations on lending which could have sidelinedmagement's strategy of emphasizing
growth in non-mortgage areas. With a commerciaftehave are free to pursue our preferred busineategy."

During the next few years Management laid the gdework for later growth of the consumer side of Bak's business. Mr. Alvarez
described two important advances in the 1995 AnReglort:

"In May we opened our small loan subsidiary, MoBaypress. Small loans are an important source adwoer credit in Puerto Rico, where
many creditworthy families do not have the finahoésources or the credit history required to abtaans through regular banking channels .
. .Starting in January {of 1996} we will be combigi our auto leasing area with the car and tructateperations of our existing subsidiar

. under the name of First Leasing and Rental Corp."
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The accompanying table shows that FirstBank ineeéts branch network from 32 to 48 in the fivengaetween 1994 and 1999. The new
facilities included a modern "Superbranch" in HR&y with ample parking and drive through faciliti#e consumer banking operations
were centralized in this facility in 1996. In 198BstBank acquired the Puerto Rico operations efRbyal Bank of Canada together with fi
Citibank branches in Puerto Rico and the U.S. Viilglands. Mr. Alvarez summarized the guiding pdlphy of this consumer banking
expansion as follows in the 1996 Annual Report:

"FirstBank's Management has long recognized theitapce of new data processing technologies tleateaolutionizing the Banking
industry. We strongly believe that face-to-face ommication is at the heart of our customer relaops. Our goal is to find the appropriate
balance between these two approaches to meeté¢ls néour clients in a cosffective manner. Locally based management giviesBank ¢
strong competitive advantage in doing this."

Although the Bank grew rapidly, Management nevst fight of the need to maintain strict cost cdstrdhe accompanying table shows the
efficiency ratio improved dramatically from 63.698640.81% over the period covered in the accompantgble. In the 1998 Annual Report
Mr. Alvarez reiterated Management's commitmentast control as follows:

"In 1998 Management began a comprehensive re-defagrio streamline all corporate operations. ThepGration named the project “The
Next Fifty' because Management launched it in tbepGration's fiftieth anniversary year as a wajnitiate the second fifty years of grow
Management has invested most of the savings fr@ptbject in new technology."

In the late 1990's the Bank began moving to diffegderations and strengthen its management teatregganded more into commercial ¢
mortgage lending. In 1998 the Corporation convetbea bank holding company structure. In that ge@rnual Report Mr. Alvarez reported:

"...we have enhanced our management team byibgifig senior executives with extensive experiencgonsumer, mortgage and
commercial lending. We have also initiated actemding programs in construction lending and ausitey, led by talented and experienced
executives whom we have recently recruited. Ovemixt few years we expect our strengthened maregeteam to improve efficiency and
contribute new ideas that will help us to increasemarket share."
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The Bank also began introducing more sophisticated products to grow in

a highly competitive market with increasingly sophi sticated clients.
Besides adding state of the art business services s uch as cash
management accounts, the Bank also added sophistica ted deposit
products. In 1999 it introduced the "Bonus Account” , which rewards
clients who have additional relationships with Firs tBank. Deposits in

this account have since grown to $173.7 million.

The Bank was also expanding in other areas. In the Annual Report for

2000 Mr. Alvarez summarized recent developmenfslasws:

"Management has been taking steps to diversifiCibiporation's revenues by moving toward fee bastdities in some areas. In 2000
FirstBank began offering brokerage services inctetebranches through a new alliance {with a mimjearnational brokerage firm}. . . . Early
in 2000 Management entered an agreement {with anddinge firm} to participate in bond issues by Gevernment Development Bank of
Puerto Rico. Finally, First BanCorp reorganizeddmancial holding company in 2000, opening the ¥ea the Corporation to enter new
lines of business permitted by the Gramm LeacleBlAct."

In 2001 First BanCorp followed up on this changeohyanizing an insurance subsidiary, the FirstBaskirance Agency, which sells
insurance in FirstBank branches. Also in 2001 Managnt embarked on a thrgear project to improve service quality and effiicg in all of
the Corporation's operations.

To summarize our story, the table shows the bradithes of how our institution has transformed|fté®m First Federal Savings Bank, a
small Savings and Loan Institution, into First Bang; a diversified financial services organizatidhis transformation has increased net
income tenfold over the 1991-2002 period, and laefited shareholders, employees and clients oEtrporation.

[PHOTO]
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SELECTED FINANCIAL DATA

(In thousands except for per share results) 2002 2001 2000 1999
CONDENSED INCOME STATEMENTS: YEAR ENDED

Total interest income $ 540,033 $ 516,256 $ 463,388 $ 369,063
Total interest expense 273,184 280,201 272,615 183,330
Net interest income 266,850 236,055 190,773 185,733
Provision for loan losses 62,302 61,030 45,719 47,961
Other income 58,492 52,980 50,032 32,862
Other operating expenses 132,756 120,855 113,049 101,271

Unusual item - SAIF assessment
Income before income tax provision, extraordinary

item and cumulative effect of accounting change 130,283 107,150 82,037 69,363
Provision for income tax 22,327 20,134 14,761 7,288
Income before extraordinary item and

cumulative effect of accounting change 107,956 87,016 67,276 62,075
Extraordinary item
Cumulative effect of accounting change (1,015)

Net income 107,956 86,001 67,276 62,075

PER COMMON SHARE RESULTS (1): YEAR ENDED
Income before extraordinary item and

cumulative effect of accounting change diluted $ 2.01 $ 1.76 $ 1.47 $ 1.32
Extraordinary item
Cumulative effect of accounting change (0.03)
Net income per common share diluted $ 2.01 $ 1.73 $ 1.47 $ 1.32
Net income per common share basic $ 2.04 $ 1.74 $ 1.48 $ 1.33
Cash dividends declared $ 0.40 $ 0.35 $ 0.29 $ 0.24
Average shares outstanding 39,901 39,851 40,415 43,412
Average shares outstanding diluted 40,553 40,144 40,718 43,799
BALANCE SHEET DATA: END OF YEAR
Loans and loans held for sale $5,637,851  $4,308,780  $3,498,198 $2,745,368
Allowance for possible loan losses 111,911 91,060 76,919 71,784
Investments 3,728,669 3,715,999 2,233,216 1,811,164
Total assets 9,643,852 8,197,518 5,919,657 4,721,568
Deposits 5,482,918 4,098,554 3,345,984 2,565,422
Borrowings 3,249,355 3,425,236 2,069,484 1,803,729
Total common equity 437,924 334,419 269,461 204,902
Total equity 798,424 602,919 434,461 294,902
Book value per common share (1) 10.96 8.39 6.80 4.87
REGULATORY CAPITAL RATIOS (IN PERCENT): END OF YEAR
Total capital to risk weighted assets 13.75 14.50 14.43 16.16
Tier 1 capital to risk weighted assets 11.90 12.16 11.23 11.64
Tier 1 capital to average assets 7.35 7.49 7.28 7.47
SELECTED FINANCIAL RATIOS (IN PERCENT): YEAR ENDED
Net income to average total assets 1.23 1.28 1.28 1.49
Interest rate spread (2) 3.20 3.64 3.38 4.29
Net interest income to average earning assets (2) 3.56 4.08 3.91 4.85
Yield on average earning assets(2) 6.77 8.42 9.21 9.29
Cost on average interest bearing liabilities 3.57 4.78 5.83 5.00
Net income to average total equity 14.90 16.20 21.21 21.06
Net income to average common equity 21.90 22.13 27.81 24.68
Average total equity to average total assets 8.28 7.92 6.05 7.07
Dividend payout ratio 19.58 19.91 19.72 17.96
Efficiency ratio (3) 40.81 41.81 46.95 46.33
OFFICES:
Number of full service branches 54 48 48 48
Loan origination offices 44 43 38 41

1- Amounts presented were recalculated, when agipéc to retroactively consider the effect of conmnstock splits.
2- Ratios for 1993 and thereafter were computed taxable equivalent basis.
3- Other operating expenses to the sum of netasténcome and other income.
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$ 321,298
155,130
166,168
76,000
58,240
91,798

56,610
4,798

51,812

51,812

$ 1.16

$ 1.16

$ 117

$ 0.20
44,379
44,787

$2,120,054
67,854

1,800,489

4,017,352

1,775,045

1,930,488
270,368
270,368
6.11

17.39
11.55
6.59

1.48
4.76
5.27
9.83
5.07
20.54
20.54
7.22
17.12
40.91

40
45



1997 1996 1995 1994 1993 199
$ 285160  $ 256,523 $ 208,488 $ 180,309  $ 159,433  $ 158
130,429 113,027 96,838 76,674 72,413 85
154,731 143,496 111,650 103,635 87,020 73
55,676 31,582 30,894 17,674 18,669 13
39,866 29,614 48,268 18,169 17,123 13
83,268 82,498 65,628 60,760 56,994 54

9,115
55,653 49,915 63,396 43,370 28,480 18
8,125 12,281 14,295 12,385 6,525 2
47,528 37,634 49,101 30,985 21,955 15
(429) 6,840
47,528 37,634 49,101 30,556 28,795 14
$ 1.05 $ o081 $ 1.05 $ 067 $ 042 $
(0.01) (
0.14
$ 105 $ 081 $ 105 $ 066 $ 056 $
$ 105 $ 081 $ 107 $ 068 $ 063 $
$ 0.16 $ 013 $ 005 N/A N/A
45,054 46,191 45,888 44,966 43,983 42
45,306 46,428 46,677 46,289 49,419 51
$ 1,959,301 $ 1,896,074 $ 1,556,606 $1,501,273  $1,237,928  $1,182
57,712 55,254 55,009 37,413 30,453 30
1,276,900 830,980 785,747 595,555 603,373 636
3,327,436 2,822,147 2,432,816 2,174,692 1,913,902 1,888
1,594,635 1,703,926 1,518,367 1,493,445 1,398,247 1,359
1,461,581 889,668 700,609 538,080 400,977 415
236,379 191,142 171,202 120,015 92,785 50
236,379 191,142 171,202 120,015 92,785 88
5.29 421 3.67 2.66 2.09
17.26 15.25 16.17 9.76 9.05
11.07 9.32 9.93 8.50 7.79
7.44 6.65 6.82 5.74 4.70
1.63 1.48 2.22 1.53 1.53
5.30 5.46 5.07 5.23 4.73
5.83 6.03 5.59 5.65 5.10
10.45 10.63 10.12 9.63 9.10
5.15 5.17 5.05 4.40 4.37
22.30 20.49 33.19 29.07 30.36 1
22.30 20.49 33.19 29.07 39.68 2
7.32 7.23 6.68 5.27 5.05
15.14 16.32 5.06 N/A N/A
42.79 47.66 41.04 49.88 54.73 6
36 36 36 32 33
44 47 43 23 9
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,229
,879

,350
(870)

,480

0.25
0.02)

0.23

$ 171,789
109,942
61,847
16,444
18,895
51,423

12,875
1,420

11,455
(1,400)

10,055

$ 017
(0.03)

$ 0.15
$ 017
N/A
42,876
49,856

$1,264,380

29,001
564,431

1,898,399

1,396,066
408,414
38,410
74,146

0.90

7.08
5.75
3.74



Offices

PUERTO RICO

O©CO~NO U, WNPE

10

. Aguada

. Aguadilla

. Isabela

. San Sebastian
. Arecibo

. Manati

. Vega Baja

. Dorado

. Toa Baja

. Bayamon

. Guaynabo

. San Juan

. Carolina

. Rio Grande

. Fajardo

. Humacao

. Caguas

. Aguas Buenas
. Cidra

. Guayama

. Cayey

. Barranquitas
. Ponce

. Yauco

. Cabo Rojo

. Mayaguez
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Offices
U.S., BRITISH VIRGIN ISLANDS & BARBADOS

St Croix

St Thomas
St John
Tortola
Barbados

11 2002 First BanCorp



[PHOTO]

12 2002 First BanCorp



Business Profile

First BanCorp ("the Corporation"), incorporatedPinerto Rico, is the financial holding company fastBank ("the Bank"), the second larg
commercial bank in Puerto Rico. First BanCorp alams an insurance subsidiary, FirstBank Insuramgpengy. First BanCorp had total as:
of $9.6 billion as of December 31, 2002. The Coafion operates in the Puerto Rico and Virgin Istabdnking markets, offering a wide
selection of financial services to a growing numtieconsumer and commercial customers. Commeimalumer and mortgage loans and
investment securities are the most important avéds business.

The Corporation has a $2.5 billion portfolio of coercial loans, commercial mortgages, constructoams$ and other related commercial
products. Its commercial clients include businesdées! sizes covering a wide range of economidvis. First BanCorp has a $1.8 billion
portfolio of residential mortgages. The institutiaiso has $1.3 billion in consumer loans concesdrat auto loans and leases, personal loans
and credit cards. Its $3.7 billion investment palitf consists mostly of U.S. Treasury and agencysges and mortgage-backed securities. A
strategic alliance with a major international fiatfows FirstBank to offer brokerage services irlargest branches. Approximately 2,000
professionals and a sophisticated computer syst@most 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 and L
Association”. It has been a stockholder ownedtimsbn since 1987. In October, 1994 it became atBlRico chartered commercial bank and
assumed the name of "FirstBank Puerto Rico". EffedDctober 1, 1998 the Bank reorganized, makimgtBank Puerto Rico a subsidiary of
the holding company First BanCorp.

FirstBank, which is a well-capitalized institutionder federal standards, operates 54 full-serviaedhes including 11 offices in the U.S. and
British Virgin Islands. In addition, the FirstBahksurance Agency operates six sales offices wiistBank branches. A subsidiary of
FirstBank, Money Express, operates 27 small lofinesf throughout Puerto Rico. FirstBank also o dtirst Leasing and Rental Corp., a
subsidiary which rents and leases motor vehicle® ix offices in Puerto Rico. Another FirstBanksidiary, FirstBank Insurance Agency
V.l., Inc., operates one office which sells inswaam the US Virgin Islands. Finally, FirstBank osva trade financing subsidiary, First Trade
Inc., which operates two offices: one in the U.8gW Islands and one in Barbados.

First BanCorp has distinguished itself by providingovative marketing strategies and novel prodtetgtract clients. Besides its branches
and specialized lending offices, the Corporatios difered a telephone information service calledlébanco” since 1983. This was the first
telebanking service offered in Puerto Rico. FirahBorp clients have access to an extensive ATMar&twith access all over the world. T
Corporation was also the first
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in Puerto Rico to open on weekends and the firsffer in-store branches to its clients. First Banfwas also the first banking institution in
Puerto Rico with a presence on the internet. Thp@ation now offers a wide menu of internet bagkservices to its clients.

First BanCorp and its subsidiaries are subjectipesvision, examination and regulation by the Fald@eserve Board, the Federal Deposit
Insurance Corporation and the Commissioner of Fiignstitutions of Puerto Rico. The FirstBankunsnce Agency is regulated by the
Puerto Rico Insurance Commissioner. The Virginndioperations of FirstBank are regulated by thigiilslands Banking Board (for the
USVI) and by the British Virgin Islands Financia8ices Commission (for the BVI).

First BanCorp is committed to providing the mositcgdnt and cost effective banking services possiManagement's goal is to make the
Corporation the premier financial institution ind?to Rico and the Virgin Islands, recognized fongistently exceeding the expectations ¢
clients, employees and stockholders.

[PHOTO]
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President's Letter
TO OUR STOCKHOLDERS:

On behalf of the Board of Directors and Officerd=akt BanCorp | am pleased to submit our annyabntefor 2002, another excellent year. In
2002 First BanCorp earned $108 million, represgnti2.04 per common share (basic) or $2.01 per canshare (diluted). Earnings
increased 25.5% compared with 2001, when the Catiporearned $86 million, equivalent to $1.74 panmon share

(basic) or $1.73 per common share (diluted). Neetrést income was a key factor in this outstangiedgormance, expanding by 13% or $30.8
million to $266.8 million during 2002. These resudire outstanding when we consider the difficutineenic and financial environment which
prevailed last year.

GROWTH IN 2002

First BanCorp grew substantially in spite of lasais economic slowdown, which affected Puerto Rwvell as the rest of the U.S. Assets
rose 17% from $8.2 billion at year-end 2001 to $8likon at the end of 2002. Net loans increase®3a& $5.5 billion, mostly due to increases
of $345 million in commercial loans and $842 mitlim residential real estate loans. Consumer laadsfinance leases grew by $142 milli
Deposits increased 34% to $5.5 billion. During 26@2t BanCorp consolidated its position as thesddargest commercial bank in Puerto
Rico.

FirstBank also expanded outside Puerto Rico. Ikt 2002, the Bank completed the acquisition efaperations of JP Morgan Chase
Eastern Caribbean Region business in the Virgants with $590 million in total assets. The purehasluded several branch offices, a tr
finance operation and an insurance agency. FirétBanow one of the largest commercial banks inUt®. and British Virgin Islands. Cas:
Pancham, a seasoned executive with over 22 yeapgefience in Chase's Caribbean operations, hgatigese operations. Our expanded
presence in the Virgin Islands will increase geppiadiversification and allow us to better serwe dients in that part of the Caribbean.

KEY COMPETITIVE ADVANTAGES

Our branch network has been one important factouimsuccessful growth. FirstBank has 43 brancicedfin Puerto Rico, including 20 with
drive up services, 16 in shopping centers andstpermarkets. We are working to diversify our latg@nches to give our clients superior
service. A major international brokerage firm mains offices in 13 FirstBank branches, while nin@nlches have specialized mortgage
offices and six have offices of the FirstBank Irmwe Agency.

We are constantly improving the banking facilitiBsiring 2002 we relocated the branch in RexvillezZal Bayamon and upgraded facilitie:
three other branches. Our purchase of the Chasatapein the Virgin Islands also strengthened fmanch network in that region. FirstBank
now has 11 branches on four islands in the U.SBaitigh Virgin Islands.
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Another key to our success is careful, prudentrobof costs. For several years we have been iimgest state of the art technology to
improve service to our clients and increase efficje Operating expenses rose relatively littlepfri$120.9 million in 2001 to $132.8 million
in 2002, in spite of the expansion we experienBaaing 2002 the Corporation's efficiency ratio iroped by one percent to 40.81%.

The quality of our loan portfolio was another facihich contributed importantly to the Corporat®record profits last year. Starting in 1¢
we have been improving loan underwriting, introdwgciighter approval procedures and improving compsystems. These efforts have
brought hard-won gains in asset quality.

The year 2002 provided a severe test for thesenealdgprocesses, and they have been performinglwslhite of large increases in the loan
portfolio and a deteriorating economy, charge dftsnot increase. During 2002 First BanCorp's lagetscharge offs amounted to $41.5
million of loans on a net basis, compared with $44illion in 2001, $42.0 million in 2000, and $44xfllion in 1999.

We have also increased reserves in line with the fwrtfolio, which more than doubled from $2.7idil at the end of 1999 to $5.6 billion at
yea-end 2002. The Bank provided $62 million for losse2002, $61 million in 2001, $46 million in 2008nd $48 million in 1999. This has
allowed loan loss reserves to reach $111.9 mibiothe end of 2002 compared with $91.1 millionZ601, $76.9 million for 2000, and $71.8
million for 1999.

As a result, asset quality has remained constantgnoved. The reserve coverage ratio (allowancéofan losses as a percentage of non-
performing loans) has remained above 100% forakefive years. At the end of 2002 the ratio of-penforming loans to total loans had
fallen to 1.63%, compared with 1.69% at the endQff1, 1.94% at the end of 2000, 1.96% at the ed®99 and 2.69% at year-end 1998.
Maintaining good asset quality has been one ofrthst important ingredients of our success duriegrétent economic slowdown.

Finally, we rely heavily on our employees and thalify of service they provide to our clients. We & the middle of a three-year effort to
improve service quality in all areas of our opemasi. Quality teams composed of bank officers anpleyees are evaluating, redesigning and
improving procedures throughout the organizatidme goal of this project is to satisfy fully the kamg needs of our consumer and corporate
clients.

COMMUNITY SERVICE AND CORPORATE IMAGE

First BanCorp began operations in 1948 as "FirdeFa Savings Bank" and for many years was thanga8avings and Loan institution on
the Island. Even after converting to a commercaaikbin 1994 the Bank specialized in consumer legétin many years and still maintains
strong ties with the Puerto Rican community, hedpannumber of charitable organizations.
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In response to the recent economic slowdown otsthad, we have been running a publicity campaigh the slogan "Puerto Rico stays
ahead." The campaign encourages Puerto Ricanstopbsitively and improve their quality of life. &#hagement is also encouraging
employees to get involved in community activitigsaddition, FirstBank has begun providing spebihefits for senior citizens, including
coupons in participating businesses and discountome of our services.

FirstBank also made a $70 million loan for the ¢nrtion of a medical office building in the southeity of Ponce. This project will include
93 medical offices, a 32,472 square foot shoppieg and parking space for 600 cars. Finally, wepar#cipating in a massive urban renewal
project in Santurce, where our home offices aratkd. Bank officials have taken a leading rolerienizing this project, which involves five
local banks supported by a $50 million credit lir@m the Puerto Rico Housing Finance Authority.

ENHANCING SHAREHOLDER VALUE

The efforts of Management and employees have did strong earnings growth in 2002. The Corpamatéxperienced a return on common
equity of 21.90% compared with 22.13% in the prasigear. The return on assets was 1.23%, not \ieyaht from the 1.28% of 2001. Our
stock price has reflected these strong resultspandhareholders experienced a return of 21.05%@ninvestment during 2002. Investors
who held First BanCorp stock over the ten yearguefiom year-end 1992 to year-end 2002 receivashautative total return of 1,549%,
equivalent to an annualized return of 32.33%. Qut&eber 30, 2002 the Bank also distributed a tfoetwo stock split.

The Corporation has traditionally followed a cowsgive dividend policy, in the belief that we cagtter serve our shareholders by reinves
most of our profits in our growing business. In 2@Be dividend payout ratio was 19.58%. Officerd directors of First BanCorp own
approximately eleven percent of its shares. Thisvshtheir confidence in First BanCorp's future #mer commitment to keep its
fundamentals sound.

As First BanCorp begins another year of growth serice to Puerto Rico and the Virgin Islands, weeanfident that our Corporation is
stronger and better positioned than ever. We haudyaoutstanding group of employees, officers dirdctors. | am confident that we can
meet the challenges ahead, and that we will provéder service than ever to our clients, whiledfigimg employees and stockholders in the
years to come

/sl Angel Al varez-Perez
Chai r man
Pr esi dent
Chi ef Executive Oficer
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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
southwest of New York. Puerto Rico grew moderatelgr most of the 1990's but its growth has pausedntly due to the U.S. recission.
Real BNP fell by 0.2% in the 2002 fiscal year adaog to the Puerto Rico Planning Board.

Puerto Rico's economic performance is a naturaltre$its increasing integration into the U.S. somy. Puerto Ricans are U.S. citizens and
serve in the United States armed forces, and theddas several large U.S. military bases. Tlm@suses U.S. currency and forms part o
U.S. financial system. Federal courts enforce &8s here. Since Puerto Rico falls within the Ud8.purposes of customs and migration,
there is full mobility of funds people and good$wren Puerto Rico and the U.S. mainland. Puerto Bamks are subject to the same Federal
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 ofstiBanCorp.

Manufacturing is the backbone of Puerto Rico's eonn and many multinational corporations have sarisl operations here. The island's
pharmaceutical industry is especially strong. berd years, however, a reduction of tax incentoaabined with intense wage competition
from other areas and the U.S. recession have leelicing island manufacturing employment. Still, u®ico is becoming somewhat less
dependent on manufacturing than it was in the gaytwar period, as its economy has been divengjfwiith substantial investments in
tourism, retail trade, services banking and trartsgion.

During the recent slowdown construction, manufastuand consumption have weakened somewhat. Todrésbeen affected along with
the rest of the Caribbean region, though new hatetssome economic recovery have mitigated thecgffsland economists project real G
growth in the 1% to 2% range during fiscal 2003jchtis currently in progress.
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[PHOTO]

Jose L. Ferrer-Canals Hector M. Nev ares

[PHOTO]

21 2002 First BanCorp



[PHOTO]

First BanCorp Officers
Fernando L. Batlle, Luis M. Beauchamp, Aurelio Aeam Annie Astor-Carbonell, Angel Alvarez-Perez
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Randolfo Rivera, Josianne M. Rossello, Miquel Mgji@armen G. Szendrey-Ramos, Cassan Pancham
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PRESIDENT

ANGEL ALVAREZ-PEREZ
Chief Executive Officer

SENIOR EXECUTIVE VICE PRESIDENTS

ANNIE ASTOR-CARBONELL
Chief Financial Officer
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EXECUTIVE VICE PRESIDENTS
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FIRST SENIOR VICE PRESIDENT
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JOSE H. APONTE
Commercial Mortgage Lending

MIGUEL BABILONIA
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LUIS M. CABRERA
Treasury and Investments

SALVADOR CALAF
Government and Institutional

JAMES E. CRITES
Regional Credit Officer Eastern
Caribbean Region

AIDA M. GARCIA
Human Resources

MICHAEL GARCIA
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FERNANDO IGLESIAS
Special Loans

ROGER LAY
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EMILIO MARTINO
Credit Risk Management

MIGUEL MEJIAS
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CARMEN NIGAGLIONI
Middle Market and Asset Based Financing

JOHN ORTIZ
Consumer Products and Credit Cards

JORGE RENDON
Facilities Management

HAYDEE RIVERA
Sales & Distribution Operations

JULIO RIVERA
Construction Lending

NAYDA RIVERA
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CARMEN ROCAFORT
Corporate and Structured Finance

JOSIANNE M. ROSSELLO
Marketing and Public Relations

DEMETRIO SANTIAGO
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HECTOR SANTIAGO
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DENISE SEGARRA
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LUIS SUEIRO
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CARMEN GABRIELA SZENDREY-RAMOS
General Counsel and Secretary
of the Board of Directors

LAURA VILLARINO
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VICE PRESIDENTS

ALEXIS AGUIAR
Structured Finance

WILLIAM ALVAREZ
Indirect Business and Merchants

JOSE ALVELO
Information Systems

VIVIAN ARTEAGA
Commercial Department



MARGA AVILES
Consumer Loans Operations

BEVERLY BACHETTI
VIP Customer Group

MARIA BENABE
Consumer Collections

ANA COLON
Centralized Accounting

MARIA CONOR-FREEMAN
Lending and Client Group Eastern Caribbean Region

WANDA COOPER
FirstLine Customer Center

LENITZIA DELGADO
Corporate Services
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JOHN E. LEWIS
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First Senior Vice President
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FINANCIAL REVIEW
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

This discussion and analysis relates to the accoyipg consolidated financial statements of FirshBarp (the Corporation) and should be
read in conjunction with the financial statementd the notes thereto. Information in the notesrretkto in this discussion and analysis is
hereby incorporated by reference herein. The userofs such as "see", "refer to", "included in"explained in" shall be deemed to

incorporate by reference into this discussion arayais the information to which reference is made.

FORWARD LOOKING STATEMENTS

When used in this report and in other filings bgsEBanCorp with the Securities and Exchange Cosionsin the Corporation's press
releases or other public or shareholder commuwicatr in oral statements made with the approvalnohuthorized executive officer, the

words or phrases "would be", "will be", "will deteine”, "will allow", "intends to", "will likely resilt", "are expected to", "will continue”, "is

anticipated"”, "estimated", "project”, "believe", similar expressions are intended to identify "fard/looking statements" within the meaning
of the Private Securities Litigation Reform Actk#95.

The future results of the Corporation could be @#d by subsequent events and could differ makgfiam those expressed in forward-
looking statements. If future events and actualgoerance differ from the Corporation's assumptidhe,actual results could vary
significantly from the performance projected in fhevard-looking statements.

The Corporation wishes to caution readers notdoglndue reliance on any such forward-lookingsiants, which speak only as of the date
made, and to advise readers that various factarkiding regional and national conditions, subséhiechanges in levels of market interest
rates, credit and other risks of lending and inwestt activities, competitive and regulatory factansl legislative changes, could affect the
Corporation's financial performance and could cahieeCorporation's actual results for future pesiamdiffer materially from those
anticipated or projected. The Corporation doesumdiertake, and specifically disclaims any obligatim update any forward-looking
statements to reflect occurrences or unanticipatedts or circumstances after the date of suchrstatts.

OVERVIEW

The year 2002 was a challenging year for all bissirsectors. It followed a year, 2001, where theeFddReserve Bank cut interest rates by a
total of 475 basis points in an effort to stimuldite economy. The Fed monetary policy resultechiadditional cut of 50 basis points during
2002 to 1.25%, the lowest level in more than 40 ye€Auring the economic slowdown, construction, afaoturing and consumption have
weakened somewhat.

First BanCorp grew substantially and improvediitaricial performance last year in spite of the eoois slowdown. For the year 2002, First
BanCorp recorded earnings of $107,956,351 or $2e04£o0mmon share basic and $2.01 per common shatedd compared to $86,001,444
or $1.74 per common share basic and $1.73 per consitare diluted for 2001, and $67,275,609 or $pet8ommon share basic and $1.47
per common share diluted for 2000. For 2002 as ewetpto 2001, net income increased by $21,954,880.@8 per common share diluted,
and for 2001 as compared to 2000, by $18,725,830.@6 per common share diluted.

The increase in the Corporation's earnings is maittfibuted to the net interest income earnechergrowing portfolio of average earning
assets and other income, net of increases in apg@tpenses. Assets rose 17% from $8.2 billioyeatend 2001 to $9.6 billion at the end
2002. Deposits increased 34% to $5.5 billion. lank increased 31 % to $5.5 billion, mostly dumdoeases of $345 million in commercial
loans and $842 million in residential real estasnbk. Consumer loans and finance leases grew [#/mil{on. In spite of increases in the
loan portfolio and a deteriorating economy, chaffs have not been increasing, mainly attributegdrior years efforts that improved loan
underwriting and implemented tighter approval prwres. During 2002, the Corporation restructuregdrtfolio of mortgage backed
securities in order to shorten its duration andicedts prepayment risk under current economicrenwmient; this restructuring resulted in
gains of approximately $40.1 million. Total gainssales of $48.9 million were partially offset lygairment losses of $36.9 million
recognized during the year.
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Another important factor in the Corporation's &gstis prudent control of costs. For several yda<Corporation has been investing in state
of the art technology to improve service to iteots and increase efficiency. Operating expensesnalatively little, from $120.9 million in
2001 to $132.8 million in 2002. During 2002 the @anation's efficiency ratio improved by one percent0.81%.

Return on average assets was 1.23% for 2002, a8&oIfor 2001 and 2000. Return on average equityMa80% for 2002, 16.20% for 2001
and 21.22% for 2000. Return on average commonyewais 21.90% for 2002, 22.13% for 2001 and 27.8b1R2000.

First BanCorp has also been expanding outside ®&écb. In October 2002 the Corporation complet&$@0 million acquisition of the
operations of JP Morgan Chase in the Virgin Islafide expanded presence in the Virgin Islandsgiie the Corporation the opportunity to
better serve its clients in that part of the 20@2ilitbean and provides with certain geographic difieation.

CRITICAL ACCOUNTING POLICIES AND PRACTICES

The accounting and reporting policies of the Coagion and its subsidiaries conform with accounpnigciples generally accepted in the
United States of America. A summary of accountintigies and recently issued accounting pronouncésrisrincluded in Note 2 of the
Corporation's financial statements. The reportedwarts are based on judgments, estimates and assaomptade by Management that affect
the recorded assets and liabilities and contingsséts and liabilities at the date of the finarsti@alements and the reported amounts of
revenues and expenses during the reporting peradsal results could differ from those estimaiésdjfferent assumptions or conditions
prevail.

INVESTMENTS

The Corporation classifies its investments in detat equity securities into trading, held to mayuaihd available for sale securities. The
available for sale securities are carried at falug, with unrealized holding gains and lossesphdeferred tax effects, reported in other
comprehensive income as a separate componentohsiders' equity. The fair values of these seiagivere calculated based on quoted
market prices and dealer quotes. Changes in then@gi®ns used in calculating the fair values, caifdct the reported valuations.

EVALUATION FOR OTHER-THAN-TEMPORARY IMPAIRMENTS ON  AVAILABLE FOR SALE AND HELD TO MATURITY
SECURITIES

The Corporation evaluates its investment's seegrfor impairment. An impairment charge in the @tidatted Statements of Income is
recognized when the decline in the fair value @Estments below their cost basis is judged to berethan-temporary. The Corporation
considers various factors in determining whethshduld recognize an impairment charge, including,no limited to the length of time and
extent to which the fair value has been less ttgoast basis, and the Corporation's intent anéyatn hold the investment for a period of
time sufficient to allow for any anticipated recoyén market value. For debt securities, the Coafion also considers, among other factors,
the investees repayment ability on its bond obilaget and its cash and capital generation's ab#itypecember 31, 2002 the Corporation did
not hold any investment securities with significantealized losses sustained for more than one yaarCorporation's accounting policy for
other-than-temporary impairments is included inéd\®tf the Corporation's financial statements. Bp2002, the Corporation experienced
significant volatility in the market prices of iggiblicly traded equity investments and in additieo bonds in the Corporation's portfolio were
downgraded to non investment grade quality by trealit rating agencies. See Note 10 of the Corpamatifinancial statements, which gives
details as to impairments charges recognized d209g.
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ALLOWANCE FOR LOAN LOSSES

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. Groups of small balance, homogeneauns #re collectively evaluated for impairment. Poefolios of consumer loans, auto lo
and finance leases are considered homogeneouserdaduated collectively for impairment. In detérimg probable losses for each categ

of homogeneous pools of loans. Management usexibatinformation about loan losses over seveeaiqals of time that reflect varying
economic conditions and adjusts such historicad Based on the current conditions, consideringmnéion and trends on charge offs, non-
accrual loans and delinquencies. The Corporatiamsomes impairment individually for those commereiadl real estate loans with a principal
balance exceeding $1 million. An allowance is dighbd based on the present value of expectedefutash flows or the fair value of the
collateral, if the loan is collateral dependentcéwaingly, the measurement of impairment for loanaluated individually involves
assumptions by Management as to the amount andgiaficash flows to be recovered and of appropdeeount rates. Where the loans are
collateral dependent. Management generally obtinadependent appraisal. Those appraisals alstvienestimates of future cash flows and
appropriate discount rates or adjustments to coatypaiproperties in determining fair values.

The Corporation's primary lending area is PuerttoRAt December 31, 2002, there is no significamtoentration of credit risk in any spec
industry.

INCOME TAXES

The Corporation is routinely subject to examinagifmrom governmental taxing authorities. Such exatimms may result in challenges to the
tax return treatment applied by the Corporatiosgdecific transactions. Management believes thaasisamptions and judgment used to re
tax-related assets or liabilities have been appatgprShould tax laws change or the tax authoritetermine that Management's assumptions
were inappropriate, the result and adjustmentsiredjeould have a material effect on the Corporegioesults of operation. Information
regarding income taxes is included in Note 25 ef@worporation's financial statements.

IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS

During 2002, the Financial Accounting StandardsrBd&ASB) issued several accounting pronouncemeatsely SFAS (Statement of
Financial Accounting Standard) No. 145, RescissibRASB Statements No. 4, 44 and 64, AmendmentF#&SNo. 13, and Technical
Corrections, SFAS No. 146, Accounting for Costsossated with Exit or Disposal Activities, SFAS Nb47, Acquisitions of Certain
Financial Institutions, SFAS No. 148, Accounting 8tock-Based Compensation, and FASB Interpretatiord5, Guarantor's Accounting
and Disclosure Requirements for Guarantees. Managieestimated that the adoption of these pronouanestdid not have or will not have,
as applicable depending on adoption date, a sogmifiimpact on the Corporation's financial statemeRefer to Note 2 of the Corporation's
financial statements for a summary of the majowjsions of these pronouncements.

RESULTS OF OPERATIONS

The Corporation's results of operations dependaptiynon its net interest income, which is the éiffnce between the interest income earned
on interest earning assets, including investmeruriigees and loans, and the interest expense engisit bearing liabilities, including deposits
and borrowings. Also, the results of operationsetiejoon the provision for loan losses, operatingeagps (such as personnel, occupancy and
other costs), other income (mainly service chaagekfees on loans), gains on sale of investmemtsraome taxes.
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NET INTEREST INCOME

Net interest income increased to $267 million 802 from $236 million in 2001 and $191 million iAAD. The increase in net inter
income for the year 2002 is the result of volunwéases of $2,052 million in the Corporation's agerloan and investment portfolios.

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 er@st rates and changes in volume of interesextidsets and liabilities have affected the
Corporation's net interest income. For each cajegbearning 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 multipligdianges in volume) have been allocated to thegdsin volume and changes in rate
based upon their respective percentage of the crdlotals.

Interest income
Part | Average volume (1) /expense Av erage rate (1)
Year ended December 31, 2002 2001 2000 2002 2001 2000 200 2 2001 2000
(Dollars in thousands)
Earning assets:

Money market instruments $ 60,522 $ 46,517 $ 9,293 $ 999% 1,476$ 527 1.6 5% 3.17% 5.67%
Government obligations 1,236,281 5 88,932 528,903 56,130 35,955 36,043 4.5 4% 6.11% 6.81%
Mortgage backed securities 2,144,236 1,7 11,980 1,457,044 147,779 126,098 100,415 6.8 9% 7.37% 6.89%
Corporate bonds 259,840 2 47,094 51,508 15,493 21,230 4,366 5.9 6% 8.59% 8.48%
FHLB stock 32,586 21,841 18,008 1,635 1,289 1,249 5.0 2% 5.90% 6.94%

Total investments 3,733,465 2,6 16,364 2,064,756 222,036 186,048 142,600 5.9 5% 7.11% 6.91%
Consumer loans 1,048,283 1,0 36,637 1,026,044 142,612 140,050 140,635 13.6 0% 13.51% 13.71%
Residential real

estate loans 1,283,710 8 69,374 573,866 74,411 65,496 49,115 5.8 0% 7.53% 8.56%
Construction loans 223,627 2 19,890 169,257 11,726 17,323 18,251 5.2 4% 7.88% 10.78%
Commercial loans 2,080,892 1,5 84,910 1,210,783 110,315 119,867 110,808 5.3 0% 7.56% 9.15%
Finance leases 136,851 1 27,872 103,114 14,659 14,661 12,499 10.7 1% 11.47% 12.12%
Total loans (2) 4,773,363 3,8 38,683 3,083,064 353,723 357,397 331,308 7.4 1% 9.31% 10.75%
Total earning assets $8,506,828 $6,4 55,047 $5,147,820 $575,759 $543,445 $473,908 6.7 7% 8.42% 9.21%

Interest bearing liabilities:
Interest bearing

checking accounts $ 215,462 $ 1 86,111 $ 162,456 $ 5,146 $ 5926 $ 5546 2.3 9% 3.18% 3.41%
Savings accounts 609,324 4 36,595 433,937 14,603 12,954 12,792 2.4 0% 2.97% 2.94%
Certificate accounts 3,622,918 2,8 59,181 2,173,244 113,486 141,878 134,945 3.1 3% 4.96% 6.20%
Interest bearing deposits 4,447,704 3,4 81,887 2,769,637 133,235 160,758 153,283 3.0 0% 4.62% 5.53%
Other borrowed funds 2,868,212 2,1 25,022 1,851,524 123,925 106,858 116,130 4.3 2% 5.03% 6.27%
FHLB advances 339,477 2 56,354 51,053 16,024 12,585 3,201 4.7 2% 4.91% 6.27%
Total interest bearing liabilities $7,655,393 $5,8 63,263 $4,672,214 $273,184 $280,201 $272,614 3.5 7% 4.78% 5.83%
Net interest income $302,575 $263,244 $201,294
Interest rate spread 3.2 0% 3.64% 3.38%
Net interest margin 3.5 6% 4.08% 3.91%

(1) On a tax equivalent basis. The tax equivaléitywas computed dividing the interest rate sprmaéxempt assets by (1- statutory tax rate
of 39%) and adding to it the cost of interest bagtiabilities. When adjusted to a tax equivaleasib, yields on taxable and exempt assets are
comparative.

(2) Non-accruing loans are included in the avetzajances.
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Part Il

2002 compare d to 2001 2001 compared to 2000
Increase (d ecrease) Increase (decrease)
Due to: Due to:
Volume Rate Total Volume Rate Total

(In thousands)

Earning assets:

Money market instruments $ 338 $ (8 15) $ (477) $ 1646 $ (697) $ 9 49
Government obligations 34,457 (14,2 82) 20,175 3,878  (3,966) ( 88)
Mortgage backed securities 30,815 (9,1 34) 21,681 18,437 7,246 25,6 83
Corporate bonds 928 (6,6 65) (5,737) 16,803 61 16,8 64
FHLB stock 587 2 41) 346 246 (206) 40

Total investments 67,125 (31,1 37) 35,988 41,010 2,438 43,4 48
Consumer loans 1,580 9 82 2,562 1,505  (2,090) 5 85)
Residential real estate loans 27,616 (18,7 01) 8,915 23,778  (7,397) 16,3 81
Construction loans 245 (5,8 42)  (5,597) 4,729  (5,657) 9 28)
Commercial loans 31,903 (414 55) (9,552) 30,796 (21,737) 9,0 59
Finance leases 993 9 95) 2) 2,920 (758) 2,1 62

Total loans 62,337 (66,0 11) (3,674) 63,728 (37,639) 26,0 89

Total interest income 129,462 (97,1 48) 32,314 104,738 (35,201) 69,5 37

Interest bearing liabilities:

Deposits 36,762 (64,2 85) (27,523) 36,152 (28,677) 7,4 75
Other borrowed funds 34,742 (17,6 75) 17,067 15,454  (24,726) (9,2 72)
FHLB advances 4,002 5 63) 3,439 11,476  (2,092) 9,3 84

Total interest expense 75,506 (82,5 23) (7,017) 63,082  (55,495) 7,5 87
Change in net interest income $ 53,956 $(14,6 25) $39,331 $41,656 $20,294 $61,9 50

Total interest income includes tax equivalent adpents of $36 million, $27 million and $11 millidar 2002, 2001, and 2000, respectively.
On a tax equivalent basis, net interest incomeeasxd to $303 million for 2002 from $263 milliom 2001, and $201 million for 2000. The
interest rate spread and net interest margin aredunt3.20% and 3.56%, respectively, for 2002 omspared to 3.64% and 4.08%,
respectively, for 2001 and to 3.38% and 3.91 %geaetvely, for 2000.

2002 COMPARED TO 2001

On a tax equivalent basis interest income increbygekB2 million for 2002 as compared to 2001. Qaxaequivalent basis the yield on
earning assets was 6.77% for 2002 as compared28&a3for 2001. The increase in interest income teddfom the growth in the average
volume of interest earning assets of $2,052 miliilbA002, partially offset by lower yields due tmder market rates. The current economic
slowdown has led the Federal Reserve Bank to eufettheral funds rate several times during thetlestyears to 1.25%, which has resulted in
a lower average cost of fund (3.57% for the yealed2002 versus 4.78% for the year ended 2001 @te/volume basis, the increase of
$39 million in net interest income (on a tax eqleva basis) is the result of a positive volume amace of $54 million, net of a negative rate
variance of $15 million. The negative rate varianes mainly due to the high level of variable ratsets, and the acceleration of prepayn
on the Corporation's mortgage backed securities.

As shown in Part I, the Corporation continued tpegience growth in its loan portfolio during 2002tal loans average volume increased by
$935 million as compared to 2001. Residential esthte loans and commercial loans, accounted édathest growth in the portfolio, with
average volumes rising $414 million and $496 millicespectively. The growth in the commercial aesldential real estate portfolios
resulted mainly from the Corporation's ongoingtsgg of maintaining a diversified asset base. Rerldan portfolio, the growth in average
volume represented an increase of $62 million ferast income due to volume. The $66 million deseda interest income due to rate is
mainly attributed to the floating rate charactécsbf a portion of the Corporation's portfolio aadhe origination of new loans in a lower t
environment. At December 31, 2002, approximateB6 €8 the commercial, 49% of the residential morgagd 88% of the construction
portfolios have floating rates.

32 2002 First BanCorp



Average investment securities increased by $1,1illibm The average yield on investment securities 5.95% in 2002 and 7.11 % in 2001,
on a tax equivalent basis. The portfolio of investitnsecurities contributed $67 million on the iat#rincome increase due to volume partially
offset by a decrease of $31 million in interesbime due to rate. The yield on government obligatioad a negative variance of 157 basis
points declining from 6.11% in 2001 to 4.54% in 20The yield on mortgage backed securities alscahaglgative variance as it decrease
basis points from 7.37% in 2001 to 6.89% in 2002.

Interest expense decreased by $7 million for 2@0@mpared to 2001. This was the result of theedeser in the average rates of interest
bearing liabilities which generated a positive nagance of $83 million, that was partially off¢st increases in the average volume of
liabilities to support the Corporation's growth.

2001 COMPARED TO 2000

On a tax equivalent basis interest income increbgeklZ0 million for 2001 as compared to 2000. Qaxaequivalent basis the yield on
earning assets was 8.42% for 2001 as compare@1id® for 2000. The increase in interest incomelte$tom the growth in the average
volume of interest earning assets of $1,307 miliiloA001, partially offset by a lower yield dueltaver market rates. On a rate/volume basis,
the increase of $62 million in net interest incofoe a tax equivalent basis) is the result of atpasivolume variance of $42 million, plus a
positive rate variance of $20 million. During theay 2001, the Federal Reserve Bank cut short t&t@s by a total of 475 basis points to
1.75%. Long term rates fell by less than 50 bagistp, increasing the spread between short andylilgs and increasing the Corporation's
interest rate spread and net interest margin.

For the loan portfolio, the growth in 2001 of $3Wdlion in the average volume of commercial loameluding commercial real estate loans)
represented an increase of $31 million in inteirestme due to volume, and a decrease of $22 miitionterest income due to rate. The
average portfolio of construction loans increasg&®1 million for 2001, representing a positivewole variance of $5 million and a negative
rate variance of $6 million. Management has beeaung a consistent strategy of shifting the legdiortfolio towards commercial lending
without sacrificing the consumer area. The avepgé#olio of residential mortgage loans increasg@®96 million for 2001, representing a
positive volume variance of $24 million and a négatate variance of $7 million. The average firatease portfolio (mostly composed of
consumer loans) increased by $25 million in 20@presenting a positive volume variance of $3 millibhe increase of $11 million in the
average volume of consumer loans in 2001, repredenpositive variance in interest income due tame of $2 million and a negative rate
variance of $2 million.

For the investment portfolio, the average volumenoftgage backed securities increased by $255miifi 2001. The tax equivalent yield on
mortgage backed securities was 7.37% in 2001 888%6in 2000. The portfolio of mortgage backed siiesrcontributed $18 million in
interest income due to volume and $7 million irefiest income due to rate. The average volume giocate bonds increased by $196 million
for 2001 as compared to 2000, causing an increeisgarest income of $17 million totally due to uoie.

Interest expense increased by $8 million for 20®tampared to 2000. This was the result of theseme in the average volume of interest
bearing liabilities of $1,191 million for 2001 asrapared to 2000 which generated a negative voluariance of $63 million, partially offset
by the decrease in the cost of interest bearifmjiti@s due to lower market rates, causing a pasitate variance of $55 million. The cost of
interest bearing liabilities decreased from 5.88%a2000 to 4.78% for 2001.

PROVISION FOR LOAN LOSSES

During 2002, the Corporation provided $62 milli@m foan losses, as compared to $61 million in 2804 $46 million in 2000. Charge offs
were stable despite weakened economic conditioesciharge offs for 2002 amounted to $41.5 millamcompared to net charge offs for
2001 of $46.9 million, and of $42.0 million for 200Net charge offs to average loans outstandingrhpsoved to 0.87% as compared to
1.22% and 1.36% for 2001 and 2000, respectively.
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The allowance activity for 2002, and previous fgears was as follows:

Year ended December 31, 2002 2001 2000 1999 1998
(Dollars in thousands)

Allowance for loan losses, beginning of year $ 91,060 $ 76919 $ 71,784 $ 67 854 $ 57,712

Provision for loan losses 62,302 61,030 45,719 47 ,960 76,000

Loans charged off:

Residential real state (555) (192)

Commercial (4,643) (9,523) (3,463) (825) (880)

Finance leases (2,532) (2,316) (2,145) (793) (3,438)

Consumer (41,261) (42,349) (46,223) (52 ,047) (67,906)

Recoveries 7,540 7,391 9,807 9 ,048 6,034

Net charge offs (41,451) (46,989) (42,024) (44 ,617) (66,190)

Other adjustments (1) 100 1,440 587 332

Allowance for loan losses, end of year $ 111,911 $ 91,060 $ 76919 $ 71 784 $ 67,854

Allowance for loan losses to year end

total loans and loans held for sale 1.99% 2.11% 2.20% 2.61% 3.20%

Net charge offs to average loans

outstanding during the period 0.87% 1.22% 1.36% 1.90% 3.31%

(1) Other adjustments mainly consist of the cagyalowance of the loan portfolios acquired eacéirye

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 nuofifectors, including the following:

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

The allowance for loan losses on commercial andestate loans over $1 million is determined basethe present value of expected future
cash flows or the fair value of the collaterakhié loan is collateral dependent.

The following table presents the composition ofeotincome: Year ended December 31,

Year ended December 31, 2002 2001 2000
(In thousands)

Other fees on loans $21,441 $19,632 $19,913
Service charges on deposit accounts 9,200 9,213 8,898
Mortgage banking activities 3,540 1,562 409
Rental income 2,285 2,293 2,434
Other commissions 1,081 1,511 1,340
Insurance income 2,269 700
Dividend on equity securities 705 669 698
Other operating income 10,032 7,794 8,071
Other income before net gain on

sale of investments, derivatives loss

and trading income 50,553 43,374 41,763
Net gain on sale of investments 48,873 9,606 7,850
Impairment on investments (36,872)
Net gain on sale of investments, and impairment 12,001 9,606 7,850
Derivatives loss (4,062)
Trading income 419
Total $58,492 $52,980 $50,032
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Other income primarily consists of fees on loaesyise charges on deposit accounts, commissiomgediirom various banking activities,
securities and insurance activities, and the niet gfainvestments, net of derivatives losses. Ofbes on loans consist mainly of credit card
fees and late charges collected on loans.

Service charges on deposit accounts representgortiamt and stable source of other income for thgp@ration.

Mortgage banking activities income includes gairsate of loans and the servicing fees on residemtiatgage loans originated by the
Corporation and subsequently securitized or soldn&on sale of loans amounted to approximately 88llion in 2002 (2001-$1.2 million).
No sales were made in 20(

The Corporation's subsidiary. First Leasing andt&®ddorporation, generates income on the rentahdbus types of motor vehicles. This
source of income has averaged approximately $2omiih the past three years.

Insurance income consists of commissions earngbéogew subsidiary FirstBank Insurance Agency, Wbich started operations in May
2001.

Other commissions income is the result of an agem¢mith Goldman, Sachs & Co. to participate ind@sues by the Government
Development Bank of Puerto Rico, and an agreemihtaanational brokerage house in Puerto Rico terdirokerage services in selected
branches.

The other operating income category is composedisdellaneous fees such as check fees and rergafefieposit boxes. Other operating
income also includes earned discounts on tax areditchased and utilized against income tax paysnant other fees generated on the
portfolio of commercial loans.

The gain on sale of investment securities reflgaiss that resulted from sales that are in consmntmthe Corporation's investment policies.
A substantial portion earned in 2002 representssgaf $40.1 million on the sale of mortgage backeclirities, realized as part of the
restructuring of the investment portfolio, as expda in the Corporation's financial statements,det 10. In addition, during the year ended
on December 31, 2002 losses of $37 million on ethan-temporary impairment of certain securitiesenecognized, as explained in the
Corporation's financial statements, refer to N@esd 10.

As explained in Note 29 of the Corporation's finahstatements, the derivatives loss consists mahan unrealized loss of $4.5 million due
to the valuation to fair value of a portfolio of aps that does not qualify for hedge accounting.

OTHER OPERATING EXPENSE

Other operating expenses amounted to $133 milbo2®02 as compared to $121 million for 2001 anti3%illion for 2000. The following
table presents the components of other operatipgreses:

Year ended December 31, 2002 2001 2000
(In thousa nds)
Salaries and benefits $59,432 $54,7 03 $50,014
Occupancy and equipment 29,015 249 92 22,792
Deposit insurance premium 746 6 45 547
Other taxes and insurance 8,915 7,8 04 6,355
Professional and service fees 7,685 7,9 31 8,740
Business promotion 9,304 7,5 06 8,468
Communications 5,865 53 95 5,573
Expense of rental equipment 1,588 15 78 1,525
Other 10,206 10,3 00 9,036
Total $132,756 $120,8 54 $113,050
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Management's goal is to limit expenditures to thibse directly contribute to increase the efficigneervice quality and profitability of the
Corporation. This control over other operating exges has been an important factor contributingedricrease in earnings in recent years.
The Corporation's efficiency ratio, which is théigaf other operating expenses to the sum ofmtetést income and other income, improved
to 40.81% for 2002 as compared to 41.81% and 46852001 and 2000, respectively. The Corporatias imaintained a better than average
efficiency ratio, while it has provided the latastelivery channels for its commercial and consufimancial products and services.

The increase in operating expenses for 2002 islyntiia result of the Corporation's continuous inmemnt in technology to provide the latest
in delivery channels to its commercial and consulmeding business and to the general growth irsthisidiary Bank's operations. Operating
expenses have also increased due to higher expegsliin advertising campaigns, which support thep@ation's growth and image.

The salary and benefits category was affected hyalrincreases in salary and fringe benefits anid@ease in the number of employees to
support the Corporation's growth.

INCOME TAX EXPENSE

The provision for income tax amounted to $22 mill{or 17% of pre-tax earnings) for 2002 as comp#rek0 million (or 19% of pre-tax
earnings) in 2001, and $15 million (or 18% of pa&-earnings) in 2000. The Corporation has mainthareeffective tax rate lower than the
statutory rate of 39% mainly by investing in govaant obligations and mortgage backed securitiesmpkérom U.S. and Puerto Rico inco
tax combined with gains on sale of investments bglthe international banking division of the Camttion and the Bank. These divisions
were created under the International Banking Eityof P. R., which provides for total P. R. taseeption on its interest income, other
income and gain on sale of investments. The deerieabe effective tax rate is mainly due to anéase in the portfolio of exempt
investments and investments held in the Corporatiaternational banking divisions. For additiomdbrmation relating to income taxes, see
Note 25 of the Corporation's financial stateme
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FINANCIAL CONDITION
The following table presents an average balancetsbethe following years:

December 31,
2002 2001 2000

(In thousands)
Interest earning assets:

Money market instruments $ 60,522 $ 46,517 $ 9,293
Government obligations 1,236,281 588,932 528,903
Mortgage backed securities 2,144,236 1,711,980 1,457,044
Corporate bonds 259,840 247,094 51,508
FHLB stock 32,586 21,841 18,008
Total investments 3,733,465 2,616,364 2,064,756
Commercial loans 2,080,892 1,584,910 1,210,783
Consumer loans 1,048,283 1,036,637 1,026,044
Residential real estate loans 1,283,710 869,374 573,866
Construction loans 223,627 219,890 169,257
Finance leases 136,851 127,872 103,114
Total loans 4,773,363 3,838,683 3,083,064
Total interest earning assets 8,506,828 6,455,047 5,147,820
Equity securities 52,703 48,122 29,254
Total non-earning assets (1) 188,691 198,233 62,302
Total assets $ 8,748,222 $6,701,402 $5,239,376

LIABILITIES AND STOCKHOLDERS' EQUITY
Interest bearing liabilities:

Interest bearing checking accounts $ 215,462 $ 186,111 $ 162,456
Savings accounts 609,324 436,595 433,937
Certificate accounts 3,622,918 2,859,181 2,173,244
Interest bearing deposits 4,447,704 3,481,887 2,769,637
Other borrowed funds 2,868,212 2,125,022 1,851,524
FHLB advances 339,477 256,354 51,053
Total interest bearing liabilities 7,655,393 5,863,263 4,672,214
Total non-interest bearing liabilities 368,315 307,237 250,135
Total liabilities 8,023,708 6,170,500 4,922,349
Stockholders' equity 724,514 530,902 317,027
Total liabilities and stockholders' equity $ 8,748,222 $6,701,402 $5,239,376

(1) Net of the allowance for loan losses and tHeat&éon on investments securities available foe sal
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ASSETS

The Corporation's total assets at December 31, a6@finted to $9,644 million, $1,446 million ovee 168,198 million at December 31,
2001, mainly due to the growth in the loan portoli

The following table presents the composition oflthen portfolio at year-end for each of the lagéfyears:

December 31,
% of % of % of % of % of
Total 2001 Total 2000 Total 1999 Total 1998 Total

2002

Residential real

estate loans $1,854,068 33 $1,011 908 23 $ 746,792 21 $ 473,563 17 $ 303,011 14
Commercial real

estate loans 813,513 14 688 922 16 438,321 13 371,643 14 332,219 16
Construction loans 259,053 5 219 ,396 5 203,955 6 132,068 5 62,963 3
Commercial loans 1,418,792 25 1,238 173 29 947,709 27 655,417 24 368,549 17
Total commercial 2,491,358 44 2,146 491 50 1,589,985 46 1,159,128 43 763,731 36
Finance leases 143,412 3 127 ,935 3 122,883 3 85,692 3 52,214 3
Consumer loans 1,149,012 20 1,022 445 24 1,038,538 30 1,026,985 37 1,001,098 47
Total $5,637,850 100 $4,308 ,779 100 $3,498,198 100 $2,745,368 100 $2,120,054 100

Total loans receivable increased by $1,329 millilnA002 when compared with 2001. During 2002 thep@ration continued its strategy of
diversifying its loan portfolio composition througie origination and purchase of commercial loartsrasidential real estate loans, while
maintaining its investment in consumer loans. Idigah, the Corporation acquired a banking operatiothe U.S. and British Virgin Islands
with $291 million in residential real estate loa$40 million in commercial loans and $105 milliandonsumer loans. This acquisition
provides the Corporation with a geographic divératfon. The Corporation's strategy and the actioisresulted in a significant increase of
$345 million in the commercial loan portfolio anti&842 million in residential real estate loansidfice leases, which are mostly composed
of loans to individuals to finance the acquisitafran auto, increased by $15 million, and consueats increased by $127 million in 2002.

The Corporation's investment portfolio at Decener2002 amounted to $3,729 million, an increas®1&f million when compared with the
investment portfolio of $3,716 million at Decemi3dr, 2001. Mortgage backed securities represenbstauntial balance of the Corporation's
portfolio. These securities are subject to prepaymisk. As described in Note 10 of the Corpordtdimancial statements, during 2002, the
Corporation restructured its portfolio to shorteatarities and reduce the existing prepayment nsleu current interest rate scenario.
Government obligations included approximately $6#ion and $1.3 million in zero coupon bonds armygrnment agency securities,
respectively, that are callable. At December 3D22Money market instruments included approximab@ly7 million of FHLB discount notes
maturing in less than ninety days, which collaieeal repurchase agreements. Management of the @tiggowill determine during 2003
how prepayments on the mortgage backed securiigtsegpayments on the callable securities will hieviessted, considering, among other
factors, the interest rate outlook.
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The composition and estimated tax equivalent weitdjlalverage interest and dividend yields of the @@ton's earning assets at December
31, 2002 were as follows:

Tax Equivalent
Amount Weighted
(In thousands) Average Rate

Money market instruments $ 273,660 1.66%
Government obligations 666,946 10.84%
Mortgage backed securities 2,512,606 6.26%
FHLB stock 35,629 5.58%

Corporate bonds 198,174 6.93%

Equity securities 41,654 1.72%

Total investments 3,728,669 6.72%
Consumer loans 1,149,012 13.13%
Residential real estate loans 1,854,068 5.43%
Construction loans 259,053 5.13%

Commercial and commercial real estate loans 2,232,305 5.03%
Finance leases 143,412 10.14%
Total loans (1) 5,637,850 6.95%
Total earning assets $9,366,519 6.86%

(1) Excludes the reserve for loan losses.
NON-PERFORMING ASSETS

Total non-performing assets are the sum of nonaérgioans and investments, other real estate ownddther repossessed properties. Non-
accruing loans and investments are loans and meézg$ as to which interest is no longer being reegl. When loans and investments fall
into non-accruing status, all previously accrued ancollected interest is charged against intéenesime.

At December 31, 2002, total non-performing assetsumted to $105 million (1.09% of total assetst@spared to $79 million (0.96% of
total assets) at December 31, 2001 and $74 m{llid26% of total assets) at December 31, 2000. Apprately $9.1 million of the increase
non-performing assets when compared to the amaew@ember 31, 2001 is attributed to a construdtan fully secured with finished
homes, where the Corporation stopped accruingastetue to a slow down in the selling process ehibimes. More than half of the project
houses have been either sold or optioned and dne iprocess of closing. The remaining increaseoimperforming assets is attributed to a
corporate bond of approximately $3.8 million, whighs reclassified to non-accruing status during22@®non-performing assets acquired in
the Virgin Islands and to the general growth in@weporation's commercial loan portfolio. The Cagiimn's allowance for loan losses to
non-performing loans was 121.95% at December 302 28 compared to 124.74% and 113.59% at Decembh&081 and 2000,
respectively.
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The following table presents non-performing asaetbe dates indicated:

December 31,
20 02 2001 2000 1999 1998

(Dollars in thousands)
Non-accruing loans:

Residential real estate $23 ,018 $18,540 $15,977 $8,63 3 $9,151
Commercial and commercial real estate 47 , 705 29,378 31,913 17,97 5 19,355
Finance leases 2 ,049 2,469 2,032 2,48 2 1,716
Consumer 18 ,993 22,611 17,794 24,72 6 26,736
91 ,765 72,998 67,716 53,81 6 56,958
Other real estate owned 2 ,938 1,456 2,981 51 7 3,642
Other repossessed property 6 222 4,596 3,374 3,11 2 2,277
Investment securities 3 , 750
Total non-performing assets $104 ,675 $79,050 $74,071 $57,44 5 $62,877
Past due loans $24 ,435 $27,497 $16,358 $13,78 1 $15,110
Non-performing assets to total assets 1.09% 0.96% 1.25% 1.2 2% 1.57%
Non-performing loans to total loans 1.63% 1.69% 1.94% 1.9 6% 2.69%
Allowance for loan losses $111 911 $91,060 $76,919 $71,78 4 $67,854
Allowance to total non-performing loans 12 1.95% 124.74% 113.59% 133.3 9% 119.13%

NON-ACCRUING LOANS

RESIDENTIAL REAL ESTATE LOANS - The Corporation aisifies all real estate loans delinquent 90 dayaare in non-accruing status.
Even though these loans are in non-accruing ststasagement considers, based on the value of ttherlying collateral, the loan to value
ratios and historical experience, that no matéogdes will be incurred in this portfolio. Non-agitrg real estate loans amounted to $23
million (1.24% of total residential real estateriepat December 31, 2002, as compared to $19 m{ili83% of total residential real estate
loans) and $16 million (2.14% of total residentidl estate loans) at December 31, 2001 and 266Pectively. The increase as compared to
2001 is mainly attributed to non performing loafisgproximately $4 million acquired in the Virgial&nds.

COMMERCIAL LOANS - The Corporation places commeldéaans (including commercial real estate and aoresion loans) 90 days
delinquent as to principal and interest in non-aicw status. The risk exposure of this portfolidigersified. Non-accruing commercial loans
amounted to $48 million (1.91% of total commerdigns) at December 31, 2002 as compared to $2Bm(lL.37% of total commercial
loans) and $32 million (2.01% of total commerc@dns) at December 31, 2001 and 2000, respectiepecember 31, 2002 there were five
non-accruing commercial loans of over $1 millicor, & total of $17.7 million including the afore ntiemed non-accruing construction loan of
$9.1 million.

FINANCE LEASES - Finance leases are classifiedasaccruing when they are delinquent 90 days oemigon-accruing finance leases
amounted to approximately $2 million at DecemberZfD2, 2001 and 2000, representing 1.43%, 1.93%d &5%, respectively, of total
finance leases.

CONSUMER LOANS - Consumer loans are classifiedasatcruing when they are delinquent 90 days in dagat and home equity rese
loans, 120 days in personal loans (including sioaths) and 180 days in credit cards and persames lof credit.

Non-accruing consumer loans amounted to $19 millio65% of the total consumer loan portfolio) at Debem31, 2002, $23 million (or
2.21% of the total consumer loan portfolio) at Dmber 31, 2001 and $18 million (or 1.71% of theltotmsumer loan portfolio) at Decemt
31, 2000.
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OTHER REAL ESTATE OWNED

Other real estate owned acquired in settlemerdanfd is carried at the lower of cost (carrying gadfithe loan) or fair value less estimated
cost to sell the real estate at the date of adaoprisi

OTHER REPOSSESSED PROPERTY

The other repossessed property category inclugessessed boats and autos acquired in settlemkraing. Repossessed boats are recorded
at the lower of cost or estimated fair value. Repased autos are recorded at the principal batdribe loans less an estimated loss on the
disposition.

INVESTMENT SECURITIES

This category presents the carrying amount of #8l8on of the Corporation's investment in WorldCd@orporation bonds, which was
reclassified to non-accruing status during the yaamore fully explained in Note 10 of the Corpioras financial statements. Management's
impairment analysis on the investment in WorldCoang@ration bonds concluded that an other-than-teargaompairment of approximately
$11.7 million had occurred. As aforementioned,réraaining $3.8 million were reclassified to non+aigtg status.

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.

SOURCES OF FUNDS

The Corporation's principal funding sources arenbnabased deposits, retail brokered depositstutisthal deposit, federal funds purchased,
securities sold under agreements to repurchase;ldhB advances.

DEPOSITS

Total deposits amounted to $5,483 million at Decen@i, 2002, as compared to $4,099 million and4&38illion at December 31, 2001 a
2000, respectively.

The following table presents the composition oftaoteposits:

December 31,

2002 2001 2000
(Dollars in thousands)

Savings accounts $ 921, 103 $ 469,452 $ 430,298
Interest bearing checking accounts 230, 743 205,760 170,631
Certificates of deposit 3,883, 996 3,183,491 2,512,891
Interest bearing deposits 5,035, 842 3,858,703 3,113,820
Non-interest bearing deposits 447, 076 239,851 232,164

Total $5,482, 918 $4,098,554 $3,345,984
Weighted average rate during the

period on interest bearing deposits 3 .00% 4.62% 5.53%
Interest bearing deposits:

Average balance outstanding $4,447, 704 $3,481,887 $2,769,637
Non-interest bearing deposits:

Average balance outstanding $ 257, 454 $ 233,254 $ 213,728

Total deposits are composed of branch-based depbsitkkered deposits and to a lesser extent dfutishal deposits. Institutional deposits
include certificates issued to agencies of the @owent of Puerto Rico and to Governments in thgixitslands.
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Total deposits increased by approximately $1,38#amiat December 31, 2002 when compared to Dece®be2001. This fluctuation was
mainly due to: (1) an increase in branch-based sieppof $813 million and to (2) an increase of $4fflion in brokered certificates of
deposit. The increase in branch-based depositctsflhe acquisition of approximately $557 milliardeposits in the Virgin Islands.

Retail brokered certificates of deposits, which @dificates sold through brokers, represent gelaortion of the Corporation's deposits. The
total U.S. market for this source of funding appnoates $280,000 million.

At December 31, 2002, approximately 73% of retedlkdered certificates of deposit held by the Corfiloraare callable, but only at
Corporation's option. At December 31, 2002, theaye life of callable and fixed term brokered ddites approximated 12 years and 2.54
years, respectivel

As more fully explained in Note 29 to the Corparats financial statements, the Corporation entdcsinterest rate swap agreements where it
agrees to pay variable-rates of interest as a haglgiast changes in the fair value of fixed-ratekbred certificates of deposit. The effect of
this agreements is that interest expense of fatakkered certificates of deposits is generallyalale interest rate. The interest rate swap
agreements are not callable.

BORROWINGS

At December 31, 2002 total borrowings amounted3t@49 million as compared to $3,425 million andd$®, million at December 31, 2001
and 2000, respectively.

December 31,
2 002 2001 2000

(Dollars in thousands)
Federal funds purchased and securities

sold under agreements to repurchase $2,7 93,540 $2,997,174 $1,856,436
Advances from FHLB 3 73,000 343,700 67,000
Subordinated notes 82,815 84,362 90,548
Notes payable 55,500

Total $3,2 49,355 $3,425,236 $2,069,484
Weighted average rate during the period 4.36% 5.02% 6.27%

The Corporation uses federal funds purchased, cbpae agreements, advances from FHLB and noteblpagsmadditional funding sources.
The borrowings of the Corporation consist primadfffederal funds purchased and securities sol@uagreements to repurchase (repurc
agreements) which at December 31, 2002 amount®®,7®4 million or 86% of total borrowings. Repurshagreements had a total weigt
average cost of 3.82% during the year ended Dece®&ih@002. For more information on borrowings pkeeefer to Notes 18 through 21 of
the Corporation's financial statements.

The composition and estimated weighted averageeisiteates of interest bearing liabilities at DebenB1, 2001, were as follows:

Amount Weighted
(In thousands) Average Rate
Interest bearing deposits $5,035,842 2.58%
Borrowed funds 3,249,355 3.98%
$8,285,197 3.13%
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CONTRACTUAL OBLIGATIONS AND COMMITMENTS

The following table presents a detail of the maiesiof contractual debt obligations, operatioeakkes and commitments to extend credit:

Paymen ts Due/Commitments Expiration by Period
(In thousands)
Total Less than 1 year 1-3 years 4-5 years After 5 years

Contractual Obligations:
Federal funds purchased and
securities sold under agreements

to repurchase $2,793,54 0 $ 718,580 $156,500 $100,000 $1,818,460
Advances from FHLB 373,00 0 50,000 50,000 273,000
Subordinated Notes 82,81 5 82,815
Total Contractual Cash Obligations $3,249,35 5 $ 768,580 $289,315 $100,000 $2,091,460
Other Commitments:

Lines of Credit $ 322,35 1 $ 322,351

Standby Letters of Credit 30,31 3 30,313

Other Commercial Commitments 729,36 9 729,369

Operating Leases 22,89 7 4,894 $ 6,905 $ 3,765 $ 7,333
Total Commercial Commitments $1,104,93 0 $1,086,927 $ 6,905 $ 3,765 $ 7,333

The Corporation has obligations and commitmentaaée future payments under contracts, such asatheblease agreements, and under
other commitments to extend credit. Commitmenisxtend credit are agreements to lend to a custamimg as there is no violation of any
condition established in the contract. Since certaimmitments are expected to expire without beiagvn upon, the total commitment
amount does not necessarily represent future eaghirements. In the case of credit cards and pat$ioes of credit, the Corporation can at
any time and without cause, cancel the unusedtdiaddiity.

CAPITAL

During 2002, the Corporation increased its totgiited from $603 million at December 31, 2001 to $#illion at December 31, 2002. Total
capital increased by $195 million mainly due tonéags of $108 million, the issuance of 3,680,008rsh of preferred stock with a net
proceed of $89 million, the issuance of 96,750e@jssted for 2002 stock split) shares of commoankstbrough the exercise of stock options
with proceeds of $1.3 million, a positive fluctuatiin the valuation of securities available foresalet of a negative valuation of fair value
hedges of $40 million, and cash dividends of $4Hani

The Corporation's objective is to maintain a solgital position above the "well capitalized" cifisation under the federal banking
regulations. The Corporation continues to exceedntbll capitalized guidelines. To be in a "well italized" position, an institution should
have: (i) a leverage ratio of 5% or greater; (itptal risk based capital ratio of 10% or greaser

(iii) a Tier 1 risk-based capital ratio of 6% oegter. At December 31, 2002 the Corporation hayarage ratio of 7.35%; a total risk based
capital ratio of 13.75%; and a Tier 1 risk-basepited ratio of 11.90%.

DIVIDENDS

In 2002, 2001 and 2000 the Corporation declareddoarterly cash dividends of $0.10, $0.09 and @& common share, respectively, for
an annual dividend of $0.40, $0.35 and $0.29, wismdy. Total cash dividends paid on common sharasunted to $16 million for 2002 (or
a 19.58% dividend payout ratio), $14 million for0®20(or a 19.91% dividend payout ratio) and $12ionilfor 2000 (or a 19.72% dividend
payout ratio). Dividends declared on preferredlstnmounted to $26 million in 2002, $17 million i@, and $7 million in 2000. Increase in
dividends on preferred stocks resulted from theasse of preferred stock of $92 million in 20020385 million in 2001 and $75 million in
2000.
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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 of FirstBarlkQ®@). The ALCO is composed of the following offisePresident and CEO, the
Senior Executive Vice President and Chief FinanOifficer, the Executive Vice President for RetaitiaMortgage Banking, the Senior Vice
President of Treasury and Investments and the EoimtoThe ALCO meets on a weekly basis. The Ecosbalso acts as secretary, keeping
minutes of all meetings. An Investment CommittereHiost BanCorp also monitors the investment ptidgfof the Holding Company,
including a stock portfolio which amounted to $4Rlion at December 31, 2002. This Committee meetekly and has the same member:
as the ALCO Committee described previously.

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 securitieneor proposed changes to the investment
portfolio, alternative funding sources and theistsphedging and the possible purchase of deresBuch as swaps and caps, and any tax or
regulatory issues which may be pertinent to thesasa The ALCO approves funding decisions in ligithe Corporation's overall growth
strategies and objectives. On a quarterly basig\L@O performs a comprehensive asset/liability egwiexamining the measures of interest
rate risk described below together with other matseich as liquidity and capital.

The Corporation uses simulations to measure tleetsfbf changing interest rates on net interesintec These measures are carried out o
one year time horizon, assuming gradual upwarddan¢hward interest rate movements of 200 basis po8itnulations are carried out in two
ways:

(1) using a balance sheet which is assumed to the atame levels existing on the simulation datd,(2) using a balance sheet which has
growth patterns and strategies similar to thoselwhave occurred in the recent past.

These simulations assume gradual upward or downmargments of interest rates over the year of ptigje, with the change totaling 200
basis points at the end of the twelve month pefide: balance sheet is divided into groups of singitsets and liabilities in order to simplify
the process of carrying out these projections.nderést rates rise or fall, these simulations ipooate expected future lending rates, current
and expected future funding sources and cost,dhsilple exercise of options, changes in prepayna¢es, and other factors which may be
important in determining the future growth of natierest income. All computations are done on atpxvalent basis, including the effects of
the changing cost of funds on the tax-exempt sgre&dertain investments. The projections are edrout for First BanCorp on a fully
consolidated basis.

These simulations are highly complex, and theymiary simplifying assumptions that are intendeckftect 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.

Assuming a no growth balance sheet as of Decenthed0®2, tax equivalent net interest income prejéor 2003, would rise by $27.8
million (8.23%) under a rising rate scenario andildalecrease by $1.5 million (0.5%) under falliates.

The same simulations were also carried out assuthatghe Corporation would grow. As of DecemberZ102 the growing balance sheet
simulations indicate that tax equivalent net irserecome projected for 2003, would rise by $27illian (7.70%) under a rising rate scenario
and would decrease by $0.8 million (0.2%) withifeglrates.
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The simulation for the year 2002 assuming a no grdalance sheet as of December 31, 2001, conclhéednder a rising rate scenario net
interest income would have declined by $6.2 millfdrv%) and that under a falling rate scenario wdwdve increased by $1.9 million (0.5¢

The same simulations were also carried assumiri@Ciigporation was going to grow. As of DecemberZ1)1, the growing balance sheet
simulation indicated that the tax equivalent n&triest income for 2002 would have fallen by $8.8iom (2.4%) under a rising interest rate
scenario and increased by $3.8 million (1.0%) wathing rates.

The Corporation compared 2002 projections with @atesults. In the growth scenario, which is maalistic, the Bank projected taxable
equivalent net interest income of $369.7 milliomenflat rates and $373.5 million under fallingesfor 2002. In reality, taxable equivalent
net interest income was $302.6 million. The mogiantent reason for this difference was that FiratBeestructured its investment portfolio
to reduce the Bank's exposure to rising rates. Smrporate bonds were sold and most 30 year MB® vegrlaced with 15 year securities at
lower tax equivalent spreads. While these changes going on, the Bank also had substantial investsnin discount notes for short periods
of time. These changes all led to smaller sprelaais anticipated in the initial projection. Parijadiffsetting the effect of smaller spreads wi
more rapid growth of the balance sheet. The cotat@d balance sheet actually reached $9.64 bilidhe end of 2002, compared with a
projected figure of $8.68 billion in the baseliresario. Part of this growth was due to the ungrated purchase of a $590 million banking
operation in the Virgin Islands, which closed int@er, 2002. Substantial unanticipated growth atsturred in average commercial loans,
which reached $2.30 billion by the end of 2002, pared with a projected figure of $2.00 billion iretbaseline scenario.

LIQUIDITY

Liquidity refers to the level of cash and eligiim@estments to meet loan and investment commitmentential deposit outflows and debt
repayments. The Asset Liability Management and $tment Committee, using measures of liquidity depetl by Management, reviews the
Corporation's liquidity position on a weekly basis.

The principal sources of shadrm funds are loan repayments, deposits, secustiEl under agreements to repurchase, and linedit with
the FHLB and other financial institutions. The Istraent Committee reviews credit availability oregular basis. In the past, the Corporation
has securitized and sold auto and mortgage loassppdementary sources of funding. Commercial papdralso provided additional

funding. The Corporation has obtained long-terndfog through the issuance of notes and long-testititional certificates of deposit. The
Corporation's principal uses of funds are the netion of loans and the repayment of maturing dépasounts and borrowings.

A large portion of the Corporation's funding regmeisretail brokered certificates of deposit. In &vent that the Corporation falls under the
ratios of a well-capitalized institution, it factee risk of not being able to replace this sourciiading. It is Management's believe that this
possibility is remote. In addition, the average liff the retail brokered certificates of deposisWeb4 years at December 31, 2002.
Approximately 73% of these certificates are cattablut only at the Corporation's option.

The Corporation's liquidity plan contemplates alégive sources of funding that could provide sigaifit amounts of funding at reasonable
cost. The alternative sources of funding inclueeong others, FHLB advances, lines of credits fraheobanks, sale of commercial loans
participations, securitization of auto loans anthotercial paper.

IMPACT OF INFLATION AND CHANGING PRICES

The financial statements and related data presémtein have been prepared in conformity with galheaccepted accounting principles,
which require the measurement of financial positod operating results in terms of historical dsllaithout considering changes in the
relative purchasing power of money over time duiafiation.
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Unlike most industrial companies, substantiallyodithe assets and liabilities of a financial ington are monetary in nature. As a result,
interest rates have a greater impact on a finaimg#tution's performance than the effects of gahlevels of inflation. Interest rate
movements are not necessarily correlated with akmigthe prices of goods and services.

CONCENTRATION RISK

The Corporation conducts its operations in a ggagcally concentrated area, as its main marketiext® Rico. However, the Corporation
continues diversifying its geographical risk asdeviced by recent acquisitions in the Virgin IslafRlserto Rico's economy is generally
similar to U.S. economy and its economic perforneaisca natural result of its increasing integratito the U.S. economy. At December 31,
2002, there is no significant concentration of dragk in any specific industry.

SELECTED QUARTERLY FINANCIAL DATA

Financial data showing results of the 2002 and 2f)irters is presented below. In the opinion of &gment, all adjustments necessary
fair presentation have been included:

2002
March 31 June 30 Sept. 30 Dec. 31
(In thousands, except for per share results)
Interest income $136,716 $136,348 $129,606 $137,364
Net interest income 69,271 68,523 60,338 68,717
Provision for loan losses 19,801 14,501 14,000 14,001
Net income 25,650 26,979 27,357 27,971
Earnings per common share-basic $ 0.49 $ 0.51 $ 0.52 $ 0.53
Earnings per common share-diluted $ 0.49 $ 0.50 $ 0.51 $ 0.52
2001
March 31 June 30 Sept. 30 Dec. 31
(In thousands, except for per share results)
Interest income $128,750 $126,178 $127,527 $133,801
Net interest income 52,474 58,101 61,989 63,491
Provision for loan losses 15,000 17,800 12,790 15,440
Net income 18,786 20,172 23,019 24,024
Earnings per common share-basic $ 0.39 $ 043 $ 045 $ 047
Earnings per common share-diluted $ 0.39 $ 043 $ 045 $ 047
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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, 2002, there
were 640 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.

Quarter ended High Low L ast
2002:

December $26.38 $22.08 $ 22 .60
September 27.61 22.82 25 41
June 25.13 19.13 25 .13
March 19.80 18.43 19 27
2001:

December $ 20.00 $17.07 $19 .00
September 20.00 16.00 17 .24
June 17.99 15.32 17 .99
March 17.42 13.00 17 .27
2000:

December $16.46 $13.67 $15 .75
September 16.33 12.00 16 .29
June 12.50 11.13 12 .37
March 14.00 10.83 11 .75
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[PRICEWATERHOUSECOOPERS LOGO]
REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Directors and Stockholders of FirsBanCorp.

In our opinion, the accompanying consolidated stetgts of financial condition and the related coigstéd statements of income,
comprehensive income, changes in stockholderstye@uid cash flows present fairly, in all materedpects, the financial position of First
BanCorp. and its subsidiaries at December 31, 20022001, and the results of their operations heil tash flows for each of the three y«
in the period ended December 31, 2002 in conformitly accounting principles generally acceptechia nited States of America. These
financial statements are the responsibility of@mmpany's management; our responsibility is to @sgan opinion on these financial
statements based on our audits. We conducted dits af these statements in accordance with agg#iandards generally accepted in the
United States of America, which require that wen@ad perform the audit to obtain reasonable assarabout whether the financial
statements are free of material misstatement. Alit mcludes examining, on a test basis, evidenpparting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, and evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

As discussed in Notes 2, 9 and 29 to the accompgrognsolidated financial statements, in 2001 them@any adopted the Statement of
Financial Accounting Standards No. 133, "AccounfimgCertain Derivative Instruments and Certain giad Activities," as amended, which
effect was accounted for as a cumulative effeet dfiange in accounting principle.

/'Sl PRI CEWATERHOUSECOOPERS

March 7, 2003

CERTIFIED PUBLIC ACCOUNTANTS
(OF PUERTO RICO)

License No. 216 Expires Dec. 1, 2004
Stamp 1838396 of the P.R. Society of
Certified Public Accountants has been
affixed to the file copy of this repa



CONSOLIDATED STATEMENTS
OF FINANCIAL CONDITION

ASSETS
Cash and due from banks

Money market instruments

Investment securities available for sale, at market
Securities pledged that can be repledged
Other investment securities

Total investment securities available for sale

Investment securities held to maturity, at cost:
Securities pledged that can be repledged
Other investment securities

Total investment securities held to maturity
Federal Home Loan Bank (FHLB) stock

Loans, net of allowance for loan losses of $111,911
(2001 - $91,060,307)
Loans held for sale, at lower of cost or market

Total loans

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
Advances from FHLB
Bank acceptances outstanding

Accounts payable and other liabilities

Subordinated notes

Stockholders' equity:

Preferred stock, authorized 50,000,000 shares; issu
and outstanding 14,420,000 shares at $25 liquida
value per share (2001 - 10,740,000)

Common stock, $1 par value, authorized 250,000,000
issued 44,875,435 shares, including 14,958,383 s
issued on September 30, 2002 from a stock split
(2001-29,852,552)

Less: Treasury stock, including 1,640,300 shares is
September 30, 2002 from a stock split (at par va

Common stock outstanding

Additional paid-in capital

Capital reserve

Legal surplus

Retained earnings

Accumulated other comprehensive income (loss),
net of tax of $11,127,054 (2001-$2,097,785)

Contingencies and commitments
Total liabilities and stockholders' equity

December 31,

2002 2001
$ 108,305,943 $ 59,898,
273,659,553 34,564,
2,379,786,252 2,988,828,
336,987,292 385,419,
2,716,773,544 3,374,248,
541,047,654 171,152,
161,558,730 113,142,
702,606,384 284,295,
35,629,500 22,890,
470
5,515,185,610 4,213,089,
10,753,585 4,629,
5,525,939,195 4,217,719,
2,938,249 1,455,
87,595,569 76,155,
39,282,010 37,630,
304,346 262,
150,818,003 88,396,
$9,643,852,296 $8,197,517,
$ 447,076,347 $ 239,850,
5,035,841,381 3,858,703,
2,793,539,832 2,997,173,
373,000,000 343,700,
304,346 262,
112,851,285 70,547,
8,762,613,191 7,510,237,
82,815,105 84,361,
ed
tion
360,500,000 268,500,
shares;
hares
44,875,435 29,852,
sued on
lue) (4,920,900) (3,280,
39,954,535 26,571,
14,214,
70,000,000 60,000,
149,345,178 136,792,
145,243,124 103,132,
33,381,163 (6,293,
798,424,000 602,918,
$9,643,852,296 $8,197,517,

552
600)
952
877

913



The accompanying notes are an integral part obteegements.
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CONSOLIDATED STATEMENTS

OF INCOME
Year ended December 31,
2002 2001 2000
INTEREST INCOME:
Loans $ 351,838,718 $353,777,585 $329,007,974
Investment securities 185,561,056 159,713,664 132,603,596
Short-term investments 998,710 1,475,521 527,155
Dividends on FHLB stock 1,634,899 1,289,125 1,248,755
Total interest income 540,033,383 516,255,895 463,387,480
INTEREST EXPENSE:
Deposits 133,234,567 160,758,451 153,283,358
Short-term borrowings 117,127,270 97,952,979 105,326,693
Notes payable 6,797,889 8,904,611 10,803,634
Advances from FHLB 16,023,967 12,585,108 3,200,940
Total interest expense 273,183,693 280,201,149 272,614,625
Net interest income 266,849,690 236,054,746 190,772,855
PROVISION FOR LOAN LOSSES 62,301,996 61,030,000 45,718,500
Net interest income after provision

for loan losses 204,547,694 175,024,746 145,054,355
OTHER INCOME:

Other fees on loans 21,440,852 19,631,741 19,913,340
Service charges on deposit accounts 9,200,327 9,213,436 8,898,170
Mortgage banking activities 3,540,034 1,562,158 409,011
Trading income 419,367
Gain on sale of investments, net 12,000,487 9,606,314 7,850,472
Rental income 2,285,021 2,292,541 2,433,664
Derivatives loss, net (4,061,988)

Other operating income 14,087,218 10,673,633 10,108,036
Total other income 58,491,951 52,979,823 50,032,060
OTHER OPERATING EXPENSES:

Employees' compensation and benefits 59,432,111 54,702,977 50,014,110
Occupancy and equipment 29,015,200 24,991,540 22,791,863
Business promotion 9,304,277 7,506,040 8,468,916
Other taxes 6,857,010 5,973,897 5,054,748
Insurance 2,803,905 2,475,411 1,846,984
Other 25,343,669 25,204,513 24,872,883
Total other operating expenses 132,756,172 120,854,378 113,049,504
Income before income tax provision and

cumulative effect of accounting change 130,283,473 107,150,191 82,036,911
INCOME TAX PROVISION 22,327,122 20,133,858 14,761,302
Income before cumulative effect

of accounting change 107,956,351 87,016,333 67,275,609
Cumulative effect of accounting change,

net of tax (1,014,889)

NET INCOME $ 107,956,351 $ 86,001,444 $ 67,275,609
NET INCOME AVAILABLE TO COMMON STOCKHOLDERS $ 81,550,077 $ 69,493,246 $ 59,868,067
NET INCOME PER COMMON SHARE BASIC:

Income before cumulative effect of accounting chang e $ 2.04 $ 1.77 $ 1.48
Cumulative effect of accounting change (0.03)

Earnings per common share basic $ 2.04 $ 1.74 $ 1.48
NET INCOME PER COMMON SHARE DILUTED:

Income before cumulative effect of accounting chang e $ 2.01 $ 1.76 $ 1.47
Cumulative effect of accounting change (0.03)

Earnings per common share diluted $ 2.01 $ 1.73 $ 1.47
DIVIDENDS DECLARED PER COMMON SHARE $ 0.40 $ 0.35 $ 0.29

The accompanying notes are an integral part oktetement
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CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation

Core deposit intangible amortization

Provision for loan losses

Deferred income tax benefit

Gain on sale of investments, net

Derivative loss

Net gain on sale of loans

Increase (decrease) in accrued income tax payable

Increase in accrued interest receivable

(Decrease) increase in accrued interest payable

Amortization of deferred loan (fees) costs

Net origination of loans held for sale

Decrease in other assets

Increase (decrease) in other liabilities

Total adjustments
Net cash provided by operating activities

CASH FLOWS FOR INVESTING ACTIVITIES:
Principal collected on loans
Loans originated
Purchase of loans
Proceeds from sales of loans
Proceeds from sales of investment securities
Purchase of securities held to maturity
Purchase of securities available for sale
Principal repayments and maturities

of securities held to maturity
Principal repayments of securities available for sa
Additions to premises and equipment
Net liabilities assumed on acquisition of business
Purchase of FHLB stock

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Net increase in deposits

Net (decrease) increase in federal funds purchased
and securities sold under agreements to repurcha

Decrease in other short-term borrowings

FHLB advances taken

Payments of notes payable

Dividends

Issuance of preferred stock

Treasury stock acquired

Exercise of stock options

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year
Cash and cash equivalents include:

Cash and due from banks
Money market instruments
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OF CASH FLOWS

Year ended December 3

2002 2001
$ 107,956,351 $ 86,001,444
11,710,016 9,844,282
1,165,488 919,261
62,301,996 61,030,000
(8,610,812) (5,402,000
(12,000,487) (9,606,314
4,522,925
(3,416,222) (1,282,845
3,434,149 11,306,695
(141,451) (9,661,332
(1,364,672) 4,841,187
(1,544,375) 522,685
(40,264,215) (4,629,562
39,671,318 22,893,906
27,974,273 (9,395,151
83,437,931 71,380,812
191,394,282 157,382,256
635,765,469 897,831,839

(903,166,444)
(734,531,121)
83,862,533
2,242,654,071
(17,031,372,741)
(10,336,516,102)

16,613,061,948
8,816,493,581
(14,412,317)
73,357,625
(12,738,900)

(1,334,581,873
(481,200,701
42,343,060

847,716,293
(254,818,754
(12,462,323,482

74,529,997
10,377,705,993
(13,912,556

(4,354,100

(567,542,398)

(2,311,064,284

790,122,398

(202,096,134)

764,012,251

1,134,888,478

29,300,000 276,700,000
(1,550,000) (62,000,000
(42,372,613) (30,343,298
88,906,000 100,069,250

(1,929,685
1,340,843 1,355,211
663,650,494 2,182,752,207
287,502,378 29,070,179
94,463,118 65,392,939

$ 381,965,496 $ 94,463,118

$ 108,305,943 $ 59,898,550
273,659,553 34,564,568

$ 381,965,496 $ 94,463,118

9,014,068
866,330
45,718,500
(4,356,000)
(7,850,472)

(19,474,679)
(10,052,025)
11,677,924
(144,768)

4,657,136
20,740,407

646,581,300
(1,222,590,263)
(238,055,000)

58,452,236
(6,949,462)
(5,125,184,351)

4,692,427,578
(19,153,597)

(710,000)

780,840,486

403,553,556
(152,484,084)
17,000,000
(3,125,000)
(19,212,141)
72,437,500
(30,086,592)
93,750

(28,092,054)
93,484,993

$ 65,392,939

2,020,348



CONSOLIDATED STATEMENTS OF CHANGES

Preferred  Commo
stock stoc

December 31, 1999 $ 90,000,000 $28,060

Net income

Other comprehensive income

Issuance of preferred stock 75,000,000
Addition to capital reserve

Treasury stock acquired (1,642
Stock options exercised 6
Cash dividends:

Common stock

Preferred stock

DECEMBER 31, 2000 165,000,000 26,424

Net income

Other comprehensive income

Issuance of preferred stock 103,500,000
Addition to legal surplus

Addition to capital reserve

Treasury stock acquired (86
Stock options exercised 234
Cash dividends:

Common stock

Preferred stock

DECEMBER 31, 2001 268,500,000 26,571

Net income

Other comprehensive income

Issuance of preferred stock 92,000,000
Addition to legal surplus

Addition to capital reserve

Stock options exercised 64
Common stock split on
September 30, 2002 13,318

Cash dividends:
Common stock
Preferred stock

IN STOCKHOLDERS' EQUITY

Additional
n paid-in Capital Legal
k capital reserve surplus

(2,562,500)
10,000,000 (
,400)  (821,200) (
000 87,750

(

,152 16,567,516 50,000,000 126,792,514

(3,430,750)
10,000,000 (
10,000,000 (
,200)  (43,100)
000 1,121,211

(
(

1

(3,094,000)
12,552,664 (
10,000,000 (
500 1,276,343

083 (12,397,220)

(
(

,652 $19,863,466 $40,000,000 $126,792,514 $

,952 14,214,877 60,000,000 136,792,514 1

Accumulated
other
Retained comprehensive
earnings income (loss)

58,834,676 $(68,648,959)

67,275,609
49,050,174

10,000,000)
27,622,992)

11,804,599)
(7,407,542)

69,275,152 (19,598,785)

86,001,444
13,305,431

10,000,000)
10,000,000)
(1,800,385)

13,835,100)
16,508,198)

03,132,913  (6,293,354)

07,956,351
39,674,517

12,552,664)
10,000,000)
(920,863)

15,966,339)
26,406,274)

535 $ $70,000,000 $149,345,178 $1

The accompanying notes are an integral part oktetements.
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CONSOLIDATED STATEMENTS
OF COMPREHENSIVE INCOME

Year ended December 31,
2002 2001 2000

NET INCOME $1 07,956,351 $ 86,001,444 $ 67,275,6 09

Other comprehensive income, net of tax:

Unrealized gains on securities:

Unrealized holding gains

arising during the period, net of tax of

$16,289,254 (2001-$6,820,246;

2000-$18,312,676) 48,867,763 20,460,738 54,938,0 28
Less: Reclassification adjustment

for gains included in net income,

net of tax of $3,000,122

(2001-$2,401,578; 2000-$1,962,618) (9,000,365) (7,204,736) (5,887,8 54)
Cumulative effect of accounting change,
net of tax benefit of $331,500 994,500

Unrealized gains on securities 39,867,398 14,250,502 49,050,1 74

Unrealized loss on fair value hedge
attributable to credit risk, net of tax

of $64,294 (2001-$315,024) (192,881) (945,071)
Total other comprehensive income 39,674,517 13,305,431 49,050,1 74
COMPREHENSIVE INCOME $1 47,630,868 $ 99,306,875 $ 116,325,7 83

The accompanying notes are an integral part obteegements.
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NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

NOTE 1 - NATURE OF BUSINESS

First BanCorp (the Corporation) is a financial hiogdcompany offering a full range of financial seas. First BanCorp also offers insurance
services through its whollgwned insurance subsidiary, the FirstBank Insurdmgmncy. First BanCorp is subject to the FederallBdolding
Company Act and its insurance subsidiary is sultfetite supervision, examination and regulatiothefCommissioner of Insurance of Pu
Rico.

FirstBank Puerto Rico (FirstBank or the Bank), @wporation's wholly-owned bank subsidiary, is enowercial bank chartered under the
laws of the Commonwealth of Puerto Rico. Its mdifite is located in San Juan, Puerto Rico, anc# 43 full-service banking branches in
Puerto Rico and 11 in the U.S. and British Virgstahds. It has 11 loan origination offices in PadRico focusing on consumer loans and
residential mortgage loans. The Bank, through wholned subsidiaries, operates 33 offices in PuRito specializing in small personal
loans, finance leases, and vehicle rental. The Béfieks brokerage services in selected branchesigiwran alliance with a national brokerage
house in Puerto Rico. The Bank is subject to thpestsion, examination and regulation of the Offidehe Commissioner of Financial
Institutions of Puerto Rico and the Federal Deplositirance Corporation (FDIC), which insures itpakits through the Savings Association
Insurance Fund (SAIF).

In October 2002, the Corporation acquired JPMoighase's Eastern Caribbean Region business in heigin Islands, British Virgin
Islands and Barbados. In addition to branches aedjuihis transaction included the acquisitionhaf &ssets of the former Chase Trade, Inc.,
now First Trade, Inc., and of all outstanding skarkthe former Chase Agency Services, Inc., nastBank Insurance Agency V.1., Inc.
Total assets acquired in this transaction amoutategproximately $590 million, including approxirabt $435 million in loans receivable,
and total deposits amounted to approximately $56m

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of the Casion and its subsidiaries conform with accounpnigciples generally accepted in the
United States of America, and, as such, includeusrtsobased on judgments, estimates and assumptiades by Management that affect the
reported amounts of assets and liabilities andicgant assets and liabilities at the date of tharftial statements and the reported amounts o
revenues and expenses during the reporting peradsal results could differ from those estimates.

Following is a description of the more significatcounting policies followed by the Corporation:
PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include to®ants of the Corporation and its subsidiariess@hificant intercompany balances and
transactions have been eliminated in consolidation.

STATEMENTS OF CASH FLOWS

For purposes of reporting cash flows, cash and egslvalents include cash on hand, amounts due lfiamks and short-term money market
instruments with original maturities of 90 daydess.

INVESTMENT SECURITIES
The Corporation classifies its investments in detat equity securities into one of three categories:

Held to maturity - Securities which the entity lilas positive intent and ability to hold to maturifyhese securities are carried at amortized
cost.

Trading - Securities that are bought and held jadty for the purpose of selling them in the nesm. These securities are carried at fair
value, with unrealized gains and losses reporteghinings.

Available for sale - Securities not classified rsling or as held to maturity. These securitiescarged at fair value, with unrealized holding
gains and losses, net of deferred tax effectsrtegdn other comprehensive income as a separatpatent 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 gaifssses on securities are reported in earnings\gbmputing realized gains or losses, the
cost of securities is determined on the specifniiication method.
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OTHER-THAN-TEMPORARY IMPAIRMENTS

The Corporation evaluates for impairment its detat equity securities when their market value hasaieed below cost for six months or
more or earlier if other factors indicative of patial impairment exist. Investments are considéoelle impaired when a decline in fair value
is judged to be other-than-temporary. The Corponaéimploys a systematic methodology that consileaable evidence in evaluating
potential impairment of its investments.

The impairment analysis on the fixed income investta is done placing special emphasis on the asalf/the cash position of the compa
its cash and capital generation capacity, whichccmerease or diminish the company's ability tpagits bond obligations. The Corporation
also considers its intent and ability to hold tixed income securities. If Management believesebas the analysis, that the company will
not be able to service its debt and pay its olibhgaton a timely manner, the security is writtewvddo Management's estimate of net
realizable value.

The equity securities impairment analyses are padd and reviewed quarterly based on the lateahéial information and any supporting
research report made by a major brokerage housseTdmalyses are very subjective and based, antleegtibings, on relevant financial data
such as capitalization, cash flow, liquidity, sys#dic risk, and debt outstanding. Management atesiders the industry trends, the historical
performance of the stock, as well as the Corpanatiimtent to hold the security for an extendedgaedf Management believes there is a low
probability of achieving book value in a reasonabtes frame, then an impairment will be recordedabiting the security down to market
value.

LOANS HELD FOR SALE

Loans held for sale are stated at the lower of epstarket. The amount by which cost exceeds maddek in the aggregate portfolio of loi
held for sale, if any, is accounted for as a vaduaallowance with changes included in the deteatiim of net income.

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 approxinthgemterest 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 intere@ine. Consumer loans are classified as
non-accruing when they are delinquent:

90 days or more for auto, boat and home equityrvedeans; 120 days or more for personal loans;l&@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 based upoewatuation of the risk characteristics of saichldoss experience, economic conditions and
other pertinent factors. Loan losses are chargddenoveries are credited to the allowance for loases.

The Corporation has defined impaired loans as leatisinterest and/or principal past due 90 daymore and other specific loans for which,
based on current information and events, it is pbtdthat the debtor will be unable to pay all anmtewue according to the contractual terms
of the loan agreement. The Corporation measureairmpnt individually for those commercial and reslate loans with a principal balance
exceeding $1 million. Groups of small balance, hgereous loans are collectively evaluated for immpaitt. The portfolios of residential
mortgage loans, consumer loans, auto loans anddinizases are considered homogeneous and aratedatollectively for impairment. An
allowance is established based on the present vlesgpected future cash flows or the fair valu¢haf collateral, if the loan is collateral
dependent.
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LOAN FEES AND COSTS

Loan fees and costs incurred in the originatiotoahs are deferred and amortized using the intemetftod or under a method that
approximates the interest method over the lifdhefloans as an adjustment to interest income. ViHean is paid off or sold, any
unamortized net deferred fee (cost) is creditedr@®d) to income.

SERVICING ASSETS

The Corporation recognizes as separate assetigkie to service loans for others, whether thoseidag assets are originated or purchased.
The total cost of the loans to be sold with sengcssets retained is allocated to the servicisgtasind the loans (without the servicing
asset), based on their relative fair values. Sengiassets are amortized in proportion to and tweperiod of estimated net servicing income.
Loan servicing fees, which are based on a percertfithe principal balances of the loans servieeel credited to income as loan payments
are collected.

To estimate the fair value of servicing assetsdbsporation considers the present value of expduotede cash flows associated with the
servicing assets. For purposes of measuring imeairiof servicing assets, the Corporation stratdgigsh assets based on predominant risk
characteristics of underlying loans. The amounirgfairment recognized, if any, is the amount byahtthe servicing asset exceeds its
estimated fair value. Impairment, if any, is charggainst servicing income.

OTHER REAL ESTATE OWNED

Other real estate owned, acquired in settlemelttanfs, is recorded at the lower of cost (carryiatye of the loan) or fair value minus
estimated cost to sell the real estate. Gainssse®resulting from the sale of these propertiddasses recognized on the periodic
reevaluations of these properties are creditedharged to net cost (gain) of operations and disiposdf other real estate owned. The cost of
maintaining and operating these properties is esg@s incurred.

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 assetsgpfi@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 exageas 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 sells securities under agreemenispurchase the same or similar securities. Giyesanilar securities are securities from
the same issuer, with identical form and type, lsimihaturity, identical contractual interest ratasjilar assets as collateral and the same
aggregate unpaid principal amount. The Corporattains control over the securities sold underdfageements, accordingly, these
agreements are considered financing transactiah¢hansecurities underlying the agreements renmating asset accounts. The counter party
to certain agreements may have the right to repl¢dg collateral by contract or custom. Such assetpresented separately in the statement:
of financial condition as securities pledged taddws that can be repledged.

ACCOUNTING FOR INCOME TAXES

Deferred taxes arise because certain transactftetwt the determination of income for financial ogfing purposes in periods different from
the period in which the transactions affect taxaft®me. Deferred taxes have been recorded basadthp Puerto Rico enacted tax rates.
Current tax expense has been provided based up@stimated tax liability incurred for tax returarposes. Valuation allowances are
established, when necessary, to reduce deferreabtats to the amount expected to be realized.
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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 paighare 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 earnings.

STOCK OPTION PLAN

The Corporation has a stock-based employee comjp@mgdan, which is described more fully in NoteThe Corporation accounts for the
plan under the recognition and measurement priesipf Accounting Principles Board Opinion No. 28cAunting for Stock Issued to
Employees, and related Interpretations. No stosketh@mployee compensation cost is reflected iimneme, as all options granted under the
plan had an exercise price equal to the markeewvafithe underlying common stock on the date ofgttamt. The table below illustrates the
effect on net income and earnings per share iCiigoration had applied the fair value recognipoavisions of Financial Accounting
Standards Board (FASB) Statement No. 123, Accogrftin Stock Based Compensation, to stock-based@maplcompensation granted in
year 2002 and 2000 (no options were granted da@d.).

Year ended December 31,

Pro forma information 2002 2000

(In thousands, except per share data)
Employees' compensation and benefits $ 61,647 $ 51,763
Net income-available to common stockholders $ 79,335 $ 58,119
Earnings per common share-basic $ 1.99 $ 1.44
Earnings per common share-diluted $ 1.96 $ 1.43

EARNINGS PER COMMON SHARE

Earnings per share-basic is calculated by dividitgome available to common stockholders by the fateid 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 increasedltdénthe number of additional common shares thatldvbave been outstanding if the
dilutive potential common shares had been issumitkSptions outstanding under the Corporatiomsksbption plan are considered in the
earnings per share-diluted by application of teasury stock method, which assumes that proceedlsef@xercise of options are used to
repurchase common stock in the open market. Arokstplits or stock dividends are retroactively igaiaed in all periods presented in
financial statements.

COMPREHENSIVE INCOME

Comprehensive income includes net income and slestrer items that current accounting standardsiredo be recognized outside of net
income, primarily the unrealized gain (loss) onwsiies available for sale and the change in falug attributable to credit risk on securities
hedged with interest rate swaps, net of estimateeffect.

DERIVATIVE INSTRUMENTS

On January 1, 2001, the Corporation adopted therS&nt of Financial Accounting Standards (SFAS) N8B, Accounting for Derivative
Instruments and Hedging Activities, as amendeddAtivatives are recognized in the statement @ffiial position at fair value. Changes in
the fair value of derivative instruments are acdedrior as current income or other comprehensigerre, depending on their intended use
and designation. For transactions that qualifyhfedge accounting, SFAS No. 133 provides for a nivagodf the timing of gain or loss
recognition on the hedging instrument with the gggtion in earnings of (a) the changes in the ¥alue of the hedged asset or liability, that
are attributable to the hedged risk (fair valuede=d or (b) the effect of the exposure to the ‘ilita of cash flows from the hedged asset or
liability (cash flows hedges). Note 29 describemiore detail the hedging transactions enteredtipttihe Corporation.
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ACQUISITION OF BUSINESS

Business combinations are accounted using the psecmethod of accounting, as required by SFAS Hib, Rusiness Combinations. Assets
acquired and liabilities assumed are recordedtahated fair values at the date of acquisition.efAfnitial recognition, any resulting intangil
assets are accounted under the provisions of SFA34P, Goodwill and Other Intangible Assets.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

SFAS No. 145, Rescission of FASB Statements Né44nd 64, Amendment of SFAS No. 13, and Techi@catections - In April 2002, the
FASB issued SFAS No. 145, which rescinds SFAS Nemdtamends SFAS No. 13. This amendment becanatiedféor transactions
occurring after May 15, 2002. The adoption of gtstement did not have a significant impact onGbeporation's financial statements.

SFAS No. 146, Accounting for Costs Associated \lfit or Disposal Activities - In June 2002, the FABsued SFAS No. 146, which
requires that a liability for a cost associatechveih exit or disposal activity be recognized whenliability is incurred. The provisions of this
statement are effective for exit or disposal atiigithat are initiated after December 31, 2002n&¢ement expects that the adoption of this
statement will not have a significant impact on @wporation's financial statements.

SFAS No. 147, Acquisitions of Certain Financialtifigions - In October 2002, effective immediatellye FASB issued SFAS No. 147, which
requires financial acquisitions of financial ingtibns to be accounted for in accordance with F/AS&ements No. 141, Business
Combinations, and No. 142, Goodwill and Other Igible Assets. In addition, SFAS No. 147 amends FA&gement No. 144, Accounting
for the Impairment or Disposal of Long-Lived Assédtsinclude in its scope long-term customer-relaship intangible assets of financial
institutions such as depositor and borrower reftiip intangible assets and credit cardholder gikde assets. The adoption of SFAS No.
did not have an impact on the Corporation's finalnstatements.

SFAS No. 148, Accounting for Stock-Based Compensailransition and Disclosure an amendment of F&A&Rement No. 123- In
December 2002, the FASB issued SFAS No. 148, whriottides alternative methods of transition for &umtary change to the fair value
based method of accounting for stock-based emplogegensation. All required disclosures under SIN&S123, as amended by SFAS No.
148, are included in these financial statements. Corporation has not adopted the fair value metbocecognition of stock based
compensation.

FASB Interpretation No. 45, Guarantor's Accountamgl Disclosure Requirements for Guarantees - IreNdoer 2002, the FASB issued this
interpretation, which requires a guarantor of éertgpes of guarantees to recognize, at the inoemf guarantee, a liability for the fair value
of the obligation undertaken in issuing the guazanihese provisions for initial recognition arkeefive for guarantees that are issued or
modified after December 31, 2002. In the case ®fGbrporation, these provisions apply for the dbgridtters of credit. See Note 29 for
details of the letters of credit outstanding aBe€ember 31, 2002. The adoption of this interpiatawill not have a significant effect in the
Corporation's financial statements.

NOTE 3 - STOCKHOLDERS' EQUITY
COMMON STOCK

On August 27, 2002, the Corporation declared atfoetwo (or 50%) stock split on its 26,636,452sbanding shares of common stock at
September 13, 2002. As a result, a total of 14FEBadditional shares of common stock were issne8aptember 30, 2002, of which
1,640,300 shares were recorded as treasury stdlger®'share amounts have been adjusted for tleetedf the stock split in the third quarter
of 2002.

STOCK REPURCHASE PLAN AND TREASURY STOCK

The Corporation has a stock repurchase progranruvitieh from time to time it repurchases sharesahmon stock in the open market and
hold them as treasury stock. Under this prograsQbrporation repurchased a total of 86,200 staresmmon stock at a cost of $1,929,685
during 2001, and 1,642,400 shares of common stbalcast of $30,086,592 during 2000. No share®nfmon stock were repurchased
during 2002. From the total amount of common stegurchased, 4,920,900 shares, as adjusted faer8ket 30, 2002 stock split, were held
as treasury stock at December 31, 2002 (2001 0328 shares) and were available for general catpqurposes.
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PREFERRED STOCK

The Corporation has 50,000,000 shares of authoripeecumulative and nocenvertible preferred stock with a par value of &tleemable :
the Corporation's option subject to certain terfigs stock may be issued in series and the sh&esch series shall have such rights and
preferences as shall be fixed by the Board of Barsovhen authorizing the issuance of that pamicséries. During 2002, the Corporation
issued 3,680,000 shares of preferred stock (200464000 shares; 2000-3,000,000 shares; 1999-3@D8Itares). The liquidation value per
share is $25. Annual dividends of $1.8125 per sfiasseance of 2002), $1.85 per share (issuanc8@i)2$2.0875 per share (issuance of
2000) and of $1.78125 per share (issuance of 1888)ayable monthly, if declared by the Board wé&tors. During the year, dividends
declared on preferred stock amounted to $26,40620@1 - $16,508,198; 2000 - $7,407,542).

CAPITAL RESERVE

The capital reserve account was established to lyowith certain regulatory requirements of the ©éfiof the Commissioner of Financial
Institutions of Puerto Rico related to the issuapfcgubordinated notes by FirstBank in 1995. An ant@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 thpeal of the Commissioner of Financial
Institutions of Puerto Rico.

LEGAL SURPLUS

The Banking Act of the Commonwealth of Puerto Riegquires that a minimum of 10% of FirstBank's mebime for the year be transferre
legal surplus, until such surplus equals the totgaid in capital on common and preferred stoakofints transferred to the legal surplus
account from the retained earnings account aravaitable for distribution to the stockholders.

NOTE 4 - REGULATORY CAPITAL REQUIREMENTS

The Corporation is subject to various regulatonyited requirements imposed by the federal banknaies. Failure to meet minimum
capital requirements can initiate certain mandasony 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 spec#pital guidelines that involve quantitative regies 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 viigh and other factors.

Capital standards established by regulations redh& Corporation to maintain minimum amounts atibs 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 and ceoféibalance sheet items, which vary fr
0% to 100% depending on the nature of the asset.

At December 31, 2002 and 2001, the most recenficatton from FDIC, categorized the Corporationeasell-capitalized institution under
the regulatory framework for prompt corrective antiTo be categorized as well capitalized the Cafpan must maintain minimum total ri
based, Tier 1 risk based and Tier 1 leverage rasaset forth in the following table. Managemeriidves that there are no conditions or
events since that date that have changed thaifidaten.
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The Corporation's and its banking subsidiary's lagguy capital positions were as follows:

Regulatory Requirements

For capital To be w ell
Actual adequacy purposes capital ized
Amount Ratio Amount Ratio Amount Ratio

(Dollars in thousands)

At December 31, 2002

Total Capital

(to Risk-Weighted

Assets):

First BanCorp $816,946 13.75%  $475,155 8% $593,944 10%
FirstBank 739,996 12.50% 473,617 8% 592,022 10%
Tier | Capital

(to Risk-Weighted Assets):

First BanCorp $707,083 11.90% $237,578 4% $356,366 6%
FirstBank 632,487 10.68% 236,809 4% 355,213 6%
Tier | Capital

(to Average Assets):

First BanCorp $707,083 7.35% $288,628 3% $481,046 5%
FirstBank 632,487 6.62% 286,801 3% 478,002 5%
At December 31, 2001

Total Capital

(to Risk-Weighted Assets):

First BanCorp $678,679 14.50%  $374,498 8% $468,123 10%
FirstBank 590,652 12.75% 370,472 8% 463,090 10%
Tier | Capital

(to Risk-Weighted Assets):

First BanCorp $569,255 12.16%  $187,249 4% $280,874 6%
FirstBank 481,850 10.41% 185,236 4% 277,854 6%
Tier | Capital

(to Average Assets):

First BanCorp $569,255 7.49%  $228,074 3% $380,124 5%
FirstBank 481,850 6.40% 225,738 3% 376,231 5%

NOTE 5 - STOCK OPTION PLAN

The Corporation has a stock option plan coverimtpgeemployees. The options granted under the gdanot 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 grantedciSoptions are fully vested upon issuance. The mari term to exercise the options is ten
years. The stock option plan provides for a prapoéte adjustment in the exercise price and thebaurof shares that can be purchased ir
event of a stock dividend, stock split, reclassifion of stock, merger or reorganization and certdiher issuance and distributions.

Management uses the Black-Scholes option pricindehimr the computation of the estimated fair vadfieach option granted to buy shares
of the Corporation's common stock (refer to Nofer2accounting policy). The fair value of each optigranted during 2002 and 2000 (no
options were granted during 2001) was estimatetgusie following assumptions: weighted dividendvgto of 20% (2002) and 0% (2000);
expected life of 3.29 years (2002) and 3.11 ye208(@); weighted expected volatility of 31.76% (2pagd 31.74% (2000); and weighted risk-
free interest rate of 3.66% (2002) and 5.36% (2000¢ weighted estimated fair value of the optigremted was $4.08 (2002) and $3.67
(2000) per option, as adjusted for the Septemb@2 2€ck split.
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Following is a summary of the activity related tock options, adjusted to reflect the stock sgli®eptember 30, 2002:

Number Weighted Average
of Options  Ex ercise Price per Option
At December 31, 1999 1,449,750 $ 11.38
Granted 477,000 $ 14.87
Exercised (9,000) $ 10.42
Canceled (10,500) $ 17.33
At December 31, 2000 1,907,250 $ 12.24
Exercised (351,000) $ 3.86
Canceled (3,000) $ 18.92
At December 31, 2001 1,553,250 $ 14.12
Granted 542,750 $ 18.96
Exercised (96,750) $ 13.86
At December 31, 2002 1,999,250 $ 15.44

The exercise price of the options outstanding ateD&er 31, 2002, as adjusted for September 200R spiit, ranges from $10.42 to $25.99
and the weighted average remaining contractualdifgproximately seven years.

Following is additional information concerning th®ck options outstanding at December 31, 2002.

Number of Exercise Price Contractual
Options per Option Maturity
300,000 $10.42 November 2007
75,000 $12.79 February 2008
60,000 $18.06 May 2008
18,000 $17.71 June 2008
261,000 $17.33 November 2008
3,000 $17.29 February 2009
5,250 $17.63 April 2009
270,750 $13.08 November 2009
465,000 $14.88 December 2010
521,250 $18.69 February 2012
20,000 $25.99 October 2012
1,999,250
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NOTE 6 - EARNINGS PER COMMON SHARE
The calculations of earnings per common sharen®years ended December 31, 2002, 2001 and 2d6& fol

Year ended December 31,

2002 2001 2000

(In thousands, except per share data)
Net income $ 107,956 $ 86,001 $ 67,276
Less: Preferred stock dividend (26,406) (16,508) (7,408)
Net income-attributable to common stockholders $ 81,550 $ 69,493 $ 59,868

EARNINGS PER COMMON SHARE-BASIC:

Net income - available to common stockholders $ 81,550 $ 69,493 $ 59,868
Weighted average common shares outstanding 39,901 39,851 40,415
Earnings per common share-basic $ 2.04 $ 1.74 $ 1.48

EARNINGS PER COMMON SHARE-DILUTED:

Net income - available to common stockholders $ 81,550 $ 69,493 $ 59,868

Weighted average common shares
and share equivalents:

Average common shares outstanding 39,901 39,851 40,415
Common stock equivalents - Options 652 293 303
Total 40,553 40,144 40,718
EARNINGS PER COMMON SHARE-DILUTED: $ 201 $ 1.73 $ 1.47

The earnings per share for prior years have bestategl to reflect the effect of the stock splitha third quarter of 2002. The 2001 earnings
per common share basic and diluted are net of atiwaleffect of change in accounting principle.

Stock options outstanding, under the Corporatistosk option plan for officers, are common stoclkiealents and, therefore, considered in
the computation of earnings per common share dill@®@mmon stock equivalents were computed usingréfasury stock method. In 2002,
20,000 stock options (2001-10,500, 2000-858,750kwet included in the computation of outstandihgres because they were antidilutive.
These amounts have been adjusted for 2002 sto¢k spl

NOTE 7 - CASH AND DUE FROM BANKS

The Corporation is required by law to maintain miom average reserve balances. The amount of tlvesage reserve balances was
approximately $93,263,632 at December 31, 20021(2@016,078,200).

NOTE 8 - INVESTMENT SECURITIES HELD FOR TRADING
At December 31, 2002 and 2001, there were no dexaihield for trading purposes or options on sudusties.

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 vaduaiiore onerous. The instruments are accounteat foarket value, and their changes are
reported directly in earnings. The Corporation maige options on trading securities as part ofriasling activities. Also the Corporation may
enter in transactions of securities sold not yetipased for trading purposes. These transactiensaaried at market value. Net gains and
losses resulting from these transactions are redardthe trading income or loss account. The agt ffom the sale of trading securities
amounted to $419,367 for the year ended Decemh&(8D, and was included in earnings as tradingntec No trading activities were
recorded during 2002 and 2001.
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NOTE 9 - INVESTMENT SECURITIES HELD TO MATURITY

The amortized cost, gross unrealized gains ané$ospproximate market value, weighted averaged wiedl final maturities of investment
securities held to maturity at December 31, 20622001 were as follows:

December 31, 2002 December 31 , 2001

Gross Gross

Unrealize d Weighted Unrealiz ed Weighted
Amortized  ------------- -~ Market average Amortized ---------- e Market average
cost gains loss es value yield% cost gains | osses value yield%

(Dollars in thousands)

Obligations of

other U.S.

Government

Agencies:

After 10 years $628,820 $3,307 $ 59 $632,068 7.85 $211,194 $ 3 $6,466 $204,731 7.39
Puerto Rico

Government

Obligations:

After 1 to 5 years 5,000 113 5,113 5.00 5,000 5,000 5.00
After 10 years 4,354 586 4,940 6.50 4,084 228 4,312 6.50

United States and

Puerto Rico

Government

obligations $638,174 $4,006 $ 59 $642,121 7.82 $220,278 $231 $6,466 $214,043 7.32

Corporate bonds:
Due within 1 year $ 25,000 $25,000 3.05
After 1 to 5 years 39,432 $6 09 38,823 2.95 $64,018 $ 277 63,741 3.49

Corporate bonds $ 64,432 $6 09 $63,823 298 $64,018 $ 277 $63,741 3.49

Total Investment
Securities Held
to Maturity $702,606 $4,006 $6 68 $705,944 7.38 $284,296 $231 $6,743  $277,784 6.46

Expected maturities of investments might diffemfiroontractual maturities because they may be sutgjgrepayments and / or call options.
At January 1, 2001, in connection with the adoptdéSFAS No. 133, the Corporation transferred dfplio of $207 million of GNMA
certificates held to maturity into the available $ale category. The unrealized gain of $994,580phtaxes, was reflected in other
comprehensive income as a cumulative effect ott@age in accounting principle.
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Note 10 - Investment Securities Available For Sale

The amortized cost, gross unrealized gains ané$ospproximate market value, weighted averaged wiedl final maturities of investment
securities available for sale at December 31, 20@22001 were as follows:

December 3 1, 2002 December 31, 2001
Gr 0ss Weighted Gr 0ss Weighted
Amortized Unrea lized Market average Amortized Unrea lized Market average
cost gains losses value vyield% cost gains losses  value yield%
(Dollars in thousands)
U.S. Treasury
Securities:
Within 1 year $ 7,726 $ 30 $ 7,756 3.18
Obligations of other
U.S. Government
Agencies:
Within 1 year 407,324 $ 32 407,292 1.72
After 1 to 5 years $ 500 $ 3 $ 503 3.87
After 5 to 10 years 750 17 767 5.60 500 1 501 5.59
After 10 years 15,568 480 16,048 7.69 87,519 469 1,805 86,183 7.55
Puerto Rico Government
Obligations:
After 5 to 10 years 4,999 375 5,374 6.27 4,458 128 4,586 6.19
After 10 years 5,679 401 6,080 6.30 5,932 151 6,083 6.34
United States and
Puerto Rico Government
Obligations $ 27,496 $1,276 $ 28,772 7.02 $ 513,459 $ 779 $1,837 $ 512,401 2.83
Mortgage Backed
Securities:
FHLMC certificates:
Within 1 year $ 8 $ 8 5.85
After 1 to 5 years $ 1458 $ 82 $ 1,540 6.47 112 $ 4 116 7.63
After 5 to 10 years 8,211 613 8,824 7.42 13,211 576 13,787 7.29
After 10 years 6,347 358 6,705 6.86 8,030 172 $ 6 8,196 6.95
16,016 1,053 17,069 7.11 21,361 752 6 22,107 7.16
GNMA certificates:
After 5 to 10 years 3,608 170 3,778 6.41 4,605 101 4,706 6.39
After 10 years 524,278 9,439 533,717 5.11 2,515,953 12,672 6,539 2,522,086 6.52
527,886 9,609 537,495 5.12 2,520,558 12,773 6,539 2,526,792 6.52
FNMA certificates:
Within 1 year 29 29 6.33
After 1to 5 years 5 5 7.68 158 4 162 6.92
After 5 to 10 years 764 53 817 7.66 124 5 129 7.32
After 10 years 1,916,460 39,523 1,955,983 4.93 7,095 408 7,503 7.96
1,917,258 39,576 1,956,834 4.93 7,377 417 7,794 7.93
Mortgage pass through
certificates:
After 10 years 1,175 32 1,207 7.23 1,958 38 1,996 8.70
Mortgage Backed
Securities $2,462,335 $50,270 $2,512,605 4.99 $2,551,254 $13,980 $ 6,545 $2,558,689 6.53
Corporate Bonds:
Within 1 year $ 979 $ 36 $ 1,015 7.87 $ 19,246 $ 410 $ 19,656 7.70
After 1 to 5 years 85,711 1,244 $10,865 76,090 6.16 118,919 1,770 $2,899 117,790 6.68
After 5 to 10 years 57,276 445 1,084 56,637 6.94 114,855 77 1,906 113,026 7.34
After 10 years 18,531 328 18,859 7.35
Corporate bonds $ 143,966 $1,725 $11,949 $ 133,742 6.48 $ 271,551 $ 2,585 $4,805 $ 269,331 7.08

Equity securities

(without contractual

maturity) $ 36,951 $10,006
Total Investments

Securities Available

for Sale $2,670,748 $63,277

$17,251 $2,716,774 5.04 $3,381,379 $22,245 $29,376 $3,374,248 5.95
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Maturities for mortgage backed securities are bageh contractual terms assuming no repaymentsweighted average yield on
investment securities held for sale is based orrézed cost; therefore, it does not give effecthanges in fair value.

During 2002, the Corporation's bank subsidiaryruestired its portfolio of mortgage backed secwsitiwailable for sale in order to shorten its
duration and reduce its prepayment risk. As a tesulate June and early July of 2002, approxityed billion of 30-year mortgage backed
securities were sold. The sales derived a gairL4frillion. The securities sold were substantialijpstituted with $900 million of 15-year
mortgage backed securities, which have a lowerageelife and yield, and which value is less sevssitd increases in interest rates. In
addition, in September and October, the Corporatad its 7% GNMA portfolio of approximately $964llon to substitute with lower
coupons. The sales derived a gain of $26.1 millldrese securities were substituted in November $itbillion FNMA's 15 years.

It is the Corporation's policy to invest in corparéonds, which at the time of the purchase, aenafvestment grade quality. The total
carrying amount of the corporate bonds portfoli$i98 million, or approximately 5% of total investnis of the Corporation as of December
31, 2002. In 2002, two of the bonds in FirstBampldgtfolio were downgraded, to non-investment gradality by two credit rating agencies.
These were, WorldCom Corporation, $15.5 millionstaniding at the time of the downgrade and Nortéseks Corporation, $23.5 million
outstanding at the time of the downgrade. Managémignpairment analysis on these securities comeclutiat an other-than-temporary
impairment of approximately $11.7 million had oaedt in the case of the WorldCom Corporation boiitie estimated impairment amount
of this security was recognized as a loss in thestent of income. In addition, Management rediasisio non-accruing status the remaining
carrying amount of $3.8 million. Management's impegnt analysis concluded that no other-than-tempanapairment existed on Nortel's
bonds. The unrealized loss of the Nortel's bond@eaember 31, 2002 approximated $8.5 million.

At December 31, 2002, the Corporation's equity stes portfolio carrying amount is $41.7 millioand its adjusted cost is $37 million. The
Corporation's current policy guidelines limit int@€nts in equity securities to $60 million, whishli.6% of the Corporation's total
investments as of December 31, 2002. The Corperatigests in equity securities that have long-tappreciation prospects. During the year
ended on December 31, 2002, the Corporation rezedra loss of $25.2 million for other-than-tempgranpairment on equity securities. At
December 31, 2002, these securities have not lwden s

Management determined that except for the impaiten@n the bonds and stocks mentioned above, themoaother-than-temporary
impairments on the rest of the bonds and equityritezs portfolio. Management will continue its aigg monitoring of the Corporation's
investment on individual corporate bonds and eqegtyurities to identify any other-than-temporarpainment.

At December 31, 2002, the net unrealized gain df%B,114 (2001 - net unrealized loss of $5,348,283ecurities available for sale, net of
the deferred income tax of $11,506,371 (2001 -&A,7/61), was reported as part of accumulated atbmprehensive income. For 2002, the
change in the net unrealized holding gain on tlalable for sale securities amounted to $53,156(2801 - a gain of $19,000,669) before
deferred income taxes.

For 2002, proceeds from the sale of securities ateolto $2,243 million (2001
- $847.7 million, 2000 - $58.5 million) resulting gross realized gains of $49.7 million (2001 - $1rBillion, 2000 -$7.9 million), and gross
realized losses on sale of investments and impatsref $37.7 million (2001 - $4 million). No lossegre realized during 2000.

NOTE 11 - FEDERAL HOME LOAN BANK (FHLB) STOCK

At December 31, 2002 and 2001, there were invedsner-HLB stock with book value of $35,629,500 &22,890,600 respectively. The
estimated market value of such investments isdemption value.
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NOTE 12 - INTEREST AND DIVIDEND ON INVESTMEN

TS

A detail of interest and dividend income on invesins follows:

Year ended
2002 2
(In tho

Mortgage Backed Securities:
Taxable $ 3765 $
Exempt 117,338 10

$121,103  $10
Other Investment Securities:
Taxable $ 3079 $
Exempt 64,013 5

$67,092 $5

NOTE 13 - LOANS RECEIVABLE

The following is a detail of the loan portfolio:

Residential real estate loans:

Secured by first mortgages:

Conventional $
Insured by government agencies:

Federal Housing Administration and Veteral
Administration

ns

Puerto Rico Housing Bank and Finance Agency

Secured by second mortgages

Deferred net loan fees

Residential real estate loans

Commercial loans:
Construction loans
Commercial loans
Commercial mortgage

Commercial loans
Finance leases

Consumer and other loans:
Personal

Personal lines of credit
Auto

Boat

Credit card

Home equity reserve loans
Unearned interest

Consumer and other loans

Loans receivable
Allowance for loan losses

Loans receivable, net
Loans held for sale

Total loans $
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December 31,

001

2000

usands)

2,666 $ 3,325
6,571 91,416

December 31,

2002

2001

(In thousands)

1,778,046

41,805

(3,247)

259,053

813,513

413,931
10,401
565,478
53,017
164,172
4,566
(62,553)

5,627,096

(111,911)

5,515,185
10,754

5,525,939

$ 955,573

25,211
23,513
8,088

1,012,385
(5,107)

219,396

688,922

362,490
11,216
502,902
39,570
176,226
1,851
(71,810)

4,304,149
(91,060)
4,213,089
4,630

$4,217,719




The Corporation's primary lending area is PuerttoRAt December 31, 2002 and 2001 there is no féignit concentration of credit risk in
any specific industry on the loan portfolio.

At December 31, 2002, loans in which the accruahtrest income had been discontinued amount&81¢765,000 (2001 - $72,998,000;
2000 - $67,716,000). If these loans had been auginterest, the additional interest income redliz@uld have been approximately
$5,833,000 (2001 - $5,735,000; 2000 - $5,937,0D0¢re are no material commitments to lend additiurads to borrowers whose loans
were in non-accruing status at these dates.

At December 31, 2002 mortgage loans held for saleusted to $10.8 million (2001-$4.6 million).

At December 31, 2002, the Corporation was serviogsidential mortgage loans owned by others aggregapproximately $196,748,000
(2001 - $160,583,000; 2000 - $144,805,000).

Various loans secured by first mortgages were assigs collateral for term notes, certificatesegakit, advances from the Federal Home
Loan Bank, and unused lines of credit. The mortdages pledged as collateral amounted to $778,82%#2d $195,267,091 at December 31,
2002 and 2001, respectively.

NOTE 14 - ALLOWANCE FOR LOAN LOSSES
The changes in the allowance for loan losses wefellws:

Year ended December 31,

2002 2001 2000
(In thousands)

Balance at beginning of period $ 91,060 $ 76,919 $ 71,784
Provision charged to income 62,302 61,030 45,719
Losses charged against the allowance (48,991 ) (54,380) (51,831)
Recoveries credited to the allowance 7,540 7,391 9,807
Other adjustments 100 1,440
Balance at end of period $ 111,911 $ 91,060 $ 76,919

At December 31, 2002, $27 million ($10.7 million@ecember 31, 2001) in commercial and real estetes over $1,000,000 were conside
impaired with an allowance of $5.9 million ($3.7llion at December 31, 2001), which was establidbeesed on the fair value of the
collateral. For 2001, $2 million of the allowanae impaired loans was established based on thedhie of the collateral and $1.7 million
was established based on the present value of xpkture cash flows. The average recorded investim impaired loans amounted to
$18.9 million for 2002 (2001 - $11.9 million). Imést income in the amount of approximately $803 @86 recognized on impaired loans in
2002 (2001 -$377,000; 2000 - $227,000).

NOTE 15 - 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 were lagvfol

Amount

(In thousands)

Balance at December 31, 2000 $20,174
New loans 14,659
Payments (170)

Balance at December 31, 2001 $ 34,663
New loans 48,784
Payments (1,943)
Balance at December 31, 2002 $ 81,504
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NOTE 16 - PREMISES AND EQUIPMENT

Premises and equipment are stated at cost lessatated depreciation as follows:

Useful life December 31, December 31,
in years 2002 2001
( In thousands)
Land $ 8,203 $ 7,357
Buildings and improvements 10-40 41,918 39,809
Leasehold improvements 1-15 20,436 14,753
Furniture and equipment 3-1 94,675 62,466
165,232 124,385
Accumulated depreciation (87,083) (55,001)
78,149 69,384
Projects in progress 9,447 6,772
Total premises and equipment, net $ 87,596 $ 76,156

NOTE 17 - INTANGIBLE ASSETS

At December 31, 2002, the Corporation has a copesieintangible with a carrying amount of $20,&88 (2001$7,199,439) included in tt
Other Assets category. Increase in this categgmesents the recognition of an intangible assptasof the acquisition of the JP Morgan
Chase's Eastern Caribbean Region business. Thghstliae amortization expense for the year endeddnber 31, 2002 amounted to
approximately $1,165,000. The estimated aggregatetization expense for each of the five succeetismal years will be approximately
$2,400,000. Management has reviewed the core depotingible assets concluding that no impairn®necessary and that the useful life
ten years used to amortize them is the best estiofahe economic benefit period.

NOTE 18 - DEPOSITS AND RELATED INTEREST

Deposits and related interest consist of the falgw

December 31, December 31,
2002 2001

(In thousands)
Type of account and interest rate:

Savings accounts - 1.25% to 2.25%

(2001 - 2.25% to 3.50%) $ 921,103 $ 469,452
Interest bearing checking accounts - 1.15% to 2.00%

(2001 - 2.25% to 3.05%) 230,743 205,760
Non-interest bearing checking accounts 447,076 239,851
Certificate accounts - 1.00% to 7.50%

(2001 - 2.00% to 7.50%) 3,883,996 3,183,491

$5,482,918  $4,098,554

The weighted average interest rate on total depasiDecember 31, 2002 and 2001 was 2.58% and 31&2uectively.

At December 31, 2002, the aggregate amount of oaftrith demand deposits that were reclassifiedasd amounted to $7,281,895 (2001 -
$7,807,724).

The following table presents a summary of certtésaof deposits with remaining term of more thaa pear at December 31, 2002:

(In thousands)

Over one year to two years $ 258,698
Over two years to three years 162,066
Over three years to four years 341,276
Over four years to five years 199,752
Over five years 1,814,983

Total $2,776,775
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At December 31, 2002 certificates of deposit (CBIgjJenominations of $100,000 or higher amounte®3&79,748,775 (2001 -
$2,669,536,603) including brokered certificatesl@posit of $2,645,909,222 (2001 - $2,189,687,228)weeighted average rate of 2.64%,
after hedging (2001 - 4.0%). See Note 29 for arilgsun of the program used to hedge the fair valfithe brokered certificates of deposit.

At December 31, 2002, deposit accounts issuedvergment agencies with a carrying value of $22086P (2001 - $63,639,152) were
collateralized by securities with a carrying vatfe$259,433,606 (2001 - $75,126,925) and estimataxket value of $263,467,485 (2001 -
$71,979,923), by specific mortgage loans with aydag value of $2,416,677 (2001 - $2,895,723) astiheated market value of $3,010,938
(2001 - $3,370,043) and by municipal obligationthve carrying value and estimated market value2@&L0,000.

A table showing interest expense on deposits falow

Year ended December 31,
2002 2001 2000
(In thousands)
Savings $ 15,096 $12,954 $12,792
Interest bearing checking accounts 4,763 5,296 5,546
Certificates of deposit 113,376 142,508 134,945
Total $133,235 $160,758  $153,283

NOTE 19 - FEDERAL FUNDS PURCHASED AND SECURITIES SQ.D UNDER AGREEMENTS TO REPURCHASE

Federal funds purchased and securities sold umggleements to repurchase (repurchase agreements$toofithe following:

Decembe r31,
2002 2001
(In thou sands)
Federal funds purchased,
interest rate 1.80% $ 10,000

Repurchase agreements, interest
ranging from 1% to 5.37%

(2001 - 1.25% to 6.09%) $2,784,078 2,976,174
Accrued interest payable 9,462 11,000
Total $2,793,540 $2,997,174

The weighted average interest rates of federaldymuichased and repurchase agreements at Deceipi2802 and 2001 was 3.82% and
4.05%, respectively.

Federal funds purchased and repurchase agreematuseras follows:

December 31,

20 02 2001
(In thousands)
One to thirty days $ 70 8,924 $ 723,010
Over thirty to ninety days 194 14,062
Over ninety days to one year 274,142
Over one year 2,07 4,960 1,974,960
Total $2,78 4,078  $2,986,174
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The following securities were sold under agreememtspurchase:

The maximum aggregate balance outstanding at amgtrvend during 2002 was $3,342,284,753 (2001 -8&194,065). The average

Amortized

cost of

underlying Ba
UNDERLYING SECURITIES securities  bo

U.S. Treasury Securities and

obligations of other U.S.

Government Agencies $ 718886 $
P.R. Government Securities 290
Mortgage backed securities 2,248,037 2
Corporate bonds 130,525

Total $3,097,73 $2

Amortized

cost of

underlying Ba
UNDERLYING SECURITIES securities  bo

U.S. Treasury Securities and

obligations of other U.S.

Government Agencies $ 506,685 $
Mortgage backed securities 2,441,777 2
Corporate bonds 262,648

Total $3,211,11 $2

December 31, 2002
Approximate ~ Weighted
market value  average

lance of of underlying interest
rrowing securities rate

(In thousands)

646,095 $ 721,216 5.70%
260 324 6.48%
,020,414 2,293,031 5.67%
117,309 130,523 5.20%

,784,078  $3,145,094

December 31, 2001
Approximate  Weighted
market value average

lance of of underlying interest
rrowing securities rate

392,081 $ 515,447 3.80%
,380,851 2,389,645 6.70%
203,242 260,542 7.17%

976,174 $3,165,634

balance during 2002 was approximately $2,784,7@&L(2Q01 - $1,997,705,000).

At December 31, 2002 and 2001, the securities Ulyidgrsuch agreements were delivered to, and arebiesld by the dealers with which the
repurchase agreements were transacted, excepafsattions where the Corporation has agreed toglease similar but not identical

securities.

NOTE 20 - ADVANCES FROM THE FEDERAL HOME LOAN BANK (FHLB)

Following is a detail of the advances from the FHLB

December
Maturity Interest rate 2002

(In thousa
January 2, 2002 1.85%
January 13, 2003 1.44% $ 50,000
August 16, 2005 6.30% 50,000
October 9, 2008 5.10% 14,000
October 16, 2008 5.09% 15,000
February 28, 2011 4.50% 79,000
March 21, 2011 4.42% 165,000

$373,000

$ 20,700

50,000
14,000
15,000
79,000
165,000
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Advances are received from the FHLB under an Adgan€ollateral Pledge and Security Agreement (thiatéral Agreement). Under the
Collateral Agreement, the Corporation is requiedintain a minimum amount of qualifying mortgagdateral with a market value at le
110% of the outstanding advances. At December @12 Zpecific mortgage loans with an estimatedevafi$553,144,554 (2001 -
$197,506,039), as computed by Federal Home Loak Barcollateral purposes, were pledged to the FhisBart of the Collateral
Agreement. The carrying value of such loans at Béx 31, 2002 amounted to $776,412,617 (2001 - 8¥92368). In addition, securities

with an approximated market value of $26,587,83M{2- $145,140,574) and a carrying value of $2982®9 (2001 - $158,117,351) were
pledged to the FHLB.

NOTE 21 - SUBORDINATED NOTES

On December 20, 1995, the Corporation issued 7 &i#86rdinated capital notes in the amount of $10@)@IM maturing in 2005. The notes
were issued at a discount. At December 31, 2002ubstanding balance net of the unamortized discand notes repurchased was
$82,815,105 (2001 - $84,361,525). Interest on tiemis payable semiannually and at maturity. Tdteswrepresent unsecured obligations of
the Corporation ranking subordinate in right of ip&yt to all existing and future senior debt inchgdihe claims of depositors and other
general creditors. The notes may not be redeeniedtprtheir maturity. At December 31, 2002, ther@wation has transferred to capital
reserves from the retained earnings account $7@00@&s a result of the requirement explained ite8o- "Stockholders' Equity."

NOTE 22 - UNUSED LINES OF CREDIT

The Corporation maintains unsecured standby lifiesedlit with other banks. At December 31, 2002 3661, the Corporation's total unused
lines of credit with these banks amounted to apprately $180,000,000. At December 31, 2002, thep@ation has an available line of
credit with the FHLB guaranteed with excess cotkdten the amount of $206,732,384.

NOTE 23 - EMPLOYEES' BENEFIT PLAN

FirstBank provides contributory retirement plansgpant to Section 1165(e) of the Puerto Rico IreteRevenue Code for Puerto Rico
employees and Section 401(K) of the U.S. Interrealdhue Code for U.S.V.l. employees. All employaessdigible to participate in the Plan
after one year of service. Under the provisionthefPlan, the Bank contributes a quarter of thst fi#o of each participant's compensation.
Participants are permitted to contribute up to ff%heir annual compensation, limited to $8,000ymar ($11,000 for U.S.V.l. employees).
Additional contributions to the Plan are voluntanhade by the Bank as determined by its Board céd@drs. The Bank made a total
contribution of $861,478, $845,227 and $699,060ndu2002, 2001 and 2000 respectively, to the Plan.

NOTE 24 - OTHER EXPENSES

A detail of other expenses follows:

Year ended December 31,
2002 20 01 2000
(Inth ousands)
Professional and service fees $7,685 $7 461  $ 8,406
Communications 5,865 5 ,395 5,573
Revenue earning equipment 1,588 1 ,578 1,525
Supplies and printing 1,963 1 ,282 1,214
Other 8,243 9 ,489 8,155
Total $25,344  $25 ,205  $24,873

72 First BanCorp 2002



NOTE 25 - 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@&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:
Year ended December 31,

2002 2001 2000
(In thousands)
Current $ 30,938 $ 25,536 $19,11
Deferred (8,611) (5,402) (4,35

Total $ 22,327 $20,134 $ 14,76

e ' o
-

Income tax expense applicable to income beforeigimvfor income tax differs from the amount comgaliby applying the Puerto Rico
statutory rate of 39% as follows:

Year ended December 31,

2002 2001 2000
% of % of % of
pre-tax pre-tax pre-tax
Amount Income Amount Income  Amount Income

(Dollars in thousands)

Computed income tax

at statutory rate $50,811 39 $41,789 39  $31,994 39
Benefit of net exempt income  (31,819) (24) (24,442) (23) (12,707) (15)
Other-net 3335 2 2,787 3 (4526) (6)

Total income tax provision $22,327 17 $20,134 19 $14,761 18

The components of the deferred tax asset anditiabiére as follows:

December 31,
2002 2001

(In thousands)
Deferred tax asset:

Allowance for loan losses $43,645 $34,732
Unrealized loss on available for sale securities 1,783
Unrealized loss on fair value hedges attributable

to credit risk 379 315
Other 6,584 7,110
Deferred tax asset $50,608 $43,940

Deferred tax liability:

Unrealized gain on available for sale securities $(11,506)
Other (98) $ (322)
Deferred tax liability $(11,604) $ (322)

No valuation allowance was considered necessarhédeferred tax ass:

The tax effect of the unrealized holding gain @sléor securities available for sale was computesgd on a 25% capital gain tax rate, and is
included in accumulated other comprehensive incasna part of stockholders' equity.
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The Puerto Rico Treasury Department is conductmipeestigation of the Bank's income tax returnstifie years 1995, 1997, 1998 and 1¢
Management has prepared these tax returns in aoomedvith the Puerto Rico Internal Revenue Codetamdgulations. Therefore,
Management believes that a deficiency, if any, ltegufrom this investigation, will not have a mat effect on the Corporation's financial
statements.

NOTE 26 - COMMITMENTS

At December 31, 2002 certain premises are leastdt@rims expiring through the year 2022. The Cation 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 Ddzam31, 2002, the obligation under various leasbsws:

Year Amount

(In thousands)

2003 $ 4,894
2004 4,079
2005 2,826
2006 2,039
2007 1,726
2008 and later years 7,333
Total $22,897

Rental expense included in occupancy and equipmgranse was $4,509,798 in 2002 (2001 - $4,240 2431 - $4,042,069).
NOTE 27 - FAIR VALUE OF FINANCIAL INSTRUMENTS

The information about the estimated fair valuefirancial instruments as required by accountinggples generally accepted in the United
States of America, is presented hereunder. Théodis®e requirements exclude certain financial imegnts and all non - financial
instruments. Accordingly, the aggregate fair vauunts presented do not represent Managememtwesof the underlying value of the
Corporation. A summary table of estimated fair ealand carrying values of financial instrument®atember 31, 2002 and 2001 follows:

December 31,

200 2 2001
Estimated Carrying  Estimated Carrying
fair value value fair value value

(In thousands)

Assets:

Cash and due from banks and

money market instruments $ 381,965 $ 381,965 $ 94,463 $ 94,463
Investment securities 3,422,718 3,419,380 3,652,031 3,658,544
FHLB stock 35,630 35,630 22,891 22,891
Loans receivable, including loans

held for sale - net 5,527,122 5,525,939 4,226,033 4,217,719
Interest rate swaps 27,022 27,022

Liabilities:

Deposits 5,499,998 5,482,918 4,121,145 4,098,554
Federal funds, securities sold

under agreements to repurchase 2,966,580 2,793,540 3,005,466 2,997,174
Advances from FHLB 399,941 373,000 348,733 343,700
Subordinated notes 89,084 82,815 83,729 84,362
Interest rate swaps 9,739 9,739 15,053 15,053
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The estimated fair values are subjective in naameeinvolve uncertainties and matters of signifigadgment and, therefore, cannot be
determined with precision. Changes in the undegl@asumptions used in calculating the fair valwesdcsignificantly affect the results. In
addition, the fair value estimates are based ostanding balances without attempting to estimagevtilue of anticipated future business.
Therefore, the estimated fair values may materiiffer from the values that could actually be isad on a sale.

The estimated fair values were calculated usintatefacts and assumptions, which vary dependintherspecific financial instrument, as
follows:

CASH AND DUE FROM BANKS AND MONEY MARKET INSTRUMENT S

The carrying amounts of cash and due from banksvamtey market instruments are reasonable estiméthlsir fair values.
INVESTMENT SECURITIES

The fair values of investment securities are theketavalues based on quoted market prices and rdgadees.

FHLB STOCK

Investments in FHLB stock are valued at their replgon values.

LOANS RECEIVABLE, INCLUDING LOANS HELD FOR SALE -N ET

The fair value of all loans was estimated by treediinted present values of loans with similar fai@ncharacteristics. Loans were classified
by type such as commercial, residential mortgagaliccard and automobile. These asset categoges further segmented into fixed and
adjustable rate categories and by accruing andagonting groups. Performing floating rate loansemaalued at book if they reprice at least
once every three months, as were performing cliegss. The fair value of fixed rate performing lsamas calculated by discounting expected
cash flows through the estimated maturity date eReprepayment experience was assumed to continuedrtgage loans, auto loans and
personal loans. Other loans assumed little or epgyment. Prepayment estimates were based on tper@ton's historical data for similar
loans. Discount rates were based on the Treasuaig Wurve at the date of the analysis, with anstdjent, which reflects the risk and other
costs inherent in the loan category.

Non-accruing loans covered by a specific loan lossnadhce were viewed as immediate losses and wened/alt zero. Other non-accruing
loans were arbitrarily assumed to be repaid afteryear. Presumably this would occur either beckaseis repaid, collateral has been so
satisfy the loan or because general reserves atedo it. The principal of non-accruing loang sovered by specific reserves was
discounted for one year at the going rate for sirmlew loans.

DEPOSITS

The estimated fair values of demand deposits avidgsaccounts, which are the deposits with nongefimaturities, equal the amount
payable on demand at the reporting date. For depoegh stated maturities, but that reprice attig@srterly, the fair values are also estime
to be the amount payable at the reporting date.

The fair values of fixed rate deposits with stateaturities, are based on the present value ofutued cash flows expected to be paid on
deposits. The cash flows are based on contractatirities; no early repayments are assumed. Didcatgs are based on the LIBOR yield
curve. The estimated fair values of total depasitdude the fair value of core deposits intangitleich represent the value of the customer
relationship measured by the values of demand dspaed savings deposits that bear a low or zeésoafinterest and do not fluctuate in
response to changes in interest rates.

Substantially all swaps currently held by the Cogtion form part of structured broker CD's. In th@sstruments a fixed rate CD is matched
with a swap of the same rate and maturity, thecelmywerting the fixed rate broker CD to a floatiagerinstrument which reprices quarterly
based on a fixed differential to three month LIBARe swaps are recorded at fair value with a cpmeding adjustment to CD's, therefore,
for purposes of fair value analysis, these strectloroker CD's are valued at book.
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FEDERAL FUNDS AND SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Federal funds purchased and some repurchase agrsamgrice at least quarterly, and their outstagndbalances are estimated to be their fair
values. Where longer commitments are involved,falues are estimated in the same way as fixed deposits.

ADVANCES FROM FHLB AND SUBORDINATED NOTES

The fair value of advances from FHLB with fixed mndtties was determined using discounted cash floahyeis over the full term of the
borrowings. The cash flows assumed no early repayofahe borrowings. Discount rates were basetherLIBOR yield curve. The fair
value of subordinated notes was based on indicattbmarket prices.

INTEREST RATE SWAPS

The fair values of the interest rate swaps wergigeal by the counter party.
NOTE 28 - SUPPLEMENTAL CASH FLOW INFORMATION
Supplemental cash flow information follows:

Supplemental cash flow information follows:

Year ended December 31,
2002 2001 2000
(In thousands)

Cash paid for:
Interest $274,548 $275,360 $260,937
Income tax 15,799 12,535 30,477
Non-cash investing and
financing activities:
Additions to other real
estate owned 3,338 1,797 3,121

NOTE 29 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SH EET RISK, COMMITMENTS TO EXTEND CREDIT AND
STANDBY LETTERS OF CREDIT

THE FOLLOWING TABLE PRESENTS A DETAIL OF COMMITMENT S TO EXTEND CREDIT AND STANDBY LETTERS OF
CREDIT:

The following table presents a detail of commitnseotextend credit and standby letters of credit:

December 31,

2002 2001
Financial instruments whose contract (In thousands)
amounts represent credit risk:
Commitments to extend credit:
To originate loans $2 08,925 $194,363
Unused credit card lines 3 07,492 291,120
Unused personal lines of credit 14,859 13,480
Commercial lines of credit 4 39,996 222,821
Commercial letters of credit 80,448 19,067
Standby letters of credit 30,313 24,172

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 isespnted 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 y8arce certain commitments are expected to expifeowt being drawn upon, the total
commitment amount does not necessarily represaniefgash requirements. In the case of credit candgpersonal lines of credit, the
Corporation can at any time
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and without cause, cancel the unused credit facilihe amount of collateral, obtained if deemedessary by the Corporation upon extension
of credit, is based on Management's credit evaloaif the borrower. Rates charged on the loansatieatinally disbursed is the rate being
offered at the time the loans are closed, therefaydee is charged on these commitments. Thesfeiamount which is used as the estimate
of the fair value of commitments.

In general, commercial and standby letters of ti@@i issued to facilitate foreign and domestideértransactions. 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 comnattimes of credit. The fair value of commercialdastandby letters of credit is based on the
fees currently charged for such agreements, whi€leaember 31, 2002 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 witargiarties 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 expensemwsd accounts or interest income
investment accounts.

The following table indicates the types of swapsdis

Notio nal amount

(In thousands)
Pay-fixed and receive-variable swaps:

Balance at December 31, 2000 $ -

New Contracts 58,165
Balance at December 31, 2001 58,165
New contracts 20,000
Balance at December 31,2002 $ 78,165

Receive-fixed and pay variable swaps:

Balance at December 31, 2000 $ 1,151,000
Expired contracts ( 1,116,000)
New contracts 1,460,000
Balance at December 31, 2001 $ 1,495,000
Expired contracts ( 1,193,681)
New contracts 1,656,590
Balance at December 31, 2002 $ 1,957,909

Interest rate swap agreements under which the Catipp agrees to pay variable-rates of interestansidered to be a hedge against change:
in the fair value of the Corporation fixedte brokered certificates of deposit. The interat swap agreements are reflected at fair valtiec
Corporation's consolidated statement of finanaialdition and the related portion of fixed-rate diebing hedged is reflected at an amount
equal to the sum of its carrying value plus an stijent representing the change in fair value ofitite obligations attributable to the interest
rate risk being hedged. The hedge relationshigtimated to be 100 percent effective; thereforerghs no impact on the statement of income
nor on comprehensive income, because the gairssrdo the swap agreements will completely offsetdbs or gain on the certificates of
deposit. The Corporation, in order to achieve 1@dféctiveness, incorporates in the hedge of fixatd-brokered CD's the right to lower the
notional amount for a stated period of time, in¢hse of cancellations prior to maturity. The rie#at of this accounting is that the interest
expense on the hedged certificates of deposit giyneeflects variable interest rates.

Interest rate swap agreements under which the Catipo agrees to pay fixed-rates of interest arsidered to be a hedge against changes in
the fair value attributable to market interest saiéfixed rate available for sale corporate boddzordingly, the interest rate swap
agreements and the securities being hedged aeetesfl at
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fair value in the Corporation's consolidated staehof financial condition. The adjustment of treglped item's carrying amount attributable
to the hedged risk is recorded in earnings in ot@iffset the gain or loss on the hedging instmim&he change in the fair value of the
security attributable to credit risk is recordedther comprehensive income. The hedge relatiorishgptimated to be 100 percent effective;
therefore, there is no impact on the statementeme, because the gain or loss on the interessvedp reflects the full amount of the gail
loss on the hedged item attributable to the hedigkd The net effect of this accounting is that itterest of the fixed-rate securities being
hedged generally reflects variable interest rddesing the year ended on December 31, 2002, thpaZation sold certain corporate bonds to
which interest rate swap agreements with an agtgegsional principal balance of $53.2 million wettéributable. Therefore, these swaps no
longer qualify for hedge accounting, and an unredliloss of $4.5 million was recorded to reflecrfes in the fair value of these derivatives
as part of derivative loss in the Other Incomeisaabf the statement of income.

Interest rate swaps with an aggregate notionatipéh balance of $25 million had an unrealized los$1,517,268 (2001 - $1,260,094
unrealized loss), attributable to credit risk, whigas recorded in accumulated comprehensive incenhef income tax.

Pay-fixed swaps at December 31, 2002 had a fixeghted average rate payment of 6.53% (2001 - 7.1a#%d)a floating weighted average
rate receiving of 3.53% (2001 -4.20%). Receivediswvaps at December 31, 2002, have a floating wetigdiverage rate payment of 1.58%
(2001 - 2.16%) and a fixed weighted average rateiveng of 5.60% (2001 -6.32%). Floating rates ay fixed swaps range from 175 to 240
basis points over LIBOR and from minus 25 basisifsatio 7 over LIBOR rate on receive fixed swaps.

For swap transactions, the amounts potentiallyestitp credit loss are the net streams of paymamndsr the agreements and not the notional
principal amounts used to express the volume ofthagps. At December 31, 2002, the Corporation bt het receivable of $12,147,354
(2001 - $12,755,949) related to the swap transa&tidbhe Corporation controls the credit risk ofiniterest rate swap agreements through
approvals, limits, and monitoring procedures. TloegBration does not anticipate nparformance by the counter parties. The Corpordtaa

a policy of diversifying swap counter parties tduee the risk that any counter party will fail. part of the swap transactions, the Corpore

is required to pledge collateral in the form of dgips in banks or securities. The book value argtegate market value of securities pledged
as collateral for interest rate swaps at DecembgP@02 was approximately $42.1 million and $42iBion, respectively (2001 - $48.1

million and $47.9 million, respectively). The finalaturity of the swaps at December 31, 2002 raffigend one month through nineteen years
(2001 - from one year through twenty years).

Interest rate swaps with an aggregate notionatjpah balance of $2,036,074,000 had a gross umeshljain of approximately $27,021,907
and gross unrealized loss of $9,738,638 at DeceBhe2002, which are included in the Other Assategory and Other Liabilities category,
respectively.

INTEREST RATE PROTECTION AGREEMENTS (CAPS)

From time to time the Corporation also uses intawde protection agreements

(Caps) to limit its exposure to rising interesegabn its deposits. Under these agreements, thmf@dion pays an up front premium or fee for
the right to receive cash flow payments in excésbepredetermined cap rate; thus, effectivelyp@ag its interest rate cost for the duratiol
the agreement. There were no caps agreementsralitgjat December 31,2002

On January 1, 2001 a loss of approximately $1.8amilvas recognized in the statement of income @snaulative effect of the adoption of
SFAS No. 133, as a result of unamortized premiuit foat caps of $1.5 million less an estimated faarket value of $200,000. Prior to the
implementation of SFAS No. 133, the premium was rdied as an adjustment to interest expense oWworgs.

NOTE 30 - SEGMENT INFORMATION

The Corporation has three reportable segmentsilRet@ness. Treasury and Investments, and ComaleCarporate 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.
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The Retail business segment is composed of theo€atipn's branches and loan centers together tvithdtail products of deposits and
consumer loans. Consumer loans include loans sipkraonal, residential real estate, auto, credit and small loans. Finance leases are
included in Retail business. The Commercial Corgosagment is composed of commercial loans inctudommercial real estate and
construction loans. The Treasury and Investmennsegis responsible for the Corporation investnpemtfolio and treasury functions. The
Other Income segment is mainly composed of inswamcl other commission's income.

The accounting policies of the segments are thesethose described in Note
2 - "Summary of Significant Accounting Policies."

The Corporation evaluates the performance of tgesats based on net interest income after the athprovision for loan losses, other
income and direct operating expenses. The segraentiso evaluated based on the average volune ediining assets less the allowance
loan losses.

The only intersegment transaction is the net teanaff funds by the Treasury and Investment segruethiother segments. The Treasury and
Investment segment sells funds to the Retail andr@ercial Corporate segments to finance their legditivities and purchases funds
gathered by those segments. The interest rategazhar credited by Investment and Treasury is basedarket rates.

The following table presents information about tbgortable segments:

Tre asury and Commercial
Retail In vestments Corporate Other Total

(In thousands)

For the year ended

December 31, 2002:

Interest income $ 230,141 $ 188,194 $ 121,698 $ 540,033
Net (charge) credit

for transfer of funds (46,552) 97,360 (50,808)

Interest expense (58,835) (214,349) (273,184)
Net interest income 124,754 71,205 70,890 266,850
Provision for loan losses (43,090) (19,212) (62,302)
Other income 39,352 8,643 5,080 $ 5 417 58,492
Direct Operating Expenses (74,357) (2,227) (6,439) ( 697) (83,721)
Segment income 46,659 77,621 50,319 4, 720 179,319
Average earning assets $ 2,410,548 $ 3,746,245 $ 2,258,025 $8,414,818
For the year ended

December 31, 2001:

Interest income 217,021 $ 162,478 $ 136,757 $ 516,256
Net (charge) credit

for transfer of funds (21,043) 102,123 (81,081)

Interest expense (71,410) (208,791) (280,201)
Net interest income 124,568 55,810 55,676 236,055
Provision for loan losses (44,541) (16,489) (61,030)
Other income 35,384 10,211 4,440 $ 2 945 52,980
Direct Operating Expenses (69,198) (1,844) (5,664) ( 362) (77,069)
Segment income 46,213 64,177 37,963 2, 583 150,936
Average earning assets $1,970,768 $ 2,627,205 $1,781,314 $ 6,379,287
For the year ended

December 31, 2000:

Interest income 222,950 $ 134,328 $ 106,110 $ 463,388
Net (charge) credit

for transfer of funds (12,582) 85,013 (72,431)

Interest expense (74,093) (198,522) (272,615)
Net interest income 136,275 20,819 33,679 190,773
Provision for loan losses (28,084) (17,635) (45,719)
Other income 34,556 8,968 4,221 $ 2 287 50,032
Direct Operating Expenses (69,369) (1,922) (5,010) ( 318) (76,619)
Segment income 73,378 27,865 15,255 1, 969 118,467
Average earning assets $ 1,893,699 $ 1,985,580 $ 1,110,608 $ 4,989,887
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The following table presents a reconciliation & teportable segment financial information to tbesolidated totals:

Year ended December 31, 2001

2002 2001 2000
(In thousands)

Net income:
Total income for segments $ 179,319 150,936 $ 118 467
Other operating expenses (49,036) $ (43,786) (36 ,430)
Income taxes (22,327) (20,134) (14 ,761)
Income before cumulative effect of accounting chang e 107,956 87,016 67 276
Cumulative effect of accounting change (1,015)
Total consolidated net income $ 107,956 $ 86,001 $ 67 ,276
Average assets:
Total average earning assets for segments $ 8,414,818 $ 6,379,287 $ 4,989 ,887
Average assets not assigned to segments 333,404 322,115 249 ,489
Total consolidated average assets $ 8,748,222 $ 6,701,402 $ 5,239 376

NOTE 31 - 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 advefext on the Corporation's financial posit
or results of operations.

NOTE 32 - FIRST BANCORP (HOLDING COMPANY ONLY) FINA NCIAL INFORMATION

The following condensed financial information pretsethe financial position of the Holding Compamyjyoat December 31, 2002 and 2001,
and the results of its operations and its cashdlfaw the years ended on December 31,2002,2002G001

STATEMENTS OF FINANCIAL CONDITION
Insurance Agency, at equity Other assets Totalasse

Liabilities and Stockholders' Equity: Accounts pllgaand other liabilities Stockholders' equity Gogéncies and commitments Total
liabilities and stockholders' equity

December 31,2002 December 31, 2001

(In thousands)

Assets:
Cash and due from banks $ 26,276 $ 17,422
Money market instruments 300 300

Investment securities available
for sale, at market value:

United States Government obligations 24,802
Other investments 42,674 35.507
Total investment securities
available for sale 42.674 60.309

Investment securities held to maturity, at cost:
United States Government obligations 5,700

Total investment securities held to maturity 5,700
Loans receivable 6,000 5,682
Investment in FirstBank Puerto Rico, at equity 718,480 515,623
Investment in FirstBank 1,445 371
Other Assets 726 3,383
Total Assets $801,601 $603,090

Liabilities and Stockholders' Equity:

Accounts payable and other liabilities $ 3,177 $ 171
Stockholders' equity 798,424 602,919
Contingencies and commitments



Total liabilities and stockholders' equity $801,601 $603,090
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STATEMENTS OF INCOME

2002 2001 2000
Income:
Interest income on investment securities $ 351 $ 658 $ 776
Interest income on other investments 248 250 289
Interest income on loans 5,269 306
Dividend from FirstBank 28,000 24,000 24,000
705 668 1,117

Other income

34,573 25,882 26,182

Expenses: 2 25

Interest expense 709 559 487

Other operating expenses 711 559 512
(22,321) 1,093 7,134

Gain (loss) on sale of investments, net

Income before income taxes and equity

in undistributed earnings of subsidiaries 11,541 26,416 32,804

2,250 170 209

Income taxes
98,665 59,755 34,681

Equity in undistributed earnings of subsidiaries

107,956 86,001 67,276

Net income
39,675 13,306 49,050

Other comprehensive income, net of tax

Comprehensive income $ 147,631 $99,307 $116,326

The principal source of income for the Holding Ca@mnp consists of the earnings of FirstBank.
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STATEMENT OF CASH FLOWS

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net
cash provided by operating activities:
Equity in undistributed earnings

of subsidiaries

Net loss (gain) on sale of

investments securities

Net (increase) decrease in other assets
Net increase (decrease) in other liabilities

Total adjustments

Net cash provided by operating activities

Cash flows from investing activities:
Capital contribution to subsidiaries
Loans originated

Purchases of securities available for sale
Sales and maturity of securities held to
maturity and available for sale

Other investing activities

Net cash used in investing
activities

Cash flows from financing activities:

Net decrease in other borrowings
Proceeds from issuance on preferred stock
Exercise of stock options

Cash dividends paid

Treasury stock acquired

Net cash provided by financing activities

Net increase in cash
Cash and cash equivalents
at the beginning of the year

Cash and cash equivalents
at the end of the year

Cash and cash equivalents include:
Cash and due from banks
Money market instruments
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Year ended December 31,

2002 2001 2000

$ 107,956  $ 86,001  $ 67,276
(98,662) (59,755)  (34,681)
22,321 (1,093) (7,134)
(175) (75) 120
2,069 (186) (527)
(74,447) (61,109)  (42,222)
33,509 24,892 25,054
(88,000) (80,305)  (40,000)
(88,000) (5,682)

(1,235,145) (24,203)  (50,119)
1,240,079 10,227 44,807
98,537 6,316 278
(72,529) (93,647)  (45,034)

(865)
88,906 100,069 72,438
1,341 1,355 94
(42,373) (30,343)  (19,212)
(1,930) (30,087)
47,874 69,151 22,368
8,854 396 2,388
17,722 17,326 14,938
$ 26576 $ 17,722  $17,326
$ 26276 $ 17,422  $17,026
300 300 300
$ 26576 $ 17,722  $17,326
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EXHIBIT 21.0

List of Subsidiaries
(Direct and Indirect)

Direct

1.  FirstBank Puerto Ric
2.  FirstBank Insurance Agency, Ir
Indirect
1.  First Leasing and Rental Corporati
2.  First Federal Finance Corp. D/B/A Money Expr“La Financiera'
3.  First Trade Inc

4.  FirstBank Insurance Agency VI, In



EXHIBIT 99.1
CERTIFICATION

Pursuant to 18 U.S.C. sec.1350, the undersignékofif First BanCorp. (the “Company”) hereby dét, to such officer’'s knowledge, that
the Annual Report on Form 10-K for the year endeddnber 31, 2002 (the “Report”) fully complies witle requirements of Section 13(a)
or 15(d), as applicable, of the Securities Exchahgfeof 1934 and that the information containedhe Report fairly presents, in all material
respects, the financial condition and results @rafions of the Company.

Dated: 03/25 /03 /sl Angel Alvarez-Pérez

Angel Alvarez-Pérez, Esq.
Chairman, President and
Chief Executive Office



EXHIBIT 99.2
CERTIFICATION

Pursuant to 18 U.S.C. sec.1350, the undersignékofif First BanCorp. (the “Company”) hereby dét, to such officer’'s knowledge, that
the Annual Report on Form 10-K for the year endeddnber 31, 2002 (the “Report”) fully complies witle requirements of Section 13(a)
or 15(d), as applicable, of the Securities Exchahgfeof 1934 and that the information containedhe Report fairly presents, in all material
respects, the financial condition and results @rafions of the Company.

Dated: 03/25/03 /s/ Annie Astor-Carbonell

Annie Astor-Carbonell
Senior Executive Vice President and
Chief Financial Officel
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